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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 I 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 I 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? 

Items 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 I 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, 2nd 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 



 

2026 CBDF FDD -5- 

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 Item. 
 
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 Item 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 
Royalty 

For New Franchisees: 
The greater of (i) 
7.25% of your 
previous month’s 
Gross Revenues, or 
(ii) the “Minimum 
Royalty” of $3,000 per 
month. 

For Existing 
Franchisees Entering 
into a Renewal 
Franchise Agreement: 

The greater of (i) 7% - 
7.25% of your 
previous month’s 
Gross Revenues; or 
(ii) the “Minimum 
Royalty” of $3,000 per 
month.  (See 
Remarks) 

On or before the 5th day of 
each calendar month after 
the calendar month in which 
Gross Revenues were 
received. While the final 
Continuing Royalty 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 Continuing Royalty.  

To the extent necessary, we 
will reconcile the weekly 
amounts we have withdrawn 
with the month’s actual 
Continuing Royalty due on or 
before the 5th day of each 
calendar month.2 

Gross Revenues include all 
revenues from the franchised 
Location (whether received in cash, 
in services, in kind, from barter 
and/or exchange, on credit, or 
otherwise) but do not include 
documented refunds, chargebacks, 
credits and allowances to customers 
or sales or use taxes. You owe 
Continuing Royalties beginning with 
the first calendar month following 
the calendar month in which the 
date you open falls. See Note 1. 

For existing franchisees, entering 
into a Renewal Agreement, we will 
phase in the new Continuing 
Royalty. During the first year of the 
Renewal Agreement term, you will 
pay us a Continuing Royalty equal 
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 
Advertising 
Expenditures 

You must spend the 
total amount 
described in footnote 
3 on contributions to 
the National 
Promotion and 
Protection Fund (see 
below) and local 
advertising of the 

Periodically during each 
month. On or before January 
15th of each year during the 
term of the Franchise 
Agreement (or at other times 
CBDF specifies), you must 
submit verification reports 
and receipts respecting local 

See footnote 3 for your Required 
Advertising Expenditures. If you 
operate 2 contiguous Territories 
under separate Franchise 
Agreements, then we will use the 
household count for each Territory 
to assess your compliance with 
these requirements. See Note 3. 
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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 5th 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 5th 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 Item 11. See 
Note 1 and Note 2. 

Software 
License Fee 

$300 annual lease 
payment 

Payable quarterly promptly 
upon your receipt of our 
invoice.  

You will be leasing the proprietary 
Closets By Design management 
system software (“CBD Manager 
Software”). See Note 1 and Note 2. 

Software 
Maintenance 
Fee 

$225 each month Payable quarterly promptly 
upon your receipt of our 
invoice.  

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 
Charge 

5% of the delinquent 
amount plus interest 

Immediately upon CBDF’s 
demand for payment  

Interest is payable at an annual 
percentage rate (“APR”) of 18% or 
the maximum APR allowed by law, 
whichever is less. See Note 1 and 
Note 2.  

AIM Sales 
Management 
Portal Fee 

Our then-current fee 
which shall not exceed 
$25 per user per 
month  

As CBDF or affiliate requires. 

 

 

You are required to use our AIM 
(Account Interaction Manager) sales 
management portal in connection 
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 
Charge 

$250 Immediately upon CBDF’s 
demand for payment 

This fee will accrue 7 days after the 
subject monthly report is due. 

Late Quarterly 
Financial 
Statement 
Charge 

$500 Immediately upon CBDF’s 
demand for payment 

This fee will accrue 30 days 
following the date the subject 
quarterly financial statement is due.  

Transfer Fee (if 
transferee is 
identified by a 
third-party 
broker)1 

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 payable if you 
engage a broker or prospective 
buyer without first notifying us of 
your desire to sell your franchise.  

Additional 
Training  

$1,000 per person per 
day, plus CBDF’s 
travel, lodging and 
living expenses 

Before completion of initial 
training.  

Initial training is provided to your 
General Manager at no additional 
charge. Additional attendees, 
including replacement General 
Managers, pay this fee. See Note 1. 

Additional On-
Site Training 
and Assistance 

$ 750 for the 1st day 
and $500 for each 
additional day 

At completion of additional 
on-site assistance.  

You may request additional on-site 
training and assistance after you 
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. 

Audit1 10% interest on under 
payment2 

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) 
Months 

Following 
Advertising 

Date 

180- 
225  

226-
300 

301-
375 

376-
450 

451-
530 

531-
601 

611-
700 

701-
800 

801-
900 

901-
1000 

1001-
1150 

1151-
1300 

1301-
1500 

1501-
1700 

1701-
1900 1901 

 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 
Expenditure 

Amount Method of 
payment 

When due To whom 
payment is to 

be made 
Initial Franchise Fee 
See Note 1 

$20,000 
 

Lump sum; non-
refundable 

When you sign the 
Franchise Agreement. 

CBDF 

Territory Fee 
See Note 1 

Greater of (i) 
$18,000 or (ii) 

$1,000 for each 
increment or portion 

of 10,000 
households in the 

Territory. 

Lump sum; non-
refundable 

When you sign the 
Franchise Agreement. 

CBDF 

Market 
Development Fee  
See Note 1 

Varies Lump sum; non-
refundable 

When you sign the 
Franchise Agreement. 

CBDF 

Travel/Living 
Expenses for Initial 
Training 
See Note 2 

$2,500  
to 

$3,500  

As Incurred  During training  Travel and 
Lodging 
Vendors  

Furniture, Fixtures 
and Equipment 
(including computer) 
See Note 3 

$37,000  
to  

$254,000  

Lump sum or 
financed by 
outside vendor 

Before opening Approved 
Suppliers or 
Vendors  

Grand Opening 
Advertising – 1st 3 
months 

$30,000  
to  

$45,000  

Variable Before opening Advertisers 

Inventory and 
Supplies 

$10,000 
to 

$25,000 

Lump sum; usually 
non-refundable 

Before opening Approved 
suppliers 
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Type of 
Expenditure 

Amount Method of 
payment 

When due To whom 
payment is to 

be made 
Deposits for 
Vehicles 
See Note 4 

$1,000 
to 

$4,000 

Lump Sum Before opening Third Party 

Interior/Exterior 
Signs 

$500 
to 

$1,000 

Lump sum; non-
refundable 

Before opening Approved 
suppliers 

Licenses and 
Permits 

$500 
to 

$1,500 

Lump sum  Before opening  Governmental 
agencies 

Rent (excluding 
Security 
Deposits)  

$2,000 
to 

$12,000 

Lump sum As agreed with Lessor  Lessor 

Retail Shop Build-
Outs and 
Improvements  

$5,000 
to 

$30,000 

Lump sum As agreed with Lessor  Lessor or Third 
Parties 

Business Insurance 
See Note 5 

$1,500 
to 

$2,000 

Lump sum  
 

As required by 
insurance company 
policy 

Insurance 
company 

Legal/Accounting $1,000 
to 

$3,000 

Lump sum  
 

As incurred Attorneys/Accou
ntants 

Additional Funds – 
1st 3 months 
See Note 6 

           $25,000 
to 

$75,000 

As incurred As incurred  See below 

TOTALS 
See Note 7 

 $154,000 to $511,000  

 

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. 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. 

2. 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. 

3. 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. 

4. 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. 

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

6. 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. 

7. 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. 

  
OBLIGATION 

SECTION IN FRANCHISE 
AGREEMENT 

ITEM IN 
DISCLOSURE 
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 
requirements 

6.01, 6.02, 7.02, 8.01 6, 7, 11 

d. Initial and ongoing training 7.02 – 7.07 11 

e. Opening 1.01, 5.02, 5.03, 5.05, 
5.07, 7.02, 7.03, 8.06 B. 

5, 6, 11 

f. Fees 3.03, 3.04, 4.04, 4.05, 
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. 

5, 6, 7 

g. Compliance with standards and 
policies/Operating Manual 

7.01, 8.01-8.19, 9.01, 
9.04,10.01-10.06, 12.01 

11 

h. Trademarks and proprietary information 1.02, 2.02, 12.01, 15.01- 

15.08, Exhibit 2 

13, 14 

i. Restrictions on products/services requirements 3.02, 3.03, 3.04, 3.05, 
8.03, 8.04, 8.06, 8.07, 
8.08, 17.08 

8 

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 
requirements 

5.04, 8.03, 8.07, 9.01 11 

n. Insurance 9.01-9.06 7, 8, 11 

o. 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, 
14.05, 18.01, Exhibit 4 

17 
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OBLIGATION 

SECTION IN FRANCHISE 
AGREEMENT 

ITEM IN 
DISCLOSURE 
DOCUMENT 

x. Dispute resolution 13.04, 22.02, 23.01-23.04 17 

y. Compliance with U.S. anti-terrorism and other 
U.S. federal laws  

22.10 None 

z. Guarantee 22.09, Exhibit 5 15 
 

ITEM 10: FINANCING 
Source of Financing From Us 
Amount Financed1 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. 
Term1 12 months. 
Interest Rate1 Greater of: (i) 9.50% or (ii) 3 points (3%) above the prime rate. 

Monthly Payment1 Principal plus interest for the term compounded. 
Prepay Penalty None 
Security Required1 Promissory Note or Personal Guaranty by franchisee’s owners and 

their spouses. 
Liability upon default1 Loss of franchise; franchisor may declare entire amount due 

immediately. 
Loss of Legal Rights upon Default1 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 
(ii) 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 
I. 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 will: 
(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 

 SUBJECT 
HRS OF 

CLASSROOM 
TRAINING 

HRS OF 
ON THE 

JOB 
TRAINING 

LOCATION 

Administration of the Closets By 
Design System 

8 0 Garden Grove, California, other 
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 Item 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 Item 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 Item 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 Item 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 Franchise Advisory Council (which 
was formed in 2006) may advise CBDF on various matters concerning the operation of the 
system, including advertising. It consists of five franchisee members, three of whom are 
chosen by Closet by Design franchisees and two of whom are appointed by CBDF. 
(4) We have entered into system wide national advertising contracts with certain vendors to 
provide advertising and advertising materials to franchisees at a discount. While you are 
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not obligated to use these vendors for your advertising materials, if you wish to utilize the 
services of our approved suppliers then we will resell these advertising services to you.  
(5) Will be available by phone and email during CBDF’s normal business hours at no 
additional charge for guidance concerning the operation and management of the Franchise 
(section 7.04 of the Franchise Agreement). 
(6) Will periodically offer follow-up assistance in the day-to-day operations of your Franchise 
or to discuss any operational problems. If (i) we, in our sole discretion, determine that you 
require additional on-site assistance or (ii) you request that we send someone to your 
Location to assist in your business operation, and you have given us a reasonable amount of 
notice, we will use our best efforts to assist you. If we provide such additional on-site 
assistance to you, then you must pay us $750 for the 1st day we provide such additional 
on-site assistance and $500 for each additional day thereafter (section 7.03 of the Franchise 
Agreement). 
We must review and consent to the Location of your Franchise (we will not unreasonably 
withhold approval). We do not currently own sites for leasing to franchisees. We consider 
the following factors in consenting to your site: potential competition within the territory or 
immediate vicinity of the Location, the general location and neighborhood where it would be 
situated, traffic patterns, availability of parking, physical characteristics of existing building, 
availability of necessary space for the Franchise and lease terms. Promptly following our 
written consent to your proposed Closets By Design Location, you must deliver to us a copy 
of any proposed lease or sublease for the Location and any proposed related documents. 
If you, your Principals, or any of your affiliates own, directly or indirectly, the premises of 
your Location, you must make sure that the Franchised Business is operated through a 
separate legal entity approved by us (the “Operating Entity”) and that such Operating Entity 
enters into a Lease for the Location with the applicable owner(s) (the “Owner-Lessor”).We 
will review and consent to any lease, sublease or other rental agreement for the Closets 
By Design Location and if we do not communicate our consent to or disapproval of a 
proposed lease to you within 10 business days following our receipt of it, the Lease is 
considered approved (section 6.02 of the Franchise Agreement). Our consent to the Lease 
for your Location is conditioned on your lease including the lease rider provisions set forth 
in Section 6.02(B) or Section 6.03 of the Franchise Agreement (as applicable). We may 
agree with your landlord to have a right to assume your lease if you default under its terms. 
You must find and lease a site for your Location acceptable to us within 90 days of your 
signing the Franchise Agreement and begin operations within 120 days after signing the 
Franchise Agreement or the Franchise Agreement may be terminated (we are not obligated 
to refund any part of your Initial Franchise Fee or Territory Fee). (See Item 5 of this disclosure 
document and section 6.01 B. of the Franchise Agreement). 
CBDF may make available to you optional staff training courses, seminars, conferences, or 
other programs at a location suitable to both you and CBDF. CBDF does not currently charge 
an attendance fee, but we reserve the right to do so. You will also be required to pay all travel 
and lodging expenses (sections 7.05 and 7.07 of the Franchise Agreement). 
CBDF intends to hold a mandatory annual conference which at least one of your Principals 
must attend, to discuss Organizers, sales techniques, personnel training, bookkeeping, 
accounting, inventory control, performance standards, advertising programs and 
merchandising procedures. CBDF reserves the right to charge a conference attendance fee 
(not to exceed $1,500 per attendee), and you will be required to pay all travel and living 
expenses of your attendees. This required conference will be held near our Garden Grove, 
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California headquarters or at other locations we designate (section 7.06 of the Franchise 
Agreement). The annual conference is expected to be approximately 4 days in duration. 
Instead of an annual conference, we may hold a series of regional meetings. At least one of 
your Principals must attend any regional meeting CBDF holds for your area. We may charge 
a fee up to $1,500 per attendee for the meeting. 
We may, from time to time provide to you (or have our designated 3rd party vendor provide 
to you) certain merchandising materials identifying the System and to support national 
promotions, such as branded memorabilia and other brand-relevant merchandise. You will 
be required to pay the cost for these materials, including shipping and insurance. 
You must purchase a suitable computer system to operate the CBD Manager Software (that 
we refer to as your “Computer System”). Your Computer System will consist of a minimum 
of two computers. We refer to these computers as the “Client” computers. In addition to 
purchasing “Client” computer, you may need to purchase other computers for the operation 
of other systems in your office that are not related to the CBD Manager Software. Your Client 
computers must be networked with the IT equipment that we require using a wired network 
plus a wireless network for a mobile computer and other wireless peripheral equipment. High 
speed internet access network for your entire office will also be required, as well as a printer 
to print reports and forms from the CBD Manager Software.  
For your “Client” computer(s), running CBD Manager, we require the following configuration 
and related peripheral equipment: 

(1) Desktop or a laptop computer 
(2) Multicore Intel processor (4 cores or better) with at least 8GB of RAM; 
(3) Display capable of at least 1920 x 1080 resolution 
(4) Microsoft Windows operating system (Windows 11 (Home or Pro Edition) 64bit); 
(5) Microsoft Office suite (current version is Office 2024);  
(6) Printer or a Multifunction Printer/Fax/Copier/Scanner; 
(7) TCP/IP version 4 network stack; and  
(8) High speed internet access (any internet service provider is acceptable) via the 

local network (LAN). 
The cost of this Computer System ranges from $2,000 to $5,000.   
You must install our proprietary CBD Manager software program, which, we will lease to 
you for $300 per year (you must also pay a monthly software maintenance fee of $225 
periodic upgrades). We will provide you with proprietary accounting and reporting manuals 
and related materials (and related assistance, support and upgrades, at no additional cost to 
you) designed for use on your Computer System to help you schedule customer, order 
products and supplies and otherwise manage your Closets By Design business (see section 
8.07 of the Franchise Agreement). CBDF will also support you with (i) moving the CBD 
Manager Database server component to another computer on your network once that 
computer is connected and properly configured to use the network, (ii) your use of any of the 
features of the CBD Manager, and (iii) fixing any software bugs that may be discovered while 
you are using the CBD Manager. CBDF will not have independent access to your principal 
business computer and/or computer system; however, it has the right to: require you to 
transmit electronically on a daily basis data relating to the Franchised Business conducted 
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at or from your Location; retrieve from your computer system all information that it considers 
necessary, desirable or appropriate at the times it designates; and require you, at any time, 
upon notice, to grant it access to your business computer and computer systems (see 
sections 5.05 and 8.07 of the Franchise Agreement). You may purchase the computer 
equipment from any reputable vendor and you are solely responsible for the support, ongoing 
maintenance, repairs or upgrades to your computer system. You do not need cash registers 
or point of sale systems to operate your Business. 
You must install the AIM (Account Interaction Manager) sales management portal (the “AIM 
Sales Management Portal”) to be used in connection with the operation of your Business. 
The AIM Sales Management Portal is a web-based portal that designers will use to 
communicate the status of every client interaction with your Location and CBD Manager. 
The AIM Sales Management Portal is intended to ensure that all appointments are delivered 
to designers at a designated time, and all outcomes are reported back to our Sales 
Management team in a timely fashion. Currently, we do not charge you a fee for the use of 
the AIM Sales Management Portal, but we reserve the right to do so but we reserve the 
right to do so. If we elect to impose a fee for your use of the AIM Sales Management Portal, 
you will be required to pay our then-current fee, you will be required to pay our then-current 
fee not to exceed $25 per user per month. 
You must, at your expense, keep your Computer in good maintenance and repair. We may 
mandate that you add memory, ports, accessories, peripheral equipment and additional, 
new or substitute software. If we run tests and determine that it will prove economically or 
systemically beneficial to you and to us, you must install at your own expense the additions, 
modifications, substitutions and/or replacements to your Computer hardware, software, 
telephone and power lines and other computer facilities as we direct, on the dates and within 
the times we specify in our Confidential Manuals or otherwise. In addition, we may require 
you, at your expense, to purchase, install and utilize in your Closets By Design Business 
and at your Location such hereafter developed modes of computerization, communication, 
media and/or interfaces as we, in our sole business judgment, determine to incorporate into 
the System. You will be required to do so at such time and in such manner as we designate, 
in our Confidential Manuals or other written notices. 
CBDF alone may establish, maintain, modify or discontinue all internet, worldwide web and 
electronic commerce activities pertaining to the System, including through the use of a page or 
profile on a social media platform such as Facebook, Instagram, LinkedIn or X (formerly 
Twitter). Franchisees and their employees are not allowed to establish their own profiles on 
any social media page reflecting the Closets by Design brand, nor are they allowed to establish 
any Closets by Design related web page. CBDF will provide you with a “click through” subpage 
on any general Closets By Design web site it maintains. If CBDF establishes one or more 
websites or other modes of electronic commerce and if it provides a “click through” subpage at 
each such website for the promotion of your Closets By Design Business, you must provide 
CBDF with updated copy, photographs and news stories about your Closets By Design 
Business suitable for posting on your “click through” subpage, the content, frequency and 
procedure of which will be specified in our Confidential Manuals. Any websites or other modes 
of electric commerce that CBDF establishes or maintains may – in addition to advertising and 
promoting the programs, products, or services available at Closets By design business – also 
be devoted in part to offering Closets By Design business franchises for sale and be utilized 
by CBDF to exploit the electronic commerce rights which it alone reserves. You may not, 
without our prior written consent, establish or maintain any other websites or social media page; 
otherwise maintain a presence or advertise on the internet, through social media or in any other 
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mode of electronic commerce in connection with your Closets By Design Business, including 
through the use of a page or profile on a social media website such as Facebook, Instagram, 
LinkedIn or Twitter; establish a link to any website CBDF establishes at or from any other 
website or page; or, at any time establish any other website, social media or electronic 
commerce presence which in whole or in part incorporates the “Closets By Design” name or 
any name confusingly similar thereto.  By way of example, and without limiting the generality 
of the previous sentence; you may not exchange or communicate pricing or other information 
relating to System services or products via e-mail or any other electronic means (including 
but not limited to newsgroups or internet web sites); without CBDF’s prior written permission, 
list or link your Closets By Design Business, Location or any web site of CBDF or its Affiliates 
to any other webs site, or to any local internet advertising service, “yellow pages,” portal or 
search site, without CBDF’s prior written permission; or, promote System services or 
products and/or use the Proprietary Marks via direct e-mail solicitation, web sites, 
newsgroups, or any similar electronic means. 
You must open your franchised Closets By Design Business within 120 days after the effective 
date of the Franchise Agreement. CBDF estimates the typical length of time between the 
signing of the Franchise Agreement and beginning of your operations as a Closets By Design 
franchised business will be 90 days. Factors that may affect this length of time include the 
satisfactory completion of initial training by your designated attendees and availability of a 
retail location ready to begin operations. 
ITEM 12: TERRITORY 
You are granted a Franchise to operate at your Location in a specific protected territory 
(“Territory”) within which you must operate as a Closets By Design franchisee. You cannot 
conduct any other business anywhere without our written consent, nor conduct any Closets 
By Design business outside your Territory without our written consent (including, conducting 
business through other channels or distribution, such as the internet, catalog sales, 
telemarketing, or other direct marketing). If you conduct any unauthorized Closets By Design 
business outside your Territory, you will be required to pay the other franchisee (or CBDF, if 
the area in which you sell is not then a franchised Closets By Design territory) a market 
development fee of 25% of the Gross Revenue you obtained from the transaction (section 
3.04 A. of the Franchise Agreement). Payment of the market development fee does not 
authorize you to sell outside the Territory without CBDF’s advance written consent, or excuse 
or cure the breach of the Franchise Agreement you commit by making the unauthorized sale. 
The Territory is determined by population and will typically contain from 200,000 to 250,000 
households. The Territory is specified in Exhibit 1 to the Franchise Agreement. While the 
Franchise Agreement is in effect, CBDF will not locate another Closets By Design franchise 
in your Territory unless you are not in material compliance with the terms of your Franchise 
Agreement. However, if you refuse or are unable to provide products and services to Closets 
By Design customers, CBDF and CBDI reserve the right to provide these products and 
services in your Territory directly or through subcontractors. And CBDF can solicit “Leads” in 
your Territory by any means including displays in home centers, catalog, our Internet 
website, direct mail or telephone sales (see section 3.03 of the Franchise Agreement). If 
CBDF or another Closets By Design franchisee obtains any Leads from customers in your 
Territory, CBDF or the other franchisee will offer them to you first. See below in this Item 12. 
You will not receive an exclusive territory. You may face competition from other franchisees, 
from outlets that we own, or from other channels of distribution or competitive brands that 
we control. 
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CBDF will provide you with web pages and links to those web pages on any general Closets 
By Design web site CBDF maintains. You are prohibited from establishing or maintaining any 
other web sites related to your Business or Location without CBDF’s advance written consent 
and, except to the extent that you receive customers through the localized web page CBDF 
provides to you or to which CBDF has consented, you may not: establish or maintain a site 
on the world wide web associated in any way with the Business or Location, and you may not 
advertise, promote or sell System services or products electronically or via the Internet. For 
example, you may not exchange or communicate pricing or other information relating to 
System services or products via e-mail or any other electronic means (including, for example, 
newsgroups or internet web sites); without CBDF’s advance written permission, list or link 
your Business, Location or any web site of CBDF’s or its affiliates to any other webs site, or to 
any local internet advertising service, “yellow pages,” portal or search site, without CBDF’s 
advance written permission; or, promote System services or products and/or use the 
Proprietary Marks via direct e-mail solicitation, web sites, newsgroups, or any similar 
electronic means. 
Within 90 days after the effective date of the Franchise Agreement, you must find a site 
for your Location, obtain CBDF’s approval for the Location and sign a lease CBDF approves. 
You are required to devote all your business activities and to use your best efforts to develop 
and promote the franchised business, utilizing the trademarks, within your territory. You must 
comply with all applicable laws, regulations and ordinances (including zoning laws) in 
establishing your Franchise and Location and must obtain all required business licenses and 
other permits. 
If you breach the Franchise Agreement (including your failure to satisfy the required 
advertising obligations), then instead of terminating the Franchise Agreement, CBDF has the 
right, but not the obligation, to redefine and reduce your Territory upon written notice to you. 
In addition, if CBDF reasonably determines that you are in default of any of your material 
obligations under the Franchise Agreement, or that you breached your required advertising 
obligations during any one year period, and after being given notice and an opportunity to 
cure, then as an alternative to refusing to grant you a Renewal Franchise Agreement, CBDF 
has the right, but not the obligation, to redefine and reduce your Territory in the subsequent 
Renewal Franchise Agreement upon written notice to you. 
CBDF and its affiliates can own, operate and situate Closets By Design Businesses outside 
your Territory and near or adjacent to its boundary but no location of any Closets By Design 
Business to which the public has or will have access can be located within your Territory. 
You must not engage in activities that are equivalent to the franchised business outside your 
Territory without our written consent. Also, you cannot sell any merchandise, equipment, 
products or services to other Closets By Design franchisees without our advance written 
consent. 
CBDF may itself solicit, or authorize others to solicit, prospective customers for organizer 
services (“Leads”), through displays in home centers, catalogs, CBDF’s web site, direct mail 
or telephone sales. If CBDF or another Closets By Design franchisee solicits Leads in your 
Territory, CBDF or the applicable franchisee will first refer the Lead to you and you must 
pay CBDF or the franchisee up to 120% of the then-current System average cost per lead 
and must promptly and diligently perform all services requested by the Lead or outlined by 
us (if you accept it). Notwithstanding the foregoing, to the extent the Lead is generated or 
obtained using funds collected by the Closets By Design National Promotion and Protection 
Fund (the “Fund”), you will be required to pay the Fund our then-current Lead referral fee 
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charged for Leads generated by the Fund. At our option, we may set maximum prices for 
any organizer services that you provide to the Lead (you can charge lower prices). If you 
don’t pay us the fee for the Lead, or don’t provide requested services in a timely manner, 
we may ourselves or authorize another entity or individual to perform the services, and then 
either we or the other provider will keep all revenue from this service. (See section 3.03 of 
the Franchise Agreement). 
CBDF may negotiate agreements with “National/Regional and Institutional Accounts” (as 
defined below) to provide Closets By Design System services and products by you or other 
designated Closets By Design businesses. If CBDF negotiates terms for a 
National/Regional or Institutional Account that includes your Territory, you must provide 
Closets By Design services and products (or other authorized products or services) on the 
terms relating to the specific National/Regional or Institutional Account. CBDF may 
designate maximum prices for any Closets By Design services for a National/Regional or 
Institutional Account, and if it does, you cannot charge more than the maximum price (you 
can always charge less). A “National/Regional or Institutional Account” is any entity (such 
as a company or a government agency) that owns, operates, controls or represents 
multiple locations that extend beyond one Closets By Design Territory where Closets By 
Design services are provided. (See section 3.05 G. of the Franchise Agreement.) 
CBDF may also offer test products and services in your Territory (but only after first 
offering you the opportunity to provide these services (see section 8.08 of the Franchise 
Agreement). 
You may not open additional Franchises without our advance written consent, and if you do 
so with our consent then you will have to sign separate franchise agreements. If these 
Franchises are adjacent to your existing Franchise, you will be eligible to receive discounts 
on the initial franchise fee (see Item 5 of this disclosure document). You are required to 
diligently promote and market the franchised Business, develop to the best of your ability the 
potential for the franchised Business in your Closets By Design territory, and devote and focus 
your attentions and efforts to this promotion and development. 
If you want to or must relocate your Closets By Design Franchise business premises, then at 
least 30 days before the desired date of relocation, you must make a written request to us for 
consent to relocate. In your request, you must describe the reasons for the relocation and 
provide details about the proposed new Closets By Design Franchise business premises. If 
prior notice is impractical because of an immediate need to relocate, you must give CBDF 
notice as soon as possible. Within 21 days after receiving your request, CBDF either approves 
or disapproves of the new Location in writing using its reasonable business judgment. In 
making our decision, we may consider the following: alternative locations, proximity of the 
proposed Location to existing and potential Closets By Design Locations, increased market 
penetration expected, quality of location and the effect on the Closets By Design System. If 
we disapprove, you may request an alternative proposed new Location (see section 6.04 of 
the Franchise Agreement). 
CBDF and its affiliates can sell ready to assemble (or already assembled) “off the shelf” 
products to customers in your Territory through other channels of distribution, for example 
electronic marketing, such as computer network sales (including World Wide Web and/or 
other solicitations via the Internet or other on-line network); catalogues; home improvement 
stores, hardware stores, specialty stores, or licensed departments on the premises of another 
retail enterprise which also sells the products of third parties unrelated to us or our affiliates; 
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and, other retail establishments of any kind other than a dedicated Closets By Design 
Location.  
CBDF and its affiliated companies reserve the right to offer and sell other types of franchises. 
CBDF’s affiliate CWI owns 4 locations in the states of California and Nevada that operate 
businesses that are equivalent to those offered under this Disclosure Document under the 
mark “Closet World”. CWI has no current plans to operate more company-owned Locations or 
to offer franchises.  
CBDF and its affiliates can purchase, merge, acquire, be acquired by or affiliate with 
(“acquire”) an existing competitive or non-competitive franchise network, chain or any other 
business regardless of the location of that network, chain’s or business’ facilities, and to 
operate, franchise or license those businesses and/or facilities operating under any marks 
other than the Proprietary Marks following the purchase, merger, acquisition or affiliation, 
regardless of the location of these facilities, which may be within the Territory, and proximate 
to your Closets By Design Location. If CBDF acquires or is acquired by a competitive 
franchise network, chain or business and then determines to establish a company-owned 
location of that acquired or acquiring competitor within your Territory where previously there 
was none, then the location will be considered a “Company Business” and the rights 
described below with regard to a “Company Business” will apply. 
CBDF or any company affiliated with it may operate (or license another entity or individual 
to operate) one or more competitive or non-competitive businesses within your Territory. 
If CBDF or any of its affiliates operate (or license another entity or individual to operate) 
the same type of retail business as yours offering and selling organizer services and 
products (a “Company Business”) within your Territory, CBDF will cause the Company to 
provide you with at least 90 days’ advance written notice that a Company Business will 
begin operating in your Territory and inform you of the date that the Company Business 
will commence operations (the “Operation Date”). You will have the option described below 
to sell all of the assets of your Closets By Design Business to CBDF. The option to sell 
CBDF your assets will also apply if CBDF or an affiliate acquires or is acquired by an 
existing competitive franchise network, chain or any other business and determines to 
establish a Company-owned location of that business within your Territory where none 
existed.  
If CBDF or an affiliate informs you that a Company Business will begin operating a business 
(which may not operate under the Proprietary Marks) that is virtually identical to the Business 
licensed to you under the Franchise Agreement in your Territory, you will have an option 
(exercisable within 9 months after the Operation Date for the Company Business stated in 
the notice you receive) to sell to CBDF, and CBDF would then be obligated to purchase, all 
of the assets of your Closets By Design Business according to an Asset Purchase 
Agreement (the current form of this agreement is attached as Exhibit H to this disclosure 
document) for a purchase price equal to the greater of (i) 4.5 times earnings before 
interest, taxes, depreciation and amortization (“EBITDA”) of your Closets By Design 
Business during the 12 months immediately preceding the end of the third month following 
the Operation Date of the Company Business; (ii) 4.5 times the average annual EBITDA of 
your Business during the 36 month period immediately preceding the end of the third 
month following the Operation Date of the Company Business; or (iii) $250,000, each sum 
to be adjusted for specified liabilities of yours then existing (see section 3.06 of the Franchise 
Agreement for additional details of this buy-out option). 
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If CBDF or its affiliates determine to franchise a Location within your Territory of either an 
acquired or acquiring competitive business or other business which is virtually identical to 
the Business licensed to you, you will not receive a buy-out option, but the Franchise 
Agreement grants you a right of first refusal to acquire this franchise, exercisable within 45 
days of your receipt of CBDF’s disclosure document. If you exercise your right of first refusal 
by notifying CBDF that you wish to do so, you must sign the Franchise Agreement within 
two weeks following CBDF’s delivery of the Franchise Agreement to you. If you do not 
exercise your right of first refusal or sign the Franchise Agreement within the required time 
periods, the right of first refusal terminates automatically.  To qualify for these rights of first 
refusal, you must meet the then-current qualifications (financial and otherwise) for new 
franchisees for the franchise. This right of first refusal will not apply to any franchise within 
your Territory of any competitive business or franchise network CBDF acquires if the 
franchise was granted before the date of CBDF’s acquisition. No compensation will be 
owed or owing to you as a result of, and you will have no legal or equitable rights to 
complain of, any franchise of a competitive business CBDF acquires where the franchise 
was granted before the effective date of its acquisition.  
In addition, CBDF and its affiliated companies also have the right to offer and sell other types 
of franchises that are not directly competitive with the Franchise, in which case CBDF will not 
be required to provide you with advance written notice and the option described above (as 
provided in connection with the operation of Company Businesses).  
CBDF has not established and does not currently intend to establish franchises under different 
trademarks. CBDF will not establish any company-owned stores selling Organizers in your 
Territory using the Proprietary Marks. However, CBDF and its affiliated companies reserve 
the right to use or allow others to use the Proprietary Marks, including the right to establish 
company-owned locations selling Organizers using the Proprietary Marks or other marks 
outside of your Territory.  
ITEM 13: TRADEMARKS 
You are licensed to operate the franchise business under the principal trademark and 
logotype displayed on the cover of this disclosure document, and other current or future 
“trademarks, trade names, service marks and logos CBDF may authorize you to identify the 
Franchise business (collectively, the “Proprietary Marks”). The following is a description of 
the Proprietary Marks we will license to you, which have been registered on the Principal 
Register of the United States Patent and Trademark Office (“USPTO”): 

Federal Registrations 
Mark Registration 

Number 
 

Description Of Mark 
Principal Or 

Supplemental 
Register 

Registration 
Date 

CLOSETS BY 
DESIGN 

2932831 CLOSETS BY 
DESIGN  
(Words Only) 

Principal 03/15/2005 

CD 
CLOSETBYDESIGN 

3023096 CD 
CLOSETBYDESIGN  
(Words plus stylized 
letter design)  

Principal  12/6/2005 
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Mark Registration 
Number 

 
Description Of Mark 

Principal Or 
Supplemental 

Register 

Registration 
Date 

 

6231635 Everyday Collection 
(Words Only)  

Principal 12/29/2020 

 

6887245 CLASSIC 
COLLETION  
(Words Only) 

Principal 11/1/2022 

 

6887246 REGENCY 
COLLECTION 
(Words Only) 

Principal 11/1/2022 

 

6869114 CHROME3 (Words 
only) 

Principal 10/11/2022 

 
There are presently no effective determinations of the USPTO, the Trademark Trial and 
Appeal Board, or any state trademark administrator or court, nor any pending interference, 
opposition or cancellation proceedings involving our Proprietary Marks. There are no 
agreements currently in effect that significantly limit our rights to use or license the use of 
trademarks listed in this Item in a manner material to the franchise. There is no pending 
material federal or state court litigation regarding our use or ownership rights in the 
trademarks. All required affidavits have been filed. All required declarations and renewals 
have been filed with the U.S. Patent and Trademark Office on a timely basis to maintain the 
subsisting registrations for the Proprietary Marks. 
Our affiliate, Closets By Design, Inc., has licensed us the right to use the Proprietary Marks 
and to sublicense them to our franchisees pursuant to an intellectual property license 
agreement effective as of April 12, 2001, (the “IP License Agreement”). Under the IP License 
Agreement, we have the exclusive, perpetual right to use (and sublicense) the Proprietary 
Marks worldwide. Our right to use (and sublicense) the Proprietary Marks can be terminated 
if we (i) become bankrupt or otherwise insolvent; (ii) materially breach the IP License 
Agreement and fail to substantially cure such breach within the applicable cure period; or 
(iii) sell all or substantially all of our assets or 50% or more of our voting stock to an 
unaffiliated third-party. The IP License Agreement may affect you in that, if it is terminated, 
we may no longer be able to license the Proprietary Marks to you. The IP License Agreement 
can only be modified if the parties mutually agree in writing.  
You must follow our rules when you use the Proprietary Marks. You cannot use a name or 
mark as part of a corporate name or with modifying words, designs or symbols except for 
those which CBDF licenses to you. You may not use our registered name in the sale of 
unauthorized products or services or in a manner not authorized in writing by CBDF. 
We have the right to control any administrative proceedings or litigation involving a trademark 
licensed by us to you. You must notify CBDF immediately when you learn about an 
infringement or challenge to your use of our Proprietary Marks. We then will prosecute the 
unauthorized use of the Proprietary Marks if it is happening in your Territory or would 
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otherwise materially impact your franchised Business unless, in our reasonable 
determination, the supposedly unauthorized use of the Proprietary Marks is being engaged in 
by an individual or entity holding superior intellectual property rights to the Proprietary Marks. 
At a minimum, we will use the National Promotion and Protection Fund to defend you 
against any claim or action challenging or attempting to stop or limit your use of any 
Proprietary Mark.  
You must modify or discontinue the use of a Proprietary Mark if CBDF modifies or 
discontinues it. If this happens, and there is a change in the name or wording of the 
Proprietary Mark (as opposed to a change that is merely stylistic in nature, including, by 
example only, changes in logos, designs, templates, or style of presentation), then we must 
(i) reimburse you for your documented expenses of re-identifying any tangible item bearing 
the now modified or discontinued Proprietary Mark and (ii) spend in your market on local 
advertising and promotion 30% of the amount you spent on local advertising and promotion 
in the three month period immediately preceding our notice to you of the Proprietary Mark 
change. However, if two-thirds or more of the then existing Closets By Design franchised 
Businesses register support for the Proprietary Mark change, then the provisions of (ii) will 
not apply. If the Proprietary Mark change is merely stylistic in nature (including, by way of 
example only, changes in logos, designs, templates, or style of presentation) and there is no 
change in the name or wording of the Proprietary Mark, we will have no obligation to 
reimburse you under subparagraph (i) or to make the expenditures under subparagraph (ii), 
and all expenses of making the change will be at your sole expense. 
You must not directly or indirectly contest our rights to our Proprietary Marks, trade secrets or 
business techniques that are part of our business. 
CBDF does not know of any superior prior rights or infringing uses or material determinations 
of the USPTO, Trademark Trial and Appeal Board, trademark administrator of this state or of 
any court relating to our Proprietary Marks. Nor does CBDF know of any pending infringement, 
opposition or cancellation proceedings that could materially affect your use of our Proprietary 
Marks. There is no known litigation involving any Proprietary Mark. 
ITEM 14: PATENTS, COPYRIGHTS, AND PROPRIETARY INFORMATION 
You do not receive the right to use an item covered by a patent or registered copyright, but 
you can use the proprietary information in our Confidential Manuals. The Confidential 
Manuals are described in Item 11 of this disclosure document. Although CBDF has not filed 
an application for a copyright registration for the Confidential Manuals, it claims a copyright 
and the information is proprietary. Your and CBDF’s obligations to protect your rights to use 
CBDF’s copyrights are the same as the obligations for Proprietary Marks described in Item 13 
of this disclosure document. All construction patterns for closets or home/office organizational 
structure plans of CBDF and CBD are proprietary trade secrets and you must not disclose 
them to any unauthorized persons. You must also promptly tell us when you learn about 
unauthorized use of any of our proprietary information. CBDF is not obligated to take any 
action but will respond to this information as it thinks appropriate. CBDF will indemnify you 
for losses brought by a third party concerning your authorized use of this information. Your 
Principals and General Managers must sign the Confidentiality/Non- Competition Agreement 
in Exhibit 4. 
You must permanently and irrevocably assign to CBDF, in perpetuity throughout the world, 
any and all rights and interests to any and all of the following which is developed by you, or 
on your behalf, if developed in whole or in part in connection with your franchised Business 



 

2026 CBDF FDD -38- 

or Closets By Design Location: all programs, products or services; all variations, 
modifications and/or improvements on programs, products or services; your means, manner 
and style of offering and selling programs, products and services; management techniques 
or protocols you may develop (or have developed on your behalf); all layout schematics and 
design elements; all sales, marketing, advertising and promotional programs, campaigns or 
materials developed by you or on your behalf; and, all other intellectual property developed 
by you or on behalf of your franchised Business.  
ITEM 15: OBLIGATION TO PARTICIPATE IN THE ACTUAL OPERATION OF THE 

FRANCHISE BUSINESS 
You and/or your Principals are required to personally participate in the direct operation of the 
Franchise. Your “Principals” include every individual or entity that is or becomes an equity 
owner of the Franchisee entity. CBDF is not seeking to license franchises if the Principals of 
the franchisees are merely seeking a passive investment. Your Principals must devote the 
amount of their time, attention and best efforts to the performance of your duties under the 
Franchise Agreement that is necessary for the proper and effective operation of the 
franchised Business. Every current Principal and all future Principals when they assume the 
status of Principal must sign the Franchise Agreement and the Guarantee in Exhibit 5 to the 
Franchise Agreement. 
Additionally, you must either serve as (if you are an individual) or designate at least 1 full-
time General Manager for the Location. The name of the General Manager must be 
disclosed to us and should the General Manager change, we must be notified in writing. 
Each General Manager must receive our advance written approval, which we will not 
unreasonably delay or deny. The General Manager must devote his or her entire business 
time to the management, of the Franchise business in the Territory. Engaging a General 
Manager for the franchised Business, does not relieve you (and your Principals) of your and 
their obligations under the Franchise Agreement (including, without limitation, your 
obligation to personally participate in the direct operation of the Franchise on a full-time 
basis). Each General Manager must complete to our satisfaction the Closets By Design 
Initial Franchise Training. You must have at least one (1) General Manager on duty at the 
Closets By Design Location during all hours of operation.   
He or she also must maintain confidentiality of the trade secrets and cannot have an interest 
or business relationship with any of our business competitors. If your General Manager is 
not a Principal, it need not have any equity interest in the business entity. Your Principals, 
General Managers and all other managerial personnel must sign the Confidentiality/Non-
Competition Agreement in Exhibit 4. All of your non-managerial personnel and independent 
contractors you hire or engage to assist you with the operation of your franchised Business 
and Closets By Design Location will be required to execute our form of Confidentiality 
Agreement (Exhibit F to the Franchise Agreement). 
ITEM 16: RESTRICTIONS ON WHAT THE FRANCHISEE MAY SELL 
You must offer all Organizers and other goods and services that CBDF designates as 
required for all Closets By Design franchisees. Our franchisees will provide a large selection 
of closet designs, home and office organizational structures and related products. The precise 
construction plans are contained in the confidential manuals that you will be provided when 
you become a Closets By Design franchisee. Whenever you use our trademarks, you must 
only provide the goods and services that we authorize you to (see Item 8 of this disclosure 
document). 
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You are not limited as to the customers to whom you may sell our Organizers (see Item 8 of 
this disclosure document), except for the following limitations: You may not conduct any 
Closets By Design business outside your Territory without our written consent (see Items 6 
and 12). You may only engage in the retail sale of Closets By Design System services and 
products except for any wholesale sales that we have approved in advance. We must approve 
in writing any contract or other engagement of yours to provide closets or organizers to or 
through (i) a national or regional retail store chain or (ii) commercial account, and none of 
these engagements may account for more than 20% of your Gross Revenues in any 12-
month period (see section 3.04 C. of the Franchise Agreement). 
CBDF has the right to add or delete authorized products and services that you are required to 
offer or sell. There are no limits on its right to do so except that the additional investment you 
must make (for example, for equipment, supplies and initial inventory) for new products or 
services or other modifications to the System is limited as follows: The changes will not 
materially and unreasonably increase your obligations under the Franchise Agreement. No 
aggregate expenses during the Term of the Franchise Agreement less than or equal to 
$25,000 per year ($15,000 per year if your previous calendar year’s Gross Revenues were 
less than or equal to $1.8 million dollars) or $125,000 over the entire Term ($105,000 if your 
Gross Revenues never exceed $1.8 million dollars within any calendar year during the Term), 
whichever is greater, will be considered material or unreasonable (it being understood that 
an expense of more than $25,000 or $15,000, as applicable, which is payable over more 
than one year, for example for machinery or equipment, is considered reasonable so long 
as no one year’s payment exceeds $25,000 or $15,000, as applicable, and expenses do 
not exceed the Term aggregate limit). 
In addition, CBDF may determine from time to time to incorporate in the System programs, 
products or services which it either develops or otherwise obtains rights to, which are offered 
and sold under names, trademarks and/or service marks other than the Proprietary Marks 
and which your Closets By Design Business, along with some or all other Closets By Design 
Businesses, will be required to offer and sell. This activity, referred to as “cobranding”, may 
involve changes or additions to the Proprietary Marks and may require you to make 
modifications to your Closets By Design Business’s premises and the furniture, fixtures, 
equipment, signs and trade dress of your Closets By Design Location. If CBDF gives written 
notice to you that it is instituting a cobranding program, you must promptly implement that 
program in your Closets By Design Business at the earliest commercially reasonable time 
and to execute any and all instruments required to do so.  
To the fullest extent allowed by law, CBDF may prescribe the maximum retail prices which 
you may charge customers for the goods and/or services offered and sold at your Outlet. 
(See section 7.09 of the Franchise Agreement.) 
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ITEM 17: RENEWAL, TERMINATION, TRANSFER, AND DISPUTE RESOLUTION 
THE FRANCHISE RELATIONSHIP 

This table lists certain important provisions of the franchise and related agreements. You should 
read these provisions in the agreements attached to this disclosure document.  

 PROVISION  SECTION IN 
FRANCHISE 
AGREEMENT 

SUMMARY 

a. Length of the franchise 
term 

4.01 The initial term is 5 years. 

b. Renewal or extension of 
the term 

4.02 If you are in good standing, you can add additional 
terms of 5 years. If CBDF notifies you that it has 
ceased franchising in the U.S., it will not renew 
your and others’ Franchise Agreements but will 
extend your Franchise Agreement to the 
anniversary date of the notice of ceasing 
franchising, and you need not pay any Continuing 
Royalties between the originally scheduled and 
actual extended expiration dates. See Section 4.02 
for other consequences of CBDF’s notice that it is 
ceasing the offer of franchises in the U.S. 

c. Requirements for you to 
renew or extend 

4.02 - 4.07 Sign form of Renewal Franchise Agreement; pay 
$5,000 renewal fee; sign release; update and/or 
remodel your Closets By Design Franchise 
Location if necessary. The Renewal Franchise 
Agreement you sign may have materially different 
terms and conditions than your original Franchise 
Agreement. If CBDF reasonably determines that 
you have breached your obligation to expend 
required sums on advertising, then instead of 
refusing to renew CBDF can agree to renew your 
Franchise but we can also in such circumstances 
redefine and reduce your Territory. 

d. Termination by you  Not Applicable If we are in material breach (beyond any applicable 
cure periods), you can terminate the Franchise 
Agreement on any grounds available by law. 

e. Termination by CBDF 
without cause 

Not Applicable Not Applicable 

f. Termination by CBDF with 
cause 

17.01-17.04 CBDF can terminate only if you default. 

g. “Cause” defined –defaults 
that can be cured 

17.03 You have 10 days after notice to cure 
unauthorized advertising and reinstate terminated 
licenses you need to operate the business, and 30 
days after notice to cure any other default not 
listed in section 17.01 or 17.02 (including failure to 
pay fees and your default under a lease for your 
Outlet). In addition to termination of the Franchise 
Agreement for curable material breach by you (and 
not as an alternative to termination), CBDF may 
elect to (i) redefine and reduce your Territory; (ii) 
exercise its right to step-in and operate the 
Franchised Business under CBDF has determined 
that your default is cured and you are otherwise in 
compliance with the Franchise Agreement; (iii) 
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 PROVISION  SECTION IN 
FRANCHISE 
AGREEMENT 

SUMMARY 

modify territorial protections; (iv) suspend its 
services; (v) remove the listing of the Franchised 
Business or any or all references to your 
Franchised Business from our website or from all 
advertising we may publish or approve; (vi) 
accelerate the balance of any outstanding 
installment obligation due the Franchise 
Agreement; (vii) suspend or terminate any 
temporary or permanent fee reductions to which 
CBDF might have agreed; and (viii) require you or 
your Principal(s) to attend and successfully 
complete additional System training. 

h. “Cause” defined – non-
curable defaults  

17.01, 17.02 Non-curable defaults: Abandonment, bankruptcy, 
knowingly inaccurately reporting or withholding 
gross revenues, repeated defaults even if cured, 
trademark misuse and unapproved transfers. See 
Section 17.02 of the Franchise Agreement for 
other non-curable defaults. 

i. Your obligations on 
termination/non-renewal  

17.08, 18.01, 
18.02 

Obligations include complete de-identification and 
payment of amounts due. See Section 17.08 of the 
Franchise Agreement for obligations concerning 
pending leads and orders. 

j. Assignment by CBDF 14.01 No restriction on our right to assign. However, no 
assignment will be made except to an assignee 
who in good faith and judgment of the franchisor, 
is willing and financially able to assume the 
franchisor’s obligations under the franchise 
agreement. However, no assignment will be 
made except to an assignee who in good faith 
and judgment of the franchisor, is willing and 
financially able to assume the franchisor’s 
obligations under the franchise agreement. 

k. “Transfer” by you - 
definition 

14.02 Includes transfer of contract or assets or 
ownership change. 

l. CBDF approval of transfer  14.02-14.07, 
14.09 

CBDF has the right to approve all transfers but will 
not unreasonably withhold or delay approval. 

m. Conditions for CBDF 
approval of transfer  

14.02-14.06, 
14.09 

New franchisee qualifies, transfer fee paid, 
purchase agreement approved; training arranged; 
current agreement signed by new franchisee; 
transferee agrees to serve as General Manager; 
contract of assignment must provide that following 
transfer, the Business must possess required 
working capital exclusive of any customer deposits 
or other prepaid amounts received from 
customers, or similar amounts held or recorded as 
liabilities (also see r. below). See Article 14 for 
other requirements for transfer. 

n. Our right of first refusal to 
acquire your business 

14.07 CBDF can match any offer for your franchise 
business. 
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 PROVISION  SECTION IN 
FRANCHISE 
AGREEMENT 

SUMMARY 

o. Our option to purchase  3.06 Although we have no option to purchase your 
business, if we or an affiliate operate the same 
business in your Territory, you have an option to 
sell your business to us (see Item 12 and section 
3.06 of the Franchise Agreement for details of this 
buy-out option). 

p. Your death or disability 14.06 Your Estate may continue operating the Business 
if it provides an acceptable General Manager who 
successfully completes our Initial Franchise 
Training and assumes full-time operation of the 
Business within 6 months of your death or 
disability. Or Franchise must be assigned by estate 
to approved buyer within 6 months. 

q. Non-competition during the 
term of the franchise 

12.01, 13.01, 
Exhibit 4 

No involvement in competing business anywhere. 
(Subject to state law). 

r. Non-competition after the 
franchise is terminated or 
expires  

12.01, 13.02, 
14.05 A., 18.01, 
Exhibit 4 

No competing business for 2 years within a 35 
miles of the perimeter of your Territory or any other 
Closets By Design Business Territory (whether 
company-owned, franchised or otherwise 
established and operated); provided that such 
post-term covenant period will be tolled for any 
period during which you or any other such person 
bound by the terms of the non-competition has not 
been in full compliance therewith. (Subject to state 
law). Also, the telephone numbers, customer lists, 
customer data and other proprietary information 
used with the franchised business must be 
transferred to CBDF when you leave the Closets 
By Design system. 

s. Modification of the 
agreement 

7.01, 8.03, 
20.01 

No modifications generally, but Confidential 
Manuals are subject to change. 

t. Integration/merger clause 20.01 Only the Franchise Agreement and Confidential 
Manuals are binding (subject to state law). Any 
other promises may not be enforceable. Our 
integration/merger clause does not disclaim the 
representations in this disclosure document. 

u. Dispute resolution by 
arbitration or mediation  

Not Applicable Disputes must be submitted to an appropriate court 
for resolution (subject to state law). 

v.  Choice of forum  23.01 Litigation must, at CBDF’s option, be in an 
appropriate court in either: (i) the state, county and 
judicial district in which our principal place of 
business is then located; or (ii) the State or 
Commonwealth in which your Territory is situated  
(subject to state law). 
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 PROVISION  SECTION IN 
FRANCHISE 
AGREEMENT 

SUMMARY 

w. Choice of law  23.06  Federal law governs arbitration and trademark 
issues. The law of the state where your Territory is 
located governs all issues involving non-
competition covenants; modification of the 
Franchise Agreement while in effect and the 
maximum rate of interest that may be charged. 
Otherwise, the franchise agreement will be 
governed by New York law (without regard to New 
York (or any other state’s) choice or conflict of law 
principals (subject to state law). 

 
ITEM 18: PUBLIC FIGURES 
We do not use any public figure to promote our franchise. 
 

ITEM 19: FINANCIAL PERFORMANCE REPRESENTATIONS 
The FTC’s Franchise Rule permits a franchisor to provide information about the actual or 
potential financial performance of its franchised and/or franchisor-owned outlets, if there is a 
reasonable basis for the information, and if the information is included in the disclosure 
document. Financial performance information that differs from that included in Item 19 may 
be given only if: (1) a franchisor provides the actual records of an existing outlet you are 
considering buying; or (2) a franchisor supplements the information provided in this Item 19, 
for example, by providing information about possible performance at a particular location or 
under particular circumstances. 
During the 2025 fiscal year there were a total of 69 franchised Closets By Design 
Businesses. In Section I below, we set forth the historic performance information based on 
the 2025 fiscal year for the 60 franchised Closets By Design Businesses that were open for 
12 months or longer as of December 31, 2025 (“Mature Franchised Businesses”). For the 
purposes of this Item 19, a Franchised Business refers to the umbrella business formed and 
operated by each Closets By Design franchisee. In many cases, a single Franchised 
Business will comprise of multiple territories individually purchased by a franchisee and 
governed by their own respective franchise agreement. 
During the 2025 fiscal year there were a total of 90 franchised Closets By Design territories. 
In Section II below, we set forth the historic performance information based on the 2025 
fiscal year for the 78 franchised Closets By Design territories that were open for 12 months 
or longer as of December 31, 2025 (“Mature Franchised Territories”). For the purposes of 
this Item 19, a Franchised Territory refers to the single territory individually purchased by a 
franchisee and governed by its own franchise agreement. Some franchisees operate a 
Franchised Business comprised of multiple Franchised Territories. 
Financial performance information regarding the 6 non-franchised Closets By Design 
Businesses owned and operated by our affiliate CBDI is not included in this Item 19 
disclosure. 
I. 2025 Fiscal Year End Financial Information for Mature Franchised Businesses  
Table A below sets forth certain financial information based upon all Mature Franchised 
Businesses as of the 2025 fiscal year. Table B below breaks the information set forth in 
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Table A into four quartiles of performance (i.e., the highest 25% of all Mature Franchised 
Businesses to the lowest 25% of all Mature Businesses). 
A. 2025 Fiscal Year End Financial Information for All Mature Franchised Businesses 

 
Average Annual 
Sales* (1)  

Median Annual 
Sales (1) 

Closing Ratio %(2) Average 
Sale**(3) 

Median 
Sale 

$10,175,625 $7,666,809 52.28% $5,946 $6,018 

 

* As of December 31, 2025, there were 60 Mature Franchised Businesses. Of these 60 
Mature Franchised Businesses, 22 (or 36.7%) met or exceeded the Average Annual Sales, 
with the highest Annual Sales earned being $36,440,056 and the lowest Annual Sales 
earned being $1,973,175. 
 
As of December 31, 2025, there were 60 Mature Franchised Businesses. Of these 60 Mature 
Franchised Businesses, 32 (or 53.3%) met or exceeded the Average Sale, with the highest 
Average Sale being $7,442 and the lowest Average Sale being $4,169. 
 
B.  2025 Fiscal Year End Financial Information for Mature Franchised Businesses, 
Broken Down by Quartile 
 

Quartiles Average Annual 
Sales (1) 

Median Annual 
Sales (1) 

Closing 
Ratio % (2) 

Average 
Sale 

Median 
Sale 

*Highest 25% 
(15 Mature 
Franchised 
Businesses) 

$20,740,033 
 
 

$18,901,767 56.00% $6,098 $6,298 

**Second 25% 
 (15 Mature 
Franchised 
Businesses) 

$9,965,981 
 

$9,915,597 52.72% $6,189 $6,197 

***Third 25% 
 (15 Mature 
Franchised 
Businesses) 

$6,348,199 
 

$6,128,104 49.59% $5,691 $5,819 

****Lowest 25% 
 (15 Mature 
Franchised 
Businesses) 

$3,648,287 
 

$3,947,942 50.81% $5,808 $5,844 

 
*As of December 31, 2025, there were 60 Mature Franchised Businesses, of which 15 
performed in the highest 25% of all Mature Franchised Businesses (“First Quartile 
Businesses”). Of these 15 First Quartile Businesses, 15 (or 100%) met or exceeded the 
Average Annual Sales, with the highest Annual Sales earned being a $36,440,056 and the 
lowest Annual Sales earned being $12,814,037; and 10(or 66.7%) met or exceeded the 
Average Sale, with the highest Sale being $7,242 and the lowest Sale being $4,951. 
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** As of December 31, 2025, there were 60 Mature Franchised Businesses, of which 
15performed in the second highest 25% of all Mature Franchised Businesses (“Second 
Quartile Businesses”). Of these 15Second Quartile Businesses, 7(or 46.7%) met or 
exceeded the Average Annual Sales, with the highest Annual Sales earned being 
$12,010,561 and the lowest Annual Sales earned being $7,760,885; and 9 (or 60%) met or 
exceeded the Average Sale, with the highest Sale being $7,442 and the lowest Sale being 
$5,054.  
 
*** As of December 31, 2025, there were 60 Mature Franchisees, of which 15performed in 
the third highest 25% of all Mature Franchised Businesses (“Third Quartile Businesses”). Of 
these 15 Third Quartile Businesses, 0 (or 0) met or exceeded the Average Annual Sales, 
with the highest Annual Sales earned being $7,572,732and the lowest Annual Sales earned 
being $5,376,313; and 6(or 40%) met or exceeded the Average Sale, with the highest Sale 
being $6,727 and the lowest Sale being $4,169. 
 
**** As of December 31, 2025, there were 60 Mature Franchised Businesses, of which 15 
performed in the fourth highest 25% of all Mature Franchised Businesses (“Fourth Quartile 
Businesses”). Of these 15 Fourth Quartile Businesses, 0 (or 0%) met or exceeded the 
Average Annual Sales, with the highest Annual Sales earned being $5,035,774 and the 
lowest Annual Sales earned being $1,973,175; and 6(or 40%) met or exceeded the Average 
Sale, with the highest Sale being $7,116 and the lowest Sale being $4,675. 
 

II. 2025 Fiscal Year End Financial Information for Mature Franchised Territories 
Table A below sets forth certain financial information based upon all Mature Franchised 
Territories as of the 2025 fiscal year. Table B below breaks the information set forth in Table 
A into four quartiles of performance (i.e., the highest 25% of all Mature Franchised Territories 
to the lowest 25% of all Mature Franchised Territories). 
A. 2025 Fiscal Year End Financial Information for All Mature Franchised Territories 

 

Average Annual 
Sales* (1)  

Median Annual 
Sales (1) 

 Closing   
 Ratio %(2)  

Average 
Sale**(3) 

Median Sale 

$7,827,404  $5,698,104 52.90% 
 

$5,979 $5,990 

 
* As of December 31, 2025, there were 78 Mature Franchised Territories. Of these 78 Mature 
Franchised Territories, 24 (or 30.8%) met or exceeded the Average Annual Sales, with the 
highest Annual Sales earned being $36,440,056and the lowest Annual Sales earned being 
$1,059,680. 
 
As of December 31, 2025, there were 78 Mature Franchised Territories. Of these 76 Mature 
Franchised Territories, 38(or 48.7%) met or exceeded the Average Sale, with the highest 
Average Sale being $8,035 and the lowest Sale being $4,169. 
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B.  2025 Fiscal Year End Financial Information for Mature Franchised Territories, 
Broken Down by Quartile 

 

Quartiles Average Annual 
Sales (1) 

Median Annual 
Sales (1) 

Closing 
Ratio % 

(2) 

Average 
Sale 

Median 
Sale 

*Highest 
25% 

(19 Mature 
Franchised 
Territories) 

$17,199,268 
 
 

$15,164,934 53.98% $6,246 $6,304 

**Second 
25% 

(19 Mature 
Franchised 
Territories) 

$7,026,130 
 

$6,926,031 53.30% $5,956 $6,016 

***Third 
25% 

(20 Mature 
Franchised 
Territories) 

$4,981,668 
 

$4,994,655 49.20% $5,801 $5,443 

****Lowest 
25% 

(20 Mature 
Franchised 
Territories) 

$2,531,079 
 

$2,722,647 55.22% $5,925 $5,798 

 

* As of December 31, 2025, there were 78 Mature Franchised Territories, of which 19 
performed in the highest 25% of all Mature Franchised Territories (“First Quartile Mature 
Franchised Territories”). Of these 19 First Quartile Mature Franchised Territories, 19 (or 
100%) met or exceeded the Average Annual Sales, with the highest Annual Sales earned 
being $36,440,056 and the lowest Annual Sales earned being $9,375,908; and 14(or 73.7%) 
met or exceeded the Average Sale, with the highest Sale being $7,320 and the lowest Sale 
being $4,951. 
 
** As of December 31, 2025, there were 78 Mature Franchised Territories, of which 
19performed in the second highest 25% of all Mature Franchised Territories (“Second 
Quartile Territories”). Of these 19 Second Quartile Mature Franchised Territories, 5 (or 
26.3%) met or exceeded the Average Annual Sales, with the highest Annual Sales earned 
being $9,136,298 and the lowest Annual Sales earned being $5,712,995; and 9 (or 47.4%) 
met or exceeded the Average Sale, with the highest Sale being $7,146 and the lowest Sale 
being $4,169.  
 
*** As of December 31, 2025, there were 78 Mature Franchised Territories, of which 20 
performed in the third highest 25% of all Mature Franchised Territories (“Third Quartile 
Mature Franchised Territories”). Of these 20 Third Quartile Mature Franchised Territories, 0 
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(or 0%) met or exceeded the Average Annual Sales, with the highest Annual Sales earned 
being $5,698,448 and the lowest Annual Sales earned being $3,975,875; and 6(or 30%) met 
or exceeded the Average Sale, with the highest Sale being $7,647 and the lowest Sale being 
$4,675. 
 
**** As of December 31, 2025, there were 78Mature Franchised Territories, of which 20 
performed in the fourth highest 25% of all Mature Franchised Territories (“Fourth Quartile 
Mature Franchised Territories”). Of these 20 Fourth Quartile Mature Franchised Territories, 
0 (or 0%) met or exceeded the Average Annual Sales, with the highest Annual Sales earned 
being $3,947,942 and the lowest Annual Sales earned being $1,059,680; and 9 (or 45%) 
met or exceeded the Average Sale, with the highest Sale being $8,035 and the lowest Sale 
being $4,902. 

Notes: 
(1) “Annual Sales” means the grand total of all contracts sold for the reported fiscal year, 
exclusive of any documented refunds, chargebacks, credits and allowances that are given 
in good faith to customers; and, all sales, use or similar taxes that are legally charged to 
customers (if such taxes were added, the taxes charged to the customers). 
 

(2) The closing ratio percentage is the ratio of (x) the number of sales to different 
customers to (y) the number of different potential customers seen (with any potential 
customer seen more than once being counted as only one potential customer), expressed 
as a percentage. 
 
(3)  “Sale” refers to the total contract price exclusive of documented refunds, 
chargebacks, credits and allowances that are given in good faith to customers; and, all 
sales, use or similar taxes that are legally charged to customers (if such taxes were added 
the taxes charged to the customers). 
Some outlets have earned this amount. Your individual results may differ. There is 
no assurance you will earn as much.  
CBDF does not furnish or authorize any of its officers, employees or salespersons to furnish 
any oral or written economic projections for any franchised Closets By Design Business. 
CBDF will make written substantiation of the data used in preparing the information above 
available to you upon reasonable request. The information was furnished to CBDF by its 
franchisees. This financial representation was prepared without an audit. 
Other than the preceding financial performance representation, CBDF does not make any 
financial performance representations. If you are purchasing an existing Outlet, however, 
we may provide you with the actual records of that Outlet. If you receive any other 
financial performance information or projections of our future income, you should report it 
to the franchisor’s management by contacting our President, Mr. Gerald “Jerry” Egner, 
whose address is 13272 Garden Grove Blvd., Garden Grove, California 92843 and telephone 
number is (714) 890-5860; the Federal Trade Commission; and the appropriate state 
regulatory agencies. 
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ITEM 20: OUTLETS AND FRANCHISEE INFORMATION 
Table No. 1 

System-wide Outlet Summary for Years 2023 to 2025 

Outlet Type Year Outlets at the 
Start of the Year 

Outlets at the End 
of the Year Net Change 

Franchised 
2023 66 76 +10 

2024 76 79 +3 

2025 79 84 +5 

Owned By CBDI 
and CBDF 

2023 6 6 0 

2024 6 6 0 

2025 6 6 0 

Total Locations 
2023 72 82 10 

2024 82 85 3 

2025 85 90 5 

As of December 31, 2025, CBDF also had five (5) franchised Outlets operating in Canada. 

 
Table No. 2 

Transfers of Outlets from Franchisees to New Owners (Other than the Franchisor) for 
Years 2023 to 2025 

State Year Number of 
Transfers 

Kansas 2023 1 

2024 0 

2025 0 

Ohio 2023 0 

2024 1 

2025 0 

Total 2023 1 

2024 1 

2025 0 
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Table No. 3 

Status of Franchised Outlets for Years 2023 to 2025 

State Year 
Outlets 
at Start 
of Year 

Outlets 
Opened 

Terminati
ons 

Non-
Renewals 

Reacquired 
by 

Franchisor 

Ceased 
Operations 

- Other 
Reasons 

Outlets at 
End of the 

Year 

Alabama 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Arizona 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 1 0 0 0 0 2 

Arkansas 

2023 0 2 0 0 0 0 2 

2024 2 0 0 0 0 0 2 

2025 2 0 0 0 0 0 2 

California 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Colorado 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Connecticut 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 1 0 0 0 0 2 

Florida 

2023 12 0 0 0 0 0 12 

2024 12 0 0 0 0 0 12 

2025 12 1 0 0 0 0 13 

Georgia 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Illinois 

2023 5 0 0 0 0 0 5 

2024 5 0 0 0 0 0 5 

2025 5 0 0 0 0 0 5 

Indiana 

2023 2 0 0 0 0 0 2 

2024 2 0 0 0 0 0 2 

2025 2 0 0 0 0 0 2 

Iowa 2023 1 0 0 0 0 0 1 
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State Year 
Outlets 
at Start 
of Year 

Outlets 
Opened 

Terminati
ons 

Non-
Renewals 

Reacquired 
by 

Franchisor 

Ceased 
Operations 

- Other 
Reasons 

Outlets at 
End of the 

Year 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Kansas 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Kentucky 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Louisiana 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Maryland 

2023 0 0 0 0 0 0 0 

2024 0 0 0 0 0 0 0 

2025 0 1 0 0 0 0 1 

Massachusetts 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 1 0 0 0 0 2 

Michigan 

2023 3 2 0 0 0 0 5 

2024 5 0 0 0 0 0 5 

2025 5 0 0 0 0 0 5 

Minnesota 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Missouri 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Nevada 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

New Jersey 

2023 3 1 0 0 0 0 4 

2024 4 0 0 0 0 0 4 

2025 4 2 2 0 0 0 4 

New York 2023 2 0 0 0 0 0 2 
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State Year 
Outlets 
at Start 
of Year 

Outlets 
Opened 

Terminati
ons 

Non-
Renewals 

Reacquired 
by 

Franchisor 

Ceased 
Operations 

- Other 
Reasons 

Outlets at 
End of the 

Year 

2024 2 2 0 0 0 0 4 

2025 4 0 0 0 0 0 4 

North Carolina 

2023 2 0 0 0 0 0 2 

2024 2 0 0 0 0 0 2 

2025 2 0 0 0 0 0 2 

Ohio 

2023 3 0 0 0 0 0 3 

2024 3 0 0 0 0 0 3 

2025 3 0 0 0 0 0 3 

Oregon 

2023 1 0 0 0 0 0 1 

2024 1 0 0 0 0 0 1 

2025 1 0 0 0 0 0 1 

Pennsylvania 

2023 2 0 0 0 0 0 2 

2024 2 0 0 0 0 0 2 

2025 2 0 0 0 0 0 2 

South Carolina 

2023 2 2 0 0 0 0 4 

2024 4 0 0 0 0 0 4 

2025 4 0 0 0 0 0 4 

Tennessee 

2023 1 0 0 0 0 0 1 

2024 1 1 0 0 0 0 2 

2025 2 1 0 0 0 0 3 

Texas 

2023 5 0 0 0 0 0 5 

2024 5 0 0 0 0 0 5 

2025 5 0 0 0 0 0 5 

Utah 

2023 1 1 0 0 0 0 2 

2024 2 0 0 0 0 0 2 

2025 2 0 0 0 0 0 2 

Virginia 

2023 2 0 0 0 0 0 2 

2024 2 0 0 0 0 0 2 

2025 2 1 0 0 0 0 3 

Washington 

2023 4 0 0 0 0 0 4 

2024 4 0 0 0 0 0 4 

2025 4 0 0 0 0 0 4 

Wisconsin 2023 2 2 0 0 0 0 4 
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State Year 
Outlets 
at Start 
of Year 

Outlets 
Opened 

Terminati
ons 

Non-
Renewals 

Reacquired 
by 

Franchisor 

Ceased 
Operations 

- Other
Reasons

Outlets at 
End of the 

Year 

2024 4 0 0 0 0 0 4 

2025 4 0 0 0 0 2 2 

Total 
(excluding 
Canadian 
outlets) 

2023 66 10 0 0 0 0 76 

2024 76 3 0 0 0 0 79 

2025 79 9 2 0 0 2 84 

As of December 31, 2025, CBDF had five (6) franchised Outlets operating in Canada. 

Table No. 4 

Status of Company Owned Outlets for Years 2022 to 2025 

State Year 
Outlets 
at Start 
of Year 

Outlets 
Opened 

Outlets 
Reacquired 

from 
Franchisee 

Outlets 
Closed 

Outlets Sold 
to Franchisee 

Outlets 
at End of 
the Year 

California 
2023 6 0 0 0 0 6 
2024 6 0 0 0 0 6 
2025 6 0 0 0 0 6 

Total 
2023 6 0 0 0 0 6 
2024 6 0 0 0 0 6 
2025 6 0 0 0 0 6 

Table No. 5 

Projected Openings as of December 31, 2025 

State 
Franchise Agreements 
Signed But Outlet Not 

Opened 

Projected New 
Franchised Outlets in 
the Next Fiscal Year 

Projected New 
Company-Owned 

Outlets in the Next 
Fiscal Year 

Oklahoma 0 1 0 
Illinois 0 1 0 

Colorado 0 1 0 
Total 0 3 0 

Please understand that you have the opportunity to contact existing and certain other former 
franchisees and we urge you to do so. 
Exhibit C lists, as of the date of this disclosure document, the names, addresses and 
telephone numbers of all open and operating franchise territorial outlets in the Closets By 
Design system, and the names and telephone numbers of any franchisees that signed 
franchise agreements but not yet opened their outlets.  
Exhibit D lists, as of the date of this disclosure document, the contact information of every 
franchisee who had a territorial outlet terminated, canceled, not renewed, or otherwise 
voluntarily or involuntarily ceased to do business under a franchise agreement during our most 
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recently completed fiscal year, and every franchisee who has not communicated with us within 
10 weeks of this issuance date of this disclosure document. 
If you buy this franchise, your contact information may be disclosed to other buyers when you 
leave the franchise system.  
In some instances, current and former franchisees sign provisions restricting their ability to 
speak openly about their experience with Closets by Design. You may wish to speak with 
current and former franchisees but be aware that not all such franchisees will be able to 
communicate with you. However, during the last 3 fiscal years, we have not signed any 
agreements with current or former franchisees that included confidentiality clauses. 
We have not created, sponsored or endorsed any trademark-specific franchisee organizations 
associated with the Closets by Design franchise system being offered. There are no 
independent franchisee organizations that have asked to be included in this disclosure 
document. 
ITEM 21: FINANCIAL STATEMENTS 
Attached as Exhibit B are our audited financial statements for the fiscal years ended 
December 31, 2025  December 31, 2024 and December 31, 2023. 
ITEM 22: CONTRACTS 
Exhibit A - Franchise Agreement proposed for use in this state includes the general release 
agreements you must sign on renewal and assignment (Exhibits 6 and 7)  
Exhibit H - Asset Purchase Agreement (for use with your buy-out option) 
Exhibit J –Wells Fargo Enrollment Agreement  
Exhibit K – Statement of Franchisee 

ITEM 23: RECEIPTS 
You will find copies of a detachable receipt in Exhibit N at the very end of this disclosure 
document. 
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FRANCHISE AGREEMENT 

THIS FRANCHISE AGREEMENT (“Agreement”) is made and entered into as of ___________________    (the 
“Effective Date”), by and between CBD Franchising, Inc., a California corporation  (“we”, “us”, “our”, “Franchisor” 
or “Company”) and                      whose 
principal address is                     , (“you”, 
“your” or “Franchisee”), and every individual or entity who is or becomes an equity owner of Franchisee (in such 
context “Principal”). Principals are parties to the Agreement. 

1. INTRODUCTION 

1.01  The Closets By Design Businesses and System. We do business as “Closets By Design”. As a result 
of the expenditure of time, skill, effort and money, we have developed a proprietary system for developing, opening 
and operating retail businesses (the “Closets By Design Businesses” or the “Businesses”) specializing in the offer 
and sale of custom closets, custom home and office organizers, other customized organizer services and related 
services and products for private homes, commercial businesses and any other types of locations we designate 
or approve (the “Closets By Design System” or the “System”). We continue to expend time, skill and money to 
investigate new or substitute procedures, systems, services, products, programs and activities and, if we consider 
it desirable, to develop and integrate them into the Closets By Design System.  

1.02  The Proprietary Marks. We own (or are licensed to use) the trademark, service mark and trade name 
“Closets By Design®,” related logos, emblems, designs, labels, signs and symbols used in connection with Closets 
By Design Businesses; various copyrighted materials; and, other intellectual property, certain of which are 
associated with the operation of a Closets By Design Business; constitute an integral part of the Closets By Design 
System and are licensed to you under this Agreement. This Agreement refers to the name(s), mark(s), logotype(s), 
emblem(s), design(s), label(s), sign(s), symbol(s), copyrights, templates and other intellectual property which we 
will license to you under this Agreement as the “Proprietary Marks”. The Proprietary Marks that we will license to 
you under this Agreement are in Exhibit 2. We continue to develop, use and control the use of the Proprietary 
Marks to identify for the public the source of services and products marketed under the Proprietary Marks and to 
represent the high standard of quality associated with these services and products. 

1.03  The Franchise. You wish to obtain a franchise to operate one Closets By Design Business under the 
Proprietary Marks and the Closets By Design System in the Territory described in Section 3.01 below. We wish 
to grant you this franchise, on the terms and subject to the conditions of this Agreement. 

2. GRANT OF FRANCHISE AND LICENSE 

2.01 Grant of Franchise. We grant you, and you accept the right to operate one Closets By Design Business 
(the “Business”), subject to the terms and provisions of this Agreement and all related agreements. We also grant 
you the right to use the Closets By Design System, as we may change, improve, modify or further develop it from 
time to time. The grant of rights under this Agreement is limited to the Territory specified in Section 3.01 of this 
Agreement. 

2.02 Grant of License to Proprietary Marks. We grant you, and you accept, a non-exclusive license to use 
and display the Proprietary Mark(s) shown on Exhibit 2 (so long as we do not subsequently designate them as 
being withdrawn from use), together with those Proprietary Marks which we may later designate in writing, subject 
to the terms and provisions of this Agreement and all related agreements. This license applies solely to the 
operation of the franchised Business and the services and products offered and sold at and from the Business. 
This license is limited to the Territory specified in Section 3.01 of this Agreement.  

 
3. TERRITORY 

3.01 Territorial Grant. Your right to establish and operate a Closets By Design Business is restricted to the 
geographic area (the “Territory”) described in Exhibit 1 by a map or written description. You may operate your 
Closets By Design Business from only one Closets By Design Location situated within the Territory. Your “Closets 
By Design Location” means the location you select and we approve, from which you must operate your franchised 
Business continuously and without interruption throughout the term of this Agreement. 

 
3.02 Our Restrictions. Within the Territory, we, our affiliates, subsidiaries and designees (together, the 
“Affiliates”) will not operate a Company-owned business of the type franchised under this Agreement under the 
Proprietary Marks, so long as you are not in default under this Agreement and all other related agreements, and 
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except as provided in Section 3.05 (“Rights We Reserve”). These restrictions will terminate immediately upon the 
termination or expiration of this Agreement for any reason. Notwithstanding the foregoing, however, if Franchisee 
refuses or is unable to provide products and services under the “Closets By Design” mark to any retail customers 
which require performance in the Territory, Franchisor or any of its Affiliates reserve the right to provide these products 
and services in the Territory directly or through subcontractors. 

 
3.03 Our Right to Solicit Leads in Territory.  

A. “Custom Organizer Services” means custom closet and/or other customized home organizer 
services offered and sold under the Closets By Design System. We retain the right, at our sole option: (i) directly, 
or through others whom we authorize, to solicit, generate and pursue “Leads” (defined as the name, address and 
telephone number of any prospective residential customer for Custom Organizer Services), whether within or 
outside the Territory by any means whatsoever, including, but not limited to, displays in home centers, catalog, 
direct mail or telephone sales, and (ii) to ourselves provide Custom Organizer Services or license others the right 
to provide Custom Organizer Services or other products bearing the Proprietary Marks or other marks to the Lead, 
whether within and outside of the Territory, by any and all means of distribution, including but not limited to 
distributors, retail chains or outlets, mail, telephone orders, catalog sales or otherwise.  

B. If we solicit and secure a Lead in the Territory, we will first refer the Lead to you. If you choose to 
accept the Lead, you agree to pay up to 120% of the then-current System average cost per Lead and to promptly 
and diligently perform all services requested by the Lead or directed by us. Notwithstanding the foregoing, to the 
extent the Lead is generated or obtained using funds collected by the Closets By Design National Promotion and 
Protection Fund (the “Fund”) (as addressed in Section 10.04 below), you will be required to pay the Fund our 
then-current Lead referral fee charged for Leads generated by the Fund.  We may (at our option) designate 
maximum prices for any Custom Organizer Services that you provide to the Lead and, if we do so, you agree to 
charge either the maximum prices we set or, in your sole discretion, lower prices. If you fail to pay the designated 
fee for the Lead referral, or you decline or fail to perform such Custom Organizer Services in a timely manner or 
cooperate with us in servicing any Lead which we have so referred to you, then we may, at our option, perform or 
authorize another entity or individual to perform the applicable Custom Organizer Services and the provider of the 
Services will be entitled to retain all revenue generated from this. 

C. If another Closets By Design franchisee solicits and secures a Lead in the Territory, the franchisee 
will first refer the Lead to you. If you choose to accept the Lead, you agree to pay the referring franchisee the fee 
we designate for the Lead referral and to promptly and diligently perform all services requested by the Lead or 
directed by us. We may (at our option) designate maximum prices for any Custom Organizer Services that you 
provide to the Lead and, if we do so, you agree to charge either the maximum prices we set or, in your sole 
discretion, lower prices. If you fail to pay the referring franchisee the designated fee for the Lead referral, or you 
decline or fail to perform such Custom Organizer Services in a timely manner or cooperate with us and the 
franchisee in servicing any Lead which a franchisee has so referred to you, then we may, at our option, perform 
or authorize another entity or individual (including the referring franchisee) to perform the applicable Custom 
Organizer Services and the provider of the Services will be entitled to retain all revenue generated from this. 

D. If you solicit and secure a Lead in the Territory of a company-owned or franchised Closets By 
Design Business, you must refer the Lead to that Business. If the Closets By Design Business chooses to accept 
the Lead, it will pay you the fee we designate for the Lead referral and promptly and diligently perform all services 
requested by the Lead or directed by us. We may (at our option) designate maximum prices for any Custom 
Organizer Services that provided to the Lead. If the Business receiving the referral fails to pay the designated fee 
for the Lead referral, or declines or fails to perform such Custom Organizer Services in a timely manner or 
cooperate with you and us in servicing any Lead which you have so referred to another company owned or 
franchised Closets By Design Business, then we may, at our option, authorize you to perform the applicable 
Custom Organizer Services and in this case you will be entitled to retain all revenue generated from this; 
alternatively, we may designate another entity or individual to perform the applicable Custom Organizer Services 
and such other entity or individual will be obligated to pay you the Lead referral fee we designate. 

E. Leads may result from local, regional or national programs that we establish. We will have the 
right to negotiate and enter into arrangements for regional and national programs upon whatever terms and 
conditions that we deem appropriate. If you choose to accept a Lead referred to you as a result of any such local, 
regional or national program, you must agree to accept all terms as negotiated by us; these terms may include 
maximum prices for certain products and services and/or the payment of a commission to a third party on sales 
from the Lead. If at any time, (i) you refuse to service a Lead referred to you; (ii) a Lead requests that we or our 
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designee service the Lead; or (iii) you fail to maintain our quality standards of performance in providing Custom 
Organizer Services to a Lead referred to you and accepted by you, we will have the right at any time, at our sole 
option, to service the Lead directly or to designate another entity (including another Closets By Design franchisee) 
to service the Lead, and you will be owed no compensation in connection with this. 

3.04 Your Restrictions.  
A. You understand and agree that, subject to the provisions of this subsection, you are prohibited 

from selling Closets By Design services or products outside your Territory without our prior written permission 
(which may be granted or denied for any reason).  If you fail to obtain our prior written permission and sell Closets 
By Design services or products outside your Territory, then you agree to pay to the other Closets By Design 
franchisee whose territory you are selling in, or to us (if the territory in which you sell is not then franchised), as 
applicable, an out of market development fee (“Out of Market Development Fee”) of 25% of the Gross Revenue 
you obtain from the extraterritorial transaction to compensate the franchisee or us (as applicable) for its or our 
efforts to develop the subject market. Payment of the Out of Market Development Fee does not authorize you to 
sell outside the Territory without our prior written consent, or excuse or cure the breach of this Agreement you 
commit by making any such unauthorized sales.  

B. You may only engage in the retail sale of Closets By Design System services and products. 
Except for wholesale sales that we have approved in advance, you are prohibited from engaging in the wholesale 
sale or distribution of any Closets By Design service, product, equipment or other component which is now or in 
the future part of the Closets By Design System, or any related product or service. “Retail sale” means any sale 
by you directly to an ultimate consumer. “Wholesale sale or distribution” means any sale or distribution by you to 
a third party for resale, retail sale, or further distribution. “Component” means any constituent part, ingredient, 
element, segment or derivative. Without limiting the generality of this Section, you may not sell any merchandise, 
equipment, products or services to other Closets By Design franchisees without our prior written consent, which 
we may withhold for any reason or for no reason. 

C. You must submit for our prior written approval any contract or other engagement for you to provide 
Closets By Design services or products to or through a national or regional retail store chain or any other 
commercial account. Our approval with respect to national or regional store chains will be subject to our rights 
with respect to National, Regional and Institutional Accounts provided for under Section 3.05 (G). Our approval of 
your proposed contracts or engagements with other commercial accounts will not be unreasonably withheld or 
delayed, provided that no commercial contract or engagement may account for more than 20% of your Gross 
Revenues in any 12-month period. 

D. We alone may establish, maintain, modify or discontinue all internet, worldwide web and 
electronic commerce activities pertaining to the System, including through the use of a page or profile on a social 
media platform such as Facebook, Instagram, LinkedIn or X (formerly Twitter). You acknowledge, understand and 
expressly agree that neither you nor your employees are allowed to establish your own respective profiles on any 
social media page reflecting the Closets by Design brand, nor are you or your employees allowed to establish any 
Closets by Design related web page. We may provide you with a “click through” subpage on any general Closets 
By Design web site we maintain. If we establish one or more websites or other modes of electronic commerce 
and if we provide a “click through” subpage at each such website for the promotion of your Closets By Design 
Business, you agree to routinely provide us with updated copy, photographs and news stories about your 
franchised Business suitable for posting on your franchised Business’s “click through” subpage, the content, 
frequency and procedure of which will be specified in our Manual. Any websites or other modes of electric 
commerce that we establish or maintain may – in addition to advertising and promoting the programs, products, 
or services available at Businesses – also be devoted in part to offering Closets By Design Business franchises 
for sale and be utilized by us to exploit the electronic commerce rights which we alone reserve (as provided in 
Section 3.05(E) below). You may not, without our prior written consent,  establish or maintain any other websites 
or  social media page; otherwise maintain a presence or advertise on the internet, through social media or in any 
other mode of electronic commerce in connection with your franchised Business, including through the use of a 
page or profile on a social media website such as Facebook, Instagram, LinkedIn or Twitter; establish a link to 
any website we establish at or from any other website or page; or, at any time establish any other website, social 
media or electronic commerce presence which in whole or in part incorporates the “Closets By Design” name or 
any name confusingly similar thereto. By way of example, and without limiting the generality of the previous 
sentence; you may not exchange or communicate pricing or other information relating to System services or 
products via e-mail or any other electronic means (including but not limited to newsgroups or internet web sites); 
without our prior written permission, list or link your Business, Location or any web site of ours or our Affiliates to 
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any other webs site, or to any local internet advertising service, “yellow pages,” portal or search site, without our 
prior written permission; or, promote System services or products and/or use the Proprietary Marks via direct e-
mail solicitation, web sites, newsgroups, or any similar electronic means. 

3.05 Rights We and our Affiliates Reserve. You will only have the right to operate the franchised Business 
subject to the terms and conditions of this Agreement. We specifically reserve all other rights to ourselves and our 
Affiliates. For example, and without limitation, we and our Affiliates have the right, now or in the future: 

A. To own, operate and situate Closets By Design Businesses outside the Territory as we or our 
Affiliates consider appropriate. The territories and/or locations of these Closets By Design 
Businesses may be immediately proximate to, adjacent to or abutting the boundary of the 
Territory, provided, however, that in no instance shall any location of any such Closets By Design 
Business to which the public has or will have access be located within your Territory. 

B. As provided in full in Section 3.03 above, to solicit, generate and pursue Leads (directly, or 
through others whom we authorize), within or outside the Territory by any means whatsoever 

C. To grant franchises, licenses, contracts, and/or enter into joint venture agreements for the 
operation of Closets By Design Businesses outside the Territory as we or our Affiliates consider 
appropriate. The territories and/or locations of these Businesses may be immediately proximate 
to, adjacent to or abutting the boundary of the Territory. 

D. To offer and sell services and products within the Territory that is not part of the Closets By Design 
System through any distribution method, exploiting our and our Affiliates’ Proprietary Marks, 
name, reputation and know-how. 

E. To offer and sell (either directly or through other franchisees), through channels and methods of 
distribution other than a dedicated Closets By Design Location, ready to assemble (or already 
assembled) “off the shelf” products to any customer wherever located, including customers in 
your Territory and including customers near your Closets By Design Location (subject to the 
National/Regional and Institutional Account requirements of subsection G, if applicable). These 
other channels and methods of distribution may include, without limitation, and except as 
otherwise provided in this Agreement: electronic marketing, such as computer network sales 
(including, without limitation, World Wide Web and/or other solicitations via the Internet or other 
on-line network); catalogues; home improvement stores, hardware stores, specialty stores, or 
licensed departments on the premises of another retail enterprise which also sells the products 
of third parties unrelated to us or our Affiliates; and, other retail establishments of any kind other 
than a dedicated Closets By Design Location.  We shall contribute 1% of gross revenues we 
derive from our sale of “off the shelf” products bearing the “Closets By Design” name or trademark 
(but no other) and sold by us to third party retailers (for their resale to the public) to the Closets 
By Design National Promotion and Protection Fund (as addressed in Section 10.04 below), such 
contributions to be made quarterly within at least 45 days following the close of the quarter during 
which such revenues were collected by us. 

F. To purchase, merge, acquire, be acquired by or affiliate with (“acquire”) an existing competitive 
or non-competitive franchise network, chain or any other business regardless of the location of 
that network’s, chain’s or business’s facilities, and to operate, franchise or license those 
businesses and/or facilities operating under any marks other than the Proprietary Marks following 
the purchase, merger, acquisition or affiliation, regardless of the location of these facilities, which 
may be within the Territory, and proximate to your Closets By Design Location.  If we acquire or 
are acquired by a competitive franchise network, chain or business and thereafter determine to 
establish a company-owned location of that acquired or acquiring competitor within your Territory 
where previously there was none, then such location shall be deemed a “Company Business” 
and the rights vested in you pursuant to Section 3.06 below with regard to such a “Company 
Business” shall apply.  If, following such an acquisition, we determine to establish a franchise of 
the newly acquired or acquiring competitive business within your Territory where before such 
acquisition there was none, then we shall notify you of such determination and you are hereby 
granted a right of first refusal to acquire such franchise on the terms and conditions set forth below 
and in the franchise disclosure document relating to such franchise, such right of first refusal to 
be exercised by you within 45 days following our furnishing to you of the franchise disclosure 
document relating to such franchise.  You shall exercise your right of first refusal by notifying us 
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within such time of your election to acquire the subject franchise.  Thereafter, you shall execute 
and return to us the franchise agreement for the subject franchise within two (2) weeks following 
our delivery of same to you.  If you fail or refuse to either timely notify us of your exercise of the 
within right of first refusal or timely execute the aforementioned franchise agreement for the 
subject franchise, you understand and agree that the right of first refusal conferred hereby with 
regard to such franchise shall irrevocably terminate automatically and with no further notice from 
us.  Similarly, if any of our affiliates determine to establish a franchise within your Territory, an 
identical right of first refusal is hereby granted to you on the same terms and conditions as set 
forth in the preceding sentence. In order for you to qualify for the exercise of these rights of first 
refusal to acquire such franchises, you must meet the then-current qualifications (financial and 
otherwise) for new franchisees for the subject franchise.  In connection with any such acquisition, 
we hereby covenant not to share with any acquired entity (or its affiliates, franchisees or other 
designees) any specific customer identities or operating or financial data specific to your 
Business. You understand and agree that no compensation will be owed or owing to you as a 
result of, and you will have no legal or equitable rights to complain of, any franchise of a 
competitive business we acquire which franchise was granted prior to the effective date of our 
acquisition.  Except as explicitly set forth herein, none of the rights set forth in Section 3.06 below 
shall be triggered by any of the activities contemplated and/or identified in this subsection “F”. 

G. Both within and outside the Territory, to offer and sell Closets By Design System services and 
products at retail to National/Regional and Institutional Accounts. “National/Regional and 
Institutional Accounts” are organizational or institutional customers whose presence is not 
confined to your Territory, including (without limitation): department store chains, hotel/motel 
chains, real estate management companies, real estate developers, hospitals, federal, state, and 
local governmental and quasi-governmental agencies, branches or facilities; and, any other 
customer not confined to your Territory. Except to the extent that we have already given our 
approval to your provision of Closets By Design services and products to a national or regional 
retail store chain pursuant to Section 3.04(C) above, only we will have the right to enter into 
contracts with National, Regional and Institutional Accounts with outlets or locations within your 
Territory. We will give you the opportunity to service any outlets or locations of National/Regional 
and Institutional Accounts in your Territory at the price we agree on with the National/Regional 
and Institutional Account. If, for any reason, you do not desire to service a National/Regional and 
Institutional Account or cannot service the Account for any reason, or if the National/Regional and 
Institutional Account desires for any reason to deal exclusively with us, our Affiliates or another 
franchisee and not with you, then we, our Affiliates or any other Closets By Design franchisee or 
designee may service the Account within your Territory, and you will be entitled to no 
compensation in connection with this. The procedures governing our National/Regional and 
Institutional Accounts program will be set forth in our Manual. 

H. Both within or outside the Territory, to own and/or operate (or license another entity or individual 
to operate) one or more businesses virtually identical to the Business licensed to you under this 
Agreement (a “Company Business”), which Company Business may offer and sell custom 
organizer services and products, subject to the provisions of Section 3.06 below.   

3.06 Rights Concerning Company Businesses.  
 
A.  We and our Affiliates have the right, now or in the future, both within or outside the Territory, to 

own and/or operate one or more businesses virtually identical to the Business licensed to you under this 
Agreement (each, a “Company Business”). We and our Affiliates also have the right, now or in the future, to license 
or franchise another individual or entity to operate one or more virtually identical businesses either within and/or 
outside of your Territory (each a “franchise”).  As used in this Section 3.06, the “Company” will mean the owner 
and/or operator of the Company Business. A Company Business may offer and sell custom organizer services 
and products, subject to the following: (i) the Company Business may not operate in your Territory under the 
Proprietary Marks, (ii) we will cause the Company to provide you with at least 90 days advance written notice that 
a Company Business will begin operating in your Territory, informing you of the date that the Company Business 
will commence operations (the “Operation Date”), and (iii) for a period of nine months commencing on the 
Operation Date of a Company Business within your Territory, subject to the Company’s successfully obtaining 
any and all required consents of the banks or other financial institutions providing financing to the Company, you 
will have the right (the “Option”), but not the obligation, to notify us in writing (an “Option Notice”) that you will sell 
all, but not less than all (unless otherwise agreed by us in writing), of the assets of your Business to us (the 
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“Assets”), and we will be obligated to buy the Assets from you, all on the terms set forth herein. We will determine 
the closing date for the purchase of the Assets (the “Closing Date”) but it will not be later than six months after the 
date we receive the Option Notice from you.  Upon your exercise of the Option, the Company and you will enter 
into an “Asset Purchase Agreement” substantially in the form set forth in the franchise disclosure document 
furnished to you in connection with your acquisition of the within franchise.  The Option hereby vested in you 
hereby shall also apply should we or our Affiliate acquire or be required by an existing competitive franchise 
network, chain or any other business and determine to establish a Company-owned location of that business 
within your Territory where none theretofore existed (as provided above in Section 3.05[f] of this Agreement).  
Should we determine to franchise a location within your Territory of either such an acquired or acquiring 
competitive business or a business we or our affiliates, now or in the future, own and/or operate which is virtually 
identical to the Business licensed to you hereunder, then we hereby grant you a right of first refusal with regard 
to such franchise, exercisable as follows:  we will furnish to you our then-current franchise disclosure document 
for the applicable franchise, which shall constitute our “offer” and, within 45 days following your receipt of our 
franchise disclosure document, you shall have the right to execute the franchise agreement embracing the 
franchise which shall accompany the franchise disclosure document we tender to you and return said executed 
franchise agreement to us for counter execution.  If you fail to return your executed franchise agreement by such 
time, then your right to acquire the subject franchise shall be deemed to have irrevocably terminated, and you 
shall have no further legal or equitable rights concerning the establishment of the competitive franchise within 
your Territory. In order for you to qualify for the exercise of these rights of first refusal to acquire such franchises, 
you must meet the then-current qualifications (financial and otherwise) for new franchisees for the subject 
franchise. The foregoing right of first refusal shall not apply to any franchise within your Territory of any competitive 
business or franchise network we acquire if such franchise was granted prior to the date of our acquisition.  In no 
fashion shall the Option granted hereunder apply should we or any Affiliate otherwise engage in any of the 
activities authorized by Sections 3.05 or 3.06 of this Agreement. 

 
Upon your exercise of the Option, and through the closing date of our purchase of the Assets of your 

Business, you agree that you shall effect absolutely no changes to your Business, and shall continue to operate 
such Business as before, provided that you may effect changes to the Business reflecting reasonable business 
decisions on your part which are prompted by demonstrable need (the reasonableness of your business decisions 
and the demonstrable need must be demonstrated to our reasonable satisfaction). 

 
B.  The purchase price for the Assets (the “Purchase Price”) will be an amount equal to the greater 

of: (i) 4.5 times the earnings before interest, taxes, depreciation and amortization (“EBITDA”) of the Business over 
the 12 full calendar months immediately preceding the end of the third month following the Operation Date of the 
Company Business; (ii) 4.5 times the average annual EBITDA of the Business during the 36 month period 
immediately preceding the end of the third month following the Operation Date of the Company Business; or, (iii) 
$250,000.  The Purchase Price will be adjusted by: (i) deducting long term liabilities including, without limitation, 
promissory notes, loans and capital leases extending over more than a 12 month period; (ii) adding or deducting 
amounts necessary to achieve Working Capital (defined below) of zero; (iii) deducting from annual EBITDA, if 
applicable, the difference between $80,000 and any lesser sum (if any) paid to the General Manager of your 
Business as compensation for performing services in such capacity; (iv) adding to annual EBITDA, if applicable, 
the excess over $80,000 of compensation paid to you and/or your Principal for serving as General Manager of 
your business; (v) adding to annual EBITDA, if applicable, the “fair market compensation” (as defined immediately 
hereafter) of you or any Principal who otherwise serves as an employee (but not General Manager) of your 
Business (“fair market compensation” being the recommended salary we suggest from time to time for the 
employee function at issue); (vi) adding back to annual EBITDA, if applicable, the annualized value of any 
documented non-cash compensation received by you or any Principal for each year during the period for which 
EBITDA is being computed (such as, by way of example, a motor vehicle used for personal use and insurance for 
such vehicle, but specifically excluding any and all travel and entertainment expenses, which are addressed 
immediately hereafter); and, (vii) adding back to annual EBITDA imputed annualized compensation for travel and 
entertainment in the fixed amount of $5,000.   

 
In all instances, EBITDA will be determined in accordance with generally accepted accounting principles 

applied on a basis consistent with the Company’s annual audited financial statements.   
   
C. If the Purchase Price for your Business is an amount less than or equal to $400,000, then 85% 

of such Purchase Price shall be paid to you in cash at closing and the balance (the “escrow amount”) shall be 
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placed in escrow, with an escrow agent of our choosing, with 50% of such escrow amount to be paid to you 90 
days after closing and the other 50% of the escrow amount paid to you 180 days after closing. 

If the Purchase Price exceeds $400,000, then at our sole option the Purchase Price will either be payable 
in full in cash on the Closing Date (subject to the escrow requirement addressed immediately hereafter) or no less 
than 70% of the Purchase Price will be paid in cash on the Closing Date (again, subject to the escrow requirement 
addressed immediately hereafter) and the balance of up to 30% of the Purchase Price will be payable on a monthly 
basis over a period of not more than two years pursuant to a subordinated promissory note in form acceptable to 
the Company and the banks or other financial institutions providing finances to the Company.  Interest on the 
principal amount outstanding under such promissory note will accrue at the London InterBank Offered Rate 
(“LIBOR”) plus 3% and will compound annually.  All of the cash payments identified in this paragraph shall be 
subject to a 15% escrow requirement, pursuant to which 15% of such cash payment will be deposited in escrow 
on the Closing Date, with an escrow agent of our choosing, with 50% of such escrowed amount to be released to 
you 90 days after the Closing Date and the balance of such escrowed amount released to you 180 days after the 
Closing Date, release of such escrowed funds dependent on the representations and warranties you make in the 
Asset Purchase Agreement being true and correct at all relevant times.. 

D. The term “Working Capital” means Current Assets minus Current Liabilities (as those terms are 
defined below). Notwithstanding the foregoing, Working Capital expressly excludes any customer deposits or 
other prepaid amounts received from customers, or similar amounts held or recorded as liabilities pending the 
delivery of goods or services, regardless of how such amounts are classified for accounting purposes.    

E. The term “Current Assets” means the sum of the following assets of the Business on the Closing 
Date: (i) cash; (ii) accounts receivable relating to customer contracts for which installation has been completed 
and which have been outstanding for 90 days or less, valued as follows: 100% if outstanding less than 30 days, 
90% if outstanding less than 60 days, 80% if outstanding less than 90 days, and zero if outstanding more than 90 
days (any such accounts receivable outstanding more than 90 days shall be assigned to you, and you shall be 
free to collect and retain same in your discretion); (iii) Inventory (as defined below), including finished goods, 
valued at your actual cost for purchasing such items; (iv) work in process, excluding finished goods, valued at 
33% of the contract value on the Closing Date; and (v) prepaid rent and other prepaid deposits.  Current Assets 
will not include any advances or loans to employees, partners, officers, members and your and their affiliates.  
Accounts receivable will not include any executed customer contracts with respect to which installation has not 
been completed as of the Closing Date. 

F. The term “Inventory” means all inventory of the Business, including raw materials, hardware, 
finished goods, supplies, service parts, vehicles, and purchased parts, inventory in transit as of the Closing Date, 
but excluding (i) furniture, fixtures and products in any showroom, (ii) items which are obsolete damaged or not 
otherwise saleable in the ordinary course of the Business within the 90 days preceding the Closing Date, (iii) 
mirror doors and deco doors not ordered for a customer contract in effect on the Closing Date, (iv) work in process 
(excluding finished goods), (v) inventory rejected or returned by a customer, and (vi) any classification of inventory 
none of which has been sold to a customer of the Business within the six month period preceding the Closing 
Date. 

G. The term “Current Liabilities” means the sum of the following liabilities of the Business as of the 
Closing Date: (i) customer deposits relating to customer contracts for which installation has not yet occurred, (ii) 
accounts payable in the ordinary course of business, (iii) Accrued Liabilities (as defined in Section 3.06 H. below), 
(iv) promissory notes and loans payable within 12 months, and (v) accrued payroll and employee benefits. 

H. The term “Accrued Liabilities” means (i) liabilities for goods delivered to or services performed for 
you and the Business prior to the Closing Date in the ordinary course of the Business and consistent with past 
practices for which you have not received an invoice or bill on or prior to the Closing Date; (ii) the pro rata portion 
(based upon the number of days elapsed in the month up to and including the Closing Date) of any services 
ordered by you for the Business in the ordinary course of the Business and consistent with past practices which 
benefited the Business prior to the Closing Date and which will benefit us after the Closing Date; (iii) your accrued 
obligations and royalties through the Closing Date under this Agreement, including national advertising fund 
payments due and payable hereunder; (iv) sales, property, income or any other taxes with respect to the Business 
as of the Closing Date; (v) unpaid commissions and referral fees payable to salespersons with respect to 
completed customer contracts as of the Closing Date, for which Accounts Receivable attributable thereto has 
been outstanding for less than 90 days; (vi) rent or lease payments due and payable on or before the Closing 
Date with respect to real or personal property of the Business; (vii) payments owing with respect to utility services 
provided to the Business on or before the Closing Date; and (viii) any other accrued liabilities or expenses of the 
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Business of any kind or nature; provided, however, that any accruals relating to your insurance policies of any 
type or nature will be excluded from the definition of Accrued Liabilities, and accruals, if any, as of the Closing 
Date relating to your payroll, payroll taxes and employees’ vacation or other benefits will be excluded from the 
definition of Accrued Liabilities; (ix) or any liens relating to any of the foregoing. 

I. Your rights under this Agreement will terminate effective on the Closing Date, with the exception 
of your post-termination and post-expiration obligations under this Agreement that by their nature will survive. 

J. If we or any of our Affiliates own and/or operate a Company Business within your Territory and 
you do not exercise your Option to have us acquire the assets of your Business, then neither we nor or our 
Affiliates shall in any fashion utilize any specific customer identities, or operating or financial data specific to your 
Business operations, for the benefit of such Company Business; solicit current employees of your Business to 
become employees of any Company Business; knowingly solicit customers of your Business (it being understood 
that general advertising, marketing, direct mail and other non-specific solicitations are not prohibited to be 
engaged in by a Company Business hereunder); or, otherwise use any information which is proprietary to your 
Business which is maintained in any database your Business maintains to which we have access. 

4. TERM AND RENEWAL 

4.01 Term. The term (“Term”) of this Agreement may be for the initial term or a renewal term as set forth below 
and in either case will be five years, beginning on the Effective Date, unless this Agreement is sooner terminated 
in accordance with its provisions, except that if you are party to a currently effective CBD Franchising, Inc. 
Franchise Agreement and you are entering into this Agreement prior to the expiration of your currently effective 
CBD Franchising, Inc. Franchise Agreement, then the Term of this Agreement will be for the balance of the term 
of such current Franchise Agreement and, at the expiration thereof, you shall be offered the opportunity to enter 
into this form of Agreement for a renewal term of five years (such right to enter into this form of Franchise 
Agreement being limited to these circumstances). 

CHECK AND INITIAL THE APPROPRIATE DESCRIPTION OF THE TERM OF THIS AGREEMENT: 

□Your Initials ________ Our Initials ________  Initial Term 

□Your Initials ________ Our Initials ________ Renewal Term commencing on expiration of  
       Franchise Agreement 

4.02 Renewal Term. Following the Term of this Agreement, you will have the right, but not the obligation, to 
enter into Renewal Franchise Agreements for additional consecutive terms of five years each (the “Renewal 
Terms”), if you have complied with the conditions and procedures for renewal in Sections 4.04 and 4.05 of this 
Agreement and if we have not determined to cease franchising in the United States of America (meaning that we 
have conclusively determined that we will not offer or sell, renew or extend any Closets By Design franchise 
anywhere within the Continental United States). The next Renewal Term will begin on the date that the Term of 
this Agreement expires. If we are not franchising in the United States, then: (i) we will give you (and every other 
Closets By Design franchisee whose Business is situated anywhere within the continental United States) notice 
of this fact promptly following our determination to cease franchising in the United States of America; (ii) this 
Agreement shall remain in full force and effect following your receipt of such notice of cessation of franchising, 
with each party hereto obligated to fulfill all obligations hereunder in every respect including, without limitation, 
your obligation to offer, sell and service those products and services which your Business offers and sells pursuant 
to this Agreement through the actual expiration date of this agreement or any extended expiration date (as 
provided below); (iii) if you receive our notice that we have determined to cease franchising in the United States 
of America within one year of the scheduled expiration date of this Agreement, then the term of this Agreement 
shall be extended such that the new expiration date of this Agreement shall be that date falling on the first 
anniversary of your receipt of our notice (provided, however, that you shall be under no obligation to make any 
Continuing Royalty payments to us for Gross Revenues your Business receives after the scheduled date of 
expiration of this Agreement through the actual, extended date of expiration of this Agreement, as above 
provided); (iv) we shall have the absolute right, but not the obligation, to extend any such expiration date for a 
period of an additional 90 days to enable you to fulfill previously placed orders and perform any requested or 
necessary service to your customers (it being understood that you need not and shall not either advertise, offer 
or sell any Closets By Design products or services during any such further extended term); (v) your obligations to 
expend money on local advertising pursuant to Section 10.06 of this Agreement, your obligation to contribute to 
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the Closets By Design National Promotion and Protection Fund pursuant to Section 10.06 (B) of this Agreement 
and your obligation to contribute monies to a regional advertising cooperative pursuant to Section 10.05 of this 
Agreement may, at your election, be eliminated during the 60 day period prior to the scheduled expiration of this 
Agreement (it being understood, however, that should you elect to cease advertising altogether during the 60 day 
period prior to scheduled expiration of this Agreement, then we or our designee may advertise in your Territory 
on behalf of any business whatsoever, whether directly competitive, identical or otherwise) (it also being 
understood and agreed to by you that, notwithstanding the foregoing, you must - - through the actual [not 
necessarily scheduled] date of expiration of this Agreement - - pay in full all Yellow Pages invoices or committed 
advertising contracts which are issued or come due at any time prior to the actual [not necessarily scheduled] 
date of expiration of this Agreement); (vi) notwithstanding any other provision of this Agreement to the contrary, 
in this precise circumstance, you shall be entitled to maintain copies of any customer lists and records which this 
Agreement otherwise obligates you to tender to us following the termination or expiration of this Agreement; (vii) 
you understand and agree that, in this circumstance, we or any Affiliate shall have the right following the 
termination or expiration of this Agreement to establish, open and operate businesses of any type or nature 
whatsoever, including businesses identical, nearly identical and/or competitive with the Business franchised 
hereunder; (viii) upon the actual (not necessarily the scheduled) date of expiration of this Agreement (but not upon 
termination for cause) or thereafter, neither we nor any successor of ours will enforce the post-term covenant not 
to compete set forth in Article 13 of this Agreement; and, (ix) you hereby stipulate that our determination to cease 
franchising in the United States of America shall be deemed to constitute “good cause” for our not renewing this 
Agreement and you shall not contend otherwise in any arbitral, judicial or administrative proceeding. 

If we are still franchising in the United States of America but you elect not to renew this franchise by 
entering into a Renewal Franchise Agreement, then you hereby agree not to secure any new telephone number(s) 
for your Business without our prior written consent. 

4.03 Redefinition of Territory Upon Renewal  
If we determine that: (i) you are in default of any of your material obligations under this Agreement, or (ii) 

you breached your obligation, during any one year period during the term of this Agreement, and after being given 
notice and an opportunity to cure as provided in Section 10.06 of this Agreement, to expend those sums on 
advertising and promotion specified in such Section 10.06, then as an alternative to refusing to grant you a 
Renewal Franchise Agreement, we will be entitled, but not obligated, to redefine and reduce the Territory 
conferred hereunder in the Renewal Franchise Agreement upon written notice to you concurrent with our 
transmittal to you of the “Renewal Package” provided for below in Section 4.04 of this Agreement.  We will exercise 
this right using the same criteria we use for other Closets By Design franchisees that are similarly situated. 

4.04 Form and Manner of Renewals.  
A. If we are franchising in the United States of America (as defined in Section 4.02), and if you wish 

to exercise your right to enter into a Renewal Franchise Agreement (as provided for in Section 4.02), you will do 
so by executing our then-current form of renewal franchise agreement (the “Renewal Franchise Agreement”). The 
Renewal Franchise Agreement will take the form of our then-current Franchise Agreement, modified as provided 
below. The Renewal Franchise Agreement will supersede this Agreement in all respects. The terms of the 
Renewal Franchise Agreement may differ from the terms of this Agreement, except that: (i) the boundaries of the 
Territory under this Agreement will remain the same (except under the condition described in Section 4.03 above) 
and (ii) the Continuing Royalty on renewal will be identical to that set forth in Section 5.02 A. below. You must 
exercise your renewal right under this Agreement in the following manner: 

1. At least one year before the scheduled expiration date of the Term of this Agreement, we will 
furnish to you a package (the “Renewal Package”) consisting of our then-current franchise 
disclosure document; “signature ready” copies of a Renewal Franchise Agreement ready for your 
execution; and, a letter specifying the time within which such Renewal Franchise Agreement must 
be executed in order for you to effectively renew your Closets By Design franchise. 

2. If you desire to renew your Closets By Design franchise, then no later than 30 days following your 
receipt of the aforementioned Renewal Package, we must receive from you your executed copies 
of the Renewal Franchise Agreement we previously furnished to you; your executed 
“Acknowledgment of Receipt” of the franchise disclosure document we furnished to you as part 
of the Renewal Package; and, your check made payable to us for the Renewal Fee (see Section 
4.05 below).  This 30-day period may be extended by a seven day “grace period” in your 
discretion. 
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3. If you do not perform any of the acts, execute any of the agreements or furnish any of the 
payments required by this Section 4.04 in a timely fashion, this will be considered your election 
not to exercise your right to enter into a Renewal Franchise Agreement; your right to renew will 
automatically lapse and expire without further notice or action by us; and, no further “grace period” 
other than that identified in the immediately preceding subparagraph will be afforded or will pertain 
under any circumstance.  If this occurs, this Agreement will terminate at the end of the Term of 
this Agreement, subject to the post-termination and post-expiration provisions of this Agreement 
which by their nature are meant to survive. 

4. If you have exercised your renewal right following procedures detailed in this Section 4.04 in all 
respects and have complied with all the conditions set forth in Section 4.05 of this Agreement on 
the date of expiration of the Term of this Agreement, then we shall promptly counter execute the 
Renewal Franchise Agreement previously executed by you and transmitted to us, and we will 
deliver to you one fully executed copy of such Renewal Franchise Agreement. 

4.05 Conditions to Renewal. Your right to enter into a Renewal Franchise Agreement will be conditioned on 
your fulfilling all the following conditions: 

A. At the time of your exercise of the right to enter into a Renewal Franchise Agreement and the 
commencement of the Renewal Term, you must have fully performed, be in compliance with and 
not be in default of all of your obligations under this Agreement, any amendments to this 
Agreement or replacement of this Agreement, the Manual and Supplements to the Manual, and 
any and all other agreements then in effect between you (or your affiliates) on the one hand and 
us (or our Affiliates) on the other hand. 

B. Before the commencement of the Renewal Term, you must have refurbished and remodeled your 
Closets By Design Location and updated your equipment and supplies as we may reasonably 
require conforming to our then-current standards for new franchisees. 

C. You must have satisfied all monetary obligations to us and our Affiliates and must have 
substantially timely met these obligations throughout the Term of this Agreement, and we may 
examine your books and records to verify compliance with this requirement anytime during normal 
business hours within 60 days of your renewal date. 

D. You must have executed a General Release - Renewal in the form of Exhibit 6. 

E. You must pay us a Renewal Fee of $5,000. 

4.06 Notice of Expiration. If applicable law requires us to give notice of expiration to you at a specified time 
before the expiration of the Term or any subsequent Renewal Term of this Agreement, and we have not done so, 
then the term of this Agreement will be extended on a month-to-month basis until we have given you the required 
notice of expiration and the required period before the expiration of the Agreement becomes effective has expired. 

4.07 Time of the Essence. Time is of the essence with regard to Sections 4.04 and 4.05 and of this 
Agreement. That is, your timely performance of the acts required by Section 4.04 and your timely compliance with 
the conditions set forth in Section 4.05 are all of material importance and of the essence to your right to enter into 
Renewal Franchise Agreements with us. 

5. PAYMENTS TO FRANCHISOR 

5.01 Initial, Renewal and Territory Fees.  
 A. Initial Franchise Fee for Initial Term; Renewal Fee for Renewal Term. 

1. If the Term of this Agreement is the initial term, the Initial Franchise Fee is $20,000.  

2. If the Term of this Agreement is a renewal term, the renewal fee is $5,000. 

3. The Initial Franchise Fee or renewal fee, as applicable, is paid in consideration of our 
execution of this Agreement; is payable upon your execution of this Agreement; and, will be fully 
earned when paid. 

B. Territory Fee for Initial Term. 
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If the Term of this Agreement is the initial term, then you must pay a territory fee (“Territory Fee”) in 
addition to the Initial Franchise Fee payable in accordance with Section 5.01 A. above.  The Territory Fee is equal 
to the greater of (i) $18,000 or (ii) $1,000 for each increment or portion of 10,000 households in the Territory as 
shown on Exhibit 1 to this Agreement.  The Territory Fee is paid in consideration of our execution of this 
Agreement; is payable upon your execution of this Agreement; and, will be fully earned when paid.     

5.02 Continuing Royalty.  
A. If the Term of this Agreement is the initial term, then in consideration of our granting you the 

franchise granted under this Agreement, you agree to pay us a Continuing Royalty equal to the greater of (i) 7.25% 
of your prior month’s Gross Revenues, or (ii) $3,000 per month.  While the final Continuing Royalty 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 Continuing Royalty.  To the extent necessary, we will reconcile the weekly amounts we have withdrawn 
with the month’s actual Continuing Royalty due on or before the 5th day of each calendar month.   

B. Continuing Royalties are payable as provided in Section 5.06 B. below (“Reporting and 
Payment”). In the event a tax agency in your state requires us to remit taxes on Continuing Royalties paid by you 
or any other payments made to us by you, we reserve the right to require you to reimburse us up to the full amount 
of any such taxes remitted by us. 

C. If you are an existing franchisee and this Agreement is a Renewal Franchise Agreement, we will 
phase in the increase of the Continuing Royalty. During the first year of your Renewal Term, you agree to  us a 
Continuing Royalty equal to the greater of (i) 7% of your prior month’s Gross Revenues, or (ii) $3,000 per month. 
Thereafter, you agree to pay us a Continuing Royalty equal to the greater of (i) 7.25% of your prior month’s Gross 
Revenues, or (ii) $3,000 per month for the remainder of the Renewal Term.  

5.03  Marketing Development Fee. 
 If you are purchasing an unoccupied developed market area, you agree to pay us the market development 
fee set forth in Exhibit 1 to this Agreement. The Market Development Fee is consideration for the benefit of 
receiving a market that has already been developed. The Market Development Fee is determined 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 Market Development Fee is payable upon your execution of this 
Agreement (unless you and we negotiate other payment terms) and will be deemed fully earned when paid, 
5.04 Technology Fee 

When, as, and 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 developing, upgrading, enhancing, 
implementing, operating, maintaining, supporting, hosting, securing, and integrating new and existing software 
and technology platforms for Closets by Design Businesses and providing such upgraded or new technology to 
you. Such platforms may include, without limitation, restaurant operating systems, product and customer 
distribution channels, customer facing applications, customer mobile applications, online ordering apps, e-
commerce and payment processing systems, supply chain systems for use by and for the benefit of Closets by 
Design Businesses or other upgraded or new software or hardware for the Franchised Business. The Technology 
Fee may be adjusted (including the structure of the Technology Fee (e.g., percentage of sales, flat fee and/or 
transaction-based fee) at any time with sixty (60) days’ prior written notice to you, and subject to the maximum 
amount stated above in this paragraph. The Technology Fee will be due and payable at the same time as the 
Continuing Royalty set forth in Section 5.02, or as otherwise defined by us. 

5.05 Definition of “Gross Revenues”  
“Gross Revenues” means all revenues and income from any source that you derive or receive from, 

through, by or on account of the operation of the franchised Business, whether received in cash, in services, in 
kind, from barter and/or exchange, on credit, or otherwise. You may deduct from Gross Revenues, to the extent 
that they have been included in your calculation of Gross Revenues, documented refunds, chargebacks, credits 
and allowances that you give in good faith to customers, and all sales, use or service taxes or similar taxes that 
you legally charge to customers (provided, however, that no fees paid to banks or credit card merchant services 
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may be deducted from your Gross Revenues). You may deduct these taxes from the computation of “Gross 
Revenues” only if you: separately state the taxes when you charge the customers; remit the tax payments to the 
appropriate tax authorities in a timely manner; furnish to us an official receipt issued by the tax authorities for 
payment of the taxes within 30 days of payment, or any other verification of payment that we may reasonably 
consider acceptable; and, state in your required monthly report (see Section 5.06) the amount of all these taxes 
and the payments to which they relate. For the purpose of determining Gross Revenues, all barter and/or 
exchange transactions where you furnish services or products in exchange for goods or services to be provided 
to you by a vendor, supplier or customer (e.g., advertising exposure or other intangible consideration) will be 
valued at the full retail value of the goods and/or services to be provided to you. 

5.06 Software Fees. As Section 8.07provides, we will license you our proprietary Closets By Design 
management system software (the “CBD Manager Software”) to you. We will also furnish you with upgrades to 
the CBD Manager Software from time to time. For these services, you agree to pay us Software License Fees of 
$300 per year and a Software Maintenance Fee of $225 per month, both Software Fees payable quarterly 
promptly upon your receipt of our invoice. In addition to using our CBD Manager Software, you are required to 
use the AIM Sales Management Portal in connection with the operation of your franchised Business. Currently, 
we do not charge you a fee for you to use the AIM Sales Management Portal, but we reserve the right to charge 
you our then-current fee in the future. You are not authorized to use any other software system unless approved 
by us in writing. 

5.07 Reporting and Payment 
A. You agree to submit a monthly report to us for our receipt on or before the fifth day of each 

calendar month commencing with the first calendar month after the calendar month in which the Commencement 
Date (as defined in Section 8.01) falls. The monthly report will consist of a statement reporting all Gross Revenues 
for the preceding month in the manner and form we prescribe. You must sign the monthly report. We reserve the 
right to require you to file your monthly reports electronically. At the same time that you submit the monthly report, 
you agree to submit to us a statement, in a form we prescribe, reporting all barter and exchange transactions you 
entered into during the reporting period. You may only engage in barter and exchange transactions if you report 
each transaction to us as provided in this subsection and, for purposes of calculating Gross Revenues, you include 
the full retail value (and not the discounted price) of any products sold in a barter and exchange transaction. If we 
require you to file your monthly reports electronically, but for any reason the necessary electronic communications 
cannot take place – whether because our computer system is unable to receive your report or because your 
computer system is unable to transmit a report, or for any other reason – then you must ensure that we receive 
the report in the manner we otherwise direct by the date due. In addition, we have the right to require you to 
transmit electronically on a daily basis the data we require, in the form we require, in our Manual or otherwise. If 
you fail to submit your monthly Gross Revenues report when due (but no later than seven (7) days after the due 
date), then we will charge you a fee equal to $250.  

B. You owe us the Continuing Royalties and National Fund Contribution due for the prior month (or, 
as may be the case with the first payments after the Commencement Date, for the prior partial month) commencing 
with the first calendar month following the calendar month in which the Commencement Date falls.  While the final 
Continuing Royalties and National Fund Contributions are calculated monthly, we will make weekly withdrawals from 
your account in amounts we estimate to be that week’s portion of the monthly Continuing Royalties and National Fund 
Contributions. To the extent necessary, we will reconcile the weekly amounts we have withdrawn with the months 
actual Continuing Royalties and National Fund Contributions due on or before the 5th day of each calendar month.  
We reserve the right to require the transmission of these and any other payments required under this Agreement 
by wire transfer or other form of electronic funds transfer. You will pay all costs of wire transfer or other form of 
electronic funds transfer.   

C. You agree to report to us on a daily and other periodic basis, statistical and other information we 
require in the form and manner and at the times we require, including (without limitation) Gross Revenues 
received, other sales data, copies of your monthly bank statements, the amount of your local advertising 
expenditures, operating expenses, customer information, and other data as specified in our Manual or otherwise. 
If we require you to file your daily or other periodic reports electronically, but for any reason the necessary 
electronic communications cannot take place – whether because our computer system is unable to receive your 
report or because your computer system is unable to transmit a report, or for any other reason – then you must 
ensure that we receive the report in the manner we otherwise direct by the date due. 

5.08 Payments to Us. In addition to all other payments under this Agreement, you agree to pay us (or our 
Affiliates) immediately upon demand: 
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1. The amount of all sales taxes, trademark license taxes and any other tax or levy whatsoever 
(however denominated)  imposed on, required to be collected, or paid by us or our Affiliates (but 
not including any corporate income taxes imposed on us or our Affiliates) on account of services 
or goods we (or our Affiliates) have furnished to you through sale, lease or otherwise, or on 
account of collection by us of the Initial Franchise Fee or Renewal Fee (as applicable), Territory 
Fee, Continuing Royalties, National Fund Contributions or Software Maintenance Fees called for 
by this Agreement. 

2. All amounts we advanced, or which we have paid, or for which we have become obligated to pay, 
on your behalf for any reason. 

3. All amounts due to us (or our Affiliates), for products or services you purchased from us (or our 
Affiliates). 

5.09  Method of Payment.  

1. Except for the Initial Franchisee Fee and other amounts payable to us upon the execution of this 
Agreement (which you shall pay by bank check, ACH payment, electronic funds transfer (EFT) or 
wire transfer), you must pay all fees and other amounts due to us and/or our Affiliates under this 
Agreement solely through electronic funds transfer (“EFT”), whether 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. You agree to execute, deliver, and maintain in full force and effect, 
at all times during the Initial Term, written authorization(s) in form and substance satisfactory to 
Franchisor (and any applicable Approved Payment Provider) permitting automatic, recurring 
debits, withdrawals, ACH transactions, wire transfers, or comparable electronic transfers from 
Franchisee’s designated deposit, operating, or settlement account(s) for the timely satisfaction of 
all amounts then due. 

2. Contemporaneous with the execution of this Agreement, you agree to sign and deliver to us (and, 
if applicable, to any Approved Payment Provider) all forms, authorizations and other documents 
(including our EFT Debit Authorization Form attached as Exhibit 9 to this Agreement) necessary 
to  permit us or our Approved Payment Provider to automatically debit funds from your EFT 
Account via electronic funds transfer for the timely payment of all amounts then due to us and/or 
our Affiliates under this Agreement.  

3. If we require you to make payments through our Approved Payment Provider, then you must (at 
your sole cost and expense) enroll and maintain enrollment, in the EFT payment platform, portal 
or automated payment processing system administered by our designated Approved Payment 
Provider. You must promptly complete all registration procedures, comply with all onboarding 
requirements, execute any platform-specific authorizations or terms of use, and maintain such 
enrollment and compliance for the duration of the Initial Term (and any Renewal Term). You agree 
not to suspend, terminate, modify or otherwise impair such enrollment or platform access without 
our prior written consent. Your failure to enroll in, maintain enrollment in, or comply with the rules 
or requirements of our Approved Payment Provider’s payment platform shall constitute a material 
breach of this Agreement. 

4. EFT Account Administration. You must designate, maintain and make available at all times during 
the Initial Term (or any Renewal Term) an EFT Account. You must provide us and our Approved 
Payment Provider with the banking instructions, authorizations, and account information 
reasonably requested to facilitate automatic electronic withdrawals from your EFT Account. You 
agree to immediately deposit all revenues derived or received from the operation of the 
Franchised Business into the EFT Account immediately upon receipt (including cash, checks, 
Zelle, Venmo, smartphone and credit card receipts). You acknowledge, understand, and 
authorize us and/or our Approved Payment Provider to automatically debit all payments then 
owed to us or our Affiliates under this Agreement, or any other agreement between you and us 
and/or our Affiliates, from your EFT Account. Accordingly, you agree to deposit and maintain at 
all times sufficient funds in the EFT Account to cover all fees and payments you then owe to us 
and our Affiliates under this Agreement or any other agreement between you and us and/or our 
Affiliates. The bank information for your EFT Account must be current at all times. Accordingly, 
you must immediately notify us of any change in your banking relationship and obtain our advance 
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written approval before changing your EFT Account. You agree to pay all costs associated with 
participating in our EFT Program or the EFT payment system administered by our Approved 
Payment Provider (as applicable). Any such costs for enrollment or subscription in the EFT 
system administered by our Approved Payment Provider shall reflect only the actual fees 
charged, and we will not apply any markup to these enrollment or subscription fees. For the 
purposes of this Section 5.08, an “EFT Account” refers to a business bank account designated 
by you and approved by us (and/or our Approved Payment Provider) from which electronic funds 
transfers, including automatic debits, may be initiated and processed. 

5.10 Delinquent Payments; Late Fee. Any payment which you owe us (or our Affiliates) but which we (or our 
Affiliates) have not received within 5 calendar days following the due date is delinquent. You agree to pay us (or 
our Affiliates) interest on any delinquent amounts due to us (or our Affiliates) under this Agreement and not timely 
paid at an annual percentage rate of 18% or the maximum interest rate permitted by law, whichever is less. In 
addition, you agree to pay us a late fee on any delinquent amounts of 5% of the amount due. If the total interest 
rate and late fee provided for in this Section exceeds the maximum interest rate allowable by law, then you need 
only pay us the maximum interest allowable by law.  

To the extent any payment which you owe us (or our Affiliates) is 45 or more calendar days delinquent, 
you agree that we reserve the right to automatically withdraw the payments owed via electronic funds transfer in 
the same manner we are able to withdraw the Continuing Royalties and National Fund Contributions in 
accordance with Section 5.06 B. You will pay all costs of the electronic funds transfer. 

You acknowledge that this Section 5.08 will not constitute agreement by us or our Affiliates to accept any 
payments after they are due, or a commitment by us or our Affiliates to extend credit to you or otherwise finance 
the franchised Business. You also acknowledge that if you do not pay all amounts when due under this Agreement, 
this will be a material breach of this Agreement which, unless you cure the breach as provided in Section 31, will 
give us the right to terminate this Agreement immediately upon notice to you. 

5.11 Fixed Fee Inflation Escalator. We may adjust any fixed fee or other non-percentage monetary amount 
payable by you under this Agreement or any related Agreements in accordance with the increase in the Consumer 
Price Index over the previous 12 months upon not less than 30 days written notice to you, the “Consumer Price 
Index” being defined as the Consumer Price Index for All Urban Consumers, Service Group Only, 1992-1994=100, 
published by the Bureau of Labor Statistics of the U.S. Department of Labor (or the highest similar future index if 
this index becomes unavailable). 

5.12 Application of Funds; No Accord or Satisfaction. If you are delinquent in the payment of any obligation 
to us (or our Affiliates) under this Agreement, or under any other agreement with us or any of our Affiliates, then 
we (or the Affiliate) may apply any payment from you to any obligation(s) due from you to us (or our Affiliates), at 
our sole option, whether under this Agreement or otherwise, and whether or not there is any contrary designation 
by you. No endorsement or statement on any check or payment or in any letter accompanying any check or 
payment or elsewhere will constitute or be construed as an accord and satisfaction. 

5.13 No Withholding. You may not withhold, set-off or recoup payment of any Continuing Royalty, National 
Fund Contribution, Software Maintenance Fee, late charge or any other amount due to us or our Affiliates on the 
grounds of the alleged non-performance or breach of any of our (or our Affiliates’) obligations under this 
Agreement or any related agreement, including agreements for the sale of products or services by us or our 
Affiliates to you. 

6. SITE SELECTION REQUIREMENTS 

6.01  Closets By Design Location 
A. You may operate your franchised Closets By Design Business only from your Closets By Design 

Location. You may use the Closets By Design Location for no other purpose than the operation of the franchised 
Business. If we license you to operate more than one franchised Closets By Design Business, you may employ a 
single Closets By Design Location for all your Businesses, so long as the Closets By Design Location is within the 
Territory of one of your franchised Businesses and no more than one hour’s driving time from the farthest boundary 
of each of your Territories, unless we otherwise permit in writing. 

B. If you have suggested a Closets By Design Location which we have reviewed and consented to 
before the execution of this Agreement, then the Closets By Design Location will be set forth on Exhibit 1 to this 
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Agreement. If you have not suggested a Closets By Design Location which we have approved before the execution 
of this Agreement, then the following provisions will apply: 

You agree to use your best efforts to find an acceptable Closets By Design Location within the Territory, 
using your own resources, skills and know-how. You further agree to comply with all our Closets By Design 
Location specifications, requirements and restrictions in our Manual or otherwise. The Closets By Design Location 
will be subject to our prior written review and consent, and our determination will be final. We may require you to 
submit maps, completed checklists, photographs, copies of proposed leases, diagrams of the premises with 
measurements and other information and materials which we may reasonably require to evaluate your proposed 
Closets By Design Location.  

It is of the essence of this Agreement that you select a Closets By Design Location, obtain our prior written 
approval and execute a lease reviewed and consented to by us (or provide proof of ownership) for your Closets 
By Design Location within 90 days following the Effective Date. If you intend to own the Closets By Design 
Location, then you agree to furnish to us proof of ownership or an executed contract of sale within 90 days 
following our approval of the Closets By Design Location.  We may (but need not) elect to extend these 90 day 
time frames. 

If you do not secure a Closets By Design Location within the time limits and following the procedures 
specified in this Article 6, this will be a material and incurable breach of this Agreement which will give us the right 
to terminate this Agreement immediately on notice to you, with no opportunity to cure. If we terminate the 
Agreement for this reason, then all funds you paid us will be considered earned by us; we will have no obligation 
to refund the Initial Franchise Fee or Renewal Fee (as applicable), the Territory Fee or any other sums you have 
paid to us or our Affiliates; and you must immediately execute a General Release in the form of Exhibit 8 annexed 
hereto.  

C. You understand that any advice we give you regarding site selection (whether as part of our 
System or Manual, in response to your proposals or inquiries, or otherwise); our proposal or suggestion of any 
Closets By Design Location; and/or, our exercise of our rights of inspection or review and consent, are not meant 
to be relied on or construed in any way as a representation, express or implied warranty, or any other indicia of 
the prospective profitability, viability or merit of any location.  

6.02 Location Lease.  Promptly following our written approval of a proposed Closets By Design Location, you 
agree to deliver to us a copy of any proposed lease or sublease for the Closets By Design Location and any 
proposed related documents. Any lease, sublease or other rental agreement for the Closets By Design Location 
(each, a “Lease”) will be subject to our prior written review and consent, which we will not unreasonably withhold 
or delay. If we do not communicate our consent to or disapproval of a proposed Lease to you within 10 business 
days following our receipt of the Lease, the Lease will be considered approved. 

A. If you will lease or sublease the Closets By Design Location: 

1. You may not create any obligations on our behalf, grant any rights against us or agree to 
any other term, condition, or covenant which is inconsistent with the provisions of this 
Agreement or any related Agreement. 

2. You agree to duly and timely perform all terms, conditions, covenants and obligations 
under the lease or sublease. 

B. Except as otherwise provided in this Agreement, you may not assign, charge, encumber or 
transfer your Lease, or sublet all or any part of the Closets By Design Location, without our prior written approval. 
All Leases you enter into to secure the Closets By Design Location must contain provisions acceptable to us that 
provide: 

1. After the termination or expiration of this Agreement for any reason, we will have the 
option for 30 days; at our election, to either assume the future obligations of and replace 
you as the lessee under the Lease, or to have another franchisee, licensee, joint venture 
partner or other designee of ours assume the future obligations of and replace you as the 
lessee under the Lease; and, if we have assumed the future obligations of and replace 
you as the lessee under the Lease, to reassign the Lease to another franchisee, licensee, 
joint venture partner or other designee of ours.  Under no circumstances, shall we or our 
designee have the obligation to cure any past defaults. 
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2. The lessor or sublessor will accept us or another franchisee, licensee, joint venture 
partner or other designee designated by us as a substitute tenant under the Lease upon 
notice from us that we are exercising our option, following the termination or expiration of 
this Agreement for any reason, for us or another franchisee, licensee, joint venture 
partner or other designee of ours to succeed to your interest in the Lease and/or to 
reassign the Lease to another franchisee following our assumption of obligations under 
the Lease. 

3. The required provisions in (1) and (2) above are rights but not obligations for us to assume 
your rights and responsibilities under the Lease. 

4. The lessor or sublessor acknowledges that: (i) you alone are responsible for all debts, 
payments and performances under the Lease before we or another franchisee, licensee, 
joint venture partner or other designee of ours takes actual possession of the premises; 
and (ii) neither we nor our franchisee, licensee, joint venture partner or other designee 
shall have any obligation to cure any past defaults committed by you, but we will assume 
all existing future obligations. 

5. The Lease may not be modified or amended without our prior written consent, which we 
may not unreasonably withhold. The lessor or sublessor will promptly provide us with 
copies of all proposed modifications or amendments and true and correct copies of the 
executed modifications and amendments. 

6.03 Ownership of Premises; Lease Requirement; Franchisor Step-In Rights 
If you, your Principals, or any of your affiliates own, directly or indirectly, the real property on which the 

Franchised Business is located (the “Premises”), you shall ensure that the Franchised Business is operated 
through a separate legal entity approved by us (the “Operating Entity”) and that such Operating Entity enters into 
a written lease for the Premises with the applicable owner(s) (the “Owner-Lessor”). 

Such lease shall be in a form approved by us in advance in writing including, without limitation, provisions 
relating to permitted use, term, renewal options, assignment, subletting restrictions, default remedies, and 
franchisor protections. No lease or amendment thereto shall be effective unless and until approved by us in writing. 

You shall ensure that the lease provides that, upon the occurrence of any default by the Operating Entity 
under the Franchise Agreement, or upon termination or expiration of the Franchise Agreement for any reason, we 
(or our designee) shall have the right, but not the obligation, upon written notice, to assume or take an assignment 
of the lease on the same terms and conditions then in effect (or such other terms as may be agreed between us 
and the Owner-Lessor), for the purpose of operating or transitioning the Franchised Business or facilitating an 
orderly transfer.  In no event will we (or our designee) be required to cure any past defaults under such assignment.   

You shall cause the Owner-Lessor to agree in writing, in a form acceptable to us, to recognize and honor 
our right to assume or take assignment of the lease as set forth herein, including execution of any consent to 
assignment or recognition agreement required by us. 

Any failure to comply with this Section, including failure to maintain the Premises under an approved lease 
or to obtain the required consents, shall constitute a material breach of this Agreement. 

6.04 Government Approvals, Consents and Licenses. It will be your sole responsibility to promptly 
investigate the need for, seek and obtain all government and quasi-governmental approvals, consents and 
licenses required to open and operate the franchised Business. You undertake to use all possible efforts to obtain 
all required approvals, consents and licenses. We make no representation or warranty that you will be able to 
obtain all required approvals, consents and licenses. If you are unable to do so by the scheduled date of 
commencement of operations pursuant to Section 8.01, then either party will have the right to terminate this 
Agreement immediately upon notice to the other party. If either party terminates this Agreement for this reason, 
then all funds you paid us will be considered earned by us, and we will have no obligation to refund the Initial 
Franchise Fee or Renewal Fee (as applicable), the Territory Fee or any other sums you have paid to us or our 
Affiliates.  

6.05 Relocation of Your Closets By Design Location. You may not relocate your Closets By Design 
Location to another location within the Territory without first obtaining our written review and consent to the new 
location, which we will not unreasonably withhold. You must make a written request for our consent at least 30 
days before the desired date of relocation, unless prior notice is impractical because fire, flood, other Acts of God 
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or other similar causes beyond your control compel you to relocate. Your notice must describe the reasons for the 
requested relocation and provide details concerning the proposed replacement location. Any relocation must be 
within your Territory.  

We will notify you in writing of our consent to or disapproval of the proposed new location within 21 days 
after receiving your request. In deciding whether to consent to the proposed location, we will exercise our 
reasonable business judgment, which may include consideration of the following (without limitation): the 
availability and relative desirability of alternative locations, proximity of the proposed location to existing and 
potential locations; expectations of increased or decreased market penetration; quality of the proposed location 
and the effect of the relocation on the Closets By Design System. If we disapprove a proposed new location, you 
may request an alternative proposed new location following the procedures described above.  

If you relocate the franchised Business with our review and consent, the new location will be the “Closets 
By Design Location” of the franchised Business as that term is used in this Agreement. Any relocation will be at 
your expense. We may charge you for any costs we incur in connection with the relocation. All leases, subleases 
or other agreements that you enter into to relocate the Closets By Design Location must conform to the provisions 
of Section 6.02. 

 

6.06 Furniture, Fixtures, Equipment, Signs and Decor. We will consult with you, to the extent we consider 
necessary, on the construction, equipping, furnishing and decoration of the Location. It will, however, be your sole 
responsibility to diligently design, construct, equip, furnish, decorate ready and open the Location for business. 
You must maintain a showroom at your Location and at any other sites in your Territory as we reasonably require 
to adequately service your Territory. Your Location and showroom(s) must conform to any specifications for 
furniture, fixtures, equipment and decor that we impose, in our Manual, or otherwise. 

All exterior and interior signs used in connection with the franchised Business must conform to our sign 
criteria as to typeface, illumination, color, size, design and location. We must approve all signs in writing before 
installation or display. 

7. DUTIES OF FRANCHISOR 

7.01 Confidential Operating Manual. We will lend you one copy of our confidential operating manual (the 
“Manual”) during our Initial Franchise Training. The Manual may be in the form of one or more of the following: 
one or more loose-leaf or bound volumes; bulletins; facsimiles; notices; videotapes; CD-ROMS and/or other 
electronic media; computer disks; online postings; e-mail and/or other electronic communications; or, any other 
such written memorializations. If you lose or destroy the Manual, we may require you to pay us on demand the 
sum of $5,000 for the loan of a replacement Manual. 

You agree to operate your Business in strict compliance with the operational systems, procedures, 
policies, methods and requirements prescribed from time to time in the Manual. 

We retain the right to prescribe additions to, deletions from or revisions of the Manual (the “Supplements 
to the Manual”), all of which will be considered a part of the Manual. All the previous and subsequent references 
to the Manual in this Agreement will include all Supplements to the Manual. Supplements to the Manual will 
become binding on you as if originally set forth in the Manual, upon being delivered to you. You agree to 
immediately adopt and use the services, products, programs, materials, standards, specifications, policies, 
methods, procedures and techniques set forth in modifications or Supplements to the Manual. The Manual and 
any additions, deletions, revisions or Supplements to the Manual are material in that they will affect the operation 
of the franchised Business, but they will not conflict with or materially alter your rights and obligations under this 
Agreement. 

You acknowledge that we are the owner of all proprietary rights in the Closets By Design System, the 
Manual and all Supplements to the Manual, and that you are acquiring no property or other right to them other 
than a license to use them and comply with them during the term of this Agreement. The Manual and all 
Supplements to the Manual will remain our property at all times. You promise that you, your agents, independent 
contractors, and employees will treat the Manual and the information contained in it as confidential; use all 
reasonable efforts to maintain this information as secret and confidential; at no time copy, duplicate, record or 
otherwise reproduce the Manual or Supplements to the Manual, in whole or in part; and, not make the Manual, 
Supplements to the Manual or information in them available to any unauthorized person. Upon the termination or 
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expiration of this Agreement, you must return the Manual and all Supplements to the Manual to us, or at our 
direction obliterate or destroy them. 

You agree to ensure at all times that your copy of the Manual and the Supplements to the Manual are 
current and up-to-date. If there is any dispute as to your compliance with the provisions of the Manual and any 
Supplements to the Manual, the master copy of the Manual and any Supplements to the Manual maintained at 
our principal office will control. 

We may post some of or the entire Manual and any Supplements to the Manual on a restricted Web site 
or intranet to which you will have access. If we do so, you agree to monitor and access the Web site for any 
Supplements to the Manual. Any passwords or other identifications necessary to access the Manual and 
Supplements to the Manual on a Web site will be deemed Confidential Information as defined in Section 12.01. 

7.02 Initial Franchise Training for General Managers. Your General Manager (as defined in Section 8.05 
below) must have attended and successfully completed an initial training program that we will provide (the “Initial 
Franchise Training”). We will determine the date of commencement, location and duration of the Initial Franchise 
Training and notify you of them. 

You must pay a charge to us for training additional personnel no greater than $1,000 per person, per day. 
You agree to pay all expenses incurred by your trainees and yourself (if an individual) in connection with training, 
including, but not limited to, salaries, transportation costs, meals, lodging and other living expenses. 

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, but we reserve the right to impose a reasonable charge, not to exceed $1,000 per person per 
day, for each retraining attendee. You may not commence operations of your franchised Business until your 
General Manager has successfully completed the Initial Franchise Training. 

Any General Managers you hire or appoint after the commencement of operation of the franchised 
Business must attend and successfully complete our next scheduled Initial Franchise Training. You must pay an 
additional charge to us for training replacement General Managers no greater than $1,000 per person, per day. 
You agree to pay all expenses incurred by your replacement General Managers in connection with training, 
including, but not limited to, salaries, transportation costs, meals, lodging and other living expenses. 

We will not pay any compensation for any services performed incidental to training by trainees in any 
training program. We reserve the right to determine the duration and subject matter of our training programs and 
the right to train any number of individuals from any number of franchised or non-franchised Closets By Design 
Businesses at the same time. 

7.03 On-Site Training and Assistance. In addition to the Initial Franchise Training, we will provide a trainer 
at your Location for one to two weeks (at our option) of on-site training around the time of the Commencement 
Date, timing of this assistance to be determined in our sole judgment. 

You may request additional on-site training or assistance at any time in accordance with all guidelines we 
may specify in the Manual or otherwise, or we  may (in our sole discretion) determine that you require additional 
on-site training and assistance. We will not be obligated to provide on-site training or assistance, but if we elect 
to do so, we may impose a fee of $750 for the 1st day and $500 for each additional day we provide such additional 
on-site training and assistance, plus the costs of transportation, food and lodging for each such person, all payable 
in advance. The timing of all advice, consultation and training provided for in this Agreement will be subject to the 
availability of our personnel. 

7.04 Field Support Services. Following the commencement of operation of your franchised Business, we may 
furnish to you the field support services that we alone consider advisable. Our representatives may render field 
support services on-site, off-site, by telephone; through electronic communications; or, through other 
communication devices. Field support services may include advice with respect to programs, procedures, 
guidelines, systems, specifications or techniques pertaining to the operation of your Closets By Design Business. 
The timing of all field support services will be subject to the availability of our personnel. 

7.05 Consultation Services. If you request, we may offer you, for a fee, consultation services beyond the field 
support services described in Section 7.04 above. Our representatives may render consultation services on-site, 
off-site, by telephone, through electronic communications or through other communications modes, subject to 
scheduling availability. Consultation services may include specialized advice related to the operation of your 
Closets By Design Business; on-site reviews of your operations and the furnishing or retraining as needed; on-
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site retraining of your General Manager and other personnel; and, other specialized assistance as may be 
requested by you. You agree to pay us for any consultation services performed at your request on the terms, at 
the times and in the amounts that we set forth at the time of offer or provision, in our Manual or otherwise. The 
timing of all consultation services will be subject to the availability of our personnel. 

7.06 Mandatory Annual Conferences. No more than once each year, we may conduct either a system-wide 
conference or a series of regional meetings for franchise owners to discuss Closets By Design business 
operations and other matters relating to Closets By Design Businesses. At least one of your Principals must attend 
each annual conference or regional meeting for your area. You agree to pay all related expenses of your 
attendees, including, but not limited to, transportation costs, meals, lodging and living expenses. We may charge 
you a fee for attending the annual conference or applicable regional meetings, not to exceed $1,500 per attendee. 
The annual conference or regional meetings referenced in this sentence are in addition to any optional convention 
or sales conference we may conduct. 

7.07 Staff Training Programs. We may make available to you, from time to time, optional staff training 
courses, seminars, conferences or other programs, at a location that we designate. On reasonable notice, we 
may require personnel from your franchised Business whom we designate to attend any such program if we deem 
the program to be relevant or appropriate to the effective operation of the System. We will charge no fees for any 
of these programs, but we reserve the right to do so. You agree to pay all related expenses of your attendees, 
including, but not limited to, transportation costs, meals, lodging and living expenses. 

7.08 Optional Materials and Services That We May Offer. If we determine to offer to sell you any optional 
materials and services (directly, or through an Affiliate), and you, at your sole option, determine to purchase any 
of them, then, you must pay us (or our Affiliate) the prices that we, at our sole option, determine and set forth at 
the time of offer or sale, or we otherwise generally set forth in our Manual or otherwise. All such prices and any 
conditions of sale will be subject to change at any time.   

7.09 Pricing. Because enhancing Closets By Design’s interbrand competitive position and consumer 
acceptance for Closets By Design’s products and services is a paramount goal of us and our franchisees, and 
because this objective is consistent with the long term interest of the Closets By Design System overall, we may 
exercise rights with respect to the pricing of products and services to the fullest extent permitted by then-applicable 
law. These rights may include (without limitation) prescribing the maximum and/or minimum retail prices which 
you may charge customers for the goods and/or services offered and sold at your franchised Business; 
recommending retail prices; 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 
(such as “buy one, get one free”); and, otherwise mandating, directly or indirectly, the maximum and/or minimum 
retail prices which your franchised Business may charge the public for the products and services it offers. We may 
engage in any such activity either periodically or throughout the term of this Agreement. Further, we may engage 
in such activity only in certain geographic areas (cities, states, regions) and not others, or with regard to certain 
subsets of franchisees and not others. You understand that any maximum, minimum or other prices we prescribe 
or suggest may or may not optimize the revenues or profitability of your franchised Business. You agree to inform 
us of all prices you charge for services and products and any other information we require in our Manual or 
otherwise concerning the methods by which you establish your prices, and to promptly inform us of any new prices 
or pricing methodologies you establish. 

7.10 Nature of Obligations. All our obligations under this Agreement are to you alone. No other party is 
entitled to rely on, enforce or obtain relief for breach of any of our obligations hereunder, either directly or by 
subrogation. 

8. DUTIES OF FRANCHISEE 

8.01 Commencement of Operations. You agree to commence the operation of your franchised Closets By 
Design Business within 120 days after the Effective Date of this Agreement (the “Commencement Date”). For 
purposes of this Agreement, the “Commencement Date” means the first day that you receive any revenues directly 
or indirectly related to the franchised Business, offer any services or products for sale at or from the franchised 
Business, or conduct any of the activities contemplated by this Agreement, whichever comes first. Your failure to 
commence operation of the Business within this period will be a material and incurable breach of this Agreement, 
which will give us the right to terminate this Agreement immediately upon notice to you, without opportunity to 
cure.  We may, but need not under any circumstance, elect to extend the foregoing 120 day time frame. 
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8.02 Manner of Operation. Your franchised Closets By Design Business and Location must comply at all 
times with every provision of this Agreement, the Closets By Design System, the Manual and all Supplements to 
the Manual. You agree to conduct the activities and operations of your franchised Business and Location at all 
times in compliance with the Closets By Design System, including all standards, procedures and policies we 
establish from time to time (in our Manual or otherwise), as though specifically set forth in this Agreement. 

8.03 Modifications to the Closets By Design System. You agree that we may from time to time change the 
components of the Closets By Design System and the requirements applicable to the System, including, but not 
limited to, altering the products, programs, services, methods, standards, forms, policies and procedures of the 
System; abandoning the System altogether in favor of another system in connection with a merger, acquisition by 
or of us or other business combination; adding to, deleting from or modifying those products, programs and 
services which the franchised Business is authorized and required to offer; modifying  the building, premises, 
equipment, signage, trade dress, decor, color schemes and uniform specifications and all other Closets By Design 
Location construction, design, appearance and operation attributes which you are required to observe under this 
Agreement; and, changing, improving, modifying or substituting the Proprietary Marks.  

You agree to comply with any such modifications, additions, deletions, substitutions and alterations; 
provided, however, that the changes will not materially and unreasonably increase your obligations under this 
Agreement. No aggregate expenses during the Term of this Agreement less than or equal to $25,000 per year 
($15,000 per year if your prior calendar year’s Gross Revenues were less than or equal to $1.8 million dollars) or 
$125,000 over the entire Term of this Agreement ($105,000 if your Gross Revenues never exceed $1.8 million 
dollars within any calendar year during the Term of this Agreement), whichever is greater, will be considered 
material or unreasonable (it being understood that an expense of more than $25,000 or $15,000, as applicable, 
which is payable over more than one year, by way of example for machinery or equipment, shall be deemed 
reasonable so long as no one year’s payment exceeds $25,000 or $15,000, as applicable, and further so long as 
the aforementioned Term aggregate limit is not exceeded). If your total expenses exceed that amount but we 
agree to reimburse you for the excess, then your expenses will not be considered material and/or unreasonable. 

You agree to accept, use and effectuate any such modifications to, or substitution of, the elements of the 
System as if they were part of the System at the time that this Agreement was executed. 

Except as provided in this Section, we will not be liable to you for any expenses, losses or damages you 
sustain as a result of any of the modifications contemplated by this Section. You promise not to commence or join 
in any litigation or other proceeding against us or any third party complaining of any such modifications or seeking 
expenses, losses or damages caused by such modifications. 

8.04 Standards of Operation; Compliance with Laws, Rules and Regulations.  
A. You agree to cause your franchised Business to give at all times prompt, courteous and efficient 

service to customers; perform work of the quality we reasonably expect of our franchisees in professional manner. 
You further agree that you and your franchised Business will be governed in all business dealings with members 
of the public by the highest standards of honesty, integrity, fair dealing and ethical conduct. Neither you nor your 
franchised Business may do anything which would tend to discredit, dishonor, reflect adversely upon, or in any 
manner injure the reputation of, our and our Affiliates’ reputation, your reputation or the reputation of any other 
Closets By Design franchisee, entity or business. 

B You agree to operate the franchised Business in strict compliance with all applicable laws, rules 
and regulations of all governmental authorities; comply with all applicable wage, hour and other laws and 
regulations of federal, state and local governments; prepare and file all necessary tax returns; pay all taxes 
imposed on you related to the franchised Business (including without limitation, all employment, workers’ 
compensation and sales taxes); obtain and keep in good standing all necessary licenses, permits and other 
required forms of governmental approval required for to offer and sell the services and products which now or in 
the future are part of the Closets By Design System; pay or cause to be paid prior to delinquency all taxes, fines, 
fees and/or assessments arising out of or in connection with the operation of the franchised Business and Closets 
By Design Location; and, otherwise be responsible for compliance, at your sole expense, with all governmental 
or quasi-governmental requirements, restrictions, duties and responsibilities.  In the event you have any bona fide 
dispute as to your liability for taxes assessed, you may contest the validity of the amount of the tax in accordance 
with the procedures of the taxing authority or applicable law.  However, in no event shall you permit a tax sale or 
seizure by levy of execution or similar writ or warrant, to occur against the premises of your franchised Business, 
your Closets By Design Location or any improvements thereon. 
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C. If at any time during the term of this Agreement you receive any complaint, claim or notice from 
any governmental or quasi-governmental agency alleging any failure to comply with any applicable law, rule or 
regulation, you agree to provide us with a copy of the complaint, claim or notice within five days after you receive 
it. Furthermore, you must immediately notify us of any litigation, arbitration, disciplinary action, criminal proceeding 
or any other legal proceeding or action brought against or involving you, any person or entity affiliated with you, 
your franchised Business, or any of your agents, employees, owners, directors or partners. This notification must 
include all relevant details of any such proceeding or action and must comply with the requirements and 
procedures set forth in our Manual or otherwise. 

8.05 Your Participation in the Operation of the Business; General Manager.  
A. You agree that your Principals (as defined below) will personally and directly supervise the 

operation of the franchised Business, unless we otherwise permit in writing. “Principals” means any record or 
beneficial owner of capital stock if you are a corporation, any record or beneficial owner of any membership 
interest in you if you are a limited liability company, any general partner if you are a partnership and your sole 
proprietor if you are a sole proprietorship. You agree that your Principals will devote the amount of their time, 
attention and best efforts to the performance of your duties under this Agreement that is necessary for the proper 
and effective operation of the franchised Business. Your Principals’ failure to do so will be a material breach of 
this Agreement that will give us the right to terminate this Agreement if such failure is not cured within 10 days 
following our issuance of a notice of default to you regarding such failure. If you are licensed to operate more than 
one Closets By Design Business, you agree that your Principals will devote the amount of their time and attention 
to the performance of your duties under this Agreement that is necessary for the proper and effective operation 
of the Businesses. 

B. If you are an individual, you must either serve as or designate a General Manager. If you are an 
entity, then you must designate a General Manager. You must inform us in writing as to the identity of your General 
Manager and any successor General Managers. Each General Manager must receive our prior written approval, 
which will not be unreasonably delayed or denied. Your General Manager will have day-to-day management 
responsibility for the franchised Business, exercise on-premises supervision and personally participate in the 
direct operation of the franchised Business. The General Manager must devote all of his or her business time to 
the management of the Business. Engaging a General Manager for the franchised Business, does not relieve you 
(and your Principals) of your and their obligations under this Agreement (including, without limitation, your 
obligation to personally participate in the direct operation of the franchised Business on a full-time basis). The 
definition, duties, required hours and responsibilities of the General Manager will be set forth in our Manual. Each 
General Manager must complete to our satisfaction the Closets By Design Initial Franchise Training, under the 
terms and conditions specified in Section 7.02. 

You must have at least one (1) General Manager on duty at the Closets By Design Location during all 
hours of operation.   

You agree immediately to notify us of the termination of employment, disability or death of your General 
Manager. You must designate a successor or acting General Manager no later than ten days following the death, 
disability or termination of the predecessor General Manager. Each successor General Manager must receive our 
approval, possess any required credentials in our Manual, attend and successfully complete our next scheduled 
Initial Franchise Training (or, if none is scheduled, a special training program we conduct for the new General 
Manager) and complete any other reasonable training at the times we specify. This training will be at your expense. 
If you do not employ and train a successor General Manager, this will be a material breach of this Agreement, 
which, unless you cure the breach as provided in Section 31, will result in this Agreement being terminated 
immediately. 

8.06 Requirements Concerning Products and Services. 
A. Services and Products Sold by You 

You agree to offer and sell all services, products and programs which are part of the Closets By Design 
System and all other services, products and programs which we in the future incorporate into the Closets By 
Design System. You are prohibited from offering or selling any service, product or program which is not a part of 
the Closets By Design System or which we delete from the System. You may not use the Closets By Design name 
or the Proprietary Marks for the benefit of any business other than the franchised Business. You may not conduct 
(or permit anyone else to conduct) any business other than the business contemplated by this Agreement at or 
from the Closets By Design Location without first obtaining our written consent, which we may withhold for any 
reason or for no reason. 
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If the Territory you are granted in accordance with Section 3.01 of this Agreement contains customers 
that were located in one of our former franchisee’s territories, you agree, at your sole expense (which expense 
shall not exceed $1,500 per warranty), to provide all warranty and service work for such customers related to 
products and services provided by the former franchisee to those customers.  

B. Equipment and Opening Inventory 

Within the timeframes that we specify, you must purchase the basic package of inventory and installation 
equipment necessary to operate the franchised Business (collectively, the “Basic Closets By Design Inventory 
and Equipment Package”) from suppliers approved by us. The items comprising the Basic Closets By Design 
Inventory and Equipment Package vary by territory. An itemized list of these items will be provided to you at Initial 
Franchise Training. 

C. Proprietary Products, Equipment, Materials and Services 

To provide custom closet services, other customized organizer services and related products and services 
of the highest quality and in the most expeditious and cost-conscious manner, guarantee uniformity of concept 
and quality, and protect our trade secrets – which are of the essence to the Closets By Design System and this 
Agreement – you agree to purchase or lease certain proprietary products, equipment, materials and/or services 
from us, our Affiliates or our designees. Specifically, you agree to purchase from us, our Affiliates or our designees 
all metal extrusions for custom organizers, “legs” that support garage organizers; other proprietary components 
of Closets By Design custom organizers; and, all products, equipment and materials (collectively, the “proprietary 
products”) and/or services (the “proprietary services”) which now comprise, or in the future may comprise, a part 
of our System and which were developed by, are proprietary to or kept secret by us.  

We (or our Affiliates or designees) will sell to you all proprietary products or services at the same price 
paid by other similarly situated franchisees. We (or our Affiliates or designees) may demand payment in full for 
any proprietary products or services (including, if we or our designee elects to arrange for shipment, estimated 
shipping charges) at the time you place an order and before the products are loaded for shipment or the services 
are rendered.  

We (or our Affiliates or designees) will have no responsibility concerning shipment of proprietary products 
to you. We (or our Affiliates or designees) will sell you all proprietary products F.O.B. their place of manufacture 
or any other location we designate from time to time. If we (or our Affiliates or designees) arrange shipment of 
proprietary products to you, we (or our Affiliates or designees) will do so only as a gratuitous accommodation for 
your convenience. We (or our Affiliates or designees) will have no duty or responsibility regarding the selection or 
actions of any carrier. You waive any possible claim against us (or our Affiliates or designees) arising out of or 
related to the shipment of proprietary products or the selection of any carrier. 

Your exclusive remedy and our (and our Affiliates’ and designees’) exclusive liability for all claims as to 
any products delivered under this Agreement or for delayed delivery or non-delivery of products, will be limited to 
the purchase price of the products (plus any shipment costs you paid for the products) or, at our (or our Affiliate’s 
or designee’s) option, the replacement of the proprietary products shipped to your Closets By Design Business at 
our (or our Affiliate’s or designee’s) expense. Neither we nor any of our Affiliates or designees will be liable for 
special, incidental, indirect or consequential damages, whether or not caused by or resulting from our negligence 
or that of our Affiliate or designee (as applicable). 

We warrant that proprietary products that you purchase from us, our Affiliates or our designees meet our 
specifications. We, our Affiliates and designees neither make nor intend, nor authorize any agent or representative 
to make, any other warranties, express or implied, with respect to proprietary products delivered under this 
Agreement. We, our Affiliates and our designees expressly exclude and disclaim all implied warranties of 
merchantability and fitness for a particular purpose with respect to proprietary products delivered under this 
Agreement. 

If you have committed an incurable default under this Agreement, then we, our Affiliates and designees 
will have no obligation to sell any proprietary or non-proprietary products, equipment or services to you; and, you 
will not, as a result, have a defense at law or equity based on impossibility of your performance or any claim 
against us or our designees. 
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D. Sources of Supply and Specifications 

As detailed in our Manual, you must purchase certain required supplies, equipment, materials and 
services from suppliers we designate in writing; from suppliers you select and we approve; and/or, in accordance 
with our written specifications. 

We agree to exercise our approval of suppliers reasonably, in accordance with the following procedure: 

1. You must submit a written request to us for approval of the supplier; 

2. The supplier must demonstrate to our reasonable satisfaction that it is able to supply a product 
or service to you meeting our specifications; and, 

3. The supplier must demonstrate to our reasonable satisfaction that the supplier is in good standing 
in the business community with respect to its financial soundness and the reliability of its product 
or service. 

We reserve the right to test, analyze, inspect or randomly sample the product or service of any supplier 
you propose at your expense, whether or not we approve or reject the supplier. We will give you written notice of 
our approval or disapproval within a reasonable time. If we revoke approval of a supplier, we will give you written 
notice. 

We may from time to time provide you with specifications governing the minimum standards of non-
proprietary products, services or equipment you procure from a third party (that is, from any party other than us 
or our Affiliates, or the designees of either), in our Manual or in other written notices we transmit to you. We may 
modify our specifications in writing from time to time.  You agree to obtain our advance written approval, which 
approval we may withhold for any or no reason, prior to your purchase of any piece of manufacturing equipment 
with a cost exceeding $5,000. 

We may offer and sell to you any non-proprietary products and services that you are required to purchase 
at the prices we determine and set forth at the time of sale, in our Manual or otherwise. We reserve the right to 
earn a profit from selling you non-proprietary (or proprietary) goods and services. You will be under no obligation 
to purchase any non-proprietary goods or services from us. 

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. 

We also reserve the right to direct that any supplier rebates, refunds, advertising allowances or other 
consideration payable or paid as a result of your purchases of non-proprietary goods, services or equipment be 
paid until further notice to the National Promotion and Protection Fund (to be expended as provided in this 
Agreement). If we do so, then you hereby acknowledge that you will not assert any interest in such monies. 

E. Annual Capital Expenditures 

1. Capital Expenditures; Prior Approval. You shall not, without our prior written consent, 
incur, commit to, or become obligated for any Capital Expenditure (as defined below) in any calendar year to the 
extent that such Capital Expenditure, whether individually or when aggregated with all other Capital Expenditures 
in such calendar year, exceeds Seventy-Five Thousand Dollars ($75,000) (the “Approval Limit”). For clarity, 
multiple related or unrelated transactions shall be aggregated for purposes of determining whether the Approval 
Limit has been met or exceeded, and you shall not structure or divide transactions to avoid the requirements of 
this Section. 

 
2. Definition of Capital Expenditure. “Capital Expenditure” means any expenditure or 

obligation for the purchase, lease, financing, replacement, or improvement of any fixed or long-term asset used 
or intended for use in the Franchised Business, including, without limitation, equipment, machinery, furniture, 
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fixtures, signage, computer hardware and software systems, vehicles, leasehold improvements, and similar 
property, whether acquired in a single transaction or a series of related or unrelated transactions, and whether 
paid in cash or pursuant to any lease, installment, or other financing arrangement. Capital Expenditures include 
expenditures required by us pursuant to system standards, brand standards, or image upgrade programs. 

 
3. Approval Request; Required Information. Prior to making any Capital Expenditure subject 

to this Section, you shall submit to us a written request for approval that includes: (i) a description of the proposed 
asset or improvement and its intended use; (ii) itemized cost estimates and total projected cost; (iii) proposed 
vendors or suppliers (including any competitive bids, if requested by us); (iv) proposed timing for acquisition and 
installation; (v) method of financing and material terms (including copies of proposed lease or financing 
documents); (vi) expected impact on operations; and (vii) such additional information as we may reasonably 
request. We may require that vendors, equipment, or specifications comply with our then-current System 
standards and approved supplier lists. 

 
4. Standard of Review; Conditions. We may grant, condition, or withhold our consent in our 

reasonable discretion. We may, without limitation, condition approval on your use of approved vendors, 
compliance with our specifications, timelines for completion, training requirements, or proof of adequate financing 
and insurance. Our review and approval (or disapproval) shall not be deemed an endorsement of the suitability, 
safety, or performance of any asset or vendor, and you remain solely responsible for selection, installation, 
maintenance, and operation. 

 
5. Emergency Expenditures. You may incur a Capital Expenditure without our prior consent 

solely to the extent necessary to respond to address emergency situations affecting the health or safety of persons 
or the immediate continued operation of the Franchised Business; provided that (i) you use commercially 
reasonable efforts to mitigate costs and comply with system standards, (ii) you notify us in writing as soon as 
practicable and in any event within five (5) calendar days after incurring such expenditure, and (iii) you provide us 
with supporting documentation upon our request. 

 
6. Financing; Encumbrances. Any financing, lease, or other arrangement used to fund or 

facilitate a Capital Expenditure shall be subject to our prior written consent to the extent required elsewhere in this 
Agreement, including any provisions governing indebtedness, liens, or other encumbrances affecting the 
Franchised Business or its assets. Without limiting the foregoing, you shall not, in connection with any Capital 
Expenditure, grant or permit any lien, security interest, or other encumbrance on the Franchised Business or any 
of its assets except in strict compliance with such provisions and any conditions to our consent. 

 
7. Records; Audit. You shall maintain complete and accurate books and records of all 

Capital Expenditures, including invoices, contracts, financing documents, and proof of payment, and shall provide 
copies to us upon request. Such records shall be subject to our audit rights under this Agreement. 

 
8. Non-Compliance with Capital Expenditure Restrictions. Any Capital Expenditure made or 

committed to in violation of this Section shall constitute a material breach of this Agreement and may, at our option, 
require removal or replacement of non-conforming assets, in addition to any other remedies available to us at law 
or in equity. 

F. System-wide Supply Contracts 

To enhance the inter-brand competitiveness of the Closets By Design System; to enable the System to 
take advantage of mass purchasing and/or economies of scale; and, to guarantee uniformity of concept and 
quality, we may, at our sole option, enter into system-wide supply contracts with one or more vendors of products 
and/or services that company-owned and franchised Closets By Design Businesses are required to use, offer or 
sell (each, a “system-wide supply contract”). If we enter into or arrange 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 such system-wide supply contract are more than 10% higher than the market average for the subject 
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. However, if at the time of our 
notification you are a party to a non-terminable pre-existing supply contract with another vendor for the product or 



 

CBDF- 2026 FA                    - 25 - 

service in question, then your obligation to purchase from our designated supplier will not begin until the scheduled 
expiration (or earlier termination) of your pre-existing agreement.  

We make no representation that we will, in fact, negotiate or consummate any system-wide supply 
contracts or other exclusive supply arrangements or, if we do so, that you would not otherwise be able to purchase 
the same products and/or services at a lower price from another vendor. We reserve the right, at our sole option, 
to modify or discontinue any system-wide supply contracts or exclusive supply arrangements and/or to substitute 
designated vendors. 

In addition, we reserve the right to require you to participate in any consumer financing programs we 
specify, whether in the Confidential Operations Manual or otherwise.  In connection with such participation, you may 
be required to enter into a contract with our designated third-party financing supplier, in the form and upon the 
conditions such third-party supplier requires, and pay certain fees associated therewith.   

G. Security Interest in the Collateral.   

You grant to us a security interest in and to all accounts receivable, contract rights, equipment, vehicles, 
furniture, fixtures, general intangibles, insurance proceeds, inventory, files, merchandise, together with all 
accessories thereto (the “Collateral”) in your possession and control and used by your Closet By Design Business 
as collateral for the payment of any obligation, liability or other amount owed by you or your affiliates to us or our 
affiliates under this Agreement or otherwise.  In the event you or your affiliates fail to pay any amount owed to us 
or our affiliates or otherwise breach or default under the terms of this Agreement, at our option, we will be entitled 
to the immediate possession of all or the portion of the Collateral equaling the amount of your obligation to us or 
our affiliates and to all other remedies described in this Agreement or at law or in equity, without prejudice to any 
of our other rights or remedies under any other agreements or under other applicable laws or equities.  You agree 
that we may record and you also agree to execute (if required by us) any and all Uniform Commercial Code 
financing statements and all other documents and instruments deemed necessary by us to perfect or document 
the interests granted to the Collateral herein.  

8.07 CBD Manager Software; Computer System.  
A. You agree to use the proprietary Closets By Design management system software (the “CBD 

Manager Software”) developed by us or on our behalf. You agree to execute, concurrently with the execution of 
this Agreement, our standard form Software License Agreement (Exhibit 3) and to obey the provisions of the 
Software License Agreement at all times. We will license the CBD Manager Software and any upgrades to you 
and provide maintenance upgrades for the Software Fees provided for in Section 5.05.   

B. Before the commencement of operation of the franchised Business, you agree to procure and 
install, at your expense, computer servers (including, without limitation, a cloud-based server), hardware, software 
(including, without limitation, QuickBooks), wired and/or wireless internet connections and service, required 
dedicated telephone and power lines, “smart phone” automated customer purchase tracking facilities, AIM Sales 
Management Portal and other computer-related accessories, peripherals and equipment (the “computer system”) 
that we require for the operation of the CBD Manager Software, as set forth in our Manual or otherwise. You agree 
to obtain high-speed communications access, such as broadband, digital subscriber line (“DSL”) or other high-
speed capacity that we require for your computer system. You also agree to maintain a functioning e-mail address 
for your Business. 

You agree to use the CBD Manager Software in the operation and management of your franchised 
Business. You agree to provide all assistance we require to bring your computer system on-line with our 
headquarters computer at the earliest possible time and to maintain this connection as we require. You agree to 
input and maintain in your computer system all data and information which we prescribe in our Manual and 
otherwise at the times we require. We will not have independent access to your principal business computer 
and/or computer system; however, we have the right to: require you to transmit to us electronically on a daily basis 
data relating to the franchised Business conducted at or from your Closets By Design Location; retrieve from your 
computer system all information that we consider necessary, desirable or appropriate at the times we designate; 
and require you, at any time, upon notice, to grant us access to your business computer and computer systems.  
We will bear the telephone costs of this information retrieval. You must accurately, consistently and completely 
record, structure, capture and provide through the computer system all information concerning the operation of 
the franchised Business that we require, in the form and at the intervals that we require. 

You also agree to install and use the AIM (Account Interaction Manager) sales management portal (the 
“AIM Sales Management Portal”) in connection with the operation of your franchised Business. The AIM Sales 
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Management Portal is a web-based portal that designers will use to communicate the status of every client 
interaction with your Store Location and CBD Manager. The AIM Sales Management Portal is intended to ensure 
that all appointments are delivered to designers at a designated time, and all outcomes are reported back to our 
Sales Management team in a timely fashion. Currently, we do not charge you a fee for the use of the AIM Sales 
Management Portal, but we reserve the right to do so. If we elect to impose a fee for your use of the AIM Sales 
Management portal, you will be required to pay our then-current fee which shall not exceed $25 per user per 
month.  

You agree, at your expense, to keep your computer system in good maintenance and repair. We may 
mandate that you add memory, ports, accessories, peripheral equipment and additional, new or substitute 
software. Following our testing and determination that it will prove economically or systemically beneficial to you 
and to us, you agree to install at your own expense the additions, modifications, substitutions and/or replacements 
to your computer hardware, software, telephone and power lines and other computer facilities as we direct, on the 
dates and within the times we specify in our Manual or otherwise. 

You understand and agree that modes of computerization and communication are rapidly evolving and 
that, accordingly, we may require you at your expense to purchase, install and utilize in your Closets By Design 
Business and at your Closets By Design Location such hereafter developed modes of computerization, 
communication, media and/or interfaces as we, in our sole business judgment, determine to incorporate into the 
System.  You shall do so at such time and in such manner as we designate, in our Manual or other written notices. 

Notwithstanding the fact that you agree to obtain, use, maintain and modify your computer system 
according to our standards and specifications, you acknowledge and agree that you alone will have the complete 
responsibility for: (i) acquiring, paying for, operating, maintaining and upgrading your computer system; (ii) the 
manner in which your computer system interfaces with our and any third party’s computer system(s); and, (iii) all 
consequences if your computer system is not properly operated, maintained and/or upgraded. 

Upon termination or expiration of this Agreement, you must return all computer software, disks, tapes and 
other magnetic storage media, all the data and records maintained on your computers, and all hard copy printouts 
of same to us in good condition, allowing for normal wear and tear. 

8.08 Customer Service; Timely Performance 
You shall provide all products and services offered under the Proprietary Marks in a professional, 

courteous, and timely manner and in strict accordance with this Agreement and our standards and specifications, 
as we may establish and modify from time to time. Without limiting the foregoing, you shall promptly respond to 
all customer inquiries and Leads, schedule consultations within the timeframes prescribed by us, and complete 
all design, ordering, installation, and follow-up services within commercially reasonable time periods consistent 
with System standards. 

You shall maintain sufficient staffing, inventory, equipment, and scheduling practices to ensure that all 
customer engagements, including consultations, measurements, production, delivery, and installation, are 
performed without unreasonable delay. You shall also promptly address and resolve customer complaints, 
warranty claims, and service issues in accordance with our policies and within the timeframes we require. 

We may establish specific performance metrics, service level requirements, and response and completion 
time standards, which you agree to meet and maintain. Failure to provide timely service to customers, including 
repeated delays, missed appointments, or failure to complete projects within required timeframes, shall constitute 
a material breach of this Agreement and may result in the termination of this Agreement if not cured pursuant to 
Section 17.03. 

8.09 Lead Reporting Requirements 
You must promptly enter, record and maintain in the CBD Manager Software or other System approved 

technology we designate, all Leads, regardless of how or by whom such Leads are generated, and regardless of 
whether such Leads result in an appointment, consultation, sale or other transaction. Without limiting the generality 
of the foregoing, you shall ensure that all Leads are entered into the CBD Manager Software or successor 
technology system in a complete, accurate, and timely manner in the form and manner we prescribe, including 
customer contact information, Lead source information, date and time of contact, status updates, follow-up actions 
and outcome. Unless otherwise specified by us, all Leads must be entered contemporaneously with receipt or, in 
any event, no later than twenty-four (24) hours thereafter. 
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 We shall have the right to audit, review, and verify your compliance with this Section at any time. Any 
failure to properly, fully, or timely enter all Leads into the CBD Manager Software or other successor technology 
system shall constitute a material breach of this Agreement and may result in corrective action, including 
suspension of system access, loss of marketing participation, or termination of this Agreement, as permitted 
herein. 

8.10 Test Products and Services.  
We may from time to time offer you the option of providing Custom Organizer Services and related 

products or services to customers on a test basis (the “Test Products and Services”) for the duration (the “Test 
Period”) that we consider appropriate. If you accept an offer to participate, then you must offer the Test Products 
and Services to consumers for the duration of the Test Period according to the terms and conditions of this 
Agreement and our applicable standards and specifications; provided, however, that we may (at our option) 
designate maximum prices for any Test Products and Services subject to the provisions of Section 7.09 and, if 
we do, you agree to charge such maximum prices (or, in your sole discretion, lower prices). We may modify the 
Test Period at any time and may revoke your right to offer and provide Test Products and Services at any time on 
30 days written notice to you. If you reject our offer to provide Test Products and Services, fail to accept an offer 
within the time period that we prescribe, or fail to maintain our standards and specifications with respect to 
providing Test Products and Services, then we will have the right (both during and after the Test Period) to provide, 
or grant another party the right to provide, the Test Products and Services to any customer and from any location. 
After the Test Period we may, at our option: (i) abandon the test and rescind your right to offer any or all of the 
Test Products and Services; (ii) adopt the Test Products and Services for the Closets By Design network and, 
pursuant to Section 8.06 (A) of this Agreement, require you to offer the Test Products and Services, requiring you 
to sign any reasonable documentation we may periodically require relating to the offering of the Test Products 
and Services , or (iv) continue to provide (or continue to allow, or grant rights to, other parties to provide) the Test 
Products and Services on a continuing basis if you previously declined to offer the Test Products and Services 
during the Test Period. 

8.11 Adequate Reserves and Working Capital. You must at all times maintain adequate reserves and 
working capital sufficient for you to fulfill all your obligations under this Agreement and to cover the risks and 
contingencies of the franchised Business for at least three months. These reserves may be in the form of cash 
deposits or lines of credit. If you do not do so, this will be a material breach of this Agreement which, unless cured 
as provided in Section 31, will give us the right to terminate this Agreement immediately upon notice to you. 

8.12 Indemnification. You hereby agree that you will, at your sole cost, at all times defend us, our Affiliates, 
and the corporate affiliates, subsidiaries, successors, assigns and designees of each, and the respective directors, 
officers, employees, agents, attorneys, shareholders, designees, contractors and representatives of each (we and 
all others referenced above, the “Indemnitees”), and indemnify, reimburse and hold harmless us and the other 
Indemnitees to the fullest extent permitted by law, from all claims, losses, liabilities and costs (including, without 
limitation, reasonable attorneys’ fees, expert fees, and other costs) incurred in connection with any judicial, 
administrative or arbitration action, suit, proceeding (including bankruptcy, insolvency, debtor/creditor or similar 
proceedings), claim, demand, investigation, or formal or informal inquiry (regardless of whether reduced to 
judgment) or any settlement which actually or allegedly, directly or indirectly, arises out of, is based upon, is a 
result of, or is related in any way to any element of your entry into this Agreement; your establishment, 
construction, ownership, opening and operation of your franchised Business, including any other business 
operating within or in relation to the Closets By Design Business which other business, if any, shall be subsumed 
within this paragraph’s references to the franchised Business) and further including (without limitation) any 
personal, bodily or mental injury, death, property damage or loss, suffered by any customer, visitor, manager, 
operator, supplier, employee or guest of the franchised Business; crimes committed on or near any of the premises 
or facilities of your franchised Business or vehicles used by your franchised Business; all acts, errors, neglects or 
omissions engaged in by you, your contractors or subcontractors, as well as any third party, arising out of or 
related to the design, construction, conversion, build-out, outfitting, remodeling, renovation or upgrading of your 
franchised Business, whether or not any of the foregoing was approved by us; defects in any franchised Business 
you construct and/or operate, whether or not discoverable by you or by us; product recalls resulting from or related 
to your acts, errors or omissions; all acts, errors, neglects or omissions of you or the franchised Business and/or 
the owners, officers, directors, management, employees, agents, servants, contractors, partners, proprietors, 
affiliates or representatives of you and/or the franchised Business and/or the Closets By Design Location (or any 
third party acting on your behalf or at your direction), whether in connection with the franchised Business, the 
Closets By Design Location or otherwise, including (without limitation) any property damage, injury or death 
suffered or caused by any vehicle serving your franchised Business; any claim, however and wherever asserted, 
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that we or our affiliates are the employer, joint employer or co-employer of you and/or your employees (including, 
without limitation, any claims against us for your violation of any federal, local or state labor and/or wage and hour 
laws, rules or regulations); third party claims against us arising from or related to your breach of the terms, 
restrictions and requirements of this Agreement (including, without limitation, your unauthorized use of the 
Proprietary Marks, violation of any applicable laws, codes, rules or regulations or failure to comply with Privacy 
Laws); your violation of Privacy Laws; all liabilities arising from your offer, sale and/or delivery of programs, 
products and/or services as contemplated by this Agreement; your offer, sale and/or delivery of securities, equity 
interests or other ownership interests in you or the franchised Business; all activities, conduct and representations 
which you may engage in connected to any actual or attempted assignment of any interest whatsoever in you or 
the franchised Business (or any entity which controls you or the franchised Business); and, any action by any 
customer of yours or visitor to your franchised Business or any other facility operated in conjunction with your 
franchised Business (collectively, an “Indemnification Claim”).  

As used herein, the phrase “claims, losses, liabilities and costs” includes all claims; causes of action; 
fines; penalties; liabilities; losses; employment liabilities; compensatory, exemplary, statutory or punitive damages 
or liabilities; costs of investigation; lost profits; court costs and expenses; attorneys’ and experts’ fees and 
disbursements; settlement amounts; judgments; compensation for damage to our reputation and goodwill; costs 
of or resulting from delays; travel, food, lodging and other living expenses necessitated by the need or desire to 
appear before (or witness the proceedings of) courts or tribunals (including arbitration tribunals), or government 
or quasi-governmental entities (including those incurred by Indemnities’ attorneys and/or experts); all expenses 
of recall, refunds, compensation and public notices; and, other such amounts incurred in connection with the 
matters described. All such losses and expenses incurred under this indemnification provision will be chargeable 
to and paid by you pursuant hereto, regardless of any actions, activity or defense undertaken by us or the 
subsequent success or failure of the actions, activity or defense. 

Specifically excluded from the indemnity you give hereby is any liability associated with our or the other 
Indemnitees’ willful misconduct or criminal acts (except to the extent that joint liability is involved). 

You agree to give us written notice of any action, suit, judicial or administrative investigation, proceeding, 
claim, demand, inquiry or any other event that could be the basis for a claim for an Indemnification Claim by any 
Indemnitee within three days of your actual or constructive knowledge of it.  If any affected Indemnitee determines 
that it is in his, her, or, its best interest to do so, such Indemnitee may elect to designate counsel of its choosing 
to represent him, her, or it in relation to the indemnified claim and you agree to advance or reimburse any 
Indemnitee, upon the request of any Indemnitee, for the actual attorneys’ fees and costs incurred by him, her, or 
it when such expenses are incurred by any Indemnitee.  If we reasonably determine that your defense or other 
response to the indemnified claim is inadequate, at your expense and risk, we may elect to assume (but under no 
circumstance will we be obligated to undertake) the defense and/or settlement of the action, suit, proceeding, 
claim, demand, inquiry or investigation of the indemnified claim against any Indemnitee.  In such event, we will 
keep you informed with regard to and shall discuss with you the defense or contemplated settlement of the 
indemnified claim against any Indemnitee.  However, in no event will we be obligated to obtain your consent for 
any action related to the defense and/or settlement of the indemnified claim.  You agree to advance or pay, at our 
option, our attorneys’ fees, costs, and other expenses within 30 calendar days after demand. Our undertaking of 
defense and/or settlement of the indemnified claim against any Indemnitee will in no way diminish your obligation 
to indemnify us and the other Indemnitees and to hold them and us harmless.   

We may, at any time we consider appropriate, offer, order, consent or agree to settlements or take any 
other remedial or corrective actions we consider expedient with respect to the action, suit, proceeding, claim, 
demand, inquiry or investigation if, in our sole judgment, there are grounds to do so. Under no circumstance will 
we or the other Indemnitees be required to seek recovery from third parties or otherwise mitigate their losses to 
maintain a claim against you. You agree that any failure to pursue recovery from third parties or mitigate loss will 
in no way reduce the amounts recoverable by us or the other Indemnitees from you. The indemnification 
obligations of this Section 8.10 will survive the expiration or termination of this Agreement.  

8.13 Inspection and Operational Audit. You agree that we (or any of our authorized agents or 
representatives, including outside accountants or auditors) may at any time during normal business hours, with or 
without notice, enter the Closets By Design Location and any other facilities of the franchised Business, and/or 
visit any locations at which you are rendering or have rendered services to customers or are maintaining business 
records, to conduct an inspection and operational audit. This inspection and operational audit will determine 
compliance with this Agreement and with our policies, procedures, programs, standards, specifications and 
techniques as set forth in our Manual. Our representatives may examine and inspect the Closets By Design 
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Location, the programs and services provided from or at the Closets By Design Location, the products and 
supplies contained in the Closets By Design Location, the condition of the Closets By Design Location and the 
computer records of the franchised Business maintained at the Closets By Design Location or at any other site, 
any papers, files or records located at the Closets By Design Location, and any other records pertaining to the 
franchised Business located elsewhere. Our representatives may examine, inspect and confer with your 
employees and customers and may videotape the Closets By Design Location’s operations. 

Following any inspection and operational audit, and subject to the other provisions of this Agreement, you 
agree, at your own expense, to incorporate into your Closets By Design Business any corrections and 
modifications we require to maintain the standards of quality and uniformity we prescribe, as quickly as is 
reasonably possible. 

8.14 Corporate and Partnership Franchisee Requirements; Records 
A. If you are a corporation, limited liability company or any variant (a “corporation”), you must comply 

with the following requirements (which will also apply to any corporation assignee of yours):  

1. Furnish us with your Articles of Incorporation; Bylaws; other governing documents; list of 
officers, directors and shareholders (including number and percentage of shares held); 
and any other documents we may reasonably request, and any amendments to them. 

2. Confine your activities to the operation of the franchised Business, and your governing 
documents provide that your activities are confined exclusively to the operation of the 
franchised Business. 

3. Maintain stop transfer instructions against the transfer on the records of any equity 
securities, and not issue any securities on the face of which the following printed legend 
does not legibly and conspicuously appear: 

“The transfer of this stock is subject to the terms and conditions of a Franchise 
Agreement with CBD Franchising, Inc., dated     . 
Reference is made to the provisions of this Franchise Agreement and to the 
Articles and Bylaws of this Corporation. This certificate is not transferable and is 
not subject to sale, assignment, pledge, mortgage, encumbrance, or transfer, by 
operation of law or otherwise, without the prior written consent of CBD 
Franchising, Inc.” 

4. Maintain a current list of all owners of record and all beneficial owners of any class of 
stock, general or limited partnership interests, membership interests or similar interests 
in you, and furnish this list to us on request. 

Your organizational documents may not be modified without our prior written consent, which shall not be 
unreasonably delayed or denied. No mortgage, charge, lien, encumbrance, assignment, pledge, transfer or other 
security interest in respect of any of your shares, capital stock, membership interests, equity interests or any other 
interest in the franchised Business may be created in favor of any person(s) or entity(ies) without our prior written 
consent, which shall not unreasonably delayed or denied.  No shares of stock of you may be sold, assigned and/or 
transferred without our prior written consent, which shall not unreasonably delayed or denied. You agree to ensure 
that your Articles of Incorporation or Articles of Association, or any similar, related or pertinent organizational 
documents, expressly restrict the assignment, conveyance, sale or other transfer of any direct or indirect 
ownership interest in you, including, without limitation, your voting stock. Any unauthorized sale, transfer, 
assignment, encumbrance, pledge, mortgage, transfer or hypothecation of your stock or any other interest without 
the prior consent of us will give us the right to terminate this Agreement immediately upon notice to you.  

B. If you are a partnership or proprietorship, you must comply, except as otherwise approved in 
writing by us, with the following requirements (which will also apply to any partnership or proprietorship assignee 
of yours): 

1. Furnish to us a copy of your partnership agreement and any other documents that we 
reasonably request, and any amendments to them. 

2. If we request, prepare and furnish to us a list of all your partners and proprietors. 

C. If you are a limited partnership, the provisions set forth in subsection (A) above will apply to your 
corporate general partner. 
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D. If you are a corporation, partnership, limited partnership or proprietorship, you (and any corporate, 
partnership, limited partnership or proprietorship assignee) must promptly notify us in writing of any change in any 
of the information specified in this Section 8.14 or in any document referred to in this Section. 

8.15 Testimonials and Endorsements. You agree to permit us (or any of our authorized agents or 
representatives) to communicate in any manner with your customers to procure customer testimonials and 
endorsements of the services or products furnished by you, the Closets By Design System and any related 
services or products. You agree to cooperate with us in procuring testimonials and endorsements. You agree that 
we will be free to make whatever use of testimonials and endorsements that we determine, and that we will owe 
you absolutely no direct or indirect compensation or other duty as a consequence of our use. 

8.16 No Statements by You. You agree to make no statements or comments without our prior written approval 
to any media representative or any other third party (except for persons considering purchasing a Closets By 
Design franchise) relating to the contents of this Agreement, to us or to any of our Affiliates. 

8.17 Trade Accounts. You agree to maintain your trade accounts in a current status and to seek to promptly 
resolve any disputes with trade suppliers. If you do not maintain your trade accounts in a current fashion, we may 
pay any or all of the accounts on your behalf, after first confirming with you that there is no legitimate dispute 
related to any such outstanding trade account, but we will have no obligation to do so. If we pay any account on 
your behalf, then you agree to immediately repay us as provided by Section 5.06, and your failure to do so will be 
material default under Section 17.06 of this Agreement. 

8.18 No Conflicting Agreements. During the term of this Agreement, you may not be party to any contract, 
agreement, mortgage, by-law provision, lease or restriction of any type that may conflict with, or be breached by, 
the execution, delivery, consummation and/or performance of this Agreement. 

8.19 Product Records. You agree to maintain, for at least six years, complete and accurate records of all 
Closets By Design products sold by you in sufficient detail to enable us to conduct an effective recall of products 
if there is a recall of any of the products by us. You agree to cooperate with and assist us in effective any such 
recall, including promptly contacting any customers that we reasonably desire to be contacts and promptly 
communicating to those customers the information or instructions we reasonably desire you to transmit relating 
to the recall. We will pay, or reimburse you, for the reasonable costs of effecting the recall, including any shipping 
costs related to returning recalled Closets By Design products to us and replacing recalled the products with new 
Closets By Design products at our expense. However, you will be responsible for paying all costs and expenses 
incurred by us or you in connection with recalls resulting from or related to your acts or omissions. Upon the 
termination or expiration of this Agreement, you agree to promptly turn over all product records to us. 

8.20 Terrorism. You represent and warrant that neither you, nor any entity or individual having an ownership 
interest in you; nor any affiliate of either yours; nor any officer, director, employee, contractor or servant of any of 
the foregoing, has in the past, currently does or will in the future support terrorism; provide money or financial 
services to terrorists; is engaged in terrorism; is on the current United States government list of organizations that 
support terrorism; has been engaged in or been convicted of fraud, corruption, bribery, money laundering, 
narcotics trafficking or other crimes; and, that all of the foregoing individuals are eligible under applicable United 
States Immigration laws to travel to the United States for training or any other purpose.  You further agree that 
you will not hire, retain, employ or otherwise engage the services of any individual or entity in contravention of the 
Patriot Act; any law, rule or regulation pertaining to immigration or terrorism; or, any other legally prohibited 
individual or entity. 

8.21 Variance of Standards and Terms. You acknowledge that because complete and detailed uniformity 
under many varying conditions may not be possible or practical, we reserve the right, as we may consider in the 
best interests of all concerned, to vary standards for any System franchisee based on the timing of the grant of 
the franchise, the peculiarities of the particular Territory or circumstance, density of population, business potential, 
population of trade area, existing business practices or any other condition which we consider important to the 
successful operation of the franchisee’s business. You will have no right to require us to disclose any variation to 
you or to grant you the same or a similar variation under this Agreement. 

You further agree that we will have the right to grant franchises using the Closets By Design System and 
the Proprietary Marks under terms that may differ materially from the terms of this Agreement, so long as the 
different provisions are due to the franchise being granted at materially different times or other non-arbitrary 
distinctions. For this reason, our obligations and rights with respect to our various Closets By Design franchisees 
may from time to time differ materially from the terms of this Agreement, without in any way altering or affecting 
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the provisions of this Agreement. You will have no right to require us to disclose any variation to you or to grant 
you the same or a similar variation under this Agreement. 

8.22 Cobranding.  We may determine from time to time to incorporate in the System programs, products or 
services which we either develop or otherwise obtain rights to, which are offered and sold under names, 
trademarks and/or service marks other than the Proprietary Marks and which your Closets By Design Business, 
along with some or all other Closets By Design Businesses, will be required to offer and sell. This activity, referred 
to as “cobranding”, may involve changes or additions to the Proprietary Marks and may require you to make 
modifications to your Closets By Design Business’s premises and the furniture, fixtures, equipment, signs and 
trade dress of your Closets By Design Location. If we give written notice to you that we are instituting a cobranding 
program, you agree promptly to implement that program in your Closets By Design Business at the earliest 
commercially reasonable time and to execute any and all instruments required to do so.  

8.23 Intellectual Property You Develop.  You hereby permanently and irrevocably assign to us, in perpetuity 
throughout the world, any and all rights and interests (including intellectual property rights and interests) to any 
and all of the following which is developed by you, or on your behalf, if developed in whole or in part in connection 
with your franchised Business or Closets By Design Location: all programs, products or services; all variations, 
modifications and/or improvements on programs, products or services; your means, manner and style of offering 
and selling programs, products and services; management techniques or protocols you may develop (or have 
developed on your behalf); all layout schematics and design elements; all sales, marketing, advertising and 
promotional programs, campaigns or materials developed by you or on your behalf; and, all other intellectual 
property developed by you or on behalf of your franchised Business. Except to the extent prohibited by applicable 
law, codes, rules or regulations, you waive, and will cause each of your employees or independent contractors 
who contributed to System modifications and/or improvements to waive, all “moral rights of authors” or any similar 
rights in such modifications and/or improvements. We may authorize ourselves, our affiliates and/or other 
franchised Businesses to use and exploit any such rights which are assigned to us hereunder. The sole 
consideration for your assignment to us of all of the foregoing rights shall be our grant of the franchise conferred 
upon you by this Agreement. 

8.24 Credit Cards and Other Modes of Payment. You agree to become and remain a merchant for any credit 
cards and/or debit cards which we may specify in our Manual or otherwise. You also agree to use and accept 
mobile payments from any mobile payment service (including, without limitation, Apple Pay, Google Pay, PayPal, 
Venmo and Zelle) that we may specify in our Manual or otherwise.  Further, you agree to maintain the 
creditworthiness required of each of these credit card or debit card (or other mode of payment) issuers; to honor 
these cards and payment methods for credit purposes; and, to abide by all related regulations and procedures 
that we and/or the credit card and/or debit card issuer prescribes.  Further, you agree that, at your sole expense, 
you shall at our direction and by the time we specify purchase, install and utilize such equipment, facilities and 
personnel necessary to enable now or hereafter developed alternative modes of customer payments (beyond 
cash, credit cards and debit cards).  Such alternative modes of payment may include, by way of examples only, 
“smart phone” payment transactions and automated “smart phone” (or other) customer purchase tracking / 
payment transactions. 

8.25 Compliance with Security Protocols. You agree to assure all communication connections (of whatever 
form, wireless, cable, internet, broadband or other) and access to financial information, especially credit card 
information, is at all times kept secure in a manner which is in compliance with all legal requirements and, 
particularly, with all security requirements of the issuing credit card companies. You further agree to hold us and 
the other Indemnitees (as defined in Section 8.12) harmless from any and all claims and liabilities related to your 
failure to do so. In addition, at your cost, you agree to provide us with a written report of verification from a specialist 
approved by us confirming compliance with the obligations imposed by this Section and any other proof of such 
compliance that we may reasonably require. 

8.26 Privacy and Data Protection.  You will: (i) comply with all applicable international, national, federal, 
provincial, state, or local laws, codes or regulations that regulate the processing of information that can be used 
(alone or when used in combination with other information within your control) to identify, locate or contact an 
individual or pertains in any way to an identified or identifiable individual (“Personal Information”) in any way, 
including, but not limited to, national and state data protection laws, laws regulating marketing communications 
and/or electronic communications, information security regulations and security breach notification rules (“Privacy 
Laws”); (ii) comply with all standards, specifications, requirements, criteria, and policies that have been and are 
in the future developed and compiled by us that relate to Privacy Laws and the privacy and security of Personal 
Information; (iii) refrain from any action or inaction that could cause us to breach any Privacy Laws; (iv) do and 
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execute, or arrange to be done and executed, each act, document and thing we deem necessary in our business 
judgment to keep us in compliance with the Privacy Laws; and (v) immediately report to us the theft or loss of 
Personal Information (other than the Personal Information of your officers, directors, shareholders, employees or 
service providers).  You must also comply with payment card industry (“PCI”) standards, norms, requirements and 
protocols, including PCD Data Security Standards.  
 
8.27 Closets By Design Business Vehicle. Subject to Section 8.06(E) above, you must purchase or lease 
the number of vehicles that meets our minimum specifications for use in connection with the operation of your 
franchised Business to transport the tools, equipment, supplies and materials that you may need for closet 
installations. 

9. INSURANCE 

9.01 Required Insurance Coverage. We impose and prescribe minimum standards and limits for certain types 
of required insurance coverage, in our Manual or by other written notice to you. You agree that we may modify 
the required minimum limits of insurance coverage from time to time by written notice to you, through Supplements 
to the Manual or otherwise. Upon delivery or attempted delivery of this written notice, you agree to immediately 
purchase insurance conforming to the newly established standards and limits we prescribe. 

A. Within 30 days following our execution of this Agreement, you agree to purchase at your own 
expense, and maintain in effect at all times during the term of this Agreement, the following categories of insurance 
coverage in forms and through insurance companies satisfactory to us: 

1. Broad form comprehensive general liability coverage and broad form contractual liability 
coverage satisfactory to us of at least $2,000,000 per occurrence and $5,000,000 
aggregate. This insurance may not have a deductible or self-insured retention of over 
$5,000. 

2. 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. 

3. 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]”). 

4. 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. 

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

6. 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. 

7. Insurance coverage of such types, nature and scope sufficient to satisfy your 
indemnification obligations under Section 8.12 of this Agreement (including, without 
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limitation, insurance coverage to indemnify us from any claims alleging your violation of 
federal, state or local labor and/or wage and hour laws, rules or regulations).  

B. The insurance coverage that you acquire and maintain, as set forth in subsection (A) of this 
Section 9.01, must: 

1. Name us and the other Indemnitees identified in Section 8.12 as Additional Insureds and 
provide that the coverage afforded applies separately to each insured against whom 
claim is brought as though a separate policy had been issued to each insured (except for 
the insurance coverage provided in subsection 9.01(A)(5) above). 

2. Contain no provision that in any way limits or reduces coverage for you if there is a claim 
by any one or more of the Indemnitees. 

3. Extend to and provide indemnity for all obligations assumed by you under this Agreement 
and all other items for which you are required to indemnify us under this Agreement. 

4. Be primary to and without right of contribution from any other insurance purchased by 
Indemnitees. 

5. Provide, by endorsement, that we are entitled to receive at least 30 days prior written 
notice of any intent to reduce policy limits, restrict coverage, cancel or otherwise alter or 
amend the policy. 

You agree not to reduce the policy limits, restrict coverage, cancel or otherwise alter or amend these 
insurance policies without our specific advance written consent. 

If there is a claim by any one or more of the Indemnitees against you, you must, upon our request, assign 
to us all rights which you then have or thereafter may have with respect to the claim against the insurer(s) providing 
the coverage described in this Section 9.01. 

 

9.02 Purchase of Insurance on Your Behalf. If you fail to purchase insurance conforming to the standards 
and limits we prescribe, we may (but we are not required to) obtain the insurance necessary to meet these 
standards on your behalf, through agents and insurance companies that we choose. If we do this, then you must 
pay for this insurance and immediately pay the required premiums or reimburse us for the premiums. Nothing 
contained in this Agreement will impose any duty or obligation on us to obtain or maintain any specific forms, kinds 
or amounts of insurance on your behalf. 

9.03 No Undertaking or Representation. Nothing in this Agreement may be considered our undertaking or 
representation that the insurance that you are required to obtain or that we may obtain for you will insure you 
against any or all insurable risks of loss that may arise out of or in connection with the operation of the franchised 
Business. We advise you to consult with your insurance agent and other risk advisors regarding any types, 
amounts or elements of insurance coverage beyond those specified herein which may be prudent to obtain. 

9.04 Certificates of Insurance. You agree to promptly provide us with Certificates of Insurance evidencing 
the required coverage no later than ten days before the date that the franchised Business will commence 
operations and, thereafter, at least 30 days prior to the expiration of any such policy.  All certificates must evidence 
proper coverage as required by this Agreement and the Manual.  Attached to each certificate shall be a copy of 
the endorsement amending any clause in the subject policy which relates to other insurance and confirming that 
all coverage is primary insurance and that our insurance (and the insurance of the other Indemnitees identified in 
Section 8.12 above) is applicable only after all limits of your policy(ies) are exhausted. You agree to renew all 
insurance policies and documents, and on renewal, to furnish a renewal Certificate of Insurance to us before the 
expiration date of the policy in question. We may at any time require you to forward to us full copies of all insurance 
policies. 

9.05 Notice of Claims and Demands. You agree to notify us of all claims or demands against us, you, the 
franchised Business, the Closets By Design Location within three days of your receiving notice of any such claim 
or demand. You also agree to respond to all claims within the time required by law, rule or regulation. In addition, 
you agree to cooperate with us (or our designee) in every way possible to defend you and us against all claims 
made by employees, customers or other third parties. You agree to make all appearances we consider necessary 
at administrative or other hearings to present or reinforce these defenses. 
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9.06 Failure to Purchase Insurance or to Reimburse Us. If you fail to purchase or maintain any insurance 
required by this Agreement or you fail to reimburse us for our purchase of any required insurance on your behalf, 
your failure will be a material and incurable breach of this Agreement which will give us the right to terminate this 
Agreement immediately upon notice to you, with no opportunity to cure. 

10. ADVERTISING 

10.01 Advertising Standards. For the purpose of this Agreement, the term “advertising” is defined to mean 
any and all advertising, identification and promotional materials and programs of any type or nature whatsoever 
including (but not limited to) print and broadcast advertisements; direct mail materials; catalogues; brochures; 
advertising specialties; World Wide Web/Internet pages or other communications by computer network or 
computer “bulletin boards”; World Wide Web/Internet “banner ads” and other advertising material on the World 
Wide Web/Internet; stationery; business cards; press releases; signs; posters; displays; leaflets; newspaper and 
magazine advertisements and inserts; promotional mail outs; general mailings; telephone greetings, messages 
and voicemail accessible by customers or other third parties; promotional material on videotape, CD-ROM or other 
electronic media; promotional literature; and, any other material or communication which we denominate as 
“advertising”, in our Manual or otherwise. 

You may only use advertising which we have either furnished or approved in writing in advance, as 
provided in Section 10.02 below. Neither the fact that we furnish the material, approve of the material, nor the 
material itself, will directly or indirectly require us to pay for any advertising, identification or promotion. 

You agree to conduct all advertising which uses the Proprietary Marks or refers in any way to the 
franchised Business in a dignified manner, and in a manner calculated to avoid fraud, deception, 
misrepresentation and/or embarrassment, shame, ridicule, disparagement or liability of any type or nature 
whatsoever accruing to us, you, the franchised Business, the Closets By Design System, the Closets By Design 
Location or other Closets By Design franchisees. You agree to conform all advertising to the standards, 
specifications and requirements specified in writing by us, in our Manual or otherwise. 

If we learn that you have breached the provisions of this Section 10.01, we will notify you in writing of the 
facts which we believe have given rise to the breach. If you do not cure a non-willful or unintentional breach of this 
Section 10.01 within ten days following delivery of this notice (or, if cure cannot reasonably be accomplished within 
ten days, if you do not immediately commence cure within such time and conclude cure as swiftly as possible 
thereafter, but in no event later than the next applicable advertising cycle), or if you commit a willful or intentional 
breach of this Section 10.01, then we may terminate or remove any unauthorized advertising at your expense, 
and will also be entitled to terminate this Agreement unilaterally and immediately upon notice to you. 

10.02 Submission of Proposed Advertising. As Section 10.06 provides in full, you agree to fulfill certain 
minimum local advertising requirements. Except for advertising materials, programs and campaigns furnished to 
you by us, you agree to submit to us for approval, before use or dissemination, copies of all proposed advertising 
(as broadly defined in Section 10.01 above). 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. Our approval of any materials, 
mediums, marketing firms, marketing consultants and/or advertising outlets may be withheld for any or no reason. 
If we do not respond within fifteen business days following our documented receipt of your proposed advertising 
material, this will constitute approval. Our grant or denial of approval by us under this Section 10.02 will not give 
rise to any liability on our part, and you will not assert claims against us alleging any such liability. 

10.03 Telephones; Yellow/White Page Advertising. You agree to install the number and type of telephone 
lines and the type of answering or voicemail system (if any) required by us in our Manual or otherwise. You also 
agree to provide us with a list of all telephone numbers used in connection with the franchised Business, including, 
without limitation, all employee land-line, cell phone and any other telephone numbers used, via any technology, 
in connection with the operation of the franchised Business. 

You agree to list your Closets By Design Business in all alphabetic directories (“White Pages”) serving 
your Territory and advertise your Business continually in the primary classified directories (“Yellow Pages”) serving 
your Territory under headings designated by us in our Manual or otherwise. We may annually furnish to you 
demographic information and recommendations regarding which Yellow Pages directories in your Territory you 
should advertise in for the coming year, based on competitive and economic factors. You agree to procure, place 
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and pay for all your Yellow and White Pages advertising. We may specify the size, style and content of your Yellow 
Pages advertising. 

If we request, you agree to include the addresses and telephone numbers of other Closets By Design 
Businesses in the body of your Yellow Pages advertisements and as additional lines in White Pages listings. You 
agree to show each Business so listed as equal in importance. Each Business advertised in a joint Yellow Pages 
ad will share equally in the cost of procuring, placing and paying for the joint ad. The listed Businesses will pay 
the cost of the extra lines containing the addresses and phone numbers of other Closets By Design Businesses 
in White Page advertisements. 

10.04 Administration of the Closets By Design National Promotion and Protection Fund. As provided in 
Section 10.06 below, you agree to pay us a National Fund Contribution which, combined with the contributions 
made by all other Closets By Design franchisees, will constitute the Closets By Design National Promotion and 
Protection Fund (or the “Fund”). You will send these contributions directly to us as provided by Section 5.06(B) 
above. We or our designee will administer the National Promotion and Protection Fund as follows: 

A. We will direct all advertising programs with sole control over the creative concepts, materials and 
media used in the programs, and the placement and allocation of advertising. You acknowledge that the Fund is 
intended to further general public recognition and acceptance of the Proprietary Marks for the benefit of the 
Closets By Design System. You further acknowledge that we and our designees undertake no obligation in 
administering the Fund to make expenditures for you which are equivalent or proportionate to your contributions, 
to ensure that any particular franchisee benefits directly or pro rata from the placement of advertising, or to insure 
that any advertising impacts or penetrates your Territory. The Fund is not a trust and we are not a fiduciary with 
respect to the Fund. 

B. The Fund may be used to meet any and all costs of administering, directing, preparing, placing 
and paying for national, regional or localized advertising (including, without limitation, the cost of preparing and 
conducting television, radio, magazine, newspaper and World Wide Web/Internet advertising campaigns and 
other public relations activities) and employing advertising agencies to assist in these activities, including fees to 
have print, broadcast and/or World Wide Web/Internet advertising placed by an agency and all other advertising 
agency fees. In addition, the Fund may be used for the supplementation of regional advertising efforts, including 
areas with few or no Closets By Design franchises; annual, regional or other conferences, seminars and training 
sessions; for completion of faulty or abandoned work of Closets By Design franchisees; the creation, development, 
testing, optimization, and deployment of advertising concepts, creative assets, campaigns, messaging, and media 
strategies; 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; data analytics, tracking, attribution modeling, performance measurement, and other 
efforts to evaluate and enhance advertising effectiveness; the defense, settlement or prosecution of legal, arbitral 
or administrative actions or proceedings by or against us or Closets By Design franchisees which in any fashion 
relates to, contests, challenges or involves our ownership of the Proprietary Marks, our or your right to use and 
display same, the goodwill associated with same and/or any infringement of same (including, without limitation, 
any action or proceeding which is likely to injure the reputation or goodwill of the Closets By Design franchise 
System or the Proprietary Marks and/or litigation to protect the Proprietary Marks), provided, however, that while 
such Fund expenditures shall be permissible in connection with such actions or proceedings we commence 
against, or are commenced against us by, terminated, expired or former CBD franchisees, under no circumstance 
shall Fund expenditures be permissible in connection with actions or proceedings we commence against, or are 
commenced against us by, any then-current CBD franchisee; reimbursement to us for the costs of organizing 
national conferences and other special events; and, loans to authorized Closets By Design Regional Advertising 
Cooperatives.  

C. We need not maintain the sums paid by franchisees to the Fund or income earned from the Fund 
in a separate account from our other funds, but we may not use these amounts for any purposes other than those 
provided for in this Agreement. No interest on unexpended Fund moneys will be imputed for your benefit or 
payable to you. We retain an administrative fee equal to 15% of all amounts received by the Fund to reimburse 
costs and pay our overhead related to the administration or direction of the Fund and advertising programs for 
franchisees including, without limitation, conducting market research; preparing marketing and advertising 
materials; working with advertising agencies, advertising placement services and creative talent; preparing and 
maintaining, and paying third parties for, the preparation and maintenance of World Wide Web pages and sites; 
other activities related to advertising and promotion via the Internet and/or other public computer networks; and, 
collecting and accounting for assessments for the Fund and preparing statements of Fund receipts and 
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expenditures. This administrative fee is exclusive of any advertising agency fees that the Fund must expend to 
secure the services of an advertising agency or to have print or broadcast advertising placed by an agency. On 
or before March 31 of each year, if you request this in writing, we will deliver to you a statement of receipts and 
expenditures of the aggregate Fund relating to the preceding calendar year, certified to be correct by one of our 
officers.  

D. We expect that we will usually expend most contributions to the Fund for advertising purposes 
during the fiscal year when the contributions are made. However, we will have the right to accumulate contributions 
for one or more years to pay for special advertising or promotional projects that may require a larger expenditure 
than could be made on the basis of a single year’s contributions. If we expend less than the total sum available in 
the Fund during any fiscal year, we will expend the unused sum during the following fiscal year(s). If we expend 
an amount greater than the amount available in the Fund in any fiscal year (in addition to any sum required to be 
expended because we did not expend all the sums in the Fund during the preceding year), we will be entitled to 
reimburse ourselves from the Fund during the next fiscal year for all excess expenditures made during the 
preceding fiscal year.  

E. Although the Fund is intended to be of perpetual duration, we maintain the right to terminate the 
Fund. We will not terminate the Fund, however, until we have expended all money in the Fund for advertising and 
promotional purposes. 

F.  Closets By Design Businesses owned and operated by us or our Affiliates will contribute to the 
Fund only as specifically provided in Section 10.06 (G) of this Agreement. 

 G.  We reserve the right to use any media, create any programs and allocate advertising funds to any 
regions or localities in any manner we consider appropriate in our business judgment. The allocation may include 
rebates to individual franchisees of some or all of their National Fund Contributions for local advertising 
expenditures if, in our judgment, our national or regional advertising program or campaign cannot effectively 
advertise or promote in certain regions or communities. If we determine that the total National 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, we 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 we 
determine. 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. 

 H. The Fund will not be used for any activity whose sole purpose is the sale of franchises. However, 
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, without violating the 
provisions of this Agreement, 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.   

10.05 Regional Advertising Cooperatives. We may, from time to time, establish, change, merge or dissolve 
regional advertising cooperatives for a geographic area that encompasses two or more Closets By Design 
Businesses (each a “Regional Advertising Cooperative”). We will furnish to you written notice of the establishment 
of any Regional Advertising Cooperative for your Territory. The notice will specify the date you are to begin 
contributions and the amount of the contributions. Contributions will be calculated as a percentage of Gross 
Revenues (as defined in Section 5.04 above). Your contributions to a Regional Advertising Cooperative will not 
be less than 1% nor more than 2% of your Gross Revenues, unless the maximum contribution is changed by a 
vote of two thirds of franchisee Cooperative members in accordance with the terms of the Bylaws of the 
Cooperative. Any Regional Advertising Cooperative will be governed by Bylaws of the Cooperative, except as 
modified to conform to the laws of any specific jurisdiction.  

The Regional Advertising Cooperative may expend its funds for any or all of the following purposes: (i) 
development of advertising ideas and concepts; (ii) development of market research and merchandising 
programs; (iii) preparation of advertising campaigns; (iv) development of promotional ideas and strategies; (v) 
preparation of collateral creative materials; (vi) preparation of advertisements; (vii) placing and paying for regional 
marketing and advertising; (viii) planning, negotiating, contracting and trafficking all media programs; (viii) 
employing advertising agencies to assist in these activities and securing other technical and professional advice 
in connection with the above; (x) other public relations; and, (xi) administration of the Cooperative, including legal 
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and accounting services. It will not be a requirement that expenditures made by a Regional Advertising 
Cooperative be proportionate to your contributions or those of any other franchisee. 

Your failure to make any required payments to any Regional Advertising Cooperative will be a material 
breach of this Agreement which, unless you cure the breach as provided in Section 31, will result in this Agreement 
being terminated immediately. 

10.06 Required Advertising Expenditures; Closets By Design National Promotion and Protection Fund; 
Local Advertising 
 A. You agree to make the required expenditures on national and local advertising provided for in this 
Section 10.06. “Local advertising” means the local advertising and promotional activities that we specify in our 
Manual (or otherwise) or approve or approve in advance pursuant to Section 10.02.  With respect to Local 
advertising, you must conduct advertising that reaches the entire Territory and not just a portion or portions of the 
Territory.  You agree that all digital marketing campaigns for your Territory must be conducted through (and 
managed by) us or our designated third-party supplier. 

B. You agree to pay us a contribution to our Closets By Design National Promotion and Protection 
Fund (the “National Fund Contribution”) in an amount equal to 2.25% of your prior month’s Gross Revenues for 
calendar year 2026, 2.50% of your prior month’s Gross Revenues for calendar year 2027, and 2.75% of your prior 
month’s Gross Revenues for calendar year 2028 and thereafter, unless otherwise modified in accordance with 
this Agreement. While the final National 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 Fund Contribution.  To 
the extent necessary, we will reconcile the weekly amounts we have withdrawn with the month’s actual National Fund 
Contribution due on or before the 5th day of each calendar month.  Your National Fund Contributions will count 
towards your satisfying the advertising expenditure requirements set forth in subparagraphs C and D below. Your 
National Fund Contributions will be expended as provided for in Section 10.04 above. The remainder of required 
advertising expenditures set forth in subparagraphs C and D below must be spent on local advertising. 

C. Beginning two weeks before the required Commencement Date as specified in Section 8.01 (the 
“Advertising Date”) and throughout the term of this Agreement, you agree (for each Territory you operate) to 
expend each year on local advertising for your franchised Business and National Fund Contributions a sum not 
less than the greater of:  

(i) the minimum monthly advertising expenditures applicable to your franchised Business 
specified in Exhibit 1-A hereto (the number of households licensed to your franchised Business 
being specified in Exhibit 1 to this Agreement); 

(ii) 16% of your prior calendar year’s Gross Revenues if such Gross Revenues were less than $2 
million dollars, 14% of your prior calendar year’s Gross Revenues if such Gross Revenues were 
between $2 and $7 million dollars, or 12% of your prior calendar year’s Gross Revenues if such 
Gross Revenues exceeded $7 million dollars, in each instance divided by 12 or,  

(iii) an amount equal to your prior calendar year’s total advertising expenditures multiplied by                  
108% and divided by 12, provided, however, that  

 (x) this number shall be capped at 23% of your prior calendar year’s Gross Revenues, if 
they were less than or equal to $3 million dollars, or 20% of your prior calendar year’s Gross 
Revenues if they exceeded $3 million dollars (the term “Gross Revenues” being defined in Section 
5.04 of this Agreement), and  

 (y) this subparagraph (iii) will not apply if (1) in each month of such prior calendar year 
your monthly local advertising expenditure exceeded the required minimum monthly advertising 
expenditure applicable to your franchised Business in Exhibit 1-A 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 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 prior calendar year’s gross revenue exceeded $6 million 
dollars, 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 
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minimum monthly local advertising expenditure of your franchise business required by Exhibit 1-
A hereto. 

D. If you operate Businesses in two or more contiguous Territories under separate Franchise 
Agreements, then we will use the total household count for each Territory to assess your compliance with this 
Section 10.06.   

E. On or before January 15th of each year during the term of this Agreement, and at any other times 
that we may require, you agree to furnish to us copies of all statements, invoices and checks issued during the 
preceding year evidencing the expenditure of the required sums for local advertising. You further agree furnish to 
us an accurate accounting of all expenditures for local advertising and promotion in the previous calendar year, 
at the same time that you submit the annual financial statements required by Section 11.01 below. 

F. If franchisees owning 2/3 of all Closets By Design franchises agree from time to time in writing to 
special assessments for specifically-designated advertising or promotional activities, you agree to pay us the 
special assessments, in the amount and by the date so approved by the franchisees in each case; provided, 
however, that no such special assessment may be merely an increase in the National Fund Contribution in name 
or substance, but rather must be intended and expended 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 set forth above. In addition, we may define regional groupings of franchisees for the 
purposes of making special assessments for designated advertising or promotional activities (including, without 
limitation, placing group advertisements in newspapers and magazines). If, from time to time, the franchisees 
owning 2/3 of all Closets By Design franchises of such a regional grouping agree in writing to such a special 
assessment, then you agree to pay the special assessment so approved to us or, if we so instruct, the third party 
provider of the advertising or promotional activity.  It is understood that in no instance shall any Business operated 
by us or any Affiliate of ours be deemed to be a “franchisee” entitled to vote on, agree to or approve any of the 
activities addressed herein. 

G. Company-owned Closets By Design Businesses operated by us or our Affiliates are not required 
to make any contributions to the Closets By Design National Promotion and Protection Fund.  However, in 
connection with any national or regional print advertising engaged in by the Fund from which Company-owned 
Businesses operated by us or our Affiliates will benefit, such Businesses owned and operated by us or our 
Affiliates will pay the amount of their pro rata share based on distribution of the subject print advertising in 
geographic areas served by such Company-owned Closets By Design Businesses.  Further, in connection with 
any photographic media paid for by the Fund for use in CBD catalogues or sales aid materials, we shall reimburse 
the Fund our proportional share of such 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 us, our Affiliates and our franchisees) attributable to such Businesses which we and/or 
Affiliates operate. 

H. You will have thirty (30) days after we furnish you with a written Notice of Default in accordance 
with the terms of Section 21.01 of this Agreement to cure any default under this Section 10.06, “cure” for this 
purpose only defined as achieving compliance with the advertising expenditure requirements of this Section 10.06 
by the conclusion of such 30 day cure period.  Following your third such default at any time following the Effective 
Date of this Agreement, regardless of cure, we shall have the right (but not the obligation) alternatively to: (i) 
terminate this Agreement immediately upon notice to you, with no further opportunity being afforded to you to cure 
such default, or (ii) redefine and reduce the Territory upon written notice to you.  The default, cure and termination 
provisions of this Section 10.06 shall supersede the general default/cure/termination provisions of Section 17.03 
of this Agreement, provided, however, that the balance of Article 17 of this Agreement shall apply in full. 

10.07 Merchandise Materials 

We may, from time to time and in our sole business judgment, produce and provide to you (or have our 
3rd party designated vendor produce and/or provide to you) certain merchandising materials identifying the 
System and to support national promotions, such as branded memorabilia and other brand-relevant merchandise 
(collectively, "System Merchandise"). We or our third-party vendor will invoice you for this System Merchandise 
and you agree to pay for the System Merchandise (including but not limited to the cost of shipping and insurance). 
Upon reasonable request, we will provide you with documentation of the costs of this System Merchandise. 
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11. RECORDS, AUDITS AND REPORTING REQUIREMENTS 

11.01 Financial Statements 
A. No later than 30 days following the end of each calendar quarter during the term of this 

Agreement, you agree to furnish to us, in a form we approve, a statement of the franchised Business’s profit and 
loss for the quarter and a balance sheet as of the end of the quarter, together with an electronic copy of your CBD 
Manager database in the form we require. You must certify these statements to be true and correct. If you fail to 
submit your quarterly financial statements when due (but no later than thirty (30) days after the due date), then 
we will charge you a fee equal to $500. 

B. No later than 90 days following the end of each of your fiscal years during the term of this 
Agreement, you agree to furnish to us, in a form we approve, a statement of the franchised Business’s profit and 
loss for the fiscal year and a balance sheet as of the end of the fiscal year, prepared on a compilation basis and 
certified to be true and correct by you. 

C. The financial statements required above must be prepared in accordance with generally accepted 
accounting principles, including all disclosures required under those principles. 

D. No later than 30 days following your filing of the annual tax returns of the franchised business, 
you agree to furnish to us exact copies of the tax returns, including federal, state and any local income tax returns, 
together with a certificate from an independent certified public accountant that all Social Security payments, taxes 
and fees required to be paid by you to any governmental agency or entity have been paid, and that if you are a 
corporation, there is no reason to believe that your corporate status has been impaired.  

E. We agree to maintain the contents of the Schedules C (or equivalent portion) of your tax returns 
in strict confidence and will not disclose them to any third party without your express written consent. However, 
you authorize us to disclose information derived from the above financial statements and other financial data we 
obtain from you, including without limitation, in our franchise disclosure document and/or promotional literature 
and presentations), so long as such disclosure is on a “blind basis” which does not (except as may be required by 
law or practical necessity) individually identify you or your Business.  

11.02 Financial Records and Audit.  
A. You agree to record all revenues received by you or the franchised Business and all expenditures 

(including, without limitation, expenditures in satisfaction of the minimum local advertising requirements of Section 
10.06). You further agree to keep and maintain adequate records of these revenues and expenditures, and to 
maintain and preserve accurate books, records and tax returns, including related supporting material (such as 
cash receipts, and credit and charge records) for the franchised Business for at least three years. We may specify, 
in our Manual or otherwise, the forms (electronic and/or otherwise) that you will be required to use in recording 
the revenues and expenditures of the franchised Business. You agree to keep and preserve for three years the 
types and classes of records (electronic and/or otherwise) that we require in our Manual or otherwise, and all 
business, personnel, financial and operating records (electronic and/or otherwise) relating to your Closets By 
Design Business. If you do not maintain the required records, this will be a material and incurable breach of this 
Agreement that will give us the right to terminate this Agreement immediately upon notice to you, with no 
opportunity to cure. 

B. We and/or our agents (who may be outside accountants and auditors), designees and/or 
employees will have the right, at any time, upon at least twenty four (24) hours prior notice, during normal business 
hours to enter your Closets By Design Location and any other premises from which the Business is conducted to 
inspect, audit and, at our expense, make copies of all records including, but not limited to, the following: books of 
accounts; bank statements; cash or other receipts; checkbooks; documents; records; sales and income tax returns 
(federal, state, foreign and, if applicable, city); and, your files relating to programs, services and products sold, 
business transacted and expenditures relating to the Business. These files must include (without limitation) your 
operating records; bookkeeping and accounting records; customer lists; customer job orders; operating records; 
operating reports; correspondence; general business records; your copy of the Manual (as amended); invoices; 
payroll records; journals; ledgers and your files; memoranda and other correspondence; contracts and all sources 
and supporting records used to prepare reports and forms which you are required to submit to us under this 
Agreement, including the books or records of any corporation, partnership or proprietorship which owns the 
franchised Business. You agree to make any of these materials available for examination at your premises. 

C. If we cause an audit to be made for any period and the audit reveals that you understated the 
Gross Revenues in your monthly reports to us by any amount, then you agree to immediately pay us the additional 
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amount payable as shown by the audit, plus interest at the highest rate permitted by law or 18%, whichever is 
lower.  

If an audit reveals that you understated the Gross Revenues on your monthly reports to us by 5% or more 
for any month within the period of examination, or for the entire period of examination, when compared to your 
actual Gross Revenues, or it takes eight or more hours for our representative to organize your records so that 
they can be audited, then in addition to paying the additional amounts due and interest as calculated above, you 
agree to immediately pay us the full cost of the audit for the entire period of examination. 

If an audit reveals an understatement by you of 8% or more for any month within the period of examination, 
or for the entire period of examination, then in addition to paying the additional amounts due, interest as calculated 
above and the full cost of the audit for the entire period of examination, your understatement will be a material 
and incurable breach of this Agreement which will give us the right to terminate this Agreement immediately upon 
notice to you, with no opportunity to cure. 

 D. Except as (i) required by law, (ii) specifically in authorized in Section 11.01(E) above, or (iii) as 
may be necessary for us to enforce our rights under this Agreement, we agree to not intentionally disclose all 
specific customer identities or operating or financial data specific to your Business operations, which we may 
obtain in the course of inspecting or auditing your books and records pursuant to the authority vested in us by this 
Section 11.02. 

12. CONFIDENTIAL INFORMATION 

12.01 Restriction on Use of Confidential Information. You agree to use and permit the use of our Confidential 
Information (as defined below) solely in connection with the operation of the franchised Business. You further 
agree that you will never – during Term of this Agreement or any subsequent Renewal Term of this Agreement, 
or at any time after this Agreement expires or terminate, or your rights of under this Agreement are assigned – 
divulge or use any Confidential Information for the benefit of any other person, corporation, partnership, 
proprietorship, association, or other entity, nor will you directly or indirectly permit the disclosure of, imitate or aid 
any such third party to imitate any of the Confidential Information.  

“Confidential Information” is defined as information, knowledge, trade secrets or know-how concerning 
your or our systems of operation, programs, services, products, customers, practices, materials, books, records, 
manuals, computer files, databases or software. Confidential Information includes (without limitation) all 
information, knowledge, know-how, techniques and information that we, our Affiliates, or their officers, contractors, 
employees and/or designees, designate as confidential.  

Our “Confidential Information” also includes, without limitation, all of the following even if developed by 
you or on your behalf in conjunction with or related to the franchised Business: products, merchandise, goods, 
equipment, programs, and/or services used or sold by your Business; your means, manner and style of offering 
and conducting retail transactions in, at and from your Closets By Design Location; any business products and 
services developed for the franchised Business (including, without limitation, any computer software programs or 
templates); all intellectual property created for, adopted by or purchased for the franchised Business; all lists, 
records, job orders, identifying data and other information concerning, relating to or identifying the customers of 
your franchised Business; and, all sales, marketing, advertising and promotional programs and campaigns 
developed by you or on your behalf. You agree that any such developments are and will remain our sole property, 
and you further agree to turn over all such Confidential Information to us upon termination or expiration of this 
Agreement.  

You understand that, as of the date of execution of this Agreement, Confidential Information also includes 
the following (without limitation): the Closets By Design System and all services, products, equipment, 
technologies, policies, standards, requirements, criteria and procedures that now or in the future are part of the 
Closets By Design System; our Manual; Supplements and amendments to the Manual; our Templates; all our and 
our Affiliates’ construction patterns for custom closets and home or office organization structural plans; all 
procedures, systems, techniques and activities employed by us or by you in the course of offering and selling 
custom closet services, other customized organizer services and related products and services from or at the 
franchised Business and at customer work sites; product designs; compilations of products; product lists; customer 
lists price book lists; all pricing paradigms established by us or by you; all of our and/or your sources (or 
prospective sources) of supply, and all information pertaining to same (including, without limitation, wholesale 
pricing structures); the computer and hardware and software utilized by us and you; all information pertaining to 
our and/or your advertising, marketing, promotion and merchandising campaigns, philosophies, materials, 
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specifications and procedures; computer network Web site(s), and all information posted on or received at the 
Web site(s); all our instructional materials; quality assurance programs; supervision systems; recommended 
services; record keeping, bookkeeping and accounting systems and materials; revenue reports; activity 
schedules; job descriptions; records pertaining to customers; business forms; product and service order forms; 
general operations materials; revenue reports; specifications, systems, standards, techniques, philosophies and 
materials, guidelines, policies and procedures concerning the Closets By Design System; additions to, deletions 
from, and modifications and variations of the components of the Closets By Design System or the systems and 
methods of operations which we employ now or in the future, including all related standards and specifications 
and the means and manner of offering and selling them; and, all other components, specifications, standards, 
requirements and duties which we or our Affiliates impose. 

Except as authorized in this Agreement, you agree never to copy, duplicate, record or otherwise 
reproduce any of the Confidential Information or material containing the Confidential Information in whole or in 
part; store it in a computer, data base or other electronic format; or, otherwise make it available to any third party 
by sale, transfer, assignment or any other means whatsoever. Upon the termination or expiration of this 
Agreement, you agree to return to us (or, upon our request, destroy and certify such destruction to us) all 
Confidential Information, including all materials, books, records, manuals, computer data bases, software and 
manuals considered confidential under this Agreement which are then in your possession. 

You and your officers, directors, shareholders, management, General Manager(s), sales personnel and 
employees may only use and divulge such Confidential Information as is necessary to operate the franchised 
Business, and then only on a “need to know” basis, to those of your officers, directors, shareholders, sales 
personnel, employees, management personnel, agents or independent contractors who need access to it to 
operate your Business. You agree to take all necessary precautions to ensure that these individuals and all 
individuals listed in Section 13.05 retain the Confidential Information in confidence and comply with the restrictions 
of this Section 12.01. Your agreement to procure execution of our Confidentiality/Non-Competition Agreement (or, 
where applicable, our Confidentiality Agreement) from certain of these individuals is set forth in Section 13.05 
below. 

13. COVENANTS NOT TO COMPETE 

13.01 In-Term Covenant Not to Compete. You agree that during the Term of this Agreement and any 
subsequent Renewal Term of this Agreement, you will not, for yourself and on behalf of or in conjunction with any 
other person or entity whatsoever, directly or indirectly engage in any other business which offers or sells any 
custom or non-custom closet, cabinet or drawer services or products, home, garage or space organizer services 
or products, or any other organizer services or products; which engages in any of the activities which this 
Agreement contemplates that you will engage in; which competes with us or any of our Affiliates; or, which offers 
or sells any other service, product or component which during the Term and/or any subsequent Renewal Term is 
part of the Closets By Design System, or any confusingly similar service or product  (a “Competitive Business”). 

You are prohibited from directly or indirectly engaging in any Competitive Business as a proprietor, 
partner, investor, shareholder, director, member, officer, manager, employee, principal, agent, adviser, or 
consultant. In addition, you agree not to divert any business that should be handled by the franchised Business 
to any other person or entity. It is the intention of these provisions to preclude not only direct competition but also 
all forms of indirect competition, such as consultation for Competitive Businesses, service as an independent 
contractor for Competitive Businesses, active or passive investors, franchisor, franchisee or any assistance or 
transmission of information of any kind that would be of any material assistance to a competitor. Nothing in this 
Section will prevent you from owning for investment purposes up to an aggregate of 5% of the capital stock of any 
Competitive Business you do not control, so long as the Competitive Business is a publicly held corporation whose 
stock is listed and traded on a national or regional stock exchange, or through the National Association of 
Securities Dealers Automated Quotation System (NASDAQ), and so long as you do not control the company in 
question. 

Further, during the Term of this Agreement or any subsequent Renewal Term of this Agreement, and for 
two years after the termination or expiration of this Agreement for any reason, you agree not to solicit for 
employment or hire our or our franchisees’ personnel or the personnel of any of our Affiliates, without first obtaining 
written permission from the employer(s) of the personnel in question. If you violate this covenant by hiring any 
such personnel of ours or our Affiliates, then in addition to any other remedy available to us, you agree to 
immediately pay to us (or to our Affiliate, if applicable) an amount equal to 200% of the compensation paid by us 
or our Affiliate to the employee during the preceding 12 months (or the total time if employed less than 12 months) 
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that he or she was employed by us or our Affiliate, such sum to be paid not as a penalty, but rather as liquidated 
damages for our (or our Affiliate’s) loss of an experienced employee, our (or our Affiliate’s) need to locate, hire 
and train a replacement employee. You further agree during the Term of this Agreement or any subsequent 
Renewal Term of this Agreement, and for two years after the termination or expiration of this Agreement for any 
reason, you agree not to solicit for employment or hire any former personnel or of ours or of our Affiliates if such 
person has been in our or our Affiliate’s employ within the past twelve months, without first obtaining written 
permission from the employer(s) of the personnel in question. If you violate this covenant by hiring any such former 
personnel of ours or our Affiliates, then in addition to any other remedy available to us, you agree to immediately 
pay to us (or to our Affiliate, if applicable) an amount equal to 200% of the compensation paid by us or our Affiliate 
to the employee during the preceding 12 months (or the total time if employed less than 12 months) that he or she 
was employed by us or our Affiliate, such sum to be paid not as a penalty, but rather as liquidated damages for 
the likely disclosure of our (or our Affiliate’s) confidential information by the person hired. 

It is the intention of these provisions that any person or entity with any legal or beneficial interest in or 
traceable to, down or through you be bound by the provisions of this covenant, regardless of how many levels or 
tiers there may be between you and the person or entity. You specifically acknowledge and agree that we can 
assign our specific rights under this Section 13.01 to a successor in interest. 

If you are a corporation or limited liability company, you agree to confine your activities solely to the 
operation of the Business and further agree to cause (as applicable) your shareholders (or, if a publicly traded 
corporation, shareholders owning 5% or more of the issued and outstanding stock of the franchisee corporation), 
members, managers, directors and officers, and your General Managers and other management employees, to 
refrain from any of the competitive activities described above in any manner which you reasonably request. If you 
are a partnership or proprietorship, you agree to confine your activities solely to the operation of the Business and 
further agree to cause each general partner, proprietor or other beneficial owner and the above-referenced 
managers and employees to refrain from any of the competitive activities described above in any manner which 
we reasonably request. If you are a limited partnership, you agree to confine your activities solely to the operation 
of the Business and further agree to cause your general partner and the shareholders, officers, directors, members 
and management employees of your general partner, and all General Managers and other management 
employees, to refrain from any of the competitive activities described above in any manner which we reasonably 
request. Your agreement to procure execution of our Confidentiality/Non-Competition Agreement is set forth in 
Section 13.05 below.  

13.02 Post-Term Covenant Not to Compete. You agree that for a period of two years immediately following 
the expiration, cancellation, assignment or termination of this Agreement for any reason, you will not directly or 
indirectly engage in any other Competitive Business as defined in Section 13.01 above, provided that such post-
term covenant period will be tolled for any period during which you or any other such period bound by the terms 
of this Section 13.02 has not been in full compliance with the covenant. You specifically acknowledge and 
agree that we can assign our specific rights under this Section 13.02 to a successor in interest. 

You are prohibited from directly or indirectly engaging in any Competitive Business as a proprietor, 
partner, investor, shareholder, director, member, officer, manager, employee, principal, agent, adviser, or 
consultant, if the other business is located within your Territory, within 75 miles of the perimeter of your Territory, 
or within 75 miles of the perimeter of (or within) any Closets By Design Business Territory (whether Company-
owned, franchised or otherwise established and operated). It is the intention of these provisions to preclude not 
only direct competition but also all forms of indirect competition, such as consultation for Competitive Businesses, 
service as an independent contractor for Competitive Businesses, active or passive investment, or any assistance 
or transmission of information of any kind that would be of any material assistance to a competitor. Nothing in this 
Section will prevent you from owning for investment purposes up to an aggregate of 5% of the capital stock of any 
Competitive Business you do not control, so long as the Competitive Business is a publicly held corporation whose 
stock is listed and traded on a national or regional stock exchange, or through the National Association of 
Securities Dealers National Market Automated Quotation System (NASDAQ), and so long as you do not control 
the company in question. 

It is the intention of these provisions that any person or entity with any legal or beneficial interest in or 
traceable to, down or through you be bound by the provisions of this covenant, regardless of how many levels or 
tiers there may be between you and the person or entity. If any of such persons breach any of the provisions of 
Section 13.01 or this Section 13.02, it will be deemed a breach of this Agreement by you even if such persons 
have not executed the Confidentiality Agreement/ Covenant Not to Compete specified in Section 13.05. 
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If you are a corporation, you agree to cause your shareholders, directors and officers to refrain from any 
of the competitive activities described above in any manner that we reasonably request. If you are a partnership 
or proprietorship, you agree to cause each partner, proprietor or other beneficial owner to refrain from any of the 
competitive activities described above in any manner that we reasonably request. 

13.03 Lesser Included Covenants Enforceable At Law. If all or any portion of the covenants not to compete 
set forth in this Article 13 are held unreasonable, void, vague or illegal by any court or agency with competent 
jurisdiction over the parties and subject matter, the court or agency will be empowered to revise and/or construe 
the covenants to fall within permissible legal limits, and should not by necessity invalidate the entire covenants, 
but rather construe the provisions to provide for the maximum restriction permissible by law. You expressly agree 
to be bound by any lesser covenant subsumed within the terms of this Article 13 as if the resulting covenants were 
separately stated in and made a part of this Agreement. 

13.04 Enforcement of Covenants Not To Compete. The covenants not to compete set forth in this Agreement 
are fair and reasonable, and will not impose any undue hardship on you, since you have other considerable skills, 
experience and education which afford you the opportunity to derive income from other endeavors. You agree 
that such covenants not to compete: (a) are reasonable, including, but not limited to, their term, geographical area, 
and scope of activity to be restrained; (b) are designed to preclude competition which would be unfair to us; and 
(c) do not impose a greater restraint than is necessary to protect our goodwill and other legitimate business 
interests. You acknowledge that violation of the covenants not to compete contained in this Agreement would 
result in immediate and irreparable injury to us for which no adequate remedy at law will be available. Accordingly, 
you consent to the entry of an injunction prohibiting any conduct by you in violation of the terms of the covenants 
not to compete set forth in this Agreement, without the necessity of our posting any bond or security. You expressly 
agree that it may conclusively be presumed that any violation of the terms of the covenants not to compete was 
accomplished by and through your unlawful use of our Confidential Information, know-how, methods and 
procedures. Further, you expressly agree that any claims you may have against us, whether or not arising from 
this Agreement, will not constitute a defense to our enforcement of the covenants not to compete in this 
Agreement. You agree to pay all costs and expenses, including reasonable attorneys’ and experts’ fees, which 
we incur in connection with the enforcement of the covenants not to compete set forth in this Agreement if we 
prevail by means of assent or in any action or proceeding (for this last purpose only, “prevail” as defined in Section 
23.03 below). 

13.05 Procurement of Additional Covenants.  
You agree to require and obtain the execution of our Confidentiality/Non-Competition Agreement (Exhibit 

4-A), from all of the following persons: (i) before employment or any promotion, all your General Managers, (ii) all 
your “Principals,” defined as any person or entity holding any direct, indirect legal or beneficial interest in the 
franchisee, at the same time as the execution of this Agreement or at such later time as they attain that status. 
You further agree to require and obtain the execution of our Confidentiality Agreement substantially in the form of 
Exhibit 4-B from all of your non-managerial personnel before employment (or, in the case of any independent 
contractors, before engagement) or any promotion. You agree to furnish us with copies of all executed 
Confidentiality/Non-Competition Agreements no later than ten days following their execution. 

13.06 Your Enforcement of Confidentiality/Non-Competition Agreements. You agree to vigorously and 
vigilantly prosecute breaches of any Confidentiality/Non-Competition Agreement executed by any of the 
individuals referenced in Section 13.05, and you acknowledge our right, to be exercised in our sole judgment, to 
ourselves enforce the terms of each such executed Confidentiality/Non-Competition Agreement, including, without 
limitation, our right to bring civil actions to enforce its terms. You agree to prosecute such actions to the fullest 
extent permitted by law. 

14. ASSIGNMENT; RIGHT OF FIRST REFUSAL 

14.01 Assignment By Us. We will have the right to assign this Agreement, and all of our rights and privileges 
under this Agreement, to any person, firm, corporation or other entity, provided that, if the assignment results in 
the performance by the assignee of our functions under this Agreement: (i) the assignee must, at the time of the 
assignment, be financially responsible and economically capable of performing our obligations under this 
Agreement, and (ii) the assignee must expressly assume and agree to perform these obligations. If we assign this 
Agreement, you expressly agree that immediately upon and following such assignment, we will no longer have 
any obligation - - directly, indirectly or contingently - - to perform or fulfill the duties or obligations imposed upon 
“Franchisor” hereunder. Moreover, to the extent that we have arranged for one or more of our affiliates to perform 
certain activities on our behalf and at our direction, as contemplated by this Agreement, our affiliates will similarly 
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have no obligation, contingent or otherwise, to continue to perform such activities following any such assignment 
of this Agreement by us. Instead, all such duties and obligations will be performed solely by our assignee. 

You agree and affirm that we may sell our company, our assets, our Proprietary Marks and/or our system 
to a third party; may go public; may engage in a private placement of some or all of our securities; may merge, 
acquire other corporations, or be acquired by another corporation; or affiliate with an existing competitive or non-
competitive franchise or non-franchise network, chain or any other business regardless of the location of that other 
business’ facilities, and that following such activity, we may operate, franchise or license those other businesses 
and/or facilities under any names or marks, including the Proprietary Marks, regardless of the location of these 
businesses and/or facilities, which may be within the Territory or immediately proximate to the Territory (subject 
to Section 3.05(F) hereof). In addition, you further agree and affirm that we may undertake a refinancing, 
recapitalization, securitization, leveraged buyout or other economic or financial restructuring.  

If we assign our rights in this Agreement, nothing in this Agreement requires us to remain in the Closets 
By Design business or to offer or sell any services or products to you. 

14.02 Assignment By You – General. With respect to your obligations under this Agreement, this Franchise 
Agreement is personal, since we have entered into this Agreement in reliance on and in consideration of your 
singular personal skill and qualifications (or, if you are an entity, the personal skill and qualifications of your 
owners), and the trust and confidentiality that we repose in you (or your owners, if you are an entity). Therefore, 
except as provided below, neither your interest in this Franchise Agreement, your rights, privileges or obligations 
under this Agreement, the franchised Business, the Closets By Design Location, nor any interest in the franchised 
Business, the Closets By Design Location or an entity Franchisee, may be assigned, sold, transferred, shared, 
reconsidered, sublicensed or divided (collectively, “transferred”), voluntarily or involuntarily, directly or indirectly, 
by operation of law or otherwise, in any manner, without first obtaining our written consent in accordance with this 
Article 14 or without first complying with our right of first refusal pursuant to Section 14.07 below. 

This Agreement is your personal obligation. None of your rights to use the Closets By Design System, 
Proprietary Marks, Confidential Information and Manual are transferable except in strict compliance with the terms 
of this Agreement. Any actual or attempted assignment, transfer or sale of this Agreement, the franchised 
Business, the Closets By Design Location, you yourself (if an entity) and of any interest in any of these, in violation 
of the terms of this Article 14 will be null, void and of no effect, and will be a material and incurable breach of this 
Agreement which will give us the right to terminate this Agreement immediately upon notice to you, with no 
opportunity to cure. If you are a corporation, limited liability company, partnership or other entity, an change in or 
transfer of, direct or indirect, whether voluntary or by operation of law, any ownership interest in you or in any 
upstream owner up to and including any change in the natural persons who are the ultimate owners or any change 
in their direct or indirect ownership interest in you or any upstream owner shall constitute an assignment subject 
to the provisions of this Article 14. 

14.03 Assignment By You – to Family Members or Principals.  
A. You (if a natural person) or one of your Principals, if a natural person, may with our consent, 

which will not be unreasonably withheld, assign the franchised Business or an equity interest in the franchisee to 
such person’s spouse, parent, sibling, niece, nephew, descendant or spouse’s descendant (or any trust for which 
any one or more of the foregoing is/are the sole beneficiary/ies), provided that adequate provision is made for the 
management of the franchised Business and the assignor guarantees, in the form and substance satisfactory to 
us, the performance of the assignee’s obligations under this Agreement. Any transfer pursuant to this Section 
14.03 will not be subject to our rights of first refusal under Section 14.07 below, and will not require payment of a 
transfer fee. However, the assignor and assignee (as applicable) must comply with subsections 14.05 (A) (3) 
through (12) and (15) through (17) below. 

B. If you are an entity franchisee (that is, a corporation, general partnership, limited partnership or 
other type of recognized legal entity), then transfers of equity interests in such franchisee entity between or among 
its partners, shareholders, members, Principals or other owners (as applicable) shall be permitted if: (i) you first 
seek and obtain our prior written consent to any such transfer, which consent shall not be unreasonably delayed 
or denied, and (ii) no such transfer, whether individually or in the aggregate, will result in a change of control from 
that which pertained on the Effective Date (“control” as most broadly defined by any United States securities 
and/or corporate and/or partnership law).  No such transfer will be subject to our rights of first refusal under Section 
14.07 below nor will any such transfer require payment of a transfer fee. 

14.04 Assignment By You – To a Business Entity You Form. As used in this Agreement “Business Entity” 
means a corporation, limited liability company, partnership or other business entity. If you would like to transfer 
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your interest in this Franchise Agreement to a Business Entity you form solely for the convenience of corporate 
ownership, you must obtain our prior written consent. We will not unreasonably withhold consent if all the following 
conditions are met: 

1. The Business Entity must be newly organized and duly incorporated or formed, and its activities 
must be confined to acting exclusively as a Closets By Design franchisee. 

2. You must be the sole owner of all the ownership interests of the Business Entity and its principal 
officer (or the sole owner of 75% or more of all ownership interests of the Business Entity, with 
the remaining stockholders being your spouse and/or adult children). 

3. If the franchisee consists of more than one individual, each individual must have the right to the 
same proportionate ownership interest in the Business Entity as he or she had in the franchised 
Business before the transfer. 

4. You and the Business Entity must execute an agreement with us pursuant to which you and the 
Business Entity agree to be parties to this Agreement, and expressly agree to be bound by all the 
terms, conditions and covenants of this Agreement. Each present and future Principal of the 
Business Entity must agree in writing to be a party to this Agreement, and to be individually bound 
by all the terms and conditions of this Franchise Agreement and any other agreements between 
you and us. 

5. Each present and future Principal of the Business Entity must execute our Confidentiality-Non-
Competition Agreement in the form of Exhibit 4 to this Agreement. 

6. The name of the Business Entity formed by you may not include the Proprietary Marks “Closets 
By Design,” “CBD”, or” CBDF” (or any variant of any of them), or any words confusingly similar to 
“Closets By Design”. 

7. If the Business Entity is a corporation, all stock certificates of the corporation must be endorsed 
with the following legend, conspicuously placed:   

“The transfer of this stock is subject to the terms and conditions of a Franchise Agreement 
dated ______________between CBD Franchising, Inc. (the Franchisor) and 
_____________ (collectively the Franchisee). This certificate is not transferable and is 
not subject to sale, assignment, pledge, mortgage, encumbrance, or transfer, by 
operation of law or otherwise, without the prior written consent of CBD Franchising, Inc.” 

8. The Articles of Incorporation, Bylaws and/or other organizational documents of the Business 
Entity must state that the issuance and transfer of any interest in the Business Entity are restricted 
by the terms of the Franchise Agreement. 

Any transfer pursuant to this Section 14.04 will not be subject to our rights of first refusal under Section 
14.07 below, and will not require payment of a transfer fee. 

14.05 Assignment By You – Sale To Third Party.  
A. You may not sell or otherwise assign or transfer the franchise conveyed by this Agreement, the 

franchised Business, the Closets By Design Location, or any interest in any of these, to a third party without our 
prior written consent. If you are operating two or more Territories and wish to sell, transfer or otherwise assign 
your rights in all such Territories, you acknowledge, understand and agree that 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 proposed assignee will be required to build its own showroom(s) for the other Territory(ies). 
If we do not elect to exercise our right of first refusal (as provided in Section 14.07 below), then we will not 
unreasonably withhold or delay our consent to the assignment and sale. We agree to inform you of whether or not 
we consent (or, alternatively, are withholding consent) to the proposed assignment and sale no later than 30 days 
after the preconditions to our consent identified below in subparagraphs “3” – “7”, “9” and “15” have been satisfied 
in full and to our reasonable satisfaction (our consent, in this circumstance, by its nature being conditional and 
subject to revocation should you and/or your proposed transferee fail to satisfy each and every other precondition 
to our consent and to the proposed transfer identified below in this Section 14.05). You agree that it will not be 
unreasonable for us to impose, among other requirements, the following conditions to consenting to the 
assignment and sale:  
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1. That you notify us of your desire to sell or otherwise assign or transfer your franchised Business 
prior to engaging a third-party broker or a proposed assignee. If you fail to provide us with the 
requisite notice, then we may charge you a fee equal to 1% of the sales price.  

2. That you comply with the right of first refusal provisions of Section 14.07 of this Agreement. 

3. That the proposed assignee not be an existing Closets By Design franchisee; we can withhold 
consent to such an assignment for any reason or no reason. 

4. That the proposed assignee applies to us for acceptance as a franchisee, and furnishes to us the 
information and references that we request to determine the proposed assignee’s skills, 
qualifications, financial condition, background and history, reputation, economic resources and 
ability to assume your duties and obligations under this Agreement and any related agreement. 
You must pay the costs of any such investigations conducted by us (including, without limitation, 
our travel, lodging, meal and personnel expenses related to our investigatory trips to the Territory, 
including trips engaged in under subsection “4” below).  

5. That the proposed assignee (or, if an entity, the principals of the proposed assignee) presents 
himself or herself for a personal interview at our corporate office, or any other location we 
designate, at the date and time we reasonably request, without expense to us. 

6. That the assignee (or the principal officers, shareholders or directors of a corporate assignee, or 
if any other entity, the principals of the assignee entity) demonstrates that he, she or it has the 
skills, qualifications, ethics, moral values and economic resources necessary, in our reasonable 
judgment, to conduct the Business contemplated by this Agreement, and to fulfill his, her or its 
obligations to the assignor.  

7. That the proposed assignee agrees that his, her or its proposed General Manager and any other 
personnel we designate will attend and successfully complete our Initial Franchise Training and 
any other training or orientation programs we then require within 30 days after the execution of 
the execution of the Franchise Agreement described in subsection 8, all at the assignee’s 
expense (which will include a training fee of $1,000 per day per attendee and the cost of each 
attendee’s transportation to any training, lodging, food and other living expenses).  

8. That either the lessor or sublessor of the Closets By Design Location consents in writing to the 
assignment of the lease to the proposed assignee; if this is not practicable, the assignee must 
have secured a substitute Closets By Design Location acceptable to us pursuant to the 
procedures of Section 6.01, executes a lease for the Location that complies with the provisions 
of Section 6.02, and completely readies the Location for operation by the date of the assignment. 

9. If the lease for the Closets By Design Location is being assigned, that the assignee, at his, her or 
its expense, upgrade the Closets By Design Location to conform to the then-current standards 
and specifications of the Closets By Design System, and completes this upgrading within the time 
reasonably specified by us. This precondition “8” shall not apply if, within 2 years prior to the 
effective date of the proposed transfer and assignment, you either built out or upgraded the 
Closets By Design Location to conform to the then-current standards and specifications of the 
Closets By Design System in effect at the time of such build out or upgrade. 

10. That as of the date of the assignment, the assignor has cured any existing defaults under any 
provisions of this Agreement and any other agreement or arrangement with us or our Affiliates, 
and has fully satisfied all of your accrued monetary and other obligations to us and our Affiliates 
under this Agreement and any other agreement or arrangement with us or our Affiliates.  

11. That if the Franchise Agreement is being assigned, or the franchised Business is being sold, the 
assignee executes a separate Franchise Agreement in the form and on the terms and conditions 
we then offer to prospective franchisees who are similarly situated (except that the Territory will 
remain the same, the assignee will not be obligated to pay another Initial Franchise Fee, Renewal 
Fee or Territory Fee and the Continuing Royalty will be that specified in this Agreement through 
the scheduled date of expiration of the Term of this Agreement). The term of this new Franchise 
Agreement will expire on the date of expiration of this Agreement unless we and the assignee 
otherwise agree. The execution of the new Franchise Agreement will terminate this Agreement, 
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except for your guarantees and the post-termination and post-expiration provisions under this 
Agreement.  

12. If the proposed assignee is purchasing part or all of an interest in a corporate or partnership 
franchisee to this Agreement, then the proposed assignee must execute a Confidentiality/Non-
Competition Agreement in the form of Exhibit 4 to this Agreement.  

13. That the proposed assignee (or, if an entity, its majority owner) agrees, in form and manner 
reasonably acceptable to us, and as well in any proposed contract of assignment furnished to us 
under “17” below, to serve as General Manager of the Business following the effective date of 
such transfer or assignment, in accordance with our policy, unless otherwise consented to in 
writing by us. 

14. That any contract of assignment conform to our policy by containing a provision binding you and 
the proposed assignee to ensure that, immediately following the closing of the proposed transfer 
or assignment transaction, the Business will possess working capital of the greater of (i) $100,000 
or (ii) 2% of the Gross Revenues of your Business in the 12 months immediately preceding the 
date of transfer or assignment.  You and your proposed assignee must verify the availability of 
such Working Capital as we may reasonably request immediately prior to the closing of any 
transfer or assignment transaction.  The term Working Capital, as used herein, is defined in 
Section 3.06 of this Agreement. 

15. That the assignor (and all shareholders of a corporate assignor, and all partners of a partnership 
assignor, all proprietors of a proprietorship assignor and all shareholders of the general partner 
of a limited partnership assignor) executes a general release in the form of Exhibit 7, of any and 
all claims, demands and causes of action which you and your partners, proprietors, members, 
directors, officers, shareholders, all other persons in the chain of ownership, executors, 
administrators and assigns (as the case may be) may or might have against us and our Affiliates, 
and their respective officers, directors, shareholders, agents, attorneys, contractors and 
employees in their corporate and individual capacities including, without limitation, claims arising 
under federal, state and local laws, rules and ordinances.  

16. That the assignor pays us a transfer fee: (i) equal to the greater of 2% of the sales price or $8,500, 
if the assignee is identified by a third-party broker; or (ii) $8,500, plus the greater of: 10% of the 
sales price or $40,000, if we identify the assignee. In addition to paying us the foregoing transfer 
fee, assignor must reimburse us for any reasonable costs we incur in connection with the requested 
transfer (including the review, approval and memorialization of same). Additionally, assignor must 
pay to its third-party broker, all fees due in connection with the transfer. 

17. That if the assignee is a corporation, limited liability company, partnership, limited partnership or 
proprietorship, all of the applicable requirements set forth under Sections 8.14, 13.05, 13.06, 
14.03, 14.05, 14.06 and 22.09 are complied with, including the execution of Confidentiality/Non-
Competition Agreements in the form of Exhibit 4 to this Agreement by those persons required to 
sign by Section 13.05. 

18. That the assignor furnishes us with a copy of the proposed contract of assignment (and any 
related agreements) pursuant to which the proposed assignee agrees to be liable for all the 
obligations to us under this Agreement and/or the new Franchise Agreement, and expressly 
agrees to be bound by all the terms, conditions and covenants of this Agreement and/or the new 
Franchise Agreement and we find the proposed contract of assignment acceptable, and promptly 
following execution, receive a copy of the executed contract of assignment (and any related 
agreements). The contract of assignment shall not be modified by the assignor and/or the 
proposed assignee from the final form approved by us. Any modification to the contract of 
assignment without our written approval shall make such contract voidable at our sole discretion. 

19. That you remain liable for all the obligations to us arising out of or related to this Agreement before 
the effective date of the transfer or assignment, and execute all instruments reasonably requested 
by us to evidence this liability. 

20. That the assignor complies with the terms of the post-term covenant not to compete set forth in 
Section 13.02 and Exhibit 4 Confidentiality/Non-Competition Agreement, commencing on the 
effective date of the assignment. 
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B. If we consent to the assignment of this franchise, we will also consent to the assignment of your 
lease agreement with your Closets By Design Location lessor and all other agreements between you and us. If 
the franchise is assigned, you also agree to assign your lease agreement with the Closets By Design Location 
lessor and all other agreements between you and us to the same assignee. After the assignment, you will remain 
liable under all the assigned agreements to the extent they require. 

C. You agree to defend at your own cost and to indemnify and hold harmless us and the other 
Indemnitees (as defined in Section 8.12) from and against any and all losses, costs, expenses (including attorneys’ 
and experts’ fees and disbursements), court costs, travel and lodging costs, personnel costs, claims, demands, 
damages, liabilities, however caused (whether or not the losses, costs, expenses, court costs, travel and lodging 
costs, personnel costs, travel and lodging costs, claims, demands, damages or liabilities are reduced to judgment), 
resulting directly or indirectly from or pertaining to any statements, representations or warranties that may be given 
by you to any proposed assignee of the franchise, or any claim that you or the assignor engaged in fraud, deceit, 
violation of franchise laws, negligence, willful misconduct, your acts, errors or omissions as the assignor or other 
illegality in connection with the negotiation or consummation of the assignment. The indemnification obligations 
set forth in this subsection 14.06 C. will survive the termination or expiration of this Agreement. 

14.06 Assignment By You – Transfer Upon Death or Disability. Upon the death or disability, as defined 
below, of you (if you are an individual) or of your last surviving principal, partner, shareholder or member (if you 
are an entity), that person’s rights will pass to his or her estate, heirs, legatees, guardians or representatives, as 
appropriate (collectively, the “Estate”). The Estate may continue the operation of the franchised Business if: (i) the 
Estate provides a competent and qualified individual acceptable to us to serve as General Manager and operate 
your Closets By Design Business on a full-time basis, and, (ii) this individual assumes full-time operation of the 
franchise as General Manager within 180 days of the date the person dies or becomes disabled. In the alternative, 
the Estate may sell the franchise within one month in accordance with the provisions of Section 14.05. 

If the Estate does not designate a General Manager, the Estate’s designated General Manager does not 
attend and satisfactorily complete our Initial Franchise Training and assume the full-time operation of the 
franchised Business within 180 days, or, in the alternative, if the Estate does not sell your franchise in accordance 
with the provisions of Section 14.05 within 180 days after receiving notice from us that we cannot accept any heir 
or beneficiary as General Manager and that you have failed to appoint a General Manager acceptable to us within 
the time provided above, this will be a material breach of this Agreement which, unless cured by the Estate as 
provided in Section 31, give us the right to terminate this Agreement immediately upon notice to you (if an entity) 
and the Estate. 

“Disability” means any physical, emotional or mental injury, illness or incapacity which prevents or will 
prevent a person from performing the obligations set forth in this Agreement for at least 90 consecutive days. 
Disability will be determined either after this 90 day period or upon examination of the person by a licensed 
practicing physician selected by us before the end of the 90 day period, when we reasonably believe that person 
to be disabled. If the person refuses to submit to an examination, then we will have the right to terminate this 
Agreement upon immediate notice to you (if an entity) and the Estate. We will pay the costs of any examination 
required by this Section. 

14.07 Right of First Refusal. Your rights to assign, transfer, redeem or sell any interest in this Franchise 
Agreement or the franchised Business (collectively, an “assignment”), voluntarily or by operation of law (as 
provided above), will be subject to our right of first refusal. We will exercise our right of first refusal in the following 
manner: 

1. You must deliver to us a true and complete copy of the proposed assignee’s offer (the “notice”) 
including all material terms and furnish to us any additional information concerning the proposed 
transaction and the proposed assignee that we reasonably request.  Additionally, the proposed 
assignee shall satisfactorily complete our then-current franchise qualification process. 

2. Within 30 days after our receipt of the information set forth in “1” above and the proposed 
assignee’s satisfactory completion of our then-current franchisee qualification process (or, if we 
request additional information, within 30 days after receipt of the additional information), we may 
either consent or withhold its consent to the assignment, in accordance with this Article, or at our 
option, accept the assignment to ourselves or to our nominee, on the terms and conditions 
specified in the notice. However, we will be entitled to all of the customary representations and 
warranties given by the seller of assets of a business, including (without limitation) 
representations and warranties as to ownership, condition of and title to assets, liens and 
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encumbrances on the assets, validity of contracts and agreements, and your contingent and other 
liabilities affecting the assets. 

3. If a partial transfer is proposed through the assignment of more than 50% (or a controlling interest) 
of the capital stock of a corporate franchisee to other than the shareholders of the franchisee; of 
more than 50% (or a controlling interest) of the membership interests in a limited liability company 
franchisee to other than the owners of the franchisee; of more than 50% (or a controlling interest) 
of partnership or proprietorship interests to other than the partners or proprietors of the franchisee; 
or, of more than 50% (or a controlling interest) of an equity interest in the general partner of a 
limited partnership franchisee to other than the equity owners of the general partner of the 
franchisee (in each case measured against the ownership of the franchisee entity as originally 
constituted on the Effective Date), then we will have the option to purchase not only the interests 
being transferred but also the remaining interests, so that our resulting ownership will be 100% 
of the franchisee entity (“controlling interest” bearing the broadest definition of such term then 
afforded by any federal or state corporate, securities or partnership law). The price of these 
remaining interests will be proportionate to the price of the interests initially being offered. 

4. Our credit will be considered at least equal to the credit of any proposed purchaser. We may 
substitute cash for the fair market value of any other form of payment proposed in the offer. 

5. If we give notice of exercise of our right of first refusal, we will be given at least sixty days after 
our notice to prepare for closing. You agree to take all action necessary to assign your lease 
agreement with the lessor of the Closets By Design Location to us. 

6. If we elect not to exercise our right of first refusal and we consent to the proposed assignment or 
redemption, then you will, subject to the provisions of this Article, be free to assign this Agreement 
or the franchised Business to your proposed assignee on the terms and conditions specified in 
the notice if you satisfy the conditions of Section 14.05 for our approval of an assignment. If, 
however, the terms are changed, the changed terms will be considered a new offer, and we will 
have a right of first refusal with respect to this new offer. 

7. Our election not to exercise our right of first refusal with regard to any offer will not affect our right 
of first refusal with regard to any later or modified offer. If we do not exercise our right of first 
refusal, this will not constitute approval of the proposed transferee, assignee, redemption or the 
transaction itself. You and any proposed assignee must comply with all the criteria and 
procedures for assignment of the franchise, the Franchise Agreement and/or the franchised 
Business specified in this Article 14. 

14.08 No Encumbrance. Without our prior written consent (which will not be unreasonably withheld, delayed 
or denied), you may not pledge, encumber, mortgage, hypothecate or otherwise grant any third party a security 
interest in this Agreement, the franchised Business, your Closets By Design Location, any ownership interests in 
you (if you are a business entity), any ownership interests in any business entity which directly or indirectly controls 
you, your lease or sublease (as applicable) or any of the tangible assets material to the operation of the operation 
of your franchised Business (including, without limitation, the premises of your franchised Business and your 
Closets By Design Location or the Franchised Business’ accounts receivables).  We may require your compliance 
with any policy statement which we adopt and announce regarding such security interests.  We reserve the right 
to review and approve the terms of any security agreement or other document granting a security interest in any 
of the assets or interests described in this Section, which approval shall be in writing.  

14.09 No Assignment By Principals. During the Term of this Agreement or any subsequent Renewal Term of 
this Agreement, and for two years after the termination or expiration of this Agreement for any reason, neither you 
nor any Principal of yours may sell, assign, transfer, share, reconsider, sublicense or divide, voluntarily or 
involuntarily, directly or indirectly, by operation of law or otherwise, any of the assets of, related to, used by or 
owned by your franchised Business to any current or past employee, officer, director or contractor of your 
Business; to any individual or entity who previously (but no longer at the time of transfer as such attempted 
assignment) owned a franchised Business; and/or, to any friend or family member of you and/or any of your 
current or past Principals (“family member” including, without limitation, your or any such Principal’s spouse; 
brother; brother-in-law; sister; sister-in-law; parent; parent-in-law; child; child-in-law; or, cousin in any degree) 
without first obtaining our prior written consent (which we may withhold for any reason or no reason). 
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14.10 No Offer or Sale of Securities 

You hereby understand, acknowledge and agree that under no circumstance may you engage or 
participate in the offer or sale of securities, of any type or nature or other ownership interests in you, the franchised 
Business, any owner and/or any guarantor unless you obtain our prior written consent (which we may withhold for 
any or no reason).  If we determine to grant you our consent, we may impose any pre-conditions that we determine 
(in our sole judgment) necessary, including without limitation requiring you to submit to us for review and prior 
consent a copy of the proposed offering documents and materials) and to reimburse us for our costs and expenses 
incurred in connection with reviewing such documents and materials. 

14.11 Bankruptcy 

If you, your franchised Business or any owner of you and/or your franchised Business is the subject of 
any voluntary or involuntary proceeding under the U.S. Bankruptcy Code, as amended, and if this Agreement 
does not terminate as provided in Section 17.01, but, instead, is to be assumed by, or assigned to, a third party 
individual or entity which has made a bona fide offer to accept an assignment of this Agreement as contemplated 
by the U.S. Bankruptcy Code, then you must notify us of any such proposed assignment or assumption within five 
days after your receipt of such proposed assignee’s offer to accept assignment or to assume your rights and 
obligations under this Agreement.  Such notice must be given to us, in any event, no later than ten days prior to 
the date application is made to a court of competent jurisdiction for authority and approval to enter into such 
assignment and assumption. 

The notice required above must contain the following: (i) the name and address of the proposed assignee; 
(ii) all of the terms and conditions of the proposed assignment and assumption; and, (iii) adequate assurance to 
be provided to us to assure the proposed assignee’s future performance (as defined below) under this Agreement, 
including (without limitation) the assurance referred to in Section 365 of the U.S. Bankruptcy Code and the 
satisfaction of the preconditions to assignment set forth in Section 14.05 of this Agreement. 

We will then have the prior right and option, to be exercised by notice given at any time prior to the 
effective date of the proposed assignment and assumption, to accept an assignment of this Agreement to 
ourselves, our affiliate or another franchisee, upon the same terms and conditions, and for the same consideration 
(if any), as in the bona fide offer made by the proposed assignee, less any brokerage commissions or other 
expenses which may be saved by you as a result of our exercise of the rights and options granted to us herein.  
Under no circumstance shall we be liable for the payment of any brokerage commissions or other expenses as a 
result of our exercise of our rights and options hereunder unless we otherwise agree in writing. 

“Adequate assurance of future performance”, as used above, shall mean that we shall have been 
furnished with specific evidence that any proposed assignee of this Agreement can and will comply with all 
operational and other performance requirements, and with all conditions, obligations, duties, covenants and 
requirements of a franchisee under: (i) this Agreement; (ii) the standard form Franchise Agreement then being 
offered to our franchisees; (iii) such other ancillary agreements as we may require; and (iv) any of our policies 
describing our franchisees’ duties, obligations, conditions, covenants or performance requirements. You 
understand and agree that adequate assurance of future performance shall mean that any proposed assignee 
must satisfy the conditions set forth in Section 14.05 above. 

14.12 No Waiver of our Rights 

Our consent to any sale, transfer or assignment under this Article 14 shall not constitute a waiver of any 
claims we may have against you, your franchised Business, any of your owners and/or any guarantor, nor shall 
our consent be deemed a waiver of our right to require exact compliance with any of the terms of this Agreement 
by any assignee.   

15. PROPRIETARY MARKS 

15.01 Your Non-Ownership of Proprietary Marks. Nothing in this Agreement will give you any right, title or 
interest in or to any of our (or our Affiliates’) Proprietary Marks except as a mere privilege and license, during the 
term of this Agreement, to display and use the Proprietary Marks according to the limitations set forth in this 
Agreement. You understand and agree that your limited license to use the Proprietary Marks granted by this 
Agreement applies only to the Proprietary Marks shown on Exhibit 2 (if we do not subsequently designate them 
as being withdrawn from use), together with those that we may later designate in writing. You expressly 
understand and agree that you are bound not to represent in any manner that you have acquired, and you will not 
assert any claim to, any ownership, goodwill, reputation or equitable rights in any of our Proprietary Marks by 
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virtue of the limited license granted under this Agreement, by virtue of your use of any of the Proprietary Marks or 
otherwise. All of your uses of the Proprietary Marks, whether as a trademark, service mark, trade name or trade 
style, will inure to our benefit. Following the termination or expiration of this Agreement, no monetary amount will 
be attributable to any goodwill associated with your use of the Proprietary Marks or operation of the franchised 
Business or Closets By Design Location, including any “local goodwill”. 

You acknowledge that our rights in the Proprietary Marks are not limited to the specific presentation or 
configuration of any of them, but rather extend to all combinations and displays of the words and/or designs 
elements thereof and extend to all translations of them in any language. Further, you acknowledge and agree that 
our rights in and to the Proprietary Marks are not limited to such rights as may be conferred by registrations thereof 
or by applications for registrations but, instead, include extensive common law and other rights in the Proprietary 
Marks vested in us as a result of their use by us and other authorized parties. 

15.02 Acts in Derogation of the Proprietary Marks. You agree that the Proprietary Marks are our (or our 
Affiliates’) exclusive property. You assert and will in the future assert no claim to any goodwill, reputation or 
ownership of the Proprietary Marks by virtue of your licensed use of the Proprietary Marks, or for any other reason. 
You agree that you will not do or permit any act or thing to be done in derogation of any of our rights or the rights 
of our Affiliates in connection with the Proprietary Marks, either during or after the term of this Agreement. You 
agree not to apply for or obtain any trademark or service mark registration of any of the licensed Proprietary Marks 
or any confusingly similar marks in your own name. You agree to use the Proprietary Marks only for the uses and 
in the manner licensed under this Agreement and as provided in this Agreement. You agree that you will not, 
during or after the term of this Agreement, impair the goodwill associated with the Proprietary Marks or in any way 
dispute or impugn the validity of the Proprietary Marks, our rights (or those of our Affiliates) to the Proprietary 
Marks, or the rights to use the Proprietary Marks of us, our Affiliates, other franchisees of ours or other third parties 
to whom we may have licensed the Proprietary Marks. 

15.03 Use and Display of Proprietary Marks.  
A. You must not use, and must not permit or cause another to use, the Proprietary Marks except in 

the manner and to the extent specifically licensed to you under this Agreement. You agree that each use you 
make of any Proprietary Mark will accurately portray the Proprietary Mark and that the Proprietary Mark will not 
be used or portrayed in a manner which jeopardizes the goodwill associated with the Proprietary Mark or the 
Closets By Design System. You agree to use the Proprietary Marks in full compliance with rules we prescribe from 
time to time in our Manual or otherwise. You are prohibited (except as expressly provided in this Agreement) from 
using any Proprietary Mark with any prefix, suffix, or other modifying words, terms, designs or symbols (other than 
logos licensed by us to you). You may not use any Proprietary Mark in connection with the sale of any unauthorized 
service, product or program or in any other manner not explicitly authorized in writing by us. You may use the 
Proprietary Marks only for the operation of the franchised Business or in advertising for the franchised Business. 
Your right to use the Proprietary Marks is limited to the uses authorized under this Agreement. Any unauthorized 
use of the Proprietary Marks by you will constitute an infringement of our rights and a material and incurable 
breach of this Agreement that will give us the right to terminate this Agreement immediately upon notice to you, 
with no opportunity to cure. 

B. You may not use the Proprietary Marks in any way that will incur any obligation or indebtedness 
on our behalf. You agree to comply with our instructions in filing and maintaining all requisite trade name or 
fictitious name registrations, and in executing any documents considered necessary by us or our counsel to obtain 
protection for the Proprietary Marks or to maintain their continued validity and enforceability. 

C. You agree to affix our Proprietary Marks on the Closets By Design Location and the uniforms, 
equipment, containers, fixtures, signs, stationery, advertising, sales/promotional materials and other objects, in 
the size, color, lettering style and fashion and at the places which we designate in our Manual or otherwise. You 
also agree to display the Proprietary Marks and relevant trademark and copyright notices pursuant to the 
requirements set forth in the Manual. Except as expressly provided in the Manual or otherwise, you may not erect 
or display in or on your Closets By Design facility, stationery, advertising, sales or promotional materials or any 
other objects bearing any other trademarks, logotypes, symbols or service marks. You may not use any names, 
marks or logotypes other than the Proprietary Marks in connection with the franchised Business without our prior 
written approval. 

15.04 Non-Use of Trade Name. If you are an entity, you may not use our Proprietary Marks or any confusingly 
similar words or symbols, in your entity name. In particular, you may not use the words “Closets By Design”, 
“CBD”, “CBDF”, “CBD Franchising, Inc.”, or any variant as part of your entity name. 
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15.05 Required Means of Identification. You must conduct your Closets By Design Business under the 
assumed business name “Closets By Design”. You agree, at your expense, to perform all filings and procure all 
required or necessary governmental approvals or registrations required to do business under that assumed 
business name. You agree to identify yourself as a franchisee, but not an agent, of ours. 

15.06 Our Defense of Proprietary Marks. If you receive notice, are informed or learn of any claim, suit or 
demand against you on account of any alleged infringement, unfair competition, or similar matter relating to the 
use of the Proprietary Marks, including, without limitation, our trademarks, service marks, copyrights, Templates 
and other intellectual property (each, a “claim”), you agree to promptly notify us. We will then promptly take any 
action we may consider necessary to protect and defend you against the claim and indemnify you against any 
loss, cost or expense incurred in connection with the claim, so long as the claim is based solely on any alleged 
infringement, unfair competition, or similar matter relating to the use of the Proprietary Marks. You may not settle 
or compromise the claim by a third party without our prior written consent. We will have the right to defend, 
compromise and settle the claim at our sole cost and expense (which will be paid using the funds from the National 
Promotion and Protection Fund), using our own counsel. You agree to cooperate fully with us in connection with 
the defense of the claim. You grant irrevocable authority to us, and appoint us as your attorney in fact, to defend 
and/or settle all claims of this type. You may participate at your own expense in the defense or settlement, but our 
decisions with regard to the settlement will be final. We will have no obligation to defend or indemnify you pursuant 
to this Section 15.06 if the claim arises out of or relates to your use of any of the Proprietary Marks in violation of 
the terms of this Agreement. 

15.07 Prosecution of Infringers. If you receive notice, are informed or learn that any third party that you believe 
is not authorized to use the Proprietary Marks is using the Proprietary Marks or any variant of the Proprietary 
Marks, you agree to promptly notify us. We will then prosecute any such unauthorized use of the Proprietary 
Marks if same is transpiring in your Territory or would otherwise materially impact your franchised Business unless, 
in our reasonable determination, the purported unauthorized use of the Proprietary Marks is being engaged in by 
an individual or entity holding superior intellectual property rights to such Proprietary Marks.  Under no 
circumstance will you have any right to prosecute any such infringement claim. 

15.08 Discontinuance or Substitution of Proprietary Marks. If it becomes advisable at any time, in our sole 
judgment, to modify or discontinue use of any Proprietary Mark and/or to adopt or use one or more additional or 
substitute Proprietary Marks, then you agree to comply with our instructions. If this occurs, and there is a change 
in the name or wording of the Proprietary Mark (as opposed to a change that is merely stylistic in nature, including, 
by way of example only, changes in logos, designs, templates, or style of presentation) then our only obligation 
will be to: (i) reimburse you for your documented expenses of reidentifying any tangible item bearing the now 
modified or discontinued Proprietary Mark (such as stationery, signs, advertising slicks, business cards, vehicle 
identification decals or painting, form contracts, brochures, marketing and promotional materials and other such 
tangible items, in each instance upon your documenting to our reasonable satisfaction the items in question, the 
quantity thereof and the replacement therefore which we are reimbursing you for), and (ii) spend in your market 
on local advertising and promotion that we alone determine, select, place and pay for (beyond the local advertising 
expenditures you will continue to be obligated to make pursuant to Section 10.06 above) a sum equal to 30% of 
the amount you expended on local advertising and promotion in the three month period immediately preceding 
our notice to you of the modification or discontinued use of any Proprietary Mark and/or our adoption or use of 
one or more additional or substitute Proprietary Marks, such advertising to run - - if reasonably possible - - during 
the three month period following the effective date of the Proprietary Mark modification, discontinued use and/or 
substitution; (provided, however, that if two-thirds or more of the then existing Closets By Design franchised 
Businesses register support for such Proprietary Mark modification, discontinuation, addition or substitution, then 
the provisions of this subparagraph (ii) will not apply). If the Proprietary Mark change is merely stylistic in nature 
(including, by way of example only, changes in logos, designs, templates, or style of presentation) and there is no 
change in the name or wording of the Proprietary Mark, we will have no obligation to reimburse you under 
subparagraph (i) or to make the expenditures under subparagraph (ii), and all expenses of making the change will 
be at your sole expense. We will not be liable to you for any expenses, losses or damages sustained by you as a 
result of any Proprietary Mark addition, modification, substitution or discontinuation except as provided above in 
this Section.  

16. RELATIONSHIP OF THE PARTIES 

16.01 Independent Contractor. You understand and agree that you are and will be our independent contractor 
under this Agreement. Nothing in this Franchise Agreement may be construed to create a partnership, joint 
venture, agency, employment or fiduciary relationship of any kind. None of your employees will be considered to 



 

CBDF- 2026 FA                    - 53 - 

be our employees. Neither you nor any of your employees whose compensation you pay may in any way, directly 
or indirectly, expressly or by implication, be construed to be our employee for any purpose, most particularly with 
respect to any mandated or other insurance coverage, tax or contributions, or requirements pertaining to 
withholdings, levied or fixed by any city, state or federal governmental agency. We will not have the power to hire 
or fire your employees. You must communicate to all employees that you, not us, are their employer; and you 
must ensure that no payroll checks or other employment-related documents (such as job applications and W-2s) 
contain or reference the Proprietary Marks or our name. Each of the parties will file its own tax, regulatory, and 
payroll reports with respect to its respective employees and operations, saving and indemnifying the other party 
hereto of and from any liability of any nature whatsoever by virtue thereof. You expressly agree, and will never 
contend otherwise, that our authority under this Agreement to certify certain of your employees for qualification to 
perform certain functions for your franchised Business does not directly or indirectly vest in us the power to hire, 
fire or control any such employee. 

You acknowledge and agree, and will never contend otherwise, that you alone will exercise day-to-day 
control over all operations, activities and elements of your franchised Business and that under no circumstance 
shall we do so or be deemed to do so. You further acknowledge and agree, and will never contend otherwise, that 
the various requirements, restrictions, prohibitions, specifications and procedures of the System which you are 
required to comply with under this Agreement, whether set forth in our Manual or otherwise, do not directly or 
indirectly constitute, suggest, infer or imply that we control any aspect or element of the day-to-day operations of 
your franchised Business, which you alone control, but only constitute standards you must adhere to when 
exercising your control of the day-to-day operations of your franchised Business. 

You may not, without our prior written approval, have any power to obligate us for any expenses, liabilities 
or other obligations, other than as specifically provided for in this Agreement. Except as expressly provided in this 
Agreement, we may not control or have access to your funds or the expenditure of your funds or in any other way 
exercise dominion or control over your Business. Except as otherwise expressly authorized by this agreement, 
neither party will make any express or implied agreements, warranties, guarantees or representations or incur 
any debt in the name of or on behalf of the other party, or represent that the relationship between us and you is 
other than that of franchisor and franchisee. We do not assume any liability, and will not be considered liable, for 
any agreements, representations, or warranties made by you that are not expressly authorized under this 
Agreement.  

You agree to conspicuously identify yourself, your franchised Business and your Closets By Design 
Location – in all dealings with your customers, contractors, suppliers, public officials and others – as our 
independent franchisee, using the words “INDEPENDENTLY OWNED AND OPERATED” or other language as 
we may direct in our Manual or otherwise. You agree to place this notice of independent ownership on all forms, 
business cards, stationery, advertising, signs and other materials in the fashion that we may specify and require 
from time to time, in our Manual or otherwise. 

You promise that you will not avail yourself of any rights or remedies at law or in equity that may arise 
from an assertion that: (i) you are our agent, legal representative, subsidiary, joint venturer, partner, employee, or 
servant; or (ii) we are a joint employer for your employees.  If such a claim is brought against us, we may use your 
covenant in this Section 16.01 as an absolute defense against such claim. Further, if any such claim is brought 
against us or our affiliates and subsidiaries, and their respective current and former officers, directors, 
shareholders, partners, employees, predecessors, successors, attorneys, agents, representatives, and assigns, 
you will indemnify, defend, and hold harmless any such party from and against any such claim. 

16.02 You are the Sole and Exclusive Employer of Your Employees.  You hereby irrevocably affirm, attest 
and covenant your understanding that in no fashion are you, or may you be deemed to be, our employee (under 
any theory or definition of “employee” or “employment”) and that your employees are employed exclusively by you 
and in no fashion are you or any such employee either employed, jointly employed or co-employed by us.  You 
further affirm and attest that each of your employees is under the exclusive dominion and control of you and never 
under the direct or indirect control of us in any fashion whatsoever. You alone hire each of your employees; set 
their schedules; establish their compensation rates; and, pay all salaries, benefits and employment-related 
liabilities (workers’ compensation insurance premiums/payroll taxes/Social Security contributions/Affordable Care 
Act contributions/unemployment insurance premiums).  You alone have the ability to discipline or terminate your 
employees to the exclusion of us, who has no such authority or ability. You further attest and affirm that any 
minimum staffing requirements established by us is solely for the purpose of ensuring that your franchised 
Business is at all times staffed at those levels necessary to operate your franchised Business in conformity with 
the System and the products, services, standards of quality and efficiency, and other Closets By Design brand 
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attributes known to and desired by the consuming public and associated with the Proprietary Marks. You affirm, 
warrant and understand that you may staff your franchised Business with as many employees as you desire at 
any time so long as our minimal staffing levels are achieved. You also affirm and attest that any recommendations 
you may receive from us regarding salaries, hourly wages or other compensation for employees are 
recommendations only, designed to assist you to efficiently operate your franchised Business, and that you are 
entirely free to disregard our recommendations regarding such employee compensation. Moreover, you affirm 
and attest that any training provided by us for your employees is geared to impart to those employees, with ultimate 
authority, the various procedures, protocols, systems and operations of a franchised Business and in no fashion 
reflects any employment relationship between us and such employees.  Finally, should it ever be asserted that 
we are the employer, joint employer or co-employer of you or any of your employees in any private or government 
investigation, action, proceeding, arbitration or other setting, you irrevocably agree to assist us in defending said 
allegation, including (if necessary) appearing at any venue requested by us to testify on our behalf (and, as may 
be necessary, submitting itself to depositions, other appearances and/or preparing affidavits dismissive of any 
allegation that we are the employer, joint employer or co-employer of you or any of your employees). To the extent 
we are the only named party in any such investigation, action, proceeding, arbitration or other setting to the 
exclusion of you, then should any such appearance by you be required or requested by us, we will recompense 
you the reasonable costs associated with you appearing at any such venue (including travel, lodging, meals and 
per diem salary). Pursuant to Section 8.12 above, Franchisee will indemnify and hold harmless us and the other 
Franchisor Parties to the fullest extent permitted by law against all claims, losses, liabilities and costs (as defined 
in Section 8.12) from any claim, however and wherever asserted, that we or our affiliates are the employer, joint 
employer or co-employer of you and/or your employees (including, without limitation, any claims against us for 
your violation of federal, state or local labor and/or wage and hour laws, rules and regulations). Accordingly, in 
accordance with Section 9.01) Franchisee shall obtain and maintain insurance coverage of such type, nature and 
scope sufficient to satisfy this indemnification obligation.  

17. DEFAULT AND TERMINATION 

17.01 Termination By Us – Automatic Termination Without Notice. You will be in default of this Agreement, 
and all rights granted in this Agreement will immediately and automatically terminate and revert to us without 
notice to you, if: you, the franchised Business or the business to which the franchise relates is adjudicated as 
bankrupt or insolvent; all or a substantial part of the assets thereof are assigned to or for the benefit of any creditor; 
a petition in bankruptcy is filed by or against you or the franchised Business and in the case of an involuntary filing 
is not immediately contested and/or dismissed within sixty days from filing; a bill in equity or other proceeding for 
the appointment of a receiver or other custodian of you, the franchised Business or assets of either is filed and 
consented to by you; a receiver or other custodian (permanent or temporary) of all or part of your assets or property 
is appointed by any court of competent jurisdiction; proceedings for a composition with creditors under any state 
or federal law are instituted by or against you or the franchised Business; you are dissolved; execution is levied 
against you, the franchised Business or your property; or, the real or personal property of the franchised Business 
is sold after levy thereon by any governmental body or agency, sheriff, marshal or constable. 

17.02 Termination By Us Upon Notice – No Opportunity To Cure. You will have materially breached this 
Agreement and we may, at our option, terminate this Agreement and all rights granted under this Agreement, 
without giving you any opportunity to cure the breach, effective immediately upon your receipt of notice (which, 
whether sent by certified mail, registered mail, overnight courier or personal physical delivery, will be deemed to 
have been received by you upon delivery or first attempted delivery of the notice to you) upon the occurrence of 
any of the following events: 

1. You abandon the franchise by failing to operate the Business for a period of seven consecutive 
days without our prior written consent (which will not be unreasonably withheld); unless your 
failure to operate is caused by a vacation of reasonable length, an illness which lasts for less than 
30 days, or an event specified in Section 19.01. 

2. You omitted or misrepresented any material fact in the information that you furnished to us in 
connection with our decision to enter into this Agreement which omission or misrepresentation 
has or had any material effect on us, any of our Affiliates or the franchised Business. 

3. You and we agree in writing to terminate this Agreement.  

4. You lose the right of possession of the Closets By Design Location. 



 

CBDF- 2026 FA                    - 55 - 

5. You, your General Manager and/or, if you are a business entity, any principal, owner, member, 
shareholder, director or manager (as applicable) of such entity are convicted of a felony, fraud, 
crime involving moral turpitude, or any other crime or offense which we reasonably believe is 
related to your operation of the franchised Business, or is likely to have an adverse effect on the 
Closets By Design System, the Proprietary Marks, the goodwill associated with the Proprietary 
Marks or our interest in the System or Proprietary Marks. 

6. You purport, or if you are a business entity, any principal, owner, member, shareholder, director 
or manager (as applicable) of such entity purports, to transfer or assign any rights or obligations 
under this Agreement, any interest in you or any of your upstream owners, the franchised 
Business or the Closets By Design Location to any third party in violation of the terms of this 
Agreement. 

7. You make, or if you are a business entity, any principal, owner, member, shareholder, director or 
manager (as applicable) of such entity makes, any attempt or purport to sell, assign, transfer or 
encumber the Proprietary Marks. 

8. You do not comply with the covenant not to compete set forth in this Agreement during the term 
of this Agreement; violate the restrictions pertaining to the use of Confidential Information 
contained in this Agreement; or, do not obtain the execution of the additional covenants required 
by this Agreement. 

9. You, your General Manager and all others required to do so fail to attend or successfully complete 
our Initial Franchise Training (after being afforded the opportunity to repeat the training pursuant 
to Section 7.02 of this Agreement). 

10. You knowingly conceal revenues; maintain false books or records; falsify information or otherwise 
defraud or make false representations to us; or, submit any false report to us. 

11. You do not maintain the financial records required by Section 11.02 of this Agreement. 

12. We or our designee conducts an audit of your franchised Business which discloses that any 
monthly report or statement which you submitted to us understated your Gross Revenues by 8% 
or more for any month within the period of examination, or for the entire period of examination. 

13. You refuse us permission to inspect, or to conduct an operational and/or financial audit of, your 
franchised Business. 

14. You take, withhold, misdirect or appropriate for your own use any funds withheld from your 
employees’ wages which should have been set aside for the franchised Business’ employee 
taxes, FICA, insurance or benefits; wrongfully take or appropriate for your own use our property 
or funds; systemically fail to deal fairly and honestly with your employees, customers or suppliers; 
or knowingly permit or, having discovered the facts, fail to take any action against, or to discharge, 
any agent, servant or employee who has embezzled our funds or property or that of any 
customers or others. 

15. After curing a default which is subject to cure under Section 31 below, you commit the same act 
of default again within six months. 

16. You make a willful misrepresentation or do not make a material disclosure required by any 
governmental or quasi-governmental authority regarding any matter involving or affecting the 
operations of your franchised Business. 

17. You interfere or attempt to interfere in any manner with our or our affiliates’ contractual relations 
and/or our relationships with other franchisees; any supplier of you, us or other franchisees; any 
governmental or quasi-governmental authority; our employees or advertising agencies; or, any 
third parties. 

18. You commit any act or default which materially impairs the goodwill associated with our 
Proprietary Marks and which, by its nature, is incurable; or, if the default is curable, you fail to 
cure the default following delivery of written notice to cure at least seventy-two hours in advance. 
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19. You do not comply, for a period of fifteen days after notification of non-compliance by us or any 
governmental or quasi-governmental authority, with any federal, state or local law or regulation 
applicable to the operation of the franchised Business. 

20. You repeatedly fail to comply with one or more requirements of this Agreement, whether or not 
corrected after notice. 

21. You do not purchase or maintain any category of insurance required by this Agreement. 

22. You, your franchised Business or your General Manager violate any law, rule or regulation, and/or 
engage in any act or practice, which subjects you and/or us to widespread publicity, ridicule or 
derision. 

23. You breach the provisions of this Agreement relating to advertising standards and do not cure 
this breach within three days following written notice from us. 

24. You purchase any proprietary programs, products or services from us or our affiliates, or purchase 
from us, our affiliates or any third party non-proprietary goods, programs, products or services 
pursuant to a systemwide supply contract we negotiate, and you use, divert, sell or otherwise 
exploit such programs, products or services for the benefit of any other individual, entity or 
business. 

25. You operate your franchised Business in a fashion that, in our business judgment, in any way 
jeopardizes the life, health or safety of the general public, your customers and/or your employees. 
If you do so, then not only may we terminate this Agreement upon notice, but you agree that we 
may either beforehand or concurrently direct you to immediately close your franchised Business; 
you shall immediately comply with such direction (which may be given orally or in writing); and, 
you shall hold us harmless from and against any claims whatsoever relating to our direction to 
close your franchised Business. 

26. You make any use of our Confidential Information and/or Proprietary Marks not specifically 
authorized by this Agreement or our Manual, or you directly or indirectly utilize or devote same 
for the benefit of any individual or entity other than your franchised Business. 

27. You engage in any act or conduct, or fail to engage in any act or conduct, which under this 
Agreement specifically authorizes us to terminate this Agreement immediately upon notice to you. 

28. You default under any agreement between you and any lessor or sublessor of your Closets By 
Design Location and you do not cure the default within the period specified in the Closets By 
Design Location’s lease or sublease (as applicable). 

29. You commit three material defaults hereunder, whether or not cured, within any 12 month period 
during the term of this Agreement. 

30. Any licenses necessary for the continued operation of the franchised Business are suspended or 
revoked, and such licenses have not been reinstated or substitute licenses have not been 
obtained within ten business days after the suspension or revocation. 
 

31. You or any representative of your franchised Business interfere or attempt to interfere in any 
manner with our employees, including, but not limited to, forming or attempting to form a romantic 
or sexual relationship with our employees, or engage in any act or practice with our employees, 
which subject you and/or us to negative widespread publicity, ridicule or derision or is, on our sole 
judgment, likely to have an adverse effect on the Closets By Design System, the Proprietary 
Marks, the goodwill associated with the Proprietary Marks or our interest in the System or 
Proprietary Marks.  

17.03 Termination by Us – 30 Days to Cure; Redefinition of Territory as Alternative to Termination.  
Except as specifically provided elsewhere in this Agreement and/or above in this Article 17, you will have 

30 calendar days after we furnish you with a written Notice of Default in accordance with the terms of Section 
21.01 of this Agreement to remedy any default under this Agreement (or, if the default cannot reasonably be cured 
within this period but is otherwise capable of cure within 60 days, to cure the default within that time), and to 
provide us with evidence that you have done so. If you have not cured any default within that time (or, if 
appropriate, you have not initiated action to cure the default within that time and cured such default within 60 days) 
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or any longer period that applicable law may require, this Agreement will terminate immediately upon expiration 
of the 30 day period, or any longer period required by applicable law. In lieu of terminating this Agreement, we 
have the right, but not under any circumstances the obligation, to redefine and reduce the Territory conferred 
hereunder upon written notice to you. We must exercise this right in good faith, using the same criteria we use for 
other Closets By Design franchisees that are similarly situated. You will be in default of this Agreement for any 
failure to substantially comply with any of the requirements imposed upon you by this Agreement, as it may from 
time to time be supplemented by our Manual and all Supplements to the Manual, or otherwise, to carry out the 
terms of this Agreement in good faith, or your failure to comply with any specification, standard or operating 
procedure prescribed by us in our Manual or otherwise pursuant to this Agreement (with the exception of those 
defaults which are grounds for automatic or immediate termination as set forth elsewhere in this Agreement and/or 
above in this Article 17). 

17.04 Description of Default. The description of any default in any notice that we transmit to you will in no way 
preclude us from specifying additional or supplemental defaults under this Agreement or any related Agreements 
in any action, proceeding, mediation, hearing or lawsuit relating to this Agreement or the termination of this 
Agreement.  

17.05 Extended Cure Period. Notwithstanding anything in this Agreement to the contrary, in those 
circumstances under which we have the right to terminate this Agreement after notice to cure, we will have the 
right, to be exercised in our sole judgment, to grant to you, instead of a shorter cure period or immediate 
termination of this Agreement following your failure to cure, an extended period in which to cure the default. If we 
grant you such an extended cure period, it will not exceed six months from the last day of the cure period otherwise 
applicable to the default in question. You explicitly understand and agree that you have no right to any such 
extended cure period and that we have no obligation whatsoever to grant you any extended cure period, and that 
any election to grant you an extended cure period will not constitute a waiver of any of our rights under this 
Agreement or any related Agreement.  

17.06 Your Failure to Pay Constitutes Your Termination of This Agreement.   Your failure to timely cure 
any breach of your obligation to make payments of any Continuing Royalties, System Advertising Contributions 
or any other money due and owing to us or our Affiliates, or to timely cure any other material breach of this 
Agreement committed by you, in either instance following our notice to you that you have committed a breach of 
this Agreement and granting you an opportunity to cure such breach (if such activities are required of us prior to 
our terminating this Agreement), will be irrevocably deemed to constitute your unilateral rejection and termination 
of this Agreement and all related agreements between you and us or our Affiliates, notwithstanding that a formal 
notice of such termination(s) ultimately issues from us, and you shall never contend or complain otherwise. 

17.07 Cross Default. Any default or breach by you, your affiliates and/or any guarantor of yours of the lease or 
sublease for the Closets by Design Location or of any other agreement between us or our Affiliates and you and/or 
such other parties will be deemed a default under this Agreement, and any default or breach of this Agreement 
by you and/or such other parties will be deemed a default or breach under any and all such other agreements 
between us or our Affiliates and you and/or any guarantor of yours. If the nature of the default under any other 
agreement would have permitted us (or our Affiliate) to terminate this Agreement if the default had occurred under 
this Agreement, then we will have the right to terminate all such other agreements in the same manner provided 
for in this Agreement for termination of this Agreement. Your “affiliates” include any persons or entities controlling, 
controlled by, or under common control with you. 

17.08 Pending Leads and Pending Orders Following Termination  Upon the termination or expiration of this 
Agreement, at our sole option, we may do any, some, and/or all of the following: 1) we may require you to 
immediately turn over to us or our designee all information regarding Leads in existence at the time of termination 
or expiration that have not entered into a contract with you (“Pending Leads”); 2) we may require you to refer all 
Pending Leads to us or our designee through a notice that we will provide to you; 3) we may direct you to have 
no contact with Pending Leads not approved in advance by us; and/or, 4) we may grant to you, and you agree to 
accept and perform consistent with the terms thereof, a limited license consistent with the terms of this Agreement 
to perform Custom Organizer Services for Pending Leads.  Further, upon the termination or expiration of this 
Agreement, at our sole option, we may do any, some, and/or all of the following in relation to any and/or all 
customers who have entered into a contract for Custom Organizer Services, but any product ordered by such 
customer has not been installed at the time of termination (“Pending Order”): 1) we may grant to you, and you 
agree to accept and perform consistent with the terms thereof, a limited license consistent with the terms of this 
Agreement, to complete such contracts for Pending Orders; 2) we may require you to collect no more than 50% 
of the contract price of any such Pending Order contract, construct the product ordered by such customer in 
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installation ready form, and ship such product to us or our Designee in which case we or our Designee will install 
the product as well as collect and retain the remaining 50% of the contract price of the Pending Order contract 
with no obligation to you; 3) we may require you not to enter into any contract that cannot be fully installed, 
serviced, and/or full contract price collected prior to the termination or expiration of this Agreement; and/or, 4) we 
may require you to transfer any, some, and/or all deposits, other sums of money, and/or compensation related to 
any Pending Order contract and assign such Pending Order contract to us or our designee.  You agree that you 
will have no contact with any Pending Order customer not approved in advance by us.  Nothing in this Section 
shall be deemed a waiver of any other section, subsection, and/or term of this Agreement including, but not limited 
to, the obligations set forth in Article 18 of this Agreement. 

17.09 Continuance of Business Relations. Any continuance of business relations between you and us after 
the termination or expiration of this Agreement will not constitute, and may not be construed as, a reinstatement, 
renewal, extension or continuation of this Agreement unless you and an authorized officer of ours agree in writing 
to any such renewal, extension or continuation. 

17.10 Notice Required By Law. If any valid, applicable law or regulation of a competent governmental authority 
with jurisdiction over this Agreement or the parties to this Agreement limits our rights of termination under this 
Agreement or requires longer notice or cure periods than those set forth above, then this Agreement will be 
considered modified to conform to the minimum notice, cure periods or restrictions upon termination required by 
the laws and regulations. We will not, however, be precluded from contesting the validity, enforceability or 
application of the laws or regulations in any action, proceeding, hearing or dispute relating to this Agreement or 
the termination of this Agreement. 

17.11 Our Right to Send Notifications of Termination.  Before or on the expiration or termination of this 
Agreement, we may give notice that the franchised Business is leaving the System and take any other action 
related to customers, suppliers and all other individuals or entities affected by such expiration or termination or 
which require or desire an identification of our System franchised Businesses. 

 
17.12 Alternative Remedies to Termination. In addition to our right to terminate this Agreement, and not in 
lieu of such right or any other rights hereunder, if this Agreement is subject to termination due to you committing 
a default that cannot be cured or failing to cure a default within the applicable cure period, then we may, at our 
sole discretion and upon delivery of written notice to you, exercise any one or more of the following rights: 

 
A. Step-In Rights. We may exercise complete authority with respect to the operation of the 

Franchised Business until such time that we determine, in our reasonable business judgment, 
that the default(s) at issue have been cured and that you are otherwise in compliance with the 
terms of this Agreement and our standards and specifications. In the event we exercise these 
“step-in rights,” you must (a) pay us a management fee amounting to percent (8%) of the Gross 
Revenue of the Franchised Business during the time period that our representatives are operating 
the Franchised Business (the “Management Fee”), and (b) reimburse us for all reasonable costs 
and overhead that we incur in connection with our (or our designee’s) operation of the Franchised 
Business, including without limitation, costs of personnel supervising and staffing the Franchised 
Business and any travel, lodging and meal expenses. If we undertake to operate the Franchised 
Business pursuant to this Section, you must indemnify, defend and hold us (and our 
representatives and employees) harmless from and against any Claims that may arise out of our 
operation of the Franchised Business. 
 

B. Reduction of Territory. We may temporarily or permanently reduce the size of your Territory, in 
which event the restrictions on us and our Affiliates under Section 3.02 will not apply in the 
geographic area that was removed from your Territory.  
 

C. Modify Territorial Protections. We may modify or terminate any rights that you may have with 
respect to protection, exclusivity or quasi-exclusivity in your Territory. 
 

D. Suspension of Services. We may suspend any services that we or our Affiliates provide to you 
under this Agreement or any other agreement.  
 

E. Remove Listing. We may remove the listing of the Franchised Business or any or all references 
to your Franchised Business from our website or from all advertising we may publish or approve, 
until such time that you fully cure your default(s). 
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F. Acceleration of Outstanding Balance. We may accelerate the balance of any outstanding 

installment obligation due hereunder. 
 

G. Suspension of Fee Reductions. We may suspend or terminate any temporary or permanent fee 
reductions to which we might have agreed (whether as a policy, in an amendment to this 
Agreement, or otherwise). 
 

H. Additional Training. We may, at your expense, require you or your Principal(s) to attend and 
successfully complete additional System training at our headquarters or at any other location we 
may designate. 

 
18. FURTHER OBLIGATIONS AND RIGHTS  

OF THE PARTIES FOLLOWING TERMINATION OR EXPIRATION OF THIS AGREEMENT 

18.01 Further Obligations and Rights Following Termination or Expiration of this Agreement. If this 
Agreement expires or terminates for any reason or is assigned by you, you will cease to be an authorized Closets 
By Design franchisee and you will lose all rights to the use of our Proprietary Marks, the Closets By Design 
System, all Confidential Information and know-how owned by us and any goodwill (including “local” goodwill) 
engendered by the use of our Proprietary Marks and/or attributed to your conduct of the franchised Business.  

Upon the expiration or earlier termination of this Agreement for whatever reason, you agree to: 

1. Make your books and records available to us for a termination/expiration audit as and when we 
request. 

2. Within 30 days after termination or expiration, give us a final accounting and pay all Continuing 
Royalties, fees and other sums due and owing to us or our Affiliates, plus interest and any late 
fees. 

3. Immediately pay all sums due and owing to any landlord, employees, taxing authorities, 
advertising agencies and all other third parties. 

4. Immediately discontinue the use of the Proprietary Marks, and not operate or do business under 
any name or in any manner that might tend to give the general public the impression that you are 
operating a Closets By Design Business, or any similar business. You may not use, in any manner 
or for any purpose, directly or indirectly, any of our Confidential Information, trade secrets, 
procedures, forms, techniques, know-how or materials acquired by you by virtue of the 
relationship established by this Agreement, including (without limitation): Closets By Design 
services, products and programs; specifications or descriptions of our services and products; lists 
of customers, employees and independent contractors; product lists, price book information, 
customer records, our Manual and any Supplements to it; forms, advertising matter, marks, 
devices, signs, insignia, slogans and designs used in connection with the franchised Business or 
Location; telephone numbers listed in any telephone directory under any of the Proprietary Marks 
licensed under this Agreement or any similar designation or directory listings relating to the 
franchised Business; and, the systems, procedures, techniques, criteria, concepts, designs, 
advertising and promotion techniques, specifications, and all other components, specifications 
and standards, which comprise (or at the time of termination or expiration may comprise) a part 
of the Closets By Design System.  

5. You may not identify yourself to third parties as a former franchisee of ours. 

6. Take all necessary action to cancel any assumed name or equivalent registration that contains 
the Proprietary Mark “Closets By Design,” or any other Proprietary Mark of ours, or any variant, 
within fifteen days following termination or expiration of this Agreement. If you fail or refuse to do 
so, we may, in your name, on your behalf and at your expense, execute all documents necessary 
to cause discontinuance of your use of the name “Closets By Design,” or any related name used 
under this Agreement. You irrevocably appoint us as your attorney-in-fact to do so. 

7. If we terminate because of your default or you terminate through failure to make payment 
following notice and opportunity to cure (pursuant to Section 17.04), you must pay us all losses 
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and expenses we incur as a result of the default or termination, including all damages, costs and 
expenses, and reasonable attorneys’ and experts’ fees directly or indirectly related thereto, such 
as (without limitation) damage inuring to our Proprietary Marks and reputation, travel and 
personnel costs and the cost of securing a new Business for the Territory. This obligation will give 
rise to and remain, until paid in full, a lien in our favor against any and all of assets, property, 
furnishings, equipment, signs, fixtures and inventory owned by the franchised Business at the 
time of termination and against any of your money which we are holding or which is otherwise in 
our possession. 

8. Immediately deliver to us all training or other manuals furnished to you (including the Manual and 
Supplements to the Manual), computer software and database material, customer lists, product 
lists, price book information, records and files, documents, electronically stored records, 
instructions, display items, advertising and promotional material, any and all materials, signs and 
related items which bear our Proprietary Marks or slogans or insignias or designs, advertising 
contracts, forms and other materials or property of ours, and any copies of them in your 
possession which relate to the operation of the franchised Business. You may retain no copy or 
record of any of these items, except for your copy of this Agreement, any correspondence 
between the parties and any other documents that you reasonably need for compliance with any 
provision of law. You agree that the foregoing items, materials, list, files, software and other similar 
items will be considered to be our property for all purposes. 

9. At our option, assign to us (or another franchisee, licensee, joint venture partner or other designee 
of ours) any interest which you have in any lease, sublease, right or entry or easement for the 
Closets By Design Location, and vacate the Closets By Design Location promptly and completely, 
rendering all necessary assistance to us to enable us to take prompt possession.  If we exercise 
such option, we or such other party, as applicable, will indemnify and hold you harmless as 
provided in Section 6.02(B)(7) above and all pay you any amounts you theretofore paid or 
deposited with the lessor of the Location for security or prepaid rent. 

10. Upon any termination of this Agreement by us for cause, we will have the right immediately to 
enter and take possession of your franchised Business to maintain continuous operation of the 
previously franchised Business, provide for orderly change of management and disposition of 
personal property, and otherwise protect our interests. If you dispute the validity of our termination 
of the franchise, we will nevertheless have the option (which you irrevocably grant) to operate the 
business pending the final, unappealed determination of the dispute by a court of competent 
jurisdiction. If a court of competent jurisdiction makes a final, unappealed determination that the 
termination was not valid, we agree to make a full and complete accounting for the period during 
which we operated the previously franchised Business.   

11. If you own the Closets By Design Location, execute and deliver to us a lease for the Closets By 
Design Location on commercially reasonable terms embracing a lease period of at least 2 years 
following termination or expiration (it being agreed that the lease shall not exceed such two year 
period unless you are willing to provide such an extended team). If the parties cannot agree on 
such terms within a reasonable time, we will designate an independent appraiser. The appraiser’s 
determination will be binding, and you must execute and deliver to us a lease for the Closets By 
Design Location on the terms determined by the appraiser to be commercially reasonable. You 
and we will each pay 50% of the fee charged by the independent appraiser. Upon your execution 
of the lease for the Closets By Design Location, you agree to vacate the Closets By Design 
Location promptly and completely, rendering all necessary assistance to us to enable us to take 
prompt possession. 

12. Immediately execute all agreements necessary to effectuate the termination or expiration in a 
prompt and timely manner. 

13. Cease using the telephone numbers listed in the Yellow Pages and White Pages of any telephone 
directories under the name “Closets By Design” or any other confusingly similar name or any 
other phone number used in connection with the franchised Business (including, without 
limitation, all employee land-line, cell phone and any other telephone numbers used in, via any 
technology, in connection with the operation of the franchised Business); or, upon our written 
demand, direct the telephone company to transfer the telephone numbers listed for the franchised 
Business or Location in the Yellow Pages and White Pages to us or to any other person and 
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location that we direct. You irrevocably appoint us as your attorney-in-fact to direct the telephone 
company to do so if you have not directed the telephone company to do so promptly following 
termination or expiration. If we do not elect to have the above telephone numbers transferred to 
us, you may institute no forwarding message to respond to callers to the above numbers. 

14. Strictly comply with the post-termination/post-expiration covenants not to compete set forth in 
Article 13 of this Agreement (including those restricting your right to sell, assign, lease or 
otherwise grant possessory rights to your franchised Business and/or Closets by Design Location 
to a party intending to conduct a Competitive Business thereat). 

15. Continue to abide by those restrictions pertaining to the use of our Confidential Information, trade 
secrets and know-how set forth in Article 12 of this Agreement. 

16. Immediately surrender to us all computer software, data storage disks or tapes and other 
electronic media used in the operation of the franchised Business, access codes and passwords 
for same, printouts, other information pertaining to computer operations, codes, procedures and 
programming, all electronically-stored records, data and information. You agree not to destroy, 
damage, hide or take any steps to prevent us from obtaining any information that you had stored 
in the computer system of the franchised Business. You agree not to retain any printouts, disks 
or tapes containing any of the programs or data stored in the computer system but may retain 
copies of financial information derived there from necessary for the preparation of you and your 
Principals’ tax returns; the satisfaction of creditors and/or lenders; and/or, for insurance and 
retirement plan (“ERISA”) purposes, provided, however, that under no circumstance may you 
retain copies of, or otherwise preserve for your future use, any content in the CBD Manager 
Software program licensed to you concurrent with your entry into this Agreement. 

17. After the termination or expiration of this Agreement, we, our franchisees or our other designees 
may, at our option, perform warranty work for your former customers. You must promptly 
reimburse us on demand for the cost of all such warranty work performed by us, our franchisees 
or other designees where the applicable warranty was either in your contract with the specific 
customer or was advertised by you at any time during your operation of the formerly-franchised 
business. 

18. If we elect not to assume possession of the Closets By Design Location, promptly upon 
termination or expiration, perform all reasonable redecoration, remodeling, and effecting of 
physical changes to the Closets by Design Location and the franchised Business’ décor, trade 
dress, color combination, signs and other physical characteristics,  as we consider necessary in 
our reasonable business judgment to distinguish the location from a duly authorized Closets By 
Design Location.   

19. Not make any statements, directly or indirectly, to any person or entity which would disparage, 
ridicule, embarrass, challenge, criticize or cast in a negative light us; any of our Affiliates; our or 
our Affiliates’ officers, directors, shareholders, employees or contractors; any franchisee of ours 
or any Affiliate; the Closets By Design System; and/or, the Closets By Design franchise 
opportunity.  This ban on disparaging statements applies to any and all forms of communication 
including, without limitation, print; broadcast; cable; other forms of mass media; private 
communications and correspondence; the Internet/Worldwide Web; at meetings, conferences or 
other gatherings; telephonic communications; and/or, any other means or mode of 
communication whatsoever. 

20. If you have failed or omitted to make or cause to be made any de-identification, removal or change 
required above in this Section 18.01, then we will have the right, within 15 days of written notice 
to you, to enter upon the formerly-franchised Location and any other showrooms you maintained 
under this Agreement without being guilty of trespass, tort or other legal violation, and to make or 
cause to be made such de-identification, removal and changes at your expense, which expense 
you agree to pay to us promptly upon demand. 

Upon the termination or expiration of this Agreement, we and our Affiliates will be free to solicit for 
employment and hire your employees. 



 

CBDF- 2026 FA                    - 62 - 

18.02 Option to Purchase Your Franchised Business’s Assets, Computers and Software.   
 

A. Upon the termination or expiration of this Agreement for any reason, we, any of our Affiliates, 
and/or any nominee or designee we name are hereby granted an option, exercisable within 30 days after the 
termination or expiration becomes effective, to purchase as soon as practicable thereafter (including any period 
necessary for the obtaining of governmental approvals and consents of the concerned lessor) all of your operating 
assets relating to the franchised Business. The date on which such purchase is closed will be referred to as the 
“Closing Date”.  The following terms and conditions will apply to the option granted by this Section 18.02: 

 
1. All leasehold improvements, furniture, fixtures, supplies, equipment, trade dress elements and 

inventory will be purchased at your original cost or for an amount equal to their fair market value, 
whichever is less.  If you and we cannot agree on “fair market value”, then an appraiser shall 
determine same in accordance with the procedures set forth in Section 18.02(B) below. 

2. All transferrable permits, licenses and other governmental authorizations will be transferred or 
assigned to us, our affiliate, nominee or designee (as applicable) at the soonest possible time, 
specifically including any alcoholic beverage licensing, permits or authorizations.   

3. All printed material, forms and other materials purchased from us under this Agreement will be 
purchased for an amount equal to their cost (if any). 

4. All property, real or personal, sold to us or our affiliate, nominee or designee (as applicable) under 
this Section 18.02 must be free and clear of all liens, debts, claims, liabilities, leases, 
encroachments, covenants, conditions, restrictions, rights, rights of way and/or other 
encumbrances (except for tax liens and special and/or other assessments not delinquent) unless 
we, in our reasonable opinion (or that of our affiliate, nominee or designee, as applicable), 
determine that the existence of same either will not interfere with the proposed use of the property 
or that the existence of same are merely due to easements of record, zoning ordinances or 
statutes, use and occupancy restrictions of public record or other limitations which are generally 
applicable to similar properties in the vicinity. 

 You will convey to us (or our Affiliate, nominee or designee, as applicable) good and merchantable, full, 
legal, equitable and beneficial title to all of the foregoing assets by means of appropriate deeds, bills of sale and 
assignments containing warranties of title. You hereby irrevocably designate us as your attorney-in-fact and proxy 
to execute any and all instruments necessary and appropriate to effect such conveyance and will sign any other 
documents or agreements necessary for our appointment as such.  We (or our Affiliate, nominee or designee, as 
applicable) will have the right at our option to assume any liabilities encumbering the assets sold under the 
provisions of this Article or any of the liabilities for which we would otherwise be indemnified by you pursuant to 
Section 8.12 of this Agreement, and reduce the consideration payable to you accordingly. You will pay all transfer 
taxes and recording fees, if any. 

 All rents, interest, assessments, taxes and other charges or royalties related to the assets to be conveyed, 
the payment period of which began before the Closing Date, will be prorated to the Closing Date on the basis of 
the most recent rates available, and the prorated amount will be added to or subtracted from, as the case may be, 
the consideration payable to you. 

 You agree to use your best efforts to assist us (or our affiliate, nominee or designee, as applicable) in 
obtaining any government or other approvals or consents necessary to carry out the terms and intent of this 
Section 18.02.  

B. Appraisals.  If you and we cannot agree within a reasonable time on the fair market value of any 
assets we, our affiliate, nominee or designee acquire from you pursuant to this Section 18.02, or the commercially 
reasonable terms of any lease we require you to enter into for land and facilities owned by you (or any affiliate) 
and utilized by the franchised Business, then such dispute will be resolved by means of an appraisal conducted 
in the following fashion.  If, within 60 days following your receipt of our notice that we intend to exercise one or 
more of the options set forth above, you and we cannot agree on the fair market value of the item in question, 
then you and we within the next seven days shall each select one appraiser and notify the other party of its 
designee.  The two appraisers you and we select will be instructed to meet within thirty days following their 
selection for the purpose of selecting a third appraiser to serve with them.  If the two appraisers you and we select 
cannot agree on the selection on the third appraiser within 15 days after the selection of the last of them, then you 
shall select the third appraiser from a list of three appraisers we propose in writing.  In the event our disagreement 



 

CBDF- 2026 FA                    - 63 - 

pertains to the commercially reasonable terms of any lease you are required to enter into with us for the Closets 
by Design Location (if you own it), then each appraiser selected must have received the MAI designation and 
must be actively engaged in appraisal work in the county in which the Closets by Design Location is located.  The 
appraisers’ determination of the fair market value of any item(s) we intend to purchase from you, or the 
commercially reasonable terms of the lease for your owned Closets By Design Location, will be binding on both 
of us.  If following the appraisal we exercise any of the options set forth above, then you and we will each pay one 
half (1/2) of the cost of any and all such appraisals.  If we do not elect to exercise any option provided herein 
following the appraisal, then we alone shall bear the cost of all of the appraisal.  If we exercise any of the options 
granted to us above, we will have the right to set off from all amounts due to you any and all amounts which are 
due and owing by you to us and our affiliates. 

C. Timing.  If we exercise our option to purchase (or, with respect to your Closets by Design Location, 
lease) any of the assets of your franchised Business as provided in this Section 18.02, then the Closing Date shall 
be no later than sixty days after either you and we agree on the fair market value of the assets in question (or, 
with respect to the Closets by Design Location, the commercially reasonable terms for our lease for such Closets 
by Design Location) or, if you and we cannot agree on same, no later than sixty days after the determination of 
such fair market value/commercially reasonable terms furnished by the appraisers provided for in Section 18.02(B) 
above. 

18.03 No Prejudice. The termination or expiration of this Agreement will be without prejudice to our rights 
against you and will not relieve you of any of your obligations to us at the time of termination or expiration, or 
terminate your obligations that by their nature survive the expiration or termination of this Agreement. 

19. UNAVOIDABLE DELAY OR FAILURE TO PERFORM (FORCE MAJEURE) 

19.01 Unavoidable Delay or Failure to Perform (Force Majeure). Any delay in our or your performance of 
any duties under this Agreement, or any non-performance of such duties caused by fire; floods, earthquakes, 
other natural disasters; war; civil commotion; and terrorist acts will not constitute a breach or cause a default under 
this Agreement, provided, however, that we or you (as applicable) will take all steps reasonably possible to mitigate 
damages caused by such failure or delay. 

Notwithstanding the foregoing, if any such failure or delay continues for more than 180 days, we or you 
(as applicable) will have the right at any time thereafter during the continuance of such failure or delay to terminate 
this Agreement upon 30 days advance written notice to you. 

20. INTEGRATION OF AGREEMENT 

20.01 Integration of Agreement; No Oral Modification. This Agreement, all Exhibits to this Agreement and 
all ancillary agreements executed contemporaneously with this Agreement constitute the entire agreement 
between the parties with reference to the subject matter of this Agreement and supersede any and all prior 
negotiations, understandings, representations and agreements; provided, however, that nothing in this sentence 
is intended to disclaim the representations we made in the Franchise Disclosure Document that we provided to 
you. This Agreement may not be amended orally but may be amended only by a written instrument signed by the 
parties.  

21. NOTICES 

21.01 Notices. Any notice required or permitted to be given under this Agreement must be in writing; must be 
delivered to the other party either personally or by a recognized overnight delivery service capable, through 
“signature capture” or otherwise, of documenting delivery or attempted delivery of the notice, or, as provided 
below, by electronic mail; and, will be effective on the date that delivery either is effected, or is documented to 
have been first attempted. We reserve the right to designate in our Manual a now or hereafter developed mode 
of electronic communication to facilitate our giving notices to each other, but only if the mode of communication 
we specify is capable of affording evidence of delivery or attempted delivery.  

Any notice to us will be addressed both to us and our counsel at: 
 

CBD FRANCHISING, INC. 
ATTN: JERRY EGNER, PRESIDENT 
13272 GARDEN GROVE BLVD. 
GARDEN GROVE, CA 92843-2205 
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with copies to: 
 
DAVID J. KAUFMANN, ESQ. 
KAUFMANN GILDIN & ROBBINS LLP 
675 THIRD AVENUE, SUITE 2200 
NEW YORK, NY 10017 
 
and 
 
CHRISTOPHER S. REEDER, ESQ. 
REEDER, LLP 
11766 WILSHIRE BOULEVARD, SUITE 1470 
LOS ANGELES, CALIFORNIA 90025 
Any notice to you will be addressed to you at: 

       
       
       
       
 
 
A copy of any such notice shall concurrently be sent in the same manner to your counsel (if any) identified 

below: 
 
       
       
       
       
 
Either party to this Agreement may, in writing, on 10 days’ notice, inform the other of a new or changed 

address or addressee(s) to which notices under this Agreement should be sent. 

22. APPROVALS, WAIVER AND DELAY; INJUNCTION; MISCELLANEOUS 

22.01 Approvals, Waiver and Delay. Whenever this Agreement requires you to secure our prior approval or 
consent, such approval or consent must be obtained in writing and must be timely sought.  No waiver or delay in 
either party’s enforcement of any breach of any term, covenant or condition of this Agreement will be construed 
as a waiver by that party of such breach or any preceding or succeeding breach, or any other term, covenant or 
condition of this Agreement. Without limiting any of the foregoing, the acceptance of any payment specified to be 
paid by you under this Agreement will not be, nor constitute, a waiver of any breach of any term, covenant or 
condition of this Agreement. Further, if we afford you a waiver, approval, consent or suggestion in connection with 
this Agreement, we do not thereby make any warranty or guarantee upon which you may rely and by doing so we 
assume no liability or obligation to you. 

22.02 Injunction. You explicitly affirm and recognize the unique value and secondary meaning attached to the 
Closets By Design System and the Proprietary Marks. Accordingly, you agree that any non-compliance by you 
with the terms of this Agreement, or any unauthorized or improper use of the Closets By Design System or the 
Proprietary Marks by you, will cause irreparable damage to us and other Closets By Design franchisees. You 
therefore agree that if you engage in this non-compliance, or unauthorized and/or improper use of the Closets By 
Design System or Proprietary Marks, during or after the period of this Agreement, we will be entitled to both 
temporary and permanent injunctive relief against you from any court of competent jurisdiction, in addition to all 
other remedies which we may have at law.  You consent to the entry of these temporary and permanent injunctions 
without the requirement that we post a bond of any type or nature, or any other form of security, and without the 
requirement to prove the adequacy of money damages as a remedy, and without waiving any other rights or 
remedies at law or in equity. You will be responsible for payment of all costs and expenses, including attorneys’ 
and expert fees, which we and/or our Affiliates may incur in connection with our efforts to secure such injunctive 
relief. 
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22.03 Notice of Our Alleged Breach. You agree to give us immediate written notice of any alleged breach or 
violation of this Agreement after you have constructive or actual knowledge of, believe, determine or are of the 
opinion that there has been an alleged breach of this Agreement by us, including any acts of misfeasance or 
nonfeasance.   
22.04 Our Right To Cure Defaults. In addition to all other remedies granted pursuant to this Agreement, if you 
default in the performance of any of your obligations or breach any term or condition of this Agreement or any 
related agreement, then we may, at our election, immediately or at any time thereafter, without waiving any claim 
for breach under this Agreement and without notice to you, cure the default on your behalf. Our cost of curing the 
default and all related expenses will be due and payable by you on demand. 

22.05 Our Withholding of Consent – Your Exclusive Remedy. In no event may you make any claim for 
money damages based on any claim or assertion that we have unreasonably withheld or delayed any consent or 
approval to a proposed act by you under the terms of this Franchise Agreement. You waive any such claim for 
damages. You may not claim any such damages by way of set-off, counterclaim or defense. Your sole remedy 
for the claim will be an action or proceeding to enforce the Agreement provisions, for specific performance or for 
declaratory judgment. This provision shall not apply to our withholding of consent under Section 14.05 of this 
Agreement if - - but only if - - you promptly (no later than 10 days following our alleged wrongful withholding of 
consent) seek a preliminary injunction requiring us to give consent; fail to obtain such a preliminary injunction; 
and, thereafter, we are nevertheless adjudicated by a final, unappealable judgment to have wrongly withheld our 
consent. 

22.06 Execution, Construction and Interpretation; Further Acts 
A. This Agreement may be executed in multiple counterparts, each of which will be considered an 

original and all of which together will constitute one and the same instrument. Electronic, DocuSign, and facsimile 
execution signatures will be considered as binding and conclusive as if original. 

B.  The titles and subtitles of the various articles and sections of this Agreement are inserted for 
convenience and will not affect the meaning or construction of any of the terms, provisions, covenants and 
conditions of this Agreement. The language of this Agreement will in all cases be construed simply according to 
its fair and plain meaning and not strictly for or against us or you. 

C. It is agreed that if any provision of this Agreement is capable of two constructions, one of which 
would render the provision void and the other of which would render the provision valid, then the provision will 
have the meaning that renders it valid. 

D. The parties agree to execute all other documents and perform all further acts necessary or 
desirable to carry out the purposes of this Agreement. 

E. Each reference in this Agreement to a business entity, corporation or partnership will also refer 
to a limited liability company, general or limited partnership, and any other entity or similar organization. Each 
reference to the organizational documents, shareholders, directors, officers and stock of a corporation in this 
Agreement will also refer to the functional equivalents of the organizational documents, shareholders, directors, 
officers and voting and/or equity rights, as applicable, in the case of a limited liability company, general 
partnership, limited partnership or any other entity or similar organization (this specifically includes members and 
managers, general and limited partners, membership interests and general and limited partnership interests). 

F.  The terms “Franchisee” and “you” as used in this Agreement will refer to each person executing this 
Agreement as Franchisee, whether that person is one of the spouses, partners, proprietors, shareholders, 
trustees, trustors or beneficiaries or persons named as included in you and will apply to each of these persons as 
if he/she were the only named Franchisee in this Agreement. If you are a married couple, both husband and wife 
executing this Agreement will be liable for all your obligations and duties as Franchisee under this Agreement as 
if the spouse were the sole Franchisee under this Agreement. If you are a partnership or proprietorship, or if more 
than one person executes this Agreement as Franchisee, each partner, proprietor or person executing this 
Agreement will be liable for all obligations and duties of Franchisee under this Agreement. If you are a trust, each 
trustee, grantor and beneficiary signing this Agreement will be liable for all the obligations and duties of Franchisee 
under this Agreement. If you are a business entity, all owners of such entity executing this Agreement will be liable 
for all obligations and duties of Franchisee under this Agreement as if each such owner or the sole Franchisee 
under this Agreement. 

22.07 Severability. Nothing contained in this Agreement may be construed as requiring the commission of any 
act contrary to law. Whenever there is any conflict between any provision of this Agreement and any present or 
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future statute, law, ordinance or regulation required to be made applicable to this Agreement, the latter will prevail, 
but the affected provision of this Agreement will be curtailed and limited only to the extent necessary to bring it 
within the requirement of the law. If any article, section, sentence or clause of this Agreement is held to be 
indefinite, invalid or otherwise unenforceable, the entire Agreement will not fail for this reason, and the balance of 
the Agreement will continue in full force and effect, unless said provision pertains to the payment of monies due 
to us or our affiliates under this Agreement of any type or nature whatsoever, in which case we may at our option 
terminate this Agreement. If any court of competent jurisdiction deems any provision of this Agreement (other than 
for the payment of money) so unreasonable as to be unenforceable as a matter of law, the court may declare a 
reasonable modification of this Agreement and this Agreement will be valid and enforceable, and the parties agree 
to be bound by and perform this Agreement as so modified. 

22.08 Survival 
Any provision of this Agreement that imposes an obligation following the termination or expiration of this 

Agreement will survive the termination or expiration and will continue to be binding upon the parties to this 
Agreement. This Agreement will be binding upon and inure to the benefit of the parties, their heirs, successors 
and assigns. 

22.09 Principals 
Your “Principals” consist of every individual and entity owning any equity interest in any franchisee entity. 

Every current Principal and all future Principals when they assume such status must execute this Agreement and 
the Guarantee set forth in Exhibit 5. In the event of the death of any guarantor, we may require replacement 
guarantees sufficient in our sole business judgment to provide us with the same protection as we had originally 
bargained for. 

If you are in breach or default under this Agreement, we may proceed directly against each such individual 
and/or entity guarantor without first proceeding against you and without proceeding against or naming in the action 
or proceeding any other such guarantor. Your obligations and those of each such guarantor will be joint and 
several. Notice to or demand upon one such guarantor will be considered notice to or demand upon you and all 
such guarantors.  No notice or demand need be made to or upon all such guarantors. The cessation of or release 
from liability of you or any such guarantor will not relieve you or any other guarantor, as applicable, from liability 
under this Agreement, except to the extent that the breach or default has been remedied or money owed has 
been paid. 

22.10 Compliance with U.S. Anti-Terrorism and Other U.S. Federal Laws 
A. You and each of the Principals certify that none of you, the Principals, employees, or anyone 

associated with you is listed in the Annex to Executive Order 13224 (available at 
http://treasury.gov/offices/enforcement/ofac/sanctions/terrorism.html). You covenant not to hire or have any 
dealings with a person listed in the Annex. You certify that you have no knowledge or information that, if generally 
known, would result in you, the Principals, employees or anyone associated with you being listed in the Annex to 
Executive Order 13224. You and each of the Principals will comply with and assist us to the fullest extent possible 
in our efforts to comply with the Anti-Terrorism Laws (as defined below). In connection with such compliance, you 
and each of the Principals certify, represent and warrant that none of your respective property or interests is 
subject to being “blocked” under any of the Anti-Terrorism Laws and that you and the Principals are not otherwise 
in violation of any of the Anti-Terrorism Laws. You are solely responsible for ascertaining what actions must be 
taken by you to comply with all such Anti-Terrorism Laws. You specifically acknowledge and agree that your 
indemnification responsibilities as provided in this Agreement pertain to your obligations under this section 22.10. 
Any misrepresentation by you under this section 22.10 or any violation of the Anti-Terrorism Laws by you, any of 
the Principals, or employees will constitute grounds for immediate termination of this Agreement and any other 
agreement you entered into with us or one of our Affiliates. “Anti-Terrorism Laws” means Executive Order 13224 
issued by the President of the United States, the Terrorism Sanctions Regulations (Title 31, Part 595 of the U.S. 
Code of Federal Regulations), the Foreign Terrorist Organizations Sanctions Regulations (Title 31, Part 597 of 
the U.S. Code of Federal Regulations), the Cuban Assets Control Regulations (Title 31, Part 515 of the U.S. Code 
of Federal Regulations), the USA PATRIOT Act, and all other present and future federal, state and local laws, 
ordinances, regulations, policies, lists, and any other requirements of any United States governmental authority 
(including, without limitation, the United States Department of Treasury Office of Foreign Assets Control) 
addressing or in any way relating to terrorist acts and acts of war. 
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B. Neither you nor any Principal conducts any activity, or has failed to conduct any activity, if such 
action or inaction constitutes a money laundering crime, including any money laundering crime prohibited under 
any applicable Anti-Terror Legislation. 

 C.  You and the Principals agree that you will notify us in writing immediately of the occurrence of 
any event that renders the foregoing representations and warranties of this section 22.10 incorrect. You represent 
and warrant that, as of the date of this Agreement and at all times during the Term hereof, and to your actual or 
constructive knowledge, neither you, any Principal of yours, any affiliate of yours, any individual or entity having 
a direct or indirect ownership interest in you or any such affiliate (including any shareholder, general partner, 
limited partner, member or any type of owner), any officer, director, manager, or management employee of any 
of the foregoing, nor any funding source you utilize is or will be identified on the list of the U.S. Treasury’s Office 
of Foreign Assets Control (OFAC); is directly or indirectly owned or controlled by the government of any country 
that is subject to an embargo imposed by the United States government or by any individual that is subject to an 
embargo imposed by the United States government; is acting on behalf of any country or individual that is subject 
to such an embargo; or, is involved in business arrangements or other transactions with any country or individual 
that is subject to an embargo. You agree that you will immediately notify us in writing immediately upon the 
occurrence of any event which would render the foregoing representations and warranties incorrect. 
Notwithstanding anything to the contrary in this Agreement, you may not allow, effect or sustain any transfer, 
assignment or other disposition of this Agreement to a “Specially Designated National or Blocked Person” (as 
defined below) or to an entity in which a “Specially Designated National or Blocked Person has an interest. For 
the purposes of this Agreement, “Specially Designated National or Blocked Person” means: (i) a person or entity 
designated by OFAC (or any successor officer agency of the U.S. government) from time to time as a “specially 
designated national or blocked person” or similar status; (ii) a person or entity described in Section 1 of U.S. 
Executive Order 13224, issued on September 23, 2001; or, (iii) a person or entity otherwise identified by any 
government or legal authority as a person with whom you (or any of your owners or affiliates) or we (or any of our 
owners or affiliates) are prohibited from transacting business.    

 D. You and the Principals agree that you will notify us in writing immediately of the occurrence of 
any event that renders the foregoing representations and warranties of this section 22.10 incorrect. 

[Your Initials: _______   _______   Our Initials: _______ ] 

22.11 No Third-Party Beneficiaries. This Agreement is entered into solely between you and us.  Other than 
our Affiliates or as expressly set forth in this Agreement, there is no intended third-party beneficiary of this 
Agreement and you agree that none is to be presumed or deemed to exist. 
22.12 Our Business Judgment. Whenever this Agreement or any related agreement grants, confers or 
reserves to us the right to take action, refrain from taking action, grant or withhold our consent or grant or withhold 
our approval, unless the provision specifically states otherwise, we will have the right to engage in such activity at 
our option using our business judgment, taking into consideration our assessment of the long-term interests of the 
System overall. You and we recognize, and any court or judge is affirmatively advised, that if those activities 
and/or decisions are supported by our business judgment, neither said court, said judge nor any other person 
reviewing those activities or decisions will substitute his, her or its judgment for our judgment. When the terms of 
this Agreement specifically require that we not unreasonably withhold our approval or consent, if you are in default 
or breach under this Agreement, any withholding of our approval or consent will be considered reasonable. 

23. VENUE; GOVERNING LAW AND LEGAL ACTIONS 

23.01 Court Venue. Any action arising out of or related to this Agreement, any breach of this Agreement, the 
relations between the parties and any and all disputes between the parties, whether sounding in contract, tort, or 
otherwise, will be resolved by litigation and if instituted by you shall beexclusively in a state or federal district court 
of competent jurisdiction situated in the state, county and judicial district in which our principal place of business 
is then located.  Any action arising out of or related to this Agreement, any breach of this Agreement, the relations 
between the parties and any and all disputes between the parties, whether sounding in contract, tort, or otherwise, 
will be resolved by litigation and if instituted by us shall be exclusively in a state or federal district court of 
competent jurisdiction situated in the state, county and judicial district in which our principal place of business is 
then located or the State or Commonwealth of the Territory, at our sole option.,. You (and your affiliates, and the 
owners, members, officers, directors or managers of each of the foregoing) hereby irrevocably submit themselves 
to the jurisdiction of any such court and waive all questions of personal jurisdiction for the purpose of carrying out 
this provision. You (and each of your affiliates, and the owners, members, officers, directors or managers of each 
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of the foregoing) agrees that any dispute as to the venue for litigation will be submitted to and resolved exclusively 
by such aforementioned court. Notwithstanding the foregoing, however, with respect to any action for monies 
owed, injunctive or other extraordinary or equitable relief, or involving possession or disposition of, or other relief 
relating to, your franchised Business or Closets by Design Location, we may bring such an action in any state or 
federal district court which has jurisdiction. You, on behalf of yourself and your affiliates, and the owners, members, 
officers, directors or managers of each of the foregoing, hereby waive and covenant never to assert or claim that 
this venue is for any reason improper, inconvenient, prejudicial or otherwise inappropriate (including, without 
limitation, any claim under the judicial doctrine of forum non conveniens). You further hereby waive and covenant 
never to assert or claim that such courts lack personal jurisdiction over you. In the event both such courts lack 
jurisdiction to enter any requested injunctive relief, an action or proceeding requesting such relief may be brought 
before any court having jurisdiction to grant such relief.  The parties agree that this Section shall not be construed 
as preventing either party from removing an action or proceeding from state to federal court. 

[Your Initials: _______   _______   Our Initials: _______ ] 

23.02 Waiver of Punitive Damages. In no event will either party hereto be liable to the other for punitive 
damages in any action or proceeding arising out of or relating to this Agreement; any breach, termination, 
cancellation or non-renewal of this Agreement; or, in any other action or proceeding whatsoever between the 
parties to this Agreement and/or any of their affiliates. You and we hereby waive and covenant never to advance 
any such claim for punitive damages.  You and we hereby covenant our understanding that in no event shall treble 
damages available or awarded under the Lanham Act be deemed to constitute “punitive damages”. 

[Your Initials: _______   _______  Our Initials: _______ ] 

23.03 Attorneys’ Fees. Except as otherwise provided in this Agreement, if you or we become a party to any 
action or proceeding arising out of or relating to this Agreement, any and all related agreements, the franchised 
Business or the Closets By Design Location; as a result of any claimed or actual act, error or omission of the other 
party (and/or any of the other party’s officers, directors, shareholders, management, employees, contractors 
and/or representatives) or the franchised Business; or if either of us becomes a party to any litigation or any 
insolvency proceeding involving the other pursuant to any bankruptcy or insolvency code (including any adversary 
proceedings in conjunction with bankruptcy or insolvency proceedings), then the losing party will be liable to, and 
must promptly reimburse the prevailing party for, the attorneys’ fees, experts’ fees, court costs, travel and lodging 
costs and all other expenses incurred by the non-prevailing party in such action or proceeding regardless of 
whether such action or proceeding proceeds to judgment. In addition, the prevailing party will be entitled to add 
all costs of collection, interest, attorneys’ fees and experts’ fees to a proof of claim in any insolvency or bankruptcy 
proceeding filed by the other party.  A party will be deemed to “prevail” hereunder if it succeeds in securing some 
or all of the relief sought in any such proceeding (by judgment, decree, order, settlement by the other party or 
otherwise) or if it prevails in the defense of any such proceeding. You acknowledge, however, that certain 
provisions of this Agreement provide that should we prevail in certain legal actions or proceedings against you, 
you must reimburse us for all costs and expenses incurred in connection with such legal actions or proceedings 
(including any appeal thereof), including attorneys’ fees, experts’ fees, court costs and all other expenses we 
incur. 

23.04 Attorneys Fees – Third Party Actions. If we become a party to any action or proceeding commenced 
or instituted against us by a third party arising out of or relating to any claimed or actual act, error or omission of 
yours and/or any of your officers, directors, shareholders, management, employees, contractors and/or 
representatives (the “Franchisee Party(ies)”) of your franchised Business by virtue of statutory, “vicarious”, 
“principal/agent” or other liabilities asserted against or imposed on us as a result of our status as Franchisor; or if 
we become a party to any litigation or any insolvency proceeding involving you pursuant to any bankruptcy or 
insolvency code (including any adversary proceedings in conjunction with bankruptcy or insolvency proceedings), 
then you will be liable to, and must promptly reimburse us for, the reasonable attorneys’ fees, experts’ fees, court 
costs, travel and lodging costs and all other expenses we incur in such action or proceeding regardless of whether 
such action or proceeding proceeds to judgment. In addition, we will be entitled to add all costs of collection, 
interest, attorneys’ fees and experts’ fees to our proof of claim in any insolvency or bankruptcy proceeding you 
file.   
23.05 Costs of Enforcement. The prevailing party will be entitled to recover from the other party reasonable 
attorneys’ fees, experts’ fees, court costs and all other expenses of litigation, in any action instituted against the 
other party to secure or protect the prevailing party’s rights under this Agreement, or to enforce the terms of this 
Agreement, or in any action commenced or joined in by the other party against the prevailing party. 
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23.06 Governing Law. The Lanham Act (15 U.S.C. §1051 et seq.) governs any issue involving the Proprietary 
Marks. This Agreement; all relations between us; and, any and all disputes between you and/or any other 
Franchisee Party, on the one hand, and us and/or any other Franchisor Parties, on the other hand, whether such 
dispute sounds in law, equity or otherwise, is to be exclusively construed in accordance with and/or governed by 
(as applicable) the law of the state of New York without recourse to New York (or any other) choice of law or 
conflicts of law principles.  If we move our principal headquarters to another state, we reserve the right to designate 
that state’s law as governing, again without recourse to that successor state’s (or any other) choice of law or 
conflicts of law principles, upon written notice to you.  If, however, any provision of this Agreement is not 
enforceable under the laws of New York (or a successor state we designate as provided above), and if your 
franchised Business is located outside of New York (or such hereafter designated state) and the provision would 
be enforceable under the laws of the state in which the franchised Business is located, then that provision (and 
only that provision) will be interpreted and construed under the laws of that state.  Notwithstanding the foregoing, 
, the laws of the State or Commonwealth of where  the Territory is located shalls exclusively govern all issues 
involving (i) the non-competition covenants set forth in Section 13.01 and 13.02 and (ii) the maximum rate of 
interest that may be charged under this Agreement irrespective of its conflict of law doctrine. Nothing in this 
Agreement is intended to invoke, and shall not be deemed to invoke, the application of any franchise, business 
opportunity, antitrust, “implied covenant”, unfair competition, fiduciary or any other doctrine of law of the State 
of New York or any successor state we designated (as provided above), which would not otherwise apply by its 
terms jurisdictionally or otherwise but for the within designation of governing law or which, by virtue of its 
denominated geographic or subject matter scope, would not by its terms otherwise apply.  
23.07 Waiver of Jury Trial. The parties to this Agreement (as denominated in Section 23.01) explicitly waive 
their respective rights to a jury trial in any litigation between them and hereby stipulate that any such trial shall 
occur without a jury. 

23.08 No Consolidated, Association, Representative, or Class Actions.  You and the other Franchisee 
Parties may only pursue any claim you have against us or the other Indemnitees in an individual legal action or 
proceeding.  Neither you nor any other Franchisee Party shall join or combine its/their legal action or proceeding 
in any manner with any action or claim of any other Closets by Design franchisee, franchise owner, franchisee 
guarantor, or other claimant, nor will you or any other Franchisee Party maintain any action or proceeding against 
us and the other Indemnitees in a class, representative, or association action, whether as a representative, 
association member, or as a member of a class or purported class, nor will you or any other Franchisee Party 
seek to consolidate, or consent to the consolidation of, all or part of any action or proceeding by any of them 
against us or the other Indemnitees with any other litigation against us or such other Indemnitees. 

 
23.05 Limitation on Actions.  Any and all legal actions or proceedings brought by you against us or the other 
Indemnitees arising out of or related to this Agreement or any related agreement; any breach of this Agreement 
or any related agreement; the relations between such parties; and, any and all disputes between such parties, 
whether sounding in law or equity, must be commenced within two years from the occurrence of the acts, errors 
and/or omissions giving rise to such legal action or proceeding. If not, then you irrevocably covenant and agree 
that such action or proceeding shall be barred. 

24. YOUR REPRESENTATIONS AND ACKNOWLEDGMENTS 

24.01 Your Representations. You represent and warrant to us, with the intention that we are relying on your 
representations and warranties in entering into this Agreement, that: 

1. If you are a business entity (including a corporation, limited liability company, general partnership 
or limited partnership), you are organized under the laws of the state of your principal place of 
business (or another state which you have identified to us) and your business entity is in good 
standing with and qualified to do business in each state and political/governmental subdivision 
having jurisdiction over your franchised Business. 

2. If you are business entity, you have all requisite power and authority to execute, deliver, 
consummate and perform this Agreement, and all necessary business entity proceedings have 
been duly taken to authorize the execution, delivery and performance of this Agreement. 

3. This Agreement has been duly authorized, executed and delivered by you, includes your legal, 
valid and binding obligations, and will be binding and enforceable upon you and your successors 
and assigns in accordance with its terms when executed by both parties. 
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4. You do not have any material liabilities, adverse claims, commitments or obligations of any nature 
as of the date of execution of this Agreement, whether accrued, unliquidated, absolute, contingent 
or otherwise which are not reflected as liabilities on the balance sheets of your current financial 
statements which you furnished to us before the execution of this Agreement. 

5. As of the date of execution of this Agreement, there are no actions, suits, proceedings or 
investigations pending or, to your knowledge or the knowledge any of your officers, directors, 
shareholders, partners, members, managers, Guarantors,  or any other owner of a direct or 
indirect, partial or whole interest in you (as applicable), after due inquiry, threatened, in any court 
or arbitral forum, or before any governmental agency or instrumentality, nor to the best of your 
knowledge or the knowledge of any such persons or entities (after due inquiry) is there any basis 
for any claim, action, suit, proceeding or investigation which affects or could affect, directly or 
indirectly, any of your assets, properties, rights or business; your right to operate and use your 
assets, properties or rights to carry on your business; and/or, which affects or could affect your 
right or ability to assume and carry out in all respects the duties, obligations and responsibilities 
specified in this Agreement. 

6. All of your representations and warranties contained in this Agreement are complete, correct and 
accurate as of the date of execution of this Agreement and will survive any termination or 
expiration of this Agreement. 

24.02 Your Acknowledgments. You represent, warrant and acknowledge to us, with the intention that we will 
be relying thereon in entering into this Agreement, that: 

1. You have received from us a copy of our Franchise Disclosure Document, together with a copy 
of all proposed agreements relating to the sale of the franchise, at least fourteen calendar days 
before the execution of this Agreement or at least fourteen calendar days before the payment by 
you to us of any consideration in connection with the sale or proposed sale of the franchise 
granted by this Agreement. 

2. You understand that we do not represent that you will have the ability to procure any required 
license or permit that may be necessary to the offering of one or more of the services or products 
contemplated to be offered by the franchised Business. 

3. You affirm that all information set forth in all applications, financial statements and submissions 
to us are true, complete and accurate in all respects. 

25. EFFECTIVENESS OF AGREEMENT 

25.01 Effectiveness of Agreement 
The submission of this Agreement to you does not constitute an offer. This Agreement will become 

effective only upon the execution of this Agreement by both you and us.  

THIS AGREEMENT WILL NOT BE BINDING ON US UNLESS AND UNTIL IT HAS BEEN ACCEPTED 
AND SIGNED BY AN AUTHORIZED OFFICER OF OURS.  

YOU ACCEPT AND AGREE TO EACH AND ALL OF THE PROVISIONS, COVENANTS AND 
CONDITIONS OF THE FOREGOING AGREEMENT. 

[Signature page follows.] 
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Dated:            , 20       .          FRANCHISEE: 

        
Print name of Franchisee 

    
 
 By: ___________________________________________ 

      Signature of Officer  
 

        
 Print Name and Title of Officer 
 
 

 
      PRINCIPALS 
 
Dated:        , 20       .           
      Print Name of Principal 
  
    
      ________________________________________________ 
      Signature of Principal 

 
Dated:        , 20       .           
      Print Name of Principal 
  
    
      ________________________________________________ 
      Signature of Principal 

Dated:        , 20       .           
      Print Name of Principal 
  
    
      ________________________________________________ 
      Signature of Principal 

 

Dated:        , 20       .   FRANCHISOR: 

CBD FRANCHISING, INC. 

 

      By: ________________________________________ 
      Jerry Egner, President  
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EXHIBIT 1 - FRANCHISED TERRITORY; CLOSETS BY DESIGN LOCATION; POPULATION OF THE 
TERRITORY; NUMBER OF HOUSEHOLDS IN THE TERRITORY; MARKET DEVELOPMENT FEE; 

ASSUMED BUSINESS NAME 

 

The Territory licensed to you is described as follows: 

 

 

If the Closets By Design Location is not shown below at the signing of the Franchise Agreement, then the 
Closets By Design Location will be added below after our review and approval: 

 

According to our data, the Territory has a population of approximately     . 

 

According to our data, the number of households in the Territory is approximately    .  

 

Pursuant to Section 5.03 of the Franchise Agreement, you agree to pay a Market Development Fee equal to 
__________________. 

 

Your assumed business name will be Closets By Design.  And you must file an appropriate assumed name or 
fictitious name certificate. 
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EXHIBIT 1-A 
MINIMUM MONTHLY LOCAL ADVERTISING EXPENDITURE REQUIREMENTS 

 
(IN 000’S) 

TOTAL HOUSEHOLDS LICENSED TO FRANCHISEE (IN 000’S) 
 

Months 
Following 

Advertising 
Date 

180- 
225  

226-
300 

301-
375 

376-
450 

451-
530 

531-
601 

611-
700 

701-
800 

801-
900 

901-
1000 

1001-
1150 

1151-
1300 

1301-
1500 

1501-
1700 

1701-
1900 1901 

 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 
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EXHIBIT 2 - PROPRIETARY MARKS 

 

The Proprietary Marks as defined in Section 1.02 of the Franchise Agreement will consist of: 

 

1. CLOSETS BY DESIGN 

 

2.  The following name logo and stylized name: 

  
 

and such other and further Proprietary Marks (as defined in Section 1.02 of the Franchise Agreement) that we 
may from time to time license to you in conjunction with and addition to the Proprietary Marks listed above. Any 
such other and further Proprietary Marks will be deemed a part of this Exhibit 2. 

 

 

 



 

1 

 

EXHIBIT 3 - SOFTWARE LICENSE AGREEMENT 

This Software License Agreement (“Agreement”), dated as of         (the 
“Effective Date”) is entered into by and between CBD Franchising, Inc., a California corporation (“Licensor”) and 
            (“Licensee”) with respect to the following circumstances. 
 
WHEREAS, pursuant to that certain Franchise Agreement, dated as of_______________, entered into by and 
between Licensor and Licensee (the “Franchise Agreement”), Licensor granted Licensee a license and franchise 
(collectively, the “Franchise”) to operate a Closets By Design Business within the Territory described in the 
Franchise Agreement on the terms set forth therein; 

 
WHEREAS, Licensor has agreed on the terms set forth herein to grant Licensee a personal, non-transferable, 
non-exclusive, limited license to use the Licensed Materials (as defined below) solely for use in operating 
Licensee’s Franchise during the term of the Franchise Agreement; 

 
NOW, THEREFORE, for good and valuable consideration, the receipt and sufficiency of which is hereby 
acknowledged, Licensee and Licensor agree as follows: 
 

ARTICLE I 
RIGHT TO USE LICENSED MATERIALS 

1.01 Grant of License.  
 

(a) Software. Licensor is the owner of all right, title and interest in and to (i) the CBD Manager™ software 
program and any Third Party Software (as defined below) (collectively, the “Licensed Software”), (ii) 
documentation accompanying the Licensed Software (the “Licensed Documentation”), including, without 
limitation, Licensor’s printed “user manual,” and all information provided on Licensor’s Intranet Site (as defined 
below), (iii) any and all subsequent derivative works, versions, modifications and updates of the Licensed Software 
(“Subsequent Software”), and (iv) all content, software, text, pictures, photographs, graphics, source code and 
object code on the Internet website www.gointranet.com\closetsbydesign.com or any other Internet website made 
available to Licensee by Licensor hereunder for the purpose of permitting Licensee to access, view, download 
and install Licensed Software or Subsequent Software (the items described in clauses (i) through (iv) of this 
sentence are collectively referred to herein as the “Software”) or to otherwise support and provide information 
concerning the Software and Licensed Documentation to Licensee and to permit Licensor to access, view and 
copy the Information (defined below) (collectively, the “Intranet Site”, and together with the Information, Software 
and Licensed Documentation, the “Licensed Materials”), without regard to the media on which, or the manner by 
which, the Licensed Materials are distributed or the equipment on which they are installed. Although Licensee 
may own the medium on which the Licensed Materials may be recorded, Licensor retains all right, title and interest 
in and to the Licensed Materials. The Licensed Materials include, without limitation, all source and object code for 
the Licensed Materials. Subject to the terms of this Agreement, and provided all fees owed to Licensor by Licensee 
pursuant to Article 9 of this Agreement are timely and fully paid, Licensor hereby grants to Licensee a limited, 
personal, non-transferable and non-exclusive right to use the Licensed Materials solely for use in operating 
Licensee’s Franchise consistent with the terms of the Franchise Agreement during the Term in the Territory (the 
“License”).  Licensee may use the Licensed Materials solely as installed by Licensor (or as installed by Licensee 
if so permitted by Licensor in writing) on one computer server permanently located at the Franchise’s principal 
place of business (the “Permitted Installation Location”), and users’ access to such server shall be restricted to 
computers located at the Permitted Installation Location. The License hereunder excludes the right to sublicense, 
and Licensee shall not have the right to sublicense any of the Licensed Materials to any person or entity. 

 
(b) Third Party Software. Subject to the terms of any software licenses Licensor has obtained from a third-

party licensor (“Third Party Software”), if applicable, Licensor grants Licensee a personal, limited, non-exclusive, 
non-transferable (including no right to sublicense) sublicense to use the Third Party Software solely in connection 
with Licensee’s use of the Software and in the operation of Licensee’s Franchise and subject to the terms of this 
Agreement. 

 
(c) Ownership. As between Licensor and Licensee, Licensor is and shall be the owner of all right, title and 

interest in and to the Licensed Materials and all derivative works thereof, and if Licensee is found to have any 
interest in any Licensed Materials, then Licensee hereby irrevocably assigns and transfers all right, title and 
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interest therein, including, without limitation, any copyright (and all renewals, extensions and revivals thereof) 
throughout the universe, in perpetuity, to Licensor. Licensee will, upon request, execute and deliver to Licensor 
any further documents consistent herewith which Licensor reasonably deems necessary to evidence and 
effectuate all or any of Licensor’s rights hereunder. If Licensee fails to execute and deliver such documents within 
five business days after written request therefore by Licensor, then Licensor may execute such documents in 
Licensee’s name, and for that purpose, Licensee hereby appoints Licensor as Licensee’s attorney-in-fact, which 
appointment shall be irrevocable and coupled with an interest. Licensor shall provide Licensee with copies of any 
documents so executed by Licensor as Licensee’s attorney-in-fact; provided, however, Licensor’s inadvertent 
failure to do so shall not be deemed a breach hereof or of the Franchise Agreement. 

 
1.02 Certain Restrictions.  

(a) Restricted Use. No right is granted for the use of Licensed Materials by any affiliate or subsidiary of 
Licensee, and no right is granted for the use of the Licensed Materials by any person or entity other than Licensee 
and employees of Licensee in the performance of their duties for Licensee in operating Licensee’s Franchise. No 
right is granted for Licensee or any employee of Licensee to use the Licensed Materials at or from their personal 
residences or at any location other than the Permitted Installation Location. 

(b) No Modifications. Licensee agrees not to (i) decompile, reverse engineer, disassemble or otherwise 
reduce the Software to a human-perceivable form or attempt to discover the source code thereof; (ii) modify, 
network (other than an intranet available only to Licensee’s employees while physically located at the Permitted 
Installation Location), rent, lend, loan, transfer, sublicense, sell, assign or distribute any of the Licensed Materials 
or make derivative works based on the Licensed Materials in whole or in part, or (iii) electronically (or otherwise) 
transmit the Licensed Materials over a network (except an intranet available only to Licensee’s employees while 
physically located at the Permitted Installation Location and except to transmit same to Licensor) (collectively, 
“Prohibited Actions”). Upon the occurrence of any Prohibited Actions, the License will automatically terminate, all 
rights in or to the Licensed Materials will automatically revert and transfer to Licensor and Licensee will promptly 
deliver all Licensed Materials to Licensor. 

(c) Installation Restrictions. Unless otherwise consented to by Licensor in writing, the Licensed Software 
may only be installed by Licensor. 

(d) Updates. Licensor may, but is not obligated to, update, revise or modify the Software. 

1.03 Description of Licensed Materials; Agreement to Use Licensed Materials.  

(a) Description. The Licensed Materials contain, among other things, software programs (x) to enable 
Licensee to input and process data and information with respect to the operational aspects of Licensee’s 
Franchise listed below (including, without limitation, all customer information and databases), and (y) to facilitate, 
manage, control, record, document, store and track such data and information, including, without limitation:  

(i) Contact management software for input, storage, recordation and management of Licensee’s 
Franchise’s customer lists, including names, addresses, telephone numbers and other customer contact and 
financial information, and Licensee’s Franchise’s supplier lists, including names, addresses, telephone numbers 
and other contact and financial information. 

(ii) Software to input, record, store, manage, track and source information concerning Licensee’s 
Franchise’s advertising. 

(iii) Software to input, manage and track Licensee’s Franchise’s accounts receivable. 

(iv) Software to input, record, track, manage and schedule Licensee’s Franchise’s open jobs and 
installer, designer and customer service appointment times, dates and related information.  

(b) Definition of the Term “Information”. Licensee acknowledges and agrees that the term “Information”, as used 
herein, means and includes all information which Licensee (and Licensee’s employees) collect during the Term 
of this Agreement relating to the operation of Licensee’s Franchise that is possible to be input into the Software 
or Third Party Software, including, without limitation, customer lists, customer names, addresses, contact and 
financial information, supplier lists, supplier names, addresses, contact and financial information, accounts 
receivable, accounts payable, installer and designer scheduling information, other operational information 
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concerning Licensee’s Franchise, and all graphics, data and text of every kind and nature which Licensee (or 
Licensee’s employees) input, store or record in the Software during the term of this Agreement. 

(c) Agreement to Use Licensed Materials. Licensee agrees to use the Licensed Materials and only the Licensed 
Materials to input, store, record, track, manage and control the Information and not to use any media or technology 
of any nature other than the Licensed Materials to input, store, record, track, manage or control of any of the 
Information. 

ARTICLE II 
LICENSOR COPY OF THE INFORMATION 

Licensee agrees within ten days after the end of each calendar quarter of each calendar year during which this 
Agreement is in effect to provide Licensor with an electronic copy of the Information either by uploading such 
Information to the Intranet or by providing Licensor with a copy of such Information on CD-Rom (or such other 
medium as Licensor may require) of the Licensed Materials together with all Information input, stored, recorded, 
tracked, managed or controlled therein by Franchisor (the “Licensor Copy”), and if Licensee fails to provide such 
Licensor Copy to Licensor within any such ten-day period, then Licensor shall have the right to enter the Permitted 
Installation Location during regular business hours and shall be permitted to use Licensee’s computers and server 
to make the Licensor Copy. Licensee acknowledges that Licensor, in its sole discretion, may during the term of 
this Agreement provide an Intranet Site to allow Licensor the ability at any time via the Internet to access, view 
and copy Licensee’s Licensed Materials and Information and may also provide an interface for Licensee to 
download and install Software. Licensee agrees that Licensor may at any time access, view and copy Licensee’s 
Licensed Materials via the Internet Site and Licensee shall if requested use reasonably commercial efforts to 
assist Licensor in accessing Licensee’s Information and Licensed Materials for such purpose. Licensee agrees if 
requested by Licensor to replicate and/or copy the Information for Licensor each business day via the Intranet, 
and Licensee agrees, promptly upon termination of this Agreement to provide Licensor with a copy of the 
Information, and if Licensee fails to do so, Licensor shall have the right to enter the Permitted Installation Location 
during regular business hours and shall be permitted to use Licensee’s computers and server to make such 
Licensor Copy.  

ARTICLE III 
BACK-UP COPY 

Licensee shall make one back-up copy of the Software solely for back-up and archival purposes (a “Back-Up 
Copy”). The Back-Up Copy shall at all times be located at the Permanent Installation Location. Licensee shall not 
be entitled to make any further copies of the Licensed Materials without Licensor’s prior written consent. Licensee 
agrees to reproduce on such Back-Up Copy Licensor’s copyright notice and other proprietary legends that are on 
the original copy of the Licensed Materials. Except as specifically permitted by Sections 1.01(a), 1.02(b) and 7.02, 
Licensee is not permitted to copy or distribute the Licensed Materials. Licensee agrees that it will not use or copy 
the Licensed Materials except as specifically authorized in this Agreement. IT IS LICENSEE’S RESPONSIBILITY 
TO MAINTAIN A BACKUP COPY OF ALL DATA AND PROGRAMS USED IN CONJUNCTION WITH THE 
LICENSED MATERIALS INCLUDING WITHOUT LIMITATION THE INFORMATION TO PREVENT 
CATASTROPHIC LOSS.  

ARTICLE IV 
MINIMUM TECHNOLOGY SPECIFICATIONS 

Licensee hereby acknowledges that (i) the minimum specifications for hardware, software, operating system or 
other technology that Licensee will be required to use hereunder in order to utilize the Software is set forth in the 
Licensed Documentation, the Agreement and the Franchise Disclosure Document of Licensor (the “Minimum 
Technology Specifications”), and (ii) the Minimum Technology Specifications may from time to time be modified, 
updated or revised by Licensor in its sole discretion to maintain compatibility with revised, upgraded or modified 
versions of the Licensed Materials, to maintain compatibility with new or current technologies on the market or to 
repair “bugs” or “errors” in the Licensed Materials, (iii) Licensee will at all times during the term of this Agreement 
and at Licensee’s sole cost and expense cause the Software to be installed and operated on hardware, software, 
operating systems and other technology which meet the Minimum Technology Specifications, and (iv) if the 
Licensed Documentation is modified, updated or revised and the hardware, software, operating system or other 
technology Licensee is using to operate the Software no longer meets the Minimum Technology Specifications, 
then Licensee shall at its sole cost and expense modify, update and revise the hardware, software, operating 
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system or other technology Licensee is utilizing to operate the Software in order to satisfy the Minimum 
Technology Specifications. 

ARTICLE V 
OWNERSHIP 

No ownership interest in the Licensed Materials or any of Licensor’s proprietary and intellectual property rights is 
transferred to Licensee hereunder. Licensee acknowledges that all right, title and interest in and to the Licensed 
Materials, including all proprietary and intellectual property rights (including trademarks, service marks and 
copyrights) remain the exclusive property of Licensor. Licensee agrees not to remove any product identification, 
copyright or other proprietary notice from the Licensed Materials. Licensee agrees to not challenge Licensor’s 
ownership or right to license Licensed Materials or any of Licensor’s proprietary and intellectual property rights or 
to do anything inconsistent with Licensor’s ownership of Licensed Materials. 

ARTICLE VI 
EXPORT RESTRICTIONS 

Licensee acknowledges that the laws and regulations of the United States restrict the export and re-export of 
certain commodities and technical data of United States origin, including the Licensed Materials, in any medium. 
Licensee agrees that Licensee will not knowingly, without prior authorization of Licensor, export or re-export the 
Licensed Materials in any medium except as authorized and permitted by the laws and regulations of the United 
States and of the laws and regulations of the jurisdiction in which you obtained the Software. 

ARTICLE VII 
PROTECTION 

7.01 Safeguarding Materials. Licensee agrees to use Licensee’s best efforts and take all reasonable steps to 
safeguard the Licensed Materials to ensure that no unauthorized person shall have access thereto and that no 
unauthorized copy, publication, disclosure or distribution, in whole or in part, in any form shall be made. Licensee 
acknowledges that the Licensed Materials contain valuable, confidential information and trade secrets and that 
unauthorized use and/or copying are harmful to Licensor. 

7.02 Non-Disclosure. Licensee agrees to hold all of the Licensed Materials in confidence for Licensor. Licensee 
further agrees not to make any disclosure of Licensed Materials (including methods or concepts utilized therein) 
to anyone except to employees of Licensee to whom such disclosure is permitted hereunder. Licensee shall 
appropriately notify all employees to whom any such disclosure is made that such disclosure is made in confidence 
and shall be kept in confidence by them. 

7.03 Waiver of Injunctive Relief. Licensee hereby irrevocably waives its right to seek injunctive or other equitable 
relief and agrees to limit any claims brought in connection with this Agreement to claims for money damages, if 
any. Licensee acknowledges Licensee’s breach or anticipatory breach of any of the terms of this Agreement would 
cause irreparable injury and harm to Licensor and that money damages alone would not make Licensor whole 
and accordingly Licensee agrees that Licensor may seek injunctive or other equitable relief (without the obligation 
to post bond or other security) for any breach or anticipatory breach by Licensee of this Agreement in addition to 
all other available remedies at law or in equity. 

ARTICLE VIII 
TERM AND TERMINATION 

8.01 Term and Territory. The term of this Agreement commences on the Effective Date and will continue in full 
force and effect thereafter for so long as the Franchise Agreement is in full force and effect unless earlier 
terminated as set forth in Section 8.02 herein (“Term”). The “Territory” of the License is the territory set forth in the 
Franchise Agreement; provided, however, that use via the Intranet, for the purposes permitted by this Agreement 
will not exceed the territory restrictions of this Agreement. 
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8.02 Termination.  

(a) Licensee’s and Licensor’s Right to Terminate This Agreement. This Agreement shall terminate automatically 
if (A) Licensee fails to timely pay Licensor the fees described in Article IX below, (B) the Franchise Agreement 
expires or terminates, or (C) if Licensee breaches the provisions of Section 1.02(b). Licensor shall have the right 
to terminate this Agreement (i) for breach of any provision hereof by Licensee, (ii) if Licensee files a voluntary 
petition under any chapter of the United States Bankruptcy Code or any similar state or foreign law or is 
adjudicated as bankrupt or insolvent or files any petition seeking liquidation, dissolution or similar relief under the 
United States Bankruptcy Code or any other insolvency or debtor relief law, (iii) if an involuntary petition is filed 
against Licensee under the United States Bankruptcy Code which is not dismissed within 60 days, (iv) if a receiver, 
trustee, conservator or liquidator of all or a substantial portion of Licensee’s properties or assets is appointed, (v) 
if a court or arbitrator or other governmental authority imposes a final, non-appealable judgment or order on 
Licensee which Licensee does not satisfy in full within 60 days thereafter or (vi) is not able to pay its debts or other 
liabilities as they mature in the normal course of business. Termination of this Agreement for the reasons specified 
in the immediately preceding sentence shall be effective immediately upon receipt of notice thereof by Licensor 
to Licensee. Licensee may terminate this Agreement only upon the expiration or termination by Licensee of the 
Franchise Agreement in accordance with the terms thereof. 

(b) Effect of Termination. Upon the termination of this Agreement by Licensor or by Licensee for any reason, then 
(i) all of Licensee’s rights hereunder to access, view, print and use the Licensed Materials and the Information 
shall immediately terminate, (ii) Licensee shall immediately return all copies of the Licensed Materials and 
Information to Licensor, (iii) Licensee shall immediately return all Software to Licensor, (iv) Licensee shall 
immediately deliver to Licensor a copy in electronic form of all of the Information, (v) all right, title and interest in 
and to all of the Information shall belong solely to Licensor, (vi) all of Licensee’s right, title and interest in and to 
the Information shall immediately terminate, and Licensee shall have no right to access, print, view, use or 
otherwise exploit any of the Information for any purpose whatsoever, and (vii) Licensee shall immediately destroy 
all other copies of the Licensed Materials and the Information not delivered to Licensor. Licensee acknowledges 
and agrees that upon termination or expiration of this Agreement by Licensor or Licensee for any reason, Licensor 
shall not have the right to access, print, view or use any of the customer information obtained or developed during 
the course of the term of the Franchise Agreement relating to the operation of the franchised business, including, 
without limitation, customer names, addresses, telephone numbers and other contact information, financial 
information or data or other data of any type or nature which is included in the Licensed Materials and Information. 
Licensee acknowledges and agrees that the terms of this Article 8 are a material inducement to Licensor entering 
into this Agreement with Licensee. 

ARTICLE IX 
FEES 

9.01 Annual Fee. An annual fee of $100 per calendar year during the term of this Agreement shall be payable by 
Licensee to Licensor for the grant of rights hereunder. Licensee shall pay Licensor the initial $100 fee upon 
execution of this Agreement for the calendar year in which this Agreement is executed. Subsequent renewal fees 
of $100 for each calendar year must be received by Licensor no later than January 1 of the applicable calendar 
year during which this Agreement is in effect. 

9.02 Monthly Fee. In consideration for the services provided by Licensor hereunder, Licensee shall pay Licensor 
a monthly Software maintenance fee in the amount of $100.00. The monthly fee shall be payable on or before the 
first of each month during which this Agreement is in effect. 

9.03 Failure to Timely Pay Fees. If Licensor does not receive the required annual fee on or before January 1 of 
the applicable calendar year, this Agreement shall automatically terminate without Licensor being required to 
provide any notice thereof to Licensee. If Licensor does not receive the required monthly fee within 30 days of 
when such monthly payment is due, then this Agreement shall automatically terminate without Licensor being 
required to provide any notice thereof to Licensee. Payments to Licensor shall be made in United States dollars 
to the address specified in the introductory paragraph of this Agreement. 
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ARTICLE X 
SURVIVAL 

The obligations of Licensee under Sections 1.01(c), 1.04, 2.01, 4.02, 5, 8.02, 11.02, 10, 11, 13, 15 and 16 shall 
survive and continue after any termination of rights under this Agreement. 

ARTICLE XI 
WARRANTIES 

11.01 Limited Express Warranty. Licensor warrants that, if Licensee complies with the Minimum Technology 
Specifications, and if Licensee is otherwise in compliance with the terms of this Agreement, the Software will be 
either provided by Licensor or made available via the Licensor’s Intranet Site for Licensee to download and install 
in accordance with the terms of the Licensed Documentation and this Agreement, and, under normal use 
consistent with its intended purpose, will perform in a manner substantially consistent with Licensor’s operating 
standards for the Software, as set forth in the Licensed Documentation and the Intranet Site. Licensor does not 
warrant that the Software or Third Party Software will be error free or free of bugs. In the event the Software or 
Third Party Software does not operate substantially consistent with Licensor’s standards for the Software, 
Licensor’s sole obligation is to make good faith commercially reasonable efforts to repair or replace the Software. 
In the event the problems are found to be the fault of Licensee, Licensee will reimburse Licensor’s costs and 
expenses relating to such repair or replacement. The warranty provisions herein shall be void in the event of any 
breach, misuse or failure to follow the Minimum Technology Specifications and other terms set forth in the 
Licensed Documentation and Intranet Site. 

11.02 Disclaimer of Warranties. ALL EXPRESS WARRANTIES OTHER THAN THE LIMITED EXPRESS 
WARRANTY SET FORTH IN SECTION 11.01 ABOVE ARE EXPRESSLY DISCLAIMED. ALL IMPLIED 
WARRANTIES ARE EXPRESSLY DISCLAIMED, AS MORE FULLY SET FORTH BELOW. LICENSEE 
EXPRESSLY ACKNOWLEDGES AND AGREES THAT USE OF THE LICENSED MATERIALS IS AT 
LICENSEE’S SOLE RISK. THE LICENSED MATERIALS ARE PROVIDED “AS IS” AND WITHOUT WARRANTY 
OF ANY KIND OR NATURE EXCEPT FOR THE LIMITED EXPRESS WARRANTY SET FORTH IN ARTICLE X 
ABOVE. LICENSOR EXPRESSLY DISCLAIMS ALL OTHER WARRANTIES, EXPRESS AND IMPLIED, 
INCLUDING, WITHOUT LIMITATION, THE IMPLIED WARRANTIES OF NON-INFRINGEMENT AND OF 
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE. LICENSOR DOES NOT WARRANT 
THAT THE FUNCTIONS CONTAINED IN THE LICENSED MATERIALS WILL MEET LICENSEE’S BUSINESS 
OR OPERATIONAL REQUIREMENTS THAT THE OPERATION OF THE LICENSED MATERIALS WILL BE 
UNINTERRUPTED OR ERROR-FREE, OR THAT DEFECTS IN THE LICENSED MATERIALS WILL BE 
CORRECTED. LICENSEE ASSUMES THE ENTIRE RISK AS TO THE SELECTION AND USE OF THE 
LICENSED MATERIALS, INCLUDING THE RESULTS AND PERFORMANCE OF THE LICENSED MATERIALS. 
FURTHER, LICENSOR DOES NOT WARRANT OR MAKE ANY REPRESENTATIONS REGARDING THE USE 
OR THE RESULTS OF THE USE OF THE LICENSED MATERIALS IN TERMS OF THEIR CORRECTNESS, 
ACCURACY, RELIABILITY, CURRENCY OR OTHERWISE. NO ORAL OR WRITTEN INFORMATION OR 
ADVICE GIVEN BY LICENSOR OR ITS EMPLOYEES OR AUTHORIZED REPRESENTATIVES SHALL 
CREATE A WARRANTY OR OTHER OBLIGATION OR IN ANY INCREASE THE SCOPE OF THE WARRANTY 
HEREUNDER. TO THE EXTENT ANY JURISDICTION DOES NOT PERMIT THE EXCLUSIONS, DISCLAIMERS 
OR LIMITATIONS SET FORTH ABOVE, THEY WILL BE DEEMED MODIFIED TO THE MINIMUM EXTENT 
SPECIFICALLY REQUIRED BY APPLICABLE LAW. LICENSE MAKES NO WARRANTIES, EXPRESS OR 
IMPLIED, THAT LICENSED MATERIALS WILL IN ANY WAY IMPROVE OR FAVORABLY IMPACT LICENSEE’S 
BUSINESS REVENUE, PROFITS, OR OPERATION. 

ARTICLE XII 
INSTALLATION AND TECHNICAL SUPPORT 

12.01 Installation. Licensor shall install the Software at the Permitted Installation Location, or Licensor may, in 
its sole discretion, provide the Software to Licensee for installation by Licensee at the Permitted Installation 
Location by providing Licensee with a CD-ROM containing the Software or by providing Licensee with a password 
and login name to permit Licensee access to the Intranet Site to download and install the Software. Licensor shall 
not be required to install or provide technical support for any Software if Licensee’s hardware, software, operating 
system or other technology (i) do not meet Licensor’s Minimum Technology Requirements or (ii) conflict with or 
cause failures of the Software or Third Party Software. Licensor will notify Licensee of updates, revisions and 
modifications to the Software or Third Party Software, if any, and the Minimum Technology Requirements from 
time to time on Licensor’s Intranet Site, by telephone or by sending written notice thereof to Licensee by United 
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States Postal Service or by facsimile. Installation services do not include installation of an Intranet, Extranet, any 
network connectivity or the procurement or configuration of Internet access for Licensee’s server or any computer 
workstation at the Permitted Installation Location. Licensee agrees, at Licensee’s sole cost and expense, to 
acquire, install and configure the hardware, software, operating system and other technology meeting the 
Minimum Technology Requirements to enable Licensee to utilize the Software in accordance with its intended 
purpose. 

12.02 Installation. 

(a) So long as Licensee is not in breach of its obligations hereunder, Licensor will use commercially reasonable 
efforts during the Term of this Agreement to provide to Licensee, at no additional charge, technical support of the 
Software, including customer service telephone support during regular business hours (Pacific Standard Time) to 
explain the use and functionality of the Software and to provide assistance with system diagnosis (to determine if 
failures are attributable to the Software or to hardware, software, operational systems, firewalls or other technology 
acquired by Licensee), or by e-mail, facsimile, by making technical support information available on the Intranet 
Site or in other Licensed Documentation, as determined by Licensor in its sole discretion. Licensor shall not be 
responsible for failures due to hardware, software, operational systems, firewalls or other technology installed by 
Licensee on the servers or computer stations at Licensee’s Permitted Installation Location that are incompatible 
with the Software.  

(b) Licensee acknowledges and agrees that any and all requests for technical assistance and support with respect 
to installation, configuration, errors, failures, operation or other aspects of any Third Party Software must be 
directed by Licensee to such applicable vendor and not Licensor. Licensor shall not be responsible for any 
technical or operational failures, errors or other problems experienced by Licensee with the Third Party Software, 
and Licensee agrees to look solely to such Third Party Software provider for technical and operational assistance 
and support with the foregoing. 

ARTICLE XIII 
LIMITATION OF LIABILITY 

13.01 Attorneys Fees. Licensee and Licensor agree that in the event any action is brought by Licensor for breach 
by Licensee of its obligations hereunder, then the prevailing party in any litigation or action brought by Licensor 
relating thereto shall be entitled to recover attorneys’ fees and costs incurred in connection therewith from the 
other party. 

13.02 No Liability of Licensor. NOTWITHSTANDING ANYTHING TO THE CONTRARY HEREIN, IN NO EVENT 
WILL LICENSOR, OR ITS SUBSIDIARIES OR AFFILIATES, OR ANY OF THEIR RESPECTIVE OFFICERS, 
DIRECTORS, EMPLOYEES, REPRESENTATIVES OR AGENTS (COLLECTIVELY “LICENSOR PARTIES”), BE 
LIABLE TO YOU OR ANY THIRD PARTY FOR ANY SPECIAL, INDIRECT, PUNITIVE, EXEMPLARY, 
INCIDENTAL, OR CONSEQUENTIAL DAMAGES (INCLUDING, WITHOUT LIMITATION, LOST PROFITS, LOST 
REVENUES OR SAVINGS, LOST BUSINESS OPPORTUNITY, BUSINESS INTERRUPTION, LOST DATA AND 
THE LIKE), WHETHER ARISING IN CONTRACT, BREACH OF WARRANTY, TORT (INCLUDING, WITHOUT 
LIMITATION, GROSS NEGLIGENCE, NEGLIGENCE OR STRICT PRODUCT LIABILITY) OR OTHERWISE, 
EVEN IF LICENSOR PARTIES HAVE BEEN INFORMED OF THE POSSIBILITY OF SUCH DAMAGES. THIS 
LIMITATION SHALL APPLY NOTWITHSTANDING ANY FAILURE OF ESSENTIAL PURPOSE OF ANY LIMITED 
REMEDY PROVIDED HEREIN AND NOTWITHSTANDING THAT ANY LIABILITY ARISES OUT OF THE USE, 
MISUSE OR INABILITY TO USE THE LICENSED MATERIALS, EVEN IF LICENSOR OR ITS AUTHORIZED 
REPRESENTATIVE HAS BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES. IN ADDITION, 
LICENSOR PARTIES DISCLAIM ALL LIABILITY AND RESPONSIBILITY FOR VIOLATIONS OF LAW, 
PROPERTY DAMAGE OR PERSONAL INJURY THAT MAY RESULT FROM THE USE OF THE LICENSED 
MATERIALS BY LICENSEE, AND LICENSEE AGREES TO ASSUME SUCH LIABILITY AND RESPONSIBILITY 
THEREFOR AND SHALL INDEMNIFY THE LICENSOR PARTIES AND HOLD THEM HARMLESS FOR ANY 
LIABILITY, COSTS OR EXPENSES WHATSOEVER IN ANY WAY RELATED THERETO. IN NO EVENT SHALL 
LICENSOR’S TOTAL LIABILITY TO LICENSEE FOR ALL DAMAGES, LOSSES, AND CAUSES OF ACTION 
(WHETHER IN CONTRACT, TORT (INCLUDING GROSS NEGLIGENCE, NEGLIGENCE AND STRICT 
LIABILITY), BREACH OF WARRANTY OR OTHERWISE EXCEED THE AMOUNT PAID BY LICENSEE TO 
LICENSOR FOR THE SOFTWARE.  

13.03 Payment of Taxes. Licensee shall pay any tax (and any related interest and penalties), however 
designated, imposed as a result of the existence or operation of this Agreement, including any tax which Licensee 
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is required to withhold or deduct from payments to Licensor, except any such tax constituting an income tax 
imposed upon Licensor or by any governmental entity within the United States. 

ARTICLE XIV 
ASSIGNMENT 

Licensor and Licensee have entered into this Agreement in contemplation of personal performance by Licensee 
and intend that the rights granted to Licensee hereunder not extend to other persons or entities without Licensor’s 
express written consent. Licensee shall not have the right to assign, transfer, sell, sublicense or distribute any of 
its rights or obligations under this Agreement without Licensor’s prior express written consent, and any such 
attempted assignment, transfer, sale, sublicense or distribution thereof without Licensor’s prior written consent 
shall be void. Licensor shall have the right to assign all or any part of its obligations hereunder to any person or 
entity without Licensee’s consent. 

ARTICLE XV 
INDEMNIFICATION 

Licensee agrees to indemnify, defend (with counsel of Licensor’s choice and under Licensor’s control) and hold 
Licensor harmless from and against all liabilities, losses, damages, costs and expenses, including, without 
limitation, attorneys’ fees and expenses, which Licensor may incur or otherwise suffer as a result of Licensee’s 
breach of any of its obligations, warranties, covenants or agreements under this Agreement. 

ARTICLE XVI 
NOTICES 

Any statement, notice, request or other communication hereunder shall be given as follows: (i) delivery shall be 
deemed to have occurred two business days after deposited with the United States Postal Service, with postage 
paid, addressed to Licensee or Licensor at the address listed below, return receipt requested, (ii) delivery shall be 
deemed to have occurred one business day after deposit with Federal Express, United Parcel Service or another 
reputable national overnight courier service, addressed to Licensee or Licensor at the address listed below, or (iii) 
delivery shall be deemed to have occurred when given if delivered in person. 
 
If to Licensee: 
 

___________________________________ 
___________________________________ 
___________________________________ 
___________________________________ 
___________________________________ 
 
If to Licensor: 
 
CBD FRANCHISING, INC. 
ATTN: JERRY EGNER, PRESIDENT 
13272 GARDEN GROVE BLVD. 
GARDEN GROVE, CA 92843-2205 
Telephone: (714) 890-5860 
 
With copies to: 
 

DAVID J. KAUFMANN, ESQ. 
KAUFMANN GILDIN & ROBBINS LLP  
675 THIRD AVENUE, SUITE 2200 
NEW YORK, NY 10017 
 
and  
 
CHRISTOPHER S. REEDER, ESQ. 
REEDER, LLP 
11766 WILSHIRE BOULEVARD, SUITE 1470 
LOS ANGELES, CALIFORNIA 90025 
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ARTICLE XVII 

MISCELLANEOUS 

17.01 Applicable Law and Jurisdiction. This Agreement shall be governed by the internal laws of the State of 
California without regard to principles of conflict of laws. Each party hereto hereby irrevocably submits to the 
exclusive jurisdiction of the courts of the State of California in the County of Los Angeles for any action, suit or 
proceeding arising out of or relating to this Agreement and hereby waives any claim for inconvenient forum with 
respect thereto. 

17.02 Amendments; No Waiver. No waivers, modifications, supplements or amendments to this Agreement shall 
be valid unless made by written instrument signed by Licensee and Licensor. No failure by any party hereto to 
enforce its rights pursuant to any provision of this Agreement shall constitute a waiver or estoppel of such party’s 
right to enforce its rights hereunder or a continuing waiver by such party of compliance with any provision hereof. 

17.03 Integration. This Agreement sets forth the entire agreement and understanding between the Parties as to 
the subject matter hereof and supersedes all prior written and oral agreements regarding the subject matter 
hereof. Neither of the Parties shall be bound by any warranties, understandings or representations with respect 
to such subject matter other than as expressly provided herein. 

17.04 Counterparts and Copies. This Agreement may be executed in counterparts and by facsimile, each of 
which shall be deemed an original and all of which when taken together shall constitute one and the same 
instrument. 

17.05 Invalidity and Severability. If any provision of this Agreement is determined to be partially or wholly invalid, 
illegal or unenforceable, then such provision shall be deemed to be modified or restricted to the minimum extent 
necessary to make such provision valid, binding and enforceable, or, if such provision cannot be modified or 
restricted in a manner so as to make such provision valid, binding and enforceable, then such provision shall be 
deemed to be excised from this Agreement, and the validity, binding effect and enforceability of the remaining 
provisions of this Agreement shall not be affected or impaired in any manner. 

 

[THE REST OF THIS PAGE IS LEFT BLANK INTENTIONALLY]



 

 

 

IN WITNESS WHEREOF, the undersigned hereby executes this Agreement effective as of the date of the last 
signatory below. 

Dated: ____________, 20___.           LICENSEE: 

  
_____________________________________ 
Print name of Licensee Entity 

    
 
 ________________________________________________ 

      Print Name and Title of Officer 
 

By: _____________________________________________ 
       Signature of Officer 

 
 
 
      PRINCIPALS 
 
Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
 
    
      
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
 
      
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20____.   _______________________________________________ 
      Print Name of Principal 
 
      
      ________________________________________________ 
      Signature of Principal 

 

Dated:____________, 20___.   LICENSOR: 

CBD FRANCHISING, INC. 

 

      By: ________________________________________ 
      Jerry Egner, President 

  



 

 

 

STATE ADDENDA TO SOFTWARE LICENSE AGREEMENT 
 



 

 

 

ILLINOIS ADDENDUM TO SOFTWARE LICENSE AGREEMENT 
 The provisions of the Software License Agreement concerning governing law, jurisdiction 

and choice of law will not constitute a waiver of any right conferred upon Franchisee by the Illinois 
Franchise Disclosure Act. Consequently, Section 17.01 (“Applicable Law and Jurisdiction”) will be 
deleted for all Illinois franchisees. 

 
Dated: ____________, 20___.           LICENSEE: 

  
_____________________________________ 
Print name of Licensee Entity 

    
 
 ________________________________________________ 

      Print Name and Title of Officer 
 

By: _____________________________________________ 
       Signature of Officer 

 
 
 
      PRINCIPALS 
 
Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
      
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
 
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20____.   _______________________________________________ 
      Print Name of Principal 
 
      ________________________________________________ 
      Signature of Principal 

 

Dated:____________, 20___.   LICENSOR: 

CBD FRANCHISING, INC. 

 

      By: ________________________________________ 
 Jerry Egner, President



 

 

 

INDIANA ADDENDUM TO SOFTWARE LICENSE AGREEMENT 
 Notwithstanding anything to the contrary set forth in the Software License Agreement, 

the following provisions will supersede and apply: 

1. Section 17.01 of the Software License Agreement (“Applicable Law and Jurisdiction”)  
will not relieve the Franchisor or any other person, directly or indirectly, from liability imposed by the 
laws concerning franchising of the State of Indiana, and the laws of the State of Indiana supersede such 
provision or California law if such provision is in conflict with Indiana law. 
 

Dated: ____________, 20___.           LICENSEE: 

  
_____________________________________ 
Print name of Licensee Entity 

    
 
 ________________________________________________ 

      Print Name and Title of Officer 
 

By: _____________________________________________ 
       Signature of Officer 

 
 
 
      PRINCIPALS 
 
Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
      
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
 
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20____.   _______________________________________________ 
      Print Name of Principal 
 
      ________________________________________________ 
      Signature of Principal 

 

Dated:____________, 20___.   LICENSOR: 

CBD FRANCHISING, INC. 

 

      By: ________________________________________ 
 Jerry Egner, President



 

 

 

MARYLAND ADDENDUM TO SOFTWARE LICENSE AGREEMENT 
The following provisions will supersede anything to the contrary in the Software License 

Agreement and will apply to all franchises offered and sold under the laws of the State of Maryland: 

Section 17.01 of the Software License Agreement (“Applicable Law and Jurisdiction”) requires 
venue to be limited to California. This section is amended to permit a franchisee to bring a lawsuit in 
Maryland for claims arising under the Maryland Franchise Registration and Disclosure Law. 

 
Dated: ____________, 20___.           LICENSEE: 

  
_____________________________________ 
Print name of Licensee Entity 

    
 
 ________________________________________________ 

      Print Name and Title of Officer 
 

By: _____________________________________________ 
       Signature of Officer 

 
 
 
      PRINCIPALS 
 
Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
      
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
 
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20____.   _______________________________________________ 
      Print Name of Principal 
 
      ________________________________________________ 
      Signature of Principal 

 

Dated:____________, 20___.   LICENSOR: 

CBD FRANCHISING, INC. 

 

      By: ________________________________________ 
 Jerry Egner, President



 

 

 

WASHINGTON SOFTWARE LICENSE AGREEMENT ADDENDUM 

The provisions of this Addendum form an integral part of, are incorporated into, and modify the Software License 
Agreement, and all related agreements regardless of anything to the contrary contained therein. This Addendum 
applies if: (a) the offer to sell a franchise is accepted in Washington; (b) the purchaser of the franchise is a resident 
of Washington; and/or (c) the franchised business that is the subject of the sale is to be located or operated, wholly 
or partly, in Washington.  

1. Conflict of Laws. In the event of a conflict of laws, the provisions of the Washington Franchise Investment 
Protection Act, chapter 19.100 RCW will prevail.  
 

2. Franchisee Bill of Rights. RCW 19.100.180 may supersede provisions in the franchise agreement or 
related agreements concerning your relationship with the franchisor, including in the areas of termination 
and renewal of your franchise. There may also be court decisions that supersede the franchise agreement 
or related agreements concerning your relationship with the franchisor. Franchise agreement provisions, 
including those summarized in Item 17 of the Franchise Disclosure Document, are subject to state law.  

 
3. Site of Arbitration, Mediation and/or Litigation. In any arbitration or mediation involving a franchise 

purchased in Washington, the arbitration or mediation site will be either in the state of Washington, or in a 
place mutually agreed upon at the time of the arbitration or mediation, or as determined by the arbitrator 
or mediator at the time of arbitration or mediation. In addition, if litigation is not precluded by the franchise 
agreement, a franchisee may bring an action or proceeding arising out of or in connection with the sale of 
franchises, or a violation of the Washington Franchise Investment Protection Act, in Washington.  
 

4. General Release. A release or waiver of rights in the franchise agreement or related agreements 
purporting to bind the franchisee to waive compliance with any provision under the Washington Franchise 
Investment Protection Act or any rules or orders thereunder is void except when executed pursuant to a 
negotiated settlement after the agreement is in effect and where the parties are represented by 
independent counsel, in accordance with RCW 19.100.220(2). In addition, any such release or waiver 
executed in connection with a renewal or transfer of a franchise is likewise void except as provided for in 
RCW 19.100.220(2).  
 

5. Statute of Limitations and Waiver of Jury Trial. Provisions contained in the franchise agreement or 
related agreements that unreasonably restrict or limit the statute of limitations period for claims under the 
Washington Franchise Investment Protection Act, or rights or remedies under the Act such as a right to a 
jury trial, may not be enforceable.  
 

6. Transfer Fees. Transfer fees are collectable only to the extent that they reflect the franchisor’s reasonable 
estimated or actual costs in effecting a transfer.  
 

7. Termination by Franchisee. The franchisee may terminate the franchise agreement under any grounds 
permitted under state law.  
 

8. Certain Buy-Back Provisions. Provisions in franchise agreements or related agreements that permit the 
franchisor to repurchase the franchisee’s business for any reason during the term of the franchise 
agreement without the franchisee’s consent are unlawful pursuant to RCW 19.100.180(2)(j), unless the 
franchise is terminated for good cause.  

 
9. Fair and Reasonable Pricing. Any provision in the franchise agreement or related agreements that 

requires the franchisee to purchase or rent any product or service for more than a fair and reasonable price 
is unlawful under RCW 19.100.180(2)(d).  
 

10. Waiver of Exemplary & Punitive Damages. RCW 19.100.190 permits franchisees to seek treble 
damages under certain circumstances. Accordingly, provisions contained in the franchise agreement or 
elsewhere requiring franchisees to waive exemplary, punitive, or similar damages are void, except when 
executed pursuant to a negotiated settlement after the agreement is in effect and where the parties are 
represented by independent counsel, in accordance with RCW 19.100.220(2).  
 



 

 

 

11. Franchisor’s Business Judgement. Provisions in the franchise agreement or related agreements stating 
that the franchisor may exercise its discretion on the basis of its reasonable business judgment may be 
limited or superseded by RCW 19.100.180(1), which requires the parties to deal with each other in good 
faith.  
 

12. Indemnification. Any provision in the franchise agreement or related agreements requiring the franchisee 
to indemnify, reimburse, defend, or hold harmless the franchisor or other parties is hereby modified such 
that the franchisee has no obligation to indemnify, reimburse, defend, or hold harmless the franchisor or 
any other indemnified party for losses or liabilities to the extent that they are caused by the indemnified 
party’s negligence, willful misconduct, strict liability, or fraud.  
 

13. Attorneys’ Fees. If the franchise agreement or related agreements require a franchisee to reimburse the 
franchisor for court costs or expenses, including attorneys’ fees, such provision applies only if the 
franchisor is the prevailing party in any judicial or arbitration proceeding.  
 

14. Noncompetition Covenants. Pursuant to RCW 49.62.020, a noncompetition covenant is void and 
unenforceable against an employee, including an employee of a franchisee, unless the employee’s 
earnings from the party seeking enforcement, when annualized, exceed $100,000 per year (an amount 
that will be adjusted annually for inflation). In addition, a noncompetition covenant is void and 
unenforceable against an independent contractor of a franchisee under RCW 49.62.030 unless the 
independent contractor’s earnings from the party seeking enforcement, when annualized, exceed 
$250,000 per year (an amount that will be adjusted annually for inflation). As a result, any provision 
contained in the franchise agreement or elsewhere that conflicts with these limitations is void and 
unenforceable in Washington.  
 

15. Nonsolicitation Agreements. RCW 49.62.060 prohibits a franchisor from restricting, restraining, or 
prohibiting a franchisee from (i) soliciting or hiring any employee of a franchisee of the same franchisor or 
(ii) soliciting or hiring any employee of the franchisor. As a result, any such provisions contained in the 
franchise agreement or elsewhere are void and unenforceable in Washington.  
 

16. Acknowledgments. No statement, questionnaire, or acknowledgment signed or agreed to by a franchisee 
in connection with the commencement of the franchise relationship shall have the effect of (i) waiving any 
claims under any applicable state franchise law, including fraud in the inducement, or (ii) disclaiming 
reliance on any statement made by any franchisor, franchise seller, or other person acting on behalf of the 
franchisor. This provision supersedes any other term of any document executed in connection with the 
franchise.  
 

17. Prohibitions on Communicating with Regulators. Any provision in the franchise agreement or related 
agreements that prohibits the franchisee from communicating with or complaining to regulators is 
inconsistent with the express instructions in the Franchise Disclosure Document and is unlawful under 
RCW 19.100.180(2)(h).  
 

18. Advisory Regarding Franchise Brokers. Under the Washington Franchise Investment Protection Act, a 
“franchise broker” is defined as a person that engages in the business of the offer or sale of franchises. A 
franchise broker represents the franchisor and is paid a fee for referring prospects to the franchisor and/or 
selling the franchise. If a franchisee is working with a franchise broker, franchisees are advised to carefully 
evaluate any information provided by the franchise broker about a franchise. 

 
19. Liquidated Damages. Item 6 states that franchisees are required to pay liquidated damages in the amount 

of $50,000 or the average projected royalties for the remainder of the Term, whichever is less, if the 
Franchise Agreement is prematurely terminated. The liquidated damages payable by the franchisee will 
be limited to two years. 

 
20. Transfer. Row (l) in the Item 17 table for the Franchise Agreement is amended to state that the Franchisor 

will not unreasonably withhold its consent to a transfer, provided that you and the proposed transferee 
satisfy each and every condition set forth Article 10 in the Franchise Agreement. 

Signature page follows. 
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Dated: ____________, 20___.           LICENSEE: 

  
_____________________________________ 
Print name of Licensee Entity 

    
 
 ________________________________________________ 

      Print Name and Title of Officer 
 

By: _____________________________________________ 
       Signature of Officer 

 
 
 
      PRINCIPALS 
 
Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
      
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20___.   _______________________________________________ 
      Print Name of Principal 
 
      ________________________________________________ 
      Signature of Principal 

Dated: ____________, 20____.   _______________________________________________ 
      Print Name of Principal 
 
      ________________________________________________ 
      Signature of Principal 

 

Dated:____________, 20___.   LICENSOR: 

CBD FRANCHISING, INC. 

 

      By: ________________________________________ 
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EXHIBIT 4-A - CONFIDENTIALITY/NON-COMPETITION AGREEMENT 
 
NAME:                              

FRANCHISEE:                             

HOME ADDRESS:                

HOME TELEPHONE:                

CLASSIFICATION:                

The covenant not to compete contained in this Agreement is only enforceable to the fullest extent 
permitted by law.  

__________________(“Franchisee”) is a franchisee of CBD Franchising, Inc. (“Franchisor”) pursuant to 
a Franchise Agreement entered into by Franchisee and Franchisor dated ________________(the “Franchise 
Agreement”). I, ____________, agree that, unless otherwise specified, all terms in this Confidentiality/Non-
Competition Agreement (“Agreement”) have those meanings ascribed to them in the Franchise Agreement. 

I agree that during the term of my employment by, ownership participation in, association with or service 
to Franchisee, or at any time thereafter, I will not communicate, divulge or use for the benefit of any other person, 
persons, partnership, proprietorship, association, corporation or entity any confidential information, knowledge or 
know-how concerning the systems of operation, services, products, customers or practices of Franchisee and/or 
Franchisor which may be communicated to me (“Confidential Information”), and I will not divert any business to 
competitors of Franchisee and/or Franchisor. 

Any and all information, knowledge, know-how, techniques and information which the entities mentioned 
above or their officers designate as confidential will be Confidential Information for the purposes of this Agreement, 
except information which I can demonstrate came to my attention before disclosure or which had become or 
becomes a part of the public domain through publication or communication by others (unless the publication or 
communication is in violation of a similar confidentiality agreement), but in no event through any act of mine. 

“Confidential Information” is defined as information, knowledge, trade secrets or know-how concerning 
your or Franchisee’s systems of operation, programs, services, products, customers, practices, materials, books, 
records, manuals, computer files, databases or software. Confidential Information includes (without limitation) all 
information, knowledge, know-how, techniques and information that Franchisor, its Affiliates, or their officers, 
contractors, employees and/or designees, designate as confidential.  

 “Confidential Information” also includes, without limitation, all of the following even if developed by me or 
on my behalf in conjunction with or related to the franchised Business: products, merchandise, goods, equipment, 
programs, and/or services used or sold by the franchised Business; the means, manner and style of offering and 
conducting retail transactions in, at and from the Closets By Design Location; any business products and services 
developed for the franchised Business (including, without limitation, any computer software programs or 
templates); all intellectual property created for, adopted by or purchased for the franchised Business; and, all 
sales, marketing, advertising and promotional programs and campaigns developed by me or on my behalf. I agree 
that any such developments are and will remain the sole property of Franchisor, and I further agree to turn over 
all such Confidential Information to Franchisor upon the expiration or other termination for any reason of my 
employment, association, service or ownership participation.  

I understand that, as of the date of execution of this Agreement, Confidential Information also includes 
the following (without limitation): the Closets By Design System and all services, products, equipment, 
technologies, policies, standards, requirements, criteria and procedures that are part of the Closets By Design 
System now or at any time during the term of my employment/service/association/ownership participation; 
Franchisor’s Manual; Supplements and amendments to the Manual; Franchisor’s Templates; all Franchisor’s and 
its Affiliates’ construction patterns for custom closets and home or office organization structural plans; all 
procedures, systems, techniques and activities employed by Franchisor or by Franchisee in the course of offering 
and selling custom closet services, other customized organizer services and related products and services from 
or at the franchised Business and at customer work sites; product designs; compilations of products; product lists; 
customer lists price book lists; all pricing paradigms established by Franchisor or Franchisee; all of Franchisor’s 
and/or Franchisee’s sources (or prospective sources) of supply, and all information pertaining to same (including, 
without limitation, wholesale pricing structures); the computer and hardware and software utilized by Franchisor 
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and/or Franchisee; all information pertaining to Franchisor’s and/or Franchisee’s advertising, marketing, 
promotion and merchandising campaigns, philosophies, materials, specifications and procedures; computer 
network Web site(s), and all information posted on or received at the Web site(s); all Franchisor’s instructional 
materials; quality assurance programs; supervision systems; recommended services; record keeping, 
bookkeeping and accounting systems and materials; revenue reports; activity schedules; job descriptions; records 
pertaining to customers; business forms; product and service order forms; general operations materials; revenue 
reports; specifications, systems, standards, techniques, philosophies and materials, guidelines, policies and 
procedures concerning the Closets By Design System; additions to, deletions from, and modifications and 
variations of the components of the Closets By Design System or the systems and methods of operations which 
Franchisor employs now or at any time during the term of my employment/service/association/ownership 
participation, including all related standards and specifications and the means and manner of offering and selling 
them; and, all other components, specifications, standards, requirements and duties which Franchisor or its 
Affiliates impose. 

I will at no time copy, duplicate, record or otherwise reproduce any of the Confidential Information or 
material containing it, in whole or in part, store them in a computer retrieval or data base, nor otherwise make the 
them available to any unauthorized person. Upon the expiration or other termination for any reason of my 
employment, association, service or ownership participation, I agree to return to Franchisor or Franchisee, as the 
case may be, all Confidential Information or material containing it (in whole or in part) in my possession utilized 
during my employment, association, service or ownership participation. 

I further agree that during the term of my employment/service/association/ownership participation, and for 
a period of two years immediately following its expiration or termination for any reason, I agree not to solicit for 
employment or hire Franchisor’s or its franchisees’ personnel or the personnel of any of Franchisor’s Affiliates, 
without first obtaining written permission from the employer(s) of the personnel in question. If I violate this covenant 
by hiring any such personnel of Franchisor or its Affiliates, then in addition to any other remedy available to 
Franchisor, I agree to immediately pay to Franchisor (or to its Affiliate, if applicable) an amount equal to 200% of 
the compensation paid by Franchisor or its Affiliate to the employee during the preceding 12 months (or the total 
time if employed less than 12 months) that he or she was employed by Franchisor or its Affiliate, such sum to be 
paid not as a penalty, but rather as liquidated damages for Franchisor’s (or its Affiliate’s) loss of an experienced 
employee, and Franchisor’s (or its Affiliate’s) need to locate, hire and train a replacement employee.  

I also agree that during the term of my employment/service/association/ownership participation, and for a 
period of two years immediately following its expiration or termination for any reason, I will not solicit for 
employment or hire any former personnel of Franchisor’s or of its Affiliates if such person has been in Franchisor’s 
or its Affiliate’s employ within the past 12 months, without first obtaining written permission from Franchisor and/or 
its Affiliate (the former employer(s) of the personnel in question). If I violate this covenant by hiring any such former 
personnel of Franchisor’s or its Affiliates, then in addition to any other remedy available to Franchisor, I agree to 
immediately pay to Franchisor (or to Franchisor’s Affiliate, if applicable) an amount equal to 200% of the 
compensation paid by Franchisor or Franchisor’s Affiliate to the employee during the preceding 12 months (or the 
total time if employed less than 12 months) that he or she was employed by Franchisor or Franchisor’s Affiliate, 
such sum to be paid not as a penalty, but rather as liquidated damages for the likely disclosure of Franchisor’s (or 
Franchisor’s Affiliate’s) confidential information by the person hired. 

I further agree that during the term of my employment/service/association/ownership participation, and 
under the circumstances set forth in the following paragraph, for a period of two years immediately following its 
expiration or termination for any reason, I will not, for myself or on behalf of or in conjunction with any other person 
or entity whatsoever, directly or indirectly, engage or participate in any other business which offers or sells custom 
closet services or products or other customized home organizer services or products; which engages in any of 
the activities which the Franchise Agreement contemplates that Franchisee will engage in; which competes with 
Franchisor, any of its Affiliates or Franchisee; or, which offers or sells any other service, product or component 
which during the Term of this Agreement and/or any subsequent Renewal Term of the Franchise Agreement is 
part of the Closets By Design System, or any confusingly similar service or product (a “Competitive Business”). I 
agree that I am prohibited from engaging in any Competitive Business as a proprietor, partner, investor, 
shareholder, director, officer, employee, principal, agent, advisor, or consultant. 

For a period of two years immediately following the expiration or termination of my 
employment/service/association/ownership participation, I am prohibited from engaging in any Competitive 
Business, if the other business is located within Franchisee’s Territory, within 75 miles of the perimeter of 
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Franchisee’s Territory, or within 75 miles of the perimeter of (or within) any Closets By Design Business Territory 
(whether company-owned, franchised or otherwise established and operated).  

I understand, acknowledge and agree that the obligations and restrictions set forth herein will be tolled 
for any period during which I have not been in full compliance herewith.   

It is the intention of these provisions to preclude not only direct competition but also all forms of indirect 
competition, such as consultation for Competitive Businesses, service as an independent contractor for 
Competitive Businesses, active or passive investment, acting as franchisor or franchisee or any assistance or 
transmission of information of any kind which would be of any material assistance to a competitor. Nothing herein 
will prevent me from owning for investment purposes up to an aggregate of 5% of the capital stock of any 
Competitive Business, so long as the Competitive Business is a publicly held corporation whose stock is listed 
and traded on a national or regional stock exchange, or through the National Association of Securities Dealers 
Automated Quotation System (NASDAQ), and so long neither I nor Franchisee control the company in question. 

It is the intention of these provisions that any person or entity having any legal or beneficial interest in or 
traceable to, down or through me to be bound by the provisions of this covenant, including (without limitation) a 
spouse, brother, brother-in-law, sister, sister-in-law, parent, parent-in-law, child, son-in-law or daughter-in-law; 
any direct or indirect beneficiary; any partner (general or limited) or proprietor of mine; and, any other such related 
person or entity, regardless of how many levels or tiers there may be between any such described person or entity 
and me. I further agree that upon the expiration or termination of my term of employment/service/association, I 
will immediately refrain from any and all contacts with customers, for any purpose whatsoever. 

I acknowledge that violation of the covenants not to compete contained in this Agreement would 
result in immediate and irreparable injury to Franchisor and Franchisee for which no adequate remedy at 
law will be available. Accordingly, I hereby consent to the entry of an injunction procured by Franchisor 
or Franchisee (or both) prohibiting any conduct by me in violation of the terms of those covenants not to 
compete and/or restrictions on the use of confidential information set forth in this Agreement. I expressly 
agree that it may conclusively be presumed in any legal action that any violation of the terms of these 
covenants not to compete was accomplished by and through my unlawful utilization of Franchisor’s 
Confidential Information. Further, I expressly agree that any claims I may have against Franchisor will not 
constitute a defense to Franchisor’s enforcement of the covenants not to compete set forth in this 
Agreement. I further agree to pay all costs and expenses (including reasonable attorneys’ and experts’ 
fees) incurred by Franchisor in connection with the enforcement of those covenants not to compete set 
forth in this Agreement. 

If all or any portion of this covenant not to use confidential information and not to compete is held 
unreasonable, void, vague or illegal by any court or agency having valid jurisdiction in an unappealed final decision 
to which Franchisee and/or Franchisor is a party, the court or agency will be empowered to revise and/or construe 
the covenant to fall within permissible legal limits, and should not invalidate the entire covenant. I expressly agree 
to be bound by any lesser covenant subsumed within the terms of this Agreement as if the resulting covenant 
were separately stated in and made a part of this Agreement. 

I agree that this Agreement and all relations and disputes between me on the one hand, and Franchisee 
or Franchisor on the other hand, whether sounding in contract, tort, or otherwise, are to be exclusively construed 
in accordance with and/or governed by (as applicable) the law of the State of California without recourse to 
California (or any other) choice of law or conflicts of law principles. If, however, any provision of this Agreement 
would not be enforceable under the laws of California, and if the franchised Business is located outside of 
California and the provision would be enforceable under the laws of the state in which the franchised Business is 
located, then the provision (and only that provision) will be interpreted and construed under the laws of that state. 
I specifically acknowledge and agree that Franchisor can assign its specific rights under this Agreement 
to Franchisor’s successor in interest. 

The Lanham Act (15 U.S.C. §1051 et seq.) governs any issue involving the Proprietary Marks. To the 
extent applicable, the laws of the State of the Territory govern all issues involving (i) the non-competition covenants 
set forth in this Agreement and (ii) modification of this Agreement while it is in effect. Except as otherwise provided 
in this paragraph, this Agreement and the legal relations and any and all disputes between me on the one hand, 
and Franchisee or Franchisor on the other hand will be governed by and construed in accordance with the laws 
of the State of California without regard to its conflict of laws doctrine. Nothing in this Agreement is intended to 



 

4 

 

invoke the application of any franchise, business opportunity, antitrust, “implied covenant”, unfair competition, 
fiduciary or any other doctrine of law of the State of California or any other state, which would not otherwise apply.  

I further agree that any litigation arising out of or related to this Agreement; any breach of this Agreement; 
relations and any and all disputes between me on the one hand, and Franchisee or Franchisor on the other hand, 
whether sounding in contract, tort, or otherwise, will be instituted exclusively in the Superior Court of the State of 
California, County of Los Angeles or the United States District Court for the Central District of California. I hereby 
waive and covenant never to assert or claim that this venue is for any reason improper, inconvenient, prejudicial 
or otherwise inappropriate (including, without limitation, any claim under the judicial doctrine of forum non 
conveniens). I further waive and covenant never to assert or claim that such courts lack personal jurisdiction over 
me. In the event both such courts lack jurisdiction to enter any requested injunctive relief, an action or proceeding 
requesting such relief may be brought before any court having jurisdiction to grant such relief. 

 

      _____________________________ 
        (Print Name) 

 
      _____________________________ 
       (Signature) 

 

_____________________________ 
 (Date)
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EXHIBIT 4-B - CONFIDENTIALITY AGREEMENT (NON-MANAGERIAL PERSONNEL) 
 
NAME:                              

FRANCHISEE:                             

HOME ADDRESS:                

HOME TELEPHONE:                

CLASSIFICATION:                

__________________(“Franchisee”) is a franchisee of CBD Franchising, Inc. (“Franchisor”) pursuant to 
a Franchise Agreement entered into by Franchisee and Franchisor dated ________________(the “Franchise 
Agreement”). I, ____________, agree that, unless otherwise specified, all terms in this Confidentiality/Non-
Competition Agreement (“Agreement”) have those meanings ascribed to them in the Franchise Agreement. 

I agree that during the term of my employment by, ownership participation in, association with or service 
to Franchisee, or at any time thereafter, I will not communicate, divulge or use for the benefit of any other person, 
persons, partnership, proprietorship, association, corporation or entity any confidential information, knowledge or 
know-how concerning the systems of operation, services, products, customers or practices of Franchisee and/or 
Franchisor which may be communicated to me (“Confidential Information”), and I will not divert any business to 
competitors of Franchisee and/or Franchisor. 

Any and all information, knowledge, know-how, techniques and information which the entities mentioned 
above or their officers designate as confidential will be Confidential Information for the purposes of this Agreement, 
except information which I can demonstrate came to my attention before disclosure or which had become or 
becomes a part of the public domain through publication or communication by others (unless the publication or 
communication is in violation of a similar confidentiality agreement), but in no event through any act of mine. 

“Confidential Information” is defined as information, knowledge, trade secrets or know-how concerning 
your or Franchisee’s systems of operation, programs, services, products, customers, practices, materials, books, 
records, manuals, computer files, databases or software. Confidential Information includes (without limitation) all 
information, knowledge, know-how, techniques and information that Franchisor, its Affiliates, or their officers, 
contractors, employees and/or designees, designate as confidential.  

 “Confidential Information” also includes, without limitation, all of the following even if developed by me or 
on my behalf in conjunction with or related to the franchised Business: products, merchandise, goods, equipment, 
programs, and/or services used or sold by the franchised Business; the means, manner and style of offering and 
conducting retail transactions in, at and from the Closets By Design Location; any business products and services 
developed for the franchised Business (including, without limitation, any computer software programs or 
templates); all intellectual property created for, adopted by or purchased for the franchised Business; and, all 
sales, marketing, advertising and promotional programs and campaigns developed by me or on my behalf. I agree 
that any such developments are and will remain the sole property of Franchisor, and I further agree to turn over 
all such Confidential Information to Franchisor upon the expiration or other termination for any reason of my 
employment, association, service or ownership participation.  

I understand that, as of the date of execution of this Agreement, Confidential Information also includes 
the following (without limitation): the Closets By Design System and all services, products, equipment, 
technologies, policies, standards, requirements, criteria and procedures that are part of the Closets By Design 
System now or at any time during the term of my employment/service/association/ownership participation; 
Franchisor’s Manual; Supplements and amendments to the Manual; Franchisor’s Templates; all Franchisor’s and 
its Affiliates’ construction patterns for custom closets and home or office organization structural plans; all 
procedures, systems, techniques and activities employed by Franchisor or by Franchisee in the course of offering 
and selling custom closet services, other customized organizer services and related products and services from 
or at the franchised Business and at customer work sites; product designs; compilations of products; product lists; 
customer lists price book lists; all pricing paradigms established by Franchisor or Franchisee; all of Franchisor’s 
and/or Franchisee’s sources (or prospective sources) of supply, and all information pertaining to same (including, 
without limitation, wholesale pricing structures); the computer and hardware and software utilized by Franchisor 
and/or Franchisee; all information pertaining to Franchisor’s and/or Franchisee’s advertising, marketing, 
promotion and merchandising campaigns, philosophies, materials, specifications and procedures; computer 
network Web site(s), and all information posted on or received at the Web site(s); all Franchisor’s instructional 
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materials; quality assurance programs; supervision systems; recommended services; record keeping, 
bookkeeping and accounting systems and materials; revenue reports; activity schedules; job descriptions; records 
pertaining to customers; business forms; product and service order forms; general operations materials; revenue 
reports; specifications, systems, standards, techniques, philosophies and materials, guidelines, policies and 
procedures concerning the Closets By Design System; additions to, deletions from, and modifications and 
variations of the components of the Closets By Design System or the systems and methods of operations which 
Franchisor employs now or at any time during the term of my employment/service/association/ownership 
participation, including all related standards and specifications and the means and manner of offering and selling 
them; and, all other components, specifications, standards, requirements and duties which Franchisor or its 
Affiliates impose. 

I will at no time copy, duplicate, record or otherwise reproduce any of the Confidential Information or 
material containing it, in whole or in part, store them in a computer retrieval or data base, nor otherwise make the 
them available to any unauthorized person. Upon the expiration or other termination for any reason of my 
employment, association, service or ownership participation, I agree to return to Franchisor or Franchisee, as the 
case may be, all Confidential Information or material containing it (in whole or in part) in my possession utilized 
during my employment, association, service or ownership participation. 

If all or any portion of this covenant not to use confidential information and not to compete is held 
unreasonable, void, vague or illegal by any court or agency having valid jurisdiction in an unappealed final decision 
to which Franchisee and/or Franchisor is a party, the court or agency will be empowered to revise and/or construe 
the covenant to fall within permissible legal limits, and should not invalidate the entire covenant. I expressly agree 
to be bound by any lesser covenant subsumed within the terms of this Agreement as if the resulting covenant 
were separately stated in and made a part of this Agreement. 

I agree that this Agreement and all relations and disputes between me on the one hand, and Franchisee 
or Franchisor on the other hand, whether sounding in contract, tort, or otherwise, are to be exclusively construed 
in accordance with and/or governed by (as applicable) the law of the State of California without recourse to 
California (or any other) choice of law or conflicts of law principles. If, however, any provision of this Agreement 
would not be enforceable under the laws of California, and if the franchised Business is located outside of 
California and the provision would be enforceable under the laws of the state in which the franchised Business is 
located, then the provision (and only that provision) will be interpreted and construed under the laws of that state. 
I specifically acknowledge and agree that Franchisor can assign its specific rights under this Agreement 
to Franchisor’s successor in interest. 

I further agree that any litigation arising out of or related to this Agreement; any breach of this Agreement; 
relations and any and all disputes between me on the one hand, and Franchisee or Franchisor on the other hand, 
whether sounding in contract, tort, or otherwise, will be instituted exclusively in the Superior Court of the State of 
California, County of Los Angeles or the United States District Court for the Central District of California. I hereby 
waive and covenant never to assert or claim that this venue is for any reason improper, inconvenient, prejudicial 
or otherwise inappropriate (including, without limitation, any claim under the judicial doctrine of forum non 
conveniens). I further waive and covenant never to assert or claim that such courts lack personal jurisdiction over 
me. In the event both such courts lack jurisdiction to enter any requested injunctive relief, an action or proceeding 
requesting such relief may be brought before any court having jurisdiction to grant such relief. 

 

      _____________________________ 
        (Print Name) 

 
      _____________________________ 
       (Signature) 

 

_____________________________ 
 (Date) 
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EXHIBIT 5 - GUARANTEE OF THE CBD FRANCHISING, INC. FRANCHISE AGREEMENT 
 

In consideration of the execution by Franchisor of the Franchise Agreement  (the “Franchise Agreement”) 
dated__________________ between CBD Franchising, Inc. (“Franchisor”) and 
_____________________________________________________________________________ (“Franchisee”) 
and for other good and valuable consideration, each of the undersigned, for themselves, their heirs, successors, 
and assigns, do jointly, individually and severally hereby absolutely and unconditionally guarantee the payment 
of all amounts and the performance of all of the covenants, terms, conditions, agreements and undertakings 
contained and set forth in said Franchise Agreement and in any other agreement(s) by and between Franchisee 
and Franchisor. 

If more than one person has executed this Guarantee, the term “the undersigned”, as used herein, shall 
refer to each such person, and the liability of each of the undersigned hereunder shall be joint and several and 
primary as sureties.   

The undersigned, individually and jointly, hereby agree to be personally bound by each and every 
covenant, term, condition, agreement and undertaking contained and set forth in said Franchise Agreement and 
any other agreement(s) by and between Franchisee and Franchisor, and agree that this Guarantee shall be 
construed as though the undersigned and each of them executed agreement(s) containing the identical terms and 
conditions of the Franchise Agreement and any other agreement(s) by and between Franchisee and Franchisor. 

The undersigned hereby agree, furthermore, that without the consent of or notice to any of the 
undersigned and without affecting any of the obligations of the undersigned hereunder:  (a) any term, covenant 
or condition of the Franchise Agreement may be amended, compromised, released or otherwise altered by 
Franchisor and Franchisee, and the undersigned do guarantee and promise to perform all the obligations of 
Franchisee under the Agreement as so amended, compromised, released or altered; (b) any guarantor of or party 
to the Franchise Agreement may be released, substituted or added; (c) any right or remedy under the Agreement, 
this Guarantee or any other instrument or agreement between Franchisor and Franchisee may be exercised, not 
exercised, impaired, modified, limited, destroyed or suspended; and, (d) Franchisor or any other person may deal 
in any manner with Franchisee, any of the undersigned, any party to the Franchise Agreement or any other person. 

Should Franchisee be in breach or default under the Franchise Agreement or any other agreement(s) by 
and between Franchisee and Franchisor, Franchisor may proceed directly against any or each of the undersigned 
without first proceeding against Franchisee and without proceeding against or naming in such suit any other 
Franchisee, signatory to the Franchise Agreement or any others of the undersigned.   

Notice to or demand upon Franchisee or any of the undersigned shall be deemed notice to or demand 
upon Franchisee and all of the undersigned, and no notice or demand need be made to or upon any or all of the 
undersigned.  The cessation of or release from liability of Franchisee or any of the undersigned shall not relieve 
any other Guarantors from liability hereunder, under the Franchise Agreement, or under any other agreement(s) 
between Franchisor and Franchisee, except to the extent that the breach or default has been remedied or moneys 
owed have been paid. 

Any waiver, extension of time or other indulgence granted by Franchisor or its agents, successors or 
assigns, with respect to the Franchise Agreement or any other agreement(s) by and between Franchisee and 
Franchisor, shall in no way modify or amend this Guarantee, which shall be continuing, absolute, unconditional 
and irrevocable.    

The undersigned hereby jointly and severally agree that, throughout the term of the Franchise Agreement 
and for so long as any obligations of Franchisee to Franchisor remain outstanding, the undersigned shall, upon 
written request by Franchisor, promptly provide to Franchisor updated and complete personal financial 
information. Such information shall include, without limitation, a current personal financial statement, supporting 
documentation reasonably requested by Franchisor (including tax returns, bank statements, and evidence of 
assets and liabilities), and any other information necessary for Franchisor to assess the undersigned’s financial 
condition. 

The undersigned expressly acknowledge and agree that all financial information the undersigned provides 
to Franchisor pursuant to the immediately preceding paragraph shall be true, accurate, and complete in all material 
respects as of the date provided. The undersigned further jointly and severally agree to deliver such information 
within fifteen (15) days after receipt of Franchisor’s request, or such shorter period as may be reasonably required 
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under the circumstances. The undersigned’s failure to comply with Franchisor’s request for financial information 
shall constitute a material default under this Guarantee. 

It is understood and agreed by the undersigned that the provisions, covenants and conditions of this 
Guarantee shall inure to the benefit of the Franchisor, its successors and assigns.  This Guarantee may be 
assigned by Franchisor voluntarily or by operation of law without reducing or modifying the liability of the 
undersigned hereunder. 

The Lanham Act (15 U.S.C. §1051 et seq.) governs any issue involving the Proprietary Marks. To the 
extent applicable, the laws of the State of the Territory govern all issues involving modification of this Guarantee 
while it is in effect. Except as otherwise provided in Section above, this Guarantee and the legal relations among 
the parties hereto shall be governed by and construed in accordance with the laws of the State of New York. 
Nothing in this Guarantee is intended to invoke the application of any franchise, business opportunity, antitrust, 
“implied covenant”, unfair competition, fiduciary or any other doctrine of law of the State of California or any other 
state, which would not otherwise apply. 

Any litigation arising out of or related to this Guarantee will be instituted exclusively in the Superior Court 
of the State of California, County of Los Angeles or the United States District Court for the Central District of 
California. Guarantors hereby waive and covenant never to assert or claim that this venue is for any reason 
improper, inconvenient, prejudicial or otherwise inappropriate (including, without limitation, any claim under the 
judicial doctrine of forum non conveniens). Guarantors further hereby waive and covenant never to assert or claim 
that such courts lack personal jurisdiction over Guarantors. In the event both such courts lack jurisdiction to enter 
any requested injunctive relief, an action or proceeding requesting such relief may be brought before any court 
having jurisdiction to grant such relief. 

Should any one or more provisions of this Guarantee be determined to be illegal or unenforceable, all 
other provisions shall nevertheless be effective. 

IN WITNESS WHEREOF, each of the undersigned has executed this Guarantee effective as of the date 
of the Franchise Agreement. 

Dated:    , 20___.  
 
      GUARANTORS 
 
  

  
Signature of Guarantor 

 
 
         

      Print Name of Guarantor 
 

 

Dated:    , 20___.  
  

  
Signature of Guarantor 

 
 
         

      Print Name of Guarantor 
 



 

 

 

EXHIBIT 6 - GENERAL RELEASE - RENEWAL 

To all to whom these Presents shall come or may Concern, Know That _________, [a corporation 
organized under the laws of the State of __________][an individual domiciled in the State of ______________] 
(collectively, as RELEASOR), in consideration of the execution by CBD FRANCHISING, INC. of a Franchise 
Agreement renewing the franchise between RELEASOR and CBD FRANCHISING, INC. (the “Franchise 
Agreement”), and other good and valuable consideration, hereby releases and discharges CBD FRANCHISING, 
INC. as RELEASEE; RELEASEE’s corporate parents, subsidiaries or affiliates; and, the respective officers, 
directors, shareholders, agents, attorneys, contractors and employees of each of the foregoing (in their corporate 
and individual capacities), along with RELEASEE’s heirs, executors, administrators, successors and assigns, from 
all actions, causes of action, suits, debts, dues, sums of money, accounts, reckonings, bonds, bills, specialties, 
covenants, contracts, controversies, agreements, promises, variances, trespasses, damages, judgments, 
executions, claims and demands whatsoever, in law, admiralty or equity, which against the RELEASEE, the 
RELEASOR, RELEASOR’s heirs, executors, administrators, successors and assigns ever had, now have or 
hereafter can, shall or may have, upon or by reason of any matter, cause or thing whatsoever from the beginning 
of the world to the day of the date of this RELEASE arising out of or related to the Franchise Agreement, including, 
without limitation, claims arising under federal, state and local laws, rules and ordinances; provided, however, that 
all liabilities arising under Indiana Code Sec. 23-2-2.7, the Maryland Franchise Registration and Disclosure Law 
and the Washington Franchise Investment Protection Act, RCW 19.100 and the rules adopted thereunder are 
excluded from this release, and that all rights enjoyed by RELEASOR under said Franchise Agreement and any 
causes of action arising in his, her or its favor from the provisions of Article 33 of the General Business Law of the 
State of New York and the regulations issued thereunder shall remain in force; it being the intent of this proviso 
that the non-waiver provisions of General Business Law, Section 687.4 and 687.5 be satisfied. If RELEASOR is 
domiciled or has his or her principal place of business in the State of California, then RELEASOR hereby expressly 
waives and relinquishes all rights and benefits under Section 1542 of the California Civil Code, which provides: 
“A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS THAT THE CREDITOR OR RELEASING PARTY 
DOES NOT KNOW OR SUSPECT TO EXIST IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE 
RELEASE, AND THAT, IF KNOWN BY HIM OR HER, WOULD HAVE MATERIALLY AFFECTED HIS OR HER 
SETTLEMENT WITH THE DEBTOR OR RELEASED PARTY.” 

Whenever the text hereof requires, the use of singular number shall include the appropriate plural number 
as the text of the within instrument may require. 

This RELEASE may not be changed orally. 

IN WITNESS WHEREOF, the RELEASOR (if an individual) has executed this RELEASE, and (if a 
corporation) has caused this RELEASE to be executed by a duly authorized on ____________, 20_____. 

 

RELEASOR 

      _____________________________ 

 

By      
        ________________, President 

 

       _________________________________  
       ____________________, Individually 

 

       _________________________________  
       _____________________, Individually 



 

 

 

EXHIBIT 7 - GENERAL RELEASE - ASSIGNMENT 

 
To all to whom these Presents shall come or may Concern, Know That [a corporation organized under 

the laws of the State of __________][an individual domiciled in the State of ______________] as RELEASOR, in 
consideration of the consent of CBD FRANCHISING, INC. to the Assignment of the Franchise Agreement between 
RELEASOR and CBD FRANCHISING, INC. (the “Franchise Agreement”) to _______________________, and 
other good and valuable consideration, hereby releases and discharges CBD FRANCHISING, INC. as 
RELEASEE, RELEASEE’s corporate parents, subsidiaries or affiliates and the respective officers, directors, 
shareholders, agents, attorneys, contractors and employees of each of the foregoing entities (in their corporate 
and individual capacities), and RELEASEE’s heirs, executors, administrators, successors and assigns, from all 
actions, causes of action, suits, debts, dues, sums of money, accounts, reckonings, bonds, bills, specialties, 
covenants, contracts, controversies, agreements, promises, variances, trespasses, damages, judgments, 
executions, claims and demands whatsoever, in law, admiralty or equity, which against the RELEASEE, the 
RELEASOR, RELEASOR’s heirs, executors, administrators, successors and assigns ever had, now have or 
hereafter can, shall or may have, upon or by reason of any matter, cause or thing whatsoever from the beginning 
of the world to the day of the date of this RELEASE, including, without limitation, claims arising under federal, 
state and local laws, rules and ordinances; ; provided, however, that all liabilities arising under Indiana Code Sec. 
23-2-2. , the Maryland Franchise Registration and Disclosure Law and the Washington Franchise Investment 
Protection Act, RCW 19.100 and the rules adopted thereunder are excluded from this release, and that all rights 
enjoyed by RELEASOR under said Franchise Agreement and any causes of action arising in his, her or its favor 
from the provisions of Article 33 of the General Business Law of the State of New York and the regulations issued 
thereunder shall remain in force; it being the intent of this proviso that the non-waiver provisions of General 
Business Law, Section 687.4 and 687.5 be satisfied. If RELEASOR is domiciled or has his or her principal place 
of business in the State of California, then RELEASOR hereby expressly waives and relinquishes all rights and 
benefits under Section 1542 of the California Civil Code, which provides: “A GENERAL RELEASE DOES NOT 
EXTEND TO CLAIMS THAT THE CREDITOR OR RELEASING PARTY DOES NOT KNOW OR SUSPECT TO 
EXIST IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE RELEASE AND THAT, IF KNOWN BY HIM 
OR HER WOULD  HAVE MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR OR 
RELEASED PARTY.” 

Whenever the text hereof requires, the use of singular number shall include the appropriate plural number 
as the text of the within instrument may require. 

This RELEASE may not be changed orally. 

IN WITNESS WHEREOF, the RELEASOR (if an individual) has executed this RELEASE, and (if a 
corporation) has caused this RELEASE to be executed by a duly authorized officer on _____________, _____. 

 

 

RELEASOR 

 

    

By      

 

 



 

 

 

EXHIBIT 8 - GENERAL RELEASE - TERMINATION 

 
To all to whom these Presents shall come or may Concern, Know That [a corporation organized under 

the laws of the State of __________][an individual domiciled in the State of ______________] as RELEASOR, in 
consideration of the consent of CBD FRANCHISING, INC. to the termination of the Franchise Agreement between 
RELEASOR and CBD FRANCHISING, INC. (the “Franchise Agreement”), and other good and valuable 
consideration, hereby releases and discharges CBD FRANCHISING, INC. as RELEASEE, RELEASEE’s 
corporate parents, subsidiaries or affiliates and the respective officers, directors, shareholders, agents, attorneys, 
contractors and employees of each of the foregoing entities (in their corporate and individual capacities), and 
RELEASEE’s heirs, executors, administrators, successors and assigns, from all actions, causes of action, suits, 
debts, dues, sums of money, accounts, reckonings, bonds, bills, specialties, covenants, contracts, controversies, 
agreements, promises, variances, trespasses, damages, judgments, executions, claims and demands 
whatsoever, in law, admiralty or equity, which against the RELEASEE, the RELEASOR, RELEASOR’s heirs, 
executors, administrators, successors and assigns ever had, now have or hereafter can, shall or may have, upon 
or by reason of any matter, cause or thing whatsoever from the beginning of the world to the day of the date of 
this RELEASE, including, without limitation, claims arising under federal, state and local laws, rules and 
ordinances; ; provided, however, that all liabilities arising under Indiana Code Sec. 23-2-2. , the Maryland 
Franchise Registration and Disclosure Law and the Washington Franchise Investment Protection Act, RCW 
19.100 and the rules adopted thereunder are excluded from this release, and that all rights enjoyed by RELEASOR 
under said Franchise Agreement and any causes of action arising in his, her or its favor from the provisions of 
Article 33 of the General Business Law of the State of New York and the regulations issued thereunder shall 
remain in force; it being the intent of this proviso that the non-waiver provisions of General Business Law, Section 
687.4 and 687.5 be satisfied. If RELEASOR is domiciled or has his or her principal place of business in the State 
of California, then RELEASOR hereby expressly waives and relinquishes all rights and benefits under Section 
1542 of the California Civil Code, which provides: “A GENERAL RELEASE DOES NOT EXTEND TO CLAIMS 
THAT THE CREDITOR OR RELEASING PARTY DOES NOT KNOW OR SUSPECT TO EXIST IN HIS OR HER 
FAVOR AT THE TIME OF EXECUTING THE RELEASE AND THAT, IF KNOWN BY HIM OR HER WOULD  
HAVE MATERIALLY AFFECTED HIS OR HER SETTLEMENT WITH THE DEBTOR OR RELEASED PARTY.” 

Whenever the text hereof requires, the use of singular number shall include the appropriate plural number 
as the text of the within instrument may require. 

This RELEASE may not be changed orally. 

IN WITNESS WHEREOF, the RELEASOR (if an individual) has executed this RELEASE, and (if a 
corporation) has caused this RELEASE to be executed by a duly authorized officer on _____________, _____. 

 

RELEASOR 

 

   

By      

            
 

 



 

 

 

EXHIBIT 9 – EFT AUTHORIZATION FORM 
 

Bank Name:             
 
ABA#:  _________________________________________________________   
   
Acct. No.: _________________________________________________________   
   
Acct. Name: _________________________________________________________   
        

Effective as of the date of the signature by Franchisor below,     ________ (the 
“Franchisee”) hereby authorizes CBD FRANCHISING, INC. (the “Franchisor”) or its designee to withdraw funds 
from the above-referenced bank account, electronically or otherwise, to cover the following payments that are due 
and owing Franchisor or its affiliates under the franchise agreement dated ______________________ (the 
“Franchise Agreement”) for the franchised business located at: ________________________________________ 
(the “Franchised Business”): (i) all Continuing Royalties; (ii) National Fund Contributions; (iii) any amounts due 
and owing the Franchisor or its affiliates in connection with marketing materials, software licenses and/or other 
supplies, equipment or inventory that is provided by Franchisor or its affiliates; and (iv) all other fees and amounts 
due and owing to Franchisor or its affiliates under the Franchise Agreement. Franchisee acknowledges each of 
the fees described above may be collected by the Franchisor (or its designee) as set forth in the Franchise 
Agreement.  

 
The parties further agree that all capitalized terms not specifically defined herein will be afforded the 

definition they are given in the Franchise Agreement. 
 
Such withdrawals shall occur on a monthly basis, or on such other schedule as Franchisor shall specify 

in writing. This authorization shall remain in full force and effect until terminated in writing by Franchisor. 
Franchisee shall provide Franchisor, in conjunction with this authorization, a voided check from the above-
referenced account.    

 
[Signature page follows.] 

 
 



 

 

 

 
AGREED:  

 
Dated:            , 20       .          FRANCHISEE: 

        
Print name of Franchisee 

    
 
 By: ___________________________________________ 

      Signature of Officer  
 

        
 Print Name and Title of Officer 
 
 

 
      PRINCIPALS 
 
Dated:        , 20       .           
      Print Name of Principal 
  
    
      ________________________________________________ 
      Signature of Principal 

 
Dated:        , 20       .           
      Print Name of Principal 
  
    
      ________________________________________________ 
      Signature of Principal 

Dated:        , 20       .           
      Print Name of Principal 
  
    
      ________________________________________________ 
      Signature of Principal 

 

Dated:        , 20       .   FRANCHISOR: 

CBD FRANCHISING, INC. 

 

      By: ________________________________________ 
          Jerry Egner, President 
 
 
Please attach a voided blank check, for purposes of setting up Bank and Transit Numbers. 
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INDEPENDENT AUDITORS’ REPORT
 
 
The Board of Directors and Stockholders of 
CBD Franchising, Inc. 
 
Opinion 
 
We have audited the accompanying financial statements of CBD Franchising, Inc., a wholly 
owned subsidiary of Home Organizers, Inc. (the Company) (a California corporation), which 
comprise the balance sheets as of December 31, 2025 and 2024, and the related statements of 
income, stockholders’ equity, and cash flows for the years then ended, and the related notes to 
the financial statements. 
 
In our opinion, the financial statements referred to above present fairly, in all material 
respects, the financial position of the Company as of December 31, 2025 and 2024, and the 
results of its operations and its cash flows for the years then ended in accordance with 
accounting principles generally accepted in the United States of America. 
 
Basis for Opinion 
 
We conducted our audits in accordance with auditing standards generally accepted in the 
United States of America. Our responsibilities under those standards are further described in 
the Auditors’ Responsibilities for the Audit of the Financial Statements section of our report. 
We are required to be independent of the Company and to meet our other ethical 
responsibilities in accordance with the relevant ethical requirements relating to our audits. We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 
 
Responsibilities of Management for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of the financial statements 
in accordance with accounting principles generally accepted in the United States of America, 
and for the design, implementation, and maintenance of internal control relevant to the 
preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error. 
 
In preparing the financial statements, management is required to evaluate whether there are 
conditions or events, considered in the aggregate, that raise substantial doubt about the 
Company’s ability to continue as a going concern within one year after the date that the 
financial statements are available to be issued. 
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Auditors’ Responsibilities for the Audit of the Financial Statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an 
auditors’ report that includes our opinion. Reasonable assurance is a high level of assurance 
but is not absolute assurance and, therefore, is not a guarantee that an audit conducted in 
accordance with generally accepted auditing standards will always detect a material 
misstatement when it exists. The risk of not detecting a material misstatement resulting from 
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, 
intentional omissions, misrepresentations, or the override of internal control. Misstatements are 
considered material if there is a substantial likelihood that, individually or in the aggregate, 
they would influence the judgment made by a reasonable user based on the financial 
statements. 

In performing an audit in accordance with generally accepted auditing standards, we:

 Exercise professional judgment and maintain professional skepticism throughout the 
audit. 

 Identify and assess the risks of material misstatement of the financial statements, 
whether due to fraud or error, and design and perform audit procedures responsive to 
those risks. Such procedures include examining, on a test basis, evidence regarding the 
amounts and disclosures in the financial statements. 

 Obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the Company’s internal control. 
Accordingly, no such opinion is expressed. 

 Evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the overall 
presentation of the financial statements. 

 Conclude whether, in our judgment, there are conditions or events, considered in the 
aggregate, that raise substantial doubt about the Company’s ability to continue as a 
going concern for a reasonable period of time. 

We are required to communicate with those charged with governance regarding, among other 
matters, the planned scope and timing of the audit, significant audit findings, and certain 
internal control-related matters that we identified during the audit. 

Irvine, California 
March 31, 2026 
 



CBD FRANCHISING, INC.

BALANCE SHEETS 

The accompanying notes are an integral part of these financial statements.
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2025 2024

CURRENT ASSETS
Cash and cash equivalents 1,540,034$      -$                   
Restricted cash 21,285,547      22,458,112      
Accounts receivable, net of allowance for credit
 losses of $100,000 in 2025 and $112,000 in 2024 11,075,584      11,694,573      
Prepaid expenses and other current assets 1,595,785        905,493           
Notes receivable, current portion 263,163           116,229           

Total current assets 35,760,113      35,174,407      

PROPERTY AND EQUIPMENT, net 135,088           103,215           

NOTES RECEIVABLE, net of current portion 828,324 -                       

OPERATING LEASE RIGHT-OF-USE ASSET 1,881,595        2,248,115        

FRANCHISE AGREEMENTS 1,805,000        1,805,000        

GOODWILL 365,053           365,053           

DEPOSITS 98,628            98,628            

TOTAL ASSETS 40,873,801$    39,794,418$    

ASSETS

December 31,



CBD FRANCHISING, INC.

BALANCE SHEETS 
(Continued) 

 

The accompanying notes are an integral part of these financial statements. 
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2025 2024

CURRENT LIABILITIES
Bank overdraft -$                   483,244$         
Accounts payable 8,414,637        7,041,420        
Advertising advances and deposits 22,743,416      24,688,803      
Accrued expenses 1,198,974        460,296           
Deferred franchise fees 538,926           86,000            
Operating lease liability, current portion 336,157           341,406           

Total current liabilities 33,232,110      33,101,169      

NONCURRENT LIABILITIES
Operating lease liability, net of current portion 1,757,698        2,093,855        

COMMITMENTS AND CONTINGENCIES (Note 6)

STOCKHOLDERS' EQUITY
Common stock, no par value; 1 million shares 
 authorized, issued, and outstanding 1,000              1,000              
Additional paid-in capital 2,340,476        2,340,476        
Retained earnings 266,943,164    224,231,410    

269,284,640    226,572,886    
Due from Parent (263,400,647)   (221,973,492)   

Total stockholders' equity 5,883,993        4,599,394        

TOTAL LIABILITIES AND STOCKHOLDERS' 

 EQUITY 40,873,801$    39,794,418$    

LIABILITIES AND STOCKHOLDERS' EQUITY

December 31,
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2025 2024

REVENUE
Royalty and related income 139,970,352$   120,841,938$   
Advertising fund management income 2,063,945        1,956,002        
Franchise fees 1,505,688        1,259,579        

Total revenue 143,539,985    124,057,519    

OPERATING EXPENSES
Selling 96,159,278      79,361,200      
General and administrative 4,912,430        4,230,756        

Total operating expenses 101,071,708    83,591,956      

INCOME FROM OPERATIONS 42,468,277      40,465,563      

OTHER INCOME 893,910           1,003,346        

INCOME BEFORE INCOME TAX EXPENSE 43,362,187      41,468,909      

INCOME TAX EXPENSE 650,433           622,034           

NET INCOME 42,711,754$    40,846,875$    

December 31,
For the Year Ended
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The accompanying notes are an integral part of these financial statements. 
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Additional
Paid-In Retained Due From

Shares Amount Capital Earnings Parent Total

BALANCE AT
 DECEMBER 31, 2023 1,000,000    1,000$         2,340,476$   183,384,535$   (183,711,662)$  2,014,349$   

NET CHANGE IN DUE
 FROM PARENT (NOTE 5) -                 -                 -                 -                     (38,261,830)     (38,261,830) 

NET INCOME -                 -                 -                 40,846,875      -                     40,846,875   

BALANCE AT
 DECEMBER 31, 2024 1,000,000    1,000           2,340,476    224,231,410     (221,973,492)   4,599,394    

NET CHANGE IN DUE
 FROM PARENT (NOTE 5) -                 -                 -                 -                     (41,427,155)     (41,427,155) 

NET INCOME -                 -                 -                 42,711,754      -                     42,711,754   

BALANCE AT

 DECEMBER 31, 2025 1,000,000    1,000$         2,340,476$   266,943,164$   (263,400,647)$  5,883,993$   

Common Stock
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STATEMENTS OF CASH FLOWS
 
 

The accompanying notes are an integral part of these financial statements.
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2025 2024

CASH FLOWS FROM OPERATING ACTIVITIES
Net income 42,711,754$    40,846,875$    
Adjustments to reconcile net income to net cash 
 provided by operating activities:

Depreciation and amortization 36,838            37,470            
Amortization of operating lease right-of-use asset 366,520           385,860           
Interest income on a note receivable -                     (9,500)             
Changes in operating assets and liabilities:

Accounts receivable 618,989           (3,024,195)       
Prepaid expenses and other current assets (690,292)         211,096           
Notes receivable (975,258)         -                     
Accounts payable 1,373,217        (190,893)         
Advertising advances and deposits (1,945,387)       1,427,385        
Accrued expenses 738,678           101,499           
Deferred franchise fees 452,926           (583,000)         
Operating lease liability (341,406)         (346,737)         

Net Cash Provided By Operating Activities 42,346,579      38,855,860      

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment (68,711)           -                     

Net Cash Used In Investing Activities (68,711)           -                     

CASH FLOWS FROM FINANCING ACTIVITIES
Change in bank overdraft (483,244)         (270,670)         
Net change in due from Parent (Note 5) (41,427,155)     (38,261,830)     

Net Cash Used In Financing Activities (41,910,399)     (38,532,500)     

CHANGE IN CASH, CASH EQUIVALENTS,
 AND RESTRICTED CASH 367,469           323,360           

CASH, CASH EQUIVALENTS, AND RESTRICTED 
 CASH, BEGINNING OF YEAR 22,458,112      22,134,752      

CASH, CASH EQUIVALENTS, AND RESTRICTED

 CASH AT END OF YEAR 22,825,581$    22,458,112$    

For the Year Ended
December 31,
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NOTE 1 – Organization 
 
CBD Franchising, Inc. (the Company) is engaged in the business of selling franchises for the 
operation of custom organization systems design and installation establishments. The Company 
was incorporated in March 2001, and is a wholly owned subsidiary of Home Organizers, Inc. 
(the Parent), operating in Garden Grove, California. The Company enters into franchise 
agreements with franchisees, which govern their arrangement and provide for royalties, 
advertising, material purchases, and other terms. The Company sold seven and four franchises 
during 2025 and 2024, respectively. There were ninety-three and eighty-nine outlets in 
operation, operated by sixty-nine and sixty-five franchises during 2025 and 2024, respectively. 
 
 
NOTE 2 – Summary of Significant Accounting Policies 
 
This summary of significant accounting policies of the Company is presented to assist in 
understanding the Company’s financial statements. The financial statements and notes are 
representations of the Company’s management, which is responsible for their integrity and 
objectivity. These accounting policies conform to accounting policies generally accepted in the 
United States of America (U.S. GAAP) and have been consistently applied in the preparation 
of the financial statements. 
 
Use of Estimates 
 
The preparation of financial statements in conformity with U.S. GAAP requires management 
to make estimates and assumptions that affect the reported amounts of assets and liabilities, the 
disclosure of contingent assets and liabilities, and reported amounts of revenue and expenses. 
Significant items subject to such estimates and assumptions include the carrying amounts of 
franchise agreements and goodwill, and the allowances for credit losses for accounts and notes 
receivable. Actual results could differ from those estimates. 
 
Recently Adopted Accounting Pronouncement 
 
In July 2025, the Financial Accounting Standards Board (FASB) issued Accounting Standards 
Update (ASU) 2025-05, Financial Instruments - Credit Losses (Topic 326): Measurement of 
Credit Losses for Accounts Receivable and Contract Assets. The guidance introduces a 
practical expedient and an accounting policy election that simplify the application of the current 
expected credit loss (CECL) model for current accounts receivable and current contract assets 
arising from revenue transactions accounted for under Accounting Standards Codification 
(ASC) 606, Revenue from Contracts with Customers. 
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NOTE 2 – Summary of Significant Accounting Policies (Continued) 
 
Recently Adopted Accounting Pronouncement (Continued) 
 
The amendments allow all entities to elect a practical expedient under which current conditions 
as of the balance sheet date are assumed not to change over the remaining life of the asset, 
eliminating the need to develop and document reasonable and supportable forecasts when 
estimating expected credit losses for assets within the scope of the guidance. In addition, 
entities other than public business entities may elect an accounting policy to consider collection 
activity occurring after the balance sheet date but before the financial statements are available 
to be issued when estimating expected credit losses. 

Management has elected early adoption of ASU 2025-05 during the current reporting period. 
Upon adoption, management elected the practical expedient and the related accounting policy 
to consider subsequent collections, as applicable. The adoption was applied prospectively, as 
required by the standard. 

The adoption of ASU 2025-05 did not have a material impact on the Company’s financial 
position or results of operations.

Recently Issued Accounting Pronouncement Not Yet Adopted

In December 2023, the Financial Accounting Standards Board (FASB) issued Accounting 
Standards Update (ASU) No. 2023-09, Income Taxes (Topic 740): Improvements to Income 
Tax Disclosures. This ASU enhances income tax disclosure requirements to improve 
transparency and decision usefulness, primarily through expanded disclosures related to income 
tax rate reconciliations and income taxes paid. 

For entities other than public business entities, the ASU requires additional qualitative 
disclosures regarding the nature and effect of significant reconciling items and jurisdictions that 
result in a significant difference between the statutory tax rate and the effective tax rate. The 
ASU also requires all entities to disclose, on an annual basis, (i) income (or loss) from 
continuing operations before income tax expense, disaggregated between domestic and foreign 
entities, (ii) income tax expense, disaggregated by federal (national), state, and foreign entities, 
and (iii) income taxes paid, net of refunds received, disaggregated by federal (national), state, 
foreign entities, and by individual jurisdictions that meet a quantitative threshold.
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NOTE 2 – Summary of Significant Accounting Policies (Continued) 
 
Recently Issued Accounting Pronouncement Not Yet Adopted (Continued) 
 
The ASU is effective for annual periods beginning after December 15, 2025. Early adoption is 
permitted. The amendments are required to be applied prospectively, with retrospective 
application permitted. 
 
The Company is currently evaluating the impact of the adoption of this ASU on its financial 
statement disclosures. The adoption of this ASU is not expected to have a material impact on 
the Company’s financial position, results of operations, or cash flows, as the amendments 
primarily affect disclosure requirements. 
 
Cash and Cash Equivalents 
 
Cash and cash equivalents include cash held in banks, money market accounts, and short-term 
highly liquid investments with maturities of three months or less when purchased. 
 
The Company maintains its cash balances, including restricted cash, at one financial institution 
headquartered in North Carolina, with cash deposits at times in excess of federally insured 
limits. 
 
Restricted Cash 
 
Restricted cash includes advertising advances and deposits from franchisees for the purpose of 
national and regional advertising. The use of these funds is restricted for advertising costs and 
to pay certain costs incurred to benefit the franchisees. The funds cannot be utilized for the 
Company’s advertising expenses in connection with the sale of franchises. 
 
Concentration of Credit Risk 
 
Financial instruments that potentially subject the Company to credit risk consist primarily of 
cash, cash equivalents, and accounts and notes receivable. Accounts and notes receivable 
subject the Company to the potential for credit risk as the Company grants credit to nearly all 
of its customers. The home improvement and construction industries are impacted by the 
general economy, competition within the industry, and the general geographic area of the 
Company’s franchises, which are located in the United States and Canada. 
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NOTE 2 – Summary of Significant Accounting Policies (Continued) 
 
Accounts and Notes Receivable 
 
Accounts receivable are recorded at the invoiced amount and do not bear interest.  The 
franchise agreements provide the Company the right to terminate the franchise for nonpayment 
of royalties and advertising funds. The Company maintains an allowance for credit losses for 
estimated losses inherent in its accounts receivable portfolio. In establishing the required 
allowance, management considers historical losses adjusted to take into account current market 
conditions, the financial condition of the Company’s customers, the amount of receivables in 
dispute, and the current receivables aging and payment patterns.   
 
The Company has elected the practical expedient to assume that current conditions as of 
December 31, 2025 remain unchanged for the remaining life of accounts receivable. The 
Company has also elected the accounting policy to consider subsequent collection activity 
through March 31, 2026 when estimating expected credit losses. Accounts receivable collected 
prior to that date are excluded from the allowance for credit losses. 
 
At January 1, 2024, net accounts receivable from contracts with customers totaled $8,670,378.  
 
Notes receivable relate to franchise agreements that extend beyond the Company’s standard 
accounts receivable terms as well as trade accounts receivable for which the Company allows 
franchisees pay over an extended period of time. The notes bear interest at a market rate based 
on the customers’ credit quality and are recorded at face value. The notes have terms ranging 
from 18 to 60 months, with one note due on demand and the remaining notes requiring 
monthly payments. Interest is recognized over the term of the notes. The Company does not 
require collateral for the notes. The Company has not and does not intend to sell these 
receivables. No allowance for credit losses on the note receivable is considered necessary by 
management at December 31, 2025. 
 
The Company had a notes receivable balance of $106,729 at January 1, 2024. 
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NOTE 2 – Summary of Significant Accounting Policies (Continued) 
 
Property and Equipment 
 
Property and equipment are recorded at cost. Depreciation of property and equipment is 
computed using the straight-line method over the estimated useful lives of the related assets, 
which range from three to seven years. Leasehold improvements are amortized over the 
shorter of the lease term or estimated useful life of the respective asset. Expenditures that 
materially increase the assets’ lives are capitalized, while ordinary maintenance and repairs are 
expensed as incurred. Assets to be disposed of would be separately presented in the balance 
sheets and reported at the lower of the carrying amount or fair value less costs to sell and are 
no longer depreciated. The assets and liabilities of a disposed group classified as held-for-sale 
would be presented separately in the appropriate asset and liability sections of the balance 
sheets. 
 
Impairment of Long-Lived Assets 
 
The Company evaluates long-lived assets, such as property and equipment, for impairment 
whenever events or changes in circumstances indicate that the carrying amount of an asset may 
not be recoverable. Recoverability of assets to be held and used is measured by a comparison 
of the carrying amount of an asset to estimated undiscounted future cash flows expected to be 
generated by the asset. If the carrying amount of an asset exceeds its estimated future cash 
flows, an impairment charge is recognized in the amount by which the carrying amount of the 
asset exceeds the fair value of the asset. Fair value is determined through various valuation 
techniques, including discounted cash flow models, quoted market values, and third-party 
independent appraisals, as deemed necessary. 
 
Goodwill and Franchise Agreements 
 
Goodwill represents the excess of the purchase price over the fair value of identifiable net 
assets acquired in business combinations. Franchise agreements are identifiable intangible 
assets that arose from business combinations and are classified as indefinite-lived since there is 
no foreseeable limit to the period over which they are expected to contribute to future cash 
flows.  



CBD FRANCHISING, INC.

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2025 AND 2024 

 
 

13

NOTE 2 – Summary of Significant Accounting Policies (Continued) 
 
Goodwill and Franchise Agreements (Continued) 
 
Goodwill is not amortized, but is tested for impairment at least annually, or more frequently if 
events or changes in circumstances indicate that it is more likely than not that the fair value of 
a reporting unit is less than its carrying amount. The Company performs its annual goodwill 
impairment test as of December 31. The Company may first assess qualitative factors to 
determine whether it is necessary to perform a quantitative goodwill impairment test. If, after 
assessing the totality of relevant events and circumstances, the Company determines that it is 
more likely than not that the fair value of a reporting unit exceeds its carrying amount, no 
further testing is required. 
 
If the qualitative assessment is bypassed or indicates potential impairment, the Company 
performs a quantitative impairment test by comparing the fair value of the reporting unit with 
its carrying amount, including goodwill. An impairment loss is recognized for the amount by 
which the carrying amount exceeds fair value, limited to the carrying amount of goodwill 
allocated to the reporting unit. 
 
Indefinite-lived intangible assets are not amortized, but are tested for impairment at least 
annually, or more frequently if events or changes in circumstances indicate that it is more 
likely than not that the asset is impaired. The impairment test for indefinite-lived intangible 
assets consists of a comparison of the asset’s fair value with its carrying amount. An 
impairment loss is recognized for the amount by which the carrying amount exceeds fair value. 
Impairment losses recognized for indefinite-lived intangible assets are not reversible. The 
Company evaluates, at each reporting period, whether events and circumstances continue to 
support an indefinite useful life. If it is determined that an intangible asset no longer has an 
indefinite useful life, the asset is reclassified as finite-lived and amortized prospectively over its 
estimated remaining useful life. 
 
There were no impairments for the years ended December 31, 2025 and 2024. 
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NOTE 2 – Summary of Significant Accounting Policies (Continued) 
 
Advertising Receivables, Advances and Deposits, and Fund Management Income 
 
The Company has receivables and receives advertising funds from the franchisees to provide 
local, regional, and national advertisements for the benefit of the franchisees. These funds, 
along with related receivables, advances, and deposits, are based on a fixed percentage of each 
franchisee’s gross revenue. These funds are restricted and segregated. The Company accounts 
for the receipt of advertising funds as restricted cash and the advertising costs incurred are 
charged against the liability account. The franchise agreements allow the Company to retain a 
percentage of the advertising funds as compensation for its administration over the accounts. 
During the years ended December 31, 2025 and 2024, the Company received $2,063,945 and 
$1,956,002, respectively, as compensation for its administration over the accounts, which are
accounted for as advertising fund management income in the accompanying statements of 
income. 

The Company can use the funds to protect the value of the franchises and related intellectual 
property, for the expenses of national conferences, and for the completion of faulty or 
abandoned work. The funds are also utilized for directly related advertising expenses allocated 
from the Parent on behalf of franchisees for local, regional, and national advertising 
campaigns. In addition, the national advertising fund guarantees the collection of advertising 
receivables related to direct billings to the franchisees by the Company or the Parent for local, 
regional, or national advertising campaigns placed on behalf of franchisees. 
 
Common Control Leasing Arrangement 
 
The Company reports in accordance with the amendments in ASU No. 2018-17, Targeted 
Improvements to Related Party Guidance for Variable Interest Entities, which provides private 
companies with an accounting alternative in applying the guidance in FASB ASC 810, 
Consolidation, to entities under common control. As a result, the Company has elected not to 
apply the variable interest entity guidance to all entities under common control that meet the 
specified criteria under the alternative. Management determined that Garden Grove One LLC 
(see Note 5) meets all the criteria. Accordingly, the accompanying financial statements do not 
present the assets, liabilities, and financial results of this entity. 
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NOTE 2 – Summary of Significant Accounting Policies (Continued) 
 
Revenue Recognition 
 
The Company’s revenue consist of royalty and related income, advertising and fund 
management income, and franchise fees.
 
Revenue is recognized when performance obligations are satisfied in an amount reflecting the 
consideration to which the Company expects to be entitled. Royalties and management fees 
represent variable consideration as they are based on franchisee revenue and are, therefore, 
recognized on a monthly basis over the term of the franchise agreements as the performance 
obligations are satisfied. 

For initial and franchise renewal fees, the Company applies a practical expedient that permits 
private company franchisors to account for pre-opening services provided to a franchisee as 
distinct from the franchise license. The Company has elected to recognize pre-opening services 
as a single performance obligation. Initial franchise and renewal fees are recognized upon 
commencement of franchise operations and contract renewal, which is when the single 
performance obligation of pre-opening services is substantially satisfied. Until such obligation 
is satisfied, initial and renewal franchise fees collected are recorded as the contract liability, 
deferred franchise fees. At January 1, 2024, the Company’s deferred franchise fees totaled 
$669,000. 
 
Advertising 

The Company expenses the production costs of advertising the first time the advertising takes 
place. Advertising expense totaled $92,168,194 and $76,427,825 for the years ended 
December 31, 2025 and 2024, respectively, which is included in selling expenses in the 
accompanying statements of income. 

Income Taxes 
 
The Company is part of a group that files a consolidated tax return with the Parent. The 
Company reports its current income tax expense at applicable tax rates based on its own 
income. The Parent is taxed as an S corporation, and the Company is a qualified subchapter S 
subsidiary. Accordingly, the Parent does not pay federal corporate income taxes and, 
therefore, there is no allocation of such income tax to the Company as part of the group 
consolidated federal tax return. Under this election, the Parent is required to pay a 1.5% 
California franchise tax based on the Company’s income. Income or losses of the Company are 
included in the individual income tax returns of its stockholders.
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NOTE 2 – Summary of Significant Accounting Policies (Continued) 
 
Income Taxes (Continued) 
 
In accounting for uncertainty in income taxes, the Company recognizes the financial statement 
benefit of a tax position only after determining that the relevant tax authority would more 
likely than not sustain the position following an audit. For tax positions meeting the more-
likely-than-not threshold, the amount recognized in the financial statements is the largest 
benefit that has a greater than 50 percent likelihood of being realized upon ultimate settlement 
with the relevant tax authority. The Company recognizes interest and penalties accrued on 
unrecognized tax benefits as a component of income tax expense.   
 
The Company’s tax years remain open for examination by the tax authorities under the normal 
three-year statute of limitations for federal purposes and four-year statute of limitations for 
state tax purposes.  
 
Leasing Arrangements 
 
The Company determines if an arrangement contains a lease at inception based on whether the 
Company has the right to control the asset during the contract period and other facts and 
circumstances. 
 
The Company’s policy for determining its lease discount rate used for measuring lease 
liabilities is to use the rate implicit in the lease whenever that rate is readily determinable. If 
the rate implicit in the lease is not readily determinable, then the Company has elected to use 
its incremental borrowing rate, as permitted by U.S. GAAP, determined using a period 
comparable with that of the lease term. 
 
The Company has elected a policy to account for short-term leases, defined as any lease with a 
term less than 12 months, by recognizing all components of the lease payment in the statements 
of income in the period in which the obligation for the payments is incurred. 
 
Subsequent Events 
 
Management of the Company evaluates the accounting for and disclosure of events that occur 
after the balance sheet date but before financial statements are issued or are available to be 
issued. Management has evaluated subsequent events through March 31, 2026, the date these 
financial statements were available to be issued. (See Note 7.) 
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NOTE 3 – Property and Equipment
 
A summary of property and equipment is as follows: 
 

2025 2024

Office equipment 287,277$         227,156$         
Leasehold improvements 749,699           741,109           

1,036,976        968,265           
Less accumulated depreciation and 
 amortization (901,888)         (865,050)         

Property and equipment, net 135,088$         103,215$         

December 31,

 

Depreciation and amortization expense for the years ended December 31, 2025 and 2024 was
$36,838 and $37,470, respectively. 

NOTE 4 – Lease Arrangements
 
The Company leases its office under an operating lease with an 11-year term. Extension of this 
lease will be negotiated at the end of the current lease term. 

While the agreement provides for minimum lease payments, it also includes payments adjusted 
based on market rates. Variable payments are not determinable at the lease commencement and 
are not included in the measurement of the lease right-of-use assets and liabilities. The lease 
agreements do not include any material residual value guarantees or restrictive covenants. 
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NOTE 4 – Lease Arrangements (Continued) 
 
The following table summarizes the line items in the balance sheets as of year-end:  
 

2025 2024

Operating lease right-of-use asset 1,881,595$      2,248,115$      

Current portion of operating lease liability 336,157$         341,406$         
Long-term portion of operating lease liability 1,757,698        2,093,855        

2,093,855$      2,435,261$      

December 31,

 

The components of operating lease expenses that are included in general and administrative 
expenses in the accompanying statements of income were as follows: 

2025 2024

Operating lease costs 448,585$         443,164$         

December 31,
For the Year Ended

 

The following table summarizes the supplemental cash flow information related to the lease:

2025 2024
Cash paid for amounts included in the 
 measurement of lease liability:

Operating cash flows from operating lease 414,273$         400,264$         

December 31,
For the Year Ended
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NOTE 4 – Lease Arrangements (Continued) 
 
The weighted-average remaining lease term and discount rate for the operating lease were as 
follows: 
 

2025 2024

Weighted-average remaining lease term 6.5 years 7.5 years
Weighted-average discount rate 5.00% 5.00%

December 31,

 

The maturities of the operating lease liability as of December 31, 2025 are as follows:
 

2026 428,773$         
2027 443,780           
2028 459,312           
2029 475,388           
2030 492,027           
Thereafter 768,995           
Total minimum lease payments 3,068,275        
Less amount representing interest (974,420)         
Present value of minimum lease payments 2,093,855        
Less current portion (336,157)         

1,757,698$      

Year Ending
December 31,
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NOTE 5 – Related-Party Transactions 

Activity in the Due from Parent account is as follows: 

2025 2024

Balance at beginning of year 221,973,492$   183,711,662$   
Net cash transferred to Parent 45,159,158      42,884,605      
Allocation of income taxes (649,140)         (622,442)         
Materials, salaries, management fee, and
 administrative expenses paid by Parent (3,082,863)       (4,000,333)       

Balance at end of year 263,400,647$   221,973,492$   

December 31,

 

Certain operating expenses are incurred by the Parent and are allocated to the Company. These 
expenses include materials, salaries, and corporate expenses. The Parent also charges the 
Company’s National Promotion and Protection Fund for marketing support, which totaled 
$108,000 for each of the years ended December 31, 2025 and 2024. Allocated expenses are 
either charged to operations or reimbursed from restricted cash, as deemed appropriate. The 
total amount charged to operations totaled $3,082,863 and $4,000,333 for the years ended
December 31, 2025 and 2024, respectively. 

Over the years, the Parent has taken advances from the Company. The total amount due from
the Parent is not likely to be collected in the foreseeable future; accordingly, such amounts 
have been classified as contra-equity in the accompanying balance sheets with the net change in 
the balance included in financing activities in the accompanying statements of cash flows. The 
impact of such advances to the Parent can impact the overall liquidity, working capital, and 
equity of the Company. 
 
The financial position of the Company and the results of its operations and cash flows may 
have differed had the Company not been affiliated with the Parent. 
 
The Company has a long-term operating lease with a related party under common ownership. 
(See Note 4.)  
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NOTE 6 – Commitments and Contingencies 

Guarantees 
 
The Parent of the Company has a credit agreement (the Credit Agreement) of which the 
Company is a guarantor. The Credit Agreement provides for an aggregate of $45,000,000 in 
borrowings, comprising a $35,000,000 senior term loan (the Term Loan) and a $10,000,000 
revolving line of credit. Such borrowings are collateralized by substantially all assets and stock 
of the Parent and its subsidiaries, including the Company. The Term Loan is payable in 
quarterly installments of principal and interest and matures on December 19, 2029. The 
interest rate on the Term Loan is the average secured overnight financing rate (SOFR) rate 
plus credit margin of 1.50%. The effective interest rate was approximately 5.33% as of 
December 31, 2025. As of December 31, 2025, the aggregate outstanding balance on the 
Credit Agreement was $31,691,000.

Legal Proceedings

From time to time, the Company is involved in various claims and legal actions arising in the 
ordinary course of business. In the opinion of management, the ultimate disposition of these 
matters is not expected to have a material adverse effect on the Company’s financial position, 
results of operations, or liquidity.

NOTE 7 – Subsequent Event 

On January 30, 2026, the Parent of the Company refinanced the Credit Agreement. The 
amended agreement provides for an aggregate of $83,000,000 in borrowings, consisting of a 
$68,000,000 senior term loan (the Term Loan) and a $15,000,000 revolving line of credit. The 
maturity date of the Term Loan was extended to January 30, 2031. The interest rate and 
repayment terms under the amended agreement remained unchanged. 
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WINDES 
AUDIT I TAX I ADVISORY 

INDEPENDENT AUDITORS' REPORT 

The Board of Directors and Stockholder of 
CBD Franchising, Inc.: 

Opinion 

Long Beach Irvine Los Angeles 

www.windes.com 
844.4WINDES 

We have audited the accompanying financial statements of CBD Franchising, Inc., a wholly 
owned subsidiary of Home Organizers, Inc. (the Company) (a California corporation), which 
comprise the balance sheets as of December 31, 2024 and 2023, and the related statements of 
income, stockholder's equity, and cash flows for the years then ended, and the related notes to 
the financial statements. 

In our opinion, the financial statements referred to above present fairly, in all material 
respects, the financial position of the Company as of December 31, 2024 and 2023, and the 
results of its operations and its cash flows for the years then ended in accordance with 
accounting principles generally accepted in the United States of America. 

Basis for Opinion 

We conducted our audits in accordance with auditing standards generally accepted in the 
United States of America. Our responsibilities under those standards are further described in 
the Auditors' Responsibilities for the Audit of the Financial Statements section of our report. 
We are required to be independent of the Company and to meet our other ethical 
responsibilities in accordance with the relevant ethical requirements relating to our audits. We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 

Responsibilities of Management for the Financial Statements 

Management is responsible for the preparation and fair presentation of the financial statements 
in accordance with accounting principles generally accepted in the United States of America, 
and for the design, implementation, and maintenance of internal control relevant to the 
preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

In preparing the financial statements, management is required to evaluate whether there are 
conditions or events, considered in the aggregate, that raise substantial doubt about the 
Company's ability to continue as a going concern within one year after the date that the 
financial statements are available to be issued. 
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Auditors' Responsibilities for the Audit of the Financial Statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an 
auditors' report that includes our opinion. Reasonable assurance is a high level of assurance 
but is not absolute assurance and, therefore, is not a guarantee that an audit conducted in 
accordance with generally accepted auditing standards will always detect a material 
misstatement when it exists. The risk of not detecting a material misstatement resulting from 
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, 
intentional omissions, misrepresentations, or the override of internal control. Misstatements, 
including omissions, are considered material if there is a substantial likelihood that, 
individually or in the aggregate, they would influence the judgment made by a reasonable user 
based on the financial statements. 

In performing an audit in accordance with generally accepted auditing standards, we: 

• Exercise professional judgment and maintain professional skepticism throughout the 
audit. 

• Identify and assess the risks of material misstatement of the financial statements, 
whether due to fraud or error, and design and perform audit procedures responsive to 
those risks. Such procedures include examining, on a test basis, evidence regarding the 
amounts and disclosures in the financial statements. 

• Obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the Company's internal control. 
Accordingly, no such opinion is expressed. 

• Evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the overall 
presentation of the financial statements. 

• Conclude whether, in our judgment, there are conditions or events, considered in the 
aggregate, that raise substantial doubt about the Company's ability to continue as a 
going concern for a reasonable period of time. 

We are required to communicate with those charged with governance regarding, among other 
matters, the planned scope and timing of the audit, significant audit findings, and certain 
internal control-related matters that we identified during the audit. 

Irvine, California 
March 31, 2025 



CBD FRANCHISING, INC. 

BALANCE SHEETS 

ASSETS 

CURRENT ASSETS 

December 31, 
2024 2023 

Restricted cash $ 22,458,112 $ 22,134,752 
Accounts receivable, net of allowance for credit 
losses of $112,000 in 2024 and 2023 11,694,573 8,670,378 

Prepaid expenses and other current assets 905,493 1,116,589 
Note receivable, current portion 116,229 

Total current assets 35,174,407 31,921,719 

PROPERTY AND EQUIPMENT, net 103,215 140,685 

NOTE RECEIVABLE, net of current portion - 106,729 

OPERATING LEASE RIGHT-OF-USE ASSETS 2,248,115 2,633,975 

FRANCHISE AGREEMENTS 1,805,000 1,805,000 

GOODWILL 365,053 365,053 

DEPOSITS 98,628 98,628 

TOTAL ASSETS $ 39,794 418 $ 37,071 789 

The accompanying notes are an integral part of these financial statements. 
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CBD FRANCHISING, INC. 

BALANCE SHEETS 
(Continued) 

LIABILITIES AND STOCKHOLDER'S EQUITY 

CURRENT LIABILITIES 

December 31, 
2024 2023 

Bank overdraft $ 483,244 $ 753,914 
Accounts payable 7,041,420 7,232,313 
Advertising advances and deposits 24,688,803 23,261,418 
Accrued expenses 460,296 358,797 
Deferred franchise fees 86,000 669,000 
Operating lease liability, current portion 341,406 346,737 

Total current liabilities 33,101,169 32,622,179 

NONCURRENT LIABILITIES 
Operating lease liability, net of current portion 2,093,855 2,435,261 

COMMITMENTS AND CONTINGENCIES (Note 6) 

STOCKHOLDER'S EQUITY 
Common stock, no par value; 1 million shares 
authorized, issued, and outstanding 1,000 1,000 

Additional paid-in capital 2,340,476 2,340,476 
Retained earnings 224,231,410 183,384,535 

226,572,886 185,726,011 
Due from Parent (221,973,492) (183,711,662) 

Total stockholder's equity 4,599,394 2,014,349 

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY $ 39,794,418 37,071,789 

The accompanying notes are an integral part of these financial statements. 
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CBD FRANCHISING, INC. 

STATEMENTS OF INCOME 

REVENUE 

For the Year Ended 
December 31, 

2024 2023 

Royalty and related income $ 120,841,938 $ 102,214,255 
Advertising fund management income 1,956,002 1,823,027 
Franchise fees 1,259,579 585,500 

Total revenue 124,057,519 104,622,782 

OPERATING EXPENSES 
Selling 79,361,200 61,636,460 
Administrative 4,230,756 3,896,251 

Total operating expenses 83,591,956 65,532,711 

INCOME FROM OPERATIONS 40,465,563 39,090,071 

OTHER INCOME 1,003,346 763,861 

INCOME BEFORE INCOME TAX EXPENSE 41,468,909 39,853,932 

INCOME TAX EXPENSE 622,034 597,809 

NET INCOME $ 40,846,875 $ 39,256,123 

The accompanying notes are an integral part of these financial statements. 
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CBD FRANCHISING, INC. 

STATEMENTS OF STOCKHOLDER'S EQUITY 
FOR THE YEARS ENDED DECEMBER 31, 2024 AND 2023 

BALANCE AT 

Common Stock 
Additional 

Paid-In 
Capital 

Retained 
Earnings 

Due From 
Parent Total Shares Amount 

DECEMBER 31, 2022 1,000,000 $ 1,000 $ 2,340,476 $ 144,128,412 $ (141,535,025) $ 4,934,863 

NET CHANGE IN DUE 
FROM PARENT (NOTE 5) - - - (42,176,637) (42,176,637) 

NET INCOME - - 39,256,123 - 39,256,123 

BALANCE AT 
DECEMBER 31, 2023 1,000,000 1,000 2,340,476 183,384,535 (183,711,662) 2,014,349 

NET CHANGE IN DUE 
FROM PARENT (NOTE 5) - - - (38,261,830) (38,261,830) 

NET INCOME - - 40.846,875 - 40,846,875 

BALANCE AT 

DECEMBER 31, 2024 1,000,000 $ 1,000 $ 2,340,476 $ 224,231,410 $ (221,973,492) $ 4,599,394 

The accompanying notes are an integral part of these financial statements. 
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CBD FRANCHISING, INC. 

STATEMENTS OF CASH FLOWS 

CASH FLOWS FROM OPERATING ACTIVITIES 

For the Year Ended 
December 31, 

2024 2023 

Net income $ 40,846,875 $ 39,256,123 
Adjustments to reconcile net income to net cash 
provided by operating activities: 
Depreciation and amortization 37,470 35,444 
Amortization of right-of-use assets 385,860 404,810 
Interest income on a note receivable (9,500) 
Changes in operating assets and liabilities: 

Accounts receivable (3,024,195) (144,581) 
Prepaid expenses and other assets 211,096 (481,286) 
Note receivable (106,729) 
Accounts payable (190,893) 1,945,640 
Advertising advances and deposits 1,427,385 6,944,352 
Accrued expenses 101,499 28,094 
Deferred franchise fees (583,000) 669,000 
Operating lease liability (346,737) (352,152) 

Net Cash Provided By Operating Activities 38,855,860 48,198,715 

CASH FLOWS FROM INVESTING ACTIVITIES 
Purchases of property and equipment (27,435) 

Net Cash Used In Investing Activities (27,435) 

CASH FLOWS FROM FINANCING ACTIVITIES 
Change in bank overdraft (270,670) 753,914 
Net change in due from Parent (Note 5) (38,261,830) (42,176,637) 

Net Cash Used In Financing Activities (38,532,500) (41,422,723) 

CHANGE IN CASH AND RESTRICTED CASH 323,360 6,748,557 

CASH AND RESTRICTED CASH AT BEGINNING 
OF YEAR 22,134,752 15,386,195 

CASH AND RESTRICTED CASH AT END OF YEAR $ 2/,458,112 $ 22,134,752 

The accompanying notes are an integral part of these financial statements. 
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 1 — Organization 

CBD Franchising, Inc. (the Company) is engaged in the business of selling franchises for the 
operation of custom organization systems design and installation establishments. The Company 
was incorporated in March 2001, and is a wholly owned subsidiary of Home Organizers, Inc. 
(the Parent), operating in Garden Grove, California. The Company enters into franchise 
agreements with franchisees, which govern their arrangement and provide for royalties, 
advertising, material purchases, and other terms. The Company sold four and two franchises 
during 2024 and 2023, respectively. There were eighty-nine and eighty-one outlets operated by 
sixty-five and sixty-one franchises in operation during 2024 and 2023, respectively. 

NOTE 2 — Summary of Significant Accounting Policies 

This summary of significant accounting policies of the Company is presented to assist in 
understanding the Company's financial statements. The financial statements and notes are 
representations of the Company's management, who is responsible for their integrity and 
objectivity. These accounting policies conform to accounting policies generally accepted in the 
United States of America (U.S. GAAP) and have been consistently applied in the preparation 
of the financial statements. 

Use of Estimates 

The preparation of financial statements in conformity with U.S. GAAP requires management 
to make estimates and assumptions that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the financial statements and reported 
amounts of revenue and expenses during the reporting period. Significant items subject to 
estimates and assumptions include the carrying amounts of franchise agreements and goodwill, 
and the allowances for credit losses and note receivable. Actual results could differ from those 
estimates. 

Cash 

At times, cash balances, including restricted cash, may be in excess of the amount insured by 
the Federal Deposit Insurance Corporation. 
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 2 - Summary of Significant Accounting Policies (Continued) 

Restricted Cash 

Restricted cash includes advertising advances and deposits from franchisees for the purpose of 
national and regional advertising. The use of these funds is restricted for advertising costs and 
to pay certain costs incurred to benefit the franchisees. The funds cannot be utilized for the 
Company's advertising expenses in connection with the sale of franchises. 

Concentration of Credit Risk 

Financial instruments that potentially subject the Company to credit risk consist primarily of 
cash, and accounts and note receivable. Accounts and note receivable subject the Company to 
the potential for credit risk as the Company grants credit to nearly all of its customers. The 
home improvement and construction industries are impacted by the general economy, 
competition within the industry, and the general geographic area. The Company's franchises 
are located in the United States and Canada. 

Accounts and Note Receivable 

Accounts receivable are recorded at the invoiced amount and do not bear interest. The 
franchise agreements provide the Company the right to terminate the franchise for nonpayment 
of royalties and advertising funds. The Company maintains an allowance for credit losses for 
estimated losses inherent in its accounts receivable portfolio. In establishing the required 
allowance, management considers historical losses adjusted to take into account current market 
conditions, the financial condition of the Company's customers, the amount of receivables in 
dispute, and the current receivables aging and payment patterns. 

At January 1, 2023, net accounts receivable from contracts with customers totaled $8,525,797. 
The Company had a note receivable balance of $0 at January 1, 2023. 

The note receivable relates to a franchise agreement that exceeds the Company's normal 
accounts receivable policy and trade accounts receivable for which the Company has agreed to 
let the franchisee pay over an extended period of time. The note receivable bears interest at a 
market rate based on the customer's credit quality and is recorded at face value. This note is 
for a 24-month term and is due on demand. Interest is recognized over the life of the note. The 
Company does not require collateral for the note. The Company has not and does not intend to 
sell this receivable. No allowance for credit losses on the note receivable is considered 
necessary by management at December 31, 2024. 

9 



CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 2 — Summary of Significant Accounting Policies (Continued) 

Property and Equipment 

Property and equipment are recorded at cost. Depreciation of property and equipment is 
computed using the straight-line method over their estimated useful lives of three to seven 
years. Leasehold improvements are amortized over the shorter of the lease term or estimated 
useful life of the respective asset. Expenditures that materially increase the assets' lives are 
capitalized, while ordinary maintenance and repairs are charged to operations as incurred. 
Assets to be disposed of would be separately presented in the balance sheets and reported at the 
lower of the carrying amount or fair value less costs to sell, and are no longer depreciated. The 
assets and liabilities of a disposed group classified as held-for-sale would be presented 
separately in the appropriate asset and liability sections of the balance sheets. 

Impairment of Long-Lived Assets 

The Company evaluates long-lived assets, such as property and equipment, for impairment 
whenever events or changes in circumstances indicate that the carrying amount of an asset may 
not be recoverable. Recoverability of assets to be held and used is measured by a comparison 
of the carrying amount of an asset to estimated undiscounted future cash flows expected to be 
generated by the asset. If the carrying amount of an asset exceeds its estimated future cash 
flows, an impairment charge is recognized in the amount by which the carrying amount of the 
asset exceeds the fair value of the asset. Fair value is determined through various valuation 
techniques, including discounted cash flow models, quoted market values, and third-party 
independent appraisals, as deemed necessary. 

Goodwill and Franchise Agreements 

The Company evaluates goodwill and other intangible assets with an indefinite useful life, such 
as franchise agreements, for impairment at the reporting unit level at least annually. 

10 



CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 2 — Summary of Significant Accounting Policies (Continued) 

Goodwill and Franchise Agreements (Continued) 

The Company may first assess goodwill for qualitative factors to determine whether it is more 
likely than not that the fair value of a reporting unit is less than its carrying amount as a basis 
for determining whether it is necessary to perform the two-step goodwill impairment test. The 
more-likely-than-not threshold is defined as having a likelihood of more than 50%. If, after 
assessing the qualitative factors, the Company determines it is not more likely than not that the 
fair value of a reporting unit is less than its carrying amount, then performing the two-step 
impairment test is unnecessary. However, if the Company concludes otherwise, then it is 
required to perform the first step of the two-step impairment test by calculating the fair value 
of the reporting unit and comparing the fair value with the carrying amount of the reporting 
unit. If the carrying amount of a reporting unit exceeds its fair value, then the Company is 
required to perform the second step of the goodwill impairment test to measure the amount of 
the impairment loss. The Company has the option to bypass the qualitative assessment for any 
reporting unit in any period and proceed directly to performing the first step of the two-step 
goodwill impairment test. The Company may resume performing the qualitative assessment in 
any subsequent period. 

Other indefinite-lived intangible assets, such as franchise agreements that arose from historical 
business acquisitions, are tested for impairment annually, or more frequently if events or 
changes in circumstances indicate that it's more likely than not that the asset is impaired. The 
Company may first perform a qualitative assessment to determine whether it is necessary to 
perform a quantitative impairment test. The Company has an unconditional option to bypass 
the qualitative assessment for any indefinite-lived intangible asset in any period and proceed 
directly to performing the quantitative impairment test. The quantitative impairment test 
consists of a comparison of the fair value of the intangible asset with its carrying amount. If 
the carrying amount of the intangible asset exceeds its fair value, an impairment loss is 
recognized in an amount equal to that excess. 

As of December 31, 2024 and 2023, management completed an analysis of goodwill and 
franchise agreements and concluded that there was no impairment. 
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 2 - Summary of Significant Accounting Policies (Continued) 

Advertising Receivables, Advances and Deposits, and Fund Management Income 

The Company has receivables and receives advertising funds from the franchisees to provide 
local, regional, and national advertisements for the benefit of the franchisees. These 
receivables, advances, and deposits are based on a fixed percentage of gross revenue of each 
franchisee. These funds are restricted and segregated. The Company accounts for the receipt of 
advertising funds as restricted cash and the advertising costs incurred are charged against the 
liability account. The franchise agreements allow the Company to retain a percentage of the 
advertising funds as compensation for its administration over the accounts. During the years 
ended December 31, 2024 and 2023, the Company received $1,956,002 and $1,823,027, 
respectively, as compensation for its administration over the accounts, which are accounted for 
as advertising fund management income in the accompanying statements of income. 

The Company can use the funds to protect the value of the franchises and intellectual property, 
for the expenses of national conferences, and for the completion of faulty or abandoned work. 
The funds are also utilized for directly related advertising expenses allocated from the Parent 
on behalf of franchisees for local, regional, and national advertising campaigns. In addition, 
the national advertising fund guarantees the collection of any advertising receivables related to 
direct billings to the franchisees by the Company or the Parent for local, regional, or national 
advertising campaigns placed on behalf of franchisees. 

Common Control Leasing Arrangement 

The Company reports in accordance with the amendments in ASU No. 2018-17, Targeted 
Improvements to Related Party Guidance for Variable Interest Entities, which provides private 
companies with an accounting alternative in applying the guidance in FASB ASC 810, 
Consolidation, to entities under common control. The Company has elected this option to 
apply to all entities that meet the criteria. Accordingly, the Company has not applied the VIE 
guidance to Garden Grove One LLC (see Note 5), having determined that the entity meets the 
established criteria. Accordingly, the financial statements present only the assets, liabilities, 
and financial results of the Company. 
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 2 — Summary of Significant Accounting Policies (Continued) 

Revenue Recognition 

The Company's revenue consist of royalty and related income, advertising and fund 
management income, and franchise fees. 

Revenue is recognized when performance obligations are satisfied in an amount reflecting the 
consideration to which the Company expects to be entitled. Royalties and management fees 
represent variable consideration as they are based on franchisee revenue and are, therefore, 
recognized on a monthly basis over the term of the franchise agreements as the performance 
obligations are satisfied. 

For initial and franchise renewal fees, the Company applies a practical expedient that permits 
private company franchisors to account for pre-opening services provided to a franchisee as 
distinct from the franchise license and has elected to recognize the pre-opening services as a 
single performance obligation. Initial franchise and renewal fees are recognized upon 
commencement of franchise operations and contract renewal, which is when the single 
performance obligation of pre-opening services is substantially satisfied. Until such obligation 
is satisfied, initial and renewal franchise fees collected are recorded as the contract liability, 
deferred franchise fees. At January 1, 2023, the Company had a deferred franchising fees 
balance of $0. 

Advertising 

The Company expenses the production costs of advertising the first time the advertising takes 
place. Advertising expense totaled $76,427,825 and $58,895,601 for the years ended 
December 31, 2024 and 2023, respectively, which is included in selling expenses in the 
accompanying statements of income. 
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 2 - Summary of Significant Accounting Policies (Continued) 

Income Taxes 

The Company is a member of a group which files a consolidated tax return with the Parent. 
The Company reports its own current income tax expense at the applicable tax rates based on 
income at the Company level. The Parent is taxed as an S corporation and the Company is a 
qualified subchapter S subsidiary. Accordingly, the Parent does not pay federal corporate 
income taxes and, therefore, there is no allocation of such income tax to the Company as part 
of the group consolidated federal tax return. Under this election, the Parent is required to pay a 
1.5% California franchise tax based on the Company's income. Income or losses of the 
Company are included in the individual income tax returns of the stockholders. 

In accounting for uncertainty in income taxes, the Company recognizes the financial statement 
benefit of a tax position only after determining that the relevant tax authority would more 
likely than not sustain the position following an audit. For tax positions meeting the more-
likely-than-not threshold, the amount recognized in the financial statements is the largest 
benefit that has a greater than 50 percent likelihood of being realized upon ultimate settlement 
with the relevant tax authority. The Company recognizes interest and penalties accrued on 
unrecognized tax benefits as a component of income tax expense. 

The Company's tax years remain open for examination by the tax authorities under the normal 
three-year statute of limitations for federal purposes and four-year statute of limitations for 
state tax purposes. 

Leasing Arrangements 

The Company determines if an arrangement contains a lease at inception based on whether the 
Company has the right to control the asset during the contract period and other facts and 
circumstances. 

The Company's policy for determining its lease discount rate used for measuring lease 
liabilities is to use the rate implicit in the lease whenever that rate is readily determinable. If 
the rate implicit in the lease is not readily determinable, then the Company has elected to use 
its incremental borrowing rate, as permitted by U.S. GAAP, determined using a period 
comparable with that of the lease term. 
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 2 - Summary of Significant Accounting Policies (Continued) 

Leasing Arrangements (Continued) 

The Company has elected a policy to account for short-term leases, defined as any lease with a 
term less than 12 months, by recognizing all components of the lease payment in the statements 
of income in the period in which the obligation for the payments is incurred. 

Subsequent Events 

Management of the Company evaluates the accounting for and disclosure of events that occur 
after the balance sheet date but before financial statements are issued or are available to be 
issued. The Company has evaluated subsequent events through March 31, 2025, the date these 
financial statements were available to be issued. 

NOTE 3 - Property and Equipment 

A summary of property and equipment is as follows: 

December 31, 
2024 2023 

Office equipment $ 227,156 $ 227,156 
Leasehold improvements 741,109 741,109 

968,265 968,265 
Less accumulated depreciation and 
amortization (865,050) (827,580) 

Property and equipment, net $ 103,215 $ 140,685 

Depreciation and amortization expense charged to operations for the years ended 
December 31, 2024 and 2023 was $37,470 and $35,444, respectively. 
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 4 — Lease Arrangements 

The Company leases its office under an operating lease with an 11 -year term. Extension of this 
lease will be negotiated at the end of the current lease term. 

While the agreement provides for minimum lease payments, it also includes payments adjusted 
based on market rates. Variable payments are not determinable at the lease commencement and 
are not included in the measurement of the lease assets and liabilities. The lease agreements do 
not include any material residual value guarantees or restrictive covenants. 

The following summarizes the line items in the balance sheets as of year-end: 

December 31, 
2024 2023 

Operating lease right-of-use asset $ 2,248,115 $ 2,633,975 

Current portion of operating lease liability $ 341,406 $ 346,737 
Long-term portion of operating lease liability 2,093,855 2,435,261 

$ 2,435,261 $ 2,781,998 

The components of operating lease expenses that are included in administrative expenses in the 
accompanying statements of income were as follows: 

For the Year Ended 
December 31, 

2024 2023 

Operating lease costs $ 443,164 $ 439,387  
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 4 — Lease Arrangements (Continued) 

The following summarizes the cash flow information related to leases: 

Cash paid for amounts included in the 
measurement of lease liability: 

Operating cash flows from operating lease 

For the Year Ended 
December 31, 

2024 2023 

$ 400,264 $ 386,729 

The weighted-average remaining lease term and discount rate for the operating lease were as 
follows: 

Weighted-average remaining lease term 
Weighted-average discount rate 

December 31, 
2024 2023 

7.5 years 
5.00% 

8.5 years 
5.00% 

The maturities of the operating lease liability as of December 31, 2024 are as follows: 

Year Ending 
December 31, 

2025 $ 414,273 
2026 428,773 
2027 443,780 
2028 459,312 
2029 475,388 
Thereafter 1,261,022 
Total minimum lease payments 3,482,548 
Less amount representing interest (1,047,287) 
Present value of minimum lease payments 2,435,261 
Less current portion (341,406) 

$ 2,093,855 
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 5 - Related-Party Transactions 

Activity in the Due from Parent account is as follows: 

December 31, 
2024 2023 

Balance at beginning of year $ 183,711,662 $ 141,535,025 
Net cash transferred to Parent 42,884,605 45,977,480 
Allocation of income taxes (622,442) (598,274) 
Materials, salaries, management fee, and 
administrative expenses paid by Parent (4,000,333) (3,202,569) 

Balance at end of year $ 221,973,492 $ 183,711,662 

Certain operating expenses are incurred by the Parent and are allocated to the Company. These 
expenses include materials, salaries, and corporate expenses. The Parent also charges the 
Company's National Promotion and Protection Fund for marketing support, totaling $108,000 
and $60,000 for the years ended December 31, 2024 and 2023, respectively. These allocated 
expenses are either charged to operations or reimbursed from restricted cash as deemed 
appropriate. The total amount charged to operations totaled $4,000,333 and $3,202,569 for the 
years ended December 31, 2024 and 2023, respectively. 

Over the years, the Parent has taken advances from the Company. The total amount due from 
the Parent is not likely to be collected in the foreseeable future, so such amounts have been 
classified as contra-equity in the accompanying balance sheets and the net change in the 
balance during the reporting periods is included in financing activities in the accompanying 
statements of cash flows. The impact of such advances to the Parent can impact the overall 
liquidity, working capital, and equity of the Company. 

The financial position of the Company and the results of its operations and cash flows may 
have differed had the Company not been affiliated with the Parent. 

The Company has a long-term operating lease with a related party under common ownership. 
(See Note 4.) 
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CBD FRANCHISING, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 2024 AND 2023 

NOTE 6 - Commitments and Contingencies 

Legal Proceedings 

From time to time, the Company is involved in various claims and legal actions arising in the 
ordinary course of business. In the opinion of management, the ultimate disposition of these 
matters is not expected to have a material adverse effect on the Company's financial position, 
results of operations, or liquidity. 

Guarantees 

The Parent of the Company has a credit agreement (the Credit Agreement) of which the 
Company is a guarantor. On December 19, 2024, the Company refinanced its credit 
agreement. The Credit Agreement provides for an aggregate of $45,000,000 in borrowings, 
comprising a $35,000,000 senior term loan (the Term Loan) and a $10,000,000 revolving line 
of credit. Such borrowings are collateralized by substantially all the assets and stock of the 
Parent and its subsidiaries, including the Company. The Term Loan is payable in quarterly 
installments of principal and interest and matures on December 19, 2029. The interest rate on 
the Term Loan is the average secured overnight financing rate (SOFR) rate plus credit margin 
of 1.50%. The effective interest rate was approximately 6.19% as of December 31, 2024. As 
of December 31, 2024, the aggregate outstanding balance on the Credit Agreement was 
$34,309,000. 

In addition, there are various other loans in which the Parent is a guarantor. If the Parent or 
related LLCs were to default on these debt arrangements, the Parent and Company could 
become responsible for the unpaid balances. Management has evaluated the likelihood of a 
default by the Parent and LLCs and has determined such an event to be a remote possibility. 
As such, no contingent liability has been recorded in the accompanying financial statements 
related to these guarantees. 
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EXHIBIT C 
 
 
 
 
 
 
 

CLOSETS BY DESIGN® 
 

LIST OF FRANCHISE OUTLETS 



CLOSETS BY DESIGN FRANCHISEE LIST AS OF DECEMBER 31, 2025 
 

Location Owner Street Address City ST Zip Phone 

Alabama 

Birmingham Tyree & Sireka 
Melton 3806 1st Ave North Birmingham AL 35222 205-777-4000 

Arkansas 

NW Arkansas Case Maner 588 Skyler Street Springdale AR 72762 479-333-2507 

Arizona 

Arizona Gil & Debbie 
Santos 3411 E. Harbour Drive Phoenix AZ 85034 602-875-0670 

California 

Fresno Troy Brandt 2575 South Sarah St. Fresno CA 93706 559-453-7034 

Colorado 

Denver Dan & Corbin 
Johnson 901 S. Jason Street, Unit A Denver CO 80223 303-683-5181 

Connecticut 

Connecticut NW Glen Lauzier 152 Colebrook River Road Winsted CT 06098 860-337-6766 

Connecticut West 
Justin & 
Michelle 
Gonzalez 

159 Grassy Plain St., Unit 1 Bethel CT 06801 203-347-0485 

Florida 

Fort Myers Stephen 
Carreiro 2645 NE 9th Avenue, Unit #2 Cape Coral FL 33909 239-574-2900 

Jacksonville Mark & 
Frances Hutto 3728 Philips Highway, Suite 301 Jacksonville FL 32207 904-878-9393 

Miami 

Roberto 
Freschi 
Bugallo 

9320 NW 100th St. Medley FL 33178 786-631-3070 
& Jorge Rassi 

Urbano 

Orlando 
Brian Gruber & 

Scott 
McCreary 

6728 Edgewater Commerce Pkway Orlando FL 32810 407-203-4004 

Pensacola 
Jimmy & 

Samantha 
Floyd 

27 Mason Lane, Unit B Pensacola FL 32505 850-637-1000 

South Florida Mitch 
Saccareccia 2518 N Andrews Avenue Extension Pompano 

Beach FL 33064 954-399-8280 

Tallahassee Matt & Katie 
Lyons 2132 Lake Bradford Road Tallahassee FL 32310 850-597-9690 

Tampa 
Paul Tomey & 

Travis 
Chambers 

6551 43rd Street N, #1405 Pinellas Park FL 33781 727-540-9000 



CLOSETS BY DESIGN FRANCHISEE LIST AS OF DECEMBER 31, 2025 
 

W Palm Beach 
Jennifer 

Johnson & 
Cullen Caston 

3209 S.W. 42nd Ave Palm City FL 34990 772-210-5398 

Georgia 

Atlanta 
Steve & 

Stephanie 
Parmer 

3165 Corners North Court Peachtree 
Corners GA 30071 770-418-2112 

Illinois 
Chicago 

Downtown  
Michael 
Comins 5555 N. Northwest Highway Chicago IL 60630 312-212-3144 

Chicago North 
Paul Paluch & 

Jamie 
Trewartha 

802 E. Devon Bartlett IL 60103 630-501-0190 

Chicago South 
Paul Ridsdale 

& Donna 
Ridsdale 

1945 Ohio St. Lisle IL 60532 630-906-0000 

Indiana 

Indianapolis Anthony Rund 1810 South Lynhurst Dr. Suite Q, R & 
S Indianapolis IN 46241 317-766-9001 

Iowa 

Des Moines Thomas Brown 1850 SE Destination Drive, Ste. C Grimes IA 50111 515-318-5710 

Kansas 

Kansas City N 
Galen 

Anderson & 
James 

Landers 
3073 Merriam Lane Kansas City KS 66106 913-379-1800 

Kentucky 

Louisville Jeff Speedy 1301 Herr Lane, Suite 105 Louisville KY 40222 502-425-4728 

Louisiana 

New Orleans Scott & Caryn 
McDougal 72397 Industry Park Covington LA 70435 985-247-0230 

Massachusetts 

Boston Jeff Mitchell 2 Shaker Road, Unit C215 Shirley MA 01464 978-425-6340 

SE Massachusetts Benjamin 
Kaplan 12 Riverside Drive, Unit #3 Pembroke MA 02359 508-501-8518 

Michigan 

Central Michigan John & Teri 
Casper 7705 Lochlin Drive Brighton MI 48116 810-224-5020 

SE Michigan Gary & Matt 
Dion 500 S. Glaspie Oxford MI 48371 248-499-9774 

W Michigan Jonathon Bird 3650 Broadmoor Ave SE, Suite 101 Grand Rapids MI 49512 616-214-3899 

Minnesota 

Minneapolis Bob & Sarah 
Eppard 13070 Highway 55 Plymouth MN 55441 763-519-1171 

Missouri 

St. Louis Patrick 
Cummins 149 Weldon Parkway, Suite 122 Maryland 

Heights MO 63043 314-733-9855 



CLOSETS BY DESIGN FRANCHISEE LIST AS OF DECEMBER 31, 2025 
 

New Jersey 

N New Jersey Shane & 
Deidra Dosch 40 Veterans Blvd Carlstadt NJ 07072 201-964-9600 

NW New Jersey Mark Browne 100 Passaic Ave, Suite 5 Florham Park NJ 07932 973-520-7127 

C New Jersey Alec & Rita 
Greyser 2080 E State Street Hamilton NJ 08619 609-689-0099 

New York 

Long Island Matt 
Caemmerer 125 Wilbur Place, Suite 160 Bohemia NY 11716 631-242-4302 

Rochester Matthew 
Chabot 7910 Lehigh Crossing, Suite 3 Victor NY 14564 585-869-6840 

Nevada 

Reno Ron Wilhite  1375 Greg Street, Suite 101 Sparks NV 89431 775-828-1900 

North Carolina 

Charlotte Laura & Eric 
Vansickle 1108 Continental Blvd., Suite A Charlotte NC 28273 704-588-7272 

Raleigh 
Dave & 

Chantale 
Persinger 

4850 Atlantic Ave.  Raleigh NC 27604 919-850-9030 

Ohio 

Cincinnati 
Brett 

DeCurtins & 
LV Semona 

11275 Deerfield Road Cincinnati OH 45242 513-469-6130 

Cleveland Dan 
Krawczonek 15504 Madison Lakewood OH 44107 216-954-5715 

Columbus 
Jim 

McCormick, 
Jim Nagel & 
Peggy Nagel 

671 Kintner Parkway Sunbury OH 43074 740-965-4567 

Oregon 

Portland Niran Bates 1815 NW 169th Place, Suite 4060 Beaverton OR 97006 971-238-1302 

Pennsylvania 

Pittsburgh Peter Donina 100-C Detroit Avenue Washington PA 15301 724-503-4821 

SE Penn Charles 
Waterman 60 Three Tun Rd. Ste. 1 Malvern PA 19355 610-644-4143 

South Carolina 

Charleston Troy & Dena 
Brown 7260 Investment Drive N. Charleston SC 29418 843-225-6725 

Columbia Ryan Allred 700 Blue Ridge Terra, Building 2 Columbia SC 29203 803-471-7519 

Spartanburg Ben Ratterree 2100 Drayton Road (PO Box 727) Drayton SC 29333 864-595-7074 

Tennessee 

Chattanooga Zack Gifford 210 Hamm Rd. Chattanooga TN 37405 423-521-0714 

Nashville Mark & Sandra 
Sokol 118 Fort Granger Drive Franklin TN 37064 615-261-8700 

 



CLOSETS BY DESIGN FRANCHISEE LIST AS OF DECEMBER 31, 2025 
 

Texas 

Dallas Jay & Lisa 
Hemby 14500 E Beltwood Pkwy Dallas TX 75244 972-361-0010 

Austin/SanAntonio John Stodghill 1611 Headway Circle, Building #3 Austin TX 78754 512-271-6945 

Houston North Brandon 
Hansen 15800 W. Hardy Road, Suite 580 Houston TX 77060 281-807-4400 

Houston South 
Corrie & 
Jeremy 
Hartman 

12603 Executive Dr., Suite 810 Stafford TX 77477 346-304-6465 

Utah 
Salt Lake City 

South Bryce Till 2560 South 300 West Salt Lake City UT 84115 385-630-4972 

Virginia 

Richmond Hugh Toland 116 Sylvia Road, Suite H & I Ashland VA 23005 804-299-3587 

Wash DC 
Geoff 

Davenport & 
Matthew Hein 

6962 Wellington Road Manassas VA 20109 703-330-8382 

Washington 

Seattle North Kelly Reed 7533 W. Bostian Rd., Bldg C-1 Woodinville WA 98072 425-523-1155 

Tacoma Kevin & Mike 
Jepson 6623 S 228th St Kent WA 98032 253-896-4800 

Wisconsin 

Milwaukee Doug & Cindy 
Gauert 6040 W. Executive Dr., Ste. E-H Mequon WI 53092 262-240-4842 

 
Canada 

Vancouver Buland Dawra 1515 Broadway Street, Unit 700 Port Coquitlam BC V3C 6M2 604-475-7200 

Barrie Todd Clifford 73 Saunders Road Barrie ONT L4N 9A7 705-727-1100 

Eastern Toronto Issam Alkhiami 115 Howden Road Scarborough ONT M1R 3C7 416-712-7171 

Niagara Yogi & Anjali 
Tagra 400 Millen Road, Unit C Stoney Creek ONT L8E 2P7 905-468-4611 

 



 
 
 
 
 

EXHIBIT D 
 
 
 
 
 
 
 

CLOSETS BY DESIGN® 
 

 
LIST OF TERMINATED FRANCHISEES 



List of Closets By Design franchisees had a territorial outlet terminated, canceled, not renewed, or otherwise voluntarily 
or involuntarily ceased to do business as of December 31, 2025: 

 
 

List of Closets By Design franchisees who signed a franchise agreement during the 2025 calendar year, 
but did not open their franchised outlet as of December 31, 2025: 

 
Nathan & Jessica Coffey 
1708 Whitehead Road 
Woodlawn, MD 21207 
(703) 967 - 9381 
 
Joseph Lynch 
5325 South Kyrene Road, Suite 106 
Tempe, AZ 85283 
(913) 271 - 0149 
 
Wes Hancock 
4325 Pleasant Gap Drive 
Powell, TN 37849 
(865) 661 - 1793 
 
 
List of Closets By Design franchisees who have not communicated with us within 10 weeks of this issuance date of 
this disclosure document: 

 
None. 

Owner Street Address City ST Zip Phone 

Chad Loritz 2640 Debauche Drive New 
Franken WI 54229 920-777-5839 

Norman Holtz 40 Veterans Boulevard Carlstadt NJ 07072 201-964-9600 

Kerry & Carolyn Lige 1515 Broadway Street, Unit 700 Port 
Coquitlam BC V3C 

6M2 727-540-9000 
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INDUSTRY SPECIFIC LICENSES REQUIRED BY STATE 

Page 1 of 7 
 

 

The following states may require validly issued state contractor’s licenses (Commercial and Residential) to 
operate a Closets By Design franchise. Please check with the agencies listed below, and consult with your 
business lawyer, about compliance with licensing obligations in your state. 
 

Alabama  
General Contractors Board 
2525 Fairlane Drive 
Montgomery, Alabama 36116 
Phone: (334) 272-5030 and website: www.genconbd.alabama.gov  
 
Alaska  
Division of Occupational Licensing 
333 W. Willoughby Avenue, 9th Floor 
Juneau, Alaska 99801  
Phone: (907) 465-2550 and website: www.commerce.alaska.gov/web/cbpl/professionallicensing 
 
Arizona  
Registrar of Contractors 
1700 W. Washington St., Suite 105  
Phoenix, Arizona 85007-2812  
Phone: (602) 542-1525 and website: www.roc.az.gov 
 
Arkansas 
Contractors Licensing Board 
4100 Richards Road  
North Little Rock, Arkansas 72117  
Phone: (501) 372-4661 and website: www.aclb.arkansas.gov 
 
California 
Contractors State License Board 
9821 Business Park Drive 
Sacramento, California 95827  
Phone: (800) 321-CSLB (2752) and website: www.cslb.ca.gov 
 
Colorado  
Department of Regulatory Agencies 
1560 Broadway, Suite 110 
Denver, Colorado 80202 
Phone: (303) 894-7855 and website: www.colorado.gov/pacific/dora 
 
Connecticut  
Department of Consumer Protection 
165 Capitol Avenue 
Hartford, Connecticut 06106-1630 
Phone: (860) 713-6000 and website: www.ct.gov/dcp 
 

Delaware 
Division of Professional Regulation 
Cannon Building, Suite 203 
861 Silver Lake Blvd.  
Dover, Delaware 19904 
Phone: (302) 744-4500 and website: www.dpr.delaware.gov 
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District of Columbia 
Department of Consumer and Regulatory Affairs 
1100 4th Street, SW 
Washington, DC 20024  
Phone: (202) 442-4400 and website: www.dcra.dc.gov 
 
Florida 
Department of Business and Professional Regulation 
2601 Blair Stone Road 
Tallahassee, FL 32399 
Phone: (850) 487-1395 and website: www.myfloridalicense.com/dbpr 
  
Georgia  
Secretary of State, Professional Licensing 
237 Coliseum Drive 
Macon, Georgia 31217-3858 
Phone: (478) 207-2440 and website: www.sos.ga.gov/index.php/licensing 
 
Hawaii 
Department of Commerce and Consumer Affairs 
Professional and Vocational Licensing 
King Kalakaua Building 
335 Merchant Street 
Honolulu, Hawaii 96813  
Phone: (808) 586-3000 and website: www.cca.hawaii.gov 
  
Idaho  
Bureau of Occupational Licenses, Division of Building Safety 
700 West State Street 
Boise, Idaho 83702 
Phone: (208) 334-3233 and website: www.ibol.idaho.gov/IBOL 
  
Illinois 
Department of Financial and Professional Regulation 
320 West Washington, 3rd Floor 
Springfield, Illinois 62786 
Phone: (888) 473-4858 and website: www.idfpr.com 
 
Indiana  
Professional Licensing Agency 
302 West Washington Street, Room E034 
Indianapolis, Indiana 46204-2700 
Phone: (317) 232-2980 and website: www.in.gov/pla 
  
Iowa  
Professional Licensing Bureau 
200 East Grand Avenue, Suite 350 
Des Moines, Iowa 50309 
Phone: (515) 725-9022 and website: www.plb.iowa.gov 
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Kansas  
Business Center 
534 S. Kansas Avenue, Ste. 1210 
Topeka, Kansas 66603-3434 
Phone: (800) 452-6727 and website: www.kansas.gov/business/registering 
  
Kentucky  
Public Protection Cabinet, Department of Housing, Buildings and Construction  
101 Sea Hero Road, Suite 100  
Frankfort, Kentucky 40601 
Phone: (502) 573-0365 and website: www.dhbc.ky.gov 
  
Louisiana  
State Licensing Board for Contractors  
2525 Quail Drive 
Baton Rouge, Louisiana 70808 
Phone: (225) 765-2301 and website: www.lslbc.louisiana.gov/contractors 
 
Maine  
Regulatory Licensing and Permitting 
Office of Professional and Occupational Regulation 
76 Northern Ave 
Gardiner, Maine 04345 
Phone: (207) 624-8603 and website: www.maine.gov/portal/business 
 
Maryland  
Department of Labor, Licensing and Regulation 
500 North Calvert Street 
Baltimore, Maryland 21202 
Phone: (410) 230-6220 and website: www.dllr.state.md.us/license 
 
Massachusetts  
Consumer Affairs and Business Regulation 
Ten Park Plaza, Suite 5170 
Boston, Massachusetts 02116 
Phone: (617) 973-8700 and website: www.mass.gov/ocabr/licensee 
 
Michigan  
Department of Licensing and Regulatory Affairs 
P.O. Box 30004 
Lansing, Michigan 48909 
Phone: (517) 373-1820 and website: www.michigan.gov/lara 
 
Minnesota  
Department of Commerce  
85 7th Place East  
Saint Paul, MN 55101  
Phone: (651) 539-1600 and website: www.mn.gov/commerce/licensees 
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Mississippi  
State Board of Contractors 
2679 Crane Ridge Dr., Suite C 
Jackson, Mississippi 39216 
Phone: (601) 354-6161 and website: www.msboc.us 
 
Missouri  
Division of Professional Registration 
3605 Missouri Boulevard 
P.O. Box 1335 
Jefferson City, Missouri 65102-1335 
Phone: (573) 751-0293 and website: www.pr.mo.gov 
  
Montana  
Department of Labor and Industry 
Business Standards Division 
301 South Park 
PO Box 200513 
Helena, Montana 59620-0513 
Phone: (406) 841-2300 and website: www.bsd.dli.mt.gov 
 
Nebraska  
Department of Labor  
Labor Law - Contractor Registration  
550 So. 16th Street, 3rd Floor  
Lincoln, Nebraska 68508  
Phone: (402) 471-2239 and website: www.dol.nebraska.gov/LaborStandards  
 
Nevada  
State Contractors Board – Northern Nevada Office 
9670 Gateway Drive, Suite 100 
Reno, Nevada 89521 
Phone: (775) 688-1141 and website: www.nscb.state.nv.us 
 
New Hampshire  
Office of Professional Licensure and Certification 
121 South Fruit Street 
Concord, New Hampshire 03301 
Phone: (603) 271-2152 and website: www.oplc.nh.gov 
  
New Jersey  
Department of Community Affairs 
PO Box 800 
Trenton, NJ 08625-0800  
Phone: (609) 292-6420 and website: www.nj.gov/dca 
 
New Mexico  
New Mexico Regulation & Licensing Department 
Toney Anaya Building, 2550 Cerrillos Road 
Santa Fe, New Mexico 87505 
Phone: (505) 476-4500 and website: www.rld.state.nm.us 
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New York  
Department of State 
Division of Licensing Services 
One Commerce Plaza, 99 Washington Ave. 
Albany, New York 12231-0001 
Phone: (518) 474-4429 and website: www.dos.ny.gov/corps  
 
North Carolina  
Licensing Board for General Contractors 
5400 Creedmoor Road 
Raleigh, North Carolina 27612  
Phone: (919) 571-4183 and website: www.nclbgc.org 
 
North Dakota  
Secretary of State 
600 E Boulevard Ave., Dept. 108 
Bismarck North Dakota 58505-0500 
Phone: (701) 328-2900 and website: www.sos.nd.gov/business/contractors 
 
Ohio  
Department of Commerce 
Construction Industry Licensing Board 
6606 Tussing Road 
Reynoldsburg, Ohio 43068  
Phone: (614) 644-2223 and website: www.com.ohio.gov/dico/ocilb  
 
Oklahoma  
Oklahoma Tax Commission and Professional Licensing 
Connors Building, Capitol Complex 
2501 North Lincoln Boulevard 
Oklahoma City, Oklahoma 73194  
Phone: (405) 522-6800 and website: www.ok.gov/tax 
 
Oregon 
Oregon Real Estate Agency and Licensing 
530 Center St NE, Suite 100 
Salem, Oregon 97301  
Phone: (503) 378-4170 and website: www.oregon.gov/rea 
 
Pennsylvania  
Department of State 
Bureau of Professional and Occupational Affairs 
Penn Center, 2601 N 3rd Street  
Harrisburg, Pennsylvania 17110  
Phone: (717) 787-8503 Phone: and website: www.dos.pa.gov/ProfessionalLicensing 
 
Rhode Island  
Contractors’ Registration and Licensing Board 
1 Capitol Hill, 2nd Floor 
Providence, Rhode Island 02908  
Phone: (401)-222-1268 and website: www.crb.ri.gov 
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South Carolina  
Department of Labor, Licensing, and Regulation 
Synergy Business Park, Kingstree Building 
110 Centerview Dr. 
Columbia, South Carolina 29210 
Phone: (803) 896-4300 and website: www.llr.state.sc.us 
 
South Dakota  
Department of Labor & Regulation 
123 W. Missouri Ave. 
Pierre, South Dakota 57501-0405 
Phone: (605) 773-3101 and website: www.dlr.sd.gov 
 
Tennessee  
Department of Commerce and Insurance  
Licensing and Regulations 
500 James Robertson Pkwy 
Nashville, Tennessee 37243-0565  
Phone: (615) 741-2241 and website: www.tn.gov/commerce 
 
Texas  
Department of Licensing and Regulations 
920 Colorado 
Austin, Texas 78701  
Phone: (512) 463-6599 and website: www.tdlr.texas.gov 
 
Utah  
Division of Occupational and Professional Licensing 
P.O. Box 146741 
Salt Lake City, Utah 84114-6741 
Phone: (801) 530-6628 and website: www.dopl.utah.gov 
 
Vermont  
Secretary of State, Office of Professional Regulation 
128 State Street 
Montpelier, Vermont 05633-1101 
Phone: 802-828-1505 and website: www.sec.state.vt.us 
 
Virginia  
Department of Professional and Occupational Regulation 
Perimeter Center, Suite 102 (first floor) 
9960 Mayland Drive 
Richmond Virginia 23233 
Phone: (804) 367-8500 and website: www.dpor.virginia.gov 
 
Washington  
Business and Professions Division 
Department of Licensing 
P.O. Box 9034 
Olympia, WA 98507-9034 
Phone: 800-451-7985 and website: www.bls.dor.wa.gov 
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Wisconsin  
Department of Safety and Professional Services 
1400 East Washington Avenue, Room 112 
Madison, Wisconsin 53703  
Phone: (608) 266-2112 and website: www.dsps.wi.gov 
 
Wyoming  
Department of Administration and Information 
Professional Licensing Boards 
2001 Capitol Avenue, Room 104 
Cheyenne, Wyoming 82002 
Phone: (307) 777-3628 and website: http://ai.wyo.gov/economic-analysis/professional-licensing-board 
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STATE FRANCHISE ADMINISTRATORS AND 
AGENTS FOR SERVICE OF PROCESS 



STATE FRANCHISE ADMINISTRATORS 
 

We intend to register this disclosure document as a franchise in some of or all the following states, in accordance with 
applicable state law. The following are the state administrators responsible for the review, registration and oversight of 
franchises in these states: 

 

California: 
Commissioner of the Department 
of Financial Protection and Innovation 
320 West 4th St., Suite 750 
Los Angeles, CA 90013-2344 
(866) 275-2677 

New York: 
NYS Department of Law 
Investor Protection Bureau 
28 Liberty St., 21st Flr. 
New York, NY 10005-1495 
(212) 416-8236 

 

Hawaii: 
 
 
 
 
 
 
 

Illinois: 

 
Commissioner of Securities, 
Dept. of Commerce and Consumer 
Affairs, Business Registration Div., 
Securities Compliance Branch 
335 Merchant St., Rm. 203 
Honolulu, HI 96813-2921 
(808) 586-2722 
 
 
Office of the Attorney General 
Franchise Division 
500 S. 2nd St. 
Springfield, IL 62701-1771 
(217) 782-4465 

North Dakota: 
North Dakota Insurance and Securities 
Department 
600 East Boulevard Avenue 

                Bismarck, ND 58505-0510 
(701) 328-2910 

 
Rhode Island: 

Dept. of Business Regulations 
Division of Securities 
1511 Pontiac Ave., Bldg. 69-1 
Cranston, RI 02920-4407 
(401) 462-9527 

 
South Dakota: 

Division of Insurance 
Securities Regulation 

Indiana: 
Indiana Securities Division 
Franchise Section 
302 W. Washington St., Rm. E111 
Indianapolis, IN 46204-2738 
(317) 232-6681 

 
Maryland: 

Office of the Attorney General 
Division of Securities 
200 Saint Paul Pl. 
Baltimore, MD 21202-2020 
(410) 576-6360 

 
Michigan: 

Michigan Attorney General 
Consumer Oversight Division 
PO Box 30213 
Lansing, MI 48909-7713 
(517) 373-7117 

 
Minnesota: 

Commissioner of Commerce 
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ASSET PURCHASE AGREEMENT 

THIS ASSET PURCHASE AGREEMENT (this “Agreement”) is made as of  _____, 
20___, by and between CBD FRANCHISING, INC., a California corporation (“Buyer”), and 
_________________________________, a __________________________(“Franchisee”) and 
_______ and _____, the owners of the Franchisee (“Owners”) (collectively, the “Seller”). 

R E C I T A L S 

A. Seller and Buyer entered into a Franchise Agreement, dated as of _________, 
20___, as amended through the date hereof (collectively, the “Franchise Agreement”), with 
respect to Buyer’s grant to Seller of a license to operate a Closets By Design franchise in the 
State of ___________ in the county of ____________________________________________ 
(the “Territory” or the “Territories”); 

 
B. Pursuant to the Franchise Agreement, Seller manufactures, sells and installs 

custom closets, custom home/office organizers, garage cabinets and related products (the 
“Products”) and manages showrooms of the Products (the “Business”) in the Territory;   

C. The Franchise Agreement reserves the right of the Buyer or its affiliates to own 
and/or operate one or more businesses virtually identical to the Business licensed to Seller 
within the territory (the “Company”), in which case the Seller can, at its option, cause the Buyer 
to purchase the Assets (as defined below) of the Business;  

 
D.  The Company has or will begin operating in the Territory, and subject to the 

terms and conditions of the Franchise Agreement, Seller elects to exercise its right to cause the 
Buyer to purchase the Assets of the Business; and   
 

E.  The Seller desires to sell, assign and transfer to Buyer all of the Seller’s right, title 
and interest in and to all of the assets of the Business on the terms and conditions and for the 
consideration set forth herein. 

NOW, THEREFORE, in consideration of the mutual agreements, covenants, 
representations and warranties contained herein, and in reliance thereon, Buyer and the Seller 
(collectively, the “Parties”) hereby agree as follows: 

 

A G R E E M E N T 

NOW, THEREFORE, in consideration of the Recitals and their respective undertakings, 
representations, warranties, and covenants set forth below, Seller and Buyer agree as follows: 

1. Purchase and Sale. 

1.1 The Assets.  Buyer shall purchase from Seller, and Seller shall sell to 
Buyer, subject to the terms and conditions of this Agreement:  (i) the fixed assets listed on 
Schedule 1.1 attached hereto and made a part hereof, including, but not limited to, machinery 
and equipment, rolling stock, office furniture and fixtures, warehouse supplies and office 
supplies (collectively, the “Fixed Assets”), provided that any such assets that are leased shall be 
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identified and provided further that Buyer may elect, in its sole discretion, on or before the 
Closing (as defined below) whether or not to assume such leases; (ii) all of the inventory owned 
by Seller on the Closing Date, as hereinafter defined (the “Inventory”); (iii) the customer lists and 
telephone number(s) of Seller; (iv) the accounts receivable; (v) the Business and goodwill of 
Seller; (vi) distribution contracts, covenants not to compete and other contract rights 
(“Contracts”), provided that Buyer shall have an opportunity to review such agreements and 
contracts and elect not to acquire any that are unacceptable to Buyer; (vii) all other intangible 
assets of Seller used in the Business.  Additionally, Seller shall covenant not to compete with 
Buyer as set forth in Section 11 below.  (All intangible property, including those items listed in 
(v) through (vi) above, shall be referred to herein as “Intangible Property”.  All tangible and 
intangible property described in (i) through (vii) shall be referred to herein as the “Assets”). 

1.2 No Liens.  The Assets shall be transferred to Buyer free and clear of all 
liabilities, liens, mortgages, encumbrances, debts, obligations, and security or other third party 
interests of whatever nature, except for obligations under any leases or contracts specifically 
assumed by Buyer and liens created by Buyer. 

1.3 Excluded Assets.  Except as specifically set forth herein, Buyer shall not 
purchase any other assets of Seller; nor shall Buyer assume any liabilities of Seller, except as 
specifically set forth herein. 

2. Purchase Price. 

2.1 Amount.  The purchase price for the Assets is $_____________ (the 
“Base Purchase Price”), and was calculated based on the formulas and as otherwise set forth in 
Section 3.06 of the Franchise Agreement, which provisions shall be incorporated by reference 
herein. Notwithstanding the foregoing, the Based Purchase Price shall be increased or 
decreased, as applicable, after the Closing Date pursuant to the terms of Section 2.2 herein (the 
“Purchase Price Adjustment,” with such Base Purchase Price, as so finally increased or 
decreased, the “Purchase Price”). 

Adjustments.    Within two Business Days preceding the Closing Date, Seller shall 
prepare and deliver to Buyer a balance sheet (the “Preliminary Closing Balance Sheet”) 
reflecting the pro forma financial position of Seller as of the Closing Date and a preliminary 
statement (the “Preliminary Working Capital Statement”) setting forth Seller’s computation of the 
Working Capital (as defined below) as of the Closing Date, each of which shall be prepared in 
accordance with GAAP (except as otherwise provided in Exhibit “A” attached hereto).  The 
Preliminary Working Capital Statement shall be prepared in accordance with the procedures set 
forth on Exhibit “A” attached hereto and shall otherwise be consistent with the Preliminary 
Closing Balance Sheet.  The amount of Credited Inventory and Work in Process (both as 
defined below) in the Preliminary Working Capital Statement shall be based upon a good faith 
estimate of Seller and Buyer as to the amounts thereof as of the Closing Date.  Seller shall 
provide Buyer, its advisors and its accountants with timely access to the books, records and 
other information and documents of Seller reasonably requested in connection with this Section 
2.  If the amount of Credited Inventory and Work in Progress in the Preliminary Working Capital 
Statement exceeds the amount thereof reflected on the Preliminary Closing Balance Sheet, 
then the Purchase Price shall be adjusted upwards to reflect the difference.  If the amount of 
Credited Inventory and Work in Progress in the Preliminary Working Capital Statement is an 
amount less than the amount thereof reflected on the Preliminary Closing Balance Sheet, then 
the Purchase Price shall be adjusted downwards to reflect the difference.   
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 For the purposes of this Section 2.2, all capitalized terms used herein shall have the 
meanings set forth in Section 3.06 of the Franchise Agreement, and are hereby incorporated by 
reference herein. 
 

2.2 Payment.   

   (a)  If the Purchase Price is an amount less than or equal to $400,000, 
then 85% of such Purchase Price shall be paid to you in cash at closing and the balance (the 
“escrow amount”) shall be placed in escrow, with an escrow agent of our choosing, with 50% of 
such escrow amount to be paid to you 90 days after closing and the other 50% of the escrow 
amount paid to you 180 days after closing. 

   (b)  If the Purchase Price exceeds $400,000, then at Buyer’s sole option 
the Purchase Price will either be payable in full in cash on the Closing Date (subject to the 
escrow requirement addressed immediately hereafter) or no less than 70% of the Purchase 
Price will be paid in cash on the Closing Date (again, subject to the escrow requirement 
addressed immediately hereafter) and the balance of up to 30% of the Purchase Price will be 
payable on a monthly basis over a period of not more than two years pursuant to a subordinated 
promissory note in form acceptable to the Company and the banks or other financial institutions 
providing finances to the Company (“Banks”).  Interest on the principal amount outstanding 
under such promissory note will accrue at the London InterBank Offered Rate (“LIBOR”) plus 
3% and will compound annually.  All of the cash payments identified in this paragraph shall be 
subject to a 15% escrow requirement, pursuant to which 15% of such cash payment will be 
deposited in escrow on the Closing Date, with an escrow agent of our choosing, with 50% of 
such escrowed amount to be released to you 90 days after the Closing Date and the balance of 
such escrowed amount released to you 180 days after the Closing Date, release of such 
escrowed funds dependent on the representations and warranties you make in this Agreement 
being true and correct at all relevant times. 
 

3. Closing. 

3.1 Closing Date.  The sale referred to in Section 1 shall be consummated 
(the “Closing”) on or before _________, 20__ at the offices of Robins, Kaplan, Miller & Ciresi, 
LLP, 2049 Century Park E., Ste. 3400, Los Angeles, California, 90067-3208, or at such other 
date, time and place as the parties shall mutually agree upon, subject to the conditions set forth 
herein.  (Such time and date are herein referred to as the “Closing Date”.) 

3.2 Sales Tax; Prorations.  Any sales, excise or transfer tax due as a result of 
this transaction shall be paid one-half by Seller and one-half by Buyer.  All real or personal 
property taxes or assessments paid or payable by Seller with respect to the Assets shall be 
prorated between Buyer and Seller as of midnight on the date immediately preceding the 
Closing Date.  Any amount due from Seller shall be deducted from the Purchase Price, and any 
amount due from Buyer shall be paid at the Closing together with the Purchase Price. 

3.3 Facsimile Transmissions.  Any agreements, documents or certificates 
transmitted by one party to the other party by facsimile shall be deemed to have full force and 
effect as if the facsimile signatures were originals.  This Agreement and any originally-executed 
documents required for the Closing may be transmitted by facsimile and the party so 
transmitting shall forward the originals to the other party by overnight courier immediately 
thereafter.  Failure to transmit the original documents as required in this Section 3.3 shall not 
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invalidate or otherwise affect the delivery of the facsimile documents or result in this Agreement 
being void. 

4. Seller’s Representations.  The Franchisee and Owners, individually and 
severally, hereby represent, warrant and covenant to Buyer the following, which 
representations, warranties and covenants shall be true and correct on the date of this 
Agreement and on the Closing Date: 

4.1 Organization.  Seller is a corporation duly organized, validly existing and 
in good standing under the laws of the State of ________.  Seller has no facilities, assets or 
employees in any state other than ________ and is not qualified to do business in any other 
state.  Seller has the requisite power and authority to own or lease its property and to operate 
and carry on the Business as it is now being conducted.  Seller has full corporate power and 
authority to execute and deliver this Agreement and all documents and instruments specified in 
it and to perform its obligations under this Agreement and under such instruments and 
documents.  Seller is not a “foreign person” within the meaning of Section 1445(f)(3) of the 
Internal Revenue Code of 1986, as amended. 

4.2 Authorization.  The execution, delivery and performance of this 
Agreement and all other documents and instruments specified herein have been, or prior to the 
Closing shall be, duly authorized by all necessary corporate action.  Neither the execution, 
delivery or performance of this Agreement by Seller nor the consummation of the transactions 
contemplated herein will result in a breach or violation of, or default under, or conflict with, 
Seller’s charter documents or bylaws, or any law, rule, regulation, judgment, order, decree, 
mortgage, agreement, indenture, instrument or arrangement applicable to Seller. 

4.3 Binding Obligation.  This Agreement and the other instruments and 
documents specified herein, when executed and delivered by Seller, will constitute legal, valid 
and binding obligations of Seller in accordance with their respective terms, except to the extent 
that the enforcement thereof may be limited by bankruptcy, reorganization, insolvency or similar 
laws of general applicability governing the enforcement of the rights of creditors or by the 
general principles of equity (regardless of whether considered in a proceeding at law or in 
equity). 

4.4 Title.  Seller shall convey to Buyer on the Closing Date good and 
marketable title to all the Assets free and clear of any and all liens, pledges, encumbrances, 
security interests and other interests of third parties, except for the interests of any lessors 
under any personal property leases listed on Schedule 1.1 and being assumed by Buyer. 

4.5 No Defaults.  Seller is not, and at the Closing shall not be, in default, and 
Buyer shall not be liable for any of Seller’s defaults, under any unfilled sales contracts, sales 
orders, purchase contracts or purchase orders or any of the Contracts or any personal property 
leases that Buyer is assuming as referenced in this Agreement.  Neither the execution and 
delivery of this Agreement by Seller, nor the consummation of the transactions contemplated by 
this Agreement, shall (whether with or without notice or the passage of time or both) (a) violate 
any provision of the charter documents or bylaws of Seller, (b) violate, conflict with or result in 
the breach or termination of, or otherwise give any person the right to terminate, or constitute a 
default under the terms of, any mortgage, bond, indenture or other agreement (written or oral) to 
which Seller is a party or by which Seller or any property or assets of Seller may be bound or 
affected, (c) result in the creation of any lien, security interest, charge, encumbrance or other 
similar right of any person upon the assets or property of Seller pursuant to the terms of any 
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such mortgage, bond, indenture or other agreement, (d) violate any judgment, order, injunction, 
award or decree of any court, administrative agency or governmental body against, or binding 
upon, Seller or upon the assets, property or Business of Seller or (e) constitute a violation by 
Seller of any applicable law, rule or regulation of any jurisdiction as such law, rule or regulation 
relates to Seller or to the assets, property or Business of Seller, where the consequences of any 
such violation of law, rule or regulation would have a material adverse effect on Seller’s 
operations, assets, properties, condition (financial or otherwise), or results taken as a whole. 

4.6 Documents.  Copies of the purchase orders, sales contracts, personal 
property leases, Contracts and asset lists and any other documents, agreements or contracts 
provided to Buyer by Seller are true and correct copies of the originals and accurately reflect the 
business transactions of Seller. 

4.7 No Changes.  Between the date of this Agreement and the Closing Date, 
the Business shall be operated in accordance with this Agreement, and there shall be no 
material adverse changes therein; provided that, if there is a material adverse change prior to 
the Closing, Seller shall disclose such change to Buyer in writing and Buyer shall have the right 
to terminate this Agreement. 

4.8 Bankruptcy.  Seller has not filed (or had filed against it) any petition in 
bankruptcy or for protection under any receivership or insolvency laws. 

4.9 No Consents.  Except for the consent of any lessor under any personal 
property leases being assumed by Buyer, no consent, release, approval or permission of any 
kind or nature, whether from public authorities or otherwise, is required in connection with the 
sale of the Assets under the terms of this Agreement. 

4.10 Unfilled Orders.  The unfilled purchase contracts and purchase orders 
(inclusive of “in transit” items of Inventory) are of an ordinary and usual kind entered into in the 
normal course of Seller’s Business, and their aggregate amount shall not exceed as of the 
Closing Date the sum of $________. 

4.11 Condition of the Assets.  Except as set forth on Schedule 4.11, the Assets 
are, and as of the Closing shall be, well maintained and in good operating condition.  Seller 
knows of no facts which would prevent Buyer from using the Assets in operations of the same 
kind of Business in which the Assets have been used prior to the Closing Date. 

4.12 Claims; Litigation.  No claims, suits, litigation, investigations or other 
proceedings are pending or, to the best knowledge of Seller, threatened against Seller which 
could adversely affect any of the Assets, the Business or Seller or the consummation of this 
transaction or the operation of the Business. 

4.13 Collective Bargaining; Labor Disputes.  There are no union contracts or 
collective bargaining agreements in effect with respect to the Business.  Seller has no 
knowledge of any current or threatened labor dispute, strike or work stoppage affecting Seller. 

4.14 Employees; Benefit Plans.  Seller is not in default under any pension, 
profit-sharing or other employee benefit plan (“Plans”), and all Plans are fully funded.  All Plans, 
if any, shall be terminated no later than the Closing Date.  As a result of entering into this 
Agreement and closing the transaction contemplated hereby, Buyer shall have no responsibility 
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or liability of any nature for, to or in connection with any Plan(s) of Seller or any employee of 
Seller or under such Plans to any person. 

4.15 Taxes.  Seller has timely filed all federal, state and local tax returns 
required to be filed by it and has paid all taxes as and when due in connection therewith.  Buyer 
shall have no liability for any taxes payable by Seller with respect to its business or the Assets, 
including, but not limited to, the Real Property. 

4.16 Financial Statements.  All financial information pertaining to the Seller and 
its operations, as maintained and reported on CBD Manager, is true and correct in all material 
respects.  Seller has provided Buyer a copy of its most recent reviewed or compiled financial 
statements for the Business.  Seller has provided Buyer Seller’s unaudited financial statements 
for the months from the date of its audited financial statements to the date of this Agreement.  
Such financial statements and all other financial information provided to Buyer by Seller have 
been prepared in accordance with accounting principles consistently applied and fairly present 
the financial condition of Seller. 

4.17 Intangible Property.  Schedule 4.17 lists all Intangible Property.  Except 
as set forth on Schedule 4.17, Seller is the sole and exclusive owner or licensee of the 
Intangible Property listed in Schedule 4.17.  To the knowledge of Seller, Seller has not infringed 
upon or violated the rights of any other person that may have an interest in any of the Intangible 
Property. 

4.18 Compliance.  Seller has complied in all material respects with all 
applicable federal, state and local laws, statutes, ordinances, and regulations and has all 
licenses, consents, and permits required for the conduct of the Business.  Schedule 4.18, which 
is attached hereto and incorporated by reference, lists all such licenses, consents and permits. 

4.19 Accurate Representations.  Each representation and warranty made by 
Seller in connection with this Agreement, including those in this Agreement, the schedules and 
exhibits, and all other information provided to Buyer by Seller, is true, accurate and complete in 
all material respects.  No representation or warranty made by Seller contains any untrue 
statement of a material fact or fails to state a material fact necessary in order to make 
statements contained therein not misleading.  Without limiting the generality of the foregoing 
representations, Seller’s officers do not have any knowledge that any supplier, customer, agent 
or representative intends to terminate or substantially reduce its sales to or its purchases from 
or its contractual relationships with or its use of services, or that any such termination or 
reduction will result from or by reason of the transactions contemplated by this Agreement. 

5. Representations of Buyer.  Buyer hereby represents, warrants and covenants to 
Seller the following, which representations, warranties and covenants shall be true and correct 
on the date of this Agreement and on the Closing Date: 

5.1 Organization of Buyer.  Buyer is a corporation duly organized and validly 
existing under the laws of the State of California and is in good standing in the State of 
California.  Buyer has full corporate power and authority to execute and deliver this Agreement 
and all documents and instruments specified in it and to perform its obligations under this 
Agreement and under such instruments and documents. 

5.2 Authorization.  The execution, delivery and performance of this 
Agreement and all other documents and instruments specified herein have been, or prior to the 
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Closing shall be, duly authorized by all necessary corporate action.  Neither the execution, 
delivery or performance of this Agreement by Buyer, nor the consummation of the transactions 
contemplated herein will result in a breach or violation of, or default under, or conflict with, 
Buyer’s charter documents, as amended or restated, or bylaws, or any law, rule, regulation, 
judgment, order, decree, mortgage, agreement, indenture, instrument or arrangement 
applicable to Buyer. 

5.3 Binding Obligation.  This Agreement and the other instruments and 
documents specified herein, when executed and delivered by Buyer, will constitute legal, valid 
and binding obligations of Buyer in accordance with their respective terms, except to the extent 
that the enforcement thereof may be limited by bankruptcy, reorganization, insolvency or similar 
laws of general applicability governing the enforcement of the rights of creditors or by the 
general principles of equity (regardless of whether considered in a proceeding at law or in 
equity). 

5.4 No Consents.  No consent, release, approval or permission of any kind or 
nature, whether from public authorities or otherwise, is required in connection with the purchase 
of the Assets under the terms of this Agreement. 

5.5 Claims; Litigation.  No claims, litigation or other proceedings are pending 
or, to the best of Buyer’s knowledge, threatened against Buyer which could adversely affect the 
consummation of this transaction. 

5.6 Bankruptcy.  Buyer has not filed (or had filed against it) any petition in 
bankruptcy or for protection under any receivership or insolvency laws. 

5.7 Accurate Representations.  Each representation and warranty made by 
Buyer in connection with this Agreement, including those in this Agreement, the schedules and 
exhibits, and all other information provided to Seller by Buyer, is true, accurate and complete in 
all material respects.  No representation or warranty made by Buyer contains any untrue 
statement or material fact or fails to state a material fact necessary in order to make statements 
contained therein not misleading. 

6. Conduct of Business.  Seller covenants with Buyer that from the date hereof until 
the Closing Date: 

6.1 Conduct.  Seller shall conduct the Business in its ordinary and usual 
course, with no material changes in the method of operation, and Seller shall maintain in full 
force and effect all insurance policies currently covering the Assets and shall maintain the 
Assets in good operating condition. 

6.2 Compliance.  Seller shall comply with all laws applicable in connection 
with its operations or that may be applicable for the valid and effective consummation of the 
transactions contemplated hereby. 

6.3 Risk of Loss.  The risk of loss or damage to the Assets to be sold under 
this Agreement shall, prior to the Closing Date, be borne by Seller.  Any such loss or damage 
shall result in an adjustment to the Purchase Price in an amount equal to the cost of any repairs 
of any damaged item or to the fair market value of any missing item. 
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6.4 Prohibitions.  Seller shall not (i) sell, assign or transfer any of the Assets 
without the consent of Buyer, other than Inventory sold in the ordinary course of business; (ii) 
waive any right of Seller of a substantial value; or (iii) change or alter the physical contents or 
character of the Inventory or adversely change the total dollar valuation of such Inventory at the 
Closing Date, other than in the ordinary course of business. 

6.5 Employees.  Seller shall discharge all of its employees no later than the 
Closing Date in accordance with the Workers Adjustment Retraining and Notification Act of 
1988, if applicable, and all other applicable laws and regulations.  Seller shall, as of the Closing 
Date or as soon thereafter as practicable, but in no event later than required by law, discharge 
all of its obligations to its employees, including, but not limited to, payment of all accrued but 
unpaid wages, salaries, bonuses, accumulated vacation pay, profit shares, severance pay and 
other earned benefits, including Multi-Employer Pension obligations and liabilities, and shall pay 
all withholding or other taxes due thereon.  All such obligations shall be discharged by direct 
payment from Seller to the discharged employee or to the applicable benefit plan or 
governmental agency, as the case may be.  Buyer shall have no obligation to hire, employ or 
contract with any such person, nor shall Buyer have any obligations or liabilities in connection 
therewith, but Buyer may in its sole and absolute discretion offer to hire as of the Closing Date 
certain employees of Seller on terms and conditions to be individually negotiated by and 
between Buyer and such employees. 

7. Access to Assets and Records. 

7.1 Access.  Seller shall give Buyer and Buyer’s counsel, accountants, and 
other representatives or agents reasonable access during normal business hours from the date 
hereof until the Closing Date to such of its assets, properties, personnel, books, contracts, 
commitments and records as relate to the Business or the Assets, including, but not limited to 
any sales, customer, inventory, credit, personnel and other operational records, the Contracts 
and any personal property leases, and Buyer or its representatives shall be entitled to copy any 
such information or documents. 

7.2 UCC Report.  Seller will obtain or reimburse Buyer for obtaining a report 
certified by the _________ Secretary of State showing all UCC filings and liens against the 
Assets at the date of execution hereof. 

7.3 Additional Information.  Seller shall furnish to Buyer and its 
representatives all such additional documents and financial and other information concerning 
the Business and the Assets as Buyer or its representatives may from time to time reasonably 
require and shall permit Buyer and such representatives to examine all records and working 
papers relating to the preparation of the financial statements of Seller. 

7.4 Inspection Period.  Buyer shall have a period of thirty days from the date 
of this Agreement in which to investigate and inspect the Business, the Assets and the 
documents provided hereunder. In the event that Buyer determines within such period that the 
Business or the Assets are not as represented by Seller, Buyer may terminate this Agreement. 

7.5 Confidentiality and Standstill. 

(a) Standstill.  Seller shall not, directly or indirectly, solicit or engage 
in discussions or negotiations with or provide any information to or otherwise cooperate with any 
other person seeking to acquire or expressing an interest in acquiring any of the Assets (other 
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than inventory in the ordinary course of business consistent with past practices) or the Business 
of Seller or for the purpose of otherwise effecting a transaction inconsistent with the transactions 
contemplated by this Agreement prior to the Closing Date. 

(b) Confidential Information.  To the extent not already owned by 
Buyer pursuant to the Franchise Agreement or the Software License Agreement entered into by 
and between Buyer and Seller relating to the Franchise Agreement (the “Licensed Information”), 
the Seller acknowledge that the Seller is selling information to Buyer and have access to certain 
information owned by Buyer, some of which constitutes trade secrets and proprietary 
information.  Such trade secret and proprietary information relating to the Business includes, 
without limitation, information related to customers, the identities of existing, past or prospective 
customers, prices charged or proposed to be charged to customers, the quantity and quality of 
customer mail, customer contacts, special customer requirements and all related information, 
marketing techniques, compilations of information, copyrightable material, technical information, 
financial information, budgets and projections, information about key personnel, past, present or 
future actual or threatened litigation, information regarding operations and operational 
expansion plans, know-how, technical data, licensing arrangements, business relationships, 
marketing data developmental work and other business information about the Business that is a 
valuable, special and unique asset of the Business (collectively, other than the Licensed 
Information, the “Confidential Information”).  The Seller shall not, directly or indirectly, disclose 
to any Person (other than their respective attorneys, auditors, existing members, officers, 
employees, advisors and representatives on a need to know basis and provided that such 
Persons agree to be bound by the Seller’s obligations hereunder) or use for their own benefit 
any of the Licensed Information, Confidential Information or any information relating to the terms 
and conditions of the purchase and sale of the Business hereunder.  The Seller further agrees 
that it shall not induce or attempt to induce any employee of Seller to use or disclose the 
Licensed Information or Confidential Information for any purpose. 

(c) Confidentiality.  From the date hereof and continuing until one 
year after the Closing Date or earlier termination of this Agreement, Seller and Buyer and their 
representatives, agents and employees will continue to hold in strict confidence any documents, 
data or information obtained from any other party.  If the transactions provided for herein are not 
consummated for any reason, the party receiving such documents, data or information shall 
return it upon request to the person providing it (other than one copy which counsel to such 
party shall continue to hold in strict confidence and which shall not be available for use for 
competitive purposes, but shall be held only in the event of litigation between the parties), shall 
continue to hold in strict confidence all data and information and shall not use any such 
documents, data or information except as contemplated by this Agreement.  This obligation and 
covenant shall survive the termination of this Agreement for a period of one year. 

(d) Equitable Remedies.  The parties acknowledge and agree that the 
remedy at law for any breach of this Section 7.5 will be inadequate and that the non-breaching 
party shall be entitled, in addition to any remedy at law, to injunctive or other equitable relief. 

8. Consents.  Prior to the Closing Date, Seller shall use commercially reasonable 
efforts to obtain all written consents or demand letters of lenders required to consummate the 
transactions contemplated hereby and shall deliver to Buyer copies, reasonably satisfactory in 
form and substance to counsel for Buyer, of such written consents or demand letters, including, 
but not limited to, the consent of any lessors of personal property leases to be assumed by 
Buyer. 
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9. Conditions Precedent to Buyer’s Obligations.  All of the obligations of Buyer 
under this Agreement are subject to the satisfaction of each of the following conditions on or 
before the Closing: 

9.1 Accuracy of Representations and Warranties.  The representations and 
warranties of Seller contained in this Agreement or in any schedule or exhibit hereto shall be 
true and accurate in all material respects on and as of the Closing Date, with the same force 
and effect as if made on the Closing Date, except as affected by transactions contemplated or 
permitted hereby, and an officer of Seller shall so certify at the Closing. 

9.2 Performance of Covenants.  Seller shall have performed and complied in 
all material respects with all covenants, obligations and agreements to be performed or 
complied with by Seller on or before the Closing Date pursuant to this Agreement or any 
schedule or exhibit hereto, including, but not limited to, the transfer of the Assets to Buyer in the 
manner set forth herein, and an officer of Seller shall so certify at the Closing. 

9.3 Lien Search.  Seller shall have provided to Buyer one or more reports 
certified by the _________ Secretary of State, the _______ taxing authorities, or other 
appropriate governmental agencies listing all liens, encumbrances or security or other third 
party interests in any of the Assets. 

9.4 Approval of Agencies.  All governmental approvals necessary for the 
consummation of the transactions contemplated herein shall have been obtained. 

9.5 Consents.  Buyer shall have received all required consents or approvals 
for the sale, assignment and transfer of the Assets in a form satisfactory to Buyer and its 
counsel, including, but not limited to, the consent of any lessors of any personal property.  
Seller’s [Board of Directors and shareholders or [amend to reflect organizational structure of 
Seller] and Buyer’s Board of Directors shall have approved this Agreement and the transactions 
contemplated hereby. 

9.6 No Material Adverse Change.  There shall have been no material adverse 
change in the Assets prior to the Closing Date, and Buyer shall have inspected and approved 
the condition and quantity of the Assets.  It shall be deemed to be a material adverse change if 
any of the Fixed Assets is damaged or destroyed and the cost of repairing or restoring such 
damaged or destroyed item shall exceed $10,000.  In such an event, Buyer shall have the right 
to reduce the Purchase Price by the market value of the Assets that were damaged or 
destroyed according to the values listed on Schedule 1.1, or may terminate this Agreement as a 
result of such material adverse change. 

9.7 Real Property Leases.  Buyer shall have received satisfactory evidence 
that all (a) real property leases of Seller shall terminate as of the Closing Date, all early-
termination fees related thereto shall have been paid by Seller and no further obligations are 
owed to the landlord(s) or lessor(s) thereunder; or (b) Seller shall have executed and delivered 
to Buyer an Assignment and Assumption Agreement in form acceptable to Buyer (the 
“Assignment and Assumption Agreement”) with respect to each such real property lease, and 
such landlord(s) or lessor(s) have executed and delivered consents to assignment of such 
leases to Buyer and estoppel certificates in form acceptable to Buyer.  Seller shall pay all costs 
imposed by landlord(s) or lessor(s) under such real property leases as a condition to the 
assignment thereof by Seller to Buyer. 
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9.8 Preliminary Closing Balance Sheet.  Seller shall have delivered the 
Preliminary Closing Balance Sheet and Preliminary Working Capital Statement to Buyer each in 
a form and substance reasonably acceptable to Buyer. 

9.9 Delivery of Documents.  Seller shall provide, on or before the Closing, all 
funds and documents required to consummate the transactions contemplated by this 
Agreement, including but not limited to: 

(a) One or more bills of sale, in form to Buyer’s reasonable 
satisfaction, transferring all the Assets, except as provided below; 

(b) An Affidavit of Seller, in form reasonably acceptable to Buyer and 
the Title Company, confirming that there are no rights or claims of parties in possession of the 
Real Property claiming by, through or under Seller and that there are no liens or rights to a lien 
for services, labor or materials furnished for or at the instance of Seller; 

(c) Such affidavits or certificates as shall be required to establish that 
the transaction contemplated in this Agreement is not subject to the provisions of the Foreign 
Investment Real Property Tax Act of 1980, as amended, or any regulations promulgated 
thereunder. The withholding requirements of Section 1445(a) of the Internal Revenue Code of 
1986, as amended, or any withholding requirements of the State of _______; 

(d) Assignments, in form to Buyer’s reasonable satisfaction, covering 
any personal property leases being assumed by Buyer, any Contracts and Seller’s unfilled sales 
contracts, sales orders, purchase contracts and purchase orders; provided that such contracts 
and orders were taken or made in the ordinary course of business. 

(e) Termination statements, in form to Buyer’s reasonable 
satisfaction, duly endorsed by all secured parties who have security interests in any of the 
Assets; 

(f) Certified copies of resolutions of the Board of Directors and 
shareholders of Seller, in form to Buyer’s reasonable satisfaction, authorizing the execution and 
delivery of this Agreement and the consummation of the purchase and sale contemplated 
hereby [or resolutions of governing body of other form of entity]; 

(g) Certificates of good standing or status issued by the ______ State 
Corporation Commission confirming that Seller is in good standing in the State of _______; 

(h) Certificates of Incumbency confirming the officers of Seller and 
their authorized signatures, all in form to Buyer’s reasonable satisfaction [change to reflect 
management of other form of entity]; 

(i) An opinion of counsel for Seller, dated as of the Closing Date, in a 
form acceptable to Buyer to the effect that Seller is a corporation duly incorporated, validly 
existing and in good standing under the laws of its jurisdiction of incorporation and qualified to 
transact business in any states where the failure to so qualify would have a material adverse 
effect on Seller; that Seller has full corporate power to execute and deliver this Agreement and 
all instruments and documents provided for in or contemplated by this Agreement and to 
perform its obligations under this Agreement and under such instruments and documents; that 
the actions of Seller have been duly authorized by all necessary corporate action and are, to the 
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knowledge of such counsel, not in conflict with any provision of the articles of incorporation or 
bylaws of Seller; 

(j) Non-Competition Agreements as required by Section 11; 

(k) A copy of a Certificate of Amendment to Seller’s Articles of 
Incorporation amending Seller’s name, which shall be filed with the ________ State Corporation 
Commission no later than ten days following the Closing; and 

(l) Such other documents, certificates or instruments as may be 
required by Buyer or the Title Company, including, but not limited to, a settlement statement. 

10. Conditions Precedent to Seller’s Obligations.  All of the obligations of Seller 
under this Agreement are subject to the satisfaction of each of the following conditions on or 
before the Closing: 

10.1 Accuracy of Representations and Warranties.  The representations and 
warranties of Buyer contained in this Agreement or in any schedule or exhibit hereto shall be 
true and accurate in all material respects on and as of the Closing Date, with the same force 
and effect as if made on the Closing Date, except as affected by transactions contemplated or 
permitted hereby, and an officer of Buyer shall so certify at the Closing. 

10.2 Performance of Covenants.  Buyer shall have performed and complied in 
all material respects with all covenants, obligations and agreements to be performed or 
complied with by Buyer on or before the Closing Date pursuant to this Agreement or any 
schedule or exhibit hereto, including, but not limited to, the payment of the Purchase Price to 
Seller in the manner set forth herein, and an officer of Buyer shall so certify at the Closing. 

10.3 Approval of Agencies.  All governmental approvals necessary for the 
consummation of the transactions contemplated herein shall have been obtained. 

10.4 Consents.  Seller shall have received all required consents or approvals 
for the sale, assignment and transfer of the Assets, in a form satisfactory to Buyer and its 
counsel.  Seller’s Board of Directors and shareholders [or amend to reflect organizational 
structure of Seller] and Buyer’s Board of Directors shall have approved this Agreement and the 
transactions contemplated hereby. 

10.5 Delivery at Closing.  Buyer shall provide, on or before the Closing, all 
funds and documents required to consummate the transactions contemplated by this 
Agreement, including but not limited to: 

(a) The Purchase Price to be paid by Buyer as hereinabove provided; 

(b) A certified copy of the resolutions of the Board of Directors of 
Buyer, in form to Seller’s reasonable satisfaction, that the execution of this Agreement and the 
consummation of the purchase and sale contemplated hereby have been duly authorized; 

(c) Certificates of Incumbency confirming the officers of Seller and 
their authorized signatures, all in form to Buyer’s reasonable satisfaction [change to reflect 
management of other form of entity]; and 



 

CBDF-APA-2021 13 

(d) Such additional funds as may be required from Buyer for the 
payment of the charges to be borne by it. 

11. Covenant Not To Compete. 

11.1 Covenant of Seller.  Franchisee and Owners shall have each executed 
and delivered a Non-competition and Non-solicitation Agreement with the Buyer, in a form 
reasonably acceptable to Buyer (the “Noncompetition Agreement”), pursuant to which the 
Franchisee and Owners shall agree, among other things, for a period of three years following 
the Closing Date not to: (a) engage or in any way become interested, as an individual, partner, 
shareholder, owner, joint venturer to, officer, director, principal, agent, trustee, employee, 
independent contractor, consultant, advisor, franchisor or otherwise, in the design, 
manufacturing, installation, sales or distribution of custom organization and storage systems, 
including closet systems, garage systems, home office and entertainment systems, wall units, 
pantry units, custom kitchen cabinets or re-facing, custom bathroom cabinets or re-facing, 
laundry area systems, and/or components thereof (the “Closet Business”), in the Territories (as 
defined in the Franchise Agreement) or in any city, town, county, parish or other municipality in 
the states where the Territories are located, or any other place in the world where Buyer, or its 
subsidiaries, affiliates, successors or assigns, are engaged in the Closet Business or where 
Buyer or any subsidiary or affiliate thereof operated during the twelve-month period prior to the 
Closing Date; (b) solicit, induce, or attempt to solicit or induce, any officer, director, employee, 
agent, independent contractor or consultant of the Business or of Buyer or any of its 
subsidiaries, affiliates, successors or assigns to terminate his, her or its employment or other 
relationship with Buyer or its subsidiaries, affiliates, successors or assigns for the purpose of 
associating with any competitor of the Business, of Buyer or its subsidiaries, affiliates, 
successors or assigns, or otherwise encourage any such person or entity to leave or sever his, 
her or its employment or other relationship with the Business, Buyer or its subsidiaries, affiliates, 
successors or assigns for any other reason; (c) solicit, induce, or attempt to solicit or induce, 
any customers, clients, vendors, suppliers or consultants, to terminate or change his, her or its 
relationship with the Business, Buyer or its subsidiaries, affiliates, successors or assigns, for the 
purpose of associating with any competitor of the Business, Buyer or its subsidiaries, affiliates,  
successors or assigns, or otherwise encourage such customers, clients, vendors, suppliers or 
consultants of the Business or Buyer or its subsidiaries, affiliates, successors or assigns, to 
terminate or change his, her or its relationship with the Business, Buyer or its subsidiaries, 
affiliates, successors or assigns for any reason; and (d) solicit, induce or attempt to solicit or 
induce, any prospective acquisition candidates or customers, clients, vendors, suppliers or 
consultants, for Franchisee or Owners own behalf or on behalf of any competitor of the 
Business, Buyer or any of its affiliates or subsidiaries, which candidate, customer, client, vendor, 
supplier or consultant was called upon by the Business, Seller, Buyer, its subsidiaries or any 
representative or agent of either thereof or for which the Business or Buyer, its subsidiaries or 
any representative or agent of either thereof made an analysis thereof, for the purpose of 
acquiring such person or for the purpose of attempting to obtain such person as a candidate, 
customer, client, vendor, supplier or consultant.  

11.2 Public Policy and Law.  The parties to this Agreement expressly agree 
that it is not their intention to violate any public policy or statutory or common law.  The parties 
intend that the covenant set forth above and those contained in the Non-Competition 
Agreements from the Franchisee and Owners shall be construed as a series of separate 
covenants, one for each county or state within the specified geographic area, each of which 
covenant shall be deemed to be identical.  If, in any judicial proceedings, a court shall refuse to 
enforce any of the separate covenants deemed included in this Section 13 or in the Non-



 

CBDF-APA-2021 14 

Competition Agreements, then such unenforceable covenant shall be deemed to be eliminated 
therefrom or modified to the extent necessary to permit it and the remaining separate covenants 
to be enforceable.  Without limiting the generality of the foregoing, if any court of competent 
jurisdiction determines that the foregoing covenant not to compete or any Non-Competition 
Agreement is invalid because of its length of time or geographic scope, then the parties hereto 
agree that such covenant shall be reduced either or both in length of time or geographic scope 
to the extent necessary to make such covenant enforceable against Seller or the applicable 
Shareholder. 

11.3 Remedy.  The parties acknowledge and agree that the remedy at law for 
any breach of the foregoing covenant not to compete or of the Non-Competition Agreements will 
be inadequate and that Buyer shall be entitled, in addition to any remedy at law, to injunctive 
relief.  The consideration for the foregoing covenant not to compete and the Non-Competition 
Agreements, which are hereby agreed to be a material element of this Agreement, is Buyer’s 
agreement to purchase the Assets and pay the Purchase Price provided herein, as well as the 
amounts set forth in Section 2.1, and Seller acknowledges and each of the Franchisee and 
Owners shall acknowledge the adequacy of such consideration. 

12. Expenses.  Buyer and Seller shall each pay their own expenses incurred in 
connection with this Agreement and the transactions contemplated herein, whether or not the 
transactions contemplated herein are consummated.  Seller and Buyer shall indemnify each 
other against any claim of third parties for brokerage commissions, finder’s fees or the like in 
connection with the transactions contemplated herein insofar as such claims are alleged to be 
based on arrangements or agreements made by the other party. 

13. Indemnification. 

13.1 Seller’s Indemnity.  Seller shall indemnify, defend and hold Buyer 
harmless from and against any and all claims, costs, expenses, liabilities, losses, demands, 
lawsuits or other proceedings, including reasonable attorneys’ fees and court costs, that shall 
arise with respect to: (i) the operation of the Business prior to the Closing and/or (ii) the breach 
of or failure of Seller to perform any representation, warranty or covenant contained in this 
Agreement or in Seller’s assignment agreements required hereunder (whether occurring before 
or after the Closing Date).  The Owners shall guarantee Seller’s performance of this indemnity. 

13.2 Buyer’s Indemnity.  Buyer shall indemnify, defend and hold Seller 
harmless from and against any and all claims, costs, expenses, liabilities, losses, demands, 
lawsuits or other proceedings, including reasonable attorneys’ fees and court costs, that shall 
arise with respect to: (i) the operation of Buyer’s business after the Closing; and/or (ii) the 
breach of or failure by Buyer to perform any representation, warranty or covenant contained in 
this Agreement or in Buyer’s assumption agreements required hereunder (whether occurring 
before or after the Closing Date). 

13.3 Procedures.  Buyer and Seller shall promptly notify each other of the 
existence of any claim, demand, or other matter to which the indemnifying party’s obligations 
under this section would apply and shall give the indemnifying party a reasonable opportunity to 
defend the same at the indemnifying party’s own expense and with counsel of its own selection; 
provided that the indemnified party shall at all times have the right to fully participate in the 
defense at its own expense.  If the indemnifying party shall, within a reasonable time after this 
notice, fail to defend, the indemnified party shall have the right, but not the obligation, to 
undertake the defense of, and to compromise or settle (exercising reasonable business 
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judgment), the claim or other matter on behalf, for the account, and at the risk of the 
indemnifying party.  If the claim is one that cannot by its nature be defended solely by the 
indemnifying party (including, without limitation, any federal or state proceeding), then the 
indemnified party shall make available all information and assistance that the indemnifying party 
may reasonably request. 

13.4 Environmental Indemnity.  Without limiting the generality of the foregoing, 
Seller shall indemnify, defend and hold harmless Buyer and its officers, directors, employees 
and agents, from and against any and all claims, costs, expenses, liabilities, losses, demands, 
damages, lawsuits or other obligations or proceedings, including reasonable attorneys’ fees and 
court costs, asserted by any person and relating to or arising from the use, presence, storage, 
disposal or transportation of, on, under, or across the Real Property of any substance, material 
or waste that is or becomes designated, classified or regulated as being “toxic” or “hazardous” 
or a “pollutant” under any federal, state or local law, regulation or ordinance arising from 
anything occurring prior to the Closing, and regardless of whether Seller was in compliance with 
the law existing at the time of such use, presence, storage, disposal or transportation. 

14. Survival of Representations and Warranties and Related Agreements.  Except as 
otherwise specifically provided, all of the terms, covenants, representations and warranties and 
agreements contained in or made pursuant to this Agreement shall survive the Closing Date 
and the due diligence investigation by or on behalf of Buyer prior to the Closing.  All statements 
contained herein or in any certificate, schedule, list or exhibit attached hereto or required to be 
delivered pursuant hereto shall be deemed representations and warranties within the meaning 
of this Section 16. 

15. Governing Law.  This Agreement shall be governed by the laws of the State of 
California, without regard to conflicts of laws principles. 

16. Binding.  This Agreement shall be binding upon and shall inure to the benefit of 
the parties hereto and their respective representatives, successors and assigns.  This 
Agreement may be assigned by Buyer without the written consent of Seller to an affiliate of 
Buyer. 

17. Entire Agreement.  This Agreement contains the full and complete understanding 
and the entire agreement of the parties hereto with respect to the acquisition of the Assets and 
all other transactions contemplated herein, and supersedes all prior agreements or 
understandings among the parties hereto relating to the subject matter hereof.  Notwithstanding 
the foregoing, to the extent any provision of this agreement conflicts with or is inconsistent with 
the Franchise Agreement, the provisions of the Franchise Agreement shall control. 

18. Amendment.  This Agreement may be amended, modified or supplemented only 
by written instruments signed by both Buyer and Seller. 

19. Severable.  In the event any one or more of the provisions contained in this 
Agreement or any application thereof shall be invalid, illegal or unenforceable in any respect, 
the validity, legality and enforceability of the remaining provisions of this Agreement and any 
other application thereof shall not in any way be affected or impaired thereby. 

20. Notices.  All notices, requests, demands and other communications under this 
Agreement to the parties shall be in writing and shall be personally delivered or sent by 
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commercial courier, facsimile (with the original by mail) or certified or registered mail, postage 
prepaid, to the following addresses: 

Seller: _______________ 
_______________ 
_______________ 
_______________ 
 

With a copy to: _______________ 
_______________ 
_______________ 
_______________ 

Buyer: CBD FRANCHISING, INC. 
13272 GARDEN GROVE BLVD. 
GARDEN GROVE, CALIFORNIA 92843 
ATTENTION: JERRY EGNER 

 
With a copy to:  CHRISTOPHER S. REEDER, ESQ. 

CSREEDER, PC 
11766 WILSHIRE BOULEVARD, SUITE 1470 
LOS ANGELES, CALIFORNIA 90025 

Any party may change its address for purposes of this Section 20 by giving the other party 
notice of the new address in the manner set forth herein.  Any notice given as set forth herein 
shall be deemed to be received on the earlier of actual receipt or four business days after being 
sent. 

21. Attorneys’ Fees.  In any action or arbitration proceeding involving the 
interpretation or enforcement of, or defense against, any provision of this Agreement, the 
prevailing party in such action or proceeding shall be entitled to reasonable attorneys’ fees and 
all costs and expenses incurred in connection with such action or proceeding.  In addition, the 
non-prevailing party shall pay all costs and expenses incurred in enforcing any arbitration award 
or judgment or in connection with any appeal, and this obligation shall be severable from the 
other provisions of this paragraph and shall survive any judgment, order or award and shall not 
be deemed to be merged therewith. 

22. Time of Essence.  Time is of the essence with respect to this Agreement and the 
transactions contemplated hereby. 

23. Counterparts.  This Agreement may be executed in two or more counterparts, 
each of which shall be deemed to be an original and all of which together shall constitute one 
and the same agreement. 

24. Captions.  The captions of the various sections of this Agreement are intended 
solely for convenience and are not to be used to interpret any of the provisions hereof. 

25. Exhibits.  All exhibits and schedules attached to this Agreement are incorporated 
herein by reference. 
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the 
day and year first above written. 

“SELLER” 

______________________________, 
an_______________________ 

By       
Name       
Its       
 
“BUYER” 
CBD FRANCHISING, INC. 
a California corporation 

By       
Name       
Its      
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SCHEDULE 1.1 

LIST OF FIXED ASSETS 
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SCHEDULE 4.11 

CONDITION OF ASSETS 
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SCHEDULE 4.17 

LIST OF INTANGIBLE PROPERTY 
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SCHEDULE 4.18 

LIST OF LICENSES, CONSENTS, AND PERMITS 
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EXHIBIT “A” 

ACCOUNTING PROCEDURES 

 

• Credited Inventory and Work in Process shall be equal to the result of a physical 
inventory to be conducted by Buyer as set forth in the Agreement.  Credited Inventory 
and Work in Process shall be valued as follows: (1) Credited Inventory, including 
Finished Goods, shall be valued at “Cost”, which shall mean Seller’s actual cost for 
purchasing such items, and (2) Work in Process, excluding Finished Goods, shall be 
valued at thirty-three percent (33%) of the contract value on the Closing Date.  Inventory 
that is not Credited Inventory shall be valued at zero.   

 
• Accounts Receivable shall include only jobs for which installation has been completed 

and shall be valued according to the following schedule: 
 
   

Days Outstanding Percent Credit 
0-30 100% 
31-60 90% 
61-90 80% 
90 or more 0% 

 
• No value will be given for any Indebtedness owed to Seller by, or by Seller to, any of its 

employees, stockholders, officers or directors or the Affiliates of any of them. 
 

 

 



EXHIBIT I 

CLOSETS BY DESIGN® 

PROMISSORY NOTE 

 



PROMISSORY NOTE 
 
Garden Grove, California [Up to $40,000.00] 
 
FOR GOOD AND VALUABLE CONSIDERATION, the undersigned (“Borrower”) promises to pay to the 
order of CBD Franchising, Inc. (“CBDF”), at 13272 Garden Grove Blvd., Garden Grove, California 92843, or 
such other place as Lender may designate, the principal sum of [up to $40,000.00], with interest on the 
unpaid principal at an annual percentage rate of 9.5%. 
 
Principal and interest will be paid in lawful money of the United States of America in 12 monthly payments of 
$_____________, with the first payment commencing on _______________, 202__, and continuing on the 
___ day of each successive month until _______________, 202__, at which date any unpaid balance of 
principal hereof and all interest accrued hereon will be due and payable. Each payment will be applied first 
on any interest then due and the remainder on principal. 
 
Upon default in payment of any installment when due, at the option of CBDF or its successor, the whole of 
the principal sum then remaining unpaid and all interest accrued hereon will become immediately due and 
payable, without demand or notice. The remedies of CBDF or its successor are not exclusive, and election 
by CBDF or its successor of any remedy hereunder will not be deemed a waiver of any other remedies that 
CBDF or its successor may have. If any payment herein provided for is not made at maturity, Borrower 
further promises to pay all costs of collection and reasonable attorney’s fees. Borrower and all endorsers of 
this Note, and each of them, hereby waive diligence, demand, presentment for payment, notice of non-
payment, protest and notice of protest and specifically consent to and waive notice of any renewals, 
extensions, amendments or modifications of this Note whether made to or in favor of Borrower or any other 
person or persons. Borrower or any endorser expressly waives the claiming of any statute of limitations as a 
defense to any demand against each and both of them. This Note will be construed and enforced in 
accordance with the laws of the State of California. 
 
Any notice to Borrower will be sent by overnight courier marked for next business day delivery to:  
___________________________________________________________________________________, 
or to such other address as Borrower may designate by notice to CBDF or its successor. Any notice to 
CBDF or its successor will be sent by overnight courier marked for next business day delivery to the 
address stated in this first paragraph of this Note, or to such other address as may have been designated by 
notice to Borrower. 
 
Dated: _______________, 202__  “BORROWER” 
 
 
      x__________________________________ 
       
      ___________________________________  
      [TYPED NAME OF BORROWER] 
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WELLS FARGO ENROLLMENT AGREEMENT 
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Wells Fargo Retail Services General Dealer Agreement 
Merchant Application for the Consumer Financing Program
All fields must be completed. If a specific field does not apply, mark the field as “N/A.” DK 0226 GEN26

Section 1 - Business Information
Business Legal Name (“Dealer”) — as reported to the IRS (Note: if you have multiple companies, each legal entity requires a separate 
merchant application.)

Phone Number (no toll-free numbers)

Primary Dealer DBA (“Doing Business As”) — as it should appear for customers, 25 character limit

Country of Incorporation or Registration Business Website/URL

Physical Address (no P.O. Boxes) City State ZIP Code

Mailing Address   o Same as above City State ZIP Code

Business Contact Name Title Email Address

Training Contact Name Title Email Address

Section 2 - Sales Information
Description of all Products/services States you conduct business in

In Business since (mm/yy) Annual Sales (Production) Revenue Annual Sales Finance Volume Average Ticket

Do you conduct sales outside your standard place of business (e.g. consumer’s home, fair, trade show, expo, etc.)?  o Yes o No

Section 3 - Banking Information for Funding
ABA Routing Number Bank Account Number Bank Name

A voided check or copy of a letter from your bank printed on bank letterhead with full routing and account number is required.

Section 4 - Extended Warranties offered through Third-Party Companies
If Dealer plans to use the financing program to sell extended warranties offered by a third-party company for additional costs, complete this section for Wells Fargo review and approval.
Skip this section if Dealer does not intend to offer consumer financing of extended warranties through a third-party company or only offers a standard manufacturer warranty at 
no additional cost.

Third-party extended warranty company name Description of coverage Products/services covered Warranty Company Website

Warranty 1

Warranty 2

Wells Fargo Employee Use ONLY
Program Identifier: 
ShawNow User ID:
WFHP-GAF Contractor ID:
All WFOS Programs:

Contact us
If you have any questions regarding these 
enrollment materials, please contact our 
team at Wells Fargo Retail Services. 

1-800-577-5313
Monday – Friday
8:00 a.m. to 5:00 p.m. Central Time
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Section 5 - Additional Locations
• Complete this Section if you have additional locations under the same legal entity as listed in Section 1.
• Provide banking information for each location only if applicable and different than Section 3. 
SKIP if there are no additional locations.

Additional Location 1
Primary Dealer DBA (“Doing Business As”) — as it should appear for customers, 25 character limit

Physical Address (no P.O. Boxes) City State ZIP Code

Mailing Address   o Same as above City State ZIP Code

Business Contact Name Title Phone Number (no toll-free numbers) Email Address

ABA Routing Number Account Number Bank Name

Additional Location 2
Primary Dealer DBA (“Doing Business As”) — as it should appear for customers, 25 character limit

Physical Address (no P.O. Boxes) City State ZIP Code

Mailing Address   o Same as above City State ZIP Code

Business Contact Name Title Phone Number (no toll-free numbers) Email Address

ABA Routing Number Account Number Bank Name

Additional Location 3
Primary Dealer DBA (“Doing Business As”) — as it should appear for customers, 25 character limit

Physical Address (no P.O. Boxes) City State ZIP Code

Mailing Address   o Same as above City State ZIP Code

Business Contact Name Title Phone Number (no toll-free numbers) Email Address

ABA Routing Number Account Number Bank Name

DK 0226 GEN26
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Section 6 - Acknowledgments and Attestations
I/We certify the information provided in connection with this Wells Fargo Retail Services General Dealer Agreement Merchant 
Application for the Consumer Financing Program is true and understand this information may be used for the purpose of qualifying 
my/our business for participation in Wells Fargo’s consumer financing program and for retaining my/our business in such program.

I/We authorize Wells Fargo to obtain credit reports on my/our business above and upon the principals, partners, and/or owners who 
have signed below for the purpose of qualifying my/our business for participation in Wells Fargo’s consumer financing program. 

I/We understand that I/we are also authorizing Wells Fargo to obtain credit reports now and in the future for the purposes of 
evaluating my/our business for future retention. 

I/We also understand that I/we may be required at any time to provide a copy of my/our businesses’ most recent financial 
statements as of the end of the most recent fiscal year including a balance sheet and a statement of income in reasonable detail and 
prepared in accordance with generally accepted accounting principles. 

I/We understand that Wells Fargo may collect personal data as part of the dealer enrollment process. For the categories of personal 
data that Wells Fargo may collect and how Wells Fargo uses it, see the Wells Fargo California Consumer Privacy Act Notice at 
Collection at https://www.wellsfargo.com/privacy-security/notice-of-data-collection/. See additional Wells Fargo privacy notices at 
https://www.wellsfargo.com/privacy-security/.

I/We will not retain in any format, electronic or otherwise, any Account Holder Account information as defined in the Agreement 
beyond what may be required under the Agreement and our Instructions and Procedures.

I/We confirm that Dealer does not engage in internet gambling or wagering.

I/We confirm that Dealer is, and throughout the term of the Agreement will remain, duly authorized and properly licensed (including 
any required professional licenses) under all applicable Laws to transact business as presently conducted, and to fully preform its 
obligations under the Agreement.

All merchants who conduct sales outside their standard place of business (e.g. consumer home, fair, trade show, expo, etc.) are 
required to provide a consumer with both a verbal and written Notice of Right to Cancel in accordance with Federal and any 
applicable State or local law.

I/We hereby acknowledge as the Owner/Officer that Dealer will provide all Account Holders with both an oral and written Notice of 
Right to Cancel, or similarly named notice, as may be required by Federal, State or local law.  Dealer will honor an Account Holder’s 
right of cancellation or rescission for sales made at a non-permanent place of business (e.g. fair, trade show, tent sale, in-home).   
I/We understand that your Notice of Right to Cancel documentation is considered Program Materials and must be retained under 
the terms of this Agreement.

This Wells Fargo Retail Services General Dealer Agreement Application (“Application”) is submitted to obtain approval to participate 
in the Credit Program on behalf of the above-mentioned Dealer (“Dealer”).

[SIGNATURES ON THE NEXT PAGE]

DK 0226 GEN26

https://www.wellsfargo.com/privacy-security/notice-of-data-collection/
https://www.wellsfargo.com/privacy-security/


4 of 28Wells Fargo Retail Services

Section 7 - Signatures
The undersigned (“I,” “me,” or “my”) certify that I have read the above attestations and acknowledgments and all information 
provided herein is true and complete. I have the power and authority to execute and deliver this Application and to enter into and 
consummate the Wells Fargo Retail Services General Dealer Agreement (GDA-GEN26) (“Agreement”) on behalf of the Dealer, 
by my signature below, to all terms and conditions of the Agreement. I hereby certify, represent and warrant that the Dealer has 
agreed to abide by all terms and conditions of the Agreement, and that if and when Wells Fargo approves this Application, the Dealer 
will, without further action, be bound by the Agreement and any Instructions and Procedures (as defined in the Agreement) as 
Wells Fargo may communicate from time to time. I acknowledge that this Application is subject to approval by Wells Fargo. 

PLEASE READ THE WELLS FARGO RETAIL SERVICES GENERAL DEALER AGREEMENT (GDA-GEN26) CAREFULLY PRIOR TO 
SIGNING THIS APPLICATION BECAUSE SIGNING BELOW BINDS THE DEALER TO SUCH AGREEMENT. THE AGREEMENT MAY 
NOT BE ALTERED OR CHANGED. ANY ALTERATIONS OR CHANGES TO THE AGREEMENT ARE VOID AND UNENFORCEABLE. 
ALL INDIVIDUALS LISTED BELOW MUST SIGN.

Principal’s, Partner’s, or Owner’s Information - OWNERSHIP OF ALL SIGNERS MUST TOTAL 50% OR GREATER. In addition, 
any entities or individuals who own 25% or more of the business must be listed and sign below. Attach an additional page with 
ownership information if necessary. 

Owner 1
Name 1 Date of Birth Social Security Number % Owner

%

Owner since (mm/yyyy)

Physical Address City State ZIP Code

Authorized Signature 1 Title Date

Owner 2
Name 2 Date of Birth Social Security Number % Owner

%

Owner since (mm/yyyy)

Physical Address City State ZIP Code

Authorized Signature 2 Title Date

Owner 3
Name 3 Date of Birth Social Security Number % Owner

%

Owner since (mm/yyyy)

Physical Address City State ZIP Code

Authorized Signature 3 Title Date

Owner 4
Name 4 Date of Birth Social Security Number % Owner

%

Owner since (mm/yyyy)

Physical Address City State ZIP Code

Authorized Signature 4 Title Date

DK 0226 GEN26



Form  W-9
(Rev. March 2024)
Department of the Treasury  
Internal Revenue Service 

Request for Taxpayer 
Identification Number and Certification

Go to www.irs.gov/FormW9 for instructions and the latest information.

Give form to the  
requester. Do not 
send to the IRS.

Before you begin. For guidance related to the purpose of Form W-9, see Purpose of Form, below.
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1    Name of entity/individual. An entry is required. (For a sole proprietor or disregarded entity, enter the owner’s name on line 1, and enter the business/disregarded 
entity’s name on line 2.)

2    Business name/disregarded entity name, if different from above.

3a  Check the appropriate box for federal tax classification of the entity/individual whose name is entered on line 1. Check 
only one of the following seven boxes. 

Individual/sole proprietor C corporation S corporation Partnership Trust/estate

LLC. Enter the tax classification (C = C corporation, S = S corporation, P = Partnership) . . . .
Note: Check the “LLC” box above and, in the entry space, enter the appropriate code (C, S, or P) for the tax 
classification of the LLC, unless it is a disregarded entity. A disregarded entity should instead check the appropriate 
box for the tax classification of its owner.

Other (see instructions) 

3b If on line 3a you checked “Partnership” or “Trust/estate,” or checked “LLC” and entered “P” as its tax classification, 
and you are providing this form to a partnership, trust, or estate in which you have an ownership interest, check 
this box if you have any foreign partners, owners, or beneficiaries. See instructions . . . . . . . . .

4  Exemptions (codes apply only to 
certain entities, not individuals; 
see instructions on page 3):

Exempt payee code (if any)

Exemption from Foreign Account Tax 
Compliance Act (FATCA) reporting 
 code (if any)

(Applies to accounts maintained 
outside the United States.)

5    Address (number, street, and apt. or suite no.). See instructions.

6    City, state, and ZIP code

Requester’s name and address (optional)

7    List account number(s) here (optional)

Part I Taxpayer Identification Number (TIN)
Enter your TIN in the appropriate box. The TIN provided must match the name given on line 1 to avoid 
backup withholding. For individuals, this is generally your social security number (SSN). However, for a 
resident alien, sole proprietor, or disregarded entity, see the instructions for Part I, later. For other 
entities, it is your employer identification number (EIN). If you do not have a number, see How to get a 
TIN, later.

Note: If the account is in more than one name, see the instructions for line 1. See also What Name and 
Number To Give the Requester for guidelines on whose number to enter.

Social security number

– –

or
Employer identification number 

–

Part II Certification
Under penalties of perjury, I certify that:

1. The number shown on this form is my correct taxpayer identification number (or I am waiting for a number to be issued to me); and
2. I am not subject to backup withholding because (a) I am exempt from backup withholding, or (b) I have not been notified by the Internal Revenue

Service (IRS) that I am subject to backup withholding as a result of a failure to report all interest or dividends, or (c) the IRS has notified me that I am
no longer subject to backup withholding; and

3. I am a U.S. citizen or other U.S. person (defined below); and

4. The FATCA code(s) entered on this form (if any) indicating that I am exempt from FATCA reporting is correct.

Certification instructions. You must cross out item 2 above if you have been notified by the IRS that you are currently subject to backup withholding 
because you have failed to report all interest and dividends on your tax return. For real estate transactions, item 2 does not apply. For mortgage interest paid, 
acquisition or abandonment of secured property, cancellation of debt, contributions to an individual retirement arrangement (IRA), and, generally, payments 
other than interest and dividends, you are not required to sign the certification, but you must provide your correct TIN. See the instructions for Part II, later.

Sign 
Here

Signature of 
U.S. person Date

General Instructions
Section references are to the Internal Revenue Code unless otherwise 
noted.

Future developments. For the latest information about developments 
related to Form W-9 and its instructions, such as legislation enacted 
after they were published, go to www.irs.gov/FormW9.

What’s New
Line 3a has been modified to clarify how a disregarded entity completes 
this line. An LLC that is a disregarded entity should check the 
appropriate box for the tax classification of its owner. Otherwise, it 
should check the “LLC” box and enter its appropriate tax classification.

New line 3b has been added to this form. A flow-through entity is 
required to complete this line to indicate that it has direct or indirect 
foreign partners, owners, or beneficiaries when it provides the Form W-9 
to another flow-through entity in which it has an ownership interest. This 
change is intended to provide a flow-through entity with information 
regarding the status of its indirect foreign partners, owners, or 
beneficiaries, so that it can satisfy any applicable reporting 
requirements. For example, a partnership that has any indirect foreign 
partners may be required to complete Schedules K-2 and K-3. See the 
Partnership Instructions for Schedules K-2 and K-3 (Form 1065).

Purpose of Form
An individual or entity (Form W-9 requester) who is required to file an 
information return with the IRS is giving you this form because they

Cat. No. 10231X Form W-9 (Rev. 3-2024)
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must obtain your correct taxpayer identification number (TIN), which 
may be your social security number (SSN), individual taxpayer 
identification number (ITIN), adoption taxpayer identification number 
(ATIN), or employer identification number (EIN), to report on an 
information return the amount paid to you, or other amount reportable 
on an information return. Examples of information returns include, but 
are not limited to, the following. 

• Form 1099-INT (interest earned or paid). 

• Form 1099-DIV (dividends, including those from stocks or mutual 
funds). 

• Form 1099-MISC (various types of income, prizes, awards, or gross 
proceeds). 

• Form 1099-NEC (nonemployee compensation). 

• Form 1099-B (stock or mutual fund sales and certain other 
transactions by brokers). 

• Form 1099-S (proceeds from real estate transactions). 

• Form 1099-K (merchant card and third-party network transactions). 

• Form 1098 (home mortgage interest), 1098-E (student loan interest), 
and 1098-T (tuition). 

• Form 1099-C (canceled debt). 

• Form 1099-A (acquisition or abandonment of secured property). 

Use Form W-9 only if you are a U.S. person (including a resident 
alien), to provide your correct TIN. 

Caution: If you don’t return Form W-9 to the requester with a TIN, you 
might be subject to backup withholding. See What is backup 
withholding, later. 

By signing the filled-out form, you: 

1. Certify that the TIN you are giving is correct (or you are waiting for a 
number to be issued); 

2. Certify that you are not subject to backup withholding; or 

3. Claim exemption from backup withholding if you are a U.S. exempt 
payee; and 

4. Certify to your non-foreign status for purposes of withholding under 
chapter 3 or 4 of the Code (if applicable); and 

5. Certify that FATCA code(s) entered on this form (if any) indicating 
that you are exempt from the FATCA reporting is correct. See What Is 
FATCA Reporting, later, for further information. 

Note: If you are a U.S. person and a requester gives you a form other 
than Form W-9 to request your TIN, you must use the requester’s form if 
it is substantially similar to this Form W-9. 

Definition of a U.S. person. For federal tax purposes, you are 
considered a U.S. person if you are: 

• An individual who is a U.S. citizen or U.S. resident alien; 

• A partnership, corporation, company, or association created or 
organized in the United States or under the laws of the United States; 

• An estate (other than a foreign estate); or 

• A domestic trust (as defined in Regulations section 301.7701-7). 

Establishing U.S. status for purposes of chapter 3 and chapter 4 
withholding. Payments made to foreign persons, including certain 
distributions, allocations of income, or transfers of sales proceeds, may 
be subject to withholding under chapter 3 or chapter 4 of the Code 
(sections 1441–1474). Under those rules, if a Form W-9 or other 
certification of non-foreign status has not been received, a withholding 
agent, transferee, or partnership (payor) generally applies presumption 
rules that may require the payor to withhold applicable tax from the 
recipient, owner, transferor, or partner (payee). See Pub. 515, 
Withholding of Tax on Nonresident Aliens and Foreign Entities. 

The following persons must provide Form W-9 to the payor for 
purposes of establishing its non-foreign status. 

• In the case of a disregarded entity with a U.S. owner, the U.S. owner 
of the disregarded entity and not the disregarded entity. 

• In the case of a grantor trust with a U.S. grantor or other U.S. owner, 
generally, the U.S. grantor or other U.S. owner of the grantor trust and 
not the grantor trust. 

• In the case of a U.S. trust (other than a grantor trust), the U.S. trust 
and not the beneficiaries of the trust. 

See Pub. 515 for more information on providing a Form W-9 or a 
certification of non-foreign status to avoid withholding. 

Wells Fargo Retail Services

Foreign person. If you are a foreign person or the U.S. branch of a 
foreign bank that has elected to be treated as a U.S. person (under 
Regulations section 1.1441-1(b)(2)(iv) or other applicable section for 
chapter 3 or 4 purposes), do not use Form W-9. Instead, use the 
appropriate Form W-8 or Form 8233 (see Pub. 515). If you are a 
qualified foreign pension fund under Regulations section 1.897(l)-1(d), or 
a partnership that is wholly owned by qualified foreign pension funds, 
that is treated as a non-foreign person for purposes of section 1445 
withholding, do not use Form W-9. Instead, use Form W-8EXP (or other 
certification of non-foreign status). 

Nonresident alien who becomes a resident alien. Generally, only a 
nonresident alien individual may use the terms of a tax treaty to reduce 
or eliminate U.S. tax on certain types of income. However, most tax 
treaties contain a provision known as a saving clause. Exceptions 
specified in the saving clause may permit an exemption from tax to 
continue for certain types of income even after the payee has otherwise 
become a U.S. resident alien for tax purposes. 

If you are a U.S. resident alien who is relying on an exception 
contained in the saving clause of a tax treaty to claim an exemption 
from U.S. tax on certain types of income, you must attach a statement 
to Form W-9 that specifies the following five items. 

1. The treaty country. Generally, this must be the same treaty under 
which you claimed exemption from tax as a nonresident alien. 

2. The treaty article addressing the income. 

3. The article number (or location) in the tax treaty that contains the 
saving clause and its exceptions. 

4. The type and amount of income that qualifies for the exemption 
from tax. 

5. Sufficient facts to justify the exemption from tax under the terms of 
the treaty article. 

Example. Article 20 of the U.S.-China income tax treaty allows an 
exemption from tax for scholarship income received by a Chinese 
student temporarily present in the United States. Under U.S. law, this 
student will become a resident alien for tax purposes if their stay in the 
United States exceeds 5 calendar years. However, paragraph 2 of the 
first Protocol to the U.S.-China treaty (dated April 30, 1984) allows the 
provisions of Article 20 to continue to apply even after the Chinese 
student becomes a resident alien of the United States. A Chinese 
student who qualifies for this exception (under paragraph 2 of the first 
Protocol) and is relying on this exception to claim an exemption from tax 
on their scholarship or fellowship income would attach to Form W-9 a 
statement that includes the information described above to support that 
exemption. 

If you are a nonresident alien or a foreign entity, give the requester the 
appropriate completed Form W-8 or Form 8233. 

Backup Withholding 
What is backup withholding? Persons making certain payments to you 
must under certain conditions withhold and pay to the IRS 24% of such 
payments. This is called “backup withholding.” Payments that may be 
subject to backup withholding include, but are not limited to, interest, 
tax-exempt interest, dividends, broker and barter exchange 
transactions, rents, royalties, nonemployee pay, payments made in 
settlement of payment card and third-party network transactions, and 
certain payments from fishing boat operators. Real estate transactions 
are not subject to backup withholding. 

You will not be subject to backup withholding on payments you receive 
if you give the requester your correct TIN, make the proper certifications, 
and report all your taxable interest and dividends on your tax return. 

Payments you receive will be subject to backup withholding if: 

1. You do not furnish your TIN to the requester; 

2. You do not certify your TIN when required (see the instructions for 
Part II for details); 

3. The IRS tells the requester that you furnished an incorrect TIN; 

4. The IRS tells you that you are subject to backup withholding 
because you did not report all your interest and dividends on your tax 
return (for reportable interest and dividends only); or 

5. You do not certify to the requester that you are not subject to 
backup withholding, as described in item 4 under “By signing the filled-
out form” above (for reportable interest and dividend accounts opened 
after 1983 only).
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Certain payees and payments are exempt from backup withholding. 
See Exempt payee code, later, and the separate Instructions for the 
Requester of Form W-9 for more information. 

See also Establishing U.S. status for purposes of chapter 3 and 
chapter 4 withholding, earlier. 

What Is FATCA Reporting? 
The Foreign Account Tax Compliance Act (FATCA) requires a 
participating foreign financial institution to report all U.S. account 
holders that are specified U.S. persons. Certain payees are exempt from 
FATCA reporting. See Exemption from FATCA reporting code, later, and 
the Instructions for the Requester of Form W-9 for more information. 

Updating Your Information 
You must provide updated information to any person to whom you 
claimed to be an exempt payee if you are no longer an exempt payee 
and anticipate receiving reportable payments in the future from this 
person. For example, you may need to provide updated information if 
you are a C corporation that elects to be an S corporation, or if you are 
no longer tax exempt. In addition, you must furnish a new Form W-9 if 
the name or TIN changes for the account, for example, if the grantor of a 
grantor trust dies. 

Penalties 
Failure to furnish TIN. If you fail to furnish your correct TIN to a 
requester, you are subject to a penalty of $50 for each such failure 
unless your failure is due to reasonable cause and not to willful neglect. 

Civil penalty for false information with respect to withholding. If you 
make a false statement with no reasonable basis that results in no 
backup withholding, you are subject to a $500 penalty. 

Criminal penalty for falsifying information. Willfully falsifying 
certifications or affirmations may subject you to criminal penalties 
including fines and/or imprisonment. 

Misuse of TINs. If the requester discloses or uses TINs in violation of 
federal law, the requester may be subject to civil and criminal penalties. 

Specific Instructions 
Line 1 
You must enter one of the following on this line; do not leave this line 
blank. The name should match the name on your tax return. 

If this Form W-9 is for a joint account (other than an account 
maintained by a foreign financial institution (FFI)), list first, and then 
circle, the name of the person or entity whose number you entered in 
Part I of Form W-9. If you are providing Form W-9 to an FFI to document 
a joint account, each holder of the account that is a U.S. person must 
provide a Form W-9. 

• Individual. Generally, enter the name shown on your tax return. If you 
have changed your last name without informing the Social Security 
Administration (SSA) of the name change, enter your first name, the last 
name as shown on your social security card, and your new last name. 

Note for ITIN applicant: Enter your individual name as it was entered 
on your Form W-7 application, line 1a. This should also be the same as 
the name you entered on the Form 1040 you filed with your application. 

• Sole proprietor. Enter your individual name as shown on your Form 
1040 on line 1. Enter your business, trade, or “doing business as” (DBA) 
name on line 2. 

• Partnership, C corporation, S corporation, or LLC, other than a 
disregarded entity. Enter the entity’s name as shown on the entity’s tax 
return on line 1 and any business, trade, or DBA name on line 2. 

• Other entities. Enter your name as shown on required U.S. federal tax 
documents on line 1. This name should match the name shown on the 
charter or other legal document creating the entity. Enter any business, 
trade, or DBA name on line 2. 

• Disregarded entity. In general, a business entity that has a single 
owner, including an LLC, and is not a corporation, is disregarded as an 
entity separate from its owner (a disregarded entity). See Regulations 
section 301.7701-2(c)(2). A disregarded entity should check the 
appropriate box for the tax classification of its owner. Enter the owner’s 
name on line 1. The name of the owner entered on line 1 should never 
be a disregarded entity. The name on line 1 should be the name shown 
on the income tax return on which the income should be reported. For 

example, if a foreign LLC that is treated as a disregarded entity for U.S. 
federal tax purposes has a single owner that is a U.S. person, the U.S. 
owner’s name is required to be provided on line 1. If the direct owner of 
the entity is also a disregarded entity, enter the first owner that is not 
disregarded for federal tax purposes. Enter the disregarded entity’s 
name on line 2. If the owner of the disregarded entity is a foreign person, 
the owner must complete an appropriate Form W-8 instead of a Form 
W-9.  This is the case even if the foreign person has a U.S. TIN. 

Line 2 
If you have a business name, trade name, DBA name, or disregarded 
entity name, enter it on line 2. 

Line 3a 
Check the appropriate box on line 3a for the U.S. federal tax 
classification of the person whose name is entered on line 1. Check only 
one box on line 3a. 

IF the entity/individual on line 1 
is a(n) . . . 

THEN check the box for . . . 

• Corporation Corporation. 

• Individual or 

• Sole proprietorship 

Individual/sole proprietor. 

• LLC classified as a partnership 
for U.S. federal tax purposes or 

• LLC that has filed Form 8832 or 
2553 electing to be taxed as a 
corporation 

Limited liability company and 
enter the appropriate tax 
classification:  
P = Partnership, 
C = C corporation, or 
S = S corporation. 

• Partnership Partnership. 

• Trust/estate Trust/estate. 

Line 3b 
Check this box if you are a partnership (including an LLC classified as a 
partnership for U.S. federal tax purposes), trust, or estate that has any 
foreign partners, owners, or beneficiaries, and you are providing this 
form to a partnership, trust, or estate, in which you have an ownership 
interest. You must check the box on line 3b if you receive a Form W-8 
(or documentary evidence) from any partner, owner, or beneficiary 
establishing foreign status or if you receive a Form W-9 from any 
partner, owner, or beneficiary that has checked the box on line 3b. 

Note: A partnership that provides a Form W-9 and checks box 3b may 
be required to complete Schedules K-2 and K-3 (Form 1065). For more 
information, see the Partnership Instructions for Schedules K-2 and K-3 
(Form 1065). 

If you are required to complete line 3b but fail to do so, you may not 
receive the information necessary to file a correct information return with 
the IRS or furnish a correct payee statement to your partners or 
beneficiaries. See, for example, sections 6698, 6722, and 6724 for 
penalties that may apply. 

Line 4 Exemptions 
If you are exempt from backup withholding and/or FATCA reporting, 
enter in the appropriate space on line 4 any code(s) that may apply to 
you. 

Exempt payee code. 

• Generally, individuals (including sole proprietors) are not exempt from 
backup withholding. 

• Except as provided below, corporations are exempt from backup 
withholding for certain payments, including interest and dividends. 

• Corporations are not exempt from backup withholding for payments 
made in settlement of payment card or third-party network transactions. 

• Corporations are not exempt from backup withholding with respect to 
attorneys’ fees or gross proceeds paid to attorneys, and corporations 
that provide medical or health care services are not exempt with respect 
to payments reportable on Form 1099-MISC. 

The following codes identify payees that are exempt from backup 
withholding. Enter the appropriate code in the space on line 4. 

1—An organization exempt from tax under section 501(a), any IRA, or 
a custodial account under section 403(b)(7) if the account satisfies the 
requirements of section 401(f)(2).
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2—The United States or any of its agencies or instrumentalities. 

3—A state, the District of Columbia, a U.S. commonwealth or territory, 
or any of their political subdivisions or instrumentalities. 

4—A foreign government or any of its political subdivisions, agencies, 
or instrumentalities. 

5—A corporation. 

6—A dealer in securities or commodities required to register in the 
United States, the District of Columbia, or a U.S. commonwealth or 
territory. 

7—A futures commission merchant registered with the Commodity 
Futures Trading Commission. 

8—A real estate investment trust. 

9—An entity registered at all times during the tax year under the 
Investment Company Act of 1940. 

10—A common trust fund operated by a bank under section 584(a). 

11—A financial institution as defined under section 581. 

12—A middleman known in the investment community as a nominee or 
custodian. 

13—A trust exempt from tax under section 664 or described in section 
4947. 

The following chart shows types of payments that may be exempt 
from backup withholding. The chart applies to the exempt payees listed 
above, 1 through 13. 

IF the payment is for . . . THEN the payment is exempt 
for . . . 

• Interest and dividend payments All exempt payees except 
for 7. 

• Broker transactions Exempt payees 1 through 4 and 6 
through 11 and all C corporations. 
S corporations must not enter an 
exempt payee code because they 
are exempt only for sales of 
noncovered securities acquired 
prior to 2012. 

• Barter exchange transactions 
and patronage dividends 

Exempt payees 1 through 4. 

• Payments over $600 required to 
be reported and direct sales over 
$5,0001 

Generally, exempt payees 
1 through 5.2 

• Payments made in settlement of 
payment card or third-party 
network transactions 

Exempt payees 1 through 4. 

1 See Form 1099-MISC, Miscellaneous Information, and its instructions. 
2 However, the following payments made to a corporation and  
reportable on Form 1099-MISC are not exempt from backup 
withholding: medical and health care payments, attorneys’ fees, gross 
proceeds paid to an attorney reportable under section 6045(f), and 
payments for services paid by a federal executive agency. 

Exemption from FATCA reporting code. The following codes identify 
payees that are exempt from reporting under FATCA. These codes 
apply to persons submitting this form for accounts maintained outside 
of the United States by certain foreign financial institutions. Therefore, if 
you are only submitting this form for an account you hold in the United 
States, you may leave this field blank. Consult with the person 
requesting this form if you are uncertain if the financial institution is 
subject to these requirements. A requester may indicate that a code is 
not required by providing you with a Form W-9 with “Not Applicable” (or 
any similar indication) entered on the line for a FATCA exemption code. 

A—An organization exempt from tax under section 501(a) or any 
individual retirement plan as defined in section 7701(a)(37). 

B—The United States or any of its agencies or instrumentalities. 

C—A state, the District of Columbia, a U.S. commonwealth or 
territory, or any of their political subdivisions or instrumentalities. 

D—A corporation the stock of which is regularly traded on one or 
more established securities markets, as described in Regulations 
section 1.1472-1(c)(1)(i). 

E—A corporation that is a member of the same expanded affiliated 
group as a corporation described in Regulations section 1.1472-1(c)(1)(i). 

F—A dealer in securities, commodities, or derivative financial 
instruments (including notional principal contracts, futures, forwards, 
and options) that is registered as such under the laws of the United 
States or any state. 

G—A real estate investment trust. 

H—A regulated investment company as defined in section 851 or an 
entity registered at all times during the tax year under the Investment 
Company Act of 1940. 

I—A common trust fund as defined in section 584(a). 

J—A bank as defined in section 581. 

K—A broker. 

L—A trust exempt from tax under section 664 or described in section 
4947(a)(1). 

M—A tax-exempt trust under a section 403(b) plan or section 457(g) 
plan. 

Note: You may wish to consult with the financial institution requesting 
this form to determine whether the FATCA code and/or exempt payee 
code should be completed. 

Line 5 
Enter your address (number, street, and apartment or suite number). 
This is where the requester of this Form W-9 will mail your information 
returns. If this address differs from the one the requester already has on 
file, enter “NEW” at the top. If a new address is provided, there is still a 
chance the old address will be used until the payor changes your 
address in their records. 

Line 6 
Enter your city, state, and ZIP code. 

Part I. Taxpayer Identification Number (TIN) 
Enter your TIN in the appropriate box. If you are a resident alien and 
you do not have, and are not eligible to get, an SSN, your TIN is your 
IRS ITIN. Enter it in the entry space for the Social security number. If you 
do not have an ITIN, see How to get a TIN below. 

If you are a sole proprietor and you have an EIN, you may enter either 
your SSN or EIN. 

If you are a single-member LLC that is disregarded as an entity 
separate from its owner, enter the owner’s SSN (or EIN, if the owner has 
one). If the LLC is classified as a corporation or partnership, enter the 
entity’s EIN. 

Note: See What Name and Number To Give the Requester, later, for 
further clarification of name and TIN combinations. 

How to get a TIN. If you do not have a TIN, apply for one immediately. 
To apply for an SSN, get Form SS-5, Application for a Social Security 
Card, from your local SSA office or get this form online at 
www.SSA.gov. You may also get this form by calling 800-772-1213. Use 
Form W-7, Application for IRS Individual Taxpayer Identification 
Number, to apply for an ITIN, or Form SS-4, Application for Employer 
Identification Number, to apply for an EIN. You can apply for an EIN 
online by accessing the IRS website at www.irs.gov/EIN. Go to 
www.irs.gov/Forms to view, download, or print Form W-7 and/or Form 
SS-4. Or, you can go to www.irs.gov/OrderForms to place an order and 
have Form W-7 and/or Form SS-4 mailed to you within 15 business 
days. 

If you are asked to complete Form W-9 but do not have a TIN, apply 
for a TIN and enter “Applied For” in the space for the TIN, sign and date 
the form, and give it to the requester. For interest and dividend 
payments, and certain payments made with respect to readily tradable 
instruments, you will generally have 60 days to get a TIN and give it to 
the requester before you are subject to backup withholding on 
payments. The 60-day rule does not apply to other types of payments. 
You will be subject to backup withholding on all such payments until 
you provide your TIN to the requester. 

Note: Entering “Applied For” means that you have already applied for a 
TIN or that you intend to apply for one soon. See also Establishing U.S. 
status for purposes of chapter 3 and chapter 4 withholding, earlier, for 
when you may instead be subject to withholding under chapter 3 or 4 of 
the Code. 

Caution: A disregarded U.S. entity that has a foreign owner must use 
the appropriate Form W-8.
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Part II. Certification 
To establish to the withholding agent that you are a U.S. person, or 
resident alien, sign Form W-9. You may be requested to sign by the 
withholding agent even if item 1, 4, or 5 below indicates otherwise. 

For a joint account, only the person whose TIN is shown in Part I 
should sign (when required). In the case of a disregarded entity, the 
person identified on line 1 must sign. Exempt payees, see Exempt payee 
code, earlier. 

Signature requirements. Complete the certification as indicated in 
items 1 through 5 below. 

1. Interest, dividend, and barter exchange accounts opened 
before 1984 and broker accounts considered active during 1983. 
You must give your correct TIN, but you do not have to sign the 
certification. 

2. Interest, dividend, broker, and barter exchange accounts 
opened after 1983 and broker accounts considered inactive during 
1983. You must sign the certification or backup withholding will apply. If 
you are subject to backup withholding and you are merely providing 
your correct TIN to the requester, you must cross out item 2 in the 
certification before signing the form. 

3. Real estate transactions. You must sign the certification. You may 
cross out item 2 of the certification. 

4. Other payments. You must give your correct TIN, but you do not 
have to sign the certification unless you have been notified that you 
have previously given an incorrect TIN. “Other payments” include 
payments made in the course of the requester’s trade or business for 
rents, royalties, goods (other than bills for merchandise), medical and 
health care services (including payments to corporations), payments to 
a nonemployee for services, payments made in settlement of payment 
card and third-party network transactions, payments to certain fishing 
boat crew members and fishermen, and gross proceeds paid to 
attorneys (including payments to corporations).  

5. Mortgage interest paid by you, acquisition or abandonment of 
secured property, cancellation of debt, qualified tuition program 
payments (under section 529), ABLE accounts (under section 529A), 
IRA, Coverdell ESA, Archer MSA or HSA contributions or 
distributions, and pension distributions. You must give your correct 
TIN, but you do not have to sign the certification. 

What Name and Number To Give the Requester 
For this type of account: Give name and SSN of: 

1. Individual The individual 

2. Two or more individuals (joint account) 
other than an account maintained by 
an FFI 

The actual owner of the account or, 
if combined funds, the first individual 
on the account1 

3. Two or more U.S. persons 
(joint account maintained by an FFI) 

Each holder of the account 

4. Custodial account of a minor 
(Uniform Gift to Minors Act) 

The minor2 

5. a. The usual revocable savings trust 
(grantor is also trustee) 

The grantor-trustee1 

b. So-called trust account that is not 
a legal or valid trust under state law 

1 The actual owner 

6. Sole proprietorship or disregarded 
entity owned by an individual 

The owner3 

7. Grantor trust filing under Optional 
Filing Method 1 (see Regulations 
section 1.671-4(b)(2)(i)(A))** 

The grantor* 

For this type of account: Give name and EIN of:
8. Disregarded entity not owned by an 

individual 
The owner 

9. A valid trust, estate, or pension trust Legal entity4 

10. Corporation or LLC electing corporate 
status on Form 8832 or Form 2553 

The corporation 

11. Association, club, religious, charitable, 
educational, or other tax-exempt 
organization 

The organization 

12. Partnership or multi-member LLC The partnership 

13. A broker or registered nominee The broker or nominee 

14. Account with the Department of 
Agriculture in the name of a public 
entity (such as a state or local 
government, school district, or prison) 
that receives agricultural program 
payments 

The public entity 

15. Grantor trust filing Form 1041 or 
under the Optional Filing Method 2, 
requiring Form 1099 (see Regulations 
section 1.671-4(b)(2)(i)(B))** 

The trust 

1 List first and circle the name of the person whose number you furnish.  
If only one person on a joint account has an SSN, that person’s number 
must be furnished. 
2 Circle the minor’s name and furnish the minor’s SSN. 
3 You must show your individual name on line 1, and enter your business 
or DBA name, if any, on line 2. You may use either your SSN or EIN (if 
you have one), but the IRS encourages you to use your SSN. 
4 List first and circle the name of the trust, estate, or pension trust. (Do  
not furnish the TIN of the personal representative or trustee unless the 
legal entity itself is not designated in the account title.) 

*Note: The grantor must also provide a Form W-9 to the trustee of the 
trust. 

** For more information on optional filing methods for grantor trusts, see 
the Instructions for Form 1041. 

Note: If no name is circled when more than one name is listed, the 
number will be considered to be that of the first name listed. 

Secure Your Tax Records From Identity Theft 
Identity theft occurs when someone uses your personal information, 
such as your name, SSN, or other identifying information, without your 
permission to commit fraud or other crimes. An identity thief may use 
your SSN to get a job or may file a tax return using your SSN to receive 
a refund. 

To reduce your risk: 

• Protect your SSN, 

• Ensure your employer is protecting your SSN, and 

• Be careful when choosing a tax return preparer. 

If your tax records are affected by identity theft and you receive a 
notice from the IRS, respond right away to the name and phone number 
printed on the IRS notice or letter. 

If your tax records are not currently affected by identity theft but you 
think you are at risk due to a lost or stolen purse or wallet, questionable 
credit card activity, or a questionable credit report, contact the IRS 
Identity Theft Hotline at 800-908-4490 or submit Form 14039. 

For more information, see Pub. 5027, Identity Theft Information for 
Taxpayers.
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Victims of identity theft who are experiencing economic harm or a 
systemic problem, or are seeking help in resolving tax problems that 
have not been resolved through normal channels, may be eligible for 
Taxpayer Advocate Service (TAS) assistance. You can reach TAS by 
calling the TAS toll-free case intake line at 877-777-4778 or TTY/TDD 
800-829-4059. 

Protect yourself from suspicious emails or phishing schemes.  
Phishing is the creation and use of email and websites designed to 
mimic legitimate business emails and websites. The most common act 
is sending an email to a user falsely claiming to be an established 
legitimate enterprise in an attempt to scam the user into surrendering 
private information that will be used for identity theft. 

The IRS does not initiate contacts with taxpayers via emails. Also, the 
IRS does not request personal detailed information through email or ask 
taxpayers for the PIN numbers, passwords, or similar secret access 
information for their credit card, bank, or other financial accounts. 

If you receive an unsolicited email claiming to be from the IRS, 
forward this message to phishing@irs.gov. You may also report misuse 
of the IRS name, logo, or other IRS property to the Treasury Inspector 
General for Tax Administration (TIGTA) at 800-366-4484. You can 
forward suspicious emails to the Federal Trade Commission at 
spam@uce.gov or report them at www.ftc.gov/complaint. You can 
contact the FTC at www.ftc.gov/idtheft or 877-IDTHEFT (877-438-4338). 
If you have been the victim of identity theft, see www.IdentityTheft.gov 
and Pub. 5027. 

Go to www.irs.gov/IdentityTheft to learn more about identity theft and 
how to reduce your risk. 

Privacy Act Notice 
Section 6109 of the Internal Revenue Code requires you to provide your 
correct TIN to persons (including federal agencies) who are required to 
file information returns with the IRS to report interest, dividends, or 
certain other income paid to you; mortgage interest you paid; the 
acquisition or abandonment of secured property; the cancellation of 
debt; or contributions you made to an IRA, Archer MSA, or HSA. The 
person collecting this form uses the information on the form to file 
information returns with the IRS, reporting the above information. 
Routine uses of this information include giving it to the Department of 
Justice for civil and criminal litigation and to cities, states, the District of 
Columbia, and U.S. commonwealths and territories for use in 
administering their laws. The information may also be disclosed to other 
countries under a treaty, to federal and state agencies to enforce civil 
and criminal laws, or to federal law enforcement and intelligence 
agencies to combat terrorism. You must provide your TIN whether or not 
you are required to file a tax return. Under section 3406, payors must 
generally withhold a percentage of taxable interest, dividends, and 
certain other payments to a payee who does not give a TIN to the payor. 
Certain penalties may also apply for providing false or fraudulent 
information.
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Instructions and Procedures Overview
Instructions and Procedures are referenced throughout the Agreement.

You may access the Instructions and Procedures on the Merchant Portal at: https://retailservices.sec.wellsfargo.com after your 
training is complete. The Instructions and Procedures may be updated from time to time.  It is your responsibility to check the 
Merchant Portal monthly for any updates or changes to the Instructions and Procedures.

To request a copy of the Instructions and Procedures before you complete training, please contact your Wells Fargo sales or 
relationship representative or send an inquiry to RSFDealerEnrollment@wellsfargo.com.

Below are two specific sections that you should know about.

Requirements for conducting transactions in languages other than English. It is imperative that consumers receive all material 
terms and conditions of both our financing Program and of any sales transactions in the same language as is principally used to 
discuss, present, negotiate, or advertise the material terms of the transaction. At this time, we provide Credit Card Agreements 
and Privacy Notices in English. However, for Dealers located in California, our Credit Card Agreement also contains Interpreter 
Disclosures for California consumers who have discussed sales transactions and Card terms and conditions with Dealers in Spanish, 
Chinese, Korean, Vietnamese, or Tagalog. If a California consumer has a qualified interpreter, these five languages may be used by a 
Dealer located in California who is transacting with a California consumer in connection with our Program.

Requirements relative to the Americans with Disabilities Act (ADA). Wells Fargo is committed to ensuring equal access to its 
Products and services for individuals protected under the ADA. Under the ADA, persons with disabilities are required to be given 
services and accommodations in the most integrated setting appropriate to their individual needs. Participating Dealers must have 
the ability to abide by the ADA requirements.
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WELLS FARGO RETAIL SERVICES  
GENERAL DEALER AGREEMENT

Recitals
(a) Wells Fargo Bank, N.A. provides consumer financing under the Program, and Wells Fargo Retail Services, a division of 

Wells Fargo Bank, N.A., administers the Program.
(b) You desire to provide your consumer customers with a convenient financing vehicle to pay for Products and related 

services via their use of consumer financing.
(c) We are in the business of providing consumer financing programs in the United States to finance such consumer Products.
(d) You desire to enter into this Agreement for the purpose of arranging financing of your consumer customers’ purchase of 

Products.

Agreement
1. RECITALS. The Recitals set forth above are true and correct, are incorporated into this Agreement by reference, and 

constitutes an integral part of the Agreement.
2. IDENTIFICATION OF PARTIES. This Wells Fargo Retail Services General Dealer Agreement (the “Agreement”) is made by and 

between Wells Fargo Bank, N.A. (referred to as “we,” “us,” “our,” or “Wells Fargo”) and the Dealer (“you,” “your,” or “Dealer”)
which has signed a Wells Fargo Retail Services General Dealer Agreement Application (referred to as the “Application”).
This Agreement is effective upon our final approval of your Application. This Agreement supersedes all prior agreements, 
representations, promises and statements, written or oral, made in connection with the subject matter of this Agreement, 
except any certifications, representations or warranties made in the Application, will be binding on the parties. You agree to 
begin utilizing this Program upon receipt of the necessary supplies and Instructions and Procedures, as determined by us in our 
sole discretion, on how to: 
(a) process credit applications; 
(b) obtain credit authorizations on Charges; and 
(c) present Charges to us for payment.

3. DEFINITIONS.
(a) “Access Device” is a card, Credit Agreement, or other item, whether physical or digital and which may display an Account 

Number, or the Account Number itself, issued to an Account Holder for use in connection with the Program.
(b) “Account” is defined as a consumer’s credit account owned by us that the Account Holder can use for purchasing Products 

from you.
(c) “Account Holder” is defined as a consumer customer(s) that has applied for and has been approved for an Account. 
(d) “Account Information” is defined as any personal information about any applicant or co-applicant or any Account Holder 

received in connection with an Account or potential Account including that information found in, on, or with a Consumer 
Application, or is obtained from us, including but not limited to, the applicant and co-applicant’s name, address, Social 
Security number, date of birth, income information, Account Number, Account limits and Account balances and Account 
activity.

(e) “Account Number” is defined as a unique identification number assigned by us to an Account issued to an Account Holder.
(f) “Administrative Fee” is defined as any fee charged by us for participating in the Program or certain services rendered in 

connection with the Program that is set forth in writing from time to time. 
(g) “Authorization” is defined as a request for a reserve to be placed on an Account.
(h) “Charge” is defined as a request submitted to us for the processing and funding of a transaction through the Program to 

pay for Products purchased from you by an Account Holder pursuant to an Invoice. 
(i) “Consumer Application” (may also be referred to as “credit card application” or “Consumer Credit Card Account

Application”, as applicable) is defined as an application for financing under the Program, that upon completion of and 
presentment to us represents such consumer’s desire to open an Account and their consent to undergo financial review. 
Such Consumer Application includes all documents containing the terms, conditions, and disclosures governing such 
applications as provided for by Law, and is owned and governed by us. We may re-design the Consumer Application, in our 
sole discretion, as we deem necessary or appropriate. Any such re-designs and/or updates will go into effect when made by 
us. 

(j) “Credit Agreement” (may also be referred to as “Cardholder Agreement” or “Credit Card Agreement”, as applicable) is
defined as the written agreement between us and the Account Holder containing terms and conditions that govern the 
Account. We may re-design the Credit Agreement, in our sole discretion, as we deem necessary or appropriate. Any such 
re-designs and/or updates will go into effect when made by us. 

(k) “Extended Warranty” is defined as any warranty with respect to any Product that may: (i) upon purchase, extend beyond 
the life of the original manufacturer’s warranty for such Product; (ii) offer the purchaser additional protections, service 
agreements or guarantees in conjunction with such Product that may not have been offered in the original manufacturer’s 
warranty; (iii) offer greater protection to the purchaser than an original warranty given by the manufacturer to cover the 
repair, reconditioning or replacement of such Product; (iv) extend for an unlimited time duration; and/or (v) be transferable 
upon the transfer of ownership of such Product to a third party purchaser. 
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(l) “Initial Disclosures” are defined as a disclosure or set of disclosures that you shall provide each Account Holder at the 
time of application for an Account, in a manner and method determined by us in accordance with our Instructions and 
Procedures. Such Initial Disclosures must include, without limitation, the Truth in Lending disclosures and any other 
disclosures as determined by us in accordance with all Laws.

(m)  “Instructions and Procedures” are defined as any communication related to the operation of the Program, including but 
not limited to any document specifically titled as “Instructions and Procedures,” “Advertising Guidelines,” or other Program 
training materials, which may be amended, modified or supplemented by Wells Fargo from time to time. Such Instructions 
and Procedures are incorporated into this Agreement by reference and are made a part of this contract. Your failure to 
comply with the Instructions and Procedures shall constitute a material breach of this Agreement. In the event that the 
requirements of any Instructions and Procedures and this Agreement conflict, this Agreement shall control.

(n) “Invoice” is defined as evidence of a sale under the Program in paper or electronic form for Products purchased from you 
and includes all transaction terms, itemized Products, and Account Holder signature(s). 

(o) “Law” or “Laws” is/are defined as all United States federal, state and local laws, regulations, rules, and ordinances, including 
but not limited to, the Fair Credit Reporting Act, the Truth in Lending Act, all applicable fair lending laws and regulations, 
the Federal Equal Credit Opportunity Act, as amended, and Section 5 of the Federal Trade Commission Act (FTC Act) – 
Unfair, Deceptive and Abusive Acts and Practices Regulation – and all state law counterparts of such, and all applicable 
regulations or regulatory guidance promulgated under these laws.

(p) “Location” is defined as any business location or sales channel where transactions, Authorizations, Consumer Applications, 
Invoices and/or Charges are processed by you. 

(q) “Personnel” is defined as any of your employees, subcontractors, vendors or agents.
(r) “Product” is defined as any good, service, or merchandise that you offer, sell, or provide for personal, family or household 

purposes for purchase with an Account, that has not otherwise been prohibited under this Agreement or that requires our 
prior approval as may be noted hereunder.

(s) “Program” is defined as the consumer financing program that is contemplated by this Agreement for the purpose of 
arranging financing of your consumer customers’ purchases of Products. Wells Fargo may elect to brand or name, or 
change such brand or name of the Program in our sole discretion. 

(t) “Program Documentation” is defined as all materials related to the operation and servicing of the Program including but 
not limited to: Invoices and documents associated with such Invoices, your books and records relating to such Invoices, any 
other documentation used to support the presentment of a Charge (including, but not limited to underlying contracts, 
work orders or delivery confirmations), Return Receipts and Consumer Applications, in addition to any and all documents 
used in connection with such, whether in electronic or printed form. 

(u) “Return Receipt (may also be known as Credit/Credit Memo)” is defined as evidence of a credit given for the cancellation 
or the return of Products, or both, regarding a previously presented Charge, in paper or electronic form, or any other 
adjustment or credit by you to an Account.

(v) “Third Party” when used as a capitalized term is defined as any entity that is not a party to this Agreement, including any 
service-provider, contractor or subcontractor of yours. 

(w) “Wells Fargo Confidential Information” is defined as: (A) Account Holder Account Information governed by subparagraph 
4(a); and (B) Wells Fargo’s Confidential Information it provides to you, including without limitation, information about its 
systems, business practices, and any other information regarding it or its practices as governed by subparagraph 4(b) of 
this Agreement.

4. INFORMATION SECURITY.
(a) You agree not to disclose Account Information, including any nonpublic personal information as defined in the Gramm-

Leach Bliley Act of 1999, title V, and its implementing regulations to: 
(i) any Third Party, including, but not limited to, a third-party service provider that you may use to store or backup your 

business or consumer data/information (e.g. cloud computing services); or
(ii) any employee of yours who does not have a business need to know such information. Further, you agree that you will 

not retain, in any format, electronic or otherwise, any Account Information beyond what is required of you under this 
Agreement for retaining Invoices and Consumer Applications.

(iii) further, for the purposes of clarity, you will not retain in any electronic format, any information gathered in 
connection with any Consumer Application, including without limitation: Account Number, Social Security number, 
date of birth, or income without our prior written consent. 

(b) You agree to treat all other information (whether written or oral, including drafts) which is furnished (whether 
before or after the date hereof) by us or our directors, officers, employees, affiliates or representatives to you or 
your representatives, confidentially. This includes, but is not limited to, this Agreement and any and all attachments, 
any Program materials that may contain our proprietary business information, trade secrets or otherwise sensitive 
information, Program Documentation, all analyses, compilations, forecasts, discount rates, pricing information, processes 
and passwords for any Internet sites or other technology, or other documents or information prepared by us or on our 
behalf, in connection with this Agreement. You shall not disclose any of this information to any: 
(i) Third Party, except as may be provided for in subparagraph 6(i) below; 
(ii) employee of yours who does not have a business need to know such information without our prior written consent. 

You acknowledge that the information described in subparagraph 4(b) constitutes our proprietary information and 
trade secrets and that monetary damages alone may be insufficient to protect and compensate us for wrongful 
disclosure of such information; or

(iii) any other lender who offers consumer financing programs.
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(c) You agree that you will not use or disclose the information described in subparagraphs 4(a) and 4(b) other than to carry 
out the purposes for which we disclosed the information. You agree that you will obtain our prior written consent before 
allowing any non-permanent employee of yours (such as a temporary employee or vendor) access to our Account 
Information even if such access is for purposes of this Agreement. You agree to take appropriate security measures 
to protect any information described in subparagraphs 4(a) and 4(b) above against accidental or unlawful destruction, 
anticipated threats or hazards, and unauthorized access, use, tampering, and copying during storage in your computing or 
paper environment. You agree to follow our Instructions and Procedures regarding your retention, storage, and eventual 
destruction of any information described in subparagraphs 4(a) and 4(b) above. In the event you discover or suspect any 
information described in subparagraphs 4(a) and 4(b) above has been disclosed to or accessed by a Third Party, you will 
immediately notify us of the disclosure to a Third Party and you will assist us in investigating the unauthorized disclosure 
to determine the magnitude and impact of such disclosure. We are, accordingly, entitled to equitable relief, including, but 
not limited to, injunctive relief, in addition to any other remedies to which we may be entitled, to enforce the provisions of 
this paragraph 4.

(d) You will promptly notify us of any unauthorized access and take appropriate action to prevent further unauthorized 
access while information addressed in this paragraph 4 is in your possession or while it is in transit to us. You will cooperate 
with us, and will pay all related expenses, provide any notices and information regarding such unauthorized access to 
appropriate law enforcement agencies and government regulatory authorities, and affected consumer customers which 
we in our sole discretion deem necessary. At your expense and in consultation with us, you will provide such affected 
consumer customers with access to credit monitoring services, credit protection services, credit fraud alerts, or similar 
services which we in our sole discretion deem necessary to protect such affected consumer customers.

(e) Disclosure. 
(i) You are precluded from voluntarily producing any information provided by us as described in this paragraph 4, unless 

compelled by Law or judicial order. If you are compelled by Law or judicial order to disclose such information, you 
will provide us with prior notice of such compelled disclosure in order to attempt to quash a judicial order, to seek 
an appropriate protective order, or to otherwise address the compelled disclosure. If prior notice of such compelled 
disclosure is prohibited by Law or not reasonably possible under the circumstances, you will provide us with notice of 
such compelled disclosure as soon as such notice is reasonably possible. In each such instance, you will provide us with 
reasonable assistance (at our cost) if we wish to contest the disclosure. 

(ii) You agree that if a federal bank regulator or other regulatory agency or authority, requests that we disclose any 
information you have provided to us to it or to another federal bank regulator, agency or authority in connection with 
its supervisory activities, we may disclose such information to such entity without notice to you.

(f) You acknowledge and agree that you will use our Consumer Applications, forms, disclosures, and other related documents 
and any other Program elements solely to administer this Program. You further agree that you will not share Account 
Information with any other third-party financing company.

5. WELLS FARGO DIGITAL SECURITY.
(a) Compliance With Wells Fargo’s Standards. You and your Personnel will comply with all of Wells Fargo’s requirements in 

relation to the security of the Wells Fargo facilities, computing environments and otherwise, including those requirements 
set forth in the paragraph of this Agreement entitled “INFORMATION SECURITY” and our Instructions and Procedures. 
This obligation includes the obligation of your Personnel, wherever located, to comply with the terms of this Agreement, 
our Instructions and Procedures, and any Wells Fargo security or information processing requirements as communicated 
to you by Wells Fargo. You will ensure such Personnel fully comply with all requirements set forth in this Agreement and 
are able to fully perform all requirements set forth herein. Wells Fargo’s requirements may include, without limitation: 
(a) administrative, technical, and physical safeguards; (b) specific requirements set for and communicated in a policy or 
writing and provided by Wells Fargo to you including those that may be set forth from time to time in our Instructions and 
Procedures. 

(b) System/Facilities Access. You acknowledge and agree that Wells Fargo may require further agreements or clearances 
in the event you need access to certain Wells Fargo’s systems or facilities. You represent and warrant that your access 
to Wells Fargo’s computing environment: (a) will not result in an alteration or the disabling of any hardware or software 
security programs residing on Wells Fargo’s hardware or systems, and (b) will not result in your allowing unauthorized 
traffic to pass through Wells Fargo’s computing environment as a result of your access into Wells Fargo’s networks. If you 
allow unauthorized traffic to pass into Wells Fargo’s networks, Wells Fargo may immediately terminate this access and hold 
you accountable for any damages resulting from such access.

(c) Data Safeguards. You acknowledge and agree that you have established and will maintain safeguards against the 
destruction, loss, alteration of, or unauthorized access to Wells Fargo’s Confidential Information in your possession 
(“Data Safeguards”). In the event Wells Fargo asks you to make changes to your Data Safeguards, you will implement the 
Wells Fargo-requested changes to the Data Safeguards on the schedule mutually agreed upon by you and us. You agree 
that any Consumer Application accessed by a consumer customer, except for Consumer Internet Applications as provided 
for in subparagraph 7(c) of this Agreement, may only be accessed at your Location/s, or such other location as Wells Fargo 
may agree to in advance and in writing and which must be signed by us.

(d) Review of Control Standards: 
(i) You may not possess/maintain Wells Fargo’s Confidential Information at a non-Wells Fargo site without express 

written consent of Wells Fargo, which may be withheld for any reason, provided Wells Fargo hereby consents to your 
possession and maintenance of Wells Fargo’s Confidential Information relating to the Program in connection with 
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this Agreement. You agree that you will not maintain Wells Fargo’s Confidential Information in any electronic format 
and will limit input of Consumer Application information to Wells Fargo’s provided systems, unless otherwise agreed 
to in writing by both parties through an amendment to this Agreement. 

(ii) You will not route or store Wells Fargo’s Confidential Information, including Account Information outside of 
the United States and you will not, in connection with routing, managing, or storing Wells Fargo’s Confidential 
Information, utilize the services of any Personnel that originate or occur outside of the United States without 
the express written approval provided by our executive team in advance of any such use or routing, which may be 
withheld for any reason.

(e) Risk Assessments. 
(i) Digital Environment Audits. Wells Fargo reserves the right to conduct risk assessments, site audits, or other 

evaluations of the operations of Personnel for the purpose of ensuring a secure digital environment at any time, the 
nature of which and time frame of to be set forth in writing to you from time to time (“Digital Environment Audits”), 
as determined by it in its sole discretion, and you agree that you and your Personnel will comply with such Digital 
Environment Audits. All Digital Environment Audits will be done using Wells Fargo’s information security standards as 
the basis of evaluation and such Digital Environment Audits may require site audits, or other risk evaluations of your 
systems or the systems of your Personnel. 

(ii) Correcting for Identified Risks. If Wells Fargo identifies a critical control weakness or risk that could adversely impact 
your ability to perform under the terms and conditions of this Agreement, (such risks could include risk to Account 
Information, Wells Fargo’s ability to comply with the Law or your business continuity capabilities), Wells Fargo will 
promptly inform you in writing of such control weakness and ask you to address such risk or weakness. You will 
have ten (10) business days to respond to such written communication from us, and thirty (30) days to remedy 
the weakness. Upon request, any such remediation must be independently verified to Wells Fargo’s reasonable 
satisfaction by you, at your sole cost; this verification may be done by your own internal audit group if Wells Fargo 
agrees that such group is independent from the division or Personnel who provide the products or services used 
in connection with the Program, or may also be done by a third-party auditor that is reasonably acceptable to 
Wells Fargo. We reserve the right to immediately suspend all processing until any identified critical control weakness 
or risk is corrected.

(f) You will only provide Wells Fargo’s Confidential Information to Personnel in accordance with the terms of this Agreement. 
Wells Fargo is an intended third-party beneficiary of any agreements entered into between you and Personnel to comply 
with this Agreement, and Wells Fargo has a direct right of action to enforce the terms and conditions of these agreements. 
You have established and will maintain commercially reasonable safeguards against the destruction, loss, alteration of, or 
unauthorized access to Wells Fargo’s Confidential Information in the possession of Personnel, which safeguards will include 
policies for the disposal/destruction of any such data that are commensurate with the sensitivity of the materials to be 
disposed, in accordance with the terms of this Agreement. You represent and warrant that you will take all steps necessary 
to ensure fulfillment of this obligation and will take all reasonable measures, including court proceedings, to restrain 
Personnel from unauthorized disclosure or use of Wells Fargo’s Confidential Information. You acknowledge and agree that 
Wells Fargo’s Confidential Information, in particular Account Information, may, in accordance with Wells Fargo information 
security policies, require encryption and/or other information security controls when it is transmitted over a network, or 
is stored, processed or managed on equipment belonging to you and Personnel (including portable equipment such as 
laptops and other portable devices), whether this equipment is used at a Wells Fargo site or elsewhere, and you agree to 
conform to such encryption policies, pursuant to the terms of this Agreement.

(g) Equipment and Connections. 
(i) Computing Devices. You agree to take all commercially reasonable steps to protect all Computing Devices on which 

Wells Fargo’s Confidential Information will be collected or stored from cybercrime or any other cyber-threats, 
including without limitation viruses, spyware, hacking, or data tampering. “Computing Device” means a desktop 
computer, laptop computer, or approved mobile device owned and maintained by you. Consumer customer owned 
devices are expressly excluded from this definition and must not be used under the Program except for those 
Consumer Applications that are received by us in compliance with subparagraph 7(c) of this Agreement or an 
Additional Processing Method, as defined in this Agreement. You will maintain any Computing Device, utilized under 
the terms of this Agreement, in conjunction with Wells Fargo’s security and fire-wall requirements for transmitting 
Wells Fargo’s Confidential Information including Account Information, as well as any other security requirements 
Wells Fargo may require with respect to computing software or mobile applications generally, and that Wells Fargo 
may communicate to you from time to time. Further, you agree to maintain all Computing Devices in such a way as 
to keep each one up to date and to enhance or remediate any security features and to maintain them such that all 
Computing Devices continue to be compatible with Wells Fargo’s systems, requirements, and policies. If at any time 
any Wells Fargo owned or leased Computing Devices or software are used by you in connection with this Agreement, 
you agree that you have no right, title, or interest in the Wells Fargo owned or leased Computing Devices or software. 

(ii) Virus. You represent and warrant that: (A) the computing environment(s) used by Personnel are free from all 
generally-known viruses, worms, Trojans, and other “malware,” and that Personnel have deployed commercially 
reasonable antivirus software; and (B) any software code written by Personnel or materials furnished by you to 
Wells Fargo will be free from: (1) any computer code or instructions that may disrupt, damage, or interfere with 
Wells Fargo’s use of its computer and/or telecommunication facilities, e.g. malicious code, viruses, etc., and (2) 
devices capable of automatically or remotely stopping the code from operating (e.g. passwords, fuses, time bombs, 
etc.). Upon the discovery by you, or upon information Wells Fargo receives and shares with you of any threat to 

DK 0226 GEN26



17 of 28Wells Fargo Retail Services

any Computing Devices by cybercrime or any other cyber-threats, including without limitation viruses, spyware, 
hacking, or data tampering, you agree to immediately take action to secure any and all affected Computing Devices 
or to disable any such Computing Devices and to provide Wells Fargo with all data and any other information 
regarding the threat to, or attack on, such Computing Device. Wells Fargo’s review of data or information relating 
to your Computing Devices and any related projects and tasks associated with such Computing Devices is strictly 
for Wells Fargo’s purposes only and you may not rely on such review for any purpose other than to document your 
compliance with this Agreement.

(iii) User Access Termination. Upon termination of this Agreement for any reason, you will, in the time frame and manner 
communicated by us in any Instructions and Procedures or other notice, terminate physical and electronic (e.g. 
logical) access to all Wells Fargo facilities and computer systems or networks to which Personnel may have access. In 
the case of a specific Personnel who is being removed or replaced, you will terminate such access within twenty-four 
(24) hours of the event giving rise to the need for termination.

(h) DIGITAL AND OTHER DATA COLLECTION. You further acknowledge and agree that you will not collect any Account 
Information directly or otherwise from the information written or typed into the Consumer Application, whether through 
a photocopy, any digital copy and paste functionality or through the use of any mobile platform application functionality or 
any other similar technology, and you will not seek to alter or adjust our Consumer Application, whether in print or digital 
form in any way. You may, with full and transparent disclosure as to the purpose of such collection and upon receipt of the 
consumer customer’s express consent, collect consumer customer information for your business purposes using other 
methods outside of and independent from any use of the Consumer Application.

6. PROGRAM REQUIREMENTS.
(a) FINANCIAL STATEMENTS AND CREDIT REPORTS. You authorize us to obtain credit reports on your business and 

to obtain credit reports individually upon any combination of the principals, partners, or owners who have signed the 
Application, and therefore this Agreement, for the purpose of qualifying your business for participation in the Program 
which is covered by this Agreement and for evaluating your business for continued participation in the Program. You 
understand that you are authorizing us to obtain credit reports and instructing any consumer reporting agency to provide 
such report now and in the future for the purpose of evaluating your business for future retention and participation in the 
Program. You also understand that upon request you may be required at any time to provide a copy of your businesses’ 
most recent financial statements, including your balance sheets, statements of income and retained earnings, cash 
flows and any accompanying notes, in reasonable detail and prepared in accordance with generally accepted accounting 
principles. In the event you should fail to provide us with your financial statements as provided for in this paragraph, or 
your financial statements, or any other financial or credit-related information received by us indicates an adverse financial 
condition, as determined by us in our sole discretion, and you are unable to satisfy our concerns relating to the material 
adverse change, we may elect to terminate this Agreement by providing written notice to you.

(b) DOCUMENTATION, EXAMINATIONS AND AUDITS.
(i) PROGRAM DOCUMENTATION. You are required to maintain certain Program Documentation in connection with 

this Program. 
(A) Consumer Applications. If you have been authorized to use paper Consumer Applications, you will deliver to us 

the original, physical Consumer Application portion of the Credit Agreement (including Consumer Applications 
that are declined by us) within fifteen (15) days of the submission of such Consumer Application to Wells Fargo 
and in accordance with this Agreement and our Instructions and Procedures. The Consumer Application portion 
of the Credit Agreement contains Account Information and the Account Holder’s signature. In the event we 
request that you retain the Consumer Application, you will maintain such Program Documentation as set forth in 
subparagraph 6(b)(i)(C) below. We may update our Instructions and Procedures regarding the retention, storage, 
and transmittal of Consumer Applications.

(B) Charges. You will retain the original, physical Invoice underlying the Charge and the original of any document 
referred to in the Invoice in a secure and orderly manner in accordance with the retention requirements outlined 
below. 

(C) Retention Requirements. With respect to all Program Documentation, you are instructed or required to maintain 
in connection with this Agreement, you agree: (1) to keep all Program Documentation in a secure manner and to 
protect the confidentiality of the Program Documentation as governed by paragraph 4 of this Agreement; (2) to 
retain the original Program Documentation in a secure and orderly manner in accordance with our Instructions 
and Procedures for seven years (or such other time period we notify you of) from the original date of the 
Program Documentation. After such seven year period (or the length of the credit plan related to the Program 
Documentation, whichever is longer), you will destroy the Program Documentation in accordance with our 
Instructions and Procedures and in a manner that renders the data contained in the Program Documentation 
unreadable and unidentifiable, unless you are notified by us or a third party that such Program Documentation 
is subject to a records preservation order (“RPO”) issued by a court of competent jurisdiction or by a federal 
or state regulatory body with the power to require the preservation of such Program Documentation. You will 
continue to retain the Program Documentation subject to an RPO in a secure and orderly manner until such time 
as the RPO is terminated at which time you will destroy the Program Documentation in accordance with our 
Instructions and Procedures and in a manner that renders the data unreadable and unidentifiable; and (3) we may 
conduct regular audits of the Program Documentation retained by you.

(D) Submission of Documentation upon our request. We have the right to request any Program Documentation 
presented to us or in your possession. Upon such request, you will deliver it to us in a manner and time period as 
communicated by us to you and in accordance with our Instructions and Procedures. 
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(ii) EXAMINATION AND AUDITS. In addition to Digital Environment Audits, Wells Fargo reserves the right to monitor 
your compliance with this Agreement, all Instructions and Procedures and all applicable Laws. Upon request, and in 
a form and manner communicated by us and in compliance with Wells Fargo’s information security requirements, 
You and your Personnel agree to provide any Program Documentation, and any policies, procedures, trainings, and 
internal controls of yours, or any other documentation or information necessary or required for the verification 
of any element of any product or service used in connection with the Program or this Agreement, as well as any 
requested data, evidence, documentation, assessments and reporting of any third parties you use in connection 
with the Program. You agree to produce such information within five (5) business days, or other such time period 
as communicated by us to you. We also reserve the right to monitor your compliance through mystery shopping 
and other similar means. In addition to such requests, we reserve the right to conduct regular onsite audits of any 
Program Documentation at any location of yours where such Program Documentation is retained to determine 
that all the requirements of this Agreement, the Instructions and Procedures, and applicable Laws are met. Any such 
audits will be conducted during your regular business hours as often as we believe is necessary and we will inform 
you of such audit twenty-four (24) hours in advance. In the event a violation of the Agreement or the Instructions 
and Procedures is discovered, whether through a formal examination, audit or otherwise, you may be subject to 
chargebacks and we reserve the right to terminate this Agreement. Further, you agree to remedy such violation in a 
manner determined by us, and within seven (7) business days or other such time period as communicated by us to 
you.

(c) USE OF PROGRAM, TRAINING AND COMPLIANCE. Wells Fargo is committed to meeting or exceeding all regulatory 
requirements that are applicable to our Program. You play an integral role in helping us ensure our compliance with all 
regulatory requirements due to your interactions with the consumer. In connection with your role, you acknowledge and 
agree that:
(i) you are responsible for complying with the provisions of all Laws.
(ii) you are responsible for complying with all requirements of this Agreement and the Instructions and Procedures for 

the Program that we communicate to you and update from time to time.
 (iii) you will collaborate with us on all training required by us in connection with the Program, to be completed in the time 

frame indicated by us, and designate the necessary and appropriate employees of yours at the appropriate level and 
departments within your business (e.g. office manager, finance manager, marketing/advertising manager) to attend 
all required training related to their role and responsibilities in connection with the Program. Such employees will be 
responsible for disseminating the requirements of such training to all employees within your business who may be 
involved with the subject matter of the training, such as employees who handle any Consumer Application, Invoice 
or Charge that may be processed under our Program, so that your employees will be equipped to accurately and 
completely follow all of the requirements for providing financing under the Program. If such employees leave your 
employment or change roles within your business, you will promptly notify us within ten (10) days of the employee’s 
departure and designate a replacement employee or employees to assume this role for your business and ensure that 
person or those persons complete all required training.

(iv) we may request a report on any and all trainings held in connection with the Program, and you will provide us with 
such report within five (5) business days we request such information. Such report may include information such as 
the total number of employees trained, the total number of employees involved with the Program, their company 
titles, training date, and the frequency of training and methods by which they were trained.

(v) in the event you create and maintain independent and ongoing educational programs designed to educate and 
train your employees on the requirements for offering financing to your consumer customers and with the purpose 
of educating your employees about the laws that affect your business, your industry and address the offering of 
financing, then such training programs will be reviewed and approved by us and such approval will be for our benefit 
only and may not be relied upon for any purpose. Additionally, you agree that in the event we determine, in our sole 
discretion, that your independent training program does not meet our requirements, you agree to work with us, in 
good faith, to address any deficiencies and update any such training programs.

(vi) In the event you fail to comply with the training and compliance standards set forth in this subparagraph, we have the 
option to terminate this Agreement by providing you written notice of our decision to terminate.

(vii) In addition to all other obligations you have under this Agreement, you may not:
(A) Discuss with any consumer the likelihood of their approval for a credit product under this Program;
(B) Provide misleading, confusing or incomplete information to anyone regarding the Program, including applicable 

interest rates, terms or conditions for financing under the Program;
(C) Discriminate against Account Holders or any potential Account Holders in any way; or
(D) Prepare or disseminate any materials regarding the Program, other than those provided or approved in writing 

by us.
(d) LOCATIONS AND SALES INFORMATION.

(i) You will provide us with a list of all your Locations upon execution of this Agreement, including the physical address, 
telephone number, facsimile number, and manager’s name associated with each such Location. 

(ii) You will provide us with an updated Location list upon the closing of any Locations or with thirty (30) days prior notice 
of any new Location openings.
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(iii) In the event you intend to conduct a “going out of business” or “sold as is” sale, you must provide us with thirty (30) 
days’ prior written notice, and you will not process Consumer Applications or sales transactions financed under the 
Program without our prior express written approval. Further, upon such notice by you, we reserve the right, in our sole 
discretion, to terminate this Agreement upon notice of any such “going out of business” or “sold as is” sale.

(iv) Upon our request, you will provide us with sales figures for each Location on a monthly or other periodic basis.
(e) APPROVAL OF ADVERTISING AND OTHER ASPECTS OF PROGRAM.

(i) We reserve the right, in our sole discretion to approve or disapprove all aspects of this Program including, but not 
limited to, advertising, promotional material, credit terms and credit features, and including any changes to the 
Program, whether in hard copy, on television, on the radio, on the internet or in any other electronic form. Such 
approval is for our benefit only, you may not rely on such approval for any purpose. You will give us a minimum of ten 
(10) business days to review any such requests for approval.

(ii) Additionally, you acknowledge and agree that in no event will you utilize Online Behavioral Advertising methods to 
advertise financing via the Internet, including any advertising for this Program and any other third-party financing 
program you may use. For purposes of this Agreement, “Online Behavioral Advertising” is defined as the tracking of 
a consumer’s online activities over time– including the searches the consumer has conducted, the webpages visited, 
and the content viewed – to deliver advertising targeted to the individual consumer’s interests. This definition 
includes: (A) “first party” advertising, where no data is shared with third parties, or contextual advertising, where 
an ad is based on a single visit to a webpage or single search query; and (B) “retargeting,” in which the activity of 
visiting one website is used to deliver an ad on a third-party site. This restriction on Online Behavioral Advertising is 
not intended to restrict the advertising of your Products, provided that such Online Behavioral Advertising of your 
Products in no way attaches to or otherwise operates to include advertising for financing.

(iii) DESIGNATED SENDER. If you send any commercial electronic mail message to customers containing any marketing 
or promotional materials related to the Program, you agree to act as the “Designated Sender” (as used in FTC 
guidance) of the commercial electronic message on behalf of Wells Fargo, and to comply with all applicable Law in 
doing so, including but not limited to the CAN-SPAM Act, and specifically those provisions that address the duties of 
“senders” and “initiators” of commercial electronic mail messages. For additional information on the CAN-SPAM Act, 
please refer to the Advertising Guidelines.

(f) HONORING ACCESS DEVICES. You agree that you will honor without discrimination any valid Access Device when 
properly presented as payment from Account Holders for purchases, and will maintain a policy that does not discriminate 
among consumer customers seeking to apply for consumer financing for the purpose of making purchases. You will 
promote the Program covered by this Agreement to encourage consumer customers who do not have an Account to apply 
for one and to encourage Account Holders who have an Account that may be used for repeat purchases, such as a card, to 
use it to purchase Products from you.

(g) CREDIT PROGRAMS OFFERED. You agree that you will not present any Consumer Applications to us for consumers who 
have submitted applications or gone through a prequalification process with another lender. All Consumer Applications 
must be in a form and manner provided or approved by us. You will not use our Consumer Application form, our disclosures, 
our Account Information, or any combination thereof with any other lender.

(h) EXTENDED WARRANTIES AND SERVICE AGREEMENTS. You will comply with the requirements of this subparagraph, and 
you expressly will not offer Extended Warranties and service agreements underwritten by you or an Affiliate of yours in 
conjunction with purchases made by Account Holders without our prior written approval. Additionally, you will provide us 
with information regarding other third-party Extended Warranties and service agreements that are financed in connection 
with our Program as follows:
(i) You may not offer Extended Warranties and service agreements underwritten by you or an Affiliate of yours, in 

conjunction with purchases financed under the Program without our prior written approval. Such approval is for 
our benefit only, and we reserve the right to withdraw our approval at any time and in our sole discretion. You may 
not rely on such approval for any purpose. You will provide us with a copy of any Extended Warranty for which you 
are seeking approval. No prior approval will be required for any Extended Warranty or service agreement, which is 
underwritten by your business.

(ii) For all third-party Extended Warranties and service agreements that are financed in connection with our Program, 
you agree to proactively provide us with the information outlined in the Instructions and Procedures and in the time 
frame and manner described in the Instructions and Procedures.

(iii) In connection with the Program, you agree to offer and finance only Extended Warranties and service agreements 
which have been identified by you under this subparagraph 6(h) and accompanying Instructions and Procedures and 
which are related to the Products you finance under the Program.

(iv) For purposes of this subparagraph 6(h) only, an “Affiliate” of yours, is a person or entity that directly, or indirectly, 
controls, or is controlled by, or is under common control with you. For purposes of this definition of Affiliate, “control” 
means the possession, direct or indirect, of the power to direct or cause the direction of the management and policies 
of a person or entity, whether through the ownership of voting shares, by contract, or otherwise.

(i) THIRD PARTY/SUBCONTRACTOR REQUIREMENTS. You will not utilize a Third Party in connection with the Program 
without Wells Fargo’s prior written consent. In the event Wells Fargo consents to your use of a Third Party in connection 
with the Program, you acknowledge and agree to all of the following requirements:
(i) You will ensure you have a written contract in place requiring the Third Party to comply with all applicable terms of 

the Agreement between you and us with regard to the goods or services the Third Party provides.
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(ii) You will ensure your contract with the Third Party describes the scope of goods and services to be provided, the 
applicable service level agreements which must be met, and the Third Party’s role in helping you comply with the 
terms of this Agreement.

(iii) You will ensure you have all necessary contractual obligations, monitoring and oversight activities in place with regard 
to any Third Parties who have access to Wells Fargo’s Confidential Information, including technology professionals 
with access to production or data storage systems. These contractual obligations and oversight activities with Third 
Parties must be designed to ensure your full compliance with the terms of the Agreement including but not limited 
to: business continuity planning, information security, confidentiality, digital security, and Third Party oversight, 
system access.

(iv) You will ensure you have a termination process in place in the event your relationship with the Third Party is 
terminated for any reason. The termination process should address the return or destruction of Wells Fargo’s 
Confidential Information, and the removal of any access to Wells Fargo’s Confidential Information.

(v) Upon Wells Fargo’s request, you will provide information to Wells Fargo regarding whether you are utilizing Third 
Parties in connection with the Program, whether the Third Party has access to Wells Fargo’s Confidential Information, 
how you are adhering to the requirements of this Agreement, and you will provide other information about the Third 
Party that Wells Fargo may reasonably request.

(j) BACKGROUND OF EMPLOYEES/AGENTS. The parties acknowledge and agree that applicable Law and regulatory 
guidance obligates Wells Fargo to ensure that no person who has been convicted of any criminal offense involving 
dishonesty, a breach of trust, or money laundering, or who has been convicted of a felony within the last seven (7) years, 
participates (directly or indirectly) in the provision of services in connection with the Program that: (a) require access to 
Account Information; or (b) that relate to Wells Fargo’s computer networks, information systems, databases or secure 
facilities under circumstances that would permit access to such systems. As it relates to this Agreement, Account 
Information and Wells Fargo’s Confidential Information, you agree that you will take all commercially reasonable measures 
to ensure full compliance with this Agreement, including without limitation, through the performance of any necessary 
background checks, and we reserve the right to request written confirmation of your compliance with this subparagraph 
at any time. Wells Fargo may perform its own checks, at its sole discretion and for its sole purposes, at any time without 
notice to you. Failure to comply with any portion of this subparagraph may result in immediate termination of this 
Agreement.

(k) NO CASH BACK, VOUCHERS OR GIFT CARDS. You will not offer cash back programs or vouchers in conjunction with 
purchases made under this Program without our prior written consent. You will not finance the purchase of gift cards or 
coupons under this Program.

(l) ACCOUNT HOLDER COMPLAINTS AND BILLING DISPUTES. You will refer any customer complaint or inquiry 
correspondence about Wells Fargo from a consumer who has financed a product using our Program directly to us as set 
forth in our Instructions and Procedures. You agree to cooperate with Wells Fargo in responding to complaints, which 
cooperation may include providing documents evidencing authorization to submit a Consumer Application or Charge, 
as well as evidencing any other matter related to your obligations under this Agreement. Wells Fargo reserves the right 
to withhold any bonus or incentive payments owed to you, if any, in the event we determine, in our sole discretion, that 
consumer disputes or complaints are not being timely resolved or resolved within the time frames required by Laws.

(m) LIMITS ON CONSUMER APPLICATIONS. You will not submit a Consumer Application or Charge for any principal, officer, 
director, or owner of your business.

7. PROGRAM PROCESSES.
(a) PROCESSING CONSUMER APPLICATIONS AND TRANSACTIONS. You will collect, process, store, and remit all Consumer 

Applications, Invoices, Charges, Return Receipts, cancellations, and Authorizations in accordance with this Agreement and 
our Instructions and Procedures, as may be updated from time to time. We may, in our sole discretion, allow you the ability 
to process the same items in a manner other than as outlined below (“Additional Processing Methods”) by providing you 
with Instructions and Procedures for such Additional Processing Methods. Your use of any Additional Processing Methods 
shall constitute your acceptance and agreement to the Instructions and Procedures and applicability of all terms of this 
Agreement to such Additional Processing Methods. All processing methods and associated documentation are subject to 
audits and corrections under this Agreement. We reserve the right to restrict, suspend, or terminate your ability to use any 
of these Additional Processing Methods at any time.

(b) MERCHANT PORTAL (ALSO KNOWN AS IPS OR ONLINE RESOURCE CENTER). We will provide you with online access 
to process Consumer Applications, Charges, Return Receipts, cancellations and Authorizations, it will be an address on a 
commercial site on the World Wide Web portion of the Internet accessible by you but not accessible directly by consumers 
(the “Merchant Portal”). The Merchant Portal will be owned, managed and maintained by us. We retain the right, title 
and interest in and to the Merchant Portal and your rights to the Merchant Portal are limited to the express terms of the 
Agreement.
(i) Processing may be temporarily unavailable from time to time without notice to you for reasons which may include 

but not be limited to, system changes, hardware or software updates, or outages.
(ii) Consumer Applications, Charges, Return Receipts, cancellations, Authorizations, and any other transactions that 

affect Accounts may only be processed by your Personnel who have been trained in the proper procedures for such 
transactions.

(c) CONSUMER INTERNET APPLICATIONS. If we determine, in our sole discretion, that we will provide you with the ability 
to allow consumers to apply for credit through a Consumer Internet Application, you agree to follow all terms of this 
Agreement and Instructions and Procedures. The “Consumer Internet Application” will be a commercial site on the 
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World Wide Web portion of the Internet, accessible by consumers that will provide a means for consumers to apply for 
consumer financing for the purchase of products. Consumers may access the Consumer Internet Application through 
a link maintained on your website, a link provided by us to the consumer, a Quick Response (“QR”) code, or any other 
means we may develop and approve for consumer use. The Consumer Internet Application will be owned, managed, and 
maintained by us. We retain all right, title and interest in and to the Consumer Internet Application and your right to the 
Consumer Internet Application is limited to the express terms of this Agreement. No other right to the Consumer Internet 
Application, express or implied, is granted to you by virtue of this Agreement. A Consumer Application submitted to us 
using the Consumer Internet Application will be considered to be a “Consumer Application” to us for purposes of this 
Agreement. A signature in electronic form (and in compliance with the E-Sign Act) will be considered a “signature” for 
purposes of this Agreement, and a document signed with a signature in electronic form (and in compliance with the E-Sign 
Act) will be considered to be “signed” for purposes of this Agreement.

(d) EQUIPMENT. You are responsible for providing and maintaining, at your sole expense, each of your Locations with all 
necessary equipment to participate in this Program, including equipment required to process Consumer Applications, 
Charges, Return Receipts, cancellations and Authorizations in accordance with this Agreement and our Instructions and 
Procedures.

(e) REQUIREMENTS FOR YOUR WEBSITE.
(i) If we provide you with the ability to allow consumers to apply for credit through a Consumer Internet Application 

under this Agreement, you will establish and maintain a link on the home page or appropriate pages relating to 
financial services of your website by which a visitor may access the Consumer Internet Application, or any other 
internet-based Additional Processing Methods.

(ii) If we allow purchase transactions to be originated under this Agreement via the Internet, you agree that in addition 
to adhering to all requirements for your website pursuant to this subparagraph, you will ensure the function is in 
compliance with all provisions of the Agreement and our Instructions and Procedures.

(iii) All information on your website will comply with our advertising guidelines, Instructions and Procedures and all 
applicable Law.

(iv) You will submit to us, at our request, at the address we designate, all proposed advertising, sale promotions, and 
other material that will appear on your website in which the Program covered by this Agreement appears, for 
examination and evaluation of compliance with this Agreement, the Instructions and Procedures.

(v) You will submit to us, at our request, at the address we designate, all proposed major changes to your website in 
content or links to other websites and will not make such changes if we object.

(f) TRANSACTIONS.
(i) AUTHORIZATION. You will submit an Authorization request in accordance with this Agreement and our Instructions 

and Procedures. The validity period of the Authorization will be communicated to you through a price sheet, 
Instructions and Procedures, or any other method of communication we may choose. We may change the length of 
time an existing or new Authorization is valid for at any time. You may only submit a Charge if the Authorization is still 
valid. If an Authorization expires before Products are delivered, you may submit a new request for Authorization if the 
Account is an open-end/revolving credit line. An authorization may become invalid if the Account Holder’s available 
credit is reduced by us for any reason, including but not limited to, other charges applied to the Account, reduction or 
removal of the credit limit or Account closure.

(ii) SINGLE TRANSACTION. You will not submit Charges to us if the purchase of an individual product has been split 
between us and any other financing provider, and you will not submit, sell, or assign any part of that transaction to 
any other creditor for purchase.

(iii) DOWN PAYMENTS. If less than the full amount of any transaction is covered by a Charge, you will obtain payment in 
full by cash, check, or major credit card for the remaining balance due at the time the transaction is consummated. 
We will not finance down payments or deposits on an Account.

(iv) INVOICE. Sales for Products under this Program will be evidenced by Invoices. Your Invoice and any changes to your 
Invoice may need to be reviewed and approved by us, as outlined in the Instructions and Procedures. You may not 
present a Charge for any transaction other than that described in the Invoice.

(v) NO EXTRA CHARGE OR FEE FOR FINANCED SALES. You will not discriminate against Account Holders by adding 
an extra or special charge to the normal price of the Products for financed sales or otherwise increasing the purchase 
price of any Product. You will not charge any fees that we may, in our sole discretion, identify as prohibited, including 
but not limited to restocking fees or financing fees. You will not take any adverse action against an applicant or 
customer because they have chosen to finance the purchase of any Product.

(vi) NO CASH ADVANCES. Cash advances by you to an Account Holder may not be charged to an Account under any 
circumstances.

(vii) CONSUMER PURCHASES ONLY. Financed purchases must be for personal, family, or household purposes only.
(viii) DELIVERY OF PRODUCTS. Products purchased by an Account Holder that are being shipped or delivered must be 

shipped or delivered to an Account Holder’s residence unless shipment or delivery to another location is authorized 
by the Account Holder. Notwithstanding the immediately preceding sentence, you acknowledge and agree that 
Products purchased with financing on the Program must not be shipped to (a) any address designated as a Post 
Office Box; (b) any warehouse or storage facility; (c) any dockyard or shipping/freight facility; or (d) any address 
outside of the United States.

(ix) PURCHASE TRANSACTIONS VIA THE INTERNET. We may, in our sole discretion, allow purchase transactions to be 
originated under this Agreement via the Internet on a website by providing you with Instructions and Procedures.
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(g) PRESENTMENT OF CHARGES (this may also be referred to as Presentment of Invoices in the Instructions and 
Procedures).
(i) You will present Charges to us in accordance with this Agreement and our Instructions and Procedures. We may 

limit the time period in which you have to submit a Charge, as outlined in our Instructions or Procedures. Failure to 
complete a transaction and submit a Charge during the designated time frame, as applicable, may result in your 
inability to submit any Charges to the Account and Account closure.

(ii) Charges must only be presented to us after the transaction is completed. Each Charge must have a corresponding 
Invoice signed by the Account Holder. For the purposes of this Agreement, a transaction is completed after you have 
performed all of your obligations to the Account Holder in connection with each Invoice, including, but not limited to, 
the delivery of purchased Products to the Account Holder, the performance of any service purchased by the Account 
Holder, or if Products are purchased via an approved Internet function, then the shipment of purchased Products 
to the Account Holder provided that the delivery time of the purchased Products does not exceed seven (7) days 
from the shipment date. You will retain all Invoices in accordance with the requirements set forth in subparagraph 
6(b)(i) of this Agreement. If we request the original, physical Invoice for any Charge presented to us electronically 
or via facsimile, or any document referred to in an Invoice, you will deliver it to us in a manner and time period 
as communicated by us to you. If we request, you will execute a separate assignment of any Invoice and we are 
authorized to place your endorsement on any Invoice or any check or similar instrument related to an Invoice at any 
time. Payment for a Charge will not constitute a waiver by us of any of our rights. All figures are subject to final audit 
and checking by us.

 (iii) Invoices retained by you under subparagraph 6(b)(i) of this Agreement are subject to examination and audits as 
outlined in this Agreement. In the event your retention of the Invoices is determined by us to be contrary to any Law, 
or is objected to by any federal, state or local regulatory authority, you agree to deliver all such Invoices within thirty 
(30) days or such other time as required by any Law, regulatory authority, or court.

(iv) You agree not to present Charges that you know or should have known to be either fraudulent or not authorized by 
the Account Holder.

(v) Presentment of Charge will constitute an endorsement and assignment to us of your rights against the Account 
Holder. If we request, you will execute a separate assignment of any Invoice and we are authorized to place your 
endorsement on any Invoice or any check or similar instrument related to an Invoice at any time. Payment for a 
Charge does not constitute a waiver by us of any of our rights. All figures are subject to final audit and checking by us.

(h) REFUNDS, CANCELLATIONS AND EXCHANGES. You agree to establish and maintain a fair and uniform policy for any 
combination of an exchange, cancellation, or return of Products sold and financed under the Program. As part of this 
policy, you agree to process any exchange, cancellation or return of Products through the Account Holder’s Account 
and consistent with our Instructions and Procedures, and you will not provide a credit directly to the Account Holder 
in cash, store credit, or any other means. Return Receipts will be for the full purchase price of the Products returned or 
cancelled, plus all related fees and taxes. You will provide notification to the Account Holder in the form of a copy of the 
Return Receipt or other document we may approve. You will present all Return Receipts to us in accordance with the 
terms of this Agreement and our Instructions and Procedures. If we request the original, physical Return Receipt for any 
Return Receipt presented to us, you will deliver it to us in a manner and time period as communicated by us to you. If the 
exchange, cancellation, or return resulted in a credit to the Account Holder’s account, you will pay us the amount of any 
Return Receipt on demand, or we may at our option deduct the amount of any Return Receipt, returns, cancellations or 
adjustments from the amount we owe to you for Charges presented to us.

(i) COLLECTIONS. We have the sole right to collect or receive payments on Charges presented to us unless they are rejected 
or revoked by us. You agree not to attempt to collect or accept any payments that we have the right to receive. You 
authorize us to do every act and thing necessary to collect and discharge Credit Agreements, including the right to endorse 
any check or draft payable to you in connection with such Credit Agreements, and Invoices. In addition, to the extent 
allowable under the applicable Laws, you agree that we are entitled to claim any sales tax refunds or deductions resulting 
from bad debt losses charged off by us on all Accounts, whether currently in existence or created in the future, and you 
irrevocably relinquish and assign to us any right, title and interest in all refunds, deductions or credits of sales or use, gross 
receipts, transaction privilege, or other taxes with respect to all Accounts. You hereby authorize us to do every act and 
thing necessary to collect such tax refunds, deductions or credits, and you agree to assist us in doing so to the extent we 
may so reasonably request.

8. PAYMENTS UNDER THE PROGRAM.
(a) PAYMENT BY US. We will pay you the net amount of all Charges less discount rate, any applicable Administrative Fee, and 

the amount of all Return Receipts presented to us by you in accordance with our Instructions and Procedures and accepted 
by us during the period. We may also deduct any revoked Charges, Administrative Fees, and any other amounts you owe 
us under this Agreement and any other contractual arrangement you may have with us should such amounts not be paid 
by you as agreed. We will pay you by automatic deposit through the Automated Clearing House (ACH) or by any other 
method that we notify you of and choose to use. We will initiate an automatic deposit or otherwise initiate the payment 
within a reasonable time after the Charges and Return Receipts are presented, provided, however, that we reserve the right 
to periodically audit transactions before funding, or if we reasonably believe that you are insolvent or may be in default 
under any provision of this Agreement, we reserve the right to audit all transactions prior to funding. Any such auditing of 
transactions may delay funding. Any payment made by us to you will not be final but will be subject to subsequent review 
and verification by us.
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(b) PAYMENT BY YOU. You agree to pay us the discount rates and Administrative Fees as set forth in writing by us from time 
to time (a “Price Sheet”). The discount rate may vary depending on the terms of the purchase, the date of the purchase, or 
any other variable set by us including any promotional offers, such as volume rebates as disclosed in the Price Sheet that 
we provide you. The discount rate used for a Charge will be the discount rate in effect on the date we accept the Charge 
and is subject to change. Administrative Fees will be assessed each month in an amount to be disclosed on the Price 
Sheet and will be subject to change at any time. You also agree to pay us for any Return Receipts presented, any Charges 
we revoke and any other amounts you owe us under this Agreement and any other contractual arrangement you may 
have with us. Discount rates and Return Receipts will be collected as outlined in subparagraph 8(a) above provided you 
presented Invoices sufficient to cover the amount of the discount rates and Return Receipts. You authorize us to initiate a 
debit entry for Administrative Fees as governed by subparagraph 8(c) below. You also authorize us to initiate a debit entry 
for any Return Receipts, discount rates and any other amount you owe us under this Agreement and any other contractual 
arrangement you may have with us as governed by subparagraph 8(c) below in the event such amounts are not paid to us 
as provided for under this Agreement.

(c) AUTHORIZATION FOR AUTOMATIC DIRECT DEPOSITS (ACH CREDITS) AND DIRECT DEBITS (ACH DEBITS).
(i) You authorize us to initiate credit entries for amounts that we may owe you. You authorize us to initiate debit entries 

for any credit entries in error, or any time the amount you owe us under this Agreement and any other contractual 
arrangement you may have with us is more than the amount we owe you. Such credit and debit entries will be to the 
bank account identified and provided by you. Both parties acknowledge that the origination of ACH transactions 
described herein must comply with the provisions of U.S. Law and NACHA rules.

(ii) The authorizations set forth in subparagraph 8(c)(i) above will remain in effect until the date on which no balances 
remain on Accounts. We agree to comply with written notifications from an authorized representative of yours, 
which alter your bank account information (i.e. name and address of bank or financial institution, transit/ABA number 
or account number), provided, however, that we receive such notification in a time and manner sufficient to give us 
and the bank or other financial institution reasonable opportunity to act on it.

(d) RIGHT TO REJECT OR REVOKE ACCEPTANCE.
(i) We may reject, or having accepted, may revoke acceptance of any Charge presented by you:

(A) if you do not retain or deliver, as required, the original, physical Consumer Application, Invoice, any document 
referred to in the Invoice or any other Program Documentation, to us as required by this Agreement.

(B) if the Consumer Application and Invoice are not in all respects legible, completed, and as represented, warranted, 
and agreed in this Agreement.

(C) if: 
(1) the Products have been returned,
(2) the Products have not been accepted by the Account Holder or not delivered or performed by you as agreed, 

this includes but is not limited to, transactions where you have presented us the Charge prior to the Products 
being delivered (including installation, if applicable) or shipped if we have approved you to offer purchase 
transactions to be originated via the Internet, and the Account Holder refuses to accept delivery of the 
Products or where the Account Holder cancels the transaction without accepting delivery of the Product(s),

(3) you have presented the Charge to us in violation of our Instructions and Procedures (may also be referred to 
as presentment if Invoice in the Instructions and Procedures),

(4) there is any dispute, claim, or defense asserted by the Account Holder,
(5)  the Invoice is not valid and legally enforceable according to its terms,
(6) the authorization number for the Charge is expired at the time the Charge is presented,
(7) there has been any allegation of negligence, fraud, or dishonesty by you or any of your employees, or
(8) fees were charged to the Account Holder for financing the purchase under the Program (e.g., financing fees).

(D) if we reasonably believe, in our sole discretion, that you may be unable or unwilling to satisfy your obligations 
under the terms of this Agreement.

(E) if you have breached any representation or warranty or are in default under any term of this Agreement, we may 
reject, or having accepted, may revoke acceptance of any and all Charges presented, whether or not previously 
authorized or approved by us. We may continue to reject any and all Charges presented until you have cured any 
breach of warranty or any default under this Agreement.

(ii) You agree that you are responsible for all transaction(s) that we deem, in our sole discretion, to be fraudulent and that 
we may reject or revoke acceptance of any Invoice containing such transactions.

(iii) If we revoke acceptance of any Charge, you will pay us on demand the amount of the Charge affected plus any finance 
charges related to the Charge under the Credit Agreement with us. If we reject any Charge, we will not pay for said 
Charge. You also agree to indemnify us against any and all liability, loss, claims, or demands arising in connection 
with any Charge we reject or for which we revoke acceptance, including reasonable attorney’s fees. In the event that 
we reject a Charge from you, or in the event that we revoke acceptance of a Charge from you, and you agree that 
to the extent you owe us money pursuant to this subparagraph 8(d), we may deduct such amounts as provided in 
subparagraph 8(c).

(e) SUSPENSION OF PROCESSING. We may cease authorization for and the funding or acceptance of any Charges and cease 
the processing of Consumer Applications under this Program at any time.
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(f) RESERVE ACCOUNT.
(i) At times we may require a reserve fund for our use in offsetting Return Receipts, Account Holder disputes, fraud, and 

any other amounts you owe us under this or any other agreement (hereinafter referred to as the “Reserve Account”) 
as governed by this subparagraph.

(ii) Without limiting our rights of setoff under this Agreement, we may charge to the Reserve Account any amount you 
owe us. Your obligations to us will not be limited by the amount held in the Reserve Account and the Reserve Account 
does not excuse you from paying us any amount you would otherwise owe us. We shall be the sole owner of the 
Reserve Account and any interest that accrues thereon. We will return to you any amount remaining in the Reserve 
Account when we determine such Reserve Account is no longer necessary, provided however, any remaining Reserve 
Account funds will be refunded and remitted to you no later than two (2) years from the effective termination date 
of this Agreement.

(iii) You acknowledge and agree that for all monies owed to us you will pay us upon demand, or we may withhold from any 
amounts we owe you for Charges presented us, or we may debit your bank account an amount we deem necessary to 
fund the Reserve Account.

9. REPRESENTATIONS AND WARRANTIES.
(a) In addition to any representations and warranties made within this Agreement, Dealer represents and warrants as follows:

(i) Your performance of your obligations and responsibilities under the Program are, in all respects, in compliance with all 
Instructions and Procedures, this Agreement, and all Laws governing the same.

(ii) You are in compliance with, and will continue to comply with, all Laws, rules and regulations, including but not limited 
to laws governing: (i) your profession and your business practices; (ii) the sale of Products; (iii) the advertising or sale 
of Products under the Program; and (iv) privacy and data security.

(iii) Any and all information concerning each Consumer Application, transaction, Invoice, Charges or otherwise pertaining 
to the Program previously provided by you to us, or any subsequently provided information is true and correct in all 
material respects when provided.

(iv) You will provide all Account Holders with a Notice of Right to Cancel, or similarly named notice, as may be required 
by Federal, State or local law. You will honor an Account Holder’s right of cancellation or rescission, including but not 
limited to, sales made at a non-permanent place of business (e.g. fair, trade show, tent sale, in-home), any rights an 
Account Holder may exercise after the Product is delivered, any service or work is completed, and the transaction has 
been funded by us;

(v) You have the right to present the Charge to us, and that there are no liens, mortgages, rights, encumbrances or 
security interests upon the transaction underlying the Charge, or the rights evidenced by the Invoice or Products 
purchased with the Program.

(vi) That the Products which are the subject of the Credit Agreement and Invoice are truly and accurately described 
therein, are fit and merchantable for their intended purpose, have been delivered into the possession of the Account 
Holder or shipped to the Account Holder if Products were purchased through an approved Internet process, and any 
services so described have been performed, and that all installation (if applicable) has been completed in a proper and 
workmanlike manner to the Account Holder’s complete satisfaction;

(vii) The Account Holder has no claim or defense to payment of any amount reflected on the Invoice based upon 
materials or workmanship or any act or omission of you, your Personnel, or representatives.

(viii) You have no knowledge or notice of any other facts, events, issues or circumstances that would impair enforceability 
or collection of the Credit Agreement or any Invoice as against the named Account Holder; and

(ix) you will comply with all Laws related to servicing and collecting any Charge rejected or revoked by us.
(b) You agree that if any representation or warranty is breached or if an Account Holder asserts any claim or defense arising 

out of any Consumer Application, Credit Agreement, Invoice, or transaction evidenced by any Consumer Application, 
Credit Agreement, or Invoice or cancels any transaction evidenced by any Consumer Application, Credit Agreement, or 
Invoice, you will pay us on demand the amount of any Charge or Account affected plus any finance charges related to the 
Charge or Account under the Credit Agreement with us. You also agree to reimburse, indemnify, and hold us harmless for 
any and all breaches of representations, warranties, damages and costs, including attorney’s fees, which we may sustain as 
a result of any such event. We may at our option deduct any amount you owe us pursuant to this paragraph or any other 
provision of this Agreement from any amount we may owe you.

(c) You acknowledge and agree that “restricted transactions” as defined in the Unlawful Internet Gambling Enforcement Act 
of 2006 and Regulation GG (“Restricted Transactions”) issued thereunder are prohibited from being processed through 
any relationship between you and us, or through any consumer customer account. You represent and warrant that you 
will not submit such Restricted Transactions for processing through any relationship between you and us, or through any 
consumer customer account. In the event we identify a suspected Restricted Transaction, we may block or otherwise 
prevent or prohibit such transaction, we may close the Account or end the relationship, and we may seek any other 
remedies available to us under this Agreement or otherwise.

(d) You represent and warrant that:
(i) prior to the execution of this Agreement that you have fully and accurately disclosed to us in writing your full legal 

business name, any names under which you do business as, your Taxpayer Identification Number and the Taxpayer 
Identification Number of any other entities from which you will be submitting Consumer Applications, Invoices, 
Charges, and any other transactions to us under this Agreement and that you will provide notice of any changes to 
this information as outlined in the Instructions and Procedures.
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(ii) the execution of this Agreement is within your power, has been duly authorized by all necessary corporate, 
partnership, or other action and does not contravene any government or contractual restriction on you. You are a 
business entity duly organized, validly existing and in good standing under applicable Laws, with full legal power and 
authority to conduct your business and to perform all your obligations under this Agreement.

(iii) the execution of this Agreement does not constitute a breach or violation of any other obligation of yours or any 
other agreement to which you are party.

(iv) you are, and throughout the term of this Agreement will remain, duly authorized and properly licensed (including 
any required professional licenses) under all applicable Laws to transact business as presently conducted, and to fully 
perform your obligations under this Agreement.

(e) If you learned of our Program through a manufacturer or trade group and have enrolled in the Program as a result of such a 
relationship, that you continue to be associated with the manufacturer or trade group and that you will promptly notify us 
in the event you cease to be associated with such manufacturer or trade group.

10. INDEMNIFICATION. In addition to any indemnification warranted elsewhere in this Agreement, Dealer agrees to indemnify 
and hold harmless Wells Fargo, its affiliates, and their respective employees, officers, directors and agents, from and against 
any and all Losses (Losses means any and all losses, liabilities, costs, and expenses, including, without limitation, reasonable 
attorneys’ fees and expenses, reasonable out-of-pocket costs, interest, and penalties, settlements, equitable relief, judgments, 
damages, claims, demands, offsets, defenses, actions, or proceedings by whomsoever asserted, including us) as provided in this 
Agreement or to the extent such Losses arise out of, are connected with, or result from:
(a) any breach by Dealer of any of the terms, covenants, or other provisions contained in this Agreement (including the 

Instructions and Procedures).
(b) any representation or warranty made to Wells Fargo which proves to have been untrue or incorrect in any material respect 

as of the date made by Dealer in this Agreement, in the Application, or in any other instrument or document delivered by 
Dealer when made or deemed made hereunder.

(c) any transaction, contract, understanding, promise, representation, or any other relationship, actual, asserted, or alleged, 
between Dealer and any Account Holder, as the case may be.

(d) any Products or services, the purchase of which was financed under the Program (including, without limitation, any product 
liability or warranty claims relating thereto).

(e) any act or omission, where there was a duty to act, by Dealer or its employees, officers, directors or agents including 
without limitation, the failure of Dealer to comply with any Laws applicable to the Program, or those applicable to the 
Dealer.

(f) any advertisements, solicitations or other promotions of the Program or of Products to the extent prepared by or on 
behalf of Dealer.

(g) Wells Fargo’s lawful rejection for credit of one or more applicants under the Program.
(h) the charging of any amount for financing a transaction under this Program in breach of this Agreement, including without 

limitation, any fees charged for the use of financing, any fraudulent charge on the part of you or any employee of yours or 
any other charge or transaction in breach of this Agreement or any Law.

(i) any amounts Wells Fargo determines, in its sole discretion, needed to refund Account Holders due to your actions or failure 
to comply with the terms of this Agreement, the Program Documentation, or the Instructions and Procedures.

(j) your use of or connection to the Wells Fargo Developer Gateway, whether directly, indirectly through a Third Party, or 
otherwise.

 If Wells Fargo receives any claim or demand or is subject to any suit or proceeding of which a claim may be made against 
Wells Fargo under this indemnification provision, Wells Fargo will, as a condition of being indemnified by the Dealer, give 
prompt written notice thereof to the Dealer. However, failure to comply with this indemnification provision will not relieve 
Dealer of its indemnification obligations except to the extent such failure prejudices Dealer.

11. TERM AND TERMINATION.
(a) TERM. This Agreement will be effective on the date this Agreement becomes effective pursuant to paragraph 2 above 

and will remain effective until one party gives the other party written notice of its decision to terminate this Agreement. 
Provided, however, we may terminate this Agreement without notice to you if you breach this Agreement, are subject 
to a high level of fraud, as determined by us at our sole discretion, or if you fail to submit Charges and/or Consumer 
Applications to us in any consecutive six-month time period.

(b) EFFECT OF TERMINATION. Notwithstanding termination of this Agreement, the provisions of this Agreement will 
continue in force as to all Consumer Applications or Charges accepted or approved by us, provided, however, that if an 
authorization number for a Charge is no longer valid under subparagraph 7(f)(i), we will not be obligated to accept such 
Charge. In the event that we have provided any equipment to you in connection with this Program, you agree to return 
such equipment to us upon termination of this Agreement. In addition, upon notice of termination, we will provide you 
with modified requirements for processing transactions with us during the wind down of the Program.

(c) REMEDIES UPON DEFAULT. In the event of breach by either party, the non-breaching party will be entitled to exercise 
any and all rights and remedies as are available to it at Law or in equity. The non-breaching party may exercise remedies 
concurrently or separately, and the exercise of one remedy will not be deemed either an election of such remedy or a 
preclusion of the right to exercise any other remedy.
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12. USE OF MARKS.
(a) For the sole purpose of (1) identifying you as a participant in the Program; (2) administering and operating the Program; 

and (3) promoting the Program and Wells Fargo’s related products and services to Account Holders, you hereby grant 
Wells Fargo a nonexclusive right and license to use, reproduce, and publicly display any and all trademarks, trade names, 
logos, symbols, and designs appurtenant to your business, (the “Licensed Trademarks”), including the right to sublicense to 
third party vendors for the purposes of creating any and all materials for the execution and administration of this Program, 
subject to all specified requirements of you with respect to the proper use of the Licensed Trademarks. Wells Fargo agrees 
not to alter, change, or otherwise modify such Licensed Trademarks in any manner, or use them in combination with any 
other words or symbols without your prior approval. The license granted hereunder is binding upon and inures to the 
benefit of the grantor’s successors and assigns.

(b) You represent that you are the exclusive owner of the Licensed Trademarks or, that if you do not own the Licensed 
Trademarks, that your licenses to use the Licensed Trademarks include the power to grant us a sublicense to use the 
Licensed Trademarks in connection with the Program.

(c) You acknowledge and agree that if there is any claim against you or Wells Fargo, that the Licensed Trademarks or any 
modifications thereof, as authorized by you, infringe the rights of another party, you will, at your own expense, defend 
Wells Fargo’s right to use of the Licensed Trademarks as authorized under this Agreement. In the event any such claim is 
resolved adversely to you or Wells Fargo, or in the event you agree to discontinue the use of any subject mark(s) included 
in or connected to the Licensed Trademarks in order to resolve any such claim, which you shall have the right to do in your 
sole discretion, then you agree to indemnify Wells Fargo against any expenses Wells Fargo incurs in discontinuing use of 
the Licensed Trademarks and adopting use of alternative non-infringing marks. You further agree to indemnify Wells Fargo 
against all liabilities Wells Fargo incurs to third parties (including, without limitation damage awards obtained by such third 
parties against Wells Fargo), together with Wells Fargo’s reasonable costs of defending against such liabilities (including 
reasonable attorney fees), arising from Wells Fargo’s use of the Licensed Trademarks, when such usage is in accordance 
with the terms of this Agreement. Subject to the foregoing, if requested by you, Wells Fargo agrees to immediately 
discontinue the use of any Licensed Trademarks where there has been a claim of infringement and the claim has been 
resolved adversely to you or Wells Fargo, or where you agree to discontinue use of the Licensed Trademarks in order to 
resolve the claim.

(d) Upon the termination or expiration of this Agreement, Wells Fargo agrees to cease all use of the Licensed Trademarks 
provided that Wells Fargo may continue to use such Licensed Trademarks applicable to Wells Fargo’s use, reproduction, 
and display of the Licensed Trademarks on Account Holder billing statements and communications with Account Holders 
related to Accounts until no further amounts remain outstanding on such Accounts.

(e) Right to Use Wells Fargo Materials. During the term of this Agreement, Wells Fargo hereby grants to you a non-exclusive, 
nontransferable, right to use materials created or provided by Wells Fargo to you, for use in connection with the Program 
and any other materials that are copyrighted or capable of being copyrighted by Wells Fargo (“Wells Fargo Provided 
Materials”), subject to the terms and conditions of this Agreement, including the following:
(i) Dealer may not modify, change, alter, delete from, or add to Wells Fargo Provided Materials, including but not limited, 

to any change in text, graphics, color, size, or position.
(ii) Dealer will not use or disclose the Wells Fargo Provided Materials, in whole or in part, for the purpose of offering a 

product that competes with Wells Fargo.
(iii) Dealer will use the Wells Fargo Provided Materials in the manner specified by Wells Fargo or as otherwise agreed to 

by the parties in writing.
(iv) Wells Fargo retains all right, title and interest in and to the Wells Fargo Provided Materials. The Wells Fargo Provided 

Materials are the sole property of Wells Fargo and any and all uses by you of the Wells Fargo Provided Materials will 
inure to the benefit of Wells Fargo. Any rights to the Wells Fargo Provided Materials are limited to the express terms 
of the license in this paragraph 12.

(v) Dealer will not take steps that would cause one to believe that materials created or provided by you (“Dealer Provided 
Materials”) were created or provided by Wells Fargo or that Wells Fargo endorses the Dealer Provided Materials.

(vi) Wells Fargo will at all times be the sole and exclusive owner of all such Wells Fargo Provided Materials. No other rights 
to the Wells Fargo Provided Materials, express or implied, are granted by virtue of this Agreement.

(vii) Dealer will not utilize the Wells Fargo Trademarks in any way other than what is set forth in the Wells Fargo Provided 
Materials.

13. OTHER PROVISIONS.
(a) SURVIVAL CLAUSE. All rights and obligations of the parties created under this Agreement will survive termination or 

expiration of this Agreement.
(b) ASSIGNMENT. You will not assign this Agreement without obtaining our prior written consent. Any transfer or assignment 

of this Agreement by you, without our prior written consent, by operation of law or otherwise, is voidable by us. You agree 
that we may at our sole discretion assign this Agreement to any party or affiliate, upon notice to you of such assignment. 
Further, you will not engage in any transaction that constitutes a Change of Control, without providing notice at least ten 
(10) business days prior to any such transaction. For purposes of this clause, a Change of Control is considered any change 
in ownership, merger (whether or not such party is the surviving corporation), acquisition, or any direct or indirect sale 
or transfer of a material portion of your assets. Change of Control as used herein applies equally to you or your parent 
company. Upon notice of any transaction constituting a Change in Control, Wells Fargo reserves the right to terminate this 
Agreement. Violation of this provision constitutes a breach of this Agreement and is grounds for termination.
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(c) U.S.A. PATRIOT ACT. Notwithstanding anything to the contrary, we have certain requirements under the U.S.A. Patriot Act 
with which we must comply before opening an Account for a consumer customer. Since you have initial contact with the 
consumer customer, you agree to assist us in complying with the U.S.A. Patriot Act. Such assistance may include, but not 
be limited to, providing a disclosure (as prescribed by us) to the applicant and co-applicant before he/she applies to open 
an Account with us, and verifying applicant’s and co-applicant’s identity including, but not limited to, an applicant’s and co-
applicant’s full name, physical address, date of birth, and collecting his or her Taxpayer Identification Number (which for a 
U.S. Citizen is his/her Social Security number) upon our request and in the manner we reasonably request.

(d) DELAY IN ENFORCEMENT. Our failure at any time to insist upon the performance of any provision of this Agreement will 
not operate as a waiver of any right or remedy we have under this Agreement. A waiver of one provision of this Agreement 
will not operate as a waiver of any other provision.

(e) NOT AGENCY OR PARTNERSHIP. You are not our agent or partner for any purpose whatsoever. You are not granted any 
right or authority to assume or create any obligation or responsibility on behalf of us, or in our name, or to bind us in any 
manner whatsoever.

(f) NOTICES.
(i) All notices under this Agreement must be in writing. Notices will be effective:

(A) three (3) business days from the date of mailing by regular first-class U.S. mail.
(B) one (1) business day from the date of mailing by a commercial overnight mail carrier such as Federal Express, etc.
(C) the business day on which notice is sent by Wells Fargo to you by email.
(D) the business day on which notice is sent by Wells Fargo to you by facsimile with a date and time confirmation 

sheet; or
(E) the business day on which notice is posted to the Merchant Portal.
(F) for purposes of this subparagraph, Saturdays, Sundays, and federal holidays are considered non-business days. 

All notices to us must be sent to Wells Fargo Retail Services, a division of Wells Fargo Bank, N.A., 801 Walnut 
Street, MAC F0006-06C, Des Moines, Iowa 50309 Attn: Relationship Management – Senior Officer or to such 
other address or contact method as we may advise you in writing. Notices to you will be sent to your physical 
address, email address, or fax number listed on the Application or such other address, email address or fax 
number as you may provide us. You also acknowledge that we may send you promotions, advertising, and other 
communications of ours and our affiliates from time to time using any of the following methods:
(aa) via mail at the address listed on the Application which accompanies this Agreement.
(bb) via fax at the fax number listed on the Application which accompanies this Agreement; or
(cc) any other marketing channel including but not limited to USPS mail, email, or telephone.

(ii) Throughout this Agreement, reference is made to our Instructions and Procedures. Notwithstanding the above 
provisions regarding notice, you agree that we may post our Instructions and Procedures on our website in the 
Merchant Portal or “Online Resource Center” section (or any other place we may designate) and that doing such will 
constitute notice to you of such Instructions and Procedures. You also agree that you have an ongoing obligation to 
check the website on a monthly basis for any updates or changes to those Instructions and Procedures. Such website 
is currently located at www.wellsfargo.com/retailservices; however, we may change the website address upon prior 
written or electronic notice to you.

(iii) You agree to provide us with prompt notification of any state or federal regulatory agencies’ inquiries (e.g. inquiry by a 
state Attorney General’s office, by a State regulator, by a federal regulator such as the Consumer Financial Protection 
Bureau, the Federal Trade Commission, etc.); and any legal action received by you with respect to your advertising, 
marketing, sourcing of consumers, sales practices, if one of our applicants or Account Holders is involved in the legal 
action or if the legal action otherwise involves or makes reference to our Program.

(g) LIMITATION OF CONSEQUENTIAL DAMAGES. TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, IN NO 
EVENT WILL WE BE LIABLE TO YOU OR ANY OTHER PERSON FOR ANY PUNITIVE, SPECIAL, INDIRECT, INCIDENTAL, 
CONSEQUENTIAL OR COVER DAMAGES, INCLUDING WITHOUT LIMITATION LOSS OF PROFIT, INCOME OR 
REVENUES, LOSS OF PERSONAL PROPERTY, OR ANY OTHER SIMILAR DAMAGE OR LOSS.

(h) MODIFICATIONS. We may modify this Agreement by providing prior written notice to you. Your continued submission of 
Charges or Consumer Applications or other participation in the Program after the effective date of any such modification 
will constitute your acceptance of the modified terms and your agreement to be bound by them.

(i) YOUR OBLIGATIONS UNAFFECTED. Your obligations under this Agreement are not affected by any settlement, 
extension, forbearance, or variation in terms that we may grant in connection with any Account or by the release of the 
obligations of the Account Holder by a court or by operation of Law.

(j) ACTIONS OF EMPLOYEES. You are responsible for the actions of your employees and Third-Party representatives and 
subcontractors. In the event employment or engagement of one of your employees, representative or subcontractors is 
terminated, you will take reasonable steps to ensure they no longer have access to any Account Information or access to 
our systems including changing any passwords necessary to access such information or system.

(k) SEVERABILITY. If any part of this Agreement is found to be illegal or unenforceable, then that part will be curtailed only to 
the extent necessary to make it, and the remainder of this Agreement, legal and enforceable.

(l) ACCOUNT ADMINISTRATION. You acknowledge and agree that we have sole authority to prescribe the terms and 
conditions of the Credit Agreement, the terms of the Account, and the credit standards and criteria of current and 
prospective Account Holders and that we may change our credit standards at any time in our sole discretion without notice 
to you.

DK 0226 GEN26
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(m)  TITLE TO PROGRAM. Neither you nor any parent, subsidiary, or affiliate of yours will by virtue of this Agreement, secure 
any title to or other ownership interest in any elements of the Program. You acknowledge and agree that the Program 
is our exclusive property and that all of the elements of the Program, including Account Holder lists, our Instructions 
and Procedures, written specifications, training materials, programs, systems and screens, and all documentation and 
materials relating thereto, constitute trade secrets, which are our exclusive property. You agree to use the elements of, and 
documentation related to the credit program and information about the credit program only for the purpose of enabling 
you to use the credit program provided under this Agreement and for no other purpose.

(n) GOVERNING LAW. This contract will be governed by, construed, and enforced in accordance with the laws of the state of 
South Dakota without giving effect to the conflict of laws provisions thereof.

(o) FCRA NOTIFICATION REQUIREMENT. Pursuant to the Fair Credit Reporting Act (Public Law #91-508 – Title VI of the 
Consumer Credit Protection Act), you agree to notify each prospective Account Holder of the name and address of our 
office whenever the purchase is intended for personal, family, or household use. The name and address are as follows: 
Wells Fargo Bank, N.A., P.O. Box 14517 Des Moines, IA 50306. Nothing Wells Fargo communicates to you as part of a credit 
decision will be considered a consumer report.

(p) FACSIMILES. This Agreement, through the Application, may be executed by facsimile or some other enforceable electronic 
signature which will be deemed an original.

(q) NO THIRD-PARTY RIGHTS. Nothing expressed or referred to in this Agreement will be construed to give any person 
other than the parties to this Agreement any legal or equitable right, remedy, or claim under or with respect to this 
Agreement or any provision of this Agreement. This Agreement and all of its provisions and conditions are for the sole and 
exclusive benefit of the parties to this Agreement and their respective heirs, administrators, executors, successors, legal 
representatives, and assigns.

(r) BINDING EFFECT. This Agreement, through the Application, will also be binding on and inure to the benefit of the parties’ 
respective heirs, administrators, executors, successors, legal representatives, and permitted assigns. This Section does not 
address, directly or indirectly, whether a party may assign its rights or delegate its performance under this Agreement, 
which is addressed expressly in subparagraph 13(b) of this Agreement.

(s) FORCE MAJEURE. No party will be responsible, nor incur any liability to another party for any failure to comply with the 
terms of this Agreement due to causes beyond its reasonable control, including, without limitation, fire, storm, flood, 
acts of war, accident, insurrection, riot, sabotage, labor disputes, computer system malfunction, acts of God, acts of third 
parties, acts of federal, state or local government or judicial action (“force majeure”), provided that such actions that do not 
substantially hinder or prohibit performance will not excuse total nonperformance.

(t) ENTIRE AGREEMENT. This Agreement and the Instructions and Procedures as defined herein constitute the entire 
understanding and agreement among the parties and supersede all prior agreements, representations, promises and 
statements, written or oral, made in connection with the subject matter of this Agreement and no prior agreement, 
representation, promise or statement not written in this Agreement will be binding on the parties. Any outstanding 
disputes, credit applications, Credit Agreements, Accounts, Account balances, Charges or sales slips, Return Receipt, 
or other transactions between the parties under any prior agreement between the parties is subject to the terms and 
conditions of this Agreement after the date of execution and thereafter. 

Wells Fargo Retail Services DK 0226 GEN26



EXHIBIT K 

CLOSETS BY DESIGN® 

STATEMENT OF FRANCHISEE 



 

 

 

STATEMENT OF FRANCHISEE 
 
CBD Franchising, Inc. and you are entering into a Franchise Agreement under the terms of which you will operate 
a Closets By Design outlet. This Statement of Franchisee must be completed, signed and dated on the same day 
you sign your initial Closets By Design Franchise Agreement.  
 
The following dates are true and correct: 
 
 
 1. ________________, 20___    __________ The date on which I received a Franchise Disclosure 
  (Date)     (Initials) Document (“FDD”) about the Closets By Design  
       franchise. 
 
 2. ________________, 20___  __________ The date on which I signed the Closets By Design  
  (Date)     (Initials) Franchise Agreement. 

 
 3. ________________, 20___  __________ The earliest date on which I delivered cash, check or  
  (Date)     (Initials) other consideration to a Closets By Design franchise 

sales representative. 
  

No statement, questionnaire, or acknowledgment signed or agreed to by a franchisee in connection with the 
commencement of the franchise relationship shall have the effect of (i) waiving any claims under any applicable 
state franchise law, including fraud in the inducement, or (ii) disclaiming reliance on any statement made by any 
franchisor, franchise seller, or other person acting on behalf of the franchisor. This provision supersedes any other 
term of any document executed in connection with the franchise. 

 
 I/we certify the above is true and correct to the best of my/our knowledge. 
 
  Franchisee 
 
  
  By:                                                                 Date:    
 
 
  By:                                                                 Date:    



EXHIBIT L 

CLOSETS BY DESIGN® 

MULTI-STATE ADDENDA TO  
FRANCHISE DISCLOSURE DOCUMENT AND FRANCHISE AGREEMENT 



 

 

ADDENDUM TO FRANCHISE AGREEMENT AND FRANCHISE DISCLOSURE DOCUMENT  
FOR HAWAII FRANCHISEES 

 
THESE FRANCHISES WILL BE/HAVE BEEN FILED UNDER THE FRANCHISE INVESTMENT 
LAW OF THE STATE OF HAWAII. FILING DOES NOT CONSTITUTE APPROVAL, 
RECOMMENDATION OR ENDORSEMENT BY THE DIRECTOR OF REGULATORY 
AGENCIES OR A FINDING BY THE DIRECTOR OF REGULATORY AGENCIES THAT THE 
INFORMATION PROVIDED HEREIN IS TRUE, COMPLETE AND NOT MISLEADING. 
  
THE FRANCHISE INVESTMENT LAW MAKES IT UNLAWFUL TO OFFER OR SELL ANY 
FRANCHISE IN THIS STATE WITHOUT FIRST PROVIDING TO THE PROSPECTIVE 
FRANCHISEE, OR SUBFRANCHISOR, AT LEAST SEVEN DAYS PRIOR TO THE 
EXECUTION BY THE PROSPECTIVE FRANCHISEE OF ANY BINDING FRANCHISE OR 
OTHER AGREEMENT, OR AT LEAST SEVEN DAYS PRIOR TO THE PAYMENT OF ANY 
CONSIDERATION BY THE FRANCHISEE, OR SUBFRANCHISOR, WHICHEVER OCCURS 
FIRST, A COPY OF THE OFFERING CIRCULAR, TOGETHER WITH A COPY OF ALL 
PROPOSED AGREEMENTS RELATING TO THE SALE OF THE FRANCHISE.   
  
THIS OFFERING CIRCULAR CONTAINS A SUMMARY ONLY OF CERTAIN MATERIAL 
PROVISIONS OF THE FRANCHISE AGREEMENT. THE CONTRACT OR AGREEMENT 
SHOULD BE REFERRED TO FOR A STATEMENT OF ALL RIGHTS, CONDITIONS, 
RESTRICTIONS AND OBLIGATIONS OF BOTH THE FRANCHISOR AND THE FRANCHISEE. 
 

1. This proposed registration is exempt from the registration requirements of the states of 

Connecticut, Florida, Iowa, Kentucky, Maine, Nebraska, North Carolina, Ohio, Oklahoma, 

South Carolina, Texas and Utah.  
 

2. This proposed registration is or will be shortly on file in the states of States of Hawaii, 

Illinois, Indiana, Maryland, Michigan, Minnesota, New York, Rhode Island, Virginia, 

Washington and Wisconsin. 
 

3. No states have refused, by order or otherwise, to register these franchises. 
 

4. No states have revoked or suspended the right to offer these franchises. 
 

5. The proposed registration of these franchises has not been withdrawn in any state. 

6. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of 
(i) waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, 
franchise seller, or other person acting on behalf of the franchisor. This provision 
supersedes any other term of any document executed in connection with the franchise. 

 
7. This Addendum may be executed in counterparts, which together shall constitute one and 

the same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic 
format have the same force and effect as originals. 
 



 

 

Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
    
 
 
By:          By:         
Name:        Name:       
Title:        Title:      



 

 

ADDENDUM TO FRANCHISE AGREEMENT AND FRANCHISE DISCLOSURE DOCUMENT 
FOR ILLINOIS FRANCHISEES 

 
1. Illinois law governs the Franchise Agreement(s). 

 
2. In conformance with Section 4 of the Illinois Franchise Disclosure Act, any provision in a 

franchise agreement that designates jurisdiction and venue in a forum outside of the State 
of Illinois is void.  However, a franchise agreement may provide for arbitration to take place 
outside of Illinois. 
 

3. Your rights upon Termination and Non-Renewal are set forth in sections 19 and 20 of the 
Illinois Franchise Disclosure Act. 
 

4. In conformance with section 41 of the Illinois Franchise Disclosure Act, any condition, 
stipulation or provision purporting to bind any person acquiring any franchise to waive 
compliance with the Illinois Franchise Disclosure Act or any other law of Illinois is void. 
 

5. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of 
(i) waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, 
franchise seller, or other person acting on behalf of the franchisor. This provision 
supersedes any other term of any document executed in connection with the franchise. 
 

6. This Addendum may be executed in counterparts, which together shall constitute one and 
the same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic 
format have the same force and effect as originals. 
 

 
Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
    
 
 
By:          By:         
Name:        Name:       
Title:        Title:      



 

 

ADDENDUM TO FRANCHISE AGREEMENT AND FRANCHISE DISCLOSURE DOCUMENT 
FOR INDIANA FRANCHISEES 

 
Notwithstanding anything to the contrary set forth in the Franchise Agreement or Franchise 
Disclosure Document, the following provisions will supersede and apply: 
 
1. The laws of the State of Indiana supersede any provisions of the Franchise Agreement or 

California law if such provisions are in conflict with Indiana law. The Franchise Agreement will 
be governed by Indiana law, rather than California law, as stated in Section 23.06  of the 
Franchise Agreement (“Governing Law”). 
 

2. Venue for litigation will not be limited to California, as specified in Section 23.01 of the 
Franchise Agreement (“Court Venue”). 
 

3. The prohibition by Indiana Code 23-2-2.7-1(7) against unilateral termination of the franchise 
without good cause or in bad faith, good cause being defined therein as a material breach of 
the franchise agreement, will supersede the provisions of Article 17 of the Franchise 
Agreement (“Default and Termination”) in the State of Indiana to the extent they may be 
inconsistent with such prohibition. 
 

4. No release language set forth in the Franchise Agreement will relieve the Franchisor or any 
other person, directly or indirectly, from liability imposed by the laws concerning franchising of 
the State of Indiana. 
 

5. Section 13.04 of the Franchise Agreement ("Enforcement of Covenants Not to Compete") will 
not apply to franchises offered and sold in the State of Indiana. 
 

6. Section 22.05 of the Franchise Agreement ("Our Withholding of Consent – Your Exclusive 
Remedy ") will not apply to franchises offered and sold in the State of Indiana. 
 

7. Section 12.02 of the Franchise Agreement (“Covenant Not to Compete”) is revised to limit the 
geographical extent of the post-term covenant not to compete to Franchisee's Territory for all 
franchises sold in the State of Indiana. 
 

8. Section 22.02 of the Franchise Agreement ("Injunction") will not apply to franchises offered 
and sold in the State of Indiana. 
 

9. Section 23.02 of the Franchise Agreement (“Waiver of Punitive Damages”) is deleted from the 
Franchise Agreement. 

 

10. Notwithstanding the terms of Section 8.10 of the Franchise Agreement (“Indemnification”), 
Franchisee will not be required to indemnify Franchisor and the other Indemnitees for any 
liability caused by Franchisee’s proper reliance on or use of procedures or materials provided 
by Franchisor or caused by Franchisor’s negligence. 
 

11. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of (i) 
waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, franchise 
seller, or other person acting on behalf of the franchisor. This provision supersedes any other 
term of any document executed in connection with the franchise.  



 

 

 

12. This Addendum may be executed in counterparts, which together shall constitute one and the 
same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic format 
have the same force and effect as originals. 

 

 
Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
    

 
By:          By:         
Name:        Name:       
Title:        Title:      



 

 

ADDENDUM TO 
FRANCHISE AGREEMENT AND FRANCHISE DISCLOSURE DOCUMENT  

FOR MARYLAND FRANCHISEES 
 

 The Maryland Division of Securities requires the following specific disclosures to be made 
to prospective Maryland franchisees: 
 

1. Item 17h of the Franchise Disclosure Document provide for termination upon bankruptcy. These 
provisions may not be enforceable under federal bankruptcy law. 
 

2. Regardless of Sections 4.05 and 14.06 of the Franchise Agreement and Item 17m of the 
Franchise Disclosure Document, the general release required as a condition of renewal, sale, 
assignment or transfer shall not apply to any liability under the Maryland Franchise Registration 
and Disclosure Law.  You will have the amount of time specified by the Maryland Franchise 
Registration and Disclosure Law (currently 3 years from the grant of your Franchise) in which 
to bring an action arising under the Maryland Franchise Registration and Disclosure Law. 
 

3. The Franchise Agreement (Section 23.01) and Item 17v of the Franchise Disclosure Document 
are amended to state that a franchisee may sue in Maryland for claims arising under the 
Maryland Franchise Regulation and Disclosure Law.  
 

4. Any claim arising under the Maryland Franchise Registration and Disclosure Law must be 
brought within 3 years after the grant of your Franchise. The Franchise Agreement and Item 17 
are so amended.  
 

5. No representation of Franchisee shall act as a release, estoppel or waiver of any liability incurred 
under the Maryland Franchise Registration and Disclosure Law, and any applicable sections in 
the Franchise Agreement are amended accordingly.  
 

6. Notwithstanding Section 5.01 of the Franchise Agreement and Item 5 of the Franchise 
Disclosure Document, franchisor will defer collecting any initial fees or other initial payments 
payable to franchisor under the Franchise Agreement until franchisor has fulfilled its pre-opening 
obligations and franchisee has opened for business.  

 

7. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of (i) 
waiving any claims under any applicable state franchise law, including fraud in the inducement, 
or (ii) disclaiming reliance on any statement made by any franchisor, franchise seller, or other 
person acting on behalf of the franchisor. This provision supersedes any other term of any 
document executed in connection with the franchise. 

 

8. This Addendum may be executed in counterparts, which together shall constitute one and the 
same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic format 
have the same force and effect as originals. 
 

[Signature page follows.] 
 



 

 

Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
 
By:          By:         
Name:        Name:       
Title:        Title:      



 

 

 
 ADDENDUM TO FRANCHISE DISCLOSURE DOCUMENT PURSUANT TO 

THE MICHIGAN FRANCHISE INVESTMENT LAW 
 
THE STATE OF MICHIGAN PROHIBITS CERTAIN UNFAIR PROVISIONS THAT ARE 
SOMETIMES IN FRANCHISE DOCUMENTS.  IF ANY OF THE FOLLOWING PROVISIONS ARE 
IN THESE FRANCHISE DOCUMENTS, THE PROVISIONS ARE VOID AND CANNOT BE 
ENFORCED AGAINST YOU. 
 

(a) A prohibition on the right of a franchisee to join an association of franchisees. 
 

(b) A requirement that a franchisee assent to a release, assignment, novation, waiver 
or estoppel which deprives franchisee of rights and protections provided in this act. This shall not 
preclude a franchisee, after entering into a franchise agreement, from settling any and all claims. 
 

(c) A provision that permits franchisor to terminate a franchise prior to the expiration 
of its term except for good cause.  Good cause shall include the failure of the franchisee to comply 
with any lawful provision of the franchise agreement and to cure such failure after being given 
written notice thereof and a reasonably opportunity, which in no event need be more than 30 days, 
to cure such failure. 
 

(d) A provision that permits a Franchisor to refuse to renew a franchise without fairly 
compensating the franchisee by repurchase or other means for the fair market value at the time 
of expiration of the franchisee's inventory, supplies, equipment, fixtures and furnishings.  
Personalized materials which have no value to the Franchisor and inventory, supplies, equipment, 
fixtures and furnishings not reasonably required in the conduct of the franchise business are not 
subject to compensation.  This subsection applies only if (i) the term of the franchise is less than 
5 years and (ii) the franchisee is prohibited by the franchise or other agreement from continuing 
to conduct substantially the same business under another trademark, service mark, trade name, 
logotype, advertising of other commercial symbol in the same area subsequent to the expiration 
of the franchise or the franchisee does not receive at least 6 months advance notice of 
Franchisor's intent not to renew the franchise. 
 

(e) A provision that permits the Franchisor to refuse to renew a franchise on terms 
generally available to other franchisees of the same class or type under similar circumstances.  
This section does not require a renewal provision. 
 

(f) A provision requiring that arbitration or litigation be conducted outside this state.  
This shall not preclude the franchisee from entering into an agreement, at the time of arbitration, 
to conduct arbitration at a location outside this state. 
 

(g) A provision which permits a Franchisor to refuse to permit a transfer or ownership 
of a franchise, except for good cause.  This subdivision does not prevent a Franchisor from 
exercising a right of first refusal to purchase the franchise.  Good cause shall include, but is not 
limited to 
 

(i) The failure of the proposed transferee to meet the Franchisor's then current 
reasonable qualifications or standards. 
 

(ii) The fact that the proposed transferee is a competitor of the Franchisor or 
subfranchisor. 
 



 

 

(iii)  The unwillingness of the proposed transferee to agree in writing to comply 
with all lawful obligations. 
 

(iv) The failure of the franchisee or proposed transferee to pay an sums owing 
to the Franchisor or to cure any default in the franchise agreement existing at the time of the 
proposed transfer. 
 

(h) A provision that requires the franchisee to resell to the Franchisor items that are 
not uniquely identified with the Franchisor.  This subdivision does not prohibit a provision that 
grants to a Franchisor a right of first refusal to purchase the assets  of a franchise on the same 
terms and conditions as a bona fide third party willing and able to purchase those assets, nor 
does this subdivision prohibit a provision that grants the Franchisor the right to acquire the assets 
of a franchise for the market or appraised value of such assets if the franchisee has breached the 
lawful provisions of the franchise agreement and has failed to cure the breach in the manner 
provided in subdivision (c). 
 

(i) A provision which permits the Franchisor to directly or indirectly convey, assign, or 
otherwise transfer its obligations to fulfill contractual obligations to the franchisee unless provision 
has been made for providing the required contractual service. 

 

(j) No statement, questionnaire, or acknowledgement signed or agreed to by a 
franchisee in connection with the commencement of the franchise relationship shall have the 
effect of (i) waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, franchise seller, 
or other person acting on behalf of the franchisor. This provision supersedes any other term of 
any document executed in connection with the franchise. 
 

THE FACT THAT THERE IS A NOTICE OF THIS OFFERING ON FILE WITH THE 
ATTORNEY GENERAL DOES NOT CONSTITUTE APPROVAL, RECOMMENDATION OR 
ENDORSEMENT BY THE ATTORNEY GENERAL. 
 

ANY QUESTIONS REGARDING THIS NOTICE SHOULD BE DIRECTED TO THE OFFICE OF 
THE ATTORNEY GENERAL, CONSUMER PROTECTION DIVISION, ATTN.: FRANCHISE, 670 
LAW BLDG., LANSING, MICHIGAN 48913, (517) 373-7117. 
 

No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of (i) waiving 
any claims under any applicable state franchise law, including fraud in the inducement, or (ii) 
disclaiming reliance on any statement made by any franchisor, franchise seller, or other person 
acting on behalf of the franchisor. This provision supersedes any other term of any document 
executed in connection with the franchise. 
 

This Addendum may be executed in counterparts, which together shall constitute one and the 
same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic format have 
the same force and effect as originals. 
 

[Signature page follows.] 
 



 

 

Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
 
By:          By:         
Name:        Name:       
Title:        Title:      



 

 

ADDENDUM TO FRANCHISE AGREEMENT AND FRANCHISE DISCLOSURE DOCUMENT 
FOR MINNESOTA FRANCHISEES 

 

THESE FRANCHISES HAVE BEEN REGISTERED UNDER THE MINNESOTA FRANCHISE 
ACT. REGISTRATION DOES NOT CONSTITUTE APPROVAL, RECOMMENDATION OR 
ENDORSEMENT BY THE COMMISSIONER OF COMMERCE OF MINNESOTA OR A FINDING 
BY THE COMMISSIONER THAT THE INFORMATION PROVIDED HEREIN IS TRUE, 
COMPLETE AND NOT MISLEADING. 
 
THE MINNESOTA FRANCHISE ACT MAKES IT UNLAWFUL TO OFFER OR SELL ANY 
FRANCHISE IN THIS STATE WHICH IS SUBJECT TO REGISTRATION WITHOUT FIRST 
PROVIDING TO THE PROSPECTIVE FRANCHISEE, AT LEAST 7 DAYS PRIOR TO THE 
EXECUTION BY THE PROSPECTIVE FRANCHISEE OF ANY BINDING FRANCHISE OR 
OTHER AGREEMENT, OR AT LEAST 7 DAYS PRIOR TO THE PAYMENT OF ANY 
CONSIDERATION, BY THE FRANCHISEE, WHICHEVER OCCURS FIRST, A COPY OF THIS 
PUBLIC OFFERING STATEMENT, TOGETHER WITH A COPY OF ALL PROPOSED 
AGREEMENTS RELATING TO THE FRANCHISE. THIS PUBLIC OFFERING STATEMENT 
CONTAINS A SUMMARY ONLY OF CERTAIN MATERIAL PROVISIONS OF THE FRANCHISE 
AGREEMENT. THE CONTRACT OR AGREEMENT SHOULD BE REFERRED TO FOR AN 
UNDERSTANDING OF ALL RIGHTS AND OBLIGATIONS OF BOTH THE FRANCHISOR AND 
THE FRANCHISEE. 
 
Notwithstanding anything to the contrary set forth in the Franchise Agreement, the following 
provisions will supersede and apply: 
 

1. Regardless of Item 17 and Section 23.01 of the Franchise Agreement (“Court Venue”), 
Minn. Stat. §80C.21 and Minn. Rule 2860.4400J prohibit Franchisor from requiring 
litigation to be conducted outside Minnesota. In addition, nothing in the disclosure 
document or agreement can abrogate or reduce any of Franchisee's rights as provided for 
in Minnesota Statutes, Chapter 80C, or Franchisee's rights to any procedure, forum or 
remedies provided for by the laws of the jurisdiction. 

 
2. No release language set forth in the Franchise Agreement or the Franchise Disclosure 

Document will relieve the Franchisor or any other person, directly or indirectly, from liability 
imposed by the laws concerning franchising of the State of Minnesota. 

 
3. Minnesota law provides franchisees with certain termination and non-renewal rights. 

Minnesota Statutes, Section 80C.14, subdivisions 3, 4, and 5 require, except in certain 
specified cases, that franchisee be given 90 days’ notice of termination (with 60 days to 
cure) and 180 days’ notice for non-renewal of the franchise agreement. 

 
4. Franchisor will protect Franchisee's right to use the trademarks, service marks, trade 

names, logotypes or other commercial symbols and/or indemnify Franchisee from any 
loss, costs or expenses arising out of any claim, suit or demand regarding the use of the 
name. 

 
5. The fourth sentence of Section 13.04 of the Franchise Agreement (“Enforcement of 

Covenants Not To Compete”) is amended to read as follows: "Accordingly, you consent 
to the seeking of an injunction prohibiting any conduct by you in violation of the terms of 
the covenants not to compete set forth in this Agreement."  

 
6. Any claims arising under Minnesota Statutes, Chapter 80C must be brought within three 

years after the cause of action accrues. 
 



 

 

7. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of 
(i) waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, 
franchise seller, or other person acting on behalf of the franchisor. This provision 
supersedes any other term of any document executed in connection with the franchise. 

8. This Addendum may be executed in counterparts, which together shall constitute one and 
the same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic 
format have the same force and effect as originals. 

[Signature page follows.] 



 

 

Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
 
By:          By:         
Name:        Name:       
Title:        Title:      



 

 

NEW YORK ADDENDUM TO FRANCHISE AGREEMENT  
AND FRANCHISE DISCLOSURE DOCUMENT 

 
Notwithstanding anything to the contrary set forth in the Franchise Disclosure Document or 
Franchise Agreement, the following provisions will supersede and apply to all franchises offered 
and sold under the laws of the State of New York: 
 
INFORMATION COMPARING FRANCHISORS IS AVAILABLE. CALL THE STATE 
ADMINISTRATORS LISTED IN EXHIBIT P OR YOUR PUBLIC LIBRARY FOR SOURCES OR 
INFORMATION. REGISTRATION OF THIS FRANCHISE BY NEW YORK STATE DOES NOT 
MEAN THAT NEW YORK STATE RECOMMENDS IT OR HAS VERIFIED THE INFORMATION 
IN THIS FRANCHISE DISCLOSURE DOCUMENT. IF YOU LEARN THAT ANYTHING IN THIS 
FRANCHISE DISCLOSURE DOCUMENT IS UNTRUE, CONTACT THE FEDERAL TRADE 
COMMISSION AND THE APPROPRIATE STATE OR PROVINCIAL AUTHORITY, INCLUDING 
THE NEW YORK STATE DEPARTMENT OF LAW, BUREAU OF INVESTOR PROTECTION 
AND SECURITIES, 120 BROADWAY, 23RD FLOOR, NEW YORK, NEW YORK 10271. 
 
THE FRANCHISOR MAY, IF IT CHOOSES, NEGOTIATE WITH YOU ABOUT ITEMS 
COVERED IN THE PROSPECTUS. HOWEVER, THE FRANCHISOR CANNOT USE THE 
NEGOTIATING PROCESS TO PREVAIL UPON A PROSPECTIVE FRANCHISEE TO ACCEPT 
TERMS WHICH ARE LESS FAVORABLE THAN THOSE SET FORTH IN THIS PROSPECTUS. 
 
THE FRANCHISOR REPRESENTS THAT THE PROSPECTUS DOES NOT KNOWINGLY OMIT 
ANY MATERIAL FACT OR CONTAIN ANY UNTRUE STATEMENT OF A MATERIAL FACT. 
 
ITEM 2. BUSINESS EXPERIENCE 
 
Item 2 of the Disclosure Document lists the directors, principal officers and other executives who 
will have management responsibility in connection with the operation of the Franchisor’s business 
relating to the franchises offered by this disclosure document, with a statement for each regarding 
his principal occupations over the past five years. 
 
ITEM 3. LITIGATION 
 
Neither the Franchisor, its affiliates nor any person named in Item 2 above has pending any 
administrative, criminal or material civil action (or a significant number of civil actions irrespective 
of materiality) alleging a violation of any franchise law, securities law, fraud, embezzlement, 
fraudulent conversion, restraint of trade, unfair or deceptive practices, misappropriation of 
property or comparable allegations. 
 
Neither the Franchisor, its affiliates nor any person named in Item 2 above has been convicted of 
a felony or pleaded nolo contendere to a felony charge or, within the ten year period immediately 
preceding the application for registration, has been convicted of a misdemeanor or pleaded nolo 
contendere to a misdemeanor charge or been held liable in a civil action by final judgment or been 
the subject of a material complaint or other legal proceeding, if such misdemeanor conviction or 
charge or civil action, complaint or other legal proceeding involved violation of any franchise law, 
securities law, fraud, embezzlement, fraudulent conversion, restraint of trade, unfair or deceptive 
practices, misappropriation of property or comparable allegations. 



 

 

Except as disclosed in Item 3 of the FDD, neither the Franchisor, its affiliates, nor any person 
named in Item 2 above is subject to any currently effective injunctive or restrictive order or decree 
relating to franchises in general or the franchise offered or under any federal, state or Canadian 
franchise, securities, antitrust, trade regulation or trade practice law as a result of a concluded or 
pending action or proceeding brought by a public agency. 
 
OTHER 
 
No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of (i) 
waiving any claims under any applicable state franchise law, including fraud in the inducement, 
or (ii) disclaiming reliance on any statement made by any franchisor, franchise seller, or other 
person acting on behalf of the franchisor. This provision supersedes any other term of any 
document executed in connection with the franchise. 
 
Receipts--Any sale made must be in compliance with § 683(8) of the Franchise Sale Act (N.Y. 
Gen. Bus. L. § 680 et seq.), which describes the time period a Franchise Disclosure Document 
(offering prospectus) must be provided to a prospective franchisee before a sale may be made. 
New York law requires a franchisor to provide the Franchise Disclosure Document at the earlier 
of the first personal meeting, ten (10) business days before the execution of the franchise or other 
agreement, or the payment of any consideration that relates to the franchise relationship. 
 
Franchise Agreement  
 
1. The last sentence of the third paragraph of Section 7.01 of the Franchise Agreement 

(“Confidential Operating Manual”) is amended to read as follows: "The Manual and any 
additions, deletions, revisions or Supplements to the Manuals are material in that they will 
affect the operation of the franchised Business, but they will not conflict with or materially alter 
your rights and obligations under this Agreement or place an excessive economic burden on 
your operations." 
 

2. The second sentence of Section 12.04 (“Enforcement of Covenants Not To Compete”) of the 
Franchise Agreement is amended to read as follows: “Accordingly, you consent to the seeking 
of an injunction prohibiting any conduct by you in violation of the terms of the covenants not 
to compete set forth in this Agreement.” 
 

3. The third and fourth sentences of Section 25.01 of the Franchise Agreement (“Injunction”) is 
amended to read as follows: “You therefore agree that if you engage in this non-compliance, 
or unauthorized and/or improper use of the System or Proprietary Marks, during or after the 
period of this Agreement, we will be entitled to seek both temporary and permanent injunctive 
relief against you from any court of competent jurisdiction, in addition to all other remedies 
which we may have at law. You consent to the seeking of these temporary and permanent 
injunctions.” 
 

4. The following sentence is added at the end of the section entitled “Modification” in Item 17 of 
the Disclosure Document: “The foregoing choice of law should not be considered a waiver of 
any right conferred upon the franchisor or upon the franchisee by Article 33 of the General 
Business Law of the State of New York.” 



 

 

5. Regardless of Item 17 of the Franchise Disclosure Document or Article 17 of the Franchise 
Agreement, you may utilize whatever legal rights you may possess to suspend or discontinue 
operations due to a breach by the Franchisor and you may terminate the Agreement on any 
grounds available by law. 
 

6. Sections 4.05 (“Conditions to Renewal”),  6.01(B) (“Closets By Design Location”), 
14.05(A)(15) (“Assignment By You – Sale to Third Party”) are each amended to include the 
following language immediately following the requirement that Franchise execute a general 
release: “Provided, however, that all rights enjoyed by Franchisee and any causes of action 
arising in its favor from the provisions of Article 33 of the General Business Law of the State 
of New York and the regulations issued thereunder shall remain in force; it being the intent of 
this proviso that the non-waiver provisions of GBL, Section 687.4 and 687.5 be satisfied.” 
 

7. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of (i) 
waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, franchise 
seller, or other person acting on behalf of the franchisor. This provision supersedes any other 
term of any document executed in connection with the franchise. 
 

8. This Addendum may be executed in counterparts, which together shall constitute one and the 
same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic format 
have the same force and effect as originals. 

 
Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
 
 
By:          By:         
Name:        Name:       
Title:        Title:      



 

 

ADDENDUM TO FRANCHISE AGREEMNT AND FRANCHISE DISCLOSURE 
DOCUMENT FOR NORTH DAKOTA FRANCHISEES 

 
Notwithstanding anything to the contrary set forth in the Franchise Disclosure Document 

or the Franchise Agreement, the following provisions shall supersede and apply to all franchises 
offered and sold in the State of North Dakota: 
 
1. The laws of the State of North Dakota supersede any provisions of the Franchise Agreement 

or New York law if such provisions are in conflict with North Dakota law. The Franchise 
Agreement and Area Development Agreement will be governed by North Dakota law, rather 
than New York law, as stated in Item 17(w) of the Franchise Disclosure Document and Section 
23.06 of the Franchise Agreement (“Governing Law”). 

 
2. Any provision in the Franchise Agreement which designates jurisdiction or venue or requires 

the Franchisee to agree to jurisdiction or venue, in a forum outside of North Dakota, is deleted 
from Franchise Agreements issued in the State of North Dakota. 

 
3. No release language set forth in the Franchise Agreement shall relieve the Franchisor or any 

other person, directly or indirectly, from liability imposed by the laws concerning franchising of 
the State of North Dakota.   

 
4. Item 17(c) of the Franchise Disclosure Document and Section 4.05 of the Franchise 

Agreement (“Conditions to Renewal”) each require the execution of a general release upon 
renewal.  This requirement is deleted from all Franchise Disclosure Documents and Franchise 
Agreements used in the State of North Dakota. 

 
5. Item 17(i) of the Franchise Disclosure Document and Section 18.01 of the Franchise 

Agreement (“Further Obligations and Rights Following the Termination or Expiration of this 
Agreement”) may require franchisees to consent to termination or liquidated damages.  This 
requirement is deleted from all Franchise Disclosure Documents and agreements used in the 
State of North Dakota. 

 
6. Covenants restricting competition in the State of North Dakota, such as those found in Item 

17(r) of the Franchise Disclosure Document, Section 13.01 of the Franchise Agreement (“In-
Term Covenant Not to Compete”) and Section 13.02 of the Franchise Agreement (“Post-Term 
Covenant Not to Compete”), may be subject to Section 9-08-06 of the North Dakota Century 
Code.  Covenants not to compete such as those mentioned above are generally considered 
unenforceable in the State of North Dakota.  

 
7. Item 17(v) of the Franchise Disclosure Document and Section 23.01 of the Franchise 

Agreement (“Court Venue”) each require that the franchisee consent to the jurisdiction of 
courts in California.  This requirement is deleted from all Franchise Disclosure Documents 
and agreements used in the State of North Dakota. 

 
8. Section 23.02 of the Franchise Agreement (“Waiver of Punitive Damages”) requires the 

franchisee to consent to a waiver of punitive damages. This requirement is deleted from all 
Franchise Agreements used in the State of North Dakota. 

 



 

 

10. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of 
(i) waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, franchise 
seller, or other person acting on behalf of the franchisor. This provision supersedes any other 
term of any document executed in connection with the franchise. 

 
11. This Addendum may be executed in counterparts, which together shall constitute one and the 

same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic format 

have the same force and effect as originals. 

 
Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
 
By:          By:         
Name:        Name:       
Title:        Title:      



 

 

 
ADDENDUM TO FRANCHISE AGREEMENT AND FRANCHISE DISCLOSURE DOCUMENT 

FOR RHODE ISLAND FRANCHISEES 
 

In recognition of the requirements of the State of Rhode Island Franchise Investment Act (the “Act”), 
§19-28.1 et seq., the Franchise Disclosure Document submitted by CBD Franchising, Inc. for use in 
the State of Rhode Island is amended as follows: 
 

1. Item 17 u.- Dispute resolution by arbitration or mediation shall comply with §19-28.1-21 of 
the Act - Private civil actions - and be amended to read:  

 
(a.) A person who violates any provision of this Act is liable to the franchisee for damages, 

costs, and attorneys and experts fees.  In the case of a violation of §§ 19-28.1-5, 19-28.1-
8, or 19-28.1-17(1)-(5), the franchisee may also sue for rescission. No person shall be 
liable under this section if the defendant proves that the plaintiff knew the facts concerning 
the violation.   

(b) Every person who directly or indirectly controls a person liable under this section, every 
principal executive officer or director of the liable person, every person occupying a 
similar status or performing similar functions, and every agent or employee of a liable 
person, who materially aids in the act or transaction constituting the violation, is also liable 
jointly and severally with and to the same extent as the person liable under this section, 
unless the agent, employee, officer, or director proves he or she did not know, and in the 
exercise of reasonable care could not have known of the existence of the fact by reason 
of which the liability is alleged to exist. 

 
2.  Item 17 v. - Choice of forum and Item 17 w. - Choice of law shall comply with § 19-28.1-

14 of the Act - Jurisdiction and venue - and be amended to read:  
 

A provision in a franchise agreement restricting jurisdiction or venue to a forum outside this 
state or requiring the application of the laws of another state is void with respect to a claim 
otherwise enforceable under this Act. 
 

3. Any provision in the Franchise Agreement which designates the governing law as that of any 
state other than the State of Rhode Island is deleted from Franchise Agreements issued in 
the State of Rhode Island. 
 

4. Section 19-28.1.-14 of the Rhode Island Franchise Investment Act, as amended by laws of 
1993, provides that "a provision in a franchise agreement restricting jurisdiction or venue to 
a forum outside this state or requiring the application of the laws of another state is void with 
respect to a claim otherwise enforceable under this Act." 
 

5. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of (i) 
waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, franchise 
seller, or other person acting on behalf of the franchisor. This provision supersedes any other 
term of any document executed in connection with the franchise. 
 

6. This Addendum may be executed in counterparts, which together shall constitute one and 

the same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic format 

have the same force and effect as originals. 

[Signature page follows.] 
 



 

 

Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
 
 
By:          By:         
Name:        Name:       
Title:        Title:       



 

 

ADDENDUM TO FRANCHISE AGREEMENT AND FRANCHISE DISCLOSURE DOCUMENT 
FOR VIRGINIA FRANCHISEES 

 
In recognition of the restrictions contained in Section 13.1-564 of the Virginia Retail Franchising 
Act, the Franchise Disclosure Document and the Franchise Agreement for use in the 
Commonwealth of Virginia shall be amended as follows: 
 
1. Additional Disclosure:  The following statements are added to Item 17. h 
 

Pursuant to Section 13.1-564 of the Virginia Retail Franchising Act, it is unlawful for a 
franchisor to cancel a franchise without reasonable cause. If any grounds for default or 
termination stated in the franchise agreement do not constitute “reasonable cause” as that 
term may be defined in the Virginia Retail Franchising Act or the laws of Virginia, that provision 
may not be enforceable. 

 
2. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 

connection with the commencement of the franchise relationship shall have the effect of (i) 
waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, franchise 
seller, or other person acting on behalf of the franchisor. This provision supersedes any other 
term of any document executed in connection with the franchise. 

 
3. This Addendum may be executed in counterparts, which together shall constitute one and the 

same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic format 
have the same force and effect as originals. 

 
 
Date:          Date:       
 
Franchisor:       Franchisee:  
CBD FRANCHISING, INC. 
 
By:          By:         
Name:        Name:       
Title:        Title:      



 

 

 WASHINGTON ADDENDUM TO THE 
FRANCHISE AGREEMENT, FRANCHISE DISCLOSURE DOCUMENT AND                         

RELATED AGREEMENTS 

 
 The provisions of this Addendum form an integral part of, are incorporated into, and modify 
the Franchise Agreement, and all related agreements regardless of anything to the contrary 
contained therein. This Addendum applies if: (a) the offer to sell a franchise is accepted in 
Washington; (b) the purchaser of the franchise is a resident of Washington; and/or (c) the 
franchised business that is the subject of the sale is to be located or operated, wholly or partly, in 
Washington.  
 

1. Conflict of Laws. In the event of a conflict of laws, the provisions of the Washington 
Franchise Investment Protection Act, chapter 19.100 RCW will prevail.  
 

2. Franchisee Bill of Rights. RCW 19.100.180 may supersede provisions in the franchise 
agreement or related agreements concerning your relationship with the franchisor, including 
in the areas of termination and renewal of your franchise. There may also be court decisions 
that supersede the franchise agreement or related agreements concerning your relationship 
with the franchisor. Franchise agreement provisions, including those summarized in Item 17 
of the Franchise Disclosure Document, are subject to state law.  

 
3. Site of Arbitration, Mediation and/or Litigation. In any arbitration or mediation involving 

a franchise purchased in Washington, the arbitration or mediation site will be either in the 
state of Washington, or in a place mutually agreed upon at the time of the arbitration or 
mediation, or as determined by the arbitrator or mediator at the time of arbitration or 
mediation. In addition, if litigation is not precluded by the franchise agreement, a franchisee 
may bring an action or proceeding arising out of or in connection with the sale of franchises, 
or a violation of the Washington Franchise Investment Protection Act, in Washington.  
 

4. General Release. A release or waiver of rights in the franchise agreement or related 
agreements purporting to bind the franchisee to waive compliance with any provision under 
the Washington Franchise Investment Protection Act or any rules or orders thereunder is 
void except when executed pursuant to a negotiated settlement after the agreement is in 
effect and where the parties are represented by independent counsel, in accordance with 
RCW 19.100.220(2). In addition, any such release or waiver executed in connection with a 
renewal or transfer of a franchise is likewise void except as provided for in RCW 
19.100.220(2).  
 

5. Statute of Limitations and Waiver of Jury Trial. Provisions contained in the franchise 
agreement or related agreements that unreasonably restrict or limit the statute of limitations 
period for claims under the Washington Franchise Investment Protection Act, or rights or 
remedies under the Act such as a right to a jury trial, may not be enforceable.  
 

6. Transfer Fees. Transfer fees are collectable only to the extent that they reflect the 
franchisor’s reasonable estimated or actual costs in effecting a transfer.  

 
7. Termination by Franchisee. The franchisee may terminate the franchise agreement under 

any grounds permitted under state law.  



 

 

 
8. Certain Buy-Back Provisions. Provisions in franchise agreements or related agreements 

that permit the franchisor to repurchase the franchisee’s business for any reason during the 
term of the franchise agreement without the franchisee’s consent are unlawful pursuant to 
RCW 19.100.180(2)(j), unless the franchise is terminated for good cause.  

 
9. Fair and Reasonable Pricing. Any provision in the franchise agreement or related 

agreements that requires the franchisee to purchase or rent any product or service for more 
than a fair and reasonable price is unlawful under RCW 19.100.180(2)(d).  
 

10. Waiver of Exemplary & Punitive Damages. RCW 19.100.190 permits franchisees to seek 
treble damages under certain circumstances. Accordingly, provisions contained in the 
franchise agreement or elsewhere requiring franchisees to waive exemplary, punitive, or 
similar damages are void, except when executed pursuant to a negotiated settlement after 
the agreement is in effect and where the parties are represented by independent counsel, 
in accordance with RCW 19.100.220(2).  
 

11. Franchisor’s Business Judgement. Provisions in the franchise agreement or related 
agreements stating that the franchisor may exercise its discretion on the basis of its 
reasonable business judgment may be limited or superseded by RCW 19.100.180(1), which 
requires the parties to deal with each other in good faith.  
 

12. Indemnification. Any provision in the franchise agreement or related agreements requiring 
the franchisee to indemnify, reimburse, defend, or hold harmless the franchisor or other 
parties is hereby modified such that the franchisee has no obligation to indemnify, 
reimburse, defend, or hold harmless the franchisor or any other indemnified party for losses 
or liabilities to the extent that they are caused by the indemnified party’s negligence, willful 
misconduct, strict liability, or fraud.  
 

13. Attorneys’ Fees. If the franchise agreement or related agreements require a franchisee to 
reimburse the franchisor for court costs or expenses, including attorneys’ fees, such 
provision applies only if the franchisor is the prevailing party in any judicial or arbitration 
proceeding.  
 

14. Noncompetition Covenants. Pursuant to RCW 49.62.020, a noncompetition covenant is 
void and unenforceable against an employee, including an employee of a franchisee, unless 
the employee’s earnings from the party seeking enforcement, when annualized, exceed 
$100,000 per year (an amount that will be adjusted annually for inflation). In addition, a 
noncompetition covenant is void and unenforceable against an independent contractor of a 
franchisee under RCW 49.62.030 unless the independent contractor’s earnings from the 
party seeking enforcement, when annualized, exceed $250,000 per year (an amount that 
will be adjusted annually for inflation). As a result, any provision contained in the franchise 
agreement or elsewhere that conflicts with these limitations is void and unenforceable in 
Washington.  
 

15. Nonsolicitation Agreements. RCW 49.62.060 prohibits a franchisor from restricting, 
restraining, or prohibiting a franchisee from (i) soliciting or hiring any employee of a 
franchisee of the same franchisor or (ii) soliciting or hiring any employee of the franchisor. 



 

 

As a result, any such provisions contained in the franchise agreement or elsewhere are void 
and unenforceable in Washington.  
 

16. Acknowledgments. No statement, questionnaire, or acknowledgment signed or agreed to 
by a franchisee in connection with the commencement of the franchise relationship shall 
have the effect of (i) waiving any claims under any applicable state franchise law, including 
fraud in the inducement, or (ii) disclaiming reliance on any statement made by any 
franchisor, franchise seller, or other person acting on behalf of the franchisor. This provision 
supersedes any other term of any document executed in connection with the franchise.  

 
17. Prohibitions on Communicating with Regulators. Any provision in the franchise 

agreement or related agreements that prohibits the franchisee from communicating with or 
complaining to regulators is inconsistent with the express instructions in the Franchise 
Disclosure Document and is unlawful under RCW 19.100.180(2)(h).  
 

18. Advisory Regarding Franchise Brokers. Under the Washington Franchise Investment 
Protection Act, a “franchise broker” is defined as a person that engages in the business of 
the offer or sale of franchises. A franchise broker represents the franchisor and is paid a fee 
for referring prospects to the franchisor and/or selling the franchise. If a franchisee is working 
with a franchise broker, franchisees are advised to carefully evaluate any information 
provided by the franchise broker about a franchise. 

 
This Addendum may be executed in counterparts, which together shall constitute one and the 
same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic format have 
the same force and effect as originals 
 
Date:          Date:       
 
FRANCHISOR:       FRANCHISEE: 
CBD FRANCHISING, INC. 
 
By:          By:         
Name:        Name:       
Title:        Title:       



 

 

ADDENDUM TO FRANCHISE AGREEMENT AND FRANCHISE DISCLOSURE DOCUMENT 
FOR WISCONSIN FRANCHISEES 

 
Notwithstanding anything to the contrary set forth in the Franchise Agreement or the Franchise 
Disclosure Document, the following provisions will supersede and apply: 
 

1. REGISTRATION DOES NOT CONSTITUTE APPROVAL, RECOMMENDATION OR 
ENDORSEMENT BY THE COMMISSIONER OF SECURITIES OF THE STATE OF 
WISCONSIN. 
 

2. The Wisconsin Fair Dealership Act, Wisconsin Statutes, Chapter 135 will apply to and 
govern the provisions of the Franchise Agreement. 

 
3. That Act's requirement, including the requirements that, in certain circumstances, a 

franchisee receives ninety (90) days' notice of termination, cancellation, non-renewal or 
substantial change in competitive circumstances, and sixty (60) days to remedy claimed 
deficiencies, will supersede the requirements of Article 17 of the Franchise Agreement 
(“Default and Termination”) to the extent they may be inconsistent with the Act's 
requirements. 
 

4. No statement, questionnaire, or acknowledgement signed or agreed to by a franchisee in 
connection with the commencement of the franchise relationship shall have the effect of 
(i) waiving any claims under any applicable state franchise law, including fraud in the 
inducement, or (ii) disclaiming reliance on any statement made by any franchisor, 
franchise seller, or other person acting on behalf of the franchisor. This provision 
supersedes any other term of any document executed in connection with the franchise. 

 
5. This Addendum may be executed in counterparts, which together shall constitute one and 

the same instrument. Signatures via DocuSign, .PDF file, facsimile, or other electronic 
format have the same force and effect as originals. 

 
Date:          Date:       
 
FRANCHISOR:       FRANCHISEE: 
CBD FRANCHISING, INC. 
 
 
By:          By:         
Name:        Name:       
Title:        Title:       
 



EXHIBIT M 

CLOSETS BY DESIGN® 

STATE EFFECTIVE DATES PAGE 



 

 

State Effective Dates 
 
The following states have franchise laws that require that the Franchise 

Disclosure Document be registered or filed with the state, or be exempt from 
registration: California, Hawaii, Illinois, Indiana, Maryland, Michigan, Minnesota, 
New York, North Dakota, Rhode Island, South Dakota, Virginia, Washington, and 
Wisconsin. 
 

This document is effective and may be used in the following states, where 
the document is filed, registered or exempt from registration, as of the Effective 
Date stated below: 

 
 

State Effective 
Date California Pending 

Hawaii Pending 
Illinois Pending 
Indiana Pending 
Maryland Pending 
Michigan Pending 
Minnesota Pending 
New York Pending 
North Dakota Pending 
Rhode Island Pending 
South Dakota Pending 
Virginia Pending 
Washington Pending 
Wisconsin Pending 

 
Other states may require registration, filing, or exemption of a franchise 

under other laws, such as those that regulate the offer and sale of business 
opportunities or seller-assisted marketing plans. 
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CLOSETS BY DESIGN® 
      

 
 RECEIPTS 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 



RECEIPT 

This disclosure document summarizes certain provisions of the franchise agreement and other 
information in plain language. Read this disclosure document and all agreements carefully. If CBD 
Franchising, Inc. offers you a franchise, it must provide this disclosure document to you 14 calendar 
days before you sign a binding agreement with, or make a payment to, the franchisor or an affiliate in 
connection with the proposed franchise sale. 

New York requires that we give you this disclosure document at the earlier of the first personal meeting 
or 10 business days before the execution of the franchise or other agreement or the payment of any 
consideration that relates to the franchise relationship. 

Michigan requires that we give you this disclosure document at least 10 business days before the 
execution of any binding franchise or other agreement or the payment of any consideration, whichever 
occurs first. 

If CBD Franchising, Inc. does not deliver this disclosure document on time or if it contains a false or 
misleading statement, or a material omission, a violation of federal law and state law may have occurred 
and should be reported to the Federal Trade Commission, Washington, D.C. 20580.  

We have no franchise brokers. The names, address and telephone number of the franchise sellers for 
this offering are: Jerry Egner, Michael J. Watorski, _______________________ 13272 Garden Grove 
Boulevard, Garden Grove, California 92843; (714) 890-5860.  

Date of Issuance: April 30, 2026.

CBD Franchising, Inc. authorizes the person identified in Exhibit F to receive service of process for it in 
your state. I received a disclosure document dated April 30, 2026, that included the following Exhibits:

“A” Franchise Agreement  
“B” Financial Statements  
“C” List of Franchise Outlets 
“D” List of Terminated Franchises 
“E” Industry Specific Licenses Required 
“F” State Franchise Administrators and Agents for Service of Process 
“G” Confidential Operations Manual Table of Contents 
“H” Asset Purchase Agreement  
“I” Promissory Note 
“J” Wells Fargo Enrollment Agreement 
“K” Statement of Franchisee 
“L” Multi-State Addenda to Franchise Agreement and Franchise Disclosure Schedule 
“M” State Effective Dates Page 
“N” Receipts 

Dated: 
(Do not leave blank) 

If a corporation or other business entity: If an individual: 

(Name of Business Entity) (Signature of Prospective Franchisee) 

(Signature of Primary Contact Owner) (Print Name) 

(Print Name and Title) 

Please date and sign this page, and then keep it for your records 



RECEIPT 

This disclosure document summarizes certain provisions of the franchise agreement and other 
information in plain language. Read this disclosure document and all agreements carefully. If CBD 
Franchising, Inc. offers you a franchise, it must provide this disclosure document to you 14 calendar 
days before you sign a binding agreement with, or make a payment to, the franchisor or an affiliate in 
connection with the proposed franchise sale. 

New York requires that we give you this disclosure document at the earlier of the first personal meeting 
or 10 business days before the execution of the franchise or other agreement or the payment of any 
consideration that relates to the franchise relationship. 

Michigan requires that we give you this disclosure document at least 10 business days before the 
execution of any binding franchise or other agreement or the payment of any consideration, whichever 
occurs first. 

If CBD Franchising, Inc. does not deliver this disclosure document on time or if it contains a false or 
misleading statement, or a material omission, a violation of federal law and state law may have occurred 
and should be reported to the Federal Trade Commission, Washington, D.C. 20580.  

We have no franchise brokers. The names, address and telephone number of the franchise sellers for 
this offering are: Jerry Egner, Michael J. Watorski, _______________________ 13272 Garden Grove 
Boulevard, Garden Grove, California 92843; (714) 890-5860.  

Date of Issuance: April 30, 2026.

CBD Franchising, Inc. authorizes the person identified in Exhibit F to receive service of process for it in 
your state. I received a disclosure document dated April 30, 2026, that included the following Exhibits:

“A” Franchise Agreement  
“B” Financial Statements  
“C” List of Franchise Outlets 
“D” List of Terminated Franchises 
“E” Industry Specific Licenses Required 
“F” State Franchise Administrators and Agents for Service of Process 
“G” Confidential Operations Manual Table of Contents 
“H” Asset Purchase Agreement  
“I” Promissory Note 
“J” Wells Fargo Enrollment Agreement 
“K” Statement of Franchisee 
“L” Multi-State Addenda to Franchise Agreement and Franchise Disclosure Schedule 
“M” State Effective Dates Page 
“N” Receipts 

Dated: 
(Do not leave blank) 

If a corporation or other business entity: If an individual: 

(Name of Business Entity) (Signature of Prospective Franchisee) 

(Signature of Primary Contact Owner) (Print Name) 

(Print Name and Title) 

Please date and sign this page, and then return it to CBD Franchising, Inc., either by email to 
cbdfranchising@closetsbydesign.com, or by mail to 13272 Garden Grove Boulevard, Garden Grove, 
California 92843-2205. 

mailto:cbdfranchising@closetsbydesign.com
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