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To protect you, we've required your franchisor to give you this
information. We haven't checked it and don't know if it's correct.

it should help you make up your mind. Study it carefully. While it
includes some information about your contract, don't rely on it
alone to understand your contract. Read all of your contract
carefully. Buying a franchise is a complicated investment. Take
your time to decide. If possible, show your contract and this
information to an advisor like a lawyer or an accountant. If you find
anything you think may be wrong or anything important that's been
left out, you should let us know about it. It may be against the law,

There may also be laws on franchising in your state. Ask your state
agencies about them.

Federal Trade Commission
Washington, D.C. 20580

Date Issued:

The effective dates of this Offering Circular in the states of
California, Hawaii, lllinois, Indiana, Maryland, Minnesota, New York,
North Dakota, Rhode Island, South Dakota, Virginia, Washington
and Wisconsin are set forth on these states’ respective receipts.

For use in all states and the District of Columbia






1-800-Mattress

FRANCHISE OFFERING CIRCULAR

1-800 MATTRESS CORPORATION
A Delaware Corporation

31-10 48th Avenue

Queens, New York 11101

(718) 472-1200

You will acquire, display, warehouse, sell and deliver bedding products, while we or our affiliates will
process telephone, Internet and catalog orders for you. We offer two types of licenses: (1) a license to
operate a 1-800 MATTRES® Business either independently or as an adjunct to an existing retail
bedding business, and (2) a license to convert your entire retail bedding business to a 1-800
MATTRES® Business.

We will calculate your initial license fee by multiplying the total population within your territory by $0.30.
The initial license fee for a minimum territory with approximately 100,000 people is $30,000. The initial
license fee and all other fees and requirements under the License Agreement are negotiable.

Operating a Mobile Showroom is optional, but if you wish to obtain a Mobile Showroom before your 1-
800 MATTRES® Business opens, you must lease or purchase it from us or our designee. If you lease
the Mobile Showroom, the cost will be $1,500 per month for one year (for a total of $18,000), but we will
transfer title to the Mobile Showroom to you at the end of the year. Or, you can purchase the Mobile
Showroom from us or our designee for $15,000. .

The estimated initial investment is from $273,500 to $466,000 (from $198,500 to $411,000 for a
conversion licensee). These estimates are based on an initial license fee of $30,000 for a minimum
territory with approximately 100,000 people and do not include real property.

We do business under the name “1-800 MATTRES® “.
SPECIAL RISK FACTORS:

1. THE LICENSE AGREEMENT PERMITS YOU TO SUE ONLY IN NEW YORK. OUT OF STATE
LITIGATION MAY FORCE YOU TO ACCEPT A LESS FAVORABLE SETTLEMENT FORDISPUTES.
IT MAY ALSO COST MORE TO SUE IN NEW YORK THAN IN YOUR HOME STATE. YOUR STATE
LAW MAY SUPERSEDE THIS PROVISION AND IT MAY NOT BE ENFORCEABLE IN YOUR STATE.
SEE SPECIAL STATE DISCLOSURES IN THE STATE ADDENDA TO THE OFFERING CIRCULAR
(EXHIBIT 5) AND THE STATE ADDENDA TO THE LICENSE AGREEMENT.

2. THE LICENSE AGREEMENT STATES THAT NEW YORK LAW GOVERNS THE
AGREEMENT. THIS LAW MAY NOT PROVIDE THE SAME PROTECTIONS AND BENEFITS AS
YOUR STATE'S LAW. YOU MAY WANT TO COMPARE THESE LAWS. YOUR STATE LAW MAY
SUPERSEDE THIS PROVISION AND IT MAY NOT BE ENFORCEABLE IN YOUR STATE. SEE
SPECIAL STATE DISCLOSURES IN THE STATE ADDENDA TO THE OFFERING CIRCULAR
(EXHIBIT 5) AND THE STATE ADDENDA TO THE LICENSE AGREEMENT.

3. IF YOUR SALES FOR THE PRECEDING 12 MONTHS DO NOT REACH THE TARGET
AMOUNT BY THE THIRD ANNIVERSARY OF THE OPENING OF YOUR BUSINESS, YOU WILL
CEASE TO OWE ANY UNPAID BALANCE OF THE INITIAL LICENSE FEE AND WE WILL CANCEL
THE PROMISSORY NOTE. HOWEVER, YOU WILL RECEIVE NO REFUND OF THE INITIAL



LICENSE FEE PAYMENTS YOU ALREADY MADE. IN ADDITION, YOU OR WE CAN TERMINATE
THE LICENSE AGREEMENT. SEE ITEMS 5 ANDRI 2 FOR DETAILS.

4. ALTHOUGH OUR CHIEF EXECUTIVE OEFICER FOUNDED THE DIAL-A-MATTRESS®
BEDDING TELEMARKETING SYSTEM IN THE 1§0'S, OUR AFFILIATE, DIAL OPERATING, HAS
OPERATED A DIAL-A-MATTRESS® BEDDING TELEMARKETING BUSINESS SINCE 1983, AND
ANOTHER AFFILIATE, DIAL INTERNATIONAL, HAB OPERATED A DIAL-A-MATTRESS® BEDDING
TELEMARKETING BUSINESS SINCE 1991, WER- 1=800 MATTRESS CORPORATION ~ HAVE
BEEN IN EXISTENCE FOR A SHORT PERIOD Of TIME (SINCE NOVEMBER, 2003) AND HAVE
NOT PREVIOUSLY OFFERED LICENSES OR FRANCHISES. THEREFORE, THERE IS ONLY A
BRIEF OPERATING HISTORY TO ASSIST YOU INJNUDGING WHETHER OR NOT TO MAKE THIS
INVESTMENT.

5. THERE MAY BE OTHER RISKS CONCERNING THIS LICENSE.
SPECIAL RISK FACTORS — NEW YORK:

1. THE FRANCHISOR HAS BEEN IN EXISTEINCE FOR A SHORT PERIOD OF TIME, SINCE
NOVEMBER, 2003. THEREFORE, THERE IS ONIY A BRIEF OPERATING HISTORY TO ASSIST
YOU IN JUDGING WHETHER OR NOT TO MAKERTHIS INVESTMENT.

2. THE FRANCHISEE WILL BE REQUIRED T@® MAKE AN ESTIMATED INITIAL INVESTMENT
RANGING FROM $273,500 TO $466,000 (FROMEE198,500 TO $411,000 FOR A CONVERSION
LICENSEE). THIS AMOUNT EXCEEDS THE FRARCHISOR'S STOCKHOLDER'S EQUITY AS OF
DECEMBER 31, 2003, WHICH IS $158,905.

INFORMATION ABOUT COMPARISONS OF FRANCHISORS AND LICENSORS IS AVAILABLE.
CALL THE STATE ADMINISTRATORS LISTED INJEXHIBIT 3 OR YOUR PUBLIC LIBRARY FOR
SOURCES OF INFORMATION.

REGISTRATION OF THIS LICENSE WITH THE $TATE DOES NOT MEAN THAT THE STATE
RECOMMENDS IT OR HAS VERIFIED THE INFORNJATION IN THIS OFFERING CIRCULAR. IF YOU
LEARN THAT ANYTHING IN THE OFFERING CIRGULAR IS UNTRUE, CONTACT THE FEDERAL
TRADE COMMISSION AND THE STATE ADMINISFRATOR LISTED ON EXHIBIT 3.

The effective dates of this Offering Circular in the states of California, Hawaii, lllinois, Indiana,
Maryland, Minnesota, New York, North Dakota, Rhode Island, South Dakota, Virginia, Washington and
Wisconsin are set forth on these states’ respective g ceipts.,
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ITEM 1
THE LICENSOR, ITS PREDECESSORS AND AFFILIATES

We and Our Affiliates

To simplify the language in this offering circular, “we” and “us” means 1-800 Mattress Corporation, the
licensor. “You" means the individual, corporation or partnership who acquires the license. if the license
will operate through a corporation of partnership, "you" also includes ihe licensee's owners or partners.
Our agent for service of process in the states whose laws require us to name a state agency as agent
for service is shown on Exhibit 4.

We are a Delaware corporation incorporated under the name “1-800-Mattress Corp.” on November 3,
2003. On February 24, 2004, we changed our name to «1.800 Mattress Corporation” to correct a
clerical error. We do business under the name “1-800 MATTRES®". Our principal business address is
31-10 48th Avenue, Queens, New York 11101, and our telephone number is (718)472-1200. We have
no predecessors. :

We have offered licenses since February, 2004. We offer two types of licenses:

) A license to operate a 1-800 MATTRES® Business — either independently or as an adjunct to
your existing retail bedding business — under which you acquire, display, warehouse, sell and
deliver bedding products, while we or our affiliates process telephone, Internet, catalog and
other orders for you, or

. Alicense to do all of the above, plus operate your entire existing retail bedding business under
the A%+"1-800 MATTRES®" name and mark (a conversion license). |

We have not previously conducted a business of the type described in this offering circuiar, but our
affiliate, Dial-A-Mattress International Ltd. ("Dial International"), which was incorporated on February
26, 1991, has sold bedding and related products at retail by means of telemarketing since 1991. Dial
International is a Delaware corporation. Its principal business address is 31-10 48th Avenue, Queens,
New York 11101, and its telephone number is (718) 472-1200. Dial International granted several
franchises of the type offered by this Offering Circular between May, 1992 and March, 1993, but has
not offered franchises since then. In addition, eur-an affiliate, 1-(888) Mattress Franchise Corporation
(*1-(888) Mattress”), which-was-a Delaware _,_gp[p_ggaﬂp_niincorporated on February 10, 1899, offered
franchises of the type offered by this Offering Circular between 1999 and 2001 and granted a franchise
in 1999 which has since been terminated. Having not offered franchises since 2001, 1-(888) Mallress
Franchise. Corp. was_merged. into.Dial | nternational, as of, December_31, 2004..

l-ts—meei‘pa‘l—b'Uﬁiﬂese‘_a’éd{%' i A4 AN AQth Auynnyo Mumenc NowYorek 444101 ~nd ove-telechonre
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Another affiliate, Dial-A-Mattress Operating Corporation ("Dial Operating"}, is @ New York corporation
incorporated on September 20, 1983 under the name “Dial A Mattress Franchise Corporation” which
changed its name to “Dial-A-Mattress Operating Corporation” on December 22.1990. Dial Operating
owns the “DIAL-A-MATTRESS®" marks and operates the DIAL-A-MATTRESS system in the New York
metropolitan area. Dial Operating's principal business address is 31-10 48th Avenue, Queens, New
York 11101, and its telephone number is (718} 472-1200. Dial Operating licenses Dial to use and
license the “DIAL-A-MATTRESS® * and 1-800-MATTRES® marks.

Our affiliates operate an Internet-World Wide Web site — MATTRESS.COM — through which our
licensees will receive Vorders as described in this Offering Circular.

We, Dial Operating, Dial international and 1-(888) Mattress (nqy_v_,_‘_mg[ggd__,wl’g_h__E)jgl_ln;e_mg_t_;ggg]),have |



signed a cross-license agreement granting us a nBn-exclusive license to Dial Operating's and Dial
International's Proprietary Marks (defined in Item ¥ 3), the 1-800 MATTRES® telephone numbers,
business system and know-how, and the right to lidense these rights to others.

International«-aﬁdhkfassym-aﬁfess and Lieersersq
not compete with you in your Territory by fulfilling
MATTRESS®" Telephone Number, our computer n
for the delivery of bedding or reiated products and

ir other affiliates, subsidiaries and designees will
any customer orders placed over your "1-800-
twork "web” site(s) or our catalogs (if any) that call
ccessories in your Territory.

The License

The license offered by this offering circular is for a 1-8
your 1-800 MATTRES® Business independently or,’
"existing retail bedding business") as an adjunct to
conversion license, you will also convert your en

00 MATTRES® Business. You will either operate
you have an existing retail bedding business (an
your existing retail bedding business. Under the
re existing retail bedding business to a 1-800
» references 1o the “License Agreement” in this
Offering Circular refer to both the standard License A8 reement and the conversion License Agreement.

In response to your and our advertising and marke ing, customers will call our 1-800-MATTRES®
telephone number with orders for bedding and rels
through the Internet or through catalogs) for delivery
Customers may also place orders for delivery by yol
related products at your Showrooms or Galleries (de
merchandise displays.

Our Bedd-mg»eeﬁsﬁltaﬁgs;Sfeep Consultants® will:

. Intake, process and finalize telephone orderg
and/or catalog orders) within the parameterg
communicated to us;

and Internet orders (and any other electronic
for inventory, pricing and delivery which you

. Process customers' credit card information;
. Consummate the sales transactions: and,
. Communicate the orders to you,

You will then fulfill the orders from your inventory, delivg ring the products to the customer and installing
them as the customer requests and foliowing our Buidelines. (Qur Beddiﬁg@eﬁs-u#tams?ﬁe@p
Consultants® may be our employees or independ i
contractors of our affiliates or employees of independ@nt third parties with whom we or our affiliates
contract.)

If you are not a conversion licensee and you have an e
your wish, use our mark “1-800 MATTRES®” as a secq dary identifier for your existing retail bedding
business. If you are using "1-800-MATTRES" as a sece dary identifier for your existing retail bedding
business in addition to your other business name(s), hen your advertising and signs on the Stores
operated by the existing retail bedding business must fg

sting retail bedding business, then you may, if



ifyouarea conversion licensee, then you will convert your existing retail bedding business and Stores
to a 1-800-MATTRES® Business. As for non-conversion licensees, your “Stores” are defined as the
retail bedding stores within the Territory which your existing retail bedding business operates, currently
or in the future.

Whichever type of license we grant you, you must open and operate the number of Showrooms of
Superstores in your Territory shown on your Development Schedule (which will be Exhibit — to your
" License Agreement). A “Showroom” is a public facility located within your Territory ata site other than
your existing retail bedding business for the display and sale of mattresses and other bedding-related
products. A “Superstore” is a retail store with at least 10,000 square feet devoted to the sale of
mattresses and other bedding-related products. If it meets our criteria for a Superstore, your existing
retail bedding business Store can count as one of the required Superstores. Your Showrooms or
Superstores must be in the counties or other geographic areas in your Territory shown on youf
Development Schedule. Because neither we or our affiliates have granted any licenses under a form of
License Agreement that requires any Showrooms Of Superstores, we cannot estimate the "typical”
number of Showrooms of Superstores our licensees must open. However, since we require you to
have either one Showroom for each 100,000 persons within your Territory or one Superstore for each
1,000,000 persons within your Territory, the greater the population of the Territory we grant you, the
more Showrooms or Superstores you must open and operate.

We also recommend that you operate one Mobile Showroom for each 100,000 persons within your
Territory, but we do not require you to operate any Mobile Showrcoms. A "Mobile Showroom” is a
specially outfitted bus or truck for the display and sale of bedding and related products and
accessories. You must lease or purchase any Mobile Showrooms you operate from us or our designee.

if you have an existing retail bedding business and you are nota conversion licensee, then instead of
opening and operating any of the required Showrooms or Superstores, you may instead open and
operate a Gallery at one of your Stores. A “Gallery” is a facility on the premises of one of your Stores
for the display and sale of mattresses and other bedding-related products.

If you first obtain our written approval, you may operate one or more "Satellites” in your Territory. There
is no time period within which we must approve or disapprove your proposed Satellite. A "Satellite”
means a location other than your Office, Warehouse, Showroom, Superstore, Mobiie Showroom or
Gallery at which, with our permission, you may engage in some of the business activities contemplated
by the License Agreement. We can prohibit other activities at a Satellite. If you are operating an
Existing Retail Bedding Business, you may not also utilize your Satellite for the Existing Retail Bedding
Business without our written approval.

You may only sell "System Products" from or at your 1-800 MATTRES® Business. The “System
Products” are those bedding and related products and accessories which we designate from suppliers
we designate. These suppliers place the 1-800 MATTRES® label on certain of our designated models
of mattresses, bedding products and accessories.

The Market, Competition and Applicable Laws

The market for your services is the consuming public. The market is extremely competitive. You will
compete primarily with bedding retailers, which generally consist of specialty bedding stores and
chains, furniture stores and department stores. You will also compete with other bedding telemarketers,
internet marketers, catalogs, warehouse clubs, infomercial vendors and direct marketers that sell
bedding and related products and accessories. While the 1-800 MATTRES® System is no longer the
only system selling bedding through telemarketing using "800" telephone numbers and trained Begding
eensm-%aﬁ%s?_sIg,ep,;_(}_ons_ulf(ar_]_is@, we believe that our System was the first to do so. We also have the
advantage of our easy-to-remember toll-free number, “1 -800-MATTRES®".



You must comply with any applicable laws and refulations concerning the removal and disposai of
bedding and related products. In addition, the laws¥ules and regulations which apply to businesses in
general will affect you. Consuit your lawyer about fhem.

Mr. Barragan has been our Chairman of the Board f Directors and Chief Executive Officer since our
incorporation in November, 2003. Mr. Barragan hasf@iso been Chairman of the Board of Directors and
Chief Executive Officer of 1-(888) Mattress since-bey een February, 1999 tan-office-he-continuesto
hotdand the merger of 1-(888) Mattress into Dial Inte ational as of December 31, 2004} and served as
President of 1-(888) Mattress between February, 1909 and October, 2002. In addition, Mr., Barragan
i Board of Directors and Chief Executive Officer of
poration in February, 1991 and September, 1983,
Jof those companies between their incorporation
3-MATTRESS® bedding telemarketing System in

the 1970's.

President and Secreta[y: Luis Barragan

Mr. Barragan has served as our President since our ncorporation in November, 2003. Mr. Barragan
has also served as President of 1-(888) Mattress sinct between November, 2002 and the merger of 1-
(888) Mattress into Dial International as of December®1, 2004 i : served
as one of its Vice Presidents between February, 1999%and October, 2002, and served and continues to
serve as its Secretary since February, 1999, Mr. B
Operating since 1988 and Dial International since
Secretary, offices he continues to hold.

Executive Vice President: Jose R. Vicens

Mr. Vicens has been our Executive Vice President sfhce our incorporation in November, 2003. Mr.
Vicens has also been Executive Vice President of 1 E88) Mattress siree-between November, 2002

Mr. Stern has been our Vice President, Assistant Secretary and General Counsel since our
incorporation in November, 2003. Mr. Stern has-alsp been-served, as Vice President, Assistant
Secretary and General Counsel of 1-(888) Mattress sin —bet\h.reenFebruary, 1999 and the merger of
1-(888) Mattress into Dial International as of Decembr,,3,1‘,‘2004.-e#iees~he—eeﬁﬁﬂues~+e—heid. Mr.
Stern has been Dial Operating’s and Dijal International'§General Counsel since August, 1993, an office
he continues to hold.









American Arbitration Association, AAA File No. 13 114 00685 95 (commenced August 28, 1995).

In re Atiantic & Pacific Mattress Company, Inc.: Atlantic & Pacific Mattress Co., inc. v. Dial-A-Matlress
International Ltd., United States Bankruptcy Court for the District of Maryland, Case No. 96-5-3744.JS,
Adv. Pro. No. 96-5-372 (commenced July, 1996). '

This group of three related actions arose from a dispute petween Dial International and one ofits DIAL-
A-MATTRESS franchisees, Have | Got A Bed For You, Inc. ("HIGABFY"). HIGABFY subsequently
assigned its interest in its franchise agreement to J&W Bedding Operating Corp., which then changed
its name to Atlantic & Pacific Mattress Company, Inc. The franchisee commenced an action in Federal
District Court in Maryland. This action was stayed and referred to arbitration. The franchisee then
commenced an arbitration proceeding before the American Arbitration Association. While this
arbitration proceeding was pending, the franchisee (as well as its assignees and principal) filed a
voluntary petition for reorganization under ihe United States Bankruptcy Code. After that, the parties
reasserted their claims in the context of adversary proceedings under the Bankruptcy Code before the
United States Bankruptcy Court for the District of Maryland.

In all these related actions, the franchisee alleged breach of contract and fraud against Dial
International, and Dial International counterclaimed for breach of contract and fraud against the
franchisee. The parties settied these actions in a global Settlement Agreement filed with and approved
by the Bankruptcy Court on September 30, 1997. Under the settlement, the franchisee paid Dial
international $75,000; the franchisee continued as a DIAL-A-MATTRESS franchisee; the franchisee
agreed to pay additiona! past due telephone charges; and, the parties agreed to make certain
modifications to the their franchise agreement.

ITEM 4
BANKRUPTCY
No person identified in item 1 or 2 of this offering circular has been involved as a debtor in
proceedings under the U.S. Bankruptcy Code which must be disclosed in this ftem.
ITEMS
INITIAL LICENSE FEE
We will calculate your initial license fee by multiplying the total population within your territory by $0.30.
The initial license fee for a minimum territory of approximately 100,000 people is $30,000. We will
determine the total population in your Territory using the latest statistics available at the date of signing
of the License Agreement from the U.S. Census Bureau or the Pinstripe Business Control Atlas (a
reference work for business and marketing) published by Hagstrom, at our option.
The initial license fee will be payable as follows:
. Up to 100% (but at least 10%) when you sign the License Agreement (unless you areé
a Maryland licensee, in which case you need not pay this first installment until the date
your licensed Business commences operations), and
. The balance (if any) over ten years, in 120 equal monthly instaliments, each due and

payable on the first day of each month following your signing of the License Agreement
(or, if you are a Maryland licensee, the first day of each month following the date your



licensed Business commences oper,
must sign an interest-free promisso

ations). When you sign the License Agreement, you
¥ note for the balance (see Exhibit G). See item 10.

vecause the purchaser was an employee of ours.
Pws:year 1: $1,250.00 per month; years 2 and 3:
B vear 5: $1,916.67 per month; and, succeeding
een paid.

The initial license fee and all other fees and requirenfents under the License Agreement are negotiable.
We use the proceeds from Initial License Fees to d gfray a portion of our expenses in connection with
the sale and establishment of franchises,

If, on the third anniversary of the opening of your Buginess (the "Third Anniversary"), your total 1-800-
MATTRES® Telemarketing Sales and 1-800-MATTHES® Showroom/SuperstorefGallery Sales (Store/
Superstore/Showroom Sales for conversion licensegs) for the preceding 12 months are not at least
equal to the product of $3.00 times the population shbwn on Exhibit A to your License Agreement (the
"Target Amount"), then you will cease to owe any ugipaid balance of the Initia) License Fee as of the
Third Anniversary and we will cancel the PromissonfiNote. However, you will receive no refund of the
Initial License Fee payments you already made. In pddition, if your Business does not achieve the
Target Amount by the Third Anniversary, then either, Ou or we can terminate the License Agreement
by complying with the requirements described in em 12. Otherwise, the License Agreement will
remain in effect.

For a minimum territory with a population of 100,000
IMPORTANT NOTE: we-We do not represent or pra

Amount during the 12 months preceding the Third §
Business will achieve any other level of sales at any i

ise that your Business will achieve its Target
nniversary or during any period, or that your

We will not refund any of the Initial License Fee exca
other circumstances:

. If you or your Business Manager fails to succe
person who failed can re-enroll in our next sch
charge. We can terminate the License Agree
the Initial Training Program again. If we termin
50% of the Initial License Fee you paid, canct
balance of the Initial License Fee.

sfully complete our Initial Training Program, the
duled Initial Training Program at no additional
gent if the person fails to successfully complete
gte the License Agreement, then we will refund
| the Promissory note and forgive the unpaid



per month for one year (
at the end of the year sO
Lease/Purchase Agreementin E
designee for $15,000 before you

You pay us no other fees or pa

that you will own the Mobile Sho
xhibit 1). Or, you can pu
begin operating your licensed Business.

for a total of $18,000), but we will transfer titie to the Mobile Showroom to you
wroom from then on (see Mobile Showroom
rchase the Mobile Showroom from us or our

yments for services or goods before your Business opens.

ITEM 6
OTHER FEES
Name of Fee Amount Due Date Remarks
1-800-MATTRES® 12.5% of 1-800- Monthly on the | The 1-800-MATTRES® Fee and all other fees and
Fee MATTRES® Telemarketing | 10th day ofthe | requirements under the License Agreement are
Sales-:, plus 5% of 1-800- next month negotiable, but as of the date of this Offering
MATTRES® Circular, we have not negotiated any lower fees.
Showroom/Superstore/ See definitions in Note 1. The 1-800 MATTRES®
Gallery Sales {or of 1-800- Fee percentages will not change during term of
MATTRES® License Agreement. You must make all payments
Store/Showroom/ through an electronic transfer process — see Note 1.
Superstore Sales for
conversion licensees) for
preceding month
Required Minimum $2,000 per month from one Contribution You must pay 50% of these amounts to us in equal
Expenditure for Local month before scheduled due monthly monthly installments as your System Advertising
Advertising/Syslem opening to one month after | onthe 10th Contribution (see ltem 11), and you must spend the
Advertising opening. During first 6 day of the next | other 50% in equal monthly instaliments on local
Contribution month period starting with month advertising and promotion exclusively for your 1-
second month after 800-MATTRES® Business. See the first three
opening, $0.10 times total paragraphs of Note 1 and Note 2. Formula in Note 2
population of Territory. will not change during term of License Agreement.
Each month after that, 10%
of total 1-800-MATTRES®
Telemarketing Sales and
Showroom/ Superstore/
Gallery Sales (Store/
Superstore/Showroom
Sales for conversion
licensees) for preceding
month, but not less than
1/6th amount required for
first 6 monih period
following opening.
Advertising When cooperative formed: Established by | We may form advertising cooperatives and establish
Cooperative Minimum - 1% of Gross cooperative fees. See item 11. A company owned Business will
Revenues. have a vote if it joins. Percentage may change
Maximum - 2% of Gross within 1%-2% range and may only be more than 2%
Revenues. if the Cooperative changes the maximum under its |
By-Laws.
Mobile Showrooms Mobile Showroom: if See Note 3. Mobile Showrooms are optional but you must

{optional)

leased, $1,500 per month
for one year, but fitle
transferred to you at the
end of the year,; if
purchased, $15,000. See
Note 3.

purchase or lease any Mobile Showrooms from us
or our designee. See Note 3 and ltems 5, 7 and 8.




L

4% above prime rate.

Name of Fee Amount Due Da Remarks
Other Proprietary See Notg 3. You must purchase or lease any proprietary
Products products and services from us or our designee . See
Note 3 and ltems 5,7 and 8,
Initial Training Additional trainee charge: Fee for idi- We train 5 people free — see ltem 11. You must pay
$1,000 per person. tional or the additional trainee charge if you want us to train
Subsequent trainee subsequgnt additional people. All Business Managers appointed
charge: no more than trainees Que later must also pass the Initial Training Program.
$2,000 per person for first before bdgin- You must pay the subsequent trainee charge for
year, then increased by ning of trgin- them. The subsequent trainee charge will be no
CP! - see remarks. You ing; expelises greater than $2,000 per person during the first
pay ail living and transport- | as incurr calendar year during which your Business is in
ation expenses for al| your Operation. This training charge will be increased on
trainees. January 1 of each year by the percentage of
increase in CP| during the preceding 12 months.
On-Going Training Expenses only - see As incurr i hold an annual conference, convention or training
remarks session, your Business Manager must attend. No
training charge, but you pay all living and
transportation expenses.
Supplementai Training | Your proportionate share of | \when we Bil We may provide supplemental training by
our cosls in providing the you, telephone, the Internet or other electranic means.
training. Your cost may
range from $500 to
$10,000, depending on the
nature of the training and
the number of franchisees
trained.
Expenses of Testing Our actual expenses if we When we If you name a supplier for a product or service and
Suppliers You test a product or services request You propose a different supplier, then yOou must
Propose YOU propose; these may follow the procedures described in ltem 8 to obtain
range from $1,000 to our written approval, We have the right to test, at
$5,000, depending on the your expense, the product or service of any supplier
nature and complexity of you propose, whether or not the supplier is then
the testing necessary for approved by us.
the product or service.
Consulting Fee Up to $1,000 per day When we We may offer you consultation services beyond the
{optional). request field support services under Section 8.4 of the |
License Agreement.
Optional Materials and Optional programs - feeg Optional If we offer you the materials or services and you
Services We May not established except for programs - got | agree to purchase them from Us, we can charge you
Offer media buying services. established for them. See Note 4 for examples of these optional
See Note 4. materials and services which we may offer.
Telephone Bills May range from 10 to 25 See Nota 5. You must reimburse us for all calls from your Terri-
cents per minute or more, tory to 1-800-MATTRES® and our other telephone
depending on charges numbers. The estimates for telephone charges may
imposed by telephone be higher than the range shown if telephone
company. See Note 5. companies increase their fees See Note 5.
Software Costs Program included in Initial You must use our proprietary software. We will
License Fee. You pay for initially furnish proprietary software to you at our
updates. The cost of expense. You must purchase any new, upgraded or
updates may range from Substitute proprietary software programs from us or
$100 to $2,500. our designee at the price we or our designee
charges at the time,
Late Charge Maximum law allows, or if When we Late charge on any past due amounts owed to us.
no legal maximum, then request We will not increase charge beyond formula in col-

umn 2 during term of License Agreement. |
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Name of Fee Amount Due Date Remarks
Audit Expenses If you must pay the cost of See Note 6.
the audit, it may range from
$500 to $3,000.See Note 6.
Insurance Estimated annual premium As insurance Premiums set by insurance company. Your pre-

- $5,000- $10,000.

ageni requires

miums depend in part on your claims experience.
Companies may raise premiums by inflation in
insurance industry and any increases in their costs
above inflation {(due to material shortages, natural
disasters, strikes, Acts of God, etc.). See Note 7.

Revenue Commin-
gling/Non-Deposit Fee
{Not applicable to
conversion licensees)

$10,000

Immediately
upon demand
by us

If you are not a conversion licensee and you
commingle any revenues of the licensed Business
with those of your existing retail bedding business or
any other business, or fail to deposit any revenues
of the licensed Business in the separate account
bank account you must maintain, you must pay us
$10,000. If you have done either once, and you
commingle revenues or fait to deposit any revenues
of the licensed Business in the bank account, then
we can terminate the License Agreement. See Item
17.

Securities Registration
Fee

$25,000

Atleast 45
days before
proposed
registration

Equity Interests (defined in Note 7) in the licensee
which require registration under any federal or state
securities law are assignable through a public
offering if you meet requirements and pay Securities
Registration Fee and our expenses. See Note 8.

Extraterritorial Sale See remarks. Within ten See Note 9.

Fees days of your
receipt of
funds

Taxes Promptly when | You must pay us all taxes we pay on account of
due services of goods we furnish to you or fees you pay

us.

Advances When we You must pay us all amounts we advance to third

request parties for you. For example, if you do not pay your

telephone bill on time, we might conceivably pay the
bill for you, but we will have no obligation to do so. If
we advance any amounts for you, then you must
immediately repay us.

Transfer Fee 5% of the Total Sales Price | Before we app- See Item 17.
(as defined in the License rove transfer.
Agreement)

Renewal Fee 10% of the then-current Before we sign | See Item 17,

Initial License Fee {or, if we
are not actively franchising
at the time of renewalt, 10%
of the amount of the latest
Initial License Fee we

charged)

renewal
agreement.
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Name of Fee Amount Due Dafe Remarks

Management Fee The greater of (a) two See renfarks. On the death or disability of your last surviving

(on death or disability) | times the salary paid to the

principal, partner or shareholder, the person’s rights
pass to your "Estate”, which may continue operating
if it provides an acceptable Business Manager (see
'tem 17) . Until Business Manager assumes full-time
control, we can operate your Business (see Item 6),
but we need not do so. If we do 50, we will deduct

individual(s) we assign to
Operate the Business, or
(b} 10% of the Business's
weekly 1-800-MATTRES®
Telemarketing Sales. {See
above and Note 1 for
information concerning 1-
800-MATTRES® Fees and
System Advertising
Contributions.)

expenses and fees from the Business's 1-800-
MATTRES® Telemarketing Sales (defined in Note
1), and a management fee. This management fee
will be in addition to the 1-800-MATTRES® Feeg
and System Advertising Contributions due us. We
will remit any remaining funds to the Estate.

Indemnification

You indemnify us from certain losses and expenses.
See License Agreement.

Attorneys' Fees

See Note 10.

Application of Funds

We can apply your payments to the oldest obligation
due,

1

(2]

our expenses for travel, lodging, meals, and all other

“1-800-MATTRES® Telemarketing Sales”
services) which are the subject of customer o

eans the retail price of all products (and any
gers which our telemarketing, Internet, electronic
and/or catalog marketing facilities receive, fwe process and you fulfill. If you are not a
conversion licensee, "1-800-MATTRES® Shov oom/Superstore/Gallery Sales” means the retail
price of all products {and any services) whichfare the subject of customer orders received by
your 1-800-MATTRES® Showrooms, Super: tores, Galleries and/or Mobile Showrooms or
procured through your or our merchandisefldisplays, and which you fulfill. If you are a
conversion licensee, then "1-800-MATTRESE Store/Showroom/Superstore Sales™ means the
retail price of ail products (and any services) wlich are the subject of customer orders received
by your1-800-MATTRES® Stores, Showroongs, Superstores and/or Mobile Showrooms or
procured through your or our merchandise digplays, and which you fulfill,

Section 5.2 of the License Agreement defines 1-800-MATTRES® Telemarketing Sales” and
“1-800-MATTRES® Showroom/Superstore/G3 lery Sales™in full. Section 5.2 of the Conversion
License Agreement defines “1 -800-MATTRES® Telemarketing Sales” and “1 -800-MATTRES®
Store/Showroom/Superstore Sales” in full,

We can request the financiai institutions Processing customer credit or debit card transactions
for your 1-800-MATTRES® Telemarketing andfor Showroom/Superstore!GaI!ery Sales (or, if
YOUu are a conversion licensee, your Store/Shd
transaction.

Beginning one month before the scheduled opé ning of the Business and continuing for one
month after the opening, you must spend $2,00@per month on local advertising and promotion
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(defined below). After that, you must spend on local advertising and promotion and as your
contribution to the 1-800-MATTRES® System Advertising Fund the following total amounts:
during the first six month period following opening, a total amount equal to $0.10 multiplied by
the total population of your Territory, as we determine from the Pinstripe Business Control Atlas
published by Hagstrom; and each month after that, 10% of your total 1-800-MATTRES®
Telemarketing Sales and Showroom/Superstore/Gallery Sales (StorelShowroomlSuperstore
Sales for conversion licensees) for the preceding month, but not less than an amount equal to
one-sixth of the amount required for the first six month period following opening. You must pay
50% of the above amounts to us in equal monthly installments as your System Advertising
Contribution (see item 11), and you must spend the other 50% in equal monthly installments on
local advertising and promotion (as defined beiow), exclusively for your 1-800-MATTRES®
Business.

For the purposes of these requirements only, “local advertising and promotion” means the local
or regional advertising and promotional activities which we specify in terms of media, format,
content, signage, display of Proprietary Marks and otherwise, or which we approve in advance
(see Item 11). Our specifications for advertising content will be subject to the pricing provisions
described in ltem 11.

You must allocate your required minimum local advertising and promotion expenditures (and
any rebates of System Advertising Contribution that you receive) in all “Areas of Dominant
Influence” (“ADIs") and markets served by your licensed Business on a basis reasonably
acceptable to us.

The operation of one or more of our proprietary Mobile Showrooms is optional, but if you wish
to operate any Mobile Showrooms, you must purchase or lease them from us or our designees
because their design is proprietary.

You must purchase any proprietary bedding products and/or related products and accessories
from us or our designees. Currently, we have no proprietary bedding products, related products
or accessories, but we may add them in the future. {However, your 1-800 MATTRES®
Business may only sell "System Products,” that is, the bedding and related products and
accessories which we designate, from suppliers we designate. These suppliers place the 1-800
MATTRES® label on certain of our designated models of mattresses, bedding products and
accessories. (See llem 8)

We or our designee will sell or lease (as applicable) Mobile Showrooms and any other
proprietary products and services to you at the same price as we or our designee sells them to
licensees who are similarly situated and who buy similar quantities. We and our designee will
be able to change the prices for Mobile Showrooms and any other proprietary products.
However, we do not expect that the prices will increase beyond inflation in the applicable
industry segment unless our or our designee's costs increase due to shortages, catastrophes,
strikes, Acts of God, or other causes beyond our ot its control. We or our designee will be able
to require payment in full for Mobile Showrooms and other products, and estimated shipping
charges when you place an order. ‘

We and our designee will have no responsibility to ship Mobile Showrooms and other
proprietary products to you. We or our desighee will sell you Mobile Showrooms and any other
proprietary products F.0.B. their place of manufacture or other locations that we or our
designee may designate. We or our designee may, but need not, arrange shipment to you for
your convenience. We and our designee will have no responsibility for the selection or actions
of a carrier. You waive any claim against us or our designees related to shipment or the
selection of a carrier. Your only remedy and our and our designee’s only liability for claims
concerning delivered Mobile Showrooms or other products, for delayed delivery or for non-
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(3]

[€]

delivery, will be the purchase price of the Mabi
costs you paid or, if we or our designee
destination. Neither party will be liable f;
damages, whether or not from the party's n

for Mobile Showrooms and any other pror¥i
License Agreement, we and designee will h
other products to you.

If we determine to offer to sell to you any optignai materials and services (directly, or through an
affiliate), and you decide to purchase any ofghem, then You pay us or our affiliate the prices it
sets. We will inform you of these prices & the time of offer or sale, in our Standards or
otherwise (except for media buying services fvhere the fee is described below). All these prices
except for media buying services are subjecht i
offer you any of these materials or services
themn from us. For example, these optional

Forms for your Business.

Quch as advertising programs, displays, direct mail

Materials, promotions, brochures, catalogs, grinted materials, contests, premiums, incentive
prizes, gifts, ad speciaities, posters, billboard and/or other merchandising techniques).

Media buying services — purchasing localimedia time and/or print space and placing
commercials or advertisements. If we offer these services and you decide to use them, then

Direct mail marketing materials and/or the se ce of mailing these materials to the individuals,

groups, entities and other addressees that yo& specify.
Camera-ready advertising for you to use for pEcement in classified telephone directories.

The services of our classified telephone directc
personnel devoted to classified telephone dire

advertising agency and/or the services of our
ctory advertising.

ilgyou for telephone calls we place to telephone
your Territory in connection with your license,
oices from our telephone service providers
rse us for these telephone expenses promptly

We will send you copies of statements or irg
documenting these expenses. You must reimb
after you receive each bill from us,

If we audit your Business, and you understated
the monthly statements you submitted to us b\g2% percent or more for any month or for the
entire period, when compared with your actual § ~800-MATTRES® Telemarketing Sales, then
you must immediately pay us the cost of the udit and the additionai amounts owing, plus
interest at the highest legal rate or, if there is n@maximum legal rate, then 4% percent above
the prime rate of interest as published in The
the audit (or, if The Wall Street Journal is not p§

e 1-800-MATTRES® Telemarketing Sales on



(7]

(8]

charged by Citibank, N.A. in New York City on that date). Otherwise we must pay the cost of
the audit. If you understated your 1-800-MATTRES® Telemarketing Sales by 8% or more for
any month or for the entire period, We can terminate the License Agreement and you must pay
the amount due, plus interest and the cost of the audit. If you understated your 1-800-
MATTRES® Telemarketing Sales by less than 2% percent for any month or for the entire
period, you must immediately pay us the amount due, plus interest, butwe will pay the cost of
the audit. The percentages described in this footnote are fixed and will not change during the
term of the License Agreement.

You must maintain the following insurance for your Business:

1. Broad form comprehensive general liability coverage, broad form contractual liability,
property damage and personal injury coverage (including products liability and
completed operations coverage) of at least $10,000,000 aggregate. This insurance may
not have a deductible or self-insured retention of more than $5,000.

2. Fire and Hazard "All Risk" Insurance on your Office, Warehouse, any Showrooms, any
Superstores, any Galleries, any Satellites and your property in an amount adequate to
replace them and allimprovements to them in the event of an insured loss (except that
if any of these facilities is' leased, only your improvements need be insured).

3. Business Interruption insurance in sufficient amounts to cover the rental of the Office
and Warehouse, delivery vehicles, any Showrooms, Superstore, Galleries and
Satellites, the Mobile Showrooms (if leased), your Stores (if you are a conversion
licensee), previous profit margins, maintenance of competent personnel and other fixed
expenses (including insurance against rental orincome loss during a period of repair or
restoration of at least oné year).

4. Motor vehicle liability coverage, including coverage of owned, non-owned and hired
vehicles, on all delivery vehicles, Mobile Showrooms or other vehicles used in the
operation of the Business with coverage of at least $10,000,000 combined single limit.

5. Worker's Compensation and Employer's Liability Insurance (in statutory amounts),
Unemployment Insurance and State Disability Insurance (as governing law requires),
for your employees.

We can change the required insurance coverages and amounts. If you fail to purchase the
required insurance, we can obtain the insurance for you, but we have no duty do so. If we
obtain insurance for you, you must pay the premiums or reimburse us for them.

If you are an entity, Equity Interests (as defined below) in you which require registration under
any federal or state securities law are assignable through a public offering, so long as: (a) at
least 45 days before the proposed registration, you submit a request for our consent
accompanied by a non-refundable Securities Registration Fee of $25,000; (b) you reimburse us
for any expenses in excess of the Securities Registration Fee incurred in connection with the
review of the materials concerning the proposed registration, including our attorneys' fees and
travel expenses; (c) you submit to us for review the materials concerning the proposed
registration at least 20 days before submission or dissemination of the materials; and, (d) we
have the right to approve any description in the registration materials of the License Agreement
or of your relationship with us, or any use of the Proprietary Marks.

Publicly-traded Equity Interests (defined below) may be assigned without our consent if the

assignment is exempt from registration under federal securities laws and ifimmediately before
and after the assignment, the assignor and assignee respectively each own less than 25% of
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[10]

the Equity Interests in you.

indirect beneficial interest in you: any stock,
membership or partnership interest in you; @r, any stock, membership or partnership interest in
' of stockholder of you, A “publicly-traded Equity
securities exchange or quoted in any publication or
electronic reporting service maintained by the National Assaciation of Securities Dealers, Inc. or
any of its successors. In case of any displke in computing changes of Equity Interests, our
judgment will be finai.

The following definitions apply to this footnce:

"Extraterritorial Sale" means any sale you
accessories or related services where the dg!

ake of bedding or bedding-related products or
ivery location is outside your Territory.

“Occupied Territory” means any territory in
MATTRES® Business.

"Occupied Territory Business” means any licensed or company-owned 1-800 MATTRES®
Business in an Occupied Territory.

ich there is a licensed or company-owned 1-800

An “Extraterritorial Showroom Order" means any customer order you procure for an
Extraterritorial Sale contemplating deliveny in another Occupied Territory as a direct
consequence of a visit of the Customer to yo#ir Showroom, Mobile Showroom, Superstore or
Gallery, or, if you are a conversion licensee, o your Store or Superstore.

Ker” is an order for delivery in your Territory
igensee that maintains a call center for the receipt

center.

"Extraterritorial Order Revenues" means the retail price of all products (and any services) which
are the subject of an Extraterritorial Order offan Extraterritorial Licensee Call Center Order

If you fulfill an Extraterritorial Showroom Order for delivery in your Territory which an Occupied
Territory Business procured, you must pay
Extraterritorial Order Revenues you receive. If &
for delivery in the Territory of an Occupied TE rritory Business, but the Occupied Territory
Business does not want to or cannot fulfill the

If we become a partytoa proceeding concerning an agreement between us and you, and we
win, or if we become a party to litigation or insoly! ENCy proceedings regarding your license, then



Agreement for your default, you must pay u

reasonable attorneys' and experts’ fees.

s all our expenses from your default, including

ITEM 7
INITIAL INVESTMENT
AMOUNT TO
CATEGORY OF METHOD OF | WHEN WHOM
INVESTMENT Conversion PAYMENT DUE PAID
Licensee Licensee
Initial License Fee — See Note 1. $30,000 $30,000 Instaliments See Note 1 Us
Fee shown is for a minimum territory with {minimum) {minimum}
approximately 100,000 people.
Real Property
See Note 2
Construction/teasehold Improvermnents 0 - 0 - See Note 2 As seller Seller
See Note 2 $50,000 $25,000 or landlord or landlord
requires
Office Equipment & Supplies, Decor, 0 - 0 - As seller As seller Seller
Fixtures & Furnishings - See Note 2 $10,000 $10,000 requires requires
One Showroom - Construction/Leasehold 0- 0 - As sellers As sellers Sellers or landlord
improvements; Cffice Equipment & $25,000 $25,000 or landlord or landlord
Supplies; Decor, Fixtures & Furnishings (not requires requires
including real property) — See Note 2.
One Superstore - Construction/Leasehold 0- 0- As sellers As sellers Sellers or iandlord
Improvements; Office Equipment & $50.000 $50,000 or landlord or landlord
Supplies; Decor, Fixtures & Furnishings {not requires requires
including real property) — See Note 2.
One Mobile Showroom - See Note 3 $4,500 (3 $4,500 (3 Monthly, if Monthly, if Us
{optional) months= rent) - months= rent) - leased; lump leased; before
£15.000 $15,000 sum, if opening, if
{purchase} (purchase} purchased purchased
Opening inventory $100,000 $100,000 As sellers As sellers Our Designated
See Note 4 require require Sellers
Computer Hardware and Software $5,000 £5,000 As seller As seller Seller
See Note 5 requires requires
Delivery Vehicles 0 - o - As seller or As seller or Seller or lessor
See Note 6 $15,000 $15,000 lessor requires lessor requires
Signs $10,000 $10,000 As seller As seller Seller
See Note 7 requires requires
Organizational Expense $10,000 $10,000 As you agree As you agree Accountant/
See Note 8 with accountant | with accountant Attorney
or attorney or attorney
Permits and Licenses 0- 0- As agency As agency Agency
See Note 9 $2,000 $2,000 requires requires
insurance $5,000- $5,000- As agent Before opening Agent
See Note 10 $10,000 $10.,000 requires
Transponiationflodging during fraining $5,000 $5,000 As airline. hotel, | As airline, hotel, Airline, hotel,
See Note 11 restaurants restaurants restaurants require
require require
Grand Opening Advertising $4.000 $4,000
See Note 12
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AMOUNT TO
CATEGORY OF METHOD OF | WHEN WHOM
INVESTMENT Convegsion PAYMENT DUE PAID
Licenses Licenspe
Required Advertising for 3 months $25,000- $25,00 As sellers As sellers Sellers
See Note 13 $50,000 $50,008; require require
Additional Funds for 3 months $75,000 0 - As expenses Payroli weekly, Employees,
See Note 14 $35,004 oceur other purchases sellers
as agreed
Totals (Based on initial license fee for $273,500- $198,50D-
minimum territory with approximately $466,000 $411,000
100,000 people. Tota! does not include real
Property)
See Note 15
NOTH
[1] We will calculate your initial license fee by mu tiplying the total population within your territory by

(2]

$0.30. The initial license fee will be payable g follows: (a) up to 100% (but no less than 10%)
when you sign the License Agreement, and ( ) the baiance (if any), with interest, in 120 equal
monthly installments. The initial license fee Bnd all other fees and requirements under the
License Agreement are negotiable. See ltem$ 5 and 10.

You must maintain an Office and Warehousé! If you already have an existing retail bedding
business, it is unlikely that you will need any gdditional Office or Warehouse; you will already
have enough office supplies and equipmen decor, fixtures and furnishings; and, you will
probably need to provide no additional securif deposits for utilities or rent.

If you do not already have an existing retaiflbedding business, you may already have an
appropriate Office and/or Warehouse. If not, yd
a suitable building for an Office and at least|§
Warehouse. Since real estate values vary
accurately estimate your rent, but monthly r
$1,000 or more per month for an Office and frg
month for a Warehouse. To estimate the rentailf
the above square footage requirements to the
Territory where there are suitabie buildings.

If you do not already have an existing retailfbedding business, and you do not have an
appropriate Office and/or Warehouse, your cosk of construction or leasehold improvement for
your Office and/or Warehouse may be mingnal. The cost of construction or leasehold
improvements will vary depending on your con ruction and renovation costs and how many of
those costs the landlord will pay (if any). If youldo not already have an existing retail bedding
business, you will need to acquire equipment agd supplies, decor, fixtures and furnishings for
your Office. The amount estimated includes offige decor, fixtures and furnishings, desks, chairs,
copying machine, typewriter, file cabinets, tglephone system, waste baskets and other
equipment and supplies.

You must open and operate the number of Shogrooms or Superstores in your Territory shown
on your Development Schedule (you may openfone or more Galleries at your existing Stores
instead, uniess you are a conversion licensee). Wou must have either one Showroom for each
rstore for each 1,000,000 persons within your



(3]

(4]

5]

(6]

(7]

(8]
(9]

[10]

1

related products. The minimum size for a Showroom is approximately 2,000 square feet. A
“Superstore” is a retail store with at least 10,000 square feet devoted to the sale of mattresses
and other bedding-related products. I it meets our criteria for a Superstore, your existing retail
bedding business Store can count as one of the required Superstores. Since real estate values
vary dramatically from region to region, we cannot accurately estimate your rent for Showrooms
or Superstores. Expenses for your construction, leasehold improvements, decor, fixtures and
furnishings for a Showroom or Superstore will also vary widely depending on your aréa and the
condition of the space you lease. See chart above.

If you do already have an existing retail bedding business, you are not a conversion licensee
and you use space in one of your Stores for a Gallery instead of opening a Showroom of
Superstore, your expenses should be much less, since you will have to pay no additional rent —
we estimate that the cost of remodeling, decor, fixtures and furnishings for a Gallery may range
from $5,000 to $15,000.

If you first obtain our written approval, you may operate one or more Satellites in your Territory
(see Items 1 and 12). Your operation of Satellites is completely voluntary so long as we first
approve each Satellite in writing. Since Satellites may vary widely in their functions and size, it
is impossible to estimate their cost.

Operating a Mobile Showroom is optional. If you lease a Mobile Showroom, the cost for each
will be $1,500 per month for one year, but we will transfer title to the Mobile Showroom to you at
the end of the year so that you will own the Mobile Showroom from then on (see Mobile
Showroom Lease/Purchase Agreement in Exhibit 1 ). if you purchase a Mobile Showroom from
us or our designee, the cost is $1 5,000 apiece.

We will designate the opening inventory of bedding and related products and accessories you
must purchase. You must purchase the opening inventory of System Products we designate
from suppliers we designate before you open the licensed Business.

Before you open, you must install the required computer hardware and software. See ltems 8
and 11.

You must already possess or purchase or jease the number and type of delivery vehicles that
you reasonably determine is required to adequately fulfill your obligations under the License
Agreement. You may also engage a third-party independent contractor to provide delivery
services if the contractor meets requirements. See ltem 8.

Depending on location, type and size of sign. Your existing retail bedding business {if any) and
the Office, Warehouse, delivery vehicles, and any Showrooms, Superstores, Mobile
Showrooms, Galleries, Sateliites or Stores used by your licensed Business or the existing retail
bedding business (if any) must bear signs conforming to our sign specifications as to type,
color, size, design and location. We must approve all signs mustbe-appreved-in writing before
installation or display.

Actual costs dependent on work done by accountant and attorney, and standard regional rates.

You may not need no-any additional permits or licenses to operate your Business. if you do, it
will be as states and localities require.

Annual premium for required insurance coverage — see item 6.

Travel expenses depend on where your home base is located, whether you and your trainees
can commute by car to our training base, and the number of people you wish to receive Initial
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Training. Lodging and food expenses depeRd on number of People being trained. You pay all
these expenses.

[12]  You must spend $2,000 per month from die month before the scheduled opening of your
Business to one month after the opening offyour Business on grand opening advertising and
promotion

[13]  During the first six months following the opeRing of your Business you must spend 0.5% of the

(141 The estimate of additional funds for the initig

how much you follow our methods and procg
business acumen; the relative effectiveness §f your staff; local economic conditions: the local
market for bedding-related products and senfces; the prevailing wage rate: competition; and,
the sales of bedding-related products in youfarea during the initial period.

(18]  We and our affiliates do notfinance your initia investment, in compiling these estimates we rely
On our management and affiliates’ years of ekperience in operating and franchising bedding
telemarketing businesses. You should reviewgthese figures carefully with a business advisor
before making any decision to purchase the | ense,

of mattresses, bedding products and accessories.

Operation of a Mobile Showroom is optional, but yo§ must purchase or lease (as applicable) any
Mobile Showroom from us or our designees, and if you do so, we will derive income from your
purchases or leases of the Mobile Showroom. You my 8t also purchase from us or our designees any
i ccessories. Currently, the Mobile Showrooms
e only approved suppliers, Currently, we have



We may designate the opening inventory of bedding and bedding-related products you must purchase
before opening (see items 5 and 7). You must then maintain the amount and nature of inventories of all
1-800 MATTRES® System products we specify (in our Standards or otherwise). We may vary our
inventory specifications pericdically and from licensee to licensee.

We may, if we choose, enter into agreements with vendors of bedding or bedding-related products or
accessories, permitting us 10 make bulk purchases of products on behalf of licensees or allowing
licensees to purchase products at the same price as we do. If we enter into a purchasing agreement of
this type, we will offer you the opportunity to participate in the purchases or to enter into arrangements
with the vendor to enable you to obtain the benefits of the agreement. We have no obligation to
negotiate any of these arrangements and make no representation that we will negotiate any of these
arrangements.

We do not expect the prices you pay for purchases from third party suppliers to increase beyond
inflation in the applicable industry segment unless the supplier's costs increase due to shortages,
catastrophes, strikes, Acts of God, or other causes beyond its control. There are no purchasing or
distribution cooperatives. We provide you with no material benefits (such as renewal or granting
additional licenses) based on your use of designated or approved sources. We and our affiliates
receive no payments from any supplier because of licensee purchases, nor do we or our affiliates
receive any special discount on purchases from any supplier for ourselves because of licensee
purchases.

We do not maintain written criteria for approving bedding manufacturers or other suppliérs, and thus
these criteria are not available to you or your proposed supplier. if youname a supplier for a product or
service and you propose a different supplier, then to obtain our written approvat:

1. You must submit a written request to us for approval of the supplier.
2. The supplier must meet our specifications to our reasonable satisfaction.
3. The supplier must demonstrate to our reasonable satisfaction that it is in good standing in the

business community for financial soundness and reliability of its product or service.

We have the right to test, at your expense, the product or service of any supplier you propose, whether
or not the supplieris then approved by us. We will give you notice of our approval or disapproval within
a reasonable time, generally within 60 days at the latest, and often sooner — the time involved depends
on the type of product or service you propose, the kind of testing, if any, thatis necessary forus to
evaluate the product or service, and the speed of your proposed supplier's response with our inquiries.
If we revoke approval of any supplier, we will give you written notice (in our Standards or otherwise).

We may suggest that you sell one or more categories or items of non-bedding -related merchandise
(the “Optional Merchandise”) — for example, big screen television sets or home exercise equipment. it
will be up to you whether to sell the Optional Merchandise in question. If you agree sell the Optional
Merchandise from your licensed 1-800 MATTRES® Business, then these sales will be subject to a
royalty to be agreed upon by Licensor and Licensee.

You, must main_tainjhe,,inte_rio_r__alnd_,exterio,r,_o_{_ail,yo_u ri :S_O,Q;,MAT_T_BES,*@_facilit_ies,___and_keep,_g nd
maintain_their. .equipment..__fur.nii__ur.e_,g_de.oor.a‘t._i__ng,As_.'tgns__..ar:@_d_,_.appur.te_nan_ces__in,...t..h.ev..h.igheSt_..degre..e;p,f
cleanliness, maintenance, condition. _anq___re_pair,.,,,_H,Qw_ey_e_r,,_,ypu,___yy_iH‘_:no,t__,_,be _required to_expend any.
amquntﬂof.money,whichis‘unt:ea.s_onabiy.exce_ssive,.tov90.mply._w.i_tb..thesg,ﬁeq.uir.e.ments_-_._W_e:and__.our
affiliates do_not provide. maint,.e__nan.qe-ggr.ep_ai,r.,seryices,or.,pr,_qd.uc_ts.fYou.,..w"Luse.ﬁ.and. pay, suppliers
unaffiliated with us that you select. The.costs .of__m_aintenance_and_rep_air, v_ary,___wideiy,gep_ending onthe

number,_size a n._d..loc.ati_on,_,of..mu.c..fa.ci_lities.,a_ﬁd.,the_,local.ﬁcqsts_m,,ygu r area. We_estimate that your
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maintenance and fepair costs can vary. from $3,01 0.t0 $25,000 per year.

You must upgrade your facilities and equipment a a_condition to renewal. We cannot estimate these
future costs at this time but they will be reasonalfle. We assume that we_and our affiliates will not
provide any of these services and products and thak you will use and pay.suppliers unaffiliated with us.

We estimate that the required purchases describe above are 54% to 64% of the cost to establish a
licensed Business and approximately 50% of on-geing operating expenses.

ITEM 9
LICENSEE'S OBLIGATIONS
THIS TABLE LISTS YOUR PRINCIPAL OBLIGATIONS UNDER THE LICENSE AND OTHER

AGREEMENTS. T WiLL HELP YOU FIND MORE DETAILED INFORMATION ABOUT YOUR
OBLIGATIONS IN THESE AGREEMENTS AND IN THERITEMS OF THIS OFFERING CIRCULAR.

Article or Section in ltem in
Obligation License Agreement _ Oﬁtiriﬂg_(:irculaL
a. Site selection and acquisition/lease Article 7
b. Pre-opening purchases/leases Sections 6.2 (C), 98,99 | ltems®6, 8 and 11
c._Site development and other pre-opening requirements | Sections 7.5, 9.8, 9.10 Item 7
d. Initial and ongoing training Section 8.2, 8.3 Item 11
€. Opening Section 9.1 lterm 11
f. Fees Article 5, Sections 10.1, ltems 5, 6
15.2 (8), 16.4 (A) (13)
g. Compliance with standards and policies/Operating Standarls Sections 8.1, 9.2, 9.3 ltems 8, 11, 15 and
. (and throughout 16
Agreement)
h. Trademarks and proprietary information Articles 6 and 13 Items 13, 14
i. Restrictions on products/services offered Sections 3.3, 3.4, 3.5, Item 16
9.8,9.16
j. Warranty and customer service requirements Section 8.8, 9.9, 9.16 itemn 16
k. Territorial development and sales quotas Article 3, Sections 7.1, item 12
7.4,9.16
I. _Ongoing product/service purchases Section 9.8 ltems 6, 8
m. Maintenance, appearance and remodeling requirements Section 9.5 ltem 11
n. Insurance Articte 12 Item 6
0. Advertising Article 11, Section 6.2 (B) { item 11
. Indemnification Section 9.15, 16.4 (D) item 6
. Owner's participation/manaqementistafﬁng Section 9.6 item 15
r._Records and reports Article 10 item 6
[ s. Inspections and audits Section 9.17, 10.4 ltem 6 ]
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r Article or Section in Item in
Obligation License Agreement .Offering Circular

a. Site selection and acquisition/lease Article 7

t. Transfer Article 16 tem 17
u. Renewal Article 15, Section 4.2 ltem 17
v. Post-termination obligations Article 19 ltem 17
w. Non-competition covenants Aricle 14 ltem 17
x. Dispute resolution Articles 21, 22, 24, 25, tem 17

26, Section 14.3

ITEM 10
FINANCING
The initial licensee fee will be payable as follows:

. Up to 100% {but at least 10%) when you sign the License Agreemént, and

. The balance (if any), in 120 equal monthly instaliments, each due and payable on the first day
of each month following your signing of the License Agreement. The terms will be governed by
the Promissory Note attached to the License Agreement as Exhibit G, which you must sign
when you sign the License Agreement.

There will be no interest charge under the Promissory Note. You can prepay the note without penalty at
any time. If you do not pay on time, we can call the loan and demand immediate payment of the full
outstanding balance and obtain all costs of collection, court costs and attorney’s fees. The only security
we require is that your principals and/or owners sign a personal Guarantee (Exhibit D to the License
Agreement) if you are an entity. If you default on the Promissory Note, we can terminate the License
Agreement and we can call the loan and demand immediate payment of the full outstanding balance
and obtain all costs of collection, court costs and attorney's fees. In addition, if you do not make any
Initial License Fee payments on time, we can remove or suspend you from the 1-800 MATTRES®
Marketing System immediately upon notice to you (see ltem 11).

If, on the third anniversary of the opening of your Business (the "Third Anniversary"), your total 1-800-
MATTRES® Telemarketing Sales and 1-800-MATTRES® Showroom/ Superstore /Gallery Sales
(Store/ Superstore/Showroom Sales for conversion licensees) for the preceding 12 months are not at
jeast equal to the product of $3.00 times the population shown on Exhibit A to your License Agreement
(the "Target Amount”), then you will cease to owe any unpaid balance of the Initial License Fee as of
the Third Anniversary and we will cancel the Promissory Note. However, you will receive no refund of
the Initial License Fee payments you already made. In addition, if your Business does not achieve the
Target Amount by the Third Anniversary, then either you or we can terminate the License Agreement
by complying with the requirements described in ltem 12. Otherwise, the License Agreement will
remain in effect.

We do not represent or promise that your Business will achieve its Target Amount during the 12
months preceding the Third Anniversary or during any period, or that your Business will achieve any
other level of sales at any time. See ltems 5 and 19.

Operating a Mobile Showroom is optional, but if you wish to do so you must lease or purchase the
Mobile Showroom from us or our designee. If you lease the Mobile Showroom, the cost will be $1,500
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Mobile Showroom from us or our designee for %
Agreement is in Exhibit 1 of this Offering Circular.

lease or obligation. wWe and our affiliates have no gast practice or future intent of selling, assigning or l
discounting licensees' financing arrangements to a. ird party. We and our affiliates do not receive any
direct or indirect payments from any person for the placement of financing.

LICENSOR'S OBLIGATIONS
Except as listed below, we need not provide an
Agreement” in this ltem apply to both the standard
Agreement).

assistance to you (references to the “License
icense Agreement and the conversion License

Before your Business opens, we will;

sites for your offices, warehouses or other facilities. I
or Warehouse, then we will terminate the License Ag
License Fee you have paid, and forgive you of the offi
existing retail bedding business, it is unlikely that yg
Space beyond that you already have for your existingliretail bedding business, which you will also use
for your Business. We consider the following factogs in approving sites: the general location and
neighborhood; the availability of locations and necesgsary zoning; and, expected overhead.

if you do not have existing office or warehouse spaceg
cannotagree on a site for your Office or Warehouse w
Agreement, then we will terminate the License Agree

Territory; the market potential and estimated volum
neighborhood; traffic patterns; co-tenant attractivenegs; size of the space; the suitability, age and
condition of the building in which the proposed Office ®r Warehouse is situated; ingress and egress..
the availability of locations and necessary zoning; ang expected overhead.

There is no time period within which we must approve)
propose in addition to those you must open.

(2) Approve or disapprove the leases for the Officd

we receive them. If we fail to communicate our apgy

{3) Approve or disapprove all signs, posters and d
(License Agreement, Section 6.2 (C)

plays in writing before installation or dispiay.

(4) Lend you a copy of the confidential standards (tke "Standards"). You must strictly comply with
the Standards in operating your Business. We can chalge the Standards, and you must comply with
these changes when you receive them, but they will npt materially alter your rights and obligations
under the License Agreement, (License Agreement, Segtion 8. 1) You will have the opportunity to view
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the Standards before signing the License Agreement.

(5) Offer you the opportunity to participate in purchases or to make arrangements with vendors, if
we enter into any agreements with bedding product vendors which permit us to make bulk purchases
for its licensees, or which allow its licensees to purchase bedding products at the same price as we do.
See ltem 8. (License Agreement, Section 9.8 (C))

(6) Lease or sell you (or have our designee lease or sell you) Mobile Showrooms and sell you (or
have our designee sell you) any other proprietary products. See below in this Item 11, and ltems 6, 8
and 10. (License Agreement, Section 9.8 (A), Mobile Showroom Lease Purchase Agreement)

(7) Approve or disapprove any advertising, direct mail, identification and promotional materials and
programs you propose and your proposed advertising methods and media within 10 business days of
receipt. If we do not respond in 10 business days, the material is approved. (License Agreement,
Section 11.2)

(8) Periodically, either establish maximum prices above which your Business may not sell, or
suggest prices. We will not, however, establish or advertise any minimum prices below which you may
not sell products or services. (License Agreement, Section 8.11)

Training

We conduct the Initial Training Program as frequently as needed atour headquarters in Queens, New
York, as follows: ‘

WHEN CONDUCTED SUBJECT HOURS OF CLASSROOM
TRAINING
Days 1-3 Mattress Brand A 3.5 per day
Mattress Brand B 3.5 per day -
Days 4-6 Mattress Brand € 3.5 per day
Mattress Brand D 3.5 per day
Day 7 \n-house Brand i
Other Brand Matiresses 4
Mattress Brand E 2
Day 8 Frames 3
Mattress Brand E 3
L Day 9 Mattress Brand E 3
‘ Upgrade Frames 2
Other Products 2
Day 10 Factory Tour All day
Days 11-13 Cross Training 2 per day
Sales 3 per day
Customer Service 2 per day
Day 14 Mattress Pads, Pillows 2
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WHEN CONDUCTED SUBJECT HOURS OF CLASSROOM
TRAINING
Sales 3
Customer Service 2
Day 15 Foam Mattresses, Air Mattres 2
Sales 3
Customer Service 2
Days 16-20 Computer Training 3 per day
Call Center Policies and Procgdures 3 per day
Customer Service 1 per day
Days 21-23 Upscale Mattress, Mattress B and F 2 per day
Review and Questions 5 per day ]
Days 24-25 Nationai Advertising 5 per day
Marketing 2 per day
Day 26 Regional Advertising 5
Meeting Company 2
Day 27 Regional Advertising 5

The Initial License Fee includes the cost of the Initi
Manager, who must attend the training, and for a totalpf five People (including you and your Business
Manager). If you want us to train additional people, you must pay the additional trainee charge of
$1,000 per person. All Business Managers appointed |
You must pay the subsequent trainee charge for théd
greater than $2,000 per person during the first calf
operation. This training charge will be increased on
increase in CPI during the preceding 12 months. You
lodging and other living expenses for al| your traineesy

| Training Program for you and your Business

who failed can re-enroll in our next scheduled Initial Trni
terminate the License Agreement if the person faiig;
Program again. if we terminate the License Agreemen
Fee you paid.

We will pay no compensation for any incidental services
determine the length and subject-matter of our training
individuals from any number of Businesses at the samy

your trainees perform during training. We can
pregrams, and we can train any number of
time. (License Agreement, Section 8.2)

We may conduct conferences, conventions or trainingy sessions. We will determine the duration,
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curriculum and location of these. Your Business Manager must attend each conference, convention of
training session. You pay all related expenses of trainees, for example transportation costs, meals,
lodging and living expenses. (License Agreement, Section 8.3)

We may also provide supplemental training by telephone, the Internet or other electronic means. ifwe
do, the persons we designate must participate and you must pay your proportionate share of our costs
in providing the training. (License Agreement, Section 8.3)

During the operation of the licensed business, we will:

(1) Provide you with telemarketing services (directly, or through our affiliates) maintain our
www.mattress.com Web site and procure customer orders through the Internet/World Wide Web. We or
our affiliates may also procure customer orders by various other electronic means or through customer
catalogs distributed nationally, regionally or locally. We and our affiliates have no obligation to engage
in affirmative telemarketing (for example, by placing *cold" sales calls to customers). (License
Agreement, Section 8.6) Our Bedding-Gonsultanis? S!eep;__@o_ng,u]tants@ will intake, process and finalize
these customer orders; process customers' credit card information; consummate the sales
iransactions, and, communicate the orders to you for fulfilment. We will make our Bedding
e—eﬂeukaﬂis?steg;_)‘,_‘_c_g_n,sg__l_ta_n_ts@ available to receive and process customer communications, and to
intake and finalize customer orders, for 24 hours per day every day of the year. We will provide
sufficient W S,l_ggp,,_‘,___pg__[_;s_gl__t_gnt,s_@ to process the volume of communications,
inquiries and orders coming from your Territory. OQur Bedding-Censultants? §l_eep_,‘__go,r__)__gr_guqnjs(@ can
serve any number of 1-800-MATTRES® Businesses {(including Company-owned and ficensed
Businesses) at the same time and non-exclusively. We will train and supervise our Bedding
Ge-nsa’:taﬁ’cs?&!gep,,,__,Q_Q_st__lf{an_tg@ so that they perform these services in accordance with our
procedures, techniques and systems. All our Bedding-Gonsultants? S_!egp_,pgns_u_[jan_t§® will know your
prices (so long as you have notified us of them), and will process orders only according to your prices.

While our sales force of Beemﬁg—e—e%b%aﬂ%? S|e_ep_,Cp_nsg_|ta_r}"t§® will be acting for you, neither they
nor we will be your “agents” or "employees" or anything other than your “independent contractors”.

Except as otherwise descried in ltem 12, we or our affiliates will communicate to you all telephone,
electronic and catalog customer sales transactions contemplating the delivery of products and/or the
provision of services in your Territory. After that, you will be responsible for fulfilling the customer orders
and requests.

All complaint, warranty, substitution or other follow up calls from your customers should go to you and
not to us, but if we receive a customer complaint, warranty of other "follow-up" call, we will notify you,
and you must promptly attend to it.

Except as otherwise described in ltem 12, customers who order products or services for delivery or
provision within your Territory are your customers and not ours. We {or our affiliates) are merely
processing orders foryou as an independent contractor. You bear all risk of loss if any customer fails to
pay; changes his or her mind; claims that the products or services you provided or your prices differ
from those communicated by our Bedding-Consultants? ,__S____iggap,_____C,,on,sgl'gar]_t_§®(unless you or the
customer can demonstrate that this is true); makes "crank" or "phony" sales transactions, and from
other elements of the sales transaction. Our sole responsibility will be 10 process customer sales
transactions and respond to customer inquiries, based on the information, data and desires expressed
by customers over the telephone, Internet and other electronic communication channels. We have no
responsibility to verify the truthfuiness of communications from customers or from you.

In the case of customer credit card transactions, our Bedding-Consuitams? S,!e___ep,,,_C_p_n_sqltants@ will

electronically communicate with your credit card clearing house for the requisite verifications and
authorizations for customer saies transactions by credit card. You bear the sole risk of loss associated
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and the invoices you use must state this. we will na accept payments from any of your customers (by
check, credit card or otherwise).

An "Unassigned Adjacent Area" means an area oufEi
not assigned as the territory of another 1-800-M ST TRES® Business. When you sign the License
Agreement, you will notify us whether you are Willi i

merchandise display and catalog orders calling foldelivery beyond 50 miles from the boundaries of
your Territory and within an "Unassigned Adjacent Brea” If you advised us that you will service these
orders, and we receive an order of this type, then wel may, but will not be obligated to, refer the order to
you. If we do refer the order to you, then you must f§fill the order or render the services. The order wili
be treated as an order for a product or service withfy your Territory.

Section 9.8)

(3) Continue to offer to lease or sell you (or h
Showrooms and to sell you (or have our designee sell
and 8. (License Agreement, Section 9.8 (A))

Ve our designee lease or sell you) Mobile
Ou) any other proprietary products. See tems 6

5. If we, our designees, or their suppliers are
ler licensees) with the quantity and type of
uses beyond our or their control, then we will
products on an equitable basis, If you do not
ot be in breach of the License Agreement and
greement, Section 8.8)

(4) Continue to approve or disapprove any advertis) g, direct mail, identification and promotional
materials and programs YOu propose and your proposgd advertising methods and media within 10
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business days of receipt. If we do not respond in 10 business days, the material is approved. (License
Agreement, Section 11.2) '

Advertising

Advertising Fund. As ltem 6 describes, you must pay us @ System Advertising Contribution every
month. We will combine the System Advertising Contributions of 1-800-MATTRES® licensees t0 create
a system advertising fund, which will administer as follows:

We will direct all advertising programs and control the creative concepts, materials and media used,
media placement and allocation. We need not make expenditures for you which are equivaient or
proportionate to your contributions. We need not ensure that any particular licensee benefits directly or
proportionately from fund advertising. We have no obligation in administering the fund to make
expenditures for you which are equivalent or proportionate to your contributions, or to ensure that any
particular licensee benefits directly or proportionately 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 nota
fiduciary.

The fund may be used to meet all costs of administering, directing, preparing, placing and paying for
national, regional or local advertising. This includes the cost of preparing and conducting television,
radio, magazine and newspaper advertising campaigns and other public relations activities; the cost of
employing advertising agencies; and the cost of acquiring the rights to establish and maintain 1-800-
MATTRES® merchandise displays on the premises of third parties (which will not themselves engage
in the sale of 1-800-MATTRES® products or services); all customer orders emanating from these
displays which call for delivery within your Territory will be routed to you. We can use any media, create
any programs and allocate advertising funds to any regions or localities as we consider appropriate.

We need not maintain the money paid by licensees to the fund and income earned by the fund in a
separate account. But we may not use this money for any purposes other than those provided forin the
License Agreement. We can spend up to 10% of the fund for its reasonable administrative costs and
overhead for activities reasonably related to the administration of the fund and advertising programs for
licensees. This 10% charge does not include any advertising agency fees which the fund must expend
to secure the services of an advertising agency or to have print or broadcast advertising placed by an
agency or service. The fund will not be used to solicit the sale of franchises.

We must distribute an audited statement detailing advertising fund income and expenses for the fiscal
year to all 1-800-MATTRES® licensees within 120 days after the end of the fiscal year. The fund wil
pay for the audit.

We will spend most contributions to the fund for advertising purposes during the fiscal year in which the
contributions are made. f we spend more than the amount in the fund in any fiscal year (in addition to
any money we have to spend because wé did not spend all the money in the fund during the year
before), then we can reimburse ourselves from the fund during the next fiscal year for all excess
expenditures during the preceding fiscal year. If we spend less than the total in the fund during any
fiscal year, we can either spend the unused money during the next fiscal year or rebate all or a portion
of the unused money to licensees on a proportionate basis (as described below).

If we spend less than the total in the fund during any fiscal year, or if we determine that advertising
coniributions collected from all 1-800-MATTRES® licensees are insufficient for a meaningful regional or
national advertising campaign, then we may rebate all or some of the contributions to licensees on &
proportionate basis. You must spend any rebate you receive on the types of local advertising and
media that we specify. You must document all rebate advertising expenditurestousona monthly form.

Although we intend the fund to be perpetual, we have the right to terminate the fund. We will not
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¥ change and dissolve advertising cooperatives. If
Y area, we will notify you in writing of the starting

ntributions. Your contributions wili be at least 1%
but no more than 2% of your 1-800-MATTRES® elemarketing and Showroomy/ Superstore/GaIIery
Sales (Store/Showroom!Superstore Sales for convelsion licensees), unless the Cooperative changes
the maximum contribution under its By-Laws (see ¥cense Agreement, Section 11.5 and Sample By-
Laws, Exhibit H to the License Agreement). Exper®itures by the Regional Advertising Cooperative
need not be in proportion to the contributions you rfake (or any other franchisee makes).

A Regional Advertising Cooperative may spend
concepts; (b) developing market research and me
campaigns; (d) developing promotional ideas and stg

nds for: (a) developing advertising ideas and
handising pregrams; (c) preparing advertising
tegies; (e} preparing collateral creative materials;
ing, editing, etc.); (g) planning, negotiating,
contracting and trafficking media programs; (h) tecknical and professional advice for programs; (i)
i i i ative, including legal and accounting services.

he Cooperative as soon as practicable, and the
Board will then present the report to you and the othemembers of the Cooperative at the next regular
meeting or at a special meeting. (See Section 11.2 & the Sample By-Laws, Exhibit E to the License
Agreement.)

You may deveiop advertising materiais for your own use, at your own cost. As stated above, we must
approve these advertising materials and your advertisi g methods and media in advance and in writing,
but if we do not respond within ten business days aftd receiving your proposed advertising material,
the material is approved.

Web site, you may not use any of the Proprietary Mark
may not post any of our proprietary, confidential or co?
site. If you wish to modify your approved Web site, allf
prior written approval. You must list on your Web site
information we require in the manner we require. You mi.

adopting any Internet domain name and/or home page §

our prior approval if YOou propose to send advertising t
respond within ten business days after receiving your g
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Other Advertising Information.

We currently advertise using print, radio and television, with local, regional and national coverage. We
currently employ both an in-house advertising department and national or regional advertising
agencies.

Computer Hardware and Software

You must purchase a computer system that conforms to our then-current hardware and software
specifications. As of the date of this Offering Circular, our current specifications are as follows: a
Pentium 4 processor with a minimum speed of 2.6 GHz; 512 Mg. of RAM: an 80 Gb. hard drive; a CD-
Rom drive; either a cable or DSL modem if available in your area, and if neither a cable or DSL modem
is available, a 56K modem; a monitor; a line printer (for invoices); a laser printer (for correspondence}),
and, either Windows XP Professional or Windows 2000 Professional.

You must provide any assistance we required to bring your computer system on-line with our
headquarters computer at the earliest possible time. We will have right to transmit and retrieve
whatever data and information to and from your computer system that we consider necessaty,
desirable or appropriate. We will pay the telephone costs of retrieval, while you must pay the telephone
costs of transmittal. You must input and maintain in your computer system all data and information
which we prescribe. You must keep your computer system in good repair.

You must use the proprietary software developed for us. At the same time you sign the License
Agreement, you must sign our Software License Agreement (Exhibit ). We will initially furnish our
proprietary software programs and associated manuals and materials to you at our expense. You must
purchase from us or our designee any new, upgraded or substitute proprietary software programs.

The required computer system and software will be used in your Business to track sales, purchases,
inventory and deliveries. We may transmit orders electronically to your computer.

[f we run tests and determine that the installation will benefit you and us, you must install (at yourown
expense) whatever additions, changes, substitutions and replacements to your computer hardware,
software, telephone and power lines, etc. we direct. You must install these items when we direct. You
will pay for these items at the time and upon the terms that the sellers specify. There is no contractual

limit on our right to require you to upgrade and replace computer hardware, software and equipment.
Time to Open

You must open your Business within 120 days after you sign your License Agreement. We estimate
that the typical tength of time petween the signing of the License Agreement and the opening of your
Business is 90 days. Factors affecting time to open include whether you have an existing retail bedding
business; hiring any additional staff you may need; complying with local ordinances; completing
delivery and installation of equipment and signs; procuring any Mobile Showrooms you wish to operate;
procuring any additional delivery vehicles you may need or engaging a third-party independent
contractor we have approved to perform deliveries for the licensed Business: and, procuring inventory.
We can terminate your License Agreement if you do not open your Business within 120 days after you
sign your License Agreement.
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TERRFORY

We will grant you a geographic area (the "Territory,
approximately 100,000 people, but your Territory

). The minimum Territory we grant you will contain
ay be larger.

Facilities

You must maintain an Office and Warehouse in youg Territory. In addition, you must open and operate
the number of “Showrooms” or “Superstores” (defifed below) on the Development Schedule to your
License Agreement. You and we will negotiate the Development Schedule just before you sign the
License Agreement. The Development Scheduld will vary from licensee to licensee to reflect
differences in market demographics, competition, 3 bvertising costs, consumer trends and the extent
and nature of the licensee's existing retail bedding! Business, if any.

| lease for each Showroom or Superstore.

nises of your Store for the display and sale of
Eet our Gallery requirements.

You must operate all Showrooms, Superstores ary
requirements. If you are not a conversion licens
Gallery(ies) for the operation of your existing retail b

Galieries according to our procedures and
» YOU may not utilize your Showroom(s) or
qdding business (if any).

designee.

You.may, with our prior written approval for the site and
or Superstores in the Territory and (if you are nota ¢
other Stores you Operate in the Territory.

€ase, open and operate additional Showrooms
nversion licensee) additional Galleries at any

In addition, you may, with our prior written approval, ogen and operate one Or more “Satellites” in the
Territory. A "Satellite” means a location other than youggOffice, Warehouse, Showroom, Superstore or
Gallery at which, with our permission, you may efgage in certain of the business activities
Contemplated by the License Agreement. We can expressly prohibit certain activities contemplated by
the License Agreement from being eéngaged in, perfornfed at or discharged from a Satellite. You must
Operate any Satellites pursuant to our specifications fof Satellites.

Ifyou are operating a existing retail bedding business agd You are not a conversion licensee, you may
not use a Satellite for the operation of the existing retgi
approval. We will grant or deny approval in our sole |
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Territorial Rights

While the License Agreement is in effect and you are not in default, we will not fulfili, or authorize any
one else to fulfill, customer orders placed over our "1-800-MATTRESS®" Telephone Number, our (or
our affiliates’) computer network "web" site(s) or our catalogs (if any) calling for the delivery of bedding
and/or related products and accessories within your Territory.

We have not yet established any other licenses, company-owned outlets or other distribution channels
offering similar products and services under a different rademark in the United States, but we planto
do so in the future. While Dial international currently has two operational licensees under the same
marks as you will use (see llem 20), Dial International has not offered licenses of franchises since
1993. We intend to grant no licenses for Territories which overlap with the territories of Dial
International's licensees.

We and our affiliates have the following rights:

. To fulfill, or authorize any other individual or entity to fulfill, customer orders placed over our "1-
800 MATTRES®" Telephone Number or web site(s) {or our catalogs, if any) and calling for the
delivery of bedding and/or related products and accessories now or in the future anywhere
outside your Territory (including proximate or adjacent to your Territory).

o To fulfill, or authorize any other individual or entity to fulfill, customer orders calling for delivery
within your Territory of products and services which do not comprise a part of the 1-800
MATTRES® System, and to grant franchises and licenses for the offer and sale of these
products and services; through any distribution method (including through the use of A71-800"
telephone numbers other than 1-800 MATTRES® and any web sites other than those
dedicated to 1-800 MATTRES®) and, to exploit our Proprietary Marks, name, reputation and
know-how in doing soO.

. Following the termination or expiration of the License Agreement, to fulfill, or authorize any
other individual or entity to fuifill, customer orders calling for delivery within your Territory of the
products and services you sell under the License Agreement.

. To purchase, merge, acquire or affiliate with an existing bedding telemarketer, bedding retailing
chain or any other business (each, a “chain”) regardless of the location of the chain's facilities
and convert the chain so thatit operates under the Proprietary Marks. While we will not permit
any units of the chain in your Territory to operate under the Proprietary Marks until the
termination or expiration of your License Agreement, we will permit them to operate under any-
other name or mark and to directly compete with you (including through telemarketing efforis
under names and marks other than the Proprietary Marks). We may establish or licens€ an
unlimited number of additional units of the chain, so identified, within your Territory. Under the
terms of the License Agreement, you waive any claims, demands or damages arising from or
related to these activities including any claim of divided loyalty, breach of fiduciary duty, fraud,
breach of contract or breach of the implied covenant of good faith and fair dealing.

. To operate (or license another entity or individual to operate) within your Territory one or more
virtually identical businesses offering and selling different products from those you seil under
the License Agreement (furniture or appliances, for example) using "1-800" telephone
number(s) other than the " -800 MATTRES® " Telephone Numbers and web sites other than
those dedicated to 1-800 MATTRES®, so long as the other businesses do not operate under or
use the Proprietary Marks. These pusinesses may be served by the same call centers,
personnel and resources as serve 1-800 MATTRES® Businesses (including your Business).
Under the terms of the License Agreement, you waive any claims, demands or damages arising
from or related to these activities including, for example, any claim of divided loyalty, breach of
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fiduciary duty, fraud, breach of contract or B each of the implied covenant of good faith and fair
dealing.

. To continue to permit our “Existing Sales Ag
businesses in conjunction with the 1-800 M
within and/or proximate to your Territory, bug only until the expiration of the “Current Contract”.
"Existing Sales Agents" are bedding retailer§ who are sales agents of us or our affiliates on the

i ' gurrent Contract” of an Existing Sales Agent is the

nd us or our affiliates on the date we sign the

icense Agreement, we will identify for you any

contract between the Exiting Sales Agent
License Agreement. Before you sign the
Existing Sales Agents within or proximate
Current Contract.

“National/Regional and Institutional Accounts” are Crganizational or institutional Customers whose
presence is not confined to your Territory, including for example: hotel/motel chains; extended stay
i 8. real estate brokerage chains; hospital chains;
pinistration; federal, state and local governmental
ililes; dormitory authorities; and, any other customer
not confined to your Territory. We will give yoll the opportunity to service the locations of
National/Regional and Institutional Accounts in your ' i

Except as otherwise described above, we will refergo you all telephone orders through our 1-800-
MATTRES® telephone number (and all1-800-MATTR
catalog orders we or our affiliates receive) request
provision of bedding-related services in your Territoryl
in another Occupied Territory (defined below), then We will refer the order to the 1-800 MATTRES®
Business in whose Territory delivery is to oceur. Howeger, described below under "Extraterritorial Sales
Restrictions”, the Occupied Territory Business will g Y you a forwarding fee. "Occupied Territory"
means any territory in which there is a licensed or co pany-owned 1-800 MATTRES® Business.

Ifan order originates in your Territory for delivery

electronic, merchandise display and catalog orders calling for delivery beyond 50 miles from the
boundaries of your Territory and within an "Unassigiied Adjacent Area". An "Unassigned Adjacent
Area"is an area outside the boundaries of your Territoly which we have not assigned as the territory of
another 1-800-MATTRES® Business. If you advisedlus that you will service these orders, and we
receive an order of thig type, then we may, but will notbe obligated to, refer the order to you. If we do
refer the order to you, then you must fulfill the order or @nder the services. The order will be treated as
an order for a product or service within your Territory.

You may engage in Extraterritorial Sales only in acc@rdance with those restrictions and limitations
described below. The following definitions apply:

. "Extraterritorial Sale” means any sale you make of bedding or bedding-related products or
accessories or related services where the deli Ery location is outside your Territory.

. "Occupied Territory” means any territory in which there is a licensed or company-owned 1-800
MATTRES® Business. '

. "Occupied Territory Business” means any liceksed or company-owned 1-800 MATTRES®
Business in an Occupied Territory.
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. An “"Extraterritorial Showroom Order" means any customer order you procure for an

Extraterritorial Sale contemplating delivery in another Occupied Territory as a direct

consequence of a visit of the customer to your Showroom, Superstore, Mobile Showroom or
Gallery, or, if you are a conversion licensee, to your Store.

. An “Extraterritorial Licensee Call Center Order” is an order for delivery in your Territory
procured by an existing 1-800-MATTRES® licensee that maintains a call center for the receipt
of 1-800-MATTRES® orders (under authorization granted by that licensee's License
Agreement). Note: under your License Agreement, you have no authorization to maintain a call
center. :

. “Extraterritorial Order Revenues” means the retail price of all products (and any services)which
are the subject of an Extraterritorial Order or an Extraterritorial Licensee Call Center Order
fulfilled by a 1-800-MATTRES® Business (if the Business receives payment). There will be

deducted from Extraterritorial Order Revenues for this computation (but only to the extent they
have been included): (a) the amount of all sales tax receipts or similar tax receipts which, by
law, are chargeable to customers, if the taxes aré separately stated when the customer is
charged and paid on time to the appropriate taxing authority, and (b) the amount of any refunds,
chargebacks, credits and allowances given in good faith to the customer by the 1-800-
MATTRES® Business fulfilling the Order.

Whenever you procure an Extraterritorial Showroom Order, you must communicate to us {and, if we so
direct, to the affected Occupied Territory Business), enough information about the order to enable the
owner of the Occupied Territory Business to fulfill the order according to its terms. Whenever we
receive an Extraterritorial Showroom Order originating in your Territory for delivery in another Occupied
Territory, then we will refer the order to the 1-800 MATTRES® Business in whose Territory delivery is
to occur. If the customer wishes to pay for the order by credit card, then we will process the customer’s
credit card information.

If the Occupied Territory Business will fulfill the Extraterritorial Showroom Order, then it will pay you
10% of the Extraterritorial Order Revenues it received from the forwarded Order (the "Extraterritorial
Showroom Order Forwarding Fee") within ten days of its receipt of funds.

If the Occupied Tetrritory Business does not wantto fill the Order or is incapable of filling the Order, then
you can fill the Order, so jong as you pay the Occupied Territory Business 10% of the Extraterritorial
Order Revenues you receive from the Extraterritorial Sale within ten days of your receipt of the funds.

If a 1-800-MATTRES® licensee that operates a call center procures an Extraterritorial Licensee Call
Center Order for delivery in your Territory, then it will immediately relay the Order to us. You must pay
the licensee who relayed the Order 5% of the Extraterritorial Order Revenues you receive from the
Order (the "Licensee Call Center Forwarding Fee") within ten days of your receipt of funds. The
Forwarding Fee will be in addition to other amounts due us under the License Agreement. (Again, you
have no authorization to maintain a call center under your License Agreement.)

To accomplish the above goals, you agree to the Forwarding Fee arrangements specified above;
appoint every other 1-800 MATTRES® Business as your agent to procure and forward Extraterritorial
Showroom Orders; and, appoint every 1-800-MATTRES® Licensee with a call center your agent to
procure and forward Extraterritorial Licensee Cali Center Orders to us and/or you for you, subject to
your acceptance of the Order.

If we receive an order through our 1-800-MATTRES® call center originating in your Territory for
delivery in another Occupied Territory, then we will refer the order to the 1-800-MATTRES® Business
in whose Territory delivery is to occur, and you will be entitled to no “forwarding fee” or other
compensation in connection with the order.

-35-



Target Amount

If, on the third anniversary of the opening of your Bisiness (the "Third Anniversary"), your total 1-800-
MATTRES® Telemarketing Sales and 1-800-MATRRES® Showroom/Superstore/GaHery Sales (Store/
Superstore/Showroom Sales for conversion licen ees) for the Preceding 12 months are not at least
equal to the product of $3.00 times the population § own on Exhibit A to your License Agreement (the
"Target Amount"), then you will cease to owe any@npaid balance of the Initial License Fee as of the
Third Anniversary and we will cancel the Promissofy Note. However, you will receive no refund of the
Initial License Fee payments you already made. | addition, if your Business does not achieve the
Target Amount by the Third Anniversary, then eithd you or we can terminate the License Agreement
by sending the other written notice (a “Third Annive ary Notice of Termination”) no iater than g0 days
after the Third Anniversary. The Notice must cdmply with the notice provisions of the License
Agreement and must name an effective date for th termination no sooner than 90 days, and no later
than 120 days, after the date of the Notice. If n ther party sends a Third Anniversary Notice of
Termination, or if a Notice does not comply wit any of these requirements, then the License
Agreement will remain in effect.

IMPORTANT NOTE: we do notrepresent or promisdlthat your Business will achieve jts Target Amount
during the 12 months preceding the Third Anniversa or during any period, or that your Business will
achieve any other level of sales at any time. See Itd n 19, '

General

There are no performance requirements or minimum ales quotas. You maintain rights to your Territory
during the term of your License Agreement even thd ugh the population increases,

ITEM
TRADEMARKS

The principal 1-800 MATTRES® commercial symbol Yhich we will license to you appears on the cover
of this offering circular. "Proprietary Mark” means Dia Uperating's service mark “1-800 MATTRES®".
Dial internationat is the owner of the 1-800 MATTRES® telephone numbers. We, Dial Operating, Dial
International and 1-(888) Mattress (now.merged with Dial International) have-signed a cross-license |
agreement dated as of the 18th day of November, 2803 granting us a non-exclusive license to Dial
's and Dial International's Proprietary Mark®, the 1-800 MATTRES® telephone numbers,
business system and know-how, and the right to licenke these rights to others. The initial term of this
cross-license agreement is 25 years, and we have thp right to renew for two additional consecutive

Y



4

)

r PRINCIPAL OR .
REGISTRATION DESCRIPTION SUPPLEMENTAL REGISTRATION
NUMBER OF MARK REGISTER DATE
1,589,453 [ANY AREA CODE] M-A-T-T-R-E-S Principal 3/27/90
29015478 1-800-Mattress Principal January 4, 2005

The term "Proprietary Marks” refers to the Proprietary Mark "1-800 MATTRES®" and to related
emblems, designs, labels, signs and symbols, various copyrighted materials, and any other intellectual
property which we license to you under the License Agreement.

There are presently no effective determinations of the U.S. Patent and Trademark Office, any
trademark trial and appeal board, the Trademark Administrator of any state or any court, any pending
interference, opposition, or cancellation proceeding, or any pending material litigation involving any of
the above-referenced Proprietary Marks which is relevant to your use. There are no agreements which
significantly limit our rights to use or license the Proprietary Marks, other than the cross-license
agreement described above. There are no infringing uses or superior prior rights known to us that can
materially affect your use of the Proprietary Marks in this state or any other state in which the licensed

Business is to be located.

Your licensed Business mustdo business under the assumed business name “4-800-MATTRES®". \f
youarea conversion licensee, then you must use “1-800-MATTRES®’ as the primary identifier for your
licensed Business, including your Existing Retail Businesses, and all your advertising must include the
Proprietary Mark “1-800-MATTRES®" and our minimum required text and logos, in the size and style
we prescribe. If you are not a conversion licensee and you have an Existing Retail Businesses, then
you may, if your wish, use «1-800-MATTRES®" as a secondary identifier for your Existing Retail
Businesses. !f you are using “1-800-MATTRES" as a secondary identifier for your Existing Retail
Businesses in addition to your other business name(s), then your advertising and signs on your Stores
must follow our requirements for the use of the “1-800-MATTRES®" mark and for the size of the mark

compared to that of your other business name(s).

We are also the owner or licensee of proprietary rights to the 1-800-MATTRES® telephone numbers.
The™1-800-MATTRES®" telephone numbers (which we also refer to as the A"Telephone Numbersi-
800-MATTRES®) mean 1 -800-MATTRES®", “1-800-MATTRESS,” 1 _800-MATRESS,” "1-800-DIAL-
A-MATTRES/ “1-800-DIAL-A-MATTRESS” “1.800-EASYMAT”, and “1-888" followed by any of the
foregoing telephone numbers. All references to the «41.800-MATTRES®" telephone number — except
for those pertaining to its use as fictitious business names (or “d/bfa’s1-800-MATTRES®) - inciude all
the above toll-free telephone numbers.

If you learn of any claim against you for alleged infringement, unfair competition, or similar claims about
the Proprietary Marks or the Telephone Numbers, you must promptly nolify us. we will promptly take
the action we consider necessary to defend you. We will indemnify you for any action againstyouby a
third party based solely on alleged infringement, unfair competition, or.simitar claims about the
Proprietary Marks or Telephone Numbers. You may not settie or compromise any of these claims
without our previous written consent. We will have the right to defend and settle any claim at its sole
expense, using its own counsel. You must cooperate with us in the defense. Under the License
Agreement, you irrevocably grant us authority to defend or settie these claims. You may participate at
your own expense, but our decisions with regard to the defense or settlement will be final. We will have
no obligation to defend or indemnify you if the claim against you relates to your useé of the Proprietary
Marks or Telephone Numbers in violation of the License Agreement.

If you learn that any third party whom you believe is not authorized to use the Proprietary Marks or

Telephone Numbers is using the Mark, any variant of the Marks or the Telephone Numbers, you must
promptly notify us. We will determine whether or notwe wish to take any action against the third party.
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You will have no right to make any demand or to pfosecute any claim against the alleged infringer for
the infringement.

You must comply with any instruction by us to mod
Telephone Number, or to adopt or use additiona
Numbers. if this happens, we will reimburse you fo
example, changing signs, stationery, etc.). You wa
Except for reimbursing your documented expenses;
resulting expenses. You promise in the License Agg
us for any resulting expenses.

ify or discontinue use of any Proprietary Marks or
or substituted Proprietary Marks or Telephone
I your documented expenses of complying (for
€ any other claim for changes and substitutions.
of complying, we wili not be liable to you for any
ement not to start or join any proceeding against

ITE
PATENTS, COPYRIGHTS AND PR OPRIETARY INFORMATION

We hold no patents. We claim copyrights on certal software, forms, advertisements, promotional
materials and other written materials. We also claim opyrights and other proprietary rights in the 1-800
MATTRES® Standards,

There are no agreements currently in effect whic significantly limit your right to use any of our
copyrights, other than the cross-license agreemen described above. Also, there are no currently
effective determinations of the U.S. Patent and

Your obligations and our obligations protect your rights to use our copyrights are the same as the
obligations for Proprietary Marks described in ltem 13 of this offering circular.

You may never - during the Initia Term, any Renewa erm, or after the License Agreement expires or
is terminated — reveal any of our confidential inform¥®
person or business. You may not copy any of our cd
except as we authorize. All persons affiliated with yg
agreement (Exhibit — to the License Agreement).

activities); bedding delivery paradigms: pricing paradig
and all information pertaining to them; the methods &
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ITEM 15

OBLIGATIONTO PARTICIPATE IN
THE ACTUAL OPERATION OF THE LICENSE BUSINESS

You must personally supervise the operation of the licensed Business, unless we otherwise permitin
writing. You must devote the necessary time and your best efforts for the proper and effective operation
of the Business. If we license you to operate more than one 1800 MATTRES® Business, you must
devote the time necessary for the proper and effective operation of all your Businesses.

If you are an individual, you must either serve as or designate a Business Manager. If you are an entity,
then you must designate a Business Manager. The Business Manager will have day-to-day
management responsibility for your 1-800 MATTRES® Business and exercise on-premises supervision
and personally participate in the direct operation of the Business. Each Business Manager must
receive our prior written approval. The duties and hours of the Business Manager are in our Standards.
You must inform us in writing of your Business Managers and any Successors. Your Business
Managers must complete the Initial Training Program to our satisfaction. After a Business Manager's
death, disability or termination of employment, you must immediately notify us, and you must designate
a successor or acting Business Manager within 10 days.

If you are a business entity, the Business Manager need not have any equity interest in the licensee
entity. If you are an entity, then each of your principais and owners must sign our standard form
Guarantee (Exhibit D to the License Agreement), under which these individuals guarantee all your
obligations and duties.

The following persons affiliated with you must sign our conﬂdentialitylnon-competition agreement
(Exhibit — to the License Agreement) and keep our confidential or proprietary information confidential
(see Item 14):

. Before employment or any promotion, all your Business Managers, any personnel who have
received or will receive training from you or us, and all your other supervisory employees.

. If you are a corporation, all your officers, directors and shareholders and those of any
corporation directly or indirectly controlling you, at the same time as the signing of the License
Agreement (or when they assume this status, if later).

. If you are a partnership, all your partners, at the same time as the signing of the License
Agreement (or when they assume this status, if later).

. Ifyouarea proprietorship, all owners of a proprietorship interest in you, atthe same time as the
signing of the License Agreement (or when they assume this status, if later).

ITEM 16
RESTRICTIONS ON WHAT THE LICENSEE MAY SELL
You may only sell "System Products” from or at your 1-800 MATTRES® Business. The “System
Products” are those bedding and related products and accessories which we designate from suppliers
we designate. These suppliers place the 1-800 MATTRES® labelon certain of our designated models
of mattresses, bedding products and accessories.
You must offer and sell all System Products, all programs and services which are a part of the 1-800-

MATTRES® System, and all other products and services which may in the future be incorporated into
the 1-800-MATTRES® System. You may not offer or sell ator from the licensed Business any product
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or service which is not a partofthe 1-800-MATTRES® System (including products and services which
are a part of the System now or later, but which wg subsequently drop from the System).

You may not use the 1-800 MATTRES® name, the,
the benefit of any business other than the licensed
License Agreement, your existing retail bedding bu
existing retai bedding business, your existing retail
8o long as you Segregate all revenues of the licd
bedding business as described below in this item

roprietary Marks or your association with them for
Susiness and, as and to the extent provided in the
iness. If you are a non-conversion licensee with an
bedding business may benefit from this association
sed Business from those of your existing retail

delivery vehicles, and any Showrooms, Superstoreg, Mobile Showrooms, Galleries or Satellites - or
from your Stores, if you are a conversion licensee without first obtaining our written consent (which
we can withhold for any reason or for no reason).

You may not engage in the wholesale sale or distribfition of any 1-800-MATTRES® product, service,
equipment or other component,

We may add to, delete from or modify the products,
offer. You must abide by any additions, deletions a

materially and unreasonably increase your obligatg

wishes to returmn any 1-800 MATTRES® merchandi
conforms with our requirements and procedures.

taxes; and, obtain and keep all necessary licenses, p
i S and regulations, including the Americans with
Disabilities Act. You must operate on required days agd during required hours. The current required
minimum hours are 24 hours a day, 7 days a week.

If we designate the opening inventory of bedding and
purchase the opening inventory from suppliers we apg}
After your Business Opens, you must maintain the aft
MATTRES® System bedding and bedding-related prod

See ltem 12 for a description of customer referral provigions and exiraterritorial sales limitations.

So that we can provide you with telemarketing and Intd
inform us of al| prices charged for products and services'

net-electronic marketing services, you must
old by your 1-800 MATTRES® Business, and
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inform us of any new prices you wish to establish at least two business days before the effective date of
the change, to enable us to effectuate such changes in our computer system and inform our Begding
Gensahaﬂ%s?S}e,ep_Consultant_s®_. You must communicate pricing and price change information to us
electronically by modem connection to our headquarters computer following our requirements. You
must communicate all changes to this information to us electronically via computer modem before they
necome effective. Any price change you seek will become effective on the second business day
following the day on which we receive your communication of the requested change (excluding the
date of our receipt of the communication), unless you specify a later effective date. If for any reason
you are temporarily unable to communicate information to us electronically by computer modem, you
must communicate the information by fax received which we receive at least two days before the
information becomes effective (excluding the date of our receipt of the fax), unless you specify a later
effective date. You must ensure that we receive all pricing information and all changes. You will bear all
responsibility and risk of loss if we fail to receive notice of any pricing information or changes, and thus
makes sales for you based on old or otherwise incorrect information concerning your prices.

If you have an existing retail bedding business and you are not a conversion licensee, you must
completely segregate the revenues of the licensed Business from the revenues of your existing retail
bedding business. You may never commingie the revenues of the licensed Business with the revenues
of your existing retail bedding business of of any other business.

Whatever type of license we grant you, you must deposit all licensed Business revenues (including
revenues from the existing retail bedding business if you are a conversion licensee) in a segregated
bank account (the "Bank Account"), subject to inspection at any time by us without notice.

If you are not a conversion licensee and you commingle any revenues of the licensed Business with
those of your existing retail bedding business or of any other business, or you fail atany time to deposit
any revenues of the licensed Business in the Bank Account, you must pay us $10,000 immediately
upon demand. If you are not a conversion licensee and you commingled revenues of the licensed
Business with those of your existing retail bedding business or of any other business or failed to deposit
revenues in the Bank Accountonce, and then you commingle revenues or fail to deposit any revenues
of the licensed Business in the Bank Account, then we can terminate the License Agreement.

Ifyouarea conversion licensee, your existing retail bedding business will become part of the licensed
Business, so you will have no obligation to — and may not — segregate the revenues of the existing
retail bedding business from the revenues of the licensed Business in a separate bank account.
However, if you fail to deposit any revenues of the licensed Business (including your existing retail
bedding business) in the Bank Account, then we can terminate the License Agreement.

We may start a sales recovery program, under which we or you attempt to convince potential
customers who have called or otherwise communicated with us or you but not purchased any products
to do so. If we start this program, then after you receive notice from us, you must comply with our sales
recovery program requirements.

You must operate the Business (and any Showrooms, Superstores, Maobile Showrooms, Galleries and
Satellites) 24 hours a day, seven days a week. We can change the required hours and days.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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THIS TABLE LISTS C
AGREEMENTS PERT
SHOULD READ THE

CIRCULAR.

RENEWAL, TERMINATION, TRAN

ERTAIN IMPORTANT PR
AINING TO RENEWAL, T
SE PROVISIONS IN THE A

ODVISIONS OF THE LICENSE AND RELATED
ANSFER AND DISPUTE RESOLUTION. YOu
REEMENTS ATTACHED TO THIS OFFERING

Provisions

Section in
License

Agreement

a. Term of the
license

Section 4.1

Initial Term — 10 years,

b. Renewal or ex-
tension of the term

Article 18,
Section 4.2

c. Requirements for
you to renew or
extend

Section 15,2

{1) You must have compliedwith the License Agreement and Standards. {2) You must not
have received 3 or more No ces of Defauit within 2 years of the expiration date. (3) Satisfy
' g Or our affiliates, and you must have met these obligations on
. (4} Refurbish, reconstruct, reconfigure, redesign and/or
remodel your Office, Warehd se, or delivery vehicles, and any Mobile Showroorms,

d. Termination by
you

Sections 9.4,
18.2,18.4

(3) Your failure to pay the 1-86
of the default granting an oppg

License Agreement ang all ag ements between you and us (or our affiliates) related to the
License Agreement,

e. Termination by us
without cause

None.

f. Termination by us
with cause

Ariicle 18

We can terminate only if you dgfault. The License Agreement describes defauits through-
out — please read it carefuily.

9. "Cause" defined
— defaults which can
be cured

Section 18.3

-42.-




{4

=

Provisions

Section in
License

Agreement

Summary

h. "Cause" defined
— defauits which
cannot be cured

Sections
18.1,18.2

Automatic, without notice: pankruplcy, insolvency, receivership, dissolution or levy. On
notice to you: (1) You fail to open the licensed Business within 120 days following our
signing of the License Agreement or cease to operate the Business, or abandon the
license by failing to operate the Business for 5 consecutive days when we require you to
operate it, unless due to causes beyond your control. (2} You fail to secure an Office
and/or Warehouse within the required time limits and procedures, or you lose the right to
possession. But if the loss is due to eminent domain, or if, through no fault of yours, the
premises are damaged or destroyed, you have 30 days to apply for our approval to
relocate and reconstruct. We may not unreasonably withhold approval. It will be
reasonable for us to withhold approval if the Office and/or Warehouse will not re-cpen in
the number of days specified in your License Agreement. (3) Before you open, we deter-
mine that you or your Business Manager failed to attend or successfully complete the Ini-
tial Training Program. (4) You and we agree in writing to terminate. (5) You (or any princi-
pal of a corporation, partnership or proprietorship licensee) are convicted of a felony, fraud,
etc. (6) If you are not a conversion licensee, having commingled any revenues of the
licensed Business with those of your existing retail bedding business or any other business
or having failed to deposit any revenues of the licensed Business in the Bank Account (see
item 16}, you then commingle revenues or fail to deposit revenues of the licensed
Business in the Bank Account. If you are 2 conversion licensee, you failed to deposit any
revenues of the licensed Business (including your existing retail bedding business) in the
Bank Account. (7) A threat or danger to public health or safety results from your continued
operation of the Business. (8) You make an unauthorized transfer. (9) You fail to comply
with the in-term covenant not to compete, violate restrictions on use of confidential infor-
mation, or fail to obtain the required additional covenants. (10} You divert any business
from the licensed Business to any other business or entity, including your exiting retail
bedding business. (11) You fail to maintain separate books and records for the licensed
Business or fail to maintain the required financial records. (12) You conceal revenues,
knowingly maintain false books or records, or submit any false report to us. (13) An audit
shows that you understated Business revenues on your monthly reports by 8% or
more.(14) You refuse us permission to inspect or audit. (15} You make any unauthorized
use of the Proprietary Marks or fail to cure a default which materially impairs the goodwill
associated with the Proprietary Marks following delivery of written notice to cure at least 72
hours in advance. {16} You fail for 10 days after notice to comply with. any law of regulation
applicable to the Business. (17) You repeatedly fail to comply with one or mere
requirements of the License Agreement, whether or not you correct after notice. {18) You
fail to pay the 1-800 MATTRES® Fee, System Advertising Contribution or any other
amounts due to us, our affiliates, elc., in 10 days foliowing written notice. (19} You sell as
part of or from your licensed Business any product, service of program at retail or at
whalesale; fail to continue warehousing and delivering all required products and providing
all required services and programs which are part of the Systern; sell any unapproved
program, service or product; or, fail lo use all materials, notices and procedures we
specify. (20) You use or duplicate our System, services, programs or products in an
unauthorized way.{21} Yourfail to purchase or maintain required insurance or to reimburse
us for purchasing insurance for you. Also, as ltems 5 and 12 describe, if you do not meet
the Target Amount on the Third Anniversary, either you or we ¢an terminate the License
Agreement by complying with the requirements described in ltem 12.

i. Your obligations
on termination/ non-
renewal

Article 19

(1) Immediately pay all sums owing to us or our affiliates, and third parties. (2) Stop using
our Proprietary Marks, confidential information, trade secrets and Standards. {3) Cancel
assumed name or equivalent registration which contains "1-800 MATTRES® ", or any
other Proprietary Mark of our, or any variant, in 15 days. (4) If we terminate the License
Agresment for your default or if you terminate thro ugh faiture to pay following notice to
cure, pay us all expenses incurred as a result of your default. (5) Immediately deliver to us
all training or other manuals {including the Standards), all computer software and database
material, customer lists, records and files, forms, advertising and promotional material,
signs and related items which bear our Proprietary Marks. (6) Immediately sign
agreements necessary for termination. (7) In 15 days, arrange with us for an inventory by
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Provisions

Section in
License
Agreement

Summary

i. Your obligations
on termination/ non-
renewal, continued

us, at our cost, of person3
have the option for 30 da Y e
value. "Fair market value's
whichever is less, (8) Strid
compete and abide by reg
and know-how, (9) Assig

property, fixtures, equipment, inventory and supplies. We will
after termination or expiration to buy these at fair market
eans depreciated book value or actual fair market value,

ly comply with post-termination/posl—expiration covenants not to
ictions on the use of our confidential information, trade secrets
IF accounts receivable to us for collection and do not engage in
collection activities, (10) I mediately stop all contacts with 1-800 MATTRES® customers.
(11) Immediately give us ) computer software, disks or tapes, printouts, and other
computer information. (12} Redecorate and remodel Office, Warehouse and delivery
vehicles, and any Showrod » Superstores, Galleries and Sateliites, your Stores {if you
nd any Mobile Showrooms You own to distinguish from 1-800
MATTRES® Business faci ties/delivery vehicles. (13) Return any Mobile Showrooms you

J- Assignment of
contract by us

Section 16.1

these obligations. Wa maygsell our assets, Proprietary Marks or System; go public, etc.
(see License Agreement).

k. "Transfer” by you
~ definition

Section 16.2

The transfer or redemption®f: more than 25% of the stock or voting power of a corporate
licensee; more than 25% oiga partnership or proprietorship interest in a partnership or
ore than 25% of a general partner's interest in a limited

| Our approval of
transfer by you

Section 16.2

No transfer without our con et except transfer to a Corporation you form as provided in
Agreement:.

m. Conditions for
our approval of
transfer

Section 16.3,

16.6

(1) You must comply with odf, right of first refusal. (2) You must have commenced
operation of the Business at east three years before proposed effective date of the
transfer.(3) The person to WHOmM you propose to transfer (the "transferee”) must apply to us
for acceptance. {4) Transferde must come to a personal interview. (5) Transferee {or

resident alien of the U.S. and must demonstrate the qualifications, ethics, economic

pur reasonable judgment, to conduct the business and to
gansferee and proposed Business Manager(s) must attend
and successfully complete Ingial Training Program before assignment (and other training if
ghse. (7) Landlords must consent in writing to the assignment

must pay a transfer fee of 5%8bf the Total Sales Price (defined in License Agreerment)].
PN, partnership or proprietorship, there are various require-
shareholders. {15) You must give us a copy of the signed
ust give us all documents reasonably requested showing
about the transfer of ongoing businesses and bulk trans.

fers. (17) Transferee must upggade Office, Warehouse and delivery vehicles to conform to
then-current standards. {18) Y$u must remain liable for all License Agreement obligations
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Section in

License
Provisions Agreement Summary

n. Our right of first Section 16.6 | We can match any offer for your Business.

refusal to purchase

your business

o. Our option to None.

purchase your busi-

ness

p. Your death or dis- Section 16.5 | On your death or permanent incapacity your rights pass to your "Estate”, which may con-

ability tinue operating if it provides an acceptable Business Manager. Business Manager must
successfully complete next Initia! Training Program and assume full-time operation of the
license within 1 month of your death or disability. From date of your death or disability until
Business Manager assumes full-time control, we can operate your Business, but need not
do so. If we do 50, we wil retain our expenses and a management fee (see ltem 6).

g. Non-competition Section 14.1 No involvement anywhere in U.S. in any competing business other than your existing retail

covenants during bedding business, if any.

the term of the

| license

r. Non-competition Section 14.1 No involvement in any competing business other than existing retail bedding business for 2

covenants after the years within your Territory, within 100 miles of the perimeter of your Territory, or within 50

license is termin- miles of the perimeter of (or within} any 1-800 MATTRES® Business Tefritory.

ated or expires

. Modification of Articie 23 No oral modifications generally, but we can change the Standards. Any Standards change

the agreement will not unreasonably increase your obligations in the License Agreement.

t. integration/merger Section 23.1 Only the terms of the License Agreement and all agreements signed with it are enforceable

clause (subject to state law). Any other promises may not be enforceable. Our integration/merger
clause does not disclaim the representations in this Offering Circular.

u. Dispute resolu- None No provision for arbitration.

tion by arbitration or

mediation

v. Choice of forum Section 26.4 | Litigation must be at New York, New York. Your state law may supersede this provision
and it may not be enforceable in your state. See special state disclosures in the state
addenda to the franchise agreement and offering circular.

w. Choice of law Section 26.3 New York law applies. Your state law may supersede this provision and it may not be

enforceable in your state. See special state disclosures in the state addenda to the
franchise agreement and offering circular.

These states have statut

es which may supersede the License Agreement in your relationship with us

including the areas of termination and renewal of your license: ARKANSAS [Stat. Section 70-807],

CALIFORNIA [Bus. & Pr
et seq.], DELAWARE [

Code,

of. Code Sections 20000-20043], CONNECTICUT [Gen. Stat. Section 42-133e

Tit. 6, Ch. 25, Sections 2551 et seq.], HAWAI [Rev. Stat. Section 482E-

1), ILLINOIS [8151LCS 705/19 AND 705/20], INDIANA [Stat. Section 23-2-2.7}, IOWA [Code Sections
523H.1-523H.17], MICHIGAN [Stat. Section 19.854(27)], MINNESOTA [Stat. Section 80C.14],

MISSISSIPPI [Cod

e Section 75-24-51], MISSOURI [Stat. Section 407.400], NEBRASKA [Rev. Stat.

Section 87-401), NEW JERSEY [Stat. Section 56:10-1], SOUTH DAKOTA [Codified Laws Section 37-
5A-51], VIRGINIA [Code 13.1-557-574-13.1-564), WASHINGTON [Code Section 19.100.180] and
WISCONSIN [Stat. Section 435.03]. These and other states may have court decisions which may
supersede the License Agreement in your relationship with us including the areas of termination and
renewal of your license.

See the state addenda io the Offering Circular and License Agreement for special state disclosures.
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ITEM18

PUBLIC BGURES

We do not use any public figure to promote our lic 1Ses.

ITEME19
EARNINGSICLAIMS

We do not fumish, or authorize its salespersonsfor anyone else to furnish any oral or written
i » COsts, income or profits of a licensed 1-800
0 unit and we cannot estimate the results of any

terminated, canceled, refused to fenew or reacquirgd the license of any licensee in any state; no
licensees have transferred ownership; there is no licegisee in any state who has otherwise voluntarily or
involuntarily ceased to do business under a License [ i
who has not communicated with us within 10 weeks '®f the application date of this offering circular.

there was no licensee in any state who otherwise v untarily or involuntarily ceased to do business
under a License Agreement with Dial International ¢ 1-(888) Mattress {before its. merger into Dial
International as of December ,31___,,__2QQ_4)“during that pexiod. There is no licensee in any state who has
not communicated with Dial International or 1-(888) Mattress (pefo_{edi‘t_s___me_rgg;__,i.ntg Dial International

as of December 3 1,.2004) within 10 weeks of the apphication date of this Offering Circular.

Dial Internationat granted several licenses for bedding f lemarketing businesses many years ago under
significantly different terms and conditions than the licenses offered under this Offering Circular. The
following table refers to our single licensed business (ii Pennsylvania), Dial International’s franchised
licensed businesses, and-the one former licensed Buginess that fermerly-operated under a License
Agreement with 1-(888) Mattress (now, merged into DRI International).
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4

LICENSED BUSINESS STATUS SUI\!lMARY
FOR YEARS 2004/2003/2002

|
LICENSES
CANCELED REACQUIRED LEFT THE TOTAL OPERATING
OR NOT B DIAL SYSTEM FROMLEFT | ATvEAR END
STATE TRANSFERS | TERMINATED | RENEWED (OTHER) COLUMNS*
Flarida 0/0/1/0 0/0/0 0/0/0 0/0/0 0/0/0 0/0/1/0 mn |
IMinois 0/0/0 0/0/1/0 0/0/0 0/0/0 0/0/0 0/1/0/0 oioior |
Massachusetts 0/0/0 0/0/0 0I0/0 0/0/0 0/0/0 0/0/0 11111
Pennsylvania 0/0/0 0/0/0 0/10/0 0/0/0 /0/0 0/0/0 1/010
Single fran-
chise for N.C.,
3.C., Ga, and 0/0/0 0101/9 0/0/0 0//0/0 0/0/0 0/0/1/9 oo |
Jacksonville,
Fia,
All Other States 0/0/0 0/0/0 0/0/0 /010 0/0/0 0/0/0 0/0/0
TOTALS: 0/1/0 0/2/0 01010 0/0/0 0/0/0 0/3/0 a4 ||
STATUS OF DIAL INTERNATIONAL’'S AND DIAL OPERATING'S
COMPANY OWNED BUSINESSES FOR YEARS 2_{!94[.2@_0:_3!,2_0_02
|
STATE BUSINESSES CLOSED | BUSINESSES OPENED TOT‘S'};EBgifrTESSES
DURING YEAR DURING YEAR AT YEAR END
CALIFORNIA 0/0/0 0/0N1 1711
CONNECTICUT 0/0/0 /0N 1111
MARYLAND 0/0/0
{owned by an affiliate of Dial 0/0/0 1111
international}
NEW YORK 0/0/0 0/0/0 111
ALL OTHER STATES 0/0/0 0/0/0 0/0/0
TOTALS: 0/0/0 0/1/0 3/3/3

All numbers are as

of December 31 for each year. The
affected because severa

exceed the number of businesses

business. For example,

numbers in the "Total" column may
| events may have affected the same

the same business may have had multiple owners.

* All numbers are as of December 31 for each year.
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OUR PROJEC
AS OF DECE

D OPENINGS
BER 31, 2004

LICENSE AGREEMENT
SIGNED BUT LICENSED §  PROJECTED NEW PROJECTED NEW
BUSINESS NOT LICENSED COMPANY-OWNED
STATE OPENED AS OF 12/31/3 [} BUSINESSES IN 2004 BUSINESSES IN 2004
TEXAS 0 1 0
ALL OTHER STATES 0 0 0
TOTALS: 0 1 0

PENNSYLVANIA

Luna Matiress Co.
_Con_tac_:lr_,Yeronic@,Roda§
RR2 Box 2589-A

- Gouldsboro, PA 18424
(718) 326-4015

The following is the name, address and tele
License Agreement with Dial International a

FLORIDA

Amalgamated Mattress Company Inc.
Contact; Geoffrey Chasin

180 Campanelli Pkwy.

Box 840

Stoughton, Massachusetts 02073
(781) 297-7610

MASSACHUSETTS

Consolidated Mattress Co. Inc.
Contact: Geoffrey Chasin

180 Campanelli Pkwy.

Box 840

Stoughton, Massachusetts 02073
(781) 297-7610
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ITEM 21
FINANCIAL STATEMENTS
We were incorporated on November 3, 2003, Our audited financial statements for the fiscal years
ended Qgpgmtggrﬁ@,}__,vZ_Qoﬂr_anq_,December 31, 2003 are in Exhibit 2.
ITEM 22
CONTRACTS
Copies of our License Agreement and all exhibits to it (Licensed Territory, Office, Warehouse,
Population of Territory and Number of Showrooms or Superstores to Be Opened by Licensee,
Development Schedule; Confidentiality AgreemenUNon-Competition Agreement; Guarantee; General
Release - Renewal; General Release - Assignment; Promissory Note; Sample Bylaws of Regional

Advertising Cooperative, Mobile Showroom Lease/Purchase Agreement; and, Software License
Agreement) are included in Exhibit 1.

ITEM 23
RECEIPT

Copies of a detachable receipt are in Exhibit 6.
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