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ISLAND INK-JET SYSTEMS (US) INC.

AREA DEVELOPMENT AGREEMENT

BY AND BETWEEN:

lsland ink-Jet Systems (US) Inc., a corporation incorporated pursuant to the
laws of the State of Nevada, USA having an office at 244 — 4" Street,
Courtenay, British Columbia, Canada, VAN 9J5;

{“Franchisor™

AND:
[INSERT AREA DEVELOPER NAME]
[INSERT AREA DEVELOPER ADDRESS]
{“Area Developer”)

1. RECITALS

1.1. WHEREAS Franchisor has devsioped, as a result of the expenditure of subsiantial time, money
and effort, the unique and distinctive IlJ System (as hereinafter defined) relating to the operation of a
Franchised Outlet (as hereinafter defined);

1.2 WHEREAS Franchisor is the owner of the Trade-marks and other trade names, trade-marks,
service marks, logos and other proprietary rights which are used in association with the 1lJ System;

1.3. WHEREAS Area Developer wishes to obtain;

{a) the exclusive right to use the Trade-marks in the Exclusive Territory in connection with
the business to be carried on by Franchisor under this Agreement;

(b) the exciusive right to solicit prospective franchises and to provide training and support
services to Franchised Outlets, within the Exclusive Territory, using the 11J Systemn and the Trade-
marks;

1.4. WHEREAS Franchisor has agreed to grant such rights to Area Developer under the terms and
conditions of this Agreement; and

1.5, WHEREAS the Area Developer acknowledges the importance of the high and uniform standards
of quality and service established by Franchisor and the necessity of locating and presenting quality
prospective franchisees (“Applicants”) to Franchisor and assisting such Franchisees in operating
Franchised Outlets in accordance with the [lJ System and the terms and conditions of this Agreement.

NOW, THEREFORE, IN CONSIDERATION OF THE MUTUAL UNDERTAKINGS SET FORTH HEREIN,
THE PARTIES AGREE AS FOLLOWS:



2.1,

DEFINITIONS
Whenever used herein or in any schedule or amendment hereto:

(2} “|lJ System” means a System for the development, opening and operation of a retail
outlets specializing in the sale of products and services for the refilling and replacement of Ink-Jet
Cartridges, Compatible and remanufactured cartridges, toners, and related products for printers,
as well as other products specified from time to time by Franchisor; a marketing plan and
operating System with a uniform business format and uniform methods, procedures, designs,
merchandising, advertising orientation, manufacture and source of products, site selection,
specially designed and standardized retail ouflets involving distinctive design, decor, color
schemes, layouts and signage; standardized furniture, fixtures, equipment, displays, furnishings
and packaging; inventory and operations control Systems (including L.1J.C.LP. and the L1J.C.LP.
Program); standardized accounting procedures and policies; training and assistance; special
buying programs, uniform advertising and promotional materials and programs, all of which may
be further supplemented, updated or amended from time to time by Franchisor;

{b) “Advertising Funds” means the fund created by the Franchisor within the Area
Developer's territory, in which all advertising contributions by Franchisees located within said
territory, are deposited in accordance with the provisions of Secfion 10 hereof;

(c) “Affiliated Corporation(s)” - a body corporate is an Affiliated Corporation of another
body corporate, if one of them is the subsidiary of the other or both are the subsidiaries of the
same body corporaie or each of them is controlled by the same Person, and if two bodies
corporate are Affifiated Corporations of the same body corporate at the same time, each of them
is an Affiliated Corporation of the others. For the purposes hereof:

(i) a body corporate is controlled by a Person #f securities of the body corporate to
which are attached more than fifty percent (50%) of the votes that may be cast to elect
directors of such body corporate are held, other than by way of security only, by or for the
benefit of that Person and the votes attached to those securities are sufficient, i

exercisad, to elect a majority of the directors of the bady corporate,

(ii} a body corporate is the holding body corporate of another if that other body
corporate is a subsidiary, and

iii) a body corporate is a subsidiary of another body corporate if it is controlled by
that other body corporate;

{d) "Agreement” means this Area Development agreement and all schedules hereto, as
same may be amended, supplemented or restated from time to time;

(&) “11.J.C.LP.” means “Island Ink-Jet Continuous Improvement Process” which is a unique
proprietary process owned by Franchisor pursuant to which continuous analysis of each
Franchised Outlet is conducted so as to derive information in respect to all aspects of the

operation thereof,

(f) “1.J.C.LP. Program” means a unique, proprietary program designed to evaluate,
prioritize and action key components of each Franchised Qutlet with a view to making the
necessary changes and modifications to the manner in which such Franchised Outlet is operatec
in order to improve, wherever possible, lavels of market share and sales;

» means any business which is the same or substantially similar

(@) “Competitive Business
Franchised Outlet, namely a business which

to the business carried on, in, at or upon a
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generates substantially all of its revenue from the saie at retail of products and services similar to
the Franchisor;

{h) “Corporate Outlets” means Franchised Outlets that are owned and operated by an
Affiliated Corporation of Area Developer;

{i) “Effective Date” means the date of execution of this Agreement by the last party to
execute same;

1)) “Exclusive Territory” is as outlined in ltem 1 of Schedule B;

(k) "Franchisee(s}" means the owner and operator of a Franchised Outlet which has been
approved by Franchisor and has entered into 2 Single Unit Franchise Agreement with Franchisor
in accordance with the provisions of Subsection 7.1.3 hereof including, without fimitation, any
Affiiiated Corporation of Area Developer which owns and operates a Franchised Outlet in
accerdance with Section 3.2 hereof;

) “Franchised Outlet{s)” means those iocations that sell Products at retail only, which are
opened and operated in accordance with the 1) System using the Trade-marks and which are
franchised by Franchisor io a Franchisee in accordance with the terms and conditions of this
Agreement and pursuant to a Single Unit Franchise Agreement;

{m) “Franchisee Recruiting Program” means the program available to Area Representative
io solicit potential Franchisees in the Exclusive Territory;

(n) “Gross Sales” has the meaning given thereto in each Single Unit Franchise Agreement;

{0) “New Store Kit” means the set of plans and specifications and the fixtures, equipment,
appliances, displays, couniers, tables, computer hardware, fittings, signage, artwork_, alterations
and improvements for building, fixturing and equipping a Franchised Outlet;

(p) “Other Products” means products similar to the Products in guality, retail price and
nature, purchased by an approved Franchisee from approved suppliers or manufacturers other
than Franchisor or its Affiliated Corporations for sale at retail in Franchised Outlets; .

(q) “Person” includes an individual, body corporate, partnership, iimited liability company,
joint venture, trust, association, unincorporated organization or any other entity recognized by
applicable law;

(r) “Products” mean the products, merchandise and wares io be sold in a Franchised
Outiet as well as those additional products, merchandise and wares designated by Franchisor for
sale in Franchised Outlets in the future:

{s) “Retail Location” means a third party regional or national retail chain or similar entity
which we have negotiated a program to place Service Centers or products within their locations;

(t) "Single Unit Franchise Agreement" means the standard form Single Unit Franchise
Agreement, prepared for use in the Exclusive Terriiory in accordance with Subsection 7.1(c).

(L) “Software License Agreement” means the license agreement entered into between
Franchisor and Franchisee relating to the implementation of Franchisor's software package,
pursuant to which Franchisee has been granted the right to use Franchisor's proprietary software,
for use in connection with Franchised Outlets:




V) "Store Supplies” means all those stare supplies including standardized b'oxes,. bags,
packaging, plastic and paper products and accessories which are used in connection with .the
business carried on at the Franchised Outlets;

(w} "Term" means the initial term of this Agreement as set forth in Item 2 of Schedule B
attached hereto and initialed by both parties for the purpose of identification hereof and, to the
extent that this Agreement is renewed in accordance with the terms hereof, includes the renewal

term set forth in ltem 3 of Schedule B; and

(x) "Trade-Marks" means the trade-marks, and applications and/or registrations therefor,
set forth on Schedule A annexed hereto, and other trade-marks, trade names, 10gos, insignia,
trade dress, graphics, commercial symbols, slogans and other identification schemes that may be
prescribed from time to time by Franchisor for use in association with the tlJ System.

3. GRANT OF RIGHTS

3.1. Subject to the terms of this agreement, Franchisor hereby grants to Area Developar, and Area

Developer hereby accepts:

{a) the exclusive right and license to use the Trade-marks in the Exclusive Terri_tory in
connection with the business to be conducted by Area Developer pursuant to the provisions of

this agreement; and

(b) The exclusive right to market franchises, utilizing the Single Unit Franchise Agreement, to
other Persons to own and operate Franchised Outlets in the Exclusive Territory and to use the IlJ
System and the Trade-marks in connection therewith. Area Developer shall not have the right to
grant final approval to any Applicant or to enter into Single Unit Franchise Agreements with
Franchisees, for Area Developer benefit or on hehalf of the Franchisor, nor shall the Area
Developer grant sub-franchising rights to any person in respect of the Trade-marks and the 1l

System.

3.0.  Franchisor reserves the right to develop certain special locations and opportunities directly or
through others, if we are not able to offer the Area Developer(s) a franchise for the location or opportunity.
These special locations are opportunities include Military bases, large national and regional retail chains
and other similar entities. When ever we are able to do so, we will offer the Area Developer a ten (10)

business day right of first refusal to develop these locations.

33.  FEranchisor further reserves the right to license others to own and operate Retail Location outlets
within the territory in the event the Area Developer is unwilling or unable to successfully deliver qualified
applicants to Franchisor for those locations, or in the event Franchisor-enters into a national development
agreement with a Retail Corporation. In the event the Retail Location(s) are owned and operated by the
retailer and Area Developer is not responsible to perform its obligations as outiined in this agreement,
Area Developer will not be granted any rights to such location({s).

3.4. Area Developer shall be required to operate a Eranchised Outiet as a Corporate Outlet of the
Area Developer, and will be required to execute a Single Unit Franchise Agreement and shall have the
same rights and obligations with respect to a franchised Outlet as the other Franchisees who are not
affiliated to Area Developer. Area Developer must have its Corporate Outiet open and operational at all

times during the Term of this Agreement.

3.5. For so long as Area Developer shall not have lost its exclusive rights pursuant to the provisions of
Section 15 hereof, Franchisor shall not, during the Term of this Agreement itself own or operate, or
market to others the right to own or operate, Franchised Outlets in the Exclusive Territory.
Notwithstanding anything to the contrary contained herein, the Franchisar shall have the right to enter into
Nationai Real Estate Programs with, but not limited to, Property Owners, Retailers and Wholesalers, for
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the sole purpose of securing suitable iocations for the Area Developer io utilize in marketing and
recruiting Franchisees within the Exciusive Territory.

4. INITIAL TERM AND RENEWAL

4.1 Subject to the terms hereof, this Agreement shall be for a term of ten (10) years commencing on
the Effective Date (the "Term").

4.2 Area Developer may request to Franchisor and at Franchisor's acceptance, renew the Term of
this Agreement for one (1) additional term of ten {10) years, provided that;

(a) Area Developer shall have given Franchisor written notice of the exercise of its option to
renew not less than twelve (12) moanths or more than eighteen (18} months prior to the expiration
of the initial Term. Franchisor shall provide written notice of accepiance or denial of request to
renew not less than six (6) months prior to expiration of the initial Term;

{b) at the time of requesting the renewal and until the expiration of the initial term, Area
Developer shall have paid all amounts owing by it to Franchisor or any of the Affiliated
Corporations pursuant to this Agreement and shall otherwise not be in default under any
provision of this Agreement or any agreement with an Affiliated Corporation of the Franchisor,

(c) at the expiration of the initial Term, Area Developer shall not have lost its exclusive rights
pursuant to Section 13 hereof; and

{d) at the expiration of the initial Term, Area Developer shall execute a general release in a
form satisfactory to Franchisor of any and all claims against Franchisor and all of its Affiliated
Corporations.

5. INITIAL AND CONTINUING FEES

51, Area Developer shall pay to Franchisor as consideration for the grant of the Area Devsloper
rights and for the development opporiunities in the Exclusive Territory lost by Franchisor or deferred as a
result of the grant of the Area Development rights to Area Developer a non-recurring, non-refundable fee
in the amount set out at ltem 4 of Schedule B, which amount is payable upon the date of execution of this
Agreemeni. Such amounts once paid, shall be deemed to have been fully earned by Franchisor;

in the States of California, Minnesota, North Dakota, Washington, South Dakota, Maryland and
lllinois we are required to hold all initial fees and payments paid to us in an escrow account in the
US Bank. These fees cannot be released until you are open for business.

5.2.  As consideration for the Area Developer's fulfilment of its obligations herein, the Franchisor shall
pay to the Area Developer fees for each and every franchise location opened in their territory. The fees
will consist of a fee payable upon receiving all dully executed documentation and the opening fee with is
paid upon opening of the location and a receipt of a letter of completion from the franchisee. The amount
of the fee is specified at liem 5 of Schedule B. All such fees will only be released to area developer upon
satisfactory receipt of the respective fees and payments from the franchisee and is conditioned upon the
Area Developer's fuffillment of its obligations as outfined herein. In certain states, the fees will be placed
in escrow until opening of the franchisee's location.

5.3. Franchisor shall also pay to Area Developer a continuing royally participation fee paid for on-
going territory managament calculated as a percentage of all of the Gross Sales of the franchisees in the
Area Developer's Exclusive Territory. The applicable Royalty percentage rate is specified at liem 6 of
Schedule B. Payment of Royalties to the Area Developer is conditioned upon the receipt of Royalties
from each franchisee in the Exclusive Territory. . The continuing royaity fee shall be paid on the thirtieth
{30th) day of each calendar month with respect to the iotal Gross Sales for the preceding calendar month;



54. Franchisor shall be solely responsible for coliecting all Royalty Fees from Franchisees located in
the Exclusive Territory and remitting Area Developer share of the Royalty Fee to Area Developer on or
before the thirtieth (30th) day of each month on alt Royalty Fees collected for the previous month. To the
best of its ability, Franchisor shall be responsible for collecting any and all past-due Royalty Fees for
Franchisees located in the Exclusive Territory. All payments to Area Developer by Franchisor pursuant to
this Agreement shall, unless otherwise directed in writing by Franchisor, be made by way of an electronic
transfer to the bank account designated in writing from time to time by Area Developer, or by way of bank
draft delivered to Area Developer at the address set out in Section 21.5 hereof, or at such other place
designated in writing from time to time by Area Developer. Furthermore, Franchisor shall have sole
discretion to apply any payments to be paid to Area Developer towards the payment of any amount due
and owing by Area Developer at the date of such payment regardless of any designation by Area

Developer.

5.5. In the event that any monetary obligation of any nature owed by Area Developer to Franchisor is
not paid when due, Area Developer shall, in addition to paying the unpaid monetary abligation, pay to
Franchisor interest thereon at an annual rate equal to eight percent (8%) over the prime rate announced
from time to time by U.S. Bank as its reference commercial rate for determining the interest rate it
charges on commercial demand loans in US dollars to its most creditworthy customers, from the date

such payment was due until such monetary obligation is totally paid in full.
6. DUTIES AND OBLIGATIONS OF FRANCHISOR

6.1. Upon completion of the Area Representative training program, Franchisor shall loan to Area
Developer one (1) copy of the Manuals.

6.2.  Franchisor shall, at such time as is mutually agreeabie to the parties hereto, provide to one (1)
representative of Area Developer a training program at Franchisor's facilities in Courtenay, British
Columbia, Canada, or other locations as determined by the Franchisor, in all aspects of the IlJ System
including, without limitation, the operation of Franchised OQutiets, and a complete and comprehensive
training program regarding franchise sales compliance issues. All other expenses incurred by Area
Developer's representatives in attending such training including, without limitation, costs of
accommodation, wages, meals and travel shall be borne by Area Developer. No compensation shall be
payable by Franchisor to Area Developer or to any Person attending training for services rendered at any
Franchisor owned or franchised outlet of Franchisor during the course of training.

6.3. Franchisor shall, at Area Developer's request, send one (1) representative experienced in the ilJ
System to assist Area Developer in the Exclusive Territory with the furnishing and equipping of one
Franchisee's Franchised Outlet. The costs and expenses incurred by Franchisor's representative for
trave! to and from the Exclusive Territory, as well as for hotel accommodation, wages and meals, shall be

borne by Area Daveloper,

6.4 Eranchisor shali enter into Single Unit Franchise Agreements with each of its Franchisees for use
in connection with the operation of Franchised Outlets. A copy of the current version of the Single Unit
Franchise Agreement is annexed hereto as Scheduie C. Franchisor reserves the right to modify, change
or update the Single Unit Franchise Agreement periodically in Franchisor's discretion provided such
modifications do not infringe on Area Develioper’s economic rights under this Agreement.

6.5. Franchisor shall make available to Area Develaper, as and when developed, all new or improved
methods and procedures developed by Franchisor for general use by Franchisees of the IlJ System.

6.6. Franchisor shall make available to Area Developer, as and when developed‘by franchisor, for
use in the Exclusive Territory, an English copy of its advertising and promotional materials and artwork on

an "as is” basis,
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l B.7. Franchisor shall provide Franchisees iocated in the Exclusive Territory with, at Franchisee's
expense, a New Store Kit for each Franchised Outlet io be developed in the Exciusive Territory.

I 6.8 Franchisor and its personnet will be available by telephone, facsimile or internet to advise and
assist Area Developer on a continuing basis, during regular business hours, with respect to the
management and operation of the Franchised Outlets in the Exclusive Territory, at no additional expense

. ¢ Area Developer,

6.9. In the event that Area Developer requires additional training and assistance in the support of the

' Franchised Outiets, Franchisor will, at the written request of Area Developer and upon reasonable
advance nofice, make availabie to Area Developer, at such time as may be mutually agreeable to
Franchisor and Area Deveioper, one (1} representative for a maximum number of working days for the
purpese of providing such additional assistance. Area Developer will reimburse Franchisor for its costs in
providing such training and assistance, including a per diem fee as specified in ftem 7 of Schedule B, as
well as all travel expenses and the cost of reasonabie accommodation, food and living expenses for the
said representative,

I 6.10. Al Manuals, documents, advertising materials and software programs, as well as ail other
information and assistance furnished by Franchisor under this Agreement, shall be expressed in the
l English language and in such units of weight and measure and in such form as are normally utilized.

6.11.  Notwithstanding any other provision in this Agreement or any obligation of Franchisor hereunder,
nothing contained in this Agreement shall require, or be deemed to require, Franchisor o constitute a
I permanent establishment in the Exclusive Territory. It is undersiood and agreed that Franchisor and Area
Developer shall structure the terms of any obligations to be fulfilled by Franchisor in the Exciusive

~o. .. Territory pursuant io this Agreement in a_manner which will not give rise to any adverse employment or

tax conseaquences for Franchisor in the Exclusive Terrltory, provided, however, both parties agree that
any tax liability or other expenses which may arise if Franchisor is deemed to have created a permanent
establisnment in the Exclusive Territory by virtue of this Agreement shall be paid solely by Franchisor and
Franchisor shall indemnify Arez Developer from any and all such costs and expenses.,

DUTIES AND OBLIGATIONS OF AREA DEVELOPER
Area Developer hereby agrees:
{a) to participate ir the training programs described in Sections 6.2 and 6.3 hereof;

{b) to diligently recruit potential Franchisees and in connection therewith, Area Developer
agrees to use the criteria and standards that may be designated from time o time by Franchisor
far evaluating prospective Franchisees;

l {c) to cause each Franchised Outlet in the Exclusive Territory to be established and
' operated pursuant to a Single Unit Franchise Agreement executed by Franchisor and a
. Franchisees. By delivery of written notice to Area Developer, Franchisor shall approve or
disapprove prospective Applicants to become Franchisees of Franchisor. Franchisor shall
determine whether the Applicant possesses sufficient financial and managerial capability and has
satisfied the other criteria then utilized by Franchisor in the awarding of franchises. Franchisor
I may refuse to award a franchise to an Applicant for any reason or no reason at all in Franchisor’s
sole discretion. The award of a franchise shall be effected onty upon and after the full execution

I of the then-current Single Unit Franchise Agreement;

(d) to cause an Affiiate of Area Developer to enter into Singie Unit Franchise Agreements
pursuant to which such Affiliate shall own and operate at ieast one (1) Corporate Outlet. Area
Developer shall not market any franchise to a Franchisee dealing at arm’s length with Area
Developer, until such time as at least ane {1) Corporate Qutlst is owned and cperated by an



