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KidzArt FexasKIDZART TEXAS, LLC
FRANCHISE AGREEMENT

This Franchise Agreement 1s entered into between KidzArt Texas, LLC, a Nevada limited
liability company (“we,” “us,” or “our’-er—kidzAst"), whose principal address is 1327 Dime-
BeeeG}felel%Z_E._QQmmon_SIreet, New Braunfels, Texas 78130, and you, the Franchisee as-

designated below_(“you” or “‘your™);

A. If you are an individual,
[insert pame] with his or her current residence at;

B. If the Franchisee is a partnership,
[insert name] whose partners names-and-addresses-are;

Exhibit B and whose principal business address is

» OF

C. If the Franchisee is a corporation or limited liability company,
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B and whose principal business address 1S

LET ALL PARTIES KNOW

KadzAst-ownsWe own a unique system for opening and operating a facility designed to provide
art instruction to children and adults through a uniform system which has high standards of
service, uses quality products, operates under the business format we created and developed-by-
KidzA+xt, and-which is known as the KidzArt® Franchise System (the “System”);

The distinguishing characteristics of the System include the name “KidzArn®,” workable and
functional art systems, proprietary curriculum, confidential operating procedures, standards and
specifications for equlpment services, products and management, and marketing programs.

. e . 2 of these distinguishing characteristics may-
' from time to time as we deem best.

They are known as “Trade Secrets” and are demgnated by and identified with the marks
described in this Agreement;

®We identify the System by means of certain trade names, service

marks, logos, emblems and indicia of origin, including the trademark “KidzArt®” and other
trade names and service marks;—whieh-are_that we now; or may in the future be;-designated-by-
KadzAxtdesignate in writing for use in connection with the System (the “Marks”);

KidzArt-continuesWe continue to use, develop, and control the use of the Marks in order to
identify for the public the source of services and products marketed under the System,-and which
represent the System’s high standards of quality, integrity and service;

You recognize the benefits to be derived from being identified with the System. You also
recognize the value of the Marks and the continued uniformity of image to you, kidzAstus, and
other KidzAnt® franchisees—efKidzArt. You understand the importance to the System of
KidzAst’sour high and uniform standards of quality, appearance, and service; and further
recognize the necessity of opening and operating your KidzArt® Office (the “Office”) in
conformity with the System,;

You recognize that, in order to enhance the value of the System and the goodwill associated with
it, this Agreement places detailed obligations on you, including strict adherence to kidzAst’sour
reasonable present and future requirements regarding the types of services offered, advertising,
physical facilities, operational techniques, and related matters; and

You wish to be assisted, trained, and franchised to operate an Office pursuant to the provisions
and at the location within the territory specified in this Agreement. You have alse-had an
adequate opportunity to be advised thoroughly advised—of thethis Agreement’s terms and
conditions-efthis-Agreement by counsel of your own choosing.
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THEREFORE, you and KidzArt Texas, LLC, intending to be legally bound and in consideration
of mutual agreements, covenants and promises contained 1n this Agreement, agree as follows:

SECTION 1 -GRANT OF LICENSE

1.1  Subject to the limitations contained in this Agreement, KidzArt-grants-towe hereby grant
you, during the License Term, the right and license (the “License”) to:

A.  Operate an Office (which may be home-based) upon the terms and conditions of
this Agreement; in gne (1) territorial area (the “Territory”) and at one (1) location (the
“Location”) descrnibed in Exhibit A;

B.  Use the Marks at the Office; and

C.  Offer and market at the Office only KidzAnt® approved services and products.

1.2 (a) (1) During the License Term, KidzArtand except as provided in subparagraph
1 i i 1 ] il sites in the Territo: will not operate
or license others to operate another KidzArt® Office within your Territory described in Exhibit
A as long as your Office’s annual Gross Revenues (calculated each-year-during the License Term_
as provided in subparagraph (b) below) exceed a minimum level. If your Office fails to satisfy
this minimum annual Gross Revenues requirement, we may elect (as we deem best), effective
upon delivery of notice to you, either (a) to eliminate the exclusivity of your right to operate a
KidzArt® Office within the Territory during this Agreement’s remaining term, or (b) to reduce
unilaterally the geographic scope of the Territory in which you will have the exclusive right to
operate your KidzArt® Office. If we choose either of these options, which we are free to do,
there will be no limitations at all upon the activities in which we (and our affiliates) thereafter
may engage and allow others to engage during this Agreement’s remaining term in the portion of
the Territory in which you no longer have exclusive rights (which might be the entire Territory).
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(c) Even while you retain your exclusive rights within the Territory, KidzAstwe may
offer and sell to customers located in your Territory, through any distribution channels (including
the Internet) other than a KidzArt® Office_{except for those the right to which we retain in
subparagraph (a) above), products and services bearing the Marks (or other trademarks) that are
identical or 31m11ar to (or different from) the products and serv1ces offered by your Ofﬁce —You-
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L(__il You may not pr gx;de_the_semqes_amhpnzed_and_cg_elﬂgx Lhelmnse_Qumde_

SECTION 2 -LICENSE TERM AND EXTENSION RERIODSPERIOD

This Agreement and the License granted w111 continue for a penod of 10 years Zg;; agree to

MThls 10 -year perlod W1ll begm on the date Mthls Agreement—}s—ekeea%ed»
by—KidzA+t and is subject to prior termination in accordance with the provisions of this
Agreement. When the original 10-year period expires, you will have the option to renew your
License for one (1) successive 10-year period.

KidzArtWe may refuse to renew the License if you (or your owners) have:

A. - Failed to remedy any breach of this Agreement we have specified-by-KidzA+t in a
written notice to you; or

B. Committed 2 or more breaches of this Agreement of a substantial nature in the
preceding 24 months.

KidzA+tWe may also refuse to renew the License if you are not current in payment obligations to
KidzAstus and our affiliates and to all of your trade creditors.

You will execute a Renewal Franchise Agreement and all other legal agreements in the form we_
then beingused-by-KidzArtin-grantineuse to grant new franchises, any and all of the terms of
which may differ materially from those contained in this Agreement, including, without
himitation, higher Royalty Fees, higher Advertising Fees, a modified Territory (which may be
smaller than the Territory granted under this Agreement), and a different minimum annual Gross
Revenues requirement. Fhere-will-not-be, howeveranotherInitial Franchise Fee-charged-in-the-
renewak—Falure-by-youYour failure to execute these renewal agreements within 30 days after
their delivery to you will be deemed amyour election by—you—not to renew the KidzArnt®
Franchise.

As additional conditions to renewal, you {and vour owners) will:

C.  Execute a general release of all claims you may have against KidzAst-#sus and our
officers, directors, shareholdersowners, agents, and employees, whether in their corporate
and/or individual capacities. This release will include all claims arising under any
federal, state, or local law, rule, or ordinance or arising out of or conceming this
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Agreement or our and your franchise relationship and will be in a form satisfactory to
KadzAstus.

D. Make capital expenditures as may be reasonably required to modernize your
services and your equipment so as to reflect the then-current image of KidzArnt® Offices.

agreement is equal to five
w&m@.

You and KidzArtwe agree to give each other not less than 6 months. prior written notice of an
election not to renew the License.

SECTION 3 -INITIAL FRANCHISE FEE

3.1 Upon executing this Agreement, you will pay te-KidzArtus an Initial Franchise Fee of
$25,506-31.900. You also must pay KidzA+tys $5366800 when you sign the Franchise Agreement
for an initial inventory of art and marketing materials needed to begin operating your Office.__

3.2 The Initial Franchise Fee is non-refundable under any conditions once you have paid yeur-

3.3 If you wish to increase the size of your Territory, we currently will charge you

$1.900between $0.32 and $0.35 for each additional 16,000-peeple-toriessqualifying household
WW) added to your Territory-(aithough-we-

- 3 . Our willingness to
increase ﬂae—swe—e#lyour Temtory_s_slze w111 depend on how wel] you operate your Office in the
Territory after completing training, where other franchisesfranchisees operate, and what is in our
and the System’s best interests. However, at no time do we have any obligation to allow you to
increase the-size-efyour Territory_s size.

SECTION 4 -CONTINUING ROYALTIES

4.1 You shall, without notice or invoice from KidzAstus, pay KidzAstus a monthly Royalty
Fee in the amount of 78% of Gross Revenues. Gross Revenues are defined in Section 6.
However, the minimum monthly royalty payment for the License is $200-durins-each-month-of
the—ﬁfst—yeaf—ef—the—lﬂeeﬂse—”l:em—&SO durlng each month of the seeendﬁrsl year of the License
and , en and $400
durmg each month durmg the remamder of the Llcense Term The Royalty Fee is due on the first
day of each month, based on Gross Revenues during the preceding month, and will be considered

late 1f not recelved by K}dﬁf&fms by the tenth day of the month. JMM@M
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m_mg ggmgg of your Gross Revenues 11; thualgndm_y_r_@xccﬁmmgi_l_@g | _still.

SECTION 5 -ADVERTISING AND PROMOTION

5.1 Except as provided below, you will advertise and promote the opening of the Office at
your own expense; however-KidzAst, we will recommend the type, manner, and time period.

5.2 KidzAstWe may make available to you advertising, promotion and marketing materials for
the Office whichthat are prepared by #sour advertising agency and used by KidzAstus, #sour
affiliates, and other franchisees. These materials will be accessible to you via Internet and can be
sent directly to our printer once customized. You may occasionally create advertising materials
that are consistent with our branding. However, KidzAstwe must approve or disapprove your
advertising materials before you may use them and will do so in writing within 10 working days
after receiving them from you.

5.3 Recognizing the value of advertising and marketing to the goodwill and public 1mage of

KidzArt® businesses, KidzAst-may-establishwe have established and mav continue to maintain
and_administer an advertising fund (the “Advertising Fund”) for the advertising, marketing, and

public relations programs and materials i-deemswe deem appropriate. You agree to contribute to

7
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the Advertising Fund tweoneg percent (21%) of the Office’s monthly Gross Revenues, but not less
than thistytwenty-five dollars ($3525) per month, payable at the same time and in the same
manner as the Royalty Fee. All Advertising Fund payments shall be paid separately from the

Royalty Fee {e-g-by-aseparate-cheek)-in the manner kidzAwt-destgnates:we designate,

kKidzArtWe will direct all programs that the Advertising Fund finances, with sole control over
the creative concepts, matenals, and endorsements used and their geographic, market, and media
placement and allocation. The Advertising Fund may pay for preparing and producing video,
audio, and written materials and electronic media; developing, implementing, and maintaining an

electronic commerce website and/or related strategies_(such as franchise svstem intranet or
extranet); obtaining and maintaining toll-free numbers for the System; administering regional and
multi-regional marketing and advertising programs, including, without limitation, purchasing
trade journal, direct mail, and other media advertising and using advertising, promotion, and
marketing agencies and other advisors to provide assistance; and supporting public relations,
market research, and other advertising, promotion, and marketing activities. The Advertising
Fund periodically will give you samples of advertising, marketing, and promotional formats and
materials at no cost. KidzArtWe will sell you multiple copies of these matenials at its direct cost
of producing them, plus any related shipping, handling, and storage charges.

KidzArtWe will account for the Advertising Fund separately from #sour other funds and not use
the Advertising Fund for any of itsour general operating expenses. However, KidzArtwe may
use the Advertising Fund to pay the reasonable salaries and benefits of personnel who manage
and administer the Advertising Fund, the Advertising Fund’s other administrative costs, travel
expenses of personnel while they are on Advertising Fund business, meeting costs, overhead
relating to Advertising Fund business, and other expenses that KidzAsrt—ineurswe incur in
activities reasonably related to administering or directing the Advertising Fund and its programs,
including, without limitation, conducting market research, public relations, preparing advertising,
promotion, and marketing materials, and collecting and accounting for Advertising Fund
contributions.

The Advertising Fund will not be KidzAsrt’sour asset. Although the Advertising Fund is not a
trust, KidzAxtwe will hold all Advertising Fund contributions for the benefit of the contributors
and use contributions only for the purposes described in this Section. KidzArt-deesWe do not
owe any fiduciary obligation to you for administering the Advertising Fund or any other reason.
The Advertising Fund may spend in any fiscal year more or less than the total Advertising Fund
contributions in that year, borrow from KidzAstus or others (paying reasonable interest) to cover
deficits, or invest any surplus for future use. KadzAstWe will use all interest earned on
Advertising Fund contributions to pay costs before using the Advertising Fund’s other assets.

KidzAstWe will prepare an annual, unaudited statement of Advertising Fund collections and
expenses and give you the statement upon written request. KidzAxtWe may have the Advertising
Fund audited annually, at the Advertising Fund’s expense, by an independent certified public
accountant. KidzArtWe may incorporate the Advertising Fund or operate it through a separate
entity whenever it-deemswe deem appropriate. The successor entity will have all of the rights
and duties specified in this Section.

KidzArt—intendsWe intend the Advertising Fund to maximize recognition of the Marks and
patronage of KidzArt® businesses. Although KidzArtwe will try to use the Advertising Fund to
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develop advertising and marketing materials and programs, and to place advertising and
marketing, that will benefit all KidzArt® businesses, kidzAstwe need not ensure that
Advertising Fund expenditures in or affecting any geographic area are proportionate or
equivalent to Advertising Fund contributions by KidzArt® businesses operating in that
geographic area or that any KidzArt® business benefits directly or in proportion to its
Advertising Fund contribution from the development of advertising and marketing materials or
the placement of advertising and marketing.

kKadzArt-hasWe have the right, but no obligation, to use collection agents and institute legal
proceedings to collect Advertising Fund contributions at the Advertising Fund’s expense. #We
also may forgive, waive, settle, and compromise all claims by or against the Advertising Fund.
Except as expressly provided in this Section, KidzAst-assumeswe assume no direct or indirect
liability or obligation to you for collecting amounts due to, maintaining, directing, or
administering the Advertising Fund.

KidzArtWe may at any time defer or reduce contributions of a KidzArt® franchisee and, upon
thirty (30) days’ prior written notice to you, reduce or suspend Advertising Fund contributions
and operations for one or more periods of any length and terminate (and, if terminated, reinstate)
the Advertising Fund. If KidzAstterminateswe terminate the Advertising Fund, #we will
distribute all unspent monies to franchisees in proportion to their respective Advertising Fund
contributions during the preceding twelve (12) month period.

SECTION 6 -GROSS REVENUES

6.1 No mention of services or products in this Section is intended to mean or imply that
KadzArt-approveswe approve such services or products for sale at the Office.

6.2 For purposes of this Agreement, Gross Revenues include the total of all receipts derived
from services performed and products sold by your Office, whether the receipts are evidenced by
cash, credit, barter, checks, gift certificates, scrip, coupons (see Subsection 6.3B.), services,
property or other means of exchange, even if you do not directly derive all such receipts. For
example, to the extent you conduct classes at locations (including, but not limited to, recreation
centers, YMCAs, and park districts) that deduct a portion of the amounts paid by participants in
your classes in order to be compensated for your conducting classes at such locations or for other
reasons, Gross Revenues on which the Royalty Fee is due shall be the total amounts paid by
participants in your classes before any deduction by such locations.

6.3  Gross Revenues will not include:

A.  Sales taxes imposed by governmental authorities directly on sales and collected
from customers, provided the taxes are added to the selling price and are in fact paid to
the appropriate governmental authorities;

B.  Promotional or discount coupons to the extent that no revenue is realized;

C.  Service charges paid by you for credit card receipts; and
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D. Employee receipt of services or products, if free, or any portion not paid for by an
employee.

Cash refunded and credit given to customers will be deducted in computing Gross Revenues to
the extent that-they were previously included in Gross Revenues on which a Royalty Fee was
paid.

6.4 Gross Revenues will be deemed received by you at the time the services or products from
which they were derived are delivered or rendered or at the time the relevant sale takes place,
whichever occurs first ¢ ) ' 1VE ) |
services or products. Gross Revenues consrstmg of property or services will be valued at the
retail prices of such property or services.

SECTION 7 -RECORDS AND AUDITS - LATE PAYMENT CHARGE

7.1 You will prepare, on a current basis, complete and accurate records concerning all
financial, marketing, and other operating aspects of the business conducted under this

Agreement. You will maintain an accounting and computer-based management system, which
accurately reflects all operational aspects of the Office, including uniform reports as-may-be-

required-by KidzAsrtwe require. Your records will include tax returns, statements of Gross
Revenues (to be prepared each month for the preceding month), and quarterly unaudited balance
sheets and profit and loss statements. You will also submit to KidzAstus other reports as-
KidzArt-maywe reasonably request, including your annual tax returns, within 15 days after our
request. You must send us quarterly lists with the name and telephone number of, and the name
of the contact person at, each host facility at which your Office teaches KidzArt® classes. You
will also make available vour sales records and files you use by way of am internet
connection upon request. AdWe may use all financial,_statistical, and operational data with

respect to your business that

The records requrred under this Subsection pertain only to your operation of the Office. KrdzAfP
hasWe have no right to inspect, audit, or copy the records of any unrelated business activity you
may-have (although, as noted above, it-deeswe do have the right to receive a copy of your annual
tax returns).

7.2 From the date you and KidzAstwe sign this Agreement until 3 years after the end of the
term of this Agreement including renewals, KidzAstwe or our authorized agent will have the
right to request, receive, inspect, and audit any of the records referred to above wherever they
may be located. KidzA+t-agreesWe agree to do inspections and audits at reasonable times. You
agree to keep all records and reports for 6 years from the date they originated. Should any
inspection or audit disclose a deficiency in the payment of any Royalty Fee, or other amounts
required to be paid under this Agreement, you will immediately pay the deficiency to KidzAstus,
provided the deficiency exceeds $50.00, without prejudice to any other remedy efKadzArtwe
have under this Agreement. In addition, if the deficiency for any audit period equals or exceeds
2% of the correct amount of any Royalty_Fee, Advertising EeeFund contribution or other
amounts due, you will-also must immediately pay te-KidzAstus the entire cost of the inspection
or audit, including travel, lodging, meals, salaries and other expenses of the inspecting or

10
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auditing personnel. For the purposes of this Subsection, an audit period will be each fiscal year.
Should the audit disclose an overpayment of any Royalty_Fee, Advertising FeesFund
contribution, or other amounts due, KidzArtwe will promptly pay the amount of the overpayment
to you provided that the amount exceeds $50.00.

7.3 You agree to pay kidzAstus a late fee equal to the greater of fifteen percent (15%) of the
amount due or twenty-five dollars ($25) for each required payment net-made-on—or-before—its-
ortginal-due—datethat is _considered to be late. The late fee is not interest or a penalty but

compensates KidzArtus for increased admlmstratlve and management costs due to your late

that you owe Kﬁéﬂ&ﬂns for any reason, 1f more than seven (7) days late, will bear mmterest
accruing as of their original due date at one and one-half percent (1%%) per month or the highest
commercial contract interest rate applicable law allows, whichever is less. Each failure to pay
Royalty Fees, Advertising FeesFund contributions, and other amounts payable to KidzAstus
when due is a matenial breach of this Agreement.

SECTION 8 -SERVICES AND ASSISTANCE PROVIDED BY THE FRANCHISOR

8.1 The Initial Franchlse Fee and Royalty Fees are paid for the License, which includes the use
of the Marks ef -Art-and-fer certain services rer 7

8.2 KidzArtWe will offer you initial and continuing services as it-deemswe deem necessary or
advisable in furthering your franchised business and the business of the System as a whole and in
connection with protecting the Marks and goodwill of KidzArt®. Eaihwre-ofKidzArtQur failure
to provide any particular service, either initial or continuing, will not excuse you from paying the
Initial Franchise Fee or the continuing Royalty Fees.

8.3 Currenthymmtialnitial and continuing services provided-by-KidzAst-are—we provide may
nclude the following:

A.  Designating your exclusive Territory as stipulated in Section 1.

B.  Fumishing you with specifications for all initial and replacement equipment,
inventory, and art supplies required for the operation of your home-based Office.

C.  Providing you with an initial training program. You wilor vour Managing Owner
{M@ attend and satisfactorily complete the 1n1t1a1 tralmng program
in Texas prier-tebefore opening the franchised Office: &
commence-prior-to-the-opening-of-your-business (see below for a descnptlon of certain
training fees). You must arrange for the training of your certified instructors after you
return from the initial training program. Your certified instructors will be trained by an
authorized trainer. You must pay a fee for each certified instructor receiving training and
must pay all expenses (including travel, hotel, food, and related expenses) incurred in
having this training take place. You must pay for the trainer’s expenses of traveling to

11
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your Territory to conduct the training, or you must arrange for your certified instructors to
travel to the trainer’s site for training.

D.  Providing you with proprietary field-tested KidzArt® curriculum (at such times
and intervals as we deem appropriate).

E. As51st1ng Wlth respect to pre- opemng and opemng activities as we reasonab]y

G. i i ent-of new products and service
methods as—éeemeéw_e_deem beneﬁmal i i b zAst-for the System’s
successful operation-ef-the-Systerr. You will be 1nformed of any new product or service
methods.

H. ¥You—will-beJeaned—1Giving vou access 1o one (1) copy of KidzAwt’sour
Confidential Operating Manual (the “Manual’”) containing mandatory and suggested

specifications, standards, operating procedures and rules preseribedwe prescribe from
time to time-by-KidzA+t, as further stipulated in Section 11.

L kd%ﬁﬂaﬁmphﬂm@m a centralized purchasmg system—that-you-

Art,_We may negotiate favorable prices and terms with
maj or suppliers and allow you to utilize the centralized purchasing system.

J. Prov1dmg and malntammg a web51te with your location and contact 1nformat10n —
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Providing visits by our field representative-at-eur

KidzArtWe will provide lunches at training. You will be responsible for personal traveling and
living expenses ieurred-by-yoursei-and-any-ofyou, vour Managing Owner, your employees-of,
and vour independent contractors that-participate-nincur during the training program.

The initial training and orientation program will be held at our corporate headquarters and will be
conducted for a 4-day (32 hour) period. Training will consist of a discussion of the System,
techniques, procedures, methods of operation, hiring employees, customer service, ordering,
sales, procedures, accountmg, support procedures, and instructions on quality standards and

practical experience in the operation of a KidzArt® Office.-KidzArt-trains-one-person_We train
M@L@@ for no addmonal fee. Eyew&n%—wm—spe&se—%e—aﬁeﬁd—&am&g—“%—yeﬁ—wa—

W $250 for a one-day certlﬁed 1nstructor tralmng
program at #sour office (space permitting) for an employee of yours. ¥We may increase this fee
periodically. (This is for certified instructor training that needs to be provided for each certified
instructor you hire.)

Four months after you complete initial training, we may require you to send us a one-hour video
of you teaching a KidzArt® class (for evaluation). If we do not believe that you are conducting
the class properly, we may require you to return to our principal training location for 1 to 2 days
of additional training.

Six months after you complete initial training, we will require you to send us another video of

you teaching a KidzArt® class to determine if you are qualified to teach certified instructor

training. If you are not yet qualified to do so, all of your prospective certified instructors must be

trained by us or our designated trainers (including existing franchisees) at our then current

training fee. If you are so qualified, you may train your own certified instructors. If you fail to
13
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satisfy our qualification requirements at the six-month period noted above, you may ask us to
re-evaluate you after one year.

KidzA+#We may hold annual conferences to discuss on-going changes in the industry, sales
techniques, personnel training, bookkeeping, accounting, inventory control, performance
standards, advertising programs, merchandising procedures, and curriculum development. You
must attend KidzAst’sour annual conference. There is a conference fee to offset cost of
conferences, and you must pay this fee whether or not you attend the conference (even though

" you are obligated to attend). You also will be responsible for your travel and living expenses.

These conferences are held at our corporate headquarters or at an alternate location ehosen—by-

zAstwe choose, We also may require you to be available for business coaching
sessions. If you request or require assistance, guidance, or training beyond that which KadzAsrtwe
typically makesmake available to franchisees, kidzArtwe may require you to pay isour then
applicable charge for such assistance plus #sour related costs and expenses.

SECTION 9 -LOCATION OF OFFICE;
DESIGNATION OF
MANAGING OWNER; AND OPENING FOR BUSINESS

9.1 No Office may be opened until sueh-timre-asKidzArt-reasonably-agreeswe confinm that all
class preparation items have been satisfactorily completed, you or your Managing Owner
(defined below) have been trained, the Location (home-based or leased) is ready for opening in
all other respects, and the Initial Franchise Fee has been paid in full. You acknowledge that any
opening for business prior to satisfaction of all of the above conditions will be seriously
detrimental to the financial prospects of the Office and will cause 1rreparab1e damage to
K1dzArt® goodwﬂl and reputatlo \ agree C
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and_emww OIsie_L___tQ*.mgmtam.our_QsIean_degggm_ md__apge_amno.c;

SECTION 10 -UPGRADING YOUR PROGRAM

10.1 Subject to the terms of this Section and particularly Subsection 10.2, you will at all times
comply with all KidzArt® standards, specifications, processes, procedures, requirements, and

instructions regarding the services previded-by-you_provide.

10.2 You willmust periodically upgrade the art supplies or equipment at your cost in accordance
with KidzArt® reasenable-standards and, at our request, at any renewal of this Agreement. You
witl-also must pay the cost of adding equipment-and altering the-equipment for required services
or products which-KidzAst-requiresthat we require you to market pursuant to Subsection 12.5.
YOU ACKNOWLEDGE THAT AN ADDITIONAL INVESTMENT MAY BE
REQUIRED RELATED TO THIS SUBSECTION.

10.3 — AT : +HWe agree not_to require upgrading according to standards that
exceed those applied to other Offices in the market nearest your Office. The Offices in the
nearest market will be considered as a whole, and you may not avoid your obligations under this
Section by comparing your Office to any single Office in the nearest market.

SECTION 11 -CONFIDENTIAL OPERATING MANUAL

11.1 You will acknowledge receipt of a copy of the KidzArt® Cenfidential-Operating-Manual-
éthe—-Maﬁua}—) and New Cumculum The Manualwh

: . _ ] 2 _and/or written materials, will at all
tlmes remain them sole property~ef—44fd%Aft You agree to 1mmed1ate]y retum the Manual to

K}d%Aﬂ—a%—the—ekpm&m—eHeeaeHem&ma&eﬁ—e{Mhen this Agreement_expires or is
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11.3 KadzArtWe may revise the Manual. The revisions we_presently eentemplated—by-
KidzArtcontemplate include, but will not be limited to, changes with respect to:

A.
B.
C.
D.
E.
F.
G.
H.

Advertising and promotions;

Equipment and supplies;

Advisory Bulletinsbulletins;

Accounting and reporting systems and forms;
Insurance requirements;

Operating procedures;

New services;-and

New products; and

!—-4

Maximum prices you may charge your customers for the services you provide.

11.4 You agree to operate the Office in accordance with the Manual and to be responsible for
assuring strict compliance with the standards, specifications, requirements, and instructions
presently set forth in the Manual and any subsequent amendments and supplements! ﬂg ma;g

w Fallure to comply W1th “the standards setforth in theManual Wlll
constitute a material breach of this Agreement.

SECTION 12 -FRANCHISEE’S DUTIES AND OBLIGATIONS

12.1 You will, consistent with the—temms—ef-this Agreement’s terms, diligently develop the
Office’s business-ef-the-Office and use your best efforts to market and promote the required
services and products.

12.2 Subject to the-terms-of-this Agreement;-duringthe License-Term s terms, you will strictly
comply_during the License Term with all present and future KidzArt® standards, specifications,
processes, procedures, requirements, and instructions efKidzArt®-regarding-the operation of the
business, including the following requirements:

A. Yous-ot
must devote
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and operational policies, and training and supervising emplovees and independent
contractors to make sure our System 1s followed.

B. You Wmust attend and complete all_training programs at .
locations Kids T -‘MM and you wﬁ%musl pay alI salary and
other expenses of persons attendmg. 7 ]

: atisfa ¢ 1nitial trammg
program——A%eﬁdaﬁee—by—yeﬂ 1s compulsory i ¥
the-opening-otbefore your Ofﬁcew You&;.,yo_u_Ma;mgm&

Owner also must attend annual conferences and required business coaching sessions.

C.  Any additional required services or products intreducedwe introduce into the

System by—kidzAst-must be offered for sale_by the Office on a continuing basis at the
Office-at-the-time and in the manner we required-by-KidzAst.

D.  No service andgr product, except approved services or products, may be offered for
sale at or from the Office.

E.  Only signs, advertising and promotional material, services, equipment, supplies,
and curriculum that meet KidzArt® standards and specifications willmay be used at the

Office.__You may not use any curriculum other than our proprietary and_copyrighted
curricujum.

F. AHYou must acquire, install, and use all equipment, products, supplies, and other

items necessary to add new required services or products-raust-be-acquirednstalled-and-
gtilized, and the marketing of new services and products must begin at the Office as we.

reasonably required-byXidzArtrequire.

G. Equipment, services, supplies, and other items must be added, eliminated,
substituted, and modified as soon as practicable in accordance with changes in KidzArt®
specifications and requirements. You must have a digital camera and a video camera
with a tripod;-ard-IidzAs+t,_We may recommend or require a scanner and color copier

that you must obtain. M@%&BS%%%W&MW&%&%W
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H. No alterations of the services provided by you materially affecting the image of
KidzArt® may be made except at our request or upon our approval.

L The bustnessQffice must comply with all applicable laws, ordinances, rules,
regulations, and other requirements_and secure all required licenses.

J. Ad%emsmgwé matcrials;-which-are-provided-byKadzArtfor use-by-
you;_we give you may be used only in the manner and during the period speeified-by-
KidzAstwe specify. You may not create or maintain your own website. Your Office will

be included on KidzAst’s—Websiteour Franchise System Website on the conditions
described in Subsection 8.3.J above.

K.  All debts and taxes arising in connection with the Office’s business, except those
duly contested in a bona fide dispute, must be paid when due, including debts payable to
your landlord, KidzAstys, and our affiliates.

L.  All necessary and appropriate measures must be taken to avoid any negative rating
at any time from any governmental agency or authority, and any conditions or practices
disapproved by any such agency or authority must be promptly corrected, except that,
with our prior approval, you may contest the action as being arbitrary, capricious, or
unfair.

18
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M.  All dealinedealings and transactions with customers and suppliers must be fair and
honest.

N. You will-beare responsible for recruiting new customers through advertising,
marketing, and business networking.

O.  You are responsible for keeping up -to -date on competitors’ pricing in sales and
service and changing and revising pricing and specials. You must comply with any
maximum prices we specify for your services and may not charge your customers more
than those maximum prices.

P. You must provide customer service training to your employees_and._independent
contractors.

Q. At least one KidzArnt® Certified Instructor must be present when children are
present. No class may be left unattended or unsupervised.

R.  You are required to obtain the insurance asidenitfiedspecified in Section 14.

S. It 1s your responsibility to perform a background check on any and all employees
and/or independent contractors that will be working with children.

T.  You will-provideKadzArt—withpust send us a video of your class and your

Certified Instructor’s class(es) once per year on or before the anniversary date of your
mitial franchise training or more often #at our requested by—JidzAst—(as provided in
Subsection 8.3 above).

U.  You must limit your teaching to the curriculum previded-by-KidzA+rtwe provide,

12.3 In prescribing standards, specifications, processes, procedures, requirements, or
instructions under Subsection 12.2 or any other provision of this Agreement, KidzAsrtwe will
assist in local market research and provide guidance in determining the prices eharged-byfor you
to charge for_vour services exand products-ef-any-kind. KidzArtWe may specify the maximum
prices you may charge customers for your services. KidzArtWe will not have control over the
Office’s day-to-day managerial operations-efthe-Office.

12.4 We and our representatives will have the right during business hours to enter and inspect
the Office (even if home-based) and all other facilities used for service or storage, sale, and
transportation of any approved products. We and our representatives will have the right to
discuss with you or etherpeopleothers you-may designate all matters that-may-pertainrelating to
compliance with this Agreement and with-KidzArt® standards, specifications, requirements,
instructions, and procedures and to take photographs of the Office. We and our representatives
will have the rlght to have any K1dzArt® requlred serv1ces rendered by any employee at your
Office. You all-re
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wﬂma will not unreasonably interfere with eeﬂéaei—eéyeuf—b&s&ness—xg;

12.5 On advance notice of at least 30 days, KadzAstwe may specify a new service or product as
a required serv1ce or product - e ,

w& glLKldzAr[& Ofﬁces taken as a whole operatmg 1nthe market
nearest the-Office-your Office,

12.6 +27You agree that, during the License Term and for one year after the expiration and
termination of this Agreement, you will supply to KidzAsxtus your home addressand business
addresses and telephone aumbermumbers, which KidzArt-iswe are required by law to include in
#tsour franchise offering circular.

12.7 128-If you are an individual, you or a manager trained in the KidzArt® System must
dlrectly superwse the franchlsed busmess If you are a—eespe%a&en—ef—ﬁ“—yea—have—m—euf—sel&

responsibility for a}hheﬂfﬁc_e_s operations-of-the-Office. Any proposed change in the eperating-

partner-or-rpanager-willbeManaging Owner is subject to our approval, as provided in Section 9.2

above. The eperatingpartrerManaging Owner or manager will be the correspondent referred-
toreferenced in Subsection 22.9.
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SECTION 14 -INSURANCE AND INDEMNIFICATION

14.1 You willmust, upon commencement of the License Term, purchase and at all times
maintain in full force and effect:

A.  If you have employees, workers’ compensation insurance in amounts prescribed by
law;-and

B.  Comprehensive general liability insurance and product liability insurance coverage
in such amounts and upon such terms as may-from-time-to-time-bejs customary for art
schools and similar operations located in your Territory, but not less than $1;000,600-00,1
million, insuring both you and KidzAstus against all claims, suits, obligations, liabilities,
and damages, including attorneys’ fees, based upon or arising eut-effrom actual or alleged
personal injuries or property damage relating to the use or condition of the Office or your
operation of the business-Qffice;
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14.2  All required policies of insurance reguired-under-this-Seetion-witlmust be with responsible

companies qualified to do business and in good standmg in the state where the Ofﬁce 1s located—
and-will be in a form reasonably satisfactory to Kidz:
MM@WMM@ certificates
issued by each of your insurers indicating that all premiums due have been paid, that-all required
insurance is in full force and effect, and-that the insurance will not be terminated, not renewed, or
changed without at least 30 days’ prior written notice from the insurer to KidzAsrtus. New
certificates evidencing renewal of insurance wiHmust be furnished at least 30 days priertebefore
the-date-of expiration date of each policy. Within 5 days after asyour request-by-JKidzAst, you
witmust deliver a copy of all insurance policies to KidzAstus for examination.

14.3 If you fail to obtain or maintain adequate insurance, KidzAstwe may, at #s-election—-and-
sole—diseretionour option, obtain insurance for and in your name. Within 5 days after anyour
written request-by—KadzAxt, you will-pay-almust reimburse our costs of obtaining adequate
insurance_for you.

14.4 You agree to indemnify, defend, and hold harmless kidzAstus, #sour affiliates, and our
and their respective shareholdersowners, directors, officers, employees, agents, successors, and
assignees (the “Indemnified Parties”) against, and to reimburse any one or more of the
Indemnified Parties for, all claims, obligations, and damages directly or indirectly arising out of
the operation of your Office, the business you conduct under this Agreement, or your breach of
this Agreement, including, without limitation, those alleged to be caused by the Indemnified
Party’s negligence or willful misconduct, unless (and then only to the extent that) the claims,
obligations, or damages are determined to be caused solely by the Indemnified Party’s gross
negligence or willful misconduct in a final, unappealable ruling issued by a court or arbitrator
with competent jurisdiction.

For purposes of this indemnification, ‘“claims” include all obligations, damages (actual,

consequential, or otherwise), and costs that any Indemnified Party reasonably incurs in defending

any claim against it, including, without limitation, reasonable accountants’, arbitrators’,

attorneys’, and expert witness fees, costs of investigation and proof of facts, court costs, travel

and living expenses, and other expenses of litigation, arbitration, or alternative dispute

resolution, regardless of whether litigation, arbitration, or alternative dispute resolution is
22
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commenced. Each Indemnified Party may defend any claim against it at your expense and agree
to settlements or take any other remedial, corrective, or other actions.

This indemnity will continue in full force and effect subsequent to and notwithstanding this
Agreement’s expiration or termination. An Indemnified Party need not seek recovery from any
insurer or other third party, or otherwise mitigate its losses and expenses, in order to maintain
and recover fully a claim against you under this subparagraph. You agree that a failure to pursue
a recovery or mitigate a loss will not reduce or alter the amounts that an Indemnified Party may
recover from you under this subparagraph.

SECTION 15 -TRADEMARKS AND TRADE SECRETS

15.1 Your right to use the Marks is derived only from this Agreement and js limited to your
operating the Office according to this Agreement and all standards, specifications, and operating
procedures we prescribe during its term. Your unauthorized use of the Marks is a breach of this
Agreement and infringes our rights in the Marks. You acknowledge and agree that your use of
the Marks and any goodwill established by that use are exclusively for our benefit and that this
Agreement does not confer any goodwill or other interests in the Marks upon you (other than the
right to operate the Office under this Agreement). All provisions of this Agreement relating to
the Marks apply to any additional proprietary trade and service marks we authorize you to use.
You may not at any time during or after this Agreement’s term contest or assist any other person
in contesting the validity, or our ownership, of the Marks. You agree to use the Marks as the
Office’s sole identification, except that you agree to identify yourself as its independent owner in
the manner we prescribe. You may not use any Mark (+a) as part of any corporate or legal
business name, (2b) with any prefix, suffix, or other modifying words, terms, designs, or symbols
(other than logos we have licensed to you), (3¢) in selling any unauthorized services or products,

(44) as part of any domain name, homepage, electronic address, or otherwise in connection with
a Website_{(unless it is a Franchise System Website), or (5¢) in any other manner that we have not
expressly authorized in writing. If we discover your unauthorized use of the Marks, we may
require you to destroy all offending items reflecting such unauthorized use.

15.2 You may not use any Mark in advertising the transfer, sale, or other disposition of the
Office or an ownership interest in you without our prior written consent, which we will not
unreasonably withhold. You agree to display the Marks prominently as we prescribe on forms,
advertising, supplies, and other materials we designate. You agree to give the notices of trade
and service mark registrations that we specify and to obtain any fictitious or assumed name
registrations required under applicable law.

15.3 You agree to notify us immediately of any apparent infringement or challenge to your use

of any Mark, or of any person's claim of any rights in any Mark, and not to communicate with

any person other than us and our attorneys, and your attorneys, regarding any infringement,

challenge, or claim. We may take the action we deem appropriate (including no action) and
23
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control exclusively any litigation, U.S. Patent and Trademark Office proceeding, or other
administrative proceeding arnsing from any infringement, challenge, or claim or otherwise
concerning any Mark. You agree to sign any documents and take any other reasonable action
that, in the opinion of our attorneys, are necessary or advisable to protect and maintain our
interests in any litigation or Patent and Trademark Office or other proceeding or otherwise to
protect and maintain our interests in the Marks. We will reimburse you for your costs of taking
any action that we have asked you to take.

15.4 1If it becomes advisable at any time for us and/or you to modify, discontinue using, and/or
replace any Mark and/or to use one or more additional, substitute, or replacement trade or service
marks together with or in lieu of any previously designated Mark, you agree to comply with our
directions within a reasonable time after receiving notice. We need not reimburse you for your
direct expenses of changing the Office’s signs, for any loss of revenue due to any modified or
discontinued Mark, or for your expenses of promoting a modified or substitute trademark or
service mark. These rights apply to any and all of the Marks (and any portion of any Mark) that
we authorize you to use in this Agreement. We may exercise these rights at any time and for any
reason, business or otherwise, that we think best. You acknowledge both our right to take this
action and your obligation to comply with our directions.

15.5 We agree to reimburse you for all damages and expenses that you incur in any trademark
infringement proceeding disputing your authorized use of any Mark under this Agreement if you
have timely notified us of, and comply with our directions in responding to, the proceeding. At
our option, we may defend and control the defense of any proceeding arising from your use of
any Mark under this Agreement.

15.6 You agree to use only our existing or future Marks, and related practices, systems,
curriculum, procedures and methods, in connection with the promotion and operation of the

Office, and only in accordance with the procedures established-by-KidzArtwe establish.

15.7 You will cause KidzArt® Marks to be reproduced exactly and accurately.

15.8 You willmust immediately inform KidzAst-ofus about any suspected, known, or threatened
infringement, piracy, or challenge to the Marks, Trade Secrets, methods, and procedures used in

the System. You willagree to assist and cooperate with KidzAst-in-takingaectionus, at our
expense, asin taking the action we deem appropriate to protect the System.

15.9 Immediately upon the expiration or sooner termination of this Agreement, you willmust:

A. Cease and forever abstain from using any of the Marks and/or Curseulum:—our
) | iohted iculum: and

B. Take all actions necessary to cancel any d/b/aassumed or fictitious name
registration containing any of the Marks:and-
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