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FRANCHISE DISCLOSURE DOCUMENT

Waters Edge Wineries, Inc.,

A California corporation
8560 Vineyard Avenue, Suite 408
Rancho Cucamonga, CA 91730
909-468-9463
info@watersedgewineries.com
www.watersedgewineries.com

We grant franchises for WATERS EDGE WINERY stores that feature the manufacture and sale of wine, the
teaching of winemaking and the sale of related wine accessories. We sell unit franchises for the right to
operate a single WATERS EDGE WINERY Store (“Unit Franchise”).

The total estimated initial investment necessary to begin operation of a WATERS EDGE WINERY Unit
Franchise is $229,180 - $754,625. This includes $76,000 to $206,000 that must be paid to the franchisor
or an affiliate if you don’t buy an existing winery owned by the franchisor (or franchisor’s affiliate) and
$166,000 to $556,000 if you buy an existing winery owned by the franchisor (or franchisor’s affiliate).

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

You may wish to receive your disclosure document in another format that is more convenient for you. To
discuss the availability of disclosures in different formats, contact Ken Lineberger at 8560 Vineyard
Avenue, Suite 408, Rancho Cucamonga, CA 91730 and 909-468-9463,

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

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

There may also be laws on franchising in your state. Ask your state agencies about them.
Issuance date: March 28, 2017.
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STATE COVER PAGE

Your state may have a franchise law that requires a franchisor to register or file with a state
franchise administrator before offering or selling in your state. REGISTRATION OF A
FRANCHISE BY A STATE DOES NOT MEAN THAT THE STATE RECOMMENDS THE
FRANCHISE OR HAS VERIFIED THE INFORMATION IN THIS DISCLOSURE
DOCUMENT.

Call the state franchise administrator listed in Exhibit A for information about the franchisor, or
about franchising in your state.

MANY FRANCHISE AGREEMENTS DO NOT ALLOW YOU TO RENEW
UNCONDITIONALLY AFTER THE INITIAL TERM EXPIRES. YOU MAY HAVE TO SIGN
A NEW AGREEMENT WITH DIFFERENT TERMS AND CONDITIONS IN ORDER TO
CONTINUE TO OPERATE YOUR BUSINESS. BEFORE YOU BUY, CONSIDER WHAT
RIGHTS YOU HAVE TO RENEW YOUR FRANCHISE, IF ANY, AND WHAT TERMS YOU
MIGHT HAVE TO ACCEPT IN ORDER TO RENEW.

Please consider the following RISK FACTORS before you buy this franchise:

1. THE FRANCHISE AGREEMENT PERMITS YOU TO ARBITRATE WITH US ONLY
IN CALIFORNIA OR AT SUCH OTHER PLACE AS MAY BE MUTUALLY
AGREEABLE TO THE PARTIES. OUT OF STATE LITIGATION MAY FORCE YOU
TO ACCEPT A LESS FAVORABLE SETTLEMENT FOR DISPUTES. IT MAY ALSO
COST MORE TO LITIGATE WITH US IN CALIFORNIA THAN IN YOUR OWN
STATE.

2. THE FRANCHISE AGREEMENT PROVIDES THAT CALIFORNIA LAW GOVERNS
THE AGREEMENT, EXCEPT THE NON-COMPETE PROVISIONS ARE GOVERNED
BY THE LAWS OF THE STATE IN WHICH YOUR DESIGNATED AREA IS
LOCATED. THIS LAW MAY NOT PROVIDE THE SAME PROTECTIONS AND
BENEFITS AS LOCAL LAW. YOU MAY WANT TO COMPARE THESE LAWS.

3. AS NOTED IN ITEM 12, REGARDLESS OF YOUR DESIGNATED AREA, WE MAY
COMPETE WITH YOU BY SELLING THE SAME OR SIMILAR PRODUCTS
THROUGH THE INTERNET, MAIL ORDER CATALOGUES, DIRECT MAIL
ADVERTISING AND FROM CASINOS, MILITARY BASES, RACE TRACKS,
THEME PARKS, INCLUDING WATER PARKS AND AMUSEMENT PARKS,
HOTELS, RESTAURANTS AND SELECTED SPECIALTY RETAIL VENUES, SUCH
AS FAIRGROUNDS OR OTHER TOURIST ORIENTED DESTINATIONS.
ADDITIONALLY, WE MAY OPERATE AND FRANCHISE OTHERS TO OPERATE
STORES OFFERING SIMILAR PRODUCTS AS YOU DO WITHIN AND/OR
OUTSIDE YOUR DESIGNATED AREA UNDER TRADEMARKS OTHER THAN
THE WATERS EDGE WINERY TRADEMARKS.

4. IF YOUR STORE IS WITHIN A SPECIAL SITE, DEFINED IN THE FRANCHISE
AGREEMENT AS CASINOS; MILITARY BASES; RACE TRACKS; THEME PARKS,
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INCLUDING WATER PARKS AND AMUSEMENT PARKS; HOTELS;
RESTAURANTS; AND SELECTED SPECIALTY RETAIL VENUES, SUCH AS
FAIRGROUNDS OR OTHER TOURIST ORIENTED DESTINATIONS, YOU WILL
NOT RECEIVE AN EXCLUSIVE TERRITORY. ALSO, SPECIAL SITES ARE
EXCLUDED FROM ANY TERRITORY WE GRANT YOU.

IF YOU HAVE NOT SELECTED A SITE WITHIN 90 DAYS OF SIGNING THE
FRANCHISE AGREEMENT, WE MAY TERMINATE THE FRANCHISE
AGREEMENT AND KEEP ALL AMOUNTS PAID TO US.

IF YOU FAIL TO BEGIN OPERATIONS WITHIN 90 DAYS AFTER THE
AUTHORIZED LOCATION IS DESIGNATED OR MORE THAN 30 DAYS AFTER
COMPLETION OF TRAINING, WE MAY TERMINATE THE FRANCHISE
AGREEMENT AND KEEP ALLL AMOUNTS PAID TO US.

FOR PRIVATE BRANDED FRANCHISED LOCATIONS, ANY MARK OR NAME
ADOPTED WILL BELONG TO AND INURE TO WATERS EDGE’S BENEFIT. ON
TERMINATION OR EXPIRATION OF THE AGREEMENT, YOU MUST STOP
USING THE MARKS AND ALL OTHER MARKS AND NAMES ADOPTED IN
CONNECTION WITH YOUR FRANCHISE.

THERE MAY BE OTHER RISK.S CONCERNING THIS FRANCHISE.

We may use the services of one or more FRANCHISE BROKERS or referral sources to assist us
in selling our franchise. A franchise broker or referral source is our agent and represents us, not
you. We pay this person a fee for selling our franchise or referring you to us. You should be sure
to do your own investigation of the franchise.

The state effective dates for this Disclosure Document are listed before the table of contents.
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STATE EFFECTIVE DATES

The following states require that the Franchise Disclosure Document be registered or filed with
the state, or be exempt from registration: California, Hawaii, Illinois, Indiana, Maryland,
Michigan, Minnesota, New York, North Dakota, Rhode Island, South Dakota, Virginia,
Washington and Wisconsin.

This Franchise Disclosure Document is registered, on file or exempt from registration in the

following states having franchise registration and disclosure laws, with the following effective
dates:

STATE REGISTRATION DATE

CALIFORNIA
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REQUIRE A RIDER TO THE FRANCHISE AGREEMENT.



ITEM 1
THE FRANCHISOR, AND ANY PARENTS,
PREDECESSORS AND AFFILIATES

To simplify the language in this disclosure document, “we,” “our” or “us” means Waters
Edge Wineries, Inc., the Franchisor. Sometimes “us” also refers to entities we control, controlled
by or under common control with Waters Edge Wineries, Inc. “You” means the person or entity
that buys the franchise. If you are a corporation, partnership or other entity, “you” also may mean
your owners.

Your Franchisor

We are a California corporation formed on May 15, 2012. Our principal place of business
1s 8560 Vineyard Avenue, Suite 408, Rancho Cucamonga, CA 91730. We have no affiliates that
offer franchises in any line of business or who provide products or services to franchisees and have
no predecessors. Our agents for service of process are disclosed in Exhibit A to this disclosure
document.

Our business is offering and selling Waters Edge Winery franchises and operating
ourselves Waters Edge Winery businesses. We sell two types of franchises: full Waters Edge
Winery stores and private branded Waters Edge Winery stores. A full franchise grants you the
right to use our trademarks, system and methodologies. It also entitles you to participate in our
advertising program and receive advertising and marketing assistance in your territory. A private
branded franchise grants you the right to use our system and methodologies, but under a separate
primary trademark you create and we approve. For example, our San Juan Capistrano private
branded franchise trades by the name Capistrano Winery. As a private branded franchise, you will
not receive advertising and marketing assistance in your territory.

Other than as described above, we do not offer any other franchises or engage in any other
lines of business. We began offering Waters Edge Winery franchises in June 2012. However,
Waters Edge’s principals have operated a similar business and have been involved in the wine
business since 2004.

The Franchise 'Offered

We sell Waters Edge Winery franchises. We grant you the right to operate an individual
store within a specific geographic area (“Designated Area”).

Your individual store will feature the manufacture and sale of wine and related wine
accessories, as well as food and other menu items for on-premises consumption. If you purchase
a franchise without our proprietary tank system, your individual store will produce wine in smaller
containers and batches. If you purchase a franchise with our proprietary tank system, you will be
able to produce wine in greater volumes. Waters Edge Winery stores are full service federally
bonded wineries equipped with state of the art fermentation equipment, professional tasting bar
and lounge areas. You must manufacture and prepare the wine in accordance with our specified
recipes and formulas and serve it in accordance with our specified standards. Each full franchise



store operates under the name WATERS EDGE WINERY and the Marks. Private branded franchise
stores operate under a separate primary mark you create and we approve. You must operate your
individual store under the system. Your individual store will have approximately 2,500 to 4,000
square feet.

The Market and Competition

Waters Edge Winery stores offer wine, wine products, food and accessories at retail to the
general public and at wholesale to other establishments (such as hotels and restaurants) and certain
customers for re-sale purposes. Sales are year round. Your competitors include other businesses
offering similar wine, wine products, food and services, and may include franchise systems and
other chains. The market for stores similar to your WATERS EDGE WINERY store is developing.

Laws. Licenses and Permits

All individual stores are subject to laws and regulations affecting businesses generally.
These laws include tax regulations, labor laws, business licensing requirements and laws relating
to site selection and building construction, such as the Americans With Disabilities Act.
Additionally, all stores are subject to various federal, state and local government regulations,
including those relating to the manufacture, storage and sale of wine products, as well as the
labeling of wine products. We urge you to make further inquiries about all of these laws. It is
your sole responsibility to obtain and keep in force all necessary licenses and permits required by
public authorities, including any required federal or state winery license.

Industry Specific Regulations

The retail liquor business is highly regulated by federal, state and local laws. These laws
require that you obtain all necessary liquor licenses before you open your store. In some
jurisdictions, liquor licenses may be difficult to secure and often require proof of good character
and no criminal background. The manufacture, distribution and sale of alcoholic beverages is
heavily regulated under state and federal laws. Government regulations impact terms and
conditions of payment; payment of excise taxes; advertising, trade and pricing practices; product
labeling; sales to minors and intoxicated persons; relationship among product producers,
importers, wholesalers, and retailers; ability to ship product between states; and limitation on
multiple unit ownership. Some jurisdictions limit the sale of liquor to state-owned or licensed
outlets. These laws may also impose limits on the way you advertise your business and the date
and hours in which you may operate. For more detailed information as to how these laws affect
your business, you should contact the Liquor Control Board of your state and the City Manager of
the city in which you will operate and consult with your attorney concerning these and other local
laws and ordinances that may affect your store.

You also agree to comply with all local, state and federal laws of a more general nature
that affect your business, including employment, workers’ compensation, corporate, tax, licensing,
applicable laws pertaining to the privacy of customers, employees, and transactional information
(“Privacy Laws”) and similar laws and regulations.



ITEM 2
BUSINESS EXPERIENCE

OUR BUSINESS EXPERIENCE

Chief Executive Officer: Ken Lineberger

Ken Lineberger has been our Chief Executive Officer since May, 2012. He was also the Western
Area Regional Manager for ECi Solutions based in Ft. Worth, Texas from October, 2012 to
December, 2014. Mr. Lineberger was the Chief Executive Officer of WNI West, Inc. in Rancho
Cucamonga, California from September, 2011 to March, 2015, and its President from June, 2006
to September, 2011. Mr. Lineberger served as President of TWT Enterprises, Inc., in Rancho
Cucamonga, California from June, 2004 to December, 2014.

Vice President. Secretary and Treasurer, Franchise Liaison: Angela Lineberger

Angela Lineberger has been our Franchise Liaison since June, 2015. She has also been our Vice
President, Secretary and Treasurer since May, 2012. Ms. Lineberger was the Vice President,
Secretary and Treasurer of WNI West, Inc.in Rancho Cucamonga, California from June, 2006 to
March, 2015. From June, 2004 to December, 2014, Ms. Lineberger served as Chairman of the
Board of TWT Enterprises, Inc., in Rancho Cucamonga, California.

Director of Franchise Operations: Mark Mitzenmacher

Mark Mitzenmacher has been our Director of Franchise Operations since January 1,2015. He was
our Franchise Sales Manager from September, 2012 to December 31, 2014. Mr. Mitzenmacher
was not employed during the period March, 2011 to September, 2012.

ITEM 3
LITIGATION

PENDING LITIGATION:

Waters Edge Wineries, Inc. v. Premier Wineries, Inc. and William McDermott, (American
Arbitration Association Case No. 01-16-0003-4094, Los Angeles, California, filed August 12,
2016). We brought this arbitration against franchisee Premier Wineries and its owner William
‘McDermott for refusing to take delivery and pay for products, unauthorized changes to the
winery premises and menu, unauthorized termination of the franchise and trademark
infringement. We sought damages, declaration of our right to terminate the franchise and acquire
the business assets, compliance with post-term obligations and attorney fees. Later, Premier
brought the action described below. We dismissed the arbitration and brought these claims as a
counterclaim in that litigation.

Premier Wineries, Inc. v. Waters Edge Wineries, Ken Lineberger and Angela Lineberger
(Superior Court of the State of Arizona, Case No. CV2016-054405; filed September 14, 2016;
removed to U.S. District Court, Case No. 2:16-cv-8407-SVW-RAO on November 8, 2016).



After we brought the Arbitration discussed above, Premier Wineries (“Premier”) sued us in
Arizona state court alleging fraud, interference, unjust enrichment and declaratory relief.
Premier claimed fraud, that we interfered with Premier bringing in investors and that we were
unjustly enriched by royalties on food sales. Premier sought a declaration of rights, nullification
of the Franchise Agreement, damages, return of monies paid and attorney fees. On October 4,
2016 we removed the case to United States District Court for the District of Arizona and,
pursuant to our motion, the action was transferred to the United States District Court for the
Central District of California. On December 9, 2016, we filed a counterclaim against Premier
and Mr. McDermott (Premier’s owner). Our counterclaim seeks damages for Premier’s breach
of the franchise agreement, by among other things, failing to pay for purchases, refusing to take
delivery of product ordered, purporting to terminate the franchise agreement without grounds,
failing to report sales, royalties and other fees, selling unapproved products, modifying the menu
and operation of the franchised business without approval. We also seek a declaration that we
have the right to terminate the franchise agreement and exercise our post-termination rights. On
February 16, 2017 the Court dismissed Premier’s fraud claim. A trial date has been set to begin
July 16, 2017.

Other than as disclosed above, no litigation is required to be disclosed in this Item.

ITEM 4
BANKRUPTCY

On August 18, 2011 Mark Mitzenmacher filed a voluntary petition under Chapter 7 of the
Bankruptcy Code in the U.S. Bankruptcy Court for the Central District of California (No. 2:11-
bk-45198). The case was dismissed by the Court on September 8, 2011.

On September 20, 2011 Mark Mitzenmacher filed a voluntary petition under Chapter 7 of
the Bankruptcy Code in the U.S. Bankruptcy Court for the Central District of California (No 2:11-
bk-49629). The case was dismissed by the Court on October 12, 2011.

Mr. Mitzenmacher has no ownership interest in Waters Edge Wineries.

Other than the above, no bankruptcies are required to be disclosed in this Item.

ITEM 5
INITIAL FEES

Initial Fee- First Location

The Initial Franchise Fee is $39,000 until such time as we sell 20 Waters Edge Winery
franchises. When the Waters Edge franchise program reaches 20 units, the Initial Franchise Fee
1s $50,000 for each unit we sell thereafter.

You pay an Application Fee of $10,000 when you sign the Application and Deposit
Agreement, which is attached to this disclosure document as Exhibit B; $5,000 of this fee is
refundable if you do not sign a Franchise Agreement and ask us for a refund within 180 days of



signing the Deposit Agreement. No refund will be provided thereafter. If you sign a Franchise
Agreement, the Application Fee is credited toward the Initial Franchise Fee.

You pay the remaining balance of the Initial Franchise Fee when you sign the Franchise
Agreement. This amount is earned on receipt, and is not refundable after you sign the Franchise
Agreement.

We waive the initial franchise fee if you operate under our private branded franchise
program and wish to convert to our full franchise program. We will permit you to convert to our
full franchise program if you are a private branded franchisee in good standing and you are in full
compliance with the terms of the Franchise Agreement.

Additional Locations.

If you apply and we approve your application to purchase an additional Waters Edge
franchise, you will, for each such additional franchise purchased, enter into our then current form
of Franchise Agreement, except that the amount of the initial franchise fee will be as follows:

1. For the second Waters Edge franchise purchased by you or your affiliate, the Initial
Franchise Fee is our then current initial franchise fee charged to franchisees (without any
reduction); '

2. For the third Waters Edge franchise purchased by you or your affiliate, fhe Initial
Franchise Fee is fifty percent (50%) of our then current Initial Franchise Fee charged to
franchisees;

3. For the fourth Waters Edge franchise purchased by you or your affiliate and each
subsequent franchise thereafter, the Initial Franchisee Fee is twenty five (25%) of our then current
Initial Franchise Fee charged to franchisees.

Nothing obligates us to grant you an additional franchise and you do not obtain rights
pursuant to your Franchise Agreement to purchase or operate more than one franchise location.

Other Initial Fees

You must also purchase certain opening inventory from us at a cost of approximately
$35,000 to $55,000 and equipment at a cost of approximately $41,000 to $101,000 depending on
type of equipment and whether a tank system is purchased. See Item 7.

If you purchase an existing winery location from us, you will also pay for the assets,
equipment and goodwill of the Jocation, as negotiated by us.

Except as indicated above, the initial fees charged franchisees are uniform. We can
increase the initial fees charged in the future without notice.



ITEM 6

OTHER FEES

You will pay certain other fees to us or our designee during the course of operations. A
summary of such other fees are contained in the following chart.

full franchises, not
private branded

the fee is due.

Name of Fee(1) Amount Due Date Remarks
Royalty Fee 5% of Gross Sales(2) | Due on the 15" day of
the month following
the month for which
the fee is due.
Advertising Fee 0-2% of Gross Sales | Due on the 15" day of | We currently do not
3) (2) the month following collect an Advertising

(Applies only to the month for which Fee, but may do so

upon 60 days notice.

interest at the
maximum rate
allowable by law

receipt of bill.

franchises)
Local Advertising 5% of Gross Sales As incurred. See Note (4). Payable
4) . to third party
, providers.
Audits. Cost of audit plus Immediately upon You pay for cost of

audit only if it shows
an understatement of
your Gross Sales,
Royalty Fees or
Advertising Fees or an
understatement of 2%
or more from data
reported to us in
respect to any other
item that is material to
the computation of
fees or analysis of the

operation.
Transfer Fee $12,000 Upon application for Payable when you
consent to transfer. transfer your
franchise.
WineWare $1,250 annually Annually Payable to WineWare
Software Support Software
Remodeling (5) Will vary under As remodeling occurs, | Remodeling does not
circumstances but we will not require include general
during the first five maintenance and
years of operation. refreshing. Payable to
your contractor.
Renewal Fee $5,000 Prior to renewal.




Name of Fee(1)

Amount

Due Date

Remarks

Late Fee, Interest

$50 for each
delinquent report or
payment, plus
interest on past due
amounts

As incurred.

In addition to the Late
Fee for delinquent
reports and payments,
all amounts owed to us
will bear interest at the
lesser of 18% per
annum or the highest
legal rate allowed in
the state in which your
Designated Area is
located. We also may
levy fines for your
failure to comply with
your obligations under
the Franchise
Agreement (as further
set forth in our
Operations Manual).

Added Services
Fee (6)

Up to 5% of Gross
Sales, currently 2%.

Due on the 15" day of
the month following
the month for which

the fee is due

Used to provide you
with one or more of
the following services:
accounting support
and assistance, limited
financial consulting
guidance,
intranet/extranet
access/website
hosting, website
development
assistance for your
store and internet
marketing and
advertising services
using information you
provide to us and we
approve.




Name of Fee(1)

Amount

Due Date

Remarks

Default Fee

Up to $2,500 per
violation

On demand

Assessed if we
determine that you
violated any term,

obligation or
requirement of the
Operations Manual or
Franchise Agreement.

Additional
Training Fee

$400 per day

Prior to training

If you attend our
refresher training
course, you must pay
this daily fee. You
must also pay this fee
for us to train your
replacement managers.

Additional
Assistance (7)

$400 per day per
person plus
personnel’s travel
expenses

Immediately upon
receipt of bill

We provide opening
assistance at no cost.
See Item 11.

Interference with
Employment
Relations

Up to $20,000 plus
attorneys fees and
expenses

As Incurred

If you interfere with
our, our affiliates or
another franchisee’s
employment relations
with an employee in a
managerial position,
you must pay this
amount to the former
employer




We may require that all fees payable to us be paid through an electronic depository transfer
account, See Exhibit “I”.

Notes:

(1)  Youpay all fees to us or our designee unless otherwise noted. All fees are non-refundable.
All fees for new franchisees are uniformly imposed. There are no current cooperatives.

(2) Gross Sales include the total revenues and receipts from the sale of all products and services
including, but not limited to, wine and wine products, food, winemaking courses, services,
merchandise and any wholesale items sold onsite or offsite of your Store and includes, but
1s not limited to, winery rental fees received and any other revenues collected by you from
your operations. Gross Sales do not include sales tax actually paid to government agencies
and documented refunds provided to customers.

(3) At the time of this disclosure document, we do not collect an Advertising Fee. If you have
a full franchise, we may begin to collect an Advertising Fee of up to a maximum of 2% of
Gross Sales upon 60 days’ notice. If we establish an Advertising Fee, your local
advertising requirement will decrease in a corresponding percentage. For instance, if we
require you to pay an Advertising Fee of 2%, your local advertising requirement will be
decreased from 5% to 3%. See Item 11 for more information on advertising. This fee only
applies to full franchise locations, not private branded franchise locations.

(4)  Upon our request, you must provide to us on a quarterly basis an itemization and accounting
of the monies that you spent for the preceding quarter on approved local advertising, as
further described in Item 11.

(5) You pay remodeling costs directly to third party vendors or contractors.

6) Should your Gross Sales in any calendar year from your combined Waters Edge operations
(including other Waters Edge franchised locations owned by you) reach $1 million or more,
we will rebate to you at the end of each calendar year fifty percent (50%) of the Added
Service Fee actually paid by you to us during that calendar year in the form of a credit that
may be used by you for future purchases. Our obligation to provide the credit is
conditioned on: (i) each of your Franchise Agreement(s) being in good standing throughout
the year; (ii) there is no uncorrected default notice pending against any of your Waters Edge
franchises at year-end and at the time the rebate is to provided; and (iii) you are current on
all amounts due to us throughout the year. If the above conditions are satisfied, the rebate
will be credited to you by January 31st of the following calendar year. Rebates earned must
be spent on product purchases; must be used in the year issued; and may not be used for
purchases in subsequent years.

(7) We will provide additional assistance to you upon your reasonable request. At the time
of this disclosure document, the fee for additional training is $400 per day plus our
personnel’s travel expenses if we come to you. This training fee also will apply if we



train a new General Manager not trained as part of your opening training. See Item 11
for more details on training.

ITEM 7

ESTIMATED INITIAL INVESTMENT

YOUR ESTIMATED INITIAL INVESTMENT

TYPE OF METHOD TO WHOM
EXPENDITURE AMOUNT OF WHEN DUE | PAYMENT IS TO
: PAYMENT BE MADE
Initial Franchise $0 - $50,000 | Lump Sum $10,000 upon Us
Fee (1) execution of
Application
and Deposit
Agreement;
balance upon
execution of
Franchise
Agreement.
Leasehold $90,000 — As Arranged | As Arranged Contractors and
Improvements (2) $350,000 Lessor, or Us (if You
Purchase an Existing
Winery from us)
Winery Equipment $41,000 — As Arranged | As Arranged | Approved Suppliers,
(3) $101,000 Us
Bistro Kitchen $21,000 - As Arranged As Arranged Approved Suppliers
Equipment (4) $30,000
Signage (5) $2,000 — As Arranged | As Arranged | Approved Suppliers
$8,000
Computer $2,500 - As Arranged | As Arranged Approved Suppliers
System & Label $13,500
Printing (6)
POS Hardware and $7,000 - As Arranged As arranged WineWare Software
WineWare Software $15,000
(N
Rent, Lease & $9,000 — As Arranged Before Lessor and Utility
Utility $40,000 Opening Companies
Security
Deposits (8)
Initial $35,000 - Lump Sum | Upon Delivery | Approved Suppliers,
Inventory (9) $55,000 of Inventory Us

10




TYPE OF METHOD TO WHOM
EXPENDITURE AMOUNT OF WHEN DUE | PAYMENT IS TO
PAYMENT BE MADE
Insurance (10) $1,000 — As Arranged | As Arranged Insurance Company
$6,000
Training $1,500 — As Arranged As Arranged Transportation,
Expenses (11) $8,500 Hotels, Stores
Grand Opening $5,000 As Arranged | As Arranged Media, Printers,
Advertising/ Other Suppliers,
Marketing (12) Employees
Office Equipment $1,500 — As Arranged | As Arranged Approved Suppliers
and Furniture (13) $10,000
Winery Licenses, $1,000 — As Arranged | As Arranged Appropriate
Permits and Bonds $5,000 State/Local
(14) annually Authorities
Professional Fees $1,000 — As Arranged | As Arranged Your Attorneys and
(15) $5,000 Other Professionals
Uniforms (16) $500 - $1,500 | As Arranged | As Arranged | Approved Suppliers
Payroll Service (17) | $180-8$750 | As Arranged Monthly Approved Supplier
Direct TV or similar $0 - $375 Lump Sum Monthly Satellite Service
service for your Provider
store (optional) (18)
Additional Funds $10,000 — As Arranged | As Arranged Employees,
(19) $50,000 Suppliers
(3 month period)
TOTAL $229,180 —
ESTIMATED $754,625
INITIAL
INVESTMENT
(20) ,
Notes:
* Except where otherwise noted, all amounts that you pay to us are nonrefundable. Third

party suppliers will decide if payments to them are refundable. We do not offer any direct
or indirect financing to you. Except as otherwise noted, all estimates are approximate
through the first 3 months of operations.

(1) Initial Franchise Fee. See Item 5 for a description of the Initial Franchise Fee and the terms

under which it may be refunded. We will waive the initial franchise fee if you are a private
branded franchisee and wish to convert to our full franchise program. We will permit you
to convert to our full franchise program if you are a private branded franchisee in good
standing and (a) a full franchise was not available when you entered into the Franchise
Agreement, and (b) you are in full compliance with the terms of the Franchise Agreement.
If you convert, we may also, at our sole discretion, elect to provide you an allowance to
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2)

3)

)

&)

(6)

(7

8

assist with the costs involved to change signage and re-brand to the full franchise program,
but we have no obligation to do so.

Leasehold Improvements. The costs of construction and leasehold improvements depend
upon the size and condition of the premises, the nature and extent of leasehold
improvements required, the local cost of contract work and the location of your individual
store. The estimate includes your architectural and engineering fees. These estimates will
also apply if you purchase assets (including leasehold improvements) of an existing winery
from us.

Winery Equipment. The low estimate of $41,000 assumes you purchase corkers and
containers to make smaller batches of wine, but do not purchase our modular winery Tank
System. The high estimate of $101,000 assumes you purchase our Tank System with a
capacity of 2,400 liters. This amount includes the installation cost of the tank system.
These estimates will also apply if you purchase equipment of an existing winery from us.
The initial investment required will depend on financing terms available and other factors.
If you purchase a franchise without our Tank System, you may at any time elect to upgrade
and offer wine made with our proprietary wine tanks, if you: (a) are in good standing and
current in all payments due to us and our affiliates; and (b) purchase the wine tanks at their
then applicable price and install them, all at your expense.

Bistro Kitchen Equipment & Supplies. The low estimate assumes you purchase one work
table, microwave convection oven, panini grill, microwave oven, refrigerated pizza table,
and Slicer. The high estimate assumes you purchase duplicate equipment to accommodate
a larger square footage store (4,000 sq. ft.).

Signage. Estimated cost for signage at your location. The low estimate assumes minimal
use of fixed signage. The high estimate assumes extensive use of fixed and temporary
signage. If you are a private branded franchise, your signage must say “An Affiliate of”
with the Waters Edge Winery logo.

Computer System & Label Printing. Estimated cost of all required Computer System
components. The low estimate of $2,500 includes the basic printing option for custom
labels and sharing of another Computer System in the business. The high estimate assumes
full color graphic printer and Computer System purchased for dedicated label printing use.

POS Hardware and WineWare Software. Estimated cost to purchase the WineWare
Software and POS Hardware System and first 12 months WineWare Software support fee.
The WineWare Software runs the POS, wine club and conducts inventory management.
The low estimate assumes your franchise has only one POS station. The high estimate
assumes a second station and installation of the Wine Club Management module as part of
the system.

Rent, Lease & Utility Security Deposits. You typically will rent the premises for your
individual store. This estimate assumes rent for the first 3 months of operations as well as
lease and utility security deposits for a 2,500 to 4,000 square foot store. Landlords may
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©)

(10)

(1)

(12)

(13)

require a security deposit, and utility companies may require that you place a deposit prior
to installing telephone, gas, electric and related utility services. A typical utility security
deposit is one month’s expense. A typical lease deposit will be an amount equal to one
month’s rent. These deposits may be refundable in accordance with the agreements made
with the utility companies and landlord. Monthly rental expense may vary widely based
on geographic location, size of the store, local rental rates and other factors.

Initial Inventory. Your initial inventory must be purchased from approved suppliers or in
accordance with our specifications as is further described in Item 8 of this disclosure
document. Initial inventory consists of various juices and other wine ingredients, food and
ingredients, packaging products, cleaning supplies, and other supplies used in the operation
of the individual store including finished wine purchased from us, as well as other
merchandise or products sold by the Store. The initial inventory expenditure will vary
according to current market prices for supplies.

Insurance. You must procure and maintain throughout the term of the Franchise
Agreement insurance in such amounts as set forth in the Franchise Agreement and further
described in Item 8. The cost of insurance will vary based on policy limits, type of policies
procured, any lease requirements, nature and value of physical assets, number of
employees, square footage, contents of the business, geographical location and other
factors bearing on risk exposure. You must add us as additional insureds under your policy.

Training Expenses. There is no fee for initial training, however, you must make
arrangements and pay the expenses for you and the General Manager to attend our training
program in Rancho Cucamonga, California, including transportation, lodging, meals and
wages. The amount expended will depend, in part, on the distance you must travel and the
type of accommodations you choose. We estimate these expenses to be $1,500 to $8,500.
The estimate provided contemplates initial training expenses for you and up to 2 managers
for 1 week. In addition, if applicable to your franchise, you also will receive custom winery
systems training at approximately the same time when your tanks are installed. Training
will be provided by our staff who will make up to 4 trips for up to 8 days total to your store
to complete the custom winery systems training at no additional charge. The low estimate
assumes you reside near our headquarters and that you incur minimal travel expenses. The
higher estimate assumes we train more than one manager and that you incur higher travel
expenses. See Item 11 for more information on training. We may exempt you (at our sole
discretion) from some or all the training if you have pre-existing experience in the winery
field and can demonstrate that you have sufficient knowledge and experience in each of
the training subjects provided. However, we can still require your manager to attend.

Grand Opening Advertising/Marketing. You must conduct your grand opening advertising
and promotion according to our written specifications. These amounts generally will be
spent prior to and through the first 45 days of operation of your individual store.

Office Equipment and Furniture. Before beginning operations, you must purchase an
assortment of office equipment and supplies as prescribed in the Operations Manuals.
Items include telephones and miscellaneous furniture.
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(14)

(15)

(16)

(17)

(18)

(19)

(20)

Winery Licenses, Permits and Bonds. It is solely your responsibility to obtain and maintain
a winery license and obtain permits and bonds for your individual store. The cost of a
winery license may vary between states. The estimated cost provided here is an annual
expenditure. Additional licenses or conditional use permits may be required by local
municipalities or counties.

Professional Fees. Estimated charges for you to consult with independent professional
advisors like a lawyer and CPA. We urge you to consult an experienced accountant or
financial advisor to develop a business plan and financial projections for your operation.

Uniforms. You must purchase and your employees must at all times wear uniforms while
on duty imprinted with the Trademarks and conforming to other specifications we
prescribe. Actual costs will vary depending on the number of employees and uniforms
ordered. The low estimate is for 10 uniforms and the high estimate is for 30 uniforms.

Payroll Service. You must retain an outside payroll service to provide payroll services to
your employees. The low estimate assumes 3 or fewer employees. The high estimate
assumes 20 employees.

DirecTV or Similar Service for your Store. We recommend that you subscribe to a satellite
TV service. The low estimate of $0 assumes you elect not to subscribe to this service. The
high estimate is for 3 months of service at approximately $125 per month.

Additional Funds. This amount of working capital is projected as sufficient to cover initial
operating expenses for a period of 3 months. However, the estimate does not include
hourly labor costs. These figures are estimates, and we cannot guarantee you will not have
additional expenses starting the business. Your costs will depend on factors such as: how
closely you follow our recommended System; your management skill, experience and
business acumen; local economic conditions; the time of year; the local market for our
services; competition; and the sales level reached during the initial period.

Total Estimated Initial Investment. This table estimates your initial investment for a new
Waters Edge Winery franchise outlet or of a purchase of an existing winery from us. We
have used our experience in the business to compile these estimates. You should review
these figures carefully with a business advisor before making any decision to purchase
the franchise. Your total initial investment in some categories (such as leasehold
improvements, equipment, training expenses, office equipment and furniture) may be less
if you are converting your existing winery to the Waters Edge Winery System.

You are cautioned to allow for inflation, discretionary expenditures, fluctuating interest
rates and other costs of financing, and local market conditions, which can be highly
variable and can result in substantial, rapid and unpredictable increases in costs. You must
bear any deviation or escalation in costs from the estimates in this Item 7 or estimates that
we give during any phase of the development process. This initial investment amount is
for your first individual store only.
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ITEM 8
RESTRICTIONS ON SOURCES OF PRODUCTS AND SERVICES

To maintain a uniform image and uniform quality of products and services throughout the
Waters Edge Winery system, you must at all times comply with our quality standards and use your
best efforts to adhere to such standards. You are not required to purchase or lease real estate from
us but we must consent to the location of your Store (see Item 11). We also must consent to any
lease for your store premises. You must construct and equip your individual store in accordance
with our then-current approved design, specifications and standards. In addition to meeting our
design specifications and standards, it is your responsibility to ensure that your building plans
comply with the Americans with Disabilities Act and all other federal, state and local laws. You
must also use equipment (including the modular winery system, if applicable to your franchise)
and purchase and use other hardware and software we tell you, including a computer system, the
WineWare Software (as explained in Item 11), signage, products, ingredients, supplies and
advertising material that meet our specifications and standards.

We provide you with a list of approved manufacturers, suppliers and distributors
(“Approved Suppliers List”) and approved inventory products, ingredients, equipment, signs and
items containing the trademarks and other supplies or services necessary to operate your store
(“Approved Supplies List”). From time to time we, or a third party vendor or supplier may be the
only approved supplier for certain products. For example, as of the date of this disclosure
document, we are the only approved supplier for the modular winery system, juice and other
supplies (such as carboys, pails, siphons, and corkers) used to manufacture the wine. The lists also
may include other specific products without reference to a particular manufacturer, or they may
set forth the specifications and/or standards for other approved products. You must purchase all
products used in the operation of your Store from suppliers approved in writing by us. We may
periodically revise the Approved Suppliers List and Approved Supplies List. We maintain and
will give you the approved lists as we deem advisable.

You must notify us in writing if you want to offer for sale any brand of product, or to use
in the operation of your Store any brand of juice or other wine ingredient or other material,
equipment, item or supply that has not been approved by us, or to purchase any product from a
supplier that has not been designated by us as an approved supplier. If requested by us, you must
submit samples and other information as we require for testing or to otherwise determine whether
the product, material or supply, or the proposed supplier meets our specifications and quality
standards. The supplier may also be required to sign a supplier agreement. We generally will
notify you of supplier approval or disapproval within 45-60 days of our receipt of all the
information and samples requested. We do not intend to charge for inspecting and evaluating
proposed suppliers. We may re-inspect the facilities and products of any supplier of an approved
product or item and revoke our approval of any supplier or item that fails to continue to meet any
of our criteria. We will send written notice of any revocation of an approved supplier or item.

We apply the following general criteria in approving a proposed supplier: (1) ability to

make product in conformity with our specifications; (2) willingness to protect the secrets behind
the uniqueness of a product without dissemination to others; (3) production and delivery capability;
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(4) reputation and integrity of supplier; and (5) financial condition and insurance coverage of the
supplier.

We reserve the right to receive rebates or other consideration from suppliers in connection
with the purchase by franchisees of ingredients for wine and other beverage products, various
juices, packaging products, cleaning supplies, services and other supplies used in the operation of
WATERS EDGE WINERY Stores, as well as merchandise or products sold by the stores. Most of
these payments will be calculated based on products sold to you in your Designated Area. We can
retain and use such payments as we deem appropriate or as required by the vendor and you
acknowledge that such benefits may not be passed on to you.

No officer of ours owns an interest in any required, recommended or approved supplier.

We may derive revenue from franchisee purchases. In the year ending December 31, 2016,
we received a total of $11,926 from third party suppliers on account of the suppliers’ transactions
with our franchisees, representing 1.1% of our total revenues in 2016 of $1,066,852.

There currently are no purchasing or distribution cooperatives. We may negotiate purchase
arrangements with suppliers (including price terms), for the benefit of the franchise system. We
do not provide material benefits to you (for example, renewal or granting additional franchises)
based on your purchase of particular products or services or use of particular suppliers.

You must carry insurance policies protecting you, and us. The insurance policies must
include, at a minimum: (i) special/causes of loss coverage forms (sometimes called “All Risk
coverage”) on your Store and all fixtures, equipment, supplies and other property used in the
operation of the Store, for full repair and replacement value of the machinery, equipment and
improvements, including full coverage for loss of income resulting from damage to the Store
without any co-insurance clause, except that an appropriate deductible clause is permitted; (i1)
business interruption insurance covering a minimum of 6 months loss of income, including
coverage for Royalties with us naming us as a loss payee with respect to those fees; (iii)
comprehensive general liability insurance, including product liability insurance, with minimum
limits of $1,000,000 per occurrence and $2,000,000 aggregate; (iv) liquor liability coverage with
minimum limits of $1,000,000 per occurrence; (v) automobile liability insurance, including
owned, hired and non-owned vehicle coverage with a minimum combined single limit of
$1,000,000 per claim; (vi) workers’ compensation and employer’s liability insurance covering all
of your employees (vii) umbrella liability insurance which also includes liquor liability, employers
liability and automobile liability, with minimum limits of $2,000,000 per occurrence; (viii) Waters
Edge Wineries, Inc. as named additional insured on all liability policies required by this
subparagraph; and (ix) any other such insurance coverages or amounts as required by law or other
agreement related to your store. We also recommend, but do not require, you to obtain data theft
and cybersecurity coverage and employment practices liability insurance.

You can expect that items purchased or leased in accordance with our specifications will

represent approximately 50% to 60% of total purchases you will make to begin operations of your
Store and 25% to 50% of the ongoing costs to operate the Store.
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ITEM 9
FRANCHISEE’S OBLIGATIONS

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

other items of this Disclosure Document.

Obligation Section in Franchise Disclosure Document
‘ Agreement Item

a. Site selection and Sections 2A and 5A; Items 7 and 11
acquisition/lease Addendum to Lease

b. Pre-opening Sections 5A, S5F and 6A- Items 5,6, 7 and 8
purchases/leases C

c. Site development and other Sections 5A and 5B; Items 1,5, 7,8 and 11
pre-opening requirements Addendum to Lease

d. [Initial and ongoing training Sections 7B and 7C Items 5, 6 and 11

e. Opening Sections 2C and 5A Items 5, 11, 12 and 15

f. Fees Sections 4B, 6C, 61, 7B, Items 5, 6 and 7

7C, 9A-E, 9G-91, 11B,
11C and 15M

g. Compliance with standards Sections 6A-N Items 1,6,7,8,11 and 16
and policies/operations
manual

h. Trademarks and proprietary Sections 3A-E and 6] Items 13 and 14
information

i. Restrictions on Sections 2D and 6A Items 6, 7,8, 11 and 16
products/services offered

j.  Warranty and customer Section 7D Items 6 and 11
service requirements

k. Territorial development and Sections 2B and 2D Item 12
sales quotas

1. Ongoing product/service Sections 6A-C Items 6, 7 and 8
purchases

m. Maintenance, appearance Sections 5B-E Items 7, 8 and 11
and remodeling
requirements

n. Insurance Section 10C Items 6, 7, and 8

0. Advertising Sections 8 A-D and 9C Items 6, 7, 8 and 11

p. Indemnification Section 10B Item 6

q. Owner’s participation/ Sections 7A-E Items 11 and 15
management/staffing

r. Records/reports Sections 9D, 9G and 9H Items 6 and 16

s. Inspections/audits Sections 5C, 6D and 9H Items 6 and 11
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Obligation

Section in Franchise
Agreement

Disclosure Document
Item

t. Transfer

Sections 11A-G;
Addendum to Lease
Section 2

Items 6 and 17

u. Renewal

Sections 4A-B

Item 6 and Item 17

v. Post-termination obligations Sections 10D(3-4) and Item 17
14A-C; Addendum to
Lease Section 4
w. Non-competition covenants Section 10D [tem 17
x. Dispute Resolution Sections 12A-E Item 17

We do not offer, either directly or indirectly, any financing to you. We are unable to
estimate whether you will be able to obtain financing for any or all of your investment and, if so,
the terms of such financing. We do not guarantee your notes, leases or other obligations. However,
we may provide assistance to you in obtaining third party financing if you request. If we incur
professional expenses we can charge you. We do not receive any payment or other consideration

for placing financing with a lender.

WATERS EDGE WINERY Franchisees are eligible for expedited and streamlined SBA loan

ITEM 10
FINANCING

processing through the SBA’s Franchise Registry Program, www.franchiseregistery.com.

ITEM 11

FRANCHISOR’S ASSISTANCE, ADVERTISING, COMPUTER SYSTEMS. AND

TRAINING

Except as listed below, we are not required to provide you with any assistance.

Pre-Opening Assistance. Before you open your individual store, we will:

1. Provide you with site selection considerations and assistance and general building
and design requirements for your individual store (Franchise Agreement, Sections
5A and B). You select the site for the individual store within the area designated
in the Franchise Agreement. We provide you with site selection considerations.
Once you select a proposed site, we will review and either approve or disapprove
the selected location. We do not generally own the premises you will lease. We

will generally approve the area in which you select the site.

Y ou must verify to us that your site complies with our site selection considerations.
We do not select or endorse your site. However, upon your submission of all
required information, we will provide you with written confirmation within 15-30
days that we have no objections to your site. Our identification of, or consent to,
a site means that the site meets our criteria and it does not constitute a guarantee,
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recommendation or assurance as to the success of the site or your individual store.
The site selection factors considered by us in deciding whether or not to object to
the location may include the following: (a) demographics; (b) traffic patterns; (¢)
visibility; (d) business mix; (e) ability to obtain winery license; (f) ability to reflect
image to be portrayed by Waters Edge Winery businesses; and (g) adequacy of
signs and image.

Y ou must propose a site for your location and obtain our approval within 90 days
of the date of your Agreement. We will not unreasonably withhold consent to one
90 day extension of this deadline if prior to expiration of the deadline, you seek our
approval in writing for an extension together with an explanation of the effort you
have taken to date to identify a location and steps you plan to take in the future to
identify a location. Otherwise, we have no obligation to grant an extension or
provide another extension, if one has already been given. If we fail to approve a
proposed site within 90 days from the date of your Agreement, or within the period
covered by any extension we grant you, we have the right to declare your Agreement
null and void and keep all Initial Franchise Fees or other amounts paid to us.

.(Franchise Agreement, Section 2A). You must conform the premises to local

ordinances and building codes and obtain any required permits. (Franchise
Agreement, Section 6H). We do not provide any assistance in hiring and training
employees, except that we will provide initial training for up to 2 managers you elect
to bring to the initial training program. (Franchise Agreement, Section 7B).

Provide you with the Approved Suppliers and Approved Supplies List (Franchise
Agreement, Section 6B), including list of equipment, signs, fixtures, opening
inventory and supplies you must order. Some of your purchases will be directly
from us; others will be from other approved suppliers. We do not deliver or install
thqse items.

Provide you with either a written copy or an electronic copy of the Operations
Manuals that detail the specifications and procedures incidental to the operation of
your individual store (Franchise Agreement, Section 6F). The table of contents of
the Operations Manuals are listed in Exhibit C.

Provide the training programs described below (Franchise Agreement, Sections 7B
and C).

Ongoing Assistance. During the operation of your individual store, we will:

1.

Provide updates to the Operations Manuals, Approved Suppliers and Approved
Supplies Lists (Franchise Agreement, Sections 6B and 6F).

Make periodic visits to your individual store as we reasonably determine to be

necessary to provide consultation and guidance. (Franchise Agreement, Section
6D).
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3. Provide refresher training courses, as you request or as we determine necessary and
require you to attend. You must pay a daily training fee and all expenses for you
and your manager to attend, including training materials, travel and living expenses

~(Franchise Agreement, Section 7C).

4. Maintain the Advertising Fund, if and when established (Franchise Agreement,
Section 8B).

5. We may, from time to time, make suggestions to you with regard to pricing policies.
We retain the right to establish maximum and minimum prices to be charged by
you for sales promotions or otherwise, but any exercise of that right will be

specifically set forth in writing. (Franchise Agreement, Section 6L).

6. We may develop new products and services that you must offer. (Franchise
Agreement, Section 6A).

Marketing

Grand Opening and Local Advertising

Before opening you must spend at least $5,000 on grand opening advertising. You must
also purchase and install televisions and other advertising displays at your store which will be used
to feature products and advertise promotions we approve. After opening, you must spend at least
5% of your Gross Sales on local advertising and promotion. You may only use your own
advertising material if we have approved it before its use. You must obtain our approval of all
promotional and advertising materials before use. We will approve or reject the materials within
10 days of receipt. On a quarterly basis you must provide us with itemization and proof of
advertising and an accounting of the monies that you spent for approved local marketing. If you
fail to make the required expenditure, we have the right to collect and contribute the deficiency to
the advertising fund. You must maintain a business phone.

Advertising Fund

If and when established, we can require your full franchise location to pay an Advertising
Fee of up to 2% of your Gross Sales to an advertising fund (the “Fund”) established by us. We
will provide you with 60 days’ written notice before instituting the Advertising Fee. The fund and
advertising fee do not apply to private branded locations since they will not benefit from the fund.
Until the Fund is implemented, we have no obligation to conduct advertising.

We will administer the advertising fund. We may use the Fund for (1) broadcast or print
advertising; (2) the creation, development and production of advertising and promotional
materials, including ad slicks, radio, direct mail pieces, and other print advertising; (3) marketing
or related research and development; and (4) advertising and marketing expenses, including
development of our website and intranet or extranet system, internet access provider costs,
equipment research and development services provided by advertising agencies, public relations
firms or other marketing, research or consulting firms or agencies, customer incentive programs,
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sponsorships, marketing meetings and sales incentives, subscriptions to industry newsletters or
magazines, and administrative costs, overhead and salaries for our marketing support personnel.

We determine the use of the monies in the Fund. We are not required to spend any
particular amount on marketing, advertising or promotion in the area in which your individual
store is located. The Advertising Fund is not a trust or escrow account, and we have no fiduciary
obligation to you with respect to the Advertising Fund. We have the right to make disbursements
from the advertising fund for expenses incurred in connection with the cost of formulating,
developing and implementing marketing, advertising and promotional campaigns. The
disbursements may include payments to us for the expense of administering the advertising fund,
including accounting expenses and salaries and benefits paid to our employees engaged in the
. advertising functions. As of December 31, 2016, we had not collected any Advertising Fees.
Therefore, there were no advertising fund expenditures in the year then ended.

We will oversee and administer the Advertising Fund and advertising program. Outside
suppliers may contribute to the Fund. Once established, we will prepare an annual unaudited
accounting of the Fund and will make it available for your review upon your request.

There 1s no requirement in the franchise agreement for us to contribute to the advertising
fund. However, it is our policy that for each Waters Edge store we operate, we will contribute to
the Fund on substantially the same basis as we require of you. Recognizing there may be different
contribution levels or formulas for different franchisees, our contributions are not required to be
the same amounts or formula as you contribute. We can spend in any fiscal year, more or less than
the amount of contributions to our respective Funds made in that year. However, funds not spent
in a fiscal year when contributed may be applied and used for Fund expenses in other years, which
could also include payment of expenses from prior years.

Although we do not have a current practice of doing so, we may use advertising funds for
the solicitation of franchise sales.

We currently do not utilize an advertising council composed of franchisees that advise us
on advertising policies. However, we may implement such a council on notice to you.

Except as stated above, the franchise agreement does not have any requirements for you to
participate in local or regional advertising cooperatives or in any other advertising fund.

Computer System

You must purchase and use hardware and software as we designate to record and analyze
sales, labor, inventory, product usage, site selection considerations and tax information (the
“Computer System”). The Computer System may be modified from time to time in response to
business, operations and market conditions (Section 6C of Franchise Agreement). As of the date
of this disclosure document, the Computer System includes a Windows compatible PC with the
minimum hardware and software configurations as detailed in the Operations Manual or otherwise
in writing, as well as a Windows compatible printer (preferably a laser printer).

21



You must separately purchase a POS system meeting our requirements. Our current
approved POS supplier is WineWare Software based in Paso Robles, California. The POS
Software will operate the POS system, conduct inventory management including purchasing, wine
club management, and integration into Quickbooks for financial management.

We may access your computer and POS systems and retrieve, analyze, download and use
all software, data and files stored or used on your Computer System and POS. We may access the
information system through electronic means, in your individual store or from other locations.
You must store all data and information that we designate and report data and information in the
manner we specify, including through the internet, extranet or other online communications. You
also must have your store connected to the internet using a connection method we approve,
currently DSL or cable modem. You must have an internet email account.

You must record daily all sales using our designated software. You must keep books and
records and submit reports as we periodically require, including but not limited to a monthly profit
plan, monthly balance sheet and monthly statement of profit and loss, records of prices and special
sales, check registers, purchase records, invoices, sales summaries and inventories, sales tax records
and returns, payroll records, cash disbursement journals and general ledger, all of which accurately
reflect the operations and condition of your Store operations. You must provide us or our designee
passwords and access to your online accounting records and other accounting programs. You
acknowledge and agree that we and our designee will have full and complete access to information
and data entered and produced by the accounting programs without need to obtain prior notice or
approval from you; however, you may restrict our ability to change accounting information and
limit us to “view only” in the software setup. You must compile, keep and submit to us, the books,
records and reports to us as we periodically prescribe. The records that you are required to keep for
your store must include detailed daily sales, cost of sales, and other relevant records or information
maintained in an electronic media format and methodology we approve. You also must preserve and
retain the books, records and reports for not less than 36 months. You must allow us electronic and
manual access to any and all records relating to your store.

You must pay for data storage, phone line, modem, internet access, internet email account
and all additional hardware and software costs needed to implement and maintain these services.

As explained in Item 7, we estimate the cost of purchasing the Computer System will range
from $2,500 to $13,500, and the cost of the POS hardware and WineWare Software will range
from $7,000 to $15,000. In addition, you must pay a support fee which currently is $1,250 a year
for the WineWare Software. You must also pay the cost to upgrade or update the Computer
System, POS and software if we so request. There is no contractual limitation on the frequency
and cost for you to do so.

Typical Length of Time Before You Open Your Store

The typical length of time between the signing of the Franchise Agreement, or the first
payment of any consideration for the franchise, and the opening of your business is approximately
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3-6 months from the execution of the Franchise Agreement. Factors that may impact this length
of time may include whether you have a site selected upon execution of the Franchise Agreement,
your ability to obtain a site, prepare a site survey, arrange leasing and financing, make leasehold
improvements, install fixtures, equipment, and signs, decorate the individual store, meet local
requirements, obtain inventory, obtain a winery permit and similar factors.

If you have not selected a site at the time the Franchise Agreement is signed, you have 90
days to do so or we may terminate the Franchise Agreement and keep all amounts paid to us.
(Franchise Agreement, Section 2A). You must begin operations within 90 days after the date the
authorized location is designated and no more than 30 days after completion of training, unless we
authorize an extension. (Franchise Agreement, Section 2C). If you fail to begin operations within
the stated time, we may terminate the Franchise Agreement. (Franchise Agreement, Section 13B).

Operations Manuals

We will provide you a copy of, or access to the Waters Edge Winery’s Operations Manual
and Food Operations Manual. The Operations Manuals contain proprietary information and you
must keep such information confidential, as stated in Item 14 of this disclosure document. The
table of contents of the current Operations Manual and Food Operations Manual are attached to
this disclosure document as Exhibit C. As of December 31, 2016 the Operations Manual contained
a total of 81 pages and our Food Operations Manual contained a total of 147 pages.

Training
Not more than 60 days and not less than 10 days before the opening of your individual
store, we will provide the following initial training courses to train you and up to 2 managers

(including your General Manager), which the attendees must complete to our satisfaction.
Training is conducted online and in our training facility in Rancho Cucamonga, California.
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TRAINING PROGRAM

(REMOTE CLASSROOM)

‘Session
|

Subject

Total Hours
of “Online”
Training

Location

The Big Picture

a) WEW Philosophy

b) 8 Points of Success

¢) Course Objectives

d) Wine Making Overview

1.5

Online

First Pour

a) Review/Q & A
b) Marketing/Prospects
c) Wine Knowledge

1.5

Online

Refining Your Tastes

a) Review/Q & A
b) Wine Tasting
¢) Sales Primer

1.5

Online

Profitable Pouring

a) Review/Q & A
b) Accounting 101 & QB
c¢) Operating Profitably

1.5

Online

Squeezing the Most Out

a) Review/Q & A
b) Wine Knowledge
c¢) Daily Operations Branding

1.5

Online

Vine to Bottle

a) Review/Q & A
b) Entrepreneur vs. Shopkeeper
c) Wine Knowledge

1.5

Online

Drink/Drank/Drunk

a) Review/Q & A
b) Safe Serve Principles
¢) Wine Club Ops

1.5

Online

Calling All Wine Lovers

a) Review/Q & A

b) Internet Site Basics

¢) Social Media Overview
Internet Marketing

1.5

Online

Recording History

a) Review/Q & A
b) POS Overview & Setup
c) Information Systems & Data

1.5

Online
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1Session Subject Total Hours | Location

‘ of “Online”
Training

10 Cheers! 1.5 Online

a) Review/Q & A

b) Order Desk Procedures

¢) Expectations from Waters
Edge Winery

d) Grand Opening Prep

11 21% Amendment 1.5 Online

a) TTB Regulations

b) Labeling Requirements
¢) Tax Reporting
TOTAL: 16.5

TRAINING PROGRAM

(CLASSROOM)

Day | Subject Total Hours of | Total Hours Location
“Classroom” of “On the
Training Job”
Training

1 a) Review Online 2 6 Rancho
Training Cucamonga,

b) 8 Points of Success CA

¢) Onsite Course
Objectives, Assessment

d) Equipment/Products

¢) Wine Making Procedure

2 a) Review/Q & A 2 6 Rancho
b) Racking Procedure Cucamonga
¢) Wine Tasting Review

3 a) Review/Q & A 2 6 Rancho
b) Filtering Procedure Cucamonga

4 a) Review Q & A 2 6 Rancho
b) Oral Presentation Cucamonga
¢) Bottling Procedure

5 a) Review/Q & A 2 6 Rancho
b) 2™ Assessment Cucamonga
¢) Order Desk Procedures
d) Complete Review

TOTAL: 10 30

a. Ken Lineberger oversees our fraining. Ken’s background is described in Item 2.
Additional employees, such as Angela Lineberger whose background is described in Item 2
will assist with the online training, as well as limited classroom training and Matt Wentworth
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will assist in providing training in wine production techniques and winery management. Mr.
Wentworth is responsible for the winemaking curriculum and standards for our franchise
system. Mr. Wentworth joined Waters Edge Wineries, Inc. in May, 2012. From April 2009
to May 2012, he worked as a server and wine aficionado at The Wine Tailor in Rancho
Cucamonga. In September, 2013 he was promoted to head winemaker for Waters Edge
Wineries, Inc. Mr. Wentworth is also a certified Sommelier, by the Court of Master
Sommeliers. '

b. The instructional materials for each subject consist of the Operations Manuals, Training
Manual, books/instructional materials and hands-on demonstration.

At least 2 people in your organization (you and your general manager) must complete to
our satisfaction this training program that lasts approximately 1 week. We also provide books that
we require you to read prior to attending training. We will provide the initial training program as
needed. We do not charge for this training, but you must pay all travel and living expenses and
supply costs for you and your manager. As noted in Item 7, if applicable to your franchise, you
also will receive custom winery systems training before you open your individual store. Training
will be provided by our staff who will make up to 4 trips for up to 8 days total to your store to
complete the custom winery systems training at no additional charge. We may exempt you (at our
sole discretion) from some or all the training if you have pre-existing experience in the winery
field and can demonstrate that you have sufficient knowledge and experience in each of the training
subjects provided. However, we can still require your manager to attend.

We have no obligation to provide the initial training courses if you or your affiliate
currently owns or operates a Waters Edge Winery Store or if the Franchise Agreement is executed
as a renewal franchise agreement. (Franchise Agreement, Section 7.B)

We may require you to attend refresher training programs and we also will provide
additional training upon your reasonable request. At the time of this disclosure document, we
charge a daily fee of $400 for these services, and you must pay the travel and living expenses for
you and your manager to attend. If we come to you to provide any additional training, you must
pay our personnel’s travel expenses in addition to the daily training fee. All replacement General
Managers must go through our training program at the time of hire and you must pay the $400
daily training fee. In lieu of attending training in Rancho Cucamonga, you may train the
replacement General Manager, if we approve in writing for you to do so. Our training guidelines
are outlined in the Operations Manual.

You must attend our annual national conference(s) that we organize for franchisees. In
addition, we may require you and your General Manager to attend regional seminars that we may
organize from time to time. You are responsible for travel, lodging and related costs and fees for
all persons who attend from your individual store.

Our training program is provided to protect our brand and the Marks and not to control the
day-to-day operation of your Waters Edge Winery Store.
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ITEM 12
TERRITORY

We reserve all franchise rights that we do not expressly grant to you, as outlined further
below.

You receive the right to operate an individual WATERS EDGE WINERY Store at a specific
location described in the Franchise Agreement. If your store location is not designated in your
agreement when we sign, you have 90 days from the date of the Agreement to propose and obtain
our consent to the proposed location. We may extend this deadline if you seek an extension prior to
the expiration of the deadline. See Item 11.

The individual store will be located in the Designated Area as set forth in Appendix A to
the Franchise Agreement.

If you operate in certain locations such as casinos; military bases; race tracks; theme parks,
including water parks and amusement parks, hotels, restaurants and specialty retail venues such as
fairgrounds and other tourist oriented destinations (“Special Sites™), you will not receive an
exclusive territory. You may face competition from other franchisees from outlets that we own,
or from other channels of distribution or competitive brands that we control.

For locations other than Special Sites, we will not, during the term of your franchise,
operate or grant others the right to operate any other WATERS EDGE WINERY store within the
Designated Area, except as generally described in this Item 12 and more fully set forth in the
Franchise Agreement.

The criteria used for determining the boundaries of your Designated Area include: the
population base; population density; population growth trends; apparent degree of affluence of
population; the density of residential and business entities; and major topographical features which
clearly define contiguous areas, like rivers, mountains, major freeways, and underdeveloped land
areas. Your Designated Area will generally have a trade area with a population base of
approximately 100,000, although this number may be lower if you are in a non-metropolitan area.
We determine the Designated Area. A written description or a map attached to the Franchise
Agreement describes the Designated Area. There are no circumstances that would permit us to
modify your territorial rights.

Except for this Designated Area, the franchise is non-exclusive, and we retain the right,
among others, in any manner and on any terms and conditions we deem advisable to compete with
you. Specifically, we have the right: (1) outside of your Designated Area to grant other franchises
and licenses and to develop and operate company or affiliate owned WATERS EDGE WINERY stores;
and (2) inside and outside your Designated Area to offer, sell and distribute any products or
services associated with the System under the Trademarks or any other trademarks through any
distribution channel or method, such as the internet, catalog sales, telemarketing or other direct
marketing, all without compensation to you, except that internet sales may be at our sole discretion
either (a) directed to the store located in the Designated Area nearest to where the customer is
located for fulfillment; or (b) if we elect to fulfill the online order to a customer in your Designated
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Area, we will pay fifty (50%) of the internet product’s sale price less taxes, shipping and handling
to you. We also have the right to operate and franchise or license others to operate stores or any
other business within and outside the Designated Area under trademarks other than the WATERS
EDGE WINERY Trademarks, without compensation to you, except that our operation of, or
association or affiliation with stores (through franchising or otherwise) in the Designated Area that
compete with WATERS EDGE WINERY stores in the wine-related store segment will only occur as
a result of some form of merger or acquisition with an existing store chain.

Also, Special Sites are excluded from your Designated Area. We have the right under our
marks or otherwise to operate in Special Sites ourselves, or via franchisees or licensees, and to
provide raw materials, ingredients, training and equipment or products to these Special Sites, even
within your Designated Area. Therefore, you will not receive an exclusive territory. You may
face competition from other franchisees from outlets that we own, or from other channels of
distribution or competitive brands that we control.

We are not required to pay you if we exercise any of the rights specified above in your
Designated Area. We do not restrict you from soliciting or accepting orders from outside your
Designated Area, but you do not have the right to use alternative channels of distribution (such as
Internet, catalog sales or telemarketing) to make sales outside your Designated Area unless we
approve in writing, except for any internet sales that we direct to you, as noted above.

Continuation of your Designated Area does not depend on the achievement of a certain
sales volume, market penetration or other contingency. You do not receive any options or right of
first refusal to acquire additional locations within or outside of your Designated Area unless you
sign another franchise agreement with us. '

If you need to relocate your Waters Edge Winery Store because of condemnation, destruction,
or expiration or cancellation of your lease for reasons other than your breach, we will grant you
authority to do so at a site acceptable to us that is within your Designated Area; provided that you
locate a site acceptable to us and are open and operating within 60 days from closing the Store. You
may not voluntarily relocate, unless you have given us notice of your intent to relocate not less than
30 days prior to closing the Store, have procured a site that we accept within 15 days after closing the
prior Store, have opened the new Store for business within 60 days of such closure and complied with
any other conditions that we reasonably require. You must pay the costs of any relocation, and we
reserve the right to charge you for any reasonable costs that we incur.

You do not have the right to relocate in the event you lose the right to occupy the
Store premises because of the cancellation of your lease due to your breach. If your lease
terminates because of your breach we may immediately terminate your franchise.

Neither we nor any of our affiliates have plans to operate or franchise a business under
a different trademark, selling goods or services similar to those you will offer. However, we
reserve the right to do so in the future.

ITEM 13
TRADEMARKS
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If you purchase a Full franchise, the Franchise Agreement licenses you to use the service
mark WATERS EDGE WINERY, as well as other trademarks, service marks, trade names and
commercial symbols (collectively, the “Marks™).

If you are granted a private branded franchise, you must, after obtaining our written consent
to the proposed name or mark, use and/or adopt another primary trademark and/or trade name in
connection with your franchise. You agree to include such other designations that we may request
in connection with your primary trademark and trade name, which may include, for example a
designation indicating you are a private branded franchisee of Waters Edge Wineries, operating
under license. Any mark or name that you adopt in connection with the operation of your franchise
will belong to and inure to our benefit. You agree to assign all such marks and names and any
registrations for such marks and names to us.

On termination or expiration of your franchise, you must stop using the Marks and all other
marks and names adopted in connection with your franchise.

You have no proprietary interest whatsoever in the Marks as your right to use the Marks is
derived solely from your agreements with us and is limited to the conduct of your WATERS EDGE
WINERY franchise business. At the appropriate time, we intend to file all required affidavits and
renewals for the Marks listed below.

We registered the following marks on the Principal Register of the U.S. Patent &
Trademark Office:

- REG. REG.

DATE

PRINCIPAL | Goods/Services = -

TRADEMARKS

PRINCIPAL/
. SUPPLEMENTAL
 REGISTER

T January 21, | 4,471,672
2014

Wines; Franchise services,
namely, offering business
management assistance in the
establishment and operation
of wineries; Retail and online
stores featuring wine and
related products; Winery
services; Custom production
of wine for others; Providing
information about wine-
making

WATERS EDGE | Principal

WINERY — word

NUMBER

WGl

WINERIES

=z

Principal

Wines; Franchise services,
namely, offering business
management assistance in the
establishment and operation
of wineries; Retail and online
stores featuring wine and
related products; Winery
services; Custom production

November
3,2015

4,845,472
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PRINCIPAL: | PRINCIPAL/ . | - Goods/Services @~ |  'REG. - | ' REG.
TRADEMARKS | SUPPLEMENTAL o - |  DATE . | NUMBER
: R . REGISTER -~ : - -

of wine for others; Providing
information about wine-
making

We intend to file all required continued use affidavits to keep these registrations in effect.

Appendix A to your Franchise Agreement identifies the Marks that you are licensed to use.
Appendix A includes the WATERS EDGE WINERY service marks and other Marks. Your use of the
Marks and any goodwill is to our exclusive benefit and you retain no rights in the Marks. You
also retain no rights in the Marks upon expiration or termination of your Franchise Agreement.
You are not permitted to make any changes or substitutions of any kind in or to the use of the
Marks unless we direct in writing. We may change the System presently identified by the Marks
including the adoption of new Marks, new products, new equipment or new techniques and you
must adopt changes to the System at your expense, as if they were part of the Franchise Agreement
at the time of its execution. You must comply within a reasonable time if we notify you to
discontinue or modify your use of any Mark. We will not have any liability or obligation as to
your modification or discontinuance of any Mark.

You may not separately register any domain name containing any of the Marks or operate
your own website selling wine or related products, or any social media site or page whether or not
they contain our Marks without our express prior written consent. If we consent to your
registration and/or use of a domain name, social media page or website for your business (whether
acquired, registered and/or used before or after entering into the Franchise Agreement), you must
place such domain name(s), social media pages and website(s) in our name and/or transfer the
ownership of the domain name(s), social media page(s) and website(s) to us, and take whatever
other action we may require in this regard.

We are not aware of any currently effective material determinations by the United States
Patent and Trademark Office, Trademark Trial and Appeal Board, the trademark administrator of
any state, or any court, or any pending infringement, opposition or cancellation proceeding, or any
pending material litigation, involving the Marks. There are no infringing uses actually known to
us that could materially affect your use of the Marks.

We are not obligated to protect you against infringement or unfair competition claims
arising out of your use of the Marks, or to participate in your defense or indemnify you. Waters
Edge Wineries reserves the right to control any litigation related to the Marks and has the sole right
to decide to pursue or settle any infringement actions related to the Marks. You must notify us
promptly of any infringement or unauthorized use of the Marks of which you become aware. The
Franchise Agreement does not require us to take affirmative action when notified of these uses or
claims. If we determine that a trademark infringement action requires changes or substitutions to
the Marks, you must make the changes or substitutions at your own expense.
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On termination or expiration of the Franchise Agreement, you agree that we may keep and
if not already done so, you must transfer to us any domain names and websites used in operation
of your store.

ITEM 14
PATENTS, COPYRIGHTS AND PROPRIETARY INFORMATION

There are no patents or copyrights currently registered that are material to the franchise,
although we do claim copyright ownership and protection for our web site, Operations Manual and
various sales promotional and other materials published from time to time.

There are no currently effective determinations of the U.S. Copyright Office (Library of
Congress), United States Patent and Trademark Office, Board of Patent Appeals and Interferences,
or any court, or any pending infringement, opposition or cancellation proceeding or any pending
material litigation involving any patents or copyrights material to the franchise. There are
currently no agreements in effect that significantly limit our rights to use or license the use of any
patents or copyrights in any manner material to the franchise. There are no infringing uses actually
known to us that could materially affect your use of the patents or copyrights.

We ar¢ not obligated to protect you against infringement or unfair competition claims
arising out of your use of any patents or copyrights, or to participate in your defense or indemnify
you. We reserve the right to control any litigation related to any patents and copyrights and we
have the sole right to decide to pursue or settle any infringement actions related to the patents or
copyrights. You must notify us promptly of any infringement or unauthorized use of the patents
or copyrights of which you become aware. If we determine that a patent or copyright infringement
action requires changes or substitutions, you must make the changes or substitutions at your own
expense.

You must keep confidential during and after the term of the Franchise Agreement all
proprietary information, including the Operations Manual. You may not teach classes for or at
any school, public, private or otherwise, that conveys any information about our proprietary
winemaking process or franchise operation.

Upon termination of your agreement with us, you must return to us all proprietary
information, including but not limited to the Operations Manual and all other copyright material.
Y ou must notify us immediately if you learn about an unauthorized use of proprietary information.
We have the sole right to decide the appropriate response to any unauthorized use of proprietary
information. You must comply with all changes to the Operations Manual at your cost.

ITEM 15
OBLIGATION TO PARTICIPATE IN THE
ACTUAL OPERATION OF THE FRANCHISE BUSINESS

The rights and duties created by your franchise agreement is personal to you or your
owners, as may be applicable. Among other things, we will grant a Franchise Agreement in
specific reliance upon the individual or collective character, skill, aptitude, attitude, business
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ability and financial capacity of you and/or your shareholders/members/other owners. As such,
you must participate in the actual operation of the franchise business as follows:

During the term of the Franchise Agreement, you (if franchisee is an individual) or your
General Manager must devote full time and best efforts to the management of the individual store.
You or your General Manager must provide direct on-premises supervision to the individual store.
You and your General Manager must complete our training course. Your General Manager need
not have any equity interest in the franchise. The use of a General Manager in no way relieves
you of your obligations to comply with the agreement and to ensure that the individual store is
properly operated. You or your General Manager must be at the individual store for any inspection
or evaluation we conduct. You or your Principal Owners (if Franchisee is a corporation,
partnership, limited liability company or partnership or other legal entity) must execute a personal
guaranty (attached at the end of the Franchise Agreement) assuming and agreeing to discharge all
obligations of the Franchisee under the Franchise Agreement. Any partners must be approved by
us.

In all cases, all shareholders, officers, directors, partners, members and all managers and
other employees having access to our proprietary information must execute non-disclosure
agreements in a form we accept. If we so require, your managers receiving training from us must
execute covenants not to compete in a form that we approve.

ITEM 16
RESTRICTIONS ON WHAT THE FRANCHISEE MAY SELL

To maintain a uniform image and uniform quality of products and services throughout the
WATERS EDGE WINERY system, we can restrict the products and services that you may offer from
individual stores. These restrictions are as follows:

Item 8 of this disclosure document describes our requirements for approved supplies and
suppliers. Your Franchise Agreement requires you to sell or use only those products and services
that we have approved in writing. You must offer for sale at the individual store all the wine
products and rélated products that we periodically require and you may not offer at the individual
store any unapproved products or services or use the premises for any purpose other than the
operation of a Store. The purpose of these requirements is to ensure that franchisees of all
individual stores adhere to uniformity requirements and quality standards associated with WATERS
EDGE WINERY Stores. We have the unlimited ri ght to change the types of authorized products and
services you may offer.

You must not install or maintain on the premises of the individual store any newspaper,
racks, video games, jukeboxes, gaming machines, gum machines, games, rides, vending machines,
pool tables, automated teller machines or other similar devices without our prior written approval.

You may not offer for sale any WATERS EDGE WINERY products through the internet or

other online programming or advertising without our written approval. See Item 12. We do not
otherwise impose any restrictions or conditions that limit your access to customers.
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ITEM 17
RENEWAL, TERMINATION, TRANSFER AND DISPUTE RESOLUTION

THE FRANCHISE RELATIONSHIP

This table lists certain important provisions of the Franchise agreement. You should read
these provisions in the agreement attached to this disclosure document.

‘ Section in
Provisions Franchise Summary
. Agreement
a. Length of the Section 4A Term is 10 years
term of the
franchise
b. Renewal or Section 4B Your renewal right permits you to remain as a
extension of franchisee after the initial term of your franchise
the term agreement expires. If you wish to do so, and you
satisty the required pre-conditions to renewal, we
will offer you the right to obtain an additional 10-
year term. You must sign our then-current form of
franchise agreement for the renewal term, and this
new agreement may contain materially different
terms and conditions, including higher royalty
and/or advertising contribution, from the agreement
that covered your original term.
c. Requirements Section 4B You give us written notice of your decision to
for you to renew at least 6 months but not more than 12
renew or months before the end of the expiring term; you
extend sign our then current form of franchise agreement;
you have complied with the modernization
requirements for your individual store; you are not
in default and have satisfied your obligations on a
timely basis; if leasing, you have written proof of
our ability to remain in possession of the individual
store premises throughout the renewal term; you
comply with our training requirements; you pay us
a $5,000 renewal fee; and you sign a release. You
may be asked to sign a contract with materially
different terms and conditions than your original
; contract.
d. Termination Section 13C | You may terminate the Franchise Agreement only
by you for a material breach by us, provided you give us
written notice of the breach and allow 30 days to
cure such breach and, if not cured, wait 60 days
from the original notice of breach before
terminating the Franchise Agreement.
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Section in

|
Provisions Franchise Summary
; Agreement
Termination None Not Applicable.

by us without
cause

Termination
by us'with
cause.

Section 13A
and B

We can terminate the Franchise Agreement only if
you default or fail to comply with your obligations.

“Cause”
defined —
defaults which
can be cured

Sections 13A
and B

You have 10 days to cure non-submission of
reports, non-payment of amounts due and owing
and using, maintaining and/or carrying unapproved
products and supplies; and 30 days to cure defaults
for failing to abide by our other standards and
requirements in connection with the operation of
your business, or failing to meet any requirements
or specifications established by us, and any other
default not listed in “h” below.

“Cause”™
defined —
defaults which
cannot be
cured

Sections 13A
and B

Non-curable defaults include: material
misrepresentations in your Franchise Application,
abandonment, loss or revocation of winery license,
loss of lease, the failure to timely cure a default
under the lease, loss of right of possession or
failure to relocate, closing of the individual store,
unapproved use of confidential information,
insolvency, bankruptcy, unapproved assignment or
transfer, conviction, intentionally understating or
underreporting Gross Sales or other fees, multiple
defaults, or failure to cure within 24 hours of notice
a default which materially impairs the goodwill
associated with any of our Trademarks or which
endanger health, safety and sanitation laws.

Your
obligations on
termination/
non-renewal

Sections 10D.3
and 14A-C

Obligations include complete de-identification and
payment of amounts due, assignment of lease upon
our demand and telephone numbers, domain names
and websites connected with your store, return of
Operations Manual and proprietary materials and
right to purchase assets of the individual store (also
see “0” and “r” below).

Assignment of
contract by us

Section 11G

No restriction on our right to assign.

“Transfer” by
you — defined

Section 11A

Includes any transfer of your interest in the
Franchise Agreement or in the business or any
ownership change listed in Section 11A of the
Franchise Agreement.
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Provisions

Section in
Franchise
Agreement

Summary

Our approval
of transfer by
you

Section 11B

We have the right to approve all transfers and may
not unreasonably withhold approval.

m.

Conditions for
our approval
of transfer

Sections 11B-D

Transferee meets all of our then-current
requirements for a new franchisee entering our
franchise program then being offered, transfer fee
paid, all amounts owed by prior franchisee paid,
required modernization is completed, training
completed, required guarantees signed, necessary
financial reports and other data on franchise
business is prepared, and release signed by you
(also see “r” below). You must also comply with
any other conditions that we reasonably require as
part of our transfer policies, which may include, but
not be limited to: (a) obtaining consent of the Store
owner(s) and landlord to the transfer; (b) at our
option, the proposed transferee either: (i) signs our
then current form of Franchise Agreement,
modified to delete any initial fee, and to expire on
the expiration date of your Agreement or (ii) signs
our then current form of Franchise Agreement for a
full term and pays our then current initial franchise
fee.

n.

Our right of
first refusal to
acquire your
business

Section 11F

Franchise
Addendum

We can match any offer for your individual store
assets and, in the case of a proposed stock sale, we
can purchase your individual store assets at a price
determined by an appraiser, unless you and we agree
otherwise.

If a SBA loan applies, there are limitations on our
first refusal rights to acquire your business.

Our option to
purchase your
business

Section 14B

Franchise
Addendum

Upon termination, we have the right to purchase or
designate a third party that will purchase all or any
portion of the assets of your individual store,
including the land, building, equipment, fixtures,
signs, furnishings, supplies, leasehold improvements,
winery license and inventory. Qualified appraiser(s)
will determine price as set forth in the Franchise
Agreement.

If a SBA loan applies, there are limitations on our
option to purchase your business.
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Provisions

Section in
Franchise
Agreement

Summary

p. Your death or

Section 11E

You can transfer your franchise rights to your heir or

disability successor in interest like any other transfer, but if
assignee is your spouse or child, no transfer fee is
required.

Non- Section 10D | No direct or indirect involvement in the operation of

competition any store or wine-related business other than one

covenants authorized in the Franchise Agreement.

during the

term of the

franchise

Non- Section 10D | No direct or indirect involvement in a competing

competition business for 2 years (i) in the former Designated Area

covenants (11) within 25 miles of the former Designated Area or

after the (1i1) within 25 miles of any other business or store

franchise 1s
terminated or
expires

using the System.

Modification
of the
Agreement

Section 15B

No modifications generally, but we have the right to
change the Operations Manual, and list of authorized
trademarks.

Integration/
merger clause

Section 15B

No modifications generally, but we have the right to
change Operations Manual and list of authorized
trademarks. Nothing in the Agreement is intended
to disclaim any representations made in the
franchise disclosure document. Only the terms of
the Franchise Agreement are binding (subject to
state law). Any representations or promises outside
of the disclosure document and franchise
agreement may not be enforceable.

Dispute
resolution by
arbitration or

N/A

The Franchise Agreement requires disputes to be
litigated in court.

mediation
Choice of Section 12(A) | Any cause of action, claim, suit or demand must be
forum brought in the United States District Court for the

Central District of California or any state court
located in San Bernardino County, California.

. Choice of law

Section 12(B)

California law, except non-compete provisions
governed by the laws of the state in which the Store is
located.
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This table lists certain important provisions of the Addendum to Lease. You should read
these provisions in the agreement attached to this disclosure document.

Provisions Section in Summary
% Addendum to Lease

a. Length of the term N/A N/A

of the franchise

b. Renewal or N/A N/A

extension:of the term

¢. Requirements for N/A N/A

you to renew or extend

d. Termination by you N/A N/A

e. Termination by us N/A N/A

without cause

f. Termination by us 3(a) If you default on your lease or the

with cause Franchise Agreement, we may assume

' your lease.

g. “Cause” defined — N/A Subject to lease.

defaults which can be

cured

h. “Cause” defined — N/A N/A

defaults which cannot

be cured

i. Your obligations on 3(c) You must assign lease to us if we elect

termination/non- to assume it upon your default or

renewal termination/expiration of your Franchise

: Agreement.

j. Assignment of 2 We have the right to sublease your

contract by us premises to another franchisee if we
elect to assume your lease.

k. “Transfer” by you — 2 If we elect to assume your lease due to

defined - your default or termination or expiration
of the Franchise Agreement, you must
transfer to us.

1. Our approval of N/A N/A

transfer by you

m. Conditions for our 2,3 We must elect to assume lease.

approval of transfer

n. Our right of first N/A N/A

refusal to acquire your

business

0. Our option to N/A N/A

purchase your business

p- Your death or N/A N/A

disability

37



Provisions Section in Summary

i Addendum to Lease

q. Non-competition N/A N/A

covenants during the

term of the franchise

r. Non-competition N/A N/A
covenants after the

franchise is terminated

or expires

s. Modification of the 6 No amendment unless in writing and
Agreement signed by parties.

t. Integration/merger N/A N/A

clause

u. Dispute resolution N/A N/A

by arbitration or

mediation

v. Choice of forum N/A N/A

w. Choice of law N/A N/A

ITEM 18
PUBLIC FIGURES

We do not use any public figure to promote our franchise, however, we reserve the right to
do so in future marketing campaigns.

ITEM 19
FINANCIAL PERFORMANCE REPRESENTATIONS

The FTC’s Franchise Rule permits a franchisor to provide information about the actual or
potential financial performance of its franchised and/or franchisor-owned outlets, if there is a
reasonable basis for the information, and if the information is included in the disclosure document.
Financial performance information that differs from that included in Item 19 may be given only
if: (1) a franchisor provides the actual records of an existing outlet you are considering buying; or
(2) a franchisor supplements the information provided in this Item 19, for example, by providing
information about possible performance at a particular location or under particular circumstances.

Before signing any documents or making any investment, you should make your own
independent investigation regarding the purchase of a Waters Edge Winery, including independent
market and industry reviews and comparisons and talking to current and former Waters Edge
Winery franchisees. We encourage you to consult with your own independent advisors, such as
attorneys and accountants, to assist in determining the suitability of this investment for you.

The information provided in the table below represents average gross sales for franchisees

as further noted below. This gross sales information is not a forecast, projection or prediction of
how your franchise will perform. These gross sales figures should not be relied on as the actual
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or potential gross sales that you will realize. It is likely that your gross sales will differ from the
information in this financial performance representation. We have not audited or reviewed the
franchisees’ financial records in compiling this information, and there are no assurances that
generally accepted accounting principles were used by the franchisees. We do not represent that
any franchisee can expect to attain these sale amounts.

As of December 31, 2016, we had 7 outlets. This financial performance representation
contains data only for the 5 franchised locations who had been open for business for at least 12
full months in the period ending December 31, 2016. Each month franchisees provide us with
information regarding the amount of business conducted during the prior month. Royalties which
franchisees pay us are based on that information.

GROSS SALES AT FRANCHISED WATERS EDGE WINERY STORES FOR 2016 (NOTES 1, AND 2)

NUMBER OF. " MEDIAN

FRANCHISED TOP STORE’S LOWEST AVERAGE STORE’S
WATERS EDGE GROSS SALES IN | STORE’S GROSS | STORE’S GROSS | GROSS SALES
WINERY STORES 2016 (NOTE 3) SALES IN 2016 SALES IN 2016 | IN 2016 (NOTE
OPEN AT LEAST 12 : (NOTE4) (NOTE 5) SR ) TR
MONTHS AS.OF
DECEMBER 31, 2016
t .
5 $2,277,742 $262,387 $711,557 $349,735

NOTE 1:

This table includes actual unaudited information we collected from the 5 Waters Edge Winery
stores that were open and operating for at least 12 months as of December 31, 2016. These Waters
Edge Winery stores are similar to the franchises offered in this Disclosure Document. The figures
in Table 1 are taken from POS reports submitted to us by our franchisees on their Gross sales for
2016. All information collected is unaudited.

NOTE 2:

“Gross Sales” includes the total revenues and receipts our franchised stores reported to us from the
sale of all products and services including, but not limited to, wine, wine products, food, winemaking
courses, services, merchandise, and any wholesale items sold onsite or offsite of the store but does
not include sales taxes and returns.

NOTE 3:

The Top Store’s Gross Sales are the gross sales reported by our top performing franchise store in
2016.

NOTE 4:
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The Lowest Store’s Gross Sales are the gross sales reported by our lowest performing franchise
store in 2016.

NOTE 5:

The Average Store’s Gross Sales is the sum of all gross sales reported to us by our 5 franchised
locations which had been in business for at least 12 full months in the period ending December 31,
2016, divided by the number of locations (5).

NOTE 6:

The Median Store’s Gross Sales 1s the data point at the center of all data points. This figure is
based on the Gross Sales reported by our 5 franchise locations which had been in business for at
least 12 full months in the period ending December 31, 2016. This data point is the third number
in the 5 data point set.

Your individual financial results may and will likely differ substantially from the results
stated in this financial performance representation. There is no assurance that your sales will be
as high as those listed in the table above. Written substantiation for the financial performance
representations made in this Item 19 will be made available to you upon reasonable request.

The above figures do not reflect costs of sales, operating expenses or other costs or
expenses that must be deducted from the gross revenue or gross sales figures to obtain your net
income or profit. You should conduct an independent investigation of the costs and expenses you
will incur in operating your franchise business. Franchisees listed in this Franchise Disclosure
Document may be one source of this information.

Other than this financial performance representation, we do not make any representations
about a franchisee’s future financial performance or the past financial performance of company-
owned or franchised outlets. We also do not authorize our employees or representatives to make
any such representations either orally or in writing. If you are purchasing an existing outlet,
however, we may provide you with the actual records of that outlet. If you receive any other
financial performance information or projections of your future income, you should report it to the
franchisor’s management by contacting Ken Lineberger, 8560 Vineyard Avenue, Suite 408,
Rancho Cucamonga, CA 91730, (909) 468-9463, the Federal Trade Commission, and the
appropriate state regulatory agencies.

ITEM 20
OUTLETS AND FRANCHISEE INFORMATION

Table No. 1
Systemwide OQutlet Summary
For Years 2014 to 2016

40



!

Outlet Type

‘QOutlets at t}le

- Outlets at the

’ Year Start of the Year | End of the Year Ne:t Change

Franchised 2014 3 5 +2
Outlets

2015 5 S5* 0

2016 7* +2
Company- 2014 1 0 -1
Owned

2015 0 0

2016 0 0 0
Total Outlets 2014 3 5 +2

2015 5 5* 0

2016 5 7* +2

* Five of these locations are private branded locations.
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Table No. 2

Transfers of Outlets From Franchisees to New Owners

(Other than the Franchisor)

For Years 2014 to 2016
' State Year Number of Transfers
R
Total 2014 0
2015 0
2016 0
Table No. 3
Status of Waters Edge
Wineries, Inc. Franchised
Outlets For Years 2014 to
2016
T ERT P ol i | Ceased ‘| Outlets
U T !}_()utlets»l Outlets | .. .| "Non- Re‘aarcqjmred” Operations | at End
~* . State .| Year-| at Start-| L.~ " |"Terminations |, =" - by K -
oo T e Opened|.. . {Renewals . .| Other of the
g - ofYear. | "V U : . .. |'Franchisor | i 7. : N
: I R I , ' . Reasons | Year:
Arizona (2014 |0 0 0 0 0 0 0
2015 |0 0 0 0 0 0 0
2016 |0 1* 0 0 0 0 1*
California |2014 |3 1 0 0 0 0 4
2015 |4 0 1 0 0 0 3%
2016 |3* 0 0 0 0 0 3*
Colorado [2014 {0 0 0 0 0 0 0
2015 |0 1 0 0 0 0 1
2016 |1 0 0 0 0 0 1
Ohio 2014 |0 0 0 0 0 0 0
2015 |0 0 0 0 0 0 0
2016 |0 1* 0 0 0 0 1*
Oklahoma {2014 |0 1 0 0 0 0 1
2015 |1 0 0 0 0 0 1
12016 |1 0 0 0 0 0 1
Totals 2014 |3 2 0 0 0 0 5
2015 |5 1 1 0 0 0 5
2016 |5 2 0 0 0 0 7

* These locations are private branded locations.



Status of Waters Edge Wineries
Company-Owned Outlets For

Table No. 4

Years 2014 to 2016

o i | Outlets | . . | Reacquired . loutlets Sdld " Outlets
. : , Outlets | _ | Outlets ‘ -
State . || Year | atStart | o - o from Closed | 0 at End of
; of Year | P Franchisees _ Franchisees | the Year
Totals 2014 |0 0 0 0 0 0
2015 |0 0 0 0 0 0
2016 |0 0 0 0 0 0
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Table No. 5

Projected Waters Edge Winery Openings for
Upcoming Fiscal Year As of December 31, 2016

b ' Franchised | _ Projected New | Cg;‘:JZitefioljf:; d
State Agreements Signed | Franchised Outlets in mpany” '
§ But Not Opened | the next Fiscal Year Outlets in the
B | i votUpened Xt ~ " |Current Fiscal Year
Arizona 0 0 0
California 3 2 0
Colorado 0 0 0
Missouri 0 1 0
Oklahoma, 0 0 0
Texas 2 1 0
Total 5 4 0

*Our fiscal year end is December 31. States not listed have no projected franchised activity
to report.

The name, business address, and business telephone number of each franchisee as of
December 31, 2016, and the name, city and state, and business telephone number of every
franchisee who has had a Store terminated, cancelled, not renewed, or otherwise voluntarily or
involuntarily ceased to do business under the Franchise Agreement during the most recently
completed fiscal year or who has not communicated with us within 10 weeks of the date of this
disclosure document, is attached as Exhibit F. If you buy this franchise, your contract
information may be disclosed to other buyers when you leave the franchise system.

In some instances, current, and former franchisees may sign provisions restricting their
ability to speak openly about their experience with us. You may wish to speak with current and
former franchisees, but be aware that not all such franchisees will be able to communicate with
you.

There are no trademark-specific franchisee organizations associated with the franchise
system being offered which we have created, sponsored or endorsed. There are no independent
franchisee organizations that have asked to be included in this disclosure document.

ITEM 21
FINANCIAL STATEMENTS

Attached to this Disclosure Document as Exhibit G is Waters Edge Wineries, Inc.’s audited
financial statements as of December 31, 2016, 2015 and 2014.
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ITEM 22
CONTRACTS

This disclosure document includes a sample of the following contracts: Application and
Deposit Agreement (Exhibit B); Unit Franchise Agreement (Exhibit D) and Addendum to
Franchise Agreement (SBA Loan) (Exhibit E); Electronic Funds Transfer Authorization (Exhibit

D).

ITEM 23
RECEIPTS

The last 2 pages of this franchise disclosure document are detachable receipt pages
(Exhibit J). Please insert the name, address and telephone number of the franchise seller, and
date and sign both copies. Detach the last page and return to us promptly on execution. Retain
the other copy of the receipt page for your records. If these pages or any other pages or exhibits
are missing from your copy, please contact us at this address or phone number:

Waters Edge Wineries, Inc.
8560 Vineyard Avenue, Suite 408
Rancho Cucamonga, CA 91730
909-468-9463
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EXHIBIT A

STATE AGENCIES/AGENTS TO
RECEIVE SERVICE OF PROCESS



LIST OF STATE ADMINISTRATORS, STATE AGENTS FOR SERVICE OF PROCESS

Investor Protection Bureau
Franchise Section
120 Broadway, 23+ Floor
New York, New York 10271-0332
(212) 416-8236 (Phone)
(212) 416-6042 (Fax)

- STATE - ! - - STATE ADMINISTRATOR . “AGENT FOR SERVICE OF PROCESS
CALIFORNIA Department of Business Oversight California, Commissioner of Business Oversight
320 West 4th Street, Suite 750 320 West 4th Street, Suite 750
Los Angeles, California 90013 Los Angeles, California 90013
(213) 576-7505 (213) 576-7505
(866) 275-2677 (866) 275-2677
HAWAII Business Registration Division Commissioner of Securities, Department of
Department of Commerce and Consumer Affairs Commerce & Consumer Affairs
335 Merchant Street Room 203 335 Merchant Street Room 203
Honolulu, Hawaii 96813 Honolulu, Hawaii 96813
(808) 586-2722 (808) 586-2722
ILLINOIS Franchise Bureau Franchise Bureau
Office of the Attorney General Office of the Attorney General
500 South Second Street 500 South Second Street
Springfield, Illinois 62706 Springfield, Illinois 62706
(217) 782-4465 (217) 782-4465
INDIANA Indiana Secretary of State Indiana Secretary of State
Securities Division 201 State House
302 West Washington Street, Room E-111 200 West Washington Street
Indianapolis, Indiana 46204 Indianapolis, Indiana 46204
(317) 232-6681 (317) 232-6531
MARYLAND Office of the Attorney General Maryland Securities Commissioner
Securities Division Office of the Attorney General
200 St. Paul Place Securities Division
Baltimore, Maryland 21202-2021 200 St. Paul Place
(410) 576-6360 Baltimore, Maryland 21202-2021
(410) 576-6360
MICHIGAN Michigan Department of Attorney General Michigan Department of Commerce
Consumer Protection Division Corporations and Securities Bureau
Attn: Franchise Section P.O. Box 30054
525 West Ottawa 6546 Mercantile Way
G. Mennen Williams Building, 1st Floor Lansing, Michigan 48909
Lansing, Michigan 48933 (517) 241-6345
(517) 373-7117
MINNESOTA Minnesota Department of Commerce Minnesota Department of Commerce
85 7t Place East, Suite 500 85 7th Place East, Suite 500
St. Paul, Minnesota 55101-2198 St. Paul, Minnesota 55101-2198
(651) 296-4026 (651) 296-4026
NEW YORK Office of the New York State Attorney General New York Department of State

One Commerce Plaza
99 Washington Avenue, 6t Floor
Albany, New York 12231-0001
(518) 473-2492
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STATE | STATE ADMINISTRATOR AGENT FOR SERVICE OF PROCESS
NORTH DAKOTA North Dakota Securities Department Securities Commissioner
600 East Boulevard Avenue 600 East Boulevard Avenue
State Capitol-Fifth Floor, Department 414 State Capitol-Fifth Floor, Department 414
Bismarck, North Dakota 58505-0510 Bismarck, North Dakota 58505-0510
(701) 328-4712 (701) 328-4712
OREGON Department of Insurance and Finance Department of Insurance and Finance
Corporate Securities Section Corporate Securities Section
Labor and Industries Building Labor and Industries Building
Salem, Oregon 97310 Salem, Oregon 97310
(503) 378-4387 (503) 378-4387
RHODE ISLAND Director, Securities Division Securities Division
State of Rhode Island Department of Business Regulation
Department of Business Regulation, Bldg. 69, First Floor
Bldg. 69, First Floor John O. Pastore Center
John O. Pastore Center 1511 Pontiac Avenue,
1511 Pontiac Avenue, Cranston, Rhode Island 02920
Cranston, Rhode Island 02920 (401) 462-9582
(401) 462-9582
SOUTH DAKOTA Department of Labor and Regulation Director, Department of Labor and Regulation
Division of Securities Division of Securities
124 South Euclid, Suite 104 124 South Euclid, Suite 104
Pierre, South Dakota 57501 Pierre, South Dakota 57501
(605) 773-4823 (605) 773-4823
VIRGINIA State Corporation Commission Clerk, State Corporation Commission
Division of Securities and Retail Franchising 1300 East Main Street
1300 East Main Street, Ninth Floor Richmond, Virginia 23219.
Richmond, Virginia 23219 (804) 371-9051
(804) 371-9051
WASHINGTON Department of Financial Institutions Director, Department of Financial Institutions
Securities Division Securities Division
P.O. Box 9033 150 Israel Road S.W.
Olympia, Washington 98507 Tumwater, Washington 98501
(360) 902-8760
WISCONSIN Franchise Registration Securities and Franchise Registration

Division of Securities
Wisconsin Department of Financial Institutions
201 West Washington Avenue, Suite 300
Madison, Wisconsin 53703
(608) 266-1064

Wisconsin Securities Commission
201 West Washington Avenue, Suite 300
Madison, Wisconsin 53703
(608) 266-1064

WFs Napps\ihsm\CD\1 5025-7\1163428.doc



EXHIBIT B

APPLICATION AND DEPOSIT
AGREEMENT




ﬁg

Waters Edge Wineries, Inc.
8560 Vineyard Ave, Suite 408
Rancho Cucamonga, CA 91730
909-468-9463 ext 700

FRANCHISE APPLICATION AND DEPOSIT AGREEMENT (the “Application Agreement™)

TO: Waters Edge Wineries, Inc. (the “Franchisor’)
8560 Vineyard Ave, Suite 408
Rancho Cucamonga, CA 91730

FROM: (the “Applicant™)

The Applicant desires to be considered for a WATERS EDGE WINERY Franchise with the

Franchisor. Franchisor is willing to consider Applicant as a potential Franchisee pursuant to the
terms of this Application Agreement. Accordingly, the parties agree as follows:

1.

Applicant Information. The Applicant agrees to complete Schedule A attached hereto, in
as much detail and as accurately as possible. In addition, Applicant agrees to submit to
the Franchisor such other information and documents concerning the Applicant as the
Franchisor reasonably requires. Applicant agrees to notify the Franchisor immediately of
any changes to the information provided.

Depoéit. The Applicant submits, in connection with this Application Agreement, a
deposit in the amount of $10,000. If the Franchise Agreement is entered into between the
Franchisor and the Applicant, the $10,000 deposit will be credited towards the initial
franchise fee of the Franchise Agreement without interest or deduction.

Return of Deposit. If the Franchisor fails to accept this Application Agreement by
returning a signed copy of the Application Agreement to the Applicant within 30 days of
the date of its submission, it is deemed not accepted and the Franchisor will return the
entire deposit to Applicant without interest.
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Confidential Information. The Applicant understands that, prior to executing the
Franchise Agreement, the Franchisor may furnish information and material that will be of
a confidential nature concerning the Franchisor, and the WATERS EDGE WINERY franchise
system including, without limitation, proprietary knowledge regarding the WATERS EDGE
WINERY business and its proprietary ingredients, methods and procedures. The Applicant
agrees to keep all such information confidential and not to disclose same to any
competitor of the Franchisor nor to any other person, firm or corporation who may use or
obtain any benefit from the confidential information, directly or indirectly, without the
prior ‘written consent of the Franchisor. The Applicant further agrees not to use any
confidential information for its own benefit or to use it to compete with the business of
the Franchisor should this Application Agreement be terminated or should the Franchisor
refuse to grant a WATERS EDGE WINERY franchise to the Applicant.

Lease. The Applicant acknowledges and agrees that the granting of the WATERS EDGE
WINERY franchise referred to in this Application Agreement is conditioned on the
Franchisor’s review and approval of the lease to be entered into between the landlord of
the premises and the Applicant. Applicant’s lease with the landlord of the premises must
contain the Addendum to Lease, attached as Appendix C to the Franchise Agreement.
The Applicant represents and warrants to the Franchisor that the Applicant will locate the
WATERS EDGE WINERY in the premises identified on the lease and comply with all of the
terms and provisions of the lease. The Applicant covenants to indemnify and save
harmless Franchisor with respect to any damage, injury, claims, losses, costs or charges
caused or resulting from any act or omission of the Applicant or caused by or resulting
from any matter whatsoever relating to the lease.

Consent. The Applicant hereby consents and regards this Application Agreement as
notice in writing of the Franchisor’s intent to obtain, and consents to Franchisor
obtaining, from any credit reporting agency, bank, credit grantor or any other party with
which the Applicant has a financial relationship, such information concerning the
Applicant as the Franchisor may require in connection with the granting of the WATERS
EDGE WINERY franchise. Further, the Applicant consents to the Franchisor taking
whatever action it considers necessary to verify the information in Schedule A, including
contacting any references provided.

Franchise Agreement. On Franchisee’s receipt of written notice of Franchisor’s
acceptance of this Application Agreement, the Applicant shall have 90 days in which to
enter into the Franchise Agreement, a lease consented to by the Franchisor and containing
the Addendum to Lease referenced in Paragraph S, and such other agreements and
documents as the Franchisor may reasonably require. The Applicant shall pay the
balance of the initial franchise fee upon signing the Franchise Agreement. In the event
the Applicant fails to sign the Franchise Agreement and to pay the balance of the initial
franchisee fee within the above noted time period, subject to the limitation below, fifty
percent (50%) of the deposit referred to in Paragraph 2 above will be returned to the
Applicant without interest, and thereafter neither party will have any liability or
obligation to the other except that the Applicant will continue to be bound by its
confidentiality and non-competition obligations set forth in Paragraph 4 above, which




Date:

will survive the termination of this Application Agreement. Franchisor shall have no

~ obligation to provide a refund of any portion of the Deposit if Applicant does not request

the refund in writing within 180 days of the date of this Application Agreement.

Franchisee Status. The Applicant acknowledges that unless Franchisor executes a
Franchise Agreement with the Applicant, the Applicant will have no right whatsoever to
become a WATERS EDGE WINERY franchisee or to use the WATERS EDGE WINERY
trademarks or any confidential information, notwithstanding that the Franchisor has
accepted all or any part of the initial deposit. The Applicant further acknowledges that
should a Franchise Agreement be entered into by the parties, the right of the Applicant to
become and remain a franchisee shall be subject to Franchisor’s right to terminate the
Franchise Agreement as a result of Applicant’s failure to execute the documents required,
failure to commence business as required or any other breach by Applicant of the
Franchise Agreement.

Schedule. Schedule A is attached and incorporated into this Application Agreement by
reference and is deemed to be an integral part of this Application Agreement. Applicant
represents and warrants under penalty of perjury that all information provided in
Schedule A is true and correct.

SIGNED, SEALED and DELIVERED
in the presence of:

Applicant (Printed Name)

Witness (Printed Name)

Acceptance of Application.

Waters Edge Wineries, Inc. hereby acknowledges the foregoing together with the receipt of the
amount of the deposit referred to above and agrees to consider the Applicant as a candidate for a
WATERS EDGE WINERY franchise.

Waters Edge Wineries, Inc.

By:

Ken Lineberger, President
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WINERIES
= SCHEDULE A

Confidential Franchise Application

PERSONAL DATA DATE

Name ; Social Security No.

Address Date of Birth /

City State Zip
Home Phone Business Phone

Spouse’s Name Spouse’s Date of Birth /
Spouse’s Occupation Dependents and ages

Any other name by which you are known (state details)

If at current residence less than 2 years, please provide previous residence.

Previous
Residence

Dates at this
address

Are you a citizen of the USA ? If not, what country _

Have you ever been convicted of, or pled guilty or no contest to, a felony or misdemeanor
(other than a minor traffic violation?) Yes No

Have you declared personal bankruptcy within the last 10 years? Yes No

Have you or your spouse ever had an issue with alcohol abuse or been convicted of a DUI?
Yes No If yes, please explain.

Have you ever been involved in any lawsuit? If yes, please explain.




EDUCATION

Year Graduated

Major or Degree

Name and Location

High School

College

Graduate

PERSONAL REFERENCES

Name

Phone No.

Association

BUSINESS EXPERIENCE (Work history and/or business started).

Please give present or last position first and provide the last 10 years of work/business history. Attach an

additional sheet if necessary.

1. Company City, State

Type of Busine:ss Employed From To
Position

Major Accomplishments

May we contact this company? Yes No

Contact Person Phone

2. Company City, State

Type of Business Employed From _To
Position

Major Accomplishments

May we contact this company? Yes No

Contact Person Phone




3. Company City, State

Type of Business Employed From To

Position

Major Accomplishments

May we contact this company? Yes No

Contact Person Phone

PERSONAL BALANCE SHEET

ASSETS LIABILITIES
Cash on hand and in banks Loans, Notes, Mortgages, Payable
(See schedule 1) $ (See schedule 5) $

Stocks & Bonds

(See schedule 2) Acc’t & bills due
Account/Notes Receivable Taxes due

(See schedule 3)

Real Estate Investments

(See schedule 4) Other Liabilities (Itemize)
Other Assets

Total Assets $ Total Liabilities S

Total Net Worth $ (Assets — Liabilities)

Capital available to invest in this franchise §

Residence Own Rent How Long




Schedule #1

Banking references (List all bank accounts including Savings & Loans)

Institute Name & Phone Account Balance Contact Officer
Schedule #2 Stocks and Bonds

Number of Description Marketable or Current Market
Shares of Security Non-marketable Value
Schedule #3 Accounts/Notes Receivable

Received from Amount
Schedule #4 Real Estate Investments (List all real estate held)

The legal and equitable title to all real estate listed in this statement is in the name of the applicant unless
otherwise indicated

Description or Street  Date of Cost Mortgage Market Liens Monthly
Number of Property ~ Purchase Balance Value Payment




Schedule #5 . Loans, Notes and Mortgage Payable

Payable to Amount




OTHER INFORMATION

1. In your opinion: What are the essentials to the successful operation of a WATERS EDGE WINERY?

2. Why do franchisees pay an initial franchise fee?

3. Why do franchisees pay a royalty fee?

4. Why do franchisees pay a marketing and advertising fee?

5. Have you been given a Franchise Disclosure Document (FDD) in connection with this
application? Yes No

If yes, what is the date of the FDD? / /

6. Was any special promise made to you in connection with this application?

Yes No If yes, please state details




I authorize you to make investigations of my credit, character and ability, and to contact
anybody, whether or not listed above, including former employers, in order to obtain
-personal information about me. 1 release all such persons from any liability or damages
that may be incurred as a result of furnishing such information. I also certify that all the
information in this application is true and complete.

Signature Date
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WATERS EDGE WINERIES, INC.
Individual Confidential Operations Manual
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WATERS EDGE WINERY® FRANCHISE AGREEMENT

This Franchise Agreement is made this __ day of , 20 between Waters

Edge Wineries; Inc., a California corporation, whose principal business address is 8560 Vineyard

Avenue, Suite 408, Rancho Cucamonga, CA 91730 (“Franchisor,” “we”™ or “us”), and

; , a(n) whose principal business

address is (“franchisee” or “you”). If the

franchisee is a corporation, partnership, limited liability company or other legal entity, certain
provisions to this Agreement also apply to its owners.

RECITALS

A. We developed a unique system for operating retail locations that feature the
manufacture and sale of wine, the teaching of winemaking and the sale of related wine accessories;

B. We own the WATERS EDGE WINERY Trademarks and other trademarks used in
connection with the operation of a WATERS EDGE WINERY store;

C. We have the right to license the WATERS EDGE WINERY Trademarks and the right to
develop and operate WATERS EDGE WINERY stores; and

D. You desire to either (i) develop and operate a WATERS EDGE WINERY store using the
WATERS EDGE WINERY trademarks; or (ii) become a private branded WATERS EDGE WINERY store.
We, in reliance on your representations, have approved your franchise Application and Deposit
Agreement.

E. You asked and we agree to grant you: (CHECK ONE):

o A full franchise, granting you the right to use our trademarks, system and
methodologies. A full franchise will entitle you to participate in our advertising program and
receive advertising and marketing assistance in your territory;

@ A private branded franchise, granting you the right to use our system and
methodologies, but under a separate primary trademark you create and we approve. As a private
branded franchise, you will not receive advertising and marketing assistance in your territory.

In consideration of the foregoing and the mutual covenants and consideration below, you
and we agree as follows:

DEFINITIONS

1. For purposes of this Agreement, the terms below have the following definitions:



A. “Electronic Depository Transfer Account” means an account
established at a national banking institution approved by us and providing us with
access to electronically withdraw any funds due to us.

B. “General Manager” means the individual who (i) personally invests
his or her full time and attention and devotes his or her best efforts to the on-
premises general management of the day-to-day operations of the Store, and (ii)
does not participate in the active operation or management of any business other
than the Store. The General Manager must be appointed at least 60 days prior to the
Store opening and fully trained 10 days prior to the Store opening. The General
Manager is identified on the Ownership and Management Addendum attached to
this Agreement.

C. “Gross Sales” includes the total revenues and receipts from the sale
of all products and services including, but not limited to, wine and wine products,
food, winemaking courses, services, merchandise, and any wholesale items, sold
onsite or offsite of your Store whether under any of the Trademarks or otherwise and
includes, but is not limited to, winery rental fees received and any other revenues
collected by you from your operations. Gross Sales does not include sales tax
actually paid to government agencies and documented refunds provided to
customers.

D. “Principal Owner” means any person who directly or indirectly owns
a 51% or greater interest in the franchisee when the franchisee is a corporation,
limited liability company or a similar entity other than a partnership entity. If the
franchisee is a partnership entity, then each general partner is a Principal Owner,
regardless of the percentage ownership interest. If the franchisee is one or more
individuals, each individual is a Principal Owner of the franchisee. Each franchisee
must have at least one Principal Owner. Your Principal Owner(s) are identified on
the Ownership and Management Addendum attached to this Agreement. As used in
this Agreement, any reference to Principal Owner includes all Principal Owners.

E. “Store” means the WATERS EDGE WINERY Store or private branded
store you develop and operate pursuant to this Agreement. The Store you open will
manufacture and store wine and prepare food items, and you will sell such wine and
food items in a retail location that meets our building plans and décor specifications
as set forth in subparagraph 5.B.

F. “System” means the WATERS EDGE WINERY System, which consists
of distinctive manufacturing of wine products prepared according to special recipes
and formulas with unique manufacturing and storage procedures and techniques, and
food items, all offered in a setting of a distinctive exterior and interior facility,
layout, signage and materials and using certain distinctive types of equipment such
as our Custom Winery Systems, supplies, ingredients, business techniques, methods
and procedures together with sales promotion programs, all of which we may
modify and change from time to time.



G. “Trademarks” means the WATERS EDGE WINERY Trademarks and
Service Marks that are registered in the United States Trademark Office, and the
trademarks, service marks and trade names set forth on Appendix A, as we may
modify and change from time to time, and the trade dress and other commercial
symbols used in the Store. Trade dress includes the designs, color schemes and
image we authorize you to use in the operation of the Store from time to time.

GRANT OF LICENSE

2. The following provisions control with respect to the license granted hereunder:

A. Authorized Location. We grant to you the right and license to
establish and operate a Store identified by the WATERS EDGE WINERY Trademarks or
such other marks as we may direct. The Store will be located at

\ ora
location to be designated within 90 days from the date of this Agreement (the
“Authorized Location™). When a location has been designated and consented to by
you and us, it will become part of this subparagraph 2.A as if originally stated.
Unless you seek and we grant you an extension in writing, if an Authorized Location
is not designated within 90 days from the date of this Agreement (the “Location
Deadline™), we have the right to declare this Agreement null and void without the
return of any Initial Franchise Fee or other amounts paid to us. We will not
unreasonably withhold consent to one 90 day extension of the Location Deadline, if
prior to the expiration of the Location Deadline you seek our approval in writing to
the extension together with an explanation of steps taken to date and your future plan
to identify a location. Otherwise, we have no obligation to grant an extension or
provide another extension, if one has already been given. You accept the license and
undertake the obligation to operate the Store at the Authorized Location using the
Trademarks and the System in compliance with the terms and conditions of this
Agreement.

B. Designated Area. You must locate and operate the Store at an
Authorized Location within the area described in Appendix B (the “Designated
Area”). You may sell WATERS EDGE WINERY products and services only at or from
the Store as set forth in the Operations Manuals.

We will not locate and operate or grant to anyone else a franchise or
license to locate and operate a WATERS EDGE WINERY store within the Designated
Area so long as this Agreement is in effect, except for the Special Sites defined in
subparagraph 2.D. You do not have any right to sublicense or subfranchise within
or outside of the Designated Area and do not have the right to operate more than
one Store within the Designated Area. If your Store is located within a Special
Site (as defined below), you receive no territorial rights. You may face
competition from other franchisees, from outlets that we own, or from other
channels of distribution or competitive brands that we control.



C. Opening. You agree that the Store will be open and operating in
accordance with the requirements of subparagraph 5.A within 90 days after the date
the Authorized Location is designated and no more than 30 days after you complete
training, unless we authorize in writing an extension of time.

D. Our Reservation of Rights. The license is limited to the right to
develop and operate one Store at the Authorized Location located in the Designated
Area. This license does not include (i) any right to sell products and services
identified by the Trademarks at (1) any location other than the Store authorized
under this Agreement; or (2) through any unapproved channel or method of
distribution, including through a website owned and operated by any entity other
than us, unless approved by us in writing; or (ii) any right to exclude, control or
impose conditions on our development of future franchised, company or affiliate
owned stores at any time or at any location outside of the Designated Area.

You acknowledge and agree that we have the right (i) anywhere outside of
the Designated Area to grant other franchises and licenses and to develop and
operate company or affiliate owned WATERS EDGE WINERY stores; (ii) to offer,
sell and distribute inside and outside of the Designated Area any products or
services associated with the System (now or in the future) under the Trademarks
or any other trademarks, service marks or trade names through any distribution
channel or method, all without compensation to you (except that any internet sales
may be at our sole discretion either (a) directed to the store located in the
Designated Area nearest to where the customer is located for fulfillment; or (b) if
we elect to fulfill the online order to a customer in your Designated Area, we will
pay fifty (50%) of the internet product’s sale price less taxes, shipping and
handling to you); and (iii) to operate and franchise or license others to operate
stores offering similar products and services as you do or any other business
within and outside the Designated Area under trademarks other than the WATERS
EDGE WINERY Trademarks, without compensation to you, except that our
operation of, or association or affiliation with, stores (through franchising or
otherwise) in the Designated Area that compete with WATERS EDGE WINERY
stores in the wine and beverage segment will only occur through some form of
merger or acquisition with an existing store chain.

Further, you acknowledge that certain locations within the Designated
Area are by their nature unique and separate in character from sites generally
developed as or serviced by WATERS EDGE WINERY stores. As a result, you agree
that the following locations (“Special Sites”) are excluded from your Designated
Area and we have the right under our Trademarks or otherwise, to operate in,
franchise, license and provide raw materials, ingredients, training and equipment
or products to: (1) casinos; (2) military bases; (3) race tracks; (4) theme parks,
including water parks and amusement parks; (5) hotels; (6) restaurants; and (7)
selected specialty retail venues, such as fairgrounds or other tourist oriented
destinations (all of which may exist now or in the future).



TRADEMARK STANDARDS AND REQUIREMENTS

3. You acknowledge and agree that the Trademarks are our property. You further
acknowledge that your right to use the Trademarks is specifically conditioned upon the following:
A. Trademark Ownership. We grant you the right to use the
Trademarks in operating your Store. The Trademarks are our valuable property, and
we are the owner of all right, title and interest in and to the Trademarks and all past,
present or future goodwill of the Store and of the business conducted at the
Authorized Location that is associated with or attributable to the Trademarks. Your
use of the Trademarks will inure to our benefit. You may not, during or after the
term of this Agreement, engage in any conduct directly or indirectly that would
infringe upon, harm or contest our rights in any of the Trademarks or the goodwill
associated with the Trademarks, including any use of the Trademarks in a
derogatory, negative, or other inappropriate manner in any media, including but not
limited to print or electronic media.

B. Trademark Use. You may not use, or permit the use of, any
trademarks, trade names or service marks in connection with the Store except those
set forth in Appendix A or except as we otherwise direct in writing. You may use
the Trademarks only in connection with such products and services as we specify
and only in the form and manner we prescribe in writing. You must comply with all
trademark, trade name and service mark notice marking requirements. Each wine
bottle must contain a label with the approved WATERS EDGE WINERY logo. You
may use the Trademarks only in association with products and services approved by
us and that meet our standards or requirements with respect to quality, method and
condition of manufacturing, storage, production, preparation and sale, and portion
and packaging.

If pursuant to Recital E above, you are granted a private branded franchise, you
must, after obtaining our written consent to the proposed name or mark, use and/or
adopt another primary trademark and/or trade name in connection with your
franchise (in addition to the Trademarks). You agree to include such other
designations that we may request in connection with your primary trademark and
trade name, which may include, for example a designation indicating you are an
affiliate of Waters Edge Wineries, operating under license. You acknowledge and
agree that any mark or name that you adopt in connection with the operation of your
franchise will belong to and inure to our benefit. You agree to assign all such marks

- and names and any registrations for such marks and names to us on written request
and to take all further and other steps requested by us to effectuate the assignment of
these marks and names to us. On termination or expiration of your franchise, you
must stop using the Trademarks and all other marks and names adopted in
connection with your franchise.

C. Store Identification and Other Uses of Marks. Except as directed by
us, you must use the name WATERS EDGE WINERY as the trade name of the Store




and you may not use any other mark or words to identify the Store without our prior
written consent. You may not use the words WATERS EDGE WINERY or any of the
other Trademarks as part of the name of your corporation, partnership, limited
liability company or other similar entity. You may use the Trademarks on various
materials, such as business cards, stationery and checks, provided you (i)
accurately depict the Trademarks on the materials, (ii) include a statement on the
materials indicating that the business is independently owned and operated by
you, (ii1) do not use the Trademarks in connection with any other trademarks,
trade names or service marks unless we specifically approve in writing prior to
such use, (iv) seek and obtain our prior written approval for use of the
Trademarks on the proposed materials prior to use, and (v) make available to us,
upon our request, a copy of any materials depicting the Trademarks. You must
post a prominent sign in the Store identifying yourself as a WATERS EDGE WINERY
franchisee in a format we deem reasonably acceptable, including an
acknowledgment that you independently own and operate the Store and that the
WATERS EDGE WINERY Trademark is owned by us and your use is under a license
we have issued to you. If you are a private branded franchise, your adopted store
name must always display the words “An Affiliate of Waters Edge Wineries” in the
vicinity of your approved logo. The Affiliate designation must not be less than 30%
the size of your approved logo.

D. Litigation. In the event any person or entity improperly uses or
infringes the Trademarks or challenges your use or our use or ownership of the
Trademarks or our other intellectual property, such as copyrights or patents, we will
control all litigation and we have the right to determine whether suit will be
instituted, prosecuted or settled, the terms of settlement and whether any other action
will be taken. You must promptly notify us of any such use or infringement of
which you are aware or any challenge or claim arising out of your use of any
Trademark. You must take reasonable steps, without compensation, to assist us with
any action we undertake. We will be responsible for our fees and expenses with any
such action, unless the challenge or claim results from your misuse of the
Trademarks in violation of this Agreement, in which case you must reimburse us for
our fees and expenses.

E. Changes. You may not make any changes or substitutions to the
Trademarks unless we direct in writing. We reserve the right to change the
Trademarks at any time. Upon receipt of our notice to change the Trademarks, you
must cease using the former Trademarks and commence using the changed -
Trademarks at your expense.

TERM AND RENEWAL

4. The following provisions control with respect to the term and renewal of this
Agreement:



A. Term. The initial term of this Agreement is 10 years unless this
Agreement is sooner terminated in accordance with Paragraph 13. The initial term
commences upon the Effective Date of this Agreement. We may extend this initial
term in writing for a limited period of time not to exceed 6 months to take into
account the term of any applicable lease for the Authorized Location.

B. Renewal Term and Conditions of Renewal. You may renew this
Agreement for an additional term of 10 years, provided that: (i) you have given us
written notice of your decision to renew at least 6 months but not more than 12
months prior to the end of the expiring term; (ii) you sign our then-current form of
franchise agreement, the terms of which may differ from this Agreement, including
higher fees and modified to reflect no additional renewal term upon expiration and
other modifications to reflect that the agreement relates to the grant of a renewal,
(ii1) you have complied with the provisions of subparagraph 5.E regarding
modernization; (iv) you are not in default of this Agreement or any other agreement
pertaining to the franchise granted at the time you provide notice of your intent to
renew or at the time of renewal, have satisfied all monetary and material obligations
on a timely basis during the term and are in good standing; (v) if leasing the Store
premises (and not subject to relocation under (iii) above), you have renewed the
lease and have provided written proof of your ability to remain in possession of the
premises throughout the renewal period; (vi) you comply with our then-current
training requirements; (vii) you and your Principal Owners and guarantors execute
a general release of claims in a form we prescribe; and (viii) you pay us or our
designee a renewal fee in the amount of $5,000.

FACILITY STANDARDS AND MAINTENANCE

5. You acknowledge and agree that we have the right to establish, from time to time,
quality standards regarding the business operations of WATERS EDGE WINERY stores to protect the
distinction, goodwill and uniformity symbolized by the Trademarks and the System. Accordingly,
you agree to maintain and comply with our quality standards and agree to the following terms and
conditions:

A. Store Facility; Lease. You are responsible for purchasing or leasing
a site that meets our site selection considerations. We must consent to the site in
writing.

You may not open your Store for business until we have notified you in
writing that you have satisfied your pre-opening obligations as set forth in
subparagraphs 5.A and 5.B and we have approved your opening date. We are not
responsible or liable for any of your pre-opening obligations, losses or expenses you
might incur for your failure to comply with these obligations or your failure to open
by a particular date. We also are entitled to injunctive relief or specific performance
under subparagraph 12.D for your failure to comply with your obligations.



In the event that you enter into any type of lease for the Store premises, you
must provide the lease to us and receive our prior written approval of the lease
before you execute it. We have no responsibility for the lease; it is your sole
responsibility to evaluate, negotiate and enter into the lease for the Store premises.
Your lease must contain the Addendum to Lease attached as Appendix C. You
must provide us a copy of the lease and Addendum within 5 days of their execution.

B. Construction. You may not commence construction of the Store
until you have received our written consent to your building plans and your design
and décor layout. You also must construct and equip the Store in accordance with
our current approved specifications and standards pertaining to equipment,
inventory, signage, fixtures and design and layout of the building.

Without limiting the generality of the prior paragraph, you must promptly
after obtaining possession of the site for the Store: (i) have prepared and
submitted for our approval basic architectural plans and specifications (not for
construction) consistent with our general atmosphere, image, décor, color scheme
and ambience requirements as set forth from time to time in the Operations
Manuals for a WATERS EDGE WINERY store (including requirements for
dimensions, exterior design, materials, interior design and layout, equipment,
signs and decorating); (ii) purchase or lease and then, in the construction of the
Store, use only the approved equipment, fixtures and signs; (iii) complete the
construction and/or remodeling, equipment, fixtures, furniture and sign
installation and decorating of the Store in full compliance with plans and
specifications we approve and all applicable ordinances, building codes and
permit requirements without any unauthorized alterations; (iv) obtain all
customary contractors’ sworn statements and partial and final waivers; (v) obtain
all necessary permits, licenses and architectural seals and comply with applicable
legal requirements relating to the building, signs, equipment and premises,
including, but not limited to, the Americans With Disabilities Act; and (vi) obtain
and maintain all required zoning changes, building, utility, health, sanitation,
winery and sign permits and licenses and any other required permits and licenses.
It is your responsibility to comply with the foregoing conditions.

Any change to the interior or exterior decor or image, equipment or signage
of the Store to be made after our consent is granted for initial plans, whether at the
request of you or of us, must be made in accordance with specifications that have
received our prior written consent. You may not commence such addition or
modification until you have received our written consent to your revised plans.

C. Maintenance. The building, equipment, fixtures, signage and trade
dress (including the interior and exterior appearance) employed in the operation of
your Store must be maintained and refreshed in accordance with our requirements
established periodically and any of our reasonable schedules prepared based upon
periodic evaluations of the premises by our representatives. Within a period of 30-
60 days (as we determine depending on the work needed) after the receipt of any



particular report prepared following such an evaluation, you must affect the items of
maintenance we designate, including the repair of defective items and/or the
replacement of irreparable or obsolete items of equipment and signage. If, however,
any condition presents a threat to customers or public health or safety, you must
affect the items of maintenance immediately.

D. Relocation. If you need to relocate because of condemnation,
destruction, or expiration or cancellation of your lease for reasons other than your
breach, we will grant you authority to do so at a site acceptable to us that is within
your Designated Area; provided that you locate a site acceptable to us and are open
and operating within 60 days from closing the Store, all in accordance with our then-
current standards. If you voluntarily decide to relocate the Store, your right to
relocate the Store will be void and your interest in this Agreement will be voluntarily
abandoned, unless you have given us notice of your intent to relocate not less than
30 days prior to closing the Store, have procured a site that we accept within 15 days
after closing the prior Store, have opened the new Store for business within 60 days
of such closure and complied with any other conditions that we reasonably require.

You must pay the costs of any relocation, and we reserve the right to charge
you for any reasonable costs that we incur.

You do not have the right to relocate in the event you lose the right to
occupy the Store premises because of the cancellation of your lease due to your
breach, rather the cancellation of your lease due to your breach is grounds for
immediate termination under subparagraph 13.B.2.

E. Modermization or Replacement. From time to time as we require,
you must affect items of modernization and/or replacement of the trade dress or
equipment as may be necessary for your Store to conform to the standards for
similarly situated new WATERS EDGE WINERY stores. You must complete to our
satisfaction any changes we require within 3 months from the date you are notified
of any required changes. We will not require you to spend more than $50,000
annually. on any required modernization and/or replacement of trade dress or
equipment pursuant to this section. However, the monetary limits described above
will not apply to any modernization and/or replacement of trade dress we may
require in connection with a transfer or renewal of the Franchise.

Notwithstanding the prior paragraph, we will not require you to make any
modernization expenditures during the first 5 years of this Agreement (except in the
event of a transfer as noted below). You, however, must perform general, continued
maintenance and refreshing of the Store premises whenever necessary as set forth in
subparagraph 5.C. Further, each and every transfer of any interest in this Agreement
or your Store or business governed by Paragraph 11 or renewal covered by
Paragraph 4 is expressly conditioned upon your compliance with these requirements
at the time of transfer or renewal.



You acknowledge and agree that the requirements of this subparagraph 5.E
are both reasonable and necessary to insure continued public acceptance and
patronage of WATERS EDGE WINERY stores. If you fail to make any improvement
or perform the maintenance listed above, we may, in addition to our other rights in
this Agreement, effect such improvement or maintenance and you must reimburse us
for the costs we incur.

F. Signage. In addition to installing interior signage that accurately
displays the Trademarks, you also must purchase an approved outdoor sign at your
expense which must bear the WATERS EDGE WINERY logo or other mark we
designate and complies with our specifications, which we may modify and change
from time to time due to modifications to the System, including changes to the
Trademarks. If you are a private braded franchise, your signage must say “An
affiliate of” with the WATERS EDGE WINERY logo. You must make such changes to
the outdoor signage as we require. Your failure to replace the signage within 3
months from the date of notification will constitute a default of this Agreement
under Paragraph 13. Any upgrades to the type or size of your outdoor signage will
be at your expense.

PRODUCTS AND OPERATIONS STANDARDS AND REQUIREMENTS

6. You must implement and abide by our requirements and recommendations directed
to enhancing substantial System uniformity. The following provisions control with respect to
products and operations:

A. Authorized Products and Ingredients. You must use in the operation
of the Store and in the preparation and manufacture of wine and other beverage
products only the proprietary and non-proprietary ingredients, recipes, formulas,
techniques, processes and supplies, and must prepare and sell wine and products in
such appearance and packaging, all as we specify in our most current operations
material or otherwise in writing. You acknowledge and agree that we may change
these materials periodically and that you are obligated to conform to the
requirements.  All supplies, including containers and other customer service
materials of all descriptions and types must meet our standards of uniformity and
quality. You acknowledge that the Store must at all times maintain an inventory of
ingredients and beverage products and other products, material and supplies that will
permit operation of the Store at maximum capacity. You must carry and offer for
sale all approved products and services we designate. You must not carry or offer
for sale any unapproved product or service.

B. Approved Supplies and Suppliers. We will furnish to you from time
to time lists of approved supplies or approved suppliers. You must only use
approved products, inventory (including ingredients), equipment, fixtures, signs,
advertising materials, trademarked items and novelties, and other items (collectively,
“approved supplies”) in the Store as set forth in the approved supplies and approved
suppliers lists, as we may amend from time to time. Although we do not do so for
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every item, we have the right to approve the manufacturer of approved supplies.
You acknowledge and agree that certain approved supplies may only be available
from one source, and we may be that source. For instance, we are currently the only
approved supplier for the modular winery system, juice and other supplies. We will
derive revenue from the sale of products and supplies to you. All inventory,
products, materials and other items and supplies used in the operation of the Store
that are not included in the approved supplies or approved suppliers lists must
conform to the specifications and standards we establish from time to time.
ALTHOUGH APPROVED BY US, WE MAKE NO WARRANTY AND
EXPRESSLY DISCLAIM ALL WARRANTIES, INCLUDING WARRANTIES
OF MERCHANTABILITY AND FITNESS FOR ANY PARTICULAR
PURPOSE, WITH RESPECT TO PRODUCTS, EQUIPMENT (INCLUDING
WITHOUT LIMITATION AND ANY REQUIRED COMPUTER SYSTEMS),
SUPPLIES, FIXTURES, FURNISHINGS OR OTHER APPROVED ITEMS.

C. Computer System and POS. You must purchase and use the
computer system that we developed for the Store, including all future updates,
maintenance, supplements and modifications (the “Computer System™). The
Computer System includes hardware and software used in the operation of the Store
We reserve the right to require you to purchase software that provides a system
used to track and manage unfinished goods inventory, purchase orders and tax
information at your cost and expense. The computer hardware component of the
Computer System must conform to specifications we develop. You must also
purchase and install a POS System and software meeting our requirements and pay
for annual support for the POS System. We have the right to require you to
upgrade, update and change the computer hardware and software systems and POS
hardware and software systems on written notice, at your expense. You must
comply with all directives we issue in this regard. You acknowledge and agree that
we will have full and complete access to information and data entered and produced
by the Computer System and POS. You must have at the Authorized Location
internet access with a form of high speed connection as we require and you must
maintain an email account for our direct correspondence with you and the Store.
Each party to this Agreement acknowledges and agrees that changes to technology
are dynamic and not predictable within the term of this Agreement. In order to
provide for inevitable but unpredictable changes to technological needs and
opportunities, you agree that we will have the right to establish, in writing,
reasonable new standards for the implementation of technology in the System; and
you agree to comply with those reasonable new standards that we establish.

D. Evaluations. We or our authorized representative have the right to
enter your Store at all reasonable times during the business day for the purpose of
making periodic evaluations and to ascertain if the provisions of this Agreement are
being observed by you, to inspect and evaluate your premises, equipment, and to
test, sample, inspect and evaluate your supplies, ingredients and products, as well as
the storage, preparation and formulation and the conditions of sanitation and

cleanliness in the storage, production, manufacture, handling and serving. Any
|
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evaluation that you fail is a default under this Agreement. Further, if we determine
that any condition in the Store presents a threat to customers or public health or
safety, we may take whatever measures we deem necessary, including requiring you
to immediately close the Store until the situation is remedied to our satisfaction.

E. Period of Operation. Subject to any contrary requirements of local
law, your Store must be opened to the public and operated at least 8 hours each day,
at least 6 days a week. Any variance from this provision must be authorized by us in
writing. You are permitted to close the Store one day a week, but this day must be
consistent from week to week. For instance, you may not be closed on a Monday
one week and on a Sunday the next, without first obtaining our written consent and
notifying your customers of the change. You acknowledge and agree that if your
Store is closed for a period of 3 consecutive days or 10 or more days (not including
the one day a week in which you are permitted to close) in any 12-month period
without our prior written consent, such closure constitutes your voluntary
abandonment of the franchise and business and we have the right, in addition to
other remedies provided for herein, to terminate this Agreement. Acts of God, war,
strikes, iriots or other force majeure cause preventing you temporarily from
complying with the foregoing will suspend compliance for the duration of such
interference.

F. Operating Procedures. You must adopt and use as your continuing
operational routine the required standards, procedures, techniques and management
systems described in the Operations Manuals or other written materials relating to
product manufacture, preparation and storage, financial management, equipment and
facility. We will revise the Confidential Operations Manual and Food Operations
Manual (“Operations Manuals™) and these standards, procedures, techniques and
management systems periodically to meet changing conditions of retail operation in
the best interest of stores operating under the Trademarks. Any required standards
exist to protect our interests in the System and the Trademarks and not for the
purpose of establishing any control or duty to take control over those matters that are
reserved to you.

You acknowledge having received one copy of or access to the Operations
Manuals for use during the term of this Agreement. The Operations Manuals at all
times are our sole property. You must at all times treat the Operations Manuals,
and the information they contain, as secret and confidential, and must use all
reasonable efforts to maintain such information as secret and confidential. We may
from time to time revise the contents of the Operations Manuals and other materials
and you expressly agree to comply with each new or changed requirement. You
must at all times insure that your copy of the Operations Manuals are kept current
and up to date, and in the event of any dispute as to the contents of the Operations
Manuals, the terms of the master copy of the Operations Manuals that we maintain
1s controlling. You acknowledge and agree that in the future the Operations
Manuals and other system communications may only be available on the internet or
other online or computer communications.
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You acknowledge that your compliance with the Operations Manuals is
vitally important to us and other System franchisees and is necessary to protect our
reputation and the goodwill of the Trademarks and to maintain the uniform quality
of operation through the System. However, while the Operations Manuals are
designed to protect our reputation and the goodwill of the Trademarks, they are not
designed to control the day-to-day operation of the Store.

G. Confidential Information. You, the Principal Owners, and the
General Manager may not, during the term of this Agreement or thereafter,
communicate, divulge or use for the benefit of any other person or entity any
Confidential Information, except to such employees as must have access to it in
order to operate the Store. For purposes of this Agreement, “Confidential
Information” means all proprietary information, the software used in operating your
Store, the Operations Manuals and other information communicated to you in
writing, verbally or through the internet or other online or computer
communications, and any other knowledge or know-how concerning the methods
of operation of the Store. Any and all Confidential Information, including, without
limitation, the Operations Manuals, proprietary ingredients, secret formulas and
recipes, methods, procedures, suggested pricing, specifications, processes,
materials, techniques and other data, may not be used for any purpose other than
operating the Store. In addition, during the term of this Agreement or thereafter,
you may not teach classes for or at any school, public, private or otherwise, that
conveys any information about our proprietary winemaking processes or franchise
operations. We may require that you obtain nondisclosure and confidentiality
agreements in a form satisfactory to us from any persons owning a minority interest
in the franchisee, the Principal Owners, the General Manager and other key
employees. You must provide executed copies of these agreements to us upon our
request.

H. Compliance with Law; Licenses and Permits. You must at all times
maintain your premises and conduct your Store operations in compliance with all
applicable laws, regulations, codes and ordinances. You must secure and maintain
in force all required federal and state licenses, including a winery license, permits
and certificates relating to your Store. It is your responsibility to comply with any
applicable local, state or federal laws and requirements regarding the advertising,
sale and labeling of alcoholic beverages and food items.

You acknowledge that you are an independent business and responsible for
control and management of your Store, including, but not limited to, the hiring and
discharging of your employees, and setting and paying wages and benefits of your
employees. You agree to comply with all applicable laws pertaining to the privacy
of customers, employees, and financial transactional information (“Privacy Laws™).
You acknowledge that we have no power, responsibility or liability in respect to the
hiring, discharging, setting and paying of wages or related matters for your
personnel.
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You must immediately notify us in writing of any claim, litigation or
proceeding that arises from or affects the operation or financial condition of your
WATERS EDGE WINERY business or Store, including any notices of health code
violations or winery license violations.

L Participation in _Internet Web Sites or Other Online
Communications. We reserve the right to require you to, at your expense,
participate in the WATERS EDGE WINERY web site, any intranet or extranet system
we may develop or other online communications as we may require. You must
pay our then current rates to access these systems. We have the right to determine
the content and use of the web site and any intranet or extranet system we may
develop and will establish the rules under which franchisees may or must
participate. We reserve the right to sell wine and wine related products on the
website, and agree to split the proceeds of the sale in the manner described in
Section 2(D). We retain all rights relating to the web site and any intranet or
extranet system we may develop and may alter or terminate the web site, intranet
or extranet system. Your general conduct on the web site, intranet and extranet
system or other online communications and specifically your use of the
Trademarks or any advertising is subject to the provisions of this Agreement.
You acknowledge that certain information related to your participation in the web
site, intranet or extranet system may be considered Confidential Information,
including access codes and identification codes. Your right to participate in the
web site, intranet and extranet system, or otherwise use the Trademarks or System
on the internet or other online communications, will terminate when this
Agreement expires or terminates.

J. Websites, Social Media and Domain Names. You may not
separately register any domain name containing any of the Trademarks or operate
your own website selling wine or related products or any social media site or page
for your Store, whether or not they contain our Trademarks without our express
prior written consent. If we consent to your registration and/or use of a domain
name, website or social media site or page for your business (whether acquired,
registered and/or used before or after entering into this Agreement), you must
place such domain name(s), website(s) and social media site(s) or page(s) in our
name and/or transfer the ownership of the domain name(s), website(s) and social
media site(s) or page(s) to us, and take whatever other action we may require in
this regard. On termination or expiration of this Agreement, you agree that we
may keep and if not already done so, you must transfer to us any domain names,
social media site(s) or pages(s) and websites used in operation of your Store.

K. System Modifications. You acknowledge and agree that we have the
right to modify, add to or rescind any requirement, standard or specification that we
prescribe under this Agreement to adapt the System to changing conditions
competitilve circumstances, business strategies, business practices and technological
innovations and other changes as we deem appropriate. You must comply with
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these modifications, additions or rescissions at your expense, subject to any express
limitations set forth in this Agreement.

L. Suggested Pricing Policies. We may, from time to time, make
suggestions to you with regard to your pricing policies. We retain the right to
establish maximum and minimum prices to be charged by you for sales,
promotions or otherwise, but any exercise of that right will be specifically set
forth in writing. You must honor the terms of all promotional or discount
programs that we offer and comply with any pricing policies we may specify,
including minimum and maximum price policies, minimum advertised price
policies and unilateral price policies (when permitted by law).

M. Vending Services. You may not install or maintain on the premises
of the Store any newspaper racks, video games, jukeboxes, gaming machines,
gum machines, games, rides, vending machines, pool tables, automated teller
machines or other similar devices without our prior written approval.

N. Uniforms. You must purchase and your employees must at all times wear
uniforms while on duty imprinted with the Trademarks and conforming to other
specifications prescribed by us.

0. Converting from our Private Branded Franchise Program to the Full
Franchise Program. If you are a private branded franchisee in good standing and: (1) you
are in full compliance with the terms of this Agreement; and (2) you want to convert to
our Full franchise program, we may, at our sole discretion, elect to provide you an
allowance to assist with the costs involved to change signage and re-brand to the Full
franchise program. Nothing herein shall impose an obligation on us to do so. If you
convert to our full franchise program, you will not be subject to an additional initial
franchise fee. However, you will be subject to the advertising fee and all other
requirements of the full franchise program after the conversion.

P. Tank Upgrade. In connection with this franchise, you have the right to
purchase and use our proprietary Tank System. If you purchase a franchise without our
Tank System, you may at any time elect to upgrade and offer wine made with our
proprietary wine tanks, if you: (a) are in good standing and current in all payments due to us
and our affiliates; and (b) purchase the wine tanks at their then applicable price and install

them, all-at your expense.

PERSONNEL AND SUPERVISION STANDARDS

7. The following provisions and conditions control with respect to personnel, training
and supervision:

A.  Supervision. You must have a General Manager at all times during

the term of this Agreement. You and your General Manager must ensure that the
Store is operated in accordance with the terms and conditions of this Agreement.
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B. Training. You must, at your expense, comply with all of the training
requireménts we prescribe for the Store to be developed under this Agreement. You
and your General Manager must attend remote training provided, via the web and
classroom training in Rancho Cucamonga, California (or any other location designed
by us in the future) and complete training to our satisfaction. The initial training also
includes modular custom winery systems training (if applicable to your franchise) and
other pre-opening assistance that we or our designee provide at your Store prior to
opening. In the event you are given notice of default as set forth in
subparagraphs 13.A and B and the default relates, in whole or in part, to your failure
to meet any operational standards, we have the right to require as a condition of curing
the default that you, and the General Manager, at your expense, comply with the
additional training requirements we prescribe. Any new General Manager must
comply with our training requirements within a reasonable time as we specify. You
must pay all costs and our then current fees and travel expenses (if any) for such
training. Under no circumstances may you permit management of the Store’s
operations on a regular basis by a person who has not successfully completed to our
reasonable satisfaction all applicable training we require. We have no obligation to
provide initial training if (i) you or an affiliate (if you are an entity) already owns or
operates a Waters Edge Winery Store as of the date of this agreement; or (ii) this
Agreement is executed as a renewal franchise agreement.

C. Ongoing Training. We may require you and your General Manager to
attend, at your expense, ongoing training at our training facility, the Authorized
Location or any other location we designate. You must pay all costs and our then
current fees for such training, including any travel expenses we incur to provide the
training if at the Authorized Location.

D. Additional Assistance. If you ask and we agree to provide additional
assistance to you, you must pay our then current fees for such assistance plus our
personnel’s travel expenses.

E. Staffing. You will determine who to retain, how many people to retain
(subject to any minimum staffing requirements we may prescribe), how you
compensate your personnel, terms of employment and working conditions, when and
how to discipline the personnel you hire, and when and how to terminate the
personnel you hire. You are required at all times to comply with all applicable
employment laws. No employee of yours will be deemed to be an agent or employee
of ours for any purpose whatsoever and we are not a joint employer of those persons.

F. . Attendance at Meetings. You must attend, at your expense, our annual
franchise convention. You also must attend, at your expense, any regional meetings
that we hold relating to new products or product preparation procedures, new
operational procedures or programs, training, store management, sales or sales
promotion, or similar topics. If you are not able to attend a meeting or convention,
you must notify us at least 30 days prior to the meeting.
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G. Payroll Service. You must retain an outside payroll service to provide
payroll se€rvices to your employees.

ADVERTISING

8. You agree to actively promote your Store, to abide by all of our advertising
requirements and to comply with the following provisions:

A. Required Local Expenditures, Approved Materials. You must use
your best efforts to promote and advertise the Store and participate in any local
advertising and promotional programs we establish from time to time. You are
required to spend 5% of your Gross Sales on approved local advertising and
promotion. On a quarterly basis you must provide us with itemization and proof of
advertising and an accounting of the monies that you have spent for approved local
advertising. If you fail to make the required expenditure, we have the right to collect
and contribute the deficiency to the Advertising Fund (defined below). You must use
only such marketing and advertising materials as we furnish, approve or make
available, and the materials must be used only in a manner that we prescribe. You
must submit your proposed advertising or marketing materials to us prior to their use.
We will approve or reject the materials within 10 days of receipt. Furthermore, any
promotional activities you conduct in the Store or on its premises are subject to our
approval. We will not unreasonably withhold approval of any sales promotion
materials and activities; provided that they are current, in good condition, in good
taste, accurately depict the Trademarks and used in a manner that we have prescribed.
For each advertisement or promotion you publish or conduct, it is your sole
responsibility to comply with local, state and federal laws regarding the sale of liquor
or the operation of a winery.

B. Advertising Fund. We reserve the right to establish and operate an
Advertising Fund on 60 days’ written notice to you and require you to pay an
Advertising Fee as set forth in subparagraph 9.C. All Advertising Fees will be placed
in an Advertising Fund that we own and manage. The Advertising Fund is not a trust
or escrow account, and we have no fiduciary obligation to franchisees with respect to
the Advertising Fund. We have the right to determine the expenditures of the
amounts collected and the methods of marketing, advertising, media employed and
contents, terms and conditions of marketing and advertising campaigns and
promotional programs. Because of the methods used, we are not required to spend a
prorated amount on each store or in each advertising market. We have the right to
make disbursements from the Advertising Fund for expenses incurred in connection
with the cost of formulating, developing and implementing marketing, advertising
and promotional campaigns. The disbursements may include payments to us for the
expense of administering the Advertising Fund, including accounting expenses and
salaries and benefits paid to our employees engaged in the advertising functions. If
requested, we will provide you an annual unaudited statement of the financial
condition of the Advertising Fund. If you have a private branded franchise, this
Section 8.B shall not apply to you.
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C. Grand Opening Promotion. You must conduct certain advertising and
public relations activities in connection with the opening of your Store, as we specify
in writing. We require you to spend at least $5,000 on approved grand opening
materials and activities.

FEES., REPORTING AND AUDIT RIGHTS

9. You must pay the fees described below and comply with the following provisions:
A. Initial Franchise Fee.
(1) You must pay to us or our designeé a nonrefundable Initial Franchise

Fee of § , Ten Thousand ($10,000) of which you will pay when you

sign the Franchise Application and Deposit Agreement. The remaining

$ - of the Initial Franchise Fee is due and payable in full on the date

you sign this Agreement, is earned on receipt and is in consideration for our
expenses incurred and services rendered in granting you franchise rights. We waive
the Initial Franchise Fee if you are a private branded franchisee converting to our
Full Franchise program.

(i1) Initial Franchise Fee - Additional Locations. Should we approve
your application to purchase an additional Waters Edge franchise, the parties shall,
for each additional franchise so purchased, enter into our then current form of
Franchise Agreement, except that the amount of the initial franchise fee shall be as
follows:

1. For the second Waters Edge franchise purchased by you or your affiliate
(i.e. another entity you or your owners control), the Initial Franchise Fee
shall be our then current initial franchise fee charged to franchisees
(without any reduction);

2. For the third Waters Edge franchise purchased by you or your affiliate
(i.e. another entity you or your owners control), the Initial Franchise Fee
shall be fifty percent (50%) of our then current Initial Franchise Fee
charged to franchisees;

3. For the fourth Waters Edge franchise purchased by you or your affiliate

(i.e. another entity you or your owners control) and each subsequent

franchise thereafter, the Initial Franchisee Fee shall be twenty five (25%)

of our then current Initial Franchise Fee charged to franchisees.

Nothing herein obligates us to grant you an additional franchise and you do not
obtain rights pursuant to this Agreement to purchase or operate more than one

franchise location.

B. Royalty Fee. In addition to the Initial Franchise Fee, during the full
term of this Agreement and in consideration of the rights granted to you, you must
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pay to us or our designee a monthly Royalty Fee in an amount equal to 5% of Gross
Sales.

C. Advertising Fee. If you have a Full Franchise Location, we can
require you to pay to us or our designee an Advertising Fee of up to 2% of your
Gross Sales upon 60 days written notice to you, as further described in Paragraph
8.B of this Agreement. If we establish the Advertising Fund your local advertising
requirement will decrease in a corresponding percentage. For instance, if we require
you to pay an Advertising Fee of 2%, your local advertising requirement will be
decreased from 5% to 3%.

D. Added Services Fee. You must pay us or our designee a monthly
Added Service Fee of up to 5% of your Gross Sales. The Added Services Fee will
be used to provide one or more of the following additional services we elect to
provide you as more fully described in the Operations Manuals: accounting support
and assistance, limited financial consulting guidance, intranet/extranet
access/website hosting, website development assistance for your Store which will be
accessible through our main website, and email and Internet marketing and ’
advertising services using information you provide to us and we approve.

Should your Gross Sales in any calendar year from your combined Waters Edge
operations (including other Waters Edge franchised locations owned by you) reach
$1 million or more, we will rebate to you at the end of each calendar year fifty
percent (50%) of the Added Service Fee actually paid by you to us during that
calendar year in the form of a credit that may be used by you for future purchases.
Our obligation to provide the credit is conditioned on: (i) each of your Franchise
Agreement(s) being in good standing throughout the year; (ii) there is no
uncorrected default notice pending against any of your Waters Edge franchises at
year-end -and at the time the rebate is to provided; and (iii) you are current on all
amounts due to us throughout the year. If the above conditions are satisfied, the
rebate will be credited to you by January 31st of the following calendar year.
Rebates earned must be spent on product purchases; must be used in the year issued;
and may not be used for purchases in subsequent years.

E. Default Fee. We have the right to assess a fee of up to $2,500 per
violation. of any term, obligation or requirement of the Operations Manuals or this
Agreement. Our assessment of this fee shall not constitute a waiver by us of our
right to seek damages and/or other relief against you arising from the violation,
including our right to terminate this Agreement pursuant to Section 13.

F. Computations and Remittances. Except for the Initial Franchise Fee,
you must compute all amounts due and owing at the end of each month’s operation
and remittance for the amounts must be made to us on or before the 15" day of the
following month, accompanied by the reports required by subparagraph 9.1 of this
Agreement. You must certify the computation of the amounts in the manner and
form we specify, and you must supply to us any supporting or supplementary
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materials as we reasonably require to verify the accuracy of remittances. You waive
any and-all existing and future claims and offsets against any amounts due under this
Agreement, which amounts you must pay when due. We have the right to apply or
cause to be applied against amounts due to us any amounts that we may hold from
time to time on your behalf or that we owe to you. Further, if you are delinquent in
the payment of any amounts owed to us, we have the right to require you to prepay
estimated Royalties.

G. Electronic Transfer. We have the right to require all Royalty Fees,
Advertising Fees, Added Services Fees, amounts due for purchases from us and
other amounts due to us to be paid through an Electronic Depository Transfer
Account. At our request, you must open and maintain an Electronic Depository
Transfer Account, and provide us with continuous access to such account for the
purpose of receiving any payments due to us. Every month, you will deposit to the
account sufficient sums to cover amounts owed to us prior to the date such amounts
are due. You must sign any documents we or your bank requires to establish and
implement the Electronic Depository Transfer Account. Once established, you must
not close the Electronic Depository Transfer Account without our written consent.

H. Interest Charges; Late Fees. Any and all amounts that you owe to us
will bear interest at the rate of 18% per annum or the maximum contract rate of
interest permitted by governing law, whichever is less, from and after the date of
accrual. In addition to interest charges on late Royalties and Advertising Fee
payments, you must pay to us a service charge of $50 for each delinquent report or
payment that you owe to us under this Agreement. A payment is delinquent for any
of the following reasons: (i) we (or our designee) do not receive the payment on or
before the date due; or (ii) there are insufficient funds in your bank account to
collect the payment by a transfer of funds on or after the date due. The service
charge -is not interest or a penalty, it is only to compensate us for increased
administrative and management costs due to late payment. We also may levy fines
against you for your failure to comply with your obligations under this Agreement,
as further explained in the Operations Manuals.

L Financial Planning and Management. You must record daily all
sales using our designated software. You must keep books and records and submit
reports as we periodically require, including but not limited to a monthly profit plan,
monthly balance sheet and monthly statement of profit and loss, records of prices
and special sales, check registers, purchase records, invoices, sales summaries and
inventories, sales tax records and returns, payroll records, cash disbursement
Journals and general ledger, all of which accurately reflect the operations and
condition of your Store operations. 'You must provide us or our designee passwords
and access to your online accounting records and other accounting programs. You
acknowledge and agree that we and our designee will have full and complete access
to information and data entered and produced by the accounting programs without
need to obtain prior notice or approval from you; however, you may restrict our
ability to change accounting information and limit us to “view only” in the software
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setup. You must compile, keep and submit to us, the books, records and reports to
us as we periodically may prescribe. The records that you are required to keep for
your Store must include detailed daily sales, cost of sales, and other relevant records
or information maintained in an electronic media format and methodology we
approve. You also must preserve and retain the books, records and reports for not
less than 36 months. You must allow us electronic and manual access to any and all
records relating to your Store.

J. Reports and Audit. Within 5 days after the end of each month, you
must submit to us a report with respect to the preceding calendar month in the form
and content as we periodically prescribe. The report must include, but not be limited
to, the following information for the preceding month: (i) amount of Gross Sales,
amount 'of sales and excise tax and the computation of the Royalties; and
(i1) quantities of products purchased and the sources from which each were obtained.
Upon our request and within 30 days after notice, you must submit copies of your
most recent sales tax return, monthly sales summary and monthly balance sheet and
statement of profit and loss, including a summary of your costs for utilities, labor,
rent and other material cost items. Also, if requested by us to verify your Gross
Sales, you must submit, within 30 days of request, all such books and records as we
may require under our audit policies published from time to time. You also must, at
your expense, submit to us within 60 days after the end of each fiscal year a detailed
balance sheet, profit and loss statement and statement of cash flows for such fiscal
year, prepared on an accrual basis including all adjustments necessary for fair
presentation of the financial statements. We may require that the annual financial
statements be reviewed by a certified public accountant. You must certify all
reports to be true and correct. You acknowledge and agree that we have the right
to impose these requirements on you regardless of whether we impose the same
requirement on other franchisees.

We or our authorized representative have the right at all times during the
business day to enter the premises where your books and records relative to the Store
are kept and to evaluate, copy and audit such books and records. We also have the
right to request information from your suppliers and vendors. In the event that any
such evaluation or audit reveals any understatement of your Gross Sales or Royalties
or a variance of 2% or more from data reported to us in respect to any other item that
is material to the computation of fees or to the analysis of the operation, you must
pay for the audit, and in addition to any other rights we may have, we have the right
to conduct further periodic audits and evaluations of your books and records as we
reasonably deem necessary for up to 2 years thereafter and any further audits and
evaluations will be at your sole expense, including, without limitation, professional
fees, travel, and room and board expenses directly related thereto. Furthermore, if
you intentionally understate or underreport Gross Sales or Royalties at any time, or
if a subsequent audit or evaluation conducted within the 2-year period reveals any
understatement of your Gross Sales or Royalties or a variance of 2% or more from
data reported to us in respect to any other item that is material to the computation of
fees or to the analysis of the operation, in addition to any other remedies provided
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for in this Agreement, at law or in equity, we have the right to terminate this
Agreement immediately. To verify the information that you supply, we have the
right to, reconstruct your sales through any reasonable method of analyzing and
reconstructing sales. You agree to accept any such reconstruction of sales unless
you provide evidence in a form satisfactory to us of your sales within a period of 14
days from the date of notice of understatement or variance.

We will keep your financial books, records and reports confidential, unless
the information is requested by tax authorities or used as part of a legal proceeding
or in a manner as set forth in subparagraph 11.D.8 or where your information is
grouped with similar information from other stores to produce shared results like
high-low ranges or average gross sales or expenses on a system-wide or regional
basis.

YOUR OTHER OBLIGATIONS; NONCOMPETE COVENANTS

10. You agree to comply with the following terms and conditions:

A. Payment of Debts. You agree to pay promptly when due: (i) all
payments, obligations, assessments and taxes due and payable to us, our affiliates
and/or vendors, suppliers, lessors, federal, state or local governments, or creditors in
connection with your business; (i1) all liens and encumbrances of every kind and
character created or placed upon or against any of the property used in connection
with the Store or business; and (ii1) all accounts and other indebtedness of every kind
incurred'by you in the conduct of the Store or business. In the event you default in
making any such payment, we are authorized, but not required, to pay the same on
your behalf and you agree promptly to reimburse us on demand for any such
payment.

B. Indemnification. You waive all claims against us for damages to
property or injuries to persons arising out of the operation of your Store. You agree
to fully protect, indemnify and hold us and each of our owners, directors, officers,
successors and assigns harmless from and against any and all claims, demands,
damages acts, omissions and liabilities of any nature whatsoever arising in any
manner, 'directly or indirectly, out of or in connection with or incidental to the
operation of your Store (regardless of cause or any concurrent or contributing fault
or negligence of us) including, but not limited to, any liability arising from labor or
employmient law violations or from claims against us by your employees or any
breach by you or your failure to comply with the terms and conditions of this
Agreement. We also reserve the right to select our own legal counsel to represent
our interests, and you must reimburse us for our costs and attorneys’ fees
immediately upon our request as they are incurred.

C. Insurance. You must purchase and maintain in full force and
effect, at your expense and from a company we accept, insurance that insures you,
us and any other persons we designate by name. The insurance policies must
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include, at a minimum: (i) special/causes of loss coverage forms (sometimes
called “All Risk coverage™) on the Store and all fixtures, equipment, supplies and
other property used in the operation of the Store, for full repair and replacement
value of the machinery, equipment and improvements, including full coverage for
loss of income resulting from damage to the Store without any co-insurance
clause, except that an appropriate deductible clause is permitted; (ii) business
interruption insurance covering a minimum 6 months loss of income, including
coverage for our Royalties with us named as a loss payee with respect to those
fees; (ii1)) comprehensive general liability insurance, including product liability
insurance, with minimum limits of $1,000,000 per occurrence and $2,000,000
aggregate; (iv) liquor liability coverage with minimum limits of $1,000,000 per
occurrence; (v) automobile liability insurance, including owned, hired and non-
owned vehicle coverage with a minimum combined single limit of $1,000,000 per
claim; (vi) workers’ compensation and employer’s liability insurance covering all
of your employees (vii) umbrella liability insurance which also includes liquor
liability, employers liability and automobile liability, with minimum limits of
$2,000,000 per occurrence; (viii) Waters Edge Wineries, Inc. as named additional
insureds on all liability policies required by this subparagraph; (ix) any other such
insurance coverages or amounts as required by law or other agreement related to
the Store.

The required insurance coverage must commence as of the date the building
lease has been signed for your Authorized Location. You must deliver to us at
commencement and thereafter annually or at our request a proper certificate
evidencing the existence of such insurance coverage and your compliance with
the provisions of this subparagraph. The insurance certificate must show our
status as an additional insured (as noted in (viii) above) and provide that we will
be given 30 days’ prior written notice of material change in or termination or
cancellation of the policy. We also may request copies of all policies. We may
modify the required minimum limits from time to time and by written notice to
you, as conditions require, to reflect changes in relevant circumstances, industry
standards, experiences in the WATERS EDGE WINERY system, standards of liability
and higher damage awards. If you do not procure and maintain the insurance
coverage required by this Agreement, we have the right, but not the obligation, to
procure insurance coverage and to charge same to you, together with a reasonable
fee for the expenses we incur in doing so, payable by you immediately upon
notice.

D. Noncompete Covenants. You agree that you will receive valuable
training and Confidential Information that you otherwise would not receive or
have access to but for the rights licensed to you under this Agreement. You
therefore agree to the following non-competition covenants:

1. Unless otherwise specified, the term “you” as used in this
subparagraph 10.D includes, collectively and individually, all Principal
Owners, General Manager, guarantors, officers, directors, members,
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partners, as the case may be, and holders of any ownership interest in you.
You must obtain from individuals identified in the preceding sentence a
signed non-compete agreement in a form satisfactory to us that contains
the non-compete provisions of this subparagraph 10.D.

2. You covenant that during the term of this Agreement you
will not, either directly or indirectly, for yourself, or through, on behalf of,
or in conjunction with any person or entity, own, manage, operate,
maintain, engage in, consult with or have any interest in any wine business
(manufacture, wholesale or retail) other than one authorized by this
Agreement, or any other agreement between us and you.

3. You covenant that you will not, for a period of 2 years after
the expiration or termination of this Agreement, regardless of the cause of
termination, or within 2 years of the sale of the Store or any interest in
you, either directly or indirectly, for yourself, or through, on behalf of, or
in conjunction with any person or entity, own, manage, operate, maintain,
engage in, consult with or have any interest in any wine business
(manufacture, wholesale or retail) or in a store that sells wine or other
beverage products the same as or similar to the type sold in WATERS EDGE
WINERY stores: (i) in the former Designated Area; (ii) within a 25-mile
radius of the former Designated Area; or (iii) within a 25-mile radius of
the location of any other business or store using the WATERS EDGE
WINERY System, whether franchised, affiliated or owned by us.

4. You agree that the length of time in subpart (3) will be
tolled for any period during which you are in breach of the covenants or
any other period during which we seek to enforce this Agreement. The
parties agree that each of the foregoing covenants will be construed as
independent of any other covenant or provision of this Agreement.

TRANSFER OF FRANCHISE
11.  You agree that the following provisions govern any transfer or proposed transfer:
A. Transfers. We have entered into this Agreement with specific

reliance upon your financial qualifications, experience, skills and managerial
qualifications as being essential to the satisfactory operation of the Store.
Consequently, neither your interest in this Agreement nor in the Store may be
transferred or assigned to or assumed by any other person or entity (the “assignee™),
in whole or in part, unless you have first tendered to us the right of first refusal to
acquire this Agreement in accordance with subparagraph 11.F, and if we do not
exercise such right, unless our prior written consent is obtained, the transfer fee
provided for in subparagraph 11.C is paid, and the transfer conditions described in
subparagraph 11.D are satisfied. Any sale (including installment sale), lease, pledge,
management agreement, contract for deed, option agreement, assignment, bequest,
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gift or otherwise, or any arrangement pursuant to which you turn over all or part of
the daily operation of the business to a person or entity who shares in the losses or
profits of the business in a manner other than as an employee will be considered a
transfer for purposes of this Agreement. Specifically, but without limiting the
generality of the foregoing, the following events constitute a transfer and you must
comply with the right of first refusal, consent, transfer fee, and other transfer
conditions in this Paragraph 11:

1. Any change in the percentage of the franchisee entity
owned, directly or indirectly, by any Principal Owner (including any
addition or deletion of any person or entity who qualifies as a
Principal Owner) which results in the Principal Owner owning less
than 51%;

2. Any change in the general partner of a franchisee that
is a general, limited or other partnership entity; or

3. For purposes of this subparagraph 11.A, a pledge or
seizure of any ownership interests in you or in any Principal Owner
that affects the ownership of 25% or more of you or Principal
Owner, which we have not approved in advance in writing.

In the event of your insolvency or the filing of any petition by or against you
under any provisions of any bankruptcy or insolvency law, if your legal
representative, successor, receiver or trustee desires to succeed to your interest in
this Agreement or the Store or business conducted hereunder, such person first must
notify us, tender the right of first refusal provided for in subparagraph 11.F, and if
we do not exercise such right, must apply for and obtain our consent to the transfer,
pay the transfer fee provided for in subparagraph 11.C, and satisfy the transfer
conditions described in subparagraph 11.D. In addition, you or the assignee must
pay the attorneys’ fees and costs that we incur in any bankruptcy or insolvency
proceeding pertaining to you.

You may not place in, on or upon the location of the Store, or in any
communication media or any form of advertising, any information relating to the
sale of the Store or the rights under this Agreement, without our prior written
consent.

B. Consent to Transfer. We will not unreasonably withhold our consent
to transfer, provided we determine that all of the conditions described in this
Paragraph 11 have been satisfied. Application for our consent to a transfer and
tender of the right of first refusal provided for in subparagraph 11.F must be made
by submission of our form of application for consent to transfer, which must be
accompanied by the documents (including a copy of the proposed purchase or other
transfer agreement) or other required information. The application must indicate
whether you or a Principal Owner proposes to retain a security interest in the
property to be transferred. No security interest may be retained or created, however,
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without our prior written consent and except upon conditions acceptable to us. Any
agreement used in connection with a transfer shall be subject to our prior written
approval, which approval will not be withheld unreasonably. You immediately must
notify us of any proposed transfer and must submit promptly to us the application for
consent to transfer. Any attempted transfer by you without our prior written consent
or otherwise not in compliance with the terms of this Agreement will be void and
will provide us with the right to elect either to terminate this Agreement or to collect
from you and the guarantors a transfer fee equal to two times the transfer fee
provided for in subparagraph 11.C.

C. Transfer Fee. You must pay to us a $12,000 transfer fee at the time
you submit an application for consent to transfer.

You must pay from the purchase price any broker, agent or other
intermediary used in connection with the sale of the franchise and Store to the
assignee.

D. Conditions of Transfer. We may condition our consent to any
proposed transfer, whether to an individual, a corporation, a partnership or any other
entity, on the following:

1. Assignee Requirements. The assignee must meet all of our
then-current requirements for new franchisees entering our franchise
program we are offering at the time of the proposed transfer.

2. Payment of Amounts Owed. All amounts owed by you to
us, your suppliers or any landlord for the Store premises and Authorized

Location, or upon which we have any contingent liability must be paid in
full.

3. Reports. You must have provided all required reports to us
in accordance with subparagraphs 9.H and 1.

4. Modernization.  You must have complied with the
provisions of subparagraph 5.E.

5. Guarantee. In the case of an instaliment sale for which we
have consented to you or any Principal Owner retaining a security interest or
other financial interest in this Agreement or the Store or business operated
thereunder, you or such Principal Owner, and the guarantors, are obligated to
guarantee the performance under this Agreement until the final close of the
installment sale or the termination of such interest, as the case may be.

6. General Release. You, each Principal Owner and each
' guarantor must sign a general release of all claims arising out of or relating
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to this Agreement, your Store or the parties’ business relationship, in the
form we designate, releasing us.

7. Training. The assignee must, at your or assignee’s expense,
attend and satisfactorily complete our training program and otherwise
comply with the training requirements of subparagraph 7.B.

8. Financial Reports and Data. We have the right to require
you to prepare and furnish to the assignee and/or us such financial reports
and other data relating to the Store and its operations as we deem reasonably
necessary or appropriate for the assignee and/or us to evaluate the Store and
the proposed transfer. You agree that we have the right to confer with
proposed assignees and furnish them with information concerning the Store
and proposed transfer without being held liable to you, except for intentional
misstatements made to an assignee. Any information furnished by us to
proposed assignees is for the sole purpose of permitting the assignee to
evaluate the Store and proposed transfer and must not be construed in any
manner or form whatsoever as earnings claims or claims of success or
failure.

9. Other Conditions. You must have complied with any other
conditions that we reasonably require from time to time as part of our
transfer policies, which may include, but not be limited to: (a) obtaining
consent of the Store owner(s) and landlord to the transfer; (b) at our
option, the proposed transferee either: (i) signs our then current form of
Franchise Agreement, modified to delete any initial fee, and to expire on
the expiration date of this Agreement or (ii) signs our then current form of
Franchise Agreement for a full term and pays our then current initial
franchise fee. Furthermore, you and the assignee must comply with any
state and federal law or requirement regarding the transfer of your winery
license.

E. Death, Disability or Incapacity. If any individual who is a Principal
Owner dies or becomes disabled or incapacitated and the decedent’s or disabled or
incapacitated person’s heir or successor-in-interest wishes to continue as a Principal
Owner, such person or entity must apply for our consent under subparagraph 11.B,
comply with the training requirements of subparagraph 7.B, pay the applicable
transfer fee under subparagraph 11.C, and satisfy the transfer conditions under
subparagraph 11.D, as in any other case of a proposed transfer, all within 180 days
of the death or event of disability or incapacity. During any transition period to an
heir or successor-in-interest, the Store still must be operated in accordance with the
terms and conditions of this Agreement. If the assignee of the decedent or disabled
or incapacitated person is the spouse or child of such person, no transfer fee will be
payable to us and we will not have a right of first refusal as set forth in subparagraph
11.F.
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F. Right of First Refusal. If you propose to transfer or assign this
Agreement or your interest herein or in the Store or business, in whole or in part, to
any third party, including, without limitation, any transfer contemplated by
subparagraph 11.E or any transfer described in subparagraph 11.A, you first must
offer to sell to us your interest. In the event of a bona fide offer from such third
party, you must obtain from the third-party offeror and deliver to us a statement in
writing, 'signed by the offeror and by you, of the terms of the offer. In the event the
proposed transfer results from a change in control of the franchisee or a Principal
Owner under subparagraphs 11.A.1 through 11.A.3, or your insolvency or the filing
of any petition by or against you under any provisions of any bankruptcy or
insolvency law, you first must offer to sell to us your interest in this Agreement and
the equipment, furniture and fixtures, and any leasehold interest used in the
operation of your Store. Unless otherwise agreed to in writing by us and you, the
purchase price for our purchase of assets in the event of a transfer that occurs by a
change in control or insolvency or bankruptcy filing will be established by a
qualified appraiser selected by the parties and in accordance with the price
determination formula established in subparagraph 14.B in connection with an asset
purchase upon expiration. In addition, unless otherwise agreed to in writing by us
and you, the transaction documents, which we will prepare, will be those customary
for this type of transaction and will include representations and warranties then
customary for this type of transaction. If the parties cannot agree upon the selection
of such an appraiser, a Judge of the United States District Court for the District in
which the Authorized Location is located will appoint one upon petition of either

party.

You or your legal representative must deliver to us a statement in writing
incorporating the appraiser’s report and all other information we have requested.
We then have 45 days from our receipt of the statement setting forth the third-party
offer or the appraiser’s report and other requested information to accept the offer by
delivering written notice of acceptance to you. Our acceptance of any right of first
refusal will be on the same price and terms set forth in the statement delivered to us;
provided, however, we have the right to substitute equivalent cash for any noncash
consideration included in the offer. If we fail to accept the offer within the 90-day
period, you will be free for 60 days after such period to effect the disposition
described in the statement delivered to us provided such transfer is in accordance
with this Paragraph 11. You may effect no other sale or assignment of you, this
Agreement or the Store or business without first offering the same to us in
accordance with this subparagraph 11.F.

G. Transfer by Us. We have the right to sell or assign, in whole or in
part, our interest in this Agreement.
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DISPUTE RESOLUTION; CHOICE OF LAW; WAIVERS

12.  The following provisions apply with respect to dispute resolution; choice of law and
waivers:

A. Litigation. The parties agree that any dispute, suit, action or
proceeding for damages or any request for injunctive, declaratory or other equitable
relief (“Proceeding”) between you and us arising under, out of, in connection with or
in relation to this Agreement, any lease or sublease for the Store or the interpretation,
performance or breach of this Agreement, the parties’ relationship, or the business
must be instituted in the United States District Court for the Central District of
California or any court of the State of California located in San Bernardino
County, California, and each party irrevocably submits to the jurisdiction of those
courts and waives any and all objections to jurisdiction or venue that it may have.

B. Choice of Law. Subject to our rights under federal trademark laws,
the parties agree that California law shall govern any Proceeding brought pursuant
to Section 12(A) except that the non-compete provisions of Section 10(D), shall
be governed by the laws of the state in which the Store is located. You waive, to
the fullest extent permitted by law, the rights and protections that might be
provided through the laws of any state relating to franchises or business
opportunities, other than those of the state in which the Store is located. If,
however, any provision of this Agreement would not be enforceable under the
laws of ‘California, and if the Store is located outside of California and such
provision would be enforceable under the laws of the state in which the Store is
located, then such provision shall be interpreted and construed under the laws of
that state. Nothing in this paragraph is intended by the parties to subject this
Agreement to any franchise or similar law, rule or regulation of any state to which
it would not otherwise be subject.

C. Waivers.

1. Jury Waiver. The parties hereby waive any and all rights to
a trial by jury in connection with the enforcement or interpretation by
Judicial process of any provision of this Agreement, and in connection with
allegations of state or federal statutory violations, fraud, misrepresentation
or similar causes of action or any legal action initiated for the recovery of
damages for breach of this Agreement.

2. Class Action Waiver. Any Proceeding must be resolved on
an individual basis and not joined as part of a class action or the claims of
other parties.

3. Punitive Damages Waiver. The parties waive and agree that
no punitive or exemplary damages shall be awarded under any
circumstances.

29



D. Injunctive Relief. You recognize that the Store is one of a large
number of stores and stores identified by the Trademarks and similarly situated and
selling to the public similar products, and the failure on the part of a single
franchisee to comply with the terms of its agreement could cause irreparable damage
to us and/or to some or all of our other franchisees. Therefore, it is mutually agreed
that in the event of a breach or threatened breach of any of the terms of this
Agreement by you, we will forthwith be entitled to an injunction restraining such
breach or to a decree of specific performance, without showing or proving any actual
damage, together with recovery of reasonable attorneys’ fees and other costs
incurred in obtaining said equitable relief, until such time as a final and binding
determination is made by the Court. Similarly, it is mutually agreed that in the event
of our breach or threatened breach of any of the terms of this Agreement, you will
forthwith be entitled to an injunction restraining such breach or to a decree of
specific performance, without showing or proving any actual damage, together with
recovery of reasonable attorneys’ fees and other costs incurred in obtaining said
equitable relief, until such time as a final and binding determination is made by the
Court. The foregoing equitable remedies are in addition to, and not in lieu of, all
other remedies or rights that the parties might otherwise have by virtue of any breach
of this Agreement by the other party.

E. Attorneys’ Fees. The prevailing party in any action or proceeding
arising under, out of, in connection with, or in relation to this Agreement, or to
prevent a breach of this Agreement, or to obtain a declaration of rights or
obligations under this Agreement, or any other action or proceeding relating to
this Agreement or the relationship between the parties, any lease or sublease for
the Store, or the business, shall be reimbursed by the losing party for all costs and
expenses incurred in connection therewith, including reasonable attorneys' fees.

DEFAULT AND TERMINATION

13.  The following provisions apply with respect to default and termination:

A. Defaults. You are in defauit if we determine that you or any
Principal Owner or guarantor has breached any of the terms of this Agreement or
any other agreement between you and us, which without limiting the generality of
the foregoing includes making any false report to us, intentionally understating or
underreporting or failure to pay when due any amounts required to be paid to us,
conviction of you, a Principal Owner, or a guarantor of (or pleading no contest to)
any misdemeanor that brings or tends to bring any of the Trademarks into disrepute
or impairs or tends to impair your reputation or the goodwill of any of the
Trademarks or the Store, any felony, filing of tax or other liens that may affect this
Agreement, voluntary or involuntary bankruptcy by or against you or any Principal
Owner or, guarantor, insolvency, making an assignment for the benefit of creditors or
any similar voluntary or involuntary arrangement for the disposition of assets for the
benefit of creditors.
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B. Termination by Us. We have the right to terminate this Agreement
in accordance with the following provisions:

1. Termination After Opportunity to Cure.  Except as
otherwise provided in this subparagraph 13.B: (i) you will have 30
calendar days from the date of our issuance of a written notice of default
to cure any default under this Agreement, other than a failure to pay
amounts due or submit required reports or using, maintaining and/or
carrying unapproved products or supplies, in which case you will have 10
calendar days to cure those defaults; (ii) your failure to cure a default
within the 30-day or 10-day period will provide us with good cause to
terminate this Agreement; (iii) the termination will be accomplished by
mailing or delivering to you written notice of termination that will identify
the grounds for the termination; and (iv) the termination will be effective
immediately upon our issuance of the written notice of termination.

2. Immediate Termination With No Opportunity to Cure. In
the event any of the following defaults occurs, you will have no right or
opportunity to cure the default and this Agreement will terminate effective
immediately on our issuance of written notice of termination: any
material misrepresentation or omission in your Franchise Application and
Deposit Agreement; your voluntary abandonment of this Agreement or the
Authorized Location; the permanent loss or revocation of your winery
license; the loss of your lease; the failure to timely cure a default under the
lease; the loss of your right of possession or failure to reopen or relocate
under subparagraph 5.D; the closing of the Store by any state or local
authorities for health or public safety reasons; any unauthorized use of the
Confidential Information; you become insolvent; you, your Principal
Owner or guarantor enter into or file for bankruptcy protection; you, a
Principal Owner, or guarantor, makes an assignment or enters into any
similar arrangement for the benefit of creditors; conviction of you, any
Principal Owners, or guarantors of (or pleading no contest to) any felony or
niisdemeanor that brings or tends to bring any of the Trademarks into
disrepute or impairs or tends to impair your reputation or the goodwill of the
Trademarks or the Store; intentionally understating or underreporting Gross
Sales, Royalties or Advertising Fees or any understatement or 2% variance
on a subsequent audit within a 2 year period under subparagraph 9.1; any
unauthorized transfer or assignment in violation of Paragraph 11 or any
default by you that is the second, same or similar default within any 12-
month consecutive period or the fourth default of any type within any 24-
month consecutive period.

3. Immediate Termination After No More than 24 Hours to
Cure. In the event that a default under this Agreement occurs that
materially impairs the goodwill associated with any of the Trademarks, or

31



violates any health, safety or sanitation law or regulation (i) you will have
no more than 24 hours after we provide written notice of the default to
cure the default; and (ii) this Agreement will terminate effective
immediately on our issuance of written notice of termination.

4. Effect of Other Laws. The provisions of any valid,
applicable law or regulation prescribing permissible grounds, cure rights or
minimum periods of notice for termination of this franchise supersede any
provision of this Agreement that is less favorable to you.

C. Termination by You. You may terminate this Agreement as a result
of a breach by us of a material provision of this Agreement provided that: (i) you
provide us with written notice of the breach that identifies the grounds for the
breach; and (i1) we fail to cure the breach within 30 days after our receipt of the
written niotice. If we fail to cure the breach, the termination will be effective 60 days
after our receipt of your written notice of breach. Your termination of this
Agreement under this Paragraph will not release or modify your Post-Term
obligations under Paragraph 14 of this Agreement, although the post-termination
non-compete covenant in subparagraph 10.D will not apply if the termination is due
solely to our failure to cure under this subparagraph 13.C and you are not otherwise
in default of any of your obligations at the time of termination.

POST-TERM OBLIGATIONS
14.  Upon the expiration or termination of this Agreement: -
A. Reversion of Rights; Discontinuation of Trademark Use. All of your

rights to the use of the Trademarks (and all other names and marks adopted in
connection with the Store) and all other rights and licenses granted herein and the
right and license to conduct business under the Trademarks at the Authorized
Location will revert to us without further act or deed of any party. All of your right,
title and interest in, to and under this Agreement will become our property. On our
demand, you must assign to us or our assignee your remaining interest in any lease

then in effect for the Store (although we will not assume any past due obligations).

You must immediately comply with the post-term non-compete obligations under
subparagraph 10.D, cease all use and display of the Trademarks and any other marks
and names adopted in connection with your Store and of any proprietary material
(including the Operations Manuals and the product preparation materials) and of all
or any portion of promotional materials furnished or approved by us, assign all right,
title and interest in the telephone numbers for the Store (in accordance with the
Assignment attached as Appendix D), all domain names and websites connected
with the Store and cancel or assign to us or our designee, at our option, any adopted
marks, assumed name rights, or equivalent registrations filed with authorities. You
must pay all sums due to us or designees and all sums you owe to third parties that
have been guaranteed by us. You must immediately return to us, at your expense, all
copies of the Operations Manuals and product preparation materials then in your
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possession or control or previously disseminated to your employees and continue to
comply with the confidentiality provisions of subparagraph 6.G. You must promptly
at your expense and subject to subparagraph 14.B, remove or obliterate all Store
signage, displays or other materials in your possession at the Authorized Location or
- elsewhere that bear any of the Trademarks, other adopted marks, or names or
materials confusingly similar to the Trademarks and so alter the appearance of the
Store as to differentiate the Store unmistakably from duly licensed stores identified
by the Trademarks. If, however, you refuse to comply with the provisions of the
preceding sentence within 30 days, we have the right to enter the Authorized
Location and remove all Store signage, displays or other materials in your
possession at the Authorized Location or elsewhere that bear any of the Trademarks,
other adopted marks or names or material confusingly similar to the Trademarks or
other marks, and you must reimburse us for our costs incurred. Notwithstanding the
foregoing, in the event of expiration or termination of this Agreement, you will
remain liable for your obligations pursuant to this Agreement or any other agreement
between. you and us that expressly or by their nature survive the expiration or
termination of this Agreement.

B. Purchase Option. We have the right but not the obligation to
purchase or designate a third party that will purchase all or any portion of the assets
of your Store that are owned by you or any of your affiliates including, without
limitation, equipment, the Computer System, fixtures, signage, furnishings, supplies,
leasehold improvements, winery license and inventory of the Store at a price
determined by a qualified appraiser (or qualified appraisers if one party believes it is
better to have a real estate appraiser appraise the value of the land and building and a
business appraiser appraise the Store’s other assets) selected with the consent of both
parties, provided we give you written notice of our preliminary intent to exercise our
purchase rights under this Paragraph within 30 days after the date of the expiration
or termination of this Agreement. You agree to assist in the transfer of the winery
license to us or our designated third party. If the parties cannot agree upon the
selection of an appraiser(s), one or both will be appointed by a Judge of the United
States District Court for the District in which the Authorized Location is located
upon petition of either party.

In the event the Agreement is terminated or expires, the price determined by
the appraiser(s) will be the lesser of the depreciated book value or reasonable fair
market value, but no less than salvage value of the assets based on their continuing
use in, as, and for the operation of a WATERS EDGE WINERY Store and the appraiser
will designate a price for each category of asset (e.g., equipment, fixtures, etc.), but
shall not include the value of any goodwill of the Store or business, as the goodwill
of the Store and business is attributable to the Trademarks and the System.

Within 45 days after our receipt of the appraisal report, we or our designated
purchaser will identify the assets, if any, that we intend to purchase at the price
designated for those assets in the appraisal report. We or our designated purchaser
and you will then proceed to complete and close the purchase of the identified assets,
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and to prepare and execute purchase and sale documents customary for the assets
being purchased, in a commercially reasonable time and manner. We and you will
each pay one-half of the appraiser’s fees and expenses. Our interest in the assets of
the Store that are owned by you or your affiliates will constitute a lien thereon and
may not be impaired or terminated by the sale or other transfer of any of those assets
to a third party. Upon our or our designated purchaser’s exercise of the purchase
option and tender of payment, you agree to sell and deliver, and cause your affiliates
to sell and deliver, the purchased assets to us or our designated purchaser, free and
clear of all encumbrances, and to execute and deliver, and cause your affiliates to
execute and deliver, to us or our designated purchaser a bill of sale therefor and such
other documents as may be commercially reasonable and customary to effectuate the
sale and transfer of the assets being purchased.

If we do not exercise our option to purchase under this subparagraph, you
may sell or lease the Store premises to a third party purchaser, provided that your
agreement with the purchaser includes a covenant by the purchaser, which is
expressly enforceable by us as a third party beneficiary, pursuant to which the
purchaser agrees, for a period of 2 years after the expiration or termination of this
Agreement, not to use the premises for the operation of a store business that has a
product line or method of operation similar to that employed by our company-owned
or franchised stores. Your agreement with the purchaser also must state that the
purchaser has no right to use the WATERS EDGE WINERY Trademarks in any manner.

C. Claims. You and your Principal Owners and guarantors may not
assert any claim or cause of action against us relating to this Agreement or the
WATERS EDGE WINERY Store or business after the shorter period of the applicable
statute of limitations or one year following the effective date of termination of this
Agreement; provided that where the one-year limitation of time is prohibited or
invalid by or under any applicable law, then and in that event no suit or action may
be commenced or maintained unless commenced within the applicable statute of
limitations.

GENERAL PROVISIONS

15. The parties agree to the following provisions:

A. Severability. Should one or more clauses of this Agreement be held
void or unenforceable for any reason by any court of competent jurisdiction, such
clause or clauses will be deemed to be severable and the rest of this Agreement shall
remain inl full force and effect. It is the intent and expectation of each of the parties
that each provision of this Agreement will be honored, carried out and enforced as
written. Consequently, each of the parties agrees that any provision of this
Agreement sought to be enforced in any proceeding must, at the election of the party
seeking enforcement and notwithstanding the availability of an adequate remedy at
law, be enforced by specific performance or any other equitable remedy.
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B. Waiver/Integration. No waiver by us of any breach by you, nor any
delay or, failure by us to enforce any provision of this Agreement, may be deemed to
be a waiver of any other or subsequent breach or be deemed an estoppel to enforce
our rights with respect to that or any other or subsequent breach. Subject to our
rights to modify Appendices and/or standards and as otherwise provided herein, this
Agreement may not be waived, altered or rescinded, in whole or in part, except by a
writing signed by you and us. This Agreement together with the addenda and
appendices hereto and the Application and Deposit Agreement constitute the sole
agreement between the parties with respect to its subject matter and embodies all
prior agreements and negotiations with respect to the Store or business. You
acknowledge and agree that you have not received any warranty or guarantee,
express or implied, as to the potential volume, profits or success of your Store or
business. There are no representations or warranties of any kind, express or implied,
except as contained herein and in the Application and Deposit Agreement.
Notwithstanding the foregoing, nothing in this Agreement is intended to disclaim
any representations made in the franchise disclosure document.

C. Notices. Any notice, demand or communication provided for
herein must be in writing and signed by the party serving the same and either
delivered personally or by a reputable overnight service or deposited in the United
States mail, service or postage prepaid, and if such notice is a notice of default or of
termination, by registered or certified mail, and addressed as follows:

1. If intended for us, addressed to Ken Lineberger,
Waters Edge Wineries, Inc., 8560 Vineyard Avenue, Suite 408,
Rancho Cucamonga, CA 91730;

2. If intended for you, addressed to you at

or at the Authorized Location;

Any notices delivered to the party to whom it is addressed shall be deemed
to have been given and received on the day it is so delivered at such address,
provided that if such day is not a business day, then the notice shall be deemed to
have been given and received on the first business day next following such day.
Any notice mailed as aforesaid shall be deemed to have been given and received on
the third business day following the date of its mailing, unless earlier confirmation
of delivery is received. Any notice transmitted by facsimile or other form of
recorded communication shall be deemed given and received on the first business
day after its transmission. Any party may from time to time change its address set
out above by notice to the other parties in accordance with this section.

D. Authority. Any modification, consent, approval, authorization or
waiver granted hereunder required to be effective by signature will be valid only if
in writing executed by you or, if on behalf of us, in writing executed by our
President or one of our authorized Vice Presidents.
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E. References. If the franchisee is 2 or more individuals, the individuals
are jointly and severally liable, and references to you in this Agreement includes all
of the individuals. Headings and captions contained herein are for convenience of
reference and may not be taken into account in construing or interpreting this
Agreement.

F. Guarantee.  All Principal Owners of a franchisee that is a
corporation, partnership, limited liability company or partnership or other legal
entity must execute the form of undertaking and guarantee at the end of this
Agreement. Any person or entity that at any time after the date of this Agreement
becomes a Principal Owner pursuant to the provisions of Paragraph 11 or otherwise
must execute the form of undertaking and guarantee at the end of this Agreement.

- G. Successors/Assigns. Subject to the terms of Paragraph 11 hereof,
this Agreement is binding upon and inures to the benefit of the administrators,
executors, heirs, successors and assigns of the parties.

H. Interpretation of Rights and Obligations. The following provisions
apply to'and govern the interpretation of this Agreement, the parties’ rights under
this Agreement, and the relationship between the parties:

1. Our Rights. Whenever this Agreement provides that we
have a certain right, that right is absolute and the parties intend that our
exercise of that right will not be subject to any limitation or review. We
have the right to operate, administrate, develop, and change the System in
any manner that is not specifically precluded by the provisions of this
Agreement, although this right does not modify the requirements of
subparagraph 5.E and other express limitations set forth in this Agreement.

2. Our Reasonable Business Judgment. Whenever we reserve
discretion in a particular area or where we agree to exercise our rights
reasonably or in good faith, we will satisfy our obligations whenever we
exercise Reasonable Business Judgment in making our decision or
exercising our rights. Our decisions or actions will be deemed to be the
result of Reasonable Business Judgment, even if other reasonable or even
arguably preferable alternatives are available, if our decision or action is
intended, in whole or significant part, to promote or benefit the System
generally even if the decision or action also promotes our financial or
other individual interest. Examples of items that will promote or benefit
the System include, without limitation, enhancing the value of the
Trademarks, improving customer service and satisfaction, improving
product quality, improving uniformity, enhancing or encouraging

modernization and improving the competitive position of the System.
|
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L. Relationship of the Parties. You and we are independent contractors.
Neither party is the agent, legal representative, partner, subsidiary, joint venturer or
employee of the other. Neither party may obligate the other or represent any right to
do so. In all public records, in relationships with other persons, and on letterhead
and business forms, you will indicate your independent ownership of the Store and
that you are a franchisee of Waters Edge Wineries, Inc. You must post a sign in a
conspicuous location in the Store that will contain your name and state that the Store
is independently owned and operated under a franchise agreement with us. Neither
this Agreement nor our course of conduct is intended, nor may anything in this
Agreement (nor our course of conduct) be construed, to state or imply that we are
the employer of your employees. This Agreement does not reflect or create a
fiduciary relationship or a relationship of special trust or confidence.

J. Force Majeure. In the event of any failure of performance of this
Agreemé;nt according to its terms by any party the same will not be deemed a breach
of this Agreement if it arose from a cause beyond the control of and without the
negligence of said party. Such causes include, but are not limited to, strikes, wars,
riots and acts of government except as may be specifically provided for elsewhere in
this Agreement.

K. Adaptations and Variances. Complete and detailed uniformity under
many varying conditions may not always be possible, practical, or in the best interest
of the System. Accordingly, we have the right to vary the approved products and
other standards, specifications, and requirements for any franchised store or
franchisee based upon the customs or circumstances of a particular franchise or
operating agreement, site or location, population density, business potential, trade
area population, existing business practice, competitive circumstance or any other
condition that we deem to be of importance to the operation of such store or store,
franchisee’s business or the System. We are not required to grant to you a like or
other variation as a result of any variation from standard product lines, specifications
or requirements granted to any other franchisee. You acknowledge that you are
aware that our other franchisees operate under a number of different forms of
agreement that were entered into at different times and that, consequently, the
obligations and rights of the parties to other agreements may differ materially in
certain instances from your rights and obligations under this Agreement.

L. Notice of Potential Profit. We may from time to time make available
to you goods, products and/or services for use in your Store on the sale of which we
may make a profit. Further, we may from time to time receive consideration from
suppliers and/or manufacturers in respect to sales of goods, products or services to
you or in consideration of services rendered or rights licensed to such persons. You
agree that we are entitled to said profits and/or consideration.

M. Interference with Employment Relations. During the term of this
Agreement, neither we nor you may employ or seek to employ, directly or
indirectly, any person who is at the time or was at any time during the prior 6

37



months employed in any type of managerial position by the other party or any of its
subsidiaries or affiliates, or by any franchisee in the system, unless the violating
party compensates the former employer for all losses and expenses incurred in losing
and replacing the employee up to a maximum of $20,000, plus attorneys’ fees and
expenses. This subparagraph will not be violated if, at the time we or you employ or
seek to employ the person, the former employer has given its written consent. The
parties acknowledge and agree that any franchisee from whom an employee was
hired by you in violation of this subparagraph shall be a third-party beneficiary of
this provision, but only to the extent they may seek compensation from you.

N. Effective Date. We will designate the “Effective Date” of this
Agreement in the space provided on the cover page. If no Effective Date is
designated on the cover page, the Effective Date is the date when we sign this
Agreement. However, as described in subparagraph 5.A, you do not have the right
to, and may not, open and commence operation of a Store at the Authorized
Location until we notify you that you have satisfied all of the pre-opening
conditions set forth in this Agreement.

IN WITNESS WHEREOF, the parties have executed this Franchise Agreement as of the dates
written below.

FRANCHISEE: (F‘or an Entity) FRANCHISEE: (For an Individual)
Date: . Date:
, Name:
a . (Please type or print)
(Please type or print name and type of entity)
Date:
By:
(Signature of person signing on behalf of entity) Name:
(Please type or print)
(Please type or print name of person Signature:
signing on behalf of entity)
Its: 1
(Please type or print title of person
signing on behalf of entity
Witness:
(Please type or print) Witness:

Signature: Signature:

(Please type or print)
US: )
Waters Edge Wineries, Inc.
Date:
Signature:
By:
Its:
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PERSONAL GUARANTEE AND AGREEMENT TO BE BOUND
PERSONALLY BY THE TERMS AND CONDITIONS
OF THE FRANCHISE AGREEMENT

In consideration of the execution of the Franchise Agreement by us, and for other good and
valuable consideration, the undersigned, for themselves, their heirs, successors, and assigns, do jointly,
individually and severally hereby become surety and guarantor for the payment of all amounts and the
performance of the covenants, terms and conditions in the Franchise Agreement, to be paid, kept and
performed by the franchisee.

Further, the undersigned, individually and jointly, hereby agree to be personally bound by each
and every condition and term contained in the Franchise Agreement, including but not limited to the
non-compete provisions in subparagraph 10.D, and agree that this Personal Guarantee will be construed
as though the undersigned and each of them executed a Franchise Agreement containing the identical
terms and conditions of this Franchise Agreement.

The undersigned waives: (1) notice of demand for payment of any indebtedness or
nonperformance' of any obligations hereby guaranteed; (2) protest and notice of default to any party
respecting the indebtedness or nonperformance of any obligations hereby guaranteed; and (3) any right
he/she may havé to require that an action be brought against the franchisee or any other person as a
condition of liability.

In addition, the undersigned consents and agrees that: (1) the undersigned’s liability will not
be contingent or conditioned upon our pursuit of any remedies against the franchisee or any other
person; and (2) such liability will not be diminished, relieved or otherwise affected by franchisee’s
insolvency, bankruptcy or reorganization, the invalidity, illegality or unenforceability of all or any part
of the Franchis¢ Agreement, or the amendment or extension of the Franchise Agreement with or
without notice to the undersigned.

It is further understood and agreed by the undersigned that the provisions, covenants and
conditions of this Guarantee will inure to the benefit of our successors and assigns.

FRANCHISEE:
PERSONAL GUARANTORS:
Individuaily Individually
Print Name Print Name
Address Address
City i State Zip Code City State Zip Code
Telephone Telephone
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Individually Individually
| Print Name Print Name
Address Address
City State Zip Code City State Zip Code
- Telephone Telephone
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OWNERSHIP AND MANAGEMENT ADDENDUM TO
WATERS EDGE WINERY® FRANCHISE AGREEMENT

1. Principal Owner. You represent and warrant to us that the following person and
entity, and onlythe following person or entity, will be your Principal Owner:

, PERCENTAGE
NAME HOME ADDRESS OF INTEREST

2. General Manager. You represent and warrant to us that the following person, and
only the following person, is your General Manager:

NAME TITLE ADDRESS

3. Change. You must immediately notify us in writing of any change in the
information contained in this Addendum and, at our request, prepare and sign a new Addendum
containing the correct information.

4. Effective Date.  This Addendum 1is effective as of this day of
, 20

Your Initials Qur Initials
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ACKNOWLEDGMENT ADDENDUM TO
WATERS EDGE WINERY® FRANCHISE AGREEMENT

As you know, you and we are entering into a Franchise Agreement for the operation of a WATERS EDGE
WINERY® franchise. The purpose of this Acknowledgment Addendum is to determine whether any statements or
promises were made to you that we have not authorized or that may be untrue, inaccurate or misleading, and to be
certain that you understand the limitations on claims that may be made by you by reason of the offer and sale of
the franchise and operation of your business. Please review each of the following questions carefully and provide
honest responses to each question.

Acknowledgments and Representations.*

1. Did you receive a copy of our disclosure document (and all exhibits and attachments) at least 14 calendar
days prior to signing the Franchise Agreement?. Check one: () Yes () No. If no, please comment:

2. Have you studied and reviewed carefully our disclosure document and Franchise Agreement, as
applicable? Check one: () Yes () No. If no, please comment:

3. If the franchisor made any unilateral changes to the Franchise Agreement, did you receive a copy of the
complete revised agreement at least 7 calendar days prior to the date on which the applicable agreement
was executed? Check one: () No () Yes. Ifno, please comment:

4. Did you understand all the information contained in both the disclosure document and Franchise
Agreement? Check one () Yes () No. Ifno, please comment:

S. Was any oral, written or visual claim or representation made to you which contradicted the disclosures in
the disclosure document? Check one: () No () Yes. If yes, please state in detail the oral, written or
visual claim or representation:

6. Did any employee or other person speaking on behalf of Waters Edge Wineries, Inc. make any oral,
written or visual claim, statement, promise or representation to you that stated, suggested, predicted or
projected sales, revenues, expenses, earnings, income or profit levels at any WATERS EDGE WINERY
location or business, or the likelihood of success at your franchised business? Check one: (L) No ()
Yes. If yes, please state in detail the oral, written or visual claim or representation:

7. Did any employee or other person speaking on behalf of Waters Edge Wineries, Inc. make any statement
or promise regarding the costs involved in operating a franchise that is not contained in the disclosure
document or that is contrary to, or different from, the information contained in the disclosure document.
Check one: () Yes (_ ) No. Ifyes, please comment:

8. Do you understand that the Franchise Agreement grants you the right to operate in a specified territory or
area, and that, according to each agreement, we and our affiliates have the right to distribute products
through alternative methods of distribution even inside your Designated Area and to issue franchises or
operate competing businesses for or at locations, as we determine, (i) anywhere outside of your Protected
Territory/Designated Area using any trademarks, (i) inside your Protected Territory/Designated Area
using any trademarks other than the WATERS EDGE WINERY trademarks, and (iii) inside the Designated

1
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10.

Area using the WATERS EDGE WINERY trademarks as a result of a merger or for facilities we deem
“Special Sites? Check one: (__) Yes (_ ) No. Ifno, please comment:

Do you understand that the Franchise Agreement contains the entire agreement between you and us
concerning the franchise for the Store, meaning that any prior oral or written statements not set out in the
applicable agreement or in this disclosure document will not be binding? Check one: (_ ) Yes (_ ) No.
If no, please comment:

Do you understand that the success or failure of your Store will depend in large part upon your skills and
experience, your business acumen, your location, the local market for products under the WATERS EDGE
WINERY® trademarks, interest rates, the economy, inflation, the number of employees you hire and their
compensation, competition and other economic and business factors? Further, do you understand that the
economic and business factors that exist at the time you open your Store may change? Check one
(_) Yes (_)No. Ifno, please comment:

YOU UNDERSTAND THAT YOUR ANSWERS ARE IMPORTANT TO US AND THAT WE WILL RELY
ON THEM. BY SIGNING THIS ADDENDUM, YOU ARE REPRESENTING THAT YOU HAVE
CONSIDERED EACH QUESTION CAREFULLY AND RESPONDED TRUTHFULLY TO THE ABOVE
QUESTIONS. IF MORE SPACE IS NEEDED FOR ANY ANSWER, CONTINUE ON A SEPARATE SHEET
AND ATTACH.

NOTE: 1IF THE RECIPIENT IS A CORPORATION, PARTNERSHIP, LIMITED LIABILITY
COMPANY OR OTHER ENTITY, EACH OF ITS PRINCIPAL OWNERS MUST EXECUTE THIS

ACKNOWLEDGMEN T.
APPROVED ON BEHALF OF
WATERS EDGE WINERIES, INC.

Signed By:

Print Name: : Title:

Date: ' Date:

Signed:

Print Name:

Date:

*Such representations are not intended to nor shall they act as a release, estoppel or waiver of any liability
incurred under the Illinois Franchise Disclosure Act.
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Appendix A to the Franchise Agreement

Trademarks

You have the right to use the following Trademarks in accordance with the terms of the Franchise
Agreement:

Pn’ncipal Register of the United States Patent and Trademark Office:

Service Mark: WATERS EDGE WINERY

Registration No.: 4,471,672

Registration Date: January 21, 2014

Service Mark: WATERS EDGE WINERIES and design
Registration No.: 4,845 472

Registration Date: November 3, 2015

We may amend this Appendix A from time to time in order to make available additional
Trademarks or to delete those Trademarks that become unavailable. You agree to use only those
Trademarks that are then currently authorized.

The Trademarks must be used only in the manner that we specify. No deviations will be permitted.
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Appendix B to the Franchise Agreement

The Designated Area

As stated in Subparagraph 2.B of the Franchise Agreement, subject to the terms and conditions of
the Franchise Agreement, the Designated Area in which you will locate and operate the Store is defined
as follows:

The Desfgnated Area is considered fixed as of the date of the Franchise Agreement.

YOU: ‘ WE:

WATERS EDGE WINERIES, INC.

By By
Its . Its
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Appendix C to the Franchise Agreement

Addendum to L.ease
This Addendum to Lease (“Addendum™), dated , 200, is entered into between
(“Lessor™), and (“Lessee™).
RECITALS

A. The parties have entered into a Lease Agreement, dated , 200__, (the “Lease™)
for the premises located at (the “Premises™).
B. Lessee has agreed to use the Premises only for the operation a WATERS EDGE WINERY®
store at the Premises pursuant to a Franchise Agreement (the “Franchise Agreement™)
with Waters Edge Wineries, Inc. (“Waters Edge Wineries”) under the name WATERS EDGE

WINERY® or other name Waters Edge Wineries designates (the “Store”).
C. The parties desire to amend the Lease in accordance with the terms and conditions

contained in this Addendum.

AGREEMENT

Lessor and Lessee agree as follows:

1.

Remodeling and Decor. Lessor agrees to allow Lessee to remodel, equip, paint and
decorate the interior of the Premises and to display such proprietary marks and signs on
the interior and exterior of the Premises pursuant to the Franchise Agreement and any
stccessor Franchise Agreement.

Assignment. Lessee has the right to assign all of its right, title and interest in the Lease to
Waters Edge Wineries or its successors or designee at any time during the term of the
Lease, including any extensions or renewals, without first obtaining Lessor’s consent. No
assignment will be effective, however, until Waters Edge Wineries or its successor or
designee gives Lessor written notice of its acceptance of the assignment. If Waters Edge
Wineries elects to assume the lease under this paragraph or unilaterally assumes the lease
as provided for in subparagraphs 3(c) or 4(a), Lessor and Lessee agree that (i) Lessee will
remain liable for the responsibilities and obligations, including amounts owed to Lessor,
prior to the date of assignment and assumption, and (ii) Waters Edge Wineries will have
the right to sublease the Premises to another licensee, provided the licensee agrees to
operate the Store as a WATERS EDGE WINERY Store pursuant to a Franchise Agreement
with Waters Edge Wineries. Waters Edge Wineries will be responsible for the lease
obligations incurred after the effective date of the assignment.

Default and Notice.

(a) In the event there is a default or violation by Lessee under the terms of the Lease,
Lessor agrees to give Lessee and Waters Edge Wineries written notice of such
default or violation within a reasonable time after Lessor knows of its
occurrence. Lessor agrees to provide Waters Edge Wineries the written notice of
default as written and on the same day Lessor gives it to Lessee. Although
Waters Edge Wineries is under no obligation to cure the default, Waters Edge

46



(b)

Wineries will notify Lessor if it intends to cure the default and unilaterally
assume Lessee’s interest in the lease as provided in Paragraph 3(c). Waters
Edge Wineries will have an additional 15 days from the expiration of Lessee’s
cure period in which to cure the default or violation.

All notices to Waters Edge Winery must be sent by registered or certified mail,
postage prepaid, to the following address:

Waters Edge Wineries, Inc.
8560 Vineyeard Ave., Suite 408
Rancho Cucamonga, CA 91730
Attention: Ken Lineberger

Waters Edge Wineries may change its address for receiving notices by giving Lessor
written notice of the new address. Lessor agrees to notify both Lessee and Waters Edge Wineries
of any change in Lessor’s mailing address to which notices should be sent.

(©)

Upon Lessee’s default and failure to cure a default under either the Lease or the
Franchise Agreement, Waters Edge Wineries has the right (but not the
obligation) to unilaterally assume Lessee’s interest in the Lease in accordance
with Paragraph 2.

4. Termination or Expiration.

(a)

(b)

Upon the expiration or termination of the Franchise Agreement, Waters Edge
Wineries has the right (but not the obligation) to unilaterally assume Lessee’s
interest in the Lease in accordance with Paragraph 2.

Upon the expiration or termination of the Lease, if Waters Edge Wineries does
not assume Lessee’s interest in the Lease, Lessor agrees to cooperate and allow
Waters Edge Wineries to enter the Premises, without cost and without being
guilty of trespass and without incurring any liability to Lessor, to remove all
signs, awnings, and all other items identifying the Premises as a WATERS EDGE
WINERY Store and to make such other modifications as are reasonably necessary
to protect the marks and system, and to distinguish the Premises from WATERS
EDGE WINERY stores. In the event Waters Edge Wineries exercises its option to
purchase assets of Lessee, Lessor agrees to permit Waters Edge Wineries to
remove all such assets being purchased by Waters Edge Wineries.

5. Consideration; No Liability.

(a)

(b)

Lessor acknowledges that the provisions of this Addendum are required pursuant
to the Franchise Agreement and that Lessee may not lease the Premises without
this Addendum.

Lessor acknowledges that Lessee is not an agent or employee of Waters Edge
Wineries and Lessee has no authority or power to act for, or to create any liability
on behalf of, or to in any way bind Waters Edge Wineries or any affiliate of
Waters Edge Wineries and that Lessor has entered into this Addendum with full
understanding that it creates no duties, obligations or liabilities of or against
Waters Edge Wineries.
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©) Nothing contained in this Addendum makes Waters Edge Wineries or its affiliates
a party or guarantor to the Lease, and does not create any liability or obligation of
Waters Edge Wineries.

Modification. No amendment or variation of the terms of this Addendum is valid unless
made in writing and signed by the parties and the parties have obtained Waters Edge
Wineries® written consent.

Reaffirmation of Lease. Except as amended or modified in this Addendum, all of the
terms, conditions and covenants of the Lease remain in full force and effect.

Miscellaneous.
(a) Waters Edge Wineries is a third party beneficiary of this Addendum.

(b) References to the Lease and to the Franchise Agreement include all amendments,
addenda, extensions and renewals to the documents.

© References to Lessor, Lessee and Waters Edge Wineries include the successors
and assigns of each of the parties.

IN WITNESS WHEREOF, the parties have executed this Addendum as of the date written above.

LESSEE:

By:
Title:

LESSOR:

By:

Title:
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Appendix D to the Franchise Agreement

Assigcnment of Telephone Numbers., Websites, Social Media Sites and Domain Names

Date:

This assignment is effective as of the date of termination of the Franchise Agreement entered into

between Waters Edge Wineries, Inc. (“us”) and (“you”).  You hereby

irrevocably assign to us or our designee the telephone number or numbers, listings issued to you,
websites, domain names and social media pages and sites applicable to your Store with respect to each
and all of your WATERS EDGE WINERY® businesses. This assignment is for collateral purposes only and
we have no liability or obligation of any kind whatsoever arising from this assignment.

We hereby are authorized and empowered upon termination or expiration of the Franchise
Agreement and without any further notice to you to notify the telephone company, domain registrar,
social media operator as well as any other company that publishes telephone directories, to transfer the
telephone numbers, websites, social media sites and domain names to us or such other person or entity as
we designate. You hereby grant to us an irrevocable power of attorney and appoint us as your attorney-
in-fact to take aﬁy necessary actions to assign the telephone numbers, websites, social media sites and
domain names, fncluding but not limited to, executing any forms that the telephone companies, social
media operators or domain registrars may require to effectuate the assignment. This assignment is also
for the benefit of the telephone companies, domain registrars and social media site operators and the
telephone companies, domain registrars and social media operators, may accept this assignment and our
instructions as conclusive evidence of our rights in the telephone numbers, websites, social media sites
and domain names and our authority to direct the amendment, termination or transfer of the telephone
numbers, websites, social media sites and domain names, as if they had originally been issued to us. In
addition, you agree to hold the telephone companies, domain registrars and social media operator
companies harmless from any and all claims against them arising out of any actions or instructions by
Waters Edge Wineries regarding the telephone numbers, websites, social media sites and domain names.

YOU:

By By
Its : Its

AND
WATERS EDGE WINERIES, INC.

By

Its
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EXHIBIT E

ADDENDUM TO FRANCHISE
AGREEMENT (SBA LOAN)



WATERS EDGE WINERIES, INC.
SBA ADDENDUM

THIS ADDENDUM (“Addendum”) is made and entered into on 2017, by and between
WATERS EDGE WINERIES, INC. (“Franchisor”), located at 8560 Vineyard Avenue, Suite 408, Rancho
Cucamonga, CA 91730, and (“Franchisee”), located
at

Franchisor and Franchisee entered into a Franchise Agreement on 20__, (such Agreement,
together with any amendments, the “Franchise Agreement”). Franchisee is applying for a loan (“Loan”)
from a lender in which funding is provided with the assistance of the U.S. Small Business Administration
("SBA”). SBA requires the execution of this Addendum as a condition for obtaining the SBA-assisted
financing.

In consideration of the mutual promises below and for good and valuable consideration, the receipt and
sufficiency of which the parties acknowledge, the parties agree that notwithstanding any other terms in the
Franchise Agreement:

Change of Ownership. If Franchisee is proposing to transfer a partial interest in Franchisee and Franchisor
has an option to purchase or a right of first refusal with respect to that partial interest, Franchisor may
exercise such option or right only if the proposed transferee is not a current owner or family member of a
current owner of Franchisee. If the Franchisor’s consent is required for any transfer (full or partial),
Franchisor will not unreasonably withhold such consent. In the event of an approved transfer of the
franchise interest or any portion thereof, the transferor will not be liable for the actions of the transferee
franchisee.
!

Forced Sale of Assets. If Franchisor has the option to purchase the business personal assets upon default
or termination of the Franchise Agreement and the parties are unable to agree on the value of the assets,
the value will be determined by an appraiser chosen by both parties. If the Franchisee owns the real estate
where the franchise location is operating, Franchisee will not be required to sell the real estate upon default
or termination, but Franchisee may be required to lease the real estate for the remainder of the franchise
term (excluding additional renewals) for fair market value.

Covenants. If the Franchisee owns the real estate where the franchise location is operating, Franchisor may
not record against the real estate any restrictions on the use of the property, including any restrictive
covenants, branding covenants or environmental use restrictions.

Employment. Franchisor will not directly control (hire, fire or schedule) Franchisee’s employees.

This Addendum automatically terminates on the earlier to occur of the following: (i) the Loan is paid in
full; or (ii) SBA no longer has any interest in the Loan.

Except as amended by this Addendum, the Franchise Agreement remains in full force and effect according
to its terms.

(Signature Page Follows)



FRANCHISOR:

WATERS EDGE WINERIES, INC.,
A California corporatjon

By:

FRANCHISEE:

(IF FRANCHISEE IS A CORPORATION,
LIMITED LIABILITY COMPANY, OR
PARTNERSHIP):

Name:

Title:

Note to Parties: This Addendum only addresses “affiliation” between the Franchisor and Franchisee.
Additionally, the applicant Franchisee and the franchise system must meet all SBA eligibility

requirements.

[Print Name of Franchisee Entity]

By:

Name:

Title:

OR

(IF FRANCHISEE IS AN INDIVIDUAL):

Print Name

Signature

Print Name

Signature



EXHIBIT F

LIST OF EXISTING AND TERMINATED
| FRANCHISES



WATERS EDGE WINERIES, INC.
FULL FRANCHISEES AS OF DECEMBER 31, 2016

COLORADO

Jennifer Hulan

Waters Edge Winery Denver
2101 E. Arapahoe St., #101
Denver, CO 80122

Jgoran7 @hotmail.com

OKLAHOMA

Roger Cude

Waters Edge Winery Oklahoma City
712 N. Broadway

Oklahoma City, OK 73102
roger@wewokc.com

(405) 232-9463

IF YOU BUY THIS FRANCHISE, YOUR CONTACT INFORMATION MAY BE DISCLOSED TO
OTHER BUYERS WHEN YOU LEAVE THE FRANCHISE SYSTEM.
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WATERS EDGE WINERIES, INC. PRIVATE BRANDED LOCATIONS

AS OF DECEMBER 31, 2016

ARIZONA

Decantur Winery of DC Ranch

18221 N. Pina Road, Suite #H100

Scottsdale, AZ 85255
bill@decantur.com

CALIFORNIA

The Wine Tailor

8916 Foothill Boulevard, Ste. K3
Rancho Cucamonga, CA 91730
(909) 481-5050

State Street Winery
404 E. State Street
Redlands, CA 92373
(909) 798-4300

Rancho Capistrano Winery
26755 Verdugo St., #100

San Juan Capistrano, CA 92675
(949) 284-0657

OHIO

Nikki & Trevor Gillig
Gillig Custom'Winery
1720 Northridge Road
Findley, OH 45840
nikki@gilligwinery.com

IF YOU BUY THIS FRANCHISE, YOUR CONTACT INFORMATION MAY BE DISCLOSED TO

OTHER BUYERS WHEN YOU LEAVE THE FRANCHISE SYSTEM.
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WATERS EDGE WINERIES, INC. FRANCHISEES WHO WERE TERMINATED
- CANCELED OR NOT RENEWED, OR WHO OTHERWISE
CEASED DOING BUSINESS
IN THE YEAR ENDING DECEMBER 31, 2016

None

FRANCHISE AGREEMENTS SIGNED BUT OUTLET NOT OPENED
AS OF DECEMBER 31, 2016

CALIFORNIA

Michael Friesen & Stacy Palmer
Waters Edge Winery Anaheim
Anaheim, CA'
Mfrieson95@gmail.com

Rancho Capistrano Winery
124 Avenida Del Mar
San Clemente, CA 92672
(949) 481-6682

1
Ken Bodek and Janet Canon
Culver City, CA
bodekkc@gmail.com

TEXAS

Bob Egan & Szilvia Konya
Houston, Texas '
bobegan@hotmail.com

Kevin & Teresa Miller

Midland, Texas .
kevin.k.miller@outlook.com

IF YOU BUY THIS FRANCHISE, YOUR CONTACT INFORMATION MAY BE DISCLOSED TO
OTHER BUYERS WHEN YOU LEAVE THE FRANCHISE SYSTEM.
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None.

WATERS EDGE WINERIES, INC.
COMPANY OWNED LOCATIONS AS OF DECEMBER 31, 2016
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EXHIBIT H.

STATE SPECIFIC ADDENDA




ADDENDUM TO WATERS EDGE WINERIES, INC.

DISCLOSURE DOCUMENT - REQUIRED BY THE STATE OF CALIFORNIA

THE CALIFORNIA FRANCHISE INVESTMENT LAW REQUIRES A COPY OF ALL PROPOSED
AGREEMENTS RELATING TO THE SALE OF THE FRANCHISE TO BE DELIVERED
TOGETHER WITH THE DISCLOSURE DOCUMENT.

NEITHER WATERS EDGE WINERIES, INC., NOR ANY PERSON OR FRANCHISE BROKER
IN ITEM 2 OF THE FRANCHISE DISCLOSURE DOCUMENT IS SUBJECT TO ANY
CURRENTLY EFFECTIVE ORDER OF ANY NATIONAL SECURITIES ASSOCIATION OR
NATIONAL SECURITIES EXCHANGE, AS DEFINED IN THE SECURITIES EXCHANGE ACT
OF 1934, 15 U.S.C.A. 78A ET SEQ., SUSPENDING OR EXPELLING THESE PERSONS
FROM MEMBERSHIP IN THIS ASSOCIATION OR EXCHANGE.

THE FRANCHISE AGREEMENT REQUIRES THE PARTIES TO RESOLVE ALL DISPUTES
THROUGH LITIGATION IN THE U.S. DISTRICT FOR THE CENTRAL DISTRICT OF
CALIFORNIA OR ANY STATE COURT IN SAN BERNARDINO, CALIFORNIA, WITH THE
COSTS BEING BORNE BY THE LOSING PARTY.

CALIFORNIA BUSINESS AND PROFESSIONS CODE SECTIONS 20000 THROUGH 20043
PROVIDE RIGHTS TO THE FRANCHISEE CONCERNING TERMINATION, TRANSFER OR
NON-RENEWAL OF A FRANCHISE. IF THE FRANCHISE AGREEMENT CONTAINS A
PROVISION THAT IS INCONSISTENT WITH THE LAW, THE LAW WILL CONTROL.

THE FRANCHISE AGREEMENT PROVIDES FOR TERMINATION UPON BANKRUPTCY.
THIS PROVISION MAY NOT BE ENFORCEABLE UNDER FEDERAL BANKRUPTCY LAW (11
U.S.C.A. SEC. 101 ET. SEQ.).

THE FRANCHISE AGREEMENT CONTAINS A COVENANT NOT TO COMPETE WHICH
EXTENDS BEYOND THE TERMINATION OF THE FRANCHISE. THIS PROVISION MAY NOT
BE ENFORCEABLE UNDER CALIFORNIA LAW.

SECTION 31125 OF THE FRANCHISE INVESTMENT LAW REQUIRES US TO GIVE TO YOU
A DISCLOSURE DOCUMENT APPROVED BY THE COMMISSIONER OF BUSINESS
OVERSIGHT BEFORE WE ASK YOU TO CONSIDER A MATERIAL MODIFICATION OF
YOUR FRANCHISE AGREEMENT.

YOU MUST SIGN A GENERAL RELEASE IF YOU RENEW OR TRANSFER YOUR
FRANCHISE. CALIFORNIA CORPORATIONS CODE SECTION 31512 VOIDS A WAIVER OF
YOUR RIGHTS UNDER THE FRANCHISE INVESTMENT LAW (CALIFORNIA
CORPORATIONS CODE SECTIONS 31000 THROUGH 31516).

OUR WEBSITE WWW.WATERSEDGEWINERIES.COM HAS NOT BEEN REVIEWED OR
APPROVED BY THE CALIFORNIA DEPARTMENT OF BUSINESS OVERSIGHT. ANY
COMPLAINTS CONCERNING THE CONTENT OF THIS WEBSITE MAY BE DIRECTED TO
THE CALIFORNIA DEPARTMENT OF BUSINESS OVERSIGHT AT WWW.DBO.CA.GOV.

ITEM 6 OF THE FDD IS AMENDED IN CALIFORNIA TO DISCLOSE THAT THE HIGHEST
INTEREST RATE ALLOWED BY LAW IN CALIFORNIA IS 10%.
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DISCLOSURES REQUIRED BY MICHIGAN LAW

THE STATE OF MICHIGAN PROHIBITS CERTAIN UNFAIR PROVISIONS THAT ARE
SOMETIMES IN FRANCHISE DOCUMENTS. IF ANY OF THE FOLLOWING PROVISIONS
ARE IN THESE FRANCHISE DOCUMENTS, THE PROVISIONS ARE VOID AND CANNOT
BE ENFORCED AGAINST YOU.

1. A prohibition on the right of a franchisee to join an association of franchisees.

2. A requirement that a franchisee assent to a release, assignment, novation,
waiver or estoppel which deprives a franchisee of rights and protections provided in this act.
This shall not preclude a franchisee, after entering into a franchise agreement, from settling any
and all claims.

3. A provision that permits a franchisor to terminate a franchise prior to the
expiration of its term except for good cause. Good cause shall include the failure of the
franchisee to comply with any lawful provision of the franchise agreement and to cure such
failure after being given written notice thereof and a reasonable opportunity, which in no event
need be more than 30 days, to cure such failure.

4, A provision that permits a franchisor to refuse to renew a franchise without fairly
compensating the franchisee by repurchase or other means for the fair market value at the time
of expiration of .the franchisee’s inventory, supplies, equipment, fixtures, and furnishings.
Personalized materials which have no value to the franchisor and inventory, supplies,
equipment, fixtures, and furnishings not reasonably required in the conduct of the franchise
business are not subject to compensation. This subsection applies only if: (i) The term of the
franchise is less than 5 years and (ii) the franchisee is prohibited by the franchise or other
agreement from continuing to conduct substantially the same business under another
trademark, service mark, trade name, logotype, advertising, or other commercial symbol in the
same area subsequent to the expiration of the franchise or the franchisee does not receive at
least 6 months advance notice of the franchisor’s intent not to renew the franchise.

. 5. A provision that permits the franchisor to refuse to renew a franchise on terms
generally available to other franchisees of the same class or type under similar circumstances.
This section does not require a renewal provision.

6. A provision requiring that arbitration or litigation be conducted outside this state.
This shall not preclude the franchisee from entering into an agreement, at the time of arbitration,
to conduct arbitration at a location outside this state.

7. A pfovision which permits a franchisor to refuse to permit a transfer of ownership
of a franchise, except for good cause. This subdivision does not prevent a franchisor from
exercising a right of first refusal to purchase the franchise. Good cause shall include, but is not
limited to:

a. The failure of the proposed transferee to meet the franchisor's then
current reasonable qualifications or standards.

b. The fact that the proposed transferee is a competitor of the franchisor or
subfranchisor. :
C. The unwillingness of the proposed transferee to agree in writing to comply
.
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with all lawful obligations.

d. The failure of the franchisee or proposed transferee to pay any sums
owing to the franchisor or to cure any default in the franchise agreement existing at the time of
the proposed transfer.

8. A provision that requires the franchisee to resell to the franchisor items that are
not uniquely identified with the franchisor. This subdivision does not prohibit a provision that
grants to a franchisor a right of first refusal to purchase the assets of a franchise on the same
terms and conditions as a bona fide third party willing and able to purchase those assets, nor
does this subdivision prohibit a provision that grants the franchisor the right to acquire the
assets of a franchise for the market or appraised value of such assets if the franchisee has
breached the lawful provisions of the franchise agreement and has failed to cure the breach in
the manner provided in subdivision (c).

9. A provision which permits the franchisor to directly or indirectly convey, assign, or
otherwise transfer its obligations to fulfill contractual obligations to the franchisee unless
provision has been made for providing the required contractual services.

THE FACT THAT THERE IS A NOTICE OF THIS FRANCHISE DISCLOSURE
DOCUMENT ON FILE WITH THE ATTORNEY GENERAL DOES NOT CONSTITUTE
APPROVAL, RECOMMENDATION, OR ENDORSEMENT BY THE ATTORNEY GENERAL.

Michigan law provides that a franchisor whose most recent statements are unaudited
and which show a net worth of less than $100,000 shall, at the request of a franchisee, arrange
for the escrow of initial investment and other funds paid by the franchisee or subfranchisor until
the obligations to provide real estate, improvements, equipment, inventory, training, or other
items included in the franchise offering are fulfilled. At the option of the franchisor, a surety
bond may be provided in place of escrow. In the event that an escrow is so established, the
escrow agent shall be a financial institution authorized to do business in the State of Michigan.
The escrow agent may release to the franchisor those amounts of the escrowed funds
applicable to a specific franchisee or subfranchisor upon presentation of an affidavit executed
by the franchisee and an affidavit executed by the franchisor stating that the franchisor has
fulfilled its obligation to provide real estate, improvements, equipment, inventory, training, or
other items. This portion of the Michigan law does not prohibit a partial release of escrowed
funds upon receipt of affidavits of partial fulfillment of the franchisor’s obligation.

SHOULD THE PROSPECTIVE FRANCHISEE HAVE ANY QUESTIONS REGARDING
THE NOTICE OF THIS FILING WITH THE ATTORNEY GENERAL, SUCH QUESTIONS
SHOULD BE ADDRESSED TO:

Department of the Attorney
General Consumer Protection Division
Antitrust and Franchise Section
PO Box 30213
Lansing, Ml 48909
(517) 373-7117
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EXHIBIT I

ELECTRONIC FUNDS TRANSFER
AUTHORIZATION




"AUTHORIZATION AGREEMENT FOR PREARRANGED PAYMENTS

(DIRECT DEBITS)

The undersigned franchisee/depositor (“DEPOSITOR”) hereby (1) authorizes WATERS EDGE
WINERIES, INC. and its affiliates (“FRANCHISOR") to initiate debit entries and/or credit correction
entries to the undersigned’s checking and/or savings account indicated below and (2) authorizes the
depository designated below (“Depository”) to debit such account pursuant to FRANCHISOR's
instructions.

Depository Branch
City and State Zip Code
Bank Transit /ABA Number Account Number

This authority is to remain in full force and effect until Depository has received joint written notification
from FRANCHISOR and DEPOSITOR of the DEPOSITOR'’s termination of such authority in such time
and in such manner as to afford Depository a reasonable opportunity to act on it. Notwithstanding the
foregoing, Depository shall provide FRANCHISOR and DEPOSITOR with thirty (30) days prior written
notice of the termination of this authority. If an erroneous debit entry is initiated to DEPOSITOR’s
account, DEPOSITOR shall have the right to have the amount of such entry credited to such account by
Depository, if (a) within fifteen (15) calendar days following the date on which Depository sent to
DEPOSITOR a statement of account or a written notice pertaining to such entry or forty-five (45) days
after posting, whichever comes first, DEPOSITOR shall have sent to Depository a written notice
identifying such entry, stating that such entry was in error, and requesting Depository to credit the
amount thereof to such account. These rights are in addition to any rights DEPOSITOR may have under
federal and state banking laws. DEPOSITOR shall be responsible for all charges assessed by Depository
to process all debit entries and/or credit corrections entries to the undersigned’s checking and/or savings
account initiated by FRANCHISOR. FRANCHISOR will credit DEPOSITOR for fees if any error is
deemed to be caused by FRANCHISOR.

DEPOSITOR (Print Name) DEPOSITORY (Print Name)

By: By:
Its: . Its:

**Copy of a voided check must be attached
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EXHIBIT J

RECEIPTS




RECEIPTS
(Your Copy)

THIS DISCLOSURE DOCUMENT SUMMARIZES CERTAIN PROVISIONS OF THE FRANCHISE
AGREEMENT AND OTHER INFORMATION IN PLAIN LANGUAGE. READ THIS DISCLOSURE
DOCUMENT AND ALL AGREEMENTS CAREFULLY.

IF WE OFFER YOU A FRANCHISE, WE MUST PROVIDE THIS DISCLOSURE DOCUMENT TO YOU 14
CALENDAR DAYS BEFORE YOU SIGN A BINDING AGREEMENT WITH, OR MAKE A PAYMENT TO, US
OR AN AFFILIATE IN CONNECTION WITH THE PROPOSED FRANCHISE SALE.

MICHIGAN REQUIRES THAT WE GIVE YOU THIS DISCLOSURE DOCUMENT AT THE EARLIER OF 10
BUSINESS DAYS BEFORE THE EXECUTION OF THE FRANCHISE OR OTHER AGREEMENT OR THE
PAYMENT OF ANY CONSIDERATION THAT RELATES TO THE FRANCHISE RELATIONSHIP.

NEW YORK REQUIRES YOU TO RECEIVE THIS FRANCHISE DISCLOSURE DOCUMENT AT THE
EARLIER OF THE FIRST PERSONAL MEETING OR 10 BUSINESS DAYS BEFORE THE EXECUTION OF
THE FRANCHISE OR OTHER AGREEMENT OR THE PAYMENT OF ANY CONSIDERATION THAT
RELATES TO THE FRANCHISE RELATIONSHIP.

IF WE DO NOT DELIVER THIS DISCLOSURE DOCUMENT ON TIME OR IF IT CONTAINS A FALSE OR
MISLEADING STATEMENT, OR A MATERIAL OMISSION, A VIOLATION OF FEDERAL AND STATE
LAW MAY HAVE OCCURRED AND SHOULD BE REPORTED TO THE FEDERAL TRADE COMMISSION,
WASHINGTON,, D.C. 20580 AND THE STATE AGENCY REFERRED TO IN EXHIBIT A.

The name, principal business address and phone number of each franchise seller offering the franchise is:

Franchisor: Franchise Seller: Additional Sellers (if applicable)
Waters Edge Wineries, Inc. Names of Individual(s) selling on behalf of

8560 Vineyard Avenue, Suite Franchisor:

408 Ken Lineberger, Angela Lineberger, Mark

Rancho Cucamonga, CA 91730 Mitzenmacher

Telephone: (909) 468-9463 Waters Edge Wineries, Inc.

info@watersedgewineries.com 8560 Vineyard Avenue, Suite 408
' Rancho Cucamonga, CA 91730

Telephone: (909) 468-9463
info@watersedgewineries.com

Issuance Date: March 28, 2017.
See Exhibit A for our registered agents authorized to receive service of process.

I received a disclosure document dated March 28, 2017, that included the following Exhibits: A) List of State
Agencies; B) Application and Deposit Agreement; C) Table of Contents for Operations Manual and Food
Operations Manual; D) Franchise Agreement; E} Addendum to Franchise Agreement (SBA Loan); F) List of
Franchisees; G) Financial Statements; H) State Specific Addenda; 1) Electronic Funds Transfer Authorization and J)
Receipts. \

Date: Signed:
Print Name:
Address:
City: State:
Phone: (__ ) Zip:
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Date: Signed:

Print Name:

Address:

City: State:
Phone: (_) Zip:

KEEP THIS COPY FOR YOUR RECORDS
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RECEIPTS
(Our Copy)

THIS DISCLOéURE DOCUMENT SUMMARIZES CERTAIN PROVISIONS OF THE FRANCHISE
AGREEMENT AND OTHER INFORMATION IN PLAIN LANGUAGE. READ THIS DISCLOSURE
DOCUMENT AND ALL AGREEMENTS CAREFULLY.

I[F WE OFFER YOU A FRANCHISE, WE MUST PROVIDE THIS DISCLOSURE DOCUMENT TO YOU 14
CALENDAR DAYS BEFORE YOU SIGN A BINDING AGREEMENT WITH, OR MAKE A PAYMENT TO, US
OR AN AFFILIATE IN CONNECTION WITH THE PROPOSED FRANCHISE SALE.

MICHIGAN REQUIRES THAT WE GIVE YOU THIS DISCLOSURE DOCUMENT AT THE EARLIER OF 10
BUSINESS DAYS BEFORE THE EXECUTION OF THE FRANCHISE OR OTHER AGREEMENT OR THE
PAYMENT OF ANY CONSIDERATION THAT RELATES TO THE FRANCHISE RELATIONSHIP.

NEW YORK REQUIRES YOU TO RECEIVE THIS FRANCHISE DISCLOSURE DOCUMENT AT THE
EARLIER OF THE FIRST PERSONAL MEETING OR 10 BUSINESS DAYS BEFORE THE EXECUTION OF
THE FRANCHISE OR OTHER AGREEMENT OR THE PAYMENT OF ANY CONSIDERATION THAT
RELATES TO THE FRANCHISE RELATIONSHIP.

[F WE DO NOT DELIVER THIS DISCLOSURE DOCUMENT ON TIME OR IF IT CONTAINS A FALSE OR
MISLEADING STATEMENT, OR A MATERIAL OMISSION, A VIOLATION OF FEDERAL AND STATE
LAW MAY HAVE OCCURRED AND SHOULD BE REPORTED TO THE FEDERAL TRADE COMMISSION,
WASHINGTON, D.C. 20580 AND THE STATE AGENCY REFERRED TO IN EXHIBIT A.

The name, principal business address and phone number of each franchise seller offering the franchise is:

Franchisor: Franchise Seller: Additional Sellers (if applicable)
Waters Edge Wineries, Inc. Names of Individual(s) selling on behalf

8560 Vineyard Avenue, Suite of Franchisor:

408 Ken Lineberger, Angela Lineberger Mark

Rancho Cucamonga, CA 91730 Mitzenmacher

Telephone: (909) 468-9463 Waters Edge Wineries, Inc.

info@watersedgewineries.com 8560 Vineyard Avenue, Suite 408
Rancho Cucamonga, CA 91730

Telephone: (909) 468-9463
info@watersedgewineries.com

Issuance Date: March 28, 2017.
See Exhibit A for our registered agents authorized to receive service of process.

I received a disclosure document dated March 28, 2017, that included the following Exhibits: A) List of State
Agencies; B) Application and Deposit Agreement; C) Table of Contents for Operations Manual and Food
Operations Manual; D) Franchise Agreement; E) Addendum to Franchise Agreement (SBA Loan); F) List of
Franchisees; G) Financial Statements; H) State Specific Addenda; I) Electronic Funds Transfer Authorization and J)
Receipts.

Date: Signed:

Print Name:

Address:

City: State:

Phone: () Zip:
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Date:

Signed:

Print Name:

Address:

City: State:
Phone: V(_) Zip:

PLEASE SIGN AND DATE THIS COPY OF THE RECEIPT AND RETURN IT TO:
Ken Lineberger, 8560 Vineyard Avenue, Suite 408, Rancho Cucamonga, CA 91730
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