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ACKNOWILEDGMENT OF RECEIPT
THIS OFFERING CIRCULAR SUMMARIZES PROVISIONS OF THE FRANCHISE AGREEMENT AND
OTHER INFORMATION IN PLAIN LANGUAGE. READ THIS OFFERING CIRCULAR AND ALL
AGREEMENTS CAREFULLY. IF HAZ HOTELS INTERNATIONAL, LLC. ("WE") OFFER YOU A
FRANCHISE, WE MUST PROVIDE THIS OFFERING CIRCULAR TO YOU BY THE EARLIEST OF:

(1) THE FIRST PERSONAL MEETING TO DISCUSS OUR FRANCHISE; OR
(2) 10 BUSINESS DAYS BEFORE SIGNING OF A BINDING AGREEMENT; OR
(3) 10 BUSINESS DAYS BEFORE ANY PAYMENT TO US.

YOU MUST ALSO RECEIVE A FRANCHISE AGREEMENT CONTAINING ALL MATERIAL TERMS AT
LEAST 5 BUSINESS DAYS BEFORE YOU SIGN ANY FRANCHISE AGREEMENT.

IF WE DO NOT DELIVER THIS OFFERING CIRCULAR ON TIME OR IF IT CONTAINS A FALSE OR
MISLEADING STATEMENT, OR 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 APPROPRIATE STATE ADMINISTRATOR LISTED IN EXHIBIT B.

This Offering Circular is issued by HAZ HOTELS INTERNATIONAL, LLC, PO BOX 26381, FEDERAL WAY,
WA 98093, (253) 606.3836. Our registered agents for service of process are listed in Exhibit B. This Offering
Circular includes as Exhibits a list of State Effective Dates and State Addenda for the States of California,
Hawaii, Indiana, lllinois, Minnesota, New York, North Dakota, Rhode island, Virginia, Washington and
Wisconsin, a list of Regulatory Agencies and Registered Agents for Service of Process, our Audited Financial
Statements, the Franchise Agreement and State Addenda to the franchise agreement, the Technology
Services Agreement, the Application, the Installment Note, the Minority Incentive Addendum and Note, the
Sample Lender Agreements, the Franchise Operations and Services Manual Table of Contents, The Effective
Date of this Offering Circular is April 1, 2006 or the effective date in your state, whichever is later.

Location in WhiCh YOU are INTErESTEU:.........coiiieie ettt (City, State)

| have received this HOTEL MONARCHY & SUITES Offering Circular, including the Exhibits
listed above, on the date listed below.

1 Date Received: .......ccccceeeuueneeen. . NOTE: Circular must be received 10 full business days before any payment to us and/or befi
signing a binding agreement. Date any payment at least 11 business days after date of receipt.

2. Please indicate the legal name of the business entity or entities signing the Franchise
Agreement, if any:

Entity NamMe™......ccoceeiiieiieeiiie e e ENtity NAME* .....viiiiieeiie ettt
Print NAME:......ooiiiii e PNt NBIME. ..
(Name signing for the entity) (Name signing for the
entity)
LI I TR
(Officer, General Partner or Managing Member) (Officer, General Partner or Managing
Member)
SIONALUIE: ...ttt SIONALUIES ...ttt ettt

3. All individuals** signing the Franchise Agreement must also sign below

(Owners, General Partners, Members): Print name: Print name:

SIGNALUIE: ... e Signature:
Print NAME: ..o Print name:
SIGNATUIE: ... e Signature:

* Entity Name means the legal name of the business entity or individual person who will be the
franchisee under the franchise

agreement.

=All shareholders sign individually". All general partners sign individually". Limited partners are not
required to sign.



* Entity Name means the legal name of the business entity or individual person who will be the franchisee under the
franchise
agreement.

e All shareholderssign "individually" All general partnerssign "individually". Limited partners are not
required to sign.

HAZ HOTELS INTERNATIONAL, LLC.
dba HOTEL MONARCHY
UNIFORM FRANCHISE OFFERING CIRCULAR

PO BOX 26381
FEDERAL WAY, WA
98093
(253) 606-3836

INFORMATION FOR PROSPECTIVE FRANCHISEES REQUIRED BY THE
FEDERAL TRADE COMMISSION

%k Xk %k Xk %k %k k %k Xk xk

TO PROTECT YOU, WE'VE REQUIRED YOUR FRANCHISOR TO GIVE YOU THIS
INFORMATION. WE HAVEN'T CHECKED IT, AND DON'T KNOW IF IT'S
CORRECT. IT SHOULD HELP YOU MAKE UP YOUR MIND. STUDY IT
CAREFULLY. WHILE IT INCLUDES SOME OF THE INFORMATION ABOUT YOUR
CONTRACT, DON'T RELY ON IT ALONE TO UNDERSTAND YOUR CONTRACT.
READ ALL OF YOUR CONTRACT CAREFULLY. BUYING A FRANCHISE IS A
COMPLICATED INVESTMENT. TAKE YOUR TIME TO DECIDE. IF POSSIBLE,
SHOW YOUR CONTRACT AND THIS INFORMATION TO AN ADVISOR, LIKE A
LAWYER OR AN ACCOUNTANT. IF YOU FIND ANYTHING YOU THINK MAY BE
WRONG OR ANYTHING IMPORTANT THAT'S BEEN LEFT OUT, YOU SHOULD
LET US KNOW ABOUT IT. IT MAY BE AGAINST THE LAW. THERE MAY ALSO BE
LAWS ON FRANCHISING IN YOUR STATE. ASK YOUR STATE AGENCIES ABOUT
THEM.

FEDERAL TRADE COMMISSION
WASHINGTON, D.C. 20580

%k Xk %k % %k %k %k %k %k xk



FRANCHISE OFFERING CIRCULAR

HAZ HOTELS INTERNATIONAL, LLC.
a WASHINGTON corporation
PO BOX 26381
FEDERAL WAY, WA
98093
You will own and/or operate a hotel under the service marks MONARCHY INN®, HOTEL MONARCHY &

SUITES® or HOTEL MONARCHY ® under certain standards of operation.

The affiliation fee for a MONARCHY Inn is $500 per room, $50,000 minimum. The affiliation fee for A Hotel
Monarchy & Suites hotel is $500 per room, $50,000 minimum. The estimated initial investment for a newly
constructed 80-room Monarchy Inn hotel ranges from $3,303,301 to $4,858,075 and the estimated initial
investment for a newly constructed 87-room Hotel Monarchy & Suites hotel ranges from $3,969,752 to
$5,506,962. These sums do not include the cost of the land or real estate taxes.

Risk Factors:

EXCEPT FOR CLAIMS AGAINST YOU FOR INDEMNIFICATION AND ACTIONS SEEKING TO STOP
YOU FROM USING OUR MARKS IN VIOLATION OF THE FRANCHISE AGREEMENT, THE
FRANCHISE AGREEMENT REQUIRES THAT ALL DISAGREEMENTS BE SETTLED BY
ARBITRATION. ALL ARBITRATIONS WILL BE CONDUCTED IN WASHINGTON STATE. OUT OF
STATE ARBITRATION MAY FORCE YOU TO ACCEPT A LESS FAVORABLE SETTLEMENT FOR
DISPUTES. IT MAY ALSO COST YOU MORE TO ARBITRATE WITH US IN WASHINGTON STATE
THAN IN YOUR HOME STATE.

THE FRANCHISE AGREEMENT STATES THAT WASHINGTON STATE LAW GOVERNS THE
AGREEMENT, AND THIS LAW MAY NOT PROVIDE THE SAME PROTECTIONS AND BENEFITS AS
LOCAL LAW. YOU MAY WANT TO COMPARE THESE LAWS. SOME STATE FRANCHISE LAWS
PROVIDE THAT CHOICE OF LAW PROVISIONS ARE VOID. YOU MAY WANT TO INVESTIGATE
WHETHER YOU ARE PROTECTED BY A STATE FRANCHISE LAW. YOU SHOULD REVIEW THE
ADDENDA ATTACHED TO THE OFFERING CIRCULAR FOR DISCLOSURES ON STATE FRANCHISE
LAWS.

THE TOTAL INITIAL INVESTMENT IS CALCULATED USING THE COST PER ROOM METHOD.
This is a new franchise offering. Currently there are no franchise clients with Hotel Monarchy .

There are two properties that we have allowed them to use Hotel Monarchy & Suits Branding.
One is San Antonio and One is in Houston, TX.

THERE MAY BE OTHER RISKS FOR THIS FRANCHISE.

Information comparing franchisors is available. Call the state administrators listed in Exhibit B or your

public library for sources of information.

Registration of this franchise with, a state does not mean that the state recommends it or has verified
the information in this offering circular. If you learn that anything in this offering circular is untrue,
contact the Federal Trade Commission and your state agency listed in Exhibit B.

The effective dates of this Offering Circular for the States of California, Hawaii, Illinois, Indiana,
Minnesota, New York, North Dakota, Rhode Island, South Dakota, Washington, Wisconsin and Virginia
are listed in Exhibit A to this Offering Circular. The Effective Date in all other states is April 1, 2006.
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Item 1
THE FRANCHISOR, ITS PREDECESSORS AND AFFILIATES

To simplify the language in this offering circular, "we," "us," or "our" means HAZ HOTELS
INTERNATIONAL, LLC, the franchisor. "We," "us," and "our" does not include the officers, directors or
shareholders of HAZ HOTELS INTERNATIONAL, LLC. "You" means the person who buys the franchise.
"You" may be an individual, corporation, partnership, limited liability company or other legal entity.

We are a Washington State corporation formed on March 15, 2006.. Our principal business address is
34211 Pacific Highway S, Federal Way, WA 98093 Our agents for service of process are disclosed in
Exhibit B.

We franchise individuals, corporations, partnerships, limited liability companies and other legal entities

("you") the right to operate limited service, budget hotels under the brand Monarchy INN, Hotel
Monarchy & SUITES, and HOTEL Monarchy.

We began offering Hotel Monarchy franchises in 2006.

Your competitors include other chain affiliated (including our other hotel brands) and independent
hotels and motels in the area where your hotel is located.

Your franchise business will be subject to significant federal, state and local laws and regulations
applicable to businesses generally and the specific to the hotel industry, including regulations
regarding zoning and building, occupational health and safety, labor, licensing and bonding, insurance,
advertising, liquor licenses, sales, income and other taxes, and the Americans with Disabilities Act.
You must comply with all applicable laws and regulations.



ITEM 2
BUSINESS EXPERIENCE

The following is a list of directors and officers of HAZ HOTELS INTERNATIONAL
LLC and their principal occupations during the past 5 years.

OFFICERS:

Director, Chief Executive Officer and President Chief Marketing Officer: Dr.Alkarim Bhanji

Dr.Bhanji has been our Founder, Director, Chief Executive Officer and
President since March 2006. Dr.Bhanji has 18 years of experience in

operation, managing, accusations in the hospitality industry.

hief : ficer: il

Director of Franchise Sales & Marketing - Reservations Operations: Mr. David Williams

Mr. David Williams has been involved in Hospitality Business for over 20 years



Item 3

LITIGATION

At the time of this document, there are no pending litigations
involving HAZ HOTELS INTERNATIONAL, LLC

Item 4

BANKRUPTCY
HAZ HOTELS INTERNATIONAL, LLC has not filled bankruptcy in the past.

Item 5

INITIAL FRANCHISE FEE

AFFILIATION FEE

You must pay us, for the rights in the Monarchy Inn, Hotel Monarchy & Suites, Hotel Monarchy
hotel franchise agreement, an affiliation fee of $500 per room, $50,000 minimum. The full
affiliation fee is due upon application and, of this amount, all but a $2,500 application fee is
refundable. Financing information is in Item 10. In the past, we have agreed to reduce the
affiliation fee for multiple unit franchisees, for franchisees with larger properties, for franchisees
with whom we have previously dealt, for franchisees that are departing other systems and joining
our System, and for franchisees in other special circumstances. However, we do not always
negotiate the initial fee even for franchisees possessing these characteristics, and we may freely
choose not to negotiate with you, even if you possess some or all of these characteristics. As of
March 15, 2006, the affiliation fees for new HAZ HOTELS INTERNATIONAL LLC franchise
agreements ranged from $0 to $58,200

If for any reason we do not grant you a franchise, or you withdraw the application and franchise
agreements are not signed by both parties, we agree to refund the affiliation fee paid less a non-
refundable application fee of $2,500. On mutual signing of the franchise agreement, the affiliation fee
is fully earned and no refund will be made.

EXTENSION FEE

If you do not begin construction within 8 months after both parties sign the Franchise Agreement,
you may apply for an additional 3 months in which to begin construction. If we agree to an
extension, you must pay us an additional $5,000 per extension.

PROPERTY MANAGEMENT SYSTEM

You must purchase from us, the Operation Hotel Manager by HAZ HOTELS INTERNATIONAL, LLC
Hotels property management system that includes system software, training, installation and
software interfaces. We estimate that the initial software license, installation, training and optional
interfaces will cost you between $20,000-$40,000 up-front (or higher depending on the
configuration - see Items 7, 8 & 11). In addition, you must purchase from unaffiliated third-party
suppliers the system hardware that we specify for operation of Hotel operation software. We
estimate that the required hardware will cost you between $12,000 and $25,000 upfront (or
higher depending upon the configuration.) Previously we offered our franchisees an option to
sublease the required hardware from us under the terms of a Hardware Sublease Agreement.

TRAINING

You must pay us Total Lodging by HAZ HOTELS INTERNATIONAL, LLC(TLH) Orientation Fee not to
exceed $1,500 (each) for you and your general manger plus travel, lodging and meals while



attending the Orientation Program. Any supplemental or replacement General Manager hired
before opening must also complete the program by achieving a passing score, preferably before
assuming his or her duties, but no later than 60 days after. Instructional materials are included.
Any additional personnel from your property may attend for a fee not to exceed $500 plus travel,
lodging and meals while attending the Orientation Program.

You must pay us a Certified Hospitality Administrator/Certified Lodging Manager Management
Training Program (CHA/CLM Training) fee, not to exceed $1,000, plus your general manager's
travel, lodging and meals to attend a 5-day training class held in Phoenix, Arizona, or Washington
State. At the end of the 5-day class, attendees will test for either Certified Hospitality
Administrator (CHA) or Certified Lodging Manager (CLM) certification. The General Manager must
attend CHA/CLM Training classes within 90 days after the opening of the property. Attendance
requirements are considered completed if the general manager has previously earned the CHA or
CLM designation as defined by the Educational Institute of the American Hotel and Lodging
Association (El).

Attendance at TLH and CHNCLM Training is mandatory. Failure to attend within the prescribed
time frame may result in formal default, and failure to cure the formal default could result in the
termination of your franchise agreement

Item 6

OTHER FEES

The following fees must be paid during the time the Franchise Agreement is in effect.

NAMEOFFEE AMOUNT DUE DATE REMARKS
Royalty Fee 52504 of the Payable monthly.
preceding month's
Gross Room
Revenues (GRR).
(Note 1)
Marketing Fees 2 1% Of. the Payable monthly.
) 1.75% of the
Reservation Fees preceding month's Payable monthly.
GRR.
$600/month, Y ou must pay an
Technology Services ~ minimum Payable monthly. additional $30/month
Fee (moreif optiona for each additional
i nterll aces or interface.
You must install adata
Data Communications  $140/month Payable monthly. transport system to
Fee provide access for
computer-to-comp uter
communication
between the hardware
located at your hotel
and HAZ HOTELS.
1.5% of the Payable only if you do
LateFee  preceding not send us the
month's Royalty required reports on
Fee, time.
Marketi ng Fee



1.5% of the Payable only if you do Immediately payable if
Interest 45 nouent not pay your bills on your account is not
amount time. timely paid.
i Payable only it you are Thisfee must be paid
Reservation System $5,000 suspended from the prior to the
Reinstatement Fee reservation system reinstatement of
due to your default. reservation services.

Payable only if the

Audit Fees  $1,000-$6,000 gmount of the Royalty --
Fee underpaid is equal
to or greater than 5%
of thetotal royalty fee
paid during the audit
period.
NAME OF FEE AMOUNT DUE DATE h fREMARaT)IS'shed
Internationall  $50/month. Payable monthly. by tlﬁe?%lé ?fd mlay be
Operator's Council changed from time to
(10C) Dues time. Thisfeeis
placed in afund for the
IOC's benefit and
covers their operating
- EXpenses.
Standard Weekly (Commission
Travel Agent commission invoice istransmitted A delinquency fee of
Commission (currently 10%) | each Sunday night and $20/invoice four or
through our payment must be more weeks overdue
Trave mailed to us no later is charged each month
Agent than Friday). aninvoiceisoverdue.
HAZ Hotels International
Privileges/Airline
Frequent Traveler
Program Fee
Weekly (Commission Fees are used to
invoiceistransmitted administer program,
each Sunday night and reimburse hotels for
5% of room payment must be award nights and pay
revenue mailed to us no later for airline miles
generated by than Friday). awarded.
HAZ Hotels
Internationa
Privileges
members or
airline frequent
travelers.

10




Global Distribution Fee

$3.75 for each

_ Payable monthly. Feeisa
reservation reimbursement of our
received costs to global
through a global distribution systems.
distribution
system
with which we
have an
Agreement.
Total Lodging by $1,500 On enrollment. Y ou a'so must pay
HAZ HOTELS INTERNATI_ONAL I__LC travel, |0dg| ng and
Orlentatllzon living expenses for all
ee attending employees.
. Y ou a'so must
CHA/CLM Training $1,000 On enrollment. travel, lodging gnaé/
Fee living expenses for all
attending employees.
. $50/quarter plus Payable quarterly.
Educational any
Resources Club applicable State
taxes
Optional Training Reasonable On enrollment. Y ou a'so must pay
Programs charges travel, lodging and
ranging from living expenses for all
$100- attending employees.
$200.
NAME OF FEE AMOUNT DUE DATE REMARKS
Renovation Extension $5,000 Upon expiration of If we agree to an
Fee (Note 4) your renovation extension, you must
deadline. pay us $5,000 for each
3-month extension.
Assumption Fee $5,000 Upon submission of
application.
The cost of one Variable. You must refund the

100% Satisfaction
Guarantee
Reimbursement
Program

night's
stay at your
property.

cost of one night's stay
to the customer if they
are not completely
satisfied.

11




DESIGN SERVICES

Initial Feasibility/Site
Planning

Revision to Initial
Feasibility/Site Plan

Exterior Facade
Enhancements

Project Renovation
Assistance

Note 1:

Note 2:

Note 3:

Note 4:

$75/hour not to
exceed
$1,200

$75/hour

$75/hour not to
exceed
$600

$75/hour

Within 45 days of

completion of work.

Within 45 days of

completion of work.

Within 45 days of

completion of work.

Within 45 days of

completion of work.

At your request, we
will provide a
conceptual site plan in
sketch form including
preliminary program
ideas.

At your request, we
will provide a
conceptual site plan in
sketch form including
preliminary program
ideas.

At your request, we
will provide a
conceptual exterior
sketch to include
building materials and
colors.

At your request, we
will provide custom
tailored project
renovation assistance
to your needs.

"Gross Room Revenues" are revenues from the rental, sale, use or occupancy of
sleeping rooms, meeting rooms and banquet rooms at the hotel for whatever purpose,
including cash and credit transactions, whether or not collected by you. It does not
include taxes required by law, revenues from telephone calls, vending machines, room
service or food and beverage sales.

This fee is payable only if the Franchise Agreement is terminated due to your breach and
does not apply where state law prohibits it.

These fees are applicable only if you choose to expand or transfer your property. Our

consent is required for any expansion or transfer.

This fee is payable only if you do not complete any required renovations in a timely

manner.

12




ltem 7

YOUR ESTIMATED INITIAL INVESTMENT

MONARCHY INN, HOTEL MONARCHY OR HOTEL MONARCHY & SUITES

(Note 1)

The following table presents an estimate of the initial investment (not including land costs or real estate
taxes) required to construct and open a new construction hotel based on our prototype designs. Your
actual costs may fall outside the estimated ranges stated below.

Architectural
Plans &

Inspections

Soil Tests

Legal Fees

Environmental
Impact Study

Market Study

Travel

Construction

(does not include
permits &
licenses)

Insurance,
Construction

(Note 5)

Salaries

Pre-Opening
Advertising

Furniture, Fixtures
& Equipment

Hotel operation software by
HAZ Hotels

Hardware

$40,000-$100,000

$3,000-$10,000

$10,000-$45,000
$0-$15,000

$10,000-$15.000

$0-$25,000

$30,000-%$40,000
per room

$1,000-$2,000

$40,000-$100,000

$0-$60,000

$4,000-%$6,000
per room

$12,000-%$25,000,
or higher
depending on the
configuration
chosen (number
of workstations,
printers, etc.)

As incurred

As incurred

As incurred

As incurred

As incurred

As incurred

As incurred

As incurred

As incurred

As incurred

As incurred

Lump sum

Before opening

Before opening

Before opening

Before opening

Before opening

Before opening

Before opening

Before opening

Before opening

Before opening

Before opening

Upon ordering

Your architect

Your consultants

Your attorneys

13



AMOUNT(Note 2) METHOD OF WHEN DUE TO WHOM
CATEGORY PAYMENT PAYMENT IS
MADE
_ $125/room, Lump sum Before opening Us
Hotel operation $6,000 minimum-
software by $8,000 maximum
HAZ Hotels
Software License
Fee $7,500 minimum :
plus related travel Lump sum Before opening Us
Hotel operation expenses.
software by
HAZ Hotels
Training and
Installation $1,500/optional L .
interlace ump sum Before opening Us
Software Interface $80,000-$125,000
License Fee As incurred Before opening Your insurance
carrier
Insurance,
General Liability $5.000-$45.000
(Note 6) ’ ' As incurred Before opening Your insurance
Insurance, carnier
Workers
Compensation
(Note 7)
Opening As incurred Before opening Your suppliers or
Inventories of HazHotels.com
Supplies (Note 8)  $700-$1,400 per
room
Total Lodging by
HAZ HOTELS
'NTER'}‘_'E‘E'ONAL' $1,500 As incurred Before opening Us
CHA/CLM $1.000
Training Fee ’ .
As incurred Upon enrollment Us
Educational $a?r?)f q;pz’gﬁ%;glgs As incurred Quarterly Us
Resources Club State tax
High Speed $14,000-$25,000 As incurred Before opening Your supplier

Internet Access
for in-room, in-
lobby, public
areas and
meeting rooms
(Note 9)

and/or CHI
Endorsed Vendor

14



Note 1:

Note 2:

Unusually high locally imposed development fees might impact initial expenses. Where the hc
Note 3- existing hotel, we are unable to estimate the initial investment since it depends in large part on the c
hotel and any upgrades necessary to bring the hotel up to our standards.
Estimates based on an 80-guestroom hotel.

See Item 5 for the conditions when this fee is partially refundable.

Note 4: Real estate costs vary considerably. An 80 room, three story Monarchy Inn hotel needs at least 1.7 a
the building and adequate parking areas (1 car per room). Your land costs depend on land prices ir
area and on the site you select. Frontage on maijor thorouaghfares and proximity to interstate highw

transportation centers used by persons needing overnight accommodations are desirable.
Note 5: These policies must provide limits per location of coverage as stated in the franchise
agreement.

Note 6: These policies must provide limits per location of coverage as stated in the
franchise agreements.

Note 7:Statutory Workers Compensation and Employers Liability insurance with minimum
Employers Liability limits of coverage as stated in the franchise agreement.

8: Opening inventory of supplies includes logo'ed items, linen, paper supplies and
housekeeping supplies.

Note 9: The estimate of $14,000-$25,000 is based on a wired solution for the hotel size shown
and includes wiring, routers, software, server, sputters, etc. Wireless solutions
could range from $7,500 - $9,500 depending upon the number of access points.

You must also arrange and pay for the Incoming Broadband Service. You may
purchase this from any available source. If you obtain this service through vendors
with whom we have make arrangements, we currently estimate that it will cost
between $3,700 - $12,800 per year. This estimate is based on the hotel size shown
and currently includes high speed Internet Access (delivered by T-1, DSL or a
Fractional T-1) and 2417 support provided by a third party with Tier | and Tier Il
levels. Your costs will vary depending upon bandwidth usage and your hotel's size
and location.

Note 10: We based these estimates on our experience with hotel franchises and discussions
withhotel business people.

Note 11:All fees are non refundable unless otherwise stated. Hotel Monarchy & SUITES

(Note 1)

The following table presents an estimate of the initial investment (not including land costs or real

estate taxes) required to construct and open a new construction hotel based on our prototype
designs. Your actual costs may fall outside the estimated ranges stated below.

15



CATEGORY AMOUNT(Note METHOD OF

PAYMENT
Hotel operation software by ~ $125/room, Lump sum
$6,000
HAZ HOTELS INTERNATIONAL, LLC minimum-
$8,000
Software License ~ maximum
Fee
Hotel operation software by $7,500 minimum  Lump sum
plus related
HAZ HOTELS INTERNATIONAL, LLC travel
Training and  expenses.
Installation
Software Interface $1,500/optional ~ Lump sum
License Fee interface
Insurance, $5,000-$45,000  As incurred
Workers
Compensation
(Note 7)
Opening $1,000-$1,700 As incurred

Inventories of
/buys Supplies (Note8)

per room

WHEN DUE

Before opening

Before opening

Before opening

Before opening

Before opening

TO WHOM
PAYMENT IS
MADE

Us

Us

Us

Your insurance

carrier

Your suppliers or

HazHotels.com

16



Total Lodging by

HAZ HOTELS INTERNATIONAL, LLC

CHA/CLM

Educational

Resources Club

High Speed
Internet Access
for in-room, in-
lobby, public
areas and
meeting rooms

Additional Funds

for 3-Month Initial
Period (Note 10)

CATEGORY

TOTAL ESTIMATED INITIAL
INVESTMENT

(Does not include

real estate costs)

TOTAL COST PER ROOM
Note 1:

$1,500

$1,000

$50/quarter
plus
any applicable

$14,000-
®2R NNN

$80,000-
$125 00N

AMOUNT (Note
2)

$3,969,752-
$5,506,962

$45,629-
$63,298

As incurred Before opening

Orientation Fee

As incurred Upon enrollment

.

As incurred Quarterly

State tax

As incurred Before opening

Monthly After opening

navment
for recurring
As incurred for
her expenses

METHOD WHEN DUE
OF
PAYMENT

Us

Us

Us

Your supplier
and/or CHI
Endorsed Vendor

Us, your

suppliers, your

employees,
utilities

Unusually high locally imposed development fees might impact
initial expenses. Where the hotel is an existing hotel, we are
unable to estimate the initial investment since it depends in large
part on the condition of the hotel and any upgrades necessary to

bring the hotel up to our standards.

NOTE 2 Estimates based on an 87-guestroom hotel.

NOTE 3See Item 5 for the conditions when this fee is partially refundable.

NOTE FOR Real estate costs vary considerably. An 87 room, three story HOTEL MONARCHY & hotel

needs at least 1.7 acres for the building and adequate parking areas (1 car per room).
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Your land costs depend on land prices in your area and on the site you select.
Frontage on major thoroughfares and proximity to interstate highways or transportation centers
used by persons needing overnight accommodations are desirable.
5: These policies must provide limits per location of coverage as stated in the franchise agreement.

Note 6:These policies must provide limits per location of coverage as stated in the franchise agreements.
Note 7:Statutory Workers Compensation and Employers Liability insurance with minimum
Employers Liability limits of coverage as stated in the franchise agreement.

Note 8:Opening inventory of supplies includes logo'ed items, linen, paper supplies and housekeeping supplies.
Note 9: The estimate of $14,000-$25,000 is based on a wired solution for the hotel size shown
and includes wiring, routers, software, server, splitters, etc. Wireless solutions could range

from $7,500 - $9,500 depending upon the number of access points.

You must also arrange and pay for the Incoming Broadband Service. You may
purchase this from any available source. If you obtain this service through vendors
with whom we have make arrangements, we currently estimate that it will cost
between $3,700 - $12,800 per year. This estimate is based on the hotel size shown
and currently includes high speed Internet Access (delivered by T-1, DSL or a
Fractional T-1) and 2417 support provided by a third party with Tier | and Tier Il
levels. Your costs will vary depending upon bandwidth usage and your hotel's size
and location.

Note 10: We based these estimates on our experience with hotel franchises and discussions
with hotel business people.

Note 11: All fees are non refundable unless otherwise stated.
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Item 8

OBLIGATIONS TO PURCHASE OR LEASE FROM APPROVED
SOURCES OR ACCORDING TO SPECIFICATION

You must design the hotel to meet minimum standards for guest room size and facilities and equip
the hotel with furniture, fixtures and equipment, bath and bed linens, draperies, bedspreads,
carpet, wail coverings, lighting, ice machines, telephone systems and other amenities for which we
have established specifications or minimum standards. You must obtain insurance as described in
Item 7. You must purchase your Mark-bearing supplies (i.e. soap, cups, matches, ashtrays,
toiletries and other amenity

items) from Haz Hotels Endorsed Vendors.

We estimate the cost of opening inventory for items that must be purchased from Endorsed
Vendors or subject to our standards or specifications to be about 35%-40% of your initial
investment in a new construction facility. Your annual expenditures on these items should be about
5% of your annual

purchases.

Our Partner Services Department maintains a list of "Endorsed Vendors" of products and services
for our franchisees. You do not have to purchase non-mark-bearing products which otherwise
meet system standards from Endorsed Vendors. You do have to purchase Mark-bearing items,

such as signs, stationery and bath amenities, only from Endorsed Vendors. You must also
purchase bedding (mattress and box spring) per specifications through a HAZ HOTELS Endorsed

Vendor or submit alternative bedding specifications that meet or exceed those that HAZ HOTELS

INTERNATIONAL, LLC requires. Neither HAZ HOTELS INTERNATIONAL, LLC nor any persons
affiliated with HAZ HOTELS INTERNATIONAL, LLC are currently Endorsed Vendors.

Vendors that are not on the Endorsed Vendor list may apply to become "Endorsed,” and you may
recommend new vendors to us. Among the criteria that we consider is the financial stability of the
company, whether the product or service meets system standards and if the product or service is
of use to our franchisees. Where applicable, the vendor must submit product samples and
specifications to us for inspection and/or testing. We usually make our decision and notify the
vendor within 90 days after all information and samples have been submitted, although a longer
period may be required for products or services that, due to their cost or importance to the
system, may have significant impact on our franchisees. Although we do not do so currently, we
may charge reasonable testing and/or inspection fees. We may limit the number of Endorsed
Vendors to obtain volume discounts and ensure consistent quality and adequate supplies for the
entire Hotel Monarchy chain or the entire hotel system. We may revoke a vendor's "Endorsed’
status if the vendor no longer meets our criteria, if they breach the agreement with us or if the
product or service offered is no longer competitive in price or quality.

For our efforts in obtaining, managing, marketing and monitoring Endorsed Vendors, we usually
receive commissions or rebates from Endorsed Vendors that typically range from 1% to 10% of gross
sales volume to franchisees, as well as a flat fee that we typically receive annually from each endorsed
vendor. In exchange for these fees, we must provide each vendor with certain services, which typically
include the one or more of the following: marketing services from our Directors of Partnership Services
and Marketing Managers, space on our HazHotels.com® website, a booth at our annual convention
and advertisements in our publications (Priority Pack, Primary Source and The Times). We do not
provide
franchisees with any special benefits, such as opportunities to acquire additional
franchises, if they make purchases from Endorsed Vendors.

As part of the Endorsed Vendor program, we are currently offering a national food and beverage
program, "Breakfast Bucks" through which participating hotels are eligible to receive a portion of the
commissions and rebates paid by certain Endorsed Vendors based on their actual
purchases from the participating vendors.

You must display at your hotel entrance at least one main identity sign displaying
the name and logo of your hotel. Electrical signs are available from manufacturers
who must be approved and licensed by us and who must comply with
specifications. The licensed manufacturers must meet certain business, financial
and insurance requirements (available on request). We derive income from
appointment fees, limited trademark licenses, drawing charges and commissions
on signs sold that are purchased through
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our licensed sign or face manufacturer. All highway billboards and printed
advertising must use our Marks in accordance with our specifications.

As described in item 11, you must purchase, from us, the Operation Manager
Software by HAZ HOTELS INTERNATIONAL, LLC property management system
software, installation and training. You also must purchase the hardware that we
specify to operate Hotel operation software from our Endorsed Vendor, Dell, Inc.,

and must install the data

communications system that we designate for participation in the reservation

system (See Items 5, 7 & 11).

You do not have to participate in any purchasing or distribution cooperative we
maintain. However, the HAZ Hotels Partner Services Department negotiates
pricing believed to be favorable from its Endorsed Vendors for franchisees, and
we may from time to time offer cooperative buying programs to provide additional
savings for those hotels that commit to any such program. Most pricing and
relationships are accessible via HazHotels.com/buys®, a proprietary web-based
electronic catalogue.

Iltem 9

ERANCHISEE'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 OFFERING CIRCULAR.

SECTION IN ITEM IN OFFERING
OBLIGATION SECTION IN
ERANCHISE TECHNOLOGY CIRCULAR
AGREEMENT SERVICES AGREEMENT
AND SOFTWARE
LICENSE
Site selection &
Acquisition NONE
lease NONE NONE
Pre-opening ltems5,7,8& 11
purchases/leases .
Sections 6(d), (e) & (f) Schedule 1
Site development & gections 6(d) & 23 NONE Items 5,7,8&11

other pre-opening
requirements

Initial & ongoing items 6,7 & 11
training ) ) .
Section 6(d) Sections II(D) & IV(E)(ii)
Opening| Sections 1(d) & 23(c) NONE Item 11
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Sections 4, 6(d), (f), 0)
&

Fees Section IV Items 5, 6, 11 & 17
(0), 8, 9(b), 10(d) &
23(c)(2)
Compliance with  sections 1(h), 6 & Sections Ill & VI ltems 8 & 11
Standards & 23(c),
Policies/Operating (d) & ()
Manual
Trademarks & ) NONE Items 13 & 14
proprietary| Sections 1(g), 6(a), 7
information &
23(c)(5) & (d)
Restrictions on Section 6(c) NONE Items 8 & 16
products/services
offered
Warranty& NONE Section 1(G) NONE
customer service
requirements
Territorial NONE NONE NONE
development and
sales quotas
Ongoing| Sections 6(a) & (f) NONE ltem 8
product/service
purchases
OBLIGATION SECTION IN SECTION IN
FRANCHISE TECHNOLOGY ITEMCIIIE((:)LIJ:LFESING
AGREEMENT SERVICES AGREEMENT
AND SOFTWARE
LICENSE
Maintenance, Section 6(a) Sections Il & VI ltems 6, 8 & 11
appearance and
remodeling
requirements
Insurancel Sections 12 & 23(e) NONE ltems 6,7 & 8
Advertising Section 23(c)(8) NONE ltems 6 & 11
Indemnification Section 13 Section VII(E) NONE
Owner's NONE NONE ltem 15
Participation/
Management/
Staffing
Records/Reports Section 4(d) NONE Item 6

21




Sections 4(d), 5(b),

Inspections/Audits 6(g
& 23(c) NONE ltems 6 & 11
Transfer Section 9 Sections VII(G) Items 6 & 17
Renewal NONE NONE Item 17

Post-termination

obligations )
Section 11 NONE ltems 6 &17
Non-competition NONE

covenants NONE NONE

Sections 17 & 22 Section VII(K) Item 17

Dispute resolution
Item 10
EINANCING

INITIAL FEE INSTALLMENT NOTE

At our sole discretion and on approval of your credit, we may finance up to 1/2 of the affiliation fee at
an interest rate of 8% with the other 1/2 of the affiliation fee due when the franchise agreement is
signed. In that event, you must sign an installment note, see Exhibit G. Note payments are due on a
monthly basis for a maximum of 12 months with the first payment (amount financed = 12) generally
due one month after the note is signed. The note may be accelerated upon default and provides for a
waiver of presentment, demand for payment, notice of dishonor, protest, and includes a confession of
judgment clause. Personal guarantees may be required. The note contains no pre-payment penalty.

MINORITY INCENTIVE

We are currently offering an incentive program to encourage African-American, Hispanic, and Native
American entrepreneurs to franchise our brands ("Minority Developer incentive Program"). The
Minority Developer Incentive Program is intended to address the historic under-representation of
these groups in the hospitality industry and involves our commitment of capital to provide
development loans to qualifying franchisees that commit to either building a HAZ HOTELS
INTERNATIONAL LLC -branded hotel, or, converting an existing hotel to a HAZ HOTELS
INTERNATIONAL LLC -branded hotel.
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To qualify for the Minority Developer Incentive Program, you must meet all of the following
Conditions: you must request the Minority Developer Incentive at the time of application; you must
meet our then-current qualifications for new franchisees (including our standard credit review); you

must own the hotel; if you are an individual, you must be a member of one of the minority groups
identified above; if you are a legal entity, you must be at least 51% legally and beneficially owned by
persons of one or more of the minority groups identified above; and the Minority Developer Incentive
may not be combined with any other incentive program that we may be offering at the time of your
application. We may discontinue the Minority Developer Incentive Program at any time.

Each development loan we make for a Monarchy INN or Hotel Monarchy & SUITES hotel will be for
$1,500 per room in the hotel (maximum of $125,000 with a limit of one development loan under the
Minority Developer Incentive per individual franchisee, franchisee entity, or their affiliates). Each loan
will be evidenced by a 10-year forgivable promissory note attached as Exhibit H (the "Note"). We will pay
the loan proceeds to you only after the Opening Date of your hotel. Forgiveness of the Note will be
amortized over 10 years (beginning on the Opening Date of your hotel) using a straight-line method, so
that the Note will be completely forgiven if you do not commit certain defaults under your franchise
agreement for 10 years after the hotel opens. You may use the proceeds of the Note for any purpose
related to the hotel. We do not require any security for this note, but may require personal guaranties.
The Note is structured to provide for 1 payment at the end of 10 years; however, you do not have to
make payments on the Note if you remain in good standing under your franchise agreement. If you
default in payments due us under your franchise agreement, your franchise agreement is terminated,
you sell the hotel, you die or you file for bankruptcy, then the entire remaining unforgiving principal
balance is immediately due along with interest (accruing on the remaining unforgiving balance only)
from the original date of the Note at an interest rate of prime plus 2%. Under the note, you must waive
demand, presentment for payment, protest, notice of dishonor and your right to a JUI'Y trial. On your

default, you also must pay all reasonable expenses, costs and attorneys' fees that we incur in collecting
the note.

In addition, neither you nor HAZ HOTELS INTERNATIONAL, LLC may terminate the franchise
agreement, without cause, until the 10thanniversary of the Opening Date. Accordingly, you and HAZ
Hotels must waive our respective rights to terminate the franchise agreement, without cause, on the

sth anniversary of the Opening Date. See the Minority Developer Incentive Addendum attached as
Exhibit 1 and item 17.a, d and e for additional information.

We have entered into a non-exclusive endorsed vendor agreement with a third party named MFI
Banking ( known as MFI) (MFI) under which MFI offers conventional and SBA financing Brokerage
to those of our franchisees that choose to use MFI to finance some of the following costs: initial
franchise fee, site acquisition, construction or remodeling, equipment and/or fixtures, opening
inventory or supplies, ongoing inventory or supplies, replacement of equipment of fixtures, and
other continuing expenses. These loans are generally for up to 70% to 80% of the value of the
collateral and range from $300,000 to $4,000,000 for acquisitions, refinances and construction
permanent loans.

Interest rates are either fixed or variable and are at MFI's discretion. You are
not required to use MFI as your BROKER. If you choose to use MFI as your
BROKER, you must enter into agreements with MFI, substantially in the form
attached as Exhibit I. The loan will be for 15 to 20 years and will require
monthly payments, with the amount of the payments based on the terms
agreed upon. You must grant a first lien on land and building, a first lien on
furniture, fixtures and equipment and, if necessary, a lien on your personal
assets. MFI will require that you personally guarantee the loan. The loans can
be pre-paid and there may be a pre-payment penalty.

If your payment is not received within the time period allowed by the loan
documents, you must pay a late fee for all payments of the lesser of 5% of the
unpaid amount of the payment, or the maximum permitted by law. If you
default on the note, the entire remaining principal balance becomes due. You
must waive your rights to presentment for payment, demand, protest, notice of
non-payment or dishonor, notices of protest and all other demands or notices.
On default, the note will bear interest at the maximum rate permitted by
applicable law. You must also pay MFI all the costs of collection or costs of
exercising its remedies, including attorneys' fees. You must waive your right to
object to jurisdiction in the courts of SEATTLE, WASHINGTON STATE as the
venue for the resolution of disputes and must waive your right to a trial by Jury.
Seethe sample documents in Exhibit | for additional rights and remedies.
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In consideration of HAZ HOTELS INTERNATIONAL, LLC's agreement with MFI,
HAZ HOTELS INTERNATIONAL, LLC will receive a flat payment annually. In
addition, HAZ HOTELS INTERNATIONAL, LLC will receive from MFI a fee of
.125% of service transactions.
We have not sold, assigned or discounted commercial paper to anyone, nor do we intend to

(although permitted to do so).
Item 11
FRANCHISOR'S OBLIGATIONS
Except as listed below, we need not provide
any assistance to you're-OPENING

ASSISTANCE. Before you open your hotel, we

will:

CONSTRUCTION.

If new construction, review and comment on whether your preliminary drawings,
final working drawings and building plans for the hotel meet our Rules and
Regulations. (Franchise Agreement, 823(b))

You must submit your preliminary drawings for our approval within 3 months and
final working drawings for our approval within 6 months of signing the franchise

agreement. (Franchise Agreement, §23(c)(1))

You must begin construction of your hotel within 8 months after the date of the
franchise agreement, and, within 5 days after Construction start, notify us that
the Construction Start has occurred (Franchise Agreement, §23(c)(2)), continue
construction of the hotel, in accordance with the plans without interruption, until
the hotel is ready for our inspection and complete construction of the hotel,
including furnishing, equipping and preparing for opening, within 12 months of
construction start. (Franchise Agreement, 823(c)(3))

OPERATIONS MANUAL

Loan you one copy of the current Franchise Operations and Services Manual and
the Rules and Regulations. These are our property and we may change them
periodically after consulting with the Franchise Association. (Franchise
Agreement, 85(a))

This manual is confidential and remains our property. As of March 15, 2006, the
Franchise Operations and Services Manual was a minimum of 288 pages in
length. The total number of pages devoted to each subject in the Franchise
Operations and Services Manual is depicted in the Table of Contents that is

Exhibit J to this Offering Circular. We may periodically revise, add to or update
operations standards through issuing revisions of the Franchise Operations and
Services Manual.

TRAINING
We will provide training, as described below (Franchise Agreement, §6(d)):

TOTAL LODGING by HAZ HOTELS INTERNATIONAL, LLC ORIENTATION
PROGRAM (Note 1)
(Effective April 1, 2006)
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HOURS OF

SUBJECT
INS&%?E;I'SL\IAL CLASSROOM TEAM LEADER (Note 3)
TRAINING
(Note 2)
Welcome to -
HAZ HOTELS INTERNATIONAL, LLC None 0.5 Facilitator
Review Competition and
Marketing ) )
Handouts, videos 2 Marketing Staff
Brand Management - Same )
strategy operating 751 Brand Managers
standards, marketing and
awards
New Construction and Same Building and Construction
Conversion Support . Staff
Staffing Management
Team
Same 3 Human Resources Staff
Marketing Plan Same 3 Marketing Staff
HOG Database Same 2 Facilitator
Budgeting Hotel Same 2-3 Facilitator
Property System Training Same 3 Facilitator
Training Same 5-1 Training Department
Business Case Study Same 20 Facilitator
Wrap-up None .25 Facilitator

Note 1: This training is mandatory for all owners and general managers of new properties, conversions
and transfers to new owners.

Note 2: We do not provide on-the-job training.

Note 3: The Total Lodging by HAZ Hotels instructors' experience ranges from 3

years to 29 years.

The owner must attend Total Lodging by HAZ HOTELS INTERNATIONAL, LLC within 90 days of signing
the franchise agreement and the general manager must attend Total Lodging by HAZ HOTELS within 60
days before opening or upon hire. The cost of the training classes shall not exceed $1,500 each for the
owner and the general manager plus travel, lodging and meals while attending the Orientation Program.
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Instructional materials are included. Attendance at the Orientation Program is open to other members of
your staff at a cost not to exceed $500 each plus travel, lodging and meals while attending the program.
The Franchise Service Director may require attendance of an owner or operator, at this orientation
program, at anytime, based on less than expected results at an open and operating hotel.

Attendance at TLH is mandatory. Failure to attend within the prescribed time frame may result in formal
default, and failure to cure the formal default could result in the termination of your franchise
agreement.

We will provide the CHA and CLM Management Training Program (CHNCLM Training), as described
below.

CHA and CLM MANAGEMENT TRAINING PROGRAM (CHA/CLM Training) (Note 1)
(Effective April 1, 2005)

DAY  TIME TOPIC CONTENT COVERED INTERACTIVE (NOTE
2)
HAZ Hotels CENTRAL,
AM SYSTEMS AGENT INTERFACE, COMFI;'LA\J"\II'ES ON 5
TRAINING -
MONDAY HOTEL OPER:‘I’I\II(SN SOFTWARE
12:00- LUNCH HAZ HOTELS INTERNATIONAL,
LLC ADVANTAGE.
1:00
PM SYSTEMS
TRAINING
AM HUMAN HR CYCLE CASE STUDIES,
RESOURCES RECRUITING WORKBOOK
; EXERCISES AND MINI
TUESDAY INTERVIEWING, UECTURES
SELECTING, TRAINING :
CYCLE, TURNOVER
12:00- LUNCH COSTS, EXIT
1:30 INTERVIEWS.
PM LEADERSHIP CASE STUDIES, ROLE-
SKILLS PLAY, WORKBOOK
MAN A%OET,,FEL,\'I(T:TTEAM EXERCISES AND MINI
MEETINGS, MANAGING LECTURES.
CHANGE, CHANGING
WORKFORCE,
KNOWING YOUR TEAM,
GOAL SETTING AND
COACHING.
AM MENU PLANNING, FOOD GROUP PROJECTS,
FOOD AND AND COSTS, WORKBOOK
BEVERAGE SUGGESTIVE SELLING, EXERCISES AND MINI
(INCLUDING HEALTH AND SAFETY LECTURES.
CONTINENTAL ISSUES. -
WEDNESDAY BREAKFAST.)
LUNCH
12:00-
1:30
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PM SALES AND GROUP DISCUSSION,

MARKETING WORKBOOK
EXERCISES, ROLE-
MARKETING PLAN PLAY AND MINI
ADVERTISING AND |£R, LECTURES.
BUDGETING,

PROSPECTING, SALES
CALLS AND INTERNAL
SALES.

AM ROOMS LEGAL ISSUES, FRONT E‘ngggé‘ffﬁg?,ﬁhl

MANAGEMENT DESK MANAGEMENT
EMERGENCY LECTURES.
PROCEDURES, SAFETY
AND SECURITY,
12:00- LUNCH MAINTENANCE AND

THURSDAY|

1:30 HOUSEKEEPING.

PM FINANCIALS WORKBOOK
EXERCISES, GROUP
ACTIVITIES AND MINI
FINANCIAL LECTURES.
STATEMENTS, REVIEW
FORECASTING, COST
CONTROLS, YIELD
MANAGEMENT,
BUDGETING,
CONTROLLING LABOR
COSTS.

AM REVIEW

FRIDAY
PREVIOUS 3 DAYS
12:00- LUNCH TOPICS FOR

CERTIFICATION EXAMS.

1:30
PM CHA OR CLM
CERTIFICATION
EXAM
Note 1: This training is mandatory for all general managers.
Note 2:

Note 3: CHA/CLM Training instructors have an average of 15 years hospitality experience. We

Note 4: do not provide on-the-job training.

You will have the opportunity to gain Certified Hospitality Administrator
(CHA) certification or Certified Lodging Manager (CLM) certification through

CHA/CLM Training.
The General Manager must attend the CHAICLM Training classes within 90 days after the opening of
the property. Attendance requirements are considered completed if the general manager achieves a
passing score on the certification exam before attending the CHNCLM Training classes. The cost of
pre-attendance testing is $350. Any supplemental or replacement general manager must also
complete the program by achieving a passing score, preferably before assuming his or her duties, but
no later than 6 months after. The cost of the training classes will not exceed $1,000 plus your general
manager's travel, lodging and meals while attending the training classes. Instructional materials are
included. Attendance at the CHA/CLM Training classes is open to other members of your staff. The
training will be offered 12 to 15 times per year at the Seattle, WA locations. All general managers
attending the CHA/CLM Training classes must successfully complete a certification exam.
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You must also participate in the Educational Resources Club. The cost of the Educational Resources
Club is $50 per quarter plus any applicable state tax.

HOTEL OPERATION by HAZ HOTELS INTERNATIONAL, LLC TRAINING (Note 1)
(Effective April 1, 2006)

SUBJECT

INSTRUCTIONAL | HOURS OF ON-SITE INSTRUCTOR
MATERIALS TRAINING (NOTE 2)
Set Up Facility None 2-3 HAZ HOTELS INTERNATIONAL, LLC
(Arrival Day) Trainer
Manager Meeting and None 6-12 Same
Database Creation
(Day 1)
Configuration Same 2 Same
(Day 1)
Introductionl  Training Manual 1 Same
(Day 2)
Getting Around Same 5 Same
(Day 2)
Reservation Basics Same 2.5 3
(Day 2) Same
Advanced Same 2 Same
Reservations
(Day 2)
Checking In Same 1 Same
(Day 2)
Changing Your Shift Same 1 Same
Review Same 1 Same
(Day 3)
Posting Same 15 Same
(Day 3)
Check Out Same 15 Same
(Day 3)
Posting and Check Same 5 Same
Out
(Day 3)
Housekeeping/Out of Same 1 Same
Order
(Day 3)
Guest Histor Same 1 Same
(Day3
SUBJECT INSTRUCTIONAL | HOURS OF ON-SITE INSTRUCTOR
MATERIALS TRAININ (NOTE 2)
Changing Your Shift Same -5 Same
(Day 3) Same
Database Review Same 2.5
(Day 3) Same
Group Booking Set-up Same 1
(Dav 4)
Night Audit Same 1.5 Same
(Day 4) Same
Accounts Receivable Same 1.5
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(Day 4) Same

Travel Agent Same 1
(Day 4)
Same
HAZ HOTELS
INTERNATIONAL, LLC
Link for Same 1.5

Windows

(Day 4) Same

Review Night Audit Same 1
(Dav 4)

Reservation Input Same
(Dav 5)

Installation Same 3-4
(Day 6) _ Same
Conversion Same Varies

(Dav 6)

Review HAZ Same

(Dav 7)
Interface Installation Same
(Day 7)
Interface installation Same Varies
(Dav 7)
On-Site SupportSam On-going
(Days 7-8)
On-site SupportSEIA'ﬂn On-going
(Days 7-8)

Varies Same

Same

1-2 Same

Varies Same

Same

Same

Same

Day 8)

Note 1: This training is mandatory for all general managers, assistant general managers and front
office managers.

Note 2: The Hotel operation by HAZ HOTELS INTERNATIONAL, LLC instructors experience ranges
from 3 years to 10 years.

The General Manager, Assistant General Manager and Front Office Manager must attend the Hotel
operation by HAZ HOTELS INTERNATIONAL, LLC training classes. Any supplemental or
replacement general manager must also complete the program, preferably before assuming his or
her duties, but no later than 6 months after. Instructional materials are included. Attendance at the
Hotel operation by HAZ HOTELS INTERNATIONAL LLC training classless open to other members of
your staff. The training will be held at your hotel.

We also offer many optional training programs throughout the year. Included in these programs is
the HAZ HOTELS INTERNATIONAL, LLC Training Days regional workshop program. in these
educational workshops, you and your staff can gain valuable knowledge on a wide variety of topics
to help your hotel become more effective, profitable and efficient. Attendance for HAZ HOTELS
Training Days is less than $50 per person per workshop.

SITE SELECTION

We approve the site you select. We take into account the location, market and revenue potential as
factors for selection and approval. The Franchise Committee will review your application within 30
days of submission. If a site cannot be agreed on and we reject your application, your affiliation fee
will be refunded and no franchise agreement will be signed. The "typical" length of time between the
signing of a Franchise Agreement and the opening of a newly constructed hotel is between 12 and 18
months. For an existing property to be converted, the time table varies dependent on your ability to
obtain any necessary financing, the amount of renovation required to meet our specifications and the
process required to obtain all the necessary permits, license and approvals from various government
agencies.

POST-OPENING ASSISTANCE. During the operation of the hotel, we will:
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NEW HOTEL SALES SUPPORT

The New Hotel Sales Support Department will assist you with analyzing competition, identifying and
calling on prospective accounts, developing promotional materials and direct mail collateral,
considering advertising opportunities, scheduling AAA property inspections, participating in HAZ
HOTELS INTERNATIONAL, LLC marketing programs and developing a sales action plan for ongoing
efforts by your hotel's management team.

INSPECTIONS

Periodically inspect the hotel, evaluate your compliance with the franchise agreement and the Rules
and

Regulations, and advise you on changes necessary to bring the hotel into compliance with system
standards. (Franchise Agreement, 85(b))

MARKETING

Using the portion of the monthly fees that are designated for the purpose, provide national,
international and regional advertising, promotion, publicity, marketing research, System programs
and related programs as we reasonably determine to be appropriate for the system. These services
may be combined with other hotel systems that our affiliates or we operate in our sole, but
reasonable, discretion.

We will also periodically publish and distribute to the traveling public a directory of all hotels in good
standing. (Franchise Agreement, §85(c))

Advertising is primarily disseminated via direct sales efforts, newspapers, consumer and trade

publications, directories and other collateral materials. National advertising and promotion agencies
are primarily used to create and place advertisements with the participation and supervision of our in-
house marketing department. Funding for the advertising program comes from a national marketing

fund (the "Fund") into which a portion of each MONARCHY INN, HOTEL MONARCHY & SUITES,

HOTEL MONARCHY franchisee's monthly
Marketing Fees are deposited. We do not usse ar|1y of 'éhe marketing fund to solicit new franchisees.
ee Item 6.

We administer the Fund, although recommendations by the International Operators Council, the
association of MONARCHY INN, HOTEL MONARCHY & SUITES, HOTEL MONARCHY franchisees,
(the "IOC") are considered. Audited financial statements for the Fund are prepared each year and
provided to the IOC. They are provided to you on request. Any monies that remain in the Fund at the
end of the fiscal year generally are carried over for use in the following year unless there is a deficit
from a preceding year. In that case, the monies will be applied to pay down the deficit and any
remaining funds will be carried over. We do not receive any payment for providing goods or services to
the Fund with the exception of nominal administrative costs. We do not have to use any portion of the

Fund for advertising in your area. You are not required to participate in any local or regional
advertising cooperatives. You will not establish a web site on the Internet using any HAZ HOTELS

INTERNATIONAL, LLC, HOTEL MONARCHY, MONARCHY containing
domain name containing similar mark names or similar names on
your web sites.

RESERVATIONS

Using the portion of the monthly fees that are designated for the purpose, we will provide an
advance reservation system for your hotel and other hotels that belong to the System (and, if we
choose to do so, for other hotel brands that we or our affiliates operate). (Franchise Agreement,

§5(d))

MPUTER HARDWARE AND SOFTWARE

We will provide computer-to computer communication between your hotel's equipment (as
described below) and our reservations system through the Operation Manager System by HAZ
HOTELS INTERNATIONAL, LLC software and data transport system to electronically update your

hotel's information in the HAZ HOTELS INTERNATIONAL LLC advance reservations system; receive
reservations from our advance reservations system; collect data on reservations made by travel
agents; and collect daily revenue and occupancy figures. (Technology Services Agreement and
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Software License, page 1, Franchise Agreement, §6)

You must purchase the Hotel operation by HAZ HOTELS INTERNATIONAL LLC property
management system software from us, and you must purchase the hardware we specify from Dell,
Inc., One Dell Way, Round Rock, Texas, 78682 (Telephone: 480-630-1550.) The major
components of the reservations hardware are an Inter Xeon™processor, or above, Multimedia
commercial file server and Workstation, an inkjet and laser printer, Windows server 2003 or
Windows XP or above operating system, a 56K external modem and a power backup unit to
provide temporary power in the event of a power failure. HAZ HOTELS INTERNATIONAL, LLC
franchisees have used hardware manufactured and sold by Dell service since 1996. The Operational
Manager Software property management system will allow you to manage your front desk
operations; coiled data on reservations made by travel agencies; and collect revenue and occupancy
figures. Periodically, you may be required to upgrade your computer equipment to comply with
minimum configurations. Although our current practice is to require a 36-month refresh of the
hardware, there is no limit on the frequency of cost of this

obligation.

We will also provide the following:

Ongoing remote support relating to maintenance of the software, 24 hours a day, 7 days a week.
(Technology Services Agreement and Software License, §l1(A))

Any and all enhancements or modifications to the Hotel operation software. (Technology
Services Agreement and Software License, §11(B))

Configuration and installation services for the Hotel operation software at no additional cost to
you. (Technology Services Agreement and Software License, §11(C))

Training relating to the use of the Hotel operation software. (Technology Services Agreement
and Software License, 811(D))

Installation, support and on-going maintenance relating to any data transport system we require
or recommend.

As of the date of this offering circular, the required data transport system is satellite equipment
consisting of: a Personal Earth station indoor equipment with R-232 interface ports, 1.0, 1.2 or 1.8-
meter, standard

administrative expenses.

ground or non-penetrating roof mount satellite receiving antenna, link or cable anti-

icing equipment, where required. up to 125 feet of link or cable and anti-
One copy of the Hotel operation software, which must be returned to us upon the expiration or
of the Technology Services Agreement and Software License. Software License, termination(Technology Services Agreement an
81I(E))
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EXPANSION

We will review and, where appropriate, approve requests to add guestrooms to your hotel after
receipt of your expansion fee and construction plans. (Franchise Agreement, §8)

Item 12

TERRITORY

We grant franchises for specific sites only. You are not given an exclusive area or territory within
which we would not operate a hotel, grant additional franchises or limit the number of franchises.
We may, depending on local market conditions or other factors, such as your prior history with us
(if any) and number of hotels franchised with us, grant territories in which no other Hotel
Monarchy properties will be franchised or operated, for a period of time that we determine. The
geographic boundaries are determined by negotiation. Our grant of an exclusive territory is
usually terminated when a franchisee

defaults under the franchise agreement, including failure to maintain Quality Assurance scores and
failure to pay franchise fees on a timely basis.

We expressly reserve the right to grant franchises or open company owned hotels at any location
under 2Ny brand name other than the location specified in the Franchise Agreement. We may open
company-
owned hotels under any brand and offer hotel franchises for budget, mid-priced and luxury hotels
under our other Marks.

If you wish to relocate or establish additional facilities, you must follow our usual application
procedures

and sign additional franchise agreements. Franchisees are not customarily granted options, rights
of first refusal or similar rights to acquire additional franchises.

Item 13
TRADEMARKS

You will receive a limited license and obligation to use the logotypes that are shown at the top of
the
cover page of this offering circular. You will receive a limited license and obligation to use the

trademark

Monarchy INN®, Hotel Monarchy & SUITES® or HOTEL Monarchy ® as mutually agreed and as
stated in the franchise agreement.

We own and license MONARCHY Inn, HOTEL MONARCHY & Suites hotel franchisees to use some of
the following service marks and trademarks registered on the Principal Register with the U.S.
Patent and Trademark Office:

ReYistered Mark Number Date of Reaqistration

HOTEL MONARCHY &
SUITES PENDING MARCH 15, 2006
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You must follow our rules when you use these marks. You cannot use a name or mark as part of a
corporate, or partnership name. You may not establish a website on the Internet using our marks,
or anything similar to these words, that does not comply with our Domain Name Policy and our
Proprietary Website Guidelines.

There are no effective adverse determinations by the U.S. Patent and Trademark Office, the
Trademark Administrator of any state, or any court, nor any pending interference, opposition or
cancellation proceedings, nor any pending material litigation involving our trademarks, service
marks, trade names, logotypes or other commercial symbols ("Marks") in this item is relevant to
their use in any state. We have filed all required affidavits.

There are no agreements currently in effect that significantly limit our rights with respect to the
Marks in any manner material to you.

We have no obligation to protect all rights that you have to use the Marks, nor are we obligated to
protect you against claims of infringement or unfair competition. On any challenge to, or claim of
infringement of, your use of any name or mark, you must immediately notify us, and we may take
any action as we deem appropriate. We may modify or discontinue use of any name or marks
and/or use one or more substitute names or marks and you must change the names or Marks at
your expense.

There are no infringing uses actually known to us that could materially affect your use of the Marks
anywhere in the United States.

Item 14

PATENTS, COPYRIGHTS AND PROPRIETARY INFORMATION

We do not give you the right to use a patent or copyright, but we allow you to use the proprietary
information in the Franchise Operations and Services Manual that is described in Item 11. The
Franchise Operations and Services Manual is copyrighted and our property, and the information is
proprietary. Item 11 described the limitations on your use of this manual. You must also promptly
notify us when you learn about unauthorized use of this proprietary information. We are not
obligated to take any action, but will respond to this information as we think appropriate.

Iltem 15

OBLIGATION TO PARTICIPATE IN THE ACTUAL OPERATION
OF THE FRANCHISE BUSINESS

We do not require you to personally participate in the direct operation of the franchised hotel nor do
we make any recommendation regarding your personal participation in the direct operation of the
franchise business.

Item 16

RESTRICTIONS ON GOODS AND SERVICES THAT THE
FRANCHISEE MAY SELL

Goods or services that you offer at the facility must be consistent with high moral and ethical
principles. You must offer accommodations that comply with our Rules and Regulations and
applicable law. We may periodically modify the Rules and Regulations to require you to provide
additional services or amenities to your guests.
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ITEM 17

RENEWAL, TERMINATION, TRANSFER AND DISPUTE RESOLUTION

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

FRANCHISE AGREEMENT

SECTION IN FRANCHISE

PROVISIONS AGREEMENT SUMMARY
a. Term of the Section 3 Term is 20 years from the opening date.
franchise However, you have the right to terminate

on the 5th, 10th and 15th anniversary of
the opening date by giving no less than
6 months prior written notice provided
you have paid all fees and charges
under the Franchise Agreement and any
other related agreement at the time of
the proposed termination and have been
current at all times during the 6 month
period preceding the termination date.
We have the right to terminate on the
5th, 10th or 15th anniversary of the
opening date by giving no less than 12
months prior written notice.

If you participate in the Minority
Developer Incentive Program described
in Item 10, both you and we waive our
rights to terminate without cause on the
5th anniversary of the Opening Date.

b. Rengwal or NONE No automatic renewal after 20-year term
extension of the expires
term

Section 23(c)(2) If new construction has not started within

8 months, we may grant a 3-month

extension.
c. Requirements Section 23(c)(2) .
for you to renew or Before opening, Whethgr new
extend construction or conversion, if we agree

to an extension, you must pay us $5,000
for each 3-moth extension.




PROVISIONS

SECTION IN FRANCHISE
AGREEMENT

SUMMARY

d. Termination by
you

Sections 3 and 10(a)

You have the right to terminate on the
5th, 10th or 15th anniversary of the
opening date by giving no less than 6
months prior written notice provided you
have paid all fees and charges under the
Franchise Agreement and any other
related agreement at the time of the
proposed termination and have been
current at all times during the 6 month
period preceding the termination date.

If you participate in the Minority
Developer Incentive Program described
in Item 10, both you and we waive our
rights waive our rights to terminate
without cause on the 5th anniversary of
the Opening Date.

If we are in default of material
obligations, you may terminate the
franchise agreement, if after 30 days
written notice (or 12 months if the default
relates to the directory) we have failed to
cure the default.

e. Termination by
us without cause

Section 3

On the 5th, 10th or 15th anniversary of
the opening date by giving 12 months
written notice.

If you participate in the Minority
Developer Incentive Program described
in Item 10, both you and we waive our
rights to terminate without cause on the
5th anniversary of the Opening Date.

f. Termination by
us with "cause"

Section 10(b)

We may terminate if you are in default
and fail to cure within the applicable time
period.

g. "Cause”
defined- curable
defaults

Sections 10(b)(1)(a)-(c)

You have 10 days to cure non-payment
of fees and non-submission of reports
and 30 days to cure any other breach of
your obligations under the agreement.
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PROVISIONS

SECTION IN FRANCHISE
AGREEMENT

SUMMARY

h. "Cause"
defined- defaults
that cannot be
cured

Section 10(b)(2)

Non-curable defaults: threat of danger
due to condition of hotel, abandonment,
loss of possession, conviction of felony,
unauthorized transfer, knowingly false
statements on application, reports or
books and records, failure to open hotel,
you become insolvent or make a general
assignment for the benefit of creditors,
failure to maintain the required
insurance coverage or we send you 2
notices of default for the same or similar
cause in any consecutive 12 month-
period, whether or not cured.

i. Your obligations
upon
termination/non-
renewal

Section 11

Obligations include complete
deidentification payment of all fees due,
cancel any assumed name filing
containing our marks, return all materials
provided for the operation of the
property and payment of any damages
as a result of enforcing Section 10.

j. Assignment of
contract by us

Section 9(a)

No restrictions on our right to assign.

k. "Transfer" by
you- defined

Section 9(b)

Includes transfer of contract of assets, or
ownership change.

|. Our approval of
transfer by you

Section 9(b)

We have the right to approve all
transfers with certain exceptions.

m. Conditions for
our approval of
transfer

Section 9(b)

n. Our right of first
refusal to acquire
your business

NONE
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0. Our option to
purchase you
business

NONE

PROVISIONS

SECTION IN FRANCHISE
AGREEMENT

SUMMARY

p. Your death or
disability

Section 9(c)

Franchise must be assigned by estate to
a remaining franchisee or to your heirs,
which we approve, within 12 months.

g. Non-competition | NONE
covenants during

the term of the

franchise

r. Non-competition | NONE

covenants after the
franchise is
terminated or
expires

s. Modification of
the agreement

Section 20(i)

This agreement may only be modified in
writing and signed by both parties.

t

Section 20(h)

Only the terms of the franchise

Integration/merger agreement are binding (subject to State
clause law).

u. Dispute Section 22 Except for certain claims, all disputes
resolution by must be arbitrated.

arbitration or

mediation

v. Choice of forum | Section 22 Arbitration must be in Washington state.
(Note 1-See State

specific Addenda

w. Choice of law Section 22 Washington state law applies.

(Note 1- See State
specific Addenda

Note 1: These states have statutes which may supersede the Franchise Agreement in your
relationship with us including the areas of termination and renewal of your license: CALIFORNIA
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[Bus. & Prof. Code Sections 20000-20043], CONNECTICUT [Gen. Stat. Section 42-133 et seq.],
HAWAII [Rev. Stat. Section 482E-6], ILLINOIS [The Franchise Disclosure Act of 1987, 815 ILCS
705/19 and 705/20], INDIANA [Stat. Section 23-2-2.7], IOWA [Code Title XX. Section 523H.1-
523H.17], MICHIGAN [Stat. Section 19.854(27)], MINNESOTA [Stat. Section 80C.14], MISSISSIPPI
[Code Section 75-24-51], MISSOURI [Stat. Section 407.400], NEBRASKA [Rev. Stat. Section 87-
401], NEW JERSEY [Stat. Section 56:10-1], SOUTH DAKOTA [Codified Laws Section 37-5A-51],
VIRGINIA [Code 13.1-557-574-13.1-564], WASHINGTON [Code Section 19.100.180], WISCONSIN
[Stat. Section 135.03]. These and other states may have court decisions that may supersede the
Franchise Agreement in your relationship with us including the areas of termination and renewal of

your license.

PROVISIONS

SECTION IN TECHNOLOGY
SERVICES AGREEMENT AND
SOFTWARE LICENSE (TSA)

SUMMARY

a. Term of the NONE The agreement will begin when it is fully

agreement signed and will terminate upon 30 days
written notice from us, if the Franchise
Agreement terminates or if you are in
default of this agreement, the Franchise
Agreement, the Rules and Regulations
or any other related agreement.

b. Renewal or NONE No automatic renewal

extension of the

term

c. Requirements NONE

for you to renew or

extend

d. Termination by NONE Contingent on the terms of the

you

e. Termination by
us without cause

Franchise Agreement

Section V(A)

May be terminated on 30 days written
notice provided we offer you a
replacement agreement

f. Termination by
us with "cause"

Sections V(C)-(D)

We may terminate if you are in default

g. "Cause”
defined- curable
defaults

Sections V(C)-(D)

See Franchise Agreement chart.

38




h. "Cause"
defined- defaults
that cannot be
cured

Section V(B)

See Franchise Agreement chart.

i. Your obligations
upon
termination/non-
renewal

NONE

See Franchise Agreement chart.

j- Assignment of
contract by us

NONE

No restriction on our right to assign.

k. "Transfer" by
you- defined

Section VII(F)

May not be assigned without our written
approval.

PROVISIONS

SECTION IN TECHNOLOGY
SERVICES AGREEMENT AND
SOFTWARE LICENSE (TSA)

SUMMARY

|. Our approval of
transfer

Section VII(F)

May not be assigned without our written
approval.

m. Conditions for
our approval of
transfer

NONE

See Franchise Agreement chart

n. Our right of first
refusal to acquire
your business

NONE

0. Our option to
purchase your
business

NONE

p. Your death or
disability

NONE

See Franchise Agreement chart

g. Non-competition
covenants during
the term of the
franchise

NONE
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r. Non-competition | NONE
covenants after the
franchise is
terminated or
expires

s. Modification of Section VII(A) This agreement may only be modified in
the agreement writing and signed by both parties.

t. NONE
Integration/merger
clause

u. Dispute NONE See Franchise Agreement chart
resolution by
arbitration or
mediation

v. Choice of forum | NONE See Franchise Agreement chart
(Note 1- See State
specific Addenda)

w. Choice of law Section VII(J) See Franchise Agreement chart
(Note 1- See State
specific Addenda)

Item 18 PUBLIC FIGURES

We do not use any public figure to promote our franchise

ITEM 19
EARNINGS CLAIMS

TABLE 1: Statements of Operating Income & Expenses 2003
for Limited-Service Chain-Affiliated Hotels (notes 1. 2 and 3)

The following table shows the average ratio to sales represented by several categories of revenue,
expenses, and charges, as well as the gross operating profits, for "limited service" chain-affiliated hotels in
the United States for the year ending December 31, 2003:

Category Ratio to Sales
(Definitions appear immediately after the Notes) (note 4)
REVENUE
Rooms 0.0%
Food 0.0%
Beverage 0.0%
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Other Food & Beverage 0.0%
Telecommunications 0.0%
Other Operated Departments 0.0%
Rentals & Other Income 0.0%
Cancellation Fee 0.0%
Total Revenue 0.0%
DEPARTMENTAL EXPENSES
Rooms 0.0%
Food & Beverage 0.0%
Telecommunications 0.0%
Other Operated Depts. & Rentals 0.0%
Total Departmental Expenses 0.0%
Total Departmental Profit 0.0%
UNDISTRIBUTED OPERATING EXPENSES
Administrative & General 0.0%
Marketing 0.0%
Utility Costs 0.0%
Property Operations & Maintenance 0.0%
Total Undistributed Operating Expenses 0.0%
GROSS OPERATING PROFIT 0.0%
Franchise Fees (Royalty) 0.0%
Management Fees 0.0%
INCOME BEFORE FIXED CHARGES 0.0%
Selected Fixed Charges 0.0%
Property Taxes 0.0%
Insurance 0.0%
Reserve For Capital Replacement 0.0%
AMOUNT AVAILABLE FOR DEBT SERVICE &
OTHER FIXED CHARGES (note 5) 0.0%

Note 1: This table is reprinted from The Hotel Operating Statistics ("HOST") Study 2004 for the
Year 2003 ("The HOST Study') with the permission of Smith-Travel Research, Inc. ("STR"). STR is an
independent research firm servicing the travel industry. Since The HOST Study typically is released

in the summer based on the previous calendar year data, this is the most current available

information.

Note 2: The HOST Study is based on information assembled and compiled by STR from
questionnaires completed by owners and operators of hotels. Data presentation in The HOST
Study is based on the Uniform System of Accounts for the Lodging Industry (Ninth Revised Edition).
STR does not use questionnaires that are not in a consistent format or that do not provide
sufficient detail in the analysis. In addition, STR applies error and reasonableness checks to
ensure accuracy and identify outliers in the data. All values presented are based upon averages

of individual property data.

Note 3: STR defines "limited service” hotels as "hotels with rooms-only operations (i.e., without
food and beverage service) or hotels that offer a bedroom and bathroom for the night, but very
few other services and amenities. These hotels are often in the budget or economy group and do
not report food and beverage revenue." (HOST Study, p. 40.) We are presenting the information
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for the "Limited Service Chain-Affiliated Hotels" segment since that is the segment in which your
Hotel Monarchy brand hotel most likely falls.

Note 4: Ratio to Sales was calculated as a simple average of reporting hotels. In addition to "Ratio
to Sales,”" STR calculated that the average property size (in rooms) of the hotels included in the
sample was122, the average occupancy was 66.2%, and the average daily rate was $77.13.
Expense Ratios for "DEPARTMENTAL EXPENSES are based on their respective departmental
revenues. Ratios to sales for all other items in the table are based on total revenue.

Note 5: "Other Fixed Charges" include Depreciation and Amortization, Interest, Rent, and

Equipment Leases.
End Notes
Definitions: STR used the following definitions in preparing Table 1 (HOST Study,

p. 40) Revenues
Rooms - Revenues derived from the rental of sleeping rooms at the hotels, net of any rebates and

discounts.
Food -- Revenues derived from the sale of food, including coffee, milk, tea, and soft drinks.

Beverage - Revenues derived from the sate of beverages, including beer, wine and liquors. Also
includes banquet beverage revenues.

other Food and Beverage - Revenues derived from other sources such as meeting room
rentals, coverer service charges, or revenues derived from the sale of goods or services made
in connection with banquets, such as equipment rental, music, decorations and souvenirs. Also
includes banquet service

charges.
Telecommunications - Revenues derived from guest-use of telephones in the hotel, including
local and
long distance calls, service charges, and commissions received from pay phones.
Other Operated Departments - Revenues generated from garage and parking, guest laundry,
golf and tennis, health club, spa, swimming pool, barber/beauty shop, gift shop, newsstand, etc.,
when operated
by the hotel. Excludes casinos.
Rentals and Other - Income from rentals of space for business purposes, including concessions
in any
of the departments mentioned under other operated departments. Also includes income
generated from sources not included elsewhere, but excludes investment income.

Departmental Expenses
Rooms - Rooms departmental expenses include labor costs such as salaries and wages for front
desk,

housekeeping, reservations, bell staff, and laundry, plus employee benefits. her operating
expenses
in the rooms department include linen, cleaning supplies, guest supplies, uniforms, central or
franchise reservation fees, equipment leases, and travel agent commissions.
Food and Beverage (F&B) - Food and Beverage departmental expenses include the cost of good
sold (food and beverages), labor and related benefits, and other operating expenses. Labor
costs include departmental management, cooks and kitchen personnel, service staff, banquet
staff, and bartenders.
Other operating expenses include china, silverware, linens, restaurant and kitchen supplies,
menus and printing, and special promotions.
Telecommunications - Telephone departmental expenses include costs of calls, labor costs of
operators, and other related expenses, but excludes capital lease payments.
Other Operated Depts & Rentals - Other departmental expenses would comprise those
expenses (labor
and other) which offset the revenue generated by other operated departments such as garage,
guest laundry, athletic facilities, and gift shop, as well as rental activity.

Undistributed Operating Expenses
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Administrative and General (A&G) - Included in this category are the payroll and related
expenses for the general manager, human resources and training, security, clerical staff,
controller, and accounting staff. Other A&G expenses include office supplies, computer
services, accounting and legal fees, cash
overages and shortages, bad debt expenses, travel insurance, credit card commissions,
transportation(non-guest) and travel and entertainment.

Marketing - Marketing expense includes payroll and related expenses for the sales and marketing
staff, direct sales expenses, advertising and promotion, travel expenses for the sales staff, and civic
and

community projects. Includes national advertising fee or assessment paid to franchise company
plus cost of frequent guest stay programs.
Utility Costs - Utility expenses typically include electricity, fuel (oil, gas, and coal), purchased
steam, and water. Includes central plant and energy management systems.
Property Operations and Maintenance - This category includes payroll and related expenses for
maintenance personnel, cost of maintenance supplies, cost of repairs and maintenance of the
building, furniture and equipment, the grounds, and the removal of waste matter.
Management Fees - Fees charged by management organizations for management services or
supervision. includes both base and incentive fees.
Franchise Fee - Includes only the royalty fees charged by franchise

companies. Fixed Charges

Property Taxes - Typically include taxes on real estate, business and occupation, personal
property, utilities, and other municipal taxes.
Insurance - Cost of insuring the hotel building and contents against fire, weather, sprinkler

leakage,

boiler explosion, plate glass breakage, or other perils such as terrorism. Includes all insurance
except workers' compensation.
Reserve for Capital Replacement - Amount set aside for replacement of furniture, fixtures, and
equipment (as may be required by loan, franchise or management agreement).
Land and Building Rent - Includes charges for lease of land and/or building.

Equipment Rental - Includes capital leases for rental of data processing equipment, telephone

equipment and other major items.

Interest - Includes all interest expenses on any obligations such as mortgages, notes payable,
bonds, debentures, taxes in arrears, or any other indebtedness on which interest is charged.
Depreciation and Amortization - Deductions on the building, leaseholds and leasehold

improvements, furnishings and equipment, and assets held under capital leases.

Other Fixed Charges - Includes any other expenses that relate to the ownership of the hotel

and gains or losses from any sale of assets.

For Year Ended’: December 31 2005. These are based on performance of two
properties under the usage of this brand.
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Average Occupancy Rate 60.9%

Average Daily Room Rate$67.34
RevPAR $41.04

In Tables 2-5 above, we used the following definitions: "Average Occupancy Rate" is the average of
occupied rooms reported for each hotel divided by its total number of available rooms. "Average
Daily Rate" is the average of each hotel's gross room revenue reported divided by its total number
of occupied rooms reported. "RevPAR" is the average of each hotel's gross room revenues reported
divided by its number of available rooms. "Net Reservations Contribution" is the average of each
hotel's revenue, excluding cancellations, generated through the CRS divided by that hotel's gross
room revenues.

THE EARNINGS CLAIMS FIGURES IN TABLES 2-5 DO NOT REFLECT THE 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 HOTEL MONARCHY BRAND HOTEL. FRANCHISEES OR
FORMER FRANCHISEES, LISTED IN THE OFFERING CIRCULAR, MAY BE ONE SOURCE OF THIS
INFORMATION.

The data presented in Table 1 represent averages from reporting hotels (as calculated by STR), and those
presented in Tables 2-5 above represent System averages. We do not claim that you can
expect to achieve the same results. Actual results vary from hotel to hotel and depend on the specific

size, location, and seasonality of your hotel, and on factors such as your real estate and construction
costs, financing terms and arrangements, the length of time that your hotel has been open and operating,

the efficiency with which you operate your hotel, and the competitive factors affecting demand
for your hotel. We cannot, therefore, estimate the results of any particular location. Typically, a new
hotel requires at least one year of operating experience to reach a stabilized performance.

The data presented in the Table 1 averages are based on information that hotel owners and operators
provided to STR, and the data presented in Tables 2-5 are based on information that individual
HOTEL MONARCHY brand franchise owners provided to us and verified as accurate. We have
not audited or otherwise verified the accuracy of the information in Table 1, or that which the
franchisees provided to us.

Substantiation of the data used in preparing the statement shown above will be made available to you on
reasonable request.

THE INFORMATION ABOVE REFLECTS THE EXPERIENCE OF SPECIFIC HOTEL OWNERS DURING
A LIMITED TIME PERIOD AND SHOULD NOT BE CONSIDERED TO BE THE ACTUAL OR
PROBABLE RATIO TO SALES, OCCUPANCY, AVERAGE DAILY RATE, OR REVPAR THAT YOUR
HOTEL WILL ACHIEVE OR NET RESERVATIONS CONTRIBUTION THAT YOUR HOTEL WILL
RECEIVE. THE RESULTS FOR YOUR HOTEL MONARCHY, MONARCHY INN, HOTEL MONARCHY &
SUITES, OR HOTEL MONARCHY SUITES HOTEL MAY DIFFER SUBSTANTIALLY FROM THE
AVERAGES STATED ABOVE. HAZ HOTELS DOES NOT REPRESENT THAT YOU WILL ATTAIN
COMPARABLE LEVELS OF RATIO TO SALES, OCCUPANCY, AVERAGE DAILY RATE, OR REVPAR
OR RECEIVE COMPARABLE LEVELS OF NET RESERVATIONS CONTRIBUTION.

Except as stated in this Item 19, we do not furnish to you or authorize our salespersons to furnish to you
any oral or written information or representation on the actual or potential sales, costs, income or profits
of a HOTEL MONARCHY, MONARCHY INN, OR HOTEL MONARCHY & SUITES.



ITEM 20

OUTLETS

Hotel Monarchy & Suites
HOTEL STATUS SUMMARY
FOR THE YEARS March 31, 2006
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Oregon

Pennsylvania

Rhode Island

South Carolina

South Dakota

Tennessee

Texas

Utah

Vermont

Virginia

Washington

West Virginia

Wisconsin

Wyoming

OO0 |00 |O |O

OO0 |lo|jo|o o

o000 |00 |O |O

OO0 |00 |O |O
OO0 |o|jo|o o
OO0 |0O|OINVNOOC|O|O|O |O
OO0 |00 |O |O
OO0 |lo|jo|o o

OO0 |00 |O |O

o000 |00 |O |O
OO0 |o|jo|o o
OO0 |00 |O |O
OO0 |00 |O |O

OO0 |lo|jo|o o

OO0 |00 |O |O

OO0 |00 |O |O

OO0 |lo|jo|o |o

Totals

o

o

o

o
o
N
o
o

o

o
o
o
o

o

o

o

o

State

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
D.C.
Florida
Georgia
Hawaii
Idaho
lllinois

Hotel Monarchy & Suites
PROJECTED OPENINGS
AS OF DECEMBER 31, 2006

Franchise Agreements
Signed But Hotel Not Open

cNeololoNeolNoloNolNolNolNolNolNelNol

Estimated New Franchise
Agreements in This Fiscal
Year

o

[eNeolNeoloNolNolNoNoNolNolNeolNoNe]
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Indiana 0 0
lowa 0 0
Kansas 0 0
Kentucky 0 0
Louisiana 0 0
Maine 0 0
Maryland 0 0
Massachusetts 0 0
Michigan 0 0
Minnesota 0 0
Mississippi 0 0
Missouri 0 0
Montana 0 0
Nebraska 0 0
Nevada 0 0
New Hampshire 0 0
New Jersey 0 0
New Mexico 0 0
New York 0 0
North Carolina 0 0
North Dakota 0 0
Ohio 0 0
Oklahoma 0 0
Oregon 0 0
Pennsylvania 0 0
Rhode Island 0 0
South Carolina 0 0
South Dakota 0 0
Tennessee 0 0
Texas 0 3
Utah 0 0
Vermont 0 0
Virginia 0 0
Washington 0 3
West Virginia 0 0
Wisconsin 0 0
Wyoming 0 0
Totals 0 6
ITEM 21

EINANCIAL STATEMENTS

Our un audited consolidated financial statements for the fiscal years ended December 31,
2003, 2004,2005 are included in the Offering Circular as Exhibit C.



ITEM 22

CONTRACTS

Attached as Exhibits D through F to this Offering Circular are copies of the agreements you will
be asked to sign. These are the Franchise Agreement, State Addenda, Technology Services
Agreement and Application.

ITEM 23

RECEIPT

In accordance with the Trade Regulation Rule of the Federal Trade Commission titled
"Disclosure Requirements and Prohibitions Concerning Franchising and Business Opportunity
Ventures", the last page of the offering circular (following the exhibits and attachments) is a
document acknowledging receipt of the offering circular by you (one copy for you and one to be
signed for us). see Exhibit M.
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EXHIBIT A

STATE EFFECTIVE DATES AND ADDENDA

STATE EFFECTIVE DATESAND ADDENDA

Following this page are Addendafor the States of California, Hawaii, Indiana, lllinois, Minnesota, New

Y ork, North Dakota, Rhode |sland, Washington, Wisconsin and Virginia. If you or your property islocated
in one of these states, please read the Addendum for your state and the Addendum to the Franchise
Agreement that may apply to your transaction with us.

The Effective Dates of this Hotel Monarchy & Suites Offering Circular, dated April 1, 2006, for the States
of California, Hawaii, Indiana, Minnesota, New Y ork, North Dakota, Rhode Island, South Dakota,
Washington, Wisconsin and Virginia are listed below.

The regulatory authorities and registered agents for service of processin each state are listed in Exhibit B.
STATE EFFECTIVE DATE
Cdlifornia
Hawaii
Indiana
Minnesota
New Y ork
North Dakota
Rhode Island
South Dakota
Washington
Wisconsin

Virginia
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ADDENDUM TO THE OFFERING CIRCULAR FOR THE STATE OF CALIFORNIA

Not withstanding anything to the contrary set forth in the Franchise Offering Circular, the following
provisions will supersede and apply to all franchises offered and sold in the State of California:

ITEM 10 FINANCING

1.

We will comply with all appropriate laws governing any direct financing offered by usto you
including, if applicable, the California Finance Lenders Law.

ITEM 17 RENEWAL, TERMINATION, TRANSFER AND DISPUTE RESOLUTION

1.

California Business and Professions Code Sections 20000 through 20043 provide rights to you
concerning termination or non-renewal of afranchise. If the Franchise Agreement contains a
provision that isinconsistent 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 provision requiring application of the laws of Washington
state. This provision may not be enforceable under Californialaw.

The Franchise Agreement requires venue to be limited to Washington state. This provision may
not be enforceable under Californialaw.

California Corporations Code, Section 31125 requires us to give you a disclosure document,
approved by the Department of Corporations, prior to a solicitation of a proposed material
modification of an existing franchise.

The Franchise Agreement requires you to execute a general release of claims upon renewal or
transfer of the Franchise Agreement. California Corporations Code Section 31512 provides that
any condition, stipulation or provision purporting to bind any person acquiring any franchise to
waive compliance with any provision of that law or any rule or order isvoid. Section 31512 voids
awaiver of your rights under the Franchise Investment Law (California Corporations Code
Section 31000-31516). Business and Professions Codes Section 20010 voids a waiver of your
rights under the Franchise Relations Act (Business and Professions Code Sections 20000-20043).

California Corporations Code, Section 31125 requires HAZ Hotels International, Inc. to give you
a disclosure document, approved by the Department of Corporations prior to a solicitation of a
proposed material modification of an existing franchise.

The agreements contain a liquidated damage clause, under Civil Code, Section 1671 certain
liquidated damage clauses are unenforceable.

Neither HAZ Hotels International, LLC., nor any person or franchise broker in Item 2 of the
UFOC is subject to any currently effective order of any national securities association or national

50



10.

11.

12.

13.

ecurities exchange, as defined in the Securities Exchange Act of 1934, 15 U.S.C.A. 78 a et seq.,
suspending or expelling these persons from membership in such association or exchange.

The CALIFORINA FRANCHISE INVESTMENT LAW REQUIRES THAT A COPY OF ALL
PROPOSED AGREEMENTSRELATING TO THE SALE OF THE FRANCHISE BE
DELIVERED TOGEHER WITH THE OFFERING CIRCULAR.

The Franchise Agreement requires binding arbitration. The arbitration will occur at our
headquarters in federal way, Washington state with the costs being borne by the prevailing party.
Prospective franchisees are encouraged to consult private legal counsel to determine the
applicability of Californiaand Federal laws (such as Business and Professions Code Section
20040.5, Code of Civil Procedure Section 1281, and the Federal Arbitration Act) to any provision
of afranchise agreement that restricts venue to a forum outside the State of California.

The Franchise Agreement contains a covenant not to compete that extends beyond termination of
the franchise. This provision may not be enforceable under Californialaw.

Our website has not been reviewed or approved by the California Department of Corporations.
Any complaints concerning the content of the website may be directed to the California
Department of Corporations at www.corp.ca.gov.
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ADDENDUM TO THE OFFERING CIRCULAR PURSUANT TO
THE HAWAII FRANCHISE INVESTMENT LAW

THESE FRANCHISES HAVE BEEN FILED UNDER THE FRANCHISE INVESTMENT LAW OF
THE STATE OF HAWAII. FILING DOESNOT CONSTITUTE APPROVAL,
RECOMMENDATION OR ENDORSEMENT BY THE DIRECTOR OF THE DEPATMENT OF
COMMERCE AND CONSUMER AFFAIRSOR A FINDING BY THE DIRECTOR OF THE
DEPARTMENT OF COMMERCE AND CONSUMER AFFAIRSTHAT THE INFORMATION
PROVIDED HEREIN ISTRUE,COMPLETE AND NOT MISLEADING.

THE FRANCHISE INVESTMENT LAW MAKESIT UNLAWFUL TO OFFER OR SELL ANY
FRANCHISE IN THISSTATE WITHOUT FIRST PROVIDING TO THE PROSPECIVE
FRANCHISEE OR SUBFRANCHISOR, AT LEAST SEVEN (7) DAYSPRIOR TO THE
EXECUTION BY THE PROSPECTIVE FRANCHISEE, OF ANY BINDING FRANCHISEE OR
OTHER AGREEMENT, OR AT LEAST SEVEN (7) DAYSPRIOR TO THE PAYMENT OF ANY
CONSIDERATION BY THE FRANCHISEE OR SUBFRANCHISOR, WHICHEVER OCCURS

FIRST, A COPY OF ALL PROPOSED AGREEMENTSRELATING TO THE SALE OF THE
FRANCHISE.

THIS OFFERING CIRCULAR CONTAINSA SUMMARY ONLY OF CERTAIN MATERIAL
PROVISIONS OF THE FRANCHISE AGREEMENT. THE CONTRACT OF AGREEMENT
SHOULD BE REFERRED TO FOR A STATEMENT OF ALL RIGHTS, CONDITIONS,
RESTRICTIONS AND OBLIGATIONSOF BOTH THE FRANCHISOR AND THE
FRANCHISEE.

1
A. Thisproposed registration is or will be effective id California, Hawaii, Illinois, Indiana,
Minnesota, New Y ork, North Dakota, Rhode Island, South Dakota, Washington and
Virginia
B. Thisproposed registrationison filein all stateswith franchise disclosure legislation.
C. No states have refused, by order or otherwise, to register these franchises.
D. No states have revoked or suspended the right to offer these franchises.

E. The proposed registration of these franchises has not been withdrawn from any states.

2. Norelease language stated in the Franchise Agreement will relieve us or any other person, directly
or indirectly, from liability imposed by the laws on franchising in Hawaii.

ILLINOISADDENDUM TO THE OFFERING CIRCULAR PURSUANT TO
THE ILLINOIS FRANCHISE DISCLOSURE ACT
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1.

Item 17 of the offering circular is modified to include the following paragraph at the end of the
chart:

STATE LAW

The conditions under which you can be terminated and your rights on non-renewal may be
affected by Illinois Law, 815 ILCS 705/19 and 705/20.

The Illinois Franchise Disclosure Act will govern any franchise agreement if it appliesto a
franchise located or domiciled in Illinois.

The franchise agreement will become effective on its acceptance and signing by usin the State of
Washington state. The franchise agreement will be interpreted and constructed under the
substantive laws of Washington state, except to the extent governed by the United States
Trademark Act of 1946 (Lanham Act, 15 U.S.C., Sections 1051 et. Seq.). However, any condition
in the franchise agreement that designates jurisdiction or venue in aforum outside of Illinoisis
void asto any cause of action that otherwise is enforceablein lllinois, provided that the franchise
agreement may provide for arbitration in a forum outside of Illinois.

Any action brought by either parting in any court, except for claims that must be submitted to
arbitration, whether federal or state, will be brought in the state or federal court having jurisdiction
in the State of Washington. The parties waive all question of personal jurisdiction or venue.
However, any condition in the franchise agreement that designates jurisdiction or venue in aforum
outside of Illinoisisvoid as to any cause of action that otherwise is enforceable in Illinois, provide
that the franchise agreement may provide for arbitration in a forum outside of Illinois.

ADDENDUM TO THE OFFERING CIRCULAR FOR THE STATE OF INDIANA

Notwithstanding anything to the contrary set forth in the Franchise Offering Circular, the
following provisions will supersede and apply to all franchises offered and sold in the State of
Indiana:

The Franchise Agreement will be governed by Indiana law, rather than Washington state law, as
stated in Section 22 of the Franchise Agreement.

The prohibition by Indiana Code 23-2-2.7-1(7) against unilateral termination of the franchise
without good cause or in bad faith, good cause being defined therein as a material breach of the
franchise agreement, will supersede the provisions of Sections 3 and 10 of the Franchise
Agreement in the State of Indianato the extent they may be inconsistent with such prohibition.

No release language set forth in the Franchise Agreement may relieve us or any other person,
directly or indirectly, from liability imposed by the laws concerning franchising of the State of
Indiana.

Notwithstanding the terms of Section 13 of the Franchise Agreement, you will not be required to
indemnify us and the other Indemnified Parties for any liability caused by your proper reliance on,
or use of, procedures or materials provided by us or caused by our negligence.

ADDENDUM TO THE OFFERING CIRCULAR PURSUANT TO
THE MINNESOTA FRANCHISE INVESTMENT LAW
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If and to the extent the Minnesota Franchise Investment Law applies to the Franchise Agreement, the
following provisions supersede the Offering Circular apply to al franchises offered and sold in Minnesota.

1.

Minnesota law provides franchisees with certain termination and non-renewal rights. Minnesota
Statutes, Section 80C.14, Subdivisions 3, 4 and 5 require, except in certain specified cases, that
you be given notice of your defaults at least 90 days before termination (with 60 days to cure) and
180 days notice of our norrrenewal of the Franchise Agreement.

No release language stated in the Franchise Agreement will relieve us or any other person, directly
or indirectly, from liability imposed by the laws on franchising in Minnesota.

Any provision in the Franchise Agreement that requires the Franchisee to consent to liquidated
damages and/or termianation penaltiesis deleted from the Franchise Agreementsissued in
Minnesota

The Minnesota Department of Commerce requires that we indemnify you against liability to third
parties resulting from claims by third parties that your use of our trademark infringes rights of the
third party. We do NOT indemnify against the consequences of your use of our trademark except
in accordance with the requirements of the franchise, and, as a condition to indemnification, you
must provide notice to us of any claim within 10 days and tender the defense of the claim to us. If
we accept the tender of defense, we have the right to manage the defense of the claim including
the right to compromise, settle or otherwise resolve the claim, and to determine whether to appeal
afinal determination of the claim.

The following language will appear at the end of Paragraph 21(f) of any Franchise Agreement
issued in the State of Minnesota:

Pursuant to Minnesota Statutes, Section 80C.21, this Section does not abrogate or reduce any
rights of the franchisee as provided for in the Minnesota Statutes 1987, Chapter 80C.

The effective date of this Offering Circular in Minnesotais

ADDENDUM TO THE OFFERING CIRCULAR FOR THE STATE OF NEW YORK

Notwithstanding anything to the contrary set forth in the Offering Circular or Franchise Agreement, the
following provisions will supersede and apply to all franchises offered and sold under the laws of the State
of New Y ork:

SPECIAL RISK FACTOR:

ITEM 2. BUSINESS EXPERIENCE

Item 2 of the Offering Circular lists the directors, principal officers and other executives who will have
management responsibility in connection with the operation of HAZ Hotels International, LLC.’ s business
rdating to the franchises offered by this offering circular, with a statement for each regarding his principal
occupations over the past five years.



ITEM 3. LITIGATION

Neither HAZ Hotels International, LLC., its affiliates nor any person named in Item 2 above has pending
any administrative, criminal or material civil action (or asignificant number of civil actions irrespective of
materiality) alleging a violation of any franchise law, securities law, fraud, embezzlement, fraudulent
conversion, restraint of trade, unfair or deceptive practices, misappropriation of property or comparable
allegations.

Neither HAZ Hotels International, LLC., its affiliates nor any person named in Item 2 above has been
convicted of afelony or pleaded nolo contendere to afelony charge or, within the ten year period
immediately preceding the application for registration, has been convicted of a misdemeanor or pleaded
nolo contendere to a misdemeanor charge or been held liable in a civil action by final judgment or been the
subject of amaterial complaint or other legal proceeding, if such misdemeanor conviction or charge or civil
action, complaint or other legal proceeding involved violation of any franchise law, securities law, fraud,
embezzlement, fraudulent conversion, restraint or trade, unfair or deceptive practices, misappropriation of
property or comparable allegations.

Neither HAZ Hotels International, LLC., its affiliates, nor any person named in Item 2 above is subject to
any currently effective injunctive or restrictive order or decree relating to franchisesin general or the
franchise offered or under any federal, state or Canadian franchise, securities, antitrust, trade regulation or
trade practice law as aresult of a concluded or pending action or proceeding brought by a public agency.

ITEM 4. BANKRUPTCY

Neither HAZ Hotels International, LLC. nor any predecessor, affiliate, officer or general partner of HAZ
Hotels International, LLC. has, during the ten year period immediately preceding the date of this offering
circular, (a) filed as debtor (or had filed against it) a petition to start an action under the U.S. Bankruptcy
Code; (b) obtained a discharge of its debts under the bankruptcy code; or (¢) wasa principal officer of a
company or ageneral partner in a partnership that either filed as a debtor (or had filed against it) a petition
to start an action under the U.S. Bankruptcy Code or that obtained a discharge of its debts under the U.S.
Bankruptcy Code during or within 1 year after the officer or general partner of HAZ Hotels International,
LLC. held this position in the company or partnership.

ITEM 17. RENEWAL, TERMINATION, TRANSFER AND DISPUTE RESOLUTION
1. Youmay utilize whatever legal rights you may possess to suspend or discontinue operations due
to a breach by HAZ Hotels International, LLC. and you may terminate the Agreement on any
grounds available by law.
2. Thefollowing language is added to Item 17 (w) (“Choice of law”):
“The foregoing choice of law should not be considered awaiver of any right conferred upon the

franchisor or upon the franchisee by Article 33 of the General Business Law of the State of New
York.”
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ADDENDUM TO THE OFFERING CIRCULAR FOR THE STATE OF NORTH DAKOTA

Not withstanding anything to the contrary set forth in the Franchise Offering Circular, the following
provisions will supersede and apply to all franchises offered and sold in the State of North Dakota:

1.

The Franchise Agreement will be governed by North Dakota law, rather than Washington law, as
stated in Section 22 of the Franchise Agreement.

Any provision in the Franchise Agreement that designates jurisdiction or venue or requires the
Franchisee to agree to jurisdiction or venue, in aforum outside of North Dakota, is deleted from
Franchise Agreements issued in the State of North Dakota. The site of any arbitration will be
agreeable to al parties.

No release language set forth in the Franchise Agreement will relieve us or any other person,

directly or indirectly, from liability imposed by the laws concerning franchising of the State of
North Dakota.

Any provision in the Franchise Agreement that requires the Franchisee to consent to liquidated
damages and/or termination penalties is deleted from Franchise Agreements issued in the State of
North Dakota.

Any provision in the Franchise Agreement that requires the Franchisee to pay all costs and
expenses incurred by the Franchisor in enforcing the Franchise Agreement is deleted from
Franchise Agreements issued in the State of North Dakota. The prevailing party in any
enforcement action is entitled to recover all costs and expense including attorney’ s fees.
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ADDENDUM TO THE OFFERING CIRCULAR FOR THE STATE OF RHODE ISLAND

Not withstanding anything to the contrary set forth in the Franchise Offering Circular, the
following provisions will supersede and apply to all franchises offered and sold in the State of Rhode
Island.

ITEM 17. RENEWAL, TERMINATION, TRANSFER AND DISPUTE RESOLUTION

§19-28.1.-14 OF THE Rhode Island Franchise Investment Act providesthat “A provisionin a
franchise agreement restricting jurisdiction or venue to a forum outside this state or requiring the
application of the laws of another state is void with respect to a claim otherwise enforceable under this
Act.”
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ADDENDUM TO THE OFFERING CIRCULAR PURSUANT TO
VIRGINIA RETAIL FRANCHISING ACT

The effective date of the Offering Circular in Virginiais
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ADDENDUM TO THE OFFERING CIRCULAR PURSUANT TO THE
WASHINGTON FRANCHISE INVESTMENT LAW

If and to the extent the Washington Franchise Investment Act applies to the agreement, the following
provisions supersede the Offering Circular and apply to all franchises offered and sold in the State of

Washington.

1. If any of the provisionsin the Offering Circular or Franchise Agreement are inconsistent with the
relationship provisions of RCW 19.100.180 or other requirements of the Washington Franchise
Investment Act (the “Act”), the provisions of the Act will prevail over the inconsistent provisions
Offering Circular and Franchise Agreement with regard to any franchise governed by the
Washington Act

2. Inany arbitration involving a franchise purchased in Washington, Washington law requires that
the arbitration site be either in Washington or in a place as mutually agreed upon at the time of the
arbitration, or as determined by the arbitrator.

3. The State of Washington’s policy under its Administrative Regulations, on releases is as follows:

The requirement that you release usis acceptable if it does not include a release of your claims
under the Washington Franchise Investment Protection Act.

4. Transfer fees are collectable to the extent that they reflect our reasonable estimated or actual costs
in effecting atransfer.

The effective date of this offering circular in Washington is
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ADDENDUM TO THE OFFERING CIRCULAR FOR THE STATE OF WISCONSIN

Notwithstanding anything to the contrary set forth in the Franchise Offering Circular, the following
provisions will supersede and apply to al franchises offered and sold in the State of Wisconsin:

1.

REGISTRATION DOESNOT CONSTITUTE APPROVAL, RECOMMENDATION OR

ENDORESMENT BY THE COMMISSIONER OF SECURITIESOF THE STATE OF
WISCONSIN.

The following will apply to Franchise Agreementsin the State of Wisconsin:

a.  TheWisconsin Fair Dealership Act, Wisconsin Statutes, Chapter 135 will apply to and
govern the provisions of Franchise Agreemertsissued in the State of Wisconsin.

b. That Act’srequirement, including the requirements that, in certain circumstances, a
franchisee receives ninety (90) days notice of termination, cancellation, non-renewal or
substantial change in competitive circumstances, and sixty (60) days to remedy claimed
deficiencies, will supersede the requirement of Sections 3 and 10 of the Franchise
Agreement to the extent they may be inconsistent with the Act’s requirements.
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EXHIBIT B

REGISTERED AGENTS FOR SERVICE OF PROCESS:
REGULATORY AUTHORITIES

REGISTERED AGENTS FOR SERVICE OF PROCESS

CALIFORNIA
United States Corporation Company
6430 Sunset Boulevard
Los Angeles, CA 90028
Or
Commissioner of Corporations
1390 Market Street
San Francisco, CA 97102-5305

HAWAII

United States Corporation Company
Grosvenor Center

737 Bishop Street

Honolulu, HI 96813

Or

Director of Commerce and Consumer Affairs
1010 Richards Street

Honolulu, HI 96813

ILLINOIS

United States Corporation Company
33 N. LaSdle Street

Chicago, IL 60602

Or

Attorney General

500 S. Second Street

Springfield, IL 62706

INDIANA

United States Corporation Company
Two Market Square Center

251 East Ohio Street

Indianapolis, IN 46204

MARYLAND

United States Corporation Company
1123 N. Eutaw Street

Baltimore, MD 21202

Or

Maryland Securities Commissioner
200 St. Paul Place, 20" Floor
Baltimore, MC 21202-2020

MICHIGAN

United States Corporation Company
501 South Capitol Avenue

Lansing, M1 48933

MINNESOTA

United States Corporation Company
33 South 6" Street

Minneapolis, MN 55302

Or

Commissioner of Commerce

133 East 7™ Street

Mauka Tower, 26" Floor

St. Paul, MN 55101

NEW YORK
United States Corporation Company
500 Central Avenue
Albany, NY 12206-2290
Or
Office of the Attorney Generd
Bureau of Investor Protection and Securities
New York State Department of Law
120 Broadway, 23 Floor
New York, NY 10271

NORTH DAKQOTA

United States Corporation Company
320 North 4" Street

Bismarck, ND 58501

RHODE [SLAND

United States Corporation Company
Suite 3-A, 101 Dyer Street
Providence, RI 02903

SOUTH DAKQOTA

United States Corporation Company
503 South Pierre Street

Pierre, SD 57501

VIRGINIA

Beverly L. Crump, Esq.

11 South 12" Street

Richmond, VA 23219

Or

Clerk of the State Corporation Commission
1200 Bank Street

Richmond, VA 23219

WASHINGTON

United States Corporation Company
508 E. Union Street

Olympia, WA 98501

WISCONSIN
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United States Corporation Company
25W. Main Street
Madison, WI 53703

STATE REGULATORY AUTHORITIES

CALIFORNIA

California Corporations Commissioner
Departments of Corporations

320 West 4™ Street

Suite 750

Los Angeles, CA 90013

(866) 275-2677

FLORIDA

Department of Agriculture and Consumer Services
Division of Consumer Services

Commissioner of Agriculture

227 N. Bronough Street

City Centra Building, Suite 7200

Tallahassee, FL 32301

(850) 922-2770

HAWAII

Business Registration Division

Securities Compliance

Department of Commerce and Consumer Affairs
1010 Richards Street

Honolulu, HI 96813

(808) 586-2727

ILLINOIS

Illinois Attorney General
Franchise Bureau

500 South Second Street
Springfield, IL 62706
(217) 782-4465

NEW YORK

Office of the Attorney Generd

Bureau of Investor Protection and Securities
New York State Department of Law

120 Broadway, 23" Floor

New York, NY 10271

(212) 328-4712

NORTH DAKOTA

Office of Securities Commissioner
600 East Boulevard, Fifth Floor
Bismarck, ND 58505

(701) 328-4712

RHODE ISLAND

Division of Securities

233 Richmond Street, Suite 232
Providence, RI 02903

(401) 222-3048



SOUTH DAKOTA
Division of Securities
118 West Capitol
Pierre, SD 57501

INDIANA

Chief Deputy Commissioner
Franchise Section

Indiana Securities Division
Secretary of State

302 West Washington Street
Room E-111

Indianapolis, IN 46204
(317) 232-6681

MARYLAND

Office of the Attorney Generad
Division of Securities

200 St. Paul Place

20" Floor

Baltimore, MC 21202

(410) 576-7042

MICHIGAN

Office of the Attorney Generd
Consumer Protection Division
Antitrust and Franchise Unit
670 law Building

Lansing, M1 48913

(517) 3737117

MINNESOTA

Department of Commerce
85 7" Place East, Suite 500
St. Paul, MN 55101-2198
(612) 296-6328

VIRGINIA

State Corporation Commission

Division of Securities and Retail Franchising
Franchise Section

1300 East Main Street, Ninth Floor
Richmond, VA 23219

(804) 371-9051

WASHINGTON

Department of Financial Institutions
Securities Division
Highways-Licenses Building

P.O. Box 9033

Olympia, WA 98507-9033

(386) 902-8760

WISCONSIN

Division of Securities

345 West Washington Avenue
4" Floor

Madison, WI 53703

(608) 266-8559



EXBIT C

HAZ Hotels International LLC
Consolidated Statements of

income
Revenues 2005 Projected 2006
Royalty Fees 200000
Iniitial Franchise Fees & reliecing fees 125000
Partner services 0
Marketing and reservations 100000
hotel operations 100000
others
total revenue 0 525000
Operating Expenses
Selling, general and administractive 112500
Depreciating and amortization
Marketing and resrvation 50000
hotel operation
Total operating expenses 0 162500
Income before taxes 0 362500
income taxes
net income 0 362500

Weighted average shares outstanding basics
Weighte average shares outstanding diluted
Basic earnings per share

Diluted eraning per share

Cash dividends declared per share



EXHIBIT D

FRANCHISE AGREEMENT
AND STATE ADDENDA

Hotel Monarchy & Suites

HAZ HOTELSINTERNATIONAL, INC.
FRANCHISE AGREEMENT

THISAGREEMENT ismadein Federa Way, Washington, effective as of the day of ,
2006, between HAZ Hotels International, LLC., a Washington State Corporation (“we” or “us’), and ,
, jointly and severaly (“you”).

We and you agree:

1. Definitions In addition to the terms that are defined in other parts of the Agreement, the following terms
shall have the indicated meanings:

a. “Hotel” meansthe property at (“Location”) and
includes the building, land and all improvements, structures, fixtures, amenities, equipment, furniture and
related rights, privileges and properties.

b. “Rentable Rooms’ means the number 000, which is and shall be the total number of rentable
roomsin the Hotel, subject to change in accordance with Section 8 below.

c. “Designated Representative” means your representative for matters about this Agreement. Until
you change the Designated Representative under Section 15 below, your Designated Representative is
whose addressis .

d. “Opening Date” means the date that you begin to rent sleeping rooms to the public at the Hotel
under this Agreement.

e. “Gross Room Revenues’ means revenues from the rental, sale, use or occupancy of sleeping
rooms, meeting rooms and banquet rooms at the Hotel for whatever purpose, including cash and credit
transactions, whether or not collected by you. It does not include taxes required by law, revenues from
telephone calls, vending machines, room service or food and beverages sales.

f.  “Hotel Goods’ means all furniture, fixtures, equipment, signs and supplies used in the
construction and operation of the Hotel.

g. “Marks’ includes the trademarks and trade names, Monarchy Inn, Hotel Monarchy & Suites, and
HOTEL Monarchy together with the related logo(s), including designs, stylized letters, and colors that we
permit you to use at the Hotel and in advertising for the Hotel, and any other additional or substituted
trademarks, trade names, service marks or logos that we later adopt and authorize you in writing to use. You
agree to operate the Hotel solely under the Mark and trade name Hotel M onarchy & Suites and the designated

logo or any other registered trademark as we may require from time to time.

h. “Manuals’ means our published materials containing, among other things, our recommendations
for constructing, equipping, furnishing, supplying, operating, maintaining and marketing the Hotel.

i. “Rulesand Regulations’ means our published materials containing, among other things, our
standards and requirements for constructing, equipping, furnishing, supplying, operating, maintaining and
marketing the Hotel.
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j- “System” means our system (aswe may modify it from timeto time) for providing hotel
accommodations with a high standard of service, courtesy and cleanliness using the Marks and includes our
advance reservation and property management systems, our business referral and credit card agreements and
those identifying brand characteristics as we may from time to time reasonably designate or change.

k. “Franchise Association” means HAZ Hotels International, LLC Operators Council, or its
successor in interest.

2. Grant of License. We grant to you alicense to use the System and the Marks together with the
designated logo in operating the Hotel. The license is non-exclusive, except to the extent stated in this
Agreement or in whatever impact policy (“Impact Policy”) we may have in force from time to time.

3. Term. The term of this Agreement (“Term”) begins on the date both parties sign this Agreement and
ends on the date 20 years after the Opening Date. However, either of us has the right to terminate this
Agreement , with or without cause, and as a matter of right, on the 5, 10" or 15" anniversary of the Opening
Date, by giving prior written notice to the other, provided the party exercising its right to terminate this
Agreement has paid all fees and charges due under this Agreement (and all related agreements, including, but
not limited to, the Technology Services Agreement and Software License or similar replacement agreements) at
the time of the proposed termination and has been current with respect to such fees and charges at all times
during the 6-month period preceding the date of the proposed termination. Additionally, if applicable, you must
pay us the remaining balance owed under any Hardware Sublease Agreement and any promissory note before
exercising your right to terminate this Agreement under this Section 3. The written notice required by this
Section 3 shall be given at least 12 months prior to the date of the proposed termination (if given by us) and at
least 6 months prior to the date of the proposed termination (if given by you).

4. Feesand Reports.

a. Affiliation Fee When you sign this Agreement you will pay us an affiliation fee of $0.00
(“Affiliation Fee"”). The Affiliation Feeis fully earned and nonrefundable when both parties sign this
Agreement. Any moneys that you have paid to us as an application fee will be credited to the Affiliation Fee.

b. Monthly Fees Beginning on the Opening Date, you will pay us for each month during the Term
the following monthly fees (“Monthly Fees")

1. A monthly Royalty Fee of 5.25% of the preceding month’sGross Room Revenues.

2. A monthly Marketing Fee of 2.1% of the preceding month’s Gross Room Revenues. We may
increase the Marketing Fee for increases in inflation or costs of advertising, publicity, public relations or
marketing so long as the increases apply to all or most of the U.S. hotels in the System unless we get your
approval to a greater amount.

3. A monthly Reservation Fee of 1.75% of the preceding month’s Gross Room Revenues. We
may increase the Reservations Fee for increases in out cost of providing the reservations system so long as the
increases apply to all or most of the U.S. hotels in the System unless we get your approval to a greater amount.

4. A monthly Data Communication Fee of $140. We may increase the Data Communication Fee
for increasesininflation or costs so long as the increases apply to all or most of the U.S. Hotels in the System.

c. Payments and Reports Beginning on the Opening Date, within 5 days after the end of each
calendar month during the Term, you will send us a statement on our form showing the Hotel’ s Gross Room
Revenues, occupancy and other related information that we request or, in the alternative, at our election, we will
gather the Hotel’ s Gross Room Revenues, occupancy and other related information through any computerized
or automated information reporting systems we establish. In the event we elect to have you send us a statement
of the Hotel’ s Gross Room Revenues, you will certify that your reports are true and accurate. We will bill you
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for amounts due under this Agreement each month, and you will pay us those amounts by the first day of the
following month. Y ou agree that timely payment of all feesis of the essence for the purposes of this Agreement.
Y ou al so agree that we may apply payments that you make in any order we determine regardless of any
contrary language you may indicate. Y ou will participate in computerized or automated information reporting
programs and electronic fund transfer programs that we adopt for use by hotels in the System. Y ou may need to
buy computer hardware, computer software and related telephone services to participate in these programs. If
we adopt an electronic fund transfer program, you must make the necessary arrangements with your bank to
participate in this program. In the event we eled to have you send us a statement of the Hotel’ s Gross Room
Revenues, if you do not send us the required reports on time, we will estimate your Gross Room Revenues for
interim billing purposes, and you must pay us alate charge of 1.5% of your previous morth’s Monthly Fees, but
not less than $100. In the event we elect to gather the Hotel’ s Gross Room Revenues through out computerized
or automated reporting systems, if we are unable for whatever reason to obtain an accurate report of the Hotel’s
Gross Room Revenues, we will estimate your Gross Room Revenues for interim billing purposes. Interim bills
will be considered accurate until we receive any late monthly reports or acquire accurate information through
our computerized or automated reporting systems, as appropriate.

d. Record Keeping and Audit. You will, in amanner and form satisfactory to us and utilizing
accounting and reporting standards as reasonably required by us, prepare on a current basis (and preserve for no
les than 4 years), complete and accurate records concerning Gross Room Revenues and al financial, operating,
marketing and other aspects of the Hotel (“Hotel Data’) and maintain an accounting system which fully and
accurately reflects all financial aspects of the Hotel and its business. These records shall include, but not be
limited to, bank statements, federal tax returns, state tax returns, local occupancy tax returns, daily revenue
reports, monthly and annual revenue summary reports, maid logs, guest registration folios and complete annud
financial statements (profit and loss statement, balance sheets and cash flow statements. These records will be
maintained at the Hotel or, if you notify usin writing, at your principal place of business. Nothing in the
foregoing shall limit us from reviewing Hotel Data that is older than 4 years or from recovering amounts owed
to us from periods prior to 4 years ago.

We may require you to have the Gross Room Revenues or other monies due hereunder computed
and certified as accurate by a certified public accountant. During the Term and for two year afterward, we and
our authorized agents will have the right to verify information required under this Agreement by requesting,
receiving, inspecting, copying and auditing, any and all records referred to above wherever they may be located
(or elsewhere if reasonably requested by us), and to make photocopies of such accounts, books, records and data
necessary. If we request in writing, you will send us copies of the Hotel Data. If any inspection or audit
discloses a deficiency in any payments due hereunder, you must pay us all deficiencies plusinterest at the rate
in Section 4.e below. If the deficiency in any payment iswillful or exceeds 5% of the correct amount, you will
immediately pay to us the deficiency and interest thereon from the date of delinquency at the rate in Section 4.e
below and you will also immediately pay to us the entire cost of the inspection and audit, including but not
limited to travel, lodging, meals, salaries, professional fees and ather expenses of the inspecting or auditing
personnel.

If we request, you will send us an annual financial statement (including a profit and loss statement, balance
sheet and cash flow statement (including a profit and loss statement, balance sheet and cash flow statement) for
the Hotel for the prior fiscal year in aform meeting our Rules and Regulations. Y ou will certify that this annual
financial statement is accurate, complete and true.

e. Interest You will pay usinterest on amounts not paid on time at the rate of 1.5% per month or
portion of a month, but not more than the maximum interest rate permitted by applicable laws.

5. Our Duties. We will:

a. Loanto you one copy of the current Manuals and of the Rules and Regulations. These are our
property and we may change them periodically after consulting with the Franchise Association;

b. Periodicaly visit the Hotel, evaluate your compliance with this Agreement and the Rules and
Regulations, and advise you on changes necessary to bring the Hotel into Sysem compliance;
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c. Using that portion of the Monthly Fees that is designated for marketing purposes, provide
national, international and regional advertising, promotion, publicity, marketing research, System programs and
related activities as we reasonably determine to be appropriate for the System. These services may be combined
with other hotel systems that we or our affiliates operate in our sole, but reasonable, discretion. Periodically, we
will publish and distribute to the traveling public a directory of all System hotels in good standing;

d. Using that portion of the Monthly Fees that is designated for reservations purposes, provide an
advance reservation system for your Hotel and for other hotels that belong to the System (and, if we choose to
do so, for other hotel systemsthat we or our affiliates operate). We will not be required to make reservations for
the Hotel for any dates following the scheduled date of termination or expiration of this Agreement; and

e. Except as otherwise permitted or as required by law, maintain in confidence all information you
provide us about the Hotel’ s operations and profitability, including your Hotel Data.

6. Your Duties. You will:

a.  Operate, furnish, maintain and advertise the Hotel according to this Agreement wand the Rules
and Regulations and, generally, maintain the Hotel interior and exterior, including any parking areas and food
and beverage facilities, in a clean, sound, and attractive condition and/or good repair at tall times, and to
undertake all repair, cleaning, redecoration, repainting, and replacement of obsolete or outdated signs,
equipment, furnishings, fixtures and furniture, and to take such other corrective action asis necessary to
comply with the Rules and Regulations. Y ou must keep current your copy of the Manuals and of the Rules and
Regulations and comply with any changes that we make in the Rules and Regulations and to the System. If a
dispute arises, our copy of the Manuals or Rules and Regulations will control. Y ou may not disclose the
confidential information in the Manuals or the Rules and Regulations, except to your authorized employees;

b. Establish and maintain a high ethical and moral standard in connection with your operation of the
Hotel;

c. Not permit the Hotel to be used for any purpose of activity not contemplated in this Agreement
without our written consent;

d. Comply with out training requirements by ensuring that (i) you and the Hotel’ s General
Manager(s) attend our Orientation Program (or similar program that we may implement from time to tome) at
our corporate headquarters and pay the cost of tuition (as set forth in the Rules and Regulations) and living and
travel expenses associated with attendance, and (ii) the General Manager(s) of the Hotel attend out HAZ Hotels
International, LLC Operations and Revenue Enhancement Program (or similar program that we may implement
from time to time) at out corporate headquarters or some other location we designate and pay the cost of tuition
(as set forth in the Rules and Regulations) and living and travel expenses associated with attendance. If “you””
isalegal entity such asa corporation, partnership or limited liability company or if “you” consists of multiple
individuals, only one of the principals will be required to attend the Orientation Program;

e. Obtain and display prominently at the Hotel out approved illuminated exterior signs. Y ou must
maintain these exterior signsin good working order at al times. In displaying the signs, you must comply
withal applicable laws or regulations;

f. Obtain, install and maintain at the Hotel out designated property management system, participate
in our advance reservation system, make and accept reservations using required equipment, software and
procedures, use our designated property management system in connection with all guest transactions
(including those transactions contemplated by Section 1(e) hereof, periodically refresh and/or update the
designated property management system, as we require, and execute an agreement with us relating to our
property management system and advance reservation system;

0. Allow usor our agents to enter the Hotel at any reasonable time to evaluate your compliance with
this Agreement. During our evaluation, you will assist us or our agent and, subject to availability, provide us
with one free Hotel sleeping room for one night;
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h.  Send us when we request your Hotel description and rates so that we may include this information
in directories that we publish. If you do not send us changes by the deadlines that we indicate, you will honor

the rates and descriptive information on record,;

i. Honor the terms of any discount or promotional program (including any frequent traveler program
applicable to the Hotel) that we offer to the public on your behalf and any room rate quoted to any gues at the
time the guest makes an advance reservation,;

j- Promptly pay travel agent commissions and global distribution system charges collected by us on
behalf of others, and abide by all Rules and Regulations relating to travel agent and global distribution system
procedures;

k. Useyour best efforts to maximize and increase Hotel and System business. If you are unable to
accommodate a potential guest, you will refer the guest to other System hotels near the Hotel, if any;

[.  Not change the Rentable Rooms by more than 5% from the number stated in Section 1.b or this
Agreement without receiving our prior written consent and obeying other requirements of this Agreement, and
notify usin writing and obey other restriction in this Agreement if you change the Rentable Rooms by 5% or
less from the number stated in Section 1.b.;

m. Provide us when we request a certification from your architect, your general contractor, a
consulting architect or you, on aform satisfactory to us, certifying that the Hotel isin compliance with the
Americans With Disabilities Act (“ADA"). The Hotel may not begin operations using the Marks until this
certification is properly completed and delivered to us;

n. Join and maintain membership in the Franchise Association.

0. Permitustoinstal at the Hotel our designated data transport system for the purpose of providing
access for computer-to-computer communications between us and the Hotel within 30 days of our execution of
the Agreement. Asthe rental amount for this data transport system, you will pay the monthly Data
Communication Fee set forth in Section 4(b) of the Agreement. Once installed, you will to disconnect or
otherwise remove the data transport system from on-line status for more than one (1) hour during any 24-hour
period, unless you give us reasonable advance notice and, if requested by us, provide an alternative means of
sending and receiving information. Y ou acquire no ownership rights with respect to the data transport system
and must return the system to us or our designee upon thetermination or expiration of this Agreement.

7. Marks.

a.  Youwill not contest our rights to the current or future System and Marks, nor our right to grant to
others use of the Marks or of any other marks that we own. Y ou understand that the Marks are and will remain
our property, and that your use of the Marks inuresto our benefit. Y ou will immediately assign to us on our
request any rights to the Marks that you may gain through your use of the Marks.

b. You must not include the Marks, the words “Monarchy”, “Monarchy Inn or anything similar to
these words in your name or the name of any of your affiliates, whether a partnership, corporation, limited
liability company, joint venture or any other type of business organization.

c. If you arerequired by law to register the Marks, your registration application must specify that
you use the Marks: (1) only at the Hotel and in advertising for the Hotel; (2) only during the Term; and (3)
without claiming any property right in the Marks during or after the Term.

d. Youwill not interfere with our use or registration of the Marks, or with use of the Marks by other
hotels.

e. You must promptly notify us of any suit filed or demand made against you challenging the
validity of any of the Marks (“Mark Claim”). Using our attorneys, we agree to protect and defend you against a
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Mark Claim, and to defend and indemnify you against your loss, cost or expense related to the Mark Claim,
except where the Mark Claim arose because you used the Marksin violation of the Agreement. Y ou may not
settle or compromise aMark Claim without out prior written consent, and you agree to cooperate with usin
defending against a Mark Claim.

f.  You have no right to sub-license anyone else to use the Marks or the System and you have no right
to use them for any purpose other than in connection with the Hotel.

0. Youwill not establish aweb site on the internet using any domain name containing the Marks or
anything similar to these words that does not comply with our Domain Name Policy and our Property Website
Guidelines (or such similar policies or regulation adopted by HAZ HOTELS from time to time). We retain the
right to pre-approve your use of linking and framing between your web pages and all other web sites.

8. Future Additions. You may not change the Rentable Rooms by more than 5% by
constructing additional sleeping rooms nor may you make substantial alterations to the Hotel without our prior
written consent, which we are under no obligation to give. In order to obtain our consent, you must send us your
construction plans and pay us an expansion fee for each additional sleeping room equal to the then-current per-
room charge for new franchises for this brand, but the expansion fee will be not less than $1,000. Y ou may
change the Rentable Rooms by 5% or less by constructing additional sleeping rooms but only after providing
prior notice to us. We will add any additional sleeping rooms that you construct to the Rentable Rooms, and you
will include revenues from the additional sleeping rooms and any additional meeting room in calculating the
Gross Room Revenues for determining fees due under this Agreement.

9. Assignment.

a.  Our Assignment. We may assign all or part of our rights or obligations under this Agreement to
any person or legal entity. We are not relieved of our obligations under this Agreement by assigning this
Agreement.

b. Your Assignment. Y our rights and duties under this Agreement are personal to you. We granted
this Agreement to you in reliance on the business skill, financial capacity and personal character of you or your
principal owner. Y ou may not sell, assign, transfer, lease, or otherwise encumber any direct of indirect interest
that you have in the Hotel, in you, or in any rights or obligations under this Agreement without giving us at least
15 days prior written notice and obtaining our prior written consent, which will not be unreasonably withheld.
Furthermore, if a Controlling Interest (as defined below) is being transferred or if you are conveying the Hotel
or more than a 50% undivided interest in the Hotel, you must also comply with all reasonable conditions we
require (including the signing of the then-current form of franchise agreement by the transferee and payment of
arelicensing fee equal to the then-current Affiliation Fee we charge). Our consent is not required for a
mortgage, for a collateral assignment of this Agreement as collateral for a mortgage, or for the sale or transfer
by any party of securitiesin a publicly-traded corporation or entity that individually, or in the aggregate with
other sales or transfers by a party, congtitute the sale or transfer of less than 5% of the outstanding capital stock
or other equity interest in the corporation or entity. We may charge a reasonable fee where your lender requires
that we give our written consent to or become a party to a proposed collateral assignment or that we provide an
estoppel letter. If you assign or transfer the Hotel or this Agreement without our written consent, you breach this
Agreement and we may terminate this Agreement.

c. Transfer on Death or Mental Incompetence If you or any natural person in your entity dies or
becomes mentally incompetent, the executor, administrator, or personal representative of the person must
transfer that person’s Hotel interest (within 12 months after death or mental incompetence) to one or more of
the remaining personsin your entity (if applicable) or to heirs of the deceased person that we approve.
However, our approvals under this Section 9.c. will not be unreasonably withheld and no re-licensing fees are
payable for any application for approval under this Section 9.c.

d. Controlling Interest. For purposes of this Agreement, “Controlling Interest” includes any general
partner’ sinterest in a partnership entity, 50% or more of the voting stock of a corporate entity, and 50% or more
of the ownership interestsin alimited liability company.
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10. Default and Termination

a Termination By You If we default in our material obligations under this Agreement, you may
terminate only if you first give us written notice of the defaults and of your intention to terminate this
Agreement. Y ou may then terminate this Agreement if we do not cure those default within 30 days after
receiving your written notice, or within 12 monthsif our default relates to thelisting of your Hotel in directories
we publish.

b. Termination By Us

1. Termination with Notice. If you default in your material obligations under this Agreement, we
may terminate this Agreement, effective on the date stated in our notice (or the earliest date permitted by
applicable law) as follows:

(a) If you do not pay us fees or other amounts due under this Agreement (including travel
agent commissions and global distribution system fees) or file required monthly reports of Gross Room
Revenues, within 10 days of our written notice of default to you;

(b) If you do not cure fully any other breach of your obligations or warranties under this
Agreement, within 30 days of our written notice of default to you; or

(c) If you or an &ffiliate of you materially breaches any other agreement with us or our
affiliates, or any mortgage, deed of trust or lease covering the Hotel, unless cured within any applicable notice
or grace periods contained in those documents.

2. Immediate Termination Effective on Notice. Upon written notice to you, we may terminate
this Agreement immediately, without giving you an opportunity to cure the default, if:

(8) Thereisanimminent threat or danger to public health or safety resulting from Hotel
construction, maintenance, or operation,;

(b) You stop operating the Hotel as part of the System, you abandon the Hotel, you lose the
right to possess the Hotel, you fail to open the Hotel in accordance with this Agreement, or you forfeit the right
to do or transact business in the jurisdiction in which the Hotdl is located;

(¢) You (or abeneficial owner of you owning at least 5% of you) are convicted of afelony, a
fraud, a crime involving moral turpitude or any other crime or offense that we reasonably believeislikely to
have an adverse effect on the System, theMarks, our goodwill, or our interest in this Agreement;

(d) You (or abeneficial owner of you) transfer or purport to transfer any rights or obligations
under this Agreement, any Controlling Interest in you, your interest in the Hotel or more than a 50% undivided
interest in the Hotel without our prior written consent;

() You knowingly maintain false books or records, send us false reports, or make any
materially false statement in your franchise application;

(f) You do not keep the Hotel continuously open to the public as part of the System;

(9) You become insolvent or make a general assignment for the benefit of creditors or are
unable to pay your debtsto creditors on atimely basis;

(h) You do not buy, maintain or send us evidence of insurance required by this Agreement;
or

(i) We send you 2 or more written notices of default under this Agreement for the same or
similar cause or reason in any consecutive 12 month period, whether or not cured;
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(1) You do not begin construction or renovation of the Hotel on or before the Start date (as
defined in and determined by Sections 23(a) and (c)(2) herein) or, once begun, do not continue, without
unreasonabl e interruptions, the construction or renovation of the Hotel.

c. Suspension of Franchise Rights. When you breach your material obligation required by this
Agreement, we may, within 10 days of our written notice of default (or longer time required by law) for
financia defaults or within 30 days of our written notice of default (or longer time required by law) for non-
financia defaults: (1) suspend any or all servicesto you, and/or (2) suspend your right to use the Marks.

We will reinstate the suspended services or the right to use the Marksiif you cure your default before this
Agreement terminates and pay us a fee for processing the suspension and reinstatement in the amount of $5,000
(or as otherwise established in the Rules and Regulation from time to time). If we suspend services or your right
to use the Marks, we may use other remedies, including termination of the Agreement, after the appropriate
time to cure has lapsed.

d. Our Remedies.

1. Whenever this Agreement is terminated, we will remove the Hotel from directories and
advertising and we will disconnect the Hotel from our advance reservations system and we may notify guests
holding reservations we made for you that your Hotel is no longer part of the System.

2. If weterminate this Agreement due to your default after the Opening Date (or, in the case of a
hotel to be constructed, after the Construction Start), you will pay us, within 30 days after termination, as
liquidated damages and not as a penalty for the premature termination, the product of (i) the average monthly
Gross Room Revenues during the prior 12 full calendar months (or the shorter time that the Hotel has been in
the System), multiplied by (ii) the Royalty Fee payable in the Remaining Months (as defined below), multiplied
by (iii) the number of months until the next date that you could have terminated this Agreement without a
penalty (“Remaining Months”), not to exceed 36 months. However, the product of (i) multiplied by (ii) will not
be less than the product of $50.00 multiplied by the Rentable Rooms.

Where the termination occurs before the Opening Date (or, in the case of a hotel to be constructed, before the
Construction Start), you will pay us within 30 days after the termination, as liquidated damages and not as a
penalty for the premature termination, the product of (x) the Rentable Rooms, multiplied by (y) $50.00,
multiplied by (z) the Remaining Months (but not to exceed 36 months).

Y ou understand that the injury to us caused by your breach is difficult or impossible to accurately estimate, and
that the above method of calculating liquidated damages is a reasonable estimate of our probable loss from your
breach. Payment of liquidated damages does not affect your obligation to pay amounts that accrued before the
termination nor does it affect your continuing indemnification obligation pursuant to Section 13.

We will reduce the amount of liquidated damages payable to us under this Section 10(d) by 15% (the
“Discounted Liquidated Damages Amount”) if, within 30 days of termination of the Agreement, you (i)
discontinue all use of the Marks at the Hotel, (ii) pay all outstanding fees and charges due under the Agreemert,
and (iii) pay to us by certified or cashier’s check the Discounted Liquidated Damages Amount.

e. Evidence of Breach. If the validity of the termination of the Agreement is disputed, either party
may introduce evidence of a breach of this Agreement or evidence of any claim associated with the Hotel,
including any facilities that are managed by others at the Hotel, whether or not stated in the default or
termination notice.

11. Obligationson Termination. On termination or expiration of this Agreement for any reason,
you must, at your expense:

a. Immediately discontinue al use of the Marks, or any word or mark similar to the Marks, and
refrain from using the Marks to identify the Hotel. If you do not immediately discontinue use of the Marks, we
will seek injunctive and equitable relief for your infringement and, in that event, you waive, to the maximum
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extent permitted by law, any requirement for any bond for the issuance of any injunction, and if abond is
required, you agree that it will not exceed $1,000;

b. Cancel any assumed name or similar registration containing the Marks or any variation or portion
of the Marks, and furnish us with evidence showing that you complied with this obligation within 30 days after
termination or expiration of this Agreemert;

c. Promptly pay al sums owed to us and our subsidiaries or affiliates, and al damages, costs, and
expenses, including reasonable attorney’ s fees, that we incur as aresult of your default, including outstanding
Monthly Fees and any liquidated damages due under this Agreement;

d. Pay usall damages, costs and expenses, including reasonable attorney’ s fees, that we incur after
the termination or expiration of the Term in obtaining injunctive or other relief for the enforcement of any
section of this Agreement;

e. Immediately send us all originals and copies of Manuals, the Rules and Regulations and all other
materials that we provided to you. Except for your copy of this Agreement and other documents that you
reasonably need to comply with applicable laws, you may not retain any material that we gave you during the
Term; and

f. Theobligationsin this Section 11 will survive the termination of this Agreement.
12. Insurance.

a. Beginning no later than the Opening Date and for the rest of the Term, you must purchase and
maintain, at your expense, the following insurance coverages:

1. All-risk physical damage coverage, insuring the Hotel and its contents for its full replacement
cost. If the Hotel is damaged or destroyed, and unless a mortgagee requires otherwise, the proceeds of any
insurance will be used to repair or restore the Hotel in accordance with your plans that we approve. Y our
insurance must contain awaiver of subrogation in our favor and the favor of our affiliates and subsidiaries, the
officers, directors, agents and employees of us, our affiliates and subsidiaries.

2. Commercial Automobile and Commercial General Liability Insurance policies written on an
occurrence form protecting you and your Additional Insureds (as hereinafter defined) from and against all
manner of liability which coverage is primary to any coverage that we maintain and which includes, without
limitation, Contractual, Products and Completed Operations, Independent Contractors, Personal Injury, Property
Damage, Bodily Injury and Host Liquor Liability coverage (if applicable), together with the costs and expenses
of the defense and/or adjustment of injury or damage, without exception, form or in any way related to any
operation or activity conducted under this Agreement and/or of the Hotel, including adjacent areas like parking
lots, restaurants, and bars. Y our Automobile Liability Policy must cover owned, hired and non-owned vehicles
used in the operation of the Hotel. The policies described in this section must apply to lawsuits or actions
brought anywhere in the world. These policies must provide limits per location of not less than $5,000,000
($10,000,000 if the Hotel has 6 or more stories) per occurrence and must be accompanied by awaiver of
subrogation in favor of the Additional Insureds Y ou may meet the required total minimum limits through a
combination of primary and umbrella policies. If alcoholic beverages are sold at the Hotel, you must purchase
and maintain Dram Shop/Liquor Liability Insurance with limits of not less than $5,000,000 per occurrence;

3. Statutory Workers Compensation and Employers Liability Insurance with Minimum
Employers Liability limits of $100,000 by accident and $100,000 by disease; and

4. You aso must obtain and attach an endorsement to your general liability, auto, umbrella and

liquor (if applicable) Insurance adding us, or affiliates and subsidiaries and the officers, directors, agents and
employees of us, our affiliates and our subsidiaries as additional insureds (“Additional Insureds’).
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b. We may reasonably change the above insurance coverage requirements during the Term by giving
you at least 30 days notice of the change. Y ou must comply with our directions, at your expense, and deliver to
us evidence of your compliance before the change becomes effective.

c. You must place your insurance with Insurance companies reasonably acceptable to us and with an
A.M. Best Rating of A-, VI or better. All insurance that you provide will be specifically endorsed to provide
that the coverage will be primary and that any insurance carried by Additional Insureds will be excess and nor+
contributory.

d. Youmust send us, at least 10 days before the Opening Date, certificates of insurance indicating
your franchise code, the Hotel name and address, and proof that the Additional Insureds endorsement has been
accepted by your insurance carrier. Y ou must also provide us with evidence of renewal before the expiration
date. Each policy and certificate of insurance must include a statement by the insurer that the policy will not be
canceled, reduced in coverage, or otherwise altered without 30 days advance written notice to us.

e. Your purchase and maintenance of insurance and your performance of your obligations under this
Agreement are in addition to your obligation to indemnify us. Y ou may obtain additional insurance coverage
since we do not require insurance against al potentially insurable risks; if you do, you will nhame us as an
additional insured if there is no additional premium for this coverage.

13. Indemnification. Y ou must defend, indemnify and hold harmless us, our affiliates and
subsidiaries, our and their respective officers, directors, agents and employees (the “Indemnified Parties’) from
any claim, loss, cost, damage, expense and liability (a“Claim™), including reasonable attorneys' fees (whether
or not alawsuit has been filed) and any court costs, resulting from any damage or loss, including personal
injury, of any nature, connected with the Hotel construction or operation, or any facilities that are managed by
othersin the Hotel, or out of, or asaresult of , you ( or your agent’s or employee’s) error, omission, act or
failure, even where negligence of an Indemnified Party is alleged, except to the extent that the loss, costs,
damage, expense or liability is proximately caused by the negligence of an Indemnified Party. The amount o our
contribution will be calculated by applying principles of comparative negligence where a Claim was jointly
caused by your negligence and by our negligence. Y ou must reimburse us for all amounts we reasonably spend,
including attorneys fees and court costs, to protect the Indemnified Parties from, or to remedy, your defaults
under this Agreement or claims arising out of your operation of the Hotel. We will have the sole and exclusive
control (including the right to be represented by attorneys of our choosing) over the defense of any Claims
against an Indemnified Party and over their settlement, compromise or other disposition.

14. Casualty. If the Hotel is damaged by fire or other casualty, you must promptly repair the
damage. If the damage or repair requires closing the Hotel, you must immediately notify us, begin
reconstruction within 6 months after closing and, in accordance with the Rules and Regulations, reopen the
Hotel for continuous business operation as soon as practicable (but in any event within 12 months after the
Hotel closing), sending us at least 30 days prior written notice of the date of reopening. We will extend the
Term of this Agreement by the number of days between the date of closing and the date of reopening. If your
insurance proceeds are not available to repair or rebuild the Hotel and if you notify us within 6 months after
closing, we will terminate this Agreement without penalty to either party.

15. Notices. All noticesrequired or permitted under this Agreement must be in writing, must be
personally delivered or mailed by registered or certified mail, return receipt requested, or by a nationally
recognized courier service, to usat HAZ HotelsInternational, LLC., PO Box 26381,Federal Way, WA
98093 Attention: General Counsel, and to you at the Designated Representative's address. Either you or we
may change the address by written notice to the other party. Y ou authorize the Designated Representative to
receive our written notices to you as your agent. Any notice by registered or certified mail or by courier service
is deemed given and received at the date and time of sending. Y ou may change the Designated Representative
by written notice to us.

16. Business Relationship.
a.  You agreethat:
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1. This Agreement does not create a fiduciary relationship between you and us;

2. You are anindependent contractor. Nothing in this Agreement makes, or isintended to
make, either party an agent, legal representative, subsidiary, joint venturer, partner, employee, independent
contractor or servant of the other (except that we are acting as your agent when making reservations for your
Hotel);

3. You are not authorized to make any contract, agreement, warranty, or representation on
our behalf, or to incur any debt or obligation in our name; and

4. Youwill not represent in any proposed financing agreement or to any proposed lender or
participant in a public or private investment offering that we or any of our affiliatesis, or will, become
responsible for your obligation under the financing agreement, not that we are, or will be, participating in a
private or public investment offering. Before you distribute a prospectus of your intended private or public
offering, you must send us a copy for our prior written approval, not to be unreasonably withheld, of references
made to usin the prospectus.

b. Neither party assumes liability for, or will be deemed liable as aresult of, any action or omission
of the other party or any claim or judgment arising from any such action or omission.

17. Attorneys Fees. The prevailing party (as determined by the Court or arbitrator) in any action
or arhitration filed to enforce the terms of this Agreement will recover from the other party the reasonable
expenses of its attorneys in bringing the proceeding, whether that attorney is employed by you or us or specially
retained in connection with the proceeding, along with any court costs, arbitration costs, arbitrator fees, the
reasonable costs of necessary expert witnesses, and the reasonable travel costs (including food and lodging) of
the prevailing party’ s witnesses in the proceeding. Attorney fees, including those payable to any attorney who is
an employee of your or our, will be determined by reference to the rate for attorneys of similar background and
experience performing similar work in the area where the proceeding is conducted. Any judgment or arbitration
award for fees or other amounts owed us under Sections 4 and 10.d.2 of this Agreement will bear interest at the
rate referred to in Section 4.e until paid.

18. Taxes, Permit; Compliance with Laws; Notice of Legal Actions.

a.  You must pay when due all taxes related to the Hotel that may be levied or assessed by any
federa, state, or local tax authority, and all other indebted ness related to the Hotel. Y ou must pay any sales tax,
gross receipts tax, or similar tax imposed on us (but not including our income taxes) on any payments that you
must make to us under this Agreement.

b. If thereisabonafide dispute asto liahility for taxes assessed or other indebtedness, you may
contest the validity or the amount of the tax or indebtedness under the procedures of the taxing authority or
applicable law. Y ou may not permit atax sale or seizure by levy of execution or similar writ or warrant, or
attachment by a creditor to occur against the Hotel or the Location.

c. You must comply with all federal, state, and local laws, rules and regulations applicable to you
and to the Hotel. Y ou must timely obtain all permits, certificates, or licenses necessary for the construction,
operation and maintenance of the Hotel, including licenses to do business, fictitious name registration and sales
tax permits, health and sanitation permits, and ratingsand fire clearances. Y ou must send us, within 10 days of
your receipt, copies of all inspection reports, warnings, certificates, and ratings, received from any
governmental entity.

d. You must notify usinwriting, within 5 days of your receipt, information about any action, suit,
proceeding, or the issuance of any order, writ, injunction, award, or decree of any court, agency, or other
governmental instrumentality, that may adversely affect the operation of the Hotel or your financial condition.

e. Additionally, you must send us, prior to the Opening Date, the following, as appropriate:
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(1) thelegal name and business type (corporation, limited liability company, limited
partnership, etc.) of the Hotel’ s operating entity

(2) itsfederal TIN (taxpayer identifying number);

(3) itsstate income tax account number(s);

(4) itsstate payroll tax (withholding and unemployment tax) account number(s);

(5) itsstate salestax and occupancy tax account number(s); and

(6) itslocal (county and city) occupancy tax account number(s).

19. Approvalsand Waivers.

a.  Our approvals and consents will not be effective unless signed by one of our duly-elected officers.
We may withhold our consent if at the time of your request you are in breach of a material obligation under this
Agreement.

b. Except as otherwise expressly stated in this Agreement (including any amendments), we make no
warranties or guarantees on which you may rely. We assume no liability or obligation to you by providing any
waiver, approval, consent, or suggestion to you with this Agreement, or by reason of any delay or denial of any
request.

c. Failureto exercise any power or to insist on strict compliance with any obligation or condition
under this Agreement is not awaiver of any future right to demand exact compliance with any of thetermsin
this Agreement. Waiver of any particular default will not affect or impair a party’s right with respect to any later
default of the same, similar, or different nature. No delay, forbearance, or omission to exercise any power or
right following any breach or default of any of the terms, sections, or covenants of this Agreement, will affect or
impair a party’ s rights.

20. Severability and Construction.

a If any section of this Agreement is held to beillegal, invalid or unenforceable, both parties agree
that (1) the section will be removed; (2) this Agreement will be understood and enforced as if theillegal,
invalid, or unenforceable section had never been in this Agreement; and (3) the remaining sectionswill remain
in full force and effect and will not be affected by theillegal, invalid, or unenforceable section or by its
removal. A section similar to the removed section will be automatically added as a part of this Agreement to the
maximum extent enforceable.

b. Except as otherwise expressly provided in this Agreement, nothing in this Agreement is intended,
nor will anything in this Agreement be deemed, to confer on nay person or legal entity other than us or you, or
our respective successors and assigns, any right or remedies under or by reason of this Agreemert.

c. All captionsin this Agreement are intended solely for the convenience of the parties and do not
affect the meaning or construction of any section.

d. All referencesto the masculine, neuter, or singular, includes the masculine, feminine, neuter, or
plural. If “you” consists of more than one person or entity, your acknowledgements, promises, covenants,

agreements, and obligations made or undertaken in this Agreement are jointly and severally undertaken by each
of you.

e If this Agreement is executed in multiple counterparts, each executed copy is an original.

f.  This Agreement becomes valid only when we have signed it, and it will be interpreted under the
substantive laws of Washington State, not including its conflict of laws provision; except that nothing herein
shall be construed to establish independently your right to pursue claims under Washington State's Franchisee
Registration and Disclosure Law.

g. Rightsand remedies stated in this Agreement are cumulative and not exclusive of any other right
or remedy.
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h. THISAGREEMENT CONTAINSTHE COMPLETE UNDERSTANDING OF THE
PARTIES AND REPLACES ANY PREVIOUSWRITTEN OR ORAL AGREEMENT ON THE SAME
SUBJECT MATTER. NO REPRESENTATION, INDUCEMENT, PROMISE OR AGREEMENT,
ORAL OR OTHERWISE, NOT CONTAINED IN THISAGREEMENT, WILL BE OF ANY FORCE
OR EFFECT.

i.  Amendmentsto this Agreement will not be effective unless signed by one of our duly-€elected
officers and by you.

j- Neither party may file a claim (except claims for indemnification, which will be governed by
applicable laws) arising out of or relating to this Agreement after 3 years from the date that the claim arose,
unless applicable law states a shorter statute of limitations.

21. Acknowledgments.

a.  You have conducted an independent investigation of the benefits of signing thisAgreement, and
you understand that the business venture contemplated by this Agreement involves business risks, and that its
success will be largely dependent on your ability as an independent business person. We have not made, and
you acknowledge that you have not received from us or our agents, any projection, warranty or guarantee,
express or implied, as to the profitability or other potential success of the business venture contemplated by this
Agreement, except as contained in the disclosure statement(s) we gave you. By signing this Agreement, you
represent to us that you have neither received nor relied on representations of any kind concerning this
Agreement, except as stated in the disclosure statement(s) we gave you or as stated in this Agreement.

b. You agree that this Agreement relates only to the Hotel and the Location. Subject to the terms of
our Impact Policy in force from time to time; (1) we may own, operate, franchise or license other hotels using
the Marks and the System, as well as hotels using any other brand, at any other location, and (2) we, our
affiliates and other franchisees may now or in the future engage in transient lodging or related business
activities that may compete with the System or with the Hotel.

c. You agree that he Marks andthis Agreement relate only to the System, and that we may decide to
provide services to the Hotel simultaneously to one or more of our other brands, either separately or combined.

d. Youaresolely responsible for exercising ordinary business control over the Hotel, including
personnel matters of Hotel employees and pricing of rooms and other services at your Hotel.

e. Youwarrant the truth and completeness of al you statement in your application and those in all
other documents that you send us as part of the application process. This warranty will survive the signing and
the termination of this Agreement.

f.  You acknowledge that you received from us a disclosure document required by the Federal Trade
Commission and by the state(s) in which you live and where the Hotel islocated, either during you r first
personal meeting with our representative to discuss the franchise sale, or at least 10 business days before you
signed this Agreement or paid to us any consideration for the franchise, whichever of those first occurred. Y ou
also acknowledge that we gave to you the completed copies of this Agreement for your signature at least 5
business days before you signed this Agreement.

g. You arethetrue owner of, and record holder of title to, the Hotel, unless you have told usin the
application that you lease the hotel under alease with at least 20 years remaining in its term.

h. You acknowledge that we own the rights to data concerning customers who stay at the Hotel and
that we may use that data in any reasonable manner that we determine. We acknowledge that you also own that
data and that you may use that data in any reasonable manner that you determine.

i.  We agree to consult with the Franchise Association on the marketing campaigns that we will
undertake for the System, on the use of those portions of the Monthly Fees that are designated for marketing
purposes and reservations purposes and on changing the amounts of those fees. We will provide annually to the
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Franchise Association audited financial statements within 6 months following year end showing the receipts and
expenditures of those portions of the Monthly Fees that are designated for marketing purposes and reservations
purposes. We also agree to consult with the Franchise Association before making any changes to the Impact
Policy. However, we are not required to obtain the consent of the Franchise Association on any of these matters.

j- You acknowledge that we may use that portion of the Monthly Fee that is designated for
marketing purposes, together with similar fees that other franchises using the Marks pay to us, to meet al costs
incident to the marketing services that we provide to the System, and that those costs may include our overhead
expenses that are reasonably allocated to those services. Y ou further agree that, subject to Section 21.i, we have
the absolute and unilateral right to determine, when, how and where that portion of the Monthly Feethat is
designated for marketing purposes is spent, including he right to purchase and pay for product research and
development, production materials, ad dlicks, brochures, videotapes, radio and television commercials, media
advertising (television, radio, cable, magazines, newspapers and other print), services provided by advertising
agencies, market research, computers, furniture, equipment, trade shows, promotions, marketing, research and
design, public relations, frequency programs, personnel, accounting services, travel expenses, office space,
administrative costs, salaries and fringe benefits, development, design and updating of the World Wide Web
site(s) (“Home Page™) and maintaining a Home Page on the Internet, including Internet service provider costs,
and for other similar costs that we reasonably deem to be appropriate. Y ou also acknowledge that other
franchisees using the Marks may not contribute the same percentage or total amount that you must pay for
marketing purposes.

k. You acknowledge that we may use that portion of the Monthly Fee that is designated for
reservations purposes, together with similar fees that other franchisees using the Marks pay to us, to meet all
costs incident to the reservations services that we provide to the System, and that those costs may include out
overhead expenses that tare reasonably allocated to those services. Y ou further agree that, subject to Section
21.i, we have the absolute and unilateral right to determine, when, how and where that portion of the Monthly
Fee that is designated for reservations purposes are spent, including the right to purchase and pay for research
and development, computers, furniture, equipment, personnel, accounting services, frequency programs, travel
expenses, office space, administrative costs, salaries and fringe benefits, development, design and updating of
World Wide Web site(s) (“Home Page”) and maintaining a Home Page on the Internet, including internet
service provider cost, and for other similar cost’s that we reasonably deem to be appropriate. You also
acknowledge that other franchisees using the Marks may not contribute the same percentage or total amount
that you must pay for reservations purposes.

22. Arbitration. Except for our claimsagainst you for indemnification or actions
seeking to enjoin you from using the Marksin violation of this Agreement, any controversy or claim
arising out of or relating to this Agreement, or the breach of this Agreement, including any claim that
this Agreement or any part of this Agreement isinvalid, illegal, or otherwise voidable or void, aswell as
any claim that we violated any lawsin connection with the execution or enforcement of this Agreement
and any claim for declaratory relief, will be sent tot final and binding arbitration before either the
American Arbitration Association, J.A.M.S,, or Nation Arbitration Forum in accordance with the
Commercial Arbitration Rules of the American Arbitration Association, including itsrulesfor
emer gency measur es of protection, except tot the extent that the Commercial Rules of the American
Arbitration Association may beinterpreted to requireyou or usto produce documents, witnesses, or
information at atime other than at a hearing on the claim without our mutual consent. In the event more
than one demand for arbitration isfiled in connection with this Agreement, the demand filed with the
American Arbitration Association, J.A.M.S,, or Nation Arbitration Forum office having jurisdiction over
Washington State proceedings shall take precedence, and any other demand shall be withdrawn and
presented in the Washington State filing. The arbitrator will apply the substantive laws of Washington
state, without referencetoits conflict of laws provision, except that nothing herein shall be construed to
establish independently your right to pursue claimsunder Washington’s Franchise Registration and
Disclosure Law. Judgment on thearbitration award may be entered in any court having jurisdiction. I F
any party failsto appear at any properly noticed arbitration proceeding, an award may be entered
against the party, notwithstanding itsfailureto appear. Any arbitration will be conducted at our
headquarters office in Washington. Nothing in this Section will be construed asrequiring you or usto
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make a claim in arbitration before exercising any rights you or we may have to give notice of default or
termination in accordance with the terms of the Agreement.

23. Special Provisions Applicable Only to Hotels to be Constructed or Completely
Renovated.

a. Theterm “Construction Start” means the date that bona fide pouring of footing for the Hotel
begins at the Location in the case of a hotel to be constructed or the date that renovations begin in the case of an
existing hotel that is to be completely renovated.

b. Inaddition to the other provisions of this Agreement, we agree that we will review and comment
on whether your preliminary drawings, final working drawings and building plans for the Hotel (“Plans’) meet
our Rules and Regulations.

c. Inaddition to the other provisions of this Agreement, you agree that you will:

1. Present for our approval, before Construction Start, your preliminary drawingsfor Hotel
construction within 3 months from the effective date of this Agreement and final working drawings for Hotel
construction within 6 months from the effective date of this Agreement;

2. Causethe Construction Start to occur within 8 months of the effective date of this
Agreement and, within 5 days after the Construction Start, inform us that the Construction Start has occurred. If
you do not cause the Construction Start to occur within 8 months of the effective date of this Agreement, you
may request, before the end of the 8 months, an additional 3 months for Construction Start. We are not
obligated to extend the time for Construction Start. If we agree to extend the time for Construction Start, you
will pay us an extension fee of $5,000 for each 3-month extension;

3. Continue Hotel construction in accordance with the Plans, after Construction Start,
without unreasonable interruption, until the Hotel isready for our inspection. Y ou must complete Hotel
construction, including furnishing, equipping, and preparing for opening, within 12 months after Construction
Start;

4. Send us, when we request during construction, reports showing the progress made toward
completing Hotel construction;

5. Usethe Marks before the Opening Date only as allowed in Se