Business Opportunities

Selling or buying a Business Opportunity is a very time consuming and complex process.
This information is provided to you for sole purpose of understanding the process and
some of the legality of buying or selling Business Opportunities. I am neither an Attorney
nor a CPA or a financial consultant. I strongly advise you to seek advice of your Attorney
and your CPA when selling or buying a Business Opportunity. Information bellow was
obtained from the Department of Real Estate of California.

The statutorymemger of the real estateandbusinespportunitylicensesoccurredin 1966.Since
then, a real estatelicenseis requiredto engageas an agentin the sale or leaseof business
opportunities.

DEFINITION

The Real EstateLaw defines ObusinesspportunityCas the sale or leaseof the businessand
goodwill of an existing business enterprise or opportunity

The sale of a business opportunity may involve the sale of only personal property

Typical transactionsnvolve retail stores,automotiveservice businessestestaurantscocktail

lounges,bakeries,manufacturingfacilities, distribution and servicesbusinessesetc. The sale

almostalways includesthe inventory fixtures, non-competitionagreementjeaseassignment,
and goodwill.

If real property is involved in the sale, the agent usually treats the sale of the business and
sale of the land/building as two separate and concurrent transactions with two concurrent

and contingent escrows.

AGENCY

In mostbusinespportunitytransactionsthe real estatdicenseewill be actingasa dualagent,
with theinformedconsentf the principals.Thus,the licenseds in afiduciary relationshipwith
both the buyer and seller

Thereal estateébrokermustobtainthe written authorizatiorof the ownerof the businesproperty

beforehe or shemay obtainthe signatureof a prospectivebuyeron a procuringcauseagreement.
Failureto do sois groundsfor revocationor suspensionf the agent§licenseunderBusinessand

Professions Code Section 10176()).
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SMALL BUSINESSES AND THE SMALL BUSINESS ADMINISTRATION

The Small BusinessAdministration (SBA), a federalagency assistssmall businesseshrough
variousfinancial and counselingprogramsln establishingoan qualifying criteria, the SBA has
developed size standards governing eligibility. Depending on the type of business
(manufacturing,wholesaling, retailing, service, construction,or agriculture), the standardof

eligibility is basedeither on the numberof employeesor on the annual gross salesof the

business. Interested persons should contact thef@BAirrent criteria, loan amounts, etc.

FORM OF BUSINESS ORGANIZATION

Legal andtax considerationgienerallyenterinto a buyei@ decisionregardingthe legal form of
businessorganization.Sole proprietorship,corporation,partnershipJimited liability company
syndicate, and franchise are examples.

It is estimatedthat about75% of Americanbusinesse®perateas sole proprietorshipsAbout
16% are corporations. Howeyeprporate enterprises earn over 70% of the total income.

The sole proprietorshipis the simplestform of businespportunity Corporationsare governed
by officers, directors,and shareholdergowners),andthe businesss conductedunderauthority
of its articles of incorporation, bylaws, resolutions and policies.

Organizersmust comply with the legal requirementsof the statein which the corporationis
established.

FORM OF SALE

The usual form of transfer for small businesses is a sale of assets for individual owners
and a sale of assetsor stock when a corporateowner is involved. (Transferof partnership
interests, corporate memgers, etc., are other examplesof forms of sale.) Tax factors often
influence the form of sale.

The transferof ownershipof a corporatesmall businessby sale of all corporationstock may
requirethatthe agentnegotiatingthe salehavea brokerdealersecuritiedicenseissuedby either
the California Department of Corporations or the Securities and Exchange Commission.

However a real estatebroker who hasa listing for the sale of the assets of a corporationis

entitledto a commissionf the partiesdecideon the saleof the stockin the corporation provided
it is a sale of all of the outstanding stock.
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Regardingthe sale of stock of a corporation,seeSection260.204.10f the California Code of
Regulations.

In a saleof assetsa buyerassumeso obligationsof the businessinlessby specificagreement.
The selle® liabilities and creditorstaiims are generally cleared up in escrow

In asale of stockwith the partiesintendingthatthe corporationremaintheownerof thebusiness
with the sameassetandliabilities asbeforethe sale the shareholdersf the corporationsell and
assign their stock to the new shareholders.

WHY AN ESCROW?

The use of an escrow holder specializing in business bulk transfers is advisable for all
business opportunity transactions. It is the escrow holder’s responsibility to insure that
both the obligations and benefits of the Bulk Sales Law (Commercial Code Section
6101, et seq.) and, if applicable, the Secured Transactions statutes (Commercial Code
Section 9101, et seq.) concerning personal property transfers and security devices have
been met and/or obtained.

Pursuant to the written instructions of the principals, the escrow holder:
¥ conducts lien searches

¥ publishes, records, and mails to the tax collector the appropriate Notice(s) to
Creditors of BulKTransfer

¥ obtains the designated tax releases from the government agencies who could
otherwise impose successor tax liability upon the buyer

¥ acts as a general Oclearing houseO depository for funds, documents, instruments and
delivery of same at close of escratwhich time the escrow holder provides an
accounting. (It should be noted that the Internal Revenue Service does not give tax clearances. In

somesectionsof California, a tax lien insurancepolicy is availableto protecta buyeragainsta
future or undisclosed tax lien.)

BUYER’S EVALUATION

A buyer should be given an opportunity to evaluate all material aspects of th@ seller
business, including:

¥ liens and liabilities thatfatt the business (because of possible successor liability)
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¥ the lease terms and conditions

¥ the recent past and the present financial history of the business

¥ the present and probable future risks involved with ownership; and,

¥ the probable future income stream (assumiiegteéfe management by buyer)

Although the buyer has a responsibility to exercise “due diligence” in evaluating the
business opportunity, I strongly advise the buyer to seek the advice of a competent
accountant and attorney.

MOTIVES OF BUYERS AND SELLERS

Most purchasergxpectto buy a businesswith eithera goodearningsrecordor a goodearnings
potential. Few peoplebuy businessesvith heavyloss recordsor at the price of assumingthe
sellei® obligations.While real propertyalwaysretainssomevalue, a defunctbusinessaslittle
or no value.A broker mustexercisereasonablearein screeningpotentialbuyersand keepin
mind the selle® motives in selling and the bu@motives in buying.

A selle® motives might include: retirement; burnout; poor health; a move to anothercity;
imminentbankruptcy;or a desireto quit businessandwork for others A buyer@ motivescould

include:wantsto be boss;desiresmoreincome;lacksskills or training for employmentyetiring
to a second career; buying Oa dreamO; or expanding an existing on-going business.

COUNSELING THE BUYER

A broker may be askedto counsela businessopportunity buyer Buyer must understandhat
counselingstatementsare not construedas legal advice or as representation®r warranties
concerning the future of a specific business.

Normally, the brokerand prospectivebuyer discussthe buyei® backgroundandwhetherhe/she
has experience in the business being investigated. Other important topics include:

1. the amount of money the buyer can invest, including the money necessary for startup
costs,(beginninginventory depositswith utilities, licensesand permits,leasepayment,
advertising, etc.)

2. where additional funds, if needed, may be borrowed

3. credit extensions that can be expected from suppliers
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4. the opinionsof any accountantattorney or bankerwho hasconsultedwith the buyer
and whether or not the broker will be coordinating the purchase with them

5. the reasonableness of the b&eet income expectations
6. the possibility of unexpected expenses or losses; and,

7. the likelihood that the current financial statement (balance sheet) and earnings
statement (profit and loss) of the business and the @uijeancial statement will
be adequate to obtain a direct loan from a bank or a loan through the SBA.

Especially with a novice buyghe broker should anticipate being questioned in detail
about all phases of owning the subject business.

A broker is aware of the taxable events involved as a result of a transfer of a business.
Particular care is taken to ensure that counseling statements are not taken as legal or tax
advice. The principals in the transaction are advised to seek legal and tax advice.

A newtax law wentinto effect January2000which adverselyaffectsthe sellerwho takesa note
for partof the purchaseprice of the businesslt appliesto anassesaleasopposedo a corporate
saleandwhereoneis on the accrualmethodof accountingThe newlaw in generalprovidesthat
thetotal dollar amountof the noteto the selleris taxableall at once,evenif the proceedsareto
be receivedin installmentsover severalyears.This is a drasticchangefrom previouslaw. It is
the seller’s responsibility to discuss this matter with his or her accountant at the time of the
listing. The new law may affect each taxpayer differently, depending upon their tax
situation. I advise all sellers to seek legal advice from their CPA and tax attorneys on the
benefit of RIC 1031 tax deferred exchanges.

Additionally, in the saleof assetf a businessgreatcaremustbe takenon how to allocatethe
considerationj.e.; furniture, fixtures, equipment,non-competeagreementgoodwill, inventory
consultingagreementslease,leaseholdinterests,employmentcontracts.The allocationof the
itemsmay haveimportanttax consequencef®r the parties.Involvementof your CPA would be
beneficiary to you.

SATISFYING GOVERNMENT AGENCIES

As a purchaserou shouldbe preparedo familiarize yourselfwith the variousfederal,stateand
local governmentadgenciesvhich a purchaseshouldcontactfor requiredpermits,licensesand
clearances. Such agencies include:

¥ Internal RevenueService (for employer identification numberin connectionwith federal
withholding taxes, etc.)
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¥ State Board of Equalization (for sales tax permit, bond and sales tax deposit)

¥ State Department of Benefit Payments (state payroll tax withholding)

¥ State Departmentof Industrial Relations (workersGcompensatiorinsuranceand California
Occupational Safety and Heahlst); and

¥ County and Municip@lgencies (licenses and permits, such as the business license).

LISTINGS

Listings will be taken with great care after evaluating the business location, operation and
the seller’s records and financial statements (profit and loss statements, balance sheets and
business tax statements for at least the last three years).

The sellet or sellei®@ accountantor attorney should cooperatein furnishing the broker with

income and expense records and copies of leases, insurance policies, inventory records for resale
items, equipment,furniture, salestax reports, IRS schedulesgtc., so that | can evaluatethe

guality of the businessandits income streamto arrive at a fair marketprice and listing terms

with you asthe seller A selleris often cautiousaboutdisclosingbooksand recordsto a buyer

sincea prospectivegpurchasecould be a competitoror persomot actingin goodfaith. If there is

great resistance by the seller in accepting the broker’s evaluation of a fair and realistic sales

price and if reasonable value is not represented in the seller’s demand for a higher listing

price and terms, the listing will probably be turned down.

After the agenthasreviewedthe sellei® basicrecordsand evaluatedthe other aspectsof the
businessthe brokerandownerdeterminethe listing price andtermsto meetthe ownei® selling
objectives.

Broker’s responsibility for making a full disclosure of and accurately detailing all
information material to the business being sold - information furnished by the seller. Where
shares of stock are involved, the law imposes a duty upon the broker to verify, within
certain limitations, the accuracy and completeness of such information. This obligation is
referred to as the duty of due diligence. Therefore, the owner’s motive for selling is
important. If the owner isn’t making a success of the business and appears to be distorting
or manipulating records, or “padding” statements to the broker, the broker must point out
that failure to accurately disclose material facts concerning the business or “padding” of
statements are material misrepresentations constituting fraud. I will not participate in such
a transaction.
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PREPARING THE LISTING

The saleof a businesopportunitywill beginwith an exclusiveauthorizationto sell agreement,
adequatehandproperlycompletedoy the agent.Oftenwith the adviceof attorneysgxperienced
brokers and their associationshave devised forms which serve as a checklist to avoid
overlooking essential provisions for the protection of the parties.

The brokerwill makesurethat the form usedappliesto the transactionat hand,or amendthe
form. Specialized forms are the general rule.

Most authorizationsto sell will provide room for a good deal more information about the
property than would be necessary in listing a residéreeauthorization may well contain:

¥ conditions and terms under which the business will be sold

¥ duration of listing extensions

¥ financing

¥ how and when the business can be shown

¥ name and address of séleaccountant

¥ pending citations, if anfrom government agencies against the business and/or
owner that would prevent the selling or transferring of any licenses and/or permits

¥ health and welfare and paid vacation provisions, etc., for employees, if there is a
union contract in force

¥ |egality of any structural changes made (check to see if all necessary permits have
been issued, final inspections made and jobs approved)

¥ days (and hours) of the week business is open or closed

¥ number of employees

¥ square footage of business area and parking area

¥ dba of business, if gmynd whether it is properly registered

¥ name of the business if it is to be included as consideration

¥ gross income and average per month; and,

¥ list of average expenses per month.

A business opportunity broker must ensure that all representations concerning a business
are those of the owner or seller. A broker may be liable for any personal representations
or projections that he or she makes.

The agent must inform the seller that the seller must have all equipment purchased and
used in the operation of the business in working order on the day the buyer takes
possession, unless the listing agreement and purchase agreement provide otherwise. It is
also the seller’s responsibility to see that necessary clearances from governmental agencies
are secured. The seller should understand clearly that any sale will be subject to the buyer
receiving all required licenses, permits and clearances.
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When sales and/or social security and unemployment taxes are involved in the transaction,
the agent must remind the seller (and see that the purchase agreement provides) that no
funds are to be released to seller from escrow until such time as seller has provided the
escrow holder clearances from the State Board of Equalization and the Department of
Benefit Payments. Remember, the buyer can be held responsible for the unpaid taxes of
buyer’s predecessor (“successor’s tax liability”) up to the amount buyer paid to purchase
the business. Sales tax must also be paid on the fixtures and furniture.

The tax must be paid by the buyer to the seller and the statewill collectit from the selleg
normally through escrow

The seller is apprised that the buyer will have the right to inspect the business records of
income and expense and in most cases will make the offer to purchase contingent upon the
later inspection and approval of the records. The seller is also informed of escrow costs and
of any other fees the seller will be expected to pay. In most cases, the seller and buyer share
the closing costs equally.

ESTABLISHING VALUE

Thereis no magic formula for estimatingthe equitableOsaleabl@riceOof a businessSome
brokersdraw from their own experienceand ability to understandbusinessaccountingand
devise initial price guideg.hese should be used only as rough guides.

Whena brokerhasdevelopeda price guidefor useasa startingpoint in listing negotiationsthe
brokerwill find out by marketcomparisorandcarefulexaminatiorof economicdatathatmarket
prices of like businesses in the same general area vary considerably

Someof the factorsmakingfor this variationare differencedn location, net earnings hoursof
operationof the businesstermsandconditionsof lease numberof employeesetc. Othermajor
factorsin adjustingany price guide arethe age,appearancandusefulnes®f furniture, fixtures
and equipment, and the exterior and interior physical appearance of the business.

To arrive at an estimate of value, a business opportunity agent will examine the following:
1. Operatingstatementandbusinessax statementsor the lastthreeyears.Sometimes formal
reconstructiorof therecordsmay be necessaryo arriveatan Oadjustedetprofit. OThe adjusted

net profit may reflect certain discretionary expenses which a new owner may not have.

2. Intangibleassetdeingpurchasedincludinggoodwill, location,fictitious businessxame(dba),
and the selld® covenant not to compete.
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3. Aspectsof the lease:renewableor extendibleon reasonabléerms;new leaseor assignment;
lessof3 consent.

4. Financing:availability; suitability of assetgincluding real property if applicable)assecurity
for a bank or other loan.

5. The business opportunity@mpliance with all applicable laws and regulations.

6. Employeesjnsurancehoursof operationneededo produceincome;managemenproblems;
labor costs.

7. Zoning; parking; pedestrianand vehicular accesscompatibility of neighboringbusinesses;
square footage/future expansion possibilities.

8. Currentratio of operatingexpensego grossincome; selle@ return on investment;sellei@
current assets, liabilities, and cash flow; consistency of profitability

9. Comparison with similar businesses beirfgred for sale.

10. Written appraisakeportfrom expert,if necessaryNote thatit is inevitablethattherewill be
differencesof opinion asto the appraisedvalue of a businessopportunity The appraisalof a
businespportunityis difficult becausef the wide diversity of typesof businesseandthe fact
that the amount of OgoodwillO ididiflt to quantify

Some brokers become value specialistsin their own right in specific types of business
opportunities.

The final appraisedvalue will be the best coordinationof (I) the quality of the business

investmentand (2) the currentmarket price for that type of businessopportunity Where the
business is lge and complex, we advise the seller to have it appraised by a reputable specialist.

VALUATION METHODS

A number of valuation methodsand statistical models exist for estimatingthe value of a
businessTwo common methods are:

() capitalizing value basedon estimatedannual profit and the desiredrate of return of the
investment; and

(2) evaluating the fixed assets and inventory being purchased.

A business opportunity broker who prepares a pro forma budget or statement of
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projected income should be aware that these documents may be construed as a
representation or warranty. The broker may be held liable to the buyer for such
statements. A business opportunity broker should deal only with the factual, historic
operation of a business as reflected in existing records, and avoid any representations
concerning future income.

LEASE

If there is a lease involved, what is its status? Will the landlord permit the present lease

to be assigned, and, if so, under what terms and conditions? Is a subleasepossibleand
preferableto a new lease?f the presentleasehasonly a few yearsleft, is a new leasefor a
longerterm possibleandunderwhattermsandconditionsWill the lessordemandpaymentof a
bonusfor anewleaseand,if so,whowill payit? Whatis the lessof8 nameandaddressaindwho
is to be held responsibldor dealingwith the lessorregardinga new leaseor the transferringor
extensionof the presenteasef it is a percentagéease how is the paymentandaccountingof
sameto be handled?The buyershouldreimbursethe sellerthroughescrowfor any prepaidrent
and/orsecuritymoneyon the lease.The brokershouldcarefully readany leasewhich is part of
the transaction,and note all pertinentfacts therein before quoting what broker believesto be
facts to a buyeilt is likely that the buyer will need competent legal advice in this regard.

GOODWILL

The goodwill of a business has monetary value, which the law protects. Goodwill is the
expectation of continued public patronage.

Some factors to be considered in establishing a value for goodwill are:

1. History of sales and profits with greater weight given to the most current figures.

2. Length of time a business has been established in its present location.

3. Location and whether or not, with a few changes, the volume of business can be increased.
4. The presentand protectedfuture situationregardingcompetition.If a businesdhasa location
or licensewhich amountgo a monopoly it is possibleto obtaina premiumfor goodwill. (As to a
liquor license, there may be a limit on the valuation of goodwill.)

5. Purchasef the businessxame.If the namehasbecomewell knownandhasa goodreputation
for quality, service,dependability etc., the goodwill value of the nameis a definite assetand
should be reflected in the price.

6. The selle® agreement not to compete, within legal limitations.

7. The characteristicef the businessn referenceo custometraffic (bothfoot andautomobile),
repeat business, and personality/ability of the owner and key personnel.
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FICTITIOUS BUSINESS NAME

Not later than40 daysaftercommencingousinessn Californiaunderafictitious businessiame,
a businessntity is requiredto file afictitious businessnamestatementvith the countyclerkin
the county where the principal place of businesss located(or with the Clerk of Sacramento
County if there is no place of business located in this state).

Under the provisions of Section 17900 of the Businessand ProfessionsCode, a fictitious
businessnameis one which doesnot include the surnameof the individual or suggestshe
existenceof additionalowners A partnershigor otherassociatiorof personshamethatdoesnot
include the surnameof eachgeneralpartneror suggestghe existenceof additionalownersis
fictitious. In the caseof a corporation,any nameother than the one statedin the Articles of
Incorporationis alsoconsideredictitious. Namesthat suggesthe existenceof additionalowners
include suchwords as OCompan® O& CompanyO0& Son,00& Sons,3D& Associates,@nd
OBrothers.O

Within 30 daysafter a fictitious businessnamestatementhasbeenfiled it mustbe published
onceaweekfor four successivaveeksin a newspapeof generakirculationin the countywhere
the principal placeof businesss located.Wherea new statements requiredbecausehe prior

statemenhasexpired,the newstatemenheednot be publishedunlesstherehasbeena changen

the information required in the expired statement.

An affidavit showingthe publicationof the statemenshall be filed with the countyclerk within
30 days after the completion of the publication.

A fictitious businessnamestatemenexpiresat the end of five yearsfrom December31 of the
year in which it wasfiled in the office of the county clerk, unless,prior to its expiration,a
statemenbf abandonmenof the fictitious businessnamedescribedn the statemenhasbeen
filed.

FRANCHISING

Franchisingis a businessplan under which a businessfirm (franchisor)agreesto provide a
purchaseinvestor (franchisee)the right to engagein the businessof offering, selling or
distributinggoodsor servicesundera marketingplan or systemprescribedy the franchisor for
a franchise fee.

Franchisingallowsinvestorsto benefitfrom the expertmanagemengssistancespecialtraining,
and marketing and promotional know-how of the franchisor while being self-employed.

A few examplesof franchisesarefood serviceoperationshotelsandmotels,conveniencestores,
and drug stores.
11
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Therearemanyrisksto considerin purchasinga franchise Many poorly conceivedjnefficient,
noncompetitive, product-deficient franchisors have failed.

The Franchisdnvestment_aw (Section31000,et seq.of the CorporationgCode)is designedo

provide a prospectivepurchasemith full and adequatedisclosureof all materialtermsof the

franchiseagreementThesedisclosureswill be containedin an offering prospectusvhich must
bedeliveredto a prospectivgpurchaseat least10 businesglaysprior to the effect of anybinding

franchise agreementor at least 10 businessdays before the receipt of any consideration,
whicheveroccursfirst. To find out if a franchiseis registeredn California, call the California

Department of Corporations Index Section.

The three categories of persons authorized to sell franchises under Section 31210 of the
Corporations Code are:

1. A personidentifiedin an applicationregisteredwith the Commissioneiof Corporations
for an ofering of a franchise in California.

2. A person licensed as a real estate broker or a real estate salesperson.

3. A person licensed by the Commissioner of Corporations as a {ole&kar or agent
under the Corporate Securities Law of 1968.

Thus, a real estatebroker real estatesalespersonbrokerdealeror agentcan sell franchise
interestswithout beingidentified in the registrationapplication,while a personidentified in the
registrationapplicationcan sell the franchiseinteresteventhoughnot licensedas a real estate
broker real estate salesperson, breftealer or agent.

Before becominginvolved in franchising,a real estatelicenseeshould possessa professional
knowledge of the entire system and be familiar with the type of problemslikely to be
encountered by an owner of a franchise business.

BULK SALES AND THE UNIFORM COMMERCIAL CODE

Division 6 of the Uniform CommercialCode(UCC) pertainsto bulk salesA bulk saleis a sale,
notin the ordinarycourseof the sellei@ businessof morethanhalf of the sellei® inventoryand
equipment (as measured fayue on the date of the bulk sale agreement).
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Public Notice

Whenthe ownerof an enterprisewhoseprincipal businesss the saleof merchandiselesiresto
effect a bulk sale, the buyer must give public notice to the &#teeditors by:

1. recordation of a notice in thef@e of the County Recorder (of the county or
counties in which the property to be sold is located) at least 12 business days before
the bulk sale is to be consummated, or the sale, if by auction, is to commence,;

2. publication of the notice at least once in a newspaper of general circulation
published in the judicial district in which the property is located and in the judicial
district in which the chief executivefioke of the selleror, if the chief executive
office is not in California, the principal businesfiad in California, is located, if in
either case there is one, and if there is none, then in a newspaper of general
circulation in the county embracing such judicial district. Notice must be published
at least 12 business days before the bulk sale is to be consummated or the sale by
auction is to be commenced.

3. sending a copy of the notice by registered or certified mail at least 12 business days
before the bulk sale is to be consummated or the sale by auction is to be commenced
to the county tax collector in the county or counties in which the property to be
transferred is located.

The notice to creditors shall state:

¥ that a bulk sale will be made

¥the namesandbusinessaddressesf the sellerand,exceptin the caseof a saleat auction,the
buyer andall otherbusinessiamesandaddresseasedby the sellerwithin thelastthreeyearsso
far as known to the buyer;

¥ the location and general description of the property to be sold;

¥ the place, and the date on or after which the bulk sale is to be consummated; and,
¥whetheror not the bulk saleis subjectto UCC Section6106.2(consideratioris $2,000,0000r
less,substantiallyall cashor cashplus anobligationto pay the balancen the future),and,if so,
the information required by subdivision (f) of Section6106.2 (the name and addressof the
personwith whom claims may be filed andthe last date claims may be filed, which is the last
business day before the date of the bulk sale).

Sale at Public Auction

If the salewill be at a public auction, the notice must also statethat fact, the name of the
auctioneerand the time and place of the auction.
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Escrows

In any casewherea bulk salesnotice subjectto the requirementf Division 6 of the Uniform

CommercialCodeprovidesfor an escrow the transferegbuyer) mustdepositthe full purchase
price or consideration(not necessarilycash)with the escrowholder If thereis no escrow then

the transferee must apply the consideration as required by law

If the sellerdisputesanyfiled creditoi® claim, the escrowholderwill withhold theamountof the
claim andnotify thecreditor The creditorhas25 daysfrom the mailing of the noticeto attachthe
funds. If not attached, escrow holder pays the funds to the, sglterother creditors.

If, atthetime for closingthe escrowthe amountof moneydepositeds insufficient to payin full
all creditors@laims,the escrowholdermustdelaythe closing,give noticeto the creditorsof the
deficiency within the specified time limit, and distribute the cash considerationand any
installment payments in strict compliance with the priorities established by law

Escrow may not make any payments for fees and commissions prior to closing.

Effect of Noncompliance

The principal purposeof the bulk transferlaw is to afford the creditors of a businessan
opportunity to satisfy their claims before the owner can sell the assetsand vanish with the
proceeds.

When the statutoryfiling and publication requirementsare not met, the buyer is liable to
creditorswho hold valid claims basedon transactionsor eventsoccurring before the bulk
transfer Creditorsmusttakeactionwithin oneyearof the dateof transferof possessioto satisfy
their claims,unlessthe transferwas concealedin which caseactionmay be broughtwithin one
year after its discovery by the creditor

In anauctionsale,the auctioneetis responsibldor giving the statutorynotice.If anauctionsale
doesnot comply with the statutoryrequirementsthe auctioneebecomegpersonallyliable to the
transfero® creditors for the sums owed to them by the debtor

The provisions of Division 6 of the Uniform Commercial Code do not apply to certain
transactionsincluding: transferanadeto createor modify a securityinterest;assignmentfor the
benefit of all the transfero creditors;saleby executorsadministratorsyeceivers trusteesin
bankruptcyor any public officer underjudicial process;or transferof property exemptfrom
execution.

Compliancewith Division 6 doesnot excludecompliancewith otherapplicablestatutessuchas
the transfer of liquor licensesunder the Alcoholic Beverage Control Act (Businessand
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Profession€ode,Section23000,et seq.)andthe Uniform FraudulenfTransferAct (Civil Code
Sections 3439, et seq.).

Uniform Commercial Code (Division 9)

Division 9 of the UCC (entitled OSecure@ransactionsSalesof Accounts,ContractRightsand
Chattel PaperO)kstablishesa unified and comprehensiveschemefor regulation of security
transactionsin personal property and fixtures, supersedingstatuteson chattel mortgages,
conditional sales, trust receipts, assignment of accounts receivable and others in this field.

Division 9 appliesto a transactiorin any form which is intendedto createa securityinterestin
personal property

There are a numberof transactionsexceptedfrom this coverage.lt is not applicableto real
property security transactionsalthough a security interestin an obligation securedby real
property (a note secured by real property pledged to secure another note) is covered.

A transaction subject to Division 9 might also be subject to one or more of the following:

1. The UnrubAct (retail installment sales - Civil Code Sections 1801, et seq.);
2.Automobile Sales Finandect ( Civil Code, 2981, et seq.);

3. Industrial Loan Law (Financial Code, 18000, et seq.);

4. Pawnbroker Law (Financial Code, 21000, et seq.);

5. Personal Property Brokers Law (Financial Code, 22000, et seq.); and

6. Consumer Finance Lenders Law (Financial Code, 24000, et seq.).

The UCC providesfor a simplified filing systemby meansof a Ofinancingstatement@ perfect
security interestsprovided for underthe code. Local filing in the county recorde® office is
permittedonly for specifictypesof transactionslIn all othercasesfinancing statementgForm
UCC-1) are to be filed with the Secretary of State.

CALIFORNIA SALES AND USE TAX PROVISIONS

The Salesand Use Tax Law is relevantto the transferof a retail businesswvhich sellstangible
personal propertyOf particular importance are:

¥ a OclearanceeceiptCconfirming paymentof stateand local salestaxesso that the buyer is
protected from Osucces&dliability®

¥release®r subordinatioragreementsoveringsalestax liens againstreal or personabproperty;
and,

¥thetax liability on thatportionof the saleprice allocatedto the personajpropertyto be usedin
the business.
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Successor’s Liability

In the saleof a businespportunityor stockof goods,the buyermusthold backenoughof the
selling price to cover any outstanding tax liability

The successds liability extendso taxesincurredwith referenceo the operationof the business
by the seller or any former owner

The purchaserof the businessor stock of goodswill be releasedfrom further obligation to
withhold fundsfrom the purchasepriceif he obtainsa certificatefrom the Boardof Equalization
stating that no taxes, interest, or penalties are due from the seller or any previous owner

Theliability is enforcedby serviceof a notice of successoliability. The successomay petition
the Board of Equalization for reconsideration of the liability

ALCOHOLIC BEVERAGE CONTROLACT

The saleof a businessnvolving an alcoholicbeveragdicenseis a specialtyall to itself andis
subject to laws which are constantly being changed.

Regulation

Pursuantto the Alcoholic BeverageControl Act (the ACT - Division 9 of the Businessand
ProfessionsCode), the Departmentof Alcoholic Beverage Control (ABC) issueslicenses
authorizing the sale of alcoholic beverages.

The ABC hasthe authority for good causeto deny suspendor revokean alcoholic beverage
license.

The ABC issuesalcoholic beveragelicensesto qualified adult persons,partnerships,and
corporationdor useat approvedocations.The ABC investigatesachapplicantandmay refuse
to issuea licenseto any personwho hasviolatedthe Act, hasa disqualifyingcriminal record,or
attempts to conceal an arrest record.

Thelocationmay be disapprovedf it is in theimmediatevicinity of a school,church,or public
playgroundor if thereis an overconcentratiorof alcoholic beveragdicensesin the areaor if
licensure may create or aggravate a police problem. M&Gtapplication investigations take
approximately 45 - 60 days.
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A licenseissuedfor a specific location must be placedin usewithin 30 daysof the date of
issuance.If the premisesare still under construction,the ABC will hold the license in
safekeeping for not more than 6 months unless cause for further delay can be established.

Transfer of License - Posting of Notice

Like an applicantfor licenseissuance,an applicantfor transferof a license must post the
premiseswith a notice of applicationto sell alcoholic beveragesLocal officials and private
partiesmay protestthe proposedtransferand the license cannotbe transferredwhile a valid
protest is pending or on appeal.

Further the ABC may declineto transfera licenseif disciplinaryactionis pendingagainstthe
transferor

No oneshouldmakeanyinvestmenuponthe assumptiorthatan alcoholicbeveragdicensewill
be transferred An applicantfor licensetransfermay be able to obtain a temporaryoperating
permit. However it may not be prudentfor the sellerto give possessiorof the businessfor
operation under a temporary permit.

Notice to County Recorder and Escrow Requirement
Beforefiling alicensetransferapplicationwith the ABC, the applicantandcurrentlicenseemust
file a notice of intendedtransferwith the countyrecorderand establishan escrow Escrowmay

not releaseany consideratiorbeforethe ABC approvedransferof the license.Then,transferof
the business will occur simultaneously with transfer of the license.

Please acknowledge the receipt of this document by signing bellow

Date

Name

Signature
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