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Re: DISCLOSURE REQUIREMENTS AND PROHIBITIONS
CONCERNING FRANCHISING

Staff Report to the Federal Trade Commission and
Proposed Revised Trade Regulation Rule (16 CFR Part 436)

Dear Sirs,

| wish to comment in this letter on the Federal Trade Comission’s first opening
statement paragraph in the report just prior to the “background section” directly
following the table of contents of this report:

DISCLOSURE REQUIREMENTS AND PROHIBITIONS
CONCERNING FRANCHISING



Staff Report to the Federal Trade Commission and
Proposed Revised Trade Regulation Rule
(16 CFR Part 436)

The FEDERAL TRADE COMMISSION states in the opening paragraph of the
report:

“Since 1995, the Commission has considered amending
iIts trade regulation rule entitled “Disclosure
Requirements and Prohibitions Concerning Franchising
and Business Opportunity Ventures” (“Franchise Rule”
or “Rule”). to ensure that it continues to be relevant
in today’s marketplace and reflects our law
enforcement experience over the last twenty years. The
amendment process began with a regulatory review of
the Rule in 1995, which was followed by the
publication of an Advance Notice of Proposed
Rulemaking (““ANPR’) in 1997 and most recently by a
Notice of Proposed Rulemaking (“NPR”) in 1999. In
general, there i1s substantial support for the Rule,
although many commenters believe that the Commission
should reduce inconsistencies between federal and
state pre-sale disclosure laws, update the Rule to
address international franchise sales and new
technologies such as the Internet, and expand the
Rule’s disclosures to address franchisees” concerns
about the underlying franchise relationship. This
report analyzes the rulemaking record to date. and
sets forth the staff’s recommendations for the final
revised Rule.”

| can certainly appreciate the Federal Trade Commission looking into something
like this since no significant major changes have been made since the 1970’s.
Why is it that the Federal Trade Commission did not consider prior to 1995 or
even now that it is nearly 2005 another (10) ten years later that perhaps the
category:



“Disclosure Requirements and Prohibitions Concerning
Franchising and Business Opportunity Ventures”

or the more commonly used abbreviation when discussing franchise disclosure
rules by Industry and the Federal Trade Commission themselves as:

(““Franchise Rule” or “Rule’).
when discussing franchises and business opportunities separately.

The modern Franchise business model and the much different business
opportunity should be broken into completely different parts to better fit the two-
different business models and have their own set of regulations, which would
contain similar stipulations with regards to prohibitions, definitions or basic rules
of law. | would beg to differ from those who propose similarities in rules of law
or basic definitional properties of business opportunities and franchises, which
did not co-evolve between 1970 to 1995, but rather Franchising branched off
completely to form a divergent and much higher cognitive state. Business
Opportunities on the other hand meandered to experience a multitude of
developmental digressions, which now encompass everything from MLM
businesses and ATM machines to Kiosks and online vitamin supplements.

When the Federal Trade Commission originally considered additional regulatory
over sight and disclosure of the franchise rule in 1995 the business models
should have forever been severed as distinct and different species, even though
one could say they were born of the same evolutionary branch. Now in 2004,
almost 2005 we see that these two methods and business models do not belong in
the same ballpark at all. Business Opportunities are evolving quite fast like a
virus where as franchises are a more complex and ongoing life form.

Franchising and business opportunity law must be separated completely if we are
to make any relevant progress. If the goal of the Federal Trade Commission,
which is somewhat unclear in concept is to protect the consumer and assist the
industry with any sort of appropriate guidance, there can be no further
consideration that business opportunities should remain in this line of discussion.
Nowhere in the franchise rule should the name business opportunity occur unless
describing a situation where a franchised business model did not meet the
minimum criteria in initial fees or ongoing payments in the definitions of a
franchise, however did qualify under a new definition in the Federal Trade
Commission of business opportunity definition.

One major issue not being addressed right now which was not discussed nearly
ten years ago when the Federal Trade Commission thought it might consider



while looking into the franchise rule is that there now exist some fraudulent
activity going on in coffee shops across America with regards to multi-level
marketing recruiters for QuickStar (Sp?). It appears that consumers have grown
wise to MLM business opportunity sales tactics and therefore that form of virus
has hijacked a new host and modified it’s intended definition. This is happening
where the salesman, MLM recruiter calls their business a “Private Franchise” and
then spends about 20 minutes of the presentation discussing the incredible
success of McDonalds and other franchising giants prior to drawing circles on
paper and making forward looking statements about their parent company,
without presenting a full audit and then make earning claims to the potential
signer up of the MLM program. The circles have names like Diamond, Emerald,
Ruby, Direct, Etc all in line with the Amway methodology. This is not a
franchise, not even close in the Federal Trade Commission definition, yet due to
the lack of guidance in true definitions, the words; “Private Franchise” has been
adopted and the word “franchise” is used throughout these loud presentations in
coffee shops across America each day. As a matter of fact it is hard to sit in a
coffee shop anywhere in this country without hearing one of these presentation
on any given day. See for yourself. A failure to completely separate the
entagled business models in the Federal Trade Commission’s definition does so
at the detriment of the consumer. The Federal Trade Commission’s job is to
educate protect the consumer, yet it is failing to act to this new biological threat
which might harm the current complex life form of the Modern Franchise
business model. The consumer begins to perceive that somehow an MLM
business is exactly the same as a franchise. That they will receive the same
things, expect the same things and receive similar presentations.

In the original comments in 1999, | had made mention of this problem although
those comments were not addressed within this report. Operation “Bizzillions”
seemed to be an enforcement action which did collect some fines for the Federal
Trade Commission in their quest to show progress here, but the MLM virus has
again evolved and found a new host since the comments of 1999 and needs to be
addressed in this rule making comment period and a vaccine needs to be
introduced. The reputation of the franchising community in the market place has
been hard fought and the viruses of business opportunities have been able to re-
align themselves with that success. The Federal Trade Commission needs to
separate out the two. Franchising and Franchise needs a pure legal definition,
that cannot so easily be used to promote that which barely resembles anything
close to it, by fast, high decibel talking salesmen coaxing middle class Americans
into a ponzi scheme using the franchising definition and examples. For when
this is done it is lying to consumers in a harmful and hurtful way under the
auspices of the business format I love. This my friends is unacceptable and must
be stopped. A difficult task for Federal Trade Commission law enforcement?



Yes, perhaps this is the reason that no mention was made of it anywhere in this
report?

Having been to every city in the country over the population of 10,000 in the last
four years and listening to these sales pitches in nearly every coffee shop | have
step foot and stayed for more than one hour; it is now obvious to me that these
MLM people are making at least 25,000 to 40,000 of these presentations per day
in public places and that would not include dining room table presentations at
college campuses, private homes and residences. What is the Federal Trade
Commission planning on doing about this abuse of their definitions unfair
business practices? Are these MLM Business Opportunity people too small to go
after to raise fees for the agency and therefore not worthy of ROI for the Federal
Trade Commission? Which bges the question if a business is too large with big
gun Washington based attorneys then it is not going to be a target, because the
Federal Trade Commission most likely cannot win and if the business is too
small then the Federal Trade Commission will not go after them since there is
nothing in it for them? So it is safe to say that if you are below the radar screen,
the Federal Trade Commission does not care and if you are fortune 500 you are
okay with the Federal Trade Commission because you have political clout? So
even though fraud real fraud occurs 25,000 to 40,000 times a day, it is all right
because the individuals perpetuating the fraud are too small, because they have
no money to pay fines and because they probably do not understand the laws? If
they do not understand the laws and the consumers do not understand the
definitions of a franchise, cannot find the states on a map of the US, that there is
nothing that can be done? Does this mean that the costs to educate the general
public are too high and that money would be better spent hiring more attorneys at
the Federal Trade Commission to attack and collect fees against small and
medium sized companies which provide more jobs, tax base as a whole than the
larger companies who pay little if any taxes or the small tiny MLM companies
which provide one or less jobs? | personally see a whole lot of double standards
here and question the true motivation of the Federal Trade Commission law
enforcement efforts. | would like clarification, think the business community has
that right and the Federal Trade Commission has the responsibility to tell the
country why it also massive fraud on one hand, yet will modify complaints,
declarations and use secret courts as tactics to selectively prosecute much more
reputable businesses? If the Federal Trade Commission cannot answer this
question, then the franchising and business op division, no matter what verdict is
reached on the new definitions of these business models, should be shut down
and the tax payers should be alleviated from the cost of burden of their
endeavors. In the franchising division because there is no fraud to speak of and
in the business opportunity division because it is not being enforced anyway.
Simply admit, that business opportunity virus has reached epic proportions like



SPAM and the problems cannot be controlled. Let another agency take over
such as the CDC.

The Federal Trade Commission has an obligation to the general public, their
stated consumer education mission and to the over regulated franchising industry
to separate completely the two business models. Any failure to completely
separate them will trigger additional problems down the road and cause this on-
going process of rule review to continue, without any formalization. This of
course is good for attorneys who make money on these ambiguities for lawsuits
and great for Federal Trade Commission tenure and job security. 1 realize it also
allows for additional travel budgets of governmental employees during these rule
making processes and probably more time-out, “let’s think about this one”-coffee
breaks on various floors of the Federal Trade Commission’s fully furnished 1970
desk style ambiance. However it is not good for consumers or industry and
creates unleveled playing field on one hand and complex barriers to entry for
start-up entrepreneurs with regional dominance and efficiencies, which lend
themselves well to the franchise business model on the other.

QuicksStar is not alone in these adhoc presentations, which would send chills
down the spine of any compliant franchising executive or real franchisor. So
then, what is a real franchisor? What is private franchising? What is a Business
Opportunity? What is an MLM business? What is a hybrid or cross-breed of
any of these combinations? How on Earth in laymen terms can the Federal Trade
Commission explain this to us, so that we might explain the differences to
consumers when asked. Where on the Federal Trade Commission website is
there a place which describes all of them and the possible variations? Due to the
introduction of the term “Private Franchising” by QuickStar in the interim
between 1999 comments and 2004 evaluations by Federal Trade Commission it
appears that the definition landscaping in the real world is hyperspacing the
definitional upgrades to the franchise rule in the wonderful world of bureaucracy.
We should not kid ourselves into thinking that this report or any subsequent
changes now, will change anything in the actual market place as to the number
of; for the most part non-existent fraud events in franchising. The number of
fraud cases in franchising is basically nil as per Federal Trade Commission’s
own statements to congress:

The number of complaints do not indicate ramped fraud in the franchising
sector. Nearly all the franchising cases the Federal Trade Commission filed, were
gray, cry wolf area and most settled as soon as possible considering the slow



nature of our courts in America. Some of the cases the Federal Trade
Commission had brought since 1970, which fell within their franchising rule
jurisdiction were doctored up claims against smaller franchising companies,
involving false declarations, secret Federal Trade Commission court filings and
Federal Trade Commission runaway case worker investigations to prove
themselves right once the target was sited. | know this because our company was
filed against in such a way. These tactics and thought process of course human
behavior to prove yourself right and is seen with students Thesis at University
Levels, Politicians justifying actions, policemen lying in paperwork and religious
cults. We will not comment on the serious nature of the Federal Trade
Commission, starting a case and working hard to prove guilt of the target to
justify their existence or next years budget. It is safe to say however that in
franchising, significant checks and balances already exist along with the rights of
private action which abound with the sharks of the legal system looking at small
fortunes and pots of gold created by franchisors in the market place. The
ambulance chasers are in fact ready to pounce on any possible violation or
perceived violation in the franchise rule. If not these fake EMTs will attempt to
create a gray area to slither thru an open window, cracked screen or drive the
ambulance right through the front door like a crazed Islamic radical suicide
bomber coming from a Cleric’s meeting to snatch the cash, take the safe or just
to collect the 72 Virgin C-notes in fees for filing the suit. The Federal Trade
Commission also often abuses their power with regards to the franchise rule as
they need to bring so many cases every so many years to prove they are doing
something.

Now then, isn’t that really what this report is all about? Proving that the Federal
Trade Commission is in control? After all it is nearly 10 years after the Federal
Trade Commission considered revising the rule, before this report has surfaced
again. Ten years? Franchise companies have come and gone since then,
technologies have come and become obsolete since then. The Federal Trade
Commission does not need to prove self worth in the franchising realm, for the
industry fully under control with fewer than 2000 active franchisors at this point.
Making rules which will only effect 2000 total companies in an already over
regulated industry is just not needed. Do not worry about it. Change some
definitions, reduce these over burdensome regulations in the franchise rule to
prevent unnecessary barriers to entry, maintain competition in the market place
and everything will be fine. Right now as it stands these regulations in
franchising and those proposed changes will actually create criminals or
perceived fraud of entrepreneurs who will be investing capital into markets and
providing jobs. Making criminals out of the hard chargers who create, build and
innovate, merely because they did not fill out a form correctly, have an extra



sentence in a paragraph or make a chart just right is simply something that the
Federal Trade Commission should not be involved in.

The statue in front of the Federal Trade Commission shows a half naked man on
steroids who could not make the Olympic team in Athens due to doping issues.
This man in the statue is attempting to control the mighty wheels of commerce
depicted by a horse, it does not show a man shooting the horse in the head with
an unregistered handgun. Either way this cruelty to animals is so highly and
politically incorrect it must be stopped at once. The Federal Trade Commission
needs to get with the program, provide a seem less market place and work with
the business community or remove the statue. Since 1980 the number of active
franchisors is down from 5800 to about 1700 as of 2003. The franchising
industry employs a huge chunk of our workforce. Franchising accounts for
almost 1/3 of every consumer dollar spent in America, which drives sales and
sales tax revenues for state and local governments at a time when they can use all
they can get. Franchising accounts for over 350,000 plus outlets, which open
each day to sell their wares to willing buyers of their products and services. For
us to consider the few complaints in franchising a trend that fraud is increasing
and for the Federal Trade Commission to go out of their way to bring cases about
out of mere complaints and further burden the industry with additional rules is
truly absurd.

Did you know that 70% of all complaints received by the SEC have no basis at
all, has the Federal Trade Commission ever done such a study? If there are fewer
than 1/10 of one percent complaints in franchising, reduce the disclosure, reduce
the rules and let free enterprise solve the real problems that plague mankind, do
not add to the current bureaucracy. It is just not needed. The Federal Trade
Commission has so many other things to worry about without putting the final
death nail in the franchising model, as middle class families of this country are
struggling to make ends meet. A few of these families wish to include as part of
their strategic plan to pursue happiness in business of their own. This is their
definition of the American Dream and what better industry to provide that too
them than the franchising model? What say you?

May | ask why we are looking at reviewing these rules for franchising, where no
problems exist? Why we are looking to tighten up ambiguities, which over time
have occurred in this sector, when we should be dismantling the over regulations
choking the industry? Why we are trying make rules upon rules, where no rules
are needed since no problem really exits? Why can’t we use the red magic
marker approach and start drawing lines thru massive amount meaningless
dribble required in these disclosure documents?



Let me explain this philosophical thought for a moment. Recently Mr. Allen
Greenspan before the Senate was asked about rules in the securities industries,
stock exchanges, broker dealers to curb potential future fraud. He then correctly
indicated that once you make a rule, the temptation to make additional rules to
close gaps is just too great. Now then are we not sure we are headed down a
slippery slope with regards to the litigious nature of the franchising industry, in
that the trend in the industry currently is for franchisors to exit the market place.
One Industry Insider, franchising consultant in Houston is recommending this to
his major clientele —Stop Franchising. Adding more laws and disclosures will
only cause fewer competitors in the market, fewer choices, higher prices all in
the name of protecting the now damaged consumer? This means we may deny
many their American Dream of owning their own business and those citizens
who have their hearts set on it will be severely limited in the number of choices
and ways to go into business. Who does this really help? A few more jobs at the
Federal Trade Commission? Room for a few more franchising lawyers to bill at
a little higher rate? If we reduce the rules, some franchise attorneys will have to
move to California to sue for workmen’s compensation, to the northern Midwest
to sue for mold or to Cape Cod and specialize in the new emergence of the ever-
changing family law there? The attorneys have made thousands of dollars in the
franchising realm since 1970 and in the last decade doubled their fees between
1995 and 2005, enough is enough?

In this philosophical discussion let us look at history for a moment shall we? If
Ray Kroc had to pay $45,000 to create disclosure documents to franchise right
out of the gate, could he have still had the capital to do it? Would he have
wanted too? What if he had to pay an additional $15,000 per year to stay
registered in all the states? Another $10,000 to $20,000 to keep up with the law
changes and case law? Could he have actually stayed in business? If Ray Kroc
in those early days had to pay $25,000 for financial audits could he have
survived? If the number of accountants willing to do audits were cut in half due
to current errors and omissions insurance and peer review costs would Ray Kroc
have been able to juggle that during his first five years traveling the country and
sleeping in hotel rooms, while building the business? Remember Ray Kroc was
not married to wealth like the late Sam Walton who toured the country in a motor
home looking at sites and studying the competition. Ray Kroc and Sam Walton
both had to do it the hard way, but Ray Kroc was doing it out of cash flow. With
the current problems in complying with all the accounting audit issues in
franchising after the most recent Sarbaines Oxley Law causing delays of
necessary audits in a timely fashion due to fear of violations in the accounting
industry, demand for more audits in all sectors causing serious supply and
demand issues getting an audit done on time for franchise registration renewals is
tough?



Could Ray Kroc have accomplished this too, along with the additional costs and
state registration deadlines? Wait we are not done yet. If Ray Kroc had to
comply with all these proposed rule changes and existing rules and revise his
disclosure documents each time an attorney created case law which might be
detrimental to the over all system, could he have survived in the first five years?
Yes or No? If Ray Kroc had to deal with all the different state laws and
contradictions in Federal Trade Commission rules, could he have done it?
Remember his first stores were in “Cal-if-Forn-ia” (Arnold Humor) and Illinois.
I submit to you that Ray Kroc could not have done what he did and McDonalds
would never have come to be. | also submit to you that NPR would be closing
it’s doors and gone off the air this year if it were not for his wife’s donations.
Ronald McDonald House would not be available either. Millions of Americans
would not have learned customer service or had that first job to teach them such
Important aspects business. The State of Idaho, where Simplot Potatoes grows
it’s crop would not have made the profits and paid the tax income which allowed
that great state to prosper. The Beef industry would have also been severely
impacted, how would that industry have faired in the heated mass media hysteria
of Mad Cow or the droughts causing cattle to be taken to early slaughter. Those
frivolous lawsuits in Canada about being fat would leave our Canadian neighbors
with nothing to bitch about and we wouldn’t want that? Also the reality of the
need for tort reform example of spilt coffee would never have existed? Do you
doubt what | am saying? Well then “Grinding It Out” Ray Kroc’s book can be
found still and it ought to be required reading for all Federal Trade Commission
employees who have never had to make a payroll and any attorney who has
never made a legitimate living in a business of their own before commentary on
this proposed set of rules. It appears that the word smiths are out in full force
and we are maintaining an on-going dialogue from a topic proposed in 1995,
with comments in 1997 and 1999 at a time when much of the those comments
are in fact irrelevant here in 2004. A more relevant discussion would be how
best to separate out the business opportunity rules from the franchise rule and
then close the Federal Trade Commission’s franchising division all together since
no problems perceived or known currently exist. Does anyone doubt this truth?

Perhaps another example, forget about Ray Kroc, the father of franchising for a
moment, let’s just say for the sake of argument that this current situation in the
industry existed back then and Ray Kroc grew up an old bitter man and retired
salesman? Forget that the McDonalds Big Mac is used by the International
Monetary fund as a guideline for international cost of living standards in modern
and developing nations. Think of the story “death of a salesman” and leave it at
that. Put Ray Kroc in the same shoes as any of the current up and coming home
grown entrepreneurial superstars of today, being stifled under a Tsunami of tort
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law and a Hurricane of over regulation. Why can’t we end this storm, why are
we unwilling to see the truth at the Federal Trade Commission?

Why is it that attorney after attorney is commenting on these rules as if they have
any real basis in the free market? This is this a mental masturbation of words on
paper and the creation of a perfect system of law in franchising that will protect
any fool, when in the end only a fool would be willing to participate in it? Over
disclosure hurts franchisors allowing for leaks to competition by giving away
proprietary information to competitors who may not be in the franchising
industry to reciprocate such facts about their company. Such lost data hurts
franchisees and puts them at an unfair disadvantage. Such over regulation
condemns franchise buyers to a system so rigid it cannot be changed midstream
to take advantage of changing consumer trends and desires to remain profitable
and adaptable to the innovations of the future.

Let us look for another example, this one from the Detroit, Michigan Area an
unlikely place for the World’s most successful pizza company. Yes, we speak of
Tom Monahan and Dominos Pizza, no they are not in 213 countries like
McDonalds? Only 177. Tom Monahan went broke twice and filed for
bankruptcy, but was able to recover and eventually create 7500 millionaires, no
not the 12,500 millionaires that McDonald’s created, but the 7500 were created
In much less time, thanks to the trail blazers like Ray Kroc, Bob Rosenberg
(Duncan Donuts) to model his system after. | remember standing with a group in
Las Vegas at the annual IFA meeting at the MGM, where everyone was gathered
around Mr. Rosenberg and the attorneys were making comments apropos to
franchise law, Bob, just rolled his eyes and threw up his arms in gest; “Oh you
guys?” he said, meaning, all these laws and rules have nothing to do with
successful franchisees or running a franchise company. He did not do it by laws
and rules, he did it by caring, working hard and not giving up. Franchising is a
win-win situation. Could he have done what he did then, today? The reason |
ask is that Krispy Kremes, with a never ending supply of capitalization just got
creamed themselves recently and now the lawsuits will fly as the dough hits the
ceilings, Atkins diets will take hold and people will have less fillings. KKD’s
CFO leaves the company, insiders tied up in class action lawsuits, what next?
Well Krispy Kreme will have parties for Washington DC insiders to slow
possibility of any regulatory actions. It’s all a game now, so | ask could Duncan
Donuts do the same thing today with all this over regulation? Do not be so quick
to answer yes, think on it a bit. Think of all the unnecessary disclosure, laws,
lawsuits and market forces? If you are an optimist the answer is maybe. If you
are a realist, the answer is most likely not. Think about it. Is the Federal Trade
Commission willing to get on the same page with reality?
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All these complications of rules and the rules proposed today by the Federal
Trade Commission do not help franchisors remain efficient or franchisees sell
more pizza, hamburgers or donuts. Franchising is not about laws as much as
delivering goods and services to people in an expeditious and efficient manner.
Franchisors need to concentrate on markets and the Federal Trade Commission
on trends and keeping markets free, free from barriers to entry, free from abuse
of power and help maintain free flow to such markets. The FTC is not the FBC
Federal Bureaucracy Creator. If the Federal Trade Commission is going to
referee, that is fine and will continue to serve our nation as it was intended, but
changing the rules half way through the franchise game is hurting the industry
not helping it. No harm has occurred, so no fouls are needed franchising has the
lowest fraud statistic rate of any industry, so low in fact that they have to create
fraud and label honest franchisors fraudulent to maintain self worth of that
department of the agency. The Federal Trade Commission enforcement division
Is simply not needed on the field running up and down the courts blowing
whistles on every play. Now we have private attorneys sitting on the sidelines
hooking athletes as they run for touch-downs in new evolving plays in industries
never franchised before. Like a DC Sniper shooting at an executive on his way
to work or like the unruly fans spitting in the face of Lance Armstrong as he
nears the finish line, screaming; “Don’t come back next year, give someone else
a chance to win!” Free markets must remain competitive to serve the common
good of the citizen, country, economy, consumer and in this case the franchise
community.

How many pages do you think the UFOCs were 35 years ago for these ten-foot
tall pillars of the franchising community like Kroc, Monhan and Rosenberg?
Look at the modern day UFOCs now, trying to crystal ball every possible
eventuality, thus putting the franchisors and franchisees into an unworkable box
for fluidity of motion. If you study the competitive aspects of business in
relation to war you will see that for any army to advance and win a battle or any
business to attain and advance market share fluidity of motion is key. It is what
one of the components that takes good companies to great and Jim Collins and
company along with his Stanford research staff would agree. If companies
cannot adapt fast to changing consumer trends such as Atkins or South Beach
Diets and Low Carb lifestyles then the franchise systems will fail, if the
documents are so tight to include every current issue in the franchised business
model, then in the event of a slight change will not be able to compete and will
lose market share. Inwar it is no different those who doubt this should read up
on Carl von Clauswitz (On War), Colonel Boyd (OODA Loop Theory) and Sun
Tzu (The Art of War). In war people die, in the franchising model franchisors
file bankruptcy (i.e. Schlotzky’s Deli last week) and franchisees lose their
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investments and their American Dream. Surely the Federal Trade Commission is
not so adamant about rule making simply to make rules that they will deny the
truth of competitive free markets. Rules must make sense and the Federal Trade
Commission should come back to Earth and live in the reality of the business
world where customers vote with their dollar of their own free choice and free
will. If franchise buyers (consumers) are damaged in the market place due to
burdensome over disclosure and costs being passed onto them at the time of sale
or thru less assistance down the road during the franchise relationship, then no
one is well served and the increased rules have hurt the consumer. The new
name for the Federal Trade Commission’s franchise rule department will be
“Forget the Consumer” or MUD. MUD might be more apropos as there is a
perfect acronym “Much Unnecessary Disclosure,” which would be quite fitting
in this rule making exercise.

The MUD along with the lack of tort reform is killing this country and destroying
all we are and all we have built like the debris left on flooded lands by Hurricane
Charlie or Muddy banks of the Chesapeake and Potomac overflowing from
Hurricane Isabel in DC. It often takes years for franchisors to get all full power
back up to speed to the clean-up after an action by the Federal Trade
Commission, whether against their company or a simple opinion effecting an
industry which is franchising. These regulatory changes even if mere
interpretations and opinion cause events which have unintended consequences
and are rarely forgotten as one simple stroke of a pen by an Federal Trade
Commission attorney who does not understand the real world of franchising can
wipe out several quarters of profits. Events such as this prevent capital flow to
markets and entrepreneurs from taking risks. Why would a franchisor play in a
game of ever changing rules or rules which protect the weakest players so the
skills of the strongest are underutilized, under appreciated and thought of as
unfair competition. If franchisors leave the arena, so too will the fans, because
they vote with their dollars. Minor leagues never attract the same level of fan
participation. Likewise to paraphrase Vince Lombardi’s most famous quote, the
strongest men are attracted to the most challenging game. If the strongest
players, possessing the important characteristics of; will, strength of character,
vision, passion, perserverance, commitment, dedication and stick-to-it-ness leave
for another industry then fewer people are served. If the game becomes so set in
stone and box’ed in that new innovation cannot evolve properly then less
Americans can own a business of their own, less goods and services are sold,
meaning less job base and thus slower money flow which will mimic a situation
of less money supply. A power as big as franchising in our economy needs
encouragement, not more rules. Less rules in this case are appropriate,
downsizing of the rules are a key to the bleeding list of franchisors exiting the
market place. We should reduce the rules not the industry. Why are reducing
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the franchising industry to dust at a time when our economy is moving to boon
from bust? Attacking and diminishing the forward progression of this evolved
species, call it: franchisor-kind, means the citizens as a whole get less. The
government receives less tax base, the citizens less jobs, prices remain high,
there is less choice and the Federal Trade Commission must cut it’s budget and
those employees are no longer needed.

In 1995, 1997 and 1999 when the comments were first considered and taken in,
which spans a ten year period, (today being nearly 2005) when you combine
those comments with this current rule making session is one heck of a long rule
making period by any means. Many of the franchisors now in business were not
in business back then and therefore their concerns have not been heard. Some of
the franchisors have come and gone within that time frame. Some have made
fortunes, one in five franchisors makes it to five years? So, many have come and
gone. What actions at the Federal Trade Commission caused the pre-mature
death of those companies? Could we have a mortality rate of one in three? One
in five children in Africa live to five years old; dieing of malnutrition, malaria,
yellow fever, dysentery? Are franchisors so burdened with the incorrect flows of
law that 5:1 success rate is the norm? Why is this, shouldn’t we back up and take
a look at what we have built here? Franchising is the fastest way to build small
businesses, provide jobs, create money flows, these rules and the way the Federal
Trade Commission conducts itself provides little incentive or allows few new
entrepreneurial companies to merge from the ashes to become the next Wendy’s
Hamburger, McDonalds, Duncan Donuts, Century 21, KFC, Dominos Pizza,
Midas Muffler, etc. Why? What are we really saying here? More complicated
laws slows progress of the species, to move commerce forward. Are we cutting
off the hand that feeds us, poisoning the horse representing the wheels of
commerce, shooting ourselves in the foot? And if so why? So a few attorneys
can hijack yet another industry, playing God, yet creating nothing? Only
destroying? Apparently if one were to look at the good VS. evil scenario here.
The bureaucracy and lawyers are evil and the franchisors and entrepreneurs are
good. | invite the Federal Trade Commission to move over to the other side,
repent for their sins against humanity, jobs, economy. | invite the Federal Trade
Commission to join the strong and support the capitalism concept which founded
this great nation. | invite the Federal Trade Commission to walk to the back of
the cave to look at the projection room, then take a gander and look outside and
see the real world of franchising. A world which is not about laws and rules as
much as delivering goods and services such as: Haircuts, carwashes, oil changes,
janitorial services, hotel rooms, hamburgers, pizza, chicken, donuts, cars,
bouquets, rental equipment and clean windows, that the Federal Trade
Commission can use to look out into the real world with. Last time | checked
those are only but a few of the things that franchising faithfully delivers to
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American Consumers each and every day. Think about it. Rules and laws are
fine, level playing fields are nice, but the customer votes with their dollar and the
entrepreneur and companies can only sell what people are willing to give up that
unit of trade we call a dollar for. No amount of rules and regulations will change
that. You may change a few votes here and there, use some mass media scare
tactics to prove it is necessary, but in the end the Federal Trade Commission will
merely be reduced to the sound and fury of the general population. The Federal
Trade Commission has an important choice right now to make. Either it can
proceed and create more laws and rules upon those already created which will
further damage consumer and company or it can, take a real philosophical
approach to the real underlining issues and fix the root of the problem. The
franchise rule tree needs trimming and there are several franchising companies,
which can help you prune it. ServiceMaster has a whole division for tree
trimming. You see there is no industry that franchising cannot streamline, create
efficiencies in, provide jobs for, increase tax base from. No industry exists
which cannot be fixed for such an superior species, meaning the consumers are
better served as franchising moves forward. Shouldn’t we stop holding it back
now, now that we know that there is really no fraud to speak of?

This report did not take into consideration the many new entrants into the market
as of 1999 and the failure to come up with a concrete policy before now did not
take into considerations the needs of those companies which were destroyed in
the interim from the over bearing rules and regulations, which has already cost
American jobs and destroyed lives. There can be no forgiveness to the Federal
Trade Commission for the devastation it has caused in the franchising arena,
there are no words good enough to be spoken or written for such atrocities. | can
personally name 30 franchisees who lost everything due to the attack on our
company from the Federal Trade Commission. Thirty individual families that
the Federal Trade Commission caused financial ruin too. Why? So the Federal
Trade Commission can prove self worth? Additional Budgetary increases for
next year. So a 26 year old attorney can make a name for himself, so concerned
to win a case, willing manipulate data? So the head of the Federal Trade
Commission Franchise Rule Division can make a statement in a speech: “We are
going after our first Internet Franchise Case” talking to a group of attorneys in
franchising, he may so very much like to join some day in private practice? Is
this the best the Federal Trade Commission can do? Well, is it? We are to call
this justice? If this is justice at the Federal Trade Commission then Justice no
longer exists there. Did it ever? Has justice ever really existed at the Federal
Trade Commission, has it always been so blatantly fraudulent in it’s activities. Is
this the Martha Stewart enforcement scenario, lying under oath or penalty of
perjury to attempt to prove someone else has lied? Is this all it really is? |
hereby question the motivation, person character and ethics of any and all
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persons working in that agency. | would appreciate a full internal review of this
issue. Do Federal Trade Commission employees go thru a background check
like other law enforcement agencies? Shouldn’t they? In this report it lists the
Federal Trade Commission’s law enforcement actions. How many people at the
Federal Trade Commission are breaking other laws? Abuse of power, unpaid
parking tickets, sodomy, reading the newspaper or talking on a cell phone while
driving here in DC? This should be fully disclosed and since the Federal Trade
Commission deals with the franchising industry which accounts for 1/3 of every
consumer dollar spent in our country, such a vital sector we need to have greater
scrutiny over the employees who work there than a simple background check.
One mistake at the Federal Trade Commission, one bad piece of legislation and
1,000’s of people can be out of work the next week. The Federal Trade
Commission claims it wants justice, no sir, | want justice for the entrepreneur
who merely creates every single thing you see, everywhere you go in our
civilization. We want justice.

After discussing this in my letter, will the Federal Trade Commission even print
this in their list of comments? Will they take responsibility for the 30 families,
franchisees, their consumers, which they have destroyed in our franchise
company? How will they take responsibility for this? An apology letter, well we
have not even seen that? Most of us believe in the Federal Trade Commission’s
original mission, although having seen the truth and reality of the Federal Trade
Commission’s ten-year delay here and the way they conduct themselves, do we
really need the franchise rule at all? Do we even need the Federal Trade
Commission involved in a business model they clearly do not understand, which
Is so vital to our Gross Domestic Product? Shouldn’t the Federal Trade
Commission franchise division have a business library on franchising the size of
any franchisor? Shouldn’t they have to inturn at a franchise company before
working in that cushy job, which will most likely land them a much higher
paying job in the private sector later on? Are they competent enough to do the
job? Well, what say you? China has often called our government the paper
tiger? What should we call the Federal Trade Commission with regards to
franchising? It appears to be based on borderline incompetence, from my
personal observation. It is as if the entire agency is really fake and does nothing,
pretends to help the consumer, yet crushes them at every corner. Perhaps the
Federal Trade Commission needs the five point safety harness seatbelt not the
industry. Who watches over their endeavors? Do they have absolute free reign
on everything without regards to their actions? If so, no wonder such abuses of
power go on? Who is running the ship over there? Truth, Justice and the
American Way, cannot exist when the Federal Trade Commission is able to
unilaterally increase franchise regulations, without the knowledge of the
evolution of franchising model. It is like an untrained doctor operating on
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another species. The problem is not in the franchising industry, the problem is
with the over regulation of the industry. Making more rules, makes more
lawsuits, case law and needs of further definitions and then more rules and
regulations and job security for those unfit to lead. Enough already. The true
leader in the marketplace is the entrepreneur, not the lawyers and certainly not
the regulators. It is incredible that these entire sets of discussions and comments
spanning 10-years on this rule are being made by attorneys, who gain financially
from the rules and the regulators who have never been in business before,
probably never even worked in franchise corporation or owned a franchise
outlet? Franchisors have not the time deal with these issues. And they know
they cannot trust the government agencies to listen to their comments. For
instance | have given you insight to the real issues here, yet my voice is unheard
and drowned out by attorneys who are special commenters because they practice
law? Yet the actual problem here is the attorneys in the industry, therefore they
should be barred from comment as their comments are too self-serving. Dah!
Obviously, so obvious it should not even need to be pointed out. We need to
down size the rules, simplify them or eradicate them all together. If we are
looking to make a huge positive change for the betterment of all civilization, this
would be the best tact to take. These runaway rules, opinions, regulations,
lawsuits and ever increasing case law created are clearly choking the life blood
out of franchising and destroying the possibilities for economic vitality in the
future.

This report asks to comment on only certain aspects of franchising which were
addressed between 1995 to 1999, therefore some changes or elimination of rule
which should occur has no place for comment at all. Thus this exersize is
completely flawed if it’s goal is to bring the franchise rule up to date with
consideration to the newest technologies of today, today being the eve of 2005.
When Bush is re-elected it is quite conceivable that there will be a huge
downsizing in government and the expanding market will pick up those who are
willing to put in an honest days work in the real world. So, then we need to look
at simplifying the process to run more efficiently at the Federal Trade
Commission with fewer people, since they will be out on the street. The easiest
way to do this is to make the rules simple for less unnecessary opinions, case
filings and regulatory oversight at the Federal Trade Commission, since there are
other more important things to work on.

If Kerry were to be elected there is no doubt that larger businesses would call for
more domestic and international protection of their markets and less regulation,
thus more exemptions for larger corporations. The comments in this report
reflecting million dollar accredited investors or sophisticated and knowledgeable
investors would be very apropos to a Kerry Administration judging by his
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senatorial voting record. This would also mean these rules we are discussing
now will continue into the next period in a political climate calling for less
regulation not more. Either way the near future trend will be less government
spending and less regulation. The country cannot survive and prosper borrowing
two-billion dollars per week with consumer and capital money flows out of the
country at this rate due to greener pastures for manufacturing, outsourcing and
investment for relief from over regulation and future unanticipated taxation. The
Federal Trade Commission has no business meddling with the franchising
industry as there are no real issues in franchising of any significance hurting
consumers. John Edwards if he were to become the Vice President might like to
see more trail lawyer suits to command presence and there would be a switch
from government control of law or referee scenarios of the game to controlling
by private right of action. The Federal Trade Commission’s job then might be
more aligned to this present way of doing things here in this report. Taking
advice from outside attorneys who wish to use the government to manipulate
laws making more lawsuits possible and continued higher awards which is where
the Federal Trade Commission in this rule making endeavor is taking us now.
This is of course a disaster for the battle scared war veterans of the last two
decades in franchising. The Federal Trade Commission ought set themselves up
to handle the change in the political climate of the next four years and be ready to
downsize and focus their efforts where they are needed. (i.e. Identity theft,
SPAM, Special Interest Groups prostituting free markets as warned by Adam
Smith). And may I point out before over burden our own American Businesses
that South Korea is now the largest country of origin of SPAM and yet they have
instituted a Franchise Law there? Likewise China, Brazil, Hong Kong the
numbers 4,5,6 for SPAM have increased franchise laws for American Companies
here yet we appease them as we receive all their SPAM? We sure are an
interesting country as we over regulate our own, yet allow questionable trade
practices from all over the world?

The Federal Trade Commission ought to re-consider all these potential rule
changes and advise from attorneys in the industry, which might hire Federal
Trade Commission staff in the future. There should be noted all those who
commented and got their wishes and where Federal Trade Commission staff
chooses to work in the future. Any Federal Trade Commission staff, attorney
going to such law firms ought to be fined, imprisoned and have their pensions
immediately revoked, or in a more perfect world simply shot for treason against
the country. We seem to have a complete double standard here, which is quite
obvious from anyone on the outside looking in. Government must be held
completely accountable for their actions, abuses of power and should be jailed,
made example of in the media or shot for treason, if we are to have a fair system.
Any referee who purposely calls foul of a team, which has not broken the rules
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should be discharged with out monetary consideration from the current game and
barred from ever playing in any game, related industry or admission to the hall of
fame.

In this report it is safe to say that there is quite a lot of rear end kissing and
beating around the bush pre-comments from the attorney based commenters. It
is done under the disguise of professionalism, however | believe this type of chit
chat in the comments should not be made as it gives the Federal trade
Commission a false sense of stardom and importance in their endeavors. It is
safe to say that the current direction of these comments and this report is
traveling in the wrong direction, trying to band aide an ill conceived and now out
of date set of rules for the franchising industry. If the ftc allows this rhetoric to
provide a false sense of self confidence in their abilities and those involved in
these comments with a un-deserved inflated ego, then we will most likely see a
real problem on the field with referees making up rules while the game is still in
play and blowing whistles on perception of rule rather than rule of law. Such
chaos spoils the most competitive games and strips deserving athletes of their
metals and gives medals to the lesser and undeserving. Free Markets are for the
strong, leave the ego’s to the entrepreneurs, there is no place for ego at the
Federal Trade Commission. If one has to act out in such a way, go get a real job,
or take up men’s basketball, soccer or baseball on your own time. We must hold
the Federal trade Commission accountable to capitalism in the purest sense, for
this is not a socialist country, no matter what those in the belt way are led to
believe within their skewed belief system.

Thank you for allowing me to comment on the first full paragraph of your report
just prior to the “background section.” Congratulations on finishing this report
after 10-years just in time to meet deadline of the 90-year anniversary of the
Agency? It seems false and misleading to advertise and celebrate a successful
run at the FTC, when looking at this delay, although not too surprising as per my
personal observation and experience with the agency.

In summary, 1 am not asking the Federal Trade Commission to “go to hell,” I am
merely suggesting that “Y’All wake up!” over there and not only rely on solely
private sector attorney comments from 5-years and 10-years ago to help you
arrive at a positive win/win situation in the franchising rule for all concerned out
here.

Serious as a heart attack,

Lance Winslow
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Lance Winslow
Founder
Wash Guys
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Part 2 (OL-100005 Received: 11/2/2004 1:11:53 AM)

From: Lance Winslow
Founder

WashGuy Systems

74-478 Hwy 111 POB # 378
Palm Desert, CA. 92260

November 1, 2004

By Email; Tracking IP number into GrayWolf System with electronic
receipt.

Office of the Secretary

Federal Trade Commission

Secretary, Federal Trade Commission, Room H-159 (Annex W)
600 Pennsylvania Avenue, N.W.

Washington, D.C. 20580

Public Comment: “Franchise Rule Staff Report RF511003”

Re: DISCLOSURE REQUIREMENTS AND PROHIBITIONS
CONCERNING FRANCHISING

Staff Report to the Federal Trade Commission and
Proposed Revised Trade Regulation Rule (16 CFR Part 436)

Comment on the Use of the words “Cost-Effective” when discussing the current
Franchise Disclosure Documents.

Dear Sirs,
| first would like to formally announce that | will forgo the niceties and

compliments that so often accompany letters to the Federal Trade Commission, |
do not believe they are deserved, | sincerely hope the Commission understands
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the absurdity of the bureaucracy they create and purport as Justice. | believe
professionalism and respect must be earned, | do not feel the commission has
ever earned that, nor do | believe they are capable of earning such respect after
15 years of studying the Franchising Division of the Federal Trade Commission.
In my opinion and the opinions herein, believe that the Federal Trade
Commission’s Franchising Division Efforts to the common good of America
would better be classified as far closer to International Terrorism than anything
resembling Truth, Justice or the American Way or the contrived notion of
supporting free markets.

I wish to comment in this letter on the Federal Trade Commission’s justification for
further rule making in franchising and specifically in this letter on a comment made,

found on page 21 of the report concerning “Cost-Effective™ nature of the disclosure
documents themselves. My comments come from many different directions and the
costs associated with them. Including over all costs to the country as a whole in
economic factors such as; Tax Base Loss, Lack of Job Creation, Stifling of Innovation
and cumulative effects of over disclosure, which I will show is currently in play within
the Franchise Rule. Also in this discussion I will prove that there are real costs to
franchisors in printing, ability to deliver, loss of proprietary information to competition,
preparation, registration and up keep of these disclosures. | will also touch on the fact
that all costs associated to the disclosure process and rules are passed on to the very
consumer we are supposedly are trying to help, thus making a franchise purchase
harder, less inviting and often unattainable. Since everything effects everything else,
much of the information is repeated when one item or problem of contention is
presented and carried forward to see the cause and effect and actual or add-on costs and
there effects. In the end I will show through documented real world reality based
reasoning and observation and you will see that there is absolutely, positively no
possible way in which anyone might conclude that this current franchise rule and the
200 plus pages of disclosure which are now required to stay within the bounds of

compliance are necessary or in any way Cost-Effective.

Please read through this discussion as if a conversation where one party has been taken
out and we are left with a monologue as the other debater is missing. Assume that
debater is the compilation of arguments presented and only existing in the 432 page, 10-
year late report of the Federal Trade Commission’ Franchise Rule, for it does not exist
in reality or in any way lend itself to any sort of modern day economic theory of free
markets, free men, the rights of men and created corporate entities to free contract. The
discussion in the Federal Trade Commission report is a discussion of mental
masturbation between attorneys who make a living suing and collecting money from
those who produce, the entrepreneurs. This discussion, debate and condemnation of
over regulation and those who create such situations comes directly from the mind of an
entrepreneur who is often not heard, yet creates, builds and toils in blood, sweat and
tears to make available all that we see every where we go in our civilization. Since this
side of the debate comes from the mind and rants of an entrepreneur furious with the
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treatment, bad policies, outrageous regulations, over-lawyered industry, there is no
sugar coating here. It is as Jack Welch might say “from the gut.” It is important to hear
the other side as all to often government agencies only hear from the so-called
professional side, that of lawyers, who have hijacked the law. Until a balance is
reached and a reality based set of rules put in place the franchising industry will
continue to be stifled and America cannot receive her true potential, some might say
franchising is fine. | say it is the world’s greatest business model and could be ten-fold
and we are squandering it like fools in this country. We need to open the eyes of the
regulators to see what is really going on out there and how this trend is killing our
economy. So, read and think about it and perhaps you will be enlightened as to a bigger
picture of cause and effect of these insane disclosure regulations (they are completely
nuts and it is not just in this industry we have runaway disclosure laws and rules). Itis
time to tighten up the regs and in doing so deleting much, if not all of the current
disclosure now required. I propose that the leading thinkers at the FTC, along with some
entrepreneurs sit down with a bunch of red magic markers and go line by line through
these regulations and delete as much as humanly possible. | have been involved in such
“Red Magic Marker Committees” and they work, and create a renaissance of hope for
entrepreneurs and the flow of capital follows, it is truly an inspiring awe to see it take-
off, the franchising industry needs that, now more than ever. Reduce the over
disclosure requirements.

Now then, on page 21 of the report it states the following:

“The commenters maintained that pre-sale disclosure
iIs a cost-effective way to provide material
information to prospective franchisees so they can
assess the costs, benefits, and potential financial
risks involved iIn entering into a franchise
relationship. In particular, pre-sale disclosure
enables prospective franchisees to investigate the
franchise offering by providing information that is
not readily available, such as the franchisor’s
litigation history and franchisee failure rates.” 17

I believe this to be a falsehood and misrepresentation of the actual facts in modern day
franchising. One must take into consideration the costs to prepare such documents in
the first place. The average total costs to prepare a set of franchise disclosure
documents is $25,000 -35,000 and if you read the ABA Forum franchise attorneys this
month are up in arms that someone, anyone other than a Franchise Attorney might
prepare such documents. They are also upset that anyone might possibly give advice to
a franchisor other than an attorney, so much so that they continually lobby many
franchise registration states to come down hard on those who might say something that
could possibly be construed as “Practicing Law without a License” effectively meaning
that little competition exists in franchise disclosure packaging with anyone other than a
Lawyer. Thus there is no competition in the for such services and the lawyers in fact
can continue through extortion and hi-jacking of the law in this regard. Lack of
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competition means higher costs, meaning we are moving away from anything that has
ever resembled cost-effective into the category of “highway robbery’. The fact of the
matter is that if the disclosure documents are Really and Truly to help the consumer,
then they should be very simple and not create barriers to entry for new franchisors who
are forced to pay these exorbitant costs. Further, new franchisors are led to believe they
must rely on what is often, bad advice of lawyers and are scared into believing that the
lawyers understand business, who clearly give advice on matters of management,
hiring, cash flow and other things they are not qualified to give, yet at the same time
condemn Accountants and CPAs for giving advice on the best corporate structures,
meawhile the government in their own definitions of such often give advice in
brochures and pamphlets to help consumers. In addition new franchisors have a very
tough time finding most of the important forms required by the government to be filed
and the only place to get them is at an attorneys office. It is obvious why many
entrepreneurs just say “well, all lawyers should be shot” yes a rather harsh statement
especially considering all of us have lawyers in our families, when using this as an
argument, entrepreneurs often say; “well you get rid of the ones in your family and we
will sacrifice the ones in ours.” Why all the animosity? Well this rule making session
is a perfect example, most everyone commenting is a lawyer or has a lawyer
commenting for them? The laws are therefore for the lawyers not the people,
entrepreneur or betterment of the all, as they are intended to be. Attorneys in general
are the most self-serving profession on this planet, which stifles our Capitalistic System
at every corner, since no one can debate that comment, we will move onto the next.

There is nothing inexpensive or ““cost-effective” about the 190 to 230 pages of
disclosures that franchisors must give to prospective franchisees. Anyone purporting
such misrepresentations does so either for personal gain (Lawyer) or out of spite against
franchisors due to a misunderstanding of what the franchising model is or how it works.

We see in many industries, for instance real estate, where laws, case laws, regulations
have made a simple house purchase turn into a series of forms no less than 400 pages,
(it may not look as big in 10pt font and double sided, but it is) and just short of the
number of pages in this Federal Trade Commission report. What does all this mean? It
means we have further complicated the original reason for such disclosures to the point
of absurdity, where each side is so busy trying to CYA, in case of frivolous lawsuits that
each side believes they have the right to be irresponsible in their business practices and
have no need to fulfill their promises because there is a clause in the contracts and
disclosures giving them a way out and behind that way out a lawyer who will be glad to
make 2+2 equal 50 if you so desire and have paid the retainer. It is all a crock,
everyone in franchising knows it, no one is willing to say it and the Federal Trade
Commission is so busy having meetings with lawyers that they forgot about the original
consumer who is not helped in the least by over disclosure as the costs that the
franchisors pay in the exorbitant fees to prepare the disclosure documents are passed
onto the very consumer that the Federal Trade Commission is claiming they protect. It
is total BS to say that such over disclosure helps consumers at all. Just a lie, an excuse
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for further rule making and minutia piling (BS). Simply helping lawyers to that which
they did not earn and do not deserve.

While some might contend that franchise disclosure give vital and 