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Re: Comments on Staff Report to the Federal Trade Commission and Proposed Revised

Trade Regulation Rule, Disclosure Requirements and Prohibitions Concerning

Franchising, R511003

Dear Mr. Toporoff, Ms. Harrington, and Mr. Beales:

We write in response to the Staff Report to the Federal Trade Commission and the
Proposed Revised Trade Regulation Rule dated August 2004 (the “Staff Report”).! Our firm
principally represents franchisors in structuring franchise programs, preparing and registering
disclosure documents and related agreements, negotiating the acquisition, sale and transfer of
franchises, and the litigation and resolution of franchise disputes. Please note that our comments
reflect our views and experience, and do not necessarily represent the views of our clients.

We commend the Staff for the hard work that has gone into the Staff Report. It is
comprehensive and well thought-out. In the interests of time and brevity we have focused our
comments on a limited number of issues which we believe will be of general and significant

concern to franchisors.

Our comments below follow the organization of the Staff Report.

! References to Staff Report page numbers refer to the version of the Staff Report posted to the FTC website in pdf

format.
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1. Definition of “Disclose” [Section 436.1(d)]

As proposed, “Disclose, state, describe, and list mean to present all material facts
accurately, clearly, and concisely, and legibly in plain English.” We are concerned that this
Section could be interpreted to require a franchisor to disclose every material fact regarding the
offered franchise, rather than disclosing all material facts pertaining specifically to the
disclosures required pursuant to the Rule. To avoid the potential that Section 436.1(d) will be
read more broadly than intended, we suggest that this definition be revised to read as follows:
“Disclose, state, describe, and list mean to present all material facts called for by the applicable
disclosure Item, accurately, clearly, and concisely, and legibly in plain English.””

2. Definition of “Principal Business Address” [Section 436.1(1)]

The definition of the term “Principal Business Address” refers exclusively to the street
address of the franchisor. The term, however, is used in Item 1 (Section 436.5) with reference to
the Principal Business Address of any predecessor. We recommend that the definition of
“Principal Business Address” be modified to read as follows: ‘“Principal Business Address”
means the street address of the applicable person’s home office in the United States. A principal
business address cannot be a post office box or private mail drop.”

3. Obligation to Furnish Documents [Section 436.2(a)]

The Staff indicates on page 78 of the Staff Report that the 14 calendar day period will
commence on the day after delivery and that signing can take place 15 days later. This is
inconsistent with the method of computing time set forth in Rule 6 of the Federal Rules of Civil
Procedure. Rule 6 essentially provides that when counting days you do not count the first day of
the designated period, but do count the last day. We recommend that the Commission follow the
method of counting days set forth in the Federal Rules of Civil Procedure.

4. Obligation to Furnish Documents [Section 436.2(b)]

Subsection (b) requires franchisors to deliver a revised copy of the “basic” franchise
agreement seven days before it is signed only if the franchisor has unilaterally and materially
altered the terms of the agreement. We note that on page 82 of the Staff Report the Staff states
that, “This would exclude situations where the only differences between the standard contract
and the completed contract are “fill-in the blank™ provisions, such as the date, name, and address
of the franchisee.”

2 This modification is supported by Section 436.6(c) which expressly limits the scope of disclosures. It states: “Do
not include any materials ot information other than that required by this Rule or by State law not preempted by this
Rule.”
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