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PROCEEDI NGS

MR TCPCRCOFF: W're on the record.

Good norning. This is Friday, Novenber
7th, 1997, and we're nmeeting in Seattle, Washi ngton.
This is the second of a two day nmeeting. The purpose
of today's neeting is to discuss any franchise or biz
op issue.

It's a public neeting. It's an opportunity
for any nenber of the public or any interested party
to informthe Comm ssion of any concerns that they
m ght have agai n on any franchi se i ssue, business
opportunity issue, or any of the issues that the
Comm ssion raised in the Advance Notice of Proposed
Rul emaking. Again this is open to the public.

The neeting is being transcribed. A copy
of the transcript will be put on public record and
w |l be nade avail able at our internet web site.

So with that, we have our first speaker
who' s appearing today to nake a statenent for the
record. So please introduce yourself and then
conti nue.

MR DCE  For the purpose of this neeting
ny nane is going to be Steve Doe. And the reason I
selected that nane is | ama long-termlicensee, and

the franchisor is very vindictive, and certainly I
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have a feeling that if they understood where |I'm
sitting today, | would have a serious problemon ny
hands.

| don't have the financial resources that
they do to withstand a protracted | egal battle, and
that is fast where it's headed in our particular
si tuation.

But | would like to back up for a mnute
and just tell you that 1've had a franchi se since
1985. I've done well withit. | didwell wth ny
franchi sor up until about three or four years ago.

The busi ness changed in the United States.
The tenporary service industry, which by the way is
what ny franchise is, changed in the United States,
and it becane nuch nore conpetitive. A lot of
nmergers, a lot of |ow margin business is being done,
thus creating a problemfor nyself and the other
l'icensees that are part of the systemin that we
gi ve such a |l arge share of noney to our franchisor that
we can no | onger be conpetitive.

And what has happened is that the
franchi sor -- through his choice or their choice and
t hrough the choi ce of the existing franchi sees, the
whol e system has shrunk. It used to be 80, 100

franchises. It's less than 20 now. Peopl e have
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gotten out because of the problens. The franchisor
has el ected to boot some people out. But the whole
point of this is it just shrunk.

It's not what | bought into. | bought into
a franchise in 1985 that was growing, vital. The
presi dent of the conpany tal ked about little incubators
all over the United States, being franchi sees. And fast
-- we had a lot of crib deaths so to speak. But, anyway
-- excuse ne for that, but it just changed and changed
and changed.

The service level -- due to the fact that
we don't have -- the franchi sor does not necessarily
have all the noney comng in he would |ike, the
service |level has declined in many, many subtle ways.

W're using the training material from
1983, 1984 that they are by contract supposed to
provide to us. Brochures, fliers, other things that
they' re supposed to provide are just really, really
out of date.

W're in the age of the internet, and it's
been difficult to nove themahead. It's hard for us
individually to nove ahead in the high tech area
wi t hout the franchi sor comng al ong because it's al
sonmehow i nterrel at ed.

Recent |y however sonet hi ng has happened

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025



© 00 N oo o A~ w NP

N RN NN NN R PR R R R R R R R
g N W N P O © © N O OO M W N B O

269
whi ch has had a serious inpact upon all of us
franchisees in our system and that is that the
franchi sor elected to sell the conpany, and the deal
will close within the next couple of weeks. That's
happeni ng ri ght now as we speak.

And the conpany they sold to has offices in
many of the franchise areas. For instance, | am
headquartered in Portland, Oregon. There was a joint
venture by this new franchisor -- well, soon to be ny
new franchi sor, and they have elected to -- they
entered the joint venture the 1st of Cctober, and
t hey' ve gone ahead and opened anot her two stores
within five mles of ny office in Portland, QO egon.
Sanme situation exists here in Seattle. There are
other cities and states that have a simlar situation.

So now |'ve got a situation where the
franchisor that | had has sold out to a nuch | arger
conpany who is operating against ne. And it's, you
know, incredible for me to conprehend that there is
any way that can be right.

M/ i censing agreenment with ny franchisor
said they can't operate against nme or operate in ny
sane territory. | have a protected territory.
However, it's the position of these people, the

acquirer and our franchisor, that since this |arger
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conpany is acquiring ny franchisor, that it's not a
probl em because ny |icensing agreenent is with ny
exi sting franchisor and not with the new franchi sor
And | just take great exception to that.

I"mgoing to have two offices within five
mles. These people are going to know everyt hing
there is to know about ny business if they choose to
because they can go to the departnents that process
those kind of things and |earn that stuff.

During discovery in buying the conpany,
there's no doubt about it, they've |earned about ny
busi ness in Portland and about the whole system They
wi Il be conpeting agai nst nme and taki ng away tenporary
enpl oyees, consulting, and contracts that | m ght
ot herwi se use in ny area to nake a |iving.

And 1'll be basically funding indirectly
this office that they just opened to get it off the
ground. And |I've raised issue with both franchisors,
current franchisor and the new franchisor. | have
personally witten letters. M attorney has. And
again their response has been nost recently that we
don't see any problem W can open in your territory,
and that's not an issue. And | believe it is.

So there's just many problens, and | think

this last thing I touched on is a terrible problem |
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mentioned to Steve earlier that we're -- | don't have
the nmoney -- | don't have two or three mllion dollars
to fund a legal battle with these people. They have
the noney. They have lots of noney. GCetting into
l[itigation with them which is unfortunately where |
think 1"'mgoing to have to go, is going to about
destroy nme. It could destroy ny business.

There are other |icensees -- | w sh that
one had chosen to be here, but he's faced with | osing
hi s busi ness because his own franchi sor is conpeting
with the sane major client as his. They currently
are. So he's got a serious problemon his hands there.

It's gotten so far that the office invol ved
has called his office to tal k about the contract when
it comes up for bid, and that is just absolutely not
right. You know, they're conpeting agai nst each
ot her.

Let me clarify one of the problens with the
conpetition, and that is that we pay a royalty to our
franchi sor so they make a profit off of our business.
Ckay. Well, if they don't have that royalty built
into their bill rate, they can charge | ess noney.

Just the percentage that they make in the profit they
can charge for | ess noney because its going directly

to them You see, it's cut out of their picture.

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025



© 00 N oo o A~ w NP

N RN NN NN R PR R R R R R R R
g N W N P O © © N O OO M W N B O

272

So of course they're going to think it's
okay to offer nore noney. They' re going to nake nore
nmoney. That kind of kicks it off.

Can | go off the record for a nonent?

MR TCOPCROFF: W're going to take a break

(D scussion off the record.)

MR DCE |I'mready to go back on the
record.

I know the purpose of this nmeeting today is
not to resolve ny individual problens that | have,
but I would like to raise the issue that it's a
wonderful thing to | ook ahead at what is going to
happen to other franchisees in the future; however,
there are thousands of us out there in the United
States that have so many problens that are vestiges of
years gone hy.

And | have a real problem-- or | guess
what |'mtrying to say is | wish the FTC woul d take a
long, hard |l ook at the existing franchises and sonme of
these contracts.

There is no end to ny contract. |If | can
-- 1 can buy out of this thing, but it's going to cost
nme noney that | don't have. | would have to spend 4
to $600, 000 to buy out, plus legal fees, and cut

t hrough a whol e bunch of red tape through the
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franchisor. | nean, it could take me a year or two to
do that. And | don't have that noney hangi ng around.

So | wish and | woul d hope that the FTC
wll pay attention to the existing franchises and take
a long | ook at sonme of our existing problens. These
are problens that go back to 1985, you know, when
I bought into the system | didn't know nuch better
in 1985. If | had known then what | know today, |
woul d not have bought this franchise. So -- okay.
"Il pause here. Any questions?

MR TOPORCFF: Mra, do you have any
guesti ons?

M5. HOMRD  No.

MR TOPCRCFF: | just have one, and that
is-- 1 just want to clarify why it is that you are
using a different nane. 1Is it that you fear possible
retaliation fromthe franchisor? 1Is it that you' ve
signed sone kind of agreenent or order that prohibits
you tal ki ng about your experience? |f you could just
clarify that for us

MR DCE | have not signed any kind of
agreenent that prohibits nme fromtal king about ny
experience. This franchisor has exhibited over the
past 12 years that |'ve known themto be retaliatory.

They're enbroiled in lawsuits right now with the other
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franchi sees.

They publicly humliate franchi sees that get
out of favor. They sit in various neetings -- this
j ust happened a coupl e weeks ago in New York -- and
tal k about franchi sees who are not present, and they
nmust be crazy because they think they have sone sort of
right. It just goes on and on and on.

It's not only personal humliation. It is
al so al nost harassnment. And | know that if they
wal ked through that door right now, I would be in
nore trouble than I know what to do with. | woul d get
aletter fromtheir |lawer |ike that, and they woul d
not take kindly to that.

MR TCPORCFF:.  Thank you.

M5. HOMRD. | do have a question. Wen
you were speaking earlier about the percentage of
noney that goes to the franchisor in royalties and you
said that was -- it was too nmuch noney, that you
couldn't be conpete --

MR DCE That's correct.

M5. HOMRD. -- are you saying you can't be
conpetitive with their own outlets or with other
conpanies that are simlar to yours?

MR DCE Both. Both. A point | maybe

have not nmade very well is everything has changed
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since 1985. The business -- the tenporary service
i ndustry has changed incredibly. | think everybody in
this roomknows that. So there are many nore
tenporary services.

The industry in 1985 was probably, you

know, I don't know, a billion. Nowit's 40 billion,
sonething like that. 1It's a huge anount of grow h.
Vel |, because it has gotten to be that conpetitive,

what we paid at that tine for licensure in 1985 is no
| onger conpetitive in the industry. It's difficult
for ne to go out and conpete agai nst the najor
tenporary services in ny nmarket. Well, that's one
issue related to that |icense agreenent.

But the issue that's in ny face today is
the fact that 1'mgoing to be conpeting agai nst ny
licensor in effect, indirectly | guess and directly.
And they are going to not have to charge as much for
the sanme hour's worth of work, pure and sinple. It's
that profit margin that I'mcurrently getting that
they don't have to charge.

M5. HOMRD. So the percentage that you're
payi ng has not changed. Wat you're saying is that
t he nmarket has changed?

MR DCE They have nade sonme m nor

adj ustnments one tine since 1985, they being the
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l'icensor, and they're very restrictive.

There are problens with acconplishing them
and | would say ny best guess is nost |icensees don't
acconplish the requirenents to get alittle bit nore
nmoney. But it's not nuch nore noney. It's, you know,
dollars a nonth is about what it boils down to.

M. KEZICS: Can | ask himsone questions?

MR TCOPCRCFF:  Susan.

M5. KEZIGS: Do you know of franchi sees
trying to get out of contracts?

MR DCE  Absolutely.

M. KEZIGS: Qher than the litigation,
are they trying to cut deals with the franchisor?

MR DCE  Yes.

M5. KEZIGS: Do the franchi sees when they
get out, do they have to sign any kind of gag orders,
gag rul es?

MR DCE  Absol utely, non-disclosures.
seen franchi sees | eave the system and |'ve talked to
themw thin a nonth, and they can't talk to me. They
can't tell ne what the deal was, what happened,
anything nore about it.

M. KEZICS: Can they -- if a prospective
franchi see called themto ask about their experiences

wi thin the franchise system would they be able to
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speak to the prospective franchi see?

MR DCE | don't believe they can. |
bel i eve they' re gagged, period, when they're out of the
system

M. KEZICGS: Ckay. |In your contract and in
-- in your contract, is there a post-term covenant
not to conpete?

MR DCE  Yes.

M. KEZICS: So if you get out or if these
ot her people get out, you can't work in the business
that you' ve been in since 1985?

MR DCE: That's correct. Yeah. Unless |
pay that |arge amount of noney | nentioned.

M5. KEZICS: So if you pay that |arge
amount of noney, that's the consideration given to
them so you can conti nue to work?

MR DCE But they keep ny phone nunber and
ny indemity that | currently have.

M5. KEZIGS: So in effect they' ve confiscated
your busi ness?

MR DCE: That's correct.

MB. KEZICS: You' ve built the business, and
they' ve confiscated it?

MR DCE: That's correct. And | would have

to change all ny phone nunbers and change t he nane,
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and | woul d have to nake sure, because | think they
would sue ne if | didn't, that ny staffers woul d never
use the name again.

That woul d be a nonstrous task. Let me just
put it that way. |'ve probably got 100 to 300
tenporaries, contracts, and consultants out worKking,
and it would be a huge task to acconplish that.

M5. KEZI G5 And going back to your
protected territory, you said in your contract you're
supposed to have a protected territory?

MR DCE: That's correct.

M5. KEZIGS: But they're saying that when
the nerger occurs, it doesn't apply to the new
franchisor's units that they may put up or that they
have up al ready?

MR DCE  Yeah, because they're saying ny
agreenent is with ny existing franchisor and not with
the new franchisor. That's what they're telling ne.

M5. KEZI G5 And going back to the gag
orders again, out of this 80 or 100 franchi sees that
you said were in existence -- and there's, what, 20
now, 20 percent?

MR DCE Probably 18 now.

MB. KEZICS: Qut of those 80 that have

gotten out of the system bought out or transferred
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out or whatever, what percentage of themdo you think
have had to sign gag orders?

MR DCE | would believe all of them
have. | would believe that. | believe that to be just
the way they operate.

M5, KEZI GS:  Ckay.

MR DCE | have here with nme a letter that
| can give you parts of, which spells out what the
franchisor's |l awer has to say about this. |'mgoing
to have to edit out the franchi sees’ nanes and the
| awyer' s nane and so on and so forth.

Your letter of Septenber 29th, 1997 has
been referred to me. This is corporate counsel for ny
franchisor. In that letter it is clear that you' re
continuing M. Doe's attenpts to find a way to assert
that the licensor is about to breach its |icensing
agreenment with ne, Steve Doe.

The facts that you have stated in your
letter regarding -- ny lawer wote a letter to the
franchisor, and this is the response to that. The
facts that you have stated in your letter regarding
the formof the acquisition and the use of the
i censor tradenarks and the nane are incorrect.

Your client's contractual dealings have

been with the licensor. Since its nane changed in
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1995 -- they changed their name along the way -- your
client has never contracted with the publicly trading
hol di ng conmpany which is involved in the acquisition.
So that's what they wote to ny | awer.

The nerger has no effect on your client's
l'i censing agreenent, and there has been no assi gnment
of that agreenent. Any other operations in Portland
will not be under the licensor's name, will not be
owned by the licensor, and will not use the licensor's
systens or marks; therefore, there will be no breach of
the provisions of paragraph 1B as to the enforceability
of 1B, which is the exclusivity of ny territory.

He goes on to say there's little doubt of
that. The clear terns of the contract will prevail.
And it just -- that's basically what the gist of the
letter is.

| endeavored to persuade the |licensor to
buy nme out, and this is the final sentence in this
thing. Wile we are in no way wai ving any of our
rights under the |licensing agreenent, including but
not limted to that of first refusal, at this tinme we
have no interest in purchasing the Portland office at
any price. They closed the door on that now

MR TCOPCROFF. kay. | don't have any

ot her questi ons.
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M/ra?

M5. HOMRD  No.

M5. KEZI GS:  None.

MR TOPORCFF: (kay. Well, thank you very
much. W appreciate your taking the tine to speak
with us today.

MR DCE Thank you for listening to ne
today. | appreciate it.

MR TCOPCROFF: We'Il go off the record

(D scussion off the record.)

MR TOPCRCFF: W're back on the record,
and the speaker is going to continue.

MR DCE UFQCs. Wiien we opened t he
operation in 1985, I'mnostly convinced | did not
receive the UFGC. | did receive a UFOC in 1987 for an
addition to ny territory. The |language in the UFCC is
different than what is in ny actual contract.

Now, that's an issue that ny |awer is
working with right now, because the UFQCC is probably
two inches thick, and ny contract is about an inch and
a hal f thick.

But I don't believe that fromwhat |'ve
seen of the UFQC and the operation of the franchisor
that they are following it, nor do | think they care.

| think they see it as admnistrative trivia. So
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bring that issue up.

KEZI 5. Wiat is the termof your

DCE: Until | die. It's forever.
KEZICS: It's perpetual ?

DCE:  Yeah.

KEZI G5 Ckay.

TOPCRCFF:  Is that true for other

your systen?

MR DCE: Al of them

MR TCOPCROFF: Al of them That's very
unusual . 1'mnot aware of franchi se systens that
have --

M5. KEZIGS: Do they plan on continuing the

contracts in perpetuity after the nerger?

MR

DCE: Yes, that's what is what |'ve

been lead to believe. | was in a nmeeting on August

22nd in New York with the current franchi sor and the

new franchi sor,

and that is what they basically told

us, that nothing is going to change as far as what

is going to happen. The contracts are going to stay

t he sane.
MR
MR
MR

TOPCRCFF:  Anyt hing el se?
DCE: No, that's it.
TOPCROFF:  Ckay. Thank you. Of the
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record.

(D scussion off the record.)

MR TCPCROFF:  So we're back on the record.

VWe're going to be with our second speaker.
| just want to reiterate that this is an opening
neeting. It's being transcribed. A copy is going to
be put on the public record as well as on our internet
web site. So with that background, 1'Il turn it over
to our second speaker. Pl ease identify yourself
first.

MR RAFIZADEH |'m Mehran, MEHR A N
Rafizadeh is ny last namte, RAFI| ZADEH And
own franchi ses under two different brands, Cenera
Nutrition Centers and Qoria Jean's coffee stores.

Basically the reason here -- the reason
I'"'mhere today is to voice ny views on sone of the
practices that are going on in the franchise industry
in the hope of in the future there is |legislation that
can even the playing field a little bit in this
i ndustry.

Personal ly | probably am sonmewhat of an --
| assune |'m sonewhat of an atypical franchisee in
these hearings. The systens that |'maffiliated with
and ny business in general is doing very well; however,

that does not nmean there are practices going on which
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basi cally do not take advantage or abuse the system

| have six stores under the CGeneral
Nutrition Center name, and these are sone of the
practices that have been very comon in the system
First and forenost is encroachnent. Encroachnent --
now, you have to understand when | said probably I'm
not the typical franchisee, just based on the nunber
of the units that | have -- | aman expansionist as a
busi ness person. | do like to expand, and at timnes I
have wel conmed the franchisor to go into a market and
eval uate sites for ne.

However, | will tell you where the abuse of
the -- abuse that is inflicted by encroachnent. ten
once a systemis on a grow h node, there is no thought
given to the nethod of growh, how nmany units are put
into a narket or where they are being put at. | wll
gi ve you an exanple of this.

| own two G\C stores in Las Vegas. Las
Vegas by all neans and nmeasures for this franchise is
an unt apped narket. Personally | volunteered to
put seven additional stores in that nmarket, yet the
franchi sor went ahead and pi cked randomy what they
call -- what they have done -- they're narket studies,
but I will get into that |ater on, how that works.

They randomly put | ocations, one very close
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to the first franchise store that | put in Las Vegas,
whi ch caused a drop in sales of in excess of 35 percent
in that location. kay.

At the tine they coul d have easily taken me
up on ny offer, however. They could have listened to
nme and given ne the freedomor the autonony or the
input to pick these selections jointly with them

"1l tell you why they pass up the
opportunity to put seven stores up. And so far they
have been only able to put three stores up there in Las
Vegas, but yet they chose these | ocations so poorly.

No. 1, | think they choose these |ocations
the way they do because it is easier for themto
Pi ggyback on an existing successful unit than literally
go out there and build a unit that you have to go
through all the notions building the custoner base and
t he vol une.

Secondly, by signing -- in the case of G\C
-- now, this mght be very particular to them By
signing national contracts for new | ocations, since
G\C owns their own stores and a franchi se group of
stores, they do have the funding to go out there and
sign 300 | eases -- and they have done this -- 300
| eases a year through maj or real estate brokerage

firnms, put these stores up, and worry about selling
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theml ater.

The reason for that is because these real
estate devel opers and conpani es, they do provide quite
a bit of incentive, such as build-up all onances and
up-front cash for a branch to put their stores in
their properties.

This noney is additional profit once the
store has been sold. Not only did they nmake a nice
i ncome by just signing those | eases, they make the
additional profit fromthe selling of the franchise
fee and so on of the franchi se.

Therefore, in every instance in every city
that | operate the G\C stores, | have offered to
supersede the nunber of units that they were going to
put in that market if they would have given ne the
opportunity to choose these | ocations al ongside with
them however, that never happened.

And at the sane tine, they encroached very
-- especially on the nost successful stores that |
have had in those markets. Case in exanple, | have
anot her very successful store in Portland, Oregon. At
the tinme that | opened the store, the nearest store
was 2.5 mles anay. | built this store to a fairly
admrable volune. Wthin the past year two stores have

been opened very close to this store.
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Again Portland is a market that they have
an i nadequate presence in. They could easily have
pi cked different quadrants in the city to saturate the
mar ket .

In addition to that, they claim-- first of
all CGeneral Nutrition Center offers zero protection
with their base -- and | know there are ot her
franchi sees -- excuse ne, franchisors which offer sone
formof criteria for putting another store where
there's a base popul ation, a density of popul ation
within a certain nunber of mles. G\C offers zero.

And yet they claimthat often by opening a
store very close, they are cultivating the culture for
that product, and both stores initially experience a
drop, and then they pick up and supersede their
previ ous volune. That has not been the case.

That was not the case with the store that |
had in Las Vegas and in turn | was forced to sell it
back to themincidentally after a drop in vol une,
consi der abl e.

And | think though they tell that to a
prospective franchi see, at least it should be
indicated in the standard franchi se agreenent that
when they are doing that, what their experiences have

been, not just sinply as a pitch to the franchi see
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that this -- by opening stores around you in the
future, if we may or if there are, you wll not
experience any | oss of business, and you experience an
initial drop, and fromthere on you pick back up and
even super sede your previous vol une.

Thi s has never been docunented. They have
never been forced to be accountable for it. And I
know fromtal king to other franchisees that is not the
case.

Besi des the issue of encroachnent, another
i ssue that probably nost franchi sees experience, again
tal king about GNC, General Nutrition Center, is the
issue of prices. As a franchisee when you buy into a
system you are buying into a systemagreeing to
pay franchi se fees and ongoing fees in the form of
royal ties or what have you in order to have an
advant age i n the narket pl ace agai nst the independents
or others in that industry.

However, it seens that franchising has
beconme a vehicle for the franchisors to just
continuously create profit centers. | wll give you
an exanple in the case of the General Nutrition
Center.

General Nutrition Center has got an

extensive distribution center which distributes their
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own house brands and national brands. The house
brands contractually we are obligated to buy, and we
really do not have any control over their pricing;
however, the national brands through the years
devel opi ng contacts w th manufacturers and approachi ng
them we have been abl e as individual franchisees
-- and recently we forned a co-op. W forned a
franchi see associ ation and a co-op. W have
approached manuf acturers and have been able to
negotiate far better prices than this |arge system
offers and clains that is offering to us.

Their claimis that they are offering to us
t he best possible price that can be obtained there.
That's not the case. |If | can go out there with
six units and obtain the sane brands and the sane
products and sonetinmes better quality products at far
| ower prices, then there is something wong. As far
as what is being promsed as an advantage in that
particul ar marketplace, that is not true.

And yet it would be fine if they woul d not
interfere in that process -- contractually we are
obligated to buy the house brands; fine -- but to give
us the freedomto go out there and buy those ot her
brands at better prices. And in confrontation they

claimthat they do; however, in reality they do
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everyt hi ng possi ble to sabotage that effort.

And here is a perfect exanple. | have a
letter witten by General Nutrition Center to the
manuf acturers -- pardon ne. |'mlooking at the w ong
one. But that letter -- there is a letter on record
fromBob Montanari, who is the senior buyer for
General Nutrition Center, to the manufacturers whom we
have contacted basically telling themthat they do
not need or want to deal with this group, referring to
the co-op, due to the fact that by fragnenting this
mar ket pl ace or this potential dollar anmount that the
franchi sees spend, they are not doi ng anyone a favor.

Short of being in violation of antitrust
laws in a very thinly veiled letter, they're
threatening the nanufacturers. Since they are the
bi ggest conpany on the health food narket, they are
telling themthat if you deal with the franchi sees,
we will not do business with you, you know. And that
IS wong.

| think there has to be changes nade to the
standard franchi se agreenent to indicate and force the
franchi sor to provide the best possible price
structure and services that they demand contractually
for us to use and abide by. And if we can procure

these service's products on the outside for better
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pricing, we should have the freedomto do that. And we
have done that.

Yet, besides that letter -- by the way, we
are noving forward with the co-op and sendi ng out our
own catalog to the fellow franchi sees to be able to
buy these products directly. That letter was the
first bit of retaliation that we saw, and we're
waiting for the next round, and we don't know what
it's going to be.

V¢ al ready know they are contacting sone of
the manufacturers whomthey work with closely. And
again | heard fromone yesterday that they are doi ng
sone very persuasive -- argunments are goi ng on behind
cl osed doors not to have them provide products to us.

Now, besides the issue of encroachnment and
i ssue of prices, there are other issues that -- |ike
services that arbitrarily are being inflicted on
franchi sees on the whimof the franchisor. | wll give
you case and exanpl e.

Qurrently this is sonething that is going
on wwth GNC. Initially the General Nutrition stores,
they did not have a conputer systemwhen they started
franchising in 19, | believe it was, 90. So there are
franchises in the systemthat signed a ten year

contract with no denmand to have a, what is known as,
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PCS, point of sale, which is basically a conputer
systemlinked to a nain frane in Pittsburgh.

A few years ago, four or five years ago,
they did come up with a $10,000 poi nt of sale system
whi ch since they brought -- rolled that system out,
the contracts fromthat point on demanded the stores
-- franchisees to buy the system which is fine.

Don't have a problemw th that.

However, about six, seven nonths ago, they
cane out with an $80 mai ntenance fee for the stores
whi ch do not have the point of sale system Now, keep
in mnd these fol ks have signed to a ten contract
whi ch forces -- should force the franchisor to service
their systemw th whatever pieces of equi pnent or
har dware which was sold to themat that tinme if they
do not wish to opt for it.

This $80 -- and they have threatened -- by
the way, this $80 is mandatory. They automatically
tag that to their nonthly billing. Now what happens
if a franchisee refuses to pay this $80? Very sinple.
They stop shi ppi ng product to you.

What probl em does that cause you? You say
wel I maybe they can go out there and buy their product
on the outside. Well, they can't because G\C has got

proprietary house brands which we are forced to carry.
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So if their shipnments stop, they hold themin default
because all of a sudden they don't have the full range
of products and the house brands that they shoul d have.
So it's a vicious cycle.

And they have threatened to double that $80
to $160 starting next year. By the way, we have
reviewed the standard franchise agreenent. This is a
practice which is obviously not legal. Thereis
nothing in the ol der franchi se agreenents that says
they have to do that.

How t hey can get away with it? No. 1, the
amount is snmall enough which they know individual ly
franchi sees will not probably spend the tine, the
effort, and the noney to fight it legally.

And here's the ironic thing. By raising
it to $160 a nonth -- guess what the install nent
paynent is to buy the conputer systen? Just a slit
bit nore. | think $175 or something to that effect.
So very cleverly they are pushing themto that price
margi n, so the franchi see basically gives up, and
they pay the 175 rather than payi ng $160 and not have
t he system

In addition to that, there are issues wth
co-op advertising. W pay for a national advertising

fund to GNC, which i s, dependi ng when the contract
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was signed, 3 to 4 percent of the gross. Yet in 1995
they cane to an addendumto the standard franchise
agreenment trying to get the franchi sees to pay an
additional 3 percent for the |ocal nmarket, for the
| ocal advertising fund, which is fine. | have no
problemwi th that.

However, they very cleverly and
aggressi vely pushed towards doing -- they have these
mar ket funds which we participate in. However, they
have total |ocal market funds -- they have total
control of these. And the reason that they very
aggressi vely push and nani pul ate to prevent you from
spendi ng that 3 percent on your own on the adverti sing
medi um of your choice is because they have total
control of these |ocal market funds; therefore, by
pi cki ng the product, the medium and the method of
advertising, their own corporate stores benefit from
themgreatly.

And there are various ways of -- nethods of
per suadi ng franchisees to join this |ocal narket fund.
Case in exanple, they constantly audit you. There are
auditors in your store at all times. There are denands
for proof of advertising, which, by the way is not on
an increnental basis, but they wait a year, two years,

and they say we have to see proof for the past two
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years; otherw se, you will be |iable.

| saw a letter, by the way, that said you
can be liable fromthe inception of your franchise
tothis 3 percent. And the intentionis sinply to
persuade the franchisees in the market to join their
| ocal marketing fund in addition to the national,
whi ch, of course, we all pay.

Besides that, in addition to that, there
are issues of, as | said, arbitrary products that
appear to wite off various costs of doi ng business.
Case in exanple, advertising material.

Up until this point basically the franchi se
fee and the national advertising fund that we pay to
AG\C covered all the posters, banners, everything that
was sent to the stores on a nonthly basis.

Now t hey are comng with products which are
agai n mandatory; however, there's a price tag attached
to them Case in exanple -- and you have to keep in
mnd that in the case of larger systens, such as G\C
McDonal ds, what have you, a sinple product charged to
the multiples of thousands of stores literally becomnes
amlti-mllion dollar profit center.

Recently we received this display. It's a
wooden di splay for displaying books with wheels on it,

which is known as a PCP, point of purchase, probably a
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foot and a half wide and five feet tall nade out of
slat wall, very cheap and i nexpensive naterial. It
was sent to the store mandatorily, and followed with
it was a $400 bill.

| can tell you sonething. Putting a piece
of wood together |ike that doesn't cost nore than 20,
30, 40, $50. However multiple $400 by 1500 franchise
stores. You know, it adds up. It adds up. And these
are nandatory.

The fact is that the franchisors have
enjoyed the position of being able to change the rules
on you and cone up with addenduns and nmandat ory
additions to the standard franchi se agreenent, and
whet her legally or not, they have been very forceful
in -- on making the franchi sees to abi de by them or
pay these bills.

Now, anot her issue besides that is the
issue of building the stores. | wll give you -- the
franchi sors continuously -- and agai n speaking in the
case of CGeneral Nutrition Center, they have insisted
whenever | build a new store, they pass on their
cost, which is the best cost that can be obtai ned
because of their size and buying power, in fixtures
and construction, in the signage and everything el se.

Havi ng been one of the earliest franchi sees
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in their system | have had the benefit of doing things
as -- you know, gromwing with them progressing in the
bui | di ng of this brand.

In the very begi nning since they were on
that |earning curve as a franchisor, there were
certain things that you could -- concessions that
you coul d get, and you could do on your own. | wll
gi ve you an exanpl e.

| built ny second store in Las Vegas, which
was the first franchise store in Las Vegas, and |
managed to persuade themto allow nme to bring in ny
own contractor and do things on ny own. Now, they
woul d still -- everything was to their specification,
the fixtures, the signage, and so on, but | had the
l'iberty of contracting out to whonmever | wanted.

| put that store together for under
$100, 000, to be nore exact for $80,000. $50, 000 was
ny total build-out and fixturing. 30,000 was ny
initial inventory. The land -- | signed the | ease
nyself. The landlord gave ne in-tenant i nprovenent
and free rent, a total of $20,000 in incentives.

The sanme store being built today -- some of
ny stores -- by the way, incidentally, now they have
total control of this process, what they call the

turnkey operation. And sone of ny later stores that |

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025



© 00 N oo o A~ w NP

N RN NN NN R PR R R R R R R R
g N W N P O © © N O OO M W N B O

298
built, the same store cost ne anything between 150 to
$200, 000 to build.

Now, presunably |I'mtaking advant age of
their buying power. They are giving ne the best price
in construction and fixtures and signage and everyt hi ng
el se. Yet the sanme store cost ne over tw ce than the
one that | built by nyself.

Again, | have -- you know, | would like to
reiterate the fact that | don't have a problem
bui | di ng stores, expanding in a narket pl ace,
contributing to the value of a brand. | think that's
a job of the franchisor, and to an extent it should be
the anbition of nost franchi sees; however, what | do
have a problemwith is the playing field that is very
much tilted to the favor of the franchisor

And there are no other products, no other
investnments out there -- if you buy a car, far snaller
i nvestment than a franchi se often, you are protected.
If you buy a house, often there are |aws that protect
you. However, here is an investnent, in nost cases
one of the biggest investnents nost franchi sees wll
ever nake, yet there are literally no val uable
protections agai nst the franchisors.

Cten even when there are judgnents to the

favor of the franchisee, they are often at best to
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recover their |legal costs or what have you.

Again, | think nost franchisees are not
| ooking for the blue sky in a sense of having the
franchisor in a deadlock, if you will, because | fully
understand the need of their brand to grow and expand.

However, there are many things can be done,
many | aws can be added, or demands can be | evied on
the franchisor to include in their standard franchise
agreenments or UFQCs to informand educate the
franchi see better, and in sone cases to give the
franchi see sone degree of choice, alternative, and
autonony if they are with the system

M5. KEZI G5. Buy backs.

MR RAFI ZADEH  Buy backs, yes. Recently
inlieuof -- this is again speaking of GNC. In lieu
of the association and the buying co-op, a letter
roughly about two nonths ago was sent out by the C O of
A\C, Bill Watts, basically saying that we know t hat
sone of you do not share our enthusiastic plans for
future growth, so we are willing to buy your stores
back for prices far higher than you have been quoted
bef or e.

So of course many franchisees -- fromthe
last time | heard, 300 franchisees called in with

interest to sell -- sell back. However, standard part
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of these buy-back contracts are gag orders and no
conpetition clauses ranging -- as far as the gag order
and no conpetition clauses, they are standard and
ranging in duration and | ength upwards of five years
and five mles of any store that they own, which
pretty nuch covers the whole country. They have
quite a few stores. And al so precluding themfrom
any further participation in any |lawsuits or any cl ass
action suits or what have you.

And literally by doing this, they are
control l'ing the market pl ace because these are
i ndi vidual franchisees that -- sonme of themeven prior
to becom ng G\C franchi sees, they were i ndependent
heal th food store operators that converted to G\C
And.

| think that is unfair, and | think that
shoul d be changed, or at least it shoul d be indicated
or declared to the franchisees -- or the prospective
franchisees at the tine that they buy the franchi se;
that in the case of sell backs or buy backs, there is a
gag order. There is a no conpetition clause. But that
is not, of course, as you know, in the standard
franchi se agreenent.

That basically covers nost of ny issues.

Now, | use the nane G\C very frequently due to the
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fact that even though | own other franchises, it's a
systemthat | have the nost nunber of stores wth.
But | can tell you maybe bar the specifics of the
brand, these are very typical issues.

The degree of forceful ness that the
franchi sor inposes their will on the franchi see al so
depends on their size and their financial situation,
and basically an eval uation of the franchi see,
whet her the franchisee -- their experience as busi ness
people and their ability to oppose or fight an issue.
But these are very uniform universal issues from-- to
ny experience, you know.

And basically that's all | have unless you
have any questions for ne.

MR TOPCRCFF: | don't have any questions.

M5. KEZI 5. | have some questions.

MR RAFI ZADEH  Sure.

M5. KEZI G5 (o back to the protected
territory. In the UFCC what does it say about the
protected territory?

MR RAFI ZADEH  They of fer none.

M5. KEZI G5 Ckay. But do they al so say we
have been known fromtine to tinme to cone into the
mar ket pl ace after you' ve built it out for two years,

and this may in fact dimnish your gross and/or net
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revenue? Do they ever list that as a risk that you
are taking in the UFQCC?

MR RAFI ZADEH No, to ny experience none
of the franchises that | have the UFQOC or the standard
franchi se agreenent ever indicated it in that way.

M5. KEZIGS: Do you think that woul d be
useful for peopl e?

MR RAFI ZADEH  Absol utely because this is
sonething that -- believe it or not, a lot of people
who buy franchi ses, they do not necessarily -- now, |
came froma retail background, so | felt fairly
confident and confortabl e novi ng forward.

But you woul d be surprised how nmany peopl e
come fromthe private sector or the corporate life or
what have you into franchising, in this particular
case retail franchising, and it's a rude awakening to
them They absolutely do not have an idea what they
are getting into. It is a shock

And | know this because -- due to the fact
that | was instrunental in formng this buying co-op
naturally a |l ot of franchisees fromaround the country
call ne. Andto alot of themit is -- it is a rude
awakeni ng.

And | think if nothing else, an entry |ike

that into the UFQC or standard franchi se agreenent

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025



© 00 N oo o A~ w NP

N RN NN NN R PR R R R R R R R
g N W N P O © © N O OO M W N B O

303
m ght at | east nudge theminto researching things a
l[ittle better. | don't think it will prevent them
from buyi ng the franchise or hinder the franchisor's
ability to sell.

And | think anyways anyone w th good sense
or any good busi ness practices will do that anyways.
But you'll be surprised how nany don't.

M5. KEZI G5: Another question. Going back
to the purchasing of supplies, in the UFQC do they say
you can buy your product, other than the house brands,
fromindependent suppliers, or do they say we do not
restrict you from buyi ng?

MR RAFI ZADEH  Exactly, they do not --
they do not prohibit you fromit; however, they do not
say anything otherw se either. The way they control
it, as | said in the case of General Nutrition Center,
due to the fact that they are the | argest chain of
their type in this industry, literally they are the
only player in the health food market with the size
that they have, they very easily dictate to the
suppliers, because ultimately -- the nmajority of the
suppliers, their ultimate goal is to go into what is
known as G\D, which stands for general nutrition
di stribution, because that gives theminstant access

to roughly about over 3,000 stores. Considering
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besi des G\C all the other independents in the health
food busi ness nunber to about | think 8,000, that is
one third of them

M. KEZICS: Ckay. Do they say in their
UFQCC that they will negotiate the best possible prices
for you, or that there is cross savings, or is this
sonething that they just use in the sal es process, a
verbal sentence that they say?

MR RAFI ZADEH  The bul k of it comes on
the sales pitch. A lot of things are said on the
sales pitch. But also the UFQCC and t he standard
franchi se agreenent does point to the direction that
they are the largest of their type; therefore, that
gi ves a franchi see an advant age.

And | think that's very clearly understood
by nost franchi sees, that that advantage is in pricing
and getting possibly the best pricing of its kind.

M. KEZICS: Do they disclose -- I'm
assum ng they disclose that they make a profit; they
make noney off of the sale of products to the
franchi sees? Do they say that in the UFQC?

MR RAFI ZADEH | amnot sure. | have not
| ooked at the UFOC in a while, so | amnot sure.

M5. KEZICS: Wuld it be useful, do you

think, to potential purchasers to put in the UFCC
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in the section on pricing, buying goods that there
i's now a franchi see-sponsored purchasi ng co-op?

MR RAFIZADEH Ch, it would be extrenely
hel pful. | think when we tal k about |eveling the
playing field, if newer franchisees know the kind of
pricing that can be negotiated and has been negoti at ed
and is out there, it will be the ultimate tool to
create a free market situation with the franchisor to
reduce the price of their goods. O for that matter
if they cannot or they do not wish to provide these
products at those prices, sinply get out of the
distribution of those products and sinply distribute
their own house brands.

M5. KEZI G5. Because ot herw se right now
new prospective franchi sees won't even know that this
franchi see- sponsored co-operative exists?

MR RAFIZADEH No. At this tinme, you
know, we -- of course, we are doing our best to mail --
we have put together a formof a catalog, and we are
going to mail it to all the franchisees. But, no, at
this tinme they don't, except for a few-- I'msorry
-- except for a few who have been instrunental in
putting this co-operative together.

M5. KEZI G5 And al so now that you have a

G\C franchi see associ ati on put together, would that be
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useful to put in the UFQC for prospective franchi sees?

MR RAFI ZADEH Definitely, and | wll
tell you why that can be very helpful. In the past
whenever there have been new franchi sees entering into
the system they were very efficient and quick in
notivating, and, as | said, the sites are readily
avail abl e, and noving themto these | ocations.

Just by the formation of the association,
franchi sees -- other franchisees -- and quite frankly
nost of the new franchi sees once they receive the
UFQC, if they are thorough, they call everyone on that
list, or at least they call a few

And recently a lot of us are getting calls
fromthe franchi sees who -- are getting calls fromthe
newer franchi sees inquiring about the franchise, and
they are passing themonto the nore experienced
franchi sees who can answer their questions a little
nore accurately.

And it has been very, very hel pful due to
the fact that I know when there is a new prospective
franchi see, | can give themcertain informati on and
gui del i nes which not only hel ps them chose a better
site, a better location but at the sanme tine possibly
enhances the whol e system|long termby them bei ng abl e

to get into a better location rather than a sal esman
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of the franchisor pushing theminto a | ocation because
this location is not nmaking noney, and it is their
-- on their priority list to dunp.

M5. KEZIGS: You tal ked a | ot about
arbitrary actions or arbitrary policies that the
franchisor inflicts on the franchisees. In the UFCC
do you renenber -- I'massumng it says that the
franchi see nmust be in conpliance with our operations
manual at all times?

MR RAFI ZADEH R ght.

M5. KEZI 5. Yet does the UFQC say that
this operations manual may change fromtine to tine at
the discretion of the franchisor?

MR RAFI ZADEH  Yes, it does.

M5. KEZICS. Does it go on to say, and
t hese changes may have material and negative i npact
upon you as a franchisee? Like is that listed as a
risk factor at all?

MR RAFIZADEH No, it's not. [It's not due
tothe fact that I think again if it is indicated with
those wordings, it brings about a situation that
probably the prospective franchisee will negotiate a
little bit harder in their franchise agreenment or may
becone a little nore wise and aware if you wl |

So, no, it does not. And that is how a | ot
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of things are -- as | said, arbitrarily are -- they
conme out of the blue and are inflicted, whether
they' re expenses or costs or demands on the system

M5. KEZIGS: Because that in effect nmakes
your operation nmanual a contract that you have to
abi de by, which you never signed?

MR RAFI ZADEH  Yes. Exactly. Exactly.

M5. KEZIGS: (kay. And one |ast question
on the buy backs. What percentage do you think it is
of franchi sees who either sell their unit back to
G\C or who sell it to sonebody el se, what percentage
of those people have to sign a gag order where they
cannot speak about their experience with the franchise
systemto anybody?

MR RAFI ZADEH To ny know edge it has been
100 percent. It has been sonething that is a standard
part of a buy-back contract, because recently I have
talked to quite a few franchi sees who have sold their
stores, and the gag order is not a negotiated
paragraph if you will. It cones standard. The gag
order and the no conpetition clause conmes as a
standard part of the buy-back contract.

M5. KEZIGS: And if you can recall, in the
UFQC -- did it ever say anywhere in the UFCC in the

transfer section that if you transfer your franchise,
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you may in fact have to sign a statenment saying you're
not ever going to speak about your experiences wth
the franchi sor?

MR RAFI ZADEH  No.

MB. KEZICS: So that was not disclosed in
t he UFQC?

MR RAFIZADEH No, it was not. |'m
certain of that. That is not disclosed in the UFCC

M. KEZICS: So if you want to get out

of the system you find this out at that point in

tinme?
MR RAFI ZADEH  Exactly. Yes.
M5, KEZI GS:  Ckay.
M5. HOMRD. |'ve got a coupl e questions.
MR RAFI ZADEH  Sure.
M5. HOMRD. You currently have six G\C
outl ets?

MR RAFI ZADEH  Yes.

M5. HOMRD. Wen you were | ooking into your
second outlet, third, fourth, fifth, and sixth, did you
ask for a UFQC at that tinme, or did you receive one?

MR RAFIZADEH | did not ask for one, and,
no, | did not receive one.

M5. HOMRD. At any of those points in tine?

MR RAFIZADEH No, | did not. |'mvery
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certain of that, that the UFCC at the tine was not
mailed out. In fact to this date | think the only
UFOC | have in ny position is the very original one.

M5. HOMRD. Was there a reason that you
didn't ask for one? Is it because of your experiences
already in the systen?

MR RAFIZADEH In the case of this
particular franchise, it evolved. That's the best way
| can describe it. Since they were not -- they,

t hensel ves, did not have any experience in the
franchi se business prior to 1990, | would characterize
the initial couple of years as very pleasant. And
probably that was nore than anything el se the reason
that continuously | did not ask for the UFCC as |

built the foll owup stores.

M5. KEZIGS: Can | ask a foll owup
question. | don't know how you started your question,
but you woul d probably be considered in the eyes of
many a sophi sticated franchisee. You own -- you're a
multi-unit owner of a couple of different chains.

Do you think that other people |ike you
shoul d then not worry about receiving a UFOC, or do
you think that a franchi sor ought to have -- ought to
be able to say, well, | don't have to give Mke a UFCC

because he's already involved in the business; he's
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sophi sti cated enough; he knows what the heck is going
on, or do you think it would be valuable that every
time you opened a new store, dependi ng on the changes
that have been going on in the system you got a new
UFCC?

MR RAFIZADEH | can tell you at this
poi nt based on ny experience, | would denmand it, you
know It is a necessity due to the fact of goi ng back
to what we were tal king about, all the alterations that
are being done to the operations nmanual, and, as you
said, all the new|aws and bylaws that they are
i mposi ng on their own accord. Definitely, | think a
UFQC shoul d be nandatory, not only for new prospective
franchi sees but with every single unit.

MR TCOPCROFF. kay. | have a few
questions for Susan Kezios actually. Wile we're
here, | would like to take advantage of the
opportunity just to learn a little bit nore about
the Anerican Franchi see Association, in particul ar
how many current nmenbers do they have, perhaps
i nformation about where they're | ocated geographically
inthe United States, and sone infornation about the
nunber of franchise systens that they represent. That
ki nd of background informati on woul d be hel pful to us.

M5. KEZICS: Ckay. Qur official count is
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6, 961 franchi sees, so we usually tell folks there's
about 7,000 franchi sees, people who own over 15,000
stores. So usually, you know, the average is they're
one or two store owners.

They' ve been franchisees -- we did a
survey. The nedi an age of the franchi sees who are in
the AFAis 9.65 years. So even though there are
peopl e who have only been franchi sees for six nonths
and there are sone who have been franchi sees for 30
years, the nmedian age is 9.6 years. So these are
fol ks that reached break-even, reached profitability,
they're probably comng up for renewal. So they've
been around for a while.

And | believe the last count is sonething
i ke 55, 56 different industries represented, everyone
fromhotels to fast food, or, as | like to say, from
Kent ucky Fried Chicken to Roto Rooter. W' ve got them
comng and going. W' ve got franchisees in every
system You're probably going to want to strike that
fromthe record, but that's a good way of expl ai ning
it.

And what was your other question?

MR TCOPCRCFF. Is there any --

M. KEZIGS: (Ch, we're in every state.

Every state. W' ve got nenbers fromevery state, all
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50 states. W even have nenbers fromPuerto R co and
Australia. Even though it's the American Franchi see
Associ ati on, we get phone calls weekly, we get E mails
weekly frominternational |icensees prinarily asking
do they do to the Anericans what they're doing to us
here? So that happens a | ot.

And we're tracking to see exactly how nmany
-- | would guess that we may have a franchisee in --
our goal is to have a franchisee in every |egislative
district in the country. And that's the AFA' s
nmenber shi p goal there.

MR TCPORCFF:.  Thank you.

M/ra, do you have any questions?

M5. HOMRD:  No.

MR TCOPORCFF:.  Thank you. 1It's been very
informative. W appreciate you taking the tine to
speak wi th us today.

MR RAFI ZADEH  Thank you.

MR TOPCRCFF: O f the record.

(D scussion off the record.)

MR TOPCRCFF: W are back on the record.

VW are going to return to the first speaker
that we heard fromthis norning, Steve Doe, who woul d
like to add sone additional remarks. So pl ease.

MR DCE: As | listened to Mke's
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testinmony, | reflected upon ny original testinony,
and | didn't bring up the fact very well that we
don't have any end to our contract wth our
franchisor. So we have a real problemon our hands
when we get ready to sell because the royalties we pay
the franchisor are not conpetitive in today's narket,
and it would be very difficult for us to sell the
operation on the open narket.

So we really are kind of boxed in. The
franchisor is sonebody to sell to. As you renenber
fromny earlier testinony, he won't buy our operati on.
And the only other alternative left to us, since we
can't sell it on the open narket and he doesn't want to
buy it, is to pay hima | arge anount of noney to buy
out .

Thank you.

MR TCOPCRCOFF.  Thanks.

(D scussion off the record.)

(Meeting concluded at 12:00 p.m)
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