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PROCEEDINGS

M5. HOMRD: Good norning. M nane is Myra
Howard. [|'man attorney at the D vision of Mrketing
Practices at the Federal Trade Conm ssion. Today is
Novenber the 21st, 1997. This is the second day of our
sixth and final public workshop conference regarding the
Comm ssion's franchise rule and its advanced notice of
proposed ruling.

Today's neeting is open to the public. And,
unli ke yesterday's neeting, there's no set agenda.
Today, nenbers of the public are invited to nake
statenents for the record concerning any franchi se or
busi ness opportunity issues they wish to discuss. This
is aremnder that the neeting today is a public
nmeeting, and all statenents will be transcribed and
pl aced on the public record including on our internet
websi te.

Wth that, if you could state your nane for the
record and begin.

MR CHODO MW nane is Mchael W Chiodo,

CHI ODO |I|I'"mexecutive director of the Dom no's
Franchi see Association and fornmer franchisee. | owned
fromone up to nine wwth a total of 12 franchises over a

period of alnost 13 years. | want to nake a couple
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poi nts.

One is renewal of contracts. Wen | signed ny
agreenent and then when | went to renew ny agreenent for
my area, which was the second phase, | had a single-unit
store, sold it, noved to another state, opened up in a
new area. Wen | went to renew ny contract, depending
on what contract | had, | was required to pay an
additional three or four percent, which | found with the
profits I was making, it was restrictive to ne.

Anot her point | want to nake is the sourcing of
goods which | know affects the franchi sees across the
board. The scenario that's really created is, you sign
a contract. W're supposed to be able to buy goods from
a nunber of sources, provided that those sources cone
t hrough the approval process. 1In theory, it's a great
i dea because we want consistency. That's part of why I
have a franchise, part of why | was willing to pay the
royalty.

One of the real exposures of that scenario is,

t hrough their approval process, it can becone very
difficult for a conpeting source of goods to be all owed
to reach the franchisee in their store. So,
particularly in the Dom no's case where you have an
equi pnent and supply division, Domno's will set up

deals with certain suppliers, they run their equi pnent
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and supplies through the equi pnment and supply division
and then to the franchi sees.

Vell, if, for instance, | want to buy a
conpeting oven because | felt | can get a better deal or
the price was high through the Dom no's system it
really beconmes conpletely up to the discretion of
Dom no's Pizza whet her or not that conpeting oven can be
sold to ne.

Now, again, in theory, that can be a great idea
because we want to make sure the oven works. In
practice, | find that in sone circunstances, it would
appear that it becones really restrictive to the point
where you end up with one source. Particularly right
now we are basically, for the different sizes of stores,
we have one source of oven, we have one source of
uni forms, we have one source of cheese. So, some of
these things then, in practice, work out to be different
t han what they seemto be in theory.

One other issue | have as the executive director
of the Franchi see Association is, | amnot allowed to
reach the new franchisees. That's entirely up to the
di scretion of Domno's Pizza. The UFOC every year puts
themin, and I amallowed to go through that, if | can
get ny hands on it, and find the new people. But as

they conme in, I'mnot allowed to see that and they have
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no informati on or know edge.

There's no part of their training that
i ntroduces ne as the association executive, so | have
really no way to contact those people and they have no
way of finding out, prior to -- certainly through
Dom no's any way in our system-- prior to buying your
franchise, that there's an association. And there may
be sonme issues that they nmay want to consider prior to
signing their agreenent, which I think in sonme
situations beconmes a concern. That's ny point.

M5. HOMRD: Thank you.

MR, TOPOROFF: Do you have any questions?

M5. HOMRD: Yes | do, actually. If a
prospective franchisee inquires as to whether or not
there is a franchi see associ ation, do you know what
they' re tol d?

MR CH ODO No, | do not.

M5. HOMRD: But unless they inquire, unless
they al so found out from another source, you're saying
they wouldn't have a way of finding out directly from
t he franchi sors.

MR. CH ODO: The franchisor, in our situation
has a series of trainings that they go through. And
al though I have requested to be a part of that training

to informthe franchi sees that there's an associ ati on

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



296

and the things that we do, that's been refused. So, |
know that there's no part of their formal training in
the formal process that introduces themto the
associ ati on.

M5. HOMRD: Do you think it would be useful to
have an itemin the UFOC or the disclosure docunent that
woul d state whether or not there was such an
associ ation, give the nanme, address and contact person?

MR CHODO | absolutely think that woul d be
fair.

MR, TOPOROFF: | have a few questions about the
association. M nane is Steve Toporoff. I'malso with
the Division of Marketing Practices. Could you explain
alittle bit about how the organi zation cane into being
and a little bit about its history?

MR CH ODO Sure. The organization was,
through a few steps of evolution that started back in
about 1981, which actually was forned by the conpany to
address issues with the franchi sees and give themall a
forum was a regional -- was basically five different
regi ons.

Back in about the '89 range, the franchise
| eadership decided it should be a nationa
organi zation. And in 1991, we actually went to Europe

and organi zed European franchisees in Central Anerica
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and organi zed a Central Anerica franchise and created an
i nternational franchise account. Then, back in -- a
awsuit was filed in '95.

In 1995 for ne, shortly after | sold ny pizza
stores, the franchi se association was nanmed on an
antitrust -- federal antitrust |awsuit agai nst Dom no's
Pizza. Shortly after that, Dom no's, which had assisted
funding the association -- initially funded all of it,
and now at this point was assisting -- ceased funding.
They were housed in Ann Arbor for conveni ence of neeting
wi th people and stuff. That was renoved -- the office
was renoved, and for the |last couple years basically
been i ndependent, funded entirely by our own efforts.

And t he comuni cation which we had had, which
started out -- tell me the ideas, tell nme what the
chal l enges are, let's work together on this -- seened to
me |i ke once we reached a certain level of conflict, no
| onger were the ideas really welcone -- and not just on
the antitrust sourcing of goods issues, but on other
i ssues that may be contractual or any other real issues

-- that the input fromthe association is not as
wel cone certainly as it used to be.

MR. TOPOROFF: | just want to nmeke sure
understand this clearly. So, initially the group was

started with either the endorsenment of sponsorship or
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participation of headquarters and the franchise |aw

MR CH ODO. Correct.

MR, TOPOROFF: And now it is, what, conpletely
i ndependent of the franchisor?

MR CH ODO. Correct.

MR. TOPOROFF: O the existing franchisees in
the Dom no's system what percentage would you say are
menbers of this group?

MR CH ODO W have 39 percent of the U. S.
stores and just over 300 franchi sees. The nunber of
franchisees in the systemin the U S. is approxi mately
1, 200.

MR. TOPOROFF: Now, as far as the structure
goes, you said the group is currently located in Ann
Ar bor.

MR CHODO Currently, we're |ocated out of
Chi cago.

MR, TOPOROFF: Chicago. Now, is there one
central office?

MR. CH ODO I n Chicago.

MR, TOPOROFF: Now, are there regional offices,
as well, or is that just one central office in Chicago?

MR CH ODO. One central office.

MR, TOPOROFF: What commruni cations, if any, does

the group have with the franchisor at this stage?
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MR CH ODO As a group, as a representation of
t hose franchi sees, the primary source of comuni cation
is through me. And the primary neans is informal and
primarily unpublishable. 1It's conversation that | may
have with the current situation with the lawsuit. Wth
the feelings fromthe conpany regarding the associ ati on,
we aren't able to officially interact, we can't set up a
contract conmttee that has some of our board nenbers
specifically designed so that we get different points of
view. That kind of conmmunication does not exist.

MR. TOPOROFF: Okay. | think that's all the
guestions that | have.

M5. KEZICS: | have sonme questions. M nane is
Susan Kezi os, president of the Anerican Franchi see

Association. Mke, do you want to explain a little in

nore detail, when you sold your franchises, sone of the
reasons? | mean, you tal ked about the increase in
royalty. Upon renewal, it wasn't exactly you were

renewi ng the same contract you had, is what |'m
understanding. |Is that correct?

MR CHIODO That's correct.

M5. KEZIOS: So, was the increase in royalty the
only change you had a problemw th?

MR CHIODO Increase in royalty and increase in

advertising funds that totalled, depending on ny
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contracts, depending when they were signed, three or
four percent.

M5. KEZIGCS: Did you have, when you decided --
did you sell all your stores at once, or did you get --
did you transfer themto sonebody el se pieceneal, one at
atinme?

MR CH ODO During the course of ny
franchi seeship, | bought one, two, three, four -- siXx
stores -- bought five and built seven and sold in
di fferent peri ods.

M5. KEZIGOS: Did you have post-term nation
covenants not to conpete?

MR CH ODO. Yes, wth the franchi sees who
sold themto, yes

M5. KEZI GS: Meaning that franchisees couldn't
be involved in a pizza business.

MR. CH ODO Meaning | couldn't be involved in a
pi zza busi ness.

M5. KEZIGOS: Oh, once you left?

MR CH ODO Correct. Once | sold to him
coul dn't conpete agai nst him

M5. KEZIOS: Did you have protected territories
in your contracts with Dom no' s?

MR CHODO | did, yes.

M5. KEZIOS: Do they now? Do they have that on
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the renewal contracts?

MR. CHI ODO They have protected territories,
yes, different for single-unit franchise owners,
di fferent versus area franchi sees, because | was both a
single unit and an area. And sone of the stores that |
owned were single unit and then | had a big area. And
then on the area, | was basically drawing a big |line and
that was ny -- that was ny space. Nobody coul d invade
it basically. On the single unit, it becane a |ot nore
conplicated. There's always been a continual -- |
al ways call them border wars between franchi sees and
franchi sees, corporate stores and franchi sees, where
sonebody will nove in and take sonme of the territory.
And there's a system of mapping and protection that's
supposed to be there. But in the reality of howit
works, it becones very difficult, and the border wars
are very common, actually. So, even though you may have
a protected area, there's still opportunity for that
protected area to be viol ated.

M5. KEZIOS: By either a franchisee or a
conpany-owned store.

MR, CH ODO Either franchi see or conpany-owned
store, be it by themcomng inillegally, if you wll,
or be it by a store opening and the conpany sayi ng,

well, we need to change your area a little bit because
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this store really can service this better.

M5. KEZIOS: Howis the protected territory
di scl osed to you? Do you renenber that? Wat does it
say? Does it say in the docunent, single-unit
franchi sees have this kind of protected territory? I'm
asking you if you can renenber, too, because | knowit's
been a while. O area devel opnent franchi sees have
anot her protected territory? Do they then go on to say,
It comes to our attention fromtinme to tine -- 1'll use
your phrase -- border wars occur? Do they go that far
and disclose? Do they start telling you the practical
reality of what starts happening as you're a smal
busi ness franchisee in a disclosure docunent?

MR CHODO | don't recall anything that gave
me the inpression that anyone woul d ever be threatening
me or being into ny area when | franchised. | nust say
for nmyself, | was personally protected just because of
my locale. And the way they did it and described it in
the contract, was both Route 137 to Hi nes (phonetic)
Road south to -- as well as putting a map and draw ng.

M5. KEZIGOS: And just one other thing. What
about venues, choice of law, if you have a dispute with
the franchisor? Did Illinois |aw prevail because we
have that, or did you have to go into M chigan?

MR CHODO | knowthat we had to go to
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M chigan at one point. | don't honestly know. | know
at one point we did.

MR. TOPOROFF:  Any ot her?

M5. KEZIOS: Was that a problemto go to
M chi gan?

MR CH ODO One of ny franchises was in
M chigan and the rest of mne were in Illinois. So, it
wasn't a problem personally with ne, but it has been a
probl em w th other franchi sees.

M5. KEZIGS: |In what sense?

MR CHODO |If you have a problem you have to
go fight in the Mchigan courts. As a matter of fact,
we had an issue during the tinme that the association was
primarily funded by Domno's. | had been elected by the
franchi sees and represented all of them and had an
office in the executive wwng. And we had sone issues
that we wanted to address with them and it was -- it
was very difficult to get any high | evel of attorney
anywhere in M chigan, even though we had to go there.
Because | had an attorney who had been with ne since the
begi nni ng of nmy franchi se who was hel pi ng ne get
sonebody who was nore specialized and bigger in these
i ssues we were dealing with. And all the big firns had
sonme connection to Dom no's, and basically we were

restricted fromusing them
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M5. KEZICS: So, that made it difficult for you
to find representation in the state that wasn't behol den
to Dom no' s?

MR CH ODO  Correct.

M5. KEZICS: Wuld it help, upon renewal, if
just the very process of renewal was not described as
renewal ?

MR CH ODO Renewal, to ne, personally, neans
let's keep going, continue on with what we have. | know
one of the big issues | had was the second | argest
franchisee at the tine when | had this el ected position
in Mchigan when they were -- when the association was
funded by Domno's -- he was extrenely upset because of
the increase in royalties and advertising upon renewal
that he was undergoing. And it really represented
hundreds of thousands of dollars over the course of a
year each year in renewi ng these contracts for 10
years. He had felt that the question had been asked at
the tinme of his original contract, and he was told it's
not going to affect noney. The clause which | believe
was in there was, You will sign the then-current
contract. Well, that's okay if you're just -- sone | aws
have changed and you need to make sone adjustnents. But
when you start to affect the essence of the contract,

i ke the nunbers, you've kind of changed your
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agreenent. It's not really a renewal. It's like
starting over.

MS. KEZI OS: So, maybe describing it sonehow
differently, relicensing. "Rewite" mght at |east --
when you're buying a franchise, you'll know you're not
going to renew the sane contract. Mentally you were
prepared to renew -- go on maki ng busi ness changes, but
| don't want you materially changing provisions for that
m ght affect ny gross, ny net, ny property, ny assets,
my equity. So, I'masking you, would it help, just the
semantics, to change "renewal" to "rewite"? Wuld that
hel p sonebody in realizing it's not going to be the sane
contract?

MR CHIODO | would definitely change it from

"renewal ." \Wether "rewite" is the right word, |
woul d have to think about it. The thing that woul d be
hel pful is to describe the changes that are allowed to
take place. Because the then-current contract, if |
started with royalties at four and a half percent and
now it's seven percent, well, that's a substanti al
difference. | nean, the people think the profit margins
in pizza are so big. They're not. And three or four
percent can be 30, 40, 50 percent or even nore of your
profit.

M5. KEZIGOS: So, it would hel p perhaps when they
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say the then-current contract -- maybe, for exanple, "we
have been known in the past -- in the past, we have been
known to increase royalties by X percent, increase
advertising fees." | nmean, that would be a little nore
truthful disclosure, and it would nean sonething to a
person comng in. The words "then-current contract”

m ght not nean reality to sonebody comng in. Ch, yeah,
"1l sign the then-current contract.

MR CHODO It would seemto be a nuch fairer
approach. They woul d be nuch nore forewarned of the
reality of what may happen 10 years down the road. Now
that you' re already in the conmunity, you' re doing your
thing and you' ve got your |ife and sonebody cones al ong
after 10 years and says, Now, you have to give 40
percent of your profits back to us. And, you know,
maybe servi ces have increased, naybe they've stayed the
sanme, maybe they've decreased due to their own budgetary
restraints. Yet 30 or 40 percent of your profits has to
go to them And it's basically signit or "see ya."

M5. KEZIOS: And especially if you' ve got three
or four stores and you've got post-term nation
covenants. If you just get rid of one store and you' ve
got one that conmes up for renewal two years later, do
you have a post-term nation covenant not to conpete with

this second -- fromthis first store to the second
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store? Say, you say, Forget it, I'mnot signing this
new contract, I'll get rid of this store, but I got two
years left here at the old rate.

MR. CH ODO.  Sounds fam i ar.

M5. KEZIOS: So, what do you do? Don't you have
a post-term nation covenant? Aren't you supposed to not
be in the pizza business after you sell off this store?
What happens?

MR CH ODO |I've not signed a contract that
says | can't conpete with this store. Now, | can't go
in this area and then once | have sold all of the rest
of them | couldn't conpete -- | think it was a 50-mle
radi us.

MR. TOPOROFF: So, then the covenant woul d not
kick in until you were totally out of the business.

MR CH ODO Totally out.

M5. KEZIGOS: And then go back to the sourcing,
when you were tal king about the sourcing of supplies.

Go back and tal k about -- you nmade the general conment
that, It sounds good. W get our products for

consi stency sake or supplies fromone source, but the
practical reality of it is not so. And you kind of
faded off there. Gve us sone practical reality of what
you nmean by that? What isn't good about that? Wo

shoul d you be able to buy fronf
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MR CH ODO. Well, here's a scenario that's
current on the Domno's Pizza system There is a
supplier who is -- was supplying uniforns, a |large
uni form supplier to Domno's Pizza for a nunber of years
while | was a franchisee. Lost a bid. Wren't allowed
to supply any nore. New suppliers are in. Domno's
decides that there's going to be an i nage change and you
need to update unifornms. Geat idea. You need to do
that fromtinme to tinme. And now, there's one uniform
supplier. This old uniformsupplier puts in an
application year and a quarter later, still is not
approved. The date for purchasing your unifornms to turn
over your stores, -- so in other words go fromthe old
to the new -- the date is comng up for Decenber 31
And a year and quarter ago, this uniformsupplier had
appl i ed and gone through all the processes.

And I'"mnot going to get into any of those
details, but here we are. W're comng right up to the
end. They're still not approved to be the supplier.

That woul d be okay if the phil osophy was, G ve a good
uni formand have it be top quality and give it at a
good, fair price. The price that people are paying for
the uniform although it may be fair, depending on how
you judge it, certainly isn't low. And the quality is

clearly inferior to what Dom no's normal standards are.
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Yet, there's still only one supplier, even
t hough we have anot her supplier who's been trying to get
in the ganme. That other supplier would not be
di stributing through Dom no's equi prment and supply,
where the distributor that's currently doing the
inferior product -- which is pretty clear through tears
and fading and all that that have been going on --
supplies through the equi pnent and supply division. So,
it my be a good idea to have a uniform supplier to get
the best deal and you can control these. Here's a
situation where you're getting an inferior product.
You're certainly not getting it cheaply. W' ve got
anot her supplier who's been proven in the industry,
serves -- you nane the big ones, they're there. And for
one reason or another is not being approved.

M5. KEZI OS: So, what recourse do you have?

MR CH ODO None. And practical reality, it
just would be nice to say that there was a process for
maki ng sure that -- that you could speed that al ong.

But you really can't. It's a matter of processes within
Dom no's. Sone of it certainly is justified, and they
need to go through those processes. You just | ook at
the facts and say, you know, these people supplied for
years. It's been a year and a quarter. W' re running

to the deadline. W clearly got an inferior product,
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whi ch you think a franchi sor woul d say, we've got to get
better uniforms out there, we have got to do sonething
about this. But here's a situation fromthe franchisee
side, brought in this other supplier and said, let's get
soneone el se approved. But it hasn't happened. That's
one exanpl e.

M5. HOMRD: On that sane issue, do you recall
what your discl osure docunent said about sourcing?

MR CH ODO | honestly --

M5. HOMRD: If it described whether or not, or
what the process was?

MR CH ODO | honestly don't specifically,
ot her than approval process through Dom no's.

M5. KEZIOS: Do you have to use -- are you
required to use their approved suppliers?

MR CH ODO In sone instances, yes. |If | want
to buy a pizza cutter, no. If | want to buy an oven or
anything to do wth imge, uniform signage, yes.

M5. KEZIGS: You don't recall in the UFOC if it
said this? This basic distinction you've just drawn
that certain itenms you need to buy fromus through
approved vendors, and others you can buy on your own.
Didit say that?

MR. CH ODO  Yeah. You know, Susan, |'m not

sure whether it's an operating procedure or whether it's
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in the contract itself. Probably negligent there. But

| do know that there's an approval process and you have
to buy approved goods through Dom no's on anything. |
believe it just really indicates that sone itens that we
will require you to have or to use will be -- will need
to be approved.

M5. KEZI GS: Bought through approved suppliers.
And they're also told there was an approval process.

MR CH ODO  Right.

M5. KEZIOS: But what you're saying is that, |
guess Dom no's corporate is either not following their
own approval process or unjustifiably stalling the
approval process of this uniformsupplier.

MR CHIODO |I'mnot drawing either one of those
conclusions. [|'ve just drawn out an exanple where you
would think it would seemlogically that, unless |I'm
m ssing sonething, in the best interest of the system
to get these other people out there, and they're stil
not out there.

MS. KEZI GS: Ckay.

MR CHIODO Now, if you look at all the
docunents, perhaps as any approval process, sonetinmes
it's in one guy's court, sonetines it's in the other
guy's court, and where all that tine frane goes, |'m not

going to make the leap to say that Domno's is clearly
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being unfair in the situation. |'mjust |looking at it
and sayi ng, hnmmm

MR. TOPOROFF: Anything el se?

M5. KEZI CS: No.

M5. HOMRD: O f the record.

(Pause i1n the proceedings.)

M5. HOMRD: W're back on the record, and just
as a remnder, this is a public neeting and a transcri pt

of today's proceedings will be placed on the public

record.
Wul d you pl ease state your nane?
MR. GALLOMAY: M nane is Richard W Gal | oway.
| work for RPM Pizza. It's the largest franchise in the

Dom no's Pizza franchise system Qur stores are in
M ssi ssi ppi and Louisiana. | also have two sons, Chris
Gal | oway and Roger Gal | oway, who are franchisees in the
Dom no's system And | serve as their advisor on |ong
phone calls on occasi on.

| would really like to add sonething to what
M ke Chi odo has said. When a young person conmes into
the Dom no's system he is eager to have his own
busi ness, or she is eager to have her own busi ness.
They are not used to reading | egal docunents. | don't
believe they' re used to reading nmuch. They don't --

they don't read a whole lot. And they depend on al nost
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excl usively what Dom no's Pizza tells them about the
franchi se experience. And | don't -- | don't think
that's necessarily bad.

The franchi sor has invented a systemthat works

and is profitable, and I amnot here to paint the --
anyt hing, you know, negative about that system \at |
do take great issue with is the ability of a young
franchi see to get decent advice when they franchi se.
The franchi sor gives thema UFOC and says, here, you
have to sign this within 48 hours, or there's a tine
period, take it to your |awer, get back to us. The
general experience is, if there is a |lawer involved,
that individual is probably in general practice, does
not know franchise law. But worse than that, has no
experience in franchising.

There ought to be sonme way in the UFOC that the
prospective franchisee's advisor can feed into a system
that can give them back useful information. The kind of
thing that your previous wtness has tal ked about. If
there was sonme neans of identifying how the professional
advi sor could get that information for the franchi see,
it would at | east give the prospect a fighting chance to
understand the systemthey're signing into. Now, |l
gi ve you an exanple of what |I'mtal king about.

Various financing packages are offered fromtine
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to time by the franchisor, if the franchisee will go
into difficult areas where the conpany wants to devel op
stores. None of those packages, to ny know edge -- and
|'ve | ooked at a ot of them-- have the right to pay
of f those contracts without penalty. Now, if you go to
a bank and borrow $40, 000 or $50, 000, and you work |ike
hell, and you make profits, you can pay that |oan off
and get rid of the -- get rid of the interest expense.
You can't do that. And that's kind of buried in
things. It never really gets tal ked about.

Those kinds of things are not qualified for the
franchisee. They're -- the franchisee's really
ent husi astic about the help they're getting. And that
is fine. That's a good thing. But buried in the fine
print is the devil, and the devil, in many instances,
are restrictions that are not really pointed out to
t hem

If I go to a bank today and borrow on a personal
loan, 1'mgiven a piece of paper that points out certain
rights and responsibilities as a borrower. That's
federal law. But where a franchisee is placing himor
herself in the hands of a franchisor over a 10-year
period, there isn't such a neans of the franchisor
protecting himor herself. And there isn't a way that

the franchi sor or the franchi see's advisor can feed into

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



315

a systemthat could give them back that kind of
information. So, if there was sone place in the UFOC
where that could be noted as a matter of -- when the
advi sor reads the UFOC -- or maybe a synopsis of the
UFQOC that an advisor could read. That would point them
in the right direction. They would at | east have the
opportunity to gain the kind of information that they
need.

Here's anot her exanple. You sign a 10-year
franchi se agreenent and it states certain rules and
regul ati ons and expectations on the part of the
franchi sor. When you renew that, it's an entirely
di fferent docunent that you' re renewi ng. But worse than
that, the policies and procedures, and especially the
busi ness practices policies of the conmpany, which have
the same effect as a witten contract, have al so changed
and you' re bound by those, too.

Now, one of the ways that that inpacts
franchisees is that at the end of a franchi se agreenent,
if you have 10 stores and you' ve acquired themone at a
tinme, you have 10 different franchise agreenents. Now,
do you throw away your whol e career because you don't
like that? 1I1t's not a level playing field. They' ve got
you where -- they've got you where you can't really

nove. Even though it's a -- they argue that, well, it's
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a contract, it's a binding agreenent, et cetera, et
cetera, you don't realize the position that you' re going
to be in, you know, at the end of that tine.

Now, if someone cane to -- if someone cane to
M ke Chi odo, who is the executive director of the
franchi see association, an attorney called and said,
Wel |, what happens on renewal s? He'd be able to at
| east tell the advisor what the deal is. So, | think
that there ought to be this nmeans of pointing the
advi sor and the franchisee in the right direction in
order to determine really the effect of what those
agreenents are. That's what | would like for you to do,
or that's what 1'd like for you to know about.

M5. HOMRD: Thank you. Susan, do you have sone
gquestions?

M5. KEZI OS: So, what you're sayi ng about the
busi ness practices of the conpany changing over tinme, is
that, in effect, the operations manual, if you wll,
beconmes a contract that the franchi see has never signed
and it can change and is fluid, yet that they have to be
in conpliance with it at all tines.

MR. GALLOWMWAY: Right. Now, |I'mgoing to
separate the operations manual from how you nake and
deliver pizza, the business practices. For instance,

what you do in the pizza store belongs in the

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



317

operational manual. The busi ness practices woul d say,
W won't allow a franchisee to own an equity position in
anot her franchise. That's against our policies. Now, |
don't know if that's witten down anywhere. | don't
think it is, isit? Qutside investnent is witten down,
finally. But for a long while, outside -- the rule on
out side investnment was a word of nouth, a business
practice kind of thing. And that's -- you don't get
t hose kinds of things in the UFCC

M5. KEZIOCS: |I'malso getting the sense -- when
you tal k about the new franchi see comng into the system
and they're putting their lives in the hand of a
franchi sor for the next 10 years, |I'mgetting the sense
they feel like they' re being taken care of by the
franchisor. They rely totally on the trust they' ve put
into the franchisor. But also, they're contenplating
like they're building equity in thensel ves over the 10
years. And when, in reality, it's nore |like kind of
renting an apartnent, where the |andlord can change the
deal and will change the deal. And I'mtrying to get a
sense fromyou as to how that may be disclosed in the
docunent .

MR. GALLOWMAY: | think the only way it can be is
if there is sone resource listed in the UFOC that --

that, you know, they could go to to find out about it.
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M5. KEZIOS: So, perhaps listing the existence
of an independent franchi se association and know ng how
to get in contact?

MR. GALLOWMAY: And defining what they can do.
Def i ni ng what benefit that has for the franchisee.

M5. KEZIGOS: You think the franchisor should
define the benefit it has for the franchisee.

MR, GALLOMAY: | think that should be pointed
out in reasonably decent | anguage.

M5. KEZIGOS: This is another source of
i nformati on.

MR GALLOWAY: Right.

MR. TOPOROFF: Any ot her questions? kay.

M5. HOMRD: Thank you very much.

MR. HOCKERT-LOTZ: Nel son Hockert-Lotz,
HOCKERT--LOTZ and I'ma franchisee with
Domno's Pizza. 1'd like to say that | think one of the
reasons |'mhere is not because Domno's is a | ousy
franchi sor, but because Donmino's is actually one the
best franchises in the country. It's a fabul ous conpany
and it's full of fabul ous opportunity.

However, the world we live in today is not the
wor|l d of our parents or grandparents. Today's snal
busi ness environnent is an utterly different, snal

busi ness environnent from what we had 20 years ago, and
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utterly different fromwhat we had 40 years ago.

We have a gl obal marketplace, not a | ocal
mar ket pl ace. W have a nedi a-driven market pl ace. And
for nost of us who start out as young people in Amrerican
busi ness today, franchises are not an opportunity, they
are virtually a necessity.

| think it's critical for people to understand
that | can't go and open a pizza place, and certainly
not a series of pizza places, in many markets w t hout
signing as a franchisee wwth a major chain. Now, there
are niche markets where, indeed, there is opportunity
for independence. But the franchises hold the
opportunities for ny generation and for the next
generati on.

Peopl e who own -- open burger stores that say
Bill's Burgers today, are not successful. They cannot
get their piece of the economc pie. They cannot
provide for their children in nost cases. So, given the
fact that involvenent in a franchise or a |arger
busi ness concept is alnbst a necessity -- the sane way
that at one tinme cars were made in barns, and when Ford
Mot or Conpany cane al ong, cars would never be made in
barns again, nost food, nost printing, nost dry cleaning
-- we are seeing the whole franchisation of our

econony. And it's critical that the young peopl e today
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and tonorrow have the opportunity to buy into that. And
Dom no's continues to be a fabul ous conpany and a great
opportunity.

However, the contract | signed with Domno's in
1984 as a young man just cane up for renewal, and the
franchi se contract | was given to sign is an utterly
different contract. And | think it's inportant to | ook
at sone key differences that, | think, certainly raise
busi ness questions, and | think in sone cases even raise
ethical questions. | think there are things in this
contract that should not be |egal.

Government has an inportant role to regulate a
mar ket pl ace, when things becone grossly unfair, and a
bal ance of power. That's why, although you'll find
people in fast food who may criticize the governnent for
it, it's acritical function of government to set
m ni mum wage standards. At the sane tine, in the
franchi se world, we have multinational conpanies that
are being regul ated state by state by different state
| aws, which is why there will be a whole bunch of state
riders at the beginning and end of every UFQC

Sonme of the issues that were brought up by the

renewal that | just signed -- and | just signed because
| had no choice but to sign -- there is, after the
i nvestnment of 20 years of your life -- and it's been 20

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



321

years and four nonths that |1've been with Dom no's
Pizza, first an enployee and then as a nanager, and
finally as a franchisee -- after 20 years of investnent
in Domno's Pizza and assisting Domno's Pizza in

buil ding their system serving on their conmttees,
wor ki ng very hard to bring value to the markets and new
systens to their system it is not economcally feasible
for me to get out. | don't particularly want to get

out. What | would like to do is have a fair contract, a
contract where | don't have questions about the ethics
of the contract, in addition to factual areas of the
contract.

Dom no's Pizza has what were called "areas of
primary responsibility" but essentially exclusive
territories under ny original contract. Under ny
current contract, there -- they now reserve the right to
conpete with me in the sane |lines of business under
different marks within ny own exclusive area. They have
taken ny exclusive area and given ne -- saying, okay,
you can deliver and make your noney and capitalize your
busi ness, which is a critical issue, based on this
popul ati on of 15,000 people within this area. However,
we are giving you a circle that is one-ninth that size
and that is now your exclusive area, except where we nmay

conpete with you with other concepts or under other
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marks. Okay. So, they give ne an area with 15, 000
peopl e and then they give nme an exclusive area in which
they agree not to conpete, not to award ot her franchises
that are one-ninth that size.

There is no business in Dom no's Pizza that
could actually survive -- or very few businesses in
Dom no's pizza -- that could actually survive if they
were paired to the exclusive area that is actually
awarded in the contract. It is not economcally
feasible, and it would be inpossible to capitalize -- or
we woul d capitalize the business very, very differently.
So, we rely on verbal assurances that are specifically
banned within the contract in order to base our
busi ness.

This is not a good business decision. No
attorney in reviewng this wuld say, you know, you have
this little tiny area, and you're relying on a handshake
for the bigger area that they specifically reserved the
right to put other Dom no's Pizza stores in. Domno's
Pizza, at their whimand will, could put any smal
Dom no's operator, or any |arge one, out of business
very quickly sinply by putting other stores within their
primary area. Now, ny regional directors assured ne
verbally that, of course, they would never do such a

thing. But the contract clearly gives themthat right
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at their sole discretion.

In the renewal, there was a bl anket EFT
aut hori zation for -- nam ng Dom no's Pizza as a signor,
if you will, on ny checking account to their benefit at
any tinme they choose to use it.

MR, TOPOROFF: Could I just interrupt? Could
you explain that a little? |'mnot clear what that
nmeans.

MR, HOCKERT-LOTZ: Ckay. And | have a copy of
it. Wth ny renewal contract, | got a formto be filled
out by ny bank and nyself that gives Dom no's Pizza the
right to unlimtedly debit or credit my checking account
wi thout ny approval. | nean, |'msigning a bl anket
approval that forever they will be able to go into ny
busi ness checki ng account and ny busi ness savi ngs
accounts and credit or debit to their benefit w thout
any further authorization from ne.

Now, in my letter to Domno's Pizza, they sent
me back a letter -- | did not conplete this -- they sent
me back a letter that says "Additionally, the
aut hori zation agreenent for prearranged paynents, debits
-- for prearranged paynents, direct debits was returned
inconpleted. This formis a required part of your
1997-'98 standard franchi se agreenent and needs to be

conpl eted by your bank. W w Il not execute your
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renewal docunents to the above-referenced store until
this formis conpleted inits entirety" which would
term nate any franchise, which is how | support ny
fam|ly.

So, | sent themback a letter telling themthey
woul d find their EFT authorization enclosed and fully
conpleted and that | want to stay in Domno' s Pizza.
It's a great systemand | love it, period. Because
Domno's is. That said, "I believe that the mandatory
use of a blanket EFT debit authority can, in many cases,
constitute a taking of property w thout due process. |
firmy believe that such takings of property w thout due
process are unethical and un-Anerican. |'d love to be
able to say they're illegal. | think they should be.
Currently, only the IRSis able to perform such takings
of property w thout due process, and nearly every other
person in the United States is working with Congress, as
we speak, to strip the IRS of an onerous power precisely
because it's unethical and un-Anmerican.” But | have no
choice, but with ny protests, to sign a contract that |
believe is norally repugnant in that regard. And this
is not a lousy franchise. There are franchises -- and
certainly Subway cones to mind -- that are al nost a
shel |l gane, that are corrupt beyond belief.

Domno's is a great franchise. And yet their
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contract is not sonething that should be all owed by
law. We have -- we covered the di mnished exclusive
areas, the extrenely di mnished areas of primary
responsibility, which few, if any, stores would be
profitable. Under the contract, it says, | can approve
-- | can purchase approved products from any supplier,
al t hough they do give thensel ves sone new rights in the
renewal contract to require that | purchase certain

t hi ngs exclusively fromthem But under ny previous
contract, while they say | can purchase products from
any supplier, the truth is that they hold the approval
process so tightly to their chest that it is not
possi bl e.

To give you an exanple. | have a local sign
fabricator who's fabricated ny signs for many, many
years. Domno's has aggressively tried to sell ne their
signs. But it was a reasonable thing. W put up great
signs, he did a great job, they'd cone and approve
them They cone out with a new sign concept. | said,
Coul d I have the specifications, because they say in ny
contract they will supply ne with those specifications.
And they said, Well, we can't give you those
specifications because we haven't finalized those
specifications, so you'll have to buy the signs from

us. | said, Well, you can't manufacture the sign
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wi t hout specifications. There nust be specifications.
He said, I"'msorry, we don't have specifications.

said, Let's say | could get the specifications fromone
of your current manufacturers, how does the approval
process go? And he said, Wll, you know, you could do
that if we had specifications, but the flip side is that
we have not yet established an approval process. W're
wor ki ng on establishing a conmttee to establish an
approval process. And then, when we have the
specifications, we will be able to allow you to have
your sign maker, if he is approved, build that sign for
you.

Now, | don't know about you, but you see a |ot
of signs if you live in the suburbs, and the signs are
not rocket science. They're not brain surgery. They
are very basic structures. And this sign, |ike nost
signs, is a very, very basic thing that hundreds of
manuf acturers coul d manufacture to the hi ghest
st andar d.

| bought the sign fromthem They subsequently
publ i shed the specifications for their signs which only
they sell. And they didn't even have the decency to
build the sign that they sold nme to their own
specifications, which they |ater published. But they

were perfectly able to sell ne a sign. Their sign did
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not have to neet their specifications, and it sinply had
to come through their profit-making division

And this is a good conpany in the franchise
world, if not a great conpany. But the abuses of the
power in the relationship are sonething that need to be
curbed, because we don't live in the world of 20 years
ago where we have a | ocal nmarketplace where | can build
my omn little successful pizza chain. Those are fast
going by the board. They are an extrene rarity today
and in a main-line pizza business -- not a specialty
pi zza business but a main-line pizza business -- those
operators are going out of business in nmuch higher rates
than they will ever be replaced. The franchise world
needs to be a fair world because it is our narketplace
of the future.

We could go into a nunber of other things,
certainly the new contract. W have adverti sing
cooperatives that we have -- that we contribute to based
on our voting and nutual commtnents to one anot her.

Dom no's has given thensel ves broad rights to vote our
vol untary contributions and raise themto significantly
hi gher levels. The idea that the conpany can vote ny
vote because | sign their contract and call it a

vol untary cooperative, it's an interesting structure.

And again, | say, Domno's is a great
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franchise. The abuses that -- | talk to other
franchi sees -- which |I'm obviously not going to testify
to today -- but the abuses in other franchise systens

are far nore outrageous, and there is not the underlying
value that there is in a Dom no's franchise.

| want to be a Dom no's pizza franchi see for
another 20 years. And | want to help this be a great
conpany, | want to inprove ny franchisor. At the sane
time, there are abuses of the power relationship after
the fact, and particularly upon renewal, that are unfair
and that should not be | egal.

Does anybody have any questions?

MR. TOPOROFF: | don't.

M5. KEZI OS:. Wuld the changing the word

"renewal " hel p, seeing that you absolutely did not get
a renewal of your old docunent? Calling it "rewite"?
| nmean, what should they say in the UFOC is going to
happen at the end of your termso that you would be
prepared to know that it's going to be a fundanentally
di fferent contract.

MR, HOCKERT-LOTZ: The truth is that they should
say, "After 10 years, we will -- your business wll
cease, and you may, at your option, rewite a new
contract with us." But that business that | purchased

in 1984 has ceased. So, renewal isn't -- it is not a
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renewal in a contract sense. It is not an extension in
a contract sense. You wll be termnated after 10 years,
but we will give you the right to review our new
contract and sign it, if you choose. Because that's the
reality.

M5. HOMRD: What was your understandi ng when
you originally signed your contract about renewal ?

MR. HOCKERT-LOTZ: My understandi ng of renewal,
first of all, as a very young busi nessnman who canme from
the Domno's Pizza system-- | nean, we're all forner
Dom no's managers. Qur great education is making
pizzas. MW limted experience, on asking the franchisee
that | worked for, was that renewals sinply weren't an
issue. He had, and | assunmed | had -- | would have,
essentially the same contract from an operating
perspective and | egal perspective.

Now, he started his business with a -- with a
franchi se contract that was witten literally on the
back of a restaurant placemat when he opened his first
store. He was the first franchise, the first Dom no's
franchise out of Mchigan. He's a great nan and a great
pi zza man. But, you know, the franchise contract has
changed a great deal since then. It was ny
understanding, and | think that Domno's really

encourages -- and let nme further say that | think
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Dom no' s encourages people to think this is your

busi ness and will remain your business for life.

Dom no's spends a great deal of time pushing the wealth
bui | di ng of the business opportunity. This is a way for
a manager to becone very wealthy, and it's a lot of hard
wor k.

However, once you are a franchisee, you find
that it's very, very difficult, should you ever want to
get out, to take value with you. 1In ny old contract,
there was no nention of any custoner |ist, and custoner
lists essentially didn't exist in a very organi zed way.
Now, in the new contract, Dom no's Pizza has
appropriated, for thenselves, a custoner list that |'ve
spent nore than $50, 000 devel opi ng and with no
conpensation. Again, fromny view, that's a taking of
property w thout conpensati on.

Do | have a choice of not signing this
contract? No, I'messentially -- ny business is
termnated and | cannot get in the same business in the
sanme community where | own ny hone, where ny friends and
famly are established. | have to try sonething
entirely different.

Now, | don't know what your background is, but
if you can imgi ne stepping out on the street one day

and being told you can never practice anything in the
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scope of law, that you have to start washing cars or
flipping burgers and work your way up an entirely
different -- you know, learn an entirely different

busi ness fromscratch. And, you know, the success of
Dom no's Pizza is based on the fact that their

franchi sees are peopl e who have successfully proven they
can run Dom no's Pizza stores. And that's a good

t hi ng.

On the other hand, it's also been a very good
thing that they're a very sophisticated conpany dealing
with a lot of pizza makers. |It's an utterly unlevel
playing field where they plan the busi ness based on the
fact that people are not going to nmake entirely infornmed
deci si ons about the contract. Because if they did,
nobody woul d build a Dom no's Pizza store for the -- |I'm
not goi ng say nobody -- the people who build a Dom no's
Pizza store in the area where you could actually build a
profitable Dom no's Pizza store, within Dom no's defined
excl usi ve areas as opposed to what they prom se you
verbally or give you as a delivery area, is subject to
change at their exclusive option. Nobody would
franchi se the busi ness and nobody would finance it. So,
that's one exanple of where the business is built on
sonething that is specifically outside the contract.

Again, Domno's Pizza is a great franchise
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conpany, and franchising is what has nade them great.
They have a group of great franchisees, but |I don't
think that gives themthe right, no matter how great
they are as a conpany, to cone in and take what is m ne
and demand that |, w thout conpensation -- and demand
that | sign a contract that gives them exclusive -- that
gives themunlimted access to ny checki ng account
w thout nmy notification, or without ny approval. |
don't think that should be |egal.

So, | -- there are issues that can't be fixed by
di scl osure before the sale. They just can't be fixed.
There has to be an ongoi ng oversight of the franchise
i ndustry, or | think what nost of us who are franchi sees
woul d really like, a body of franchise | aw under which
certain practices that are clearly unfair and unethica
are banned, and we sinply have the right to sue and
enforce ourselves. W would rather not drag the FTC or
the federal governnment into enforcing every little
franchise infringenment. Wat we would like is to be
able to defend our rights in the courts of |aw and court
of law within our own state or within sonme reasonabl e
geogr aphi cal area.

M5. KEZIOS: You said you were given verba
assurances that were banned in the contract.

MR, HOCKERT-LOTZ: Yes.
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M5. KEZIOS: Does that nean there's an
integration clause that you signed in the contract that
said you're not relying on any prom ses nade outside the
contract?

MR, HOCKERT-LOTZ: There is sonething to that
effect. | could not recite that. Yes, but, in fact,
you nust .

M5. KEZIOS: GCkay. And |I'm assum ng because you
say you were forced, you had no choice, you had to sign
the renewal contract, you had to sign the EFT or you
don't get renewed is because you got a post-term nation
covenant not to conpete? You're going to be out of
busi ness. Your |ife has changed.

MR, HOCKERT- LOTZ:  Yes.

M5. KEZIGOS: And you find the fact that you
really -- this is not your own business, you find out
that you really don't own your own business, and there
i s sonething m sleading. There was sonething m sl eading
going on in the pre-sale and even all through the
process -- build sone wealth in yourself, buy sone nore
equi pnent, buy another store --

MR. HOCKERT-LOTZ: | don't know that there is
intentional msleading or that there was at sonme point
back in 1984. | think that -- | think a |ot of

m sl eadi ng statenents are made in enthusiasmfor the

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



334

busi ness in hopes that everything continues to go the
way it goes now.

M5. KEZI OS: Enthusiastic statenents on their
si de?

MR. HOCKERT-LOTZ: Sure, but that's not what the
contract says.

M5. KEZIOS: That's what |'m saying. That's not
what the contract reads. So, you are still relying, as
sophi sticated a franchi see as you are, 20 years
experience --

MR HOCKERT-LOTZ: You nust --

M5. KEZICOS: You are still relying on prom ses
that go beyond the corners of the contract.

MR. HOCKERT-LOTZ: Absolutely. There is no
choice. And | presunme these contracts are witten by
franchi se contract | awers and that there is
substantial, additional reserving of rights in each
renewal contract by the franchisor that encroaches
significantly upon the business -- the portions of ny
Dom no's Pizza business that | at one tine believed were
exclusively mne, and would |ike, and believed should
be. But that's not what ny current contract says.

For instance, a reasonable exclusive area is a
necessity to do busi ness under a franchise. And the

exclusive area -- you know, if they give ne an exclusive
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area that's financially unfeasible, they're giving
everybody an exclusive area that, in nost cases, would
be utterly financially unfeasible to run a profitable
business. And then give a larger area with a neat
little map that you can deliver to which they say they
reserve the right to develop. This -- you can't nake
sound busi ness deci sions based on, you know, this set
of, okay, we're giving you a limted right to this and a
absolute right to something that's not economcally
f easi bl e.

M5. KEZIGOS: But don't you think that the
Federal Trade Comm ssion could prohibit franchisors from
maki ng those kinds of prom ses, for telling you, a new
franchi see or mature franchisee, that this is your own
busi ness? You don't think the Federal Trade Comm ssion

can prohibit franchisors from marketing business that

way ?

MR. HOCKERT-LOTZ: That's a very interesting
guestion. | hadn't thought of it that way, and yet --
and yet | could see a very strong argunent for -- for
not being -- for prohibiting a franchise situation, or

certain franchise situations, from being marketed as
Dom no's Pizza is with an own-your-own- busi ness
concept. Because that's not --

M5. KEZI OS: Exactly.
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MR, HOCKERT-LOTZ: -- that is not, strictly
speaking, entirely true.

M5. KEZIOS: Absolutely. Not from your
testinony. So, that is absolutely sonmething FTC could
prohi bit franchisors fromdoing, in their marketing, in
their advertising, in their verbal assurances to
franchi sees. Especially if, in a renewal, the FTC woul d
insist that the franchi sor say, Your business, as you
know it, will cease to exist at the end of your contract
and you have --

MR, HOCKERT- LOTZ: Shoul d be required.

M5. KEZI OS: Because that would be truthfu
di scl osure, right?

MR, HOCKERT- LOTZ:  Yes.

M5. KEZICS: It's not a renewal. It's not a
mere extension of the current contract.

MR. HOCKERT-LOTZ: This is an utterly new and
conpletely different contract without which | can't do
busi ness.

M5. KEZIGOS: And the other thing that the FTC
could require is that the franchisors clearly state that
this will probably, and nost certainly, be a
fundanmental ly different contract that they have the
right to wite and that you --

MR HOCKERT-LOTZ: That should be clear
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M5. KEZIGS: -- and that you are not offering
any input in how the contract is rewitten.

MR, HOCKERT-LOTZ: | was specifically given a
letter saying | could make -- that any contract with any
anendnents, additions, deletions, et cetera, any changes
of any sort whatsoever, would be rejected.

M5. KEZICS: So, it was basically press hard,
there's three copies, is what they were saying to you?

MR. HOCKERT-LOTZ: There is no negotiation
There is no --

M5. KEZIOS: And so the FTC could absolutely
require that the franchisors give what they claimthey
are giving, which is truthful disclosure as to what is
goi ng to happen at the end of the term because you have
a gun held to your head. You can't do anything el se
because you si gned.

MR, HOCKERT-LOTZ: Renewal is probably a
m sl eading termfor what | have just done in signing a
very significantly different contract fromthe contract

| originally signed. That's true.

M5. KEZICS: | have no ot her questions.
MR HOCKERT-LOTZ: But | want to -- | want to
reinforce, | know other people in franchise businesses.

Domno's is a great franchise. And for Dom no's and

McDonal d's to have the problens with exclusive area and
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renewal that both Domino's and McDonald's, which are two
of the best franchises in Anerica that bring real value
to the next generation of business people and have al so
squeezed out the opportunity for independence to
conpete. Because a big part of ny job as a Dom no's
Pizza franchisee is to ensure that nobody establishes a
successful pizza delivery business in ny area. And we
are very good at killing small businesses. |It's part of
our job. Domno's is good at it. W are good at it.

Therefore, | know better than anyone how
critical this contract is to ny financial success.
Because it's -- it's an absolute jungle in the fast food
busi ness, and there are kings of the jungle. Nobody has
successfully made the kind of noney that | make in ny
mar ket. Nobody has successfully conpeted with nme to a
poi nt where they don't have to run their own little
pi zza store every day as a snmall business. And that's
what the world is on the other side.

Even if | didn't have -- and | would love to
have the opportunity to conpete -- but you reach a point
at renewal where your business ends and where the
mar ket pl ace has changed so significantly because of the
i npact of franchises that you really don't have a
choi ce, and your kids don't have a choice of opening

non-franchi sed busi nesses in businesses dom nated by
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franchi ses. You nust choose a franchise, and the
contracts are universally onerous.

MR. TOPOROFF: Thank you very much.

MR, HOCKERT-LOTZ: Did you have any questions?

MR, TOPOROFF: No additional questions, but |
did want to thank you. W appreciate it. Very hel pful
conment s.

| do have a few questions though for Susan. It
seened to ne when you touched on the issues |ike, what
does the term"renewal " nmean and sone of those other
points, that there are two conponents to it. One is
that there's a disclosure issue, and the other is that
there's a consuner-education issue. And | know at the
Federal Trade Comm ssion, we have a consumer's guide to
buying a franchise. | know the |IFA, they have various
publications on howto find a franchise or how to invest
in a franchise. And | was wondering if your
associ ation, the AFA, whether you have any consuner
education materials fromyour nenbers' perspective that
you give out to the prospective buyers.

M5. KEZIOS: Yes, we do. W've got like the top
dozen lists of the worst franchi se agreenent provisions
we recomend soneone does not sign, either new or
renewal . Yes, we do have pieces |like that.

MR, TOPOROFF: Just for ny own infornmation, do
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prospective franchi sees call and ask for information on
occasi ons?

M5. KEZI OS: Wen prospective franchi sees cal
and ask for information, we send that to them

MR. TOPOROFF: Could it be possible to get a
copy of your standard package?

M5. KEZI CS:  Yes.

MR. TOPOROFF: That would be hel pful. That's

MR, TOPOROFF: Good norning. GCkay, we're
cont i nui ng.

MR. JAMES: Good norning, ny nane is Bob Janes.
| work for the state of Florida, division of consuner
services to sell business opportunities in the state of
Fl ori da.

|'"'m here to discuss the proposed new docunent
that we reviewed yesterday. And thinking about a couple
of points last night, particularly about the provision
about the buy back of products nade and fabricated, |
wanted to share with you a couple of cases that we've
had in Florida. | won't nention the sellers' nanmes. |
don't think that's inportant at this point, but these
were both Ponzi schenes.

The first one appeared to ne in Novenber of |ast

year, and from Novenber through | ate February, they had
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sold approximately $18 nmillion. W discovered about $15
mllion offshore in a German bank. The other nobney was
sei zed by another agency in the state and that noney's
in Dade County. There's about 6,000 consuners that
bought that program [1'Il explain to you what the
program -- what are the -- pardon of ny voice, |'ve got
a terrible cold today.

But this was a schene of stringing neckl aces.
Consuners woul d pay $1,000 to the seller and he woul d
get a bag of beads and sone string. And this was such a
crude device -- it wasn't even a clasp -- he just
knotted the string. And how it worked is, you would get
enough beads to nake enough beads for three different
delivery periods. For your $1,000, you ultimately would
return back $400 dollars profit. They'd pay you $1, 400
back. You string a certain anount of beads for the
first 29 days, you bring that back, you'd be paid a
certain anount of noney. This would happen three tines
and you would ultimately collect $1,400. Consuners who
had got in early on it were nmaking noney. W felt these
were typically Hi spanics recruiting very | ow incone
peopl e, working in garages, working in honmes, even
became nore of multi-level marketing programat a |later
point that they recruited a friend in the nei ghborhood.

They were shut down in February. There's been
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two spin-offs in Florida, sane exact deal. Stringing
beads again. One was an offer of nore noney, greater
t hreshol d of $1,000 and the other was |less. But we were
made aware of these very early on and both of them have
now ceased operations. They're no |longer selling them

MR. TOPOROFF: Can | just ask a few questions
about that just so Il'mclear? 1In these
bead- manuf acturi ng types of schenes, is it the case that
t he consunmer buys the supplies from we'll call it the
pronoter, and then after assenbling the beads, sells it
back to the pronoter

MR. JAMES: That's correct.

MR, TOPOROFF: Ckay. | want to nmake sure.

MR. JAMES: There was -- the ultimate of this
busi ness was, it was a Col unbian drug cartel. And | had

the owner and the attorney neet ne in Tall ahassee to

discuss it -- | had tried for several nonths through
letters back and forth with the attorney. It was our
position that it was very easy to reach suit. [It's not

rocket science. And when he cane to our office in

Tal | ahassee, the purported owner turned to the | awer
and said why aren't we buying and selling? And the
attorney just coll apsed and said he | ost his argunent.
And the attorney attenpted to file and took them several

weeks to get a bond, and they finally did get a bond for
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$50,000. Cost $18 million dollars but infornmed us it
was not much noney there to recapture to the consuners.

There was noney nmade by the people who got in
early. Sone fol ks made serious noney for this type of
busi ness, $18,000 they claimin a nonth. But they have
now di sappeared and the owner was not the real owner
He was shi el ded and fronted by the organization.

We have now anot her Ponzi that just cone into
Florida, rejuvenation of the wormfarm This was a
seller fromout of state who had a pernmanent cease and
desi st order against themfrom another state, and he had
| eft the country and cane back and was operating in his
hone state in Florida. This is, you buy $1,000 worth of
worns, you build a two by four pen for themout in your
backyard, you feed them and he's supposed to buy the
wor ns back. And then he's going to resell these worns
to municipalities for their sewage waste.

He coul d never provide an end-buyer. W never
proved the filing. W did nanage to fight against them
as we did the bead manufacturer, and the bead
manuf acturer did not have an end-buyer either. They had
told me the bead manufacturer, his buyer was going to be
the J. C. Penny Conpany. And | contacted the J. C
Penny Conpany and they had never heard of him | just

wanted to get these two.
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And by the way, there were two nore worm farns
t hat have now surfaced in Florida which are both selling
for $300 which, as you know, ny price was $500. So,
they're not required to file on that statute.

MR, TOPOROFF: In addition to the two types of
opportunities that you nentioned, the beads and the worm
farms, are there other types of opportunity that you
see? \What kinds of products or what industries are they
i nvol ved in?

MR. JAMES: The biggest area of conplaints we
have in our section is the honme-based busi nesses. They
are the envel ope stuffing, the $27 envel ope stuffing,
where you can stuff envel opes and nmake $1, 000 a week.

We don't regulate it because, again, the limt threshold
is far bel ow our $500 fee. Most of these purchasers are
probably el derly or very poorly-educated people.

Readi ng their conplaints when they cone in, very poorly

witten. They tend to see these types of ads in the

classified or tabloid papers. |It's not nuch noney.
|"mtracking -- one conpany now has 18 nmail
drops in south Florida. | go to the postal authorities,

who | consider to be the regulatory agency in this but
we get very little help fromthe postal service on this
issue. It's not enough noney for nost of themto

track. Wen you add up the conplaints we have -- on one
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drop it's 80 conplaints in one location tinmes $27. It's
just not enough dollars there to interest a regulator --
t he post office.

Most people don't have real store fronts. They
operate out of a post office box. They don't have a
tel ephone. You can't track them They don't respond to

the conplaints we send to the business. That's the big

I ssue.

Many of these hone-based busi nesses are
manufacturing pill boxes for resell or doll babies. And
| have one doll in ny office that they -- | have never
met the lady. | just have a picture of maybe an elderly

| ady that perhaps has good sewing skills and so she
bought the program It was $40-sone dollars. For the
$40, she got a -- what's the pattern called? It's
called a pattern -- called when you sew sonet hi ng. She
got a pattern and sone material and | took the materi al
over to one of the stores in town, and they said | could
have bought the material for about $3.

But she then nmade a clown. And the idea was to
sew this pattern together in the clown and send it back
to the conpany and they would buy it back fromher. So,
she did that. She sent it back to the conpany and they
returned it because the stitching was too tight around

t he edges and caused the material to pucker. They
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rejected that and they offered her another opportunity
by selling her sonme pattern -- material again, using the
sane pattern she had -- you can apparently reuse the
patterns over -- for about half, $20 for the material.
Well, her pride was a little bit stung, so she tried
agai n know ng she was a good seanstress. So, she sent
the second doll back and it got rejected because the
eyes were too cl ose together.

Now, she has $60 invested in materials, plus her
time, plus the miiling fee and two dolls at the house
she can't really sell. She was led to believe she could
do about one doll a week and make about $100 a week
doi ng this.

MR. TOPOROFF: Another issue | want to bring up
involves welfare reform W have a concern at the
comm ssion that, as a result of welfare regulation -- or
the deregulation -- the changes and nodifications in
welfare in the United States, that a nunber of people on
public assistance who nay be |osing wel fare benefits
m ght turn towards busi ness opportunities or other types
of schenes for the basic incone. Have you cone across
that at all in Florida?

MR. JAMES: No, | haven't. This, | know, was
mentioned at a conference | attended in Uah this year.

This is one of the issues they talked about and | have
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been watching for this and I have told other regulators
in our section, but we have not experienced that yet.

MR. TOPOROFF: So that has not been an issue for
you. |Is there anything else you would like to get on
the record?

MR, JAMES: Just a general in going back to the
mai n thrust of the neeting yesterday, the business
opportunity sellers, is the fact that nost of these
conpani es are operated by one man or one person. W
don't know who they are. W have to no way to identify
who the real seller is. They will tend to operate a
busi ness for about a year and typically a business
opportunity m ght be a vendi ng machi ne busi ness.
perate for about a year. And for whatever reason, they
wi Il collapse the business, usually because they have
m srepresented the earnings that the potential person
was going to get, or collapse the business and they'l]|
resurface a short tinme later under a different business
name with a simlar operation. And | think that these
are designed by the sellers. This is not by accident.
They're | ong, hard thought-out propositions they come up
with to build a schene of m srepresentations to defraud
t he public.

MR, TOPOROFF: Ckay. Mra, did you have any

gquestions?
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M5. HOMRD: No.

MR. TOPOROFF: Thank you. M. Janes was the
| ast speaker and there doesn't seemto be anyone el se at
this time, so we're going to close the neeting, |
t hi nk.

| just want to thank everyone who attended today

and the other public workshop conferences that we've

held. | just want to note again, for the record, that
the coment period is still open until Decenber 31st.
And after that tinme, we'll take the comments and di gest

t hem and proceed in the next step, which is to come out
with a revised franchise rule and revi sed business
opportunity rule. So, again, thank you.

(Whereupon, the hearing was concluded.)
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