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PROCEEDI NGS

MR TCOPCROFF. (Good nmorning. It is July 28th,
1997 and we're neeting here in Washington, DC. This is
the first of six public workshop round tables to discuss
t he Franchi se Rule and the Comm ssion's advance notice of
proposed rul emaki ng, whi ch was published in the Federal
Regi ster this past February.

For the benefit of the stenographer, we are
goi ng to abbrevi ate advanced notice of proposed
rul emaki ng as ANPR

| am Steve Toporoff. 1'min the D vision of
Marketing Practices and I'mgoing to facilitate the
neet i ng.

The topic for today is the sale of franchises
and business opportunities at trade shows. | just want

to nention that the nmeeting is open to the public. The
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meeting is being recorded and a transcription wll be
nmade avail able and put on the public record and we al so
intend to post an electronic copy of the transcript on
the Internet.

VW have set aside this norning to di scuss the
i ssue of trade shows. However, we're prepared to stay
and di scuss the issue as | ong as necessary.

To the extent that there are nenbers of the
publ i c who show up and wish to offer their coments, tine
will be allotted for that at the end.

Before we begin, | just also want to nention
that there's going to be a neeting tonmorrow. Unlike
today's structured nmeeting, tonorrow s is open to the
public to comrent on any of the issues raised in the ANPR
or the Franchise Rule. And by the way, that nmeeting wl|
be in Room 238. W're not going to be neeting here.

| also want to remnd everybody that the
comment period has been extended until Decenber 31st.

So, anyone sitting at the table or anybody el se still has
tine to either file a cooment or supplenent their
comments. And of course, we wel cone anybody to do so
based upon the discussions here today.

And | also want to clarify a m sconception

about future workshops. It is not closed. 1In the
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Federal Register notice, when we put in a July 1st
deadline, that was tentative. Certainly, people can
participate in the other public workshops as well. A
that we ask is that you let us know and that you file a
comrent in advance.

So, with those opening remarks, we'll nove on.

| want to introduce everybody or at |east |et
everybody introduce thenselves. So, we'll start with
Car ol yn.

M5. GOX I'mCarolyn Cox fromthe Bureau of
Econom cs at the Federal Trade Conm ssi on.

MR TOPCORCFF: Again, Steve Toporoff, D vision
of Marketing Practices.

M5. HOMRD. Mra Howard, also Division of
Mar keti ng Practi ces.

MR TOPORCFF:  Mark?

MR FCORSETH Mark Forseth wth Jenkens and
A lchrist.

MR TOPORCFF: Let ne just interrupt a second
It would be also helpful for the participants to explain
who they're representing here today.

MR FCORSETH |'m speaking on behal f of QI
Enterprises, which is a trade show pronoter. as well as

various franchisors including Arerican FastSi gns, Inc.,
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Frullati Franchise Systens, Keller Wllians Realty, Inc.,
Schl ot zsky' s, Inc.

MR TOPORCFF: (kay. Dale?

MR CANTONE: |'mDale Cantone fromthe Ofice
of the Maryland Attorney CGeneral, Securities D vision.

MR WLFF: |I'mEric Wilff. [I'ma partner with
Hogan and Hartson, and | think perhaps due to sone
confusion, | was al so asked to cone here on behal f of
Al. So, we have two representatives on behalf of Ol

MR TOPOROFF:  Ckay.

MR TIFFORD: |1'mJohn Tifford. |I'mwth the
firmof Rudnick, Wlfe, Epstien and Zeidnman. [|'mhere on
behal f of Entrepreneur Media as well as Merchandi se Mart.

MR LUOLUM M nanme is Mke Ludlum [I'mwith
Ent r epr eneur Magazi ne.

MR TCOPCROFF. Ckay. | want to begin by giving
a brief overview of the trade show issue, at |east from
our perspective at the Comm ssion, and then we can get
into the substantive areas.

| want to begin by noting the current standard
of liability for trade show pronoters. |'msure nost of
you are aware that currently trade show pronoters can be
hel d |iable as brokers for violations by exhibitors at

the trade shows. There is a conditional exenption from
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l[iability if the pronoter gives out a consuner protection
education noti ce.

Exhi bitors at a trade show, of course, could be
liable for violations of the Franchise Rule if they
engage in substantive di scussions that woul d be deened
the first personal neeting. Al so, in the same regard, if
t hey make earnings clains, that al so could have the
effect of changing the Iight casual discussion into a
personal mneeting, in which case, disclosures would al so
have to be made. And of course, exhibitors could be
l'iabl e under Section V of the Federal Trade Conm ssion
Act for msrepresentations or fal se or unsubstanti ated
statenents as wel |.

| briefly want to go through the Federal Trade
Comm ssion's concerns in this area, which basically
hi ghlights why this issue even cane up when the
Comm ssion reviewed the rule in 1995.

First, it is no secret that in the early '90s,
the Federal Trade Comm ssion staff, along wth several
G fices of Attorneys CGeneral across the United States,
visited trade shows, and indeed, the Federal Trade
Comm ssion has consents, with at |least two that |1'maware

of, of trade shows pronoters settling charges that the
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11
pronoters should be |iable as brokers because of |aw
viol ati ons engaged in by the exhibitors.

The main concern, | think, that staff has is
t he maki ng of earnings clains wthout substantiation or
w t hout naking di sclosures at trade shows. For exanpl e,

a particular case that's in litigation now, | think, is
indicative. And | won't nane the case because at this
poi nt not hi ng has been proven. It's all allegations.
But suffice it to say, all the consuner decl arations
that we've had in the case, every consuner w thout
exception purchased -- in this case it was a business
opportunity -- at a trade show.

In addition, the evidence that we have gat hered
and presented to the court to date showed that this
particul ar trade show exhibitor actually -- it's not a
trade show pronoter -- this exhibitor was fined three
times in the State of Florida for various disclosure
violations in less than one year. At the sane tine, the
exhi bitor was subject to an injunctive action in the
State of Kentucky.

Qur experience in visiting trade shows seens to
confirmthat in many instances exhi bitors have nade
earnings clains or given out docunents that nmay have

earnings clains in them For exanple, in one trade show
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12
pronoter, there's the infanmous plexi-glass case with the
$100,000 in it with the sign that says, this can be yours
in one year.

So, | think that our |aw enforcenment experience
and going to trade shows gives us sone pause about the
type of conduct and the type of clains that are nade at
t he shows, which also gives rise to the second issue:
who shoul d be responsible for that and whether the trade
show pronoters have any liability inthis as well.

As far as the legal issues go, and this wll
franme nmuch of the discussion, | believe, today, is a few
concerns. (ne is the issue of face-to-face or personal
nmeeting. Wen at a trade show do pronoters -- again, |
shouldn't use the word pronoters. Wen do the exhibitors
or the sellers cross the line froma casual discussion
into a face-to-face neeting which would trigger the
di scl osure obligations. Sane |ines, when do exhibitors,
if at all, nake any kinds of representations, be it
earnings representations or others, that may violate
Section V of the FTC Rul e.

Anot her concern is whether sales are nmade at
the trade shows either through closing booths or neetings
in hotel roons very shortly thereafter that basically

woul d mean that the exhibitor is failing to conply with
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13
the ten busi ness days provision that would allow the
prospective buyer tine to review the disclosure docunent.

W' re al so concerned about the ability of
consuners to conparison shop. |If substantive discussions
are going on at a trade show and di scl osures are not
made, it may inpede or nake it otherwise difficult for
consuners to be able to conparison shop and that's the
whol e point or one of the points of having a disclosure
docunent in the first place.

Anot her concern that was raised in the
comrents, which | think is a valid one, is the whol e area
of honest conpetition. e of the comments, | don't
remenber the comrent nunber, but | think it was submtted
by the National dains Service, raised the point that
they go to trade shows and they try either not to nake
earnings clains or not to get into substantive
di scussions and they feel that they' re |osing business
because of that because when they go to the trade shows
they see others who do nmake clains or do cl ose sal es
pretty quickly and they feel that they're at a
conpetitive disadvantage. So, | think that that's a
concern al so.

Finally, an issue that |'msure we're going to

di scuss -- at least | want to hear about -- is whether
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there's a distinction between tenporary trade shows,
which are the typical ones that we see, the ones that go
to the convention centers across the country on various
weekends and per manent shows, such as the one in Chicago
as | understand it.

John, is it still in Chicago?

MR TIFFCRD. Yes, it is.

MR TOPORCFF: (kay. And whether there's a
di stinction between those two.

Wth that, let's begin.

The first itemon the agenda is the trade show
industry generally. To conplete the record here and so
that we have a full opportunity to understand exactly
how trade shows are organi zed and run -- because | think
that that woul d hel p us, again, understand the issues
better -- we want to discuss, again, alittle in detai
about who are the trade show pronoters, how are they
organi zed, how are trade shows run and any other rel ated
issues that mght help us to understand this.

So, with that, 1'"'mgoing to open up the floor
| would ask for the benefit of the stenographer and the
record for everybody to introduce thensel ves and at | east
state their nane. A so, if anybody has any comrents

about what another participant may say, you are free to
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15
rai se your hand and ask questions or offer comrents.
This should be interactive somewhat. This is not a
hearing. | don't intend to ask all the questions or the
FTC nenbers. So, feel free to question each other as
wel | .

MR LUDLUIM |I'mMke Ludlum [|'mwth
Entrepreneur Magazine. Entrepreneur Magazine is one
trade show pronoter. W do between ei ght and ni ne shows
per year

MR TOPORCFF: (kay. And where are those shows
| ocat ed?

MR LUDLUM Wsually the major markets, L.A
New York, Chicago, Dallas, Atlanta, San Franci sco.

MR TOPCRCFF: So, as a prelimnary question,
who are the major trade show pronoters in the United
States? How many are there?

MR LUDLUM Well, probably the largest one is
Bl enhei m

MR TOPCRCFF: Bl enhei n®

MR LUDLUM Blenheimis probably the |argest.

MR TCOPCRCFF:.  kay.

MR LUDLUM Wen we're tal ki ng about trade
shows, we're tal king about the franchi se/busi ness

opportunity type shows?
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MR TCOPCRCFF: R ght, right.

MR LUDLUM Probably the next largest is SC
Pronotions. There's a conpany naned QM Marketing that is
still out there | believe. They don't do that nmany shows
anynore. And Entrepreneur Magazine.

MR TOPCRCFF:  Shulman is out of the business,
right? 1s that correct? Are they still -- it's ny
understanding is that there was sone announcenent earlier
in the year. Does anybody know that? You don't know?

MR LUDLUM No, | don't.

MR TCOPCROFF. Wo's AI1? Is that a new
pl ayer ?

MR WLFF: QI is arecent entrant into the
US market. It's a conpany that's based in the U K and
is the major franchise trade show operator in the U K

MR TOPCORCFF: Do they sponsor shows in other
| ocations as well? So, is it just the UK and the
United States or they're --

MR WLFF: Yes.

MR TOPORCFF: (kay. Those two narkets
predom nant|y?

MR WLFF: Yes.
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MR TOPORCFF: (kay. So, you have Bl enheim SC
Pronotions, QM Marketing, Entrepreneur Media and Al. Is
it fair to say that those are the main players?

MR TIFFORD: | think also in terns of the
per manent shows, if there is such a new breed that's
begi nni ng, we have Merchandi se Mart whi ch has established
a permanent | ocation in Chicago where there are pernanent
di spl ays by many franchi sors, nmeeting roons and pl aces
for either individuals on their own to go through or to
nmeet with franchisors.

MR TOPORCFF: So, is anybody aware of any
ot her trade shows exhibitors at this point? Just so that
we're clear of who we're tal king about.

(No response.)

MR TOPCRCFF: (kay. So, nore or |less, we have

Coul d you expl ain how the trade shows, the
actual shows are organi zed? Let's talk a hypotheti cal
| don't want to pick on any particul ar operator here.
So, let's talk hypothetically.

If a--if | wanted to forma trade show and
becone a trade show pronoter, how would | go about doing
that? How would | go about lining up exhibitors for

exanpl e? How would | |ine up space? How does that work?
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MR LUDLULM Well, the first thing you woul d
have to do is secure a hotel or a convention center and
get dates and fromthat you start selling exhibit space
in that |ocation.

MR TOPCRCFF: (kay. Now, how do the trade
show pronoters get the exhibitors? I1s there a trade
press where the pronoter would advertise? Is it by word
of nmout h? How does that work?

MR LUDLUM Wl |, Entrepreneur Magazi ne has a
| ot of advertisers and we have four different nagazi nes.
So, we go to our advertisers first. There's a |lot of
word of nouth and we certainly take advantage of the
conpetition |ike at conpeting shows.

MR TOPORCFF: (kay. Let's use A1 as the
exanple. They're in the UK, they're coming to the
United States. How do they go about |ining up the 100,
200, whatever nunber of exhibitors that are going to be
featured? How does that work?

MR FORSETH Vell, very simlarly, they have
pi cked a date for a showin California and theirs is
going to be a franchi se show al one, not business
opportunities, and they have certain strategic alliances
with various conpanies who are suppliers as well as

franchi sors and are pronoting it.
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MR WLFF. And a lot of the pronotion,
think, is done by word of nouth. |It's neeting -- going
to the I FA convention, neeting with franchisors, talking
about their history and what they' ve done in the UK, et
cetera. |'mnot aware that they' ve done any general
advertising as such.

MR FCORSETH No, not that |'ve seen

MR TOPORCFF: (kay. So, there's no -- again,
just so that the record is clear, there's no inside trade
press or newsletters or anything like that that the trade
show pronoters woul d use to solicit exhibitors.

MR WLFF:. [I'mnot sure. | nean, |'msure
they all have brochures which describe the exhibition
that they're going to be --

MR TCOPCROFF. R ght, right. But in terns of
gai ning the exhibitors.

MR WLFF:. | think those brochures are
probably used al so for the exhibitors.

MR TCOPCRCOFF.  Any questions?

What do the contracts | ook |ike? Wen a trade
show pronoter signs up a particular exhibitor to be
featured at their show, | assune that there's sone kind
of contract that they sign. 1Is there?

MR LUDLUM There sure is.
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MR TCOPCRCOFF.  And what do the contracts | ook
like? Wat are the general terns and conditions?

MR LUDLUM The boilerplate on the back if
that's what you're after is --

MR TOPORCFF: R ght.

MR LUDLUM -- really the portion where we
require and nmake sure that they're aware of their
responsibilities as far as having a UFOC or that they're
l'icensed to do business in that particular state that
we're going to hold the showin and just rules and
regul ations of the particular show

MR TCOPCROFF:. Is that universal? Wuld Al's
contracts have the sane type of information?

MR WLFF. | have not seen the contract. But
| would assunme that it's primarily a commercial contract
that tal ks about the specific -- I'msure that w th nost
trade show operators the | ocation and the exhibit and the
exhibition is inportant to the exhibitor and so there's
probably different fee structures depending on where in
the exhibition your booth is. | would assune that nost
of the contractual provisions relate to those comercia

terns and pl acenent of the booth and paynment of the fees.
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MR TIFFORD:. Contracts | have seen also -- as
Eric said, there's certain basic provisions such as how
much you' re going to pay.

MR TOPORCFF: R ght.

MR TIFFORD: And where your booth space is.
There's generally a provision that requires the exhibitor
to conply wth all Federal and state franchise disclosure
regi stration regul ati ons and gives the pronoter the
authority and the right to deny entrance to the showto
any exhi bitor who has not conplied and during the show to
kick out any exhibitor who is acting in a manner which is
in variance -- shown to be at variance with any Federal
and state franchise | aws.

MR TOPCRCFF:  So, | just want to make cl ear
that at |least fromJohn's experience or the contracts
that you have or you have seen --

MR TIFFORD. Yes.

MR TOPORCFF: -- there are grounds for
termnating, if you wll, or denying entry to the show
floor for certain exhibitors if they what? Fail to
conply with Federal and state | aw?

MR TIFFCRD: Well, for exanple, with
Entrepreneur, you -- correct ne if I'mwong -- but you

can't be an exhibitor at Entrepreneur -- at an
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Entrepreneur show if you haven't first furnished to
Entrepreneur prior to the show a copy of a disclosure
docurment or a copy of a letter fromthe attorney for the
busi ness opportunity saying that we' ve reviewed the
relationship and it's not covered by the rel evant Federa
or state | aws.

MR TOPCORCFF: But you woul dn't know
necessarily whether that type of provision is universal
anong the trade show pronoters

MR TIFFORD: No, | have not seen everybody's
contracts.

MR TOPORCFF: (kay. Dale, did you have a
guestion or comment ?

MR CANTONE: | probably have both.

MR TCOPCRCFF.  (kay.

MR CANTONEE M question is, how much in
advance does a pronoter know who's going to be at the
show, in other words, who the exhibitors are? Is it a
matter of an exhibitor can sign up to be in a show a
coupl e of days before, 15 days before, 2 days before? Do
you have any sense of that?

MR LUDLULM Al of the above and nore.

MR CANTONE:  Ckay.
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MR LUDLUM W publish our schedule for the
entire year and many people will say, we'll take the
whol e schedule, we'll be in all eight or nine shows. So,
we'll have commtnents that may be eight or ten nonths
out. But we, in fact, sell booths up until the |ast
mnute. |If there's a hole on the floor and sonmebody
calls in at the last mnute, they still are required to
submt verification that they are |licensed to do business
inthat state. W can sell up to the last mnute though

MR CANTONEE And to the last mnute you' re
figuring in the fact that -- you still do your due
diligence even for those at the | ast m nute?

MR LUDLUM Weéll, due diligence being limted
to making sure that they provide a UFOC or a letter.

MR CANTONE:  Ckay.

M5. HOMRD. Does anyone ever review the UFQCs?

MR LUDLUM  No.

MR TCOPCROFF. Well, there's a prelimnary
question and that is, your contract says that the
exhi bitors have to have UFQCs. Do you have actual |y ask
for and receive a copy fromeach exhibitor?

MR LUDLUIM Yes, yes.

MR TCOPCROFF. Do you know if Gl does the

sane?
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MR FCORSETH  No.

MR WLFF. ['mnot aware of whether they do
that or not.

MR TOPORCFF: kay. Wuld you say --

MR WLFF: | think it's -- for an exhibitor,
quite frankly, I think it's alittle bit of a slippery
slope to get on in terns of taking upon yourself sone
| evel of enforcenent in terns of the aw. For exanpl e,
woul d you expect the exhibitor to have people on the
fl oor going around checking with the pronoters as to
whet her they' re naking earnings clains or not and
shutting down their booths if they are. It's a -- |
nmean, | don't know that that's the responsibility of the
trade show operator quite frankly.

MR TCOPCRCFF.  Mark?

MR FORSETH That's nore confusi ng because at
first you were saying exhibitor and pronoter. If you
flip the words, | think that's a correct assunption. |
mean, that woul d be a very, you know, |arge anmount of
resources to require a trade show pronoter to go out
there and nonitor the floor and see who's naki ng earni ngs
clains and who's not, and if they are, whether they have
one intheir offering circular. | nean, you' re asking

themto kind of take on a role to insure | egal conpliance
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that 1"'mjust not sure they have the wherewithal to do or
t he know edge or experience to be able to do it.

MR TOPORCFF:. Dal e?

MR CANTONE: Actually, I've got another
question and then a comrent about Entrepreneur. The
question is, when Entrepreneur checks to see if sonebody
has a UFQC, does Entrepreneur do any checki ng about
applicable state laws as well? For exanple, sone states
require registration of the exhibitors.

MR TIFFCRD. Do you know? Are you in this
area of the business to know what happens to the
di scl osure docunment when it gets into Entrepreneur?

MR LUDLUM Weéll, it just comes in and we just
keep it. | nmean, honestly we don't knowif it's a
legitimate UFCC or not.

MR CANTONE: But | nmean as far as -- for
exanpl e, the issue of registration. Does Entrepreneur do
any checking about state registration when that's

requi red, do you know?

MR LUDLUM No, | don't.

MR CANTONE:  Ckay.

MR TIFFORD: You don't know whet her they do?
MR LUDLUM | don't know whether they do.

MR CANTONE: kay. And --
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MR TIFFORD: In terns of -- if | could go --
' msorry, Dale.

MR CANTONE: That's all right. And ny comrent
is | applaud Entrepreneur for checking the disclosure
document s because it's been ny experience that -- | can't
say for sure, but | wonder if the other pronoters in the
busi ness do that. Because certainly fromour enforcenent
experience there's been significant nunbers of exhibitors
at trade shows that do not have disclosure docunents for
the ones that take place in Maryland. So, | think as a
fact that the pronoters who have cone to Maryl and, not
Entrepreneur, can't be checki ng as Entrepreneur
apparently does, that there are discl osure docunents.

MR TIFFORD: Dale, would it be -- speaking
certainly for Maryland and | think probably on the
experience of your other examners, would it be hel pful
if trade show pronoters were, say within a week of
attending a showin a state, to at |least provide a |ist
of attendees as of that day to the state regul ators?

MR CANTONE: Absolutely. W have asked for
that of specific pronoters, and | have to say up to this
poi nt, we have only gotten |limted success. Sone of the
bi g ones have done that, but nmany of the other ones will

show up in town wthout --
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MR TOPORCFF: Well, let nme just say on the
agenda at the last ngjor item we're going to address
voluntary steps that the trade shows mght be able to
take here to work with the Federal Trade Conmm ssion and
NAASA and | think maybe that woul d be best addressed
t hen.

| nean, right nowwhat | want to do is just
nmake sure that | understand and the record refl ects what
really goes on at trade shows fromthe perspective of the
trade show pronoters.

A question that | had is, we said that in your
contract, Entrepreneur’'s contract, it is required that a
conpany have the UFOC and file that. |[Is there any ot her
provisions in the contract that woul d gi ve Entrepreneur
Media the right, let's say, to deny entry or to kick out
a pronoter on the trade show floor? 1Is there any conduct
that an exhibitor could engage in that would viol ate any
provi sion in your contract?

MR LUDLUM  Yes.

MR TOPORCFF: (kay. Could you describe those?

MR LUDLUM | probably couldn't list themall
but a violation of any of the rules and regul ati ons t hat
we have that could -- it can go anywhere from i nproper

behavior to really any infraction of any of the
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regul ations which -- the silly ones are |ike you have to
stay in your booth, you can't get out in the aisle, your
si gnage can't bl ock sonebody el se's.

MR TOPCRCFF: So, those are nore conditions
that go toward the -- to insure that the showis run well
and that it does what it's supposed to do and that is
offer all the exhibitors an opportunity, a good
opportunity, to display what they have to offer.

MR TIFFCRD: | think that's accurate, but I
think to the extent that it mght inply that there's no
interest in doing other things, that woul d not be
accurate. | think what the trade show pronoter is doing
is doing what it has within its power to do to nmake sure
that it's a properly run show where the exhi bitors have
the opportunity to neet with consuners and consuners have
the opportunity to neet with exhibitors and do it in a
way where there's no intimdation or harassnment or other
ki nd of abusive conduct.

MR TOPORCFF:. Dal e?

MR CANTONE: Have we clarified that
Entrepreneur could term nate sonebody for violation of
applicabl e Federal or state law? |Is that in the contract

as one of the things that you could --
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MR LUDLUM Yeah, they nust be in conpliance
with state | ans.

MR CANTONE: And Federal |aws?

MR LUDLUM That's right.

MR TCOPCROFF. But just to clarify that,
there's no provision in the contract, as | understand it
fromthe discussion just a mnute ago, that specifically
requires an exhibitor to register with the state if the
state has a registration law. Is that correct?

MR TIFFCRD. | just can't renmenber. | just
can't renmenber. But it certainly would be inplicit if
they have to be in conpliance with Federal and state | aw
and they're comng into Maryl and and they haven't
registered in Maryland, they're covered by the Maryl and
statute, then they are in non-conpliance with the
contract.

MR FCORSETH Can | ask a question?

MR TOPORCFF:  Mark?

MR FORSETH | assune it's just a genera
provision in their contract that says, you nust be in
conpliance with Federal and state |aw, period, end of
sentence. Not much nore specifics. O does it go into
detail and identify franchise |laws? | assune that

there's no due diligence on your part to go out and make
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sure that, you know, soneone is registered as a foreign
corporation to do business in a particular state or to
do those kinds of things because you sinply don't have
the staff to do that. | nean, is that sonething -- or am
| --

MR LUDLUM | really don't remenber, but I
think it's nore of a general distinction.

MR TOPCRCFF: Let nme ask you a hypot heti cal .
Dal e or sonebody in his office is attending a show in
Baltinmore and Maryl and being a registration state. |If
Dal e di scovers -- as he has a list, a printout beforehand
let's say of all the registrations in Maryl and, he cones
across X conpany and it's not on the list and he verifies
and he knows that that conpany is not registered to sel
in Maryland. |If he were to go to the pronoter or the
pronoter's representative there that day, is there any --
and Dal e expl ains what he's observed, does that have any
nmeaning to the pronoter at that point? Could the
pronoter take any action or would it?

MR LUOLUM I'msorry, and Dale is
representing who?

MR TCOPCROFF. The State of Maryl and.

MR LUDLUM And he cones to ne representing

the State of Maryl and?
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MR TCOPCROFF: R ght, at a show in Baltinore.

MR LUDLUM  Yes.

MR TOPORCFF: And he shows you that a
particul ar conpany is not registered.

MR LUDLUM That would carry enough weight,
yes.

MR TOPCRCFF: And what coul d be done, if
anyt hi ng, under the contract?

MR LUDLUM Well, we would have the right at
that tinme to take themoff the floor. W could kick them
out of the show

MR TOPORCFF: (kay. Dale?

MR CANTONE: Let me just briefly nmention that
a problemw th even the scenario that you pose and |
think maybe you'll go into it in the future. |In nany
cases, there's disagreenents about the application of
both Federal and state lawto a particular seller. And
now | ' mtal ki ng nore about the business opportunity type
f ranchi ses.

MR TCPCROFF: R ght.

MR CANTONE: W have disagreenents all the
time frompeople who are clearly covered under our |aw
and your |law and yet either don't seemto understand it

or don't want to admt it. So, in many cases, the
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advance notification is really going to be helpful to
clarify in advance that these people need to be covered.
Because as a practical nmatter, we don't want to go -- you
know, at a trade show at that point and pull sonebody out
of it or ask that the pronoter pull sonebody out of it.
W'd like to avoid that at all costs.

MR TIFFORD: And it is a very slippery slope
because if it's not absolutely clear -- now, | think it
woul d be -- certainly Dale has a |ist of people who are
registered in the state. If you go to the exhibitor and
the exhibitor says, | spoke to ny |awer and here's ny
lawer's letter and | don't understand the law, but this
guy does and he's giving ne advice, now what do you
expect the pronoter to do? |If he says, get off the show,
we're tal king breach of contract.

MR TCOPCROFF: No, |'msaying --

MR TIFFCRD: | nean, we're putting the
pronmoter in a very difficult situation. |'mnot saying
you're presenting this as a policy that's soon to be
made, but just as we explore the options, even when Dal e
comes with what |ooks like pretty prinma facie evidence
that this person is breaking the law, if there's any
di spute -- unless the exhibitor says, you're absolutely

right, you' ve caught me, then we've got a real problem
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and you' ve put the pronoter absolutely in the mddle of a
breach of contract.

MR TCOPCROFF:. | understand that. The
hypothetical that I'mraising is really the best or worst
case scenari o dependi ng upon how you want to viewit.

The exhibitor is clearly covered by the rule, no argunent
let's say and they clearly are not registered in Maryl and
and they do not have either a UFCC present or never
submtted one or do not have a letter fromthe attorney.

MR TIFFORD: But you see -- excuse ne. | just
have to say, this is -- even in what seens to be
absol utely the cl earest possible case, we have probl ens.

MR TOPCORCFF:  Ckay.

MR TIFFORD: And now get to the real issues
that come up. There's an earnings claimthat's being
made. Well, maybe the pronoter has -- and the exhi bitor
has, in fact, nade an earnings claimin his offering

circular. How do we know t hat ?

So, we have to have everything -- we have to
wal k through the halls -- for instance, the pronoter
woul d have to wal k through the halls and say, gee, | see

a sign that says you can nmake $2,000 a nonth. Let ne
sonehow cal |l ny headquarters or let me -- if | have the

docunent on the premses, let nme flip through their
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offering circular and see whether or not they say you can
nmake $2,000 a nonth or |'ve just overheard sonebody say,

| can put you in business for $27,000. Let me run back
and take a |l ook at itemseven and see whether in fact
they say $27,000 in itemseven. And even if they say
$27,000 in itemseven, who's | ooked at the substantiated
material to know whether it was really $57,000, but that
they -- the exhibitor has not accurately portrayed the
information in the offering circul ar.

And those -- | nean, it gets even nore
difficult when you start getting into these substantive
things. |Is the offering circular accurately stating the
facts? And of course, if they' re not covered by the | aw,
what docunent woul d you ever | ook at to determ ne whet her
or not someone coul d make $2,000 a nonth or can get into
busi ness for $27,0007?

MR WLFF. | would support what John has j ust
articulated, that | think it would unfair and inpractica
to i npose those kind of obligations on the pronoter.
think in the hypothetical that you posed, | think the
pronot er coul d nake an i ndependent busi ness judgenent as
to whether or not it would close down that particul ar
boot h depending on the circunstances. But | don't think

it should be caught in the mddle. It is between the
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State of Maryland and the particular exhibitor. | nean,
that's where the dispute |lies.

MR TOPCROFF:. | just want to interrupt a
second. | appreciate the concern and we'll certainly get
toit. Wat you re raising are questions of policy,
whet her the Comm ssi on shoul d/ shoul dn't, whet her Maryl and
shoul d/ shoul dn't. What |' masking about really is what
legally could the pronoter do under its typical contract
so that | have an understanding of what the exhibitor's
obligations are and what the pronoter's potential -- not
responsibilities, but potential rights that they could
exerci se under the contract.

So, right now !l just want to focus on the
contract. There certainly will be time this nmorning to
get to the policy concerns and rel ated i ssues.

So, just getting back to what's squarely in the
contract. Again, under the hypothetical that Dale is at
the show and let's just say for argunment’'s sake that it's
relatively clear that this pronoter has not registered
and doesn't have discl osure docunents. Under the
contract, is there anything that woul d gi ve Entrepreneur
Media the right to basically kick out the exhibitor at

that point?
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MR LUDLUM It sounds to ne like if he's not
in conpliance with state regul ati ons and he signed a
contract saying that he was, that he would be in
violation of that contract.

MR TOPORCFF: (kay. Dale, do you have any
questions about that?

MR CANTONE: No.

MR WLFF. | have a question for Dale. Wat
if the trade showis in Virginia and it's right across
the river and you expect a lot of Maryland residents to
go there as well, what's your position -- would you go to
that trade show and canvas it and det erm ne whet her
they're in conpliance with Maryland | aw even though the
trade showis in Virginia?

| mean, part of the issue here is that people
are drawn fromall over the world to these trade shows
and you' ve got disclosure laws in various states, in
various countries and the difficultly then is know ng
under what circunstances that particul ar exhibitor shoul d
be regi stered, should have a particul ar disclosure
docunent, et cetera. And if you then transpose that to
the situation of the pronoter and whether and to what
extent it has responsibilities with respect to that, |

nmean it gives you a sense of the magnitude of what
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you're -- what we're dealing with here.

MR CANTONE: To answer your question, Maryland
has no enforcenent position with regard to a showin
Virginia that isn't selling to a Maryl and resident. So,
I"mnot going to tell you that we've never done it
because it's sonething that | wouldn't say one way or the
other. But we don't have unlimted staff to go to
Virginia to police a show wi thout a specific reason to do
so.

MR TIFFORD: And let's nmake it even nore
conpl i cated since you' ve used the exanpl e of Maryland and
Virginia. Under the Virginia franchise registration |aw,
the only people who are obligated to register are those
with the principal place of business of the franchisee is
contenplated to be in Virginia.

MR WLFF: Right.

MR TIFFORD: So, you could hold a show in
Maryland -- in Mirginia and nake all kinds of offers and
everything and if you're not going to -- and you don't
know until you've sold the franchise whether or not it
coul d be covered by the Virginia law. So, there would be
nothing illegal about sonebody -- sone exhibitor com ng
into Virginia, not being registered in Virginia and

conducti ng business in Virginia.
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MR WLFF: Right.

MR TIFFORD: Attenpting to nmake offers. It's
not the triggering event --

MR FORSETH You need it making sal es.

MR TIFFORD: -- to produce an offering
circular or for registration.

MR TOPORCFF: So, just so I'mclear, what is
the triggering nmechanismin --

MR TIFFCRD: In Virginia, it's --

MR WLFF: It's where the franchise will be
| ocat ed.

MR TIFFORD: It's contenplated that the
franchi see's principal place of business will be in
Virginia. That was the triggering event for not only
registration, but disclosure in Virginia. So, sonebody
could go to a Virginia show, as they do in Oystal Gty
or whatever, and be perfect -- and not be registered in
Virginia and not have to even worry about it until it
becones apparent that sonebody is going to buy a
franchise and locate it in the mddle of Virginia.

Then the exhibitor has to say, wait a mnute, | can't do
this.

But 1'msaying there's nothing with -- there

woul d be no violation of the Virginia lawto walk into
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talk to all Virginia residents

MR TCOPCRCOFF:. It mght be a potential problem

under the FTC rul e.

MR TIFFCRD. Well, yeah. But if they have an

offering circular, but they're not registered in

Vi rginia.
MR TCOPCRCFF: R ght.

MR TIFFCRD: Al I'msaying is even though you

have a provision that says you have to be in conpliance

with Federal and state |aw, even when you go into a

registration state, it's not always clear that you're

covered or that you need to be covered.

MR TCOPORCFF: Do you know how that works in

the other registration states? Is it simlar to Virginia

or --

MR TIFFCRD: Well, sone of them are based on

offers, but sone of them have out-of-state sal es

exenptions. So, if you are dealing wth people who

never -- are not residents of the state and don't intend

to locate in the state, there are a nunber of states

where you may very well not have to conply.

lot of tines on the individuals.
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MR TOPORCFF: (kay. Does anybody have
specific informati on about what the practice is in any
other registration state?

MR FORSETH In terns of jurisdictional scope?

MR TCOPCROFF.  What John is pointing to. For
exanpl e, does anybody know what the practice is in New
Yor k?

MR TIFFCRD: In terns of what?

MR FORSETH It's offer and acceptance in the
state. So, to the extent that you are offering fromor
accepting an offer in the State of New York, then you're
in a showand so if the show was taking place in New
York, there's an assunption that offer and acceptance is
probably taking place in New York. So, you probably have
to be registered there to be offering and selling, at
least if you talked to Shelley Horowitz who is no | onger
t here.

MR WLFF:. But | think that's correct. That's
also the view-- | think that's the statutory franmework
of nost of the registration |aws.

MR FORSETH  Yeah.

MR WLFF:. | think the Virginia statute, which

John correctly points out is quite different than --
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MR TCOPCROFF:. But that's precisely what 1'm
getting at.

MR WLFF. But what you're getting at is that
the of fer and acceptance | anguage is very broad and can
and cannot apply to particular circunstances. |t just
all depends. And then there are out-of-state sal es
exenptions. So, you really need a | awer on staff, a
franchi se expert, to discern exactly under what
circunstances that particul ar exhibitor ought to be
registered in a particular state when sonmeone cones by
his booth if you re going to |look at that as a triggering
event .

MR CANTONEE O you could contact the state
and we wi |l advise anyone about the application of our
state's | aw

MR FCORSETH But then you get into the issue
of -- and | think that's very inportant and that is a
good point that you raised, Dale, is that if sonmeone is
providing the pronoter a letter that says, I'mnot a
franchise, I'mX and we all know that there's
di fferences of opinion and debates. And |'ve certainly
sat in your shoes and had to deal with those argunents as
to whether or not sonething is, in fact, a franchi se and

it can becone a very cunbersone | egal analysis and
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putting a trade show pronoter into naking that
determnation is very difficult at best.

MR TIFFORD. And going a step further, in
Mark's exanple, if you were to have a Pennsyl vani a
exhi bitor neeting sonebody in New York who is a Vst
Virginia resident and they' re tal king about the
establ i shnment of a franchise in Wst Virginia, | don't
t hi nk New York has ever nmade any effort to enforce the
statute in that respect and I think they mght have sone
problens even if they tried. | think the point that
we're all making, whatever the answer to that scenario
is, is that it's never clear.

Even in the hypothetical that you started with
where it seenmed prinma facie clear, it wasn't necessarily
clear. And then when you take a | ook at the individual
state statutes, you find out how even nore confusing it
is. And to ask a pronoter on a floor of a showto start
maki ng these kinds of judgenents as to what should | do
here when | have a contract with this exhibitor for
space, you know, it's difficult.

The specific answer is they have the right, but
it's avery difficult right to exercise in terns of

det erm ni ng whet her or not they've conplied with the | aw
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MR FCORSETH The state has the authority
though -- and when | was with Maryland, | exercised this
on several occasions. The state has the authority to
walk in with a C& and slap the pronoter or slap the
actual exhi bitor and say good-bye, you know, we're
shutting you down, and we've done that before.

MR TOPORCFF:. Dal e?

MR CANTONE: Well, one thing, I"'mcertainly
not making the point that state lawis not clear and |I'm
only here tal king about Maryland law. And | wll say
t hat even though we've had di scussions of confusion from
certain sellers of business opportunities at the
application of their state law, we can clear up that
confusion with usually two questions and we al nost never
have it with a | awyer.

So, | haven't had too nmuch problemwith a
conversation with sonebody who's willing to listen to nme
about the application of Maryland law to a specific
busi ness opportunity seller who intends to cone in
Maryl and.  That we can clear up with usually two
questi ons.

MR TCOPCROFF.  And the two questions are?

MR CANTONE: Well, usually the issue that I'm

tal ki ng about goes to whether or not they provide
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| ocation assistance and we have had di scussions with
sel l ers of business opportunities who swear they provide
absolutely no | ocation assistance. W don't fit under
your rule, we've talked to our lawer. But this is now
the seller talking and we don't provide | ocation
assi st ance.

The first question then is do you provide a
list of locators. Well, yes. deared it up. So, those
are the two questions.

So, I'mnot saying that it's unclear under
Maryland aw.  Absolutely not. | think it is clear under
Maryl and | aw what is required to be regi stered and we
talk to people every day, and people who are willing to
listen, we can work wth.

MR WLFF:. | think the point is that it is
clear to you what Maryland law is, but Maryland | aw may
be different from New York, it may be different from
Illinois, it may be different fromCalifornia. So, the
exhi bitor and possibly the pronoter than has to deal with
all these various nuances. That's where the conplexity
cones in.

MR CANTONE Well, | suppose that's part and
parcel of doing business in different states and that's

the current state of the lawand it's -- for practical
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all that different in the different states and certainly
under the FTC rule. In nost cases, if they fit under
that definition, they have to have that disclosure
statenent. | know in Maryland, if they' ve got sonething
that conplies with the Federal Trade Comm ssion, then
they don't have to worry about the differences in

Maryl and | aw.

MR TIFFCRD. Mark had an interesting point
when he said when he was in Maryland, they had C& s and
they could walk into booths and do it. And to ne, isn't
that precisely what we're tal king about? W have the
regul ators who have the power to enforce who are
enforcing. And isn't that really what we shoul d be
doing? And if these people show up on a floor of an
exhibit -- you know, at a trade show, they are subject to

the laws of the state and |l et the state enforce their

| aw.

MR TOPCRCFF: Well, we understand that.

MR CANTONE: Let me just make a brief point
about that. |It's been a while, Mark, hasn't it, since

you' ve been in that situation?

MR FCORSETH Yes, it has.
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MR CANTONE: W certainly have the power at
any tinme. W have the authority to issue a cease and
desist order. | can go up to an exhibitor who's clearly
violating the law, who's naking earnings clains, who's
ri pping off consunmers left and right and hand them a
cease and desist order and unless |'ve -- you know,
unless |I've got nuscles, if they say no and the pronoter
backs themup -- you know, as a practical matter until I
go to court, get an injunction, the showis going to be
over.

So, for practical natters, if you ve got
soneone who's not going to conply with that cease and
desist order and | nean is backed up by the pronoter,
you're going to have a | ot of people hurt before
effective actionis --

MR TIFFORD: Have you had that probl en?

MR WLFF. Have you had a pronoter --

MR TIFFORD: Have you ever handed a cease and
desi st order to sonebody at a show who told you to shove
it?

MR CANTONE: W've -- up to this point, in
Maryl and, | don't think we ever had that situation.

MR TIFFORD: Let me ask just one | ast

question. MKke, you run the shows. Dale or one of his
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this exhibitor is in violation of our law, | have a cease
and desist order and | want you to do sonething. Wuld
you have a problemin telling the exhibitor to | eave?

MR LUDLUM No, | don't think so. [|'d be very
concerned about breach of contract. If | knew that Dale
was 100 percent right, no, | wouldn't have a probl em at
all.

MR FORSETH If the state has gone to the --
even back when | was wearing those old shoes, you wal k
inthere and if you hand that cease and desist order to
the -- in fact, | know of one circunstance where that was
the case, where | showed it to the trade show pronoter
and they were very happy to say good-bye to them

| think at that point you probably, as a trade
show pronoter, have sone prinma facie evidence for your
reliance on the state's action to believe that the
exhibitor is, in fact, in breach of the contract and in
violation of the | aw as opposed to having to nake that
| egal determnation thenselves, | nmean, if a C& has been
handed out by a state authority.

MR TOPCROFF: kay. | have a few nore

questions basically on background on the trade shows.
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Again, I'mgoing to go back to the contracts.
If a particular pronoter |earns that an exhibitor has
been fined let's say in various states or is the subject
of litigation either by franchi sees or bus op buyers or
the state or the Federal Trade Comm ssion or whatever, do
you have any policies as far as screening who the
exhibitors are going to be and what their background is?

MR LUDLUM Not in the contract, no. As |long
as they're in conpliance with state and Federa
regul ations, we don't do anyt hi ng.

MR TCOPCRCFF: So, you don't do any Kkind of
pr escreeni ng bef or ehand?

MR LUDLUM No.

MR TOPCRCFF. Is that the -- do you know i f
that's the experience with A1?

MR WALFF. | don't know, but I can't inmagine
that any pronoter woul d do that.

MR TOPCORCFF:  Ckay.

MR LUDLUM | would have to say though that if
we received conplaints fromattendees on a particul ar
exhibitor, we won't allow them back in.

MR TIFFORD: Have you, in fact, not |et
exhibitors in who have been the subject of conplaints

f rom consuner s?
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LUDLUM  Yes.

TIFFCRD: O attendees?

2 33

LUDLUM  Yes.

MR TOPORCFF: (kay. So, what do you do with
t he consuner conplaints? How are they handl ed? Wat's
t he process?

MR TIFFORD: |Is that before or during a show?

MR TOPCROFF. Let's say after a show A show
is conpleted, a sale is nade or not nade, | nean,
what ever the experience of the consumer mght be. But
let's stick with the sinpler exanple. A sale is nade and
there is sonme probl emof one type or another and the
buyer conplains to Entrepreneur or any of the other trade
shows. Vell, we'll stick with yours. |Is there a process
for handling the consuner conplai nts?

MR LUDLUM Not a formal process. There's
very little that we can do. Typically, it happens |ong
after the show But it's sonething that we just kind of
keep in our files and if this guy wants to conme back to
that same nmarket the next year and we' ve had enough
conplaints -- and again, there's nothing fornmal that says
that three conplaints will do it where two conplaints
woul dn' t.

MR TOPORCFF: Right.
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M5. HOMRD. Wiat woul d happen if the conpl aint
canme during the show?

MR LUDLUM That's tough

M5. HOMRD. O multiple conplaints?

MR LUDLUM That's tough. Because it does
happen. W have people say we don't think this guy is
being fair or honest and it's difficult because |I'm not
in a position to make the determnation as to who is
right or wong.

MR TIFFORD: In terns of substantive things
he's saying to attendees or the fact that he nay be
grabbing people fromthe aisle or --

MR LUDLUM It's never actually happened where
it's been anything that they've said because generally
the attendee doesn't know at that time whether it's right
or wong. | guess it would have to --

MR TIFFORD: So, you're tal king about
exhi bitor conduct which is really not relevant to
coverage under Federal and state |aw, the franchise | ans
at the noment.

MR LUDLUM That woul d be about what woul d

happen at the show.
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MR TCOPCROFF. Do you ever refer conplaints to
the State AGs Ofice or the Federal Trade Conm ssion or
ot her | aw enforcenent officials?

MR LUDLUM Yes, but | couldn't give you any
specifics. | know that has happened.

MR TOPORCFF: kay. Do you know what A,
what their practices are?

MR FORSETH This is their first entrance into
the U S narket, so | couldn't speak to anything that
t hey' ve done.

MR WLFF. And their experience, of course,
has been in the U K where the legal environnent is quite
different fromthis country.

MR TOPCRCFF: Well, then let me ask Dale. In
your experience in Maryland, could you recollect any
exanpl e where a trade show pronoter cane to you or your
office staff and said, hey, |'ve received these
conpl aints about a particular exhibitor, | think you
shoul d check this out. Does that happen?

MR CANTONE: Not to ny know edge. |
don't recollect any instance. But | don't think
Entrepreneur -- | don't think they've been in Maryl and
certainly recently. But | know for the ones who have

been in Maryland, they don't routinely do that.
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MR TOPCRCFF: So, again, | just wanted to make
it clear for nyself. |If a pronoter did, through whatever
nmeans, find out that a particular exhibitor, potential
exhibitor, was fined or the subject of litigation or
conpl aints or whatever, there is no formal screening
process?

MR LUDLUM That's correct.

MR TOPCRCFF:  And again, for Al you re not
sure and you don't know how t hat works.

MR WJLFF. (Nodded head no.)

MR TIFFORD: But, of course, we ought to keep
inmnd that -- the fact that they are subject to
conplaints, the fact that they have actual |y been fined
doesn't stop themfromoffering or selling franchises or
busi ness opportunities unless they' ve been enjoi ned from
doi ng so.

Their franchise offering circulars contenpl ate
this disclosure, so they could have a |list of eight pages
of conplaints and it wouldn't -- there's no Federal |aw
or state law -- possibly the state you coul d possibly do
sonet hing, you could submt kind of an application, but
certainly under the FTC rule, they coul d have ei ght
pages, they could have 80 pages of litigation.

MR TCPORCFF: No, | understand that.
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MR TIFFORD: And they would still be able to
sel |l franchi ses.

MR TOPCRCFF: No, | understand that. This was
nmore a policy question than a | egal question.

MR TIFFCRD: Al right.

MR TCOPCROFF. Certainly they have the right to
sell. It was nore a question of as a matter of policy
how t he trade shows were organi zed and what ki nd of
screening or neasures they mght take to get a better
sense of who is actually exhibiting on the floor.

MR WLFF: And bear in the mnd that the
exhibitors are the pronoter's custoners.

MR TCPCROFF: R ght.

MR WLFF. Bear in mnd that rel ationship.

MR TOPCRCFF: We're approaching ten o' cl ock.
| just want to give anybody el se the opportunity to
nmention for the record anythi ng about how trade shows are
organi zed, how they're run, operated, that would help to
conplete the record or clarify the issues.

MR LUDLUM Again, the eight to nine shows
that we do, we go to larger markets and our shows are
very typically large as far as attendance. VW' re getting
anywhere from4,000 to 12,000 people. It's just a two-

day event. |It's a Saturday and a Sunday only and the
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peopl e through in just a few hours.

The comrent was made about personal neetings
for the first tinme and exhibitors had an opportunity to
really get specific with alot of things. It's certainly
possible that it could happen. |It's probably not the
rule that specific information is transferred fromthe
exhibitor to attendee at our shows. It's really a natter
of just mass distribution of infornmation really in the
formof gather around and let nme tell you what |'ve got
and then get out of here and let the next batch of 20
people conme up so that | can pitch it to them

MR TIFFORD: How nmany exhi bitors do you
typically have at the shows?

MR LUDLUM At any one time, in the |arger
mar ket s probably between 2,000 and 3, 000 peopl e.

MR TIFFCORD: That woul d be attendees.

MR LUDLUM Ch, I'msorry.

MR TIFFORD: So, at your typical show you
woul d say that if you took a head count at two o' cl ock on
a Saturday afternoon there mght be 3,000 people on the
f1oor.

MR LUDLUM There could be as many as 3, 000.
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MR TIFFCRD. And how nmany exhi bitors m ght
there be at these shows?

MR LUDLUM On average, we have about 100
boot hs.

MR TIFFCRD: So, 100 boot hs and about 3, 000
people. Do you have sone pictures you mght showto
people to give sone idea of what we're tal ki ng about ?

MR LUDLUM If anybody hasn't been, | just
br ought sone photos of what a typical draped booth | ooks
i ke that neasures ten by ten.

MR TIFFCRD: And al so crowd scenes?

MR LUDLUM Yeah. | just wanted.

MR TOPCRCFF: And again, for the record, we're
| ooki ng at a few phot ographs of booths and crowd scenes
at the trade show.

MR TIFFCRD. Are you going to introduce them
into the record? W have others if you want to keep
t hose.

MR TOPCRCFF. Do you want ne to?

MR TIFFCRD: You mght as well, sure.

MR TCOPCROFF: kay. | don't know how we're
going to post these on the Internet, but --

MR FORSETH Scan them

M. HOMRD: We'Il scan themif we can
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MR TCOPCROFF. W can scan them Al right.
There are four photographs. 1'll just mark on the
back -- any particul ar order?

(No response.)

MR TCOPCROFF:  Ckay.

(Wher eupon, Exhibits 1 through 4
were marked for identification
and incorporated into the
record.)

MR TIFFORD: It's four photographs of typical
scenes at a trade show and | think they denonstrate just
how crowded it is and al so just how snmall nost of these
boot hs are.

MR TOPORCFF: kay. dI's trade show, do you
know roughly how many exhi bitors?

MR WLFF: No. | think the showthat they're
going to have in Long Beach is the first one here in the
US So, they don't have any experience --

MR TOPORCFF: So, they don't really have a
record in the U S

MR WLFF: | don't know what their record in
the UK is and I'mnot sure that's terribly rel evant

because it's a different narket.
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M. HOMRD: W en is that show?

MR FORSETH Particularly because it's their
first entrance into the U S narket.

MR WLFF: It's md-Septenber. | think it's
Sept enber 12th and 13th.

MR FCORSETH Yeah. Septenber 12th, 13th and

14th. It's three days. |It's Friday, Saturday and

Sunday.

MR WLFF. One thing | would al so point out
is -- and perhaps this should be a question posed to
Entrepreneur. | assune that Entrepreneur's conpensation

is based purely on | easing the space. There's not sone
conti ngency based on the success of the show, the nunber
of sales that are closed, et cetera

MR LUDLUM That's correct. It's purely on
space.

MR WLFF: So, | think it gets you away from
the sense that it's in a pronoter's financial interest to
correct thensel ves.

MR TCOPCROFF: R ght. No, | appreciate that.

MR CANTONE: | just wanted to add one thing
about sone trade show pronoters and sone things that they
have done with us and with you, the Federal Trade

Comm ssion, that | think nmakes a bit of a difference.
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And that is sonme pronoters will actually agree to give
space to Federal and state authorities, a booth, to be
there to answer questions of the public. And | know
every year at the International Franchi se Association
I nternational Exhibition they have, so far, graciously
allowed us a booth, us being the State of Virginia, the
State of Maryland and the Federal Trade Comm ssion, if we
want to be there to distribute literature about the |aw
about protections to consuners.

| believe at one point Bl enheimactually let us
do that as well, which we appreciated. And | wll say
not only did that help our office get the word out to
consuners, but | do know that it lent an air of
respectability to the show itself because we had
consuners come up to us, the state regulators, and said
well, | assune that if you' re here, everyone here is
okay.

G course, the answer to that question was, not
necessarily, but it certainly did -- was a cooperation
and effort that really nade a difference and we
appreciated it and | think the consuners appreciated it
and | believe that the pronoters got sone benefit out of

it.
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So, | thought that was sonething that worked
well and | woul d encourage other pronoters to do that.

M5. COX. This is Carolyn Cox. | was just
wondering what the cost associated with doing that is for
a trade show pronoter? | nean, what does it cost to rent
t hat space?

MR WLFF: It's one free boot h.

M. GOX: Well, | know But soneone el se coul d
have bought that booth.

MR TIFFCRD: That's right. Wat woul d be your
cheapest booth or does it vary by nmarket, M ke?

MR LUDLUM It varies alittle bit by market.

The cheapest booth we have is about $1, 000.

=

TI FFORD:  How rnuch?

LUDLUM  Just about $1, 000.
aoX: $1, 000?

FORSETH  Per show?

2 3 D 3

LUDLUM  Yes.

MR TOPORCFF: So, as a general proposition, if
a trade show pronoter were to give a booth over to the
state or the Federal Trade Comm ssion, we're roughly
tal ki ng about $1, 000.

MR TIFFCRD: That would be for a booth, if

they could not otherw se sell the space. And | think you
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need to think of booths as space. So, to the extent that
you dedi cate any part of the exhibit hall to "non-profit"
generating space, it's going to cost noney.

M5. HOMRD. At those shows, are they
frequently at capacity in terns of exhibitor space? So,
in fact, this is a true opportunity cost as opposed to
well there's really an entire wall here that's not being
used.

MR LUDLUM There's probably always room for
one or two nore.

MR CANTONE: W have never been in a booth at
a show that was filled to capacity.

MR LUDLUM That's true.

MR TOPORCFF: For d1's shows, are they going
to operate pretty nuch the sane way by having sem nars or
wor kshops or whatever for the public?

MR WLFF:  Um hum

MR FORSETH  Yes.

MR TOPORCFF: (kay. Could you describe that a

little bit? | know that there hasn't been a show yet,
but --

MR FCORSETH In terns of what? You nean the
type of educational semnars and those sorts of things.

MR TOPORCFF: Right.
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MR FORSETH At the A1l show, they're
contenplating, | know, prograns on investigating before
investing so that they' ||l have | awers actual ly speak
about what the |aw requires franchisors, sellers and
busi ness opportunities to provide as well as people are
speaking to the kinds of things that a prospective
i nvestor shoul d consider in nmaking an informed i nvest nent
decision. They're having speakers there about financing,
you know, just a variety of topics.

MR LUDLUM W do the sane types of semnars
at our shows, too.

MR TCOPCRCOFF:.  Anyt hing el se on the background
on trade shows? Mra, do you have any questions?

M5. HOMRD: Yeah, | just had a coupl e of other
questions. | know that the contracts give you perm ssion
basically to kick soneone out if they're in violation and
you' ve already tal ked about the difficulties that are
inherent and | understand that. |'mjust wondering if
that is unprecedented. Have you ever asked an exhi bitor
to | eave for whatever reason?

MR LUDLUM Yes. |It's very rare though. 1It's
disruptive. It's usually got to be a nmajor infraction of
one of the rules or it's sonething that maybe -- the one

instance that cones to mnd i s where sonebody was goi ng
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to sell a particular product. To naintain a variety of
exhibitors so that we don't just have a | ot of vending
machi nes out there, we'll limt the nunber of a
particular itemthat can be sold or a product or a
service or opportunity.

Sonebody had nmade a comment that they were --
or in the contract that they were going to sell Product A
and, in fact, they showed up with Product B and it was
nore than we really wanted to have on the floor at one
time. So, we renoved them

M5. HOMRD. (kay. |Is that about the only
i nstance that you --

MR LUDLUM | would say it's very rare

MR TOPORCFF: Question. For the Merchandi se
Mart in Chicago, since that's permanently in Chicago, are
there the sanme type of registration issues? Are the
exhibitors there all registered with the State of
Illinois or --

MR TIFFCRD: | believe they have worked very
closely with the Illinois regulators to make sure that
I1linois was very satisfied with the way they were --
with the way in which they were screening exhibitors.

wasn't involved in that aspect, so |l can't tell you
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exactly what happened. But | know t hey worked very
closely with the Illinois authorities.

MR TCOPCRCOFF:.  Roughly how many exhibitors are
t her e nowadays?

MR TIFFCRD. | just can't even guess. |'m not
sure.

MR TOPCROFF. (kay. Let's nake it real easy.
Are we talking 1 to 25, 25 to 50 exhi bitors?

MR CANTONE: Exhibitors or pronoters?

MR TOPCRCFF:  Exhi bitors.

MR TIFFCRD: Exhibitors.

MR TCOPCRCFF:. I n Chi cago.

MR TIFFCRD: In Chicago. Are you talking
about Merchandi se Mart?

MR TOPCRCFF:  Yeah.

MR FORSETH The last tinme | talked to Jim
Debolt | think that they were probably -- it was over 100
| think.

MR TIFFCRD. | think so. | just don't know

MR TCOPCROFF. Ballpark. So, we're talking in
excess of 100.

MR FORSETH O probably 50 to 150 | woul d

guess.
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MR TCOPCROFF. Ckay. |I'mnot going to hold you
to it.

MR FORSETH That's probably a fair guess.

MR TCPORCFF: | just wanted to get a sense are
we tal king six exhibitors or are we tal king nore sizabl e.

MR FORSETH No, it's nore than that. It's
nore substantial than that.

MR TCOPCRCOFF. kay. Any ot her commrents or
gquestions on this issue?

(No response.)

MR TOPCORCFF: kay. Well, I'mgoing to call a
break for about five m nutes.

(Wher eupon, a brief recess was
t aken.)

MR TOPCRCFF: We're back on the record. And
before we pick up on the specific ANPR issues, | just
want to give anybody el se an opportunity to clarify or
nmake any ot her additional statements based upon the
di scussion that we had before.

MR FORSETH Just a point that was raised
during the break in that if a franchise trade show
pronoter was deened to be a broker and the franchisor
uses the UFCC format offering circular, they woul d have
to disclose the identity of the broker in itemone and
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the cover page and itemtwo as well as itemthree of its
offering circul ar.

MR TIFFCRD: And the receipt.

MR FCORSETH And the receipt. So, | nean, it
woul d be kind of a nmonunental task requiring possible
anmendnent s dependi ng on -- you know, filing amendnents
with state agenci es dependi ng on whether or not it was,
in fact, offering within that particular state at a
variety of tinmes.

MR TOPORCFF: Dale, any comments on that?

MR CANTONE: | suppose the -- we're now
tal king about if the pronoter is deened a broker.

MR FORSETH A broker, correct.

MR CANTONE: Al right. That's not the rule
if the franchi sor chose to use the Maryl and specific
di scl osure; that would be the rule, is what you're
saying, for the FTC di scl osure.

MR FORSETH |'msaying the general UFCC
gui del i nes --

MR CANTONE: It would be general UFQCC
gui del i nes.

MR FORSETH -- specifies. Now, there is a
provision in the new UFQC gui delines that permts the

descriptions of brokers by addenda or regi ona
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sal espeople. But it's still an anmendnment to your
offering circular that you woul d have to file.

MR CANTONE:  Ckay.

MR FCORSETH And you woul d have -- again, the
franchi sor woul d have responsibility for the accuracies
of the information contained in its offering circular and
then to the extent that you are hol ding the trade show
pronoter as a broker, he would be jointly and severally
liable for the accuracy of the information put into the
offering circular by the franchisor, and in which case,
he woul d have to independently verify that information
whi ch woul d be i npossi bl e.

MR TIFFORD: And taking it even a step further
to make it even nore conplicated. Many tines you don't
know what the appropriate offering circular is until you
know who your prospective franchisee is. So, the exanple
we were tal king about before, we're having a Virginia
trade show, so there could be people com ng down from
Maryland. It's very, very likely that at a m ni num
there woul d be a Maryl and addendumto the offering
circular that any prospective franchi see woul d need to
get who's covered by the Maryland law. If you -- if an
| ndi ana prospective franchi see wal ked into the show and

that was the -- and you carry on a conversation with this
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person such that disclosure is required, then you would
probably have an | ndi ana addendum

So, in order for sonebody to really be fully in
conpl i ance and nmake sure there's absolutely no problem
they would have to walk in with every single disclosure
docunent for every state they're registered in, every
addendum for every di scl osure docunent dependi ng on where
they are because until they know who their prospective
franchisee is, they don't really know what all the
di scl osures they need to give are.

MR TCOPCROFF. kay. Mra?

M5. HOMRD. | just had a coupl e nore general
questions. You tal ked about the cost of a booth and I'm
curious as to whether or not the location plays a bearing
on the cost of a booth.

MR LUDLUM Not so much the location. |If
sonebody wanted a corner position, then there's a premum
for that.

M. HOMRD: Ckay.

MR LUDLUM There really isn't a different
cost if you'reright up front or in the back with us.

M5. HOMRD R ght.

MR LUDLUM W reserve sone of the front

| ocations for sponsors and that type of thing.
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M5. HOMRD:. Ckay. | wondered in terns of |ike
establ i shed franchi sors, people that have been exhibiting
with you for a |onger tine --

MR LUDLUM Preferential treatnent?

M5. HOMRD R ght.

MR LUDLUM  Sure.

M5. HOMRD. You do? Ckay. And |I'mjust
curious if you have any idea what percentage of people in
terns of how nmany people attend a particul ar show and
then when it comes down to it, how many of those people
actual |y purchase a franchi se based on attendi ng? |
realize that's an extrenely difficult question.

MR LUDLUM | couldn't even guess.

M5. HOMRD. kay. And do you know if
franchi sors keep any records to the extent that people
that purchase their franchise whether or not they were

i ntroduced at a show?

=

LUDLUM  Yes.
TIFFORD.  Yes.
WILFF: Sure they do.

LUDLUM  |'msure they do.

2 3 33

TIFFORD:  They sure do.
M. HOMRD: So, the different franchisors

woul d have that type of information.
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MR WLFF. As to their particul ar experience.

MB. HOMRD: Right.

MR WLFF. Sure. That's the way they
determne whether it's worthwhile to go back to the show

M5. HOMRD  Ckay.

MR TOPORCFF: (kay. Any ot her commrents?

(No response.)

MR TCOPCROFF. Ckay. Mving along to the ANPR
| just want to state at the begi nning that the Comm ssion
announced in the ANPR that was published in February that
it was leaning in the direction of excluding trade show
pronoters as brokers for rule purposes. So, | don't
think that we need to rehash all that.

What | would like to do is give everybody who's
participating here the opportunity to sumrari ze what they
m ght have submtted in their comrents or any other
addi tional points that they want to bring to our
attention that helps to clarify the issue.

So, I'll beginwith -- we'll start wth John.

MR TIFFCRD: Well, | think that what we put in
our responses not only for Entrepreneur but also for
Mer chandi se Mart was said so cogently and so well that |
woul dn't want to do the injustice of trying to paraphrase
it.
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Instead, | think what | would like to do is
just address one or two of the issues that were raised
initially here.

MR TOPCORCFF:  Ckay.

MR TIFFORD: And that seens to be singling out
trade shows as a special vehicle that should be dealt
with differently than all other forns by which
franchi sors and busi ness opportunity sellers identify a
prospect for prospective franchisees. | just don't see
why there should be a difference -- why trade show
pronoters should be treated any differently than any
other formof prospect. | have not heard or seen
anything that suggests that there's sonmething i nherent in
the trade show mlieu that requires a different form of
treat nent.

VW heard that the FTC s experience has been
that some exhi bitors have nade unl awful earnings clai ns.
| don't doubt that for a mnute, but I"'msure if you
| ooked t hrough newspaper advertisenents, you' d find
earnings clains also. To say that sone exhi bitors have
defrauded attendees at trade show pronmotions |I'msure is
accurate as your enforcenent experience recogni zes. But

|'msure that certain sellers have defrauded peopl e by
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means of newspaper advertisenents or other forns of
cont act .

So, | think the issue isn't the fact that we
have found cases where viol ati ons have occurred on peopl e
who were introduced to the seller at a trade show
think the issue should be here, is there anything specia
about the trade show environnent that causes these
problens and | think that's what we really need to worry
about now. And in the absence of that, | don't see any
reason why trade show pronoters shoul d be singled out for
special attention. That's nunber one.

Nunber two, |'mnot sure why the trade show
pronoters should be forced to assune responsibilities of
| aw enf orcenment which they're ill-suited to do. | think
that | aw enforcenent -- they certainly, we woul d hope,
woul d work with | aw enforcenent officials to nake sure
that their shows are conducted correctly and consuners
are not being injured about it -- fromthese shows. And
frankly, | think the trade show pronoters thensel ves
recogni ze for their own reputation, it's inportant to do
t hat .

But | think it's really inportant that if the
Comm ssion is thinking of putting sone extra burdens on

trade show pronoters that they need to establish the
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record to establish, nunber one, the preval ence of the
probl em the preval ence of the practice, the degree of
injury and the uni que features of the trade show
pronotions that differ fromany other forns of
prospecti ng.

MR TOPORCFF:. Eric?

MR WLFF. Since John's witten statenent was
so el oquent and his oral statenments were even nore
eloquent, | don't think I would want to do it an
injustice by trying to paraphrase what he just said other
than | support what he says, in particular, the thought
that there's sonething peculiar about the trade show
envi ronnment that would justify the inposition of
obl i gati ons.

| think, again, the FTCrule is focused on
franchi sors providing disclosure docunents to
franchisees. It is their primary responsibility and the
fact that they go about pronoting their franchise
opportunities through various nedia, | really don't think
shoul d draw those nedia into the conpliance arena.

MR TOPCROFF: I'mgoing to skip Dale for a
second. Mark?

MR FCORSETH Again, to reiterate what ny

counterparts here have said, just to further add onto
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what Eric said. |I'mnot sure -- nost of these pronoting
conpani es do things -- also other shows other than
franchi se and busi ness opportunity shows, although
Entrepreneur may not. They're show operators. They
m ght have another division that's operating boat shows
or conputer shows or -- and | guess to what extent -- and
' mnot sure why a franchi se show should be treated
differently than any other show that is just nerely a
vehicle to bring exhibitors together and create any nore
| egal obligation upon the show pronoter when they are
really is a | easer of space.

MR TOPORCFF: M. Ludl un?

MR LUDLUM  Not hi ng.

MR TOPCORCFF:. Dal e?

MR CANTONE: Well, one reason to -- | think
you need to recogni ze that we're tal ki ng about franchises
and a type of franchise called business opportunity. |
think that we have to all renenber that there is a
specific type of franchise called business opportunity
where there have been a | ot of problens for consuners.

The Maryland Securities D vision does not
necessarily favor holding trade show pronoters liable as
franchi se brokers. W do favor sone type of conditiona

exenption, which is the current provision, and the
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condi ti on bei ng sone type of requirenent on pronoters to
provide information to the public. You' ve already
mentioned that many pronoters are doing that. You're
doi ng sonething |ike that.

And John Tifford nentioned that he hopes that
pronoters would work with state agencies and to a certain
extent some do. They're not all here and they m ght not
all do and the ones that cone in the future who start
into this business mght not do as well.

And it's not -- | can't imagine it's a great
burden to provide sone notification to consuners about
what the lawis and things to watch out for, recognizing
that there is a segnent of that industry, not necessarily
the established franchi ses, but there is a segnent of the
industry where there is a pattern of problens. And we're
in favor of just letting the public know what the | aws
are and things to avoid.

And so, in that regard, we would favor that the
exenption that the FTC woul d fashi on have sone type of a
condition recogni zing that pronmoters shoul d provide that
warning. It can't be too nmuch of a burden since they've
al ready been -- sone of them have al ready been doing it
and under the current exenption, they all give out a

notification. | would like to see sonething a little
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nore substantial because | don't know that that
notification, as it currently exists, is going to -- is
all that effective in letting peopl e know about what the
lawis and it certainly doesn't |et themknow about sone
common sense things to watch out for.

So, that's our position on the issue of the
exenption for trade show pronoters as a franchi se broker.

MR TOPORCFF:  Mark?

MR FCORSETH Yeah, just to follow up wth what
Dale said. |'mnot sure trade show pronoters woul d
object to having to put a statenent up on their banner
that there are applicabl e disclosure | ans.

But having that be a condition as an exenption
or otherwise if you forgot to do that, you' re now subject
to being a franchise broker and having all this liability
across the board and jointly and severally liable for al
non- conpl i ance actions by franchisors exhibiting in the
show, | think is inappropriate. | think it's just -- it
shoul d be excluded. It's just not a definition of a --
it's not a broker. They just aren't involved in the
sale. It's just not -- it's -- their relationship isn't
such that they should be held liable conditionally or

ot her wi se.
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Now, | nean, if there's sonme other provision to
encourage that type of investor education is one thing,
but to have a liability still inposed if they fail to do
it, I just think, is inappropriate.

MR CANTONE: How el se would you do it?

MR FORSETH If you have a -- you know, a --

MR WLFF. You could anmend the rule to say
that specifically with respect to franchise trade shows
that pronoters nust provide this information. And |
think Mark's point is well taken is that if you don't do
that, then you've got responsibility for your own
failure. But under the current schenme of things, if you
don't provide the notice, you have responsibility for
ot her people's failures.

MR TIFFORD: That's exactly what's happened in
one or two of the consent decrees where it was -- agai nst
trade show pronoters, where they absol utely have done
not hi ng wong thenselves, it's just that they had not
provided the correct formof notice. There was a
technicality even on that. And --

MR TCOPCRCFF:. I n one instance.

MR TIFFORD: In one instance, yes. And well,
this is the kind of thing we're tal king about here. |If

people -- if sonebody is msrepresenting, that's a
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totally different issue. But when we're tal king about a
situation where the trade show pronoter just didn't
provide the right formof notice, the FTC cane to them
and said, we think that there have been people violating
the rules at your show and because you didn't provide the
notice, you're not entitled to the conditional exenption
and therefore you're jointly and severally liable with
t hem

And not getting into further details, that was
t he basi s upon which the trade show pronoter was held
responsi bl e, not for anything that they did wong. And |
guess | would just ask Dale if -- certainly nobody is
opposed to consumer education and certainly nobody is in
favor of ripping off consuners.

MR CANTONE: The crooks are.

MR TIFFORD: You're right. Wuld you favor
the same notice or the sane requirenent to the Wl
Street Journal and any ot her newspaper that asks -- that
t akes busi ness opportunity advertising and franchi se

advertising because it seens to ne it's exactly the same

I ssue.

MR CANTONE: Well, | would say that onits
own -- one exanple is the Baltinore Sun does two things.
It does check with our office about -- and we're talking
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about busi ness opportunities now, because | want to nake
that distinction here because | think it needs to be
nade.

Wth regard to the business opportunities
section of the Baltinore Sun, they do two things. One,
they check with our office when they see an ad that
they' re concerned about to see whether or not it's in
conpliance with Federal and state law. Two, the very
first ad under the business opportunity section of the
Balti nore Sun says, there are Federal and state | aws,
here's the nunber for the Maryland Securities D vision.

MR TIFFORD: Ch, | understand that. But, |
mean, we're thinking about a proposed regulation that's
goi ng to govern everybody's conduct in connection with
the offer and sale of franchises and so, if we're not
going to -- and so, we have two policy issues. Nunber
one, do we single out one group for special treatnent?
And nunber two, if we're going to think that sonething
nore needs to be done, should it be done for everybody or

should it be done for no one?

Now, nobody opposed consuner education, but the

issue is if you re going to nake the trade show pronoters
doit, don't -- doesn't it nake sense to nmake everybody
doit?
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MR TCOPCROFF:.  John, isn't there a fundanental
di fference though between a trade show and ot her forns of
media inthat if 1'"ma prospective buyer and | pick up a
newspaper or a nagazine or a radio or whatever it m ght
be -- I'Il put aside infonercial, that mght be a little
bit different. 1In general, it's basic information, it's
somewhat limted, it really invites further inquiry, as
opposed to going to a trade show where the |ine between
the first personal neeting and the general discussion
coul d be paper thin.

The reason that people go to the trade showis
to engage in discussion and the Conmssion -- or at |east
get information, have the opportunity to ask questi ons,
get answers. And what the Comm ssion has said in the
final interpretive guides is it recognizes that the first
personal mneeting sonetines could be difficult to
determ ne and sai d usi ng common sense and ot her neans --
| think it's in reference to at a show -- the exhibitor
could avoid the first face-to-face neeting.

MR TIFFCRD: Well, | think --

MR TCOPCROFF: But | think in that sense the
triggering nmechanismfor disclosure is alot closer to

the mark at a trade show than in other forns of nedi a.
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MR TIFFCRD: Well, | think we're tal ki ng about
two different things. |If we're tal king about sone kind
of consumer education, which is what | think we're
tal king about at the nonent, the issue is if you' re going
to make sonebody provi de consuner education because of
their bringing people together, then it would seemto ne
| ogi cally you nmake everybody who's bringi ng peopl e
t oget her the same way provi de consuner educati on.

If we're tal ki ng about nmaking -- when do you
gi ve a disclosure docunent, that's -- when does a seller
provi de a di scl osure docunment to a prospective
franchi see, that's not a question of trade show
pronoters. They don't nmake disclosure to anybody. It's
just their exhibitors who nmake the disclosure.

So, the point is it's a conpletely different
issue that's really -- in terns of when does the
prospective purchaser first get the offering circul ar.
And that's different fromwhether or not we shoul d be
gi ving consuner notices to peopl e about the existence of
lawns. | really do think they are the same issue.

MR TCOPCROFF: kay. | want to clarify a point
and naybe this is a little bit where it gets confusing.
Wen we | ook at the trade show pronoter issue, we do so

fromboth the perspective of the pronoter and what the
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pronoter's liability should be, as well as on the part of
the exhibitor and what the exhibitor's liabilities m ght
be. And | think in sone respects that it's tied to the
extent that the exhibitors nmay have -- may cross the |line
again and hold first face-to-face neetings or if there
were msrepresentations or there were other kinds of
responsi bilities on the exhibitor at the show

It's not a great leap to then say while the
person or the entity that is sponsoring this event, who
may be fully aware of what's going on the trade show
floor, may have sone responsibility as a broker given
that the definition of broker speaks in terns of
arranging for the sale of a franchise. So --

MR TIFFORD: | woul d say that
responsibility -- there's a flip side of responsibility
and that's power and | think they have to go together.
If you want to hol d sonebody responsible, it's because
t hey have the power to do sonething or to prevent
sonmething else to happen and | think that's really where
we conme down to the issue here. They don't have the
power and they don't meani ngfully have the power to do
what you're hoping to be able to have themdo. And they
don't have the financial incentive to rip the consuners

of f.
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I ssue beconmes why are you putting these people in a
position of liability when they don't have the power to
do anyt hi ng about it?

MR TCOPCRCFF.  Mving on, on the assunption
that the Commssion is going to exenpt trade show
pronoters -- and we're talking strictly about the
pronoters at this point not exhibitors -- how shoul d that
be done. R ght now, there is nothing in the text of the
rule per se that talks in terns of pronoters. | don't
think the word pronoter -- | don't think you're going to
find it inthe rule. Basically, where the issue cones up
isinthe interpretive guides.

MR FORSETH R ght.

MR TOPCROFF. So, is it a question of amendi ng
the rule or is just a question of changing the
interpretive guides? |Is there a significant problem
nowadays with the pronoter issue that woul d conpel the
Comm ssion to anmend the rule itself or againis it a
question of policy that the Comm ssion could just decide
onits own, but we're just not going to pursue trade show
pronoters because we don't think that they act as brokers

or inthe alternative anending the interpretive gui des?
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MR TIFFORD: Well, | guess | woul d suggest
that the rule I anguage right nowtalks in terns of a
broker who offers, sells or arranges for the sale of a
franchise, and that is the -- the concept of arranges for
the sale was the concept that the Comm ssion seized upon
in 1979 to say they covered brokers in the interpretive
guides. And | suppose that as |ong as you change the
interpretive guides to say that you don't nean that, that
to sone extent people would not need to worry about the
FTC rul e.

However, there are, believe it or not,
approxi mately 12 states now where through baby FTC | ans
or other capabilities, there is a private right of action
that exists for franchise rule violations and peopl e can
argue, | think, until the cows conme hone whet her or not
arranges for the sale is broad enough to cover the
franchi se broker operation. Certainly, the Comm ssion

has been on record for the last 17 or 18 years to say it

was.
So, inny mnd, to say just what we need to do
is change the guidelines, | don't think that's the
conplete solution. It would certainly go a | ong way, but
as long -- and | would say if the Comm ssion were doi ng

not hi ng el se and said should we have a rul e anendnent
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sinply for the purpose of dealing with the trade show
pronoters, | think that |egitimte argunments coul d be
made that that seens |ike doing a whole ot of work for a
very, very snall elenent of the problem

But | think that as long as the Commssion is
pl anning to go forward or if the Comm ssion shoul d choose
to go forward with the rul e amendnent proceedi ng for
what ever ot her reasons they want, it seens to ne it makes
alot nore sense to do it right and nake it clear, not
only for the FTC but for all private right of actions or
states as to what the appropriate policy should be, which
| certainly believe should exclude trade show pronoters.

MR TCOPCRCOFF.  Well, let me ask a question on
that. Are you aware of any suits under little FTC acts
by consuners or anybody el se agai nst pronoters?

MR TIFFORD: [|'mnot involved in any of those.
Have you been sued at all, Mke?

MR LUDLUM No.

MR TIFFCRD. | personally don't know of any.

MR TOPORCFF: |s anybody el se aware of any
little FTC act suits agai nst pronoters?

MR WULFF. No.

MR FORSETH |'mnot aware of any such cases.
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MR TOPORCFF: (kay. Because | haven't heard

of any.

MR WLFF: No.

MR TOPCRCFF: So, what |'mreally probing here
is howreal or how nmuch of an issue is this. It seens to

me that the issue here is really one for the Federal
Trade Comm ssion, that the Trade Comm ssion has been
concerned about the issue of trade shows and the
pronoters and has sought to bring sone suits here. |If

t he Comm ssion decides as a matter of policy or otherw se
that it's just not going to pursue that avenue anynore,

does that really solve the probl en?

MR TIFFCRD: Well, it doesn't solve the
pr obl em
MR FCORSETH | guess the next questionis --
MR WLFF. Well, it --
MR TOPCRCFF: Excuse ne. John?

MR TIFFCRD: Well, Steve, it has not sol ved
the probleminternationally. As you know, the Comm ssion
has announced, 1979, that they have no intention of
enforcing the rule of international transactions in terns
of disclosure issues. And yet, there's a recent Florida
case, a dry clean case, where under baby FTC |l aw, a

franchi sor was really stuck. The franchisee, if they
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have a private right of action, is not bound by the FTC s
i ntentions.

And again, | would say if you don't -- if you
would say this is the only thing in the world that we
have to do in the Franchise Rule, maybe it's not worth
the effort. But as long as you' re going to anmend the
rule, you mght as well do this one and get it right.

MR WLFF. Plus the additional point here is
that if you want to i npose on trade show pronoters
certain consuner education obligations, | don't know how
you can do that with the interpretive guides w thout
bringing themw thin the definition of something.

MR TOPORCFF: Well, let's put aside education
for nowand let's ook strictly at the issue of
liability.

MR WLFF. Ckay. But if you then say that a
pronoter is not a broker then that's the end of it.
That's the end of the story. That pronoter sinply does
what he wants to do and he has no liability under the
rule. He may have liability under Section V.

MR TOPCROFF.  \Well, let's --

MR WLFF. But you cannot inpose themon the
pronoter, the educational responsibilities that are under

t he exenpti on.
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MR TOPCRCFF: No, | -- right, | appreciate
t hat .

MR WLFF. So, what John is saying, | think,
is also supported fromthis -- froma policy perspective
of what it is that you may still want to do with

pronoters and that is some educational responsibility.
Because if you don't do that through a rule anmendnent, |
don't think you can do it with the interpretive guides
unl ess you continue to believe that they act in the

capacity of a broker.

MR TCOPCROFF. R ght. Well, what | was getting

at is if the Comm ssion decides that it just wants to be
out of the business of dealing with pronoters, no
education, no liability, no nothing, the question is how
shoul d that be advanced? Wether there's advantages in
doing it -- in amending the rule itself or whether --
since it's not inthe rule or it's just a question of
basically cleaning up our interpretive guides. [|'m
putting aside the question of education for now |I'm
addressing strictly the liability.

MR WLFF. There are no lawsuits that I'm
aware of against pronoters that -- again since 1979, |I'm

not aware of any lawsuits on international sales until
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the recent ones. So, it's been many years before that
actually hit.

MR TOPCROFF: But this --

MR WLFF:. So, even though we don't currently
have it, there's the possibility that this kind of
litigation could occur in the future and that anbiguity
on the issue could be the basis of holding a pronoter
l'iable.

MR TOPCRCFF: Mark, did you have an offering?

MR FORSETH | was just going to reiterate,
particularly on behalf of AI, they' re based in Florida
and Florida is the honme of that recent internationa
case. |I'msure they would appreciate it being clarified,
in fact, that they are not covered by the rule and don't
have liability in the rule.

MR TOPORCFF: Dale, any thoughts on the
subj ect ?

MR CANTONE: No, other than if you exenpt them
or clarify the rule that they're not covered, then
obviously the only way to get sonme educational conponent
is to do it another way through another statute.

MR TCPCROFF: R ght.

MR CANTONE: Not hing to add.
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MR TOPCROFF. Ckay. Now, we'll get onto the
consuner ed angle here. As a nmatter of policy, should
the Comm ssion require trade show pronoters to be
invol ved in giving out educational notices or other kinds
of canpaigns, if you will? And one thought that | had --
if the answer is yes, they should, how do we get there,
nunber one, and nunber two, |I'moffering as a proposal
the idea that if a trade show pronoter, let's say, has
t he wor kshops and semnars and whatever that will suffice
or if not at the very least they still give out the
consuner education notice that they have been in the
past .

So, on the first issue, should the Federal
Trade Comm ssion require trade show pronoters to give out
sone ki nd of consuner or engage in consumer education
efforts? Dale?

MR CANTONE: | think on behalf of the State
of Maryland, we support that. W don't think it's an
overly burdensone requirenment of pronoters. The good
ones are going to want to do it. And the workshops are
not going to be enough as |Iong as the workshops are
presented to a select few people who are interested in
it. And then who's giving it, it's -- the workshops can

be all over the board. | nean, it's not a structured
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environnent. W' re not tal king about the whol e body of
law in the area, we're tal king about basically just a
few-- as far as |'mconcerned, just a few common sense
requi renents.

| deal |y, we woul d include sonet hing about state
law, to check with the state authorities and then we
woul d al so include information about the comron probl ens
of a certain segnment of the industry.

MR TOPORCFF:. Eric?

MR WLFF. Do you have any data on how nmany
peopl e who attend trade shows actually read the FTC
requi red discl osure and any sense of whether that has any
inpact at all?

MR TOPORCFF: W don't have specific
statistics. | think that that's fair to say. Wat | can
tell youis in -- what year was our M nneapolis neeting?

MR TIFFCRD: '95. Septenber of '95.

MR TCOPCRCFF:  Sept enber of '95?

MR TIFFORD. Yes.

MR TOPCRCFF: W net in Mnneapolis and a
gentl eman, Sam D amco, who | forget which systemhe's
i nvol ved in.

MB. HOMRD QM

MR TIFFORDE M
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MR TOPORCFF: He's QW

M5. HOMRD  Um hum

MR FCORSETH Yeah, | think that's right.

MR TOPCRCFF: (kay. He basically said that he
prints out these notices and distributes themand finds
themimrediately in the trash or on the floor or what
have you. So, | think that it is a valid issue. Wo
reads these? | don't know that we'll ever be able to get
that infornmation unless we did sone kind of survey. 1|'m
not sure that anybody has done that.

MR WLFF: M gut instinct is that -- and just
havi ng gone to trade shows as a visitor -- is that you
get a package of materials, you get a batch and it's in
those materials and | don't think a whole | ot of people
really even | ook in the package. Mbst of it is
pronotional stuff. |[If they do, they flip through it.

So, | don't -- | wonder how effective that is.

| also think what Dale said is correct. That
interns of the educational semnars, that of course is
only for those who want to attend and the turnout nay
vary considerably. So, I'mnot -- | guess |'mnot sure
how effective this kind of effort is likely to be, even

assumng you -- one were to disagree with John's point of
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viewthat this is not a nedia that should be
di sti ngui shed from ot hers.

MR TIFFCRD: | would say that fromny
experience when | was at the Federal Trade Comm ssion
i nvol ved with Franchise Rule enforcenent that | was
al ways di scouraged by those notices and the efficacy of
those notices. | saw themas having the prinmary effect
of telling people that you should be getting a disclosure
docunment. Certainly, if anyone gets a disclosure
document, they don't need the notice because the notice
sinply says, there's a |aw and you' re going to get a
di scl osure docunent. So, they got it anyway so that's no
bi g deal .

So, then the question is | always thought,
well, they're going to get this thing and they're going
to cone to these people and they're going to say, where's
your disclosure docunent and they're going to say, oh,
there nust be sonmething wong with getting it.

From ny experience -- maybe things have changed
in the last eight years -- what happened is that the
sel lers woul d say, oh, we're not covered by those rules,
we don't charge royalties, we don't have the probl ens
that they have, that's why they have these rules for

those terrible people, we're not terrible at all. And
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that was the end of it. Someone would say, | don't have
to give you a disclosure docunent, |I'mnot covered by the
rules. So, then what are you supposed to do with this
notice?

So, ny instinct is it just didn't really do a

whol e ot of good. And | would just say in terns of the

concept of giving out disclosure -- giving out this kind
of a notice, | guess ny feeling is when you say, should
it berequired, I just wonder what -- well, to explore a

little bit about required.

If the questionis, would it be a nice idea,
the answer is sure. Wuld you hope that trade show
pronoters would take it upon thenselves to do it? The
answer is sure, it can't hurt. But what happens when
they don't doit? MNow, | know of one instance again
where a trade show pronoter wound up with a consent
decree because the notice that they gave out didn't have
the exact words they were supposed to have. It's hard to
see the validity of sonmething |ike that.

What woul d be the flip side of not giving the
notice out? If you do not give the notice out and you
wind up jointly and severally liable, | would say that's
aterrible, terrible remedy for that kind of a

circunstance. |If the flip side is, you know, you pay a
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fine of $50, | nean | don't think anyone woul d take it
seriously.

So, | don't know what kind of teeth you would
have for such a regul ation that woul d be sensi bl e.

MR WLFF:  You woul d enjoin themfrom hol di ng
future shows.

MR TIFFORD. That seens pretty strong.

Anyway, | don't have nuch use for the notice.

M5. HOMRD. It seens to ne we're tal ki ng about
several different issues here. Do you think perhaps if
we | ook at each -- although, they're inter-related, |
think it's inportant to at |east share your ideas on
each. | nean, John, you were just talking about shoul d
t he Comm ssion require trade show pronoters to give out a
noti ce and we'll disregard whether or not that's
effective or whether it could be nmade effective.

Do ot her peopl e have thoughts on that?

MR TOPCROFF. That is the issue that's on the
table right now

M5. HOMRD. That is the issue. Should the
Comm ssion require it of trade show pronoters?

MR TIFFCRD. It seens |ike such an innocuous
thing to do and it's not all that expensive. So, the

answer is people should be able to do it. | guess I

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

94



N

o o A~ W

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

woul d say before you could really answer that, you would

need to know what woul d happen if they don't. Under the

present circunstance, | think what happens if they don't

give out the notice under the conditional exenption, it's
aterrible result that's far worse than the --

MR TCOPCRCFF. Let's put it this way. Wat
happens if we anend the rule and there is a new
definition and a new section called trade show pronoters
and it puts the affirmative obligation of the pronoter to
gi ve out sone kind of notice or engage in sone Kkind of
educational effort. The violation of that would be a
rule violation, but the violation would be that one
count. M. or whoever franchi se pronoter has viol ated
the Franchise Rule by failing to give out the required

consuner educati on noti ce.

MR TIFFORD: | would say -- | would go back to

ny first question which is why are you singling out trade
show pronot ers.

MR TOPCROFF. (kay. Putting that aside, if
t he Comm ssi on deci ded for whatever reason it thought
t hat show pronoters shoul d be singled out, woul d that
approach work for you?

MR WLFF:. It's an inprovenent over the

current situation, there's no doubt about that. Wether
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it'"s really warranted to do sonething like that, |I'm not
so sure that it is quite frankly. | think that this was
afairly creative way of dealing with the situation with
pronoters and getting themout in effect fromthe
definition of a broker and I think that you can't ask the
question w thout al so addressing the issue of how
effective is it. | nean, those two are inter-related.
And again, I'mnot aware of any enpirical data on that,
but ny instincts tell ne that it's not terribly
ef fective.

MR TCOPCRCFF.  Any ot her comments on this
particul ar point?

MR TIFFCRD: What that would nean, if it were
just a civil penalty, it would nmean that you have a
liability of up to $11,000 for each show, and if you did
it a second tine, you're also in contenpt of court
because you' ve signed a consent decree. To ne, that's a
pretty strong -- that's a pretty strong stick. And I
would like to know what it is that you re going to get
for that in exchange in terns of consuner benefit. |
don't see it.

MR CANTONE: | think there's a huge consuner
benefit in giving information. | have to say that the

current notice, | don't find all that helpful. 1've
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personal |y seen consuners pick it up, see what it is --
sone pronoters give themone with the tickets actually --
and then it just goes right in the trash. But | think
that real neaningful information is desperately needed
and | think that consuners absolutely want it. It just
has to be presented in a way that, nunber one, they can
under stand; and nunber two, that tells themwhat they
need to know.

And | think that however you want to do it,
whet her you want to nmake it as a conditional exenption,
think in this case, what you're proposi ng woul d worKk.

MR TOPORCFF: If we hired you as a contractor
and you were to cone up with sone kind of education
notice or a program whatever, for trade show pronoters,
what would it be? Wiat's your proposal ? Wat would it
| ook |ike?

MR CANTONE: It would be a -- boy, that's
putting nme on the spot. | think it would be ideally
sonething that's posted throughout the hall and it woul d

MR TOPCRCFF: Several |ocations throughout the
hal | ?

MR CANTONE: Several |ocations throughout the

hall and it would be in bullet form it would maybe be no
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nore than five to ten points of infornmation in bold
print. That's about it. | don't think that consuners at
that point need to know all of the infornation that's
contained in the actual rule. | think they need to know
there are specific laws, specific problens and where to
go to find out or what to watch out for.

MR TOPCRCFF:  Ckay.

MR CANTONEE And | think it should be --
certainly, fromny own experience, you can pretty much
if you talk to a consuner before they get to the show,
you don't need to spend a whole lot of tine with themto
tell themwhat they need to know under both Federal and
state law. | nean, it's a natter of there is a rule,
generally what the rule provides, there is a state | aw,
generally what the state | aw provides and these are the
things to watch out for. You need a disclosure
statenent, the ten-day rule, the problemw th earnings
clains, and that's about it.

MR TOPORCFF:  Anybody have any thoughts on
t hat proposal ?

MR FCORSETH But then --

MR TCOPCROFF: (On the substance of the
proposal, not whether it's necessary or what the

rati onal e should be or whatever. On the assunption that
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t he Comm ssion wants to nove ahead and require trade show
pronoters --

MR WLFF:. It strikes ne what Dal e has
suggested is likely to be nore effective than what is
currently being contenplated. That clearly is so.

MR TOPCORCFF:  Ckay.

MR FCORSETH But then you're tal ki ng about
i nposi ng a cost on all show pronoters to put up banners
and to bear the cost of preparing the banners to put
t hose up --

MR TCOPCROFF:. | understand that.

MR FORSETH -- as well as a failure to.

MR TOPORCFF: R ght, | understand.

MR TIFFCRD: | think it puts the trade show
pronoters at a real conpetitive disadvantage. Wat
you're really saying is it's like a warning | abel. Every
time you go down the aisle, there's another big sign that
says, you know, be careful about this, be careful about
this, watch out for earnings clains and this and that. |
nmean, what kind of inage does it give about the various
people who are in the mddle of this show, who are the
exhibitors that you have to have four or five notices
t hroughout a hall that says on these things are
happeni ng?
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MR CANTONEE On the contrary. On the
contrary. But they're not doing it.

MR WLFF: But that's the reality in which
franchi sors Iive.

MR CANTONE: | have gotten nore information
fromlegitimate sellers who want us -- who want this
information to be out. They want an educated consuner.
The legitimate exhi bitors want people to know all of the
rul e requi renents because there are people who viol ate
the rule. And it puts themat a conpetitive di sadvant age
to have a consuner who does not know there's this
requi renent, who does not know that earnings clains have
to be substantiated. So, the good ones really want the
consuners to know what the rules are.

MR TIFFORD: | certainly think that hel ps.
But | think that they're -- the way to do it is to nake
sure that the public regulatory officials that are
responsi bl e for enforcenent of this rule have the staff
and the capabilities to do it and let themtake on the
enf orcenent responsibilities.

MR TCOPCROFF. kay. We're noving on.

The next issue is we have tal ked nost of this
norni ng about the liability responsibilities of the

pronoter. | want to switch to the liabilities and the
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responsi bilities for exhibitors on trade show fl oors.
So, for this discussion, we're talking strictly about the
franchi sors, the business opportunity sellers, not the
pronoters. So, we're not tal king about secondary
liability or anything like that.

What responsibility should exhibitors on the
trade show fl oor have under the rule in terns of -- we
nmentioned before that at |east the Conmssion' s | aw
enf orcenent experience is that we have seen tine and tine
agai n earnings issues and other kinds of problens with
respect to the exhibitors. Wat responsibilities, if
any, should the Comm ssion inpose on the exhibitors at
trade shows?

MR FORSETH Well, those sane exhi bitors have
the same responsibilities under the rule and if they're
violating the rule -- why are you going to inpose
nore rules for themto violate | guess is ny question.
| mean, the rules are pretty clear about what their
conduct is. Thou shalt not nake earnings clains unless
you have a, you know, factual basis and materia
assunptions underlying it and set forth in your offering
circular. Thou shalt have an offering circular at the
first personal neeting for the discussion of the sale of

t he franchi se.
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| don't think that the behavior at a trade show
shoul d be any different than what the behavior is
generally and putting sonething else in the rul e about
their behavior at a trade show seens to ne is
duplicati ve.

MR CANTONE: The difference is thisis a
forum - -

MR TOPCRCOFF. Dal e?

MR CANTONE: This is a forumspecifically
designed for the sale of franchi ses or business
opportunities. And | think that the suggestion in the
ANPR that exhi bitors have to have a discl osure statenent
or aletter froman attorney explai ning why they don't
fit withinthe rule is perfectly legitimate. | think it
woul d be very hel pful and it doesn't seemtoo
probl emat i c.

MR FORSETH Well, | guess the problem| have
with that is by having that offering circular in a
posi ti on where you' re now changing the entire character
of the conversation that's taking place at the trade show
booth and you are now creating a | egal event which
constitutes a first personal neeting by changing the
character of the discussion. You're --

MR TOPCRCFF: Well -- go ahead.
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MR FCORSETH | nean, the point is nost of
t hese conversations are very quick, they're very general.
You' ve got people comng in out of the booth, here's a
brochure. You know, they get down -- they try to get the
nane of the person. They're going to call themup and
it's going to be a followup lead. And that's when those
di scussions for the sale of the franchise are going to
take place and the franchisor then has control over the
first personal neeting if it uses caution as indicated in
the interpretive guides.

Under the circunstance where they' re obligated
to have the offering circular, it's sitting there for
public purview, people are going to be stopping to | ook
at it, they're going to want to talk about it and all of
a sudden, you've just changed the character of the
conversation.

MR CANTONE: | think you're tal king now about
what is available for public inspection as opposed to
having it exist.

MR WLFF:. | think the major challenge for a
franchisor at -- going to an exhibition like thisis to
determ ne when an offering circular needs to be
delivered. | think that's the major uncertainty that

they face. And | think that that may be sonethi ng
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wort hwhi | e addressing by the Coomssion in a practi cal
fashion. | think -- what Mark has suggested, | think, is
by in large true. The kind of discussion that one
encounters at the booth, at least in ny mnd, does not
amount to a first personal neeting. These are general

di scussi ons about the franchi se opportunity.

There does certainly becone a point in tine
when if a particular prospect has a serious interest that
that prospect should be entitled to get the disclosure
docunent. And | think that's the difficult issue that
franchisors face. And then they face it in the context
of an exhibition that may be draw ng people fromall over
the country and fromother countries and they better be
prepared with the right docunents.

MR TCOPCROFF:  Well, | think they need to be
prepared with the docunents regardl ess because | think
nmost franchisors or bus op sellers at shows anticipate
that they nmay engage in sales.

MR WLFF. But the question is, do you put the
piles out in front on -- in your booth or do you keep
themin the back when, in fact, you have a foll ow up
neeting that's not at the booth, where it is a one-on-one
meeting with the prospect and you give the prospect a

di scl osure docunent .
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MR TIFFCRD: If | mght suggest?

MR TOPCRCFF:  John?

MR TIFFCRD. This is typical of lawers. Al
the lawers are giving the answers and here we have
sonebody who actually is at all these shows and runs them
who's not getting an opportunity to talk. Wy don't you
tell us, Mke, what happens -- what is the prinary
purpose, to the best of your know edge, that exhibitors
will come to trade shows? Wat do they expect to happen
on a trade show fl oor?

MR LUDLUM They hope to generate | eads and
then they hope to close it -- it's usually at a later
tinme.

MR TIFFORD: Wich neans? Wat are they -- do
they expect to carry on a half an hour conversation with
sonebody at a boot h?

MR LUDLUM They can't afford to. | had
mentioned earlier that it's just to get a mass of people
to their booth, nmake a presentation, get rid of them and
bring anot her nmass of people in and expose yourself to as
many peopl e as you possi bly can, let them know how to
contact you through brochures that you hand out and then

hope for --
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MR WLFF. And then possibly have sem nars
that go along with the show t hensel ves --

MR LUDLUM Sone of them do.

MR WLFF. -- where the people who have a
particul ar interest can conme back for further
i nformati on.

MR LUDLUM That's right.

MR TCOPCRCFF:.  Dal e?

MR CANTONE: So, what's the downside of having
this information -- are you saying that there is a point
where it's too early to have this information avail abl e?

MR TIFFORD: | guess the question really is
what is happening at this booth. 1|s sonebody naking a
very solid pitch to buy a franchise fromne and
precondi tioni ng someone so that the sale is done at the
booth or is it just sinply to get sonebody's nane, get
sonmebody who is interested and then nake sone subsequent
followup tinme? If it's the latter, then disclosure
doesn't seemto nake all that nuch sense --

MR CANTONE: But what's the downside? That's
what ny question is.

MR WLFF. The downside is a huge pile of

paper from you know -- | mean, how nmany of these -- how
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many copi es of the Maryl and UFCC shoul d you have at a
show?

MR TOPORCFF: Let nme ask a question. the
specific proposal in the ANPRis not that franchisors or
ot her exhibitors come w th truckl oads of UFGCs. The
specific proposal is to have a sanple copy in a binder or
sonme other way so that it can be there, a single copy, a
permanent copy if you will, so that people who do have
some questions mght be able to | ook through it and get
the infornation.

MR WLFF. A pernmanent copy at the booth?

MR TCPCROFF: R ght.

MR WLFF:. So, someone can flip through the
100 pages?

MR FORSETH So, it's chained to the booth?

MR TIFFCRD: | think that we ought to let M ke
give sone -- at least initially to start because, | nean,
he runs these shows.

MR TOPCRCFF: No, that's fine.

MR LUDLUM W've actually been required since
t he begi nning of the year to have the UFQCs or this
letter fromthe attorneys stating that they' re not
required to have one promnently displayed at the booth

and it hasn't worked.
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MR TOPCROFF. kay. Well, let ne just nake
sure | understand that. Wat was the -- what is your
requi renent now?

MR LUDLUM W are actually required to have a
UFQOC or a signed letter froman attorney stating that
that franchi se or business opportunity is not required to
have a UFQC prom nently di spl ayed at each of the boot hs
during the show -- during show hours.

MR TCOPCRCFF:.  (kay.

MR FCORSETH Who's requiring that just out of
curiosity?

MR TOPCORCFF:  Your conpany is required to do
t hat ?

MR TIFFORD. Is it a consent decree?

MR LUDLUM Yes. Just our conpany is right.

MR TOPCROFF: (kay. And you said that this
doesn't worKk.

MR LUDLUM It's not working.

MR TOPCRCFF: I n what sense?

MR LUDLUM W -- the reason | handed out sone
of the pictures was to show what a typical booth | ooks
like during the mddle of the day. There really isn't a
place to put these UFOCs. W actually do that, with a

t hunbt ack and with a heavy cable, we actually fasten
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these to the table. And within mnutes of the show
opening, they' re either covered up with brochures,

t hey' ve been renoved and put on the fl oor.

Even the people that try to conply and | eave it
there -- if you |l ook at sone of the pictures you'll see
that it only takes three or four people in front of the
boot h, shoul der to shoul der, to effectively block off
that booth and that table, that if anybody was | ooki ng
for it, they couldn't find it.

MR TOPORCFF: (kay. Let me ask you a
different variation on the thene. Wat happens if you
didn't have a sanpl e copy avail able, but you had at | east
sone copies of UFOCs at the show and if sonebody
specifically asked for a copy, even if there isn't a
face-to-face neeting. |f somebody wal ked over to the
booth and said, | see here's sone sales |literate, can |
take that. Yes, you can. Do you have a copy of the
UFCC? Can | look through it? How would that work?

MR WALFF. Well, if you conbine that with
Dal €' s banners, you better pull up the truckl oads because
that's what everyone will ask for. |If the banner says,
ask for a UFCC, then --

MR TIFFCRD: | think we al so need to nove from

the theoretical to the practical.
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MR TOPCRCFF: Right.
MR TIFFORD: In terns of what does it nean to
ook at this offering circular in the mddle of 3,000
people in a hallway in a convention area mlling around.
| can tell you |l wote a lot of offering circulars as
does everyone here or review themor whatever. | can't
review these things, and I know what |I'm|looking for, |
know to skimand | know where to | ook seriously, wthin
an hour without -- forgetting the contract, just |ooking

at the offering circular in ny office when I"'mable to

concentrate, | can't do it in under an hour
Now, here you have sonebody -- mnaybe ot her
people can do it faster than | can. | can't. Here you

have a trade show wi th peopl e who don't have our
know edge of what franchising is, doesn't know what the
offering circular is, isn't famliar with the terns the
way we are, standing at a booth that is very small where
only four people can get there, has gotten this offering
circular in their hand and nowis going to read it. |
mean, what happens - -

MR TOPCROFF. (kay. | -- okay. | could
under stand that perhaps the casual participant or
attendee at a show who mght be going just to scout out

what this is all about, |like they would go the car show
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or the boat show, | could understand that they m ght not
| ook through a UFOC or even know what it is, whatever.
But there may be sophisticated buyers, if you will, who
are educated, who are going to the show specifically to
be able to conparison shop, let's say, for the best
opportunities.

In that kind of scenario, if they went -- let's
say its me or any of us and I went to M. X Exhibitor and
| said, | amlooking for a particular franchise in the
restaurant industry, can | | ook at your UFCC.

MR TIFFCRD: Al right. There are two answers
to that.

MR FCORSETH | don't think you can keep the
sal esperson fromeventual |y giving hi mone.

MR TIFFORD: There are two answers to that.
| f a sophisticated prospective franchi see cones to the
booth and says, | really want to | ook at your offering
circular, I want to do sone conpari son shoppi ng because |
see that there are five other restaurant franchisors here
today, | want a copy of your offering circular. And the
sal esman says, no, I'mnot going to give it to you. But
what I"'mgoing to do is very sinple. If you want our
offering circular, let's make an appointnment, |'Il neet

with you after the show, we'll talk, I'Il give you the
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offering circular and you can look at it then. But I'm
just not handing it out.

Now, here's two choices. Just let the market
take care of this. Ether the sophisticated purchaser
turns around and says, well, I'mnot interested in you
and will leave, in which case there's been no damage to
anybody, or the sophisticated purchaser will do what,
well, then let nme just ask you sone questions. They
haven't bought, they haven't paid any noney, they're not
going to do anything until they've had the disclosure
docunent for at |east ten days.

So, either way you look at it, nothing is -- no
one is being injured, nobody is being injured what soever.
And if the franchisor doesn't want to give the offering
circular out, then at the worst case, the franchi sor
mght |ose a potential sale. But where is the consuner
injury to anybody?

And ook at the flip side. W' re saying what
is the -- whatever the theory is about having this
offering circular at the booth, I nean, howis it going
to work to provide any neani ngful hel p to anybody. And
the answer is | don't know how it can be done. From
M ke's experience, it hasn't worked that way. And |

don't see why we're going to engraft a requirenent that
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is not likely to have any inpact whatsoever on consuner
injury one way or the other.

MR TCOPCRCFF:.  Dal e?

MR CANTONE Well, it would -- | think you --
there's a legitimate question about what will have to be,
when will it have to be provided and all that. But let's
step back to the fact that it exists. To have a copy of
a disclosure statenent that exists or a letter stating
why they don't require it, | think that part at a mni num
i s hel pful.

Now, whether or not they have to then give
copi es to everybody who wal ks by or have just a
permanent|ly attached one copy, | think is a separate
issue. And | can see sone real problens with, you know,
giving a disclosure statenment to everyone who asks. On
the other hand, | can't inagine that these people are
going to ask for copies unless they're legitimte buyers
when they see what they're getting.

MR FORSETH And you see peopl e wal ki ng
t hrough those trade shows and they' re on their Sunday
thing with the huge baggi e and pi cking up a brochure from
every conpany that they walk past. | nean, it's --

M5. HOMRD. Wiat if instead of having it right

there at the trade show -- not theoretically, but
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practically, if that sane individual conmes up and says,
you know, I'd really like a copy of your UFOC, wll you
send ne one, here's ny card. 1Is the franchisor going to
do that or are they --

MR WLFF. O course.

M5. HOMRD. -- going to require well let's get
t oget her and we have to neet.

MR TIFFCORD: It depends on the franchisor.

MR WILFF: Mst franchisors are interested in
taking that relationship to the next step. And that's a
legitimate question and if soneone is seriously enough
interested that he wants it, | think nost franchisors
woul d give himthe UFOC. Sone franchi sors nmay have a
proprietary sense about the docunent, which quite frankly
| think is msplaced, and will not give it unless you
junp through a bunch of hoops. But | think they're a
mnority.

MR FORSETH Sone franchi sors want to
prequal i fy prospects beforehand. So, what they will do
is you hand thema business card -- and this is just
practicality speaking -- then they'll send you their big
brochure which has all the information -- you know, their
pronotional information and a franchi se application and

it says, conme back and tell us how much you nake, what
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your experience is, whether you re a qualified prospect
or not and we'll nmake a determ nati on.

And when they receive that information back if

it's aqualified prospect, then they' ||l forward an
offering circular. If it's not a qualified prospect,
they'Il send hima later saying thank you very much for

your interest, but you don't neet our mninumcriteria.

MR TIFFORD: But you see in all cases it's
left to the franchisor. |If the franchisor wants to give
an offering circular, then they give an offering
circular. If they don't and they nake sure that they're
not having first personal neetings, then they don't and
it's left to the franchisor to make their own deci sion.

M5. HOMRD. Well, what if it were not left to
the franchisor? | mean, this isn't anywhere and this is
just a totally hypothetical. |If part of the rule said,
at a trade show if sonmeone wal ks up and wants a copy, the
franchisor is required to send thema copy. |Is that an
oner ous burden?

MR TIFFORD: Well, yes, because these offering
circulars are expensive. They're probably a m ni num of
about 200 pages. You could collect -- | don't know, Cod

knows -- how nmany people are at show? 3,000 to 12, 000?
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MR LUDLUM | think you find nost -- sonebody
said earlier that nost attendees just typically wal k by
and it's like a vacuum They'll pick up everything
there. And if they have the opportunity to send away for
sonmet hing, just out of curiosity, they'll do that. 1've
worked for a franchisor for a while and | know that we
prequalified al so before we handed out the offering
circul ar.

MR FORSETH W figured it's about 20 bucks a
copy, 20 or 25 bucks a copy depending on what it is, how
bi g.

MR TOPORCFF: (On a slightly different issue,
if the concern of the Commssion is not necessarily
di scl osure per se but earnings issues, conpanies that
exhibit, be they franchisors or bus op pronoters, if
they're making earnings clains at the trade show on the
floor, what kind of provisions could the GComm ssion
conceivably create to reign in the nmaking of fal se or
unsubstantiated earnings clains at a trade show?

MR TIFFCRD: Well, | think --

MR TOPORCFF: |If we don't want to give out a
whole -- if we don't want to force a franchisor to give

out the whol e di scl osure docunent, is there something
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that we can do that is narrowy focused on the earnings
i ssue?

MR TIFFCRD: Well, | think this raises the
sanme issue that has been raised in comments and that Mark
rai sed before. The fact is that these exhibitors are
franchi sors under the rules and they're bound by all the
laws requiring disclosure. And it doesn't do any good
to-- and if they' re making earnings clains and they
don't have the necessary disclosures, then they' re
violating the | aw

MR TCOPCROFF.  Well, | think what |1'mbasically
asking though, is the law clear. Should there, for
exanpl e, be a new prohibition inthe rule in the
prohibition section, let's say, that would nake it an
express violation of the rule in Section V to make
earnings representations at a trade show w t hout having
substanti ati on?

MR TIFFCRD. Well, let ne ask -- it's
unnecessary because we have two scenarios here. They
make an earnings claimto two people. One person decides
they're not interested in pursuing the franchi se and
there's absolutely no consuner injury of any kind. The
second one deci des they do want to pursue the franchise,

in which case if they haven't gotten the disclosure
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docunent on the floor and if they haven't gotten it the
next day, they going to get it at sonetime. But now
they' ve gotten the docunent, still the violation exists.
It's always existed. And they're going to get a
di scl osure docunent that's going to say, we don't make
ear ni ngs cl ai ns.

So, where is -- | nean, since disclosure nust
be nade to these people, what is so significant about the
fact that they are getting an earnings claimbefore they
get an offering circul ar.

MR CANTONE: Let me suggest this possible
injury to the legitinate seller who does not nake an
ear ni ngs cl ai m because for whatever reason they choose
not to. The seller says, well, I went down to that guy
and he said | can nmake $100,000 a year. | mean, there's
no consuner injury because that buyer didn't buy that
guy. But there's a potential injury to the person who's
follow ng the rul es because they now have to confront,
you know, this suggestion fromsone other person who's
not follow ng the rules which then puts himat a
conpetitive di sadvant age.

MR TIFFORD: And | think the answer woul d be,
woul d you do ne a favor and go back down to them and get

a copy of their offering circular, I"'mreally surprised
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he's maki ng $100,000, |I'd like to see it. And then cone
back and | et ne know what he tells you, because | think
the man is lying and 1'mgoing to tell the pronoter and
we're going to have himarrested. | don't see what's
wong wth an answer like that. And | think that woul d
be a -- you know, | don't see what's wong w th that
answer .

MR WLFF. | think that the --

MR CANTONE: So, you want to give us the
arrest capability now?

MR TIFFCRD: That's fine with ne.

MR CANTONE: Let nme wite that down.

MR TOPORCFF: Eric?

MR WLFF:. | think the whol e area of earnings
clains in connection with these trade shows is
troubl esone. | think they do -- unsubstantiated earni ngs
clains do occur. |[|'ve had themmade to ne personally
j ust wal ki ng ar ound.

Yet, I'mnot sure that | can come up with any
kind of sensible solution as to howto deal with it.
They' re not supposed to be nmade. | suspect that the
conpani es that do that also do that in one-on-one
neetings. It's not isolated to trade shows. | nean,

it's a pattern of the way they market and sell franchises

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



N

o o A~ W

10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

120
that is not the best. And | think to the extent that it
happens at trade shows, it's probably happening in other
venues where they're selling franchises. And ultimately,
they will bear the responsibility for that.

MR TOPCORCFF:  Ckay.

MR WILFF. But I'mnot sure | can cone up
with -- well, should the pronoter then when -- be
required to collect offering circulars before the
exhibitor shows -- to see if they have an earnings claim
or not and if they don't have an earnings claim--

MR TCOPCROFF.  W're not tal king about the
pronoters right now.

MR WLFF. No, | understand.

MR TCOPCROFF: W're talking strictly about the
exhi bitors and what we could possibly do to either arm
prospective buyers with information beforehand or
otherwise reign in the making of the illegal claim

MR WJLFF. | suppose you could say, no one is
supposed to nmake any earnings claimat a trade show But
| don't think that that's fair for the conpanies that
choose to make earnings clains and can lawfully make them
at the trade show 1've had a client who, in fact, put
up a sign with its earnings claimbecause it was all

subst ant i at ed.

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



N

o o A~ W

10
11
12
13
14
15
16
17
18
19
20
21
22
23

121

MR TOPCRCFF: MNow, that client at the show
that puts up the sign, does he have a UFCC or ot her kinds
of docunent s?

MR WULFF: Yeah.

MR TOPCRCFF: And if sonebody discusses it, he
gi ves themout inmmredi ately?

MR WLFF. | don't knowif it goes out
i mredi ately, but the way that they dealt with it was for
the serious prospects they woul d have sem nars afterwards
and at those semnars, those serious prospects woul d get
the UFOQCs. And that was a practical way of handling it.

MR TCOPCRCFF:. Dal e?

MR CANTONE: | think the State of Maryl and
woul d have a problemw th that, with just a sign that
says, even if it's substantiated, $100,000, because in
and of itself, an earnings claimon a banner over a booth
| think could conceivably be msleading when it's not in
t he context of a UFCC

MR WLFF. Really?

MR CANTONE: Yeah

MR WLFF: Howis that different froman
advertisement in a newspaper?

MR CANTONE: It's the same thing.
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MR WLFF. So, you're saying that one shoul d
not make earnings clains outside of a UFQC?

MR CANTONE: That's what |' m saying.

MR FCORSETH Well, the regulations in Maryl and
permt you to do it in advertising and there's just
additional disclosure that you mght have, but there's
not hing that prohibits you frommaking one in
advertising. And even under the rule -- the Media d ains
Rule -- | mean, if you have -- you're entitled to make
earnings clains as long as -- under the Media A ains Rule
is it, John, nunber and percentage?

MR TIFFORD: | think so. | guess what | would
say to Dale and the sane thing that | would say to the
FTC, what is the problemthat you' re trying to address if
sonmeone were to nmake an earnings claimat a trade show
floor if, in fact, they subsequently give a disclosure
docurment, which they nmust? | nean, this probl em becones
self-corrected during the -- very early on into the sales
process. As soon as there's a first personal neeting,
they need to get the offering circular and they need to
have that earnings claimin there.

Qoviously, if they're in violation, they're in
violation. You don't need any special rule about that.

But if we're tal king about the peopl e who have the right
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to nake earnings clains and they have themin their
offering circular and they want to get up on the floor of
t he trade show and say, you can nmake $2,000 a week, |
don't see where the injury is. Wuat is the risk that
t hey' re addressi ng?

MR TCOPCRCFF:. | don't think that what you're
describing is the concern. | think what our concern is
where you go to a show and there's a bus op pronoter or
whoever and they are naking what are essentially fal se
outrageous types of clains where there is no reasonabl e
basi s, they never have substantiation, they don't -- they
probably don't have a UFQC or --

MR TIFFCRD. But they' ve broken the rule
already. Wat do you need nore than you presently have
in terns of power?

MR WLFF. In fact, they're probably taking
greater risks by doing that at a trade show given the
fact that enforcenent people do show up at the trade
shows and they're doing this in one-on-one situations
with prospects. | don't know what nore you could do. |
nmean, those people are clearly violating the | aw and I
think if they're -- if the FTC perceives that this is
sonet hi ng that happens with sufficient frequency at these

trade shows that something ought to be done. | think you
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ought to have sone peopl e down there, wal king around the
booths and listening to them

MR TOPORCFF: Well, there's always a bal ance
bet ween | aw enforcenent and regul ation. | understand
t hat .

MR WLFF: Right.

MR TCPORCFF: | understand that. Let ne

MR WLFF:. | think the regulations are there.
| think it's a question of enforcenent is what it really
cones down to

MR TCOPCROFF. (kay. Let nme ask Dale. Based
upon your experience and your office's experience, do you
think that the rule could be clearer in terns of what
constitutes a personal neeting, in particular, at trade
shows?

MR CANTONE: | think probably so. [|'ve had
some questions fromexhibitors saying that they were a
little uncl ear about what exactly they could do. And I
think there mght be kind of a standard answer to that
and it is in ny ow opinion, under Maryland | aw, going up
to an exhibitor and talking to that exhibitor may not
trigger -- may not necessarily trigger the disclosure

requirenents. But taking theminto a back room for
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exanpl e and havi ng a one-on-one di scussion with them
probably would. But | don't knowthat it's all that
cl ear under the current rule.

So, | do think that there is sone room for
clarification.

MR WLFF: | would concur with that.

MR FCRSETH So woul d |

MR TOPCRCFF:  John?

MR TIFFCRD. Yes, | agree. | think that's
basical |y the advice nost franchi se counsel give to their
people. If you' re sitting -- if you' re on the floor and
peopl e are wal ki ng back and forth, that's not a first
personal meeting. That's not your purpose. | think as
M ke had said the purpose is just to get a lead. Wen
you take themoff -- soneplace off and you have a one-on-
one conversation, you' ve changed that conpletely.

MR TOPORCFF: So, that mght be at | east one
area where the rule or the interpretive gui des, whatever
coul d be clearer.

MR WLFF. Yes.

MR FORSETH Yes, | woul d agree.

MR TIFFCRD: Yeah, | think so.

MR FORSETH And | think that sone of the

clarification mght be is clarifying what constitutes a
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di scussion for the sale of the franchi se and nmaybe
clarifying it that it is a discussion of the specific
terns of the sale of that franchise to that particul ar
franchisee. So, you need to get into subjective terns of
territory, price, you know, those kinds of specific
terns.

MR TOPORCFF: Well, let's use earnings issues
as an exanple. The Commssion's policy has been, and |
think it's right, that if an exhibitor and a consuner
start tal king about earnings issues that that becones a
substantive discussion. They -- there's probably nothing
nore substantive than how rmuch coul d you nake and what's
this conpany all about. So, | think as a natter of
policy, the Coomssion's viewis if you start down that
road in tal king about earnings clains or earnings
representations, that does becone a personal neeting.

MR FORSETH  Um hum

MR TCOPCROFF:. | nean, does that need to be
clearer in the rule?

MR TIFFORD: | don't think it needs to be
clearer because | think that while these are conceptual ly
very interesting issues, | think as a practical matter it
just doesn't work that way. | think two things to keep

in mnd here are, nunber one, franchisors want to sel
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franchi ses and they can't sell themuntil they' ve given
on offering circular to sonebody. So, it's to a
franchisor's interest to give out offering circulars as
soon as they think they have a live one there. So, you
just don't have the problemas a practical matter.

And secondly, | don't think -- | think the
Comm ssi on sonetinmes feels maybe there's a concept of
preconditioning that they -- by the time they get the
offering circular, they're not going to -- you know,
they're very presold, they're not going to ook at it.
|'ve just never seen that to be the case, certainly not
in the sale of franchises. You have to wait ten days,

you' ve got this big docunent there.

MR TCOPCROFF.  And again, |I'll get back to it.

| really think that there's a distinction between
franchi sors especially the kind that you represent and
sone busi ness opportunities that we see and that we have

gone after over the |ast few years. Dale?

MR CANTONE: | would strongly agree with that.

And t here have been nmany occasi ons, many, nany occasi ons
where there is no disclosure statenent at all or, you
know, earnings clains, and quite frankly buyers buy

w t hout ever seeing a disclosure statenent in the

busi ness opportunity arena.
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MR TIFFORD: Ch, | agree with you conpletely.
But the point is that you hope the lawis there. You
have all the power and all the | aws you need. These
people are violating the lawas it is. You don't have to
refine anything to have the power to go after these
people. And the refinenments are only going to go after
the people who are trying to do it right and acting in a
way where it's not necessary for them

MR WLFF: One thing | would disagree with
John's comments on is the idea of preconditioning. | do
think that occurs. And | think if you get soneone
excited about an opportunity based on oral
representations, the fact that you then in the docunents
say we don't make it, in their mnd those nunbers are
important in their decision and | don't think having a
di scl osure on page 37 of the UFQC that says we don't mnake
these clains w pes out those representations. | don't
think that that's true.

MR TIFFCRD. But we have a | aw enfor cenent
violation right there because you' ve nade an oral
earnings claimthat's inconsistent. So, the lawis there
for the FTC and the states at this tinme in those kinds of
Ci rcumnst ances.

MR TOPORCFF: Dale, any comments on that?
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MR CANTONE: No.

MR TOPORCFF: (kay. Just very briefly and
then we'll take another break and then we'll wap this up
with the last discussion on voluntary steps. Is there a
di stinction or should there be a distinction between the
typi cal trade shows that we have been tal ki ng about and
t he permanent one, Merchandise Mart in Chicago, is there
a distinction between a pronoter, let's say, that has on
any weekend or any tinme during the week vari ous
exhi bitors com ng and goi ng versus one that's permanent
and i s much nore hands-on invol ved i n seei ng what
actual ly goes on on the show floor and who's com ng and
who's going in terns of the exhibitors.

And since John is representing Merchandi se
Mart, I'lIl ask himfor his view on that

MR TIFFCRD: Well, | think the answer is it's
clear that two comments have been filed, one on behal f of
Entrepreneur, which is primarily involved in the weekend
shows, and the other on behal f of Merchandi se Mart which
has a permanent facility. Essentially, the only

difference is the nane. The comrents are basically the

sane. | thought very hard and | ong about what are the
differences. | haven't cone up with any of them nor have
t hey.
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So, | would say you really are tal ki ng about
basically the sane issues that arise with themarise with
the people Iike Entrepreneur and Bl enheimand O |

MR WLFF. It nay be a circunstance where the
suggestion that Dale made in terns of having banners and
so on where that may be an undue cost and burden for the
weekend pronoter wherefore the permanent exhibitor that
that nmay be sonething that's nuch nore practi cal

MR TCOPCROFF. At the permanent show, does the
pronoter have an office there that consuners arguably
could goin --

MR LUDLUM Not so nmuch an office as a -- oh
' msorry.

MR TIFFCRD: At the pernanent ones?

MR TOPCRCFF:  Permanent one.

MR TIFFORD: At the nonent, they don't have a
roomthat would be specifically dedicated to that -- as
sort of a reading room no, they don't. That woul d be
space that woul d be pernmanently dedi cated to displaying
information and it would cost noney to do sonething |ike
t hat .

MR TOPORCFF: Wen | toured the facility way
back --

MR TIFFORD. Yeah.
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MR TCOPCRCFF:. | can't even renenber when it
was. It was inits infancy. And there was a particul ar
-- Dale, were you there?

MR CANTONE: Yeah, | thought there was an
of fice.

MR TCOPCRCFF.  Yeah, there was an office of
sonme kind, if | renmenber correctly, there were conputer
termnals and --

MR FORSETH Well, that's the office they use
to sell the space.

MR TOPCROFF: kay. |Is that still there to
t he best of your recollection?

MR TIFFCRD. | just don't recall. | don't
recal | .

MR TOPCRCFF: It seens to nme -- or |'mat
| east going to raise the issue, whether a pernanent
display like that or a permanent show, does it give or
lend nore credibility because it is stable, it's
permanent, it's advertised as such, people knowit's part
of -- is it part of the larger Merchandi se Mart? | nean,
it"'s ontheir --

MR TIFFORD: It's on their prem ses

MR TOPCRCFF:. It's on their premses?
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MR TIFFCRD. But | don't exactly know what the
relationship is between various affiliates. | don't see
howit -- |1 don't think it makes a difference to
consuners. M instinct is it doesn't nake a difference.
Consuners are going to get informati on about a
prospective franchise investnent and this is a |l ocation
where they can get information. And that's what they're
doi ng.
HOMRD: Wl |, how about --

TIFFORD: |1'msorry.

5 3

HOMRD: No, that's all right.

MR TIFFORD: It doesn't nmake a difference
whether it's there permanently or whether it's there just
the weekend. It's basically the sane thing. It's
serving the sane purpose.

M. HOMRD: | understand how it serves the
sane purpose, but I'mjust wondering because it's
permanent, would there not be a | ack of that sort of
urgency? | nmean, on a weekend, you' ve got to get people
in and out as quickly as possible because you' re only
there for two days. So, the fact that perhaps people are
going to the permanent exhibit and they' ve got days.

They coul d keep com ng back day after day or they coul d

stay longer and spend nore tinme at each exhibit.
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MR TIFFCRD. But many of themare not even
staffed, they're just booths. Sonetines they have a
phone there and you can call. Sonetines you just pick up
information and contact them

MR TCOPCROFF.  The booths are not staffed?

MR TIFFCRD: Not al ways.

M5. HOMRD: Wat current percentage? Do you
have an idea?

MR TIFFCRD. | just don't know the exact
percentage. But they're not fully staffed, not at all.
They' re just fixed displays for soneone to get
i nformation about .

MR TCOPCRCOFF:  Well, | think that that's a --

MR TIFFORD. The facility is there for the
pur pose of --

MR TCOPCROFF. -- critical distinction.

M5. HOMRD. Yeah.

MR TIFFCRD. The facilities are there to be
able to neet with people also. | nean, the franchisors
have the ability to neet with prospects there, there's no
question about it. But | don't believe that -- they
don't have salesnmen there at all tines.

MR TOPCROFF: And isn't there also a

distinction in the level of control? | could understand
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at a weekend trade show that noves fromcity to city and
again the exhibitors come and go and it mght not be the
sane today or tonmorrow, whatever. 1Isn't there a
di stinction between that and the type of control that a
per manent exhi bit woul d have where the pronoter -- and |
woul d assunme and | could be wong, but it would seem
logical to ne to assunme that the pronoter has a better
under st andi ng of conpl ai nts about the exhibitors or other
kinds of issues or certainly observes by just wal king on
the show floor on a daily basis -- | assunme this is open
seven days a week, five days a week.

MR TIFFORD: | don't know the hours of
operation, but | think it's pretty nuch of a fixed
| ocati on where peopl e can cone and get information and
t hen make arrangenents to talk to the franchisor
personally. | don't think that the pronoter has any
greater or worse control over anybody. They're not
sitting in on any sales negotiation, they' re not invol ved
inthat. Mny of themdon't even occur on the prem ses.
Many tines there's no individual fromthe franchi se who
are even there, at least initially.

MR TCOPCROFF:.  Well, | think that that's why
there's a critical distinction. |If it's just a booth

with literature, that's not all that nmuch different than
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reading infornation in a nmagazine. | nean, there's no
representations, there's no discussion, there's no face-
to-face neeting. |If, in fact, there are sal esnen there
and they do engage in discussion or the flip side is if
sone the posters or displays or whatever do nake earni ngs
representations or other kinds of representations, then
it would seemto ne in the permanent display, then the
pronoter at |east is probably much nore aware of what's
going on on a daily basis then let's say one of the
typi cal shows that cones and goes.

I's there nore control and nore awareness of
what i s going on?

MR TIFFORD: | don't believe that there is and
| don't believe that Merchandi se Mart believes it has any
control over any of those exhibitors in that kind of a
context. They don't know what goes on during these sal es
presentations and there's no neani ngful way that they
coul d.

MR TOPORCFF:  Anybody have any thoughts on
that subject? Carolyn?

M5. COX. No. | had a question on anot her
i ssue t hough

MR TOPORCFF: (kay. o ahead and then we're

goi ng to break.
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M5. COX Ckay. W've tal ked about the
benefits and costs of requiring a specimen copy of the
di scl osure docunent available at the trade shows. Any
thoughts as to the benefits and costs associated with
having a letter fromthe attorney saying that they're not
covered by the rule for whatever reason? Because that's
al so part of the proposal.

MR TOPORCFF: | nean, the proposal is you
woul d have one or the other.

MR TIFFCRD: | don't know what benefit the
letter would be. |I'mtrying to think of how you woul d
wite a letter like that. Jdearly, the relationship can
be established either through witings or -- so at the
mninum the letter is going to say -- any intelligent
attorney is going to say, based upon the witten
materi al s, because | have absolutely no know edge or
control over what someone orally says. Based upon the
witten naterials presented to ne, this is not covered by
a law

Now, how that is any benefit to anybody, |
don't really know and it certainly can be changed by an
oral representation.

MR TCOPCROFF:  Well, wouldn't it be at |east --

if you raise the issue that this is really a | aw
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enforcenent one, it's not a question of regul ation,
wouldn't it at |east be helpful to | aw enforcenent to be
able togoin and if they see a booth that mght be
questionabl e that they ask either for the UFOC or a
letter and at least if they get a letter, it gives the
| aw enforcer at |east sonme confidence or sone assurance
that at least this exhibitor has thought about the issue
and an attorney has reviewed this. It could still be an
outright lie, but we're talking in shades of degrees.
And if a law enforcer is visiting a show and there are X
nunber of booths and it's questionabl e where shoul d the
time be allocated and would it nake nore sense to have
that at |least to give sone confort.

MR TIFFCRD. | think if I was a | aw
enforcenent official and | asked for someone's disclosure
document and they said, we don't have it, we're not
covered by the law, | wouldn't be any nore or |ess
inpressed if they handed ne a letter froman attorney
that said, this conpany is not covered by the law |
woul d need to make ny own independent eval uati on based
upon what | hear and what | see and | don't think that
for a law enforcenent official it would make any
di stinction what soever whether or not sonme -- whether a

| awer has said it.
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MR TCOPCROFF. Dale, any thoughts on that?

MR CANTONE: | think | aw enforcenent does have
an obligation to go beyond that letter, but | think at a
mnimumit gets us to the point where soneone either is
going to have the disclosure statenent or at least a
reason why they don't have the discl osure statenent and
it would be an enornous help to ne, as a | aw enf or cenent
official, if | could go to a booth and ask for one or the
other of those itens to just verify that they' ve got
di scl osure.

And also in Maryland, of course, there's a
registration requirenent. So, if | had a letter and
could take a look at the letter as to why they don't need
to be required to provide that disclosure statenent, it
gives ne a starting off point if | choose to go further.
It's awide -- and if the answer is, we don't provide
| ocati on assistance, then you know | coul d choose to say
well that's the reason and go on, or --

MR WLFF: But you're assum ng that that
letter has an analysis of the issue. | nean, is that
what is required or is it sinply something on a
letterhead --

MR CANTONE: That's not even --
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MR WLFF. -- that says, Acne Conpany is not a
franchi se or a business opportunity, very truly yours.

MR CANTONE: You're right. | don't think
there is that requirenent under the | aw

MR TIFFORD: There isn't.

MR CANTONE: But there's a requirenment under
the law that they have the disclosure statenent. Well,
what do you do then if they say |'mnot required. Then
you' re back at square one where, you know, why don't they
have a di scl osure statenent.

MR TIFFCRD: But that's the point that Eric
and | are making. The fact that soneone has handed you a
two-sentence letter doesn't mean a thing. It sinply says
that -- you know that they don't have the discl osure
document because you' ve asked themfor it and the
sal esman may not be able to articul ate why he doesn't
have it. He's sinply going to say, we don't have an
offering circular. And then you know your answer. And
the next issue is you need to discern whether you shoul d
or not and that lawer's letter is not going to change
anyt hing one way or the other.

MR CANTONE: |f someone was interested in
finding out if sonebody has a discl osure statenent,

whether it be | aw enforcenent or a pronoter or a
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consuner -- well, that's kind of the situation we have
now. That's good enough is what you're sayi ng?

MR TIFFORD: | nean, just ask, do you have an
offering circular. The letter doesn't really change it.
Ei ther they have one or they don't have one.

MR CANTONE: Well, the benefit it does have
is -- | suppose there's a cost related -- that is that
sonebody has done an analysis who is a | awer. Because
in many cases, |'mgoing back again to the business
opportunity arena, you have people who do not hire
| awyers and they nmake these disclosures on their own.
They nake the analysis on their own about whether or not
they do or do not need to conply with the rule and in
many cases, they're wong.

And a | awer, | would hope, gives sone nore
t houghtful analysis to the whol e i ssue about whether or
not sonebody fits within the rule than soneone who i s not
a lawer and that's the benefit.

MR WALFF. | think the rule should say that
al | business opportunity sellers should hire | awers and
t he nore expensive the better.

MR TIFFORD: See, we're about to support

somret hi ng now.
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MR TCOPORCFF: kay. (n a happy note, does

anybody el se have any comment? Cherwise it's break

tinme.
(No response.)
MR TOPORCFF: kay. We'll take a break.
(Wher eupon, a brief recess was
t aken.)
MR TOPCRCFF: W're back on the record. W're
going to nove to the |last section of agenda. | have an

hour designated for this topic, but I have a feeling that
we're going to get through this a little quicker than
t hat .

VW have tal ked about issues of liability and
what shoul d be discl osed and what shoul dn't be di scl osed.
In this section, we're tal king about voluntary steps and
in particular whether trade show pronoters and the
Federal Trade Conmm ssion and/ or NAASA coul d get toget her
infornmally as a partnership and think of creative ways
that, short of |aw enforcenent and litigation, that we
m ght be able to do sonething to alleviate sone of the
probl ens that we have seen and sone of the concerns that

we have about trade shows.
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So, the first itemis just a -- there are two
trade shows really being represented here, Entrepreneur
and dl. So, to that extent --

MR TIFFCORD: Tenporary. Tenporary trade
shows.

MR TOPORCFF: Tenporary. Ch, okay. Now, we
have anot her one, we have Merchandi se Mart. Ckay. So,
at | east we have three.

And for this purpose, | think all three are
equal. That is would your clients or the conpanies that
you are here to represent be willing to work with the
Federal Trade Conm ssion and/ or agai n NAASA in sone kind
of voluntary partnership? | don't know exactly what that
woul d | ook |ike or what we would do. But as a
prelimnary cut -- and I'mnot putting you on the spot.
| nean, if the answer is no that you have better things
to do then that's fine.

MR FCORSETH How about if the answer is
don't know wi t hout asking then®

MR TOPCRCFF: (kay. John, do you have a sense
fromyour client?

MR TIFFCRD: | think for instance Merchandi se
Mart has worked very closely with the State of Illinois

nowin terns of putting together their permanent display
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and the way they operate that. And | have no doubt --
you can speak better than | -- but | have no doubt that
Ent repreneur woul d be nore than happy to work with the
FTC and any states to --

MR TCOPCROFF. Well, let's get it directly
from--

MR LUDLUM Again, wthout know ng what's
i nvol ved, | woul d be happy to hel p out.

MR TOPORCFF: (kay. Dale, from NAASA' s
per spective?

MR CANTONE: Absolutely. | nean, we find it
much, much nore effective to be working with pronoters
than to be working against them And just generally the
type of things that we would only ask for is, nunber one,
advance notification of when you cone into the state. |
think the other issue about having the disclosure
statenent or maybe an expl anation of why is hel pful.

But we have asked many pronoters or severa
pronoters, just |et us know when you cone into the state.
V' re not asking anybody to do any | aw enf or cenent
obligations for us. | nean, we are nore than happy to do
that. But considering staff issues, | nmean, we don't
al ways canvas every paper, we don't always have advance

notification. If we know sonebody is in town, we wll

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



N

o o A~ W

10
11
12
13
14
15
16
17
18
19
20
21
22
23

144
take steps, not only | aw enforcenent but in Maryl and
registration steps. |'ve had exam ners work overtine
when they find out sonebody is at a show to nmake sure
that the exhibitors are registered because that's one of
t he concerns.

So, work with us, help us out and I think it
woul d be productive on both sides.

MR TIFFORD: Excuse ne, Dale, if | could just
followup alittle.

What happens when a trade show pronot er
contacts you say seven days in advance and says this is
ny list as of today of who's going to be attendi ng and
there are ten people who are going to be attending and I
have the di scl osure docunents of six of themand these
six claimthey' re in Maryland, but obviously you can
check, and these four people have told ne they' re not
cover ed.

MR CANTONE: It has happened in Maryland. And
what happens, we go back to the pronoter and say -- this
happened to be one of the cooperative pronoters and again
|'mnot saying that they all currently are or will always
be, but this was a relatively cooperative pronoter. W

went back to himand said, of the list that you gave ne
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of 40 pronoters, half of themaren't registered. Now,
these are nostly business opportunities.

And we said, if they're not registered and
they're selling at the show, we have the ability to do a
cease and desist order. W would be nore than happy to
work overtime to get themregistered. And we did. And
as a practical matter, that's when this exam ner worked
overtinme and got alnost all of themregi stered who were
wlling to register.

So, the pronoter went back to themand said,
you're not registered with Maryland, call themand find
out why. And then we started the discussion and we were
able to work it out and they still had quite a few people
at the show and everyone they had at the show was
regi stered.

MR TIFFORD: Well, now, in that -- just to
follow up that process. It sounds like a wonderful way
of doing it. A lawer calls you for one of the bus ops
and says, we're not registered because we don't have to
be registered. Then you woul d have a conversation with
himto determne whether he should or shoul dn't?

MR CANTONE: That's right. And if he says,
this is why, then we nmake no -- you know, that's fine. |

mean, if we find out later it's not the case or there are
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m srepresentations or representations, then that's up to
us to do the appropriate foll ow up.

MR TOPCROFF:. Cetting to specifics, in terns
of consumer education, what voluntary neasures woul d seem
appropriate in terns of the sponsors of the trade shows?
V¢ tal ked before about the consuner education notice,
whet her that is the nost effective way to go or not.

What are sone possibilities, again, fromthe pronoter's
position, what coul d be done to increase consuner
education in a meani ngful way at the shows?

MR TIFFCRD. Well, let's just review Wat
does Entrepreneur do right now?

MR LUDLUM W don't always offer the sane
wor kshops at each show, but sone shows have buying a
franchi se, that we conduct an hour | ong session on howto
buy a franchise. That's done once each weekend t hough.
So, chances are you're going to mss it if you cone.

MR TIFFORD: So, woul d every show pretty much
have at |east one sem nar?

MR LUDLUM Not always. It's difficult to
find sonmebody that will speak on that. You know, if we
had a source, if we could go to a state office and they
coul d vol unteer a speaker, we would certainly include

t hat .
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MR TIFFCRD: And you al so give out a consumer
education notice when everyone wal ks in the door?

MR LUDLUM That's right.

MR CANTONE: Can | ask that if it was
avail able from Federal or state or Federal and state
authorities like a videotape on a conti nuous | oop of
information that you should know if that mght be
sonet hing that pronoters would find hel pful and they
would like to put that in with their exhibit? In other
words, sonething fromthe state regulator's or the
Federal regulator's perspective, these are things that we
think you ought to know. | nmean, we're not being paid
for this, we don't have an agenda, this is what the | aw
is and because there are few of us and we can't be
everywhere, perhaps a videotape would -- like | said, on
a continuous loop. | nean, that mght be sonething that
you mght be interested in having.

MR LUDLUM It's doable. Wether it would be
effective or not, | doubt it. It would be a half an hour
long or 20 mnutes |long and --

MR CANTONE: Maybe not even that.

MR LUDLUM It would be difficult to get

sonebody to walk -- and we do, we have nonitors that we
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can set up and they're used for our own purposes to sel
things and for nore informational type things.

MR CANTONE: But do you think you need an
i ndi vi dual person there giving the information?

MR LUDLUM No, I'mnot sure that either one
of themwould be effective. It's corralling these
people -- | guess the basic education of letting them
know what is the nost benefit to them | think would be
nost beneficial.

MR TOPCROFF:. Let ne offer this: we have a
D vision of Consunmer Business and -- Ofice of -- what's
it called? The Gfice of Consunmer and Busi ness
Education. Wio have expertise in crafting educational
brochures, fliers, whatever mght be required. And
typically, when the Conmm ssion forns partnerships with
i ndustry groups, what we try to do is focus on what are
the nost inportant messages to get out, what are the key
core issues, warnings or advice that we want consuners to
know. | don't think that we're going to necessarily
figure out what those nessages are here and it mght vary
fromshow to show, whether a showis nore a franchise
show as opposed to a busi ness opportunity show

But one possibility is -- nunber one, | woul d

l'ike Mark to go back to his client and find out or at
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least let us knowif they would be interested in this
partnership; and two is, assumng that Mark is on board
and we have sone others and the partnership again could
grow, we could certainly get in touch with Bl enhei mand
SC Pronotions and QM and whoever el se may cone al ong down
the pi ke. Wuat we can do is have fol |l ow up neetings
where we coul d think about this and cone up with the two
or three nmessages that mght be nore beneficial to
consuners and then think of some kind of canpaign or sone
way to dissemnate that information in the nost effective
way.

So, ny interest here is to get the ball rolling
or to start thinking about these things, not necessarily
comng up with the solutions today. So, perhaps we could
put on our thinking caps and again nail down who woul d be
interested in participating in this and we coul d work on
it throughout the year. | nean, it's not sonething again
that's law enforcenent driven and it's not necessarily
connected wth the ANPR It coul d be an i ndependent
project that could be ongoing that we could | ook at this
and one possibility that Dale nentioned of a continuous
| oop video, there may be ot hers.

So, as far as the education conponent goes,

again, we could start to think about this and when you
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get back to your respective clients try to figure out
what ki nd of nessages or what kind of -- the approach
that they mght want to take.

As far as earnings clains go at a show, |
understand that -- fromour discussion this norning and
fromother sources that it's a tough nut to crack because
it could very well be that the exhibitor has
substantiated earnings clains in their UFQCC and there
coul d be absol utely nothing wong w th nmaki ng earni ngs
clains at the show It could be that scenario all the
way to outright fal se earnings clains.

I s there sonet hing, again, a voluntary approach
that we could take that would better either educate
consuners about earnings clains or reduce the |evel or
nunber of unsubstantiated or false earnings clains at a
show? |s there any voluntary approach that we coul d take
that could target or get at that issue?

MR TIFFORD: | would just say that the --
well, the answer is to sone extent the question because
there are many ways in which franchisors sell franchises
and these earnings clains will exist -- the problens with
earnings clains will exist in every one of these
vehicles. And to try to say is there sonething speci al

about a trade showthat's different froma nedia ad or
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you're going to -- I'mnot confident we're going to find
any kind of vehicle that's going to be especially
effective and | don't think that the Comm ssion or any of
the states need any additional |egislation or any

addi tional rule amendnent to be able to effectively
enforce as they have in the past any violations of this.

MR TCOPCROFF. R ght. So, that's why right now
we' re not tal king about rule anmendnents or | aw
enforcenent. W' re tal king about voluntary neans that we
could all work on to either get out the nessage or
whatever to try to tackle this problem Now, we nay not
be able to solve all the world' s problens, but maybe we
could take a little bite out of the corner that will have
a significant inpact and benefit for consuners.

M/ra, do you have any questions on that?

M5. HOMRD. On the earnings clains?

MR TCOPCRCFF.  Yeah.

M5. HOMRD. | guess ny comment or question
would be if we can't think of things right nowif we can
sort of continue the process and see if we can cone up
w t h sonet hi ng.

MR TOPORCFF: Dal e?
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MR CANTONE: Earnings clains are a very tough
nut to crack, I will tell you that. And | think it's
going to take some thought. 1| don't have any quick
answers for it. | think the pronoters on their own can
take a | ook at what goes on in the shows, they can
certainly wal k around, and just be careful of banners
that say $100,000 or sonething. But | don't think | have
any great revel ati ons about how to tackle that issue.

MR TOPCROFF: kay. | really don't want to
beat this to death because this is, again, just an
introduction into the subject of a partnership. As I
nmenti oned, the Federal Trade Comm ssion has partners in a
ot of different industries to tackle specific problens
and it was not ny intention or the Division's intention
to iron out specific proposals today, but just to raise
t hem

What | woul d suggest is that |I'mgoing to get

in touch with the other trade show pronoters within the

next -- |1 don't know, | can't give you a specific tine
frane -- but I wll get back to Mark, John and -- your
first name, again, |I'msorry?

MR LUDLUM M ke.
MR TCOPCROFF: Mke. About their respective

shows and hopefully in sonme other point -- and again, |
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don't have any specific tine frame on this -- we can have
a tel ephone conference call. | don't think that we need
to bring everybody into Washington. And Dale. And
possibly figure out steps that we can take again to form
a partnership and at that time we could figure out do we
want to work on consumer education efforts, do we want to
i ncrease sone kind of nonitoring or conplaint referrals
or as Dale was nentioning, notifying the states when
shows are comng into town.

So, | think the three areas that we m ght want
to focus on are again, frombDale' s perspective, notifying
the states; two, consuner education; and three, I'lIl cal
it law enforcenent, if you will, but what | nean by that
is referral of consuner conplaints or other information
that mght assist us in better nonitoring the conduct
that goes on at a show

So, | don't have anything el se to say.

Carol yn, do you have any questions?

o

X No.

MR TOPORCFF:  Mra?

M5. HOMRD  No.

MR TCOPCROFF:.  Any | ast thoughts?

MR FORSETH Thanks for the opportunity to

partici pate.
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MR TIFFCRD: 1'll second that.

MR TCOPCROFF. kay. Thank you very much. |

appr eci at e everybody being here.

CERTI

F
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