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1 An Act relating to franchise agreements and their enforceme~t by 
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Section 1. NEW SECTION. 523H.l DEFINITIONS. 

2 When used in this chapter, unless the context otherwise 

3 requires: 

4 1. "Administrator" means the conunissioner of insurance. 

5 2. "Advertisement" means a conununication pub} ishecl 1n 

6 connection with an offer or sale of a franchise. 

7 3. "Affiliate" means a person controlling, controlled by, 

S or under common control with another person, every officer or 

9 director of such a person, and every person oCCllpying a 

10 similar status or performing similar functions. 

11 4. "Business day" means a day other than a Saturday, 

12 Sunday, or federal holiday. 

13 S. ·Oisclosure document" means the uniform franchise 

14 offering circular as adopted and ame:1ded by the north American 

l5 securities administrators association, incorporated. 

16 6. "Franchise" means either of the following: 

17 a. An oral or wri~ten agreement, either exprpss or 

18 implied, which provides all of the ~ollowing: 

19 (1) Grants the right to distribute goods or provide 

20 services under a marKet:ng plan prescribed or sugges~ed 1n 

21 substantial part by the franchisor. 

22 (2) Requires paymellt of a Era:1chise fee to a franchisor or 

23 its affiliate. 

24 (3) Allows the franchise business to be substa~tially 

25 associated with a trademark, service ma.~. trade name, 

26 logotype, advertiseme:1t, or other co~~ercial symbol of or 

27 designating the franchisor or its affi~:ate. 

28 b. A master :ranchise. 

29 "Franchise" does not include any business :hat is operated 

30 unde~ a ledse or license on the premises of the lessor or 

31 : JcenSQ[ as long as such besir.ess is incid~r.tal to tne 

32 business conducted by the lessor or licensor on such pre~ise5, 

33 including, wic~cut :imitation, leased departluents, :ice~se(l 

34 departments, ar.d COllceSSLons and t~e leased or :~censed 

35 departme~~ opera~es only under the trademark, trade ~d~e, 
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1 service mark, or other conunercial symbol designating the 

2 lessor or licensor. 

3 "Franchise" also does not include any contract under which 

4 a petroleum retailer or petroleUM distributor is authorized or 

5 permitted to occupy leased marketing premises, which premises 

6 are to be employed in connection with the sale. cOllsign~ent, 

7 or distribution of motor fuel under a trademark which is owned 

a Or controlled by a refiner which is regulated by the federal 

9 Petroleum Marketing ?ractices Act, 15 U.S.C. § 2801 et seq. 

10 The term "refiner" means any pe~son engaged in the refining of 

11 crude oil to produce motor fuel, and inCludes any affiliate oE 

.12 such person. "Franchise" also does not include a contract 

13 entered into by any person regulated under chapte. 117, 123, 

14 322, 322A, 322B, 322(, 322D, 322F, or 522, or a retailer 

15 selling construction equipment, or lawn and garden equipmer.t. 

16 7 . "Franchise fee" means a direct or indirect payment to 

17 purchase or operate a franchise. 

18 include any of the fo:lowing: 

Franchise fee does not 

19 a. Payment of a reasonable service charge to the issuer of 

20 a credit card by an establishment accepting the credit card. 

21 b. Payment to a trading stamp company by a person issu~ng 

22 trading stamps in connection with a retail sale. 

23 c. An agreement to purchase at a bona fide w~olesale price 

24 a reasonable quantity of tangible goods for resale. 

25 8. "Franchisee" means a person to whom a franchise 1S 

26 granted. Franchisee :ncludes the following: 

27 a. A subfranchisor with .egarc to its relationship with a 

28 franchisor. 

29 b. A subfranchisee with regard to its relationship with a 

30 subrranchisor. 

31 9 • "FranChisor" means a person who granes a ~ranchise Or 

32 an affiliate of such a person. Franchisor includes a 

33 subfranchisor with regard to its relat~onship wi:h a 

~ 34 :ranchisee, unless stated o:herw:se :n this chapter. 

35 lO. UFraud" and "deceit" are not lilni~ed to ccmmon law 
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1 fraud and deceit. 

2 11. "Marketing plan" means a plan or 

3 material aspect of conducting business. 

system concerning a 

Indicia of a 

4 marketing plan include any of the following: 

5 a. Price specification, special pricing sy~tems, or 

6 discount plans. 

7 b. Sales or display equipment or merchandising devices. 

8 c. Sales techniques. 

9 d. Promotional or advertising materials or cooperative 

10 advertising. 

11 e. Training regarding the promotion, operation, or 

12 management of the business. 

13 f. Operational, managerial, technical, or financial 

14 guidelines or assistance. 

15 12. "Master ~ranchise" means an agreement by which a 

:6 person pays a franchisor for the right to sell or negotiate 

17 the saJe of franctises. 

18 13. "Offer" or "offer to seil" means every atte~pt to 

19 ofter or to dispose of, or solicitation of an offer to buy, a 

20 franchise or interest in a franchise Eor value. 

21 14. "Order" means a consent, authorizatior~, approval, or 

22 prohibition, issued by the administrator in a specific matter. 

23 15. "Person" means a perSOn as defined in section 4.1. 

24 subsection 13. 

25 15. "PubliSh" means to circulate generally by mal:. pr~11t 

76 media, or electronic media, or otherwise to disseffiinate 

27 generally to the public. 

28 17. "Registration application" means an initia: Uanchise 

29 application on the uniform franchise registration apF":catio~ 

]0 dS adopted and amended by the north American spc~r:tle5 

J: ddministrators association. incorporated, and any amendment or 

32 renewal of =he application. 

33 18. "Sale" or I~sell" means every contract or agreement c~ 

34 sale of, contract to sell or dlsposit:on of, a franchise or 

JS interes~ i~ a ~rdnch~se for value. 
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1 ] 9 • "Salesperson" means a person employed by or 

2 representing a franchisor in efEectin; or attempLlng Lo effect 

3 the offer or sale of a fra~chise. 

4 20. I'Subfranchise " means arl agreerne~t by which a !)prson 

5 pays a franchisor for the right to sell or negotiate tile sale 

6 of franchises. 

7 21. "S~bfranchisor" means a person who grants a master 

8 franchise. 

9 22 . "Subfranchisee" means a person who is granted a master 

10 franchise or a subfranchise from a subfranchisor. 

11 Sec. 2. NEW SECTION. 523H.2 APPLICABILITY. 

12 This chapter applies to a new or existing franchise tl:at is 

13 operated in the state of Iowa. For purposes 0: this c:hap~er, 

14 the franchise is operated in this state only if the premises 

lS from which the franchise is operated is physically locat~d 1n 

16 this sta.te~ For purposes of this chapter. a franchise 

17 including marketing rights in or to this stale. is deemed to 

18 be operated in this state only if the franchisee's princi?a1 

19 business office is physically located in this state. This 

20 chapter does not apply to a franchise solely beca~se an 

21 agreement relating to the franchise provIdes that the 

22 agreement is subject to or governed by the laWS of this sca:e. 

2] The provisions of this chapter do not apply to any eXls~l:lg or 

24 future contracts between Iowa franchisors and out-ot-state 

7.5 franchisees. 

26 Sec. 3. NEW SECTION. 523H.3 JURISDICTION. VENUE. AND 

27 NONJUDICIAL RESOLUTION OF DISPUTES. 

28 1. A provision in a franchise agree~ent restricting 

29 ~urisdiction or venue to a forum outside this state is void 

30 with ~espect to a claim utherwise enforcedble undec this 

3: chapter. 

32 2. A c~vil action or proceeding ar!sing O~~ of a franchise 

33 may be comw.e~ced wherever iurisdic:icn ever the parties C~ 

34 subject ~atte[ exists, even i~ ~he agreese:lt :i;nits aC:1C~S or 

35 I'roceedings to a deSignated jurisd~ction or venue. The cour~ 
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1 shall consider the doctrine of inconvenient forum. 

2 3. Parties to a franchise may agree to indep~ndent 

3 arbitration, mediation, or other nonjudicial resolution of an 

4 existing or future dispute. 

S Sec. 4. NEW SECTION. 523H.4 WAIVERS VOTJ. 

6 A cODdltion, stipulation, or proviSion requlring a 

7 franchisee to waive compliance with or relieving a person of a 

8 duty or liability imposed by or d right provided by this 

9 chapter or a rule or order under this chapter LS void. An 

10 aCknowledgreent provision: disclaimer, intpgration clause, or a 

11 provision having a similar effect in a franch~se agreement 

12 does not negate or act to remove from judicial review any 

13 state~en(, misrepresentation, or action that would violate a 

14 provision of this chapter or a rule or order l!;1de: th~s 

15 chapter. 7his section shall not affect the se::tlemen~_ of 

l6 disputes, claims, or civil lawsuits arising or brough'"" 

l7 pursuant to this chapter. 

"8 Sec. 5. NEW SECTION. 523H.5 TRANSFER OF "~A~CHISE. 

19 1. A franchisee may trans:er the franchised business and 

20 francllise to a transferee who meets the franchisor's 

21 reasonable, essential, and nondiscrimlnatory standards Eo~ new 

22 franchisees or transferees estab:ished at the time of the 

23 transfer. A franchisor shall ~ot withhold conse~t to the 

24 transfer of ownership under these circumstances withou~ good 

25 cause. A provision in a franchise agreement res~rictcng a 

26 franchisee's rights tinder this section 15 void. 

27 2. l\ Erar.chisor may exercise a right of fi:-s~ refllsal ir. 

28 connection with a proposed transfer if provided in thp 

29 frarlchise agreeme~t. However, this right shall no~ bE! 

30 exercised by the franchisor more than thirty days aft.pr 

3: receipt of the franchisee'S ~pqllest for the franchiso~ls 

32 conse~t ~.he transfer. A :ranchisor shall not exerc':'se 3uch 

33 right if by rioing so the franchlsor WOuld ~old a mlnorlty 

34 oW~lersh:p :~te:es: il1 the franchise or fra~chi5e~. 

35 3. A franch:sor ~ay requi~e as a condition ot' ~ ~r2nsf0r 
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1 any of the following: 

2 d. That the transferee successftllly compl.ete t], reasonable, 

3 essential, and nondiscriminatory trainiJlg program. 

4 b. That a reasonable trarlsfer fee be paid to reimburse the 

5 franchisor for the franchisor's reasoIlable and actllal expe~ses 

6 directly attributable to the transfer. 

7 c. That the franchisee pay or ma~e reasonable provisior ttl 

8 pay any amount due the franchisor or the franchisor's 

9 affiliate. 

10 4. A franchisor shall not withhold consent to a f~aJlchispe 

11 ma~ir.g a public offering of the franchisee's sec~rities 

12 without good cause, provided t~e franchisee or the owners oC 

13 the franchise retain control of more than fifty perCC[lt ot the 

l~ voting power in the franchise. A franchisor shall not 

15 withhold the franchisor's consent to a pooling of interests or 

16 exchange of assets by the franchisor's eXistlng frallchisees. 

17 5. A Eranchisee may transfer 

18 the franchise, for the unexpired 

the franchisee's :nterest in 

term of the Eranchise 

19 agl-eement, and a franchisor shall not require the fra~chisee 

20 or the transferee to enter into a new or different franchise 

21 agreement as a condition of the tra~sEer. 

22 6. A franchisee shall give the franchisor no less than 

23 ~hirty days' wri~ten notice of a trdtlSfer which is subject to 

24 the provisions of this section, and on request from the 

25 franchisor shall provide in writing the ownership interests of 

76 all persons holding or claiming an equitable or bene:icial 

27 irlterest in the f[a~chise or the EranchLsee, as appropriate. 

28 A franchisee snail not circumvent the intended effec( of a 

29 contractual provision govern:ng the transfer of the franchise 

30 or ar. interest in the franchise by means af a management 

31 agreenlent, lease, profit-sharing agree~e~t, conditional 

dssignme~t, or other similar device. 37 

33 7. A ~ranchisor sha:~_ ~ot transfer i:s iIl~ercst ~n a 

34 ~ranchise ~nless the ~ranchisor nla~es reasonable 9rovisiur: 

35 th~ performance oE ~he ~ra~chiso:'s obligatio~s ~l~~e: t~~~ 
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1 franchise agreement by the transferee. A franchisor shall 

2 provide the franchisee notice of a proposed transfer of the 

3 franchisor's interest in the franchise at the time the 

4 disclosure is required of the franchisor under applicable 

5 securities laws, if interests in the franchisor are pllblicly 

6 trade'!, or if not publicly traded, at the time such d.sclosure 

7 would be required if the interests in the fra~chisor were 

8 publicly traded. 

9 8. A transfer by a fra~chisee is deemed to be approved 

10 thirty days after the franchisee submits the reques~ ~or 

11 eOllsent to the transfer unless the franchisor with~olds 

12 consent to the trans~er as evidenced in writing, spec~fying 

13 the reason or reasons for withholding the consent. The 

14 written notice must be de1iveced to the franchisee prior to 

15 the expiration of the thirty-day period. Any such notice is 

16 privileged and is not actionable based upon a cldim oE 

l7 defamation. 

18 9. A franchisor shal: not discriminate agal~sc a 9roposed 

19 tra~sferee of a franchise on the basis oE race, color, 

20 national origin, sex, or physical handicap. 

21 10. A franchisor, as a condition to a transfer oE a 

22 franchise, shall not obligate a franchisee to underta;(e 

2] obligations or relinquish any .:ghts unrelated to the 

24 fral,ehise proposed to be transferred, or to enter into a 

25 relpa~e of claims broader than a similar reledse of claims by 

26 the franctisor against the ~ranchisee which 1S entered into by 

27 the :ranchisor. 

28 11. A franchisor, after a transfer o~ a franchise, shal: 

29 llot seek to enforce a~y covenant of che transferred franchise 

]0 agai?1S;; '"he transEeror which ?rohibi:s the trilosferar Erc)m 

31 engagi~]g in any lawful Gcc~lpa:ion or pnterpcise. However, 

32 ~his subsection does not ?rohib~t the franchiso= from 

31 enEorc~rlg 2 contractual cove~an[ agai:lst the tra.15fe~o: ~ct :~ 

]4 exploit the ~:anchisor's ~rade secrets or int2:1~c~ual 

35 proper:y ~~ght5: unless otherwise 2greed to i>y t~e ?art:cs. 
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1 12. For purposes of this section, Iftranster" ffieans any 

2 change in ownership or control of a franchise, Er~nc~ised 

3 business, or a franchisee~ However, r1transfer " do~s not 

4 include any of the following: 

5 a. The succession of ownership of a franchise upon :he 

6 death or disability of a franchisee, or of an owner, officer, 

7 or director of a franchise, to the franchisee's spouse, 

8 children, or a partner in the frallchise. 

9 b. Incorporation of a proprietorship franchisee. 

10 c. A transfer within an existing ownership group of a 

11 franchise of less than a controllii19 interest in the 

12 franchise. 

13 d. A transfer of less than a controlling interest in the 

14 franchise to the franchisee'S SpOtlSe or children. 

15 e. A transfer of less than a contrOlling interest in the 

16 franchise to an employee stock ownership pla~, or 0mployee 

17 incentive compensation or deferred benefit plan. 

18 f. A grant or retention of a secur:ty in~erest in the 

19 franchise, the franchised business or its assets, or an 

20 ownership interest in the franchisee, provided the security 

21 agreement establishes an obligar.ion 0 " .. t.he part of the secured 

22 party enforceable by the franchisor to give the EranchiRor 

23 notice of the secilred party's intent to foreclose on the 

24 collateral simultaneously with notice to the franchisee, and a 

25 reasonable opportunity to redeem the interest of the secured 

26 ~arty and recover the secured 9arty's interest in t~e 

27 franchise or the franchised business by ~aying the secured 

28 obligations. 

29 13. A Eranchisor shall not interfere or attempt to 

30 Interfere with any disposition of an interes~ in a franchise 

31 or franchised business as described in subsection :2, 

32 paragraphS 

J3 Sec. 6. 

"a" !::hrough IiEII. 

NEVi SECTION. 523".6 DJCROACfiI-OE:\T. 

34 A franchisor shall not compece with, or granc, either 

15 directly or indirectly, a franchise in unreascnable proxirr.::j 

-8-
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1 to an established f~anchise offering goods or services 

2 identified by the same trademark as those offe~ed from the new 

3 franchise. or whose premises are identified by the same 

4 trademack as the new franchise. For purposes of ttlis section, 

5 "unreasonable proximity· as applied to a food establishment 

6 frdnchisor or food service establishment franchisor, including 

7 outlets and carry-out stores as defined by sec~ion 137A.l. 

8 subsection 2. and section 1378.2, subsection 6. includes but 

9 is not limited to the shortest distance as meas~red under the 

10 following methods: 

11 ,. A three-mile radius. using a straight l:ne measurement. 

12 from the center ot an already existing franchise. 

13 2. A circillar radius: using a straight lin? measuremen~, 

14 from dII existing franchise bUSiness which compcisps a 

15 population of thirty thocsand or greater. 

16 Within an area ,jefiIled as unreasonable proximity. the 

17 existing franchisee shd~l have the right of first refusal. at 

18 a mutually agreed price, for the establishment 0[ develop~ent 

19 of any new :ranchise business. including outlets and carry-out 

20 stores, established or developed di~ectly or indirectly by t~e 

7.1 franchisee's franchisor. 

22 The court may grant a permanent or preliminary injcnctio~ 

23 to prevent in~ury or threatened injury from the violation or 

24 threatened vio:ation of this section. 

2) Sec. 7. NEW SECTION. S23H.7 ~ERMINATION. 
--~-'----

26 A franchisor shall not terminate a franchise pr~or to its 

27 expiration except fo~ good cause. For purposes o~ thjs 

28 sectio~, 'I good cauSe!1 ~Ilcludes either of the fo:]owir)~: 

29 The failure of ~he franchisee to comply with a material 

30 9rovisi,cn of the franchise agreement after a ~otice ard a 

31 thi~ty-dilY period to cure the default or if th'~ default cannot 

32 be cured within thirty days, the failt..:.re of the francr-;see t:) 

33 ) n~.:.:.ia.te wit.hin thirty days,. 5u~sr.a!1tial contincling action to 

34 c~re t~c default. Enfocceffieil~ of ~he provisiorl must be 

1S similar to chat imposed an otter rraIlc~isees. 

-s-
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1 2. Situations in which the franchisee, without the 

2 requirement of notice and an opportunity to cure, does any of 

3 the following: 

4 a. Voluntarily abandons the franchised business. 

5 b. Is convicted of a crime that substantially impairs the 

6 good will associated with the franchisor's trademark, service 

7 mark, trade name, logotype advertising, or other commercial 

8 symbol. 

9 c. Repeatedly fails to comply with the same material 

10 provision of the franchise agreement, when the enforcement ot 

11 the provision is similar to thal imposed 011 cther franchisees. 

12 d. Operates the franchised business in a manner that 

13 imminently 

14 Sec. 8. 

endangers the 

NEW SECTION. 

public health or safety. 

523H.8 NONRE:-lEWAL OF A FHANCHISE. 

15 A franchisor shall not refuse to renew a franchIse unl.ess 

16 both of the following apply: 

17 l. Good cause exists as defined in section S23H.7. 

:'8 2. The ' .. _ r anC[ll see has been notified of the franchisor's 

19 intent not to renew at least six months prior to the 

20 expiration date or any extension of the franchise agreement. 

Sec. 9. NEW SECTION. 523H.9 FRANCHISEE'S RIGHT TO 

22 ASSOCIATE. 

23 A franchisor shall not restrict a franchisee from 

24 associating with other franchi~ee5 or from participating In a 

25 trade association. and shall not retaliate agaillst a 

26 franchisee for engaging in these actiVities. 

21 Sec. 10. NEW SECTION. S23H.I0 DUTY OF GOOU FAITH. 

28 A franchise imposes on the parties a duty of good faith In 

29 performance and enforcement oE the franchise agreement. "Good 

30 ~aith" means hones~y in fact and the observance of reasonable 

31 ~ommercial stalldards of fair deal~ng 1n the trade. 

32 Sec. Ii. NEW SECTION. 523H.cl DUTY ~O BARGAiN. 

11 A ~ranchisor has a duty to bargain ~n good faith w~:n a~ 

~~ organization of les franchisees that represerts ;e~e~al:y ~r 

J5 :)n a speci~ic :ssue or set of issues more t~an half of its 
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1 franchisees in this state. or more than half of all of its 

2 franchisees in the United States. if both of the following 

3 apply: 

4 1. 

S or has 

6 2. 

The 

ten 

TLe 

franchisor conducts business, or offers franchises. 

or more franchises outstanding, in this state. 

franchisor has more than five hundred franchises 

7 outstanding. or more than three hundred franchisees. in the 

8 United States. 

9 Sec. i2. NEW SECTION. 523H.12 REPURCHASE OF ASSETS. 

10 A frar.chisor s~all not prohibit a franchise2 from, or 

:1 enforce a prohibition against a franchisee, engaging in any 

~2 lawful business at any location after a termination or refusal 

~3 to renew by a franchisor, unless the franchisor offers In 

14 writing no later than ten business days before expiration of 

IS the franchise to purchase the assets of the franchised 

l6 business for its fair market value as a going concern. The 

:7 offer ill3Y be conditioned upon the ascertainment of a fuir 

c8 market value by an impartial appraiser. 

19 Sec. 13. NEW SEC':'!ON. S23H.13 INDEPENDENT SOURCING. 

20 1. Except as prov!ded in subsection 2. a E~anchisee may 

2l obtain equipment. fixL~res. supp:ies. and services ~seu in the 

72 establishment and operatioll of the franchised business from 

23 sources of the franchisee's choosing, provided th~t such goods 

24 and services meet standards as to their nattlre and qlla:ity 

2S promulgated by the franchtsor. 

20 2. Subsection 1 of this section does not apply to 

27 reasonable quantities of inventory goods or services. 

28 includillq display and sample items. that the franchisor 

79 reqllires the franchisee to obtain fro~ the franchisor 'Jr Its 

30 afEilj.ate, but only if the goods 8r serv~ces are cent~dl to 

31 the franchised bGsiness anrt either are actlJal:y ~anufac~ured 

32 or produced by the franc~~so~ or ~~S affiliate, or incorporate 

~l a ~rade 5Pcret owned by the ~~anchisoi· or its dffj].iatf~ . 
. 14 , , 

... , . NEW SEC':':ON. R:jLEMAKING. 

35 'Tete ddmi!lis\:rat~)r :::dY .:tc":cpc ru:es, pursuant to chd9:er l"lA, 

-l~-



e 

S.F. -;l7b H.F. ~ • ...-o;;,_ 

1 as necessary to implement 

2 Sec. 15. NEW SECTION. 

this chapter. 

523H.1S PRIVATE CIVIL ACTiON. 

3 A person who vio).ates a provi.sion oE this chapter or a Clli<' 

4 adopted or order issued under this chapter is liable for 

5 damages caused by the violatic)n, including. b'lt not limIted 

6 to, costs and reasonable attorneys' and experts' fees, and 

7 subject to other appropriate relief including injunctive and 

8 other equitable relief. 

9 Sec. 16. NEW SECTION. 523H.16 LIMITATION O? ACTIONS. 

10 A civil action or proceeding for a violation oE this 

11 chapter shall not be maintained unless commenced before t~e 

12 earlier of two years after the plaintiff discovers the facts 

13 constituting the violation or five years af.ter the act or 

14 transaction constituting the violation. 

15 

16 

17 

18 

Sec. 17. NEW SECTION. 523H.17 WAIVER AND CEOICC OF LAW. 

A party to a franchise shall not waive a righ~ or benefit 

conferred, or avoid a duty imposed, by thlS cnapter or by a 

rule adopted under this chapter. P. condition, stip"lation, or 

19 provision requiring the application of the law of dllother 

20 statF in lieu of 

21 Sec. 18. NEW 

22 LAW. 

this chapte~ is void. 

SECTION. 523H.18 CONSTRUCTION WITH OTHER 

23 This chapter does not limit any liability tha~ may exist 

24 under another statute or at common law. Pr ior law governs all 

25 actions based on Eacts occurring before the effective date of 

26 this Act. 

27 Sec. 19. NEW SECTION. 523H.L9 CONSTRUCTION. 

28 This chapter shall be liberally construed cc effect~atc ~:s 

29 purposes. 

30 EXPLANATION 

31 This bill establishes a new chapter 523H rela~ing to the 

32 regulation of franchise agreements. The bill provides that a 

33 civil action or proceeding arising out cf the franchise 

34 agreement may be brought whe~ever Jurisdiction over the 

35 parties or subject matter eX1S~S. The bill provldes thd: a 
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1 waiver oE the duties and rights established under chapter 523H 

2 is void. The bill provides that a franchisor cannot refuse to 

3 permit the transEer of the franchise without good cause, and 

4 prohibits the franchisor from competing directly with u 

5 franchisee or granting another franchise in unreasonab:e 

6 proximity to the established franchise which offers goods or 

7 services identified by the same trademark. Certain 

8 restrictions related to the termination and nonrenewal of a 

9 Eranchise are established. The bil: also establishes u duty 

10 to perform in good faith and to bargain with respect to the 

11 agreement. The bill also establishes a civil cause of action 

12 against a person who violates any provision of this chapter. 

13 

14 

l~ 

16 

1I 

18 

19 

20 

21 

22 

/3 

24 

2fi 

28 

>" -,I) 

37. 
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SENATE CLIP SHEET APRIL 6, 1992 

SENATE FILE 2176 
5-5551 

1 &~end Senate File 2176 as follows: 
2 1. By striking everything after the enacting 
3 clause and inserting the following: 
4 "Section 1. NEW SECTION. 523H.l DEFINITIONS. 
5 When used in this chanter, unless the context 
6 otherwise requires: -
7 1. "Affiiiate" means a person control~ing, 
8 controlled by, or under common control with another 
9 person, every officer or director of such a person, 

10 and every person occupying a similar status or 
11 performing similar func~ions. 
12 2. "Business day" means a day other than a 
13 Saturday, Sunday, or federal holiday. 
14 3. a. "Franchise" means either of the following: 
15 (1) An oral or written agreement, either express 
16 or implied, which provides all of the following: 
17 (a) Grants the right to distribute goods or 
18 provide services under a marketing plan prescribed or 
19 suggested in substantial part by the franchisor. 
20 (b) Requires payment of a franchise fee to a 
21 franchisor or its affiliate. 
22 (c) Allows the franchise business to be 
23 substantially associated with a trademark, service 
24 mark, trade name, logotype, advertisement, or other 
25 commercial symbol of or designating the franchisor or 
26 its affiliate. 
27 (2) A master franchise. 
28 b. "Franchise" does not include any business that 
29 ~s operated under a lease or license on the premises 
30 of the lessor or licensor as long as such business is 
31 incidental to the business conducted by the lessor or 
32 licensor on such premises, including, without 
33 limitation, leased departments, licensed departments, 
34 and concessions and the leased or licensed department 
35 operates only under the trademark, trade name, service 
36 mark, or other commercial symbol designating the 
37 lessor or licensor. 
38 c. "Franchise" also does not include any contract 
39 under which a petroleum retailer or petroleum 
40 distributor is authorized or permitted to occupy 
41 leased marketing premises, which premises are to be 
42 employed in connection with the sale, consignment, or 
43 distribution of motor fuel under a trademark whiCh ~s 
44 owned or controlled by a refiner which is regulated by 
45 the federal Petroleum Marketing Practices Act, 15 
46 U.S.C. § 2801 et seq. The term "refiner" means any 
47 person engaged in the refining of crude oil to produce 
48 motor fuel, and includes any affiliate of such person. 
49 "Franchise" also does not include a contract entered 
50 into by any person regulated under chapter 117, 123, 
S-5551 -1-
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~ 322, 322A, 3223, 322C, 322D, 322F, or 5 2, or a 
2 contr2ct estajiishing a ~ranchise relat onshi~ with 
3 ~e5pect to the sale of construction equ pmen~; lawn or 
4 garden equip~ent, or real estate~ 
5 4. :IF~anchise ~eet! ffiea~s a direct or indirect 
5 payrn2~~ to purchase or operate a franchise. Franc~ise 
7 fee eoes not include any of the ~ollowing: 
8 &. Payment c~ a rea50~ab~e serv~ce charge to the 
9 issuer of a c:ecit care by a~ establisr.ment accepting 

:0 the credit card. 
~~ b. Payme~t to a trading scamp company by a person 
12 i5s~ins ~rading stamps in connection with a retail 
:'3 sale. 
1( ~. An agreement to purchase at a bona fide 
l5 whclesa:e price a reasonable quantity of tangible 
16 goods for resale. 
17 d. The purchase or agreement to purchase, at a 
18 fair ma:ket value, any fixtures, equipment7 12asehold 
15 improvements. real property, supplies, or other 
20 mata,ials reasonably necessary to enter into or 
2: cont:nue a business. 
22 e. Payme~ts by a purchaser pursuanL to a bona fiee 
23 loan from a seiler to the ~urchaser. 
24 f. Payment 0: rent which reflects payment for the 
2S economic value of leased real or personal property. 
26 g. The purchase or agreement to purchase 
27 promotional or demonstration supplies, materials, or 
28 £quipmen~ furnish~d at fair market value and not 
29 i~tended for resale. 
30 5. "Franchisee" means a person to whom a frdnchise 
3l is granted. Franchisee includes the following: 
32 a. A subfranchisor with regard to its relationship 
33 with a franchisor. 
34 b. A subfranchisee with regard to its relationship 
35 with a subfranchisor. 
36 6. "Franchisor" means a person who grants a 
37 franchise or master franchise, or an affiliate of such 
38 a person. Franchisor includes a subEranchisor with 
39 regard to its relationship with a franchisee, unless 
40 stated otherwise in this chanter. 
41 7. "Fraud" and "deceit" are not limited to common 
42 law fraud and deceit. 
43 8. "Marketing plan" means a plan or system 
44 concerning a material aspect of conducting business. 
45 Indicia of a marketing plan include any of the 
46 following: 
47 a. Price specification, special pricing systems, 
48 or discount plans. 
49 o. Sales or display equipment or merchandising 
50 devices. 
S-5551 -2-
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2 d. Promotional or advertising materials or 
3 cooperative advertising. 
4 e. Training regarding the promotion, operation, or 
5 management of the business. 
6 f. Operational, managerial, technical, or 
7 financial guidelines or assistance. 
8 9. "Master franchise" means an agreement by which 
9 a person pays a franchisor for the right to sell or 

10 negotiate the sale of franchises. 
11 10. "Offer" or "offer to sell" means every attempt 
12 to offer or to disoose of, or solicitation of an offer 
13 to buy, a franchis~ or interest in a franchise for 
14 value. 
15 11. "Person" means a person as defined in section 
16 4.1, subsection 13. 
17 12. "Sale" or "sell" means every contract or 
18 agreement of sale of, contract to sell or disposition 
19 of, a franchise or interest in a franchise for value. 
20 13. "Subfranchise" means an agreement by which a 
21 person pays a franchisor for the right to sell or 
22 negotiate the sale of franchises. 
23 14. "Subfranchisee" means a Derson who is granted 
24 a franchise from a subfranchisor: 
25 15. "Subfranchisor" means a person who is granted 
26 a master franchise. 
27 Sec. 2. NEW SECTION. 523H.2 APPLICABILITY. 
28 This chapter applies to a new or existing franchise 
29 that is operated in the state of Iowa. For purposes 
30 of this chapter, the franchise is operated in this 
31 state only if the premises from which the franchise is 
32 operated is physically located in this state. For 
33 purposes of this chapter, a franchise including 
34 marketing rights in or to this state, is deemed to be 
35 operated in this state only if the franchisee's 
36 principal business office is physically located in 
37 this state. This chapter does not apply to a 
38 franchise solely because an agreement· relating to the 
39 franchise provides that the agreement is subject to or 
40 governed by the laws of this state. The provisions of 
41 this chapter do not apply to any existing or future 
42 contracts between Iowa franchisors and out-of-state 
43 franchisees. 
44 Sec. 3. NEW SECTION. 523H.3 JURISDICTION AND 
45 NONJUDICIAL RESOLUTION OF DISPUTES. 
46 1. A proviSion in a franchise agreement 
47 restricting jurisdiction to a forum outside this state 
48 :s void with respect to a claim otherwise enforceable 
49 under this chapter. 
50 2. A civil action or proceeding arising out of a 
S-5551 -3-
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:ra~c~:se may be co~me~ced W~erever jurisdict:on OV2r 
2 the ?a:t~es or s~bject ~att2: axists, even if the 
3 ~;:ee~cDt l~~its actio~5 or proceedings ~o a 
4 desig~ate~ jurisdictio~. 

3. 2a:ties to ~ franchis~ may agree to inciepe~dent 
o ~rjitr~tio~, mediatio~J or ot~e~ no~judicial 
j :esc~~Lio~ o~ a~ existing O~ future dispute. 

£... V2:~.;,;.e :0;:- G. civi~ actioi1 CC:i"~ilenced :J.nder th::"s 
~ Ch2?t2: S~21~ ~e dec2~s:ned :n accor~ence wit~ chapter 

-v 6:'6~ 

SeC. .(.. .. 5235.4 \jlA:v;::as VOID .. 
:2 A ~o~~~tio~; Sti?U:2tio~, or provi5ic~ :2q~irinS a 
~~ ~ra~c~:s~e to w~:ve con?l:a~ce wi~h or ~elieving 2 

~( ~2~SO~ cf a ~~:y c: :la~iiity imposed by or a ri~ht 
~ ?:cv~ri~t -~y ~~~s c~a9~er 0: ~ :L~e 0: o:der ~~cie: ~his 
ch~~:~: ~s vci~~ T~is sect~c~ s~a:~ ~ot affect :~2 

~7 SG~:_2~2n~ of dis~~tesJ clai~s; O~ clvil laws~its 
:3 a::s~~s or brought ?LrSuant ~o this cha?~er. 

XEW S~CTIONo ~RANS?ER OF 
20 ?RAKCri::Sc .. 
2: A franchisee may t:znsfer the 2ranchised 
~? ~US:~2SS ~~~ ~r2~ch~se ~o z trznsf2ree: p~avi{ed t~at 
2~ t~2 t:=a~sE2r~2 sa~isEi2S :~2 r22S0~&b:2 cur~ent 
~~ ~~~li~icatio~s cf the franc~i5Gr for new fra~chise2s. 
25 lor t~e p~rposes oE t~iS section~ e reasonable c~{rent 
~c ~~2:~~icatic~ ~cr a new fra~c~isee is a qualificat~cn 
77 based ~po~ a ~eg~t:~ate busi~ess reason. If t~e 
~~ ~:oposed transferee does not meet t~e ceasonab12 
2i ~~rrent ~uali:icatio~s of the fra~chisor~ the 
3C ~:a~chisQr ~ay refuse to pe:xit the ~r~~sfer, ?rov~ded 
J_ ~h2t t~e ref~sal of t~e ~:a~ch:sor to consent ~o t~:e 
:2 ~ransf2r is ~ct arbi~:ary 0: capr~cious when comp~=ed 
33 to the actio~s of tie franchiser i~ oche! si~ilar 
34 Clrcumsta~ces. 
2~ 2. Except as otherwise provide2 ~n this sec~io~, a 

3~ ~:anc~isor ~ay exercis2 a r~ght of f:rs~ raf~sal 
37 cO~Laj~ed i~ a franchise ~g:ee~ent afte~ ~ecei~~ of a 
:8 ~:cpo5al ~rom the franchisee to transfer the 
39 franchise. 
~D 3. A franchisor may require as a condition of ~ 
~l t:ansfer any of the foilowing: 
~? B. Th2t the transferee s~ccessfully complete a 
41 reasonable training program. 
~, b. Tnat a reasonable transfer fee be paid to 
4S reimburse the franchisor for che franchisor's 
t5 ~easo~ab~e and actual expenses directly attributable 
(7 ~o the ~ransfer_ 
4e c. That the fra~chisee payor make provision 
49 ~0asonably acceptable to the fra~chisor to pay any 
jO a~c~n~ d~e the franchisor or the franchisor's 
S-5551 -4-
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2 4. A franchisor shall not withhold consent to a 
3 franchisee making a public offering of the 
4 franchisee's securities without good cause, provided 
5 the franchisee or the owners of the franchise retain 
6 control of more than fifty percent of the voting power 
7 in the franchise. A franchisor shall not withhold the 
8 franchisor's consent to a peoling of interests or 
9 exchange of assets by the franchisor's existing 

10 franchisees. 
11 5. A franchisee may transfer the franchisee's 
12 interest in the franchise, for the unexpired term of 
13 the franchise agreement, and a franchisor shall not 
14 require the franchisee or the transferee to enter into 
15 a new or different franchise agreement as a condition 
16 of the transfer. 
17 6. A franchisee shall give the franchisor no less 
18 than thirty days' written notice of a transfer which 
19 is subject to the provisions of this section, and on 
20 request from the franchisor shall provide in writing 
21 the ownership interests of all persons holding or 
22 claiming an equitable or beneficial interest in the 
23 franchise subsequent to the transfer or the 
24 franchisee, as appropriate. A franchisee shall not 
25 circumvent the intended effect of a contractual 
26 provision governIng the transfer of the franchise or 
27 an interest in the franchise by means of a management 
28 agreement, lease, profit-sharing agreement, 
29 conditional assicnment, or other similar device. 
30 7. A franchisor shall not transfer its interest In 
31 a franchise unless the franchisor makes reasonable 
32 provision for the performance of the franchisor's 
33 obligations under the franchise agreement by the 
34 transferee. A franchisor shall provide the franchisee 
35 notice of a proposed transfer of the franChisor's 
36 interest in the franchise at the time the disclosure 
37 is required of the franchisor under applicable 
38 securities laws, if interests in the franchisor are 
39 publicly traded, or if not publicly traded, at the 
40 time such disclosure would be required if the 
41 interests in the franchisor were publicly traded. 
42 8. A transfer by a franchisee is deemed to be 
43 approved thirty days after the franchisee submits the 
44 request for consent to the transfer unless the 
45 franchisor withholds consent to the transfer as 
46 evidenced in writing, specifying the reason or reasons 
47 for withholding the consent. The written notice must 
48 be delivered to the franChisee prior to the expiration 
49 of the thirty-day period. Any such notice is 
50 privileged and is not actionable based upon a claim of 
5-5551 -5-
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2 9. A franchisor shall not discriminate against a 
3 proposed trQnsferee o~ a franchise on the basis of 
~ ~ace/ color, ~ational origin, sex, or physica~ 
:J handicap. 
& :0. A f~anChisor: as a condition to a ~ra~sfer 
7 a ~r2~c~~se; shal: not obligate a franchisee to 
S ~~de:ta~2 obligztio~s O~ :elinq~ish any rights 

of 

9 ~n:e~a~ed co the f~anchise proposed to be tra~sEe~~eci, 
:c C~ tc e~~2: ~~to 2 r~lease of cla~ms broader ~ha~ 2 

:'3 
, , 
- -... 

si~i~~: :2:22S2 of cla~m5 by t~e franch~so~ asains: 
~ne ~ra~chisee which is ente~ed into by the - .. ::: :':::"1C:d.scr . 

15 sh21~ ~ot s2ek to e~force a~y cove~2nt oE the 
.L0 ~:2~sfer:ed Z~a~chise against the transfero~ wnich 
i7 f~;o~ib~~s ~h2 transfero~ fro~ 2ngas:~g in any lawf~l 
~& occ~patio~ or ente~p:ise. However, t~is s~bsect~o~ 
.~ does not p:o~~bit che franchisor frox enfo=ci~g a 
?C co~~raccual ccve~a2t agai~s~ the tra~sferor not ~c 
2: exploi~ the f:anchisor's crade secrets or int211ec~~a: 
22 ?~0ge(ty rights, u~less otherwise &gr@ed to by the 
:2:) po. :- t j, 25 • 

2~ ~2. For purposes of this sectio~, Ilt~ansf2r'l means 
25 any ch2~ge in ownership or control of a franchise, 
25 fra;:c~iseci b~sinessr or a franchisee. 
27 :3~ The following occurrences shall not be 
22 con~idered tr2nsfers requi~ing the consent of the 
2S £(anc~isor u~der a f~anchise agreeme~t, and shall ~ot 
3C ~es~l: In the imposition of any penalties or ~ake 
31 applicab:e any right of first refusal by the 
32 franchisor: 
33 a. The s~ccession of owne:ship of a franchise upon 
3~ c~e deeth c: disability of a franchisee; or of an 
35 OW~2r of a f~anchise, to the franchisee's spouse, 
35 c~i:d or children, or a partner of ~he franchisee 
37 ~nless ~he successor fails to meet the then ccrre~t 
23 recso~able qualifications of the franchiso: for 
39 :rar.cnisees and the enforcement of the reasonao:e 
40 c~rre~t Qualifications is not arbitrary or capricious 
4 when compared to actions of the franchisor in other 
42 similar circumstances. 
43 ~. The succession of a spouse, child, partner, or 
44 other owner as operating manager upon the death or 
65 disablli~y of the operating manager, unless the 
46 SUCCeSSO~ fai:s to meet the then current reasonable 
(7 q~a~i~icatior.s of the franchisor for an operating 
~8 manager, and enforcement of the reasonable current 
49 qua~ifications is not arbitrary or capricious when 
~O comparee to actions of the franchisor in other similar 
5-5551 -6-
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2 c. Incorporation of a propr .. etorship franchisee. 
3 provided that such incorporatiol! does not prohibit a 
4 franchisor from requiring a personal guaranty by the 
5 franchisee of obligations related to the franchise. 
6 d. A transfer within an existing ownership group 
7 of a franchise provided that more than fifty percent 

- 8 of the franchise is held by persons who meet the 
9 franchisor's reasonable current qualifications for 

10 franchisees. If less than fifty percent of the 
11 franchise would be owned by persons who meet the 
12 franchisor's reasonable current qualifications, the 
13 franchisor may refuse to author~ze the transfer, 
14 provided that enforcement of the reasonable current 
15 qualifications is not arbitrary or capricious when 
16 compared to actions of the franchisor in other similar 
17 circumstances. 
18 e. A transfer of less than a controlling interest 
19 in the franchise to the franchisee's spouse or child 
20 or children, provided that more than fifty percent of 
21 the entire franchise is held by those who meet the 
22 franchisor's reasonable current qualifications. If 
23 less than fifty percent of the franchise would be 
24 owned by persons who meet the franchisor's reasonable 
25 current qualifications. the franchisor may refuse to 
26 authorize the transfer. provided that enforcement of 
27 the reasonable current qualifications is not arbitrary 
28 or capricious when compared to actions of the 
29 franchisor in other similar circumstances. 
30 f. A transfer of less than a controlling interest 
31 in the franchise of an employee stock ownership plan, 
32 or employee incentive plan, provided that more ·than 
33 fifty percent of the entire franchise is held by those 
34 who meet the franchisor's reasonable current 
35 qualifications for franchisees. If less than fifty 
36 percent would be owned by persons who meet the 
37 franchisor's reasonable current qualifications. the 
38 franchisor may refuse to authorize the transfer. 
39 provided that enforcement of the reasonable current 
40 qualifications is not arbitrary or capricious when 
41 compared to actions of the franchisor in other similar 
42 circumstances. 
43 g. A grant or retention of a security interest in 
44 the franchised business or its assets, or an ownership 
45 interest ~n the franchisee, provided the security 
46 agreement establishes an obligation on the part of the 
47 secured party enforceable by the franchisor to give 
48 the franchisor notice of the secured party's intent to 
49 foreclose on the collateral simultaneously with notice 
50 to the franchisee, and a reasonable opportunity to 
S-5551 -7-
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~ ~eaeem t~e interests of t~2 sec~red party and recover 
2 t~2 secured p~rty's i~Lc~est i~ the rrQnch:se 0: 

-=·~- .... c ..... :e~a~ '-'-"~-~""'C: ' ...... y r": ..... ,..., '-~:":) -,""'cu"ec ob';c-:-~-""""" .:. .L.i..c.:: .......... c N' .......... ~ ....... ;:) ...... ~, .. ...)c.-yJ.. •• ';. L. __ !:;I~... ..L..L. .... c. ..... ;.v •• ~ 

Z l'. A ~ra~c~~so: s~211 not ~~terfere or a~te~pt :0 
5 ~nterE~:e w~th ~~y ~is?osi~~o~ ·')f an interest l~ a 
~ fra~=~ise or f:~nc~is2d b~si~es.; 2S ~2scribed i~ 
7 St;~sectia~ 13, ?ara9:a?~S "a" t~[Ot;9~ "g". 
=- SeC. 6" ?~2r,;: SEC<?>:O?\. 5 2 3;-~.:' ~XCRJP.CEl·'iEN~·. 
S ~. Xotwithsta~di~s the te=ms, provis~o~S, or 

_." =c~~~tions of a~ a;:eement or ~:2nch~se; it a 
~:a~c~:so~ s2e~s to es~ablish a ~ew c~t12t; C8~?e~y
ow~e~ stD~el 0: ca:~y-=~~ store wit~i~ a~ ~nr2aso~able 
p:cx:~~~y of a~ 2x~s:i~~ ~~anc~.saeJ t~e exis~i~S 
f:a~~tis2e: 2~ the op~iG~ c~ ~n,~ f:ancjiso;~ 3j2~: 

1~ ~~V2 ei~~2= a :ig~~ cE ~irst r2:~sal wLt~ :es~2ct :0 
C.:-:2 p:::;~osed ::et.·l cut:c::t! CO:':;P6.:".!-cwnec st.ore; or co 

17 carry-cut score O~ a c~g~t ~o cornpensatio~ for ~2~,{2t 

2n~r2 dive=tsd ~y ~he new C~~l2·':. ?o: t~2 ?u=?cses o~ 
t:-:::.5 ;;;;cC::iCl:-';, "uiJ:-e2so::2.~10 ?:o::i.r('.ity!; e.s c.p~l:ed -':0 z.. 
~ood 2sta~~ish~e~t E:~~chisor 0 .. ~oo~ serv~ce 

23 

25 
25 

22~ab!ish~ent ~~a~c~iso:; ~nc~~r:~~g ou~lats a~d ca=ry
o~~ S~O!e5 ~s d~fin2d jy s2ctic:. l37A.l, s~bsection 2; 
and section 1378.2, subsectio~ f, includes bu~ is not 
1:~iL2d :0 the shortest distance as meas~red by the 
followi~g methods: 

~. A th:ee-~ile radius, us~~g a straight ~i~e 
neas~reme~:, Ero~ the center of a~ already existi~g 
franchise. 

b. A ci:c~la: ~adi~s, using a straight line 
meas~':e~e~~; f:o~ a~ existin~ f~a~chis@ business w~~ch 

~~ cony:is~s a P09~l~tio~ of thirt) thousand or 9reater. 
32 
33 

2; 
33 

2. Wi~~ re3~ect to a ~ight of first refusal, the 
parties shall in good faith see~ to establish a 
m~t~ally agreeab~e prica and terms. If (he part~es 
ere una~:2 to agree, each party shall ap?oint a~ 
~~dep3neen~ appraiser. :f t~e ~,ndependent app~aisers 
are ~;lab],e to agree upon a priCE and terms: tt2 
:~1depe~dent .;;?~:ca~sers shall nan.€! a third appraise:- to 

1S cete{rni~e :he price anci terms ~~on which the right cE 
~i:st refusal may be exercised. The determination o~ 
the :~cepe~dent appraiser shall be final and not 
subject ~o judicial ~eview. 

l; - . 
42 
43 
44 
45 
(S 

48 

If two or ~ore existing franchises are locoted 
withIn a~ unreasonable proximit} to the proposed 
o~tlet, the closest franchisee shall have the first 
:~ght of fi:st refusal, and if ceclined, the right of 
::,st refusal shall pass to the next closest 
franchisee. 

~s 3. If the franchiser does net offer a right of 
sc :i~st :efusal, the franchisor shall compensate 
S-5551 -8-
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1 existing ~ranchisees for market share diverted by the 
2 ope~ing of the new outlet. If the franchisor and 
3 existing franchisees can~ot agree upon the proper 
4 amount of such compe~sation, each party shall appoin~ 
5 an independent appraiser. If the independent 
6 appraisers are unable to agree, the independent 
7 appraisers shall appoint a third appraiser who shall 
8 establish the level of compensation. The-
9 determination of the independent appraiser shall be , 

10 final and not subject to judicial review. 
11 4. The court may grant a permanen~ or preliminary 
12 injunction to prevent injury or threatened injury from 
13 the violation or threatened violation of this section. 
14 Sec. 7. NEW SECTION. 523H.7 TERMINATION. 
15 1. Except as otherwise provided by this chapter, a 
16 franchisor shall not terminate a franchise prior to 
17 the expiration of its term except for good cause. For 
18 purposes of this section, "good cause" is cause based 
19 upon a legitimate business reason. "Good cause" 
20 includes the failure of the franchisee to comply with 
21 any material lawful requirement of the franchise 
22 agreement, provided that the termination by the 
23 franchisor is not arbitrary or capricious when 
24 compared to the actions of the franchisor in other 
25 similar circumstances. 
26 2. Prior to termination of a franchise for good 
27 cause, a franchisor shall provide a franchisee with 
28 written notice stating the basis for the proposed 
29 termination. After service of written notice, the 
30 franchisee shall have a reasonable period of time to 
31 cure the default, which in no event shall be less than 
32 thirty days. 
33 3. Notwithstanding subsection 2, a franchisor may 
34 terminate a franchisee upon written notice and without 
35 an opportunity to cure if any of the following apply: 
36 a. The franchisee or the business to which the 
37 franchise relates is declared bankrupt or judicially 
38 determined to be insolvent. . 
39 b. The franchisee voluntarily abandons the 
40 franchise by failing to operate the business for five 
41 consecutive business days during which the franchisee 
42 is required to operate the business under the terms of 
43 the franchise, or any shorter period after which it is 
44 not unreasonable under the facts and circumstances for 
45 the franchisor to conclude that the franchisee does 
46 not intend to continue to operate the franchise, 
47 unless the failure to operate is due to circumstances 
48 beyond the control of t~e franch see." 
49 c. The franchisor and franch see agree in writing 
50 to ter~inate the franchise. 
S-5551 -9-

Page 12 



SENATE CLIP SHEET 

S-5551 
?age 10 

APRIL G, 1992 

c.~ : ... :-. .? ~rar:.c~!ise2 :{:iowinS::"y ;;;o.kes any m~teri~l 
/ ~isreprese~tet~o~s or knowingiy o~its to state 2~y 
3 ~2~2:~a: £ects :2l~~:~S to the a=~uisitio~ 0: 
~ CW~2~S~~? or 0ger2~iG~ of the ~:2~c~ise busin~ss_ 

r:::.2 ~:c..['.c::~2~e !:"2P22.~2C:l-·' ::3.:'::"$ -to co::;.~:.y ~,,:.:{: 

cf .~ ~;ancjise a9:ee~2~~: 
/ w~e~ ~~2 2nEo:c2~2~~ o~ t~2 ~2~l!:i2~ ?rovisic~ by c~e 
~ ~:~~ch~so: ~s ~c~ ~r~it:a=y 0: cap:ic~ous whe~ 
; ~O~~ci:2~ ~o t~a Z:a~c~~so: i~ Gc~er si~ilar 

~2 :n2 ~r6~chisee are lawful:y sei~ed, take~ ever, or 
'7 Eo:aclcS2d by a sove(n~ent 2utho~i~y or ofEic~al _ 
_ Z g. ~h2 f~&nchis2e is cc~v:c~e~ o~ a ~elcny or a~y 
:s ct~2~ c~~~i~al rnisco~duc: w~~ch m~t2:i&1:y an~ 
or advarse:y aZfects the ope~a~~o~: ma~~tenance, O~ 
~7 soociwi:l oZ the franchise i~ th~ :e:eva~t mar~2t. 
~G n. ~~e fr6~cnisee operates the fra~chised busi~ess 
~c i~ a ~an~c: that :r.~inent~y 2~d~r:sers the ?~b~:c 

~e~:t~ a~d saf2ty. 
Sec. o. NE~' SE2TIOK. 

2 2 F~ANC:-r:. SS. 
23 A ~r2~chisor shall ~ct ~efus2 ~o renew a fra~chise 
24 unless bot~ of the followins apply: 
2~ 1. Th2 franchisee ~as been ratified of the 
25 fra~c~iscrts inte~t not to ~e~e~' at least six mont~s 
27 p=ior to the expira~ion date or any extension of the 
2S tra~chise agreement. 
2~ 2. Any of the following circumstances exist: 
20 ,. Good cause exists as defined in section 523~.7, 
3~ p~ovided that the :efusal ot thE franchisor to renew 
~2 is ~ot 2tbitrary or capric~ous ~hen compared :0 the 
33 2ctio~s of the franchisor in other similar 
34 circumstances . 
. ~~ j. ~ne franchisor and franc~is2e agree not to 
36 ~enew the fra~chise, pcovided that upo~ the expira~ion 
37 of the franchise, the franchisor agrees not to seek ta 
28 er.~orce ~ny cove~an~ of the no~renewed r~anchise not 
39 to compete with the fra~chisor cr franchisees of the 
(0 franchiso!:'. 
41 c. The franchisor completely withdraws from 
42 directly or i~directly distributing its products or 
43 services in the geographic market served by the 
44 :ranchisee, provided that upon expiration of the 
£5 franchise, the franchisor agrees not to seek to 
~S enforce any covenant of the non renewed franChisee not 
~7 to compete with the franchisor or franchisees of the 
43 franchisor. 
49 SeC. 9. NEW SECTION. 523H.9 FRANCHISEE'S RIGHT 
SO ~O ASSOCIATE. 
S-5~Si -10-
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A franchisor shall not ~est~~ct 2 fr~nchisee from 
L ~ssociating with other ~ranchis~es or from 
3 9a~c~cipatin9 in a trade association l and shall not 
( reca~iate against a frar.cr.isee ~or engaging in these 
5 ac~ivi<:i~s. 
5 Sec. lC. ~Z;IJ SECTIOi-:. 523;;.10 uUTY OF GOOD 
I FAIT}-L 
a A f~an~~~sc ~mocses on the pa~ties a dcty or good 
9 faith ~n pe[~ormance a~e enZo:cexent of the franchise 

:C agrea~~nc. If Good faithl' m~a~s ho~esty in fact a~d the 
l::" o;:'se::-vat.ce or rea.sonab:'~ COriJ'i'!ercial standards of fc:.ir 
:2 deal:ng in ~he trade. 
d Sec. ~l. NE\" SECT:;:O~J. 523H.1: REPURCHASE OF 
14 ASSE'J.'S. 
:5 A franchise: shall not ?:ohi~it a franchisee froID, 
~Q C~ enforce a pro~ibition against a franchisee, 
:7 ~~9QSi~g i~ any :awful ~usiness at any location after 
1& 2 ter~inacion or refusal to renew by a franchiso~, 
:9 ~n:ess it is o~e which ralies on a substantially 
20 si~i:a[ marketinc ~cogram as th~ terminated or 

J • 

21 nonrenawea ~ranchise 0: unless ~he franchisor offers 
22 in writing no later than ten business days before 
23 expiration of the franchise to ~~[chase the assets of 
2( che fra~chised business for its fair market value as a 
25 goinS concern. The value of the assets shall not 
25 i~cl~de the goodwill of the business attributa~le to 

.,a 27 the ~raderilark lice:'lseo to the franchisee in the 
~ 23 Eranchise as:eemen~. The offer may be conditioned 

29 u~on the ascerta:nment of a fair market value by an 

e 

30 i~p&rtial appraise~. 
31 Sec. 12. NEW SECTION. 523H.12 INDEPENDENT 
32 SOURCr:'G. 

1. Except as provided in subsection 2, a 
3~ :ranchisor shall allow a fr~~ch~see to obtain 
35 equipmer.t, fixtures, supplies, 2nd services used in 
36 the es~ab:ishment a~d operation of the franchised 
37 business from sources oZ the franchisee1s choosing: 

provided that such goods and services meet standards 
3; as to their nature and quality ~romulgated by the 
33 

40 franchisor. 
t:l 2. Subsection 1 of this section does not apply to 
42 reasonable quan~lties of inventory gooos or services, 
43 including display and sample items, that the 
44 franchisor requires the franchisee to obtain from the 
45 franohisor or its affiliate, but only if the goods or 
46 serVloes are central to the frar.chised business and 
47 either are actually manufactured or produced by the 
43 franchisor or its affiliate, or incorporate a trade 
49 secret owned by the franChisor or its affiliate. 
SO Sec. ·13. NEW SECTION. 523H.13 PRIVATE CIVIL 
S-5551 -lI-

Page 14 



SENATE CLIP SHEET 

5-5551 
Page 12 

1 ACTION. 

APRIL 6, 1992 

2 A person who violates a nrov:sicn of this chapter 
3 or order issued under this chaote~ is ~iable for 
4 damages caused by the violation, including, but not 
5 limited to, costs and reasonable attorneys' and 
6 experts' fees, and subject to other appropriate re~~ef 
7 including injunctive and other equitable relief. 
8 ~ec. 14. ~EW SEC7ION. 523H.14 CHCICE OF LAW. 
9 A condition, stipulation, or provision requiring 

10 the application of the law of another state in lieu of 
11 this chapter is void. 
12 Sec. lS. NEW SECTION. 523H.15 CONSTRUCTION WITH 
13 OTHER LAW. 
~4 This chapter does not limit any liability that may 
15 exist under another statute or at common law. Prior 
16 law governs all actions based on facts occurring 
17 before the effective date of this Act. 
18 Sec. 16. NEW SECTION. 523H.16 CONSTRUCTION. 
19 This chapter shall be liberally construed to 
20 effectuate its purposes. 
21 Sec. 17. NEW SECTION. 523H.17 SEVERABILITY. 
22 If any provision or clause of this chapter or any 
23 application of this chapter to any person or 
24 circumstances is held invalid, such invalidity shall 
25 not affect other provisi.ons or applications of the 
26 chapter which can be given effect without the invalid 
27 provision or application, and to this end the 
28 provisions of this chapter are declared to be 
29 severable." 

S-5551 
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1 

2 

Section 1. NEW SECTION. S23H.1 DEFINITIONS. 
When used in this chapter, unless the context otherwise 

3 requires: 
4 1. "Administrator" means the commissioner of insurance. 

5 2. "Advertisement" means a communication published in 

6 connection with an offer or sale of a franchise. 

7 3. "Affiliate" means a person controlling, controlled by, 
8 or under common control with another person, every officer or 

9 director of such a person, and every person occupying a 
10 similar status or performing similar functions. 

11 4. "Business day" means a day other than a Saturday. 

12 Sunday. or federal holiday. 

13 5. "Disclosure document" means the uniform franchise 

14 offering circular as adopted and amended by the north American 

15 securities administrators association. incorporated. 
]6 6. "Franchise" means either of the following: 

17 a. An oral or written agreement. either express or 
18 implied, which provides all of the following: 

19 (1) Grants the right to distribute goods or provide 
20 services under a marketing plan prescribed or suggested in 

21 substantial part by the franchisor. 
22 (2) R~quires payment of a franchise fee to a franchisor or 

23 its affiliate. 
24 (3) Allows the franchise business to be substantially 

25 associated with a trademark. service mark. trade name. 
26 logotype, advertisement, or other commercial symbol of or 

27 designating the franchisor or its affiliate. 
28 b. A master franchise. 

29 "Franchise" does not include any business that is operated 
30 under a lease or license on the premises of the lessor or 

31 licensor as long as such business is incidental to the 
32 business conducted by the lessor or licensor on such premises, 

33 including, without limitation, leased departments, licensed 

34 departments, and concessions and the leased or licensed 
35 department operates only under the trademark, trade name. 
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~ 1 service mark, or other commercial symbol designating the 
2 lessor or licensor. 

• 

3 "Franchise" also does not include any contract under which 
4 a petroleum retailer or petroleum distributor is authorized or 
5 permitted to occupy leased marketing premises, which premises 
6 are to be employed in connection with the sale, consignment, 

7 or distribution of motor fuel under a trademark which is owned 
8 or controlled by a refiner which is regulated by the federal 
9 

10 

11 

12 

13 

14 

15 
16 
17 
18 

Petroleum Marketing Practices Act, 15 U.S.C. § 2801 et seq. 
The term "refiner" means any person engaged in the refining of 
crude oil to produce motor fuel, and includes any affiliate of 
such person. "Franchise" also does not include a contract 

entered into by any person regulated under chapter 117, 123, 

322, 322A, 322B, 322C, 322D, 322F, or 522, or a retailer 

selling construction equipment, or lawn and garden equipment. 
7. "Franchise fee" means a direct or indirect payment to 

purchase or operate a franchise. Franchise fee does not 
include any of the following: 

19 a. Payment of a reasonable service charge to the issuer of 
20 a credit card by an establishment accepting the credit card. 

21 b. Payment to a trading stamp company by a person issuing 
22 trading stamps in connection with a retail sale. 

23 c. An agreement to purchase at a bona fide wholesale price 
24 a reasonable quantity of tangible goods for resale. 
25 8. "Franchisee" means a person to whom a franchise is 
26 granted. 

27 a. A 

Franchisee includes the following: 
subfranchisor with regard to its relationship with a 

28 franchisor. 
29 b. A subfranchisee with regard to its relationship with a 
30 subfranchisor. 
31 9. "Franchisor" means a person who grants a franchise or 
32 an affiliate of such a person. Franchisor includes a 
33 subfranchisor with regard to its relationship with a 
34 franchisee, unless stated otherwise in this chapter. 
35 10. "Fraud" and "deceit" are not limited to common law 
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1 fraud and deceit. 
2 11. "Marketing plan" means a plan or system concerning a 

3 material aspect of conducting business. Indicia of a 
4 marketing plan include any of the following: 

5 a. Price specification, special pricing systems, or 
6 discount plans. 

7 b. Sales or display equipment or merchandising devices. 
8 c. Sales techniques. 

9 d. Promotional or advertising materials or cooperative 
10 advertising. 

11 e. Training regarding the promotion, operation, or 

12 manage~ent of the business. 

13 f. Operational, managerial, technical, or financial 

14 guidelines or assistance. 

15 12. "Master franchise" means an agreement by which a 

16 person pays a franchisor for the right to sell or negotiate 

17 the sale of franchises. 

18 13. "Offer" or "offer to sell" means every attempt to 

19 offer or to dispose of, or solicitation of an offer to buy, a 
20 franchise or interest in a franchise for value. 

21 14. "Opder" means a consent, authorization, approval, or 

22 prohibition, issued by the administrator in a specific matter. 

23 15. "Person" means a person as defined in section 4.1, 
24 subsection 13. 

25 16. "Publish" means to circulate generally by mail, print 
26 media, or electronic media, or otherwise to disseminate 
27 generally to the public. 
28 17. "Registration application" means an initial franchise 

29 application on the uniform franchise registration application 
30 as adopted and amended by the north American securities 

31 administrators association, incorporated, and any amendment or 
32 renewal of the application. 

33 18. "Sale" or "sell" means every contract or agreement of 
34 sale of, contract to sell or disposition of, a franchise or 

35 interest in a franchise for value. 
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1 19. "Salesperson" means a person employed by or 
2 representing a franchisor in effecting or attempting to effect 
3 the offer or sale of a franchise. 
4 20. "Subfranchise" means an agreement by which a person 

5 pays a franchisor for the right to sell or negotiate the sale 
6 of franchises. 

7 21. ·Subfranchisor" means a person who grants a master 
8 franchise. 

9 22. "Subfranchisee" means a person who is granted a master 

10 franchise or a subfranchise from a subfranchisor. 
11 
12 

13 
14 

15 

16 

17 

18 

19 
20 
21 
22 

23 

Sec. 2. NEW SECTION. 523H.2 APPLICABILITY. 
T~is chapter applies to a new or existing franchise that is 

operated in the state of Iowa. For purposes of this chapter, 

the franchise is operated in this state only if the premises 

from which the franchise is operated is physically located in 

this state. For purposes of this chapter, a franchise 

including marketing rights in or to this state, is deemed to 

be operated in this state only if the franchisee's principal 

business office is physically located in this state. This 
chapter does not apply to a franchise solely because an 
agreement relating to the franchise provides that the 
agreement is subject to or governed by the laws of this state. 

The provisions of this chapter do not apply to any existing or 

24 future contracts between Iowa franchisors and out-of-state 
25 franchisees. 

26 Sec. 3. NEW SECTION. 523H.3 JURISDICTION, VENUE, AND 

27 NONJUDICIAL RESOLUTION OF DISPUTES. 

28 1. A provision in a franchise agreement restricting 

29 jurisdiction or venue to a forum outside this state is void 
30 with respect to a claim otherwise enforceable under this 
31 chapter. 

32 2. A civil action or proceeding arising out of a franchise 
33 may be commenced wherever jurisdiction over the parties or 

34 subject matter exists, even if the agreement limits actions or 

35 proceedings to a designated jurisdiction or venue. The court 
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1 shall consider the doctrine of inconvenient forum. 
2 3. Parties to a franchise may agree to independent 

3 arbitration, mediation, or other nonjudicial resolution of an 

4 existing or future dispute. 

5 Sec. 4. NEW SECTION. 523H.4 WAIVERS VOID. 

6 A condition, stipulation, or provision requiring a 

7 franchisee to waive compliance with or relieving a person of a 

8 duty or liability imposed by or a right provided by this 

9 chapter or a rule or order under this chapter is void. An 

10 acknowledgment provision, disclaimer, integration clause, or a 

11 provision having a similar effect in a franchise agreement 
12 does ~~t negate or act to remove from judicial review any 

13 statement, misrepresentation, or action that would violate a 

14 provision of this chapter or a rule or order under this 

15 chapter. This section shall not affect the settlement of 

16 disputes, claims, or civil lawsuits arising or brought 

17 pursuant to this chapter. 

18 Sec. 5. N~w SECTION. 523H.5 TRANSFER OF FRANCHISE. 

19 1. A franchisee may transfer the franchised business and 
20 franchise to a transferee who meets the franchisor's 

21 reasonable, essential, and nondiscriminatory standards for new 

22 franChisees or transferees established at the time of the 

23 transfer. A franchisor shall not withhold consent to the 

24 transfer of ownership under these circumstances without good 

25 cause. A provision in a franchise agreement restricting a 

26 franchisee's rights under this section is void. 

27 2. A franchisor may exercise a right of first refusal in 

28 connection with a proposed transfer if provided in the 

29 franchise agreement. However, this right shall not be 
30 exercised by the franchisor more than thirty days after 

31 receipt of the franchisee'S request for the franchisor'S 
32 consent to the transfer. A franchisor shall not exercise such 

33 right if by doing so the franchisor would hold a minority 

34 ownership interest in the franchise or franchisee. 

35 3. A franchisor may require as a condition of a transfer 
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~ 1 any of the following: 

2 a. That the transferee successfully complete a reasonable, 

3 essential, and nondiscriminatory training program. 
4 b. That a reasonable transfer fee be paid to reimburse the 

5 franchisor for the franchisor's reasonable and actual expenses 
6 directly attributable to the transfer. 

7 c. That the franchisee payor make reasonable provision to 

8 pay any amount due the franchisor or the franchisor's 

9 affiliate. 

10 4. A franchisor shall not withhold consent to a franchisee 

11 making a public offering of the franchisee's securities 

12witho~~ good cause, provided the franchisee or the owners of 

13 the franchise retain control of more than fifty percent of the 
14 voting power in the franchise. A franchisor shall not 

15 withhold the franchisor's consent to a pooling of interests or 

16 exchange of assets by the franchisor's existing franchisees. 

17 5. A franchisee may transfer the franchisee's interest in 

18 the franchise, for the unexpired term of the franchise 

19 agreement, and a franchisor shall not require the franchisee 

20 or the transferee to enter into a new or different franchise 

21 agreement as a condition of the transfer. 

22 6. A franchisee shall give the franchisor no less than 

23 thirty days' written notice of a transfer which is subject to 

24 the provisions of this section, and on request from the 

25 franchisor shall provide in writing the ownerShip interests of 
26 all persons holding or claiming an equitable or beneficial 

27 interest in the franchise or the franchisee, as appropriate. 

28 A franchisee shall not circumvent the intended effect of a 

29 contractual provision governing the transfer of the franchise 

30 or an interest in the franchise by means of a management 

31 agreement, lease, profit-sharing agreement, conditional 
32 assignment, or other similar device. 

33 7. A franchisor shall not transfer its interest in a 

34 franchise unless the franchisor makes reasonable provision for 

4It 35 the performance of the franchisor's obligations under the 
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1 franchise agreement by the transferee. A franchisor shall 
2 provide the franchisee notice of a proposed transfer of the 
3 franchisor's interest in the franchise at the time the 
4 disclosure is required of the franchisor under applicable 
5 securities laws, if interests in the franchisor are publicly 
6 traded, or if not publicly traded, at the time such disclosure 

7 would be required if the interests in the franchisor were 
8 publicly traded. 

9 8. A transfer by a franchisee is deemed to be approved 

10 thirty days after the franchisee submits the request for 

11 consent to the transfer unless the franchisor withholds 
12 ~~~sent to the transfer as evidenced in writing, specifying 

13 the reason or reasons for withholding the consent. The 
14 written notice must be delivered to the franchisee prior to 

15 the expiration of the thirty-day period. Any such notice ~s 
16 privileged and ~s not actionable based upon a claim of 

17 defa~a~ion. 
18 9. A franchisor shall not discriminate against a proposed 

19 transferee of a franchise on the basis of race, color, 

20 national origin, sex, or physical handicap. 

21 10. A franchisor, as a condition to a transfer of a 
22 franchise, shall not obligate a franchisee to undertake 
23 obligations or relinquish any rights unrelated to the 
24 franchise proposed to be transferred, or to enter into a 

25 release of claims broader than a similar release of claims by 
26 the franchisor against the franchisee which is entered into by 

27 the franchisor. 
28 11. A franchisor, after a transfer of a franchise, shall 

29 not seek to enforce any covenant of the transferred franchise 
30 against the transferor which prohibits the transferor from 

31 engaging in any lawful occupation or enterprise. However, 
32 this subsection does not prohibit the franchisor from 

33 enforcing a contractual covenant against the transferor not to 
34 exploit the franChisor's trade sec~ets or intellectual 

35 property rights, unless otherwise agreed to by the parties. 
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'. 1 12. For purposes of this section, "transfer" means any 
2 change in ownership or control of a franchise, franchised 

3 business, or a franchisee. However, "transfer" does not 

• 

4 include any of the following: 
5 a. The succession of ownership of a franchise upon the 
6 death or disability of a franchisee, or of an owner, officer, 
7 or director of a franchise, to the franchisee's spouse, 
8 children, or a partner in the franchise. 
9 b. Incorporation of a 

10 c. A transfer within 

11 franchise of less than a 
12 f~a~~hise. 

proprietorship franchisee. 
an existing ownership group of a 

controlling interest in the 

13 d. A transfer of less than a controlling interest in the 
14 franchise to the franchisee's spouse or children. 
15 e. A transfer of less than a controlling interest in the 
16 franchise to an employee stock ownership plan, or employee 

17 incentive compensation or deferred benefit plan • 
18 f. A grant or retention of a security interest in the 

19 franchise, the franchised business or its assets, or an 
20 ownership interest in the franchisee, provided the security 

21 agreement establishes an obligation on the part of the secured 
22 party enforceable by the franchisor to give the franchisor 
23 notice of the secured party's intent to foreclose on the 
24 collateral Simultaneously with notice to the franchisee, and a 
25 reasonable opportunity to redeem the interest of the secured 
26 party and recover the secured party's interest in the 
27 franchise or the franchised business by paying the secured 
28 obligations. 

29 13. A franchisor shall not interfere or attempt to 
30 interfere with any disposition of an interest in a franchise 

31 or franchised business as described in subsection 12, 
32 paragraphs "a" through "f". 
33 Sec. 6. NEW SECTION. 523H.6 ENCROACHMENT. 

34 A franchisor shall not compete with, or grant, either 
~ 35 directly or indirectly, a franchise in unreasonable proximity 
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1 to an established franchise offering goods or services 

2 identified by the same trademark as those offered from the new 

3 franchise, or whose premises are identified by the same 

4 trademark as the new franchise. For purposes of this section, 

5 "unreasonable proximity" as applied to a food establishment 

6 franchisor or food service establishment franchisor, including 

7 outlets and carry-out stores as defined by section 137A.l, 

8 subsection 2, and section 137B.2, subsection 6, includes but 

9 is not limited to the shortest distance as measured under the 

10 following methods: 

11 1. A three-mile radius, using a straight line measurement, 

12 from the center of an already existing franchise. 

13 2. A circular radius, using a straight line measurement, 

14 from an existing franchise business which comprises a 

15 population of thirty thousand or greater. 

16 Within an area defined as unreasonable proximity, the 

17 existing franchisee shall have the right of first refusal, at 

18 a mutually agreed price, for the establishment or development 

19 of any new franchise business, including outlets and carry-out 

20 stores, established or developed directly or indirectly by the 

21 franchisee's franchisor. 

22 The court may grant a permanent or preliminary injunction 

23 to prevent injury or threatened injury from the violation or 

24 threatened violation of this section. 

25 Sec. 7. NEW SECTION. 5238.7 TERMINATION. 
26 A franchisor shall not terminate a franchise prior to its 

27 expiration except for good cause. For purposes of this 

28 section, "good cause" includes either of the following: 

29 1. The failure of the franchisee to comply with a material 

30 provision of the franchise agreement after a notice and a 

31 thirty-day period to cure the default or if the default cannot 

32 be cured within thirty days, the failure of the franchisee to 

33 initiate within thirty days, substantial continuing action to 
34 cure the default. Enforcement of the provision must be 

35 similar to that imposed on other franchisees. 
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5 
6 
7 
8 
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10 

11 
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2. Situations in which the franchisee, without the 
requirement of notice and an opportunity to cure, does any of 

the following: 
a. Voluntarily abandons the franchised business. 

b. Is convicted of a crime that substantially impairs the 
good will associated with the franchisor's trademark, service 
mark, trade name, logotype advertising, or other commercial 
symbol. 

c. Repeatedly fails to comply with the same material 
provision of the franchise agreement, when the enforcement of 

the provision is similar to that imposed on other franchisees. 

~ Operates the franchised business in a manner that 

imminently endangers the public health or safety. 
Sec. 8. NEW SECTION. 523H.8 NONRENEWAL OF A FRANCHISE. 

15 A franchisor shall not refuse to renew a franchise unless 
16 both of the following apply: 

17 
18 

1. C~od cause exists as defined in section 523H.7. 

2. The franchisee has been notified of the franchisor's 

19 intent not to renew at least six months prior to the 

20 expiration date or any extension of the franchise agreement. 

21 Sec. 9. NEW SECTION. 523H.9 FRANCHISEE'S RIGHT TO 

22 ASSOCIATE. 

23 
24 

25 
26 

27 
28 

29 
30 

31 
32 
33 
34 
35 

A franchisor shall not restrict a franchisee from 
associating with other franchisees or from participating in a 

trade association, and shall not retaliate against a 
franchisee for engaging in these activities. 

Sec. 10. NEW SECTION. 523H.I0 DUTY OF GOOD FAITH. 
A franchise imposes on the parties a duty of good faith In 

performance and enforcement of the franchise agreement. "Good 
faith" means honesty in fact and the observance of reasonable 

commercial standards of fair dealing in the trade. 
Sec. 11. NEW SECTION. 523H.ll DUTY TO BARGAIN. 

A franchisor has a duty to bargain in good faith with an 
organization of its franchisees that represents generally or 

on a specific issue or set of issues more than half of its 
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1 franchisees in this state, or more than half of all of its 
2 franchisees in the United States, if both of the following 

3 apply: 
4 1. The franchisor conducts business, or offers franchises, 

5 or has ten 
6 2. The 

or more franchises outstanding, in this state. 
franchisor has more than five hundred franchises 

7 outstanding, or more than three hundred franchisees, in the 

8 United States. 

9 Sec. 12. NEW SECTION. 523H.12 REPURCHASE OF ASSETS. 

10 A franchisor shall not prohibit a franchisee from, or 

11 enforce a prohibition against a franchisee, engaging in any 
12 la'·'!"~~ business at any location after a termination or refusal 

13 to renew by a franchisor, unless the franchisor offers in 
14 writing no later than ten business days before expiration of 

15 the franchise to purchase the assets of the franchised 
16 business for its fair market value as a going concern. The 

17 offe~ may be conditioned upon the ascertainment of a fair 

18 market value by an impartial appraiser. 

19 Sec. 13. NEW SECTION. S23H.l3 INDEPENDENT SOURCING. 

20 1. Except as provided in subsection 2, a franchisee may 

21 obtain equipment, fixtures, supplies, and services used in the 
22 establishment and operation of the franchised business from 

23 sources of the franchisee's choosing. provided that such goods 
24 and services meet standards as to their nature and quality 
25 promulgated by the franchisor. 
26 2. Subsection 1 of this section does not apply to 

27 reasonable quantities of inventory goods or services. 
28 including display and sample items, that the franchisor 

29 requires the franchisee to obtain from the franchisor or its 
30 affiliate. but only if the goods or services are central to 

31 the franchised business and either are actually manufactured 
32 or produced by the franchisor or its affiliate. or incorporate 
33 a trade secret owned by the franchisor or its affiliate. 
34 Sec. 14. NEW SECTION. 523H.14 RULEMAKING. 

35 The administrator may adopt rules. pursuant to chapter 17A, 
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'. 1 as necessary to implement this chapter. 

f. 

• 

2 Sec. 15. NEW SECTION. 523H.15 PRIVATE CIVIL ACTION. 

3 A person who violates a provision of this chapter or a rule 

4 adopted or order issued under this chapter is liable for 

5 damages caused by the violation, including, but not limited 

6 to, costs and reasonable attorneys' and experts' fees, and 

7 subject to other appropriate relief including injunctive and 

8 other equitable relief. 

9 Sec. 16. NEW SECTION. 523H.16 LIMITATION OF ACTIONS. 

10 A civil action or proceeding for a violation of this 

11 chapter shall not be maintained unless commenced before the 
12 

13 

14 

15 

16 

17 

18 

19 

earlie~ of two years after the plaintiff discovers the facts 

constituting the violation or five years after the act or 

transaction constituting the violation. 

Sec. 17. NEW SECTION. 523H.l7 WAIVER AND CHOICE OF LAW. 

A party toa franchise Shall not waive a right or benefit 

conferred, or avoid a duty imposed, by this chapter or by a 

rule adopted under this chapter. A condition, stipulation, or 

provision requiring the application of the law of another 

20 state in lieu of this chapter is void. 

21 Sec. 18. NEW SECTION. 523H.18 CONSTRUCTION WITH OTHER 

22 LAW. 

23 This chapter does not limit any liability that may exist 

24 under another statute or at common law. Prior law governs all 

25 actions based on facts occurring before the effective date of 
26 this Act. 

27 Sec. 19. NEW SECTION. S23H.19 CONSTRUCTION. 

28 This chapter shall be liberally construed to effectuate its 

29 purposes. 

30 EXPLANATION 

31 This bill establishes a new chapter 523H relating to the 

32 regulation of franchise agreements. The bill provides that a 

33 civil action or proceeding arising out of the franchise 

34 agreement may be brought wherever jurisdiction over the 

35 parties or subject matter exists. The bill provides that a 
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1 waiver of the duties and rights established under chapter 523H 4It 
2 is void. The bill provides that a franchisor cannot refuse to 

3 permit the transfer of the franchise without good cause, and 

4 prohibits the franchisor from competing directly with a 

5 franchisee or granting another franchise in unreasonable 
6 proximity to the established franchise which offers goods or 

7 services identified by the same trademark. Certain 

8 restrictions related to the termination and nonrenewal of a 

9 franchise are established. The bill also establishes a duty 

10 to perform in good faith and to bargain with respect to the 

11 agreement. The bill also establishes a civil cause of action 

12 against a person who violates any provision of this chapter. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 
34 

35 
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