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Section 1. NEW SECTION. 523G.l SHORT TITL~. 1 

2 This chapter shall be known and may be cited as the "Iowa 

3 Franchise Investment Act". 

4 Sec. 2. NEW SECTION. 523G.2 FINDINGS AND ?URPOSE. 

5 ThiS chapter seeks to assure that each offeree receives the 

6 information necessary to make an informed decision about the 

7 offered franchise and to prohibit the sale of franchises when 

8 there is a likelihood that the promises of the franchisor will 

9 not be fulfilled. 

10 Sec. 3. NEW SECTION. 523G.3 DEFINITIONS. 

11 When used ill this chapter, unless the context otherwise 

12 requires: 

13 1. "Administrator" means the cOITunissioner ot insurance. 

14 2. "Advert:sement" means a communication published in 

15 connection with an offer or sale of a franchise. 

Hi 3 • "Affiliate" means a person controllIng, controlled b" ! ' 

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

18 director of StIch a person, and every persoll occ~pyLng d 

19 Rimilar status or performing similar f~nctions. 

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

21 Stillday, or federal holiday. 

27 5. "Disclosure docl...ir.1ent" means the u;1iform trd!lC!1ise 

23 offering circular as adopted and amende0 by the north America:" 

24 securities administrators ass0ciation, incorporated. 

2~ 6. "Franchise" means either of the fOllowing: 

26 a. An oral or written agreement, either express or 

27 implied, which provides all of the following: 

2R (1) Grants the right to distribute goous or provide 

29 services under a marketing plan prescribed or suggested •.. 

30 substantial part by the franchisor. 

31 (2) Requires payment of a franchise fee to a franchisor or 

32 its affilia:e. 

33 (3) Allows the franchise business to be s~bsta'l~ially 

34 associated with a tradena~k, service mar~, trade I~ame, 

35 logotype, advert isement, or other cormnerciac symoQl of or 
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1 designatlng the franch:sor Or its affiliate. 

2 b. A master franchise. 

J "Franchise" does not include any busirless that is operated 

4 under a lease Or license on the premises of the lessor or 

5 licensor as long as such business is incidental to the 

6 business conducted by the lessor or licensor on SllCh pre~isps. 

7 including. without limitation, leased departments, licensee 

H departments, and concessions and the leased or licensed 

9 department operates only under the trademark, trade name. 

10 serv:ce mark, Or other commercial symbol designating ::he 

11 lessor or licensor. 

12 "Franchise" also does not include any contract ~nde!" vInic!! 

13 a petroleum retailer or petroleum distributor is authorized Or 

14 permitted to occupy leased ~arke:ing premises, which pr~~:ses 

15 are to be employed in connection with the sale, consign'nen~, 

16 or distribution of mo:or f~el under a traderndr~ whiCh is owned 

17 or controlled by a refiner which is regulated by the federal 

18 Petro:eum Mar~e:ing ?ract:ces Act, 15 U.S.C. § 2801 e~ seq. 

19 The ternl "refiner" means any person engaged in the ref~lling of 

20 crude oil to produce motor fuel, and includes any affiliate of 

2~ such person. "Franchise" also does not inClude a contracr 

22 entered into by any pe~son regulated under chapter 117. 123, 

23 322, 322A, 3228, 322C, 322D, 322F, 323, 323A, or 522, or a 

24 retailer selling construction equipment, or lawn and garden 

25 equipment. 

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

27 purchase or operate a franchise. Franchise fee does not 

28 include any of the following: 

29 a. Payment of a reasonable service charge ~o the iss1!er Cof 

]0 a credit card by an establishnent accepting the credit ca,d. 

31 h. Payme~t to a trading stamp company by a person issuiGg 

32 trading stamps in connection with a retail sale. 

33 c. An agreement to purchase at a bona fide wholesa:e prlce 

34 a reasonable quantity of tangible goods for resale. 

35 8. "Franchisee" mea~s a person to whom a franchise is 
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granted. Franchisee inCludes the following: 

2 a. A subfranchisor with regard to its relationship with a 

3 franchisor. 

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

5 subfranchisor. 

6 9. "Franchisor" means a person who grants a franchise or 

7 an affiliate of slich a person. Franchisor includes a 

8 Sllbfranchisor with regard to its relationship with a 

9 franchisee, unless stated otherwise in this chap:er. 

:0 10. "Frac:d" and "deceit" are not limited to common law 

11 fraud and deceit. 

12 11. "Marketing plan" means a plan or 

13 material aspect of conducting business. 

system co~cerning a 

Indicia o~ a 

14 marketing plan inClude any of the following: 

15 a. Price specification, special pricing syste~s, or 

16 discount plans. 

17 b. Sales or display equipment Or merchandisi:lq devices. 

18 c. Sales techniques. 

19 d. Promotional or advertising materials or cooperative 

70 advertising. 

21 e. Training regarding the promotion, operation, or 

22 management of the business. 

23 f. Operational, managerial, technical, or financial 

24 guidelines Or assistance. 

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

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

27 the sale of franchises. 

28 13. "Offer" or "offer to sell" means every a:tempt to 

29 offer or to dispose of, or solicitation of an of:er to buy, a 

30 franchise or interest in a franchise for valL:e. 

31 14. "Order" means a consent, authorization, approval, or 

32 prohibition, issued by the administrator in a speci:ic matter. 

1] 15. "Person" means a person as defined i~ sec:ion 4.1, 

34 subsection 13. 

3S 16. "Publish" means to circulate genera:ly by mai~, print 
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1 media. or electronic media. or otherwise to dissem1nate 

2 generally to the public. 

J 17. "Registration application" means all initial franchIse 

4 application on the uniform franchise registrat ion applicat :0:1 

5 as adopted and amended by ~he north ~merican securities 

6 administrators associatio~, incorporated, and any a~er~(~~ent or 

7 renewal of the a~plication. 

8 18. "Sale" or I'sell'! means every cont~ac: or agreemp~t of 

9 sale of. contract to se:l or disposition of. a franch1se or 

10 interest in a franchise for value. 

11 19. "Salesperson" means a person employed by or 

12 representing a franchisor in effecting or at:empting to effect 

13 the offer or sale of a franchise. 

14 20. "Sub:ranchise" means an agreement by 'which a person 

15 pays a franchisor for the right to sell or negotiatp the sa:e 

16 of franchises. 

17 21. "Subfranchisor" means a person who grants a mas~er 

18 franchise. 

19 72, "Subfranchisee" means a person who is granted a master 

20 franchise or a subfranchise from a subfranchisor. 

21 Sec. 4. NEW SECTION. 573G.4 SCOPE AND P.??L:CABILIT"!. 

7) 1. This chapter applies to a franchise that is offered or 

23 sold in this state. 

24 2. A franchise is offered or sold in this state 1: an 

2~ offer to sell is made or accepted in this state or an o::er to 

26 buy is accepted 1n this state. 

27 J. An offer to sell is made 1n this state if the offer is 

28 d1rected by the offeror into this state from within or fcore 

29 outside this state and is received where it is directed. An 

]0 offer to sell is accepted In this state if the offeree directs 

31 acceptance to the offeror in this state and accep~ance 1S 

32 received where it is directed. 

33 4. This chapter also applies to a franchised business 

34 offered or sold o~tside this state if it is offered or sold :0 

35 a resident of this s:ate and is to be operated in this state. 
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l 5. An offer to sell is not made in this sta'.e solely 

2 because the offer appears in a newspaper or other publication 

J of general and regular circulation whiCh had more than two-

4 thirds of its circulation outside this stale duriLg the past 

5 twelve months or solely because the offer appears in a 

6 broadcast or trallsmission originating outside th~s state. 

7 Sec. 5. NEW SECTION. S23G.5 REGISTRATION OF FRANCHIS~S. 

8 It is unlaw~u1 for a person to offer or sell a franChise 

Y urlless the offer is registered under this chapter or is exempt 

10 from registration under section 523G.6. 

11 Sec. 6. NEW SECT IO~. 52 3G. 6 EXEMPT IONS FROM 

:2 REGIS~RAT:ON. 
11 The following transactions are exempt from the registratic)n 

14 requirement of section 523G.5: 

1S 1. The offer or sale of a franchise if all oE the 

16 foliowing conditiorls are satisfied: 

l7 d. Either the franchisor's most rece:'t a"dired EinaLcial 

18 s7 . .Jte:nents show a net Horth of at least (211 millior; dollars or 

l.9 

70 

2'-

the 

(..Jho 

'vlho 

franchisor is at least eignty percent owned by a per50~ 

u~conditional}.y guarantees the franchisor's performance, 

consents to service of process in this state, a~d whose 

27 most recerlt audited fina::cial statements show a net worth of 

23 at least ten million dollars. 

24 b. The franchisor or person ow~ing a: least eighty perce.lt 

25 of the franchisor had and curren~ly has at least twency-five 

26 franchisees that have conducted substantially the same 

27 franchised business to be offered or sold at no fewer than 

28 twenty-five locations for ~he entire five-year period 

29 immedlate:y preceding the offer or sale of the franchise. 

10 c. The offeree rece!ves the disclosure docu~ent a: least 

31 ten bCislness days prior to the execution by the o:feree of d"Y 

12 bi~ding agreement or at least ten business days prlor to ~he 

33 date agreed upon by the parties for the direct or IndirpcL 

34 receipt of a ~ranchise fee by the franch:sor ~ro~ the oE[pcee. 

35 whichever occurs first. 
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I d. The fra~chisor ann~ally files a notice of exempt:on 

2 with the administrator. The notice of exemption shall incl'lde 

1 the disclosure document and the fee prescr:bed by section 

4 523G.20 and shall be filed prior to an offer or sale of a 

5 franchise in this state. The exemptio~ expi~es fifteell mo~ths 

6 from the date of the most recent audited financiai statement 

7 filed unless the administrator prescribes a different period 

8 by rule or order. 

9 2. The offer or sale of a franchise by a franchisee who is 

10 IIOt an affiliate of the franchisor. for the franchisee's own 

11 account. if the franchisee's entire franchise is sold and the 

12 sale is not effected by or through the franchisor. A sale >6 

13 not effected by or through a franchisor ~erely because a 

14 ~[anchisee signs agreements with terl's which do not maler:aliy 

15 differ from agreements with the existing franchi5P~ or b~cause 

16 a franchisor has a right to approve or disapprove the sal~ or 

17 requires pay~ent of a reasonable tracsfer fee. This exempt;o~ 

18 applies to the offer or sale of a master franchise if the 

19 entire master franchise is SOld. 

20 1. The offer or sale of a franchise to a person who has 

21 been for at least two years. an officer. director. partner. or 

22 affiliate of the franchisor. for that person's own account. 

23 4. The offer or sale of a franchise to a person for tha~ 

24 person'S own account if the person ~eets both of the following 

2S requirements: 

26 a. Has a net worth of at least one million dollars which. 

27 in the case of an individual. includes the property of the 

28 person's spouse. but excludes the primary reslde~ce. pe[sona~ 

29 vehicles. and personal effects. or had an individual income. 

30 or joint income lncluding the person's spouse. in excess of 

31 two hundred thousand dOllars in each of the two most recent 

32 years and has a reasonable expectatioll of reaching the same 

33 income level in the current year. 

34 b. Has such ~nowledge and experience in financial and 

35 business matters that the person is capable o~ evaluating 
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1 merits and risks of the franchise. 

2 5. The offer or sale to an existing franchisee of an 

J additional franchise that is substantially the same as t~e 

4 franchise that the franchisee has operated for dt least two 

5 years at the time of the offer or sale. 

6 6. The offer or sale of a franchise involvi~g a re~ewal, 

7 extension, modification, or a~endment of all existing Eranch~se 

8 agreement if there is no interruption 1n the operation of the 

9 franchised business and there is no material chcinge in the 

10 franchise agreement. For purposes of this subspc~ion, an 

11 interruption in the operation of the franchised ollsiness 

12 solely for the purpose of renovati!lg or relocaling that 

!1 business is not a material change in the franchise 

14 reiatio'lship or an interruption in the operation of the 

15 franchise business. 

!6 7. The offer or sale of a franchise if the franchisee 

i7 agrees to pay, direc~ly or indirectly, a fra~ct~isp ~ee 

18 cor~puted Ofl an annua: basis of two hundred riEt~ dollars Ot" 

19 less. 

20 8. The offer or sale of a franchise by an execu~ar, 

21 admin~strator, sheriff, marshal, receive"::, trustee, tL..:.stee ~n 

22 hankruptcy, guardia!l, or conservator on behillE of a person 

21 other tha!l the franchisor or the estate ot the franchisor. 

24 9. The offer of a franchise by the fracchisor during the 

25 period a registration has expired and is pending renewa_ ,onder 

26 spction 523G.9 has been filed, or an application to amend a 

27 registration under section 523G.9, if the offeree rece1ves the 

28 newly registered document at least ten b'lsiness days before 

29 the offeree's executioll of any binding agree~ent or at leas. 

30 ten business days prior to the direct Or indirect receipt of a 

31 fr~nchise fee by the franchisor from the o~feri~g, whichever 

17 OCClirs first. Challges from the docume~ts last registered ~~st 

33 be marked to show changes. 

14 10. The offer or sa:e of rights to a person to sell goods 

35 or services within or adjacent to a reta~l establish~ent as a 
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1 depar~ment or div~sion. if the person is ~Ot required to 

2 purchase goods or services from the operator of the re:a:: 

] establishment. 

4 11. Any other transactions which the admi~istrator jy rule 

5 or order exempts as not being within the purposes of this 

6 chapter and the registration of which the administrator fi~ds 

7 is not necessary or appropriate in the public i~terest Or for 

8 the protection of investors. 

9 Sec. 7. NEW SECTION. 523G.7 OUT-OF-STATE SALES 

lO EXEMPTION. 

Ii An offer or sale of a franchise is exempted from sections 

12 523G.5. 523G.8. 52JG.9. and 523G.IJ. if all of the following 

13 apply: 

14 1. The franchise is offered or sold to a nonres:dent of 

15 this state. 

16 2. The franchise business will not be operated wholly or 

17 partly in this state. 

18 3. The offer or sale does not violate federa: law or the 

19 law of the foreign jurisdiction. 

70 4. The offeree is not actually present in this state 

21 during any o~fer or sale. 

22 Sec. 8. NEW SECTION. 523G.8 DE0IVERY REQUTREMENTS. 

23 1. It is unlawful to sell a franchise in this slate 

24 without first providing a copy of a disclosure document 

25 reflecting all material changes together with a copy of all 

26 proposed agreemer.ts relati~g to the sale of the franchise, 

27 unless otherwise provided in subsection 2. to the prospective 

7.8 franchisee. at the earlier of the following: 

29 a. The prospective franchisee's first persor.al ffieeting 

30 with the franchisor which is held for the purpose of 

31 discussing the sale or possible sale of a fra~chise. 

32 b. Ten business days prior to the execution 0: an 

33 agreement or the date ag~eed upon by the pa~ties for the 

34 pay~ent of any co~sideration relating to the franc!:lse 

35 relationship. 
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1 2. The delivery requirements in subsection 1 do 110t apply 

2 to the offer or sale which is exempt under sect:on 523G.6, 

3 subsection 2, ], 6, or 8. 

4 Sec. 9. NEW SECTION. 523G.9 GE:-lERAL REGIS','RATION 

~ PROVISIONS. 

6 1. A registration application must lnclude the disclosure 

7 document, the filing fee, and the consent to service of 

8 process. The adminlstrator may require the flling of audite<1 

9 financial statements examined and ~eported upon by an 

10 independent cer=ified public accountant and prepared in 

11 accordance with generally accepted accounting prlncipies, and 

12 of additional documents or disclosures. 

1 ] 2. If the ::-ancrlisor fails to de~1io!;s~rate t.o (he 

14 administrator the franchisor's financial ability ro fu~~ill 

lj its irlitia1 obliqatio~5 to franchisees, the cidmj.n:strator ~ay 

16 require an eSCrOl'J of funds pald by ~he franc~lisee or 

17 subfranchisor to the < ' . .L.railCnlsor ~ntil t~~ fra!lc~isor 

111 its if'.itial o'nl:"gations and the :ranch~see has (,()iH~1enced 

19 0perations. The administrator may allow al~erIltltives to 

20 escrow. 

21 3. a. Except as provided ir. paragraph "b ll
; iC no order 

22 under section 521G.15 is in effect, a franchise :egistratlon 

23 application is effec~ive on the tnirtieth business day aEle, 

24 Eil ~ng of the application 0; the last amendment to the 

2S application, or at an earlier t:me ordered oy the 

26 administrator, unless the appllcant requests postpone~ent of 

77 eEfectiver.ess of the application or the adminisLrator has made 

28 a good Eaith effort to cOR!rnunicate why the a~pl,icatLon does 

79 not meet the req~irements o~ this chaptec. 

30 b. If the admiil~strator requires the SUbffiissio~ oE 

31 addit~onal in~o~ma~io~ under this section or sec~io~ ~2:3G.ll, 

12 523G.12, 571G.13, or 523G.17 before the frarlchise registratic:~ 

]3 appli.cation becomes effective ~ .. li~d2i.· paragra;.>h "all i ann it ~o 

3·1 ordet" under sec::.ion 521G.15 is i:1 effect, t:~~ applicatIon 

35 becomes effective on :he fif~een:h business day dEter the 
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1 additional information is filed with the admInistrator. or at 

2 such earlier time as the administrator determines, u:llpS3 tIle 

3 applicant requests postponeme:1t of effective:1es~.; 0: the 

4 application. 

S 4. Registration of a franchise under this chapter ex?~[e~ 

6 on :uly 1 following the applicatioll date. unless the 

7 ad~inistrator prescribes a diEfere:1t period by rule or order. 

8 A franchise registration may be renewed for periods of o:1e 

9 year or for shorter periods if designated by t~e 

10 administrator. by filing an application to renew thirty days 

lJ prior to the expiration of the registration. 

12 5. An applicant or registrant may withdraw d f:anchise 

13 registration application or franchise regis:ratioll if it files 

14 a written request for withdrawal with the adrnl:1istrator. 

15 Withdrawal is efEective fifteen business days frOD the day 0:1 

16 which the withdrawal request is filed with the adrni:1~strator. 

17 6. The administrator may accept the examination oE a 

18 registration application by another state adml:listrator as 

19 complying with thiS chapter. 

20 Sec. 10. NEW SECTION. 523G.IO NEGO~!ATE~ CHANG~S 

21 PERMtTTED. 

22 This chapter does not preclude negotiation of the tprms a:1d 

23 conditions of a franchise before it is sold. After the 

24 initial offer. a franchisor need not amend its disclosure 

25 document to negotiate with an offeree. or make supplementary 

26 disclosure to that offeree. by reason of a cha:1ge negotiated 

27 in the terms and conditions of a franchise. 

28 Sec. 11. NEW SECTION. 523G.ll C~ANGE IN COND:TION. 

29 The frallchiscr shall promptly amend its franchise 

30 registration application to reflect every ma~erial cha:lge In 

31 the information filed with the administrator. 

32 Sec. 12. NEW SECTION. 523G.12 ADVERTISING. 

33 A person shall not pubiish in this state a~ advertiseme:1t 

]4 offering to sell a franchise required to be registered ,:ndel 

35 this chapter unless the adver~isement and reg~ired fi:ing fee 
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1 have been filed with the administrator at least five business 

2 days prior to its first publication. 

3 Spc. 13. NEW SECTION. 523G.13 BOOKS AND RECORDS. 

4 A franchisor offering or selling a franchise in this state 

5 shall maintain a complete and accurate set of boo<.s and 

6 records of the offers and sales of franchises. The books a:ld 

7 records 101lst include disclosure documents, adve~Lsing 

8 correspondence with franchisees and prospective fra~chisees. 

9 past and present operations manuals. training records, 

10 training manuals. copies of execllted agreements. and any due 

11 diligence records concerni~g fra~chisees. Thpse books arld 

~) rcco!."Gs must be maintained :or !:ive years a~ a:; of:ice reac.ily 

13 accossible to tile administrator. The books arId records may be 

14 kept OIt photographic or electro~ic media bu~ mU3t be printed 

15 if the adnlinislrator reques~s. This sectio~ does rlO( limit 

16 the investigative authority of the 

17 Sec. 14. NEW SECTION. S23G.l~ FRAUDUL~N'~, JEC~?TrVE, AO'lD 

18 PROHIBITED PRACTICES. 

19 rn co~nection with the offer or sale of a Erd;l~hise it is 

20 unlawful for a person, directly or indirpctly. to do any of 

21 the follow~ng: 

1. Employ a device, sche~e, 0; artif~ce to defraud. 

23 2. Make an untrue statement of material fact o~ omi: to 

24 state a material fact necessary in order to make the stateme;l~ 

25 made. in the light of the circumstances under which the 

26 statement is made, not misleading. 

27 3. Engage in an act, practice. Or course of business whicll 

28 operates or would operate as a fraud or deceit 0:) a ?erson. 

79 4. Represent to an offeree of a franchise that the Eiling 

30 of a franchise registration appiication or the [~gistration 

31 a franchise cor.stitutes a finding by the adr:lin~s~.rdtor thdt a 

32 document filec. ur.der this chapter 1S true, c0rr,pl.>te, ana Gol 

J] !ni51ead~ng, Or t~at the adreinistrator has passed upon tne 

]4 mer:ts oE the franchise. 

3S 5. Misrepresent that a fra~chise is regiSLc:ed or expmp~2d 
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1 from registration under this chapter. 

2 6. Violate an order of tr.c administrator after the perscn 

J receives notice that the order was issued. 

4 7. Fail to :Jotify the ad~inistrator of a material change 

5 in the information required in a document required to be f~led 

6 by thIs chapter or by a rule adopted or order issiled uncer 

7 this chapter. 

8 8. Omit to state a mater~al fact or make or cause to be 

9 made an untrue state~ent of a material fact in any 

10 application, notice, or report filed with the administrator 

11 !,nder this chapter. 

12 Sec. 15. NEW SSC~ION. 523G.15 ENFORCEME~T. 

13 1. The adIninistrator may by order deny a frai:chise 

14 registration application or suspend or revoke the 

15 effective:less of a reg~stration of a franchise i~ any of the 

16 following apply: 

l7 a. 

18 rule, 

The franchisor failed to comp:y with this chapte: or a 

order, or condition of the ad~inistrator adopted or 

19 issued under this chapter. 

20 b. The registratioll applicat~on 1S incomplete or 

21 inaccurate in any material respect. 

22 c. The registration application ~ncludes a false or 

23 misleading statement of a ~aterial fact or omits to state a 

24 material fact required to be stated or necessary to make a 

25 required statement not misleading. 

26 d. The sale of the franchise would constitute a 

27 misrepresentation, deceit, or Era'..:d upon a:1 offeree. 

28 e. A perso!1 lS engaging 1 !~ , has engaged 1. r:. t or is aooue 

29 engage in a false, fraudu:ent, or deceptive practice or a 

t.o 

10 device, sche:ne, or artifice to defraud ; ~ .J. connection .• I-"v 1 C.I :he 

11 offer or sale of the franchise. 

32 f. A partner, officer, or director of the franchisl)r or a 

33 person who occup:es a similar status or perfor~s simila~ 

34 functions, or a person wr.o directly or indirect:y conlrois or 

35 is controlled by the franchisor is or h3s been found g~i:ty or 
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liable in a proceeding required to be described 1n the 

2 registration applicd~ion and the involvement of such person 

3 creates an unreasonable risk to franchisees o~ offerees. 

4 g. An advertisement prohibired by this chapter has been 

5 used in connection with the offer or sale of a tranchise. 

6 h. The franchisor's enterprise or method of business 

7 inc!udes activities that are illegal where perfcrrned. 

R 1. The financial condition of the franchisor i:npairs or 

9 wou~d impair the ability of the franchisor to ~ulfill 

10 ob] igations under tile franchise agreerr.ent. 

11 2. The administrator ~dy by order deny, susperld, or revoke 

1,2 an exeluption under section 523G.6 on any of the g~ounds 

13 descrihed In subsection 1. 

14 3. If it appears to the administrator that a perSOl~ has 

15 vil)lated or is about to violate this chapter. or a rule 

16 adopted or order iSSiled ll~der this chapter, t!le ad~:I~ni5lrat0r 

17 may do any of the fol:owing: 

18 d. Issue an order directing the pe~sc)n to cease and desIst 

lY from continuing the act or practice. 

20 b. Forward a request to the attorney generai cO oril1g all 

21 action in a court of competent j~risdiction to enjoin the dCt 

72 or practice, and to enforce compliance with this chapter ur a 

2] rLlle adopted or an order issued purs~ant ttl this chapter. 

24 Upon a proper shmJing, the cour: may grant a pe~:ncine:1t or 

25 preliminary injunction, restraining order, or writ of mandate. 

26 The court may grant appropriate ancillary relief, incl~ding 

27 appointment of a receiver or conservator for the defendant or 

28 the defendant's assets. The court ~ay exercise all powers 

29 necessary or appropriate for these purposes. The co~rt shall 

30 not require the administrator to post a bond. 

31 c. Forward a request to the attorney ge!leral to bri~g a~ 

32 action o~ behalf of ~he state in any Co~rt of co~pete~t 

3] jurisdiction against any off~cer, director, t~us~ee, ~a~ager, 

34 Or agent of a franchisor or agains~ a eranchiso~ to ~ecover a 

35 pel:alty in a sum not to exceed ~ifty t~ousa~d dol!ars for each 
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1 violation of thIs chapter or a rule adopted or an ordel iss~;ed 

2 pursuant to this Chapter. The action must be brought w~thin 

3 four years after the corr.mission of the act or practice on 

4 which it is based. 

S 4. The administrator may impose an administrative 

6 assessment against a person named in an order issued under 

7 subsection 1 or 3. ~he amount of the ad~inistrative 

8 assessment shall not exceed five thousand dollars for each act 

Y or omission that constitutes the basis for issuing ~he order. 

10 The administrative assessment may on!y be imposed if either of 

11 the following apply: 

12 a. Following an opportunity for a hearing under section 

13 523G.16. if the notice delivered to all named persons includes 

14 notice of the administrator's authority to impose an 

15 administrative assessment under this section. 

16 b. As part of an order issued under subsec:ion 1 or ]. if 

17 the order is stipulated to by each person subject to the 

18 administratlve assess~ent. 

19 5. If an administrator prevails in an action u~der this 

20 chapter, the court shall award the administrator costs, 

21 including expenses of taking depositions. expert '. Yll .... nes5 fees, 

22 and reasonable attorney fees, incurred incident to Lhe action. 

23 6. In connect~on with an action or proceeding under this 

24 section, the administrator may exercise any of the powers 

25 specified in section 523G.17. 

26 7. The administrator. upon a findi~g that it is in the 

2] public interest, may issue a temporary order summarily under 

28 this section. 

29 Sec. 16. NEW SECTION. S23G.16 HEARiNGS A~D JUDICIAL 

30 REVIEW. 

31 1. Except as provided by subsectio~ ], the administrator 

32 shall not enter an order under section 523G.15 without 

33 appropriate prior notice to all nai'!1cd persor.s, opport,;nity for 

34 hearing, and wrltten findings of fact and conc:lls~ons 0: 1 a"'" • 

35 ? Notice required by this chapter is sufficient if 
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1 delivered personally, or if sent by certified Or restricted 

2 certified mail and addressed to the person, or the person's 

J attorlley of record at the person's Or attorney's last known 

4 address appearing in the records of the administrator. Notice 

~ served in accordance with section 523G.19 is also suffic1ent. 

6 3. A person named in an order may apply to the 

7 administrator for a hearing 1n respect to any matter 

8 determined by the order within th~rty days after the 

9 administrator has summarily issued an order. A I,earing shall 

10 be held within thirty days after the administrator rece1ves a 

1:' Heir.ten request tor hearing unless extei1ced by a\\lt\.la~ c()nsen~ 

12 of the parties. During the pendency of any hear_rIg reques~ed 

13 under this subsection, the order issued SUill.l1,Jr::Y shclll rema:n 

14 .',n effect unless vacated or modified by the admi"istrator. 

1.'> 4. 

1 5 order. 

17 .i. ssued 

Ifl Or may 

After a hearing, the admin1strator may :ssue a [!:'a, 

The final order :nay aft ir:n, vaca.::-.e, or i::oa i ~'j an ord~·:: 

sUIn!narii.y 1n effect during t~e pe;-;dency of rt:e hearir:g r 

irlclude such other sanctio~s as zre p[ovide(~ for u~(~e~ 

52:4G.15. An order issued summarily agai~st a person 

70 occoll\es a f~nill order i.f the person fai:s ;;0 ~equesL a'leac\ng 

71 under subsectioll ] Or if the person fails to appear after 

1" section 

22 requesting a hearing. 

2] 5. Hearings alld rehearings shali be open to the public, 

24 6. Orders and other official ac:s of the admln.strator are 

75 subject to judicial review pursuant to sectioi' 17A.19. 

26 J. Orders originally entered without a hearing under 

27 section 523G.15 may be reviewed jud:cially only if the person 

28 seeking review has requested a hearing within the ~ime 

2~ provided under sllbsection 3. A petlt10n for Judiciai review 

10 under this subsection may be filed only after service of the 

31 order fInally disposing of the person's request for hear~llg 

32 under subsection 3. 

33 Sec. 17. ~EW SECT:ON. 523G.17 POWE~S OF ADM:N:ST~A~CR. 

34 1. ~he administrator ~ay ~ake publ~c or private 

JS investigations i~side or outside this state to de~e~~line 
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1 whether a person has violated, IS violating, or,s abmtt to 

2 vIolate this chapter or a rule adopted or order issued under 

1 this chapter. The administrator may COlld~ct investigations to 

4 aid in the enforce~ent of this chapter or in prescribing r~lp5 

5 under this chapter. The adrr.inistrator may pll'olish infor:r.at ion 

6 concerning a violation of this chapter or of d rul.e adopted Or 

7 order issued under this chapter. 

R 2. The administrator may keep confidential any illfor~ati()~ 

9 obtaIned in the course of an investigation. 

10 3. The administrator Day investigate suspected cril!.:nal 

11 violations of this chapter and may refer evidence to the 

12 attorney general or a county attorney. Upon request of the 

13 attorney general or a county attorney, the administrator and 

14 the administrator's attorneys, deputies, or assistants mdY 

15 assist in presenting the law or facts at trial. 

16 4. For the purpose of any civil Investigatiol\ or 

17 proceeding under this chapter, the adminlstrar.or ~ay sllhpoe::a 

18 witnesses, compel thei:: attendance, examine the:n under: oil,:h, 

19 or require the production of any documents, or tangIble items, 

20 which the administrator deems releva~t or Daterial to this 

21 investigation or proceeding. The subpoena must state the 

27 date, place, a~d time at which the person IS requ~red to 

23 appear or produce documentary material. 

24 5. An administrator's subpoena shall be served in 

25 accordance with the service of process requirements of civij 

26 litigation. 

27 6. Upon application of the admi~istrator, a court may 

28 compel compliance with a subpoena through a co~tempt 

29 proceeding. 

30 Sec. 18. ~EW SECT~ON. 523G.18 RULES, OR~ERS, FORMS, AND 

31 INTER?RE~ATIVE OpcNIONS. 

32 1. The adminIstrator may adopt or issue ru:es, forms, and 

]J orders necessary O~ appropriate to admizl~ster ~his chap:er and 

14 may define terms, whether or not used in ~hls chapter. The 

35 administrator may classify franchi~es, persons, and matcers 
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1 within the administrator's jurisdiction and prescribe 

2 different rules for different classes. This chapter imposes 

3 no liability for an act or omission done in good faith in 

4 conformity with an order or rule of the administrator. 

5 2. A rule, order, or form shall not be made unless the 

6 administrator finds that the action is necessary or 

J appropriate in the public interest or fo~ the protection of 

8 franchises, and consistent with the purposes fairly intended 

9 by the policy and provisions of this chapter. 

10 3. The administrator may honor requests from interested 

Ii persons for interpretative opinions, or may issue 

12 determinations that the administrator will not i,)stitute 

13 enforcement proceedings against a person engaging in certain 

14 specified activities, if: the dete~minat~on is cur:sistent with 

IS purposes fairly intended by the policy and prOViSions of this 

16 chapter. 

17 Sec. 19. NEW SECTION. 523G.19 SERVICE OF PROCESS. 

18 1. A person whQ offers for sale or seils a franchise 

19 subject to the registration requirement of this "hapter shall 

20 file with the administrator an irrevocab:e COllsent to serv~ce 

21 of process appointing the administrator as :he person's age~l 

22 to receive servi,ce of process in d civil action (l[ proceeding 

23 arising under this chapter. 

24 2. A person who offers for sale or sells a franchise i~ 

25 this state without Eiling a consent to service of process IS 

26 deemed to appoint the administrator as the person's agent to 

27 receIve service of process in a civil actio~ or proceeding 

28 arising under this chapter. 

29 J. A person may effect service of process under this 

30 section by service on the administrator. The ti~e to respo~d 

3l begins to run w~en ~he person sends notice of the service and 

32 a copy of the process by certified rna:l to the defendant or 

33 respondent or attorney o~ record at its las~ address on ti:e 

34 with the administrator. IE an address is not on f:le wlth tt\e 

35 administrator, the time to respond begins to run when the 

-l7-



e 

1 

2 

1 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

11 

18 

S. F. ;2.31'1- H.F. 

process is served on the administrator. The plaintiff shall 

file an affidavit of compliance with the court or tribunal 

hearing the matter. 

Sec. 20. NEW SECTION. 523G.20 FEES. 

1. Thp administrator shall charge and collect the fees 

fixed by this section. The administrator shall not refund any 

fees. 

2. The fee for fIling an application for initial 

registration of a franchise under section 52JG.9 is five 

hundred dollars. 

3. The fee for filing a notice of exemption under section 

523G.6, subsection 1, is three hundred dollars. 

4. The fee for filing an application for renewal of a 

registration under section 523G.9 is two hundred fifty 

dollars. 

5. The fee for filing a request for an interpretative 

opinion under section 523G.18, subsection 3, is three hundred 

dollars. 

19 6. The fee for filing advertisements is ten dollars per 

20 item. 

21 Sec. 21. NEW SECTION. 523G.21 COOPERATION WITH OTHER 

22 AGENCIES OR ORGANIZATIONS. 

23 To encourage uniform application and interpretation of this 

24 chapter and effective franchise regulation and enforcement, 

25 the administrator may cooperate with federal, state, or 

26 foreign agencies or administrators, and law enforcement 

27 agencies, including engaging in any of the following acts: 

28 1. Conducting joint examinations and investigations. 

29 2. Holding joint administrative hearings. 

]0 J. Filing and prosecuting jOint civil or administrative 

3l proceed i ngs. 

32 4. Sharing and exchanging information and documents 

31 subject to the restrictions of this state's la~. 

34 

3, 
5. Sharing and exchanging personnel. 

6. Formulating rules, regulations, statements of policy, 
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I guidelines. proposed statutory changes. and interpretative 

2 opinions and releases. 

3 7. Issuing and enforcing subpoenas at the req~est of the 

4 federal trade commission or an agency administering franchise 

5 statutes in another jurisdiction if the information sought 

6 would also be subJect to lawful subpoena for cond~ct occurring 

"I ln this state. 

8 Sec. 22. NEW SECTION. 523G.22 FILING OF DOCUMENTS. 

9 A document is filed when the document is received by the 

10 administrator. 

1 1 Sec. 23. NEW SEC7ION. 523G.23 PRIVATE CIVIL ACTIONS. 

12 1. A person who violates a provision of this chapter. or a 

13 rule adopted under this chapter. is liable to the fra~chisee 

14 for damages. costs. and attorney and expert witness fees, and 

15 subject to other appropriate relief i~cl~ding equitable 

16 rellef. In the case of a violation of section 523G.5, 523G.8. 

17 or 523G.14, the franchisee may also sue for rescission. A 

18 person is not liable under this section i: the de:endant 

19 proves that the plaintiff knew the facts concerning the 

20 violation when the violation occurred. 

21 

22 

2. Every person who directly or indirectly controls a 

person liable under this 

23 officer or director of a 

section, every principal executive 

person so liable, every person 

24 occupying 

25 and every 

26 materially 

27 violation. 

a similar 

agent or 

aids 1n 

15 also 

status or performing similar functions, 

employee of a person so liable. who 

the act or transaction constitllting the 

liable jointly and severally with. and to 

28 the same extent as such person. unless the person who would 

29 have been liable under this subsection proves tha~ the person 

30 did not know, and ill the exercise of reasonahle care, could 

11 not have known, of the existence of the facts bi reason of 

32 which the liability is alleged to exist. 

33 Sec. 24. NEW SECTION. 523G.24 PERIOD OF LIMITATION. 

34 An action under section 523G.23 must be commenced not later 

35 than the earlies~ of the following: 
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1 1. Four years after the act or transaction constituting 

2 the violation. 

3 2. Ninety days after the receipt by the franchisee of a 

4 rescission offer in a form approved by the administrator. 

5 Sec. 25. NEW SECTION. 523G.25 NO OTHER CIVIL LIABILITY. 

6 Except as expressly provided in this chapter, civil 

7 liability does not arise from a violation of any provision of 

8 this chapter. This chapter does not limit liability that may 

9 exist under another statute or at common law. Prior law 

10 governs all actions based on facts occurring before the 

11 effective date of this Act. 

12 Sec. 26. NEW SECTION. 523G.26 BURDEN OF PROOF. 

13 In an administrative, civil, or criminal proceeding arising 

14 under this chapter, the burden of proving an exemption, or an 

15 exclusion from a definition, is on the person claiming the 

16 exemption or exclusion. 

17 Sec. 27. NEW SECTION. 523G.27 CONSTRUCTION. 

18 This chapter shall be applied and construed with a view to 

19 uniformity among states enacting it. This chapter shall be 

20 liberally construed to effectuate its purposes. 

21 EXPLANATION 

22 This bill incorporates certain provisions contained in the 

23 nOrth American securities association's model Act. The bill 

24 establishes a new chapter 523G and requires that a person 

25 offering to sell a franchise in this state must register with 

26 the insurance commissioner and provide certain documentation 

27 concerning the franchised business. 

28 The bill prohibits certain fraudulent and deceptive acts 

29 and empowers the administrator with certain e~forcement 

38 authority which includes the authority to issue cease and 

31 desis~ orders and impose administrative assessments agai~st 

32 persons violating this cha~ter. The bill also establishes a 

33 civil cause of action gainst a person violating a provisio~ of 

34 this chapter. 

35 
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1 Section 1. NEW SECTION. 523G.1 SHORT TITLE. 
2 This chapter shall be known and may be cited as the "Iowa 
3 Franchise Investment Act". 
4 Sec. 2. NEW SECTION. 523G.2 FINDINGS AND PURPOSE. 
5 This chapter seeks to assure that each offeree receives the 
6 information necessary to make an informed decision about the 
7 offered franchise and to prohibit the sale of franchises when 
8 there is a likelihood that the promises of the franchisor will 
9 not be fulfilled. 

10 Sec. 3. NEW SECTION. 523G.3 DEFINITIONS. 
11 When used in this chapter, unless the context otherwise 
12 requires: 
13 1. "Administrator" means the corrunissioner of insurance. 

14 2. "Advertisement" means a corrununication published in 
15 connection with an offer or sale of a franchise. 
16 3. "Affiliate" means a person controlling, controlled by, 
17 or under corrunon control with another person, every officer or 
18 director of such a person, and every person occupying a 
19 similar status or performing similar functions. 
20 4. "Business day" means a day other than a Saturday, 
21 Sunday, or federal holiday. 
22 5. "Disclosure document" means the uniform franchise 
23 offering circular as adopted and amended by the north American 
24 securities administrators association, incorporated. 
25 6. "Franchise" means either of the following: 
26 a. An oral or written agreement, either express or 
27 implied, which provides all of the following: 
28 (1) Grants the right to distribute goods or provide 
29 services under a marketing plan prescribed or suggested in 
30 substantial part by the franchisor. 
31 (2) Requires payment of a franchise fee to a franchisor or 
32 its affiliate. 
33 (3) Allows the franchise business to be substantially 
34 associated with a trademark, service mark, trade name, 
35 logotype, advertisement, or other corrunercial symbol of or 
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1 designating the franchisor or its affiliate. 
2 b. A master franchise. 
3 "Franchise" does not include any business that is operated 
4 under a lease or license on the premises of the lessor or 
5 licensor as long as such business is incidental to the 
6 business conducted by the lessor or licensor on such premises, 
7 including, without limitation, leased departments, licensed 
8 departments, and concessions and the leased or licensed 
9 department operates only under the trademark, trade name, 

10 service mark, or other commercial symbol designating the 
11 lessor or licensor. 
12 
13 
14 
15 

16 

17 

18 

19 
20 

21 

"Franchise" also does not include any contract under which 
a petroleum retailer or petroleum distributor is authorized or 
permitted to occupy leased marketing premises, which premises 
are to be employed in connection with the sale, consignment, 
or distribution of motor fuel under a trademark which is owned 

or controlled by such refiner, and does not include a person 
regulated by the federal 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 

22 does not inClude any person regulated under chapter 117, 123, 
23 322, 322A, 322B, 322C, 322D, 322F, or 522, or the selling or 
24 manufacturing of construction equipment. 
25 7. "Franchise fee" means a direct or indirect payment to 
26 purchase or operate a franchise. Franchise fee does not 
27 include any of the following: 

28 a. Payment of a reasonable service charge to the issuer of 
29 a credit card by an establishment accepting the credit card. 
30 
31 
32 
33 

34 
35 

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

c. An agreement to purchase at a bona fide wholesale price 
a reasonable quantity of tangible goods for resale. 

8. "Franchisee" means a person to whom a franchise is 
granted. Franchisee includes the following: 
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1 a. A subfranchisor with regard to its relationship with a 
2 franchisor. 
3 b. A subfranchisee with regard to its relationship with a 
4 subfranchisor. 
5 9. "Franchisor" means a person who grants a franchise or 
6 an affiliate of such a person. Franchisor includes a 
7 subfranchisor with regard to its relationship with a 

8 franchisee, unless stated otherwise in this chapter. 
9 10. "Fraud" and "deceit" are not limited to common law 

10 fraud and deceit. 
11 11. "Marketing plan" means a plan or system concerning a 
12 material aspect of conducting business. Indicia of a 
13 marketing plan include any of the following: 
14 a. Price specification, special pricing systems, or 
15 discount plans. 

16 b. Sales or display equipment or merchandising devices. 
17 c. Sales techniques. 

18 d. Promotional or advertising materials or cooperative 
19 advertising. 
20 e. Training regarding the promotion, operation, or 
21 management of the business. 
22 f. Operational, managerial, technical, or financial 
23 guidelines or assistance. 
24 12. "Master franchise" means an agreement by which a 
25 person pays a franchisor for the right to sell or negotiate 
26 the sale of franchises. 

27 13. "Offer" or "offer to sell" means every attempt to 
28 offer or to dispose of, or solicitation of an offer to buy, a 
29 franchise or interest in a franchise for value. 
30 14. ·Order" means a consent, authorization, approval, or 
31 prohibition, issued by the administrator in a specific matter. 
32 15. "Person" means a person as defined in section 4.1, 
33 subsection 13. 
34 16. "Publish" means to circulate generally by mail, print 
35 media, or electronic media, or otherwise to disseminate 
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generally to the public. 

17. "Registration application" means an initial franchise 
application on the uniform franchise registration application 
as adopted and amended by the north American securities 
administrators association, incorporated, and any amendment or 
renewal of the application. 

18. "Sale" or "sell" means every contract or agreement of 

sale of, contract to sell or disposition of, a franchise or 
interest in a franchise for value. 

19. "Salesperson" means a person employed by or 
representing a franchisor in effecting or attempting to effect 
the offer or sale of a franchise. 

20. "Subfranchise" means an agreement by which a person 
pays a franchisor for the right to sell or negotiate the sale 
of franchises. 

21. "Subfranchisor" means a person who grants a master 
franchise. 

22. "Subfranchisee" means a person who is granted a master 
franchise or a subfranchise from a subfranchisor. 

Sec. 4. NEW SECTION. 523G.4 SCOPE AND APPLICABILITY. 
21 1. This chapter applies to a franchise that is offered or 
22 sold in this state. 
23 2. A franchise is offered or sold in this state if an 
24 offer to sell is made or accepted in this state or an offer to 
25 buy is accepted in this state. 
26 3. An offer to sell is made in this state if the offer is 
27 directed by the offeror into this state from within or from 
28 outside this state and is received where it is directed. An 
29 offer to sell is accepted in this state if the offeree directs 
30 acceptance to the offeror in this state and acceptance is 
31 received where it is directed. 
32 4. This chapter also applies to a franchised business 
33 offered or sold outside this state if it is offered or sold to 
34 a resident of this state and is to be operated in this state. 

_ 35 5. An offer to sell is not made in this state solely 
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1 because the offer appears in a newspaper or other publication 
2 of general and regular circulation which had more than two-
3 thirds of its circulation outside this state during the past 
4 twelve months or solely because the offer appears in a 

5 broadcast or transmission originating outside this state. 
6 Sec. 5. NEW SECTION. 523G.5 REGISTRATION OF FRANCHISES. 
7 It is unlawful for a person to offeror sell a franchise 

8 unless the offer is registered under this chapter or is exempt 
9 from registration under section 523G.6. 

10 Sec. 6. NEW SECTION. 523G.6 EXEMPTIONS FROM 
11 REGISTRATION. 
12 The following transactions are exempt from the registration 
13 requirement of section 523G.5: 
14 1. The offer or sale of a franchise if all of the 
15 following conditions are satisfied: 

16 a. Either the franchisor's most recent audited financial 
17 statements show a net worth of at least ten million dollars or 

18 the franchisor is at least eighty percent owned by a person ~ 
19 who unconditionally guarantees the franchisor's performance, 

20 who consents to service of process in this state, and whose 
21 most recent audited financial statements show a net worth of 
22 at least ten million dollars. 
23 b. The franchisor or person owning at least eighty percent 
24 of the franchisor had and currently has at least twenty-five 
25 franchisees that have conducted substantially the same 
26 franchised business to be offered or sold at no fewer than 
27 twenty-five locations for the entire five-year period 
28 immediately preceding the offer or sale of the franchise. 
29 c. The offeree receives the disclosure document at least 
30 ten business days prior to the execution by the offeree of any 
31 binding agreement or at least ten business days prior to the 
32 date agreed upon by the parties for the direct or indirect 
33 receipt of a franchise fee by the franchisor from the offeree, 
34 whichever occurs first. 
35 d. The franchisor annually files a notice of exemption 
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with the administrator. The notice of exemption shall include 
the disclosure document and the fee prescribed by section 
S23G.20 and shall be filed prior to an offer or sale of a 
franchise in this state. The exemption expires fifteen months 
from the date of the most recent audited financial statement 
filed unless the administrator prescribes a different period 
by rule or order. 

2. The offer or sale of a franchise by a franchisee who is 
not an affiliate of the franchisor, for the franchisee's own 
account, if the franchisee's entire franchise is sold and the 

sale is not effected by or through the franchisor. A sale is 
not effected by or through a franchisor merely because a 

franchisee signs agreements with terms which do not materially 
differ from agreements with the existing franchisee or because 
a franchisor has a right to approve or disapprove the sale or 
requires payment of a reasonable transfer fee. This exemption 
applies to the offer or sale of a master franchise if the 

'~ 18 entire master franchise is sold. 
19 3. The offer or sale of a franchise to a person who has 

20 been for at least two years, an officer, director, partner, or 
21 affiliate of the franchisor, for that person's own account. 

22 4. The offer or sale of a franchise to a person for that 
23 person's own account if the person meets both of the following 
24 requirements: 
2S a. Has a net worth of at least one million dollars which, 
26 in the case of an individual, includes the property of the 
27 person's spouse, but excludes the primary residence, personal 
28 vehicles, and personal effects, or had an individual income, 
29 or joint income including the person's spouse, in excess of 
30 two hundred thousand dollars in each of the two most recent 
31 years and has a reasonable expectation of reaching the same 
32 income level in the current year. 
33 b. Has such knowledge and experience in financial and 
34 business matters that the person is capable of evaluating the 

'. 35 merits and risks of the franchise. 
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1 5. The offer or sale to an existing franchisee of an 
2 additional franchise that is substantially the same as the 
3 franchise that the franchisee has operated for at least two 
4 years at the time of the offer or sale. 
S 6. The offer or sale of a franchise involving a renewal, 
6 extension, modification, or amendment of an existing franchise 
7 agreement if there is no interruption in the operation of the 
8 franchised business and there is no material change in the 
9 franchise agreement. For purposes of this subsection, an 

10 interruption in the operation of the franchised business 

II solely for the purpose of renovating or relocating that 
12 business is not a material change in the franchise 

13 relationship or an interruption in the operation of the 
14 franchise business. 
15 7. The offer or sale of a franchise if the franchisee 
16 agrees to pay, directly or indirectly, a franchise fee 

17 computed on an annual basis of two hundred fifty dollars or 
18 less. 
19 8. The offer or sale of a franchise by an executor, 
20 administrator, sheriff, marshal, receiver, trustee, trustee in 

21 bankruptcy, guardian, or conservator on behalf of a person 
22 other than the franchisor or the estate of the franchisor. 
23 9. The offer of a franchise by the franchisor during the 
24 period a registration has expired and is pending renewal under 
25 section 523G.9 has been filed, or an application to amend a 
26 registration under section 523G.9, if the offeree receives the 
27 newly registered document at least ten business days before 
28 the offeree's execution of any binding agreement or at least 
29 ten business days prior to the direct or indirect receipt of a 
30 franchise fee by the franchisor 
31 occurs first. Changes from the 

marked to show changes. 

from the offering, whichever 
documents last registered must 

32 be 

33 10. The offer or sale of rights to a person to sell goods 
34 or services within or adjacent to a retail establishment as a 
35 department or division, if the person is not required to 
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1 purchase goods or services from the operator of the retail 
2 establishment. 
3 11. Any other transactions which the administrator by rule 
4 or order exempts as not being within the purposes of this 
5 chapter and the registration of which the administrator finds 
6 is not necessary or appropriate in the public interest or for 
7 the protection of investors. 

8 Sec. 7. NEW SECTION. 523G.7 OUT-OF-STATE SALES 

9 EXEMPTION. 

10 An offer or sale of a 
11 523G.5, 523G.8, 523G.9, 

12 apply: 

franchise is exempted 
and 523G.13, if all of 

from sections 
the following 

13 1. The franchise is offered or sold to a nonresident of 
14 this state. 

15 2. The franchise business will not be operated wholly or 
16 partly in this state. 

17 3. The offer or sale does not violate federal law or the 
18 law of the foreign jurisdiction. 
19 4. The offeree is not actually present in this state 
20 during any offer or sale. 
21 Sec. 8. NEW SECTION. 523G.8 DELIVERY REQUIREMENTS. 

22 1. It is unlawful to sell a franchise in this state 
23 without first providing a copy of a disclosure document 

24 reflecting all material changes together with a copy of all 
25 proposed agreements relating to the sale of the franchise, 
26 unless otherwise provided in subsection 2, to the prospective 
27 franchisee, at the earlier of the following: 
28 a. The prospective franchisee's first personal meeting 
29 with the franchisor which is held for the purpose of 
30 discussing the sale or possible sale of a franchise. 
31 b. Ten business days prior to the execution of an 
32 agreement or the date agreed upon by the parties for the 
33 payment of any consideration relating to the franchise 
34 relationship. 

~ 35 2. The delivery requirements in subsection 1 do not apply 
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1 to the offer or sale which is exempt under section 523G.6, 

2 subsection 2, 3, 6, or 8. 

3 Sec. 9. NEW SECTION. 523G.9 GENERAL REGISTRATION 
4 PROVISIONS. 

5 1. A registration application must include the disclosure 

6 document, the filing fee, and the consent to service of 
7 process. The administrator may require the filing of audited 
8 financial statements examined and reported upon by an 

9 independent certified public accountant and prepared in 
10 accordance with generally accepted accounting principles, and 

11 of additional documents or disclosures. 

12 2. If the franchisor fails to demonstrate to the 

13 administrator the franchisor's financial ability to fulfill 

14 its initial obligations to franchisees, the administrator may 

15 require an escrow of funds paid by the franchisee or 

16 subfranchisor to the franchisor until the franchisor performs 
17 its initial obligations and the franchisee has commenced 

18 operations. The administrator may allow alternatives to 
19 escrow. 

20 3. a. Except as provided in paragraph "b", if no order 

21 under section 523G.15 is in effect, a franchise registration 

22 application is effective on the thirtieth business day after 

23 filing of the application or the last amendment to the 
24 application, or at an earlier time ordered by the 
25 administrator, unless the applicant requests postponement of 
26 effectiveness of the application or the administrator has made 
27 a good faith effort to communicate why the application does 

28 not meet the requirements of this chapter. 

29 b. If the administrator requires the submission of 
30 additional information under this section or section 523G,ll, 

31 523G.l2, 523G.13, or 523G.17 before the franchise registration 
32 application becomes effective under paragraph "a", and if no 

33 order under section 523G.15 is in effect, the application 
34 becomes effective on the fifteenth business day after the 
35 additional information is filed with the administrator, or at 
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such earlier time as the administrator determines, unless the 
applicant requests postponement of effectiveness of the 
application. 

4. Registration of a franchise under this chapter expires 
on July 1 following the application date, unless the 
administrator prescribes a different period by rule or order. 

A franchise registration may be renewed for periods of one 
year or for shorter periods if designated by the 
administrator, by filing an application to renew thirty days 
prior to the expiration of the registration. 

5. An applicant or registrant may withdraw a franchise 
registration application or franchise registration if it files 

a written request for withdrawal with the administrator. 
Withdrawal is effective fifteen business days from the day on 

which the withdrawal request is filed with the administrator. 
6. The administrator may accept the examination of a 

registration application by another state administrator as 
complying with this chapter. 

19 Sec. 10. NEW SECTION. S23G.IO NEGOTIATED CHANGES 
20 PERMITTED. 
21 This chapter does not preclude negotiation of the terms and 
22 conditions of a franchise before it is sold. After the 
23 initial offer, a franchisor need not amend its disclosure 
24 document to negotiate with an offeree, or make supplementary 
25 disclosure to that offeree, by reason of a change negotiated 
26 in the terms and conditions of a franchise. 
27 Sec. 11. NEW SECTION. 523G.ll CHANGE IN CONDITION. 
28 
29 
30 
31 
32 
33 

34 
35 

The franchisor shall promptly amend its franchise 
registration application to reflect every material change in 
the information filed with the administrator. 

Sec. 12. NEW SECTION. 523G.12 ADVERTISING. 
A person shall not publish in this state an advertisement 

offering to sell a franchise required to be registered under 
this chapter unless the advertisement and required filing fee 

have been filed with the administrator at least five business 

-10-



S.F. H.F. 

1 days prior to its first publication. 
2 Sec. 13. NEW SECTION. 523G.13 BOOKS AND RECORDS. 

3 A franchisor offering or selling a franchise in this state 
4 shall maintain a complete and accurate set of books and 
5 records of the offers and sales of franchises. The books and 
6 records must include disclosure documents, advertising 
7 correspondence with franchisees and prospective franchisees, 
8 past and present operations manuals, training records, 
9 training manuals, copies of executed agreements, and any due 

10 diligence records concerning franchisees. These books and 
11 records must be maintained for five years at an office readily 
12 accessible to the administrator. The books and records may be 

13 kept on photographic or electronic media but must be printed 
14 if the administrator requests. This section does not limit 

15 the investigative authority of the administrator. 
16 Sec. 14. NEW SECTION. 523G.14 FRAUDULENT, DECEPTIVE, AND 

17 PROHIBITED PRACTICES. 

18 In connection with the offer or sale of a franchise it is ~ 
19 unlawful for a person, directly or indirectly, to do any of 
20 the following: 
21 1. Employ a device, scheme, or artifice to defraud. 
22 2. Make an untrue statement of material fact or omit to 

23 state a material fact necessary in order to make the statement 
24 made, in the light of the circumstances under which the 
25 statement is made, not misleading. 
26 3. Engage in an act, practice, or course of business which 
27 operates or would operate as a fraud or deceit on a person. 
28 4. Represent to an offeree of a franchise that the filing 
29 of a franchise registration application or the registration of 
30 a franchise constitutes a finding by the administrator that a 
31 document filed under this chapter is true, complete, and not 
32 misleading, or that the administrator has passed upon the 
33 merits of the franchise. 
34 5. Misrepresent that a franchise is registered or exempted 
35 from registration under this chapter. 
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1 6. Violate an order of the administrator after the person 
2 receives notice that the order was issued. 
3 7. Fail to notify the administrator of a material change 
4 in the information required in a document required to be filed 
5 by this chapter or by a rule adopted or order issued under 
6 this chapter. 
7 8. Omit to state a material fact or make or cause to be 
8 made an untrue statement of a material fact in any 

9 application, notice, or report filed with the administrator 

10 under this chapter. 
11 Sec. 15. NEW SECTION. 523G.15 ENFORCEMENT. 

12 1. The administrator may by order deny a franchise 
13 registration application or suspend or revoke the 
14 effectiveness of a registration of a franchise if any of the 

15 following apply: 
16 a. The franchisor failed to comply with this chapter or a 

17 rule, order, or condition of the administrator adopted or 

18 issued under this chapter. 
19 b. The registration application is incomplete or 
20 inaccurate in any material respect. 
21 c. The registration application inCludes a false or 
22 misleading statement of a material fact or omits to state a 
23 material fact required to be stated or necessary ·to make a 
24 required statement not misleading. 
25 d. The sale of the franchise would constitute a 
26 misrepresentation, deceit, or fraud upon an offeree. 
27 e. A person is engaging in, has engaged in, or is about to 
28 engage in a false, fraudulent, or deceptive practice or a 
29 device, scheme, or artifice to defraud in connection with the 
30 offer or sale of the franchise. 
31 f. A partner, officer, or director of the franchisor or a 
32 person who occupies a similar status or performs similar 
33 functions, or a person who directly or indirectly controls or 
34 is controlled by the franchisor is or has been found guilty or 

'~ 35 liable in a proceeding required to be described in the 
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1 registration application and the involvement of such person 
2 creates an unreasonable risk to franchisees or offerees. 
3 g. An advertisement prohibited by this chapter has been 
4 used in connection with the offer or sale of a franchise. 
5 h. The franchisor's enterprise or method of business 
6 includes activities that are illegal where performed. 

7 1. 

8 would 

The financial condition of the franchisor impairs or 

impair the ability of the franchisor to fulfill 
9 obligations under the franchise agreement. 

10 2. The administrator may by order deny, suspend, or revoke 
11 an exemption under section 523G.6 on any of the grounds 
12 described in subsection 1. 
13 3. If it appears to the administrator that a person has 

14 violated or is about to violate this chapter, or a rule 
15 adopted or order issued under this chapter, the administrator 
16 may do any of the following: 

17 a. Issue an 

18 from continuing 

order directing the person to cease and desist 

the act or practice. 
19 b. Forward a request to the attorney general to bring an 
20 action in a court of competent jurisdiction to enjoin the act 
21 or practice, and to enforce compliance with this chapter or a 
22 rule adopted or an order issued pursuant to this chapter. 
23 Upon a proper showing, the court may grant a permanent or 
24 preliminary injunction, restraining order, or writ of mandate. 
25 The court may grant appropriate ancillary relief, including 

26 appointment of a receiver or conservator for the defendant or 
27 the defendant's assets. The court may exercise all powers 
28 necessary or appropriate for these purposes. The court shall 
29 not require the administrator to post a bond. 
30 c. Forward a request to the attorney general to bring an 
31 action on behalf of the state in any court of competent 
32 jurisdiction against any officer, director, trustee, manager, 
33 or agent of a franchisor or against a franchisor to recover a 
34 penalty in a sum not to exceed fifty thousand dollars for each 
35 violation of this chapter or a rule adopted or an order issued 
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1 pursuant to this chapter. The action must be brought within 
2 four years after the commission of the act or practice on 
3 which it is based. 

4 4. The administrator may impose an administrative 
5 assessment against a person named in an order issued under 
6 subsection 1 or 3. The amount of the administrative 
7 assessment shall not exceed five thousand dollars for each act 
8 or omission that constitutes the basis for issuing the order. 
9 The administrative assessment may only be imposed if either of 

10 the following apply: 

11 

12 
13 
14 
15 

16 
17 

18 

19 
20 
21 
22 
23 
24 

25 
26 
27 

a. Following an opportunity for a hearing under section 

523G.16, if the notice delivered to all named persons includes 
notice of the administrator's authority to impose an 
administrative assessment under this section. 

b. As part of an order issued under subsection 1 or 3, if 
the order is stipulated to by each person subject to the 
administrative assessment. 

5. If an administrator prevails in an action under this 

chapter, the court shall award the administrator costs, 
including expenses of taking depOSitions, expert witness fees, 

and reasonable attorney fees, incurred incident to the action. 
6. In connection with an action or proceeding under this 

section, the administrator may exercise any of the powers 
specified in section 523G.17. 

7. The administrator, upon a finding that it is in the 
public interest, may issue a temporary order summarily under 
this section in accordance with section S23G.1S. 

28 Sec. 16. NEW SECTION. 523G.16 HEARINGS AND JUDICIAL 

29 REVIEW. 

30 1. Except as provided by subsection 3, the administrator 
31 shall not enter an order under section 523G.15 without 
32 appropriate prior notice to all named persons, opportunity for 
33 hearing, and written findings of fact and conclusions of law. 
34 2. Notice required by this chapter is sufficient if 

:_ 35 delivered personally, or if sent by certified or restricted 
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1 certified mail and addressed to the person, or the person's ~ 
2 attorney of record at the person's or attorney's last known 
3 address appearing in the records of the administrator. Notice 
4 served in accordance with section 523G.19 is also sufficient. 
5 3. A person named in an order may apply to the 
6 administrator 
7 determined by 

for 
the 

a hearing in respect to any matter 
order within thirty days after the 

8 administrator has summarily issued an order. A hearing shall 

9 be held within thirty days after the administrator receives a 
10 written request for hearing unless extended by mutual consent 
11 of the parties. During the pendency of any hearing requested 
12 under this subsection, the order issued summarily shall remain 
13 in effect unless vacated or modified by the administrator. 
14 4. After a hearing, the administrator may issue a final 
15 order. The final order may affirm, vacate, or modify an order 
16 issued summarily in effect during the pendency of the hearing, 

17 or may include such other sanctions as are provided for under 
18 section 523G.15. An order issued summarily against a person 

19 becomes a final order if the person fails to request a hearing 
20 under SUbsection 3 or if the person fails to appear after 
21 requesting a hearing. 
22 5. Hearings and rehearings shall be open to the public. 
23 6. Orders and other official acts of the administrator are 
24 subject to judicial review pursuant to section 17A.19. 
25 7. Orders originally entered without a hearing under 
26 section 523G.15 may be reviewed judicially only if the person 
27 seeking review has requested a hearing within the time 
28 provided under subsection 3. A petition for judicial review 
29 under this subsection may be filed only after service of the 
30 order finally disposing of the person's request for hearing 
31 under subsection 3. 
32 Sec. 17. NEW SECTION. 523G.17 POWERS OF ADMINISTRATOR. 
33 1. The administrator may make public or private 
34 investigations inside or outside this state to determine 
35 whether a person has violated, is violating, or is about to 
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violate this chapter or a rule adopted or order issued under 

this chapter. The administrator may conduct investigations to 
aid in the enforcement of this chapter or in prescribing rules 

under this chapter. The administrator may publish information 

concerning a violation of this chapter or of a rule adopted or 
order issued under this chapter. 

2. The administrator may keep confidential any information 
obtained in the course of an investigation. 

3. The administrator may investigate suspected criminal 

violations of this chapter and may refer evidence to the 

attorney general or a county attorney. Upon request of the 

attorney general or a county attorney, the administrator and 

the administrator's attorneys, deputies, or assistants may 

assist in presenting the law or facts at trial. 

'e18 
, 19 

4. For the purpose of an investigation or proceeding under 
this chapter, the administrator may subpoena witnesses, compel 

their attendance, examine them under oath, or require the 

production of any documents, or tangible items, which the 
administrator deems relevant or material to this investigation 

or proceeding. The subpoena must state the date, place, and 

time at which the person is required to appear or produce 

documentary material. 

20 
21 

22 

23 5. An administrator's subpoena shall be served in 
24 accordance with the service of process requirements of civil 

25 litigation. 
26 6. Upon application of the administrator, a court may 

27 compel compliance with a subpoena through a contempt 

28 proceeding. 
29 Sec. lB. NEW SECTION. 523G.lB RULES, ORDERS, FORMS, AND 

30 INTERPRETATIVE OPINIONS. 

31 1. The administrator may adopt or issue rules, forms, and 

32 orders necessary or appropriate to administer this chapter and 
33 may define terms, whether or not used in this chapter. The 
34 administrator may classify franchises, persons, and matters 

within the ad~inistrator's jurisdiction and prescribe 
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1 different rules for different classes. This chapter imposes 

2 no liability for an act or omission done in good faith in 

3 conformity with an order or rule of the administrator. 

4 2. A rule, order, or form shall not be made unless the 
5 administrator finds that the action is necessary or 
6 appropriate in the public interest or for the protection of 

7 franchises, and consistent with the purposes fairly intended 
8 by the policy and provisions of this chapter. 

9 3. The administrator may honor requests from interested 

10 persons for interpretative opinions, or may issue 

11 determinations that the administrator will not institute 

12 enforcement proceedings against a person engaging in certain 

13 specified activities, if the determination is consistent with 

14 purposes fairly intended by the policy and provisions of this 
15 chapter. 

16 Sec. 19. NEW SECTION. 523G.19 SERVICE OF PROCESS. 

17 1. A person who offers for sale or sells a franchise 

18 subject to the registration requirement of this chapter shall 

19 file with the administrator an irrevocable consent to service 

20 of process appointing the administrator as the person's agent 

21 to receive service of process in a civil action or proceeding 
22 arising under this chapter. 

23 2. A person who offers for sale or sells a franchise in 
24 this state without filing a consent to service of process is 
25 deemed to appoint the administrator as the person's agent to 

26 receive service of process in a civil action or proceeding 
27 arising under this chapter. 

28 3. A person may effect service of process under this 

29 section by service on the administrator. The time to respond 

30 begins to run when the person sends notice of the service and 
31 a copy of the process by certified mail to the defendant or 
32 respondent or attorney of record at its last address on file 

33 with the administrator. If an address is not on file with the 
34 administrator, the time to respond begins to run when the 
35 process is served on the administrator. The plaintiff shall 
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affidavit of compliance with the court or tribunal 
the matter. 
20. NEW SECTION. 523G.20 FEES. 

The administrator shall charge and collect the fees 

5 fixed by this section. The administrator shall not refund any 

6 fees. 
7 

8 
9 

10 
11 

12 

13 

14 

15 
16 
17 
18 
19 

20 
21 

22 

23 
24 

25 
26 
27 
28 

2. The fee for filing an application for initial 
registration of a franchise under section 523G.9 is five 
hundred dollars. 

3. The fee for filing a notice of exemption under section 

523G.6, subsection 1, is three hundred dollars. 

4. The fee for filing an application for renewal of a 

registration under section 523G.9 is two hundred fifty 

dollars. 
5. The fee for filing a request for an interpretative 

opinion under section 523G.18, subsection 3, is three hundred 
dollars. 

6. The fee for filing advertisements is ten dollars per 

item. 
Sec. 21. NEW SECTION. 523G.21 COOPERATION WITH OTHER 

AGENCIES OR ORGANIZATIONS. 
To encourage uniform application and interpretation of this 

chapter and effective franchise regulation and enforcement, 

the administrator may cooperate with federal, state, or 
foreign agencies or administrators, and law enforcement 
agencies, including engaging in any of the following acts: 

1. Conducting joint examinations and investigations. 
2. Holding joint administrative hearings. 

29 3. Filing and prosecuting joint civil or administrative 

30 proceedings. 
31 4. Sharing and exchanging information and documents 
32 subject to the restrictions of this state's law. 
33 5. Sharing and exchanging personnel. 
34 6. Formulating rules, regulations, statements of policy, 

~ 35 guidelines, proposed statutory changes, and interpretative 
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1 opinions and releases. 
2 7. Issuing and enforcing subpoenas at the request of the 
3 federal trade commission or an agency administering franchise 

4 statutes in another jurisdiction if the information sought 
5 would also be subject to lawful subpoena for conduct occurring 
6 in this state. 
7 Sec. 22. NEW SECTION. 523G.22 FILING OF DOCUMENTS. 

B A document is filed when the document is received by the 
9 administrator. 

10 Sec. 23. NEW SECTION. 523G.23 CONSTRUCTION. 

11 This chapter shall be applied and construed with a view to 
12 uniformity among states enacting it. This chapter shall be 

13 liberally construed to effectuate its purposes. 
14 EXPLANATION 

15 This bill incorporates certain provisions contained in the 
16 north American securities association's model Act. The bill 
17 establishes a new chapter 523G and requires that a person 
18 offering to sell a franchise in this state must register with 

19 the insurance commissioner and provide certain documentation 

20 concerning the franchised business. 
21 The bill prohibits certain fraudulent and deceptive acts 

22 and empowers the administrator with certain enforcement 
23 authority which includes the authority to issue cease and 
24 desist orders and impose administrative assessments against 
25 persons violating this chapter. 
26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

-19-

LSB 539BIC.2 74 

mj/jw/5 


