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1 An Act relating to franchise agreements and their enforcement by 

2 establishing certain duties and limitations on franchisors, 

3 providing certain exemptions, and establishing a civil cause 

4 of action. 
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S. F. H.F. 

1 Section 1. NEW SECTION. 523H.l DEFINITIONS. 

2 When used in this chapter, unless the context otherwise 

3 requires: 

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

S 2. "Advertisement" means a corrununication published in 

6 connection with an offer or sale of a franchise. 

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

8 or under corrunon 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, 

16 6. "Franchise" means either of the 
incorporated. 

following: 

17 a. An oral or written agreement. e~ther 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 prescrlbed or suggested in 

21 substantial part by the franchisor. 

22 (2) Requires 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 corrunercial 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. 



S.F. H.F. 

1 service mark, or other commercial symbol designating the 

2 lessor or licen50r~ 

3 "Franchise" also does not include any con~ract under which 

4 a petroleum retailer or petroleum distributor is authoriz~d 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 Petroleum Marketing Practices Act, 15 U.S.C. § 2801 et seq. 

lO The term "refiner" means any person engaged 1n the refining of 

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

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

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

14 322, 327.A, 3228, 322C, 3220, 322F, or 522, or a retailer 

15 selling construction equipment, or lawn and garden equipment. 

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

17 purchase or operate a franchise. Franchise fee does not 

18 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. Franchisee includes the following: 

27 a. A 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 materlal 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 managew.ent of the business. 

13 f. Operational, managerial, technical, or financial 

14 guidelines or asslstance. 

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

16 person pays a franchisor for the right to sellar 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 franchlse or interest in a franchise for value. 

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

22 p'~idbition, lssued 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 initlal franchise 

29 applicatlon on the unlform franchise registration application 

30 as adopted and amended by the north ~~erican securities 

31 ad~ln:strators aSSOCiatIon, incorporated, and any amendment or 

32 renewal of the application. 

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

14 sale of, contract to sellar disposition of, a franchise or 

3~ interest in a franchise for value. 

-3-
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1 19. "Salesperson" means a person employed by or 

2 representing a franchisor in effecting or attempting I:" effect 

3 the offer or sale of a franchise. 

4 20. "Subfranchise" means an 

5 pays a franchisor for the right 

6 of franchises. 

agreement by which a person 

to sell or negotiate the sale 

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

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

10 franchise or a subfranchise from a subfranChisor. 

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

12 This chapter applies to a new or existing franchise that is 

13 operated in the state of Iowa. For purposes of this chapt.er, 

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

15 from which the franchise is operated is physically located ~n 

16 this state. Por purposes of this chapter, a franchise 

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

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

19 business office is physically located in this state. ThIS 

20 chapter does not apply to a franchise solely because an 

21 agreement relating to the franchise provides that the 

22 agreement is subject to or governed by the laws of this state. 

23 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.2 JURISDICTION AND NONJUDICIAL 

27 RESOLUTION OP DISPUTES. 

28 1. A provision in a franchise agreement restricting 

29 jurisdiction to a forum outside this state is VOId with 

30 respect to a claim otherwise enforceable under this chapter. 

31 2. A civil action or proceeding arising out of a franchise 

32 may be commenced wherever jurisdiction over the parties or 

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

34 proceedings to a designated jurisdiction. 

35 3. Parties to a franchise may agree to independent 
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1 arbitration, mediation, or other nonjudicial resolution of an 

2 existIng or future dispute. 

3 Sec. 4. NEW SECTION. 523H.3 WAIVERS VOID. 

4 A condition, stipulation, or provision requirIng a 

5 franchisee to waive compliance with or relievIng a person of a 

6 duty or lIability imposed by or a right provided by this 

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

8 acknowledgment provision, disclaimer, integrat10n clause, or a 

9 provision having a similar effect in a franchise agreement 

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

11 statement, misrepresentation, or action that would violate a 

12 provis1on of this chapter or a rule or order under this 

13 chapter. This section shall not affect the settlement of 

14 disputes, clalms, or civil lawsuits arising or brought 

15 pursuant to this chapter. 

16 Sec. 5. NEW SECTION. 523H.4 TRANSFER OF FRANCHISE. 

17 1. A franchisee may transfer the franchised business and 

18 franchIse to a transferee who meets the franchisor's 

19 reasonable, essential, and nondiscriminatory standards for new 

20 franchIsees or transferees·established at the time of the 

2) transfer. A franchisor shall not withhold consent to the 

22 transfer of ownerShip under these circumstances without good 

23 cause. A provision in a franchise agreement restricting a 

24 franchIsee's rights under this section is void. 

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

26 connection with a proposed transfer if provided in the 

27 franchise agreement. However, this rIght shall not be 

28 exerCIsed by the franchisor more than thirty days after 

29 receipt of the franchisee's request for the franchisor's 

30 consent to the transfer. A franChisor shall not exercise such 

31 rlght 1f oy doing so the franchisor would hold a minority 

32 ownership interest in the franchise or franchisee. 

33 3. A franchisor may require as a condltion of a transfer 

34 any of the follOWIng: 

35 a. That the transferee successfully complete a reasonable, 
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1 essential, and nondiscriminatory training program. 

2 b. That a reasonable transfer fee be paid to reimb'l(Se th!' 

3 franchisor for the franchisor's reasonable and actual exppnses 

4 directly attributable to the transfer.. 

5 c. That the franchisee payor make reasonable provision to 

6 pay any amo~nt due the franchisor or the franchisor's 

7 affiliate. 

8 4. A franchisor shall not withhold consent to a franch'see 

9 making a public offering of the franchisee's securities 

Ie without good cause, provided the franchisee or the owners of 

~l the franchise retain control of more than fifty percent of the 

12 voting power in the franchise. A franchisor shall not 

13 withhold the franchisor's consent to a pooling of interpgts or 

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

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

16 the franchise, for the unexpired term of the franchise 

17 agree~ent, and a franchisor shall not require the franchisee 

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

19 agreement as a condition of the transfer. 

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

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

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

23 franchisor shall provide in writing the ownership interests of 

24 all persons holding or claiming an equitable or beneficial 

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

26 A franchisee shall not circumvent the intended effect of a 

27 contractual provision governing the transfer of the franchise 

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

29 agreement. lease. profit-sharing agreement, conditional 

30 assignment, or other similar device. 

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

32 franchise unless the franchisor makes reasonable provision for 

33 the performance of the franchisor's obligations under the 

34 franchise agreement by the transferee. A franChisor shall 

35 provide the franchisee notice of a proposed transfer of the 

-6-
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1 franchisor's interest in the franchise at the time the 

2 d1sclosure is required of the franchisor under applicable 

3 securities laws, if interests in the franchisor are publicly 

4 traded, or if not publicly traded, at the time such disclosure 

5 would be required if the interests in the franchisor were 

6 publicly traded. 

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

8 thlrty days after the franchisee submits the request for 

9 consent to the transfer unless the franchisor withholds 

10 consent to the transfer as evidenced in writing, specifying 

11 the reason or reasons for withholding the consent. The 

12 written not1ce must be delivered to the franchisee prior to 

13 the exp1ration of the thirty~day period. Any such notice 1S 

14 pr1vileged and is not actionable based upon a claim of 

15 defamation. 
16 9. A franchisor shall not discr1minate against a proposed 

17 transf@ree of a franchise on the basis of race, color, 

18 natlonal origin, sex, or physical handicap. 

19 10. A franchisor, as a condition to a transfer of a 

20 franchise, shall not obligate a franchisee to undertake 

21 obligations or rel1nquish any rights unrelated to the 

22 franchise proposed to be transferred, or to enter into a 

23 release of claIms broader than a sIm1lar release of cla1ms by 

24 the franchisor against the franchisee which 1S entered into by 

25 the franChisor. 

26 11. A franchisor, after a transfer of a franchIse, shall 

27 not seek to enforce any covenant of the transferred franchise 

28 against the transferor which prohibits the transferor from 

29 engaging in any lawful occupation or enterprise. However, 

30 thIS subsection does not prohibit the franchisor from 

31 enforclng a contractual covenant against the transferor not to 

32 exploit the franchisor'S trade secrets or intellectual 

33 property rights, unless otherwise agreed to by the part1es. 

34 12. 

35 change 

For purposes of this section, "transfer" means any 

in ownership or control of a franchise, franchised 

~7-
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1 business. or a franchisee. However. ~transfe[" does not 

2 inClude any of the fOllowing: 

3 a. The succession of ownership of a franchise upon the 

4 death or disability of a franchisee, or of an own('[. cfCir'e r , 

5 or d1rector of a franchise. to the franchisee's spouse, 

6 children. or a partner in the franchise. 

7 b. Incorporation of a proprietorship franchisee. 

8 c. A transfer within 

9 franchise of less than a 

10 franchise. 

an existing ownership group or a 

controlling interest in the 

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

12 franchise to the franchisee's spouse or children. 

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

14 franchise to an employee stock ownership plan, or employee 

15 incentive compensation or deferred benefit plan. 

16 f. A grant or retention of a security interest in the 

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

18 ownership interest in the franchisee, provided the security 

19 agreement establishes an obligation on the part of the secured 

20 party enforceable by the franchisor to give the franchisor 

21 notice of the secured party's intent to foreclose on the 

22 COllateral simultaneously with notice to the franchisee, and a 

23 reasonable opportunity to redeem the interest of the secured 

24 party and recover the secured party's interest 1n the 

25 franchise or the franchised business by paying the secured 

26 obligations. 

27 13. A franchisor shall not interfere or attempt to 

28 interfere with any disposition of an interest in a franchise 

29 or franchised business as described in subsection 12, 

30 paragraphs "a" through "f". 

31 Sec. 6. NEW SECTION. 523H.5 ENCROACHMENT. 

32 A franchisor shall not 

33 directly or indirectly, a 

compete with, or grant, either 

franchise in unreasonable proximity 

34 to an established franchise offering goods or serV1ces 

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

-8-
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I franchise, or whose premises are identified by the same 

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

3 "unreasonable proxlmity" as applied to a food establishment 

4 franchisor or food service establishment franchisor, including 

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

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

7 lS not limited to the shortest distance as measured under the 

8 [ollowing methods: 

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

10 from the center of an already existing franchise. 

II 2. A circular radlus, using a straight line measurement, 

12 fr~m an existing franchise business which comprises a 

13 population of thirty thousand or greater. 

14 Within an area defined as unreasonable proximlty, the 

15 existing franchlsee shall have the right of first refusal, at 

16 a mutually agreed price, for the establishment or development 

l' ~~ ~~y new franchise business, including outlets and carry-out 

18 stores, established or developed directly or indirectly by the 

19 franChisee's franchisor. 

20 The court may grant a permanent or preliminary injunction 

21 to prevent inJury or threatened injury from the violation or 

22 thleatened violation of this section. 

23 Sec. 7. NEW SECTION. 523H.6 TERMINATION. 

24 A franchisor shall not terminate a franchise prior to its 

25 expiration except for good cause. For purposes of this 

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

27 1. The failure of the franchisee to comply with a materlal 

28 provision of the franchise agreement after a notice and a 

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

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

31 initiate wlth,n thirty days, substantial continuing action to 

32 cure the default. Enforcement of the provision must be 

33 similar to that imposed on other franchisees. 

34 2. Situations in which the franchisee, without the 

35 requlrement of notice and an opportunity to cure, does any of 

-9-
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1 the following: 

2 5. Voluntarily abandons the franchised ryusiness. 

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

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

~ mark, trade ~ame, logotype advertising, or other commercial 

(, symbol. 

7 c. Repeatedly fails to comply with the same material 

8 provision of the franchise agreement, when the enforceme~t of 

9 the provision is similar to that imposed on other franchlsees. 

10 

11 

12 

13 

14 

15 

16 

17 

18 

d. Operates the franchised business in a manner that 

imminently endangers the public health or safety. 

Sec. 8. N~w SECTION. 523H.7 NONRENEWAL OF A FRANCHISE. 

A franchisor shall not refuse to renew a franchise unless 

both of the following apply: 

1. Good cause exists as defined in section 523H.6. 

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

intent not to renew at least six months prior to the 

expiration date or any extension of the franchise agreement. 

19 Sec. 9. NEW SECTION. 523H.8 FRANCHISEE'S RIGHT TO 

20 ASSOCIATE. 

21 A franchisor shall not restrict a franchisee from 

22 associating with other franchisees or from participating in a 

23 trade association, and shall not retaliate against a 

24 franchisee for engaging in these activities. 

25 Sec. 10. NEW SECTION. 523H.9 DUTY OF GOOD FAITH. 

26 A franChise imposes on the parties a duty of good faith in 

27 performance and enforcement of the franchise agreement. "Good 

28 faith" means honesty in fact and the observance of reasonable 

29 commercial standards of fair dealing in the trade. 

30 Sec. 11. NEW SECTION. 523H.lO DUTY TO BARGAIN. 

3l A franchisor has a duty to bargain in good faith with an 

32 organization of its franchisees that represents generally or 

33 on a specific issue or set of issues more than half of its 

34 franchisees in this state, or mOre than half of all of its 

35 franchisees in the united States, if both of the following 

-10-
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1 apply: 

2 1. The franchisor conducts business, or offers franchises, 

3 or has ten or more franchises outstanding, in this state. 

4 2. The franchisor has more than flve hundred franchises 

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

6 United States. 

7 Sec. 12. NEW SECTION. 523H.ll REPURCHASE OF ASSETS. 

8 A franchisor shall not prohibit a franchisee from, or 

9 enforce a prohibition against a franchisee, engaging in any 

10 lawful business at any location after a termination or refusal 

11 to renew by a franchisor, unless the franchisor offers ln 

12 writing no later than ten business days before expiration of 

13 the franchise to purchase the assets of the franchised 

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

15 offer may be 

16 market value 

17 Sec. 13. 

conditioned upon the ascertainment 

by an impartial appraiser. 

NEW SECTION. 523H.12 INDEPENDENT 

of a fair 

SOORCING. 

18 1. Except as provlded in SUbsection 2, a franchisee may 

19 obtain equlpment, fixtures, supplies, and services used 1n the 

20 establishment and operation of the franchised business from 

21 sources of the franchisee's choosing, provided that such goods 

22 a.ld services meet standards as to their nature and quality 

21 promulgated by the franchisor. 

24 2. Subsection 1 of this sect10n does not apply to 

7S reasonable quantities of inventory goods or services, 

26 1ncluding display and sample items, that the franchisor 

27 requires the franchisee to obtain from the franchisor or its 

28 affil1ate, but only if the goods or services are central to 

29 the franchised business and either are actually manufactured 

30 or produced by the franchisor or its affiliate, or incorporate 

31 a trade secret owned by the franchisor or its affiliate. 

32 Sec. 14. NEW SECTION. 523H.13 RULEMAKING. 

33 The administrator may adopt rules, pursuant to chapter l7A, 

34 as necessary to 1mplement this chapter. 

35 Sec. 15. NEW SECTION. 523H.14 PRIVATE CIVIL ACTION. 

-11-
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1 A person who violates a provisior. of this Chapter cr a rule 

2 adopted or order issued under this chapter is liable for 

3 damages caused by the violation, includicg. but not limited 

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

5 subject to other appropriate relief including inJunctive and 

6 other equitable relief. 

7 Sec. 16. NEW SECTION. 523H.16 WAIVER AND CHOICE OF LAW. 

8 A party to a franchise shall not waive a right or ber.eflt 

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

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

11 provision requiring the application of the law of another 

12 state in lieu of this chapter is void. 

13 Sec. 17. NEW SECTION. 523H.18 CONSTRUCTION WITH OTHER 

14 LAW. 

15 This chapter does not limit any liability that may exist 

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

17 ~~~!~r.5 based on facts occurring before the effective date of 

18 this Act. 

19 Sec. 18. NEW SECTION. 523H.19 CONSTRUCTION. 

20 This chapter shall be liberally construed to effectuate its 

21 purposes. 

22 EXPLANATION 

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

24 regulation of franchise agreements. The bill provides that a 

25 civil action or proceeding arising out of the franchise 

26 agreement may be brought wherever jurisdiction over the 

27 parties or subject matter exists. The bill provides that a 

28 waiver of the duties and rights establiShed under chapter 523H 

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

30 

31 

32 

33 

34 

35 

permit the transfer of the franchise without good cause, and 

prohibits the franchisor from competing directly with a 

franchisee or granting another franchise in unreasonable 

proximity to the establiShed franchise which offers goods or 

services identified by the same trademark. Certain 

restrictions related to the termination and nonrenewal of a 

-12-
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1 fra.lchise are established. The bill also establishes a duty 

L to ~e[form in good Eaith and to bargain with respect to the 

3 agreement. The bill also establishes a clvil cause of actlon 

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

S 

6 

7 

8 

9 

10 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

71 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 
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A 

HOUSE FILE 2362 
8-5667 

1 ~~end the amendment, H-5658, to House file 2362 as 
follows: 2 

3 
4 
5 

1. Page 8, by lnserting after llne Jl, tne 
following: 

II For purooses of this section, "food 
6 establishment franchisor or food service establishment 
7 franchisor" does not include a franchisor whose total 
8 gross annual revenues from the sale of f?od which IS 
9 prepared and lntended for indivldual portion serv"ce, 

10 whether on or off the premises, 1S equal to or less 
11 than eighty percent of tne franchisor's total gr055 
i2 annual revenues from all sales." 
i3 2. Renumber as necessary. 

8-5667 FILED APRIL 2, 1992 
LOST (p. /173.5") 

By HAVERLAND of Polk 

SOUSE FILE 2362 
8-5670 

1 Amend the amendment, H-5658, to House File 2362 as 
2 follows; 
J 1. Page 3, line 28, by striking the words "new or 
4 eXlsting". 
5 2. Page 3, by stri<ing line 29 and inserting the 
6 Eollowing: "granted and operated in the state of Iowa 
7 aEter the effective date of thiS Act. For purposes". 

H-S670 fILED APRIL 2, 1992 
LOST (jJ. /C!.i1<,& 

By CHAP~~N at ~inn 
RENKEN of Grundy 

BOUSE FILE 2362 
8-5675 

1 Amend the amendment, H-5658, to House File 2362 as 
2 follOWS: 
3 1. Page 5, line 18, by stOKing the word "tnirty" 
4 and inserting the following; "ninety". 
5 2. Page 5, line 43, by stri~lng the word "tnir~y" 
6 and inserting the following; "ni~ety". 
7 3. Page 5, line 49, by strl~ing the word "thirty-

___ -,';;8....::d~a:...:y" and inserting the following: "nlnety-day". 

B 9 4. Page 6, by striking lines 9 and 10, and 
_.::::~.;l~O:.....;l;.!n~serting the followlng: "broader than a". 

il 5. Page 9, line 12, by strlking the word 
12 "threatened" and inserting the follOWing: A 13 "irreparable". 
14 6. Page 9, Ilne 13, by striklng the words "or 
15 threatened Violation". 

By RAfFERTY of Scott 
NEUHAUSER of Johnson 

H-S675 FILED APRIL 2, 1992 (lie)!:>") 
DIVISION A - LOST, DIVISION B - WITHDRAWN 



HOUSE CLIP SHEET MARCH 27, 1992 

HOUSE FILE 2362 
FISCAL NOTE 

Page 46 

A fiscal note for Bouse File 2362 is hereby submitte~ pursuant to Joint ~ule 
17. Data used in developing this fiscal note is available from the Legislative 
Fiscal Bureau to members of the Legislature upon request. 

House File 2362 establishes Chapter S23H relating 
franchise agreements and assigns the Insurance 
administrator of this Chapter. Major provisions of 

to the regulation of 
Commissioner as the 

the Chapter include: 

1. A civil action Or proceeding arising out of a franchise agreement may be 
brought wherever jurisdiction over parties or subject matter exists. 

2. Waiver of duties and rights established under this Chapter is void. 
3. A franchisor cannot refuse to permit the transfer of the franchise without 

good cause. 
4. Prohibits the franchisor from competing directly with a franchisee or 

granting another franchise in unreasonable proximity to the established 
franchise which offers gOOds Or services identified by the same trademark. 

S. Establishes certain restrictions related to the termination and nonrenewal 
of a franchise. 

6. Establishes a duty to perform In good faith and to bargain with respect to 
the agreement. 

7. Establishes a civil cause of action against a person who violates any 
provision of this Chapter. 

Assumption: 

1. The Insurance Division of the Department of Commerce will be responsible 
for rule-making and handling complaints. The Division estimates the need 
for a Compliance Officer position. 

2. Independent arbitration, mediation, or other nonjudicial resolution of 
disputes referred to 1n Section 3 of the bill will be handled by 
independent private groups and will be paid for by the parties in the 
dispute. 

Fiscal Impact: 

This bill 
$35,000 w 
Division. 

will 
F'i 

increase Ceneral Fund expenditures by $38,000 in FY 1993 and 
1994 for increased staff and startup expenses of the Insurance 

Source: Department of Commerce - Insurance Division 
(LSB SJ99hv, MAS) 

FILED MARCH 26, 1992 BY DENNIS PROUTY, FISCAL DIRECTOR 
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HOUSE FILE 2362 

1 Amend House File 2362 as Eol;'o<,/s: 
2 1. Page 10, line 24, by inserting after :r.e word 
J "actlvltles." ~he following: "Howeve" E:anchisees 
4 shall not J01n together for the purpose oE entering 
5 into any arrangement or negotiating with the 
6 Eranchisor on any issue including the prices cnarged 
7 by the franchisor for goods or services or the 

page 4 

8 allocation of exclusive territories among compet:tors, 
9 when such arrangement or negotiation would be in 

10 viOlation of state or federal antitrust or other 
11 la''''s.'' 
12 2. Page 10, line 31, by 1nserting before the word 
13 "A" the following: "1." 
14 J. Page 10, line 33, by striking the word I'halfl' 
15 and Inserting the following: "two-thirds". 
16 4. Page 10, line 34, by strik1ng the word "half" 
17 and inserting the follow1ng: "two-thirds". 
18 5. Page 11, line 2, by strlking the figure "1." 
19 and lnserting the following: "a." 
20 6. page 11, line 4, by stri~ing the figure "2." 
21 and inserting the following: "b." 
22 7. Page 11, by inserting after line 6, the 
23 following: 
24 "2. An organization of franchisees purporting to 
25 represent more than two-thirds of a franchisor'S 
26 franchlsees in this state or in the United States, 
27 pr10r to entering into any negotiations with a 
28 franchisor, must be certified by the administrator as 
29 the sole franchisee representative. The 
30 quallfications for certlEica~ion must be filed w:th 
31 and verified by the administra~or and shall include 
32 all of the following: 
33 a. A written statement of over two-thirds of the 
34 franchisees in this state or in the United States 
35 appointlng the organization of franchisees as its 
36 franchisee representative. 
37 b. The written agreement of all franchisees of the 
38 franchisor to be irrevocably bound by the results of 
39 any negotiations. 
40 c. The written and :rrevocable waiver bv eaCh 
41 franchisee of the franchisor of all rights to bring a 
42 civil action, either individually or as a class, under 
43 state or federal law for any matter based in ~hole or 
44 in part on, or ariSing out of, the franChise agreement 
45 or the franChise relationship between the par~ies. 
46 3. Upon being certified as a franchisee 
47 representative, the organization shall notify a~l 
48 franch:s~es of the franc~isor of its certlfication d~d 
49 period:cally notify francnisees of any issues abo~t 
50 whlch ~t wi!l enter into negotiations with the 
H-5266 -,-
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2 shal: oe decertitled upon !eCelpt by the adx.inlstrator 
1 0f the ~r~tten state~enC5 of more tha~ twO-thlrds of 
4 t~e franchlsees :n :he state O! l~ the Ur.l~ec States, 
5 appOiI\~ing a new franchisee represe~tative cr revoking 
~ approval of the currently certified franch:see 
7 representative." 

H-5266 FILED MARCH __ , 1992 
tIJ.:..j-~ '1/:«/ /t1~5) 

By SHERZAN of Polk 

HOOSE FILE 2362 
H-5474 

1 Amend House File 2362 as follows: 
2 1. Page 4, line 12, by striking the words "new or 
3 existing". 
4 2. Page 4, by striking line 13 and inserting the 
5 following: "granted and operated in the state of Iowa 
6 after the effective date of this Act. For purposes of 
7 this chapter,". 

H-5474 FILED MARCH 24, 1992 

By CHAPMAN of Linn 
RENKEN of Grundy 

vd #-~ y'/,? V·../cJ3;J 
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HOUSE FILE 2362 
H-5658 

1 Amend House File 2362 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 chapter, unless the context 
6 otherwise requires: 

-7 1. "Affiliate" means a person controlling, 
8 controlled by, or under common control with another 
9 person, every officer or director of such a person, 

10 and every person occupylng a similar status or 
11 performing similar functions. 
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 tne 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 is 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 

Page 2 

33 limitation, leased departments, licensed departments, 
34 and concessions and the leased or licensed department 
J5 operat~s 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 is 
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, l23, 
H-5658 -1-
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1 322, 322A, 3228, J22C, 322D, 322F, or 522, or a 
2 contract establlshlng a franchise relatlonship wltn 
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3 respect to the sale of constn:ction equipment, lavln or 
1 garden equlpment, or real estate. 
S 4. "Franchise fee" means a direct or ~ndlrect 
6 payment to purchase or ope:ate a franchise. franchise 
7 fee does not lnclude any of the following: 
8 a. Payment of a reasonable service charge to the 
9 lSsuer of a credit card by an establishment accepting 

10 the credlt card. 
11 b. Payment to a trading stamp company by a person 
12 l55ulng trading stamps in connection with a retail 
1.3 sale. 
:.4 C. An agreement to purchase at a bona fide 
:5 wholesale price a reasonable quantity of tanglble 
16 goods for resale. 
17 d. The purchase or agreement to purchase, at a 
18 falr market value, any fixtures, equipment, leasehold 
19 improvements, real property, supplies, or other 
20 materials reasonably necessary to enter into or 
)1 continue a business. 
72 e. Payments by a purchaser pursuant to a bona flde 
23 loan f~om a seller to the purchaser. 
24 f. Payment of rent whicn 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 supplles, materials, or 
)8 equlpment furnished at fair market value and not 
29 lntended for resale. 
30 5. "Franchisee" means a person to whom a franchlse 
31 is granted. Franchisee includes the following: 
32 a. A subEranchisor wlth regard to its relationship 
33 wlth a franchisor. 
34 b. A subfranchisee with regard to its relationship 
35 with a subEranchisor. 
]6 6. "Franchisor" means a person who grants a 
37 franchise or master franchise, or an affiliate of such 
38 a person. Franchisor lncludes a subfranchlsor with 
39 regard to its relationship with a franchisee, unless 
40 stated otherwise in this chapter. 
41 7. "Fraud" and "deceit" are not limited to common 
42 law fraud and deceit. 
4J 8. "Marketing plan" means a plan or system 
44 concernlng a material aspect of conductlng bUSiness. 
45 Indicia of a marketing plan include any of the 
46 follOlV1ng: 
47 a. Price specIflcation, special pricing systems, 
48 or d,scount plans. 
49 b. Sales or display equipment or merchandising 
SO devices. 
H-5658 -2-
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2 d. Promotional or advertising materials or 
3 cooperative advertising. 

Page 4 

4 e. Training regarding the promotion, operation, or 
5 manage~ent of the business. 
6 E. Operational, managerial, techn~cal, or 
7 financial guidel~nes 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 dispose of, or solicitation of an offer 
1] to buy, a franchise or interest ~n 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 1]. "Subfranchise" means an agreement by which a 
21 person pays a franchisor for the right to sellar 
22 negotiate the sale of franchises. 
23 14. "Subfranchisee" means a person who 1S 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 
]5 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 
]8 franchise solely because an agreement r~lating 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.]. NEW SECTION. 523H.] 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 is void with respect to a claim otherwise enforceable 
49 under this chapter. 
50 2. A civil action or proceeding arising out of a 
H-5658 -]-
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• franchise may be commenced wherever jurisdiction over 
2 the parties or subject matter exists, even 1f the 
3 agreement limits actions or proceedings to a 
4 designated JurIsd1ctlon. 

Page 5 

S 3. Parties ~o a franchise may agree to independent 
6 arbitration, ~ediation, or other nonjudicial 
7 resolutlon of an eXIsting or future dispute. 
s ~. Venue for a civil action commenced under th1S 
~ chapter shall be determlned in accordance With chapter 

10 616. 
11 Sec. 4. NEW SECTION. 523H.4 WAIVERS VOID. 
12 A conditlon, stipulatIon, or provision requiring a 
13 franchisee to waive compliance with or reliev1ng a 
:4 person of a duty or liab1llty Imposed by or a rIght 
~S provided by th1S chapter or a rule or order under this 
16 chapter is void. This section shall not affect the 
17 settlement of d1sputes, claims, or civil lawsuits 
18 arIsIng or brought pursuant to this chapter. 
19 Sec. 5. NEW SECTION. 523H.5 TRANSFER OF 
20 fRANCHISe. 
21 t. A franchisee may transfer the franch1sed 
22 DUS1ness and franchise to a transferee, provided that 
23 the transferee satIsfies the reasonable current 
24 qual1fications of the franchisor for new franchisees. 
25 ror the purposes of this section, a reasonable current 
26 qual1ficat1on for a new franchisee is a qualification 
27 based upon a legltlmate buslness reason. If the 
28 proposed transferee does not meet the reasonable 
29 current quallf1cations of the franchisor, the 
10 franchlsor may refuse to permit the transfer, provided 
31 that the refusal of the franchisor to consent to the 
32 transfer 1S not arbitrary or capricious when compared 
Jj co the actIons of the franchisor in other similar 
34 circumstances. 
1S 2. Except as otherwise provided in this section, a 
16 :ranch1sor may exercise a right of first refusal 
37 contained 1n a franchise agreement after receipt of a 
18 proposal from the franchisee to transfer the 
39 franchise. 
40 J. A franchisor may require as a conditIon of a 
41 transfer any of the following: 
42 a. That the transferee successfully complete a 
43 reasonable trainIng program. 
44 b. That a reasonable transfer fee be paid to 
45 reimburse the franchisor for the franChIsor's 
46 reasonable and actual expenses directly attributable 
47 to the transfer. 
48 c. That the franchisee payor make provision 
49 reasonably acceptable to the franchisor to pay any 
50 amount due the franchisor or the franch1sor's 
H-5658 -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 
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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 pooling 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 reouire 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 assignment, 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 applicabl~ 
38 securities laws, if interests in the franchisor are 
39 publicly traded, or if not publicly traced, 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 
H-5658 -5-
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2 9. A franchisor shall not discriminate agalnst a 
3 proposed transferee of a franchise on the basis of 
4 race, color, natlonal origin, sex, or physical 
5 hand lcap. 
6 10. A franchisor, as a condition to a transfer of 
7 a franchise, shall not obligate a franchisee to 
8 undertake obllgations or relinquish any rights 
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9 unrelated to the franchise proposed to be transferred, 
10 or to enter into a release of clalms broader than a 
11 slmilar release of claims by the franchisor against 
12 the franchisee which is entered into by the 
13 franchisor. 
14 11. A franchisor, after a transfer of a franchise, 
15 shall not seek to enforce any covenant of the 
16 transferred franchise against the transferor which 
:7 prohlblts the transferor from engaging ln any lawful 
18 occupation or enterprise. However, this subsection 
19 does not prohlblt the franchisor from enforclng a 
20 contractual covenant against the transferor not to 
21 exploit the franchisor's trade secrets or intellectual 
22 property rights, unless otherwise agreed to by the 
23 parties. 
24 12. For purposes of this section, "transfer" means 
25 any c~ange in ownerShip or control of a franchise, 
26 franch!sed business, or a franchisee. 
27 13. The following occurrences shall not be 
28 considered transfers requiring the consent of the 
29 franchlsor under a franchise agreement, and shall not 
JO result ln the imposition of any penalties or make 
Jl applicable any rlght of first refusal by the 
32 franchisor: 
33 a. The succession of ownership of a franchise upon 
34 the death or dlsabillty of a franchisee, or of an 
3~ owner of a franchise, to the franchisee's spouse, 
36 chlld or Children, or a partner of the franchisee 
37 unless the successor fails to meet the then current 
38 reasonable qualifications of the franchisor for 
39 franchIsees and the enforcement of the reasonable 
40 current qualifications is not arbitrary or capricious 
41 when compared to actions of the franchisor in other 
42 similar Circumstances. 
43 b. The succession of a spouse, child, partner, or 
44 other owner as operating manager upon the death or 
45 dlsability of the operatlng manager, unless the 
46 successor falls to meet the then current reasonable 
47 quallflcations oE the franchisor for an operating 
48 manager, and enforcement of the reasonable current 
49 qua11f1cations 1S not arbitrary or capricious when 
50 compared to actions of the franchisor in other similar 
H-5658 -6-
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2 c. Incorporation of a proprietorship franchisee, 
3 provided that such incorporation does not prohibit a 
4 franchlsor 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 qualifica~fons 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 authorize the transfer, 
14 provided that enforcement of the reasonable current 
15 qualifications is not arbitrary or capricious when 
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!6 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 1n 
44 the franchised business or its assets, or an ownership 
45 interest in 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 
8-5658 -7-
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1 redeem the 1nterests of the secured party and recover 
2 the secured party's interest 1n the franchise or 
3 franchised business by pay1ng the secured obligation. 
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4 14. A franchisor shail not interfere or attempt to 
~ 1nterfere with any disposition of an interest ~n a 
6 franchise or franchised business as described ln 
7 subsection 13, paragraphs "a" through "g". 
d Sec. 6. NEW SECTION. 523H.6 ENCROACHMENT. 
9 1. Notwithstanding the terms, provisions, or 

:0 conditions of an agreement or franchise, if a 
11 franchisor seeks to establish a new outlet, company-
12 owned store, Or carry-out store within an unreasonable 
lJ proxlm1ty of an existing franchisee, the eXlsting 
~4 franch1see, at the optlon of the franchisor, shall 
IS have either a right of first refusal with respect to 
~6 the proposed new outlet, company-owned store, or 
17 carry-out store or a right to compensation for market 
18 share diverted by the new outlet. For the purposes of 
19 thlS sect lon, "unreasonable proximity" as applied to a 
20 food establishment franchisor or food service 
21 establishment franchisor, including outlets and carry-
22 out stores as defined hy sectlon 137A.l, subsection 2, 
23 and section 1378.2. subsection 6, includes but is not 
24 Ilmlted to the shortest distance as measured by the 
2S following methods: 
26 a. A three-mile rad,us, using a straight line 
27 measurement, from the center of an already existing 
28 franchlse. 
29 b. A circular radius, using a straight line 
30 measurement, from an eXistlng franchise business which 
31 comprises a population of thirty thousand or greater. 
32 2. With respect to a right of first refusal, the 
33 parties shall ln good falth seek to estaolish a 
34 mutually agreeable price and terms. If the parties 
3S are unable to agree, each party shall appoint an 
36 Independent appraiser. If the independent appraisers 
37 are unable to agree upon a price and terms. the 
38 independent appraisers shall name a third appraiser to 
]9 determine the price and terms upon which the right of 
40 flrst refusal may be exercised. The determination of 
41 the lndependent appraiser shall be final and not 
42 subject to judicial review. 
43 If two or more existinq franchises are located 
44 within an unreasonable proximity to the proposed 
45 outlet, the closest franchlsee shall have the first 
46 rlght of first refusal, and if declined, the right of 
47 first refusal shall pass to the next closest 
48 franchisee. 
49 3. If the franchisor does not offer a right of 
SO first refusal, the franchlsor shall compensate 
H-5658 -8-
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1 existing franchisees for market share diverted by the 
2 opening of the new outlet. If the franchisor and 
3 existing franchisees cannot agree upon the proper 
4 amount of such compensation, each party shall apPOlnt 
5 an independent appraiser. If the independent 
6 appraisers are unable to agree, the independent 
7 appraisers shall appoint a thlrd 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. 
Il 4. The court may grant a permanent or preliminary 
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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 lts term except for good cause. For 
18 purposes of this section, "good cause" is cause based 
19 upon a legitimate buslness 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 the franchisee. 
49 c. The franchisor and franchisee agree in writing 
50 to terminate the franchise. 
H-5658 -9-
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d. The franchLsee knowlngly makes any material 
2 mis~epresentations or ~nowlngly onlts to state any 
1 ma:erlal facts relating to the acqulsitLon or 
~ ow!)ersh~p or operatioil of the francnise business. 
S e. The franchisee repeatedly fails to comply wlth 
6 ti:e same ~ate~lal provision of a franchise agreement, 
1 when the enforcement of the mater~al proviSion by the 
8 franchisor lS not arb,trary or capricious when 
9 compared to the franchlsor in other similar 

10 ctrcumstances. 
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11 f. The franchlsed bUSiness or business premises of 
:2 tile franchisee are lawfully seized, taken over, or 
13 foreclosed by a government authority or official. 
14 g. The franchisee IS convicted of a felony or any 
15 other criminal mlsconduct which materlally and 
16 adverseLY affects the operatlon, maintenance, or 
l7 goodWill of the franchise in the relevant market. 
is h. The franchisee ogerates the franchised bUSiness 
:9 III a manner that imminently endangers the public 
20 heaith dnd safety. 
2: Sec. 8. NEW SECTION. 523H.S NONRENEWAL or A 
22 F'RANCHISE. 
23 A franchlsor shall not refuse to renew a franchise 
24 unless both of the followlng apply: 
25 1. The franchlsee has been notlfled of the 
26 franchlsor's intent not to renew at least six months 
27 prlor to the expiration date or any extension of the 
28 franchise agreement. 
29 2. Any of the following Clrcumstances exist: 
30 a. Good cause exists as defined in section 523H.7, 
]1 provided that the refusal of the franchisor to renew 
]2 is not arbitrary or caprlCl0us when compared to the 
33 actlons of the franchisor in other similar 
34 circumstances. 
35 b. The franchisor and franchisee agree not to 
36 renew the franchise, prOVided that upon the expiratlon 
17 of tne franchise, the franchisor agrees not to seek to 
38 enforce any covenant of the non renewed franchise not 
19 to compete wlth the franchisor or franchlsees of the 
40 franchlsor. 
41 c. The franchisor completely Withdraws from 
42 directly or indirectly distributing its products or 
43 serVlces in the geographiC market served by the 
44 franchisee, provided that upon exp,ration of the 
45 franchise, the franchisor agrees not to seek to 
"6 enforce any covenant of the non renewed franchisee not 
47 to compete with the franchlsor or franchisees of the 
48 franchisor. 
49 Sec. 9. NEW SECTION. 523H.9 FRANCHISEE'S RIGHT 
50 TO ASSOCIATE. 
H-5658 -10-
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, .. A franchisor shall not restrict a franchisee from 
2 associating with other franchlsees or from 
3 participating in a trade assoclation, and shall not 
4 retal1ate against a franchisee for engaging in these 
5 activities. 

Sec. 10. NEW SECTION. 523H.I0 DUTY OF GOOD 
FAITH. 

Page 12 

A franchise imposes on the parties a duty of good 
faith in performance and enforcement of the franchise 
agreement. "Good Eai th" means honesty in fact and th'e 

11 observance of reasonable commercial standards of fair 

6 
7 
8 

- 9 
10 

12 dealing in the trade. 
13 Sec. 11. NEW SECTION. 523H.ll REPURCHASE OF 
14 ASSETS. 
15 A franchisor shall not prohibit a franchisee from, 
16 or enforce a prohibition against a franchisee, 
17 engaging in any lawful business at any location after 
18 a termination or refusal to renew by a franchisor, 
19 unless it is one whiCh relies on a substantially 
20 similar marketing program as the terminated or 
21 non renewed franchise or unless the franchisor offers 
22 in weiting no later than ten business days before 
23 expiration of the franchise to purchase the assets of 
24 the franchised business for its fair market value as a 
25 going concern. The value of the assets shall not 
26 include the goodwill of the business attributable to 

,27 the trademark licensed to the franchisee in the 
28 franchise agreement. The offer may be conditioned 
29 upon the ascertainment of a fair market value by an 
30 impartial appraiser. 
31 Sec. 12. NEW SECTION. 523H.12 INDEPENDENT 
32 SOURCING. 
33 1. Except as provided in subsection 2, a 
34 franchisor shall allow a franchisee to obtain 
35 equipment, fixtures, supplies, and services used in 
36 the establishment and operation of the franchised 
37 business from sources of the franchisee's choosing, 
38 provided that such goods and services meet standards 
39 as to their nature and quality promulgated by the 
40 franchisor. 
41 2. Subsection 1 of this section does not apply to 
42 reasonable quantities of inventory goods or services, 
43 including display and sample items, that the 
44 franchisor requires the franchisee to obtain from the 
45 franchisor or its affiliate, but only if the goods or 
46 services are central to the franchised business and 
47 either are actually manufactured or produced by the 
48 franchisor or its affiliate, or incorporate a trade 
49 secret owned by the franchisor or its affiliate. 

,50 Sec. 13. NEW SECTION. 523H.13 PRIVATE CIVIL 
g-5658 -11-
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2 A person who violates a provision of this chapter 
3 or order issued unde~ this chapter is liable for 
4 damages caused by the violation, including, but not 
5 lImIted to, costs and reasonable attorneys' and 

Page 13 

6 experts' fees, and subject to other appropriate relief 
7 includIng injunctive and other equitable relief. 
8 Sec. 14. NEW SECTION. 523H.14 CHOICE OF LAW. 
9 A~ondition, stipulation, or provision requirihg 

10 the application of the law of another state in lieu of 
11 this chapter is void. 
12 Sec. 15. NEW SECTION. 523H.15 CONSTRUCTION WITH 
13 OTHER LAW. 
14 This chapter does not limit any liability that may 
15 eXlst 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 provisions or applications of the 
26 chapter which can be given effect without the invalid 
2j provision or application, and to this end the 
28 provisIons of this chapter are declared to be 
29 severable." 

8-5658 FILED APRIL 1, 1992 
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S.F. H.F. ~31.:l.. 

1 Section 1. NEW SECTION. 523H.l DEFINITIONS. 

2 When used in this chapter, unless the context otherwise 

3 requires: 

4 1. "Affiliate" means a person controlling. controlled by. 

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

6 director of such a person, and every person occupying a 

7 similar status or performing similar functions. 

8 2. "Business day" means a day other than a Saturday, 

9 Sunday, or federal holiday. 

10 3. a. "Franchise" means either of the following: 

11 (1) An oral or written agreement, either express or 

12 implied, which provides all of the following: 

13 (a) Grants the right to distribute goods or provide 

14 services under a marketing plan prescribed or suggested in 

15 substantial part by the franchisor. 

16 (b) Requires payment of a franchise fee to a franchisor or 

17 its affiliate. 

18 (c) Allows the franchise business to be substantially 

19 associated with a trademark, service mark, trade name, 

20 logotype, advertisement, or other commercial symbol of or 

21 designating the franchisor or its affiliate. 

~2 (2) A master franchise. 

23 b. "Franchise" does not include any business that is 

~4 operated under a lease or license on the premises of the 

25 lessor or licensor as long as such business is incidental to 

26 the business conducted by the lessor or licensor on such 

27 premises, including, without limitation, leased departments, 

28 licensed departments, and concessions and the leased or 

29 licensed department operates only under the trademark, trade 

30 name, service mark, or other commercial symbol designating the 

31 lessor or licensor. 

32 c. "Franchise" also does not include any contract under 

33 which a petroleum retailer or petroleum distributor is 

34 authorized or permitted to occupy leased marketing premises, 

35 which premises are to be employed in connection with the sale, 
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1 consignment, or distribution of motor fuel under a trademark 

2 which is owned or controlled by a refiner which is regulated 

3 by the federal Petroleum Marketing Prac~ices Act, 15 U.S.C. § 

4 2801 et seq. The term "refiner" means any person engaged in 

5 the refining of crude oil to produce motor fuel, and includes 

6 any affiliate of such person. "Franchise" also does not 

7 include a contract entered into by any person regulated under 

8 chapter 117, 123, 322, 322A, 3228, 322C, 322D, 322F, or 522, 

9 or a contract establishing a franchise relationship with 

10 respect to the sale of construction equipment, lawn or garden 

11 eqUipment, or real estate. 

12 4. "Franchise fee" means a direct or indirect payment to 

13 purchase or operate a franchise. Franchise fee does not 

14 include any of the following: 

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

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

17 b. Payment to a trading stamp company by a person issuing 

18 trading stamps in connection with a retail sale. 

19 c. An agreement to purchase at a bona fide wholesale price 

20 a reasonable quantity of tangible goods for resale. 

21 d. The purChase or agreement to purchase, at a fair market 

22 value, any fixtures, equipment, leasehold improvements, real 

23 property, supplies, or other materials reasonably necessary to 

24 enter into or continue a business. 

25 e. Payments by a purchaser pursuant to a bona fide loan 

26 from a seller to the purchaser. 

27 f. Payment of rent which reflects payment for the economic 

28 value of leased real or personal property. 

29 g. The purchase or agreement to purchase promotional or 

30 demonstration supplies, materials, or equipment furnished at 

31 fair market value and not intended for resale. 

32 5. "Franchisee" means a person to whom a franchise is 

33 granted. Franchisee includes the following: 

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

35 franchisor. 
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1 b. A subfranchisee with regard to its relationship with a 

2 subfranchisor. 

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

4 master franchise, or an affiliate of such a person. 

5 Franchisor includes a subfranchisor with regard to its 

6 relationship with a franchisee, unless stated otherwise in 

7 this chapter. 

8 7. "Fraud" and "deceit" are not limited to corrunon law 

9 fraud and deceit. 

10 8. "Marketing plan" means a plan or system concerning a 

11 material aspect of conducting business. Indicia of a 

12 marketing plan include any of the following: 

13 a. Price specification, special pricing systems, or 

14 discount plans. 

15 b. Sales or display equipment or merchandising devices. 

16 c. Sales techniques. 

17 d. Promotional or advertising materials or cooperative 

18 advertising. 

19 e. Training regarding the promotion, operation, or 

20 management of the business. 

21 f. Operational, managerial, technical, or financial 

22 guidelines or assistance. 

23 9. "Master franchise" means an agreement by which a person 

24 pays a franchisor for the right to sell or negotiate the sale 

25 of franchises. 

26 10. "Offer" or "offer to sell" means every attempt to 

27 offer or to dispose of, or solicitation of an offer to buy, a 

28 franchise or interest in a franchise for value. 

29 11. "Person" means a person as defined in section 4.1, 

30 subsection 13. 

31 12. "Sale" or "sell" means every contract or agreement of 

32 sale of, contract to sell or disposition of, a franchise or 

33 interest in a franchise for value. 

34 13. "Subfranchise" means an agreement by which a person 

35 pays a franchisor for the right to sell or negotiate the sale 
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1 of franchises. 

2 14. "SubEranchisee" means a person who is granted a 

3 franchise from a subfranchisor. 

4 15. "Subfranchisor" means a person who is granted a master 

5 franchise. 

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

7 This chapter applies to a new or existing franchise that is 

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

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

10 from which the franchise is operated is physically located 1n 

11 this state. For purposes of this chapter, a franchise 

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

13 be operated in this state only if the franChisee's principal 

14 business office is physically located in this state. ThiS 

15 chapter does not apply to a franchise solely because an 

16 agreement relating to the franchise provides that the 

17 agreement is subject to or governed by the laws of this state. 

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

19 future contracts between Iowa franchisors and out-oE-state 

20 franchisees. 

21 Sec. 3. NEW SECTION. 523H.3 JURISDICTION AND NONJUDICIAL 

22 RESOLUTION OF DISPUTES. 

23 1. A provision in a franchise agreement restricting 

24 jurisdiction to a forum outside thiS state is void with 

25 respect to a claim otherwise enforceable under this chapter. 

26 2. A civil action or proceeding arising out of a franchise 

27 may be commenced wherever jurisdiction over the parties or 

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

29 proceedings to a designated Jurisdiction. 

30 3. Parties to a franchise may agree to independent 

31 arbitration, mediation, or other nonjudicial resolution of an 

32 existing or future dispute. 

33 4. Venue for a civil action commenced under this chapter 

34 shall be determined in accordance with chapter 616. 

35 Sec. 4. NEW SECTION. 523H.4 WAIVERS VOID. 
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1 A condition, stipulation, or provision requiring a 

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

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

4 chapter or a rule or order under this chapter is void. This 

5 section shall not affect the settlement of disputes, claims, 

6 or civil lawsuits arising or brought pursuant to this chapter. 

7 Sec. 5. NEW SECTION. 523H.5 TRANSFER OF FRANCHISE. 

8 1. A franchisee may transfer the franchised business and 

9 franchise to a transferee, provided that the transferee 

10 satisfies the reasonable current qualifications of the 

11 franchisor for new franchisees. For the purposes of this 

12 section, a reasonable current qualification for a new 

13 franchisee is a qualification based upon a legitimate business 

14 reason. If the proposed transferee does not meet the 

IS reasonable current qualifications of the franchisor, the 

16 franchisor may refuse to permit the transfer, provided that 

17 the refusal of the franchisor to consent to the transfer is 

18 not arbitrary or capricious when compared to the actions of 

19 the franchisor in other similar circumstances. 

20 2. Except as otherwise provided in this section, a 

21 franchisor may exercise a right of first refusal contained in 

22 a franchise agreement after receipt of a proposal from the 

23 franchisee to transfer the franchise. 

24 3. 

25 any of 

26 a. 

A franchisor may require as a condition of a transfer 

the following: 

That the transferee successfully complete a reasonable 

27 training program. 

28 b. That a reasonable transfer fee be paid to reimburse the 

29 franchisor for the franchisor's reasonable and actual expenses 
30 directly attributable to the transfer. 

31 c. That the franchisee payor make provision reasonably 

32 acceptable to the franchisor to pay any amount due the 

33 franchisor or the franchisor's affiliate. 

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

35 making a public offering of the franchisee's securities 
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1 without good cause. provided the franchisee or the owners of 

2 the franchise retain control of more than fifty percent of the 

3 voting power in the franchise. A franchlsor shall not 

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

5 exchange of assets by the franchisor's existing franchlsees. 

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

7 the franchise. for the unexplred term of the franchise 

8 agreement. and a franchisor shall not require the franchisee 

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

10 agreement as a condition Df the transfer. 

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

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

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

14 franChisor shall provlde in writing the ownership lnterests of 

15 all persons holding or claimlng an equitable or beneflcial 

16 interest in the franchise subsequent to the transfer o( the 

17 franchisee. as appropriate. A franchisee shall not circumvent 

18 the intended effect of a contractual provision governlng the 

19 transfer of the franchise or an lnterest in the franchlse by 

20 means of a management agreement. lease, profit-sharing 

21 agreement. conditional asslgnment. or other similar device. 

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

23 franchise unless the franchisor makes reasonable provislon for 

24 the performance of the franchisor's obligations under the 

25 franChise agreement by the transferee. A franchisor shall 

26 provlde the franchisee notice of a proposed transfer of the 

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

28 disclosure is requlred of the franchisor under applicable 

29 securities laws. if interests in the franchisor are publicly 

30 traded. 

31 would be 

32 publicly 

or if not 

required 

traded. 

publicly traded, at the time such disclosure 

if the interests in the franchisor were 

33 8. A transfer 

34 thirty days after 

by a franchisee is deemed to be approved 

the franchisee submits the request for 

35 consent to the transfer unless the franchisor withholds 
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1 consent to the transfer as evidenced in writing, specifying 

2 the reason or reasons for withholding the consent. The 

3 written notice must be delivered to the franchisee prior to 

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

5 privileged and is not actionable based upon a claim of 

6 defamation. 

7 9. A franchisor shall not discriminate against a proposed 

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

9 national origin, sex, or physical handicap. 

10 10. A franchisor, as a condition to a transfer of a 

11 franchise, shall not obligate a franchisee to undertake 

12 obligations or relinquish any rights unrelated to the 

13 franchise proposed to be transferred, or to enter into a 

14 release of claims broader than a similar release of claims by 

15 the franchisor against the franchisee which is entered into by 

16 the franchisor. 

17 11. A franchisor, after a transfer of a franchise, shall 

18 not seek to enforce any covenant of the transferred franchise 

19 against the transferor which prohibits the transferor from 

20 engaging in any lawful occupation or enterprise. However, 

21 this subsection does not prohibit the franchisor from 

22 enforcing a contractual covenant against the transferor not to 

23 exploit the franChisor's trade secrets or intellectual 

24 property rights, unless otherwise agreed to by the parties. 

25 12. For purposes of this section, "transfer" means any 

26 change in ownership or control of a franchise, franchised 

27 business, or a franchisee. 

28 13. The following occurrences shall not be considered 

29 transfers requiring the consent of the franchisor under a 

30 franchise agreement, and shall not result in the imposition of 

31 any penalties or make applicable any right of flrst refusal by 

32 the franchisor: 

33 a. The succession of ownership of a franchise upon the 

34 death or disability of a franchisee, or of an owner of a 

35 franchise, to the franchisee's spouse, child or children, or a 
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1 partner of the franchisee unless the successor fails to meet 

2 the then current reasonable qualifications of the franchisor 

3 for frarichisees and the enforcement of the reasonable current 

4 qualifications is not arbitrary or capricious when compared to 

5 actions of the franchisor in other similar circumstances. 

6 b. The succession of a spouse, child, partner, or other 

7 owner as operating manager upon the death or disability of the 

8 operating manager, unless the successor fails to meet the then 

9 current reasonable qualifications of the franchisor for an 

10 operating manager, and enforcement of the reasonable current 

11 qualifications is not arbitrary or capricious when compared to 

12 actions of the franchisor in other similar circumstances. 

II c. Incorporation of a proprietorship franchisee, provided 

14 that such incorporat1on does not prohibit a franchisor from 

15 requiring a personal guaranty by the franchisee of obligations 

16 related to the franchise. 

17 d. A transfer within an existing ownershlp group of a 

18 franchise provided that more than fifty percent of the 

19 franChise is held by persons who meet the franch1sor's 

20 reasonable current qual1f1cations for franchisees. If less 

21 than fifty percent of the franchise would be owned by persons 

22 who meet the franchisor's reasonable current qualifications, 

23 the franchisor may refuse to authorize the transfer, provided 

24 that enforcement of the reasonable current qualifications is 

25 not arbitrary or capricious when compared to actions of the 

26 franchisor in other similar circumstances. 

27 e. A transfer of less than a controlling interest in the 

28 franchise to the franchisee's spouse or child or children, 

29 provided that more than fifty percent of the entire franchise 

30 is held by those who meet the franchisor's reasonable current 

31 qualifications. If less than fifty percent of the :ranchise 

32 would be owned by persons who meet the franchisor's reasonable 

33 current qualifications, the franchisor may refuse to authorize 

34 the transfer, provided that enforcement of the reasonable 

35 current qualifications 1S not arbitrary or capricious when 
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1 compared to actions of the franchisor in other similar 

2 circumstances. 

3 f. A transfer of less than a controlling interest in the 

4 franchise of an employee stock ownership plan, or employee 

5 incentive plan, provided that more than fifty percent of the 

6 entire franchise is held by those who meet the franchisor's 

7 reasonable current quallflcations for franchisees. If less 

8 than fifty percent would be owned by persons who meet the 

9 franchisor's reasonable current qualifications, the franchisor 

10 may refuse to authorize the transfer, provided that 

11 enforcement of the reasonable current qualitications is not 

12 arbitrary or capriclous when compared to actions of the 

13 franchisor in other similar circumstances. 

14 g. A grant or retentlon of a security interest in the 

15 franchised business or its assets, or an ownership interest in 

16 the franchisee, provided the security agreement establishes an 

17 obligation on the part of the secured party enforceable by the 

18 franchisor to give the franchisor notice of the secured 

19 party's intent to foreclose on the collateral simultaneously 

20 with notice to the franchisee, and a reasonable opportunity to 

21 redeem the interests of the secured party and recover the 

22 secured party's interest in the franchise or franchised 

23 business by paying the secured obligation. 

24 14. A franchisor shall not interfere or attempt to 

25 interfere with any disposition of an interest in a franchise 

26 or franchised business as described in subsection 13, 

27 paragraphs "a" through "g". 

28 Sec. 6. NEW SECTION. 523H.6 ENCROACHMENT. 

29 1. Notwithstanding the terms, provisions, or conditions of 

30 an agreement or franchise, if a franchisor seeks to establlsh 

31 a new outlet, company-owned store, or carry-out store within 

32 an unreasonable proximity of an existing franchisee, the 

33 existing franchisee, at the option of the franchisor~ shall 

34 have either a right of first refusal with respect to the 

35 proposed new outlet, company-owned store, or carry-out store 
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1 or a right to compensation for market share diverted by the 

2 new outlet. Por the purposes of this sectlon, "unreasonable 

3 proximity" as appl1ed to a food est~blishment franchlsor or 

4 food service establishment franchisor, includlng outlets and 

S carry-out stores as defined by section 137A.l, subsection 2, 

6 and sectlon 137B.2, subsection 6, includes but is not limlted 

7 to the shortest distance as measured by the following methods: 

8 a. A three-m1le radius, using a straight line measurement, 

9 from the center of an already existing franchise. 

10 b. A circular radius, using a straight ~lne measurement, 

11 from an existing franchise business which comprlses a 

12 population of thirty thousand or greater. 

13 2. With respect to a right of first refusal, the parties 

14 shall in good faith seek to establish a mutually agreeable 

IS price and terms. If the parties are unable to agree, each 

16 party shall appolnt an lndependent appralser. If the 

17 independent appraisers are unable to agree upon a price and 

18 terms, the independent appraisers shall name a third appraiser 

19 to determine the price and terms upon WhlCh the right of first 

20 refusal may be exercised. The determination of the 

21 lndependent appralser shall be final and not subject to 

22 judicial review. 

23 If two or more existing franchises are located within an 

24 unreasonable proxlmity to the proposed outlet, the closest 

2S franchisee shall have the first right of first refusal, and 1f 

26 declined, the right of first refusal shall pass to the next 

27 closest franchisee. 

28 3. If the franchisor does not offer a right of first 

29 refusal, the franchisor shall compensate existing franchlsees 

30 for market share diverted by the opening of the new outlet. 

31 If the franchisor and existing franchisees cannot agree upon 

32 the proper amount of such compensation, each party shall 

33 appoint an Independent appraiser. If the independent 

34 appraisers are unable to agree, the independent appraisers 

35 shall appoint a third appraiser who shall establish the leve~ 
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1 of compensation. The determination of the independent 

2 appraiser shall be final and not subject to judicial review. 

3 4. The court may grant a permanent or preliminary 

4 injunction to prevent injury or threatened injury from the 

5 violation or threatened violation of this section. 

6 Sec. 7. NEW SECTION. 523H.7 TERMINATION. 

7 1. Except as otherwise provided by this chapter, a 

8 franchisor shall not terminate a franchise prior to the 

9 expiration of its term except for good cause. For purposes of 

10 this section, "good cause" is cause based upon a legitimate 

11 business reason. "Good cause" includes the failure of the 

12 franchisee to comply with any material lawful requirement of 

13 the franchise agreement, provided that the termination by the 

14 franchisor is not arbitrary or capricious when compared to the 

15 actions of the franchisor in other similar circumstances. 

16 2. Prior to termination of a franchise for good cause, a 

17 franchisor shall provide a franchisee with written notice 

18 stating the basis for the proposed termination. After service 

19 of written notice, the franchisee shall have a reasonable 

20 period of time to cure the default, which in no event shall be 

21 less than thirty days. 

22 3. Notwithstanding subsection 2, a franchisor may 

23 terminate a franchisee upon written notice and without an 

24 opportunity to cure if any of the following apply: 

25 a. The franchisee or the business to which the franchise 

26 relates is declared bankrupt or judicially determined to be 

27 insolvent. 

28 b. The franchisee voluntarily abandons the franchise by 

29 failing to operate the business for five consecutive business 

30 days during which the franchisee is required to operate the 

31 business under the terms of the franchise, or any shorter 

32 period after which it is not unreasonable under the facts and 

33 circumstances for the franchisor to conclude that the 

34 franchisee does not intend to continue to operate the 

35 franchise, unless the failure to operate is due to 
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1 circumstances beyond the control of the franchlsee. 

2 c. The franchisor and franchisee agree in writlng to 
3 termInate the franch1se. 

4 d. The franc~isee knowingly makes any material 

5 misrepresentations or knowingly omits to state any material 

6 facts relating to the acquisition or ownership or operation of 

7 the franchise business. 

8 e. The franchisee repeatedly fails to comply with the same 

9 material provision of a franchise agreement, when the 

10 enforcement of the material provision by the franchisor 1S not 

11 arb1trary or capricious when compared to the franchisor in 

12 other similar Clrcumstances. 

13 f. The franchised business or business premises of the 

14 franchisee are lawfully seized, taken over, or foreclosed by a 

15 government authority or official. 

16 g. The franchisee 1S convicted of a felony or any other 

17 criminal misconduct which materially and adversely affects the 

18 operation, maintenance, or goodwill of the franchise in the 

19 relevant market. 

20 h. The franchisee operates the franchised business in a 

21 manner that imm1nent1y endangers the public health and safety. 

22 Sec. 8. NEW SECTION. 523H.8 NONRENEWAL OF A FRANCHISE. 

23 A franchisor shall not refuse to renew a franchise unless 

24 both of the following apply: 

25 1. The franchisee has been notified of the franchisor's 

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

27 expiration date or any extension of the franchise agreement. 

28 2. Any of the following C1rcumstances exist: 

29 a. Good cause exists as defined in section 523H.7, 

30 provided that the refusal of the franchisor to renew is not 

31 arbitrary or capricious when compared to the actions of the 

32 franchisor in other similar circumstances. 

33 b. The franchisor and franchisee agree not to renew the 

34 franchise, provided that upon the expiration of the franchise, 

35 the franchisor agrees not to seek to enforce any covenant of 
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1 the non renewed franchise not to compete with the franchisor or 

2 franchisees of the franchisor. 

3 c. The franchisor completely withdraws from directly or 

4 indirectly distributing its products or services in the 

5 geographic market served by the franchisee, provided that upon 

6 expiration of the franchise, the franchisor agrees not to seek 

7 to enforce any covenant of the non renewed franchisee not to 

8 compete with the franchisor or franchisees of the franchisor. 

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

10 ASSOCIATE. 
11 A franchisor shall not restrict a franchisee from 

12 associating with other franchisees or from participating in a 

13 trade association, and shall not retaliate against a 

14 franchisee for engaging in these activities. 

15 Sec. 10. NEW SECTION. 523H.lO DUTY OF GOOD FAITH. 

16 A franchise imposes on the parties a duty of good faith in 

17 performance and enforcement of the franchise agreement. "Good 

18 faith" means honesty in fact and the observance of reasonable 

19 commercial standards of fair dealing in the trade. 

20 Sec. 11. NEW SECTION. 523H.ll REPURCHASE OF ASSETS. 

21 A franchisor shall not prohibit a franchisee from, or 

22 enforce a prohibition against a franchisee, engaging in any 

23 lawful business at any location after a termination or refusal 

24 to renew by a franchisor, unless it is one which relies on a 

25 substantially similar marketing program as the terminated or 

26 non renewed franchise or unless the franchisor offers in 

27 writing no later than ten business days before expiration of 

28 the franchise to purchase the assets of the franchised 

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

30 value of the assets shall not include the goodwill of the 

31 business attributable to the trademark licensed to the 

32 franchisee in the franchise agreement. The offer may be 

33 conditioned upon the ascertainment of a fair market value by 
34 an impartial appraiser. 

35 Sec. 12. NEW SECTION. 523H.12 INDEPENDENT SOURCING. 

-13-
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1 1. Except as provided in subsection 2, a franchlsor shall 

2 allow a franchlsee to obtain equipment, fixtures, supplies, 

3 and services used in the establishment and operation of the 

4 franchised business from sources of the franchlsee's choosing, 

5 provided that such goods and services meet standards as to 

6 their nature and quality promulgated by the franchisor. 

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

8 reasonable quantities of inventory goods or services, 

9 including display and sample items, that the franchisor 

10 requires the franchisee to obtain from the franchisor or its 

11 affiliate, but only if the goods or services are central to 

12 the franchised business and either are actually manufactured 

13 or produced by the franchisor or its affiliate, or incorporate 

14 a trade secret owned by the franchisor or its affiliate. 

15 Sec. 13. NEW SECTION. 523H.13 PRIVATE CIVIL ACTION. 

16 A person who violates a provision of this chapter or order 

17 issued under this chapter is liable for damages caused by the 

18 violation, including, but not limited to, costs and reasonable 

19 attorneys' and experts' fees, and subject to other appropriate 

20 relief including injunctive and other equitable relief. 

21 Sec. 14. NEW SECTION. 523H.14 CHOICE OF LAW. 

22 A condition, stipulation, or provision requirlng the 

23 application of the law of another state in lieu of this 

24 Chapter is void. 

25 Sec. 15. NEW SECTION. 523H.15 CONSTRUCTION WITH OTHER 

26 LAW. 

27 This chapter does not limit any liability that may exist 

28 under another statute or at common law. Prior la', governs all 

29 actions based on facts occurring before the effective date of 

30 this Act. 

31 Sec. 16. NEW SECTION. 523H.16 CONSTRUCTION. 

32 This chapter shall be liberally construed to effectuate its 

33 purposes. 

34 Sec. 17. NEW SECTION. 523H.17 SEVERABILITY. 

35 If any provision or clause of this chapter or any 
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1 application of this chapter to any person or circumstances is 

2 held invalid, such invalidity shall not affect other 
3 provisions or applications of the chapter which can be given 

4 effect without the invalid provision or application, and to 

5 this end the proviSlons of this chapter are declared to be 

6 severable. 
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SENATE CLIP SHEET APRIL 13, 1992 

HOOSE FILE 2362 
5-5628 

~~end House Fl1e 2362 as amep.oeo, passed, and 
2 reprip.ted by the House, as follows: 
3 1. Page 12, line 8, by scrlking the words "the 
" same". 
S 2. Page 12, line 9, by striklng the word 
6 "provision" and inserting the followlng: 
7 "provisions". 

-8 3. Page 12, by striking lines 10 through 12 and 
9 inserting the following: "enforcement of the 

:0 provisions is similar to that imposed on other 
11 franchisees of the franchisor." 

5-5628 FILED APRIL la, 1992 
LOST (I" 1~'f1) 

By JIM LIND 

HOOSE FILE 2362 
5-5632 

I Amend House file 2362, as amended, passed, and 
2 reprinted by the House, as follows: 
3 1. Page 3, by striking lines 8 and 9. 
4 2. Page 6, by strlking lines 3 through 5 and in-
5 serting the following: "voting power in the 
6 franchise." 
7 3. Page 6, line 12, by stdking the word "thirty" 
8 and inserting the following: "sixty". 
9 4. Page 6, line 34, by striking the word "thirty" 

10 and inserting the following: "sixty". 
11 5. Page 7, line 4, by striking the word "thirty-
12 day" and inserting the following: "sixty-day". 
13 6. page la, by striking lines 21 and 22, and 
14 inserting the following: "independent appraiser shall 
15 be final and binding, and subject to judicial review 
16 under chapter 679A." 
17 7. Page 11, by striking line 2 and inserting the 
18 following: "appraiser shall be final and binding, and 
19 subject to judicial reivew under chapter 679A." 
20 8. Page 11, line 21, by inserting after the word 
21 "days" the following: "or more than ninety days". 
22 9. By renumbering as necessary. 
By AL STu~GEON JOHN JENSEN 

JIM KERSTEN PAT DELUHERY 
RICHARD VARN 

5-5632 FILED APRIL 10, 1992 
ADOPTED (f. 1!J'fu) 
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HOUSE FILE 2362 
5-5579 

1 Amend House File 2362, as amended, passed, and 
2 reprinted by the House, as follows: 
3 1. Page 4, line 7. by striking the words "new or 
4 existing". 
5 2. Page 
6 following: 
7 on or after 

.8 purposes of 

4, by striking line 8 
"granted and operated 
the effective date of 
this chapter,". 

and inserting the 
in the state of Iowa 
this Act. For 

By HARRY SLIFE 
WILLIAM D. PALMER 

5-5579 FILED APRIL 7, 1992 
b.ct. 4fti') {( /~ ~ 

HOOSE FILE 2362 
5-5578 

1 Amend House File 2362, as amended, passed, and 
2 reprinted by the House. as follows: 
3 1. Page 4. line 14. by inserting after the word 
4 "state." the following: "This chapter does not apply 
5 to a franchise where the franchisee is not required to 
6 make an initial investment, including any franchise 
7 fee, capitalization requirements. and any other 
8 expenditures required by the franchisor, in an amount 
9 greater than one hundred thousand dollars." 

5-5578 FILED APRIL 7, 1992 
"Z<Jld 'It" (,P /$'17)' 

By WILLIAM D. PALMER 

HOOSE PILE 2362 
5-5617 ...... . 

1 Amend House File 2362 as amended, passed, and 
2 reprinted by the House, as follows: 
3 1. Page 2, line 10, by inserting after the word 
4 "equipment," the fOllowing: "tire retreading 
5 products, equipment. or services.". 

5-5617 FILED APRIL 9, 1992 

~ % V·I'?%} 

By RICHARD F. DRAKE 
JACK RIFE 

.. 
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SENATE CLIP SHEET APR:", 13, 1992 

HOUSE FILE 2362 
5-5633 

Amend House File 2362, as amended, passed, and 
2 reor:nted by the Hc~se, as :o:lQws; 

A 3 1. Page 7, by strik:ng lines :7 thrO\l~h 24 
C 4 2. Page 9, line 34, by striking the word 

5 Ueither ll
• 

6 3. Page 10, by striklng lines 1 and 2, and 
7 inserting the fOllowing: " For the purposes cf this 
~ section, "unreasonable". 

A 9 4. By striking page 10, line 28 through page 11, 
10 Ene 2. 

B 11 5. Page 13, line 5, by inserting after the word 

A 

L2 "franchisee" the following: ·or 1: the franchisor is 
13 otherwise altering its method of doing business to 
14 accommodate changes in economic or market 
15 circumstances and such alterations are applied 
16 nondiscriminatorily". 
17 6. By renumbering as necessary. 

By WILMER REN5INK 

5-5633 FILED APRIL 10, 1992 ( 
DIV. A-WITHDRAWN, DIV. B-LOST, DIV. C-WITHDRAWN(;./~~7) 

HOUSE FILE 2362 
5-5635 

8 

House File 2362, as amended, passed, and 
the House as 

e 1, 1 nes 11 and 1 , by striking the words 
, either express or implied,". 

2. Page 2, line 12, by striking the words "direct 
or indirect". 

3. Page 3, by striking lines 8 and 9. 
4. By renumberlng as necessary. 

By WILMER RENSINK 

5-5635 FILED APRIL 10, 1992 
DIV. A-WITHDRAWN, DIV. B-LOST{,P./.3~9') 

HOUSE FILE 2362 
5-5627 

1 ~~end House File 2362 as amended, passed, and 
2 reprinted by the House, as follows: 
3 1. Page 12, by inserting after line 21 the 
4 following; 
5 " The franchisee falsifies books and records 
6 of account with respect to the operations of the 
7 franchised business." 
8 2. By relettering as necessary. 

5-5627 FILED APRIL 10, 1992 
LOST (p. l;9qfl) 

By JIM LIND 
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LIP SHEET APRIL 13, 1992 

HOUSE FILE 2362 
S-C:;636 

1 Amend House as amended, passed, and 

4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
l5 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

the 
following: 

" Franchise also does not include a contract 
or agreement which does all of the following: 

(1) A person authorizes another to use trademark, 
service mark, trade name, logotype. advertisement. or 
another commercIal symbol of the person in connection 
with a business. 

(2) The person does not offer significant 
assistance in connection with the operation of that 
business. 

(3) The person does not impose a significant 
degree of control over the operation of the business." 

2. page 3. line 11, by inserting after the word 
"business" the following: "where the sales volume, 
measured in dollars. from the use of the plan or 
system would represent no less than seventy-five 
percent .of the total sales volume". 

3. page 4. line 7, by striking the words "or 
existing franchise" and inserting the following: 
"franchise. and an existing franchise upon renewal. 
modlfication. or replacement after July 1, 1992,". 

4. By renumbering as necessary. 
By WILMER RENSIINK 

S-5636 FILED APRIL 10, 1992 , 
DiV. A-WITHDRAWN, DIV. B-LOST (fJ /atflf) 

BOUSE FILE 2362 
5-5637 

1 Amend House File 2362 as amended. passed, and 
2 reprinteJ by the House, as follows: 
3 1. Page 11, by striking line 4 and inserting the 
4 following: "injunction pursuant to Iowa rule of civil 
:; procedure 321 to prevent irreparable injury from". 

S-5637 FILED APRIL 10, 1992 
LOST (//:J o.f?) 

By WILMER RENSINK 
DONALD V. DOYLE 
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SENATE CLI? SHEET APRIL i3, :992 

HOOSE FILE 2362 
5-5638 

2 
3 
4 
5 

Arne~c GO~S~ File 2362, QS a~e~ce~, passed, ~~c 
reprinted by the House, as Ecl:cws: 

i. Page 1, line 16, by inse"ting afte= the word 
"fee" the following: "of five hundred dollars or 
more" . 

6 
7 
.8 
9 

10 
11 
12 
13 
14 
15 . ~ 
.co 
17 
18 
19 
20 
21 
22 
23 
24 
25 

2. Page 1, by striking lines 18 through 21 anc 
inserting the following: 

"(c) Allows the franchise business to be , 
identified with a trademark, service mark, or trade 
name." 

3. Page 2, line 12, by striking the words "direct 
or indirect". 

4. Page 5, li;Je 22, by s-::ri:<ing the words "a 
proposal" and insert:ng the following: "a notice as 
required in subsection 6". 

5. Page 5, by striking lines 29 and 30, and 
inserting the following: "franchisor for expenses 
attributable to the transfer." 

6. Page 6, lines 13 and 14, by striking the words 
"on request from the franchisor". 

7. Page 6, line 14, by inserting after the word 
"writing" the following: "the terms of the proposed 
transfer and". 

8. Page 7, by striking lines 17 through 24. 
9. By renumbering as necessary. 

By WILMER REN5INK 

S-5638 FILED APRIL 10, 1992 
LOST (p_ /$q/j) 

HOOSE FILE 2362 
5-5639 

~~end House File 2362, as amended, passed, and 
reprinted by the House, as follows: 

, ... 
2 
3 
4 
5 
6 
7 
8 
9 

1. Page 12, line 12, by inserting after the word 
"circums~ances." the following: "Onder any 
circumstances, three defaults in anyone-year period 
is deemed to be good cause to terminate." 

2. Page 12, by striking lines 24 through 28 and 
inserting the following: "any of the following 
apply:", 

3. Page 12, line 29, by striking the letter "a." 
and inserting the fol:owiog: "I." 

4, Page 12, lLne 33, by striking the letter "b." 
and inserting the following: "2," 

5, Page 13, !ine 3, by striking the letter "c." 
15 and inserting the foilowing: "3," 

10 
11 
12 
13 
14 

?age 33 

16 6. Page 13, line 8, by inserting after the words 
17 "franchisees of the franchisor" the following: ., and 
is c~e franchisee has been notified of the franchisor'S 
19 intent not to renew at least six months orior to the 
20 expiration date or any extension of the franchise 
21 agreement". 

5-5639 FILED APRIL 10, 1992 
LOST (p (N1i 

By WILMER RENSINK 



SENATE AMENDMENT TO HOUSE FILE 2362 
H-5867 , Anenc nO~se ::le 2362, as amended, passed, 

2 :ep::n~ed by t~e House, ~s :Cl~OWS: 
_* Page 3, by str:ki~g :~nes a and 9. 
2. Page 6, ~y stri~:ng :~~es 3 chro~gh 5 

5 serting che fOllowing: "voting power in the 
Erar..chise." o 

a:1d 

and in-

7 3. Page 6, line :2, by scriking the word "thirty" 
a and inserting the following: "sixty". 
9 4. Page 6, line ]4, ny striking tne word "thircy" 

:0 and ~nsertlng the following: "sixty". 
11 5. Page 7, line 4, by str1~ing the word "thircy-
12 day" and inserting toe foilowing: "sixty-day". 
:3 6. Page 10, by striKing lines 21 and 22, and 
:4 inserting the follow:ng: "independent appraise: shall 
15 be Einal and binding, and subJect to judicial review 
:6 under chapter 679A." 
17 7. Page 11, by striking line 2 and inserting the 
18 following: "appraiser shall be final and binding, and 
19 subject to judicial reivew under chapter 679A." 
20 8. Page 11, line 21, by inserting after the word 
21 "days" the following: "or more than ninety days". 
22 9. By renumbering as necessary. 

EI-S867 
LJ~~.~ 

RECEIVED FROM THE SENATE 
FILED APRIL 13, 1992 

...<.---~ 4/t,,- (1 1'1'4$ ) 

.... _-------------------------------_.. ... 



Passed Senate, Date 

Vote: Ayes Nays 

Approved 

A BILL FOR 

lU'J,j ------
SENATE/HOUSE FILE .;;232.2-
BY (RECOMMENDED BY FRANCHISE 

REGULATION STUDY COMMITTEE) 

Passed House, Date 
Vote: Ayes __ _ Nays ___ _ 

1 An Act relating to franchise agreements and their enforcement by 

establishing certain duties and limitations on franchisors and 
providing certain exemptions. 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF IOWA: 

TLSB 5399:;:C 74 

mj/sc/14 



S.F. H.F. 

1 Section 1. NEW SECTION. 523G.23 JURISDICTION, VENUE, AND 

2 NONJUDICIAL RESOLUTION OF DISPUTES. 

3 1. A provision in a franchise agreement restricting 

4 jurisdiction or venue to a forum outside this state is void 

5 with respect to a claim otherwise enforceable under this 
6 chapter. 

7 2. A civil action or proceeding arising out of a franchise 

8 may be commenced wherever jurisdiction over the parties or 

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

10 proceedings to a designated jurisdiction or venue. The court 

11 shall consider the doctrine of inconvenient forum. 
12 3. Parties to a franchise may agree to independent 

13 arbitratlon, mediation, or other nonjudicial resolution of an 

14 existing or future dispute. 

15 Sec. 2. NEW SECTION. 523G.24 WAIVERS VOID. 

16 A condition, stipulation, or provision requiring a 

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

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

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

20 acknowledgment provision, disclaimer, integration clause, or a 

21 provision having a similar effect in a franChise agreement 

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

23 statement, misrepresentation, or action that would violate a 

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

25 chapter. This section shall net affect the settlement of 

26 disputes, claims, or civil lawsuits arising or brought 

27 pursuant to this chapter. 

28 Sec. 3. NEW SECTION. 523G.25 TRANSFER OF FRANCHISE. 

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

31 reasonable, essential, and nondiscriminatory standards for new 

32 franchisees or transferees established at the time of the 

33 transfer. A franchisor shall not withhold consent to the 

34 transfer of ownership under these circumstances without good 

35 cause. A provision in a franchise agreement restricting a 

-1-
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1 franchisee's rights under this section is void. 
2 2. A franchisor may exercise a right of first refusal in 

3 connection with a proposed transfer if provided in the 
4 franchise agreement. However, this right shall not be 

5 exercised by the franchisor more than thirty days after 
6 receipt of the franchisee's request for the franchisor's 
7 consent to the transfer. A franchisor shall not exercise such 
8 right if by doing so the franchisor would hold a minority 

9 ownership interest in the franchise or franchisee. 
10 3. A franchisor may require as a condition of a transfer 

11 any of the following: 
12 a. That the transferee successfully complete a reasonable, 

13 essential, and nondiscriminatory training program. 
14 b. That a reasonable transfer fee be paid to reimburse the 
15 franchisor for the franchisor's reasonable and actual expenses 
16 directly attributable to the transfer. 

17 c. That the franchisee payor make reasonable provision to 

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

19 affiliate. 
20 4. A franchisor shall not withhold consent to a franchisee 

21 making a public offering of the franchisee's securities 
22 without good cause, provided the franchisee or the owners of 

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

25 withhold the franchisor's consent to a pooling of interests or 
26 exchange of assets by the franchisor's existing franchisees. 

27 5. A franchisee may assign the franchisee's interest in 

28 the franchise, for the unexpired term of the franchise 

29 agreement, and a franchisor shall not require the franchisee 
30 or the transferee to enter into a new or different franchise 

31 agreement as a condition of the transfer. 
32 6. A franchisee shall give the franchisor no less than 

33 thirty days' written notice of a transfer which is subject to 
34 the provisions of this section, and on request from the 

35 franchisor shall provide in writing the ownership interests of 

-2-
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1 all persons holding or claiming an equitable or beneficial 

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

3 A franchisee shall not circumvent the intended effect of a 
4 contractual provision governing the transfer of the franchise 

5 or an interest in the franchise by means of a management 
6 agreement, lease, profit-sharing agreement, conditional 

7 assignment, or other similar device. 

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

9 franchise unless the franchisor makes reasonable provision for 

10 the performance of the franchisor's obligations under the 

11 franchise agreement by the transferee. A franchisor shall 

12 provide the franchisee notice of a proposed transfer of the 

13 franchisor's interest in the franchise at the time the 
14 disclosure is required of the franchisor under applicable 

15 securities laws, if interests in the franchisor are publicly 

16 traded, or if not publicly traded, at the time such disclosure 

17 would be required 1f the 1nterests in the franchisor were 

18 publicly traded. 

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

20 thirty days after the franchisee submits the request for 

21 consent to the transfer unless the franchisor withholds 

22 consent to the transfer as evidenced in writing, specifying 

23 the reason or reasons for withholding the consent. The 

24 written notice must be delivered to the franchisee prior to 

25 the expiration of the thirty-day period. Any such notlce is 

26 privlleged and is not actionable based upon a claim of 

27 defamation. 

28 9. A franchisor shall not discriminate against a proposed 

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

30 national origin, sex, or physical handicap. 

31 10. A franchisor, as a condition to a transfer of a 

32 franchise, shall not obligate a franchisee to undertake 

33 obligations or relinquish any rights unrelated to the 
34 franchise proposed to be transferred, or to enter into a 

35 release of claims broader than a similar release of claims by 
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1 the franchisor against the franchisee which is entered into by 
2 the franchisor. 

3 11. A franchisor, after a transfer of a franchise, shall 
4 not seek to enforce any covenant of the transferred franchise 

5 against the transferor which prohibits the transferor from 
6 engaging in any lawful occupation or enterprise. However, 

7 this subsection does not prohibit the franchisor from 
8 enforcing a contractual covenant against the transferor not to 
9 exploit the' franchisor's trade secrets or intellectual 

10 property rights, unless otherwise agreed to by the parties. 

11 12. For purposes of this section, "transfer" means any 
12 change in ownershtp or control of a franchise, franchised 

13 business, or a franchisee. However, "transfer" does not 
14 inClude any of the following: 

15 a. The succession of ownership of a franchise upon the 
16 death or disability of a franchisee, or of an owner, officer, 

17 or director of a franchise, to the franchisee's spouse, 
18 Children, or a partner in the franchise. 

19 b. Incorporatton of a proprietorship franchisee. 
20 c. A transfer within an existing ownership group of a 

21 franChise of less than a controlling interest in the 
22 franChise. 

23 d. A transfer of less than a controlling interest in the 
24 franchise to the franchisee's spouse or children. 

25 e. A transfer of less than a controlling interest in the 
26 franchise to an employee stock ownership plan, or employee 

27 incentive compensation or deferred benefit plan. 
28 f. A grant or retention of a security interest .n the 

29 franchise, the franchised business or its assets, or an 
30 ownership interest in the franchisee, provided the security 

31 agreement establishes an obligation on the part of the secured 
32 party enforceable by the franchisor to give the franchisor 

33 notice of the secured party's intent to foreclose on the 
34 cOllateral simultaneously with notice to the franchisee, and a 

35 reasonable opportunity to redeem the interest of the secured 
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1 party and recover the secured party's interest in the 

2 franchise or the franchised business by paying the secured 

3 obligations. 

4 13. A franchisor shall not interfere or attempt to 

5 interfere with any disposition of an interest in a franchise 

6 or franchised business as described in subsection 12, 

7 paragraphs "a" through Of". 

8 Sec. 4. NEW SECTION. 523G.26 ENCROACHMENT. 

9 A franchisor shall not compete with, or grant. either 
10 directly or indirectly, a franchise in unreasonable proximity 

11 to an established franchise offering goods or services 

12 ldentified by the same trademark as those offered from the new 

13 franchise, or whose premises are identified by the same 

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

15 "unreasonable proximity" includes, but is not limited to, 

16 either of the following: 

17 1. Circumstances where the established franchise suffers 

18 or expects to suffer a diminution of gross sales of more than 

19 ten percent in the twelve-month period following the 

20 establishment of the new franchise. 

21 2. Circumstances where the new franchise is or is about to 

22 be located within a one-mile radius of the established 

23 franChise. 

24 The court may grant a permanent or preliminary lnjunction 

25 to prevent injury or threatened injury from the violation or 
26 threatened violation of this section. 

27 EXPLANATION 

28 ~his bill includes recommendations for enactment made by 

29 the franchise regulation study committee. 
30 The bill provides that a civil action or proceeding arising 

31 out of the franchise agreement may be brought wherever 
32 jurisdiction over the parties or subject matter exists. The 

33 bill also provides that a waiver of the duties and rights 

34 created under chapter 523G is void. The bill provides that a 

35 franchisor cannot refuse to permit the transfer of the 
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1 franchise without good cause, and prohibits the franchisor 
2 from competing directly with a franchisee or granting another 

3 franchise in unreasonable proximity to the established 
4 franchise which offers goods or services identified by the 

5 
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8 
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10 

11 
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13 

14 
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17 

18 
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30 

31 

32 

33 

34 

35 

same trademark. 
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!lOUSE PILE 23b2 

AN ACT 
RE~AT[NG TO fRANCHISE AGREEMENTS AND THEIR ENFORCEMENT BY BS­

~ABLISHJNG CERTAIN DUTIES AND LI~ITATIONS ON fRANCHISORS. 

PROVIDING CERTAIN EXEMPTIONS, AND ESTABLISHING A CIVIl. 

CAUSE or ACTION. 

BE IT £NACTEI) BY 'I'HE GENERAL ASSEMBLY OF THE STATE or IOWA: 

Section 1. N~ __ ~~~TION. 523H.1 DEFINITIONS. 

When used in this chapter, unless t.he context otherwise 

reqUlres: 
1. "Affiliate" meclns a person controlling. controlled by, 

or under common control with another person, every offlcer or 
dlrector of such a person, clnd every person occupying a 

81milar status or perfor~ln9 sl~11ar functlons. 
2. "8uslnes9 day" means a day other than a Saturday, 

Sunday, (oil fedpral hollday. 

J. lI.. "franchise" means either of the follow1ng: 

(1) An oral or wr1tten 49reement, pither express or 
implied. Wh1Ch prov1des all of the following: 

(4) Grants the riqht to di6trlbute goods or provide 
serVlces undpr a marketing plan prescribed or sugq~sted in 

subst.c\ntlal part by the franchlg0r. 

House File 2362, p. 2 

(b) Requires payment of a franchise tee to a franch1sor or 

its aff111ate. 
(c) Al10ws the franchise buslness to be substantially 

associated with a trademark. service mark. trade nallle, 
loqotype, advertisement, or other commerc1al symbol at or 

desiqnat1nq the franchisor or its afflllate. 
(2) A master franchise. 
b. "P'ranch1se" does not 1nclude any business that is 

operated under a lease or license on the prelllises of the 

lessor or llcensor as lonq as such business is inc1dental to 
the business conducted by the lessor or licensor on such 

premises, including. without 11mltation. leased departments. 
llcensed departments, and concessions and the leased or 

licensed department operates only under the trademark, trade 
na~e, service mark, or other co~ercial symbol designatinq the 

lessor or licensor. 
c. -Franchise" also does not 1nclude any contract under 

which a petroleum retaller or petroleum dlstributor is 
authorued or permitted to occupy leased marketing premises. 

whlCh prem1ses are to be employed in connect10n with the sale, 
consiqnment, or distrlbutlon of motor fuel under a trademark 

WhlCh 1S owned or controlled by a refiner which is requlated 
by the federal Pet[oleu~ Market1ng Practices Act. 15 U.S.C. S 
2801 et seq. The term "rehner" means any person engaged in 
the ret'1n1nq of crude oil to produce motor fuel, and 1ncludes 

any affil1ate of such person. "Franchise" also does not 
includa a contract entered lnto by any person re9ulated under 
chapter 117, 123, 322. 322A. 3228. 322C, 322D. 322F, or 522. 
or a contract establishing a franchise relationsh1p with 

respect to t.he sale of construct 10n equtpment.. lawn or 9arden 
equipment, or real estate. 

4. "Franchise fee- means a dlCcct or lndirect paym.ent to 
purchase or operate a franch1sP. Franchise fee does not 
tnclude any of the fOlloving: :I: 

"TI 
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a. Payment of 4 reasondble servlce charge to the issuer of 

a crpd1t cdrd by an establlshment accepting the credit card. 
b. Payment to a tradlng stamp cOfTlpany by a pprson lssulng 

tradlnq stamps 1n connectlon wlth a retail sale. 
c. An agreement to purchase at a bona flde wholesale prIce 

a reasonable quantity of tan9lble goods tor resale. 
d. 'l'he purchase or agreement to purchase. at a fair mdrket" 

value, dny f1xtures. pquipment, leasehold improvements, real 
property, supplles, or other materials reasonably necessary to 

enter Into or contin~e a business. 
e. Payments by a purchaser purs~ant. to a bond tide loan 

from a sellpr to t.he purchaser. 
f. payment of rent whiCh retlects payment for t.hp econolluc 

value of leased real or personal property. 
g. The purchase or agreement to purchase promotional or 

de~onstratlon supplies. materials, or equlpment furnished at 
fair market value and not intended for resale. 

S. "Franchisee" means a person to whom a franchise 18 

granted. Franchisee lncludes the following: 

a. A subfranchisor with regard to its relationship with a 

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

subfranchlsor. 
6. "Franchisor" means a person who grants a frdnchise or 

m.ast.er franchise, or an affjliate of such" person. 

Franchisor Includes a subfranchisor with regard to its 
relatlonship with a franchIsee, unless stated otherwise in 

Uus chapter. 
7. "H.d.rketlnq plan" means a plan or system concerning a 

material dspect of conducting business. [ndiCla of a 
market.ing plan lnclude any of the followinq: 

a. Price specltlcatlon, special pricinq systems, or 

diScount plans. 
b. Sales or display equipment or ~erchand1sing devices. 
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c. Sal~s technlques. 
d. ProCJIotlonal or advertlslllq Nterials or cooperduve 

advert lsinq. 
e. Traininq regardlnq the promotion, operdt~on. or 

management of the busines9. 
f. Operational, manaqerial, technical, or financlai 

guidelines or assistance. 
8. "Kaster franchlse" means an agreement by which a person 

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

of franchises. 
9. "Offer" or "offer to sell" cr.eans every attempt t.o offer 

or to dispose of. or solicitation of an offer to buy. a 
franchl$e or int.erest in a franchlse for value. 

10. "Person" means a person as defined 1n section 4.1, 

subsection 11. 

11. "Sale" or "sell" means every contract or aqreettlent of 
sale of, contract to sell or disposition of, a franchlse or 

interest .n a franchise for value. 
12. "Subfranchise" medns an agreement by WhlCh a person 

pays a franChisor for the right to sell or negotiate the eale 
of franchises. 

13. "Subfranchisee· CI'Ieans a person who is qranted a 

franchise from a subfranchisor. 
14. "Subfranchisoc" ",eans a person ..,ho is qrant.ed a master 

franchise. 

Sec. 2. NEW SECTION. 521K.2 APPLICAB[LITY. 

This chapter applies to a ne.., or exlstlnq franchise that is 

operated In the state of Iowa. For purposes of this chapter, 
the franchise 15 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 marketinq riqhts in or to this state, is deemed to 
be operated in this state only if the franchisee's princ1pal 

business office is physlcally located in this state. ThIS 
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cnapter does not apply to a franchise solely because an 

d9teement reldtlng to the franchise provides that the 
agreement 15 subject to or governed by the laws of this state. 

~he provisions of thlS chapter do not apply to any existing or 

future contracts bet .... een Iowa tranchlsors and out-of-state 

franchlSee'l. 
Sec. 3. ~~ .SEC.!lON. ')23H.3 JURISDICTION AND NONJUDICIAL 

R£SOJ.UT ION OF DISPUTES. 

1. A prov151on 1n a franchise aqreement restrict~n9 

lucisdlclion to a forulIl outside thls state is vOid with 

respect t.o a CldlR'1 otherwlse enforceable under this chapter. 

2. A civil action or proceedinq arislnq out of a franchise 

mAy be commenced ~herever )urlsdiction over the partIes or 

subject ~atter eXists. even If the agreement 11~its actions or 

proceedings to a desi9nated jurisdiction. 
3. Parties to a franchise may agree to independent 

arbitration, mediation. or other nonjudiclal resolution of an 

existing or tuture dispute. 
4. Venue for a civil action commenced under this chapter 

Shdll be determined in accordance with chapter 616. 

Sec. 4. NEW SECT~ON. 523H.4 WAIVERS VOID. 

A condition, stipulation. or provision requiring a 
franchisee to waive compliance with or relIevinq a person of a 

duty or liability 1mpose~ by or a right provided by this 

chapter or a rule or order under this chapter 1S vOld. This 

sect. ion shdll not affect the settlement. of disputes. claims, 
or civll law~uits arlsing or brought pursuant to this ch~pter. 

Sec. s. ~~~ECTIO~. 523H.5 7RANSFER Of FRANCHISE. 
1. 1\ franchisee may trdnster the tranchased business and 

franchlse to a transferee, prOVided that the transferee 

sCltlsfies the reasondble current qualifications of the 

frdnchisor for ne .... franchlsees. Yor the purposes of thlS 

sectlon. a reasonable current qualification for a new 
franctnsee is a qualification based upon a leqltirnate bUSiness 
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reason. If the proposed transferee does not meet the 

reasonable current quallficauons at the franchisor. the 
franchisor ~ay refuse to permit the transfer, provided that 

the refusal of the franchisor to consent to t.he transfer is 
not arbitrary or capricious when compared to the actions of 

t.he franchisor in other similar circumstances. 
2. Except as otherwise provided in this section. a 

franchisor may exercise a raght of Hrst refusal contained 1n 

a franchlse agreement after receipt of a proposal fro~ the 

franchisee to transfer the franchise. 
1. A fr~nchlsor ~ay require as a condltion of a transfer 

any of the followingl 
a. That the transferee successfully complete a reasonable 

training program. 
b. That a reasonable transfer fee be paid to reimburse the 

franchisor for the franchiso.r's reasonable and actual expenses 

directly attributable to the transfer. 
c. That the franchisee payor make provision reasonably 

acceptable to the franchisor to pay any amount due the 

franchisor or the francblsor's affIliate. 
•• A franchlsor shall not Withhold consent to a franchisee 

~aking a public offering of the franchlsee'a securlties 

without good cause, provided the franchisee or the owners of 

the franchise retaln control of more than fifty percent of the 

voting power In the franchise. 
5. 1\ franchisee cnay transfer tho franchisee's interest In 

the tranchlse. for the unexpired term of the franchise 

aqreement, and a franchisor shall not require the franchhee 

or the tranafetee to entar lnto d new or different trClnchise 

agreement as a condition of t.he transfer. 
6. A franchisee shall qive the franchisor no les9 than 

sixty days' wrltten notice of a transfer WhlCh IS ~ublect to 

the provlslons of this sect10n, and on request. from the 
franchisor shall provide in writlllg t.he o .... ner'9hip lnter£sts of :J: 

"'T1 
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all persons holdlnq or claiminq an equ'table or beneflcial 

interest in the franchise subsequent to the transfer or the 
tranchlsee, as approprlate. A franchisee shall not circumvent 

the intended effect of a contractual provision qoverninq the 
transfer of the franchise or an lnterest in the franchise by 

means of a manaqement agreement, lease, profit-sharinq 
aqreement, conditional assignment, or other similar device. 

7. A frdnchisor shall not transfer its interest In a 
franchise unless the franchisor makes reasonable provision for 

the performance of the franchisor's obliqations under the 
franchise agreement by the transferee. A franchisor shall 

provide the tranch1See notlce of a proposed transfer of the 
franchlsor's Interest in the franchise at the time the 

disclosure IS required of the franChisor under applicable 
securities laws, if interests in the franchisor are publicly 

traded, or if not publicly traded, at the time such disclosure 
would be required It' the interests in the franchisor vere 

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

sixty daya after the franchisee submits the request for 
consent to the transfer unless the franchisor withholds 

consent to the transfer as evidenced in wrltinq. specifying 
the reason or reasons for withholding the consent. The 

written notice must be delivered to the 
the expiration of the sixty-day period. 

franchisee prior to 
Any such notice is 

privileged ~nd IS not actionable based upon a claim of 

defamation. 
9. A franchisor shall not discriminate aqainst a proposed 

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

national origin, sex, or phYSical handicap. 
10. A franchisor, as a condition to a transfer of a 

franchise, shall not obllqate a franch.see to undertake 
obligatlons or relinqUish any rights unrelated to the 

franchise proposed to be transferred, or to enter into a 
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release of clalms broader than a similar release of claims by 

the franchisor against the franchisee which is entered into by 

the franchISor. 
11. A franchisor. after a transfer of a franchise. shall 

not seek to enforce any covenant of the transferred franchise 

aqalnst the transferor which prohibits the transferor from 
engaging in any lawful occupatlon or pnterprise. However. 

this subsection does not prohibit the franchisor from 
enforcinq a contfactoal covenant aqainst the transferor not to 

exploit the franchisor's trade secrets or lntellect.ual 
property rights. unless otherWise agceed to by the partles. 

12. For purposes of thiS sect10n, "transfer" means any 
change in Qwnership or control of a franchlse, franchised 

business, or a franchisee. 
13. 'rhe follOWing occurrences shall not be considered 

transfers requiring the consent of the franchisor under a 
franchise agreement, and shall not result in the impoSition of 

any penal.les or make applicable any rlght of first refusal by 

the franchisor: 
a. The succession of ownership of a franchise upon the 

death or dlsabllity of a franchisee, or of an owner of a 
franchise. to the franchisee's spouse, child or children, or a 
partner of the franchlsee unless the successor fails to meet 

the then ~urrent reasonable qualifications of the franchisor 
for franchisees and the enforcement of the reasonable currpnt 

qualifications is not arbitrary or capricious when compared to 
act.ions of the franchisor 1n other si~ilar circumstances. 

b. The succession of a spouse. child, partner. or other 
owner as operating manager upon the death or disabillty of the 

operatlnq manaqer, unless the successor fails to meet the then 
current reasonable qualifications of the franchisor fot an 

operating manaqer, and enforcement of the reasonable curre~t 
qualifications is not arbitrary or capriclous when compared to 

actions of the franchisor In other similar c1rcu~stances . 
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c. Incorporation of a proprletorship franchisee, provided 

that such incorporation does not prohiblt a franchlsor from 
requIring a personal guaranty by the franchisee of obliqatlons 

related to the franchise. 
d. A transfer within an eXistin9 ownershlp group of a 

franchise provlded that ",ore than fifty percent. of the 
franchise is held by persons who meet the franchisor's 
reasonable current qualHic:at lons for franchisees. If lesB 
than fifty percent of the franchise would be owned by persons 

who ~eet the franchlsor's reasonable current qualifications, 
the franch190r may refuse to authorize the transfer, provided 

that enforcement of the reasonable current qualifications is 
not arbHrary or capric)'ou8 when compared to actions of the 

franchisor in other similar circumstances. 
e. A transfer of less than a controlling interest 1n the 

franchise to the franchisee's spouse or child or children, 
provided that /tIore than fifty percent of the entire franchise 
IS held by those who meet the franchlsor's reasonable current 
qualif1catlons. If less than fifty percent of the franchise 
vould be owned by persons who meet the franchisor's reasonable 
current quallf1c.ttions, the franchisor may refuse to authorize 

the t[ansfe[, prOVided thdt enforcement of the reasonable 
cu[rent qualif1cations 1S not arb.trary or capricious when 

compared to actions of the fr~nchisor in other slm1lar 

Cl rcumstances. 
f. A transfer of less than a cont.rolling lnterest in the 

tranchlse of an employee stock ownership plan, or employee 

incentIve plan, provided that mole than fitty percent of the 
entire franchIse 1s held by those who meet the franch1sor'S 
reasonable current qualificat10ns for franchlsees. If less 
thdn fafty pet cent. would be owned by persons who meet the 
fCdnchlsor's reasonable current qUdliflcations, the franchisor 

may refuse to authorlze the transfer, provided that 
enforcement of t.he reasonable current qualif1cat Ions 19 not 
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arbitra[y or capricious when compared to actions of the 

franchisor in other similar circumstdnces. 
g. A grant or retention of a security interest in the 

franch1sed business or its assets. or an ownershIp 1nterest in 
the franchisee, provided the security agreeMent establishes an 
obligation on the part of the secured party enforceable by the 

franchisor to give the franchisor notice of t.he secured 
party's intent to foreclose on the collaterai 8i~ultaneou9ly 
with not1ce to the franchisee, and a reasonable opportun1ty to 

redeem the 1nter&sts of the secured party and recover the 
secured party's interest in the franchise or franchised 

business by paying the secured obliqation. 
14. A franchisor shall not 1nterfere or attempt to 

interfere with any dispoSition of an interest in d frdnchise 
or franch1sed business as described in subsection 1), 

paraqraphs "a" through "g". 
Sec. 6. NEW SECTION. ,2)H.6 ENCROACHMENT. 

1. Notwithstdnding the terms, prov1sions, or conditions of 
an agreement or franchise, if a franchisor seeks to establish 

a new outlet, co~pany-owned store, or carry-out store within 
an unreasonable prox1~1ty of an existing franchisee, the 
existing franchisee. at the option of the franchisor, shall 
have either a ri.qht of hrst refusal wit.h respect to the 

proposed nev outlet, company-owned store, or carry-out store 
or a r1ght to compensation for market share diverted by the 
ne .... outlet. For the purposes ot th1S section, "unreasonable 
proxunity" as applied to a food establishment franchiSor O[ 
food service establishment franchisor, including outlets and 
carry-out stores as def1ned by section 117A.I. subsection 2, 

and section 1370.2, subsection 6, includes but as not limited 
to the shortest distance as measured by the fo110ving methods: 

a. A three-mile radius, USing a straight lane measurement, 

from the center of an already eX1sttng franchise. 
X 
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b. A Circular radaus, usang a strclLqht lIne medsurement. 

from an eXIstlnq franchLse busLness which comprises a 
populatLon of thirty thousdnd or greater. 

2. Wath respect to a right of first refusal. the parties 
shall in good faath seel( to estdbllsh d mutually agreeable 

prIce and terms. If the parties are unable to agree. each 
party shclill appoint an independent appraaser. If the 

independ~nt appraisers are unable to agree upon d prLce and 
tenDS, the independent appra18~[s shall name a third appraiSer 

to determine the price and ter~s upon which the rLqht of first 
refusal may be exercLsed. The determination of the 

independent appraLser shall be final and binding. and subject 
to judici~l review under chapter 679A. 

If two or more eXLsting franchises are locat.ed within dn 
unreasondble proximity to the proposed outlet. the closest 

franchisee ahall have the first right of first refusal, and if 
decl1ned. the right of fast refusal shall pass to the next 
closest f~anchisee. 

3. [f the franchLsor does not offar a right of first 

refu9al, the fr4nchisor shall compensate existing franchisees 
for ~arket shar~ dLverted by the opening of the new outlet. 

If the frdnchlsor and existing franchisees cannot agree upon 
the proper amount of such compensation, each party shall 
appoint ar, independent appraiser. If the Lndependent. 
appraisers are unable to agree, the independent appraisers 

shall appoint a third .ppraiser who shall establish the level 
of compensation. The det.erl1'ILnation of the independent 

appraiser shall be final and binding, and subject to judicial 
review under chdpter 679A. 

4. The court ~ay grant a permanent or preltmlnary 
In}unction to prevent Ln)Ury or thre~tened injury from the 
violat.ion or threatened violation of thLs section. 

Sec. 7. ~_~ECTION. S23H.7 TERMINATION. 
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1. Except as otherwise provided by thiS chapter, a 

franchisor shall not terminat.e a franchLse praor to the 

explration of Lts term except for good cause. For purposes of 
thiS section, "good cause" LS cause based upon a legitimclte 
business reason. "Good cause" Includes the f.ilure of the 

franchisee to comply with any materLal lawful requirement of 
the franchise agreement, provided that t.he termination by the 

franchIsor is not arbitrdry or capricious when compared to the 
actLons of the franchisor in other si~ilar circumstances. 

2. Pl'lor to termination of a franchLse for good cause, a 
franchisor shall provide a franchisee wtth wrLtten notice 

stating thp bASU for the proposed termination. After service 
at written notLce, t.he franchisee shall have a reasonable 

period of time to cure the detault, which In no event shall be 
less than thLrty days or ~ore than ninety days. 

3. Notwithstanding subsection 2, a franchisor ~y 
terminate d franchisee upon wrLtten notice and without an 
opportunity to cure It any of the following apply: 

a. The franchisee or the business to which the franchise 

relates is declared bankrupt or judiclally determined to be 
Insolvent. 

b. The franchisee voluntarLly abandons the franchIse by 
failing to operate the business for five consecutive busIness 

days durLng which the franchisee is required to operate the 
business under the terms of the franchise. or any shorter 

period after WhLCh it IS not unreasonable under the facts and 
circumstances for the franchisor to conclude that the 

franChisee does not intend to continue to operate the 
franchise, unless the failure to operate is due to 
circumstances beyond the control of the franchisee. 

c. The franchIsor and franchisee agree in wrltlng to 
ter~Lnate the franchise. 

d. The franchisee knowingly makes any material 

misrepresentations or knowingly omits to state any material 
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facts relatlng to the ~cqu1s.tion or oVner&hlp or operation of 

the franchise business. 
e. Thp franchisee repeatedly fails to COPiply with the same 

mater ial provision of cl franchise agrpement, when the 

enforceMent of the material provlslon by the franchisor 1S not 

arbitrary or capricious when compared to the franchisor in 

other Similar circumstances. 
f. The franchised business or business premises of the 

franchisee are lawfully seized, taken over, or foreclosed by a 

qoyern~ent authority or official. 
g. The franchisep 15 convicted of a felony or any other 

crlminal misconduct WhiCh materl8lly and adversely affects the 

operation, maintenance. or qoodwill of the franchlse in the 

relevant market. 
h. The franchisee operates the franchised bUSiness in a 

manner that lmminently endangers 

Sec. 8. ~EW SECT!g~. 523H.8 

the public health and satety. 
NONRENENAL OF A FRANCHISE. 

A franchisor shall not refuse to renew a franchise unless 

both of the following apply: 
1. The franchisee has been notified of the franchisor's 

intent not to renew at least six ~onths prior to the 
expiratl0n date or any extensl0n of the franchis. agreement. 

2. Any of the (ollowinq Clrcumstances exist: 
d. Good cause eX1St.s as defined In section ~2JH.7, 

provided that the refusal of t.he franchisor to rene .... 1S not 

arbitrary or cdpricious when compared to the actlOns of the 
franchisor in other Slmilar circumstances. 

b. The franchisor and franchisee a9ree not to renew the 
franchise, prOVided that upon the expuation of t.he franchille, 

the franchlsor aqrees not. to seek to enforce any covenant. of 
the non renewed Eranchlse not to compete with the franchisor or 

franchisees of th~ tranchisor. 
c. The tranchlsor completely vlthdraws from directly or 

Indirectly dlstributlnq lts products or s~rvlces in the 
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geographic market served by the frdnchisee, prOVided that upon 
explration of the franChise, the franchisor aqrees not to seek 
to enforce dny covenant of the non renewed franchisee not to 

cornpete With the franchisor or franchisees of the franchisor. 
Sec. 9. N~ SE~!!Q~. 523".9 PRANCHISEE'S RIGHT TO 

ASSOCIATE. 
A franchisor shall not restrict a franchisee from 

associating with other franchisees or from partiCipating in a 
trade associat.ion, and shall not retaliate aqa~nst a 

franchisee for engaging in these activlt~es. 
Sec. 10. MEW S~CTION. 523H.10 DUTY or GOOD FAITH. 

A franchise imposes on the parties a duty of good fa1th 11'1 
performance and enforcement of the franchise agreecnent. "Good 
falth" means honesty in tact and the observance of reasonable 
commerCial standards ot tair dealIng 1n the trade. 

Sec. 11. NEW SECTION. S2JK.1I REPURCHASE or ASSBTS. 

A franchisor shall not prohibit a franchisee from, or 

enforc~ a prohibltion against a franchisee, en9aq1ng in any 
lawful busine9s at any location after a termination or refusal 
to renew by a franchisor, unless it is one which relies on a 
substantially similar ~arketing program as the t.rminated or 

nonrenewed franchise or unless the franchisor offers in 
writing no latec than ten business days before expiration of 

t.he franchise to purchase the assets of the franchi.sed 
business for its fdir market value as a going concern. The 
value of the asset.s shall not include the goodwill ot t.he 
bUS1ness attnbutable to the trddemark licensed t.o the 

franchisee in the frdnchise agreement. The offer may be 
conditioned upon the ascertainment of a fair market value by 

an lrnpartial apprals~r. 
Sec. 12. N~_~_~1.~Q~. ')23H.12 INDEPENDENT SOURCING. 
1. Except as provld~d in subsectl0n 2, a fcanchisor shall 

allow oil franchlsee t.o obt •• n equipment, fixtures, supplies, 

and services used in t.he establuhment and operation of the :t 
." .., 
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trancJl1sed buSlness trom sourc~s of the (r",nchlsee's chooslng. 

provlded that such qoods and serVices ml"p.t standdrds clS to 

their ndture lind quality pro~ulqaled by the franchlsor. 

2. Subsectlon 1 of this section does not apply to 
reasonable Quant lUes ot inventory qoods or serVlces, 

includ~n9 display clnd sample ltems, that the franchisor 
requlres the franchisee to obtain from the franchisor or its 

affiliate, but only if the goods or serVices are central to 
the franchised business and either are actually manufactured 

or produced by the franchlsor or lts affiliate. or Incorporat.e 
a trade secret owned by the franchisor or its affilute. 

Sec. 13. ~~w SECTION. S2JH.13 PRIVATE CIVIL ACTION. 
A person who vlolates a prOVision of this chapter or order 

issued under this chapter 1S llable for damages caused by the 
violation, includinq, but not ll~ited to, coats and reasonable 
attorneys' and expert~' fees. and subject to other appropriate 
relief including injunctive and other equitable relief. 

Sec. 14. NEW SECTION. S23H.14 CHOICE OF LAW. 

A condition, stlpulation. or provision requiring the 

appl1cat ion of the law ot another state in lleu of this 
Chapter IS void. 

Sec. IS. NEW SECTION. 523Y.1S CONSTRUCTION WITH OTHER 

LAW. 
This chapter does not li~lt any liability that may exist 

under another statute or at co~on law. Prior law qoverns all 
actions based on facts occurring before the effective date of 

this Act. 
Sec. 16. NEW SECTION. 5230.16 CONSTRUCTION. 
ThiS chapter shall be llberally construed to effectuate its 

purposes. 
Sec. 11. NEW SECTION. 523H.11 SEV&RA9ILIT~. 

If any provlsion or clause of this chapter or any 
applicatlon of this chapter to dny person or circumstances ls 

held lnvalid, such invalidity shall not affect other 
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proV1Si0ns or dppllc4tlons ot the chapter WhlCh can be qlven 
effect Without the invalid provision or application, and to 

thlS end the provisions of this chapter are declared to be 

se'verable. 

ROBERT C. ARNOULD 
Speaker of the House' 

~ICHAEL E. GRONSTAL 

Prealdent of the Senate 

I hereby certify that this btll oriqinated In the House and 
is known as House File 2362, Seventy-fourth General Assembly. 

.,., .... ~. 
T£RR~ E. BRANSTAD 

Governor 

JOSEPH 0' HERN 

Chief Clerk of the House 

1992 


