INTERNATIGHAL FEANCHISE ASSOGIATION

Steven J, Greenbaum, £FE
PosiNet interaallona Franchise
Comeratian

Chalroan

Dina Dvayer-Owens, GFE
The Dwyer Group
15t Vice Chairman

Kenneth D. Walker, CFE
Driven Srands, Ine.
Znd Vice Chairman

Johin “Jack” Earle
Earle Entesprises LP
Secretary

Russell J. Frith, CFE
Lawn Docler, dac.
Treasurer

Peter Cohen
Sylvan Leaming, Inc.
Assistant Treasurer

Michaet M. Isakson
ServiceMaster Clean, Fumiture
Medic, AmeriSpes

Immediale Past Chaiman

Lawrencs “Dec” Cohen, GFE
Doc & Associales

Past Chalrman

John W. Francis

PostHot of MN & WI
Chairman, Franchisee Forum

Stephen P, Joyce

Chaolce Hoteis Intarnatlonal, [nc.
Chairman, Franchiser Forum
Andiew E Parrin

ﬁl'ﬂdﬂ Holfman Daly & Lindgren,
Ch:ifrman, Supplier Forum

BOARD OF DIRECTORS

Kay Marie Alinslay, GFE
Michazl H. Seid & Assaciates
st tice Chair, Supplier Forum
Bill Anderson
“ UPS Store of Philadelphia, PA
Ron Berger
Figaro’s talian Pizza, Ing.
Melanie Bergeron, CFE
Tiwn Ben And A Truck
Enternational, Inc.
Joe Bourdow, CFE
Valpak
Jose Cofino
Pelto Gampero - Adir Restauranls
Carp.
Jeny Crawdord, CFE
Janl-KIng Intematiozal, inc.
Lang Fisher
FisherZucker LLC
Philip Friediman
MeAlister’s Corparation
Scott Haner, GFE
Yum] Brands, inz.
David Jordan
PepsiCa Fapdservice
Aslam Khan
Falzon Haoldings, LLE
Joha Kujawa
McDonald's Gorperalion
William Kussell
Dinkin'Brands, Ine.
Stuart Mathis
The UPS Store
Eric McCarlhay
Thie Cata-Cala Eompany
Barry E. Miller
Sylvan Leaming Center of Girarg, OH
Tst Vice Chaly, Franchises forum
Cathering Monson
PIP Printing & Markeling Services
Barbarz Moran
Mozan Indusiries, Inc.
Stave Romanielio, GFE
FOCYS Brands, Ins.
Ann M. Rosenberg, CFE
[F¥ine Wize
Lamy Tote
Galden Corral Bulfet & Grill
Samuel Wright
FedState Stralegic Consulting, Inc.

George Zogrefos
Z Donut €o.

Matthew R, Shay
President and CEQ

April 29, 2008

The Honorable Daniel P. Connors
Deputy President Pro Tem

Rhode Island Senate

State House Room 319
Providence, Rhode Island 02903

Dear Senator Connors:

On behalf of the International Franchise Association, [ write to express strong
support for your legislation, Senate Bill 2592, which restores sensible and
effective regulation to franchising in Rhode Island. Without the enactment of
this legislation, the growth of the franchising sector of Rhode Island, which
includes 3,077 franchise establishments, employing 35,860 workers and
generating an economic output of $2.77 billion, will be at stake.

IFA is the world’s oldest and largest organization representing franchising
with a growing membership of more than 1,300 franchise systems, 10,000-
plus franchisees and more than 500 firms that supply goods and services to the
industry. Approaching a half-century of service, IFA protects, enhances and
promotes franchising by advancing the values of integrity, respect, trust,
commitment to excellence, honesty and diversity. According to a 2008 study
by PricewaterhouseCoopers, there are more than 900,000 franchise
establishments in the U.S. that are responsible for creating 21 million
American jobs and generating an annual economic output of $2.3 trillion.

As you may know, franchising is a business method that allows a business
owner to invest in a proven brand and system. Detailed procedures and
requirements allow a franchise system to provide consumers with a reliable
and consistent product, and franchisors must be able to enforce system
standards through a variety of tools, including (in rare cases) termination of
franchisees failing to perform according to the standards.

However, current Rhode Island law, the Fair Dealership Act, makes it
extremely difficult for a franchise system to end a relationship with a
particular operator even when there are serious violations, such as safety and
health code problems, violations of state or local laws, or failure to secure and
maintain insurance. In fact, the notice and cure provisions of the Rhode
Island law create a scenario whereby an operator could be compliant with a
brand’s quality standards just a few days every year.
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Putting aside the fact that many franchisors are in fact small businesses themselves, the
law’s assertion that franchisors have a superior economic advantage fails to recognize the
nature of franchising. Franchisors are in the business of licensing a brand name and way
of doing business to investors who freely choose one franchise out of a possible universe
of 2,500 or more franchise systems. The franchise agreement protects the franchisor’s
trademark and business system, but it also protects the value of the investment of all the
franchisees of a given brand. Both parties — franchisors and franchisees — freely enter
into this agreement, and both parties carry rights and obligations under this contract.

One law can not effectively regulate over 80 different industries that utilize the franchise
business model. This law’s attempt to resolve a specific concern within one industry will
have lasting, negative repercussions on industries as varied as hotel/lodging, car rental,
tax preparation, convenience stores, lawn care/landscaping, senior care, restaurants,
florists and travel agents. It will no doubt give companies pause as they consider
economic development plans in Rhode Island.

Another concern with the current law is the litigation that 1s sure to follow. As you
know, the Fair Dealership Act is similar to existing law in Wisconsin, which has proven
to be one of the most heavily litigated franchise regnlations in the country. Similarly, a
law seeking to protect franchisees was enacted in lowa in 1992 with disastrous results.
After enactment, more than 130 franchise companies eliminated or significantly reduced
their franchised operations in lowa, and the lowa franchise law cost the state $226
million in lost tax revenue. Since its passage, parts of the Iowa law have been declared
unconstitutional, and it has been amended twice to make it less onerous.

While the Fair Dealership Act purports to protect small business owners, it will in fact
have the pernicious effect of harming thousands of small business owners by allowing
substantially noncompliant operators to remain in business forever. Ironically, by
undermining the ability of franchise systems to enforce uniform standards, the current
law places the interests of a handful of substandard operators ahead of Rhode Island’s
other franchised small businesses and the consuming public.

Proponents of the existing law may have had the interests of their constituents at heart;
but, in practice, the Rhode Island Fair Dealership Act has created the potential for lasting
harm to the state’s economy and to the value of other franchise businesses in Rhode
Island. Ihope you will continue working with the franchise community to mitigate the
effects of this law by enacting your Senate Bill 2592.

Skjcerely,

atthew R. Shay
President and CEO



