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permission from the state superintendent of public instruction that
contains estimated disbursements in excess of the total of estinated
cash receipts for the current fiscal year plus net cash balance and
investments at the close of the last completed fiscal year shall be
null and void and shall not be considered an appropriation.

NEW SECTION. Sec. 3. This 1972 amendatory act is necessary
for the immediate preservation of the public peace, health and
safety, the support of the state government and its existing public

institutions, and shall take effect immediately.

Passed the House February 15, 1972.

Passed the Senate February 11, 1972.

Approved by the Governcr February 23, 1972.

Filed ip Office of Secretary of State February 24, 1972.

CHAPTER 116
[Engrossed Substitute House Bill No. 417]
FRANCHISES

AN ACT Relating to franchises; amending section 1, chapter 252, Llaws
of 1971 ex. sess. and RCW 19.100.C1C; amending section 3,
chapter 252, Laws of 1971 ex. sess. and RCW 19.100.030;
amending section 4, chapter 252, Laws of 1971 ex. sess. and
RCW 19.100.04C; amending section 5, chapter 252, Laws of 1971
ex. sess. and RCW 19.100.0506; amending section 7, chapter 252,
Laws of 1971 ex. sess. and RCW 19.10C.L70; amending section 8,
chapter 252, Laws of 1971 ex. sess. and RCW 19.100.080;
amending section 11, chapter 252, Laws of 1971 ex. sess. and
RCW 19.10C.110; amending section 12, chapter 252, Laws of 1971
ex. Sess. and RCW 19.100.12(C; amending section 14, chapter
252, Laws of 1971 ex. sess. and RC¥W 19.100.140; amending
section 18, chapter 252, laws of 1971 ex. sess. and RCW
19.100.18G; amending section 19, chapter 252, laws of 1971 ex.
sess. and RCW 19,100.190; amending section 20, chapter 252,
Laws of 1971 ex. sess. and RCY 19.162.200; amending section
21, chapter 252, Laws of 1971 ex. sess. and RCW 19.100.210;
amending section 22, chapter 252, Laws of 1971 ex. sess. and
RCW 19.10€.220; amending section 25, chapter 252, Laws of 1971
ex. sess. and RCW 19.100.25C; and declaring an emergency.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

Section 1. Section 1, chapter 252, lLaws of 1971 ex. sess. and

RCW 19.100.01C are each amended to read as follows:

When used in this <chapter, unless the context othervise
requires:
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(1) "Advertisement" means any written or printed communication
or any communication by means of recorded telephone messages or
spoken on radio, television, or similar communication media published
in connection with an offer or sale of a franchise.

(2) "Community interest" means a continuing financial interest
between the franchisor and franchisee in the operation of the
franchise business.

(3) "Director" means the director of department of motor
vehicles.

(4y "Pranchise nmeans an oral or written contract or
agreement, either expressed or implied, in which a person grants to
another person, a license to use a trade name, service mark, trade
mark, logotype or related characteristic in which there is a
community interest in the business of offering, selling, distributing
goods or services at wholesale or retail, leasing, or otherwise and
in which the franchisee is required to pay, directly or indirectly, a
franchise fee; PROVIDED, That none of the following shall be

construed as a franchise within the meaning of this chapter:

{a) The payment of a reasonable service charge to the issue

[o]
I= i

£

a credit card by an establishment accepting or honering suc
redit card or any transaction relating to a bank credit card plan;

[g]

{b) Actions or transactions othervise permitted, prohibited or

reqgulated under laws administered by the 4insurance commissioner of

{c) Any motor vehicle dealer franchise subject to the
provisions of chapter 46.70 RCW.

(5) "Bank credit card plan" means a c t card plan in which
CW 9.26A.01C (1) is a

h
ational bank, state bank, trust company or any other banking

L
he issuer of credit cards as defined by

n
stitution subject to the supervision of the supervisor of banking
i

n
f this state or any parent or subsidiary of such bank;

((€5¥)) (6) "Franchisee" means a person to whom a franchise is
offered or granted.

((€6¥)) {(7) "Franchisor" means a person who grants a franchise
to another person.

((€?FY)) (8) "Area franchise" means any contract or agreement
between a franchisor or subfranchisor whereby the subfranchisor is
granted the right to sell or negotiate the sale of franchises in the
name or on behalf of the franchisor.

(({8¥)) {9) "sSubfranchisor" means a person to whom an area
franchise is granted.

((€9Y)) (19) "Franchise broker or selling agent" wmeans a
person who directly or indirectly engages in the sale of franchises.

((€49y)) (11) “Franchise fee" means any fee or charge that a

franchisee or subfranchisor is required to pay or agrees to pay for
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the right to enter into a business or to continue a business under a
franchise agreement, including, but not 1limited to, the payment
either in 1lump sum or by installments of an 1initial capital
investment fee, any fee or charges based upon a percentage of gross
or net sales whether or not referred to as royalty fees, any payrent
for the mandatory purchase of goods or services or any payment for

goods or services available only from the franchisor, or any training

fees or training school fees or charges; however, the following shall
not be considered payment of a franchise fee: (a) the purchase or
agreement to purchase goods at a bona fide wholesale price; (b) the
purchase or agreement to purchase goods by consignment; if, and only
if the proceeds remitted by the franchisee from any such sale shall
reflect only the bona fide wholesale price of such goods; (c¢) a bona
fide 1loan to the franchisee from the franchisor; (d) the purchase or
agreement to purchase goods at a bona fide retail price subject to a
bona fide commission or compensation plan that in substance reflects
only a bona fide wholesale transaction; (e) the purchase or lease or
agreement to purchase or lease supplies or fixtures necessary to
enter into the business or to continue the business wunder the
franchise agreement at their fair market or rental value; (f) the
purchase or lease or aqgreement to purchase or 1lease real property
necessary to enter into the business or to continue the business

((£31r)) J12) "Person" means a natural person, corporation,
partnership, trust, or other entity and in the case of an entity, it
shall include any other entity which has a majority interest in such
an entity or effectively controls such other entity as well as the
individual officers, directors, and other persons in act of control
of the activities of each such entity.

((€32y)) [13) "Publish" means publicly to issue or circulate
by newvwspaper, mail, radio, or television or otherwise to disseminate
to the public.

((£43r)) (14) "Sale or sell" includes every contract of sale,
contract to sell, or disposition of a franchise.

((€34y)) (15) "offer or offer to sell" includes every attempt
or offer to dispose of or solicitation of an offer to buy a franchise
or an interest in a franchise.

{16) "Chain distributor scheme" is a sales device whereby a

person, under a condition that he make an investment, is granted a

license or right to recruit for consideration one or more additional

persons who are also granted such license or right upon condition of

who are granted such 1license or «right wupon such c¢ondition. A

lipitation as to the number of persons who may participate, or the

presence of additional conditions affecting eligibility for the above
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license or right to recrujit or the receipt of profits therefrom, does

not change the identity of the scheme as a chain distributor scheme.
Sec. 2. Section 3, chapter 252, Laws of 1971 ex. sess. and
RCH 19.100.030C are each amended to read as follows:

The registration requirements of this chapter shall not apply

to:

(1) A sale or transfer of a franchise by a franchisee whether
voluntary or involuntary if such sale is an isolated sale.

(2) Any transaction by an executor, administrator, sheriff,
marshal, receiver, trustee in bankruptcy, guardian, or conservator.

(3) Any offer or sale to a bank, savings institution, trust
company, insurance company, investment company as defined in the
Investment Company Act of 1940, pension or profit sharing trust, or
other financial institution or institutional buyer or to a broker
dealer where the purchaser is acting for itself or in some fiduciary
capacity.

{4) Any franchisor:

(a) (("he hes & net vorth on a eonselidated basis; aceording
te 4¢3 mest recent andited £inaneial statement; of net less than five
nzitsen detiars or who has a net verth; according teo it3 mest recent
audired firaneial statement; of not less than ene miltliien dotiars and
3 at least eighty pereent euned by & corporation whiech has a net
#orth onr a econsolidated basis; according to its mest recent audited
financial statemené; of nmot leas than five miitiion detiarss and

tby Whoe has had at least teenty-five €£ranchiseds econducting
buainess a+ al}l ¢imes during ¢the five-year peried immedimtely
preceding the offer or sale or has conducted business vwhieh is ¢he
subject of ¢the frarehise continuweusiy fer net teas than five years
preceding the offer or sate or if any corporatioen whieh owns at ieast
eighty percent of ¢he franechisery; has had at icast twenty-five
franchises ffranchiseesy conducting business at ail times during the
five-year periocd immediately preceding the offer or sale or such
ecorporation has eonducted business which i3 ¢the subject of the
franchise continuousliy for not less than five years preceding the
effer or satey and

{ey Hhe reguires an initiat investmen: by the franchisee of
more than one hundred thousand deoiiars; and

4é)F)) Who has disclosed in writing to each prospective
franchisee, at least forty-eight hours prior to the execution by the
prospective franchisee of any binding franchise or other agreement,
or at least forty-eight hours prior to the receipt of any
consideration, the following information:

(i) The nawe of the franchisor and the name under which the
franchisor is doing or intends to do business.

(ii) The franchisor's principal business address and the nawme
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and address of his agent in the state of Washington authorized to
receive process.

(iii) The business form of the franchisor whether corporate,
partnership, or otherwise.

(iv) A statement of when, where, and how long the franchisor
has:

(A) Conducted a business of the type to be operated by the
franchisees;

(B) Has granted franchises for such business; and

(C) Has granted franchises in other lines of business.

(v} A copy of the typical franchise contract or agreement
proposed for use including all amendments thereto.

(vi) A statement of the franchise fee <charged, the proposed
application of the proceeds of such fee by the franchisor, and the
formula by which the amount of the fee is determined if the fee |is
not the same in all cases; a statement indicating whether and under

what conditions all or part of the initial franchise fee may be

returned to the franchisee; and a statement of the estimated total

investment to be made by the franchisee for:
{A) The initial franchise fee and other fees, whether payable
in one sum or in installments;

u
{B) Fixed assets other than real property and leases for real

property, vhether or not financed by contract or installment

purchase, leasing or otherwise;

{C) Horking capital, deposits and prepaid expenses;

{D) Real property, whether or not financed by contract or

installment purchase or otherwise, and leases for real property; and
be

{E) All other goods and services which the franchisee will

required to purchase or lease.

(vii) A statement describing a payment of fees other than
franchise fees +that the franchisee is required to pay to the
franchisor including royalties and payments or fees which the
franchisor collects in whole or in part on behalf of a third party or
parties.

(viii) A statement of the conditions under which the franchise
agreement may be terminated or renewed or renewal refused.

(ix) A statement of the conditions under vhich the franchise
may be sold, transferred, or assigned.

(x) A statement of the conditions imposed by the franchisor
whether by the terms. of the franchise agreement or by other device or
practice whereby the franchisee 1is required to purchase services,
supplies, products, fixtures, or other goods relating to the
establishment or operation of the franchise business from the
franchisor or his designee together with a statement of whether

of the means by which the franchisor derives income from such
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(xi) A statement of any restriction or condition imposed by
the franchisor whether by the terms of the franchise agreement or by
other device or practice whereby the franchisee is 1imited and/or
required in the goods or services offered by him.

(xii) A statement of the terms and conditions of any financing
arrangements when offered directly or indirectly by the franchisor or
his agent or affiliate.

(xiii) A statement of any intent of the franchisor to sell,
assign, or discount to a third party any note, contract, or other
obligation of the franchisee in whole or in part.

(xiv) A copy of any ((fimaneial statement prepared for
presentation +o prespective franchisees or other persens together
wvith & statement setting £forth ¢the basis fer suech statements))

statement of estimated or projected franchisee sales or earnings

prepared for presentation to prospective franchisees or other persons

together with a statement immediately following such statement

setting forth the data upon which the estimations

r proijections are

o)
based and explaining clearly the manner and extent to which such &

14

Q at
relates to the actual operations of businesses conducted by th

I®

(xv) A statement of ((earrirgs of past and present franchisees
inetuding records of faitures; resales te the franchiser; sates eof
the franchise ¢© others; and ¢ransfers)) business £

I+ o
10 I

franchisees, resales to the franchisor, sales of the £
others, and transfers in the state of Washington during

period preceding the date of the statement.

(xvi) A statement describing the training program,
supervision, and assistance the franchisor has and will provide the
franchisee.

{xvii) A statement as to whether or not franchisees are

granted a specific area or territory within which the franchisor

agrees pnot to operate or grant additional franchises for the
operation of the franchise business or in which the franchisor will

operate or grant franchises for the operation of no more than a
specified number of additional franchise businesses.

{xviii) A list of the names, addresses and telephone numbers
all operating franchise businesses under franchise agreement with

of
the franchisor located in the state of Washington.

fxix) A statement explaining the terms and effects of any
covenant not to compete which is or will be ingluded in the franchise
or other adgreement to be executed by the franchisee.

{xx) A statement setting forth such additiopal information and
________________ o the information contained

isor may desire to present;
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{i) (2) Has a net worth on a consolidated basis, according to
its most recent audited financial statement, of not less than five
million dollars or who has a net worth, according to its most recent

audited financial statement, of not less than one million dollars and

is at least eighty percent owned by a corporati

9
e+
7]
=]
to
0
i+ jo

worth on a consolidated basis, according to

WOrth o o 1
i

financial statement, of not less than five million dollars; and

recent audited

(B) Has had at least twenty-five franchisees conducting

business at a

times during the five-year period impediately

ale or has conducted business which is the

preceding the offer or s or has
subject of the franchise continuously for not less than five years
preceding the offer or sale or if any corporation which owns at least

<]
eighty percent of the franchisor, has had at least twenty-five

franchises conducting business at all times during the five-year

period immediately preceding the offer or sale or such corporation

has corducted business which is the subiect of

continuously for not less than five years preceding

sale; and

(C) Reguires an initial investment by the franchisee of more
than one hundred thousand dollars; or

fii) () has and is offering for sale fewer than t

franchises within the state of Washington under franchise agreement;

and

{B) does not advertise, using radic, television, newspaper,

magazine, billboard, or other advertising medium the principal office

of which is located in the state of Washington or Oregon, concerning
the sale of or offer to sell franchises; or
(iii) (A) does not chargqe a franchise fee, as defined in

section 1 (11y of this 1972 amendatory act, in excess of fifteen

hundred dollars per year, and

(B) does nct advertise, using radio, television, newspaper,

magazine, billboard, or other advertising medium, the principal

office of which is located in the state of Hashington or Oregon,

concerning the sale of or offer

H
{c) who has not been found by a court of competent

jurisdiction to have been in violation of this chapter, chapter 19.86

RCH, or any of the various federal statutes dealing with the same or

similar matters, within seven years of any sale or offer o0 sell

ffer
franchise business under franchise agreement in the state of

¥ashington.

(5) ((Any meter vehiclte Adenler franehise subjeet <o the
provisions of chapter 46:78 REWr

{6¥)) Neither the registration requirements nor the provisions
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of RCW 19.160.18C (2) , as now or hereafter amended, shall apply to

any franchisor:

(a) Who meets the tests and requirements set forth in
subsections (4) (a), (4) (b) (i) (A), 4(b) (i)(B), and 4 (({4y)) [c)
of this section; and

(b) Who is engaged in the business of renting or leasing motor
vehicles through an interdependent system of direct and franchised
operations in interstate commerce in twenty or more states; and

(c) Who is subject to the jurisdiction of the federal trade
commission and the federal anti-trust laws.

Any franchisor or subfranchisor who claims an exemption under
subsection 44(a) and 4(b)(i) of this section shall file with the

director a statement giving notice of such claim and setting forth

the name and address of franchisor or subfranchisor and the name

under which the franchisor or subfranchisor is doing or intends to do

busipess.
Sec., 3., Section 4, chapter 252, Laws of 1971 ex. sess. and
RCW 19.100.040 are each amended to read as follows:

The application for registration of the offer, signed by the

franchisor, subfranchisor, or by any person on whose behalf the
offering is to be made, must be filed with the director and shall
contain:

(1) The name of the franchisor and the name under which the
franchisor is doing or intends to do business,

(2) The franchisor's principal business address and the name
and address of his agent in the state of Washington authorized to
receive process.

‘(3) The business form of the franchisor whether «corporate,
partnership, or otherwise.

(4) Such other information concerniﬁg the identity and
business experience of persons affiliated with the franchisor
including franchise brokers as the director may by rule prescribe.

(5) A& statement whether any person identified in the
applicaiion for registration:

(a) Has been found guilty of a felony or held 1liable in a
civil action by final judgment if such civil action involved fraud,
embezzlement, fraudulent conversion, or misappropriation of property,

within ten years of the date of such application; or

(b) Is subject to any currently effective order of the
securities and exchange commission or the securities administrator of
any state denying registration to or revoking or suspending the
registration of such person as a securities broker or dealer or
investment advisor or 1is subject to any currently effective order
((er)) of any national security association or national securities

((exechanges)) exchange (as defined in the Securities & Exchange Act
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of 1934) suspending or expelling such person from membership of such
association or exchange; or

(c) Is subject to any currently effective order or ruling of
the Federal Trade Commission pertaining to any franchise granted by

franchisor or is subject to any currently effective order relating to

business activity as a franchisor as a result of an action brought by
the attorney general's office or by any public agency or department.

Such statement shall set forth the court, the date of
conviction or Jjudgment, any penalty imposed, or damages assessed or
the date, nature, and issue of such order.

(6) A statement of when, where, and how 1long the franchisor
has:

(a) Conducted a business of the type to be operated by +the
franchisees;

(b) Has granted franchises for such business; and

(c) Has granted franchises in other lines of business.

(7) A financial statement of the franchisor. The director may
describe:

(a) Form and content of the financial statements required
under this law;

(b) The circumstances under which consolidated financial
statements can be filed; and

(c) The circumstances under which financial statements shall
be audited by independent, certified public accountants.

(8) A copy of the typical franchise contract or agreement
proposed for use including all amendments thereto.

(%) A statement of the franchise fee <charged, the proposed
application of the proceeds of such fee by the franchisor, and the
formula by which the amount of the fee is determined if the fee 1is

not the same in all cases; a statement ipdicating whether and under
what conditions all or part of the initial franchise fee pay be
returned to the franchisee; and a statement of the estimated total

{a) The initial franchise fee and other fees, whether payable

{b) Fixed assets other than real property and leases for real
property, whether or not financed by contract or installment

purchase, leasing Qor otherwise;

{c) Working capital, deposits and prepaid expenses;

{4) Real property, whether or not financed by ¢ontract or
installment purchase or otherwise, and leases for real property; and
{e) Al) other goods and services which the franchisee will be

required to purchase or lease.

(10) A statement describing a payment of fees other than
franchise fees that the franchisee 1is required to pay to the
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franchisor including royalties and payments or fees which the
franchisor collects in whole or in part on behalf of a third party or
parties.

(11) A statement of the conditions under which the franchise
agreement may be terminated or renewed or renewal refused.

(12) A statement of the conditions under which the franchise
may be sold, transferred, or assigned.

(13) A statement of the conditions imposed by *he franchisor
whether by the terms of the franchise agreement or by other device or
practice whereby the franchisee 1is required to purchase services,
supplies, products, fixtures, or other goods relating to the
establishment or operation of the franchise business from the
franchisor or his designee together with a statement of whether and

of the means by which the franchisor derives income from such

purchases.

(14) A statement of any restriction or condition imposed by
the franchisor whether by the terms of the franchise agreement or by
other device or practice whereby the franchisee 1is 1limited and/or
required in the goods and services offered by him.

(15) A statement of the terms and conditions of any financing
arrangements when offered directly or indirectly by the franchisor or
kis agent or affiliate.

(16) A statement of any intent of +the franchisor to sell,
assign, or discount to a third party any note, contract, or other
obligation of the franchisee in whole or in part.

(17Y A copy of any ((finaneial sta“ement prepared for
presentation ¢to prospective f£ranchisees or other persens together
with a statement seteting forth *he basias for such statements))
statement of estipated or projected franchisee sales or earnings

prepared for presentation to prospective franchisees or other

persons, together with statement immediately following such

a
statement setting forth the data upon which the estimations or

projections are based and explaining clearly the manner and extent to

which such data relates to the actual operations of businesses

(18) A statement of ((earrirgs of past and present franchisees
tretuding records of failures; resales ¢to the £ranchisoer; sales of
the franchise ¢o others; and trarsfers; insefar as such information

s reasonably available ¢eo the franehiser)) business failures of

franchisees, &resales to the franchisor, sales of the franchise to

others, and transfers in the state of Washington during the two year

period preceding the date of the statement.

(19) A statement describing the training program, supervision,
and assistance the franchisor has and will provide the franchisee.
(20) Such other information as the director may reasonably
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require.
(21) ((Sueh other infermatiern as ¢he franchiser may wish ¢o

operating franchise businesses under franchise agreement with the

franchisor located in the state of Washington.

(22) ((When the perser filinrng the appitication for registration
is & subfranchiser; the application shail eise ineciude the sane
information concerming +the subfranchiser as

franchiser pursusart to this section)) A s

terns and effects of any cove

na
included in the franchise or other agreemen

A tate
nt not to compete
to be executed by the
franchisee.

{23) A statement setting forth such additional information and

such comments and explanations relative to the information contained

in the disclosure statement as the franchisor may desire to present.

{28) When the person filing the applicatior for registration

is a subfranchisor, the application shall &also include the sanme

information concerning the subfranchisor as is required from the

franchisor pursuant to this section.

Sec. 4. Section 5, chapter- 252, Laws of 1971 ex. sess. and
RCW 19.1CO.CSC'are each amended to read as follows:

The director may by rule or order require as a condition to
the effectiveness of the registration the escrow or impound of
franchise fees if he finds that such requirement 1is necessary and
appropriate to protect prospective franchisees. At any time after

the isswance of such rule or order upder this section the franchisor

may in writing request the rule or order be rescinded. Upon receipt

Irh |

such a written reguest, the matter shall be set down for hearing

I+ 1O

o compence within fifteen days after such receipt unless the person

making the request consents to a later date. After such hearing,

which shall be conducted in accordance with the provisions of the
administrative procedure act, chapter 34.C4 RCW, the director shall

determine whether to affirm and to continue or to rescind such order

Sec. S5S. Section 7, chapter 252, Laws of 1971 ex. sess. and
RCW 19.1€0.C7C are each amended to read as follows:

(1) A franchise offering shall be deemed duly registered for a
period of one year from the effective date of registration unless the
director specifies a different period.

(2) Registration of a franchise offer may be renewed for
additional periods of one year each, unless the director by rule or
order specifies a different period, by filing with the director no
later than fifteen business days prior to the expiration thereof a
renewal application containing such information as the director may

regquire to indicate any substantial changes in the information
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contained in the original application for a renewal application and
payment of the proscribed fee.

(3) If a material adverse change in the condition of the
franchisor or the subfranchisor should occur during any year, a
supplemental report shall be filed as soon as reasonably possible and
in any case, before the further sale of ((the)) any franchise.

Sec. 6. Section 8, chapter 252, Laws of 1971 ex. sess. and
RCW 19.100.080 are each amended to read as follows:

Any person offering for sale or <selling a franchise within
this state, vhether or not one or more franchises will be located
vithin this state, must present to the prospective franchisee or his
representative, at 1least forty-eight hours prior to the sale of the
franchise, copies of the ((efferirg eireutar)) materials specified in
section 2(4) (a) of this 1972 amendatory act and all supplemental
reports of the franchisor and the subfranchisor on file with the
director.

Sec. 7. Section 11, chapter 252, Laws of 1971 ex. sess. and
RCH 19.1€(.110 are each amended to read as follows:

No person shall publish in this state any advertisement
concerning a franchise subject to the registration requirements of
this chapter after the director finds that the advertisement contains
any statements that are false or misleading or omits to make any
statement necessary in order to make the statements made, in the
light of the circumstances in which they were made, not misleading
and so notifies +he person in writing. Such notification may be given
summarily without notice or hearing. At any time after the issuance
of a notification under this section the person desiring to use the
advertisement may in writing request the order be rescinded. Upon
receipt of such a written request, the matter shall be set down for
hearing to commence within fifteen days after such receipt unless the
person nmaking the request consents to a later date. After such
hearing, which shall be conducted in accordance with the provisions

of the administrative procedure act, chapter 34.C4 RCH, the director

shall determine whether to affirm and to continue or to rescind such
order and the director shall have all powers granted under such act.

Sec. 8. Section 12, chapter 252, laws of 1971 ex. sess. and
RCW 19.1€0.120 are each amended to read as follows:

Tke director may issue a stop order denying effectiveness tc
or suspending or revoking the effectiveness of any registration
statement if he finds that the order is in the public interest and
that:

(1) The registration statement as of its effective date, or as
of any earlier date in the case of an order denying effectiveness, is
inconplete ({ard ipoatepial $n aRmy)) in any material respect oI

contains any statement which was in the light of the circumstances
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under which it was made false or misleading with respect to any
material fact;

(2) Any provision of this chapter or any rule or order or
condition 1lawfully imposed wunder this chapter has been violated in
connection with the offering by:

(a) The person filing the registration statement but only if
such person is directly or indirectly controlled by or acting for the
franchisor; or

(b) The franchisor, any partner, officer or director of a
franchisor, or any person occupying a similar status or performing
similar functions or any person directly or indirectly controlling or
controlled by the franchisor.

(3) The franchise offering registered or sought to be
registered is the subject of a permanent or temporary injunction of
any court of competent jurisdiction entered under any federal or
state act applicable to the offering but the director may not:

(a) Institute a proceeding against an effective registration
statement wunder this clause more than one year from the date of the
injunctive relief thereon unless the injunction is thereafter
violated; and

{b) Enter an order under this clause on the basis of an
injunction entered under any other state act unless that order or
injunction is based on facts that currently constitute a ground for
stop order under this section;

(4) A franchisor's enterprise or method of business includes
or would include activities which are illegal where performed;

(5) The offering has worked or tended to work a fraud wupon
purchasers or would so operate;

(6) ((The appiiecant has failed ¢te demenstrate that adequatre
financial arrangements have been nmade to fulfill obiigations te
previde real estate improvements; equipment; training; er other items
tneluded in the offerings)) The applicant has failed to comply with

any rule or order of the director issued pursuant to section 4 of

this 1972 amendatory act.

(7) The applicant or registrant has failed to pay the proper
registration fee but the director may enter only a denial order under
this subsectiorn and he shall vacate such order when the deficiency
has been corrected.

Sec. 9. Section 14, chapter 252, lLaws of 1971 ex. sess. and
RCH 19.100.14C are each amended to read as follows:

(1) It is unlawful for any persor to offer to sell or sell a
franchise which 1is subject to the registration requirements of RCW
((39:39€-036 ¢4y {4y or)) 19.100.C4D unless he is registered under this
chapter. It is wunlawful for any franchisor, subfranchisor, or
franchisee, except if the transaction is exempt under RCY¥ 19.1C0.030
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((£3r7 {2y7; anéd {3))) to employ a franchise broker or selling agent
unless he is registered.

(2) The franchise broker or selling agent may apply for
registration by filing with the director an application together with
a consent to service of process in such form as the director shall
prescribe and payment of the fee prescribed in RCW 19.100.24C.

(3) The application shall contain whatever information the
director requires concerning such matters as:

(a) The applicant's form and place of organization.

(b) The applicant’s proposed method of doing business.

(c) The qualifications and business history of the applicant.

() Any injunction or administrative order or conviction of a
misdemeanor involving a security or any aspect of the securities
business and any conviction of a felony; and

(¢) The applicant's financial condition and history.

Sec. 10. Section 18, chapter 252, Laws of 1971 ex. sess. and
RCW 19.10C.18C are each amended to read as follows:

Without 1imiting the other provisions of this chapter, the
following specific rights and prohibitions shall govern the relation
between the franchisor or suﬁfranchisor and the franchisees:

(1} The parties shall deal with each other in good faith.

(2) For the purposes of this chapter and without limiting its
general application, it shall be an unfair or deceptive act or

practice or an unfair method of competition and therefore wunlawful

and a violation of this chapter for any person to:

(a) Restrict or inhibit the right of che franchisees to join
an association of franchisees.

(b) Require a franchisee to purchase or lease goods or
services of the franchisor or from appruved sources of supply unless
and to the extent that the franchisor satisfies the burden of proving
that such restrictive purchasing agreements are reasonably necessary
for a lawful purpose Jjustified on business grounds, and do not
substantially affect competitiong PROVIDED, That this provision

shall not apply to the initial inventory of the franchise. In

determiring whether a requirement to purchase or 1lease goods or
services constitutes an unfair or deceptive act or practice or an
unfair method of competition the courts shall be guided by ths
decisions of the courts of the Upited States dinterpreting and

applying the anti-trust laws of the United States.

(c) Discriminate between franchisees in the charges offered or
vade for royalties, goods, services, equipment, rentals, advertising
services, or in any other business dealing, unless and to the extent
that the franchisor satisfies the burden of proving that any
classification of or discrinination between franchisees is

reasonable, is based on franchises granted at materially different
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times and such discrimination is reasonably crelated to such

difference in time or on other proper and justifiable distinctions
considering the purposes of this chapter, and is not arbitrary.

(d) Sell, rent, or offer to sell to a franchisee any product
or service for more than a fair and reasonable price.

(e} obtain money, goods, services, anything of value, or any
other benefit from any other person with whom the franchisee does
business on account of such business unless such benefit is
((prompteiy acconnted for and ¢eransmieeed)) disclosed to the
franchisee.

(f) ((T€ he its the franchiser or subfranchiseor, +o compete
with ¢he franchisee in a relevant market or te grant coempetitive
franchises in the relevant market area previousiy granted to another
franchiseer Sueh Eeelevant market to he specificaliy i isted in the

franchise agreements)) If the franchise provides that the franchisee

has an exclusive territory, ~hich exclusive territory shall be

specified in the franchise agreement, for t

=2

e franc

|
!
!

subfranchisor to compete with the £franchisee

an
territory or to grant competitive frapnchises in the exc

territory area previously granted to another franchisee.

e
-

(9g) Require franchisee to assent to a release, assignment,
novation, or waiver which would relieve any person from liability
imposed by this chapter.

(h) Impose on a franchisee by contract, rule, or regulation,
whether written or oral, any standard of conduct unless the person so
doing can sustain the burden of proving such to be reasonable and
necessary.

(i) ((Paxl ¢o renew a franchise except for Just eause, eor in
acecordance with ¢he ecurrent terms and standards estabiished by the
franchiser then equally appiicabie to ail franehisees; uniess and ¢o
the extent ¢that the franchisor satisfies the burden of proving that
ary ciassification of or diseriminatien between franchisees is
reasenabie; is based on proper and <Justifiable distinecions
econsidering the purposes of this chapter; and is net arbitraryr))
Refuse to renev a franchise without fairly compensating the

franchisee for the fair market value, at the time of expiration of

the franchise, of the franchisee's inventory, supplies, eguipment,

and furnishings purchased from the franchisor, and good will,

exclusive of personalized materials which have no value to the

franchisor, and inventory, supplies, equipment and furnishings not

reasonably reguired in the conduct of th

PROVIDED, That compensation need not be

franchisee for good

a
will if (i) the franchisee has een given ne year's notice of

nonrenewal and (ii) the franchisor agrees ip writing not to enforc

any covenant which restrains the franchisee from competing with th

[
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(§) ((Terminate a franchise or te restriet the transfer of o
franchise except for sJust ecause; or in accordance vith the current
terms and standards estabiished by the €franchiser +then equaiily
applicabie ¢o alt franchisees; uniess and to the extent that the
franchisor satisfies the burden of proving that any classification of
er diserimination between franchisees is reasenabie; is based eon
proper and Justifiable distinetions considering the purpeses of this
chapter; and is net arbitraryr Upen terminatien the franchisee shail
reeceive a fair and reasenabie compensatien fer the value of the
franchiseets inventory; sSuppiies; equipment; and furnishings and
these péepaid ecosts and expenses paid the franchisers PROV¥IDEB7 Fhat
persenatized materialtas vhieh have no vaiue to the franchiser need net
be compensated feorr)) To terminate a franchise prior to the

expiration of its term except for good cause. Good cause shall

include, without limitation, the failure of the franchisee to comply

with lawful material provisions of the franchise or other agreement

between the franchisor and the franchisee and to cure such default

after being given ¥ritten notice thereof and a reasonable

opportunity, which ir no event need be more than thirty days, to cure
t

such default, or if such defa cannot reasonably be cured within

ul
thirty days, the failure of the franchisee to initiate within thirty

days substantial and continuing action to cure such default:

PROVIDED, That a franchisor may terminate a franchise without giving
prior notice or opportunity to cure a default if the franchisee (i}

is adjudicated a bankrupt or insolvent; (ii) makes an assignment for
the benefit of creditors or similar disposition of the assets of the
franchise business; (iiiy voluntarily abandons the franchise
business; or [(iv) is convicted of or pleads gquilty or no

charge of violating any lawv relating :g the franchise business. Upon

=S===

termination for good cause, the franchisor shall purchase from the

franchisee at a fair market value at the time of termipnation, the

franchisee's inventory and supplies, exclusive of (i} personalized

materials which have no value to the franchisor; (ii) inventory and

supplies not reasoaably regquired in
business; and (iii), if the franch

the conduct of the franchise
ise

e is to retain control of the

premises of the franchise business, any inventory and supplies not
£

purchased rom the franchisor or on his express reguirement:

PROVIDED, That a franchisor may offset against amounts owed to a

franchisee under this subsection any amounts owed by such franchisee

to the franchisor.

{k} Promote, offer or grant participation in a chain

distributor scheme.
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((€3) The provisiens of +¢his echapter shail eppiy ¢o ail
wpitten or ora} earrangements with the franchisee ineciuding but net
timited to the franchise offering; the franchise agreement; saites of
goeds or services; leases and mortgages of real or persenal preperty;
premises +e pay; seecurity interests;y; pledges; insurance econtracts;y
advertising eontracts; econstruction or instaitation eontractsy
servieing contraects; and alt other such arrangements in vhich ¢the
franehiser or subfranchisor has any direct or indirect intereses

€4y In any proceedings damages nmay be based on reasonabile
approximations but net on specuniations))

Sec. 11. Section 19, chapter 252, Laws of 1971 ex. sess. and
RCW 19.1060.19C are each amended to read as follows:

(1) The commission of any wunfair or deceptive acts or
practices or unfair methods of competition prohibited by RCW

19.100.180 as now or hereafter amended shall constitute an unfair or
deceptive act or practice under the provisions of chapter 19.86 RCW.

(2) Any person who sells or offers to sell a franchise in
violation of this chapter shall be 1liable to the franchisee or
subfranchisor who may sue at law or in equity for damages caused
thereby for rescission or other relief as the court may deenm
appropriate. In the case of a violation of RCW 19.100.170 rescission
is not available to the plaintiff if the defendant proves that the
plaintiff knew the facts concerning the untruth or ((admissien))
omission or that the defendant exercised reasonable care and did not
krnow or if he had exercised reasonable care would not have known of
the untruth or ((edmissionmn)) omission.

(3) The suit authorized under suabsection (2) of this section
may be brought to recover the actual damages sustained by the
plaintiff ((tegether with the cost of the suit inetuding reasonabie
attorneyst fees)) and the court may in its discretion increase the
avward of damages to an amount not to exceed three times the actual

damages sustained: PROVIDED, <That the prevailing party may in the

discretion of the court recover the costs of said action including a

reasonable attorneys' fee.

(4) Any person who becomes liable to make payments under this
section may recover contributions as in cases of contracts from any
persons who, if sued separately, would have been liable to make the
same payment.

(5) A final judgment, order, or decree heretofore or hereafter
rendered against a person in any civil, criminal, or administrative
proceedings under the United States anti-trust laws, under the
Federal Trade Commission Act, under the Washington State Consumer
Protection Act, or this chapter shall be regarded as evidence against
such persons in any action brought by any party against such person
under subsection (1) and (2) of this section as to all matters which
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said judgment or decree would be an estoppel between the parties
thereto.

Sec. 12. Section 20, chapter 252, Laws of 1971 ex. sess. and
RC¥ 19.100.200 are each amended to read as follows:

The pendency of any civil, criminal, or administrative
proceedings - against a person brought by the federal or Washington
state governments or any of their agencies under the anti-trust lawvs,
the Federal Trade Commission Act, the Consumer Protection Act, or any
federal or state act related to anti-trust laws or to franchising, or
under this chapter shall toll the limitation of this action if the
action is then instituted within one year after the final judgment or
order in such proceedings: PROVIDED, That said limitation of actions
shall in any case toll the law so long as there is actual concealment
on the part of the person.

Sec. 13. Section 21, chapter 252, Laws of 1971 ex. sess. and
RC¥ 19.1700.210 are each amended to read as follows:

(1) The attorney general may bring an action in the name of
the state against any '‘person to restrain and prevent the doing of any
act herein prohibited or declared to be unlawful and the prevailing
party may in the discretion of the court recover the costs of such
action including a reasonable attorneys' fee.

(2) Every person who shall violate the terms of any injunction
issued as in this chapter provided shall forfeit and pay a civil
penalty of not more than twenty-five thousand dollars.

Every person who violates RCH 19.100.62¢C, 19.100.080,
19.100.15¢ and 19.10C0.170 as now or hereafter amended shall forfeit a
civil penalty of not mpore than two thousand dollars for each
violation.

For the purpose of this section the superior court issuing an
injunction shall retain jurisdiction and the cause shall be continued
and in such cases the attorney general acting in the name of the
state may petition for the recovery of civil penalties.

In the enforcement of this chapter, the attorney general may

accept an assurance of discontinuance with the provisions of this
chapter from any person deemed by the attorney general in yiolation
hereof. Any such assurance shall be in writing, shall state that the
person giving suych assurance does not adpmit to apy violation of this
chapter or to any facts alleged by the attorney general, and shall be
filed with apd subject to the approval of the superior court of the
county in which the alleged violator resides or has his principal
place of business, or in Thurston county. Proof of failure to comply
with the assurance of discontinuance shall be prima facie evidence of
a violation of this chapter.

(3) Any person who wilfully violates any provision of this
chapter or who wilfully violates any rule or order under this chapter
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shall upon conviction be fined not more than five thousand dollars or
imprisoned for not more than ten years or both, but no person may be
imprisoned for the violation of any rule or order if he proves that
he had no knowledge of the rule or order. No indictment or
information may be returned under this chapter more than five years
after the alleged violation.

(4) Nothing in this chapter limits the power of the state to
punish any person for any conduct which constitutes a crime by
statute or at common law.

Sec. 14. Section 22, chapter 252, Laws of 1971 ex. sess. and
RCW 19.100.220 are each amended to read as follows:

In any proceeding under this chapter, the burden of proving an
exception or an exemption from definition is upon the person claiming
it. Any condition, stipulation or provision purporting to bind any

person acquiring a franchise at the time of entering into a franchise

or other agreement to waive compliance with any provision of this

chapter or any rule or order hereunder is void.

Sec. 15. Section 25, chapter 252, Laws of 1971 ex. sess. and
RCW 19.100.250 are each amended to read as follows:

The director may from time to time make, amend, and rescind
such rules, forms, and orders as are necessary to carry'out the
provisions of this chapter including rules and forms governing
applications and reports and defining any terms whether or not used
in this chapter insofar as the definitions are consistent with this
chapter. The director in his discretion may honor requests from

interested persons for interpretive opinions,

NEW SECTION. Sec. 16. If any provision of this 1972
amendatory act, or its application to any person or circumstance is
held invalid, the remainder of the act, or the application of the
provision to other persons or circumstances is not affected.

NEN SECTION. Sec. 17. This act is necessary for the
immediate preservation of the public peace, health and safety, the
support of the state government and its existing public institutions,

and shall take effect on May 1, 1972,

Passed the House February 16, 1972.

Passed the Senate February 12, 1972.

Approved by the Governor February 23, 1972.

Filed in Office of Secretary of State February 24, 1972.
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