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I, Walter H. White, Jr., Commissioner of the State of Wisconsin
Office of the Commissioner of Securities, as custodian of the official
records of said agency, do hereby certify that the annexed rules
relating to the operation of Ch. 551, Wis. Stats., the Wisconsin
Uniform Securities Law and Ch. 553, the Wisconsin Franchise Investment
Law, relating to: securities and franchise registration exemptions;
securities and franchise registration and disclosure standards,
requirements and procedures; securities broker-~dealer, securities agent
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permanent rules to replace emergency rules adopted effective August 15,
1989, relating to brokered certificates of deposit; and fees for
delinguent filings under the securities and franchise laws; were duly
approved and adopted by this agency on November 14, 1989.

I further certify that said copy has been compared by me with the
original on file in this agency and that the same is a true copy
thereof, and of the whole of such original.

IN TESTIMONY WHEREOF, I have hereunto set
my hand and affixed the official seal of
the Office of the Commissioner of

Securities jn the City of Madison,.this
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“Walter H.,/White, Jr.
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FINAL ORDER OF THE

OFFICE OF THE COMMISSIONER OF SECURITIES
STATE OF WISCONSIN

ADOPTING, AMENDING AND REPEALING RULES

To renumber SEC 3.23(2)(i) and 7.01(7)(f); to amend SEC
2.02(4) (¢) (Intro.), (c)1 and (c)2(Intro.), 2.02(5)(c), 2.02(5) (d)3,
3.06(5) (c), 3.23(2)(g), 3.23(3), 3.27(2), 4.03(1)(j), 4.035(1), :
4,05(6), 5.03(1)(h), 5.05(2)(a), 5.05(7), 7.01(7)(a), (b) and (c),
7.01(7)(e), 32.06(2) and 32.07(1); to repeal and recreate SEC 4.04(3)
and 7.01(7)(4d8); and to create SEC 3.23(2)(i), 4.11, 5.04(5), 5.06(11),
7.01(5)(d), 7.01(7)(£f), (g) and (h), 7.01(8), 9.01(1)(a)5 and 35.01(5),
relating to: securities and franchise registration exemptions;
securities and franchise registration and disclosure standards,
requirements and procedures; securities broker-dealer, securities agent
and investment adviser licensing requirements and procedures, including
permanent rules to replace emergency rules adopted effective August 15,
1989, relating to brokered certificates of deposit; and fees for
delinquent filings under the securities and franchise laws.

Pursuant to the authority vested in the Office of the Commissioner
of Securities by ss. 551.63(1) and (2), 551.23(8), (10) and (11),
551.25(2)(a), 551.26(2), 551.27(10), 551.28(1)(e), 551.32(7),
551.33(1), (2) and (6), 551.52(1)(b) and (4), 553.27(3), 553.30,
553.58(1), and 553.72(2), Stats., the Office of the Commissioner of
Securities proposes to repeal, amend and adopt rules interpreting those
sections as follows:
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SECTION 1. SEC 2.02(4)(c)(intro.), 1 and 2(intro.) are

amended to read:

SEC 2.02(4)(c) Z*s-a A venture capital company as a

result of meeting any of the following requirements:

1. operates QOperating a small business
investment company licensed under the small business

investment act of 1958, as amended 15 USC sec. 631.

2. %3 Being a corporation, partnership or
association that has been in existence for 5 years or

whose net assets exceed $250,000 and either:

ANALYSIS: This SECTION makes minor
grammatical corrections so that the
syntax of par. (c¢) is'consistent with
pars. (a) and (b) of SEC 2.02(4).

4

SECTION 2. SEC 2.02(5)(c) is amended to read:

SEC 2.02(5)(c) A reasonable commission or fee may be
paid to a broker- dealer or agént licensed in this state for
services rendered in connection with a sale of securities
effected under s. 551.23(10) or (11), Stats.; a commission br
fee will be presumed reasonable if it does not exceed the

amount permitted under s. SEC 3.01(1); and
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ANALYSIS: This amendment is
addedprimarily as clarification language
in the rule to provide that a licensed
agent, as well as a licensed broker-
dealer, may receive a sales commission
incident to effecting transactions
pursuant to the non- public offering
securities registration exemptions in
secs. 551.23(10) and (11), Wis. Stats.
The ability of a licensed agent to
receive a commission already is expressly
provided for under sec. 551.23(10), but
not in sec. 551.23(11). The amendment
reflects the fact that transactions
effectuated by a licensed broker- dealer
under either of the exemptions
necessarily involve an agent of the firm
as well; thus both technically need
authorization to receive commissions as
is provided in this rule.

SECTICN 3. SEC 2.02(5)(d)3 is amended to read:

SEC 2.02(5)(2@)3. Any offer or sale of securities

registered pursuant to a registgation statement under the
securities act of 1933 or exempted by'regulations A or B
thereunder, unless permitted by order of the commissioner in
compliance with such conditions as the commissioner may

prescribe.

",

ANALYSIS: This amendment clarifies that
the withdrawal of use of the "10-
offeree"/ non- public offering
registration exemption under the rule
does not continue indefinitely to
securities that at one time were the
subject of a registration under the
federal Securities Act of 1933. Rather,
the exemption withdrawal applies only
during the time when offers and sales of
the securities are being made pursuant to
the federal 1933 Act registration
statement. ' :






SECTION 4. SEC 3.06(5)(c) is amended to read:

SEC 3.06(5)(c) Securities of an issuer whese-£finaneial

struekure-ex, the issuance of whose securities is regulated

by a federal or state governmental authority.

ANALYSIS: This amendment removes
ambiguous language from the rule because
no specificity is provided in the rule,
nor is there legislative history (dating
back to the rule's enactment in 1970)
regarding the nature or scope of the
federal or state "regulation" of an
issuer's financial structure intended to
be covered by the rule--such as
maintaining certain regulatory authority-
established asset, net worth or '
times~interest-earned ratiocs.

SECTIOM 5. SEC 3.23(2)(g) is amended to read:

\

SEC 3.23(2)(g) ®he If the offering is the subiject of

a registration statement under the securities act Jf 1933,

the following statement statements in bold-face type:

?HE—REG%S?RATEQN—GP—?HESE—SEGBREEEES—B¥-THE—WES€GNSEN
COMMIGSTONER-OF-SECUREFIES-DOBR-HOP-5XGNTEY -PHAP-YHE
GGHHESSEGNER—HAS—APPRGVBB—GR—REGGHHENBBB—?HESE—SEGHRE@EEST
NOR-HAG-PHE-COMMESSIONER-PASSEB-HPOR-PHE-ACCURAC¥ -OR~-ABEQUACY
9?—?%%5-PR98PEG?HS=—FAN¥—REPRESEH?ATEGN—@G—?HE—GGN?RAR¥—ES—A

ERIMINAL-OFEERGE

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE

SECURITIES AND EXCHAMNGE COMMISSION OR ANY STATE SECURITIES
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COMMISSION NOR HAS THE SECURITIES AND EXCHANGE COMMISSION OR

ANY STATE SECURITIES COMMISSION PASSED UPOM THE ACCURACY OR

ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE

CONTRARY IS A CRIMINAL OFFENSE.

ANALYSIS: The amendment to this rule
substitutes for the current prospectus
cover page legend requirement for an
offering being registered in Wisconsin
that also is the subject of a federal
registration under the Securities Act of
1933, a new legend using language
developed by the North American
Securities Administrators Association,
Inc., as amended April 29, 1989 by vote
of its member jurisdictions, including
Wisconsin, at the NASAA 1989 Spring
Conference. As a result of a comment
letter/memorandum submitted by an agency
staff member, this SECTION is revised
from its Public Comment Draft form in the
manner particularized in SECTION 7.

SECTION 6., SEC 3.23(2)(1i) is rehumbered SEC 3.23(2)(3).

r

ANALYSIS: This amendment renumbers the
current rule provision located at the end
of the prospectus cover page disclosure
section (granting the Commissioner
discretion to require any additional
information), to make room for, a new
ptovision relating to a specific
situation. ‘

SECTION 7. SEC 3.23(2)(1i) is created to read:
SEC 3.23(2) (i) If the offering is exempt under section

4(2) of the securities act of 1933, the following statements

in bold-face type:
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4IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR
OWN EXAMINATIOM OF THE ISSUER AND THE TERMS OF THE OFFERING,
INCLUDING THE MERITS AND RISKS INVOLVED., THESE SECURITIES
HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES
COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE
FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR
DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION

TO THE CONTRARY IS A CRIMINAL OFFENSE.

THESE SECURITIES ARE SUBJECT TO RESTRICTIONS ON
TRANSFERABILITY AND RESALE AND MAY NOT BE TRANSFERRED OR
RESOLD EXCEPT AS PERMITTED UNDER THE SECURITIES ACT OF 1933,
AS AMENDED, AND THE APPLICABLE STATE SECURITIES LAWS,
PURSUANT TO REGISTRATION OR EXEMPTION THEREFROM. INVESTORS
SHOULD BE AVWARE THAT THEY MAY BE REQUIRED TO BEAR TIHE
FINANCIAL RISKS OF THIS INVESTMéNT FOﬁ AN INDEFINITE PERIOD

OF TIME.; and

ANALYSIS: - This new rule prescribes a
two-paragraph prospectus cover page
legend reguirement for use in offerings
exempted under section 4(2) of"the
federal Securities Act of 1933, using
language developed by the MNorth American
Securities Administrators Association,
Inc., as amended April 29, 1989 by vote
of its member jurisdictions, including
Wisconsin, at the MNASAA 1989 Spring
Conference.

As a result of a comment
letter/memorandum submitted by an agency
staff member, the second legend that was
contained in par. (2)(g) of the Public
Comment Draft form of the rule revision
is moved to instead be contained as part
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of this par. (2) (i) of the proposed
revised rules. Such will properly
correspond to the NASAA guidelines
inasmuch as the legend being switched is
to be used only in the offering context
where the securities being offered are
not subject to a registration filed under
the Securities Act of 1933--which is the
offering context this par. (2) (i) deals
with.

SECTION 8. SEC 3.23(3)is amended to read:

SEC 3.23(3) The prospectus shall contain a full
disclbsufe of all material facts relating to the issuer and
the offering and sale of the registered securities.‘ A
prospectus meeting the requirements of form S-1 under the
Securities Act of 1933 that receives full review by the U.S.
securities and exchange commission is deemed to satisfy the

requirements of this subsection. If the offering is being

»

made for federal purposes pursuant to use of either Rule 504

of Regulation D under the Securities Act of 1933 or Rule 147

under Section 3(a)(ll) of the Securitieg Act of 1933, a

disclosure document in compliance with the North American

Securities Administrators Association, ITnc. form U-7 is

ER

deemed to satisfy the requirements of this subsection.

ANALYSIS: This amendment provides that
an offering made on an exempt basis
federally under either Rule 504 of
Regulation D or Rule 147 under the
Securities Act of 1933 that seeks to
become registered for sale in Wisconsin
can utilize--instead of a federal Form
S-1 prospectus-~-the easier-to-prepare
Form U-7 model Small Corporate Offering
Registration (and prospectus/disclosure)
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Form, as recently developed for use by
the North American Securities
Administrator's Association, Inc., as
adopted by vote of its member
jurisdictions, including Wisconsin, at
the NASAA 1989 Spring Conference.

SECTION 9. SEC 3.27(2) is amended to read:

SEC 3.27(2) A registration statement relating to
redeemable securities issued by an open- end management
company or a face amount certificate company as defined in
the investment company act of 1940, or securities of a
finance company licensed under s. 138.09, Stats., is deemed
to include an application for the continuous offéring of the
securities. The offering period of the registration
statement is automatically extended until it is permitted to
be withdrawn or the commissioner issues a stop ordér
suspending or revoking its effeétiven;ss pursuant to s.

551.28, Stats., if the issuer fi&es—éhe—fepefts—feqaifeé

Hnder-8<—-SEE-352841}7—and complies with s. 551.52(1) (b},

Stats., which may invoclve the filing of form RS-IC as

referred to in s. SEC 9,01, and if the ;ssuer files with the

commissioner not less than anndally during the offering
'period, within 120 days of the end of its fiscal year, a
prospectus updated in accordance with s. SEC 3.23(5), a
balance sheet of the issuer as of the end of the fiscal year, .
and a statement of income and change in financial position
and analysis_of surplus of the issuer for the fiscal year

meeting the requirements of s. SEC 7.06.






ANALYSIS: The amendments to this rule do
the following: (1) Delete the cross-
reference in the rule to SEC 3.28(1)
which was repealed as part of the
agency's 1988 annual rule revision as it
related to the filing and other
procedures necessary for an investment
company to maintain continuous
registration status for its securities;
(2) Substitute a cross- reference to the
statutory provision created in 1987
Wisconsin Act 381 (effective HMay 5, 1988)
relating to investment company
registration extension procedures and
contained in s. 551.52(1)(b), Wis. Stats.

SECTION 10. SEC 4.03(1)(j) is amended to read:

SEC 4.03(1)(j) A separate file containing all
complaints made or submitted by customers to the broker-
dealer or its agents relating to securities transactions, and

containing evidence, including frepresentative copies, of the

recsponses made by the broker- dealer to the complaint. In

this paragraph, "complaint" means any written or ofal
statements of a customer or any person acting on behalf of a
customer alleging a grievance involving the activities of
persons under the control of the broker- dealer in connection
with the solicitation or execution of ahy securiéies
transaction or thé disposition of securities or funds of that
customer that would constitute a violation of ch. 551, |

Stats., or any rule or order thereunder.

ANALYSIS: This amendment provides that
the "complaint" file required to be
maintained under this paragraph should
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contain evidence, including copies, of
the responses made to the complaint by
the broker- dealer.

Testimony by persons at the public
rule-making hearing suggested that
clarification language be added to this
rule from its Public Comment Draft form
regarding the extent to which copies of a
broker-dealer firm's responses to
customer complaints must be included in
the firm's complaint file. As a result,
language was added to clarify that copies
of a firm's responses to a customer
comlaint need not include copies of the
identical response materials where
numerous customers are similarly
affected.

SECTIOM 11. SEC 4.035(1) is amended to read:

SEC 4.035 SECURITIES AGENT RECORDS. (1) Every licensed

agent, except an agent who accepts only unsolicited orders
for a discount brokerage firm, or an agent for a broker-
dealer engaged solely in the offer ané sale of either
securities issued by open- end investment companies, face
amount certificate companies or unit investment trusts
registered under the investment company act of 19240, or
interests in direct participation programs, shall have and
keep current the records in sug. (2) relaﬁing to.customer

securities &rapsaetier transactions, unless the

commissioner by order exempts an agent from all or part of
the requirements of this section. The record requirements
may not be satisfied by maintaining a file of confirmations
unless permitted by order of the commissioner. 'The‘originals

of the records are considered records of the broker- dealer.
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Every broker- dealer shall within 15 days following receipt
of a written request provide photocopies of the agent's

customer securities holding records as may be requested by an

agent within 30 days from the date of termination of his or

her employment with the broker- dealer.

ANALYSIS: This amendment clarifies that
it is the customer securities holding
records which are the records that are to
be made available to an agent upon
termination of employment.

SECTION 12. SEC 4.04(3) is repealed and recreated to

read:

SEC 4.04(3) Each broker- dealer shall notify the
commissioner in writing within 10 days from the first date
that the person who is the designatedtsupervisor under s. SEC
4.05(6) no longer is acting in that capacity. The
notification shall either identify a substituted désignated
supervisor or undertake to identify to the commissioner in
writing a substituted designated supervisor within the 45 day

period provided under SEC 4.05(6). "

ANALYSIS: This SECTION acts to: (1)
Repeal the Form RS-BD report- filing
recquirement under wvhich licensed
broker-dealers were required to file a
monthly report listing all of the firm's
securities transactions for the month
relating to initial distributions,
secondary distributions and private
placements. The reporting requirement is.
being repealed because the regulatory
purpose of the Report-- to provide a
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regulatory check that the firm's sales
activities in those areas involved
securities that properly qualified for
sale in Wisconsin-- has not resulted in
identifying sufficient numbers of non-
qualifying transactions to warrant the
extensive agency time and effort
necessary to monitor and enforce
compliance with the reporting
requirement., The review of a firm's
sales activities in those areas will
continue to be done by the agency on a
periodic basis as part of agency
inspections of broker- dealer home
offices. (2) Create a new reporting
requirement when a broker- dealer's
designated supervisor is no longer acting
in that capacity-- whether as a result of
termination of employment or for any
other reason. Under the rule, if the
broker- dealer does not have a person
available who can immediately become a
substituted designated supervisor and be
identified as such to the agency, the
broker~- dealer is required to undertake
to notify the agency of the substituted
designated supervisor within the same 45
day period the broker-dealer has under
SEC 4.05(6) to quallfy a substltuted
designated supervisor.

SECTION 13. SEC 4.05(6) is amended to read: ,
SEC 4.05(6) Every licensed broker- dealer must shall

employ at its principal office at least pne person designated

in writing to the commissioner to act in a supervisory

capacity who is licensed as a securities agent in this state
and»has satisfied the supervisory examination requiremenf in
S. SEC 4.01(5), provided that if a licensed broker- dealer is
not in compliance with the requirements of this paragraph, it
has 98 45 days from the first date of noncompliance to

meet the requirements of this paragraph.
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ANALYSIS: The amendments to this rule do
the following: (1) Expressly provide
that a broker- dealer's designated
supervisory person be identified in
writing to the agency; and (2) Reduce to
45 days the time period a broker- dealer
can remain in non- compliance with the
designated supervisor requirement before
a replacement supervisory person must
become qualified and be designated in
writing to the agency under SEC 4.04(3).

SECTIOM 14. SEC 4.11 is created to read:

SEC 4.11 BROKERED CERTIFICATES OF DEPOSIT. A broker-

dealer offering and selling to persons in Wisconsin federally
insured certificates of deposit issued by and on behalf of
financial institutions whose securities are exempt under
secs. 551.22(3), (4), or (5), Wis. Stats., or are exempted by
‘Order issued under sec. 551.23(18), Wis. Stats., shall comply

- with all of the following:

(1) The advertising materials published or circulated
in this state relating to the certificate of deposit

securities shall comply with all of the'%ollowing:

(a) The disclosure standards contained in 12 CFR 526.2
rélating to, among other things, interest or
dividend rates, percentage yields, deposit duration

and minimum investment amount requirements.

(b) Disclose any early withdrawal penélty.






(c)

(d)

(e)

(£)

-13-

Disclose in conjunction with any reference to a
secondary resale market for the certificates of
deposit, that the resale price may be less than the

face value of the certificate.

Disclose in conjunction with any reference to
specific rates of interest for certificates of
deposit, the corresponding duration of the
certificate, and the date as of which the

advertised interest rate or rates are available.

Disclose the existence of anyisupervisory, managing
or similar agreement between an issuing financial
institution and the ngeral Savings and Loan
Insurance Corporation, the éederal Deposit
Insurance Corporation or other federal or state
agency, as well as the existence of any
conservatorship, receivership or similar proceeding
involving the issuing financial institution,

whether under state or federal law.

Contain the language "May be issued by out- of-
state institutions" if the certificates of deposit
may be issued by a financial institution whose

principal office is not in Wisconsin.
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(g) Disclose in any advertisement in which either the
highest annual percentage rate stated for a
specific duration certificate of deposit, or the
only annual percentage rate stated is available for
purchase through the broker- dealer from fewer than
three institutions, each of which does not have its
principal office in Wisconsin, the name and city
and state location of each such financial

institution.

(2) The broker-dealer shall deliver to each purchaser
of a certificate of deposit not later than the date of the
confirmation for the transaction, except as otherwise
provided in para. (e), all of the following written
information, which may be either contained on the

confirmation or provided separately:

14

{a) The name of the financial institution that is the
issuer of the certificate of deposit.
(b)Y The city‘and state location of the issuer of the

certificate of deposit.

(c) The interest rate on, as well as the duration of,

the certificate of deposit.






(d)

(e)

(3)

-15-

The identity of the provider of the federal deposit

insurance on the certificate of deposit.

The disclosures required under sub. (1)(é) of this

section if any of the circumstances listed therein

- are applicable to the issuing financial

institution. The disclosures shall be provided not
later than the settlement date of the transaction,
and shall be accompanied by disclosure by the
broker- dealer of the address at which the
purchaser may obtain the most recently published
financial statements for the issuing financial

institution.

The broker-dealer shall furnish promptly to each

purchaser of a certificate of'depositcwho requests a copy of

the most recent annual financial statements for the issuer of

the certificate of deposit, a copy of the financial

statements or a written summary thereof.

",

ANALYSIS: This SECTION creates a
permanent rule to replace a recently
adopted emergency rule (effective
beginning August 15, 1989 for a 150 day
period) applicable to licensed broker-
dealers in their brokered certificate of
deposit sales and solicitation activities
in Visconsin. The rule, developed with
input by the brokerage industry,
establishes requirements in the following

- three respects: (1) Requiring in

subsection (1) of the rule, all
advertising materials (newspaper
advertisements as well as direct mail)
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regarding brokered CDs to include
specific disclosures regarding the items
listed in the several paragraphs under
subsection (1) of the rule. The required
disclosures relate not only to standard
items such as interest rates, yields,
deposit duration and minimum investment
amounts, but also relate to: (i) any
early withdrawal penalty (in par. (b)),
(ii) market resale risks if the ad
contains a reference to a secondary
resale market for the CD (in para (c¢)),
(iii) deposit duration requirements and
availability date for qguoted rates (in
para. (d)), (iv) any receivership,
conservatorship or similar proceeding
under federal or state law involving the
financial institution to which the ad
relates (in para. (e)), (v) whether the
issuing financial institution has its
principal office- in Wisconsin, (in para.
(£)), and (vi) city and state location of
each issuer of a CD whose principal
office is not in Wisconsin that is the
subject of the ad in certain situations
(in para. (g9)). (2) Requiring in
subsection (2) of the rule that specific
information regarding certain of the
informational items in subd. (1) be
provided by a broker-‘dealer to each
purchaser of a brokered CD, which
information can either be contained on
the customer confirmation form, or may be
provided separately. (3) Requiring in
subsection (3) of the rule that each
purchaser of a brokered CD who requests a
copy of the most recent annual financial
statements for the issuer of the CD shall
be furnished by the broker-dealer
promptly upon request with a copy of such
financial statements or a written summary
thereof.

The rule applies uniformly to
brokered CDs issued by all types of
financial institutions by virtue of the
cross- references in the preamble of the
rule to specific statutory registration
exemptions. The reference to sec.
551.22(3) relates to state and nationally
chartered banks, the reference in sec.
551.22(4) relates to federally chartered
and certain state chartered savings and
loan associations (and federal savings
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banks), the reference to sec. 551.22(5)
relates to certain credit unions, and the
rule also relates to CDs of issuers that
are the subject of Orders of Exemption
under sec. 551.23(18), Wis. Stats.

The rule by its language in sub. (1)
applies only to advertising "published or
circulated in this state." The term
"published" is defined in SEC 1.02(1) (a),
Wis. Adm. Code, to mean printed in
newspapers, contained in publications
mailed or delivered, or communicated by
radio. "Circulate" is defined in SEC
1.02(1) (b) to mean mailed or distributed
in substantially similar form to more
than 10 persons in Wisconsin. The
terminology "in this state" relates to,
and is governed by, sec. 551.66(4), Wis.
Stats., which provides that a newspaper
or other publication--such as Barron's or
the New York Times--that is not published
in Wisconsin, does not trigger the "in
this state" language and thus would not
be subject to the advertising requirement
in sub. (1) of this rule.

SECTION 15. SEC 5.03(1) (h) is amended to read:
SEC 5.03(1) (h) Copies of all complaints of customers

relating to investment activities for customers, and

conhtaining evidence, including representative copies, of the

responses made by the investment adviser, to the complaint.

v

In this paragraph, "complaint" means any Writtennor oral
statement of a customer or any person acting on behalf of a
customer alleging a grievance involving the activities of
pefsons under the control of the investment adviser in
connection with providing investment advice or placing ordefs

on behalf of customers.
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ANALYSIS: This amendment parallels a
similar amendment to the broker- dealer
recordkeeping rule requirement of SEC
4.03(1)(j). The amendment provides that
the "complaint” file required to be
maintained under this paragraph contain
evidence, including copies, of all
responses made to the complaint by the
investment adviser,

Testimony by persons at the public
rule-making hearing suggested that
clarification language be added to this
rule from its Public Comment Draft form
regarding the extent to which copies of
an investment advisory firm's responses
to customer complaints must be included
in the firm's complaint file. As a
result, language was added to clarify
that copies of a firm's responses to a
customer complaint need not include
copies of the identical response
materials where numerous customers are
similarly affected.

SECTION 16. SEC 5.04(5) is created to read:

SEC 5.04(5) Each investmeﬁt adviser shall notify the
commissioner in writing within 10 days from the fi{st date
the person who is the designated supervisor under s. SEC
5.05(7) no longer is acting in that capacity. The
notification shall either identify a substituted designated
supervisor or undertake to ideﬂtify to the commissioner in
writing a substituted designated supervisor within the 45 day

period provided under s. SEC 5.05(7).

ANALYSIS: This SECTION creates a new
reporting requirement for investment
advisers—-- paralleling a similar new rule
created in SEC 4.04(3) for broker-
dealers—-- that is triggered when the
investment adviser's designated
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supervisor is no longer acting in that
capacity, whether as a result of
termination of employment or for any
other reason. Under the rule, if the
investment adviser does not have a person
available who can immediately become a
substituted designated supervisor and be
identified as such to the agency, the
investment adviser is required to
undertake to notify the agency of the
substituted designated supervisor within
the same 45 day period the investment
adviser has under SEC 5.05(7) to qualify
a substituted designated supervisor.

SECTION 17. SEC 5.05(2)(a) is amended to read:

SEC 5.05(2)(a) Provides for compensation to the
investment adviser on the basis of a share of capital gains
upon, or capital appreciation of, the funds or any portion of

the funds of &he a client other than a person specified in

s. 551.23(8) or by rule thereunder;

ANALYSIS: This amendment provides an v
exclusion from the prohibition on
performance~ based fees contained in the
rule to enable such fees to be payable
under advisory contracts with an
investment adviser's customer/ clients
who are so- called "exempt accpunts"-- as
being financial institutions or
institutional investors specified in s-
551.23(8) and SEC 2.02(4), Wis. Adm.
Code, thereunder. Customers/ clients in
Wisconsin who are persons specified in s.
551.23(8) or rules thereunder are capable
of protecting themselves from the
possible abuses of such a compensation
arranhgement,

‘SECTION 18. SEC 5.05(7) is amended to read:
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SEC 5.05(7) Every licensed investment adviser muas&

shall employ at its principal office at least one person

designated in writing to the commissioner to act in a

supervisory capacity who is qualified as an investment
adviser representative in this state and has satisfied the
supervisory examination requirement in s. SEC 5.01(5);
provided that if a licensed investment adviser is not in
compliance with the requirements of this subsection, it has
98 45 days from the first date of noncompliance to meet

the requirements of this subsection.

AMALYSIS: The amendments to this rule--
which are identical to amendments to the
broker- dealer Rule of Conduct provision
of SEC 4.05(6)~- do the following: (1)
Expressly provide than an investment
adviser's designated supervisory person
be identified in writing to the agency;
and (2) Reduce to 45 days the time period
an investment adviser can remain in non-
compliance with the designated supervisor
requirement before a replacement
supervisory person must beccme qualified’
and be designated in writing to the
agency under SEC 5.04(5).

SECTION 19. SEC 5.06(11) is created to read:

SEC 5.06(11) Failing accurately to describe or diéclose
in advertising or other materials used in connection with the
promotion or transaction of investment advisory services in
this state, the identity of the investment adviser or the
nature of the investment advisory cervices offered or the

employment relationship between the investment adviser and
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its representatives. For purposes of this subsection, "other

materials" include, but are not limited to, business cards,

business stationery and display signs.

ANALYSIS: This new rule parallels a
broker- dealer Prohibited Business
Practices rule created in SEC 4.06(2) (g)
as part of the agency's 1988 annual rule
revision. The rule makes it a prohibited
business practice for an investment
adviser to fail accurately to describe
and disclose in advertising and other
materials used in transacting business in
Wisconsin, the identity of the investment
adviser, the nature of the investment
advisory services offered or the
employment relationship between the
investment adviser and its
representatives. The rule sets forth the
disclosure items that are required to be
provided, whether in general
"advertising" (which is a defined term in
s. 551.02(1), Stats.) utilized by the
investment adviser, or in "other

.materials" that are specified in the rule
to include, without limitation, such
things as business cards, business
stationery and display signs.

14

SECTION 20. SEC 7.01(5)(d) is created to read:

SEC 7.01(5) (@) Copy of small corporate offering
registration and prospectus disclosure form on Forn

O $20.

ANALYSIS: This new section establishes
the fee payable to obtain a copy of the
model registration and prospectus/
disclosure form for small corporate
offerings, as recently developed by NASAA
and ‘adopted for use in Wisconsin as
discussed in the amendment to SEC
0 3.23(3).
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SECTION 21. SEC 7.01(7)(a), (b) and (c) are amended to

read:

SEC 7.01(7) (a) Delinquent filing of broker-
dealer or investment adviser

license renewal application . . .$58 5100.

(b) Delingquent filing of broker-
dealer or investment adviser

transfer of control . . . . . . .$56 $100.

(c) Delinquent filing of broker-
dealer or investment adviser annual

financial statements . . . . . . $58 $100.

ANALYSIS: These amendments‘increase to
$100 the delinquency filing fees for the

broker-dealer and investment adviser
situations specified. .

SECTION 22. SEC 7.01(7)(d) is repealed and recreated to

read:

SEC 7.01(7) (d) Delinquent f£iling of notice of
broker-dealer or investment adviser branch cffice

registration, renewal or closing . . . . . . $100.

ANALYSIS: This SECTION does the
following: (1) Repeals the delinquency
fee currently prescribed in SEC
7.01(7)(d) (relating to Form RS-RD)
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because the filing requirement for RS-BD
currently in SEC 4.04(3) is repealed in
an earlier SECTION of this rule revision;
and (2) Creates (together with new rules
SEC 7.01(7)(f) and (g)) delinquency fees
relating to some additional categories of
filing delinquencies frequently dealt
with by the agency's Licensing and
Regulation Division.

SECTION 23. SEC 7.01(7)(e) is amended to read:

SEC 7.01(7) (e) Delinquent filng of agent

termination notice on Form U-5 . .$58 $100.

ANALYSIS: This amendment, in similar
fashion to the amendments to SEC
7.01(7)(a), (b) and (c¢), increases to
$100 the delinquency fee prescribed for
the situation specified.

SECTION 24, SEC 7.01(7)(f) is renumbered SEC

7.01(7) (1).

ANALYSIS: This amendment renumbers the
current rule provision located at the end
of the delincuency fee section
(permitting the Commissioner to impose
delinquency fees by order), to make room
for 3 new delinquency fees dealing with
specific situations.

SECTION 25. SEC 7.01(7)(£), (g) and (h) are created to

read:

SEC 7.01(7)(£f) Delinguent filing of broker-
dealer agent or agent for issuer

license renewal, or of investment
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adviser representative renewal . . . . . $100.

(g) Delinquent filing of change of
broker-dealer or investment adviser

designated SUpPErvVisSOr +« « « « « o o « o .S5100.

(h) Delinquent filing of investment

company report of sales on Form RS-IC . .$100.

ANALYSIS: This SECTION creates
delinquency fees relating to 2 additional
categories of filing delinquencies
frequently dealt with by the agency's
Licensing and Regulation Division, as
well as a category of filing delinquency
frequently dealt with by the agency's
Securities Registration Division.

SECTION 26. SEC 7.01(8) is created to read:

A

SEC 7.01(8) (a) Pamphlet copy of chs. 551, 552 and 553,

E‘Jis. Stats. L] . L] - . L] L] L] - $4.

(b) Pamphlet copy of rules of the
commissioner of securities under chs. 551 to 553, Stats. . .

. . . S4.

ANALYSIS: These two new subsections
specify the cost to obtain a pamphlet
copy of either the statutes administered
by this Office or the administrative
rules thereunder.

SECTION 27. SEC 9.01(1)(a)5 is created to read:
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SEC 9.01(1)(a)5. U-7 Small corporate offering

registration form.

ANALYSIS: This section adds to the list
contained in the Forms chapter of the
rules, a reference to the model
registration and prospectus/disclosure
form to be used in small corporate
offerings, as recently developed by NASAA
and adopted for use in Wisconsin as
discussed in the amendment to SEC
3.23(3).

SECTION 28. SEC 32.06(2)is amended to read:

SEC 32.06(2) In determining whether an applicant has
complied with the requirements of the uniform franchise
registration application, fhe commissioner shall follow the
Guidelines for Preparation of the Uniform Franchise Offering
Circular and Related Documents adopted in October, 1977 by
the Midwest Securities Commissioners Association arnd in
April, 1980 by the North American Securities Administrators

Association, as amended November 20, 1986, and October 31,

1988. Copies of the Guidelines are available from the

commissioner's office for a prepaid fee of %8 $20.

Note: The Guidelines are published in the CCH NASAA
Reports published by the Commerce Clearing House and are on
file at the offices of the Wisconsin secretary of state and

the revisor of statutes.
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ANALYSIS: These amendments do the
following: (1) Adopt recent amendments
to the NASAA UFOC Guidelines as adopted
by NASAA by vote of its member
jurisdictions, including Wisconsin, at
the NASAA 1988 Fall Conference; and (2)
Increase to $20 the fee to obtain a copy
of the Guidelines.

SECTION 29. SEC 32.07(1) is amended to read:

SEC 32.07 _RENEWAL OR AMENDMENT OF REGISTRATION

STATEMENTS. (1) A registration renewal statement under s.

553.30, Stats., shall be filed on a form prescribed by the
commissioner not less than 15 business days prior to the end
of one year from the effective date of the registration

statement unless such period is waived bv order of the

commissioner, and shall be accompanied by the latest form of

prospectus or offering circular( meeting the requirements of
s. B8EC 32.06, used in connection with.the sale of the
registered franchises together with.a balance sheet of the
franchisor as of a date within 120 days of the proposed
renewval date and an income statement and analysis of surplus
of the franchisor for its last fiscal year preceding the date
of the balance sheet and for tﬂe period between the close of
the franchisor's last fiscal year and the date of the balance
csheet, all meeting the requirements of s. SEC 32.05. If no
stop order or other order under s. 553.28, Stats., is in

effect, renewal of the registration statement becomes

effective on the day on which the prior registration
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statement expires or at an earlier time as the commissioner

determines.

ANALYSIS: This clarification amendment
adds language contained in s. 553.30,
Wis. Stats., which provides that the
Commissioner by order may waive the 15
day prior filing requirement for an
application to renew a franchise
registration.

SECTION 30. SEC 35.01(5) is created to read:
SEC 35.01(5) Delinquent or materially deficient filings:

(a) Delinguent filing of annual materials prescribed under
s. 553.22(5), Stats., or s. SEC 32.05(1)(c)6
relating to franchise registration exemption . .

$100. :

(b) The commissioner may by order require the payment of a
fee of not more than $200 for delinquent or
materially deficient filings of information 6r
documents required ta be filed"in connection with
the examination of any matter under ch. SEC 32 or

33.

ANALYSIS: This SECTION creates, pursuant
to the authority granted the Commissioner
in s. 553.72(2), Wis. Stats., to
prescribe delinquent filng fees under the
Wisconsin Franchise Investment Law, the
following rules which parallel similar
provisions under the Securities Law rules
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in SEC 7.01(7): (1) A delinquency fee in
par. (a) (in the same $100 amount
provided in SEC 7.01(7) for securities
law filng delinquencies) that relates to
2 specific categories of filing
delinquencies under the Franchise law
frequently dealt with by the agency; and
(2) General authority permitting the
Commissioner to impose by order, a
delinquency fee not to exceed $200 for
matters under the franchise rule chapter
SEC 32 or 33,

* % %k * *
The rules and amendments contained in this Order shall take effect

as provided in sec. 227.22(2)(intro.), Stats., on the first day of the
month following publication in the Wisconsin Administrative Register.

Dated this /nyz\ day of/ﬂ ﬁVé%ny%éZ/’\—w r 1989,

W

V' WALTER H.' rﬁ‘z’E, JR.
Commissioner of 'Securities

(SEAL)







REPORT PREPARED BY THE
OFFICE OF THE COMMISSIONER OF SECURITIES
RELATING TO FINAL FORM OF AMENDMENTS TO THE
RULES OF THE COMMISSIONER OF SECURITIES

(a) Statement Explaining Need for Proposed Rules

The statutory rule-making procedures under Chapter 227 of the
Wisconsin Statutes are being implemented in this matter for the purpose
of making the agency's annual revision to the rules of the Commissioner
of Securities currently in effect promulgated under Chapter 551, Wis.
Stats., the Wisconsin Uniform Securities Law, and Chapter 553, Wis.
Stats., the Wisconsin Franchise Investment Law. The annual rule
revision is made for the following purposes: making clarifications to
existing rule provisions where language is vague or ambiguous; adopting
or amending rules necessary to effectively requlate new circumstances
or developments which have occurred in the industry and the marketplace
that require regulatory treatment; formally adopting and incorporating
by reference both new securities or franchise registration guidelines,
as well as amendments to existing securities or franchise registration
guidelines previously adopted by a national securities administrators
association of which Wisconsin is a member. Each SECTION in the
proposed rules that adopts, repeals or amends a rule is followed by a
separate explanatory ANALYSIS which discusses the nature of the
revision as well as the rationale behind and/or the necessity for it.

The principal areas of the rules that were the subject of the
October 6th public hearing, and are adopted hereby, are: (1) amendment
of certain rules under the Wisconsin non-public offering exemptions;

(2) amendment of several securities prospectus form and content
provisions; (3) creation and amendment of several broker-dealer and
investment adviser licensing provisions dealing with designated
supervisory persons; (4) repeal of the broker-dealer report filing
requirement for Form RS-BD; (5) creation of permanent broker-dealer
rules to replace recently enacted emergency rules relatihg to
advertising disclosures and information-providing procedures for
brokered certificates of deposit; (6) creation of an exception £from the
prohibition against performance-based fees payable to investment
advisers; (7) incorporation by reference of recent amendaments to the
MASAA Uniform Franchise Offering Circular; and (8) revisions to the
delinquent filing fee provisions for securitiés law matters as well as
creation of delinquent filing fee provisions for franchise law matters.






(b)

Explanation of Modifications Made as a Result of Public Comment

Letters and Hearing Testimony

--As a result of a comment letter/memorandum submitted by an
agency staff member, sections SEC 3.73(2)(g) and (i) (relating to
providing certain uniform legend disclosure language) of the
attached Proposed Final Rule-Making Order are revised in the
following respect. The second legend that was contained in par.
(2) (g) of the Public Comment Draft form of the rule revision is
moved to instead be contained as part of par. (2)(i) of the
proposed revised rules. Such placement will properly correspond
to the NASAA Guidelines inasmuch as the legend being switched is
to be used only in an offering context where the securities being
offered are not subject to a registration filed under the
Securities Act of 1933--which is the offering context par. (2) (i)

deals with.

~-As a result of testimony by persons at the public
rule-making hearing, section SEC 4.03(1l) (j) (dealing with a
broker-dealer's record-keeping responsibility to maintain a
complaint file) is revised in the following respect. The hearing
testimony suggested that clarification language be added to this
rule from its Public Comment Draft form regarding the extent to
which copies of a broker-dealer firm's responses to customer
complaints must be included in the firm's complaint file.
Accordingly, language was added to clarify that copies of a firm's
responses to a customer complaint to be retained in the file need
not include copies of identical response materials where numerous
customers are similarly affected.

--As a result of testimony.by persons at the public
rule-making hearing similar to that relating to SEC 4.03(1) (j) as
discussed in the preceding paragraph, section SEC 5.03(1) (h)
(dealing with an investment adviser's record-keeping
responsibility to maintain a complaint file) is revised in the
following respect. The hearing testimony suggested that
clarification language be added to this rule from its Public
Comment Draft form regarding the extent to which copies of an
investment advisory firm's responses to customer complaints must
be included in the firm's complaint file. Accordingly, language
was added to clarify that copies of a firm's responses to a
customer complaint to be retained in the file need not include
copies of identical response materials where numerous customers
are similarly affected.






(c)

List of Persons Appearing or Registering at Public Hearing

Conducted by Commissioner of Securities Walter H, White, Jr., as
Heari Offi ters Received

Randall E.Schumann, General Counsel of the Office of the
Commissioner of Securities, made an appearance on behalf of the
agency's staff to submit documents and information for the record
and to both ask questions and respond to questions regarding

hearing testimony.

Ronald J. Burtch, Securities Law Specialist, Quarles & Brady Law
Offices, Madison, Wisconsin,

Terry D. Nelson, Securities Law Specialist, Foley & Lardner Law
Offices, Madison, Wisconsin.

Comment Letters Received

Comment letter/memorandum dated September 26, 1989 from agency
staff member James R., Fischer, Administrator, Registration

Division.

(iid)






(d)

Response to Leaislative Council/Rules Clearinghouse Report

Recommendations

(1)

Acceptance of recommendations in whole:

Under 2. Form, Stvle and Placement in Administrative Code

Consistent with the Rules Clearinghouse comment in para. a.
regarding the "Pursuant to" clause, the language "sections"
is changed to "ss," and "Wis. Stats." is changed to "Stats."

Consistent with the Rules Clearinghouse comments in para. b.
concerning the treatment clause in SECTION 1 dealing with SEC
2.02(4)(¢), "(Intro.)," is changed to read "(intro.)," "(c)l"
is changed to read "1" and "(c)2" is changed to read "2."

Consistent with the Rules Clearinghouse comments in para. C.
concerning SEC 4.11(2), commas are substituted for the
parentheses, in sub. (2)(e) the abbreviation for "paragraph"
is substituted for the abbreviation for "subsection," and a
new sentence is begun after the word "institution."

Consistent with the Rules Clearinghouse comment in para. d.
concerning SEC 5.05(7), the terminology "paragraph" is
substituted for the terminology "subsection."

Consistent with the Rules Clearinghouse comment in para. e.
regarding SEC 5.06(11), the terminology "paragraph" is
substituted for the terminology "subsection."

Consistent with the Rules Glearinghouse comments in para. £f.

concerning SEC 7.01(8), the terminology "Chapters" is changed
to an abbreviation, and the recommended replacement language

in par.(b) is substituted as recommended.

Consistent with the Rules Clearinghouse comment in para. g»
concerning SEC 32.06(2), the last sentence is placed in a
separate Note. '

Consistent with the Rules Clearinghouse comments in para. h.
concerning SEC 35.01(5)(b), the language '"chs. SEC 32 or 33"
is changed to "ch. SEC 32 .or 33" and, in the Analysis, the
terminology "chapters” is changed to "chapter."

Consistent with the Rules Clearinghouse comments in para. i.
concerning the effective date clause, the language " (Intro.),
Wis. Stats.," is changed to read "(2) (intro.), Stats.,".

Under 5.  Clarity, Grammar, Punctuation and Plainness

Consistent with the Rules Clearinghouse comments in para. a.
concerning SEC 4,11(1)(intro.), the terminology "each" is
changed to "all." 1In sub. (2)(intro.), the terminology "all
of" is added to precede the language "the following." 1In

(iv)






sub. (3), the misspelling of the term "broker-dealer" is
corrected.

-= Consistent with the Rules Clearinghouse comments in para. b.
concerning SEC 35.01(5)(a), the language of the rule is
changed to read "(a) Delinquent filing of annual materials

prescribed under s. 553.22(5), Stats., or s. SEC
32.05(1)(c)6, relating to franchise registration exemption .
. 8100." 1In par. (b), the term "Commissioner" is changed to

lower case.

(2) Acceptance of recommendations in part: None

(3) & (4) Rejection of recommendations and reasons therefor: None






(e)

No final requlatory flexibility analysis is included on the basis
that the Office of the Wisconsin Commissioner of Securities has
determined, after complying with s. 227.016(1) to (5), Wis.
Stats., that the proposed rules will not have a significant
economic impact on a substantial number of small businesses.






1989 Session

) LRB or Blll No.JAdm. Ruls No.
FOrIGINAL - [J UPDATED. .

FISCAL ESTIMATE O CORRECTED [ SUPPLEHENTAL Arendrent fo. 1f Applicable
DOA-2048 (R 10/88) o : o : : .

Subject Proposed amendments to Wis. Adm. Code, Rules of the Comm:.ss:Loner of Securities
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Assurnptions Used in Arriving at Facal Extimata -
The fiscal effect to the agency of the proposed rule revisions--stemming pr1nc1—

pally from changes to the delinquency fee provisions under the Wisconsin Uniform
Securities Law and Wisconsin Franchise Investment Law--will be an increase of annual

agency revenues estimated at $16700.

The particular fiscal effects are as follows:

(1) Doubling to $100 the current $50 delinquency fees prescribed in existing
SEC 7.01(7)(a), (b), (c) and (e) relating to various categories of broker-
dealer related filing dellnquencles is estimated to generate approx. $2400
in additional fee revenue per year based on agency records that indicate
there were 48 instances of broker-dealers paying $50 delinquency fees
during the most recent 12 month period (48 x $50 = $2400). &

[ 4

(2) Creating $100 delinquency fees for 3 additional categories of broker-dealer
filing delinquencies in new proposed rules SEC 7. 01(7)(d), (f) and (g) is
anticipated to generate approx. $11,000 in fee revenues per year based on
past experience of the Office's Licensing Division regarding such categories.
($100 x an estimated 110 total instances per year = $11,000. )

(3) Creating a $100 delinquency fee in SEC 7. Ol(7)(h) for late filings of
Investment Company Reports of Sales is estimated to generate approx. $1200
in fee revenue per year based on agency experience over prior years where
the delinquency fee would be imposed. ($100 x 12 instances per year =

$1200.)

(4) Creating a $100 delinquency fee in SEC 35.01 (5) (a) for filing delinquencies
; (S8 arTacnsd page)

Leng-Rangs cha] Implicationa

None aevond annuallzad flscal effects







Assumptlons Used in Arriving at Flscal Estimate (contlnued)

(5)

(6)

under two spec1f1ed franchlse reglstratlon exemptlons is estlmated to
generate approx. $1500 in fee revenue per year based on agency experience
($100 x 15 instances per year = $1500 ) :

Increasing to $20 the current $10 fee charged in SEC 32.06(2) for 4 ¢opy of
the Uniform Franchise Offering Circular would generate approx. $400.in
additional fee revenue based on the agency's past experience in furnishing
copies of the UFOC. ($10 additional fee x 40 requests/yr. = $400 )

Establishing a $20 fee in SEC 7 01(5)(d) to obtaln a copy of the newly
developed Small Corporate Offerlng Registration and Prospectus Dlsclosure

‘'Form U-7 is estimated to generate $400 in additlonal fee revenue ~($20 x 10

requests = $200. )
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Subject Proposed amendments to Wis. Adm. Code, Rules or the Commissioner of Securities
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L. Ope-time Costs or Revenue Fluctuations for State and/or Local Government (do not include in annualized fiscal effect)

None
IL.  Annualized Costs: | Note: Treat fiscal costs like a "checkbook™ increased costs reduce Annualized Fiscal impact oo State funds from:
available funds (-); decreased costs increase available funds (+).
A. State Costs by Category Increased Costs Decreased Costs
Salaries and Fringes $ - $ +
Staff Support Costs - +
Other State Costs - +
Local Assistance - +
Aids to Individuals or Organizations - +
TOTAL State Costs by Category $ - O $ + O
B. State Costs by Source of Funds ) Increased Costs Decreased Costs
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FED o - +
PRO/PRS Y - +
SEG/SEG-S - . ‘ - +
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II1. State Revenues- Compiete this only when proposal will increass or decrease Decressed Rev. Increased Rev,
GPR Taxes state revenues, such as taxes, license fees, ete, $ - ) $ +
GPR Earned ’ - +
FED ,, - +
PRO/PRS ' ' - 0 + 16,700
SEG/SEG-S - +
TOTAL State Revenues 3 - 0 $ +16,700
Net Annualized Fiscal Impact oa State & Local Funds
State Aanual [ncreases Annual Decreases Local Annual Increases Annual Decreases
Total Costs $ - 0 3+ 0 Total Costs 5 -9 S o+ 9
Total Reveaues + 16 , 700 -0 Total Revenues g 9
NET Lmpact ’ (J’._) 0
on Local Funds i‘\
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REGISTRATION FORM FOR SMALL
CORPORATE OFFERINGS (Form U-7)
as adopted by NASAA on April 29, 1989

Instructions For Use of Form U-7
(Not Part of Disclosure Document)

I Introduction

Form U-7 has been developed pursuant to the Small Business Investment Incentive
Act of 1980 (now contained in Section 19 of the Securities Act of 1933) which prescribes State and
Federal cooperation in furtherance of the policies expressed in that Act of a substantial reduction in
costs and paperwork to diminish the burden of raising investment capital, particularly by small business,
and a minimum interference with the business of capital formauon.

Form U-7 is the general registration form for corporations registering under state
securities laws securities that are exempt from registration with the Securities and Exchange Commission
(the "SEC") under Rule 504 of Regulation D. It is designed to be used by Companies, the attorneys
and accountants for which are not necessarily specialists in securities regulation.

Historically, state legislatures have generally followed two approaches to the
regulation of public offerings of securities such as those made under Form U-7. Some states deal solely
with the disclosure made to investors. In addition to disclosure, other states also apply substantive
fairness standards to public offerings in order to assure that the terms and structure of the offering are
fair to investors. In particular, those standards are designed to require the promoters of the enterprise
to share its potential risks and rewards fairly with the public investors. Those standards vary from state
to state and as a general rule must be complied with by a Company in order to register its securities
in those states.

You may anticipate receiving comments from examiners in many of the states in
which Form U-7 registration is sought. Depending upon the regulatory approach taken by the state,
those comments may be limited to requests for disclosure of additional information or may also require
that certain terms of the offering be modified to comply with the state’s substantive fairness criteria.
Failure to resolve outstanding comments can lead to denial of an application for registration.

A Company, prior to using Form U-7, may wish to contact the staff of the securities
administrator of each state in which the offering is to be filed to review applicable substantive fairness
standards. It may be possible to arrange a prefiling conference with the administrator’s staff. The states
that apply such standards may identify those standards in an appendix to these instructions or may use
other means to make them available.

IL Qualification for Use of Form

. To be eligible to use Form U-7, a Company must comply with each of the following
requirements. '

A The Company must be a corporation organized under the laws of one of the states
or possessions of the United States which engages in or proposes to engage in a business other than
petroleum exploration or production or mining or other extractive industries. "Blind pool® offerings and
other offerings for which the specific business or properties cannot now be described are ineligible to
use Form U-7.

B. The securities may be offered and sold only on behalf of the Company, and Form
U-7 may not be used by any selling security-holder (including purchasing underwriters in a firm
commitment underwriting) to register his securities for resale.

C’rm/b
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C. The offering price for common stock (and the exercise price, if the securities are
options, warrants or rights for, and the conversion price if the securities are convertible into, common
stock) must be equal to or greater than $5.00 per share. By execution of the application and filing of
the U-7 in any state, the Company thereby agrees with the Administrator that the Company will not
split its common stock, or declare a stock dividend, for two years after effectiveness of the registration;
provided, however, that in connection with a subsequent registered public offering, the Company may
upon application and consent of the administrator take such action.

D. The Company may engage selling agents to sell the securities. Commissions, fees,
or other remuneration for soliciting any prospective purchaser in this state in connection with this
offering may only be paid to persons who, if required to be registered, the Company believes, and has
reason to believe, are appropriately registered in this state.

E. This form shall not be available for the securities of any Company if the Company
or any of its Officers, Directors, 10% stockholders, promoters or any selling agents of the securities to
be offered, or any officer, director or partner of such selling agent: (i) has filed a registration statement
which is the subject of a currently effective registration stop order entered pursuant to any state’s
securities law within five years prior to the filing of the application for registration hereunder; (ii) has
been convicted within five years prior to the filing of the application for registration hereunder of any
felony or misdemeanor in connection with the offer, purchase or sale of any security or any felony
involving fraud or deceit, including, but not limited to, forgery, embezzlement, obtaining money under
false pretenses, larceny, or conspiracy to defraud; (iii) is currently subject to any state administrative
enforcement order or judgment entered by that state’s securities administrator within five years prior
to the filing of the application for registration hereunder or is subject to any state’s administrative
enforcement order or judgment in which fraud or deceit, including but not limited to making untrue
statements of material facts and omitting to state material facts, was found and the order or judgment
was entered within five years prior to the filing of the application for registration hereunder; (iv) is
subject to any state’s administrative enforcement order or judgment which prohibits, denies, or revokes
the use of any exemption from registration in connection with this offer, purchase, or sale of securities;
(v) is currently subject to any order, judgment, or decree of any court of competent jurisdiction
temporarily or preliminarily restricting or enjoining, or is subject to any order, judgment or decree of
any court of competent jurisdiction, permanently restraining or enjoining, such party from engaging in
or continuing any conduct of practice in connection with the purchase or salé of any security or -
involving the making of any false filing with the state entered within five years prior to the filing of the
application for registration hereunder; (vi) the prohibitions of paragraphs (i) - (iii) and (v) above shall
not apply if the person subject to the disqualification is duly licensed or registered to conduct securities
related business in the state in which the administrative order or judgment was entered against such
person or if the broker-dealer employing such party is licensed or registered in this state and the Form
B-D filed with this state discloses the order, conviction, judgment, or decree relating to such person.
No person disqualified under this subsection may act in a capacity other than that for which the person
is licensed or registered; and (vii) any disqualification caused by this section is automatically waived if
. the state secyrities administrator or agency of the state which created the basis for disqualification
determines upon a showing of good cause that it is not necessary under the circumstances that
registration be denied.

If any of the circumstances in clauses (ii), (iif) or (v) of the preceding paragraph has occurred
more than five years from the date of the application for registration hereunder, these circumstances
should be described in response to Question 45 as a Miscellaneous Factor.

F. Use of the Form is available to any offering of securities by a Company, the aggre-
gate offering price of which within or outside this state shall not exceed $1,000,000, less the aggregate
offering price for all securities sold within the twelve months before the start of, and during the offering
of, the securities under SEC Rule 504 in reliance on any exemption under section 3(b) of the Securities
Act of 1933 or in violation of section 5(a) of that act. The Form is not available to a Company that



is an investment company (including mutual funds) or is subject to the reporting requirements of § 13
or §15(d) of the Securities Exchange Act of 1934.

G. The Company shall file with the SEC a Form D of Regulation D under the
Securities Act of 1933 claiming exemption of the offering from registration under such act pursuant to
Rule 504. A copy of the Form D with appropriate state signature pages shall be filed with the
administrator at the same time as filed with the SEC.

IIL General Requirements For Use of Form

A The Form U-7 when properly filled in, signed and submitted, together with the
exhibits scheduled below and a Form U-1 Uniform Application to Register Securities, constitutes an
application for registration for the states listed at the bottom of the cover page of the Form. There
should be filed with each state there listed a signed original of the Form, together with an executed
Form U-1 and a signed original of the consent to service of process constituting Exhibit 7. Any
references in the Form U-1 to SEC registration and effectiveness should be disregarded and Questions
6 and 8(a) of the Form U-1 are inapplicable. The Form U-1 should set forth the amount of securities
being registered in that state and the method of calculating the filing fee, and there shouid be enclosed
a check for the amount of the filing fee. Each state must separately declare the registration effective
by an order to that effect unless that state has some other procedure applicable to registration on Form
U-7. Once registration is effective as to a given state, the effective date should be noted at the bottom
of the cover page of the Form. Any changed or revised Disclosure Document must also be signed.

B. Each question in each paragraph of the Form should be responded to. If the
question or series of questions is inapplicable, so indicate. Each answer should be clearly and concisely
stated and in the space provided; however, notwithstanding the specificity of the questions, responses
should not involve nominal, immaterial or insignificant information.

C. If the provided space is insufficient, additional space should be created by cutting
and pasting the Form to add more lines or by putting the Form on a word processor and adding more
lines in this or a similar manner. Irrespective of which method is used, care should be taken to assure
that the Form is accurately and completely reproduced. Smaller type size should not be used, and script
or italic type styles should be avoided.

D. There must be submitted to the administrator an opinion of an attorney licensed to
practice in a state or territory of the United States that the securities to be sold in the offering have
been duly authorized and when issued upon payment of the offering price will be legally and validly
issued, fully paid and nonassessable and binding on the Company in accordance with their terms.

E. The Disclosure Document on Form U-7 constitutes the offering circular or
prospectus and the Form once filled out, filed and declared effective may be reproduced by the Company
by copy machine or otherwise for dissemination to potential investors. (The Company is cautioned to
control the copying and distribution to preciude inaccurate or unreadable copies from being used and
to prevent other unauthorized uses for which the Company may nevertheless be deemed responsible.)
These Instructions are not part of the Disclosure Document and should not be included. Reproduced
copies should be on white paper and should be stapled or secured in the left margin without a cover

of any type.

F. The Company should expect that the office of the administrator may have comments
and questions concerning the answers set forth on the Form and that changes may be required to be
made to the answers before the registration is declared effective. Comments and questions may either
be included in a letter or made by telephone communication initiated by the office of the administrator
in response to the filing.
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G. No offers or sales may be made in this state until the registration has been declared
effective by the administrator. To make offers or sales before the registration is effective could lead to
a stop order or other proceeding which would preclude use of the Form in this or any other state and
could give rise to a right of rescission by investors enforceable against management, principal
stockholders and the selling agents as well as the Company. When the registration has been declared
effective in this state, offers and sales may be made in this state even though registration in other states
has not been declared effective. This Disclosure Document must be delivered to each investor before
the sale is made, e.g. (a) before any order is entered; (b) any subscription agreement is signed; or (c)
any part of the purchase price is received. The registration statement will be effective only for the same
time period specified in the order of the administrator, which may be different for different states;
however, no registration statement shall remain effective in a particular state for a period greater than
one year.

H. After the registration has been declared effective, and while the offering is still in
progress, if any portion of the Form should need to be changed or revised because of a material event
concerning the Company or the offering to make it accurate and complete, it shall be so changed,
revised, or supplemented. If changed, revised or supplemented, (including an addition on the cover page
of another state in which the offering has been registered) the Form as so changed, revised or supple-
mented, clearly marked to show changes from the previously filed version, should be filed and cleared
with the administrator of this state before use. If any of the changes or revisions are of such
significance that they are material to the making of an investment decision by an investor, and if the
minimum proceeds have not been raised, after filing with and clearance by the administrator, the
Disclosure Document on this Form as so changed, revised or supplemented should be recirculated to
persons in this state that have previously subscribed, and they should be given the opportunity to rescind
or reconfirm their investment.

L Options, warrants and similar rights to purchase securities constitute a continuous
offering of the underlying securities during the exercise period and require the securities to be registered
and the Disclosure Document to be kept continuously current throughout the exercise period through
the use of the above amendment procedure or by means of a supplement, as appropriate. Upon any
change, revision or supplement to the Disclosure Document, a copy must be promptly furnished to the
holders of options, warrants and similar rights. ,

J. Any and all supplemental selling literature or advertisements announcing the offering
should be filed by the Company and cleared with the securities administrator of each state prior to
publication or circulation within that state. An announcement should not be a sales motivation device
and should rormally contain no more than the following: (1) the name of the Company, (2)
characterization of the Company as indicated on the Cover Page of the Disclosure Document, (3)
address and telephone number of the Company, (4) a brief indication in ten words or less of the
Company’s business or proposed business, (5) the number and type of securities offered and the offering
price per security, (6) the name, address and telephone number of any selling agent authorized to sell
the securities, (7) a statement that the announcement does not constitute an offer to sell or solicitation
of an offer to purchase and that any such offer must be made by official Disclosure Document, (8) how
a copy of the Disclosure Document may be obtained, and (9) the Company’s corporate logo. Clip and
return coupons requesting a copy of the Disclosure Document are permitted in printed announcements.
(For example, an announcement in "tombstone" format with a black-lined border and using the following
language would ordinarily be acceptable: "50,000 shares, common stock; $5 per share; (Logo) XYZ
Corporation, a development stage database computer software company now conducting operations;
Midtown, Ohio; Selling agent: ABC Securities, 1234 Main Street, Midtown, Ohio, (321) 123-4567; This
announcement does not constitute an offer to sell or the solicitation of an offer to buy the securities,
which offer may be made only by means of an official Disclosure Document; A copy of the Disclosure
Document may be obtained by contacting the selling agent at the above address and telephone number.”
Similarly, a classified advertisement using the following language would ordinarily be acceptable:
"Common stock of XYZ Corporation, a development stage database computer software company now
conducting operations, Midtown, Ohio. Price $5 per share. Total offering 50,000 shares. This



announcement does not constitute an offer to sell or the solicitation of an offer to buy the securities,
which offer may be made only by means of an official Disclosure Document. A copy of the Disclosure
Document may be obtained by contacting the Company, Industrial Park, Suite 12B, 456 Mill Road,
Midtown, Ohio, (321) 321-4321.")

The issuance of any but routine press releases or the granting of interviews to news media
during, or at about the same time of, an offering could constitute indirect advertising, which if not
precleared with the securities administrator would be prohibited. Any unusual news article or news
program featuring the Company during this period, particularly if present or future earnings, or the
pending offering, are mentioned, could delay or cause suspension of the effectiveness of the registration
and disrupt the offering. Consequently any such news article or news program, no matter by whom it
may be initiated, should generally be discouraged during this period.

IV. Instructions as to Specific Captions and Questions

BE VERY CAREFUL AND PRECISE IN ANSWERING ALL QUESTIONS. GIVE FULL
AND COMPLETE ANSWERS SO THAT THEY ARE NOT MISLEADING UNDER THE
CIRCUMSTANCES INVOLVED. DO NOT DISCUSS ANY FUTURE PERFORMANCE OR
OTHER ANTICIPATED EVENT UNLESS YOU HAVE A REASONABLE BASIS TO BELIEVE
THAT IT WILL ACTUALLY OCCUR WITHIN THE FORSEEABLE FUTURE. [F ANY ANSWER
REQUIRING SIGNIFICANT INFORMATION IS MATERIALLY INACCURATE, INCOMPLETE -
OR MISLEADING, THE COMPANY, ITS MANAGEMENT AND PRINCIPAL STOCKHOLDERS
MAY HAVE LIABILITY TO INVESTORS. THE SELLING AGENTS SHOULD EXERCISE
APPROPRIATE DILIGENCE TO DETERMINE THAT NO SUCH INACCURACY OR
INCOMPLETENESS HAS OCCURRED, OR THEY ALSO MAY BE LIABLE.

A Cover Page. The Cover Page of the Disclosure Document is a summary of certain
essential information and should be kept on one page if at all possible. For purposes of characterizing
the Company on the cover page, the term "development stage” has the same meaning as that set forth
in Statement of Financial Accounting Standards No. 7 (June 1, 1975).

B. Risk Factors. The Company should avoid generalized statements and include only
those factors which are unique to the Company. No specific number of risk factots is required to be
identified. If more than 16 significant risk factors exist, add additional lines and number as appropriate.
Risk factors may be due to such matters as cash flow and liquidity problems, inexperience of
management in managing a business in the particular industry, dependence of the Company on an
unproven product, absence of an existing market for the product (even though management may believe
a need exists), absence of an operating history of the Company, absence of profitable operations in
recent periods, an erratic financial history, the financial position,,of the Company, the nature of the
business in which the Company is engaged or proposes to engage, conflicts of interest with management,
arbitrary establishment of offering price, reliance on the efforts of a single individual, or absence of a
trading market if a trading market is not expected to develop. Cross references should be made to the
Questions where details of the risks are described.

C Business and Properties. The inquiries under Business and Properties elicit
information concerning the nature of the business of the Company and its properties. Make clear what
aspects of the business are presently in operation and what aspects are planned to be in operation in
the future. The description of principal properties should provide information which will reasonably
inform investors as to the suitability, adequacy, productive capacity and extent of utilization of the
facilities used in the enterprise. Detailed descriptions of the physical characteristics of the individual
properties or legal descriptions by metes and bounds are not required and should not be given.

As to Question 4, if more than five events or milestones exist, add additional lines as
necessary. A "milestone” is a significant point in the Company’s development or an obstacle which the
company must overcome in order to become profitable.



D. Offering Price Factors. Financial information in response to Questions 5, 6 and 7
should be consistent with the Financial Statements. Earnings per share for purposes-of Question 5
should be calculated by dividing earnings for the last fiscal year by the weighted average of outstanding
shares during that year. No calculations should be shown for periods of less than one year or if
earnings are negative or nominal. For purposes of Question 8, the "offering price” of any options,
warrants or rights or convertible securities in the offering is the respective exercise or conversion price.

E. Use of Proceeds. Use of net proceeds should be stated with a high degree of
specificity. Suggested (but not mandatory) categories are: leases, rent, utilities, payroll (by position or
type), purchase or lease of specific items of equipment or inventory, payment of notes, accounts payable,
etc., marketing or advertising costs, taxes, consulting fees, permits, professional fees, insurance and
supplies. Categories will vary depending on the Company’s plans. Use of footnotes or other
explanation is recommended where appropriate. Footnotes should be used to indicate those items of
offering expenses that are estimates. Set forth in separate categories all payments which will be made
immediately to the Company’s executive officers, directors and promoters, indicating by footnote that
these payments will be so made to such persons. If a substantial amount is allocated to working capital,
set forth separate sub-categories for use of the funds in the Company’s business.

If any substantial portion of the proceeds has not been allocated for particular purposes, a
statement to that effect as one of the Use of Net Proceeds categories should be included together with
a statement of the amount of proceeds not so allocated and a footnote explaining how the Company
expects to employ such funds not so allocated.

F. Plan of Distribution. In Question 26 if the proposed business of the Company
requires a minimum amount of proceeds to commence, or to proceed with, the business in the manner
proposed, there shall be established an escrow with a bank or savings and loan association or other
similar depository institution acting as independent escrow agent with which shall be immediately
deposited all proceeds received from investors until the minimum amount of proceeds has been raised.
Any failure to deposit funds promptly into the escrow shall.be grounds for enforcement proceedings
against the persons involved. The date at which the funds will be returned by the escrow agent if the
minimum proceeds are not raised shall not be later than one year from the date of effectiveness of the
registration in this state. ,

G. Capitalization. Capitalization should be shown as of a date no earlier than that of
the most recent Financial Statements provided pursuant to Question 46, If the Company has mandatory
redeemable preferred stock, include the amount thereof in "long term debt” and so indicate by foot-
note to that category in the capitalization table.

H. Officers and Key Personnel of the Company. "“The term "Chief Executive Officer"
means the officer of the Company who has been delegated final authority by the board of directors to
direct all aspects of the Company’s affairs. The term "Chief Operating Officer® means the officer in
charge of the actual day-to-day operations of the Company’s business. The term "Chief Financial
Officer” means the officer having accounting skills who is primarily in charge of assuring that the
Company’s financial books and records are properly kept and maintained and financial statements
prepared.

The term "key personnel” means persons such as vice presidents, production managers, sales
managers, or research scientists and similar persons, who are not included above, but who make or are
expected to make significant contributions to the business of the Company, whether as employees,
independent contractors, consultants or otherwise.

L Principal Stockholders. If shares are held by family members, through corporations
or partnerships, or otherwise in a manner that would allow a person to direct or control the voting of
the shares (or share in such direction or control - as, for example, a co-trustee) they should be included



as being "beneficially owned." An explanation of these circumstances should be set forth in a footnote
to the "Number of Shares Now Held."

J. Management Relationships, Transactions and Remuneration. For purposes of
Question 39(b), a person directly or indirectly controls an entity if he is part of the group that directs

or is able to direct the entity’s activities or affairs. A person is presumptively a member of a control
group if he is an officer, director, general partner, trustee or beneficial owner of a 10% or greater
interest in the entity. In Question 40, the term "Cash" should indicate salary, bonus, consulting fees,
non-accountable expense accounts and the like. The column captioned "Other” should include the value
of any options or securities given, any annuity, pension or retirement benefits, bonus or profit-sharing
plans, and personal benefits (club memberships, company cars, insurance benefits not generally avail-
able to employees, etc.). The nature of these benefits should be explained in a footnote to this column.

K Financial Statements. Attach to the Disclosure Document for the Company and its
consolidated subsidiaries, a balance sheet as of the end of the most recent fiscal year. If the Company
has been in existence for less than one fiscal year, attach a balance sheet as of the date within 135 days
of the date of filing the registration statement. If the first effective date of state registration, as set
forth on the Cover Page of this Disclosure Document, is within 45 days after the end of the Company’s
fiscal year and financial statements for the most recent fiscal year are not available, the balance sheet
may be as of the end of the preceding fiscal year and there shall be included an additional balance sheet
as of an interim date at least as current as the end of the Company’s third fiscal quarter of the most
recently completed fiscal year. Also attach, for the Company and its consolidated subsidiaries and for
its predecessors, statements of income and cash flows and statements of changes in stockholders’ equity
for the last fiscal year preceding the date of the most recent balance sheet being attached, or such
shorter period as the Company (including predecessors) has been in existence. In addition, for any
interim period between the latest reviewed or audited balance sheet and the date of the most recent
interim balance sheet being attached, provide statements of income and cash flows. Financial statements
shall be prepared in accordance with generally accepted accounting principles. If the Company has not

conducted significant operations, statements of recejpts and disbursements shall be included in lieu of
statements of income. Interim financial statements may be unaudited. All other financial statements
shall be audited by independent certified public accountants; provided, however, that if each of the
following four conditions are met, such financial statements in licu of being audited may be reviewed
by independent certified public accountants in accordance with the Accounting and Review Service
Standards promulgated by the American Institute of Certified Public Accountants: (a) the Company
shall not have previously sold securities by means of an offering involving the general solicitation of
prospective investors by means of advertising, mass mailings, public meetings, "cold call" telephone
solicitation or any other method directed toward the public, (b) the Company has not been previously
required under federal or state securities laws to provide audited financial statements in connection with
any sale of its securities, (c) the aggregate amount of all previous,sales of securities by the Company
(exclusive of debt financings with banks and similar commercial lenders) shall not exceed $1,000,000,
and (d) the amount of the present offering does not exceed $500,000. :

If since the beginning of its last fiscal year the Company has acquired another business,
provide a pro forma combined balance sheet as of the end of the fiscal year, and a pro forma combined
statement of income as if the acquisition had occurred at the beginning of the Company’s last fiscal year,
if any of the following exists: (a) the investments in and advances to the acquired business by the
Company and its subsidiaries’ (other than the acquired business) exceeds 20% of the Company’s assets
on its consolidated balance sheet at the end of the Company’s last fiscal year, (b) the Company’s and
its subsidiaries (other than the acquired business’) proportionate share of the total assets (after
intercompany eliminations) of the acquired business exceeds 20% of the assets on the consolidated
balance sheet, or (¢) the Company’s and its subsidiaries’ (other than the acquired business’) equity in
income from continuing operations before income taxes, extraordinary items and cumulative effect of
a change in accounting principle, of the acquired business exceeds 20% of such income of the Company
and its consolidated subsidiaries for the Company’s last fiscal year.
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The financial statements shouid reflect all stock splits (including reverse stock splits), stock
dividends and recapitalizations even if they have occurred since the date of the financial statements.

V. Exhibits

There shall be filed with the Administrator at the same time as the filing of the Form U-7
copies of each of the following documents to the extent applicable as exhibits to which the
Administrator may refer in reviewing the Form U-7 and which will be available for public inspection
by any person upon request. '

1. Form of Selling Agency Agreement.

2. Company’s Articles of Incorporation or other Charter documents and all amendments
thereto.

3. Company’s By-Laws, as amended to date.

4, Copy of any resolutions by directors setting forth terms and provisions of capital

stock to be issued.

5. Any indenture, form of note or other contractual provision containing terms of notes
or other debt, or of options, warrants or rights to be offered.

6. Specimen of security to be offered (including any legend restricting resale).

7. Consent to service of process (Form U-2) accompanied by appropriate corporate
resolution (Form U-2A).

8. Copy of all advertising or other materials directed to or to be furnished investors
in the offering. :

9. Form of escrow agreement for escrow of proceeds.
r
10. Consent to inclusion in Disclosure Document of Accountant’s report.
11, Consent to inclusion in Disclosure Document of Tax Advisor’s opinion or description

of tax consequences.

12. Consent to inclusion in Disclosure Document, of any evaluation of litigation or
administrative action by counsel. .

13, Form of any Subscription Agreement for the purchase of securities in this offering.

14, Opinion of Counsel required in paragraph III. D. of these Instructions.

15. Schedule of residence street addresses of Officers, Directors and principal
stockholders.

16. Work Sheets showing computations of responses to Questions 6, 7(a), 8(a), 8(b) and

17(b), using forms attached to these Instructions.

15000267.M1S
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FORM U-7
DISCLOSURE DOCUMENT

(Exact name of Company as set forth in Articles of Incorporation or Charter)

Type of securities offered:
Maximum number of securities offered:
Minimum number of securities offered:
Price per security: §
Total proceeds: If maximum sold: §
If minimum sold: $
(For use of proceeds and offering expenses, see Question Nos. 9 and 10)

Is a commissioned selling agent selling the securities in this offering? [] Yes [] No

If yes, what percent is commission of price to public? %. Is there other compensation to
selling agent(s)? [] Yes [] No Is there a finder’s fee or similar payment to any person?

[] Yes [] No (See Question No. 22)

Is there an escrow of proceeds until minimum is obtained? [] Yes [ ] No (See Question No. 26)

Is this offering limited to members of a special group, such as employees of the Company or individuals?
[]Yes []No (See Question No. 25)

Is transfer of the securities restricted? [] Yes [ ] No (See Question No. 25)

INVESTMENT IN SMALL BUSINESSES INVOLVES A HIGH DEGREE OF RISK, AND INVESTORS
SHOULD NOT INVEST ANY FUNDS IN THIS OFFERING UNLESS THEY CAN AFFORD TO LOSE
THEIR INVESTMENT IN ITS ENTIRETY. SEE QUESTION NO. 2 FOR THE RISK FACTORS THAT
MANAGEMENT BELIEVES PRESENT THE MOST SUBSTANTIAL RISKS TO AN INVESTOR IN THIS
OFFERING.

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN EXAMINATION
OF THE ISSUER AND THE TERMS OF THE OFFERING, INCLUDING THE MERITS AND RISKS
INVOLVED. THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE
SECURITIES COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING
AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED 'THE ADEQUACY QF
THIS DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

This Company:
Has never conducted operations.

Is in the development stage.

Is currently conducting operations.
Has shown a profit in the last fiscal year.

Other (Specify):

(Check at least one, as appropriate)

(— p— p— po— p—
[SEY Y Wy Gy S—]

This offering has been registered for offer and sale in the following states:

State State File No. Effective Date

U-7:4/29/89
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THIS DISCLOSURE DOCUMENT CONTAINS ALL OF THE REPRESENTATIONS BY THE
COMPANY CONCERNING THIS OFFERING, AND NO PERSON SHALL MAKE DIFFERENT OR
BROADER STATEMENTS THAN THOSE CONTAINED HEREIN. INVESTORS ARE CAUTIONED NOT
TO RELY UPON ANY INFORMATION NOT EXPRESSLY SET FORTH IN THIS DISCLOSURE
DOCUMENT.

This Disclosure Document, together with Financial Statements and other Attachments, consists of
a total of pages.
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THE COMPANY

Exact corporate name:

State and date of incorporation:

Street address of principal office:

Company Telephone Number: ( )

Fiscal year:
(month) (day)

Person(s) to contact at Company with respect to offering:

Telephone Number (if different from above): ( )

RISK FACTORS

List in the order of importance the factors which the Company considers to be the most substantial
risks to an investor in this offering in view of all facts and circumstances or which otherwise make
the offering one of high risk or speculative (i.e., those factors which constitute the greatest threat
that the investment will be lost in whole or in part, or not provide an adequate return).

1)

0]

)

4)

S

(6)




™

®)

®)

(10)

(11

(12)

(13)

(14)

(15)

(16)

Note: In addition to the above risks, businesses are often subject to risks not foreseen or fully appreciated
by management. In reviewing this Disclosure Document potential investors should keep in mind other
possible risks that could be important.



3.

BUSINESS AND PROPERTIES

With respect to the business of the Company and its properties:

(@)

(®)

©

Describe in detail what business the Company does and proposes to do, including what
products or goods are or will be produced or services that are or will be rendered.

Describe how these products or services are to be produced or rendered and how and when
the Company intends to carry out its activities. If the Company plans to offer a new
product(s), state the present stage of development, including whether or not a working
prototype(s) is in existence. Indicate if completion of development of the product would
require a material amount of the resources of the Company, and the estimated amount.
If the Company is or is expected to be dependent upon one or a limited number of
suppliers for essential raw materials, energy or other items, describe. Describe any major
existing supply contracts.

Describe the industry in which the Company is selling or expects to sell its products or
services and, where applicable, any recognized trends within that industry. Describe that
part of the industry and the geographic area in which the business competes or will
compete.

Indicate whether competition is or is expected to be by price, service, or other basis.
Indicate (by attached table if appropriate) the current or anticipated prices or price ranges
for the Company’s products or services, or the formula for determining prices, and how
these prices compare with those of competitors’ products or services, inctuding a description
of any variations in product or service features. Name the principal competitors that the
Company has or expects to have in its area of competition. Indicate the relative size and
financial and market strengths of the Company’s competitors in the area of competition in



which the Company is or will be operating. State why the Company believes that it can
effectively compete with these and other companies in its area of competition.

Note: Because this Disclosure Document focuses primarily on details concerning the Company rather than
the industry in which the Company operates or will operate, potential investors may wish to conduct their
own separate investigation of the Company’s industry to obtain broader insight in assessing the Company’s
prospects.

(d) Describe specifically the marketing strategies the Company is employing or will employ in
penetrating its market or in developing a new market. Set forth in response to Question
4 below the timing and size of the results of this effort which will be necessary in order for
the Company to be profitable. Indicate how and by whom its products or services are or
will be marketed (such as by advertising, personal contact by sales representatives, etc.), how
its marketing structure operates or will operate and the basis of its marketing approach,
including any market studies. Name any customers that account for, or based upon existing
orders will account for, a major portion (20% or more) of the Company’s sales. Describe
any major existing sales contracts.

(e) State the backlog of written firm orders for products and/or services as of a recent date
(within the last 90 days) and compare it with the:-backlog of a year ago from that date.

As of: / / S
(a recent date)

As of: / / s
(one year earlier)

Explain the reason for significant variations between the two figures, if any. Indicate what
types and amounts of orders are included in the backlog figures. State the size of typical
orders. If the Company’s sales are seasonal or cyclical, explain.
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(8)

(R)

State the number of the Company’s present employees and the number of employees it
anticipates it will have within the next 12 months. Also, indicate the number by type of
employee (i.e., clerical, operations, administrative, etc.) the Company will use, whether or
not any of them are subject to collective bargaining agreements, and the expiration date(s)
of any collective bargaining agreement(s). If the Company’s employees are on strike, or
have been in the past three years, or are threatening to strike, describe the dispute.
Indicate any supplemental benefits or incentive arrangements the Company has or will have
with its employees.

Describe generally the principal properties (such as real estate, plant and equipment,
patents, etc.) that the Company owns, indicating also what properties it leases and a
summary of the terms under those leases, including the amount of payments, expiration
dates and the terms of any renewal options. Indicate what properties the Company intends
to acquire in the immediate future, the cost of such acquisitions and the sources of
financing it expects to use in obtaining these properties, whether by purchase, lease or
otherwise.

Indicate the extent to which the Company’s operaiions depend or are expected to depend
upon patents, copyrights, trade secrets, know-how or other proprietary information and the
steps undertaken to secure and protect this intellectual property, including any use of
confidentiality agreements, covenants-not-to-compete and the like. Summarize the prin-
cipal terms and expiration dates of any significant license agreements. Indicate the amounts
expended by the Company for research and development during the last fiscal year, the
amount expected to be spent this year and what percentage of revenues research and
development expenditures were for the last fiscal year.

4
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(k)

If the Company’s business, products, or properties are subject to material regulation
(including environmental regulation) by federal, state, or local governmental agencies,
indicate the nature and extent of regulation and its effects or potential effects upon the
Company.

State the names of any subsidiaries of the Company, their business purposes and owner-
ship, and indicate which are included in the Financial Statements attached hereto. If not
included, or if included but not consolidated, please explain.

Summarize the material events in the development of the Company (including any material
mergers or acquisitions) during the past five years, or for whatéver lesser period the
Company has been in existence. Discuss any pending or anticipated mergers, acquisitions,
spin-offs or recapitalizations. If the Company has recently undergone a stock split, stock
dividend or recapitalization in anticipation of this offering, describe (and adjust historical
per share figures elsewhere in this Disclosure Document accordingly).

“,
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If the Company was not profitable during its last fiscal year, list below in chronological
order the events which in management’s opinion must or shouid occur or the milestones
which in management’s opinion the Company must or should reach in order for the
Company to become profitable, and indicate the expected manner of occurrence or the
expected method by which the Company will achieve the milestones.

Date, or number of
months after

Expected manner of receipt of proceeds,
occurrence or method when should

Event or Milestone of achievement be accomplished

(®)

State the probable consequences to the Company of delays in achieving each of the events
or milestones within the above time schedule, and particularly the effect of any delays upon
the Company’s liquidity in view of the Company’s then anticipated level of operating costs.
(See Question Nos, 11 and 12)

Note: After reviewing the nature and timing of each event or milestone, potential investors should reflect
upon whether achievement of each within the estimated time frame is realistic and should assess the con-
sequences of delays or failure of achievement in making an investment decision.

9



OFFERING PRICE FACTORS

If the securities offered are common stock, or are exercisable for or convertible into common stock,
the following factors may be relevant to the price at which the securities are being offered.

What were net, after-tax earnings for the last fiscal year? (If losses, show in parenthesis.)

Total § (S per share)

If the Company had profits, show offering price as a multiple of earnings. Adjust to reflect for any
stock splits or recapitalizations, and use conversion or exercise price in lieu of offering price, if
applicable.

Offering Price Per Share (price/earnings multiple)

Net After-Tax Earnings Last Year Per Share

(a) What is the net tangible book value of the Company? (If deficit, show in parenthesis.)
For this purpose, net tangible book value means total assets (exclusive of copyrights,
patents, goodwill, research and development costs and similar intangible items) minus total
liabilities.

) ¢ per share)

If the net tangible book value per share is substantially less than this offering (or exercise or
conversion) price per share, explain the reasons for the variation.

(®) State the dates on which the Company sold or otherwise issued securities during the last-
12 months, the amount of such securities sold, the number of persons to whom they were
sold, any relationship of such persons to the Company at the time of sale, the price at
which they were sold and, if not sold for cash, a concise description of the consideration.
(Exclude bank debt.)

in
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(b)-

What percentage of the outstanding shares of the Company will the investors in this
offering have? (Assume exercise of outstanding options, warrants or rights and conversion
of convertible securities, if the respective exercise or conversion prices are at or less than
the offering price. Also assume exercise of any options, warrants or rights and conversions
of any convertible securities offered in this offering.)

If the maximum is sold: %

If the minimum is sold: %

What post-offering value is management implicitly attributing to the entire Company by
establishing the price per security set forth on the cover page (or exercise or conversion
price if common stock is not offered)? (Total outstanding shares after offering times
offering price, or exercise or conversion price if common stock is not offered.)

If maximum is sold: $ *
If minimum is sold: 3 *

(For above purposes, assume outstanding options are exercised in determining "shares” if
the exercise prices are at or less than the offering price. All convertible securities, including
outstanding convertible securities, shall be assumed converted and any options, warrants or
rights in this offering shall be assumed exercised.)

* These values assume that the Company’s capital structure would be changed to reflect any
conversions of outstanding convertible securities and any use of outstanding securities as
payment in the -exercise of outstanding options, warrants or rights included in the
calculation. The type and amount of convertible or other securities thus eliminated would
be: - . These values also assume an increase
in cash in the Company by the amount of any cash payments that would be made upon cash
exercise of options, warrants or rights included in the calculations. The amount of such
cash would be: § . ,

Note: After reviewing the above, potential investors should consider whether or not the
offering price (or exercise or conversion price, if applicable) for the securities is appropriate
at the present stage of the Company’s development.

11



USE OF PROCEEDS

(@) The following table sets forth the use of the proceeds from this offering:

If Minimum If Maximum
Sold Sold

Amount % Amount %
Total Proceeds M 100% 3 100%
Less: Offering Expenses
Commissions and Finders Fees
Legal & Accounting
Copying & Advertising
Other (Specify):
Net Proceeds from Offering s 3
Use of Net Proceeds

$ % $
Total Use of Net Proceeds $ C10% $ 100%

(b) If there is no minimum amount of proceeds that must be raised before the Company may
use the proceeds of the offering, describe thé order of priority in which the proceeds set
forth above in the column "If Maximum Sold” will be used.

Note: After reviewing the portion of the offering allocated to the payment of offering expenses,
and to the immediate payment to management and promoters of any fees, reimbursements, past
salaries or similar payments, a potential investor should consider whether the remaining portion of
his investment, which would be that part available for future developmem of the Company’s business
and operations, would be adequate.

(@) If material amounts of funds from sources other than this offering are to be used in
conjunction with the proceeds from this offering, state the amounts and sources of such
other funds, and whether funds are firm or contingent. If contingent, explain.

12




11.

12.

®)

©

@

If any material part of the proceeds is to be used to discharge indebtedness, describe the
terms of such indebtedness, including interest rates. If the indebtedness to be discharged
was incurred within the current or previous fiscal year, describe the use of the proceeds of
such indebtedness. :

If any material amount of the proceeds is to be used to acquire assets, other than in the
ordinary course of business, briefly describe and state the cost of the assets and other
material terms of the acquisitions. If the assets are to be acquired from officers, directors,
employees or principal stockholders of the Company or their associates, give the names of
the persons from whom the assets are to be acquired and set forth the cost to the Company,
the method followed in determining the cost, and any profit to such persons.

If any amount of the proceeds is to be used to reimburse any officer, director, employee
or stockholder for services already rendered, assets previously transferred, or monies loaned
or advanced, or otherwise, explain:

Indicate whether the Company is having or anticipates having within the next 12 months any cash
flow or liquidity problems and whether or not it is in default or in breach of any note, loan, lease
or other indebtedness or financing arrangement requiring the Company to make payments. Indicate
if a significant amount of the Company’s trade payables have not been paid within the stated trade
term. State whether the Company is subject to any unsatisfied judgments, liens or settlement
obligations and the amounts thereof. Indicate the Company’s plans to resolve any such problems.

r

Indicate whether proceeds from this offering will satisfy the Company’s cash requirements for the
next 12 months, and whether it will be necessary to raise additional funds. State the source of
additional funds, if known.

13
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CAPITALIZATION

13. Indicate the capitalization of the Company as of the most recent balance sheet date (adjusted to
reflect any subsequent stock splits, stock dividends, recapitalizations or refinancings) and as adjusted
to reflect the sale of the minimum and maximum amount of securities in this offering and the use
of the net proceeds therefrom:

Amount Outstanding

As of: As Adjusted '
[ [/ (date) Minimum Maximum

Debt:
Short-term debt (average
interest rate %) $ $ $
Long-term debt (average
interest rate %) $ $ $

Total debt $ $ $

Stockholders equity (deficit):

Preferred stock - par or stated
value (by class of preferred
in order of preferences)

S $ $
b $ $
S $ 3
Common stock--par or stated ‘ :
value N .3 s §
Additional paid in capital S S $
Retained earnings (deficit) s b b
Total stockholders equity (deficit) ' s $ $
Total Capitalization $ s $
Number of preferred shares
authorized to be outstanding:
Number of Par Value
Class of Preferred Shares Authorized Per Share
$
$
$
Number of common shares authorized: shares. Par or stated value per share, if any:

3

Number of common shares reserved to meet conversion requirements or for the issuance upon exercise of
options, warrants or rights: shares.

14



DESCRIPTION OF SECURITIES
14. The securities being offered hereby are:

Common Stock

Preferred or Preference Stock

Notes or Debentures

Units of two or more types of securities, composed of:

[ Y Y —_—

[] Other:
15. These securities have:
Yes No

Cumulative voting rights
Other special voting rights
Preemptive rights to purchase in new issues of shares
Preference as to dividends or interest
Preference upon liquidation

Other special rights or preferences (specify):

ey (o pa— p— p— p—
[ Gy W SRy Sy S
[y ey gy p— f— p—
[N W PPy Sy Sy e

Explain:
16.  Are the securities convertible? [ ] Yes [] No
If so, state conversion price or formula.
Date when conversion becomes effective: /[
Date when conversion expires: ___/ /
17. (@) If securities are notes or other types of debt securities:

(¢))] What is the interest rate? . %
If interest rate is variable or multiple rates, describe:

) What is the maturity date? __/ /

If serial maturity dates, describe: !

€)) Is there a mandatory sinking fund? [] Yes [ ] No Describe:

4) Is there a trust indenture? [] Yes {] No
Name, address and telephone number of Trustee

®) Are the securities callable or subject to redemption?
[] Yes [] No Describe, including redemption prices:

6) Are the securities collateralized by real or personal property?
[]Yes [] No Describe:

15



™ If these securities are subordinated in right of payment of interest or principal,
explain the terms of such subordination.

How much currently outstanding indebtedness of the Company is senior to the
securities in right of payment of interest or principal? §$
How much indebtedness shares in right of payment on an equivalent (pari passu)
basis? §

How much indebtedness is jumor (subordinated) to the securities?

S

®) If notes or other types of debt securities are being offered and the Company had earnings
during its last fiscal year, show the ratio of earnings to fixed charges on an actual and pro
forma basis for that fiscal year. "Earnings" means pretax income from continuing operations
plus fixed charges and capitalized interest. "Fixed charges" means interest (including
capitalized interest), amortization of debt discount, premium and expense, preferred stock
dividend requirements of majority owned subsidiary, and such portion of rental expense as
can be demonstrated to be representative of the interest factor in the particular case. The
pro forma ratio of earnings to fixed charges should include incremental interest expense as
a result of the offering of the notes or other debt securities.

Last Fiscal Year

Actual Pro Forma
Minimum Maximum

"Earnings” =
"Fixed Charges"

If no earnings, .
show "Fixed Charges" only R

Note: Care should be exercised in interpreting the significance of the ratio of earnings to fixed charges as
a measure of the "coverage” of debt service, as the existence of earnings does not necessarily mean that the
Company’s liquidity at any given time will permit payment of debt service requireménts to be timely made.
See Question Nos. 11 and 12. See also the Financial Statements and especially the Statement of Cash
Flows.

18. If securities are Preference or Preferred stock:
Are unpaid dividends cumulative? [ ] Yes [ ] No
Are securities callable? [] Yes [] No Explain:

Note: Attach to this Disclosure Document copies or a summary of the charter, bylaw or contractual
provision or document that gives rise to the rights of holders of Preferred or Preference Stock, notes or
other securities being offered.

19. If securities are capital stock of any type, mdlcate restrictions on dividends under loan or other
financing arrangements or otherwise:

20. Current amount of assets available for payment of dividends (if deficit must be first made up, show
deficit in parenthesis): § .

16



21.

22.

24.

PLAN OF DISTRIBUTION

The selling agents (that is, the persons selling the securities as agent for the Company for a
commission or other compensation) in this offering are:

Name: Name:
Address: Address:
Telephone No. () Telephone No. ()

Describe any compensation to selling agents or finders, including cash, securities, contracts or other
consideration, in addition to the cash commission set forth as a percent of the offering price on the
cover page of this Disclosure Document. Also indicate whether the Company will indemnify the

~ selling agents or finders against liabilities under the securities laws. ("Finders" are persons who for

compensation act as intermediaries in obtaining selling agents or otherwise making introductions
in furtherance of this offering.)

Describe any material relationships between any of the selling agents or finders and the Company
or its management.

Note: After reviewing the amount of compensation to the selling agents or finders for selling the
securities, and the nature of any relationshi;f between the selling agents or finders and the Company,
a potential investor should assess the extent to which it may be inappropriate to rely upon any
recommendation by the selling agents or finders to buy the securities.

14

If this offering is not being made through selling agents, the names of persons at the Company
through which this offering is being made:

Name: Name:
Address: . Address:
Telephone No. () Telephone No. (__)

If this offering is limited to a special group, such as employees of the Company, or is limited to
a certain number of individuals (as required to qualify under Subchapter S of the Internal Revenue
Code) or is subject to any other limitations, describe the limitations and any restrictions on resale
that apply:

Will the certificates bear a legend notifying holders of such restrictions?
[ ]Yes [ ]No

17



26. (a) Name, address and telephone number of independent bank or savings and loan association
or other similar depository institution acting as escrow agent if proceeds are escrowed until
minimum proceeds are raised:

(®) Date at which funds will be returned by escrow agent if minimum proceeds are not raised:

Will interest on proceeds during escrow period be paid to investors?
[] Yes [] No

27. Explain the nature of any resale restrictions on presently outstanding shares, and when those
restrictions will terminate, if this can be determined:

Note: Equity investors should be aware that unless the Company is able to complete a further
public offering or the Company is able to be sold for cash or merged with a public company that their
investment in the Company may be illiquid indefinitely.

DIVIDENDS, DISTRIBUTIONS AND REDEMPTIONS

28, If the Company has within the last five years paid dividends, made distributions upon its stock or
redeemed any securities, explain how much and when:

18



29.

30.

OFFICERS AND KEY PERSONNEL OF THE COMPANY

Chief Executive Officer: Title:

Name: Age:

Office Street Address:

Telephone No.: ( )

Name of employers, titles and dates of positions held during past five years with an indication of
job responsibilities.

Education (degrees, schools, and dates):

Also a Director of the Company [ ] Yes [ ] No

Indicate amount of time to be spent on Company matters if less than full time:

Chief Operating Officer: _ Title:

Name: : Age:

Office Street Address:

Telephone No.: ( )

Names of employers, titles and dates of positions held during past five years with an indication of
job responsibilities. ‘

Education (degrees, schools, and dates):

Also a Director of the Company? [ ] Yes [ 1 No

Indicate amount of time to be spent on Company matters if less than full time:

19



31.

32

Chief Financial Officer: Title:

Name: Age:

Office Street Address:

Telephone No.: ( )

Names of employers, titles and dates of positions held during past five years with an indication of
job responsibilities.

Education (degrees, schools, and dates):

Also a Director of the Company? [] Yes [] No

Indicate amount of time to be spent on Company matters if less than full time:

Other Key Personnel:

(A) Name: Age:

Title:

Office Street Address:

Telephone No.: ( )

Names of employers, titles and dates of positions held during past five years with an
indication of job responsibilities.

Education (degrees, schools, and dates):

Also a Director of the Company? [] Yes [] No

Indicate amount of time to be spent on Company matters if less than full time:

20



33.

34,

(®)

Name: Age:

Title:

Office Street Address:

Telephone No.: ( )

Names of employers, titles and dates of positions held during past five years with an
indication of job responsibilities.

Education (degrees, schools, and dates):

Also a Director of the Company? [] Yes [] No

Indicate amount of time to be spent on Company matters if less than full time:

DIRECTORS OF THE COMPANY

Number of Directors: __ If Directors are not elected annually, or are elected under
a voting trust or other arrangement, explain:

N

4
Information concerning outside or other Directors (i.e. those not described above):

(A)

Name: ‘ Age:

Office Street Address:

Telephone No.: ( )

Names of employers, titles and dates of positions held during past five years with an
indication of job responsibilities.

Education (degrees, schools, and dates):

21
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35.

(B)

©

(@)

(b)

Name: | Age:

Office Street Address:

Telephone No.: ( )

Names of employers, titles and dates of positions held during past five years with an
indication of job responsibilities.

Education (degrees, schools, and dates):

Name: Age:

Office Street Address:

Telephone No.: ( )

Names of employers, titles and dates of positions held during past five years with an
indication of job responsibilities.

IS

Education (degrees, schools, and dates):

[4

Have any of the Officers or Directors ever worked for or managed a company (including
a separate subsidiary or division of a larger enterprise) in the same business as the
Company? [] Yes [] No

Explain:

n,

If any of the Officers, Directors or other key personnel have ever worked for or managed
a company in the same business or industry as the Company or in a related business or
industry, describe what precautions, if any, (including the obtaining of releases or consents
from prior employers) have been taken to preciude claims by prior employers for conversion
or theft of trade secrets, know-how or other proprietary information.

22
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36.

(©

C)

(e)

If the Company has never conducted operations or is otherwise in the development stage,
indicate whether any of the Officers or Directors has ever managed any other company in
the start-up or development stage and describe the circumstances, including relevant dates.

If any of the Company’s key personnel are not employees but are consultants or other
independent contractors, state the details of their engagement by the Company.

If the Company has key man life insurance policies on any of its Officers, Directors or key
personnel, explain, including the names of the persons insured, the amount of insurance,
whether the insurance proceeds are payable to the Company and whether there are
arrangements that require the proceeds to be used to redeem securities or pay benefits to
the estate of the insured person or to a surviving spouse.

If a petition under the Bankruptcy Act or any State insolvency law was filed by or against the
Company or its Officers, Directors or other key personnel, or a receiver, fiscal agent or similar
officer was appointed by a court for the business or property of any such persons, or any
partnership in which any of such persons was general partner at or within the past five years, or
any corporation or business association of which any such person was an executive officer at or
within the past five years, set forth below the name of such persons, and the nature and date of

such actions.

Note:

After reviewing the information concerning the background of the Company’s Officers,
Directors and other key personnel, potential investors should consider whether or not these
persons have adequate background and experience to develop and operate this Company
and to make it successful. In this regard, the experience and ability of management are
often considered the most significant factors in the success of a business.



PRINCIPAL STOCKHOLDERS

37. Principal owners of the Company (those who beneficially own directly or indirectly 10% or more
of the common and preferred stock presently outstanding) starting with the largest common
stockhoider. Include separately all common stock issuable upon conversion of convertible securities
(identifying them by asterisk) and show average price per share as if conversion has occurred.
Indicate by footnote if the price paid was for a consideration other than cash and the nature of any
such consideration.

Average No. of Shares

Price No. of Held After

Per Shares % of Offering if %o o
Class of Shares Share Now Held Total All Securities Sold Toal

Name:

Office Street Address:

Telephone No.
D

Principal occupation:

Name:.

Office Street Address:

Telephone No.
) _

Principal occupation:
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Average No. of Shares
Price No. of Held After

Per Shares % of Offering if % of
Class of Shares Share Now Held Total All Securities Sold Total
Name:
Office Street Address:
Telephone No.
(G
Principal occupation:
Name:
Office Street Address:
Telephone No.
.
Principal occupation:
38. Number of shares beneficially owned by Officers and Directors as a group:
Before offering: shares  ( % of total outstanding)
After offering: a) Assuming minimum securities sold: shares

( % of total outstanding)

",

b) Assuming maximum securities sold: shares

( % of total outstanding)

(Assume all options exercised and all convertible securities converted.)

MANAGEMENT RELATIONSHIPS, TRANSACTIONS AND REMUNERATION

39, (a) If any of the Officers, Directors, key personnel or principal stockholders are related by

blood or marriage, please describe,




40.

(b) If the Company has made loans to or is doing business with any of its Officers,
Directors, key personnel or 10% stockholders, or any of their relatives (or any entity
controlled directly or indirectly by any of such persons) within the last two years, or
proposes to do so within the future, explain. (This includes sales or lease of goods,
property or services to or from the Company, employment or stock purchase contracts,
etc.) State the principal terms of any significant loans, agreements, leases, financing or
other arrangements,

© If any of the Company’s Officers, Directors, key personnel or 10% stockholders has
guaranteed or co-signed any of the Company’s bank debt or other obligations, including
any indebtedness to be retired from the proceeds of this offering, explain and state the
amounts involved.

(a) List all remuneration by the Company to Officers, Directors and key personnel for the
last fiscal year:

Cash Other

Chief Executive Officer s $
Chief Operating Officer
Chief Accounting Officer
Key Personnel: ’
Others:
Total: "3 S
Directors as a group

(number of persons __) $ M

(b)

If remuneration is expected to change or has been unpaid in prior years, explain:
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41.

42.

43.

(©) If any employment agreements exist or are contemplated, describe:

(a) Number of shares subject to issuance under presently outstanding stock purchase
agreements, stock options, warrants or rights: shares ( % of total
shares to be outstanding after the completion of the offering if all securities sold,
assuming exercise of options and conversion of convertible securities). Indicate which
have been approved by shareholders. State the expiration dates, exercise prices and
other basic terms for these securities:

(b) Number of common shares subject to issuance under existing stock purchase or option
plans but not yet covered by outstanding purchase agreements, options or warrants:

shares.
(©) Describe the extent to which future stock purchase agreements, stock options, warrants

or rights must be approved by shareholders.

If the business is highly dependent on the services of certain key personnel, describe any
arrangements to assure that these persons will remain with the Company and not compete upon
any termination: r

Note: After reviewing the above, potential investors should consider whether or not the
compensation to management and other key personnel directly or indirectly, is
reasonable in view of the present stage of the Company’s development.

LITIGATION “

Describe any past, pending or threatened litigation or administrative action which has had or
may have a material effect upon the Company’s business, financial condition, or operations,
including any litigation or action involving the Company’s Officers, Directors or other key
personnel. State the names of the principal parties, the nature and current status of the
matters, and amounts involved. Give an evaluation by management or counsel, to the extent
feasible, of the merits of the proceedings or litigation and the potential impact on the
Company’s business, financial condition, or operations.
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45.

FEDERAL TAX ASPECTS

If the Company is an S corporation under the Internal Revenue Code of 1986, and it is
anticipated that any significant tax benefits will be available to investors in this offering, indicate
the nature and amount of such anticipated tax benefits and the material risks of their
disallowance. Also, state the name, address and telephone number of any tax advisor that has
passed upon these tax benefits. Attach any opinion or any description of the tax consequences
of an investment in the securities by the tax advisor.

Name of Tax Advisor:
Address:

Telephone No. ( )

Note: Potential investors are encouraged to have their own personal tax consultant contact the
tax advisor to review details of the tax benefits and the extent that the benefits would be
available and advantageous to the particular investor.

MISCELLANEOUS FACTORS

Describe any other material factors, either adverse or favorable, that will or could affect the
Company or its business (for example, discuss any defaults under major contracts, any breach
of bylaw provisions, etc.) or which are necessary to make any other information in this
Disclosure Document not misleading or incomplete. -

FINANCIAL STATEMENTS

Attach reviewed or audited financial statements for the last fiscal year and unaudited financial
statements for any interim periods thereafter. If since the beginning of the last fiscal year the
Company has acquired another business the assets or net income of which were in excess of
20% of those for the Company, show pro forma combined financial statements as if the
acquisition had occurred at the beginning of the Company’s last fiscal year.

The Company does hereby agree to provide to investors in this offering for five years (or such
longer period as required by law) hereafter annual financial reports containing a balance sheet
as of the end of the Company’s fiscal year and a statement of income for said fiscal year, all
prepared in accordance with generally accepted accounting principles and accompanied by an
independent accountant’s report. If the Company has more than 100 security holders at the end
of the fiscal year, the financial statements shall be audited.



47.

49,

50.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF CERTAIN RELEVANT FACTORS

If the Company’s financial statements show losses from operations, explain the causes underlying
these losses and what steps the Company has taken or is taking to address these causes.

Describe any trends in the Company’s historical operating results. Indicate any changes now
occurring in the underlying economics of the industry or the Company’s business which, in the
opinion of Management, will have a significant impact (either favorable or adverse) upon the
Company’s results of operations within the next 12 months, and give a rough estimate of the
probable extent of the impact, if possible.

If the Company sells a product or products and has had significant sales during its last fiscal
year, state the existing gross margin (net sales less cost of such sales as presented in accordance
with generally accepted accounting principles) as a percentage of sales for the last fiscal year:
%.

What is the anticipated gross margin for next year of operations?  Approximately
%. If this is expected to change, explain. Also, if reasonably current gross
margin figures are available for the industry, indicate these figures and the source or sources
from which they are obtained.

Foreign sales as a percent of total sales for last fiscal year: %. Domestic government sales
as a percent of total domestic sales for last fiscal year: %. ’
Explain the nature of these sales, including any anticipated changes:
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SIGNATURES:

A majority of the Directors and the Chief Executive and Financial Officers of the Company
shall sign this Disclosure Document on behaif of the Company and by so doing thereby certify
that each has made diligent efforts to verify the material accuracy and completeness of the
information herein contained. By signing this Disclosure Document, the Chief Executive and
Chief Financial Officers agree to make themselves, the Company’s books and records, copies
of any contract, lease or other document referred to in the Disclosure Document, or any other
material contract or lease (including stock options and employee benefit plans), except any
proprietary or confidential portions thereof, and a set of the exhibits to this Disclosure
Document, available to each investor prior to the time of investment, and to respond to
questions and otherwise confirm the information contained herein prior to the making of any
investment by such investor.

The Chief Financial Officer signing this form is hereby certifying that the financial statements
submitted fairly state the Company’s financial position and results of operations, or receipts and
disbursements, as of the dates and period(s) indicated, all in accordance with generally accepted
accounting principles consistently applied (except as stated in the notes thereto) and (with
respect to year-end figures) including all adjustments necessary for fair presentation under the
circumstances.

Chief Executive Officer: Directors:

Title:

Chief Financial Officer:

Title:
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GUIDELINES FOR PREPARATION OF
UNIFORM FRANCHISE REGISTRATION APPLICATION
AND
OFFERING CIRCULAR

as adopted by the North American
Securities Administrators Association
(NASAA) in April, 1980, as last
amended October, 1988

INTRODUCTION TO GUIDELINES. The Requirements for Preparation of
the Uniform Franchise Offering Circular and Related ‘Documents (hereinafter
“Requirements’’) were first adopted by Midwest Securities Commissioner’s Association
T OTEETEEERT _on September 2, 1975. NASAA adopted such guidelines -~

4 =TT —

e ke TR TR e e = to facilitate the
process of complymg thh the franchise investment laws enacted by a number of
states. In particular, the Requirements are intended to ease the burden of constructing
a franchise offering circular for each state requiring prior disclosure through the use of
an offering circular. The Requirements, however, do not replace the franchise
investment laws of the individual states. The Requirements deal only with the

disclosure requirements under the state franchise investment laws.

Likewise, the Guidelines serve only as an interpretive guide to the Requirements.
The Guidelines neither amend nor modify the Requirements. Further, the Guidelines
create no substantive disclosure requirements in and of themselves.

In all possible cases, the NASAA has developed uniform disclosure requirements.
The members of the NASAA, however, can neither create new statutes nor amend
existing statutes. Such functions, of course, are the constitutional province of the
legislative branch of government. Thus: in those few instances where materal
differences in state statute exist, uniformitv could not be achieved. Such material
differences are set forth in separate addendums to these Guidelines
labeled "State Information Form", one for each state. Special
attention should be paid to the separate state requirements both
before filing an application in a state and in complying with
state laws while offering franchises in each state.

Applicants will be required to make certain changes in applications filed in each
state. These changes are due to the information required for each state, as described in
the Requirements. Further, changes are dictated by substantive differences in the
statutets) of each state, such as practices prohibited by the franchise investment laws
of some states, or other related trade ,practice statutes bearing on the franchise
relationship. Again, as an assist to the applicant, these differences also are set forth in

the "State Information Form". Furthermore, each state will continue
to review the application for deficient disclosure necessitated

by special problems or risks inherent in the proposed offering.

The Requirements are a guide for franchise administrators, as well
as applicants. Diligent preparation of the application according

to the Requirements and supplementary Guidelines, therefore,

should minimize the changes requested by each state.

GENERAL PROVISIONS. Most state laws provide that no person may offer or
sell a franchise by means of any written or oral communication which includes an
Jntrue statement of a material fact or omits to state a material fact necessary 1n order
to make the statements made. in dight of the circumstances under which they were
made, not misleading. A violation of any such provision may result in administrative,

civil and/or criminal sanctions.






. Qccasiunally an applicant will request a pre-filing review of an.offering cirgular, l?ut
© such a review may be refused since it would dglay thg examination of material which
has already been filed and would favor certain spplicants at the expense of pthers.
Applicants or their representatives also _occas_xonally request a fraqchxse examiner to
draft a paragraph or other statement whxch‘ will comply with a particular requirement
or request for disclosure. A franchise examiner cannot undertake to prepare mate{xal
for filing and will only state the kind of disclosure required, leaving the actual drafting

to the applicant or its representative.

Applications. should be current as of the date of filing.’ The pendency of an
application for less than 90 days will eliminate the necessity of a comprehensive
updating of the offering circular prior to the time the offer of franchises is registered.

Applicants should be most careful to make certain that the applica"._ion, as filed, is
complete. First, pay particular attention to the “State Infommation fum to
determine the number of copies to be filed as well as any additional information to be
‘filed, such as copies of articles of incorporation. Secondly, make certain that the
documents are in the order prescribed by the Requirements. See the Instructions to the
Requirements for the correct order. Applications with missing pages or exhibits, partial
pages (such as those created by photocopying mistakes), pages which are out of order
or pages which arc relevant only to another state, may be rejected summarily by the
administrator as incomplete for filing. It is not the function of an administrator to
prepare, in effect, an applicant’s application. Moreover, it is most unfair to those yvho
deligently prepare and pursue their applications for the state administrator to consider
grossly deficient applications, since such diligent applicants’ applications must remain
pending while the administrator reviews the lesser product and prepares the resultant

letter of deficiency or comment.

STATE INFORMATION TORM presents the
differences in the various state statutes which could not be reconciled by the
Requirements. Please review the differences for the state in which you intend to make
application prior to the time you prepare the application and again after preparation,
but prior to filing, in order that the application may be complete and correct.

INSTRUCTIONS. The following instructions must be adhered to with respect to
all applications for registration, registration renewal or annual report and amendment.

1. Contents of the Application: An application for registration of the offer or sale of
franchises shall include the following, all of which shail be verified by means of the

__prescribed signature page: ' )
A. Uniform Franchise Registration
Application Cover Page.

B. Supplemental Information Page(s)..
“C. Consent to Service of Process.
D. Corporate Acknowledgment.
E. Salesmen Disclosure Form. In this regard, consult the State
Information form  for state requirements which necessitate the use of
a form other than the salesmen disclosure formn(e.g., see Michigan and
Washington). Delete the word ''eriminal'’ from Item 2.A. for registrations
filed with the State of California. California will not accept for filing
an application containing any reference to any pending criminal action,
F. A copy of the proposed offering circular.
G. Manually Signed Consent of Accountants.
H. Cross Reference Sheet,
I. Signature Page.

The following shall be attached to the application:

Two copies of any advertising to be used in
connection with the offer or sale of franchises.

(one copy in WIl.) L
2. Definitions: : s :

A. “Franchise broker,” for the purposes of the disclosure required by the cover page
and Item 2 in the body of the offering circular, is defined as follows: .

A ‘“franchise broker” is any person engaged in the business of
representing a franchisor or subfranchisor in offering for sale or selling a

fommakina Amiamme i
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B. The term “person’ means an individual, corporation, partnership, joint venture,
association, joint stock company, trust or unincorporated organization.

C. The phrases “person affiliated with the franchisor” and “affiliated person’’ mean
any person controlling, controlled by or under common control with the franchisor.

D. “Predecessor,” for the purposes of the disclosure required by Item 1 in the boedy

of the offering circular, is defined as follows:

A “predecessor” of a franchisor is (i) a person the major portion of whose i
assets have been acquired directly or indirectly by the franchisor, or (ii)
a person from whom the franchisor acquired directly or indirectly the
major portion of its assets, ;

3. Disclosure: The disclosure in the offermg cxrcular should be clearly and concxsely
stated in NARRATIVE form. . _ - :
A . Also, each disclosure item should be either posmvely or !
negauvely commented upon by use of a statement which fully incorporates the
information required b; the item. The disclosure Requirement may not be set forth in

the offering circular.

The text of the offering circular should be divided into distinct items (sections), and
subitems as may be appropriate, corresponding to the items of the Requirements. The
item headings should be substantially similar to the item headings of the
Requirements, The items in the applicant's offering circular must be in the order
prescribed by the Requirements, Item numbers, such as “Item I, Item II, etc.” may be
used but are not required. Subitem letters and numbers as set forth in the .
Requirements, such as “Item i. F. (i), Item 17. N. etc.” may not be used. ..}
Appropriately descriptive headings for subitems, however, may be created in order to__‘g

subdivide the major items of the offering circular. For instance, Item 17, “Renewal,
Termination, Repurchase, Modification and Assignment of the Franchise Agreement
and Related Information” may have subitem headings such as, “Termination by
Franchisee,” ‘““Termination by (Franchisor),” etc.

In order to make an offering circular more readable and understandable, and
therefore more useful, applicants should limit the length and complexity of their
disclosure through careful organization of the material, appropriate arrangement and
subordination of the information in the disclosure, use of schedules where possible and
the avoidance of prolix or technical language and unnecessary detail.

_ 4. Subfranchisors: The offer of area franchises by the franchisor typically constitutes
an offer separate from the offer of franchises by the franchisor and/or subfranchisor,

and accordingly, requires separate registration or exemption. v

Where the offering circular relates to area franchises to be offered by the franchisor,
all references in the Requirements and these Guidelines to “franchisee” include
“subfranchisor,” unless the context of the reference otherwise requires.

Where the offering circular relates to franchises to be offered by a subfranchisor, all
references in the Requirements and these Guidelines to the franchisor should be
treated as referring to both the franchisor and the subfranchisor, to the extent

applicable.

S. Signing of Application: The appllcauon shall be signed by an officer or general
partner of the applicant; however, it may be signed by another person holding a power
of attorney for such purposes from the applicant. If signed on behalf of the applicant
pursuant to such power of attorney, the application shall include as an additional
exhibit a copy of said power of attorney or a copy of the corporate resolution
authorizing the attorney to act.

6. Manually Signed Cunsent of Accountant: All applications shall be accompanied by
a manuaily signed consent of the independent certified public accountant for the use of
their audited financial statements as such statements appear in the offering circular.

7. Application to Amend the Registration: An amendment to an application filed
either before or-after the effective date of registration shall include only the pages
containing the information being amended. The information being amended should be
identified by item and should be underscored in red or identified in some other
appropriate manner and also should be verified by means of the prescribed signature
page. Each amendment shall be accompanied by a facing page in the form prescribed
on which the applicant shall indicate that the filing is an amenement and the number
of the amendment.,

(



REGISTRATION FORMS AND RELATED DOCUMENTS.

1. PFACING PAGE: Under Number 2 requiring as a second disclosure

the "Name and Address of Franchisor's Agent in the State of (Name of
State) Authorized to Receive Process®" list the duly appointed
registered agent in such state, or, if no such agent exists, list the
title and address of the administrator to whom the registration
application is being submitted.

2, SUPPLEMENTAL INFORMATION: Section 2 of the Supplemental
Information should include disclosure of the following:

With respect to all franchises sought to be registered; set
forth, in budget form, the total projected financing required by
franchisor to fulfill the franchisor's obligations to provide real
estate, improvements, equipment, inventory, training and all other
items included in the offering. Show separately the sources of all
of the required funds including any proposed loans or contributions

to capital.

3. SALESMEN DISCLOSURE FORM: 1Item 1 may be completed by attachment
to the Registration Forms, as opposed to the Offering Circular, with
respect to each salesman. Delete the word "criminal"™ from

Item 2. A. for registrations filed with the State of California.
California will not accept for filing an application containing any
reference to any pending criminal action.

4. CROSS REFERENCE SHEET: The cross reference sheet should bear the
heading "Cross Reference Sheet" and consist of two columns. The left
column should list the main item numbers: of the Franchisor's Offering
Circular and the page for each such item. The right column should
list the paragraph or section number and the page of the franchise
agreement or other applicable agreement. If any item, calling for
information, is inapplicable or the answer thereto is in the negative
and therefore is omitted, a statement to that effect shall be made in
the cross reference sheet. Example:

Cross Reference Sheet

Section and Page ‘ _Paragraph and
Number in Page Number in
Offering Circular Franchise Agreement

or Other Agreement






UN1FORM FRANCHISE OFFERING CIRCULAR
AND
SAMPLE DISCLOSURES

COVER PAGE GENERAL INSTRUCTIONS:

(1)i. The cover page should be presented in the
order prescribed by pages 1 and _ of the
Requirements.

@i :
QPR Material on the cover page should be as briei
as possible with, if necessary, an appropriate cross
reference Lo more complete information elsewhere in
the offering circular. Such a cross reference also
should be used in lieu of explanatory notes on the
cover page.

Requirement 7

COVER PAGE: The outside front cover of the
oifering circular shall contain the foilowing
information:

1. The title in boldface type: FRANCHISE OFFERING CIRCULAR FOR
PROSPECTIVE FRANCHISEES REQUIRED BY THE STATE OF (name

of state ),

2. The name, type of business organization, principai business address and telephone
number of the franchisor,

3. If difierent than 2. above, the names, <@ principal business address and telephone
number of the subfranchisor or franchisc broker oifering in this state the herein
described franchise.

4. A sample of the primary business trademark. logqtype, trade name, or commercial
label or symbol used by the franchisor for marketing its products or services and under
which the franchisee will conduct its business. (Place :n upper left-hand corner of the
cover page.)

3. A brief description of the franchise to be olfered.

6. A summary of items 5 and 7 of the offering
caircular, to wit; Franchisee's Initial Franchise Fee or
Cther Payment and Franchisee's Initial Investment,
respectiully.

Instruction:

Item 6 on the cover page requires disclosure of
the initial franchise fce and the estimated initial
cash investment. There ajso should be a statement
that the cash investment does not represent
franchisee’s total investment and that franchisce
should refer to disclosure items 3-7, inclusive, in the
offering circular for further information regarding
the investment,

7. Effective Date: (Leave blank until notified of
elfectiveness by state reguiatory authority |

Instruction:
Itemn 7 of the Requirements tEffective Date)

should not be completed unul instructed to do so by
the {ranchise examiner.

8. The following statement in boldface type:



THIS OFFERING CIRCULAR IS PROVIDED
FOR YOUR OWN PROTECTION AND
CONTAINS A SUMMARY ONLY OF CERTAIN
MATERIAL PROVISIONS OF THE FRANCHISE
AGREEMENT.' THIS OFFERING CIRCULAR
AND ALL CONTRACTS @M AND A
AGREEMENTS SHOULD BE READ ) : - -
CAREFULLY IN THEIR ENTIRETY FOR AN .
UNDERSTANDING OF ALL RIGHTS AND
OBLIGATIONS OF BOTH THE FRANCHISOR
AND THE FRANCHISEE.

A FEDERAL TRADE COMMISSION RULE
MAKES IT UNLAWFUL TO OFFER OR SELL
ANY FRANCHISE WITHOUT FIRST
PROVIDING THIS OFFERING CIRCULAR TO
'THE PROSPECTIVE FRANCHISEE AT THE
EARLIER OF (1) THE FIRST PERSONAL
MEETING. OR; (2) TEN BUSINESS DAYS
BEFORE THE SIGNING OF ANY FRANCHISE
OR RELATED AGREEMENT; OR (3) TEN
BUSINESS DAYS BEFORE ANY PAYMENT.
THE PROSPECTIVE FRANCHISEE MUST
ALSO RECEIVE A FRANCHISE AGREEMENT
CONTAINING ALL MATERIAL TERMS AT
LEAST FIVE BUSINESS DAYS PRIOR TO THE
SIGNING OF THE FRANCHISE AGREEMENT.

ALTHOUGCH THESE FRANCHISES HAVE
BEEN REGISTERED UNDER
-mamc of the state's franchise act or statutc),
REGISTRATION DOES NOT CONSTITUTE
APPROVAL. RECOMMENDATION OR
ENDORSEMENT BY THE (name of statc
rezulatory QISR 2ccncy) OR A FINDING BY
THE state regulatory authority) THAT THE
INFORMATION PROVIDED HEREIN IS
TRUE, COMPLETE, ACCURATE OR NOT
MISLEADING. \

| IF THIS OFFERING CIRCULAR IS NOT
DELIVERED ON TIME, OR IF IT CONTAINS A
' FALSE, INCOMPLETE, .INACCURATE OR

MISLEADING STATEMENT, A VIOLATION OF

‘FEDERAL AND STATE LAW MAY HAVE
OCCURRED AND SHOULD BE REPORTED TO
THE FEDERAL TRADE COMMISSION,
WASHINGTON, D.C. 20580 AND (State Agency).
(Any additional state disclosure time or required
statutory language.) | ..

9. The name and address of the franchisor’s registered agent in this state authorized
to receive service of process. '

10. 'The‘name and address of the subfranchisor’s or franchise broker's registered
agent in this state authorized to receive service of process.



TABLE OF CONTENTS TO THE CIRCULAR. Requirement: Include a
table of contents based on the requirements of this offering circular.

Instruction: and the pages on which said disclosures appear. It

The table of contents should include exact "l!t:: {s:romul;ih;eufl;rb(: .:h;ol:;::hed exhibits by letter.

reference to the disclosures in the offering circular

TABLE OF CONTENTS
Item Heading Page
Sample Table of Contents
TABLE oF CONTENTS

Item Page
1 The Franchisor and Predecessors ...................o0vovuvnun.. 1
2 Identity and Business Experience of Persons Affiliated

with the Franchisor: Franchise Brokers ........................ 3
3 Litigation ............ ... ... T, 3
4 BADKIUPICY ...ttt ettt i 6
S  Franchisee's Initial Franchise Fee or Other Initial Payment ........ 6
6 OtherFees .....ooviiiiiriiiii i e 7
7  Franchisee's Initial Investment ..................0iiiiiiiennnns. 9
8 Obligatinns of Franchisee to Purchase or Lease

from Designated Sources..............coiiiiiiciiiiiiinias 10
9  Obligations of Franchisee to Purchase or Lease in

Accordance with Specifications .......................c00 10
10 Financing Arrangements............oouvrieriinennanenanennnnns 11
11 Obligations of the Franchisor; Other Supervnslon

Assistance or Services ...... e e e e e 13
12 Exclusive Area or Territory ....... e e e 17
13 Trademarks, Service Marks, Trade Names, Logotypes

and Commercial Symbols ................ 18
14 Patentsand Copyrights ...... ... viiiiii i, 20
15 Obligation of the Franchisee to Participate in the v

Actual Operation of the Franchise Business ..................... 22
16 Restrictions on Goods and Services Offered by Franchisee .......... 23

17 Renewali, Termination, Repurchase Modification and
Assignment of the Franchise Agreement and

Related Information .........coviiiiiiiiii i, 23
18 Arrangements with PublicFigures ............................... 32
19 Actual, Average, Projected or Forecasted a

Franchisee Sales, Profitsor Earnings .......................... 32
20 Information Regarding Franchises of the Franchisor............ oo 32
21 Financicl Statements ... ...ttt i i 34
7 ) 11§ -1l € 34
— Acknowledgement of Receipt by Prospectne Franchisee ........... 35
Exhibits
A. Actual, Average, Projected or Forecasted

Franchisee Sales, Profitsor Earnings ......................... A-1
B. Financial Statements for Fiscal Year 1976 ...................... B-1
C. Financial Statements for Fiscal Year 1975 ...................... C-1
D. Financial Statements for Fiscal Year 1974 ...................... D-1
E. Licerse Agreement . ... ..ottt ittt E-1
F. EquipmentLease ............ccoiiiriiiiniiiiiiiiiinin.. F-1

"G. Leasefor Premises .........coivirevniivneinn..n.. e G-1

H. Loan Agreement .........cooiiiiriiii i H-1







THE DISCLOSURES

THE FRANCHISOR AND ANY PREDE‘;CESSOR (Item I). Requirement
(Item 1): Set forth in summary form: (The disclosure regarding predecessors need only
cover the 15-year period immediately preceding the close of franchisor’s most recent

fiscal year.)

A. The name of the franchisor and any predecessors thereto,

organization name(s) of the franchisor and any
predecessors thereto.

Instruction:

State the correct and complete corporate,
partnership, proprietorship or other business

B. The name under which the franchisor is currently doing or intends to do business.

forth in the preceding subitem. If not, state that the
franchisor does not do business under any other

State the name under which the franchisor does name than that under which it currently does
business, if that name is different than the name set  business.

Instruction;

C. The franchisor’s principal business address and the business address or addresses
of any predecessors thereto.

4
Instruction: franchisor, within the United States or foreign
. ) countries (not the principal business addressies)
Disclose the current principal business address of  yithin the state for which the offering circular is
the f{ranchisor, and the most recent principal being prepared). *
business address of the predecessorts), if any, of the

D. The business form of the {ranchisor whether corporate, partnership or otherwise.

r

Instructions: (2) State the state of incorporation, orgamization
. ) . of partnership or other business organization.
(1) State that the franchisor is a corporation,
general partnership, limited partnership,
proprietorship or other form of business
organization, as applicable.

Sample Disclosures, I-A through I.D «.
The Franchisor: XYZ, Inc. (“Franchisor”) is a Minnesota Corporation,
incorporated September 3, 1963, doing business under the name ABX
Muffler Shops and maintains its principal business address at 111 First

-----

Predecessars: Franchisor was ongmally incorporated under the laws of the
State of Minnesota on August 2, 1960, under the name 321, Inc. with a
principal business address at 777 Seventh Street, Adams, Minnesota 54+,
and did business under the name ABX Muffler Shops. 321, Iac. was 100%
cwned by Jonn P. Jones of Adams, Minnesota. On September 3, 1966, XYZ,
Inc. purchased from Jones his 100% interest in 321, Inc and 321, Inc. was
merged into XYZ, Inc. on the same date.

"E. A description of the franchisor's business and franchises to be offered in this
state.



,!nnmcuuns: ST '"—JJ..L(. 4; \,,(b)‘!'hemrhtfonhzgoodund/orsemmwbe

“s0ld by the franchisee. (e.g., Is the market developed

(1) This item should be xllghdy more detailed .or developing? Will the goods be sold primariiy to &

:!h‘" its counterpart oo mebzover z" and should cerum group or submarket, wch as u:uugers, ’
bll:l:lllo;: kxhc :(ollowmg a . u:. 2 ' .frmr.h.uor s: b ! ,.Mm P N oL

(c) A 1enenl dw:nphon of the businesses with

fn(;c)h?::’t lhe fj’nnchmr'oflfen M “u, “ !!"m"’ “which*the franchisee will bave to compete. For

. "™ ... example, if the franchisee will be in the dry cleaning ]

" (b) mtthemnchuor opem.es aunneuu oh.he business,- the fnnchuor should disclose that the

type bemg franchised; ... 3?"1'* ';-'_.-“‘" “ +*."'}ranchisee ‘will have to compete with ‘national and

’ *-local businesses offering the same services and with

(c¢) Other’ busmess lcuvmn m whlch .the self-service dry cleaning establishments, “IT the

franchisor is engaged. ‘\W1m o+ == franchised business will be located in a regional
(2) This item should disclose-the following about  Shopping mall, the. franchisor should disclose that
the franchises to be offered: - + - . " the franchisee typically will have to compete with
N o other businesses offering competitive goods or

- (a) A general] description of the business to [be]  services within the same mall.
conducted by the franchisee. _

Y Y TR

' : i Sample Disclosure, I-E

XVYZ's Business: XYZ is a franchising company which sells franchises for the
operation of retail establishments known as ABX Muffler Shops. XYZ
operates one ABX Muffler Shop. XYZ also sells pipebending machines and
supplies mufflers to others than those purchasing the ABX Muffler Shop
franchise. Over the past three years the separate sale of pipebending
“machines and mufflers accounted for approximately 30% of XYZ's total
sales and approximately 10% of XYZ s gross profit.

The ABX Muffler Shop Franchlse The ABX Muffler Shop is a retail
establishment devoted primarily to the sale and installation of mufflers,
known as ABX mufflers and exhaust pipes. The mufflers and exhaust pipes
carry a lifetime guarantee from XYZ and XYZ guarantees that ther ABX
muffler or exhaust pipe will be replaced in the event the muffler or exhaust
pipe wears out during the period: of time the owner who purchased the
muffler and/or exhaust system owns the vehicle upon which the muffler or
exhaust pipe is installed.

The ABX Muffler Shop is often operated in ¢onjunction with the franchisee's
service station, tire center, auto dealership or other business related to the
sale or service of motor vehicles. e

The service and products of the ABX Muffler Shop are used primarily by the
general public for the repair of automobile exhaust systems.

The ABX Mufiler Shop franchisee will have to compete with other businesses
performing similar services including about 24 franchise programs similar to
ABX Muffler Shops, service departments of national and regional
department stores, service stations, motor vehicle dealerships and
automobile tire and repair centers.

F. The prior business experience of the franchisor and any predecessors thereto
including:

1. The length of time the franchisor has conducted a business of the type to be
operated by the franchisee; . »



Seie - ,../,vb-..ﬁ‘.

N

T 2 The length of time each predecesso’t conducted a busmess of the type 1o be
operated by.the fmnchxsee, S - .
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" "3 'The length o{ txme the franchlsor has offered franchlses for such busmess, f A
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",’I'he lensth of tlme each predecessor offered franchxses for, such busmess e

o "‘5“Whether the franchrsor has offered franchrses in other hnes of business, mcludmg

1 Adescnptlon of such other hnes of busmess, { y

b The nun;ber of franchlses sold in each other lme of busmess, ’

¢. The length of time the franchisor has offered each such franchise; and

.~ 6. Whether each predecessor oxiered franchises in other lines of business, including:
- a. A descnptton of such other lines of business; -:

b. The number of franchises sold in each other line of business; and

c. The length of time each predecessor offered each such franchise,

Instructoas:

(1) The disclosure regarding predecessors is
limited to that period of time prior to the
acquisition by franchisor of the major portion of the
predecessor’s assets or, as the case may be, the
acquisition by franchisor of the major portion of its
assets from the predecessor. Thus, in view of the
overall 15 year disclosure limitation, if franchisor
acquired the major portion of its assets from

predecessor 8 years ago, the disclosure required
regarding such predecessor would cover only the 7
year period preceding the date of acquisition.

(2) Express lengths of time by beginning and
ending dates. Express lengths of time for current
activities as beginning date to present. Items F. 1,
3. and 5. should be answered together, as shouid
ItemsF2., 4. and 6.

‘ Sample Disclosure, I.F
Pnor Business Experience: XYZ, Inc. has operated an ABX Muffler Shop
since October 1, 1964. This shop is located at XYZ's headquarters at 111
First Street, Jackson, Minnesota, and is substantially similar to the ABX
Muffler Shop franchises currently being offered by XYZ, Inc. XYZ, Inc. has
offered ABX Muffler Shop franchises since January 2, 1965,

From August 1, 1968, to approximately December 4, 1973, XYZ, Inc.
offered franchises for Repair-All Transmission Shops. Repair-All
Transmission Shop franchisees were granted the right to operate Repair-All
Transmission Shops for the repair and replacement of motor vehicle
transmissions according to a marketing system substantially similar to ABX
Muffler Shops. XYZ soid forty (40) such franchises, primarily in the states
of Minnesota, Michigan, Wisconsin, and Illinois before selling on December
4, 1973, all rights in the trademark and trade name Repair-All Transmission
Shops to CTF, Inc. In connection with this sale XYZ agreed not to engage in
the transmission repair business for twenty (20) years from the date of the
sale,

(The disclosure for each predecessor should follow substantially the same
form as set forth above.) .



IDENTITY AND BUSINESS EXPERIENCE OF PERSONS
AFFILIATED WITH THE FRANCHISOR; FRANCHISE BROKERS
(Item II). Requirement (Item 2). List by name and position held the directors,
trustees and/or general partners, as the case may be, the principal officers (including
the chief executive and chief operating officer, financial, franchise marketing, training
and service officers) and other executives or subfranchisors who will have management
responsibility in connection with the operation of the franchisor's business relating to
the franchises offered by this offering circular and all franchise brokers. With regard to
each person listed, state his principal occupations and employers during the past five

years.

(5) Regarding each person identified above,
disclose such person’s principal occupations, title
and employers during the five years preceding the
date of this offering circular. Where the five year
period falls in the middle of present or prior
employment, also state when such present or prior
employment began.

Instructions:

(1) State the names and the positions or titles of
all directors, trustees and/or general partners of
franchisor, as applicable.

(2) State the names and the positions or titles of
the principal officers of the franchisor including, as
applicable, chief executive, chief operating,
financial, franchise marketing, franchise training
and franchise service officers.

(6) The addresses, telephone numbers, social
security numbers and birth dates concerning such
affiliated persons should not be given in this
(3) State the names and the positions or titles of  disclosure item.

other executives of the franchisor and/or

subfranchisors who will have management
responsibility in connection with the marketing and
servicing of franchises.

(4) State the name of any franchise brokers (refer
to the definition of ‘franchise broker” in the
Instructions at page {8453} supra).

(7) Sample disclosures follow. The same format
and chronological order should be followed
throughout this disclosure item.

Sample Disclosure, IT
Business Experience of Persons Affiliated with the Franchisor; Franchise Brokers:

John J. Jones.
Director and President

1. John]. Jones

2. (Other affiliated
persons and
franchise brokers)

Notes

From June 1968 to April 1973, ’
Mr. Jones was Vice.President

of Atlas, Inc., a Houston,

Texas, based manufacturer of
motor vehicle wheels. He

joined XYZ, Inc. in April,

1973, as a Director and
Vice-President and in June.

1973, was named President of XYZ.

Y
or

Director and President (See Note A)

(Positions)

A. Mr. Jones has been President of XYZ since June 1975. From April
1973, to June 1975, he was a Director and Vice-President of
XYZ, Inc. He came to XYZ from Atlas, Inc., a Houston, Texas,
based manuiacturer of motor vehicle wheels, a company that he
joined as a Vice-President in June, 1968, and left in April,

1973, to join XYZ.

B. (Biographies of the other aifiliated persons and

franchise brokers)



* LITIGATION

General Instructions:

(1) The word “criminal” appearing in Item 3.A.
should be deleted in any offering circular filed in the
State of California. California will not accept for
filing an offering circular containing any reference
to any pending criminal action.

(2) Niems 3.A. and 3.B. of the Requirements
pertain to administrative, criminal and civil actions
alleging or involving violatior of any franchise law,
fraud, embezziement, fraudulent conversion,
restraint of trade, unfair or deceptive practices,
misappropriation of property or comparable
allegations. Administrative, criminal or civil actions
not alleging or involving such violations need not be
disclosed. Similarly, Item 3.C. of the Requirements
pertains to currently effective injunctive or
restrictive orders or decrees relating to the franchise
or under any federal, state or Canadian franchise,

securities, antitrust, trade regulation or trade .

practice law. Injunctions or decrees not relating to
such laws need not be disciosed.

(3) An action, complaint or judgment is material
if there is a substantial likelihood that:

(a) A reasonable prospective franchisee would
consider it important in the making of a decision
relating to the named franchised business; or

(b) It would have or has had any significant
financial impact on the franchisor. An action,
complaint or judgment shall be presumed to have a
significant financial impact if the claim for damages
or judgment, exclusive of interest and costs, equals
15% or more of the current assets of the franchisor
and its subsidiaries on a consolidated basis. Further,
if any proceeding presents or presented in a large
_ degree the same issues as other proceedings pending
or known to be contemplated, the amount invoived

(Zreny o)

in such other proceedings shall be included in
computing such percentage.

(4) In determining whether a civil action,
complaint or judgment is material, factors such as
the ultimate disposition of the action and the
grounds for such dispasition may be considered, e.g.,
dismissal with prejudice for failure to state a claim
upon which relief can be granted, summary
judgment for the defendant or a similar disposition
are indicative of the nonmateriality of the
complaint or action. A judgment or conviction that
is reversed on appeal need not be disclosed except as
a pending matter, if such is the case.

(5) Whether a signiiicant number of civil actions
(irrespective of materiality of the individual actions)
are pending against a franchisor should be
determined in the context of the number of
franchisees and company owned outlets of the
franchisor, the size, scope and nature of its
franchising and other business operations.

(6) All references in Items 3. A. and 3. B. of the
Requirements to civil actions and to complaints
include actions and complaints in arbitration. The
reference in Item 3. C. of the Requirements to
injunctive or restrictive orders or decrees inciudes
any similar orders or decrees issued in an arbitration
proceeding, whether or not judicially enforced.

+(7) With respect to any litigation required to be
disclosed pursuant to Item 3 of the Requirements,
the franchisor may disciose by what procedure
claims were brought against the franchisor or any
person identified in Item 2 of the offering circular
(e.g., complaint, counterclaim, crossciafm, third
party complaint, etc.) and any claims asserted by or

“judgments awarded to the franchisor or any such

person in reaching dispasition of any proceeding.

Requirement (Item 3): State whether the franchisor, any person or franchise broker

identified in 2, above:

"y

A. Has any administrative, criminal or material civil action (or a significant number
of civil actions irrespective of materiality) pending against him alleging a violation of
any franchise law, fraud, embezzlement, frauduient conversion, restraint of trade,
unfair or deceptive practices, misappropriation of property or comparable allegations.
If so, set forth the name of the person, the court or other forum, nature, and current
status of any such pending action. Franchisor may include an opinion of counsel as to.
any such action, but only if a consent to use of such opinion is included as part of this

offering circular.
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“7. 2 against whom such action upendmg Ny

(1) State the title of uch action and the hame of
-any person(s) identified in the disclosure under Item

(v4) Idenufy the ‘court or' other. forum dn whlc‘h
each action is pending ‘and disclose the, -docket
number, case number or slmxlu dwgmuon }pf such

=lcuon : ,.'
s e L,

(3) -Describe - the- genenl nnure of each of the

* claims asserted, ' e.g8., ‘improper “termination of

- franchise, ﬂlegal tying lmngemf.m under mmrust
laws, etc,

“y

4) Descn:beA the tels.l;ionship betwée.n lile

‘opuuon should be in “the. form .of A letter or

- ‘memorandum from such counsel to éither the
Franchisor or the person against whom such action is

_ pending and“iust “include a° statement by such

. Counsel consenting to publication bf’such opinion in :

,'{7) The mclunon —of 1 oapy of an qpmwn of °
D munsel as to the ment.s o{ chuns asserted and/or
f‘"} "h? vny defenses’ l.henm is opnml If included, the

- the offering circular, If desired, the opinion may be |

summarized as -part of the description of the
litigation ., in -the text of Item 3-of the offering
circular, provided that a copy of such opinion must
also be included in or umched to the offenng
circular, o e 5

person(s) against whom the action is pending and
person(s) maintaining the action, e.g., franchisee,
"competitor, former franchisee, class action on behalf
of present and/or former franchisees, etc.

(8) Followmg the dnsclosure of the above jtems, a
sutcment should be made to the effect that neither
the franchisor nor any person identified in Item 2 of
the offering circular has any other action of the type
described in Item 3. A, of the Requirements pending
against them,

(5) Describe the relief sought, e.g., amount of
compensatory, punitive and/or treble damages;
modification of franchise, lease or other
agreement(s); injunctive or other relief.

Sample Disclosure, ITI-A
Litigation: XYZ, Inc. has been named as a defendant in a lawsuit pending in
the United States District Court for the.District of Minnesota, Fourth |
Division, being Civil Action No. 75 C. 135, -entitled, Samuel S. Smith v. '
XYZ, Inc. Plaintiff Smith, a franchisee of ABX Muffler Shops alleges that :
XYZ engaged in various illegal tying arrangements mamly in violation ‘of
Section 1 of the Sherman Act. Plaintiff Smith seeks injunctive rélief plus
treble damages, which if awarded in full would amount to Two Hundred Ten
Thousand Dollars ($210,000.00). XYZ, Inc., by its Counsel, Doe and Roe of
St. Paul, Minnesota, has denied the allegations and is presently defending
the action. Trial has been set for December 15, 1975.

Neither XYZ, Inc. nor any person identified in Item 2 above has any other
administrative, criminal or material civil action (pr a significant number of
civil actions irrespective of materiality) pending against them alleging a
violation of any franchise law, fraud, embezzlement, fraudulent conversion,
restraint of trade, unfair or deceptive practices, misappropriation of
property or comparable allegations.

Item 2 of the offering circular has any action of the
type described in Item 3. A. of the Requirements .
pending against them.

Instructions (in the absence of any such pending
litigation):

A statement should be made to the effect that
neither the iranchisor nor any person identified in



L :Sample Disclostre, {TIA tet .
e ngauon Neither XYZ,-Inc. nor any person xdentxfned in I(cm 2 above has
.+~ any administrative, criminal or material civil -action.{or. . significant -
*.number of civil actions irrespective of materiality) pending -against ‘them -’
. alleging a violation of -any franchise law, fraud, embezzlement,. fraudulent
. conversion, restraint of-. trade, unfair or.-deceptive pracuces
.-, -, . misappropriation of propeny or comparable allegatxons

-
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B Has during ‘the 10 year penod 1mmed1ate!y precedmg the date of the offering
circular been convicted of a felony or pleaded nolo contendere to a felony charge or
been held liable jn a civil action by final judgment or been the subject of a material

"complaint_or other legal proceedings if such felony, civil action, complaint or other
legal proceeding involved violation of any franchise law, fraud, embezzlement,
fraudulent conversion, restraint of trade, unfair or deceptive practices,
misappropriation of property or comparable allegations. If so, set forth the name of the
person convicted, the court and date of conviction or person against whom judgment
was entered, penahy or damages assessed in connectxon therewith and/or terms of

LA RN &y

settlement.

Instructions (if there has been any such felony
conviction, plea of nolo contendere o a felony
charge, final judgment in a civil action, material
complaint or other legal proceeding):

(1) Concerning felony convictions and pleas of
nolo contendere to felony charges within the 10 year
period immediately preceding the date of the
offering circular, disclose the following:

(a) Name the person(s) convicted or who pleaded
nolo contendere;

. (b) Identify the court, docket number, case
number or similar designation and state the date of
conviction;

 (c) State the crime(s) or violation(s) of which such
person(s) was convicted;

(d) Disclose the sentence or penalty imposed.

Sample Disclosure, II1-B
Litigation—Criminal: On June 3, 1975, XYZ, Inc. pled no contest in Dane
County, Wisconsin Circuit Court, Branch II to one count of offering an
unregistered franchise. The case is entitled, State of Wisconsin v. XYZ, Inc.
(Dane County 75 Cr. 1413). In connection with ths plea XYZ, Inc. was
fined Five Thousand Dollars ($5,000.00).

(2) Concerning material final judgments in civil
actions (or a significant number of final judgments
which, in the aggregate, are material), disciose the
following:

(a) Name the person(s) against whom judgment
was entered;

(b) Identify the court or other forum in which
judgment was entered and disclose the docket
number, case number or similar designation of each
action and the date of entry of judgment;

(c) Describe the relationship between the

person(s) against whom judgment was entered, and -

the person(s) to whom judgment was awarded, e.q.,
franchisee, former franchnsee class action on behali
of present and/or former franchlsces, etc.;

(d) Describe the general nature of each of the
claims wich respect to which judgment was entered,
e.g., improper termination of franchise, illegal tying
arrangement under antitrust laws, etc.;

(e) Disclose the terms of judgment, e.g., damages
assessed, contract provisions declared invalid or
unenforceable, injunctions entered or other reiief
granted.
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o }-  Dane County,Nﬁsconm Circuit-Court; 'Branch II1, in & civil action entitled
- Robert -R.. Roe v."XYZ, Inc..(Dane- County 74 C 1312). This action was
«. .brought by:Roe to rescind his ffanchise agreement with XYZ, Inc. and for
..+ ~compensatory damages of $20,000 and punitive damages of $100,000 on the
3.7 _grounds that (1) the offer of the franchise was not registered under the
~.Wisconsin - Franchise InvestmenthLaw, (2) -he was not provided the
st.atutonly required advanc disclosure and (3) the income reprmentauons
* used as part.bf t.hejranchxse offenng ‘were false and misleading.. The jury
" ‘found in’ favor ‘of ‘Roe as.to all allegations. Roe was awarded $15,000
tompensatory damages and $10000 pumuve damages and his franchise
.agreement was rescmded
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(3) Concemmg material eornplnm.s or olhcr legal
proceedings which have been settled, dismissed or
disposed of other than by final judgment, dnsclose
the following:

() Name the person(s) against whom such
" complaint was madc or such legal proceedmg was
conducted;

(b) Identify the court or other forum in which
such complaint was filed or such legal proceeding
was conducted and disclose the docket number, case
number or similar designation of each such action or
proceeding;

(¢) Describe the relationship between the
person(s) against whom the claims were made and

",C.lht.’ o UF

ihe person(s) making the claims, e.g., franchisee,
competitor, former franchisee, class action on behalf

‘of present and/or former franchisees;

(d) Describe- the nature of each of the claims
asserted;

*" (¢) Describe the disposition of the action in which
the complaint was filed or the disposition of the
legal proceeding and/or the terms of settlement
thereof:

(i) Where the terms of settlement were approved
by 8 court and are a matter of public record. the
precise terms of settlement, including amount of
damages awarded, should be disclosed.

Sample Disclosure, I1I-B

Litigation—Civil Dismissal: On February 5, 1975, a complaint was fxled in
Dane County, Wisconsin Circuit Court Branch III by Robert R. Roe. an
ABX Muffler Shop Franchisee, seeking to rescind his franchise agreement
with XYZ, Inc. and asking compensatory damages of $20,000 and punitive
damages of $100,000. The requested relief in this case, Robert R. Roe v.
XY2Z, Inc. (Dane County 75 C. 112), was based on allegations that XYZ (1)
had failed to register the offer of its franchises.with the Office of the
Commissioner of Securities, (2) failed to provide Roe with the statutorily
required prior disclosure and (3) used false and misieading income
representations in connaction with the offer and sale of the franchise. On
August 6, 1975, a stipulated settlement between Roe and XYZ was filed
with the court wherein Roe requested the court to dismiss the action and
waived any additional causes of action against XYZ, and XYZ rescinded
Roe's franchise and paid to Roe $40,000 in settlement of all ¢laims.

exact amount paid in settlement need not be
disclosed unless currently material, although the
disclosure should disclose, if such is the case, that a
sum of money was paid to the plaintiff.

(ii) Where the settiement did not become a
matter of public record, the general terms of
settlement, as opposed to the precise terms of
settlement, should be disclosed. In particular, the
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On March 1, 1975, a complaint was filed in Dane County, Wlsconsm Circuit

~ Court, by’ Donald R. Doe, an XYZ, Inc., franchisee seeking to enjoin, under

""" the. Wisconsin Fair Dealership Law, his termination by XYZ as an ABX

.. Muifler Shop franchisee. The case, Doe v. XYZ, Inc. (Dane County 75 C.

988) was dismissed by the Court April 2, 1975, at the request of Doe.

Pursuant to an agreement between Doe and XYZ, which agreement was not

filed with the Court, XYZ repurchased Doe’'s ABX Muifler Shop franchise

for $90,000 and agreed not to enforce any noncompete clauses, Doe agreed to

request the court to dismiss his action and Doe paid all the court costs in
connection therewith.

(4) Following disclosure of the above items, a
statement should be made to the effect that neither
the franchisor nor any other person identified in

of any other conviction, judgment, complaint or
proceeding of the type descnbed in Item 3. B. of the
Requirements,

Itemn 2 of the offering circular has beeen the subject

Sample Disclosure, I11-B

Litigation: Neither XYZ, Inc. nor any person identified in Item 2 above has
during the 10 year period immediately preceding the date of this offering
circular been convicted of a felony or pleaded nolo contendere to any other
felony charge or been held liable in any other civil action by final judgment
or been the subject of any other material complaint or other legal proceedmg
where such felony, civil action, complaint or other legal proceeding involved
violation of any franchise law, fraud, embezzlement, fraudulent conversion,
restraint of trade, unfair or deceptive practices, misappropriation of
property or comparable allegations.

Instruction (in absence of any such felony
conviction, plea of nolo contendere to felony
charge, final judgment in civil action, material
complaint or other legal proceeding):

identified in Item 2 of the offering circular has been
the subject of any conviction, judgment, complaint
or proteeding of the type described in Item 3. B. of
the Requirements. .

A statement should be made to the effect that
neither the franchisor nor any other person

Sample Disclosure, ITI-B
Litigation: Neither XYZ, Inc. nor any person identified in Item 2 above has
during the 10 year period immediately preceding the date of this offering
circular been convicted of a felony or pleaded nolo contendere to a felony
charge or been held liable in a civil action by final judgment or been the
subject of a material complaint or other legal proceeding where such felony,
civil action, complaint or other legal proceeding involved violation of any

.



franchise law, fraud, embezzlement, fraudulent conversion, restraint of
trade, unfair or deceptive practices, misappropriation of property or

comparable allegations.

C. Is subject to any currently effective injunctive or restrictive order or decree
relating to the franchise or under any federal, state or Canadian franchise, securities,
antitrust, trade regulation or trade practice law as a result of a concluded or pending
action or proceeding brought by a public agency. If so, set forth the name of the person
50 subject, the public agency and court, a summary of the allegations or facts found by
the agency or court and the date, nature, terms and conditions of the order or decree.

Instructions (if any such injunctive or restrictive
order or decree is currently effective):

(1) An injunctive or restrictive order or decree is
“currently effective” unless the order or decree has
been vacated or otherwise rescinded subsequent to
the time of issuance by the issuing public agency or
court or, through registration of the offer of
franchises the named party has complied with the
order, or the order has otherwise expired by its
terms.

(2) Name any person(s) identified in the
disclosure under Item 2 subject to such injunctive or
restrictive order or decree.

(3) Identify the public agency which brought the
action or issued the order or decree and the law or
regulations on which such action, order or decree is
based.

(4) Identify the court or other forum in which the
action or proceeding is pending or in which the

adjudication was made, and disclose the docket
number, case number or similar designation of the

sction or proceeding.

(5) State whether the action or proceeding is
pending or concluded, and if pending, describe the
status of such action or proceeding, i.e., pre-trial, on
administrative or judicial appeal, etc.

(6) Summarize the allegations, facts and/or
conclusions of law found or made by such public
agency, court or other forum.

(7) Following disclosure of the above items, a
statement should be made to the effect that neither
the franchisor nor any other person identified in
Item 2 of the offering circular is subject to any other
currently effective injunctive or restrictive order or
decree of the type described in Item 3. C. of the
Requirements.

Sample Disclosure, III-C

Litigation—Civil: On April 4, 1975, a’ complaint was filed in Dane County,
Wisconsin Circuit Court, Branch III, by the* Wisconsin Department of
Justice on behalf of the State of Wisconsin against XYZ, Inc., seeking to
enjoin XYZ, Inc. from offering unregistered franchises and in connection
therewith using false income representations. The case, State of Wisconsin v.
XYZ, Inc. (Dane County, 75 C. 1122), was tried to the court on December 3,
1975, after which the court found that XYZ had, in fact, offered franchises
in Wisconsin, that the offers were not registered and that in connection with
such offers, XYZ was using false and misleading income representations.
The court granted the injunction on December 3, 1975.

Neither XYZ, Inc. nor any person identified in Item 2 above is subject to
any other currently effective injunctive or restrictive-order or decree relating
to the franchise or under any federal, state or Canadian franchise, securities,
antitrust, trade regulation or trade practice law as a result of a coneluded or
pending action or proceeding brought by a public agency.

Instructions (in absence of injunctive or
restrictive order or decree):

A statement should be made to the effect that
neither the franchisor nor any person identified in

Item 2 of the offering circular is subject to any
currently effective injunctive or restrictive order or
decree of the type described in Item 3. C. of the
Requirements.

Sample Disclosure, III-C
Litigation: Neither XYZ, Inc. nor any person identified in Item 2 above is
subject to any currently effective injunctive or restrictive order or decree
relating to the franchise or under any federal, state or Canadian franchise,
securities, antitrust, trade regulation or trade practice law as a result of a
concluded or pending action or proceeding brought by a public agency.



BANKRUPTCY (Item IV). Requirement (Item 4): State whether the franchisor
or any predecessor, officer or general partner of the franchisor has during the 15 year
period immediately preceding the date of the offering circular been adjudged bankrupt
or reorganized due to insolvency or was a principal officer of any company or general
partner in any partnership that was adjudged bankrupt or reorganized due to
insolvency during or within 1 year after the period hat such officer or general partner
of the franchisor held such position in such company or partnership, or whether any
such bankruptcy or reorganization proceeding has been commenced. If so, set forth the
name of the person or company adjudged bankrupt or reorganized and the date thereof
and any other material facts or circumstances.

Instructions (if any such bankruptcy or
reorganization has occurred):

If during the 15 year period immediately
preceding the date of the offering circular the
franchisor or any predecessor, current officer. or
general partner of the franchisor (1) was adjudged
bankrupt or reorganized due to insolvency or (2)
was a principal officer of a company or a general
partner of a partnership at a time when or within
one vear of the time that such company or
partnership was adjudged bankrupt or reorganized
due to insolvency disclose the following:

(a) Name the person, company or partnership
adjudged bankrupt or reorganized due to insolvency.
If-other than the franchisor, identify such person or
company as either a predecessor, current officer or
general partner of the franchisor, if applicable. If
such person or company is neither the franchisor nor
a predecessor, current officer or general partner of
the franchisor, name the person or company that
was a principal officer or general partner of the
company or partnership adjudged bankrupt or
reorganized due to insolvency; :

(b) State that such person, company or
partnership was either adjudged bankrupt or was
reorganized due to insolvency;

(c) Identify the court in which the bankruptcy or
reorganization proceedings occurred and disclose the
docket number, case number or similar designation
of the proceeding;

(d) State the date of adjudication of bankruptcy
or confirmation of a plan or reorganization and the
date of discharge;

(e) State other material facts or circumstances, if
any;

(f) Following disclosure of the above items, a
statement shouid be made to the effect that, except
as stated above, during the 15 year period
immediately preceding the date of the ofiering
circular neither the franchisor nor any predecessor,
current officer or general partner of the franchisor
has otherwise been adjudged bankrupt or
reorganized due to insolvency or been a principal
officer of a company or general partner’ of a
partnership at or within one vear of the time that
such company or parinership was adjudged
bankrupt or reorganized due to insolvency or is
otherwise subject to any such pending bankruptcy
or reorganization proceeding.

Sample Disclosure, IV
Bankruptcy: On March 2, 1974, XYZ, Inc. filed a petition for an
arrangement under Chapter XI of the Federal Bankruptcy Act and was
ordered by the Bankruptcy Court (United States District Court for the
District of Minnesota, Case No. B74-301) to continue operations as a debtor-
in-possession. The plan of arrangement was. approved by the creditors and
under Chapter XI of the Federal Bankruptcy Act, was confirmed by order of



the District Court on October 2, 1974. At that time control of the assets and
of the business returned to the Company.

None of the officers or general partners named under the caption ‘Persons
Affiliated with the Franchisor” has been adjudged personally bankrupt
during the past fifteen years. Roger R. Rowe, however, was President and
Director of Acme, Inc., a Houston, Texas, based manufacturer of exhaust
systems, which corporation was adjudged bankrupt on July 14, 1973, in the
United States District Court for the Southern District of Texas, Houston
Division, Case No. B. 73-734.

During the 15 year period immediately preceding the date of the offering
circular neither the franchisor nor any predecessor, current officer or general
partner of the franchisor has otherwise been adjudged bankrupt or
reorganized due to insolvency or been a principal officer of a company or
general partner of a partnership at or within one year of the time that such
company or partnership was adjudged bankrupt or reorganized due to
insolvency or is otherwise subject to any such pending bankruptcy or
reorganization proceeding.

Instruction (in absence of bankruptcy or
reorganization):

A statement should be made to the effect that
during the 15 year period immediately preceding
the date of the offering circular neither the
franchisor nor any predecessor, current officer or
general partner of the franchisor has been adjudged

bankrupt or reorganized due to insolvency or been a
principal officer of a company or a general partner
of a partnership at or within one year of the time
that such company or partnership was adjudged
barkrupt or reorganized due to insolvency or is
subject to any such pending bankruptcy or
reorganization proceeding.

Sample Disclosure, IV

Bankruptcy: During the 15 year period immediately preceding the date of
the offering circular neither the franchisor nor any predecessor, current
officer or general partner of the franchisor has been adjudged bankrupt or
reorganized due to insolvency or been a principal ‘officer of a company or a
general partner of a partnership at or within one year of the time that such
company or partnership was adjudged bankrupt or reorganized due to
insolvency or is subject to any such pending bankruptcy or reorganization
proceeding.



FRANCHISEE'S INITIAL FRANCHISE FEE OR OTHER INITIAL
PAYMENT (Item V). Requirement (Item 5): Describe in detail the following:

A. The initial franchise fee or other initial payment for the franchise, if any, charged
upon the signing of the franchise agreement, and whether payable in lump sum or
installments. Set forth the manner in which the Franchisor will use or apply such

franchise fee or initial payment. State whether such fee or payment is refundable, and

if so, under what conditions.

B. If an identical initial franchise fee or other initial payment is not charged in
connection with each franchise agreement, state the method or formula by which such

fee or pavment is determined.

Instructions:

(1) Describe any initial franchise fcets) or other
initial payment(s) and whether any such feets) is
charged to the franchisece upon signing an
application for a f[ranchise. any preliminary
agreement {such as an option) and/or the franchise
agreement.

(2) State whether the amount of each such fee or
pavment s identical or uniform as to each
franchisee and, if so. the amount of each such fee or
' payment.

N

Y(3) If any such fee ur pavment is not i1dentical or
uniform as to each franchisee, disclose the range of
amounts for such fee or pavment and the method or
formula by which such fee or payment is
determined. This disclosure deais only with offerings
currently contemplated. It is unnecessary to state, if
such 1s the case. that franchisor has previously
offcred or sold franchises at a higher or lower
franchise fee.

(4) State the terms of payment, ie., whether
payable in lump sum or instailments, the effective
annual percentage interest rate charged on any
deferred installments and the time or times when
payment is due.

(5) Set forth the manner in which the franchisor
will use or apply such fee or payvment. As an
example, this disclosure may be answered by stating
that such feets) or payvment(s) is applied to defray
the franchisor’s costs of: obtaining and screening
franchisces: screening, selecting and negotiating for
sites for franchised businesses; site development:
providing training and supervision to franchisees: or
is used to increase working capital funds of the
franchisor. [I the fee goes into a weneral fund it 1s
acceptable to state that the tee goes 1nto such fund.

(6) State whéther any such iee or pavment 1s
refundable. 1n whole vr 1n part, and 1f so, unger what
circumsiances,

14

: ~ Sample Disclosure, V/
Franchisee's Initial Franchise Fee and/or Other Initial Pavment: An initial
franchise fee of $10.000 is due and pavable by the franchisee as follows:

1. $5,000 upon signing of the Franchise Agreement.

2. $5,000 upon delivery of the equipment listed at paragraph XXI of the
Franchise Agreement. The equipment is usually delivered 45 days prior
to the opening of the ABX Muffler Shop. '

The $10.000 {ranchise fee is uniform in all cases.

‘e

Proceeds from the initial franchise fee are, in part, profit to the Franchisor
and are, in ‘part, used to pay some of the following expenses and costs of the
Franchisor: (1) assistance and supervision provided bv XYZ for the opening
of the Franchisee's ABX Muifler Shop; (2) supervision and assistance for the
Franchisee's ABX Muffler Shop; (3) legal fees, accounting f{ees, and
compliance with federal, state and other laws; (4) employee salaries and
fringe benefits; (5) enforcement and protection of all XYZ trademarks, trade
names and commercial symbols; (6) research and development relating to
products and methods used by ABX Muffler Shops; (7) selling, general and
administration expenses; and (8) equipment plans and specifications.

The initial franchise fee will be refunded if for any reason the Franchisee has
not opened his ABX Muffler Shop within one (1) vear after the date of the
Franchise Agreement and the Franchisee elects to terminate the Franchise
Agreement pursuant to Paragraph XXXI thereof. The initial franchise fee is
not refundable in whole or in part under any other circumstances.






OTHER FEES (Item VI). Requirement (Item 6): Describe in detail other
recurring or isolated fees or payments, including but not limited to royalties, service
fees, training fees, lease payments and advertising fees and charges that the
Franchisee is required to pay to the franchisor or persons affiliated with the franchisor
or which the Franchisor or such affiliated person imposes or collects in whole or in part

on behalf of a third party. Include, if applicable, the formula used to compute such
other fees and payments. State whether any such fee or payment is refundable, and if

so, under what conditions.

Instructions:

(1) Describe in detail other recurring or isolated
fees or payments that the franchisee is required to
pay to the franchisor or persons affiliated with the
franchisor or which the franchisor or such affiliated
person imposes or collects on behalf of a third party,
such as:

(a) Periodic royalties or service fees and how such
royalties or fees are calculated, e.g., based on a
percentage of the franchisee's gross sales or revenues
or on the number of units sold by the franchisee;

(b) Fees for negotiation of a lease for the site of
franchisee's business;

(c) Fees or payments for the construction,
remodeling, decorating or equipping of the premises
of the franchisee’s business;

(d) Fees for training of the franchisee or his
employvees,

(e) Rent and other lease payments for the
premises and/or equipment and fixtures of the
franchisee’s business leased or subleased from the
franchisor or any person affiliated with the
franchisor,

(f) Fees or charges to be expended solely for
advertising and promotion of the franchisee's
business;

(g) Fees or charges to be expended for advertising
and promotion of the franchisee's business or the
product or service of the franchisee's business
together or on a cooperative basis with other
franchisees;

(h) Fees for operating assistance or supervision
furnished to the franchisee;

(i) Fees for inspections or audits of the franchisee;
(j) Payments for insurance premiums;

(k) Payments for goods or supplies if and to the
extent that such payments exceed bona fide
wholesale prices for such goods or supplies or
otherwise constitute a franchisee fee under the law
of the applicable state (see disclosure required under
Items 8 and 9);

(1) Fees or payments for bookkeeping, accounting,
or inventory services;

(m) Fees or payments in conjunction with the
assignment of the franchise, the franchise agreement
or the ownerslip of the franchisee; and

(n) Any other fees or payments.

(2) With respect to each such fee or payment,
state that such fee or payment is payable to either
the franchisor or a person affiliated with the
franchisor, as applicable.

(3) State whether any such fee or payment is
imposed or collected in wholie or in part on behalf of
a third party.

(4) State the date (such as the 10th, 15th, or 20th
of each month) upon which any recurring pavment
is to be made.

(5) State the formula used to compute such fee or
payment, if applicab!g.

s

(6) State whether any such fee or payment is
refundable, in whole or in part, and if 56, under what
conditions or circumstances,

Sample Disclosure, VI
Royalty: The Franchisee pays to XYZ a royalty of 4 percent on total gross
sales. The royalty is payable on or before the 10th day of each month for the
preceding calendar month. Gross sales include all cash and charge sales of
every kind and nature made at or from franchisee’s ABX Muffler Shop. The
royalty is uniform as to all persons currently acquiring a franchise; non-
refundable; and not collected on behalf of nor paid to any third party.

Advertising Fee: The Franchisee also pays to XYZ an advertising fee of 2
percent on total gross sales. This advertising fee also is payable on or before
the 10th day of each month for the preceding calendar month. Gross sales
include all cash and charge sales of every kind and nature made at or from
franchisee's- ABX Muffler Shop. The advertising fee is uniform as to all
persons currently acquiring a franchise and non-refundable. The fee is used



to defray the cost of national and local advertising and is collected on behalf
of and subsequently paid to Adco, Inc., a wholly owned subsidiary of XYZ,
Inc. Adco, Inc., an advertising agency, may do the advertising itself or
purchase the advertising and promotional materiais from non-affiliated third
parties.

ABX Muffler Shop Sign: The Franchisee leases the standard ABX Muffler
Shop sign from Signco, Inc., a wholly owned subsidiary of XYZ, Inc., at a
rental of $150.00 per month plus sales tax, if applicable. The Franchisee also
pays the cost for (1) complying with applicable law and obtaining all
permits and licenses; (2) all installation, repairs and maintenance; (3) all
real estate and other taxes; and (4) insurance coverage, relative to the sign.

Training Fee: The Franchisee is required to pay XYZ a fee for Franchisee’s
initial training and for services related to site selection and lease negotiation
and for services related to the ABX Muffler Shops grand opening programs
in the amount of five thousand dollars ($5,000.00) payable sixty (60) days
before the scheduled opening of the Center.

The training fee is uniform as to all persons presently acqu :ing a franchise;
refundable only under the circumstances described in Item XVII below; and
not collected on behalf of nor paid to any third party.

Audits: The Franchisee is required by the Franchise Agreement to
periodically submit to XYZ certain sales reports, financial statements and
tax returns. XYZ will have the right to audit or cause to be audited such
sales reports, financial statements and tax returns. In the event any such
audit discloses an understatement of the gross sales of the Franchisee's ABX
Muffler Shop for any period or periods, the Franchisee is obligated to pay to
XYZ, within fifteen (15) davs after receipt of the audit report, the rovalty of
four percent (4%) and the advertising fee of two percent (2%) of the amount
of such understatement plus interest of 5% percent (5%%) from the date
such payments were originally due.

Such audits will be conducted at the expense of XYZ, provided that if an
audit discloses an understatement of two percent (2%) or more of the gross
sales of the Franchisee for any period or periods, the Franchisee is required
to reimburse XYZ for the cost of such audit including, without limitation,
the charges of any independent accountant and the travel expenses, room
and board and compensation of XYZ's emplovees.

(Other disclosure under Item 6 also should be in a format similar to the
above.)

FRANCHISEE'S INITIAL INVESTMENT (Item VII). Requirement (Item
7): Describe in detail the following expenditures (which may be estimated or described
by a low-high range, if not known exactly), stating for cach to whom the payments are
to be made, when such payments are to be made, how such payments are to be
determined, whether any pavment is refundable, and if so, under what conditions and.
if any part of the franchisee’s initial investment in the {ranchise will or may be
financed, an estimate of the loan repavments, including interest:

A. Real property, whether or not financed by contract, installment, purchase or
lease. If neither estimable nor describable bv a low-high range, describe the variable
requirements, such as property. location and building size which make the real
property expenditure neither estimable nor describable by a low-high range.

B. Equipment, f{ixtures, other fixed assets, construction, remodeling, leasehold
improvements and decorating-costs. whether or not financed by-contract, installment
purchase, lease or otherwise,

C.-Inventory required to commence operation.

D. Security deposits, other prepaid expenses and working capnal required to
commence vperation,.

E. Anv other pavments which the franchisee will be required to make in crder io
commence operations.
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-Note: The following statement shall be mserted ‘in the offering- cu-cular at this point:
<o THERE ARE NO OTHER DIRECT OR INDIRECT PAYMENTS IN
’ CONJ UNCTION WITH THE PURQHASE OF THE FRANCHISE.

:‘f i v

(l) 'I'he dlsclosure reqmred by Item 7 pertains' to
the franchisee’s initial franchise fee and estimated
initial cash ‘investment. This disclosure may be
made either as to specific amounts or in a low-high
" range based on franchisor's current “practice or
. apenence u l specxﬁc amount isnot tsa.'mmnble

“(2) Wlth respect to each expenditure, state to
-whom and when such payments are to be made.

(3) Disclose whether or not each such expenditure
is refundable, in whole or in part, and if so, under
what conditions or circumstances. Refundable for
purposes hereof shall only have reference to
payments made by the franchisee to the franchisor
or any affiliate thereof or imposed by the franchisor
and collected on behalf of a third party.

(4) It is recommended that expenditures be
disclosed in tabular form. Footnotes to any such
table may be used to disclose other information
required to be disclosed by Item 7 of the
Requirements with respect to such expenditures or
to otherwise elaborate or comment upon the
expected total financiai obligations incurred in
connection with commencing the franchise
operation. )

(5) The franchisor may wish to include more than
one table of expenditures to indicate variations in
expenditures required due to vanations in site
locations or size of the premises of the franchisee’s
business or to distinguish between the expenditures
required if the franchisee purchases the real estate
and if the franchisee leases the real estate for the
franchised business.

(6) Where the franchisee will lease the premises
for his business, it is recommended that the rent and
other periodic lease payments be disclosed apart
from the other expenditures which will be made

S O
pnor to or i cauuncuon thh the commencement of

Zhe’ fnnchxsee s business.

YTy ‘As w real pmpeny, i is possible that the

amount could not be estimated or described in a low-
high range. If so, the property should be described

- by indicating the approximate size of the property

and building invoived and the probable location of
the building such as shopping center, downtown,
suburban, rural or highway,

" (8) This disclosure is not limited to payments
which the franchisee is required to make. Disclosure
should include all payments which the franchisee
will make out of necessity considering the business
into which he is proposing to enter.

(9) If any part of the franchisee's initial
investment will or may be financed by the
franchisor or a person affiliated with the franchisor,
state the expenditures that may or will be financed,
the down-payment required (if any), the estimated
effective annual interest rate, or range of interest
rates, stated in terms of annual simpie interest rate
and the estimated loan repayments required,
including interest,

(10) If the franchisor or a person affiliated with
the franchisor does not offer any financing to
franchisees in connection with their initial
invesiment, a staiement should be made to that
effect and also to the effect that the availability and
terms of financing will depend on factors such as the
availability of financing generaily, the credit
worthiness of the franchisee, other security thag the
franchisee may have, policies of lending institutions
concerning the type of business to be operated by
the franchisee, etc. The recent representative
experience of other franchisees may be disclosed
provided that all material facts relevant to
financing secured by such franchisees are also
disclosed.

Sample Disclosurg, VII
FRANCHISEE'S ESTIMATED INITIAL INVESTMENT AND

OTHER FINANCIAL OBLIGATIONS

Method of

Amount Payment
Initial Lump
Franchise Fee - $10.000 Sum
Equipment $20.000 Lump
Sum
Opening Lump
Inventory $ 3.000 Sum
Initial : Lump

Advertising Fee $ 1,000 Sum

To Whom Payment
When Due” Is To Be Made

$5,000 at XYZ, Inc.

signing
$5,000 45
days prior
to opening
Prior to XYZ, Inc.
Opening
Prior to XYZ, Inc.
Opening
Prior to Adco, Inc.
Opening



Signs . Lump
% 130 Sum
Training Lump
$ 5,000 Sum
Real Estate
and (Note 1) (Note 1)
Improvements
Working As
Capital $ 3.000 Incurred
Miscellaneous As
Costs $ 2,000 Incurred
Notes:

Monthly Signco, Inc.

60 days Prior XYZ, Inc.
to Opening
(Note 1) (Note 1)
As Employees
Incurred .
As Suppliers, Utilities
Incurred and Tradesmen

(1) If the franchisee does not own adequate shop space, he will

need to lease the land and buiiding for the ABX Muffler Shop.

Typical locations for an ABX Muifler Shop are light industriai and
commencal areas. The typical ABX Muffler Shop has 5,000—8,000
square feet. Former three or four bay gasoline service stations

have been converted with relative ease into ABX Muffler Shops.

Rent is estimated to be between $12,000—$20,000 per year depending
on factors such as size, condition and location of the leased premses.

XX'Z does not otfer, either directly or indirectly, financing to

franchisees for anv items.

THERE ARE NO OTHER DIRECT OR INDIRECT PAYMENTS IN
CONJUNCTION WITH THE PURCHASE OF THE FRANCHISE.

OBLIGATIONS OF FRANCHISEE TO PURCHASE OR LEASE
FROM DESIGNATED SOURCES (Item VIII). Requirement (Item 8): State
any obligations of the franchisee or subfranchisor, whether arising by terms of the
franchise agreement or other device or practice, to purchase or lease from the
franchisor or his designees, goods, services, supplies, fixtures, equipment, inventory or

real estate relating to the establishment

or operation of the franchise business.

Regarding such obligations, state the following:

General Instructions:

This Item refers to purchases or leases of goods or
services which are obligatory on the part of the
franchisee or subiranchisor as a condition of
obtaining and/or retaiming the iranchise. either
pursuant to the franchise agreement or as a result of
anv other device or practice. A requirement that the
franchisee purchase or lease goods or services
meeling speciiications or standards prescribed by
the franchisor, or {rom suppliers approved by the
{ranchisor as supplying goods or services which meet
its specifications and standards, does not constitute
a requirement that the franchisee purchase.or lease
goods or services from designated suppliers for
purposes of this Item. Required information reiative
to requirements that the franchisee purchase or
lease goods or services meeting specifications and
standards or from approved suppliers should be
disclosed under Item 9 of the Requirements.

The disclosure should indicate and list those items
that the franchisee is obligated to purchase from
designated sources. The disclosure, however, does
not have toindicate the goods in speciiic detail. It is
suificient that the general category be disciosed.

If the franchisce or subfranchisor is required to
purchase or lease any goods or services irom the
franchisor or its designated suppliers, the franchisor
may include 1n its disclosure the reason {or imposing
such requirements.

It is not cmcssar_v_(o inciude certain zoods'and
services that the franchisor provides as part 6i the
franchise and for which no separate charge is made.
For example, if business cards, forms, site selection.
lease negoniation, site development. traimng,
operating assistance, inspections, bookkeeping,
accounting, advertising and/or other goods and
services are included as part of the franchise and the
franchisee pays a single initial and/or continuing fee
or charge for the franchise, it is not necessary to
describe these goods and services in this Item.
Disclosure relative to such goods and services is
required under Item 3 or 6 of the Requirements, as
applicable.

Disclosure is required. however, respecting
material items of tangible property (e.g., sizns,
equipment or inventory) or real estate even though
included in a singie initial and/or continuing fee or
charge for the {ranchise. The fact that a franchise is
granted for a specific location need not be disclosed
as a required purchase or lease.



R
,Dnclmur.. need not be made under this Item of
%he obligation of franchisees or subfranchisors to :
"% contribute to the cost of national or regional
3 ﬂ;pdvuunng,orwafund munmnedondmmnu-red

e~

by -the franchisor md/or.iu franchisees for that

.purpose, as such disclosure is required under Item 6
»'~of tbe Requiremenu.

-

:-A. The goods, services, supplies, fixtures, equxpment, mvemory or real estate

’ requ:red to be purchased or leased’ from the franchisor or his designees.

Tt

(l) ldentlfy Lhe ategones of producLs and

: services which the franchisee or subfrmchxsor is
nquuud to purchmorluse from:

T

_(a) The franchisor; or N ',". T
. (b) Suppliers dm;mted by the franchnsor

(2) With respect to each such category of product
or service, identify whether it must be purchased or
_ leased from:

(a2) The franchisor; or

(b) Its designated supplier.

I silch category of product or service is purchased

“or leased from a ¢ signated supplier, state whether

“such suppheus an u’ﬁlmt.e of the franchisor.

3 If the frlnchxsee or subfnnclusor is not
obhgaled to purchase or lease apy goods or services
from the franchisor or from a supplier designated by
the franchisor, the offering circular shouid include a
statement to that effect.

Sample Disclosure, VIII-A
Obligations of Franchisee to Purchase or Lease from Designated Sources:
The goods, services, supplies, 'fixtures, equipment or inventory listed below
must be purchased by the franchisec from XYZ, Inc., or other sources

designated or approved by XYZ, Inc.

»

Currently XYZ, Inc. sells the following items and presently there are no

known alternate sources:
1. ABX Super Silent Mufflers,

2. ABX Super Strength Exhaust Pipes.
3, ABX Invoice/Guarantee Forms.

B. Whether, and if so, the precise basis by which the franchisor, its parent or persons
affiliated with the franchisor will or may derive income based on or as a result of any

such required purchases or leases.
Instructions:

(1) State whether the franchisor or its parent or
persons affiliated with the franchisor will or may
derive income as a result of any of the purchases or
leases described under Item 8.A.

(2) “'Income’ means revenues, as opposed to gross
or net profit or any other concept of profit,

(3) If revenues will or may be derived as a result
of such required purchases or leases, describe the
exact manner in which such revenues will or may be
derived. For example, state that the franchisor (or
its parent or persons affiliated with it) will derive
revenues from the sale of goods to its franchisees or
subfranchisors; or that the franchisor (or its parent
or persons -affiliated with it) will derive revenues
from property leased by the franchisor (or its parent
or persons affiliated with it) and subleased to the
franchisee at a rental in excess of that paid by the

franchisor (or its parent or persons affiliated with it)
to the primary lessor; or that designated suppliers
will make payments to the franchisor (or its parent
or persons affiliated with it) based on sales or
rentals to its franchisees. It is not necessary to
disclose estimated amotmts of such sales revenues or
remal revenues or revenues derived from desxgnated
suppliers.

(4) 1f designated suppliers sell goods or services to
both businesses owned by the franchisor (or its
parent or persons affiliated with it) and franchisees,
the prices paid by the businesses owned by the
franchisor (or its parent or persons affiliateu with it)
may reflect quantity or other discounts based on
purchases by both the businesses owned by the
franchisor (or its parent or persons affiliated with it)
and franchisees.

Such favorable prices need not be disclosed as
income derived by the franchisor (or its parent or



persons affiliated with the franchisor) unless the
businesses owned by the franchisor (or its parent or
persons affiliated with it) may purchase such goods
or services at lower prices than those available to
franchisees for similar purchases.

(5) If neither the franchisor nor its parent or
persons affiliated with the franchisor will or may

derive revenue as a result of required purchases or
leases by franchisees or subfranchisors from the
franchisor (or its parent or persons affiliated with it)
or its designated suppliers, the offering circular
should include a statement to that effect.

.

Sample Disclosure, VIII-B
XYZ, Inc. will derive revenue from the sale of the required purchases listed

in the paragraph above. .

or

Neither XYZ, Inc. nor any person affiliated with XYZ, Inc. will or may
derive revenue as a result of required purchases or leases by franchisees from
XYZ, Inc. or its designated suppliers.

C. To the extent known or estimable by the franchisor, the magnitude of such
required purchases and leases in relation to ail purchases and leases by the franchisee
of goods and services which the franchisee will make or enter into (1) in the establish-
ment and (2) in the operation of the franchise business.

Instructions:

(1) With respect to the establishment of the
franchised business, state or estimate the
approximate percentage that the goods and services,
which the franchisee is required to purchase or iease
from the franchisor or suppliers designated by the
franchisor, are of the total goods and services that
the franchisee is expected to purchase or lease. For
example, if the total investment required by the
franchisee to establish the iranchised business is
approximately $50,000, and the f{ranchisee must
purchase from the franchisor a sign, certain
equipment and the opemng inventory of the
franchised business in the aggregate amount of
$10.000. required purchases and leases would
constitute 20% of total purchases and leases.

t2) With respect to the conttnuing operation of
the franchised business. state or estimate the
approximate percentage that the goods and services,
* which the franchisee 1s required to purchase or lease

Sample Disclosure, VIII-C

from the franchisor or suppliers designated by the
franchisor, are of the total goods and services that
the franchisee is expected to purchase or lease. For
example, if the total operating costs for goods and
services is estimated to be $100,000 at a given
volume for the franchised business, and the
franchisee must purchase certain supplies from the
franchisor estimated at $15,000 for the same sales
volume, required purchases and leases would
constitute lS%‘of total purchases and leases.

(3) If with respect to the establishment or
operation of the franchised business the aggrerate of
the required purchases and leases is an insignificant
percentage of total purchases and leases. the
offering circular should so state and no estimate of
the actual percentage need be given. Ii the
franchisor 1s unable to formulate a meantngiul
estimate of the dollar amount of the required and/or -
total purchases and leases by franchisees or
subiranchisors, the offering circular alse shouid so
state.

“,

It is estimated that required purchases are 25% to 50% of the cost to
establish a franchise and approximately 63% of total operating expenses
thereaiter at an annual volume of $300,000 per year.

OBLIGATIONS OF FRANCHISEE TO PURCHASE OR LEASE IN

ACCORDANCE WITH SPECIFICATIONS OR FROM APPROVED
SUPPLIERS (Item IX). Requirement (Itern 9): State any obligations of the
franchisee or subfranchisor. whether arising by terms of the franchise agreement or
other device or practice, to purchase or lease in accordance with specifications issued
by the franchisor, or from suppliers approved by the franchisor, goods, services,



Supplies, fixtures, equipment, inventory or real estate relating to the establishment or
operanon of the franchlse busmess. Regardmg such obhgauons state the followmg

A, "The goods, services, supplles, fxxtures, equxpment ‘inventory or real estate
- required to be purchased or leased in accordance thh specmcanons or from suppliers
approved by the iranchxsor. _ “ .

LN

‘Instructions: I, e

(¥} !The fnnchisor may include in its disclosure

reason fi such requirements.
(1) Identify the atcgones of products md ‘hg or imposing such req

services which the franchisee or subfranchisor is -

N (3) If the franchisee or subfranchisor is not
required to purchase or lease:

obligated to purchase or lease any goods or services
in accordance with specifications prescribed by the
franchisor or from suppliers approved by the
franchisor, the offering circular should include a
_ statement to that effect

() In accordance with specifications prescnbed
by the franchisor; and/or <o

(b) From suppliers approved by the franchisor.

Sample Disclosure, IX-A
Obligations of "Franchisee to Purchase or Lease in Accordance with
Specifications or from Approved Suppliers: The franchisee is obligated to
purchase in accordance with specifications for the pipebending machine,
hoist, cutting torch and supplies required for the ABX Muffler Shop and
XYZ will provide the franchisee with such specifications.

or

The franchisee has no obligations, whether arising by terms of the franchise
agreement or other device or practice, to purchase or lease in accordance
with specifications issued by XYZ or from suppliers approved by XYZ,
goods, services, supplies, fixtures, equipment, inventory or real estate
relating to the establishment or operation of the franchise business, except
that XYZ may in the future approve suppliers for the mufflers and exhaust
pipes described in Item 8.

B. The manner in which the franchisor issues and modifies specifications or grants
and revokes approval to suppliers.

(b} To any suppliers proposed by a franchisee or
subfranchisor; or

Instructions:

(1) Describe the manner in which the franchisor

formulates and modifies specifications and
standards.

(2) Indicate whether, and if so, the manner by
which, specifications and standards are:

(a) Issued to franchisees and subfranchisors;

(b) Issued only to approved suppiiers; or

(c) Not disclosed to franchisees or subfranchisors
and not used solely by the franchisor in connection
with the approval or disapproval of goods and
services and/or suppliers.

(3) State whether the franchisor maintains
criteria for approving suppliers and, if so, the
manner by which such criteria are issued.

(a) To franchisees and subfranchisors;

(c) Only to a limited number of suppliers selected
by the franchisor in each market area.

(4) Describe the niinner in which suppliers are
evaluated and approved or disapproved, the manner
in which approval is revoked and the procedure to
be followed by a franchisee or subfranchisor in
attempting to secure approval of a product, service
or proposed supplier. For example, state that if the
franchisee proposes to purchase or lease an item of
equipment which has not been approved by the
franchisor, or proposes to purchase supplies from a
supplier who has not been approved by the
franchisor, the franchisee may be required to submit
specifications, drawings, photographs and other
information refative to such item of equipment, or
such supplies, for examination and/or testing by the
franchisor, or information relative to the proposed
supplier, for evajuation by the franchisor. If
approval of proposed goods or services and/or



proposed suppliers may not be unreasonably
withheld -and approval or disapproval must be
communicated to the franchisee or subfranchisor
.within a specified period of time (or within a
reasonable time), the oﬂ'mng circular should so
state. -

-

’ (5) Describe the manner in which franchisees and

subfranchisors are notified of the approval or
disapproval and of the revocation of approval of
suppliers.

SampIe Dzsclosure, IX.B

Specxflcauons may include minimum standards for delivery, performance,
warranties, design, appearance, local zoning - and other restrictions.
- Franchisee may purchase or lease original and replacement equipment and
supplies meeting such specifications from any sov ce. Such specifications are
_ part of the ABX Muffler Shop Operations Manual and are issued to the
franchisee upon signing of the ABX Muffler Shop Franchise Agreement and
payment of $5,000, constituting one-half of the initial franchise fee.

If franchisee proposes to purchase or lease any equipment or supplies not
theretofore approved by XYZ as meeting its specifications, the Franchisee
shall first notify XYZ and XYZ may require submission of sufficient
specifications, photographs, drawings and/or other information and samples
to determine whether such equipment or supplies meet its specifications.
XYZ will advise the Franchisee within a reasonable time whether such
equipment or supplies meet its specifications.

XYZ currently neither maintains a list of approved suppliers nor does it
currently maintain criteria for approving suppliers. Any supplier, however,
who is able to provide equipment and/or supplies meeting XYZ's
specifications is, in effect, an approved supplier.

C. Whether, and for what categories of goods and services, the franchisor or persons
affiliated with the franchisor are approved suppliers or the only approved suppliers.

Instructions:

(1) Identify the categories of products and
services for which:

(a) The franchisor is an approved supplier;
and/or

(b) Persons affiliated with the franchisor are
approved suppliers.

(2) Identify the categories of products and
services for which:

(a) The franchisor is the only approved supplier:
and/or

(b) Persons affiliated with the franchisor are the
only approved suppliers. ’

(3) If the franchisor and/or persons affiliated
with the franchisor are the only approved suppliers
for a category of products or services, the reasons
therefor may be included as part of the disclosure.

Sample Disclosure, IX-C

The Franchisee may purchase any or all of the equipment and supplies from
XYZ for the ABX Muffler Shop by executing XYZ's Equipment and Supply
Agreement. XYZ will install or arrange for the installation of all equipment
and will provide all instruction in the use of such equipment.

Additionally Signco, Inc., a wholly owned subsidiary of XYZ, is the only
manufacturer currently meeting the specifications for the ABX Muffler Shop
sign required to be leased or purchased by the franchisee.

D. Whether, and if so, the precise basis by which, the franchisor, its parent or
persons affiliated with the franchisor may derive income from purchases made from it
or from other approved suppliers, if this is the case.



Instructions:

(1) State whether the franchisor or its parent or
persons affiliated with the franchisor may derive
income as a result of any of the purchases or leases
described under Item 9. A.

(2) “Income,” means revenues, as opposed to
gross or net profit or any other concept of profit.

- (3) If revenues will or may be derived as a result
of such purchases or leases, describe the exact
manner in which such revenues wili or may be
derived. For example, state that the franchisor (or
its parent or persons affiliated with it) will derive
revenues from the sale of goods to its franchisees or
subfranchisors; or that the franchisor (or its parent
or persons affiliated with it) will derive revenues
from property leased by the franchisor (or its parent
or persons affiliated with it) and subleased to the
franchisee at a rental in excess of that paid by the
franchisor (or its parent or persons affiliated with it)
to the primary lessor; or that approved suppliers will
make pavments to the franchisor (or its parent or
persons affiliated with it) based on sales or rentals
to its franchisees. It is not necessary to disclose
estimated amounts of such sales revenues or rental
revenues or revenues derived from approved
supptiers.

(4) If approved suppliers sell goods or services to
both businesses owned by the franchisor (or its
parent.or persons affiliated with it) and franchisees,
the prices paid by the businesses owned by the
franchisor (or its parent or persons affiliated with it)
may reflect quantity or other discounts based on
purchases by both the businesses owned by the
franchisor (or its parent or persons affiliated with it)
and franchisees.

Such favorable prices need not be disclosed as
income derived by the franchisor (or its parent or
persons affiliated with the franchisor) unless the
businesses owned by the franchisor (or its parent or
persons affiliated with it) may purchase such goods
or services at lower prices than those available to
franchisees for similar purchases.

(5) If neither the franchisor nor its parent or
persons affiliated with the franchisor will or may
derive revenue as a result of purchases or leases by
franchisees or subfranchisors in accordance with
specifications or standards prescribed by the
franchisor or from suppliers approved by the
franchisor, the offering circular should so state.

Sample Disclosure, IX-D
Signco, Inc., a wholly owned subsidiary of XYZ, Inc., derives revenue from
the lease or sale of signs to ABX franchisees.

Neither the franchisor nor its parent nor jpersons affiliated with the
franchisor will or may derive revenue as a resuit of required purchases or
leases by franchisees in accordance with specifications or standards
prescribed by the franchisor, or from suppliers approved by the franchisor.

4

FINANCING ARRANGEMENTS (Item X). Requirement (Item 10): State
the terms and conditions of any financing arrangements oifered directly or indirectly
by the franchisor, its agent or affiliated company including:

Instructions:

(1) The exact terms of anv lease arrangements
also should be disclosed under this Item. If such
terms are disclosed adequately under Item 7, a
cross-reference to such disclosure at Item 7 will be
sufficient. Normally, however, the disclosure called
for under Item 7 will not suffice for the purposes of
this Item inasmuch as more comprehensive
disclosure is called for here.

(2) State whether the franchisor or any affiliate
directly or indirectly offers iinancing to the
iranchisee. If an affiliate offers financing, identify
the affiliate and its reiationship to the franchisor. If
neither the franchisor nor anv affiliste of the

franchisor directly or indirectly offers finarncing to
the franchisee, the offesing circular should inc:ude a
statement to that effect.

(3) If the franchisor or an affiliate of the
franchisor offers financing, state whether such
financing relates to the establishment of the
franchise and/or the operation of the franchise
business.

(4) If such financing relates to the establishment
of the franchise business, describe whether such
assistance may be extended to the franchisee to0
cover either in part or in whole:

(a) The initial franchise fee;
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(6) State whether the terms ofAmy ﬁmncing '

offered by the franchisor or its affiliate are
. contained in the franchise agreement, lease or
scparate note, document or agreement.

. (7) State the terms of any such ﬁnancmg offered, °

including;

- ~(a) The identity of the lender(s);

opemng

(d) The .nature of any.security imterest which
must be given-to the franchisor, its affiliate or other

e lender,

2 (e) Whether'lny note, eontnct lu.se or other

'+ financing agreement must be personally guaranteed

by any shareholder or partner of the franchisee, if a
wrporuion or.partnership, or any other person;

(). Whether the indebtedness can be prepaid and
whelher t.here isa prepAymem pemlty'

(3] Whether &he note.or othcr document contains

“,i- & clause which accelerates payment of principal

upon deflult or .

‘th) Any other material f’ inancing terms.

(8) If the frnnchxsor will guarantee any note,
lease, or other agreement or document executed by
the franchisee, the offering circular should include a
statement to that effect.

(9) An agreement between the franchisor, or its
affiliate, and a lender, pursuant to which the lender
will offer financing to the franchisee, constitutes an
indirect offer of financing by the franchisor or its

affiliate and therefore must be disclosed under this

(b) The annual interest rate charged, stated in I
tem.

terms of simple interest rate or the approximate
range of annual interest rates stated in terms of

simple interest; (10) Payments due within 90 days or less on open

account financing need not be disclosed under this

(c) The term for which the financing is available; Item.

Sample Disclosure, X*

FINANCING ARRANGEMENTS: XYZ, through its subsidiary, XYZ
Commercial Leasing Corporation, offers financing to franchisees for the
purchase of equipment necessary to establish the franchise. Financing also
may be offered to assist the franchisee with the purchase of replacement
equipment, mainly pipebending machines, hoists and other equipment whose
retail price exceeds $5,000. Financing is not offered for any other purpose
either in connection with the establishment or operation of the ABX Muffler
Shop.

The equipment, primarily the pipebending machine and hoist, are financed
through a lease agreement with XYZ Commercial Leasing Corporation. The
interest rate is 12% per annum on the principal over a 5.vear (60-month)
period. At the end of the 60-month period the franchisee may purchase the
equipment outright and obtain title to the same by making one additional
monthly payment to XYZ Commercial Leasing Corporation. XYZ
Commercial Leasing Corporation usually requires that one or more of
franchisee’s principals co-sign the lease when the primary lessee (franchisee)
is a corporation. Franchisee may purchase the equipment at any time during
the lease period by notifying XYZ Commercial Leasing Corporation of its
intentions to purchase the machine and forwarding the remainder of the
principal plus a $500 prepayment penalty to XYZ Commercial Leasing
Corporation. Should franchisee defauit under the terms of the lease, °
franchisee shall be liable to XYZ Commercial Leasing Corporation for all



back rental payments and any other payments for which the franchisee is in
" -arrears, plus the expense of retaking possession of and removing the
equipment, court costs and reasonable attorneys fees and, in addition, a sum
. equal to the balance of the rent and other payments called for under the
lease for the remainder of the original or extended term of the lease, as the
" case may be, as liquidated damages.
or ‘

A franchisee may (at his option) buy equipment, primarily the pipebending
machine and hoist, from XYZ. He may buy fc cash or on time. The typical
~instailment sales agreement for the pipebending machine and hoist provides
for 12% interest on the outstanding principal, 25% down payment, in
monthly payments scheduled anywhere from 24 to 84 months, Payments on
the 24-month schedule are about $821.58 per month, and on the 84 month
schedule, payments are about $228.11 per month.

or

.XYZ does not offer, either directly or indirectly, any financing arrangements

to the franchisee. Furthermore, XYZ is unable to estimate whether a
franchisee will be able to obtain financing for any part or ail of the
franchisee’s investment and, if so, the terms of such financing.

XYZ does not have any past or present practice or intent to sell, assign or
discount to a third party, in whole or in part, any note, contract or other
instrument executed by the franchisee.

A. A description of any waiver of defenses or similar provisions in any note, contract
or other instrument to be executed by the franchisee or subfranchisor.

Instructions:

(1) State the terms of any confession of judgment
clause or similar waiver of notice of suit in any note,
contract, lease or other instrument to be executed by
the franchisee pursuant to a financing arrangement.

(2) Describe any provision of the note, contract,
_lease or other instrument which bars the franchisee
from asserting any defenses or from asserting
specific defenses against the franchisor, an affiliate
of the franchisor or any other person to whom the
instrument is negotiated.

(3) If no such provisions are contained in any
note, contract or other instrument to be executed by

franchisees in connection with financing offered by
the franchisor, the offering circular should inciude a
statement to that effect.

(4) This disclosure relates only to provisions
actually contained in a note, lease, contract or other
instrument to be executed by the franchisee in
connection with a financing arrangement. This
disclosure does not relate to defenses which may be
barred by operation of law as a resuit of any third
party attaining holder in due course status through
the negotiation of any instrument.

Y

Sample Disclosure, X-A .

The installment sale and security agreement form provides that the
franchisee will not assert any defenses he may have against XYZ or against
any assignee of the agreement. XYZ does assign these agreements to a
wholly owned subsidiary, XYZ National Company.

or
The leases contain no waiver of defenses or similar provisions.

B. A statement of any past or present practice or of any intent of the franchisor to
sell, assign or discount to a third party, in whole or in part, any note, contract or other
instrument executed by the franchisee or subfranchisor.



Instructions:

(1) State whether the franchisor, its agent or any
affiliate company currently sells, assigns or
discounts, or has in the past sold, assigned or
discounted, any note, contract, lease or other
instrument executed by franchisees or has any

primarily liable to provide all services, if any, due to
the franchisee under the note, contract, lease or
other instrument.

(3) The franchisor may wish to include a
statement to the effect that it may in future decide
to assign notes, contracts, leases or other

instruments executed by the franchisee, if such
decision is probable. Such decision may constitute a
material change necessitating a post eifective
amendment.

intent to do so in the future,

(2) Describe the terms of the assignment
including whether the franchisor will remain
Sample Disclosure, X-B
XYZ Commercial Leasing Corporation currently assign all leases, including
all rights and obligations thereunder, to banks and other lending institutions
as collateral for loans received from such banks or lending institutions. XYZ
Commercial Leasing Corporation intends to continue this practice in the
future.
or
XYZ Management Company does not discount this paper to outside sources
and there is no present intention to do so in the future,
or
XYZ Commercial Leasing Corporation does not assign any leases, or any
rights or obligations thereunder, to any third party, nor has XYZ
Commercial Leasing Corporation done so in the past, nor does it have any
intention to do so in the future.

C. A description of any payments received by the franchisor from any person for the
placement of financing with such person.

(3) State the amount or method by which the

Instructions:
payments are determined.

(1) Describe any.such payments.

(2) Identiiv the person making such payments for
the placement of financing and such. person’s ,
reiationship to the franchisor.
Sample Disclosure, X-C
XY7Z does not receive any pavments, either directly or indirectly, from NY'Z
Commercial Leasing Corporation or any other person for placing financing
with XYZ Commercial Leasing Corporation.

or
"

XYZ does not place financing with anyone other than its wholly owned
subsidiary, and, therefore, it does not receive any pavment for placing of

financing.

OBLIGATIONS OF THE FRANCHISOR; OTHER SUPERVISION.
ASSISTANCE OR SERVICES (Item XI). Requirement (Item 11); Where
applicable. describe the following:

A. The obligations to be met by the franchisor prior to the opening of the franchise
business, citing by section and page the provisions of the franchise or related
agreement requiring performance.
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Y (1) Descnbe all obhguuons of the fnnchmor
-‘prescnbed by the franchise or other agreement to
provide assistance -to the franchisee prior to the
+- opening of the franchised business. Cite the page
and section number of the franchise or other
. .~sgreement imposing the obligation. Such obligations
may mclude, bm. nre not lmuud w, the follcmng

: (‘) The premises for the fnnchm business. Sute

..whether the franchisor presently owns or will
purchase the premises for lease by the franchisee or
has leased or will lease and sublease the premises to
the franchisee, or will locate n.nd/or negotiate the
'purchnsc or'lease of the premises on behaif of the
franchisee or assist the franchisee in locating and/or
negotiating the porchase or lease of the-premises; .

(b) Conform the development of the premises to
local ordinances and building codes and obtain all
required health, sanitation, building, driveway,
utility and sign permits -and any other required
permits;

(¢) Construction, remodelling and/or decorating
of the premises for the franchised business;

(d) Purchase and/or leasing equipment and
installing equipment at the premises of the
franchised business. Disclose whether the {ranchisor
provides the equipment directly or whether it
provides the names of approved suppliers or

3

T spenflcanons to Lhe fnnchwee for the purchase of

equlpmen" ERT LRCENC AN -

(e) Slgns lnd fixtures and thelr |nsulhuon at the
premises of the franchised business. Disclose
whether the franchisor provides signs and fixtures
directly or whether it provides the names of

approved suppliers or specifications; . «

. {f) Opening inventory,*supplies and related
materials. Disclose whether the franchisor provides
these items directly or whether it provides the

‘names of -pproved supphers or specifications for
_such items; _ R

(g) Hmng lnd '.nunns employees prior to

- opening; and

¢h) Advenisif\g in franchisee’s marketing area.

(2) State whether the franchisor will provide the
itemns or perform services noted above at the option
of the franchisor or {franchisee.

(3) State when the items or services noted above
will be provided or performed by the franchisor.

(4) If the franchisor is not obligated by the
franchise or other agreement to provide or assist the
franchisee in obtaining any of these items or services
with respect to the opening of the franchised
business, the offering circular should include a
statement to that effect.

Sample Disclosure, XI-A
The obligations to be performed by XYZ prior to the opening of the

franchised business are:

1. Pursuant to Paragraph 2, page 4, of the Franchise Agreement, designate

an exclusive territory for the ABX Mulffler Shop franchisee. ’

Pursuant to Paragraph 4, page 8, of the Franchise Agreement, if
requested by the Franchisee, assist him in finding and negotiating the
lease or sale of a location for operation of an ABX Muffler Shop. This
assistance occurs within 30 days of the execution of the Franchise

Pursuant to Paragraph 6, page 12, of the Franthise Agreement, provide
the franchisee with specifications for all initial and replacement
equipment, inventory and supplies required for the ABX Muffler Shop.
The specifications are provided within 60 days of the signing of thes

2.

Agreement.
3.

Franchise Agreement.
4,

Pursuant to Paragraph 8, page 16, of the Franchise Agreement, train
the franchisee and/or. franchisee’s employees in the operation of the
equipment used in the ABX Muffler Shop. This training is for three days
and usually is held at Franchisee’s ABX Muffler Shop prior to opening
of the Franchisee's ABX Muffler Shop.



5 Pursuant to Paragraph 10, page 20”of the Franchlse Agreement; tram

\L . jrancinsee and/or franchisee’s employees in..basic management and.” .
* “bookkeeping systems used by ABX Muffler Shops: This trammg occurs . -

'~ , .approximately 30 days prior to the expected grand opemng of

_franchisee’s ABX Muffler Shop. The training | is: held at XYZ's - - |
headquarters in Jackson, anesota, and all room, board and travel

e

cxpenses are borne by XYZ.

]

' Coh Ty

B. Other supervision, assistance or.services to be pro' ided by the franchisor prior to

* the opening of the franchise business although franchisor is not bound by the franchise
agreement or rélated agreement to provide the same (refer to list of possible services
. under Item 11. A.). As part of this disclosure franchisor must disclose that he is not so

bound by the franchise agreement or related agreement.

vy K . - . -
Instruction:

Describe any supervision, assistance or services
which the franchisor is not obligated to provide
under the franchise or other agreement but intends

[

to provide to its franchisees. This disclosure must

vinclude a statement that the franchisor is not
obligated by the franchise or other agreemsnt to
provide such supervision, assistance or services.

Sample Disclosure, XI-B
XYZ, although not obligated to do so by the Franchise Agreement or any
other agreement, assists the franchisee, mainly by providing advice in
remodelling an existing location for operation as an ABX Muffler Shop.

C. The obligations to be met by the franchisor during the operation of the franchise
business, including, without limitation, the assistance to the franchisee in the operation
of his business. Cite by section and page the provision of the franchise or related

agreement requiring performance.

Instructions:

(1) Describe all obligations to be met by the
franchisor during the operation of the franchised
business pursuant to the franchise or related
agreement, including but not limited to, assistance
and guidance with respect to:

(a) Products or services which are to be offered by
the franchisee to its customers;

(b) Hiring and training of employees;

(c¢) Advertising and promotion. With respect to
any such advertising and promotion, describe the
nature of the advertising conducted including
whether,

(i) the franchisor pays for such advertising and
promotion, or

(i) the franchisor accounts to the franchisee for
any advertising and expenditures;

(d) Improvements and new developments in the
franchise business;

(e) Pricing;
1 4
(f) The establishment and maintenance of
administrative, bookkeeping, accounting, inventory
control and general operating procedures; and

(g) Operating problems encountered by the
franchisee.

(2) Some of these may,have been made previousiy
under Item 6 and, therefore, need not be repeated
here. However, cross-reference should be made to
these previous disclosures,

(3) Describe any operating manual provided to
the franchisee to assist the franchisee and his
employees in the operation of the franchised
business and whether the franchisor retains the right
to change the terms of the manual, and if so, under
what circumstances. -

.~



o Sample stclosure, XI-‘C~ 2T .
- The obhgatlons to be performed by XYZ during the operatmn of the
- franchised business are: .. f‘vl-: ,.,.,_'.f AT S ATY

1. Pursuant'to Paragraph 9, page 17' of the 1’rnnchxse Agreement XYZ will
o formulate and conduct nhtional ‘and regronal advemsmg and promotion
‘programs. This advertising will be primarily by television, radio and
magazine. The cost of this advertising will be paid from the advemsmg
o+ fund created by the franchisee’s payment. of 2% of gross sales to XYZ. .

"+ 2. Pursuant t6 Paragraph 10, page 18 of the Franchrse Agreement,XYZ
“will provide' information ‘on ‘new products and engage in the
development of new products and methods for the ABX Muiﬂer Shops. -

3. Pursuant to Paragraph 11, page 19 of the Franchise Agreement *XYZ is
required to participate. in the ABX Muffler Shop guarantee claim
_-program as it regards defective muffler and exhaust systems -

4. Pursuant to Paragraph 12, page 20 of the Franchise Agreement XYZ
will also loan to the Franchisee one or more copies of an operations
manual containing mandatory and suggested specifications, standards,
operating procedures and rules prescribed from time to time by XYZ, as
well as information relative to other obligations of the Franchisee under
the Franchise Agreement and the operation of the ABX Mufifler Shop.
The operating manual will remain confidential and the property of
XYZ. XYZ will have the right to add to and otherwise modify the
operations manual from time to time as it deems necessary, provided
that no such addition or modification will alter the Franchisee's
fundamental status and rights un‘der the Franchise Agreement.

D. Other supervision, assistance or services to be provided by the franchisor during
the operation of the franchise business although franchisor is not bound by the
franchise agreement or any related agreement to provide the same. As part of this
disclosure franchisor must disclose that he is not so bound by the franchise agreément
or other agreement. '

Instruction: : to provide to its franchisee, This disclosure must
include a statement that the franchisor is not

Describe fany superviston, as;;stanc; or se"‘ng obligated by the franchise or other agreement to
which the franchisor is not obligated to provide provide such supervision, assistance or services.

under the franchise or other agreement but intends
Sample Disclosyre, XI-D "

Following the opening of the ABX Muffler Shop, XYZ, although not
obligated to do so by the Franchise Agreement or any other agreement, will
be in weekly contact with each franchisee for at least 90 days after the
opening of the franchisee’s ABX Muifler Shop to discuss any problems in the
operation of the ABX Mufifler Shop. Additionally, XYZ will hold conferences
from time to time to discuss matters such as sales techniques, muffler and
exhaust system installation techniques, training of personnel, performance
standards, advertising programs and merchandising procedures. The
franchisee must bear all expenses of attending. these elective conferences,
which are held at XYZ's headquarters in Jackson, Minnesota, or at other
regional locations.



Inn:rucnonl. < _.-’u et ;-,:"""»’*ane layoutundod:er phyual :hmcunnu:oft.he .
* s+* % % premises of the fnnchued busmm rental, lease
(1) State whether the franchise is granted for's- . Auration and other lease terms and coaditions which

specific location, and if so, whether the franchisor °
selects the site or merely approves & designated area *- :P:”( y conuden ‘in xmn" ad appmvmg

" within which the. site may be selected by the ~ ., . .7 A :
Tranchisee, and whether a site so selected requires " (3) The dlsclosum un der subnem E ma
hlm proval, ybe mde :
the franc sap ol undcr subitem A above, in Which case they need not

.

' (2) .Describe the factors: sud: s the general berepuwd here No cross-nferenc:unecesnry
-loauon and nenghborhood mfﬁcpamnn, parking, T wle .

R A Sample D:sclosurc,XI E
% The franchisee selects the site of his business within his exclusive area. XYZ,
....’however, must approve the Franchisee’s site. XYZ assists in the site
“'selection by ascertaining the number of new car registrations, population
density, traffic patterns and proximity of the proposed site to other ABX
- Muffler Shops. -

F. State the typical length of time between the signing of the franchise agreement or
the payment of any consideration for the franchise and the opening of the franchisee’s
business.

Instructions: ‘ obtaining acceptable financing arrangements,
. ) . obtaining required zoning and building permits
(1) Describe the approximate length of time peniing other local ordinances or community
currently experienced by the franchisor between the requirements, weather conditions, shortages, slow
signing of the franchise agreement or the receipt of delivery and ’other factors bearing‘on comple{ion of
consideration and the opening of the franchise . odelli d - hasi
business, The franchisor may disclose a range of construction, remodelling, decorating, purchasing
times. and, installing equipment, fixtures and signs and
similar factors.
(2) Describe the factors which may affect such * .
time period, such as the ability to obtain a lease,

Sample Disclosure, XI-F
The typical length of time between the signing of the Franchise Agreement
or the first pavment of any consideration for the ABX Muffler Shop
Franchise and the opening of the franchisee’s business is four to seven
months. Factors affecting this length of time usually include obtaining a
satisfactory site, financing arrangements, local ordinance compliance
questions and delivery and installation of equipment and signs.

G. The training program of the franchisor, including: a

1. The location, duration and content of the training program,;

Instructions: (3) State the length of time the franchisee will be

L. . trained at this location.
(1) If the franchise includes a training program,
identify the location(s) of the training program. e.g., (4) Describe the instructional materials and
at one or more of the franchisor's headquarters, at instructional procedures.
an outlet operated by the franchisor or at the

granch.isee'shbuSi:eSS 'P{emiﬁils- J"d:““ who (5) State whether the franchisor or other person(s)
clermines where the training will lake place. required to attend the training program must
. s 1]

(2) State to whom the training is available and COMPplete the program to the franchxso-r '

who is required to attend the training program. satisfaction. . . e



£

o ’2. When Lhe trammg program is to be ‘conducted; feam, .': '

- -lnstruction: )
In relation to the date the franchise agreement is

ngned and/or consndenuon u rewved by t.he

.. - .
[RTTF IR M

franchisor or the lppmnmned opening date of the
busmess, state when the franchisee ml] attend the

ERARE B ah

3. The experience that the mstructors had wnh the franchlsor,

‘:'(IS State. ‘whether the franchisor maintains &
! training stafl. If no formai staff is maintained, the
offenng circular should so state.

(2) If a formal training staff is maintained, with

respect to each such member of the formal training .~

staff who participates in the training program, state
the position and principal duties of each with the
franchisor. Include the prior experience of
instructors that is televnnt to the franchisor’s
training program. i . & < ,

‘4. Any charges to be made to the franchisee and the éxt:e”nt.'io which the franchisee
will be responsible for travel and hvmg expenses of the persons who enroll in the

training program;
Instructions:

(1) Describe any charges for training or materials
provided in connection therewith,

(2) State who pays the transportation charges of
trainees to and from the training site(s).

(3) State who pays for the living expenses of
trainees,

(4) Describe any compensation paid by - the
franchisor to the franchisee or his employees while
in training.

5. If the training program is not mandatory, the percentage of new franchisees that
enrolled in the training program during the 12 months immediately preceding the date

of the offering circular;
Instructions:

(1) State whether the training program is
mandatory.

(2) If the training program is not mandatory,
state the percentage of new franchisees who enrolied

in the training program during the 12 month period
immediately preceding the date of the offering
ci{cular.

6. Whether any additional training programs and/or refresher courses are available
to the franchisee and whether the franchisee will be required to attend the same.

Instructions:

(1) State whether the {ranchisor plans to offer
additional training and/or reiresher courses.

(2) If such courses are ofiered, state whether such
courses are mandatory or optional.

(3) Describe any payments that the franchisee is
required to make for these courses.

‘ (4) State who pays the transportation expenses
and living expenses of trainees.

(5) Describe the location, duration and content of
the training program.
"
13

Sample Disclosure, XI-G
As previously mentioned, two training programs are offered by XYZ. The
technical training regarding the operation of the equipment and exhaust
system installation is held at the franchisee’s ABX Muifler Shop. The
technical training is available to the franchisee and all of his employees. The
training is for 3 days and averages 6 hours per day. The training includes

instructionai manuals on automobile exhaust systems,

slide shows,

instruction on the use of pipebending machines and other tools used by ABX



e

. Muffler Shop franchisees. It also includes actuai instauetion of exhaust

ot sttems on approximately 5 vehicles per trainee. Either the franchisee or one . .

ot' his employees must satxsfactonly complete the techmcal trammg

T

The techmcal t.mmng program ts conducted after xnstallatxon of the
" franchisee’s equipment and usually dbout 2 weeks pnor to the grand opening - .

_of the franchisee’'s ABX Mufﬂer Shop L

Thxs techmcal training is - _conducted by XYZ's four-person professxonal

= “training $taff. The staff is managed' by Mark Marks, who has been with

XVZ for 18 months and for 3 years prior to that he owned and operated an
" ABX Muffler Shop in.Flint, Michigan. Larry Lawrence, another member of
-.our training staff has been with XYZ for 1 year and for 3 years preceding his
, employment with XYZ, he was a trainer for U-Bend-It, Inc., a manufacturer
of pnpebendmg machines with their main offices in Detroit, Michigan. Jams
Ienks another trainer, has been with XYZ for 1 year and for 3 years prior to

; “that she was the manager of 3 ABX Muffler Shops in Chicago, Illineis.

Walter Waters is another trainer and has been with XYZ for 6 months. Mr.
Waters was previously employed for the past 2 years as the national training
director for LMN Mufifler Centers, Inc.

XYZ will compensate franchisee for any materials, such as exhaust pipes,
which are used during the training and are not sold to the public.

Although the training program is not mandatory, during the past year, 95%
of all new ABX Muffler Shops had one or more persons trained by XYZ. The
few ABX Muffler Shop franchisees who.did not participate in the training
had ali been in the exhaust system business for at least 10 years.

XYZ has offered in the past and plans to offer in the future additional
training courses dealing with new products and methods useful to ABX
"~ Muffler Shops. These courses are optional and are given at XYZ's
headquarters in Jackson, Minnesota. There is no charge by XYZ for these
courses. The franchisee, however, must bear the entire cost of travel to and
from such training courses and all living expenses while attending the

courses.
14

The management training is held at XYZ's headquarters in Jackson,
Minnesota. The management training is available to the franchisee or his
emplovee who will be in charge of managing the ABX Mufifler Shop. The
training is for 3 davs and averages 8 hours per day.

The training includes instructional manuals on the management of an ABX
Muffler Shop, slide shows and other instruction ir the operation and use of
the ABX Muffler Shop bookkeeping*and advertising programs. Either the
franchisee or one of his employees must satlsfactonly complete the
management training course.

The management training course is conducted approximately 30 days prior
to the expected grand opening of franchisee’s ABX Muffler Shop. The -
management training is conducted by William Willis, president of Willis
Management Consultants, St. Paul, Minnesota. Mr. Willis has been
president of Willis Management Consultants for 20 years and has been
conducting management training for XYZ for the past 4 years. .-



As previously mentioned, the management training course is mandatory.
XYZ, however, pays all travel expenses room and board for the person or

persons to be trained.

XYZ has offered in the past and plans to offer in the future additional
management training courses dealing with management, bookkeepmg and
advertising systems and courses are opuonal and given at XYZ's
headquarters in Jackson, Minnesota. There is no charge by XYZ for these
courses. The franchisee, however, must bear the entire cost of travel to and
from the management training courses and all living expenses while

attending the courses.

EXCLUSIVE AREA OR TERRITORY.

(Item XII). Requirement (Item 12):

Describe any exclusive area or territory granted the franchisee and with respect to

such area state whether:

A. The franchisor has established or may establish another franchisee who also will
be permitted to use the franchisor’s trade name or trademark.

B. The franchisor has established or may establish a company owned outlet using the

franchisor's trade name or trademark.

Instructions:

(1) The disclosure under Item 12 should be titled
“Territorial Rights" or, as the case may be,
*“Territorial Rights and Obligations,” because of the
breadth of disclosure required under Item 12, The
required disclosure pertains to more than mere
exclusive areas or territories.

(2) With respect to anv area or territory for which
the franchisce or subiranchisor is granted any nights,
describe the tvpical boundaries of such area or
territorv. For example. state that the {ranchise is
granted for one or more cities. metropolitan areas,
countics. states ur other poitticai subdivisions; or is
typicatly delineatea by boundarv streets or

highways or by an area encompassea within a radius.

of specific distance tor range of distances) or of a
distance sufficient (0 encompass a speciiied
population (or range of populations) and state that
prior to the execution oi a franchise or other
agreement (as required by the state’s statute or
federal law), the area or territory appiicable to a
specific franchise will be described by:

(a) Inserting a description thereol in the body of
the franchise or other agreement;

(b) Aitaching a map or descripuion thereof as an
exhibit to the franchise or other agreement; or

(c) By other means, which shouid be described.

(3) Describe the territonial rnients granted to
franchisees or subfranchisors arna the territonal
restrictions imposed on the franchisor and
franchisees or subiranctisors. Such restrictions are

applicable, presumably, to all franchisees or
subfranchisors and should be disclosed fully. Such
disclosures should include, to the extent apphcablc
a statement as to whether:

(a) The {ranchise is granted for a specific location,
or a jocation to be approved by the franchisor, and
whether. the relocation of the franchised business or
the establishment of additional business outlets
under the franchise requires the approval oi the
franchisor;

(b)Y The franchisor agrces not to operate a
company.owned outiet or grant a iranchwse for the
operation of a simiar or competitive business to be
located within the defined area.

(¢} The franchisee or other f{ranchisees are
prohibited from soliciting sales or accepting orders
outside of their defined territories:

(d) The franchisee or other franchisees are
restricted in any other manner from soliciting saies
or accepting orders outside of their defined
territories;

(e) The franchisee or other franchisees must pav
any compensation to other franchisees, or
subfranchisors or the franchisor, with respect to
sales made or orders accepted outside of their
defined territories: and

(f) The f{ranchisor and/or subfranchisor are
prohibited from soliciting sales or accepting orders
inside the franchisee’'s defined territory or are
restricted in any other manner from soliciting saies
or accepting orders inside the franchisee’s defined



-

territory or are required to pay any compensation to .

- the franchisee with respect to sales made or orders
accepted inside the franchisee’s defined territory, .

 3With regard to instructions (3Ke) and (f}, sbove,
descnbe the terms of any compensation to be paid.

“(4) State whether, and, if o, the conditions or
-éircumstances ‘under - which, one or more other
_.Jranchisees.or subfranchisors of the franchisor, using
“trade ,names or -trademarks to be used by the
franchisee or subfranchisor, are or may be lout.ed
vnthm such area or territory.

(5) State ivhet.hér. and, if so, the c&diu‘ons or
circumstances under which, one or more business
. outlets owned by Lhe fnnchxsor. n.s parent or

affiliate, using trade names or trademarks to be
~wused by the franchisee or subfranchisor, are or may
~. be located within such area or territory.

"(6) If no territorial rights are’ granted to the
franchisee or subfranchisor, the offering circular

- should include a statement to that eﬁect.

(7) The franchisor may in connection with its
disclosure under this Item describe the terms and
condi: .ons of any options, -rights of first refusal or

similar rights that the franchisee or subfranchisor

will have to acquire additional franchises within:
. (&) Such area or territory; and/or

“(b) Contiguous or other areas or territories.

©C.-The franchisor or its parent of affiliate has éstablished or may establish other
franchxses or company owned outlets selling or leasing similar products or services

under a-different trade name or trademark.

~Instructions:

(1) “Similar products and services” includes
competing, interchangeable or substitute products
and services, e.g., pizza and chicken, This category
does not include products and services, which,
although sold to the same class of customer, are not
part of the same relevant product or service market,
e.g., muffler repiacement and transmission repair.

(2) State whether the franchisor, its parent or
affiliate operates or franchises the operation of, or
has any presently formulated plans or policy to
operate or {ranchise the operation of, any business
selling or leasing under different trade names or

trademarks goods or services similar to or
competitive with those to be offered for sale or
leased by the franchisee or subfranchisor and, if so,
describe:

(a) Such similar or competitive goods and
services;

(b) Such trade names and trademarks; and

(c) Whether the franchisor and/or its franchisees
under such different trade names or trademarks wiil
or midy be located, and/or solicit sales and accept
orders, within the area or territory within which the
franchisee or subfranchisor has territorial rights.

D. Continuation of the franchisee’s area or territorial exclusivity is dependent upon
achievement of a certain sales volume, market penetration or other contingency and
under which circumstances the franchisee’s area or territory may be altered.

Instructions:

(1) Describe any conditions for the maintenance
of territorial rights. For example, state whether the
franchisee must meet sales quotas (or other
measures of market penetration) or open additional
business outlets in order to retain his territory on an
exclusive basis. If so, describe such sales quotas or
requirements to open additional outlets and the
rights of the franchisor if the franchisee fails to
achieve such quotas or requirement.

(2) Describe any other circumstances or
contingencies which may permit the franchisor to
modify territorial rights granted to the franchisee.
For example, state that in the event of an increase
in population within the territory, the franchisor has
the right to operate a sifnilar business or grant an
additionai franchise therein, describing the exact
terms of such right,

Sample Disclosure, XII-A through XII-D
Territorial Rights: The XYZ franchisee will be granted an exclusive
territory usually delineated by boundary streets or highways. Prior to the
execution of the Franchise Agreement a map and written description of the
exclusive territory will be provided to the prospective franchisee.

XYZ cannot establish either a company owned ABX Muffler Shop or
another ABX Muffler Shop franchise within the aforementioned exclusive
territory or modify the franchisee’s exclusive territory without the written.



permission of the franchisee holding the right to the exclusive territory
unless a default occurs in the minimum purchase requirement of $18,000
worth of inventory for the immediately preceding 18 month period.
Relocation of the existing ABX Muffler Shop or establishment of additional
ABX Muffler Shops under the Franchise Agreement requires the approval of
XYZ. Further, XYZ agrees not to operate a company owned outlet or grant
a franchise for the operation of a business to be operated within franchisee's
exclusive territory which company owned outlet or business would sell any
items carried or serviced by or similar to or competitive with those items
carried and serviced by franchisee’s ABX Muffler Shop.

The franchisor and other franchisees are restricted from advertising their
ABX Muffler Shops in franchisee’s exclusive territory except in the case
where such advertising is contained in a general publication with general
distribution also in the area in which the company owned outlet is located or
said other franchisee’s exclusive area, as the case may be.

A .

TRADEMARKS, SERVICE MARKS, TRADE NAMES, LOGOTYPES.
AND COMMERCIAL SYMBOLS (Item XIII). Requirement (Item 13):
Describe any trademarks. service marks, trade names, logotypes or other commgrcial
svmbols to be licensed to the franchisee, inciuding the following:

A. Whether the trademark, service mark, trade name, logotype or other commercial
symbol is registered with the United States Patent Office and. if so, for each such
registration state the registration date and number and whether or not the registration
is on the principal or supplemental register.

.
application number and whether the registration or
. application appears on the principal or

1) Identify each _mark. name. Jogo or other g nnlemental register. State whether all aifidavits
commercxal s:\'mool .Incensed to the lr.anchlsce 0T of use (or explaining nonuse) required to be filed to
which the lr:{nchlsee m‘a,\' otherwise use, .A maintain the registration of any trademark or
reproduction of any logos or qlhgr gommercml service mark have been timely filed. State wnether
symbols may be included as part of this disclosure. .

d : any trademark or service mark has become
incontestable and whether any trademark or service
mark has been renewed. :

Instructions:

(2) Identify which, if any, of the trademarks and
service marks identified under (1) has been
registered with the United States Patent and
Traagemark Oifice or for which an-application for
registration is pending.. With respect to each such
registration or application. state the date of -
registration or application, the registration or

(3) With respect to each mark, name, logo or
other commercial symbol, state whether the
franchisor has common law rights and briefly
describe the basis therefor.



..

- A . v

:*B. Whether .the trademark, service mark, trade mname, .logotype and other
commercial symbol are registered in this state or the state in which the franchise

business is to be located and the.dates of such registration. - ... st

1

RO [ e S T L S G (T Lo . Lo
L, Lk e - ’ N (3) The franchisor may inciude a list of all state
- Lol L L . . t . . N N
T - " ‘registration(s) and application(s) in lieu of the

FRCIND Y -

... (1) State whether any mark, name, logo or other ' gicciooures suggested above in order to obviate the

-commercial symbol is regislered in this state or the | 0oy - . . .
. y of substituting a different disclosure in
muhmmwhich the.{nn fbunneu “hw be l::‘:d each state. However, the franchisor must insure that
e waeter an app u:um oc any such regis % the offering circular is amended as required to

_hubeen made. ©. - s reflect any material change in such list.
-+(2) Identify the dates of such ngmrluon(s) and - . ”
apphuuon(s) and t.hn regmnuon and application Ty -
‘aumber(s). . , .
LA Y
B S L A Sample Disclosures, XIII -A.and X111-B .
ST Trademaﬂcs Service Marks, Trade Names, Logotypes, and Commercxal

hE ' Symbols: Under the Franchise Agreement, XYZ grants to the Franchisee the

right to operate a Shop under the name ABX Muffler Shop and under any
other trade names, trademarks, service marks and logos currently used or
that may hereafter be used in the operation of the Shop. The following
trademarks, service marks, trade names, logotypes or other commercial
symbols listed below are registered with the United States Patent Office and
the registrations are on the principal register,

“ABX Muffler Shop” “Mellow Mufflers”
Reg. No. 876,543 Reg. No. 981,123
Reg. Date; June 1, 1967 Reg. Date: September 2, 1969
Affidavit of Use filed . Affidavit of Use filed
July 6, 1973 . Octoper 6, 1975
“Everlast Exhausts” “ABX Albert”
Reg. No. 886,454 Reg. No. 991 432
Reg. Date: August 1, 1968 Reg. Date: October 3, 1972
Affidavit of Use filed ,

September 6, 1974

Additionally, the trademark ABX Mufflers is registered in the following states:

Jurisdiction Date Reg. No.
Minnesota ............... June 1, 1967 581-A
Wisconsin ............... June 3, 1967 . 11421
Towa ..ol June 8, 1967 4277

The ABX Muffler Shop Franchisee must use all names and marks in full
compliance with rules prescribed from time to time by XYZ. The Franchisee
is prohibited from using any name or mark as part of any corporate name or
with any prefix, suffix or other modifying words, terms, designs or symbaols
(other than logos licensed by XYZ to the Franchisee). In addition, the
Franchisee may not use any name or mark in connection with the sale of any
unauthorized product or service or in any other manner not explicitly
authorized in writing by XYZ.



,.» C. A'description of anypresently effective determinations of the patent office, the
" »trademark administrator of this state or 'any court, any pending interference,
- "opposition or cancellation proceeding and -any pending material litigation involving
“such trademarks, service marks, trade names, logotypes or other commercial symbols

-and which is relevant to their use in thxs state or the state in which the franchise

o busmess istobe located. . ... .

0 ,:} » "~

'Innructiom:g R -

" (1) Describe any ‘effective decision, ruling or order
of the United States Patent and Trademark Office
regarding a registration or application for

registration that could materially affect the

- gwnership or use of any mark, name, logo or other
commercial symbol. Describe the manner in which
the determination affects such ownership, use or
licensing, including any decided interference,
cancellation or opposition proceedings. For example,
if the Patent and Trademark Office has rejected an
application for registration, this fact should be
disclosed. The franchisor may indicate whether it
will file an administrative appeal with regard to any
such ruling and may attach an opinion of counsel as
to the merits of such appeal. The disclosure
requirements of Item 13. C. would also apply to
interference, opposition or canceilation proceedings
in which the franchisor sought unsuccessfully to
prevent registration of a mark in order to protect a
name, mark, logo or other commercial symboi
licensed by the franchisor, if such registration may
have a material effect upon the {ranchisee's use
thereof.

(2) Describe any effective determination of the
trademark administrative agency of the state in
which the offering circular will be filed or where the
franchised business is to be located with regard to
the registration, ownership or use of any mark,
name, logotype or other commerciai symbol.
Describe the terms of any such determination.

(3) Describe any petition filed in opposition 0 or
cancellation of any registration with the United
States Patent and Trademark Office that would

- Tate - 3

" affect the ownership ar use of any mark, name, logo
-or. other commercial symbol hcensed to the

franchisee. . .

(4) Describe any pending material federal or state
litigation- regarding the use or ownership rights of
the franchisor in any name, mark, logo or other
commercial symbol that is relevant to its use in the
state in which the offering circular will be filed or

‘where the franchised business is to be located. This

includes any litigation where the franchisor is either
the plaintiff or defendant. With respect to each such
pending lawsuit, identify and describe:

(a) The forum;
(b) The case number;

(c) The nature of claims made in opposition to the
franchisor's use or by franchisor in opposition to
another person's use; and

(d) Any effective ruling(s) by the court or agency
hearing the matter.

An opinion of counsel may be included relative to
the merits of the suit, provided that counsel issuing
the opinion corisents to such use. A summary of the
opinion may be included as part of the text of the
disclosure, provided the full opinion is attached and
provided counsel issuing the opinion consents (o
such use. ’

~ (5) Effective registrations need not be disclosed
here as a determination of the Patent and
Trademark Oifice, nor must the franchisor disclose
historical challenges resolved in the {ranchisor's
favor.

Sample Disclosure, XII1-C

A previous application to register the mark “Super ABX Mufflers”

was

rejected on June 4, 1973, by the United States Patent Office due to the
existence of a prior registration of a mark that may be found to be
confusingly similar.

The inability of XYZ to obtain a registration in the United States Patent
Office permits others to establish rights to use of the name in territories in
which XYZ or its franchisees are not operating or advertising or which are
not within the natural zone of expansion for future ABX Muffler Shops,
provided such others do so in good faith and without actual knowledge of the
existence of XYZ or its franchisees. If others do so establish rights to the
name in such territories, XYZ may be restricted in its ability to expand into
such territéries.



. 'D A description of any.agreements currently in effect which significantly limit the..
rights -of the franchisor to use or license the use of such trademarks, .service marks,
trade names;’ logotypes or other commercnal :symbols in any manner. material to the
’ franchlse : ) ) . . e

~ oy B . e s

Instncmnn. T .

i 1) Describe any currently effective agreements
< pursuant to which the licensor derives its right to
use-or license, or ‘which:limit the use of, any mark,
.name, logo o other commercial symbol in my

(b) The dunuon of the agreement,

() The paljtiu to }he nsreemem; and

» (d) All other material terms including the
circumstances under which the agreement may be

mumer mteml to the fnnchxse cancelled or modified.
(Z)Wlthrespecttomymchummenuute - Lo
~—4-£l)'l'hemnnermden:mr.owhnchtheuseor-.~ . -
.nght..m license -is affected, identifying the states . . , - .
“ and/or areas nﬁected ] N ) o
‘- : . Sample Disclosure, XIII-D

There are no agreements currently in effect that significantly limit the
rights of XYZ to use or license the use of the above-mentioned trademarks,
service marks, trade names, logotypes, or other commercial symbols in any
manner material to the franchise. '

E. Whether the franchisor is obligated by the franchise agreement or otherwise to
protect any- or all rights which the franchisee has to use such trademarks, service
marks, trade names, logotypes or other commercial symbols and to protect the
franchisee against claims of infringement or unfair competition with respect to the

same.
Instructions:

(1) Describe any obligation of the franchisee,
under the franchise or other agreement, to notify the
franchisor of any use of or claims of rights to any
mark, name, logo or other commercial symbol
identical to or confusingly similar to a mark, name,
logo or other commercial symbol licensed to the
franchisee.

(2) State whether, under the franchise or other
agreement, the franchisor is obligated to take any
affirmative action when notified of any such use or
claim or whether any such action is discretionary.
Identify who has the right to control any
administrative proceedings or litigation.

(3) State whether the franchisor is obligated by
the franchise or other agreement to participate in
the defense of the franchisee and/or indemnify the

franchisee for damages or expenses incurred, if the
franchisee is a,party to any administrative or
judicial proceeding involving a mark, name, logo or
other commercial symbol of the franchisor licensed
to the franchisee.

(4) Describe any rights the franchisor has to
require the franchisee to discontinue or modify the
use of any mark, name, logo or other commercial
symbol licensed to the franchisee.

(5) Describe any rights the franchisee has if the
franchisor requires the franchisee to modify or
discontinue the use of any name, mark, logo or other
commercial symbol as a result of any proceeding or
settiement. For example, does the franchise
agreement provide that the franchisee will be
compensated in any manner as a resuit of a
discontinuation or modification of any mark, name,
logotype or other commercial symbol?

Sample Disclosure, XIII.E
In the event of any infringement of, or challenge to, the Franchisee’s use of
any name or mark, the Franchisee is obligated to immediately notify XYZ,
and XYZ will have sole discretion to take such action as it deems

appropriate.

If it becomes advisable at any time in the sole discretion of XYZ to modify
or discontinue use of any name or mark and/or use one or more additional or



" substitute names or marks, the Franchisee is dbligated to do so and the sole
obligation of XYZ in any.such event will be to reimburse the Franchisee for
- his tanglble £osts (such as changmg signs) of complying with this obligation.

Whlle XYZ is not required by the Franchlse Agreement to defend the
Franchisee against any infringement, unfair competition or other claim
-respecting the Franchisee’s use of any name or mark, XYZ is obligated to
indemnify the Franchisee against, and to reimburse the Franchisee for,. all
damages for which be is held liable in any proceeding arising out of the use of

~+-any name-or mark and for all costs reasonably incurred by the Franchisee in
the defense of any such claim, provided that the Franchisee has nonfned
XYZ of such claim as described above. .

Under the Franchise Agreement, the Franchisee agrees not ‘to contest,
directly or indirectly, XYZ's ownership, title, right or interest in its names or
marks, trade secrets, methods, procedures and advertising techniques which
are part of the XYZ business or contest XYZ's sole right to register, use or
license others to use such names and marks, trade secrets, methods,
procedures and techniques. ‘

F. Whether there are any infringing uses actually known to the franchisor which
could materially affect the franchisee’s use of such marks, trade names, logotypes or
other commercial symbols in this state or state in which the franchise business is to be

located.

Instructions:

(1) Describe any uses of any mark, name, logo or
other commercial symbol that the franchisor
believes to constitute an infringement of any of his
marks, names, logos or other commercial symbols
which could maternially affect the franchisee’s use of
any such mark, name, logo or other commercial
symbol, and with respect to any such infringement
describe:

(a) The locationts) where the mfrmgemcm is
oCCurnng;

(bY The length of time,
infringement; and

if known, of the

(c) Any action taken or anticipated by the

“franchisor.

(2) Superior rights in a geographic area of another
user of the sametor similar mark, name, logo or
symbol, based on such use preceding the franchisor’s
federal registration or otherwise, does not constitute
an infringement of the franchisor’s mark, name, logo
or other commerciai symbol. However, care shouid
be taken to disclose such superior right to the
prospective franchisees of the affected geographic
area. Such superior rights and the geographic areas
affected thereby should be disciosed under Item
13.F.

Sample Disclosure, XIII-F .

There are no infringing uses actually known to XYZ, Inc. that could
materially affect the Franchisee's use of ‘such trademarks, service marks,
trade names, logotypes or other commercial symbols in this state or any
other state in which the franchise business is to be located.

or

John D. Jones, 4231 Main Street, Reno, Nevada, currently is doing business
as ABX Muffler Shoppe at the aforementioned address. XYZ, Inc., believes
this is an infringing use of its trademark “ABX Muffler Shop,” registered
with the U.S. Patent Office on July 6, 1973, and intends to file an action to
enjoin Jones' use, recover profits and damages. In the event the court wouid
hold that Jones' use was not infringing, it is possible that XYZ may not be
able to operate as ABX Muffler Shop in Jones’' immediate area.






PATENTS AND COPYRIGHTS (Item XIV). Requirement (Item 14); If the
franchisor owns any rights in or to any patents or copyrights which are material to the
franchise, describe such patents and copyrights, their relationship to the franchise and
the terms and conditions under which the franchisee may use them, including their
duration, whether the franchisor can and intends to renew any copyrights, and, to the
extent relevant, the information required by Item 13 above with respect to such

patents and copyrights.

Instructions:

(1) Identify each patent licensed to the franchisee
by patent number, issue date and title. Identify
each patent application licensed to the franchisee by
serial number, filing date and title. Describe the
type of patent or patent application, i.e.
mechanical, process, design, etc. Identify each
copyright licensed to the franchisee by registration
number and date. If the franchisor has no patents,
patent applications or copyrights, the offering
circular should so state.

(2) Describe the relationship of the patent, patent
application or copyright to the franchised business.
With respect to the patent, patent application or
copyright indicate:

(a) The manner in which the franchisee will be

able to use the patent, palem application or

copyright; and

(b) The term for which the franchisee will be able
to use the patent, patent application, or copyright.

(3) In connection with any pending patent or
copyright application licensed to the franchisee, an
opinion of counsel may be included with respect to
the likelihood of obtaining the patent or copvright,
provided that counsel 1ssuing the opinion consents to
such use. A summary of the opinion may be included
as part of the text of the disclosure, provided that
the fuil opinion is attached and counsel issuing the
opinton consents to such use.

(4) Describe any currently effective
determination of the Patent and Traaemark Office.
Copyright Office (Library of Congress) or court with
respect to the patent or copyright, including the:

(a) Forum;
(b) Number of the case or matter; and

(¢) Effect of the determination or decision on the
franchisee’s use of the patent or copyright.

(5) Describe any proceeding pending in the
Patent and Trademark Office or the Court of
Customs and Patent Appeals with regard to any
patent. With regard to these state:

(a) The forum;

(b) The number of the case or matter;

(c) The claims asserted and the is es involved;
and

(d) Any effective determinations.

An opinion of counsel may be included relative to
the proceedings, provided that counsel issuing the
opinion consents to such use. A summary of the
opinion may be included as-part of the text of the
disclosure, provided that the full opinion is attacred
and counsel issuing the opinion consents to such use.

(6) Describe any currently effective agreements
pursuant to which the f{ranchisor, its parent or
affiliate derives its right to use and/or license the
patent, patent appiication or copyright and that
will or may limit the franchisee's use thereoi. With
respect to such agreements state:

(a) Thev parties to ihe agreement;
(b) The duration of the agreement:

(c) The extent to which the franchisee's use 1s or
may be,aifected by, the agreement, identifving tne
states and/or locales where aifected: and

(d) Anv other material terms, including ke
circumstances under which the agreement may te
modified or cancelled. ’

(7Y Describe any obligations of the franchisor. dbv
the franchise agreement or otherwise. Lo protect any
or all rights that the franchisee has to use sucn
patent, patent application or copvright. Wit
respect to any such obligations, state:

(a) Any obligation of the franchisee, under the
franchise or other agrékment, to notify the
franchisor of any claims or rights to any palerl
patent application or copyright;

(b) Whether the franchisor under the franchise or
other agreement is obligated to take any affirmative
action when notified of any iniringement or whetner
any such action is merely discretionary and identiy
who has the right to control any litigation;

(c) Whether the franchisor is obligated by the
franchise or other agreement to participate in the
detense of the (ranchisee and/or indemniiy the
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. legal proceerling or settiement.

.

fnnchlsee for damages or expenses incurred lf the'
franchisee is a party to any administrative or

‘: "7 judicial proceeding involving a patent, “patent -

‘qpphcatnon or copyright hce:ued to the fnndnsee

..'(d) Any rights the franchisor has to' require the".'.

_franchisee to discontinue or modify any -use of its
wenl(s)oreopmht(s). C e

{e) Any rights the fnnc'hxsee has if the franchisor

requires the franchisee to modify or discontinue the
use of any patent or copyright as & resuit of any

..

(8) Describe any infringements actually known to

" the franchisor that could materially affect the
" franchisee’s use of such patent or copyright in the
" filing state or state in which the franchise business

~will be located. With respect to any such
infringement:

i, ...(l) Descnbe the nature of lhe infringement;

»(h‘) .Xdennfy ‘the location(s) where the
,mfnngcmem is occumng,

'x(c) The fength of - nme, if known, of the
'infnngemem and '

Co—-

(d) Any acuon uken or anticipated by the
franchisor.

(9) State whether the franchisor intends to renew
the copyright when the registration expires.

(10) Other proprietary information, such as a
formula or recipe considered by franchisor as a trade
secret, if mentioned, should be mentioned under this
Item.

Sample Disclosure, XIV

Patents and Copyrights: U.S. Patent 3,999,142, which was issued December
14, 1970, will be licensed to the Franchisee for the term of the Franchise
Agreement. U.S. Patent 3,999,142 is a description of a process for installing
exhaust systems which comprises the steps of marking a straight length of
exhaust pipe to be installed on a particular model vehicle according to the
specifications and instructions in the ABX Muffler Shop Pipe-bender Index
Guide, bending the exhaust pipe on a pipe-bending machine meeting the
specifications of XYZ, coating the inside and outside of the exhaust pipe
with XYZ Pipe Protector by use of the XYZ coating apparatus, and
installing the exhaust pipe on the motor vehicle. The Franchisee is granted
the right to use this process in connection with the sale of ABX Muffler Shop
installed exhaust systems during the term of the Franchise Agreement.

XYZ has copyrights on its Operations Manual. The Operations Manual was
registered with the United States Copyright Office on December 15,1970,
under registration number A 41139, and amendments to the Operations
Manual have been copyrighted on January 7, 1973, Reg. No. A 521,371, and
June 6, 1974, Reg. No. A 541,333, The Operations Manual is a six volume
manual consisting of instructions and techniques used in the installation and
maintenance of ABX Muffler Shop Exhaust Systems. The Franchise
Agreement grants the Franchisee the right to use the copyrighted Operations
Manual for the term of the Agreemept. s

There are no agreements currently in effect that significantly .limit the
rights of XYZ to use or license the use of the above-mentioned patent and/or
copyright in any manner material to the Franchise. In the event of any
infringement of or challenge to the Franchisee's use of any patent or
copyright, the Franchisee is obligated to immediately notify XYZ and XY'Z
will have sole discretion to take such action as it deems appropriate.

If it becomes advisable at any time in the sole discretion of XYZ to modify
or discontinue use of any patent or copyright and/or use one or more
additional or substitute patents or copyrights, the Franchisee is obligated to
do so and the sole obligation of XYZ in any such event will be to reimburse



s the Franchlsee for his tangible costs (such as changmg equxpmenr.) of
-camplying wu.h t.hxs obhganon r-

While XYZ is not requxred by Lhe Franchise Agreemem. to defend the

Franchisee against any infringement, unfair competition or other claim

~ respecting the Franchisee’s use of any patent or copyright, XYZ is obligated

_to indemnify the Franchisee agamst and to.reimburse the Franchisee for, all

damages for which he is held liable in any proceeding arising out of the use of
any patent or copyright and for all costs reasonably incurred by the

_"Franchisee in the défense of any such claim, provided that the Franchisee
i:has notified XYZ of such claim as described above. |

Under the Franchise Agreement, the Franchisee agrees not to contest,
- directly or indirectly, XYZ's ownership, title, right or interest in its patents
or copyvrights, trade secrets, methods, and procedures which are part of the
XYZ business or contest XYZ's sole right to register, use or license others o0
use such patents and copyrights, trade secrets, methods, and procedures.

.There are no infringing uses actually known to XYZ, Inc. that could
materially affect the franchisee’s use of such patent or copyright in this state
or any other state in which the franchised business is to be located.

XYZ can and intends to arrange for the renewal of the copyright on the
Operations Manual.
and/or

Proprietary Rights: XYZ, Inc., does not own any patents or copyrights that
are material to the Franchise. However, XYZ does own proprietary rights on
a number of technical processes used in connection with the installation of
exhaust systems, the use of which are licensed to the Franchisee pursuant to

the Franchise Agreement. A

The Franchise Agreement provides that the Franchisee acknowiedges that,
except as specifically described in an exhibit attached to the Franchise
Agreement, its entire knowledge of XYZ processes. services and products, all
proprietary {ormulations, technology, krow-how and the operation of the
ABX Muifler Shop is derived from information disclosed to the Franchisee
by XYZ pursuant to the Franchise Agreement and that such information is
proprietary and confidential and a trade secret of XYZ. XYZ has
established comprehensive security procedures to maintain the secrecy of all
such proprietary information.

The Franchise Agreement further provides that the Franchisee will: (1) fully
and strictly adhere to all security procedures prescribed by XYZ in its sole
discretion for maintaining the secrecy of such information; (2) disclose such
information to his employees only to the extent necessary to market XYZ's
products and services and for the operation of the ABX Muffler Shop in
accordance with the Franchise Agreement: (3) not use any such information
in any other business or in any manner not specifically authorized or
approved in writing by XYZ, and (4) exercise the highest degree of diligence
and make every effort to maintain the absolute confidentiality of all such
information during and after the term of the Franchise Agreement.

The Franchisee is further obligated to require each employee of the ABX
Muffler Shop to execute the XYZ Standard Nondisclosure—Noncompetition
Agreement before performing any work at or otherwise having access to the
ABXN Muifler Shop. A copy of such agreement shall be delivered to XYZ
within one week ol its execution.






OBLIGATION OF THE FRANCHISEE TO PARTICIPATE IN THE
ACTUAL OPERATION OF THE FRANCHISE BUSINESS (Item XV).
Requirement (Item 13): State fully the- obligation of the franchisee or the
subfranchisor, whether arising by terms of the franchise agreement or other device or
practice, to participate personally in the direct operation of the franchise business or
whether the franchisor recommends participation in the same.

Instructions:

(1) If the franchisee is an individual, state
whether the franchise business must be under the
direct on-premises supervision of the francnisee, If
SuCh ON-premises supervision i1s not required state:

(a} Whether the f(ranchisor recommends on.
premises supervision partucipation by the
franchisee:

tb) Who the franchisce can or cannot hire to
conauct the on.premises superision as manager of
the franchised business;

(¢) Whether anvy such manager must attend the
[ranchisor's training program; or

(d) Whether the [ranchisor must be informed of
the identity of the manager.

(2) If the francnisee 15 a corporation or partner.
ship, identiiy who must conguct the on.premises

supervision of the franchised business. With respect
o such manager(s), state whether:

(a) Such manager(s) must attend the iranchisor's
training program;

(b) The franchisor must be informea of the
icentity of the manager; or

(c) The manager must have an equity interest in
12e franchise and, if so, the magnitude of such
ecuity interest.

(3) Describe any obligation of the franchisee to
enter into an agrecement with any such manager.
With respect to such agreement, describe the terms
122t are required by the franchisor including:

(a) Maintenance of trade secrets: and

tb) Restrictive covenants and covenants not (o
compete,

Sample Disciosure, XV

Oblization of the Franchisee to Parucipate in the Actual QOperation ol the
Franchise Business: The Franchise Agrecement provides that the ABX
Muifler Shop shati at ail imes be uncer the direct, on-premises superision
of the Franchisee or a principal thereof who must devote his full time and
energy to the operation of the ABX Mutiler Shop.

or
XY'Z does not require the Franchises t0 participate personaily in the direct
operation of the ABN Muriler Shop. The Franchise Agreement does provide,
however, that the ABX Muifler Shop must at all times be under the girect,
on-premises supervision of a manager twho may be the Franchisee) who has
completed the training program anc devotes his entire time during business
hours to the management of the ABX Muiffler Shop. Such manager may not
have any interest as an owner. employee, director, officer, saiesman,
- representative, agent or in any other capacity in any other business
competitive with ABX Muifler Shogs.

or
XYZ does not require the Franchises to personally manage or operate the
ABX Muriler Shop.






RESTRICTION ON GOODS AND SERVICES OFFERED BY
FRANCHISEE (Item XVI). Requirement (Item 16). State any restriction or
condition imposed by the franchisor, whether by terms of the franchise agreement or
by other device or practice of the franchisor, whereby the franchisee is restricted as to
the goods or services he may offer for sale, or limited in the customers to whom he may

sell such goods or services.
Instructions:

(1) Describe any obligations of the franchisee to
sell or provide only those goods and services
approved by the franchisor and whether such
restriction is conditioned on meeting certain defined
sales efforts or results, With respect to any such
conditions, describe the terms and their effect on the
right of the franchisee to sell or provide other goods

(3) State whether the franchisee is restricted as to
the customers to whom he may sell his goods and
services. If o, define those customers, describe such
restrictions, and state whether they are related to
any sales quotas or other measure of market
penetration that the franchisee is required to meet,

(4) The disclosures made under this [tem will. in
some respects, compiement those made in [tems 8, 9

and services. ) ; .
and 12. Where appropriate, cross-reference shouid

(2) Describe any obligation of the franchisee to  be made to those Items.

sell or provide all the goods and services authonized
by the franchisor.
Sample Disclosure, XVI
Restriction on Guods and Services Offered by Franchisee: The Franchise
Agreement provides that the Franchisee must sell all the products and
services required by XYZ. Further, the Franchisee is prohibited from
offering or selling any products or services not authorized by XYZ and from
using the premises for any other purpose than the operation of the ABX
Muffler Shop. The Franchisee is not limited in the customers to whom he
may sell such goods or services.
or J .

There are no restrictions or conditions imposed by XYZ. either by the
Franchise Agreement or otherwise, whereby the Franchisee is restricted as 1o
the goods or services he may offer or as to the customers to whom Lhe
Franchisee may sell.

RENEWAL. TERMINATION, REPURCHASE, MODIFICATION AND
ASSIGNMENT OF- THE FRANCHISE AGREEMENT AND RELATED
INFORMATION (Item XVII). Requirement (Item 17). With respect to the
franchise and any related agreements state the fo\llowing: "

A. The term and whether such term is affected by any agreement (including leases
or subleases) other than the one from which such term arises.

(b) The date of commencement of business
operations; or

Instructions:

(1) State the length of the initial term.
(c) Any other date or event.

"(2) State whether the initial term commences
upon:

(a) The date of execution of the franchise

agreement.

(3) Describe any obligation of the franchisee to
commence business operations within a specified
time period aiter execution of any agreement.

(4) Describe any agreement (other than the
franchise agreement) that affects the term of the
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(l) ‘State’ the lengl.h of any renewal or ‘extension
uxm provided for in the franchise agreement.

. (2) Describe the extent to which, if any, the
franchisee’s right to renew or extend is contingent
upon his attainment of specified sales volumes or
. other measures of market penetration. Disclose how
any such sales volumes or other measures of market
penetration are calculated and when determined.

(3) Describe the extent to which the franchisee’s
right to renew or extend is contingent upon his
maintenance of possession of the original premises
(including extensions of leases or subleases) or the
obtaining of alternative premises approved by the
franchisor.

(4) Describe the extent to which the franchisee’s
right to renew or extend is contingent upon his
refurbishing or remodelling the premises or the
replacement of equipment, including:

(8) Who determines what refurbishing,
remodelling or replacement is required; and .

(b) Whether there is any limitation on the
amount that is required to be expended.

(5) Describe the method by which the franchisee
exercises his right to renew, including disclosure of
the time period within which he must make the
election, and whether he must pay any fee as a
condition of such renewal, and, if so, the amount of
such renewal fee or if no set fee, the manner by
which it is determined.

(6) If the renewal or extension is effectuated by
renewing or extending the existing franchise
agreement and other documents without material
change in their terms, so state.

(7) If the renewal or extension is effectuated other
than by the renewal or extension of the existing

\.,'ﬂ'u’ .
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. Wernj uf the Fﬁ;chlse. The term of t.he Franchxse Agreemem is for a penod
< Xof ten: (10) years from the date of the opening of Franchisee’s ABX Muffler

+Shop. The term of the F ranchxse is not affected by any Agreement other than
N}
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‘B The condmons under which the fmnchxsee may renew or extend.

franchise agreement and other related agreements
or documents without material change in their

' terms, state whether the:

(a) Franchisee is required to execute the then

* current form of franchise agreement and other

agreements or documents;

(b) Franchisor has the right to charge an
additional initial franchise fee;

(c) Royalties, advertising fees or other fees and
charges remain at the previous levels or whether
same are based on the then current charges of the
franchisor under franchises being granted or are
otherwise determined; or

(d) Franchisor is restricted in its right to change
other significant provisions of the previously
'existing franchise agreement, other agreements or
documents.

Instructions (if franchise agreement does not
grant franchisee a right to renew or exgend):

(1) State that the franchise agreement does not
grant to the franchisee a right to renew or extend.

«(2) Disclose the provisions in the f{ranchise
agreement that relate to expiration of the franchise
and if expiration is treated as a termination, disclose
same here and/or under Items 17 F. and G. with
, &ppropriate cross reference.

(3) If the franchise agreement does not grant to
the franchisee the right to renew or extend. but the
franchisor's policy is to do so, such policy may be
disclosed here, provided same is clearly indicated to
be only the franchisor's policy and not a binding
obligation of the franchisor and there is included a
statement of the actual number, as weil as the
percentage, of franchises which in the three year
period immediately preceding the date of the
offering circular have been renewed or extended
without having any right to do so pursuant to the
franchise agreement.
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SECANEE S Sample Disclosm'e,XVHB ST, BERES
Renewal of the “Franchzse. “The ‘Franchise Ag'reement prowdes that the
Franchisee will have the right to-fenew and-continue .to renew the ABX
" Muffler Shop - Franchise Agreement for éddmonal ﬁve (5) year terms
provxded that: -~ - =~ - -.-.— '

1. The Franchxsee has maxntaxned an average gross sales volume for t.he
-five year period immediately precedmg the notice of mtent to renew of
~ $50,000 per year; and - o 0 oo 1

.2. ‘The Franchisee is able to mamtam possesslon of the .premises of the"
: 1+ +ABX Muifler Shop or the Franchisee is able. to .secure and develop
suitable substitute premnses appmved by XYZ and

3. The equxpmem and mventory used in connecnon thh the operation of
'the ABX Muffler Shop- meets the then exxstmg specifications and
_ standards of XYZ. '

Renewals must be effected by the exécution by the Franchisee and XYZ of a
Renewal Franchise Agreement and all other agreements, legal instruments
and documents then customarily used by XYZ in the grant of franchises.
These agreements, legal instruments and documents may vary materially
from those agreements, legal instruments and documents currently in use by
XYZ. There will not be, however, another initial franchise fee charged for
renewal of the Franchise Agreement.

The Franchise Agreement provides that XYZ and the Franchisee each agree
to give the other not less than six (6) months prior written notice of an
election not to renew the Franchise. Failure or refusal by the Franchisee to
execute such agreements, instruments and documents within thirty (30)
days after their delivery to the Franchisee shall be deemed an election by the
Franchisee not to renew the ABX Muffler Shop Franchise.

or

The ABX Muffler Shop Franchise Agreement does not grant the Franchised
the right to renew the ABX Muffler Shop Franchise. See the discussion under
“Termination” at pages 16 and 17 of this Offering ercular for a further
explanation of the procedures upon termination.

XYZ's policy in the past, although such policy is not binding upon XYZ, has
been to offer new ten (10) year Franchise Agreements to its existing
Franchisee's approximately six (6) months prior to the-expiration of said
Franchisee's existing Franchise Agreemént. During the five year period
preceding the date of this offering circular, XYZ has followed this policy in
the case of ninety (90) franchisees, which amount represents ninety per cent
of the franchisees whose original Franchise Agreements expired during the
aforementioned five year period.

C. The conditions under which the franchisor may refuse to renew or extend.

Instructions:

(1) If the franchisee has a contractual right to
renew or extend, state whether the franchisor has
any right to refuse to renew or extend, assuming the
franchisee has met the other contingencies or

conditions precedent, such as sales quotas or the
retention of its premises.

(2) If the franchisor has the right to refuse o
renew or extend as a result of the failure of the
franchisee to satisfactorily comply with -the



provmons of the lnnchlse sgreement, u.ue - such notification and whether the potification must
swhether: ... . e s v contain the reasons Afor such refusal to renew or

emnd or - .
(g) The detenmmuon due to such unutufuctory L L .
performance is md the wled d;screu;m of the ) There are any provisions in the fnnchlse
franchisor :; xsd:;ermme y reference to ment that relate to how the disputes ring
predetermined standards; *such refusal are resolved, i.e,, judiciaily or through

(b) The franchisor must give the franchisee prior ‘arbitration Prmedmss
notification, and, if no, ‘describe the tune penod of -
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Lo s ’ Sample Dzsclosure, XVII-C
(Sample stclosure X'VII Cis covered by Sample stclosure XVII B above.)

D. The conditions under whxch the fram:hxsee may terminate.

. \
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Instructions: S T " terminate the franchisé agreement for any reason
L. other than the default of the franchisor. If the
] (1) State whether thg franchisee is grnmeq the {ranchisee has any such right, state;
right under the franchise agreement to terminate

the “agreement and franchise as a result of the (a) Whether such right is only for specific reasons
franchisor's default. If so, state: or for any reason; and

(a) The time period and form of notice rcquxred to

be given prior Lo termination: (b) The form of notification and the time period

prior to such termination becoming effective after
(b) Whether the franchisee must specify its the giving of such notice.

reason for such termination; and .
(3) Whether termination by the franchisee in

(¢) Whether the franchisor is given an  accordance with the agreement results in different
opportunity to cure such defauit. . post-termination consequences than if franchisor

(2) Describe any provision in the franchise tcr:'rxlnates the z'lgreemcnt.

agreement that grants to the franchisee the nght to

Sample Disclosure, XVII-D

Termination by Franchisee: If the Franchisee is in compliance with the
Franchise Agreement and XYZ breaches the Franchise Agreement and f{ails
to cure such breach within. thirty (30) days after written notice of such
breach is delivered to XYZ, the Franchisee may terminate the Franchise
Agreement and the Franchise, effective ten (10) davs after delivery to XYZ
of notice of such termination. A termination of the Franchise Agreement and
the Fianchise by the Franchisee without complving with the foregoing
requirements or for any reason .other than bréach of the Franc?use
Agreement by XYZ and the failure of XYZ to cure such breach within
thirty (30) days of receipt of written notice of such breach shall be deemed a
termination by the Franchisee not in accordance with the provisions of the
Franchise Agreement.

Also, if for any reason the Franchisee has not opened the ABX Muffler Shop
within one (1) vear after the date of the Franchise Agreement, the
Franchisee may terminate the Franchise Agreement at any time thereafter,
but prior to the opening of the ABX Muffler Shop, by giving written notice
of termination to XYZ. If the Franchise Agreement is so terminated by the
Franchisee, XYZ will refund to the Franchisee the initial franchise fee.

E. The conditions under which the franchisor may terminate.



oyt ot d’ Inndmc-tmem or spenﬁcauom standards or
%-.gperating procedures prescribed by the franchisor;

1) Spec:fy Lhe sevents of default where the -

franchisee is not given an opportunity to cure, (e.g.,
making of an assignment for the benefit of credit.ors, .

filing a voluntary petition in bankruptcy; s material-
violation of law; understatement of sales of the
franchised business; unauthorized assignment of the

-+ and other curable defaults). With respect to such
events or cunble dehulu sute
’ Lot e

(a) The fcrm d nouﬁmum reqmred

T T et

(b) The time penod or penoas dunng which the

franchise; failure to acuvely operate the franchise . {nnchnee mnycure the defauit; And

'busmess, failure to” maintain possession of the
premises; and other similar defaults). With respect
-to such events of default, state:

: (a) The form of notification required; and -

(b) The time period between the giving“bf such
notice and the effective date of such termination.

“(2) Specify‘the events of default where the'.

*franchisee is given an opportunity to-cure (e.g.,
failure to pay monies due; failure to properly adhere
to speciiications; failure to utilize proper materials;
failure to comply with any requirement of the

(c) Whether t.he effective d.lte of termmltmn
upon failure to cure'is the date upon which the cure
_period expires or whether ;he same is retroactive to

" the date of the notice.

. .I\L
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- Dacnbe any conditions (ol.her than defaults by
the franchisee) that grant the franchisor the right to
terminate, If so, state whether such other conditions
relate to specific events, such as the failure of the
franchisee to attain previous predetermined sales
volumes or to meet other standards of market
penetration or performance.

Sample Disclosure, XVII-E

Termination by XYZ: XYZ may terminate the Franchise Agreement and
the Franchise immediatelv and without other cause and is effective thirty
(30) days after delivery of notice of termination to the Franchisee, if the
Franchisee or the ABX Muffler Shop:

Makes an assignment for the benefit of creditors or an admission of his

Files a voluntary petition in bankruptcy or any pleading seeking any
composition, adjustment, liquidation,
dissolution or similar relief under any law, dr admitting or failing to
contest the material allegations of any pleading filed against him, or is

1 4

Fails to continuously and actively operate the ABX Muffler Shop;

Suffers cancellation of or fails to renew or extend the lease or sublease
for, or otherwise fails to maintain possession of, the premises occupied
by the ABX Muffler Shop and fails to secure a suitable alternative

Submits two (2) or more monthly or annual financjal statements, other
information, sales or income tax returns or supporting records to XYZ
that understate by two percent (2%) or more the gross sales of the ABX
Muifler Shop or materially distorts any other material information;

Consistently- fails to submit when due monthly or annual financial
statements or other information or fails to pay when due the royalty and:

1.
inability to pay his obligations as they become due;
2.
reorganization, arrangement,
adjudicated a bankrupt or insolvent,;
4.
premises approved by XYZ;
5.
6.
service fees or advertising fees;
7.

Violates and fails to cure or consistently violates any health or safety
law, ordinance or regulation or operates the ABX Muffler Shop in a



Ve g manner that presents 2 health or, safety hazard to its customers or the
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Sl * 8. Makes an unauthonzed assxgnment of the “Franchise Agreement the
: .. Franchise or .ownership of the: Franchtsee descnbed below under the

. . subheadmg “Asstgnment" ar R

- Tous, e e . B ""w‘ t -

o 9 -Repeatedly fails to comply with the Franchxse Agreement whether or
’ not such failures are corrected after notice thereof is delivered to the
" Franchisee;or ., ... . .

ISP < iy

A AIO Has ‘made any material misrepresentations or misstatements on his
application for the Franchise or with respect to the ownership of the
.7 oew o Franchisee. - 0 ot

In addition, XYZ wnll have the right to terminate the Franchise Agreement
and the Franchise, effective upon delivery of notice of termination to the
Franchisee, if the Franchisee fails to adhere to any material provision of the

Franchise Agreement or any specification, standard or operating procedure .

prescribed by XYZ and does not carrect such failure within fifteen (15) days
(if such failure is to pay any money payable by the Franchisee), otherwise
thirty (30) days aiter receipt by franchisee of written notice of such failure

to comply.

F. The obligations (including lease or sublease obligations) of the franchisee after
termination of the franchise by the franchisor and the obligations of the franchisee
(including lease or sublease obligations) after termination of the franchise by the
franchisee or the expiration of the franchise.

Instructions: (f) Obligations of the franchisee to change its

. R X X trade name or to alter its premises;
(1) Describe any and all of the iollowing that may

be applicable:

(a) Obligations of the f{ranchisee regarding
disposition of the existing inventory:

(b) Obligations of the f{ranchisee regarding
disposition of the equipment or real estate;

(c) Continuing obligations of the franchisee on
any lease or sublease of the premises of the
franchised business;

(d) Continuing obligations of the franchisee
regarding financing arrangements with the
franchisor or its parent or affiliate;

(e) The applicability of any covenant not to
compete (Disclosure may be made here or in Item
17. M. below with an appropriate cross reference);

(g) Obligations of the franchisee to assign the
telephone numbers of the franchised business to the
franchisor or any party designated by the
franchisor; and

(h) Other obligations or restrictions on the
franchisee in the event of termination.

With respect to each post-termination obligation
of the franchisee, state, if applicable, whether such
obligation is affected by whether the termination
was by: (a) the franchisor, (b) the franchisee, or, (c)
expiration of the franchise.



';i-
. : SamplerscIasurc,XVHF' AL TR :
B e Post termination Obligation of the Franchisee: ;l"he Franchxsee is obhgated

Yo

4i - upon termination of.the Frgnchrse Agreemem to:; ;if.' Lo r:--.., 2te
- 1. Pay to XYZ~ mthxr{ seven 17) days -$uch’ royaltxes “service fees,
PR advemsmg fees andother charges owed by the F ranchxsee to XYZ -

S . \.,-.v-. e

“t* 7% "2, " Return il consigned inventory to XYZ;

R N Return all equlpment leased ftom XYZ Commercxal Leasmg
Corporanon to XYZ Commercxal Leasmg Corporauon e

“4 Retum to "XYZ all copxes ot' the. Operatlons .Manual then in the
‘ possessxon or control of the Franchisee; ... . . ... » -~

z 5 Take such action as may be required to cancel all assumed name or
"equivalent registrations relating to the use of any name or mark and to
"notify the telephone company and hstmg agencies of the termination or
expiration of Franchisee’s right to use all telephone numbers and all
classified and other directory listings of the ABX Muffler Shop and to
authorize same to transfer to XYZ or its Franchisee all such numbers
and directory listings; :

6. If the Franchisee retains possession of the premises, make such
reasonable modifications in the exterior and interior decor to minimize
its identification as an ABX Muffler Shop;

7. Cease doing business under XYZ's names and marks and refrain from
identifying himself or the premises as an ABX Muffler Shop; and

8. Abide by all provisions of the covenant not to compete as described at
page 15 below and paragraph 23, page 24 of the Franchise Agreement.

G. The franchisee's interest upon termination, or refusa] to renew or extend the
franchise by the franchisor or by the franchisee.

Instruction:

Describe any provision in the franchise agreement
or related document respecting the franchisee’s
‘‘equity'" (including goodwill, assets of the
franchised business,

leases or subleases) upon.

termination, or if none, so state. With respect to the
interest of the f{ranchisee, state, if applicable,
whether such interest is affected by whether the
termination was by: (a) the franchisor, (b) the
franchisee, or, (¢) expiration of the franchise.

Sample Disclosure, XVII-G

Franchisee's Interest upon Termination or Nonrenewal: Upon termination of
or refusal to renew or extend the ABX Muffler Shop Franchise Agreement,
whether by the Franchisee, Franchisor or expiration of the Franchise
Agreement, the Franchisee will receive ‘the fair market value (as reasonably
determined by XYZ) of all property to be returned to XYZ or any of its
subsidiaries, plus payvment for all accounts that have not been outstanding
for more than 30 days prior to the date of termination, less a 10% allowance
thereon for doubtful accounts. The Franchisee receives no payment or
adjustment whatsoever for any goodwill the Franchisee may have
established either prior to or during his operation of the ABX Muffler Shop.

H. The conditions under which the franchisor may repurchase, whether by right of
first refusal or at the option of the franchisor. If the franchisor has the option -to
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,.repurchaae the franchise, state whether there wall be an mdependent appraisal of the
franchise, whether the -repurchase price will be determined by a predetermined
- formula and whether there will -be .a recognmon -of goodwill or other xnt.angxbles
assocxated therethh in the rcpurchase pnce to be ngen the franchlsee 0 o .

ot g

. Imtrucnom ST O . < .7 7 equity interest in the {nnchiseeon terms other than

(1) Describe any right of first refusal and state:

(a) Whether such right of first refusal is
applicable to an assignment of the franchise, a sale .-
of the assets of the franchised business, and/or a sale
of an equity interest .in the -funchlsee, if a

_partnership or corporation; . . el -

.{b) Procedures relating 1o ‘the right of first

refusal, including the form of required notice to the
. franchisor, the time period in which the franchisor
may accept, and the form of such acceptance;

(¢) Whether the assignment provisions of the
franchise agreement remain equally applicable upon
the nor.exercise by the franchisor of the right of first
refusal. (For example, if the franchisor does not
exercise the right of first refusal, must the franchisor
approve the assignee?); and

(d) Any right of the franchisor to purchase the
franchise, the assets of the franchise business or an

‘the terms contained in,the offer to the fnndusu by
- the third party. - .

(@) Describe lny ‘option of 1he 1mndusor to
purchlse ‘the franchise, assets of the franchised
business, and/or an equity interest in the franchisee,
lf a pannershnp or cor'\orauon. and state:

(a) When such opuon is effective, 7e., at lny

‘time,* upon termination by .the franchisor, upon

termination by the franchisee, or upon expiration
and nonrenewal;

(b} How the purchase price is determined (i.e.,
predetermined price, formula, or appraisal) and
state whether goodwill is a factor in the
determination of the purchase price;

(c) The terms of payment by the franchisor upon
exercise of its option to purchase; and

(d) The procedure to be foilowed by the franchisor
in exercising the option.

Sample Disclosure, XVII-H

Franchisor's Right of First Refusal to Purchase Franchised Business from
Franchisee: The Franchisee may not sell, transfer, assign, lease or sublet any
interest in the ABX Muffler Shop Franchise or in the egquipment or
furnishings located thereon, without f{irst offering the same to XYZ, in
writing, at a stated price and stated terms, which XYZ may agcept in
writing at any time within sixty (60) days from receipt of the written offer
by the Franchisee. If XYZ declines, or does not accept the offer within sixty
(60) days, the Franchisee may thereafter sell or dispose of the business to a
third party, but not at a lower price nor on more favorable terms than have
been offered to XYZ in writing and subject to the prior written permission of
XYZ as described below under the subheading ‘‘Assignment.” If the
franchised business is not sold by the Franchisee within six months from the
date it is offered to XYZ, then the Franchisee must re-offer to sell to XYZ
prior to the sale to a third party.

Franchisor's Right to Purchase Business: Upon termination of the Franchise
Agreement for any reason, or in the event that the Franchisee desires, prior
to the termination of the Franchise Agreement, to discontinue the operation
of his ABX Muffler Shop for any reason other than a sale to a third person,
the Franchisee must give XYZ a written offer to sell the Franchisee's entire
interest in the business and all related personal property. If, within sixty
(60) days after receipt of the written offer from the Franchisee, the parties
are unable to agree on the purchase price and terms, then the fair value of
the business and property will be determined by arbitration according to the
~rules of the American Arbitration Association. The decision of the Arbitrator
will be conclusive and the Arbitrator will exclude from the decision any -



value for goodwﬂl or gomg concern valle created by ‘the names, trademarks,
~<it""service marks, logos, commercial symbols and business system licensed to the
%0 Franchisee. XYZ will have the right, at any time within thirty (30) days
i"“"""' after receipt of the written decision of the Arbitrator, to purchase the
*.-." . business and other property at the valuation fixed by the Arbitrator, and
B ! 'upon such terms and condmons that he may determme

. L The conditions under which the franchlsee or its owners may sell or assign all or
any interest in the ownership of the franchlse or of the franchisee or in the assets of the
franchise business. . . . Lo er e

" Instrucdons: C. . (4) Describe any -specific provisions as to
. e . unrelated assigneesorpurcha.sers including:

(1) Describe any provisions in the {ranchise
agreement which prohibit the assignment or sale of (a) Any specific sundlrd.s to be met by such
the franchise, the assets of the franchised bu§xness, assignees or purchasers; ..,
or an equity interest in the franchisee. o

(b) Whether the unrelated assignee or purchaser
receives an assignment of the existing franchise
agreement or is required to execute the then current
form of franchise agreement containing the Lhen
current economic and other terms;

(2) Disclose whether an assignment or sale is
‘permitted only with the consent of the franchisor
and whether such consent is required for all
assignments or only certain assignments.

(3) Describe any specific provisions in the

agreement as to related assignees and other -{¢) Any fee payable to the franchisor as a
transferees, such as transfers: . .. condition of his consent, and if so, the amount and
purpose thereof;

(a) To members of the franchisee’s family;

(d} Any other conditions precedent to the

b) To a corporation or partnership without a - .
®) po P P obtaining of the franchisor's consent; and

change in control;

(c) Between shareholders or partners; or (e) Whether the franchisor requires the franchisee
. (and its owners) to execute a general releasc as a
(d) To employees. condition of its consent to the assignment,

In connection with this disclosure, a cross-
reference to Item 17.M. may be appropriate.

Sample Disciosure, XVII-I

Assignment by the Franchisee: The Franchise Agreement provides that
neither the Franchise Agreement, the Franchise, nor any part of the
ownership of the Franchisee (which shall mean and include voting stock,
securities convertible thereto, proprietorship and general partnership
interests) may be voluntarily, involuntarily, directly or indirectly assigned
or otherwise transferred or encumberéd by the Franchisee or its owners
(including without limitation by will, declaration of or transfer in trust or
the laws of intestate succession) except as provided therein without the prior
written approval of XYZ, and any such assignment, transfer or
encumbrance without such approval constitutes a breach of the Franchise
Agreement. XYZ will not, however, unreasonably withhold consent to an
assignment if the conditions specified below are met.

The Franchise Agreement may be assigned to a corporation in which
Franchisee owns all of the issued and outstanding capital stock provided
that: (i) Franchisee or a manager approved by XYZ actively manages the
corporation and continues to devote his best efforts and full and exclusive
time to the day to day operation and development of the Franchise and the
business of the ABX Muffler Shop; (ii) the corporation is newly organized



., ....and its activities are confmed excluswely to actmg as an ABX Muffler Shop
«. . F ranchisee under the Franchise Agreement; (iii) the corporauon executes a
", document in such form as shall be approved by XYZ in which it agrees to
- become a,party to.and be bound by all the provisions of the Franchise
Agreement; (iv) the Franchisee remains personally liable in all respects
under the Franchise Agreement and the Franchisee executes on a form
approved by XYZ a personal guaranty and agreement not to sell, assign,
pledge, mortgage or otherwise transfer or encumber the stock; and (v) all
stock certificates representing shares in the corporation bear a legend that

they are subject to the terms of the Franchise Agreement.

2

If Franchisee dies and his personal representative does not desire to sell the
ABX Muffler Shop, and if under controlling local law the deceased
Franchisee’s interest in the ABX Muffler Shop, the Franchise and this
Agreement are distributable to heirs or legatees who are members of his
immediate family and who otherwise would qualify as assignees, then, such
attempted assignment by operation of law or will shall not be deemed in
violation of the Franchise Agreement, provided that such heirs or legatees
accept the conditions imposcd on otherwise permitted assignees.

Consent to an assignment otherwise permitted or permissible as reasonable
may be refused by XYZ unless prior to the effective date of the assignment:
(i) all obligations of the Franchisee in connection with the ABX Muffler Shop
have been assumed by assignee; (ii) all ascertained or liquidated debts of the
Franchisee in connection with the ABX Muffler Shop have been paid; (iii)
the Franchisee is not in default under any provision of the Franchise
Agreement; (iv) the assignee has completed the training program required of
new operators; (v) the assignee has executed XYZ's then current Standard
Franchise Agreement for a full term as provided therein; (vi) the Franchisee
or assignee has paid four thousand dollars ($4,700.00) for assignee’s training
and on-site field technical and management supervision and training; (vii}
the Franchisee or assignee has paid five hundred dollars ($500. 00) 1o
reimburse XYZ for its reasonable legal and accounting fees, credit and
investigation charges and expenses incurred as a consequence of such
assignment; (viii) the Franchisee has paid to XYZ a sales commission of six
percent (6%) of the gross selling price of the ABX Muffler Shop. the
Franchise and all related assets (if XYZ obtained the purchaser for the
Franchisee); and (ix) Franchisee and all officers, directors and shareholders
to which the Franchise Agreement has been assigned must execute a general
release under seal in favor of XYZ.

The Franchisee will not have the right to grant a subfranchise. ~

J. The conditions under which the franchisor may sell or assign in whole or in part.

Instructions: (2) Describe any provision of the franchise or
R . L » other agreement that relieves the franchisor of
1) D"“"b’ any restrictions on any right of the liability to the franchisee upon the franchisor's
franch_lso( to sell or assign its interest in the assignment of such agreement.
franchise in whole or in part.
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L ‘Sample Disclosure, XVII Jo.
vh Asszgnment by XYZ: The Franchise Agreement ‘is fully ass:gna.ble by XYZ
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TGS "and shall inure to the benefit of any assxgnee .or othcr legal successor to the

‘interest of XYZ
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Describe any events, or conditions contained in . o

“the franchise agreement, that permit the franchisee < - - P

+to modify t.he agreement, . e LW ETTT L
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T Sample stclosure, XVIIK

e Modmcauon by Franchisee: The Franchisee ‘may modify the Franchise
“7 " Agreement only upon the execution of a written agree-ment between XYZ

and the Franchisee.

v

L. The conditions under which the franchisor may modify.

Instructions:

(1) Describe any specific provisions in the
franchise agreement permitting the franchisor to
modify the franchise agreement upon the occurrence
of certain events or conditions.

(2) Describe any provision in the franchise agree.
ment permitting the franchisor to alter or modify
any operating manual to which the franchisee is
required to adhere, If such right exists, state:

(a) To what extent may the manual(s) be
modified; and

(b) Under what conditions may the franchisor
modify the manual(s) (e.g., to meet competition,
protect trademarks or trade names, or improve the
quality of the product or service provided by the
franchised business).

Sample Disclosure, XVII-L
Modification by XYZ: XYZ may modify the Franchise Agreement only upon
the execution of a written agreement by XYZ and the Franchisee. XYZ fay
modify the operations manual unilaterally under any conditions and to any
extent which XYZ, in the exercise of its sole discretion, deems necessaryv to
meet competition, protect trademarks or trade names, or improve the
quality of the product or service provided by the ABX Mufiler Shop.

M. The rights of the franchisee's heirs or personal representative upon the death or

incapacity of the franchisee.

Instructions:

(1) Describe any specific provisions in the
franchise agreement relating to the rights of the
franchisee’s heirs or personal representative upon
the death or incapacity of the franchisee or the
death or incapacity of a substantial sharehoider or
partner if the franchisee is a corporation or
partnership.

(2) Describe the applicability of the general
assignment provisions as they may relate to the

"y

[y

rights of the franchisee's heirs or- personal
representative (see [tem 17. I.).

(3) If the franchisor has a policy relating to the
rights of the franchisee's heirs or personal
representative, it may be disclosed here provided
that such policy is clearly indicated to be oniy the
franchisor’s policy and not a binding obligation of
the franchisor. :



I ‘ SampleDzsclosure, XVHM el

,&‘,’ Mty % Jbght of. Franchzsee 's Heirs:upon Deatlz of Franclusee.As noted above under
A u) o uthe ‘subheading .‘Assignments,”.vif franchisee dies .and his personal
- -representative does not desire .to sell the ABX Muiffler Shop or interest
" .therein and if under- comrollmg local law the deceased Franchisee's interest
.~¥in the ABX Muffler ‘Shop, the Franchise ‘and Francliise Agreement are
A ~~ ;- distributable to heirs or legatees who are members of his immediate family
> ..;and who otherwise would -qualify as assignees,” then such attempted
‘ . ‘assignment by operation of law or will shall not be deemed in violation of the
- Franchise Agreerr nt, provided such heirs or legatees accept the conditions
mposed on otherwise permitted assignees. . . L rage o

+~'If the franchisee is mcapacxtated and his personal. guardxan does not desire

T to sell the ABX Muffler Shop or interesttherein, such personal guardian or a
... .- member of the immediate family may, if such party otherwise would qualify
; . ..as an assignee, continue to operate the Franchisee's ABX Muffler Shop,

provided that such person personally manages the ABX Muffler Shop.

or

Upon the death or incapacity of the Franchisee, or any partner, officer,
director or principal shareholder of such Franchisee, the Franchisor has a
first option to purchase any interest held by such person at the book value of
such interest. In the event that the Franchisor fails to exercise its option, the
heirs of the Franchisee may take the interest of the deceased person. but
subject always to the express written consent of the Franchisor and also to
the requirement that the heir personally manage the Franchise.

or

In the event of the death or total and permanent disability of the ABX
Muffler Shop Franchisee, or any partner or shareholder owning 50% or more
of the Franchise and business, such person or the legal representative of such
Franchisee, partner or shareholder shall within sixty (60) days of such death
or disability set forth in writing and deliver to XYZ a description of the
proposed disposition of such interest following the procedures set forth’in the
Franchise Agreement and the Operations Manual.

N. The provisions of any covenant not to compete.

fails to renew or the franchisor terminates or reiuses
to renew. If so, describe how such provisions are
affected;

Instructions:

(1) Describe the provisions of any covenant not to
compete that are applicable during the term of the

franchise, including: (b) The types of businesses and positions therein

(a) The types of businesses and positions therein that are prohibited,

th ibited; . . . -
at are prohibited (¢) The geographic area in which the prohibitions

(b) Any exceptions to such prohibitions; and are effective; and

(c) The geographic area in which such pro-
hibitions are effective.

(2) Describe the provisions of any covenant not to
compete that are applicable after the expiration or
terrnination of the franchise, and state:

(a) Whether the applicability of such provisions is
affected by whether the franchisee terminates or

(d) The time period during which the prohibitions
are effective.

Describe any obligations that the franchisor must
meet as a condition of the enforcement oi the
covenant nol to compete, (e.g., the repurchase of-
inventory and equipment or the termination of
leases and subleases).



Sample Disclosure, XVII-N
Covenants Not To Compete:

During the Term of the Franchise: The Franchise Agreement provides that
the Franchisee may not during the term of the Franchise engage as an
owner, partner, director, officer, employee, consultant, agent or in any other
capacity in any other business selling goods and services similar to the goods
and services sold by ABX Muffler Shops (except for other ABX Muffler
Shops under Franchise Agreements entered into between the Franchisee and
XYZ) without the prior written approval of XYZ. Such approval will not be
unreasonably withheld.

After Termination or Expiration of the Franchise: The Franchise Agreement
provides that the Franchisee may not engage as an owner, partner, director,
officer, employee, consultant, salesperson, representative or agent or in any
other capacity in any retail business selling goods and services similar to the
goods and services carried for sale by the ABX Muffler Shop for a period of 2
years after termination or expiration within a three (3) mile radius of the
Franchisee’s ABX Muffler Shop if the Franchisee is terminated by XYZ
either in accordance with the provisions of the Franchise Agreement or by
mutual agreement of the Franchisee and XYZ or if the Franchisee fails to
renew the Franchise. : .

XYZ may partially or fully waive the foregoing restriction. If XYZ elects to
enforce the restriction, in order to minimize any resulting hardship to the
Franchisee, XYZ agrees to accept an assignment of the lease or sublease for
the premises of the ABX Muffler Shop and to purchase from the Franchisee
at fair wholesale market value all approved fixtures, equipment and signs of
the ABX Muffler Shop in good repair and working order and all authorized
and approved inventory of the ABX Muffler Shop in saleable condition.
There is no prevision in the Franchise Agreement for an independent
appraisal of such items or for the recognition of goodwill or other intangibles
associated with the business of the Franchisee. However, in the event that
the Franchisee and XYZ are unable to agree on the fair wholesale market
value of such items, the Franchisee will have the right to have the matter
settled by arbitration, as described below under the subheading
“Arbitration.”

-
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ARRANGEMENTS WITH PUBLIC FIGURES (Item XVIII).

Requirement (Item 18): State the following:

A. Any combensation or other benefit given or promised to a public figure arising, in

whole or in part, from:

1. The use of the public figure in the name or symbol of the franchise; or

2. The endorsement or recommendation of the franchise by the public figure in

advertisements.

Instructions:

(1) A "public figure” is a person whose name or
physical appearance would be known to a
substantial portion of the public within the
geographic area in which the franchise is sold.
“Public figures” are typically persons who have
achieved prominence such as athletes, entertainers
or persons whose involvement in public affair is
well known. The term “public figure” also includes
fictionalized characters such as cartoon characters.

(2) Describe any compensation or benefits given
or promised to a public figure, the owner thereof or

any officer and/or director of such owner for the use
of the public figure in the name or symbol of the
franchise.

(3) Describe any compensation or benefits given
or promised to a public figure, the owner thereof or
any officer and/or director of such owner for the
endorsement or recommendation of the franchise by
the public figure in advertisements for the sale of
the franchise.

B. Any right the franchisee may have to use the name of a public figure in his
promotional efforts or advertising and any charges to be made to the franchisee in

connection with such usage.

Instructions:

(1) Describe any- provisions in the franchise
agreement or pursuant to the present policy of the
franchisor, that grant to the franchisee the right to
use the name of a public figure in his promotionai
efforts or advertising. If the franchisee has any such
right, descnbe in what manner he may utilize such

. N

name of a public figure and any limitations with
respect thereto.

(2) Describe any separate charges that the
franchisee must pay to utilize the name of a public
figure in its promotional efforts or advertising and
how such charges are computed.

*C The extent to which such public flgure 15 1nvolved in the actual management or

control of the franchisor.

Instructions:

FY

(1) Describe the position of the public figure, the
owner-thereof or any officer and/or direétor of such
gwner in the structure of the {ranchisor, including
whether the public figure, the owner thereof or any

’

officer md/or director of such owner, is an officer
and/or director of the franchisor.

y @) Describe the duLies or function of Lh’e public
figure, the owner thereoi or any officer and/or
director of such owner.

D. The total i investment of the pubhc fxgure in the franchise operation.

Instructions:

(1) Describe the total investment of the public
figure, the owner thereof or any officer and/or
director of such owner in the franchise operation
including a description of the type of investment,
e.g., common stock, notes, ete.

(2) Describe the extent to which the investment
was for services performed or to be performed by the
public figure, the gwner thereof, or any officer
and/or director of such owner.

: ~Sample Disclosure, XVIII
Arrangements with Public Figures: There is no compensation or other
benefit given or promised to a public figure arising, in whole or in part, from
the use of a public figure in the name or symbol of the franchise, or the
endorsement or.recommendation of the franchise by a public figure in
advertisements.

The franchisee does have a right to use the name of a public figure in his
promotional efforts or advertising without prior written approval from XYZ.

There are no public figures mvolved in the actual management or control of
XYZ.

or

There is no compensation or other benefit given or promised to a public
figure arising irom the use of the public figure in the name or symbol of the
franchise or the endorsement or recommendation of the franchise by the
puglic figure in advertisements. Also, the Franchisee does not have any right
to use the name of the public figure or celebritv in his nromotional effort and
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~ - 'Representations Regarding Earnings Capability (Item

X1X)

Requirement.~~ > =

A. An earnings claim made in connection with an offer of a franchise must be
included in full in the offering circular and must have a reasonable basis at the time it
is made. If no earnings claim is made, Item 19 of the offering circular shall contain the
negative disclosure prescribed in the instruction.

Instructions

(1) Definition: “Earnings Claim’ means
information given to a prospective franchisee
by, on behalf of or at the direction of the
franchisor or its agent, from which a specific
level or range of actual or potential sales, costs,
income or profit from franchised or non-
franchised units may be easily ascertained.

A chart, table or mathematical calculation
presented to demonstrate possible results based
upon a combination of variables (such as multi-
ples of price and quantity to reflect gross sales)
is an earnings claim subject to this item.

An earnings claim limited solely to the
actual operating resuits of a specific unit being
offered for sale need not comply with this item
if it is given only to potential purchasers of
that unit and is accompanied by the name and
last known address of each owner of the unit
during the prior three years.

(2) Suppiemental Earnings Claim. If a
franchisor has made an earnings claim in
accordance with this Item 19, the franchisor
may deliver to a prospective franchisee a sup-
plemental earnings claim directed to a particu-

lar location or circumstance, apart from the
offering circular. The supplemental earnings
claim must be in writing, explain the departure
from the earnings claim in the offering circular,
be prepared in accordance with this Item 19,
and be left with the prospective franchisee.

(3) Scope of Requirement. An earnings claim
is not required in connection with the offer of
franchises; if made, however, its presentation
must conform with this Item 19. If an earnings
claim is not made, then Negative Disclosure 19
(below) must be used.

(4) Claims Regarding Future Performance. A
statement or prediction of future performance
that is prepared as a forecast or projection in
accordance with the Statement on Standards
for Accountants' Services on Prospective
Financial Information (or its successor) issued
by the American Institute of Certified Pubhc
Accountants, Inc., is presumed {0 have a rea-
sonable basis.

(5) Burden of Proof. The burden is upon the
franchisor to show that it had a reasonable
basis for its earnings claim.

(Negative Disclosure 19)

Franchisor does not furnish or authorize its salespersons to furnish any oral or
written information concerning the actual or potential sales, costs, income or profits of
(an ABX Muffler Shop). Actual resuits vary from unit to unit and franchisor cannot
estimate the results of any particular franchise. » .

B. An earnings claim shall include a description of
its factual basis and the matenal assumptions
underlying its preparation and presentation.

Instructions

i. Factual Basis: The factual basis of an earnings
claim includes significant matters upon which a
franchisee's future results are expected to depend,
including, for example, economic or market
conditions, and which are basic to a franchisee's
operation and encompass matlers affecting, among
other things, franchisee’s sales, the cost of goods or
services sold and operating expenses.

In the absence of an adequate operating
experience of its own, a franchisor may base an
earnings claim upon the resuits of operations of a
substantially similar business of a person affiliated
with the franchisor, or franchisees of that person;
PROVIDED that disclosure is made of any material
differences in the economic or market conditions
known to, or reasonabiv ascer:ainable by, the
franchisor.

ii. Basic Disclosures. The earnings claim must
state:

(a) material assumptions, other than matters of
common knowledge, underlying the claim (see
General Instruction iii.a. under Item 1II,
LITIGATION for the definition of “Material”),

(b) a concise summary of the basis for the claim
including a statement of whether the claim is based
upon actual experience of franchised units and. if so,
the percentage of franchised outlets in operation for
the period covered by lh,.e earnings claim that have
actually attained or surpassed the stated results;

(c) a conspicuous admonition that a new
franchisee’s individual financial resuits are likely to
differ from the results stated in the earnings claim:
and,

(d) a statement that substantiation of the data
used in preparing the earnings ciaim will be made
available to the prospective franchisee on reasonable
request.






20. INFORMATION REGARDING
FRANCHISES OF THE FRANCHISOR:
State the following as of the close of franchisor's
most recent fiscal year (unless another time
period is specifically indicated):

A. The total number of franchises, exclusive
of company owned or operated distribution
outlets, of a type substantially similai to those
offered herein and of that number, the number
of such franchises which were operational as of
the date of this offering circular.

B. The number of franchises in this state,
exclusive of :zmpany owned or operated
distribution c-:-.ets, of a type substantially
similar to those offered herein and of that
number, the number of such franchises which
were operational as of the date of this offering
circular,

C. The tota! number of franchises
substantially similar to those offered herein for
which a business is not yet operational although
a franchise agreement has been signed.

D. The number uf franchises in this state
substantially similar to those offered herein for
which a business is not yet operational although
a {ranchise agreement has been signed.

E. The names, addresses and telephone
numbers of all franchises under franchise
- agreements with the franchisor or its
subfranchisor which are located in the state
where the proposed franchise is to be located, To
the extent that there are fewer than 10 such
franchises located in said state, the list shall
include at least the 10 such franchises which are
most proximate to the location of the proposed
franchise; and if fewer than |0 such franchises
-xist. the list shall identify all such franchises
and inciude a statement to that effect.

In lieu of the above disclosure, the franchisor
may attach to the offering circular a list of the
names, addresses and telephone numbers of all
its franchises under franchise agreements with
the franchisor or its subfranchisors.

F. An estimate of the total number of
franchises to be sold or granted during the one-
year period following the date of the offering
circular. :

G. An estimate of the number of franchises to
be sold or granted in this state during the one-
year period following the date of the offering
circular,

H. State the number of franchises in each of
the following categories which within the three-
year period immediately preceding the close of
franchisor’s most recent fiscal year have:

(1) been cancelled or terminated by the
franchisor for:

(a) failure to comply with quality control
standards; and

(b) other reasons;
(2) not been renewed by the franchisor;

(3) been reacquired through purchase by the
franchisor; and

(4) been otherwise reacquired by the
franchiwr‘.

I The name and last known address and
telephone number of every franchisee in this state
under a franchise agreement with the franchisor or
its subfranchisor whose: franchise has. within Lhe’
tweive month period immediately preceding the
effective date of this offering circular, been
terminated, canceled, not renewed, or who has.

" during the same time period, otherwise voiuntarily

or invoiuntarily ceased to do business pursuant to
the franchise agreement.



Instructions:

(1) The information requested in Items 20. A. and
B. is as of the close of the franchisor’s most recent
fiscal year as to the number of franchises in
existence and as of the date of offering circuiar as to
the number which were then operational. The
disclosures required for the remaining Items are to
be as of the close of the franchisor’s most recent
fiscal year, However, all of the disclosures in this
Item may be as of a more recent date than that
specified provided that the actual date utilized is
clearly disclosed.

(2) Items 2. A. and B. refer to the number of

franchises that have been granted and have not
expired or been otherwise terminated.

(3) With respect to Items 20. B. and D., the
franchisor may inciude a listing showing the
required information for all states in order to avoid
the necessity of having a different page to satisfy
this disclosure with respect to each state. However,
it should be noted that any material change in the
listing as a whole, even if not a material change as
to the information respecting the state in which the
registration is effective, would require a post-
effective amendment.

(4) Requirement 20. E. requires the disclosure of
the names, business addresses and telephone
numbers of franchise locations, as opposed to the

names, addresses and telephone numbers of the
franchisee’s personal residence,

(5) Where applicable, franchisor shouid disclose
for company owned or operated distribution outlets
of a type substantially similar to the franchises
offered by the offering circular, information parallel
to that information required under Items 20. A. and
B.. and Items 20. F. and G. for franchised outlets.
Thus, franchisor should disclose in the same format
as, but separately from, the information regarding
its franchised outlets, the foliowing information:

(a) The total number of company owned or
operated distribution outlets of a tvpe substantially
similar to those franchises offerea by the offering
circular, and of that number, the number of such
company owned or operated distribution outlets that
were operational as of the date of this offering
circular;

(b) The number of company owned or operated
distribution outlets in this state of a type
substantially similar to those franchises offered by
the offering circular, and of that number, the

number of such company owned or operated .

distribution outiets that were operational as of the
date of this oifering circular;

(c) An estimate of the total number of company
owned or operated distribution outlets of a type
substantially similar to those franchises offered by
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‘ Sample Dlsclosures, XX—A t.hroughXX H : )
T ,{mere are 250 ABX Mufﬂer Shops in operauon as of the date of this offenng

‘substantially similar to those franchises offered by
- the offering circular. to become operational in this
""state during the one year period following the date

of the offering cu'cuhr Lo
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. t:u-cular A hst follows: - ,
- W : Number .
of Shops =~ -
Ty
: : 15 "
o S, . ot ol 5 L
< ey Lo, California ... P e PO S0
- .7, Connecticit ..c..,..ovvinivninn... e eeee 15
Florida .".... e e e e e e 10
(€ 175) 14T U e 10
Tnois ...ie e e i .15
Indiana ............ e e, )
Louisiana ......... e e, 10
Maryland .:........ P 10
Massachusetts .......................ou., 10
Michigan .........ccovii i i 20
Minnesota ......oovvviiiii i 10
NewFersey ..o, S
New York ........ e e 15
ORIo o 10
Pennsylvania ................... .. ..ol 10
TeXas .ot 10
Virginia ..o 10
TOTAL ..o 250

In addition, as of the date of this offering circular, Franchise Agreements
have been executed for ABX Muffler Shops in the following states, although
the shops are not yet operational:

Number

State . of Shops
Kentucky .............. N P 3
OrBEON ..ottt e e 1
Tennessee ........ccoviiiii i, 3
Washington.......... it 2
TOTAL ... 9

A list of the names, addresses and telephone numbers of the above listed 239
franchises is attached to this Offering Circular as Exhibit C.

XYZ estimates that it will grant franchises as follows during the one vear
period following the date of this Offering Circular:

State : .
nois ... e
Michigan ............ oo,
Minnesota .......ooiiviiiii i e
Ohio

2 WIsCoOnsin ... 0 e e : e
ToTaL ........ O S S PO

.......................................

0

During the three year period imm ~diately preceding the close of XYZ’s fiscal
year (June 30, 1976) 8 irancnises nave been terminated for failure to comply
with quality contrdl standards and two were terminated.because of the
" franchisee's bankruptcy. Additionaily XYZ did not renew 3 ABX Muffler
Shop Franchises and also reacquired 3 by purchase from the Franchisee.

In addition to the aforementioned ABX Muffler Shop franchises, XYZ owns
and operates 8 ABX Muffler Shops. All of these ABX Muffler Shops are
located in the state of Minnesota and all such ABX Mufﬂer Shops were
operational as of the date of this Offering Circular. .

XYZ anticipates that it will open 2 additional company owned and operated
ABX Mufﬂer Shops wnhm one year from lhe date of thls offermg cxrcular

f——— e - o






FINANCIAL STATEMENTS (Item XXI). Requ:rement (Item 21): Financial
statements shall be prepared in accordance with generally accepted accounting
principles. Such financial statements shall be audited by an independent certified
public accountant or, if permitted by the franchise law of a particular state, an
independent public accountant. Unaudited statements may be used for interim
periods.

A. The financial statements required to be filed by a.franchisor shall include a
balance sheet as of a date within 90 days prior to the date of the application and profit
and loss statements for each of the three fiscal years preceding the date of the balance
sheet and for the period, if any, between the close of the-last of such fiscal years and
the date of the balance sheet. The balance sheet as of a date within 90 days prior to the
date of the application need not be audited. There shall be filed in addition an audited
balance sheet as of the end of the franchisor’s last fiscal year unless such last fiscal
year ended within 90 days of the date of the application in which case there shall be
filed an audited balance sheet as of the end of the franchisor’s next preceding fiscal
year. The profit and loss statements shall be audited up to the date of the last audited -
balance sheet filed, xf any.
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(n) Unnudued balance sheet as of euher Apnl 30
lhy 31, or June 30, 1977, and unaudited income
* statement for the period from January 1, 1977, to -
the date of the balance sheet; and _

endmgm the dnes of Lhe rcspecuvebahnce shee(i' L

(2) f'n'mn nates muy impose reqmremenu in
addmon to those specified in 21. A above. For
. example, rertain states may require that the latest
financial statements be as of a date within 120 days

. of the date on which the registration within that
state became effective rather than being within 90
adays of the date of the application.

.

e —

) (b) Audited balance sheets as of December.31, - .-G)mfmnaal statements required under Item
+ 1974, 1975,-and 1976, and. audited statements of .- 21. A. must be included as part of the Offering
profit and loss, changes im:financial poslunn. «-Circular, as opposed to being presented to the
changes in mamed urmngs md changes in other . pmspecu've franchisee as an independent document.
4 B i . o7

B Contmlhng company statements: Where state law ‘permits, in lieu of the
-zdxsclosure -required by Item 21. A., complete financial statements of a company
. .controlling the franchisor may be filed, but oniy if the unaudited financial statements
of the franchisor are filed and the controiling company absolutely and unconditionally
guarantees to assume the duties and obligations of the franchisor under the franchise

agreement should the franchisor become unable to perform its duties and obligations.

(2) The above referred to guarantee by the
franchisor relates only to the guarantee of the
performance of the obligations of the franchisor to

Instructions:

(1) The financial statements to be included as

part of the Offenng Circular pursuant to Item 21. B.
are the audited f{inancial statements of the
controlling company, not the unaudited financial
statements of the franchisor. The unaudited
financial statements of the franchisor only are to be
filed with the state franchise administrator, not
included as part of the Offering Circular. California
requires that both the audited statement of the
controlling company and the unaudited statement of
the franchisor be inciuded in the body of the offering

the franchisee pursuant to the franchise agreement
and need not be a guarantee in favor of third parties
or to the franchisee respecting obligations that are
not provided for under the franchise agreement. A
sample guarantee is found at the end of this

t.
(3) The rules of the filing state may permit the
substitution of a surety bond for the parent
company guarantes, A sample surety bond is found

circular. + at the end of this document.

C. Consolidated and separate statements.

1. Where a franchisor owns, directly or beneficially, a controlling financial interest
in any other corporation, the financial statements required to be filed should normally
reflect on a consolidated basis the financial condition of the franchisor and each of its
subsidiaries.

2. A separate financial statement will normally be required for each substantial
franchisor or subfranchisor related entity.

3. A company controlling 80% or more of a franchisor shall normally be required to
file its financial statements.

4. Consolidated and separate financial statements shall be prepared in accordance
with generally accepted accounting principles.

(a) With respect to the requiring of consolidated
financial statements, where the subsidiaries are
substantial in size and their exciusion would
preclude the presentation of the franchisor's
financial condition on a proper basis;

Instructions:

(1) Each state administrator may determine the
circumstances in which the statements described in
Itemns C. 1., 2., and 3. will be required to be included

im tha alfacminw micaidas Thmical sirrumctancac ars-







(b) With respect to the requirement of separate
financial statements for each refated entity, where
the related entity engages in s.gmﬁcam financial
transactions directly with the franchisee; and

(c) With respect to the requirements of a
controlling company statement, whe‘re the
controlling company engages in significant financial
transactions with the franchisee.

(2) If the statements described in Items C. 2. or 3.
are required to be included, the iranchisor should
include a clear and conspic tous disclosure that such
other company whose statementsare included is not
responsible for or liable on the frahchise agreement
and is not a guarantor of the performance of the
franchisor or any of franchisor’s obligations.

Contracts (Item XXII). Requirement (Item 22): Attach a copy of all franchise
and other contracts or agreements proposed for use or in use in this state, including,
without limitation, all lease agreements, option agreements, and purchase agreements.

Instructions:

(1) Copies of agreements attached to the offering
circular pursuant to Item XXII form a part of the
offering circular. Accordingly, each offering circular
delivered to a prospective franchisee must include
copies of all agreements required to be attached to
the offering circular, regardless of whether all such
agreements will be executed in any given proposed
transaction with a particular franchisee.

(2) The copies of the agreements attached to and
forming a part of the offering circular are not for

ACKNOWLEDGEMENT OF

execution. One or more copies of each agreement
proposed to be executed by a prospective f{ranchisee
must be delivered to such franchisee in compieted
form (i.e., in form for execution, with no blanks or
open terms) within the requisite period of time,
according to federal and applicable state franchise
law. If such completed agreements are not delivered
to a prospective franchisee concurrently with the
delivery of the offering circular, a separate receipt
should be obtained acknowledging receipt of such
agreements.

RECEIPT BY PROSPECTIVE

FRANCHISE (Item XXIII). Requirement (Item 23): The last page of each offering
circular shall contain a detachable document acknowledging receipt of the oifering

circular by the prospective {ranchisee.
Instruction:

The receipt form should be the final and separate
paz- ro the Oifering Circular and shouid not contatn

any disclosure items. The receipt form also may
constitute the acknowledgement by the franchisee of
the receipt of the {ranchise agreement and reiated
documents 1n a form for execution.

Sample Receipt

ACKNOWLEDGEMENT OF RECEIPT BY PROSPECTIVE FRANCHISEE OF THE OFFERING
CIRCULAR FOR ABX MUFFLER SHOP FRANCHISES OFFERED BY XYZ, INC.

The undersiened, personally and/or as an bfficer or partner of the

proposed Franchisce. does hereby acknowledge receipt of the

“Franchise Oifering Circular For Prospective Franchisees Required by

the State of Wisconsin" including ali Exhibits attached thereto. to

wit: the Statement of Actuaj Sales by Franchisees ( Exhibit A), the

names, address and telephone numbers of 259 ABX Muifler Shop ’
. Franchises (Exhibit B), XY Z's Audited Financial Statements for

fiscal years 1974, 1975 and 1976 (Exhibit C), the ABX Muffler Shop
Franchise Agreement (Exhibit D) and the XYZ Commercial Leasing
Corporation Equipment Lease Agreement (Exhibit E).

Dated:

Subscribed and sworn to

before me this day

of 19 .

Notary Public

. in?iividually

and as an officer or
partner of

a(
corporation)

(
partnership)







GUARANT EE OF PERFORMANCE (APPENDIX A)
R ; 2T aummsoswmmwcr e, 0

A . 7 . — e -

f‘?__ﬁfor value recexved (Parent), located at (Address), absoiutely and uncondmonally ’
“-guarantees the performance by its subsidiary, (Subsidiary), located at (Addrcss), of all
“of the obligations of (Subszdm-y), in accordance thh the terms and conditions of its -

franchise registration in the State of - dated (effective date of
renewal) and of its License Agreement thh the franchnsee, (F1 .nchisee’s name and
. address), dated’ 19 , as-the same have been .or may

hereafter -be” amended, modified, ‘renewed or extended from time to time. This
guarantee shall continue in force until all obligations of (Subsidiary) under the said
franchise registration and License Agreement shall have been satisfied or until
(Subsidiary’s) liability to the franchisee under the franchise registration and License
Agreement has been completely discharged, whichever first occurs. (Parent) shall not
be discharged from liability hereunder as long as any claim by the franchisee against
(Subsidiary) remains outstanding. Notice of acceptance is waived. Notice of default on
the part of (Subsidiary) is not waived. This guarantee shall be binding on (Parent) and
on its successors and assigns.

In witness whereof has, by a duly authorized officer,
executed this guarantee at on this day
of 16—.

' Ey:
: . Title
Attest:

SURETY BOND (APPENDIX B)

SURETY BOND

We, (Franchisor), a corporation, with principal offices at (Address of Franchisor's
Home Office) as principal, and (Name of Surety Company) a Surety Company
incorporated under the laws of the State of and authorized to
conduct business in the State of as surety, are indebted to the
(State Regulatory Authority and Address thereof ) Obligee in the sum of
to be paid to the Obligee or its legal representatives, successors, or assigns, for
which payment we bind ourselves and our legal representatives and successors, jointly
and severally.

WHEREAS, the above-named principal has made application to the (State
Regulatory Authority) for registration of the offer of its franchises under the (State
Franchise Law and statutory citation thereto) and is required pursuant to said law to
include in its offering circular financial statements certified and audited by an
independent certified public accountant; and

WHEREAS, the Principal proposes to offer in (State) franchise(s) within one vear
from the effective date of the proposed registration under (State Franchise Law); and



WHEREAS, financial statements certified and audited by an independent certified
public accountant have not been prepared for Principal’s fiscal vear ending
and the only financial statement for Principal’s fiscal year ending
— _ is an unaudited financial statement (or the certified and audited
financial statements, prepared on a consolidated basis, of Principal’s parent); and

WHEREAS, the purpose of Principal furnishing the financial statements certified
and audited by an independent certified public accountant is to dislose to the Obligee
and to the prospective franchisees the financial condition of the Principal; and

WHEREAS, the Obligee is willing to waive the requirement that the Principal
furnish financial statements certified and audited by an independent certified public
accountant from the books and records of the Principal according to generally accepted
principles upon the condition that the Principal furnish a surety bond to the Obligee;

and :
\WHEREAS, the Obligee intends to assign this bond to the respective purchaser(s) of

the aforementioned franchise upon sale of the aforementioned franchisets) to said

purchaser.
THERLFORE, the condition of this obligation is that the Principal furnish to the

Obligee certified and audited financial statements for fiscal vear ending
—— tor the most recent certified and audited financial statements, prepared on a
consolidated basis, of Principal’s parent) and the unaudited financial statements dated
for Principal and interim unaudited financial statements
current as of davs of the date of sale, as required by (State
Franchise Lawy and shall furnish a copy of the same to prospective franchisees as
required by (State Franchise Lawy, and that in connection with the sale of the
aforementioned franchise, Principal shall fulfill all obligations to provide real estate,
improvements, cquipment, inventory, training and all other items included in the
‘ranchise offering, The condition of this bond is that if the Principal, its agent and

emplovees shail.
1. Comply with the oState Franchise Lawy and all rules and orders
promulgated thereunder: and

19

Pay all damages suffered by any person by reason of the violation of
said tState Franchise Lawyr or wanyv rules or orders promulgated
thereunder oroany acts, rules or orders amendatory thereol and/or
supplementary thereto, or hereafter enacted. or by reason of any
misrepresentation, deceit. fraud or omission to state a material jact
necessary inoorder to make any statement made in the light ol the
circumstances under which such statement was made, not misleading,
inciuding, but not limited to. the failure to disciose, as required by
1State Franchise Lawy and the rules promulgated thercunder, the true
financ:ai condition of t Franchisor, and
3. Fuily completes 1ts ublizations under the Franchise Agreement and all
related Asreements to provide real estate. improvements, equipment.
.ventory, training and other items included in the franchise offering, then
this obiigation shail be void: otherwise this obligation wiil remain in full force
and effect.
Txis bond and obligation hereunder shall be deemed to run continuously and shall
in full force and efiect for four full years after the efiective date of Principal’s

remain

ration of the offer of franchises under (State Franchise Law),

redislrall

in ihrevent tast any action or proceeding is initiated with respect to this bond. the
parties agree that the venue tnereof shall be the (State) County in which the ofier or .
sale of the franchise occurred. . :

IN WITNESS WHEREOF. Principal and Surety have executed this instrument at_
: the i day of 1976.

Principal




Tommy G. Thompson

State of VVisconsin \ OFFICE OF THE COMMISSIONER OF SECURITIES

Governor _ MADISON, WISCONSIN 53701
Walter H. White, Jr.

o # Movember 14, 1989 INFORMATION (608) 266-3431

Commissioner of Securities REGISTRATION (608) 2661064

. LICENSING (608) 266-3693

Wesley L. H/ngp ‘ LEGAL SERVICES  (608) 266-8557

Depufy Commissioner ADMINISTRATION  (608) 266-3583

Office of the Secretary of State

30 Wwest Mifflin St. | RECEIVED

Madison, WI 53703

g%/c/ft?\ﬁ*visscn: of Statutes Bureau NOV 141989
¥ 30 West Mifflin St. , _
Madison, Wi 53703 Revisor of Statutes

Bureau
Gentlemen and Mesdames: S

Re: Filing of Certified Copies of Final Order
Adopting Rules/Clearinghouse Rule 89-141

Pursuant to the requirements of ss. 227.20 and 227.21, Wis.
Stats., a certified copy is herewith filed with each of your offices of
the above-referenced Final Order Adopting Rules in the form prescribed
by sec. 227.14, Wis, Stats. The Final Order Adopting Rules was adopted
by this agency on November 14, 1989.

Also attached are photocopies of two securities and franchise
disclosure regulatory standards incorporated by reference in sections
3.23(3) and SEC 32.06(2), Wis. Adm. Code, contained in SECTIONS 8 and
28, of the Final Order Adopting Rules. Authorization for the
incorporation by reference of the regulatory standards has been
received under s. 227.21(2), Wis. Stats., from the Attorney General and
the Revisor of Statutes.

If you have any questions, please call me at 266-3414.

VELY rujgé?pgggz
- %W

Randall E. Schumann
General Counsel

RES/sak
enclosures

cc: Walter H. White, Jr.
Commissioner of Securities

111 WEST WILSON STREET
BOX 1768



