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TO ALL TO WHOM THESE PRESENTS SHALL COME, GREETINGS: 

I, Walter H. white, Jr., Commissioner of the State of Wisconsin 
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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 
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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; 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. 
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FINAL ORDER OF THE 
OFFICE OF THE COHrnSSIONER 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) (c) (Intro.), (c)l 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) (d); 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 procedutes; 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 SSe 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) I 

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: 

", 





1989 

SECTION 1. SEC 2.02(4) (c) (intro.), 1 and 2(intro.) are 

amended to read: 

SEC 2.02(4) (c) fs-a ~ venture capital company as a 

result of meeting any of the following requirements: 

1. e~e~aees Operating a small business 

investment company licensed under the small business 

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

2. fs 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). 

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 agent 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 or 

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. 

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

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

~e~~see~ea pursuant to a registration 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 
fede~al Securities Act of 1933. Rather, 
the exemption \'lithdrawal applies only 
during the time when offers and sales of 
the securities are being made pursuant to 
the federal 1933 Act registration 
statement. 
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SECTION 4. SEC 3.06(5) (c) is amended to read: 

SEC 3.06(5) (c) Securities of an issuer wfteee-£~AaAe~a± 

eef~ee~fe-efL 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 ratios. 

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

SEC 3.23(2) (g) ~fte If the offering is the subject of 

a registration statement under the securities act of 1933, 

the following seaeeffieA~ statements in bold-face type: 

eeMHfSSfeNER-eF-SEe8Rf~f.ES-BeEq-Ne~-SfG~F¥-~HA~-~HE 

eeHHf.SSf.eMER-HAS-APPReVEB-eR-REeeHHENBEB-~HESE-SEe8Rf~fES7 

NeR-HAS-~HE-eeMMfSSfeNER-PASSEB-8peN-~HE-Ae€8RA€¥-eR-ABEe8A€¥ 

eRHHNA~-eFFENSE 

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE 

SECURITIES AND EXCHANGE COlllUSSION OR ANY STATE SECURI'l'IES 
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COMMISSION NOR HAS THE SECURITIES AND EXCHANGE COMMISSION OR 

ANY STATE SECURITIES COHNISSION PASSED UPON THE ACCURACY OR 

ADEOUACY 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 
V1isconsin, 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) (i)' is renumbered SEC 3.23(2) (j). 

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 fo~.a new 
provision relating to a specific 
situation. 

SECTION 7. SEC 3.23(2)(i) 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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IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR 

ONN EXAlUNATION OF THE ISSUER AND THE TERHS OF THE OFFERING, 

INCLUDING THE HERITS AND RISKS INVOLVED. THESE SECURITIES 

HAVE NOT BEEN RECmmENDED BY ANY FEDERAL OR STATE SECURITIES 

COMllISS ION OR REGULATORY AUTHORITY. FURTHERHORE, THE 

FOREGOING AUTHORITIES HAVE NOT CONFIRr1ED THE ACCURACY OR 

DETERl>1INED 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 AvlARE THAT THEY 11AY BE REQUIRED TO BEAR TIlE 

FINANCIAL RISKS OF THIS INVESTl1ENT FOR AN INDEFINITE PERIOD 

OF TUm.; and 

ANALYSIS: This new rule prescribes a 
two-paragraph prospectus cover page 
legend requirement for use in offerings 
exempted under section 4(2) o~·the 
federal Securities Act of 1933, using 
language developed by the North Americ~n 
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, 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 

disclosure 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-l 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) (11) of the Securities Act of 1933, a 

disclosure document in compliance with the North American 

Securities Administrators Association, Inc. form U-7 is 
't • . 

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 in~lud€ an application for the continuous offering of the 

securities. The offering period of the registration 

statement is automatically extended until it is permitted to 

be withdrawn or the commissione~ issues a stop order 

suspending or revoking its effectiveness pursuant to s. 

551.28, stats., if the issuer ~±~es-efie-~e~e~es-~e~~±~ee 

Hfiee~-s.-SEe-3.~8f~t7-afie complies with s. 551.52(1) (b), 

State., which may involve the filing of form RS-IC as 

referred to in s. SEC 9.01, and if the issuer files with the 
", 

commissioner not less than annually 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. 
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ANALYSIS: The amendments to this rule do 
the following: (1) Delete the c ross­
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 May 5, 1988) 
relating to investment company 
registration extension procedures and 
contained in s. 551.52(1) (b), VIis. 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 tepresentative copies, of the 

responses made by the broker- dealer to the complaint. In 
, 

this paragraph, "complaint" means any written or oral 

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 any securities 

transaction or the 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 

'..t 
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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. 

SECTION 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 

fot a discount brokerage firm, or an agent for a broker-, 

dealer engaged solely in the offer and sale of either 

securities issued by open- end investment companie&, face 

amount certificate companies or unit investment trusts 

registered under the investment company act of 1940, or 

interests in direct participation prograws, shall have and 

keep current the records in sub. (2) relating to .. customer 

securities ~faHsae~±eH 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. 

read: 

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 

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 designated,supervisor under s. SEC 

4.05(6) no longer is acting in that capacity. The 

notification shall either identify a substituted designated 

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 
requirement under \-lhich l~censed 
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 horne 
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 qualify a substituted 
designated supervisor: 

SECTION 13. SEC 4.05(6) is amended to read: 

SEC 4.05 (6) Every licensed br.oker- dealer ffil:i6~ shall 

employ at its principal office at least ~ne person designated 

in writing to the commissioner to act in a supervisory 

capacity who i~ licensed as a securities agent in this state 

and has satisfied the supervisory examination requirement 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 99 12 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). 

SECTION 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 \-lhose securities are exempt under 

secs. 551.22(3), (4), or (5), His. 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 !'>lith a:n of the follo\'7ing: 

(a) The disclosure standards contained in 12 CFR 526.2 

relating to, among other things, interest or 

dividend rates, percentage yields, deposit duration 

and minimum investment amount requirements. 

(b) Disclose any early withdrawal penalty. 
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(c) Disclose in conjunction vlith 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. 

(d) 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. 

(e) Disclose the existence of any supervisory, managing 

or similar agreement between ~n issuing financial 

institution and the FSderal Savings and Loan , 

Insurance Corporation, the Federal Deposit 

Insurance Corporation or other federal o~ state 

agency, as well as the existence of any 

conservatorship, receivership or similar proceeding 

invol v ing the issu ing f inanc ia,J,. insti tut ion, 

whether under state or federal law. 

(f) 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: 

(a) The name of the financial institution that is the 

issuer of the certificate of deposit. 

". 
(b) 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. 
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(d) The identity of the provider of the federal deposit 

insurance on the certificate of deposit. 

(e) The disclosures required under sub. (1) (e) 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. 

(3) The broker-dealer shall furnish promptly to each 

purchaser of a certificate of deposit" who 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. 

't. 

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 Wisconsin. 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 (ne~spaper 
advertisements as well as direct mail) 





-16-

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 quoted 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. 
(f», 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. (g». (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 b~ 
provided separately. (3) Requiring in 
subseqtion (3) of the rule that each 
purchaser of a b~okered 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 requesb with a d~py 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 (Bnd 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 

containing evidence, including representative copies, of the 

responses made by the investment advise~ to the complaint. 

In this paragraph, "complaint" means any written--or oral 

statement 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 investment adviser in 

connection with providing investment advice or placing orders 

on behalf of customers. 

'J; 
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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 investment adviser shall notify the 

commissioner in writing within 10 days from the first 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 identify to the commi~sioner 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 

uponL or capital appreciation OfL the funds or any portion of 

the funds of ebe ~ client other than a person specified in 

s. 551.23(8) or by rule thereun~er; 

ANALYSIS: This amendment provides an 
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 
\vho are so- called "exempt acc9unts" -- as 
being financial instxtutions 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 
arrangement. 

SECTION 18. SEC 5.05(7) is amended to read: 
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SEC 5.05(7) Every licensed investment adviser m~se 

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 

99 45 days from the first date of noncompliance to meet 

the requirements of this subsection. 

ANALYSIS: 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 tpe time period 
an investment adviser 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 5.04(5). 

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

SEC 5.06(11) Failing accurately to describe or disclose 

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 services offered or the 

employment relationship behleen 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 bet\'leen 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. 

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

SEC 7.01(5) (d) Copy of small corporate offering 
-', 

registration and prospectus diSClosure form on Form 

U-7------------$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 
3.23(3) • 
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SECTION 21. SEC 7.01(7) (a), (b) and (c) are amended to 

SEC 7.01(7) (a) Delinquent filing of broker-

dealer or investment adviser 

license renewal application ••• $59 $100. 

(b) Delinquent filing of broker-

dealer or investment adviser 

transfer of control ••••••• $59 $100. 

(c) Delinquent filing of broker-

dealer or investment adviser annual 

financial statements •• $59 $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 

", 

SEC 7.01(7) (d) Delinquent filing of notice of 

broker-dealer or investment adviser branch office 

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

ANALYSIS: This SECTION does the 
following: (1) Repeals the delinquency 
fee cur~ently prescribed in SEC 
7.01(7) (d) (relating to Form RS-BD) 





-23-

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 • .$59 ~. 

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 7.0l(7)(f). is renumbered SEC 

7.01(7)(i). 

read: 

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

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

SEC 7.01(7) (f) Delinquent 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 supervisor • • • . . . . ••• $100. 

(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: 

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

Wis. Stats •••••••••• $4. 

(b) Pamphlet copy of rules of the 
", 

commissioner of securities under chs. 551 to 553, Stats ••• 

. . . . . $4. 

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 \'lith the requirements of the uniform franchise 

registration application, the 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 add in 

April, 1980 by the North American Securities Administrators 

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

1988. Copies of the Guideline~ are avai"lable from the 

commissioner's office for a prepaid fee of $i9 $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 by order of the 

commissioner, and shall be accompanied by the latest form of 

prospectus or offering circulari meeting the requirements of 

s. SEC 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 

renewal date and an income statement and analysis of surplus 

of the franchisor for its last fiscal y~~r preceding the date 

of the balance sheet and for the period between the close of 

the franchisor's last fiscal year and the date of the balance 

sheet, 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 
Commiss ioner by orde r may \'1ai ve 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) Delinquent filing of annual materials prescribed under 

s. 553.22 ( 5), S tat s ., 0 r 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 or 

documents required tQ be file«'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 
ins. 5 5 3 • 7 2 ( 2), vii s. S tat s ., 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. 

* * * * * 
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 PUbliSijiOn in the Wisconsin Administrative Register. 

Dated this / ~ day , 19-s-g. 

( SEAL) 

H. E, JR. 
Commissioner of Securities 





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 regulate new circumstances 
or developments which have occurred in the industry and the marketplace 
that require regulatory treatment; formally adopting and incorporating 
by reference both ne~l 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 vlisconsin non-public offering exemptions; 
(2) amendment of several securities prospectus form and content 
provisions; (3) creation and amendme~t of ~everal 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 certificat~s of deposit; (6) creation of an exception from the 
prohibition against performance-based fees payable to investment 
advisers; (7) incorporation by reference of recent amendments to the 
NASAA Uniform Franchise Offering Circular; and (8) revisions to the 
delinquent filing fee provisions for.securiti~B 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(1) (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 pe~sons at the public 
rule-making h~aring similar to that r~lating 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 
responsibiJ.ity 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 clarif~ that copi~s of a fiTm'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. 

(ii) 





(c) List of Persons Appearing or Registering at Public Hearing 
Conducted by Commissioner of Securities Walter H. White, Jr., as 
Hearing Officer. and Comment Letters 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. 

(iii) 





(d) Response to Legislative Council/Rules Clearinghouse Report 
Recommendations 

(1) Acceptance of recommendations in whole: 

Under 2. Form, Style 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) (c), "(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 Clearinghouse comments in para. f. 
concerning SEC 7.01(8), the term~nology "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" antI, in the Analys is, the 
terminology "chapters" is changed to "chapt~r." 

Consistent with the Rules Clearinghouse comments in para. i. 
concerning the effective date clause, the language "(Intro.), 
His. 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." In sub. (2) (intro.), the terminology "all 
of" is added to precede the language "the following." In 

(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 • 
• $100." In 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 

'0. 

(v) 





(e) No final regulatory 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. 

't, 

(vi) 





1989 Session 
LRB or 8111 No./Adm. Rule No. 

o UPDATED. 
FISCAL ESTIMATE 
DOA-2048 (R 10/88) 

@fjRIGIIW. 
o CORRECTED o SUPPLEMENTAL Amendment No. if App 11 cab 1 e 

Su~ Proposed amendments to Wis. Adm. Code, Rules of the Commissioner of Securities 
under Chanters SEC 2, 3, 4, 5, 7, 9, 32 and 35 

State: 0 No State FIscal Effect ", 

Chock columns below only If bill makes a dlr&ct approprfatlon 
... or affects a sum sufficient approprfatlon. 
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o Increase Costs • May be possible to Absorb 
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The fiscal effect to the agency of the proposed rule revisions--stemming princi-
pally from changes to the d7linquency fee provisions under the Wisconsin Uniform 
Securities ~aw and Wisconsin Franchise Investment Law--will be an increase of annual 
agency revenues estimated at $lq700. 

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 delinquenfies 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). # 

(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 7.01(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 

None beyond annualized fiscal effects 
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Assumptions Used in Arriving at ~iscal Estimate (continued) 

under two specified franchise registration exemptions is estimated to 
generateapprox.- $1500 in fee revenue per year based on agency experience 
($100 x 15 _i~stances per,y,ear = $1500.) 

(5) Increasing to $20 the current $10 fee charged in SEC 32.06(2),for a copy 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.) 

(6) Establishing a ,$20 fee in SEC 7 ~ 0,U5) (d) to ~btai~ a copy ofJthe newly 
developed Small Corporate Offering Registration and Prospect~s Disclosure 
Form U-7is estimated to generate $400 in additional fee revenue. ($20 x 10 
requests = $200.) ,'" :, ' 

I, 
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REGISTRATION FORM FOR SMALL 
CORPORATE OFFERINGS (Form U-7) 
as adopted by NASAA on April 29J 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 prescnbes 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 formation. 

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 disclosute, 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. . 

II. 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 descnl>ed 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. 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 sale 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, con~ction, judgmertt, 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 seqIrities 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), (iii) 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 Sl,OOO,OOO, 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 

ii 



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. 

O. 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. 

III. General Requirements For Use or Form 

A. The Form U-7 when properly filled in, signed and submitted, together with the 
exhibits scheduled below and a Form U-l Uniform Application to Register Securities, constitutes an 
application for registration for the states listed at the bottom of the covt;.r 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-l and a signed original of the consent to service of process constituting Exhibit 7. Any 
references in the Form U-l to SEC registration and effectiveness should be disregarded and Questions 
6 and 8(a) of the Form U-l are inapplicable. The Form U-l should set forth the amount of securities 
being registered in that state and the method of calculating the filing fee, and there should 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. U 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. U the provided space is insufficient, addi~ional 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 preclude 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, U (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. 

I. 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 normally 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 ana telephone number of the Company, .(4) a brief indication in ten words or less of the 
Company's busin,ess 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; 55 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 55 per share. Total offering 50,000 shares. This 
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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.W

) 

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 TIlEY 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 TIlE FORSEEABLE FUTURE. IF ANY ANSWER 
REQUIRING SIGNIFICANT INFORMATION IS MATERIALLY INACCURATE, INCOMPLETE 
OR MISLEADING, TIlE 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 infonnation and should be kept on one page if at all possible. For purposes of characterizing 
the Company on the cover page, the term "develop{l1ent stag~· has the same meaning as that set forth 
in Statement of Financial Accounting Standards No.7 (June'l, 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 factors 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 Prooerties. 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 wmilestone" is a significant point in the Company's development or an obstacle which the 
company must overcome in order to become profitable. 
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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<ategories 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. 

I. Principal St~kholders. 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 
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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 rece!pts and ~isbursements 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 lieu of being audited may be reviewed 
by independent certified public accountants in accordance with the Accounting aond 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 previoU$.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 S500,000. 

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 (c) 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 should reflect all stock splits (including reverse stock splits), stock 
dividends and recapitalizations even if they have occurred since the date of the financial statements. 

\f. EJdnibits 

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 Agen"}' 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. 
in the offering. 

Copy of all advertising or other, materials .. directed to or to be furnished investors 

9. Form of escrow agreement for escrow of proceeds. 

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.MIS 
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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 mGH DEGREE OF RISK, AND INVESTORS 
SHOULD NOT INVEST ANY FUNDS IN THIS OFFERING UNLESS THEY CAN AFFORD TO LOSE 
THEIR INVESTMENT IN ITS ENTIRE'lY. SEE QUESTION NO.2 FOR THE RISK FACTORS THAT 
MANAGEMENT BEUEVES PRESENT THE MOST SUBSTANTIAL RISKS TO AN INVESTOR IN THIS 
OFFERING. 

IN MAKING AN INVESTMENT DECISION INVESTORS M'qST 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 OF 
TillS 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) 

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

State File No. 

U·7:4f29/89 

Effective Date 
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~ 



THE COMPANY 

1. 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 

2. 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) 

(2) 

(3) 

(4) 

(5) 

(6) 

3 



(7) 

(8) 

(9) 

(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. 
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BUSINESS AND PROPERTIES 

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

(a) 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. 

(b) 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 Qr other items, describe. Describe any major 
existing supply contracts. 

", 

(c) 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, including 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 
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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: ---.l---1.__ $ ___ _ 
(a recent date) 

As of: ---.l---1.__ $ ___ _ 
(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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(1) 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. 

(g) 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. 

(h) ", Indicate the extent to which the Company's operatIOns 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. 
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(i) 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. 

G) 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. 

(k) Summarize the material events in the development of the Company (including any material 
mergers or acquisitions) during the past five years, or for whatever 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). 

", 

8 



4. 

(1) 

(2) 

(3) 

(4) 

(5) 

(a) 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 should 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 

receipt of proceeds, 
when should 

Event or Milestone 

Expected manner of 
occurrence or method 

of achievement be accomplished 

(b) State the probable consequences to the Company pf 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. 
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OFFERING PRICE FACfORS 

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: 

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

Toml$ __________________ __ (S _____________________ per share) 

6. 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. 

7. 

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 mngible 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 mngible book value per share is subsmntiaUy less than this offering (or exercise or 
conversion) price per share, explain the reasons for the variation. 

(b) Smte 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 w<?re 
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.) 
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8. (a) 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: % 

(b). 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: $ ______ * 

(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. 

", 
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9. 

10. 

USE OF PROCEEDS 

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

If Minimum If Maximum 
Sold Sold 

Amount % Amount % 

Total Proceeds S 100% $ 100% 

Less: Offering Expenses 

Commissions and Finders Fees 
Legal & Accounting 
Copying & Advertising 
Other (Specify): 

Net Proceeds from Offering S $ 
==-

Use of Net Proceeds 

S --% $ --% 

Total Use of Net Proceeds s 100% $ 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 the 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 co.~ider whether the remaining portion of 
his investment, which would be that part available for future development of the Company's business 
and operations, would be adequate. 

(a) 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. 
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11. 

(b) . If any material part of the proceeds is to be used to discharge indebtedness, descnbe 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. 

(c) 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. 

(d) 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 payab4:s 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. 

12. 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. . 
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CAPITAUZATION 

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 amoun~ of securities in this offering and the use 
of the net proceeds therefrom: 

Amount Outstanding 

As of: As Adjusted 

l l (date) Minimum Maximum 
Debt: 

Short-term debt (average 
interest rate %) S S $ 

Long-term debt (average 
interest rate %) S S $ 

Total debt S S $ 

Stockholders equity (deficit): 

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

S S $ 
S S $ 
$ $ $ 

Common stock--par or stated 
value .,$ $ $ 

Additional paid in capital $ S $ 

Retained earnings (deficit) S S' $ 

Total stockholders equity (deficit) $ S $ 

Total Capitalization $ $ $ 

". 

Number of preferred shares 
authorized to be outstanding: 

Number of Par Value 
Class of Preferred Shares Authorized Per Share 

S 
$ 
S 

Number of common shares authorized: shares. Par or stated value per share, if any: 
$ 

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

[ ] Other: ____________________ _ 

15. These securities have: 

Explain: 

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): __________ _ 

16. Are the securities convertible? [] Yes [] No 

17. (a) 

U so, state conversion price or formula. 
Date when conversion becomes effective: _1_1_ 
Date when conversion expires: _1_1_ 

Ii securities are notes or other types of debt securities: 
(1) What is the interest rate? , ~ 

Ii interest rate is variable or multiple rates, describe: _______ _ 

(2) What is the maturity date? _I_I_ 
Ii serial maturity dates, describe: ______________ _ 

(3) Is there a mandatory sinking fund? [] Yes [] No Descnoo: ____ _ 

(4) Is there a trust indenture? [] Yes [] No 
Name, address and teleph~ne number of '·Trustee ________ _ 

(5) 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: ______________ _ 
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(7) 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?S---:---: __ ---:_---:~ 
How much indebtedness is junior (subordinated) to the securities? 
$ ______________ _ 

(b) 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 

Pro Forma 

Minimum Maximum 

"Earnings" = 
"Fixed Charges" 

If no earnings, 
show "Fixed Charges" only 

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 requirem~nts to be timely mad,e. 
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 secunties being offered. 

19. If securities are capital stock of any type, indicate 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): $ . 
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PLAN OF DISTRIBUTION 

21. 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 ..... ( -.L) ____ _ Telephone No ..... ( -.L _____ _ 

22. 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 laM. ("Finders" are persons who for 
compensation act as intermediaries in obtaining selling agents or otherwise making introductions 
in furtherance of this offering.) 

23. 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 relationship 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. 4 

24. 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 ..... ( -.L)--__ _ Telephone No . .1,..( .......... 1..-. ____ _ 

25. 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 
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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: 

(b) 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. 

DMDENDS, 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: 

", 
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29. 

30. 

OFFICERS AND KEY PERSONNEL OF mE 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 ] No 

Indicate amount of time to be spent on Company matters if less than full time: 
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31. Chief Financial Officer: Title: 

Name: Age: 

Office Street Address: 

Telephone No.: ('-_-J 

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: 

32. 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: 
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(B) 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: 

DIRECI'ORS OF THE COMPANY 

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

, 
34. 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): 
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35. 

(B) 

(C) 

(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): 

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): 

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: __________________________ _ 

". 

(b) 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 preclude claims by prior employers for conversion 
or theft of trade secrets, know-how or other proprietary information. 

?? 



(c) 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. 

(d) 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. 

(e) 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. 

36. 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 lhe 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. 
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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 
stockholder. 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. 

Class of Shares 

Name: 

Office Street Address: 

Telephone No. 
L-J ____ _ 

Principal occupation: 

Name: 

Office Street Address: 

Telephone No. 
L-J ____ _ 

Principal occupation: 

Average 
Price 
Per 
Share 

24 

No. of 
Shares 
Now Held 

% of 
Total 

". 

No. of Shares 
Held After 

Offering if 
All Securities Sold 

%cf 
Taal 



Class of Shares 
Name: 

Office Street Address: 

Telephone No. 
<-J ____ _ 

Principal occupation: 

Name: 

Office St.reet Address: 

Telephone No. 
<-J ____ _ 

Principal occupation: 

Ayerage 
Price 
Per 
Share 

No. of 
Shares 
Now Held 

% of 
Total 

No. ol Shares 
Held After 

Offering if 
All Securities Sold 

38. Number of shares beneficially owned by Officers and Directors as a group: 

%cf 
TctaI 

Before offering: __________ shares ~ % of total outstanding) 

39. (a) 

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 RELATIONSIiIPs, TRANSACTIONS AND REMUNERATION 

If any of the Officers, Directors, key personnel or principal stockholders are related by 
blood or marriage, please describe. 
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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. 

(c) 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: 

Chief Executive Officer 
Chief Operating Officer 
Chief Accounting Officer 
Key Personnel: _____ _ 

Others: 

Total: 

Directors as a group 
(number of persons -.J 

Cash 

s __ _ $ ___ _ 

, .. s __ _ 

$ __ _ $ __ _ 

(b) If remuneration is expected to change or has been unpaid in prior years, explain: 

?fl 



41. 

42. 

(c) 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. 

(c) 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: 

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. 

UTIGATION ", 

43. 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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FEDERAL TAX ASPECI'S 

44, 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 investorsin 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. 

MISCEU.A.t'ffiOUS FACfORS 

45. 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 incdmplete. '. 

FINANCIAL STATEMENTS" 

46. 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 ~aid 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. 



MANAGEMENT'S DISCUSSION AND ANALYSIS OF CERTAIN RELEVANT FACTORS 

47. 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. 

48. 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. 

49. 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: 

50. 

--_%. 
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: __ %. Domestif 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 behalf 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 hPPLICATION 

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 
:,;;---- - ':i.:-,-~~.~ on Septe.mber 2, 1975. NASAA adopted s~ch guidelines 
'~---.-::.t. ~ ~ -- .' -~::'~:'-:-'. "~''''''''-:.'I ~.,,' .» .. - ~ to facilitate the 
process of complying with 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 oifering circular. The Requirements. however. do not replace the franchise 
investment laws of the individual states. The Requirements deal onlv with the 
disclosure requirements under the state iranchise 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 oj themselves. 

In all possible cases. the NASA • .1,. has developed uniform disclosure requirements. 
The members of the NASAA. however. can neither create new statutes nor amend 
existing statutes. Such functions. oi course. are the constitutional province of the 
legislative branch of government. Thus: in those few instances where mate~lal 
differences in state statute exist. uniforl'nitv 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 require~ents 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 
statutet s) 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 Informatjon 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. ~lost state laws provide that no person may offer or 
sell a franchise bv means of anv written or oral communication which includes an 
untrue statement ~f a material f~ct or omits to state a material fact necessary In order 
to make the statements made. in iight of the circumstances under which they were 
made. not misleading. A violation of -any such pro\'islOn may result in administrative. 
civil and/or criminal sanctions. 
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Occasiunally an applicant will request a pre·fiIing review of an offering circular, but 
such a review may be refused since it would delay the examination of material which 
has already been filed and would favor certain t.pplicants at the expense of others. 
Applicants or their representatives also occasionally request a franchise examiner to 
draft a paragraph or other statement which will comply with a particular requirement 
or request for disclosure. A franchise examiner cannot undertake to prepare material 
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 InfamEltim fwrrn 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 pres~ribed by th~ 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 who 
deli gently 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 revie\\'~ the lesser product and prepares the resultant 
letter oi deiiciency or comment. 

STATE :NFORHATION FORM presents the 
differences in the· various state statutes which could not be reconciled bv 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 aiter preparation, 
but prior to fiJin!;, 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 relltist-ration of t.he offer or sale of 
franchises shall include the following, all of which shall be verified by means of the 

-'prescribed signature page,:,. __ , ' 
A. Uniform Franchise Registration 

B. 
~·c . 

D. 
E. 

Application Cover Page. 
Supplemental Information Page(s) .. 
Consent to Service of Process. 
Corporate Acknowledgment. 
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 dis~losure form(e.g., see Michigan and 
Washington). Delete the word "criminal" from Item 2.A. for registrations 
.fi led with the State of California. Cal ifornia will not accept for fil ing 
an appl ication containing a.ny reference to any pending criminal action. 

F. A copy of the proposed offering circular. 
G. 
H. 
1. 

Manually Signed Consent of Accountants. 
Cross Reference Sheet. 
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 WI.) 

2. Definitions: " 

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 
t ..... __ l..: __ _ .~ ___ .. ~ ______ ._ L ___ ~-.l_~.~,,__ • 



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 body 
of the offering circular, is defined as foUows: 

A "predecessor" of a- franchisor is (i) a person the major portion of whose 
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 offering circular should be clearly and concisely 
stated in NARRATIVE form. _ 

'-.:. Also, each disclosure item should -be either positively or 
negatively commenterl upon by use of a statement which fuUy 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), ltnd 
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"-J 
Appropriately descriptive headings for subitems, however, may be created in or~e!. to.:tI 
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 
thereiore 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 oifer separate from the offer of franchises by the franchisor and/or subfranchisor, 
and accordingly, requires separate registration or exemption. 

\Vhere the offering circular relates to area franchises to be offered by the franchisor. 
all reierences 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 
reierences in the Requirements and these Guidelines to the franchisor should be 
treated as referring to both the franchisor and the sub franchisor, to the extent 
applicable. ' 

5. Signing of Applica.tion: The application 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 ap'plicant , 
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. JJanually Si!-jned Cunsent of Accounta.nt: All applications shall be accompanied by 
a manually signed consent of the independent certiiied public accountant for the use oi 
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 beiore or' afte~ the effective date of registr:J.tion shall include only the pages 
containing the information being amended. The iniormation being amended should be 
identiiied bv item and should be underscored in red or identified in some other 
appropriate' manner and also should be verified by means o'f the prescribed signature 
page. Each amendment shall be accompanied by a iacing page in the form prescribed 
on which the applicant shall indicate that the filing is an amendment and the number 
oi the amendment. 



REGISTRATION FORMS AND RELATED DOCUMENTS. 

1. FACING 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 franchis6r'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 FOrut: Item 1 may be cOr.tpleted 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 n'umbers" 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: 

Section and Page 
Number in 
Offering Circular 

Cross Reference Sheet ·t. 
Paragraph and 

'Page Number in 
Franchise Agreement 

or Other Agreement 
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UNIFORM 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 23 of the 
Requirements . 

• ii. .' 
.. Material on the cover page should be as bnel 
as possible with, if necessary, an appropriate cross 
reference to 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 : 

CO\'ER PAGE: The outside front cover of the 
offering circular shall contain the following 
information: 

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

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

3. If difierent than 2. above, the names," principal business address and telephone 
number oi the subfranchisor or franchise broker oiiering in this state the herein 
described franchise. 

4. A sample oi the primary business trademark. lo~qtype. trade name, or commercial 
label or symbol used by the franchisor for marketin~ ItS productS' or services and under 
which the iranchisee will conduct its business. (Pbce :n upper left-hand corner of the 
CO\'er page.) 

5. :\ briei description of the franchise to be oiiered. 

6. A summary of items 5 and i of the offenOl: 
cIrcular. to wit; Franchisee's Initial Franchise Fee or 
ether Payment and Franchisee's Initial Investment. 
respectiull~·. 

Instruction: 

Item 6 on the cover pal\e requires disclosure of 
the initial franchise fee and the estimated initial 
cash investment. There also should be a statcment 
that the cash invcstment does not represent 
franchisee·s total investment and that franchisee 
,hould reier to disclosure items 5-i. inclusive. in the 
oiiering circular for iurther iniormation rellardinll 
the Investment. 

i. Ef(ecti\·e Date: I Leave blank until notified of 
ef:"ectt·;C:1e5s.b~· Slate reguialory aut~0r:ty ) 

Instruction: 

Item i of the Requirements I Effective Date, 
should not be completed until instructed to do so bv 
the iranchise examiner. . 

8. The iollowing statement in boldface type: 



THIS OFFERING CIRCULAR IS PROVIDED 
FOR YOUR OWN PROTECTION AND 
CONT.-\I~S A SUMMARY ONLY OF CERTAIN 
~IATERIAL PROVISIONS OF THE FRANCHISE 
AGREE~IE~T.· THIS OFFERING CIRCULAR 
AND ALL CONTRACTS _ AND 
A G R E E ~I E ~ T S S H 0 U L D .B ERE A D 
CAREFt:LLY IN THEIR ENTIRETY FOR AN 
UNDERST.\NDING OF ALL RIGHTS AND 
OBLIGATIO~S OF BOTH THE FRANCHISOR 
A~D THE FRA.'lCHISEE. 

It FEDERAL TRADE COMMISSION RULE 
JI:\KES IT C.VLJ. WFUL TO OFFER OR SELL 
.. LV}' FR.LVCHISE WITHOUT FIRST 
PRO\'IDISG THIS OFFERING CIRCULAR TO 
THE PROSPECTIVE FRANCHISEE AT THE 
E.-tRLIER OF (1) THE FIRST PERSONAL 
,UEETISG. OR; (2) TEN BClSINESS DA YS 
BEFORE THE SIGNING OF ANY FRANCHISE 
OR REUTED AGREEMENT; OR (3) TEN 
BL'SI.VESS D.H'S BEFORE ANY PAYMENT. 
THE PROSPECTIVE FRANCHISEE .\JUST 
ALSO RECEI\'E A FRANCHISE AGREE.UENT 
COST.-HSISG ALL .\1ATERl..J.L TER.HS AT 
LEAST FIrE BL"SI.VESS DA YS PRIOR TO THE 
SIGSISG OF TIlE FRANCHISE . .J.CREDJE.VT. 

ALTHOl'GH THESE FRANCHISES HAVE 
BEE:-\ REGISTERED UNDER _ ••• 
_tnJmc 0; the st.:lIC'S frtmchise act or stJtUICI. 
REGISTR.HlO~ DOES NOT CONSTITUTE 
.UP RO\":\L. RECOM M EN DATION OR 
E:-\DORSE~IE:\T BY THE (n:Jmc of SlJlC 
rc~UlalOr)' • J~cncy) OR A FINDING OY 
THE tstate rc~ulalory authorilY) THAT THE 
I:\FOR~I.\TlO:\ PROVIDED HEREI:-.r [S 
TReE. cmIPLETE, ACCURATE OR :-.rOT 
~IlSLEADI:\G. 

I ".. \ . 

. IF 71l1S OFFERING CIRCllLAR ·15 NaT 
DELIVERED ON TIME. OR IF IT CONTAINS A I 

'.: 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 sute disclosure time or reqlJire.d 
sUtutory language.) ", 

9. T~e nam~ and address of the franchisor's registered agent in this state authorized 
to receIve servIce of process. 

10 .. The .name and ad?ress 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. Requjr~m~nt: Include a 
table of contents based on the requirements of this offering circular. 

Inltnlction: 

The table of contents should include exact 
reference to the disclosures in thr offering circular 

Ind the Plllts on ... ·hich said disclosures appear. It 
1110 should refer to thr Ittached exhibits by letter. 
The form should be IS follows: 

Item 

TABLE OF CONTENTS 

Heading 

SampJe TabJe of Contents 
TABLE OF CONTENTS 

Page 

h~ ~~ 
1 The Franchisor and Predecessors ............................... . 
2 Identity and Business Experience of Persons Affiliated 

with the Franchisor: Franchise Brokers ........................ 3 
3 Litigation ................................... '. . . . . . . . . . . . . . . . . . 3 

4 Bankruptcy. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 
5 Franchisee's Initial Franchise Fee or Other Initial Payment ...... " 6 
6 Other Fees .................................................... 7 
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'THE DISCLOSURES 

THE FRANCHISOR AND ANY PREDECESSOR (Item 1). Requirement 
(Item 1): Set forth in summary form: (The disclosure regarding predecessors need only 
cover the IS-year period immediately preceding the close of franchisor's most recent 
fiscal year.) 

A. The name of tht: franchisor and any predecessors thereto. 

Instruction: 

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

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

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

Instruction: 

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

forth in the preceding subitem. If not. state that the 
franchisor does not do business under any other 
name than that under which it currently does 
business. 

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

Instruction: 

Disclose the current principal bUSiness address of 
the franchisor. and the most recent principal 
business address of the predecessorts). if any, of the 

franchis~r, within the United States or foreign 
countries (nol the principal business addreSS(es) 
within the state for which the offersng circular is 
being prepared). " 

D. The business form oi the franchisor whether corporate, partnership or otherwise. 

Instructions: 

(\) State that the franchisor is a corporation. 
general partnership. limited partnership. 
proprietorship or other form oj bUSIness 
organization. a~ applicable. 

(2) State the state of incorporallon. orl(anlzatlon 
of partnership or other business organlzallon. 

Sample Disclosures, I-A through I-D ", 
The Franchisor: XYZ. Inc. ("Franchisor") is a Minnesota Corporation. 
inco~porated September 3, 1%3.' doing business under the name ABX 
Muffler Shops and maintains its principal business address at 111 First 
Street, Jackson, Minnesota 55555. 

Predecessors: Franchisor was originally incorporated under the laws of the 
State of Minnesota on August 2. 1%0, under the name 321, Inc. with a 
principal business address at 777 Seventh Street, Adams. Minnesota 54444, 
and did business under the name ABX Muffler Shops. 321. bc. was 100% 
,:wriec ~y John P. Jones of Adams. ~innesota. On September 5, 1966, ~,"\·Z, 
Inc. purchased from Jones his 100% interest in 321. Inc. and 321. Inc. was 
merged into ~,"\'Z. Inc. on the same date. 

'E. A description oi the franchisor's business and franchises to be offered in this 
state. 
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conducted by the franchisee .. 

Sample Disclosure, J-E 
XYZ'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 h'YZ'S total 
sales and approximately 10% of XYZ"s gross profit. 

The ABX Muffler Shop Franchise; 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 the- 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 conjunction with the franchisee's 
service station, tire center, auto dealership or other business related to the 
sale or service of motor vehicles. ". 

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 Muffler 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 oi the iranchisor 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; 
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.'. ti.:.The nuinbe'rof franchises'soldin each,other line of business; . 

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

6. Whether each predecessor offered franchises in other lines of business, including: 

a. A description 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. 

lnlUUctiom: 

(1) The disclosure regarding predecessors is 
limited to that period of time prior to the 
acquisitilla by franchisor of the major portion of the 
predectSSOr's assets or, as the case may be, the 
acquisiU<.! by franchisor 01 the major portion of its 
assets from the pred.ecessor. Thus, in view of the 
overall IS year disclosure limitalion, 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 S. should be answered together, as should 
Items F 2., 4. ~~d 6. 

Sample Disclosure, I·F 
Prior Business Experience: XYZ, Inc. has operated an ABX Muffle,r 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·AII 
Transmission Shop franchisees were granted the right to operate Repair.AII 
Transmission Shops for the repair and replacement of motor vehicle 
transmissions according to a marketing system substantially similar to ABX 
Muffler Shops. XYZ sold 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. 

Instructions: 

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

(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. 

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

(3) State the namcs and the positions or titles of 
other executives of the franchisor and/or 
sub franchisors who will have management 
responsibility in connection with the marketing and 
servicing of franchises. 

(4) State the name of any franchise brokers (refer 
to thc definition of "franchise broker" in the 
InstructIons at p3~e (8453) supra). 

(6) The addresses. telephone numbers. social 
security numbers and birth dates concerning such 
affiliated persons should not be given in this 
disclosure item. 

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

Sample Disclosure. II 

Business Experience of Persons Affiliated with the Franchisor: Fr:mchise Brokers: 
John J. Jones. From June 1968 to April 1973. 

Director and President Mr. Jones was Vice· PreSIdent 
of Atlas. Inc .. a Houston. 
Texas. based manufact urer of 
motor vehicle wheels. He 
joined XYZ. Inc. in April. 
1973. as a Director and 
Vice·President and in June. 
1975. was named President of XYZ. ·t. 

or 
1. John J. Jones Director and President (See Note A) 
2. (Other affiliated 

persons and 
franchise brokers) (Positions) 

Notes 
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 oi motor vehicle wheels. a company that he 
joined as a Vice· President in June. 1968. and left in April. 
1973.tojoin XYZ. 

B. (Biographies of the other affiliated 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) Items 3.A. and 3.B. of the Requirements 
pertain to administrative, criMinal and civil actions 
alleging or involving violatior of any franchise law, 
fraud, embezzlement, 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.e. of the Requirements 
pertains to currently effective injunctive or 
restrictive orders or decrees relating to the franchise 
or under anv federal. state or Canadian franchise, 
securities. ~ntitrust, trade regulation or trade 
practice law. Injunctions or decrees not relating to 
such laws need not be disclosed. 

(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 involved 

(ZTEA1 tIr). 

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 ior such disposition 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 malter, 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. e. of the Requirements to 
injunctive or restrictive orders or decrees includes 
any similar orders or decrees issued in an arbitration 
proceeding, whether or not judicially enforced. 

, (7) With r~spect to any litigation required to be 
disclosed pursuant to Item 3 of the Requirements, 
the franchisor may disclose by what procedure 
claims were broulI:ht against the franchIsor or any 
person identified in Item 2 of the oilerinll: circular 
(e.g., complaint. counterclaim, crossclafm. third 
party complaint. etc.) and any claims asserted by or 
judgments awarded to the franchisor or any such 
person In reaching disposition of any proceeding. 

Requirement (Item 3): State whether the franchisor, any person or franchise broker 
identified in 2, above: 

't, 

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, fraudulent 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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person(s) maintaining the action, e.g .• franchisee, 
. competitor, former franchisee. class action on bebalf 
of present and/or former franchisees. etc. 

(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. 

.. . 
'. (8) Followins the disclosure of the above items, a 
statement 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: 

Sample Disclosure, III·A 
Litigation: XYZ, Inc. has been named as a defendant in a lawsuit pending in 
the United States District Cour-t 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 mainly in violation 'of 
Section 1 vf the Sherman Act. Plaintiff Smith seeks injunctive r~lief 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. 

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 

Item 2 of the offering circular has any action of the 
type described in Item 3. A. of the Requirements 
pending against them. . 
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.. Litigation: Neither XYZ,Int. nor any person idenilfie(f ~ l~m'2 .a.~e ~ . :;. ' 
.' ., ~.. any administrative, criminal .Qr material civil ·action· :(or: .... .significant' 

. ,;number of civil actions irrespective of materiality) pending 'against 'them 
, ,alleging a violation of 'any franchise law, fraud, embezzlement,.iraudulent 
~_conversion, restraint of· trade, unfair or. ·deceptive practices, 

, '. " misappropriation of property o~ comparable allegations. 

~B. Has during 'the 10 year ~riod immediately' preceding t'he dat~ of the 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 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, penalty or damages assessed in connection therewith and/or terms of 
settlement.' . 

InltrUctionl (if there haa been any such felony 
conviction, plea of nolo contendere to 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. III·B 
Litigation-Criminal: On June 3. 1975. XYZ. Inc. pled no contest in Dane 
County, Wisconsin Circuit Court. Branch II to one count of oriering 'lin 
unregistered franchise. The case is entitled, State of Wisconsin v. XYZ. Inc. 
(Dane County 75 Cr. 1413), In connection with this plea XYZ, Inc. was 
fined Five Thousand Dollars ($5,000.00). 

(2) Concerning material final judgments in ci\'il 
actions (or a significant number oi final judgments 
which. in the aggregate. are material), disclose 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 
personls) against whom judgment was entered, and 

the person(s) to whom judgment was awarded. e.g .. 
franchisee. former franchisee, class action on behali 
of pre~ent and/or former franchisees, etc.; 

(d) Describe the general nature of each of the 
claims wi.h 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 reliei 
granted. 

). / 
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". : . Dane County, .. W'tSCOnsin Circuit,Court;:Branch m, in .. civil action entitled 
.~_ ."~'. ,'Robert R.Roe v. 'XYZ, Ync.·.(Dane·County 74'.C • .'1312). 1'ilis action was 

.' ~::'f" .'''' .brought by;Roe to rescind bis rtanchise agreement with XYZ, Inc. and for 
••.... ~ .. ,., • J-', >compensatory damages of ~20,000 and·punitive damages of $100,000 on the 
.. ';' . grounds that (1) the Offer .. of ·the;fratichise was not registered under the 

.. . . "I. ·"~.Wisconsin Francbise :Investment·,Law,·· (2) ·be was not provided the 
~""7~"':';;statutorily, r~uired '&d~t; 'di~losure'and (3) the income representations 

' .... ' used as' part bf the jranchise 'offering 'were false and misleading .. The jury 
.• : .. ~ .. 'found in' favor ":Of 'Roe :as. loall allegations. Roe was awarded $15,000 

. ~:. '.'~ ., ... ' tompensatory ·.damages and. ~10,000 p'unitive damages and his franchise 
;~: ." :,-." . agreement was reScinded,;' : ...... 

~ ", .. ... " ',:' : ... ' -~,\",~:; ; .... , ~'~t!·: .,' " '; 

(3) -Concemins material compLainU or other legal the person(s) making the claims, e.g., franchisee, 
proceedings which .have been settled, dismissed or competitor, former franchisee, class action on behalf 
disposed of other than by final judgment, diSclose of present and/or former franchisees; 
the following: . 

(a) Name the person(s) against whom such 
complaint was made or such legal proceeding was 
conducted; 

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

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

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

, . (e) DesCribe the disposition of the action in which 
the complaint was filed or the disposition oi the 
legal proceeding and/or the terms of settlement 
thereof: 

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

Sample Disclosure, III-B , 
Litigation-Ci~'il Dismissal: On February 5, 1975, a complaint was filed 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. 
XYZ, 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 oi the 
Commissioner of Securities, (2) failed to provide Roe with the statutorily 
required prior disclosure and (3) used false and misleading income 
representations in conn.:!ction with the offer and sale of the franchise. On 
August 6, 1975, a stipulated settlement between Roe and XYZ was ii1ed 
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 claims. 

(jj) Where the settlement 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 

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



", • ~-' • ,.:-.. + ~~':/.~'.~~~ .. ~ Disc:l ... '':~.'.;. w· • .';:'·:::·:'~ ' • .>:~ .' .~. -, 
:~. ,'1" "', 't",t,~",· .', ... -'i1A'"ple ClS~,mB, , ". -",-,,1, ..•.. ,. ..... ', 

.! : ,< ~,::iit1gaiiq~vil ~ttJeinent:~9P.:MUCh),]~7S, a'.c~~prain<,was filed in 
.,' "'Dane ~ounty, WisCons~ C~t Court, ,by .~ld·R.J"Do.e.,an XYZ, Inc., 

·franchisee seeking to enjoin, under the Wisconsin Fair Dealership Law, his 
..•. :"'. : -tennination byXYZ as an ABX Muffler Shop'frmchisee.·The case;'Voe v . 

.. AJ:' ,;~. XYZ,. Inc: (Dane'CountY4S C • .-988) was dismissed by the Court on April 2, 
f..r; Lt.":'. '~~1975,·at.the iequest.1Of Doe. Pursuani' to·an agr~inent between Doe and 

•• , : ..•• ' ! I'XYZ, :which ,agreement was flot filed.with the .Court, 'XYZ repurchased 
, ' .. ·~:"Doe's ABX ,Muffler ':Shop -;franchise "and .• -agreed not·to enforce '!loy 
. ". ' .. ':noncompete .'clanses;: poe :agreed to request· the court to dismiss his action 

" 'and Doe paid all the 'Court costs in connection therewith . 
. ~~ .:.~;.,:.' '.:~:. ;'~;, .. ~: :~~~.~.;:' .;:: ~.:~~ or :' ..... :.-.':'.":,~'''~'~_';' .,<' ",. ,:, 

On March 1, 1975, a complaint was filed in Dane County, Wisconsin 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 
" Muffler 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 Muffler Shop franchise 
for $90,QCX) 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 
Item 2 of the offering circular has beetn the subject 

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

Sample Disclosure, III-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 proceed{ng 
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 oi 
property or comparable allegations. 

In.truction (in abMnee of any .uch felony 
conviction. plea of Dolo conundere to felony 
charge. finaJ judgment in civil action. material 
complaint or other legal proc:eeding): 

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

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

Sample Disclosure, III-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. U so, set forth the name of the person 
so 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. 

Inmuc:tiona (If any IUCh injunc:ti .. or rwtric:ti .. 
order or dec:I-. Ia curnntly effective): 

(1) An injunctive or restrictive order or decree is 
"cunent!y eUectlve" IDlless the order or decree has 
been vacated or otherwise rescinded subsequent to 
tbe lime of issuance by the issuins public &seney or 
court or, lhroush resisualion 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 aleney which brought the 
action or issued the order or decree and the law or 
relulations 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 desipation of the 
action or proceedins. 

(5) Slate whether the action or proceeding is 
pendins or concluded, and If pendinl, describe the 
status of such action or proceedins, i.e., pre·trial, on 
administrative or judicial appeal, etc. 

(6) Summarize the allelations, facts and/or 
conclusions of law found or made by such public 
aseney, 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 Ill, 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 Decemti'er 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·t()rder 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. 

Inltructionl (in ablenc:e of injunc:tive 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. I11-{' 
Litigation: Neither XYZ, Inc. nor any person identified in Item 2 aho\'(' i~ 
subject to any current Iy effect i\'e injuncti\'e or rest rict i\'l' order or decrl'l' 
relating to the franchise or under any federal. state or Canadian franchise, 
securities, antitrust, trad{' regulation or trade pranice law a~ a result of a 
concluded or pending action or proceeding hrought hy a puhlic 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 year 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 desi~nation 
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 item~. a 
statement should be made to the effect that, except 
as stated abo\'e, during the 15 year period 
immediately pr~ceding 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 year of the time that 
such company or partnership was adjudged 
bankrupt or reorganized due to insolvency or b 
otherwise subject to any such pending bankruptcy 
or reorganization proceeding. 

't, 

SampJe DiscJdsure, 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 

I'>ankrupt or reorganized due to insol\'ency or been a 
'Principal offi.cer 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 
bal'krupt or reorganized due to insol\'ency or is 
subject to any such pending bankr,llptcy or 
reorganization proceeding. 

SampJe Disclosure, J\' 
Bankruptcy: During the 15 year period immediately preceding the date of 
tht 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 peen a principai"officer of a company or a 
general partner of a partnership at or within one year of the tiITle 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 
PA YMENT (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 payment is determined. 

Instruc:tions: 

(1) Describe any initial iranchise ieets) or other 
initial p3ymcnllS) and whcther :lny such fcets) is 
charl:cd to the iranchisce upon signln,! an 
applicatIon for a franchise. any prelimInary 
agreemcnt (such as an option, and/or the iranchise 
agreement. 

(2) State whether the amount 0; each such fee or 
payment IS Identical or unliorm :lS to each 
franchisee and. If so. the amount oj each such fee or 
payment. 

\.3) If any such iee or payment IS not Identical or 
uniform as to each franchl>ee. disclose the ranl(e of 
amounts jor such il'e or payment and the method or 
formula hy which ,uch ice or payment is 
determlnrd. This di,closure deais only wllh oiferlngs 
currently contcmplated. It is unnecessarY to state. if 
such IS the C:lse. that jranchl~or h:lS previousl\' 
oiiered or ,old iranchlses at a hll(her or lower 
franchl,c icc. 

(4) State the terms oi payment, i.e., whether 
payable in lump sum or installments, the eiieclIve 
annual percentage interest rate charl;ed on any 
deierred installments :lnd the time or times when 
payment IS due. 

(5) Set forth the manner in which the iranchisor 
will use or apply such fee or payment. As an 
example, this disclosure may be answered by statln'! 
that such feels) or p3ymenl(s) is applied to defray 
the franchisor's costs of: obtaining and screening 
franchisees: scrcenlnl:. selectinlt and neltotiating for 
sites for franchised bUSinesses: site development: 
providin~ training and superVIsion to franchIsees: or 
is u,ed to Increa,e worklnl'( capllal funds oi the 
iranchlsor. If the ire ~oes Into a a.:eneral iuno It " 
acceptable to state that the icc ~ocs Into sucn iund. 

(6) State whether an\' ,uch icc or pa\,ment IS 
rciundahle. In wholt' ur In part. and Ii so. unuer what 
cIrcumstances. 

. Sample Disclosure, \. 
Franchisee's Inici3i Franchise Fee and/or Ocher Inici3i P3ymenc: An initi31 
iranchise iee oi 510.000 is due and payable by the irq.nchisee:is iollows: 

1. $5,000 upon signing of the Franchise Agreement. 
2. $5,000 upon delivery oi the equipment listed at paragraph XXI oi the 

Franchise A.greement. The equipment is usually delivered 45 days prior 
to the opening of the ABX Mufflllr Shop. 't, 

The $ 10,000 franchise fee is uniform in all cases. 
Proceeds irom the initial franchise fee are, in part, proiit 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 by :.XYZ for the opening 
of the Franchisee's ABX :\luffJer Shop; (2) supervision and assistance for the 
Franchisee's ABX :VluffJer Shop; (3) legal fees, accounting fees, 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) year 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. 

.b; 



'" 



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: 

(I) 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 
employees; 

Ie) 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 inspectiolls 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 
otherwbe constitute a franchisee fee under the law 
of the applicable state (see disclosure required under 
Items 8 and 9); 

()) 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 ownersllip of the franchisee; and 

(n) Any other fees or payments. 

,(2) With respect to each such fee or payment, 
s\ate 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 whole or in part on &ehalf of 
a third party. 

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

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

(6) State whether any such fee or payment is 
refundable, in whole or in part, and if so, 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 ralendar 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 t:> any third party. 

Ad\!ertising 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 subsequent.ly 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 materials 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 
)o.,'YZ, within fifteen (15) days after receipt of the audit report, the royalty of 
four percent (4%) and the advertising fee of two percent (2%) of the amount 
of such understatement plus interest of 51(2 percent (51(2%) 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 A'YZ 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 emplbyees. 

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

FRANCHISEE'S INITIAL INVESTMENT (Item VII). Requirement (Item 
i): Describe in detail the follo\\,ln~ expenditures (which may be estimated or described 
bv a low-hi~h ran~e. if not known exactly), stating for each to whom the payments are 
t~ be made. when such payments are tQ be made. ho';\' such payments are to be 
determined, whether any payment is refundable, and if so. under what conditions and. 
if any part of the franchisee's initial investment in the franchise will or may be 
financed. an estimate of the loan repayments. including interest: 

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

B. Equipment. fixtur~s. 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 comr.1e!xe operation. 

D. Security deposits. other ;:,repaid expenses and working capital required to 
commence uperation. 

E .. -\n~· uther pa~'ments which the iranchisee will be reCjulred to rr.ake In orde~ LO 

commence uperatlons. 



. . .:-."" " . '" • .r ~ , 

"':.Note: The following statement shall be'inserte(:l'in the offering'circular-at this point: 
, THERE ARE NO OTHER DIRECf OR INDIRECf PAYMENTS IN 

CONJUNcrION WITH THE P.URCHASE' O,F THE FRANCHISE. 
,. .. . "-' .'-.' • • ... - . ..- - '-:;0 ..... ,' -.-,., f("... ,~: •.• : • 

~ona: '" ':-' ':- .:, , .. :, ~ ,;::". ";1~" I .~' :prlor t9,or iii CoojUnction With the commencement of 
" '" ,',' _... • ~ ., ~..- 0':. :i'~" ..• :.. ~1 Jhe'francrusee's business. .-
. (1) The disclosure 'required by Item 7 Pertains·to "... ". :.' ". _ , ' 

the francbisee's initial franchise fee and estimated - '. '.(i).,As. 'to reai property,- it is possible that the 
initial cash ·investment. This disclosure may be amount could not be estimated or described in a low· 
made either as to specific amounts or in a low·high high range. If so, the property should be described 
range based on franchisor's current 'practice or ,by indicating the approximate size of the property 

. eXperience if a sPecific amount iSlIOt ascertainable. ~d huilding involved and the probable location of 
,.'.' .' . ' ........ ' ." the building such as shopping center, downtown, 

'(2) With respect to each expenditure, state to sub~n, rural or highway. 
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 lhird party, 

(4) It is recommended that expenditures be 
disclosed in tabular form. Footnotes to any such 
table mav be used to disclose other information 
required' to be disclosed by Item 7 of the 
Requirements with respect to such expenditures or 
to olherwlse elaborate or comment upon the 
expected lotal financial obligations incurred in 
conneclion with commencing the franchise 
operation. 

(5) The franchisor may wish to include more than 
one lable of expenditures to indicate variations in 
expenditures required due to vanalions in sile 
locations or size of the premises of the franchisee's 
business or to distinguish betwetn 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 ..... hich will be made 

, (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 mayor 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 simple interest rate 
and the estimated loan repayments required, 
including interest. 

(10) If the franchisor or a person affiliated with 
the franchisor does not offer anv financing to 
franchisees in connection With' their initial 
investment. a stlttement 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 generally, the credit 
worthiness of the franchisee, other security tha; 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 Disclosur(, VII ". 
FRANCHISEE'S ESTI'\HTED INITIAL INVESTMENT AND 
OTHER FINANCIAL OBUG.UIONS 

Melhodof To Whom Paymenr 
.-unounr Paymenr When Due Is To&Made 

Initial Lump $5.000 at XYZ, Inc. 
Franchise Fee $1~.(0) Sum signing 

$5,00045 
days prior 
to opening 

Equipment $20.(0) Lump Prior to XYZ. Inc. 
Sum Opening 

Opening Lump Prior to XYZ. Inc. 
Inventory $ 3.(0) Sum Opening 
Initial Lump Prior to Adco, Inc. 
Advertising Fee $ 1.(0) Sum Opening 



Signs 

Training 

Real Estate 
and 

Improvements 
Working 
Capital 
Miscellaneous 
Costs 
Notes: 

. $ 150 

$ 5,000 

(Note 1) 

$ 3,000 

$ 2,000 

Lump 
Sum 

Lump 
Sum 

(Note 1) 

As 
Incurred 

As 
Incurred 

Monthly 

60 days Prior 
to Opening 

(Note 1) 

As 
Incurred 

As 
Incurred 

Signco, Inc. 

XYZ, Inc. 

(Note 1) 

Employees 

Suppliers, Utilities 
and Tradesmen 

(1) If the franchisee does not own adequate shop space, he will 
need to lease the land and building for the ABX Muffler Shop. 
Typical locations for an ABX ~Iuifler Shop are light industrial and 
commencal areas. The typical ABX Muffler Shop has 5,000--8,000 
square ieet. Former three or iour bay gasoline service stations 
have been converted with relative ease into ABX Muffler Shops. 
Rent is estimated to be between $12,()()(}-$20,000 per year depending 
on factors such as size, condition and location of the leased premIses. 
XYZ does not oiier. either directly or indirectly, financing to 
franchisees for anv items. 

THERE ARE :-':0 OTHER DIRECTOR I~DIRECT PAY~tENTS I~ 
CO~JL'~CTIO~ WITH THE PURCHASE OF THE FRANCHISE. 

OBLIGATIONS OF FRANCHISEE TO PURCHASE OR LEASE 
FROM DESIGNATED SOURCES (Item VIII). Requirement (Item 8); State 
any obligations oi 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 reiers to purchases or leases of goods or 
services whIch arc oblil!atory on the part oi the 
franchIsee or subfranchisor as a condition of 
obtalnlnc and lor retalnlnC the iranchise. either 
pursuant to the iranchlse al!reement or as a result oi 
anv other de\'lce or practIce. A reqUirement that the 
r ranchlsee purchase or lease I;oods or ser\'lces 
meetlnl! specliicatlons or standards prescribed by 
the iranchlsor. or irom suppliers appro\'ed by the 
iranchisor as supplYIn~ goods or ser\'lces which meet 
its specliicatlons and standards. does not constitute 
a requIrement that the iranchisee purch:l.se, or lease 
goods or services from designated suppliers for 
purposes oi this Item. Required iniormation relative 
to requIrements that the franchisee purchase or 
lease goods or services meeting speciiications and 
standards or from approved suppliers should be 
disclosed under Item 9 oi 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 to'lndicate the goods in specliic detail. It is 
suiiicient that the general category be disclosed. 

If t~e ir:mchisee or subfranchisor is required to 
purchase or lease ':my goods or services irom the 
franchisor or its desll~nated supplicrs. the iranchisor 
may inclUde In Its disclosure the reason ior Imposlnl! 
such requirements. 

- . 
It is not necessary to include cert:lIn 1(0OOs and 

services that the iranC"ilisor prOVIdes as part uTtl£ 
franchise and for whIch no separate charge is matie. 
For example. Ii buslncss cards, forms. site selectIOn. 
lease nel!Ollallon. site development. tralnlnl(, 
opera ling assistance, inspections, bookkeeplnl!, 
accountin~, advertIsing and/or other goods and 
servIces are Included as part of the iranchise and the 
francpisee pays a single initial and/or continuing iee 
or charge ior 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 5 or 6 of the Requirements, as 
applicable. 

Disclosure is required, however. respecting 
material items oi tangible property (e.g., sil!ns. 
equipment or inventory) or real estate even thou~h 
included in a single initial and/or continuing fee or 
charge ior the iranchise. The iact thal a iranchlse IS 
granled for :l speciiic location need not be disclosed 
as a required purchase or lease. 



·,..... • .' v;." 41" 
':;~i'Disdaeur;: oeed DOt be made under.this ~\em of 

:'tltidle abliption of franchisees or subfranchlsors to 
h;~lribute to "the cost of national or regional 
7:;~~' 01' to a fund maintained or .d~red 

.. "':\ 

by ·abe franchisor and/or its franchisees for that 
, , P\IIl)OSt, as such disclosure is required under Item 6 
.. 'GI the Requirements. 

":~, :::~:~,A. The goods, services, supplies, fixtures, equipment, inventory 
~. ,~uired tobe purchased or !eased'fro~ the franchisor or his designees. 

or real estate 

, :' ~,,' lDatnIctiona: 
: .. :..... . . 

,I ... 

; , , ,'(1) IdI!Dtify the categories of products and 
, '; «rVices which the franchisee or !ubfranchisor is 

.required to purchase 01' lease from: 
. ;,_ .,I:, .. .." },. ..' ~ '.' 
.L'{," -(a) The franchisor; or ., 

r~~i ',':, (b) Suppliers designated by the franchisor. , 

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

(a) The franchisor; or 

(b) Its designated supplier. 

II such category of product or service is purchased 
, or leased from a ( .signated supplier, state whether 
, lueh suppli'eds an aiftliate of th,e franchisor, 

.• '(3) If the franchisee or subfranchisor is not 
obligated to purchase or lease ary !foods or services 
from the franchisor or from a supplier designated by 
the franchisor, the offering circular should 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 franchisee from XYZ, Inc .• or other sources 
designated o( 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 plj.!'sons 
affiliated with the franchisor will or may derive income based on or as a result oi any 
such required purchases or leases, 

Instructions: 

(I) State whether the franchiwr or its parent or 
perwns affiliated with the franchisor will or may 
derive income as a result of any of the purchases or 
leases described under Item B.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 
euct manner in which such re\'enues will or may be 
derived. For example, state that the franchiwr (or 
its parent or perwns affiliated with it) will derive 
revenues from the sale of goods to its franchisees or 
subfranchiwrs; or that the franchiwr (or its parent 
or perwnsaffiliated with it) will derive revenues 
from propeny leased by the franchisor (or its parent 
or perwns affiliated with it) and subleased to the 
franchisee at a rent.al in excess of that paid by the 

franchisor (or its parent or persons affiliated ",th 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 necessal1' to 
disclose estimated amo'tmts of such sales revenues or 
rental revenues or revenues derived from designated 
suppliers. 

(4) If 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 
franchiwr (or its parent or perwns affiliateL with it) 
may reflect quantity or other discounts based on 
purchases by both the businesses owned by the 
franchiwr (or its parent or perwns affiliated with it) 
and iranchisees. 

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



persons affili!lted 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 Disciosure, 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 
X\'Z. 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 all purchases and leases by the franchisee 
of goods and services which the iranchisee will make or enter into (1) in the establish­
ment and (2) in the operation of the franchise business. 

Instructions: 

(I) 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 lease 
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 requlrcd by the 
franchisee to establish the franchised business IS 

approxlmatcly $50.000. and the franchisee must 
purchase from the franchisor a sill:n. certain 
equipment and the opemnl: Inventory of the 
franchised bUSiness in the al:grel:atc amount of 
$10.000. reqUired purchases and leases would 
constitute 20':"c oi total purchases and leases. 

(2) \\lith respect to the continuln~ operation of 
the iranchised bUSiness. state or estimate the 
approximate percentage that the ~oods and serVices, 
which the iranchlsee IS reqUired to purchase or lease 

from the franchisor or suppliers desi~nated 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 
voh,lme. reqUired purchases and leases would 
constitute 15% of total purchases and leases. , " 

(3) If with rcspect to the establishment or 
operation of the franchised business thc al:grc£J.te oi 
the reqUired purchases and leases is an insll:miicant 
percenta~c of total purchascs and lea!jes. the 
offennll; Circular shOuld so state and no estimate oi 
the actual perccntage need be glvcn. Ii the 
franchisor IS unable to formulate a meanlngiul 
estimate oi the dollar amount of the reqUired an%r 
total purchases and leases by franchisees or 
subfranchisors. the offering circular also shOUld so 
state. 

Sample Disclosure, VlII-e ". 
It is estimated that required purchases are 25% to 50% of the cost to 
establish a franchise and approximately 65% 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 (Item 9): State any obligations of the 
franchisee or subiranchisor. whether arising by terms of the franchise agreement or 
other device or practice. to purchase or lease in accordance with speciiications issued 
by the franchisor, or from suppliers approved by the franchisor, goods, services, 



~ .... 
supplies, flXtures, equipment, inve~to~ or real estate relating to the establishment or 
operation of the franchise business. Regarding such obligations, state the following: . ;. ...: . . ". 
' .. A, 'The goods, services, supplies, "fixtures, -equipment, . inventory or real estate 
required to be purchased or leased 'in accordance with specifications or from suppliers 
approved by the franchisor. . 

. (2) The franchisor may include in iu disclosure 
"'rod' . 0# a' ,.". the reasoo for imposins such requiremenu. 

(1) Identify the catesories or p uct.s an " •• 
lervi~es which the franchisee or subfranchisor is '(3) If' the franchisee or subfranchisor is not 
reqUired to purchase or lease: obligated to purchase or lease any Soods or services 

<a) In accordance with specifications prescribed 
by the franchisor; and/or 

(b) From suppliers approved by the franchisor. 

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. 

Sample Disclosure, lX-A 
Obligations of 'Franchisee to Purchase or Lease in Accordance with 
Specifications or from Approved Suppliers: The franchisee is obligated to 
purchase in accordance wi'.h 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 ope'l'ation of ilie 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 ~rants 
and revokes approval to suppliers. 

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 suppliers; Dr 

(c) Not disclosed to franchisees Dr subfranchisors 
and not used solely by the franchisor in connection 
with the approval Dr 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; 

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

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

(4) Describe the manner 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. ser;;ce 
or proposed supplier. For eumple, state thaI if lhe 
franchisee proposes to purchase Dr 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 relative to such item of equipment. or 
such supplies, for eumination and/or testing by the 
franchisor. or information relative to the proposed 
supplier, for evaluation by the franchisor. If 
approval of proposed goods or services and/or 



proposed suppliers may not be unrutonably 
withheld 'and approval or disapproval must be 
communicated to the franchisee or subfranchisor 
,within a specified period of time (or within a 
reaJOnabie time), the afferinl circular should so 
state. 

(5) Describe the manner in which franchisees md 
subfranchisors are notified of the approval or 
disapproval and of. the revocation of approval of 
~uppliers. , 

,Sample Disclosure, IX-B 
Specifications may inciude 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 SOl: ceo 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. 

Instructionll: 

(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 <Ire 
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 supplier.; 
for a category of products or services. the reasons 
therefor may be included as part of the disclosure. 

SampJe 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: 

(I) 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 payments to the franchisor (or its parent or 
persons affiliated with ill 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 
suppliers. 

(4) If approved suppliers sell goods or ser .... ices 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 le:ues 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, IXD 
SigneD, Inc., a wholly owned subsidiary of XYZ, Inc., derives revenue from 
the lease or sale of signs to ABX franchisees. 

or 

Neither the franchisor nor its pa~ent nor .persons affiliated with the 
franchisor will or may derive revenue as a result of required purchases or 
leases by franchisees in accordance with specifications or standards 
prescribed by the franchisor. or from suppliers approved by the franchisor. 

FINANCING ARRANGEMENTS (Item X). Requirement (Item 10): S~ate 
the terms and conditions of any financin~ arranl?"ements oifered directly or indi~ectly 
by the franchisor. its agent or aifiliated company including: 

Instructions: 

(1) The exact terms of an~' lease arran~ements 
also should be disclosed under this Item. If such 
terms are disclosed adequately under Item 7, a 
cross-reference to such disclosure at Item i will be 
suificient. Normally, however. the disclosure called 
for under Item 7 will not suffice ior 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 iinanclnR: to the 
franchisee. If an aiiiliate oiiers financln~, identify 
the aifiliate and itS relallonshio to the franchisor. If 
neither the franchisor nor ~ny affiliate of the 

franchisor directly or indirectly offers final1c:::\r to 
the franchisee, the offe,ing circular should inc:::tie a 
statement to that effect. 

(3) If the franchisor or an affiliate oi the 
franchisor offers financing, state whether such 
financing relates to the establishment oi the 
franchise and/or the operation of the franchise 
business. 

(4) If such financing relates to the establish::lent 
of the franchise business. describe whether such 
assistance may be extended to the franchisee \0 

cover either in part or in whole: 

(a) The initial franchise fee; 



..• ' (b) The purcIwe ollahd and/or the COIIItiuctiOO. . (d) The .nature oi any. security inttrest which 
. :.Gr • remodeliDl,. of .. premisea for ,·the . franchiJed .. must be liven·to the franchiJor,4ts affiliate or other 
. \buaiDc:u; ar :' r: ,'.: "! ~~"".' '~'h~· a. I "lender; . 

... • " _ ..... I" '. •.• , • 

"(c) The pu.rdiue cit.equipment; fiJtwa,:gpaiins .~ (e) Whether , any 'n"ate,' conlnlct; Ieue or other 
~'iDventory and/orlllppliea: ", t '.!' :':;". r "::;', financins agreement must be penonal1y ~anteed 

" :,' '. ,by any shareholduor partner of the franchi.sef:. if a 
(5) U IUdlJiDaDaD« assIStance relates to the corporation or partnership or any other penon' 

,operatiOD of the .franchised business. describe • '. • 
'whether suc.b .asGstaDce may be extended to the (0 Whether the indebtedness can be prepaid and 
~chisee ~.c:vver either In part or in ~oIe: '! .whether there is a prepayment penalty;' 

. t."fl)~"':" ~I· ... :~.;.,.. ~ '. Ii '·· .. ~v .~. '. '.'" .' 
,..: '. ;~~~~.~ in.~~ au.pp 1:1; .. :, . (s) Whether the note.or other document contains 

.: .(b)·Rep~nt equipment or flXtures;.or" , ... ,:i': ,a clause whi~h accelerates payment of principal 
,"'. . .'., ". , . :. _ . _ . ., upon default; or . . . 
,.:" :.!' (c) Any other contiDuins apense incurred by' the . . . •. , ., ' . 
. : .fmiehisee. . .... ".~. . .... .. • . '(h) Any other material financins terms. 

(6) State whether the terms of any financing 
offered by the franchisor or its affiliate are 
conWned in the franchise agreement. Iea.se or 
Jeparate pote. document or agreeme!1t. ' . ~ 

• J. ~. . . 

. . ''"(7) State the terms of any such financing offued •. 
inciudins: 

, .,(a) The identity of the lender(s); 

(b) The annual interest rate charged. stated in 
terms of simple interest rate or the approximate 
range of annual interest rates stated in terms of 
5imple interest; 

(c) The term for which the financing is available; 

(8) If the franchisor will !lUaranlee any note. 
lease. or other agreement or document uecuted by 
the franchisee. the offerins 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 
Item. 

(10) Payments due within 90 dpys or less on open 
account financing need not be disclosed under this 
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 ~tufiler 
Shop. 

The equipment. primarily the pipebending machine and hoist, are financed 
through a lease agreement with ~z. Commercial Leasing Corporation. The 
interest rate is 12% per annum on the principal over a 5.year (6Q..month) 
period. At the end of the 6O-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 default 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 liqui~ated 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 

.' installment 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 all 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. 

lnltructions: 

(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 agamst the franchisor, an affiliate 
of the franchisor or any other person to whom the 
instrument is negollated, 

(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 f ntnchisor, the -offering circular should include a 
statement to that effect. 

(4) This disclosure relates only to provisions 
actually contained in a note, lease. contract or o,ther 
instrument to be executed by the franchisee in 
connection with a financing arranJl:ement. This 
disclosure does riot relate to defenses which may be 
barred by operation of law as a result of any third 
party attaining holder in due course status through 
the negotiallon of any instrument. 

". 
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. 

'J; 



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 
intent to do so in the future. 

(2) Describe the terms of the assignment 
including whether the franchisor will remain 

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 eiiective 
amendment. 

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. :;"''YZ 
Commercial Leasing Corporation intends to continue this practice in the 
future. 

or 
:\,"YZ :-"Ianagement 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. 

Instructions: 

( 1) Describe any such payments. 

(2) Iuenltiy the person makinll such payments ior 
the placement oi financtn~ and such person's 
reialtonship to the iranchlsor, 

q) State the; amount or method by which the 
payments are dl!termlned. 

Sample Disclosure, X.c 
XYZ does not receive any payments. either directly or indirectly. from XYZ 
Commercial Leasing Corporation or any other person for placing iinancmg 
with XYZ Commercial Leasing Corporation, 

or 
't, 

:\"YZ does not place financing with anyone other than its wholly owned 
subsidiary, and. therefore. it does not receive any payment for I'llacing of 
financing. 

OBLIGATIONS OF THE FRANCHISOR; OTHER SUPERVISION. 
ASSISTANCE OR SERVICES (Item XI). Requirement (Item 11): Where 
applicable. describe the following: 

.-\. The obligations to be met by the franchisor prior to the opening of the franchise 
business. citing b!' section and page the provisions of the franchise or related 
agreement requiring periormance. 



~ .~ , '. ..). ~ . .' 

~~c:tiona: '", :',., .-",~,,,.>,~. '·'F,·,·t"-,, JpeciIications to the franchisee for the purclwe of 

'-'~' (i) Descri~'" all obligations of ~,franc'tU;;r ,eq~~me~~; .. " :("'). ," ,~',. :. 
" ,'prescribed by the franchiJe or other agreement to . (e) Signs and fixtures and their imtallation at the 

pruYide assistance ,to the franchisee prior ,to the premises of the franchised business. Disclose 
•. opening of the franchised buaiIles.s. 'Cite the page whether the franchisor provides sigm and fIXtures 

aDd section 'number '0( the franchise or other directly or whether It provides the names of 
, ,: qreement imposins the obligation. Such obligations approved suppliers or speciIicatiom; . • .' 

may include, but are not limited to, the following: 
••• ... ~. :- • it" 

, (a) The preinises for the franchise bUJineu.'State 
:.whether the franchisor presently owns or will 

purchase the premises for lease by the franctUsee or 
has lea.sed or wiU lease and sublease. the premises to 
the franctUsee, or, will locate andl.Ql negotiate the 
purchase or' lease 'of the premiseJ on behalf of the 
franchisee or assist the fraill:hUee in locating and/or 
De«otiating the porchase or Iea.se of the ,premises; . 

(b) Conform the dr.velopment of the premises to 
local ordinances and buildins codes and obtain all 
required health. sanitation, building, driveway, 
utility and sign permits 'and any other required 
permits; 

(c) 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 franchisor 
provides the equipment directly or whether it 
provides the Dames of approved suppliers or 

" ~f)Openins inventory, 1. supplies and related 
materials. DisclOie whether the franchisor provides 
these items directly or whether it provides the 

"names of approved suppliers or specificatiom for 
.such items; . -

'(8) 'Hiring and '-t~minB 'employees prior to 
. opening; and 

(h) Advertising in franchisee's marketing area. 

(2) State whether the franchisor will provide the 
items 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 umt the 
franchisee in obtaining any of these items or services 
with respect to the opening of the franchised 
business, the offerins circular should include a 
statement to that effect. 

SampJe 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 Muffler Shop franchisee. 

2. 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 
Agreement. 

3. Pursuant to Paragraph 6, page,12, of the Franchise 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 wit~in 60 days of the signing of tha 
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. 



~ '.- 'I... ~ , • :.~ - ~ ';-. ~ '.!:' . ~'; 

.. _ 5. ,Pursuant to Paragraph 10, pag~ 2O,jof,:the Franchise Agreemen~, train 
;~:' :L~ ',,' Jranchisee, and/or franchisee'~employees in,.basic management and:., 
,. , ',:, . "bookkeeping systems used by ABX Muffler Shops; This training ~, : I 

, ,approxil1!ately30 days prior to the ,expe~~e~~.,gfal\d 'opening of 
. , franchisee's ABX .Muffler Shop. The training. is :,tleld 'at XYZ's 
, "': ",headquarters in Jackson,' Minnesota', and all room, boili-d and travel 

" .-:' f.::: ',expe'n,s~ ~re borne by XYZ., . .', ,<:., f', '" 
:' .~ 

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 th~ franchise 
agreement or related 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. 

'.. ,,' 
Innruction: 

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 
,include a statement that the franchisor is not 
obligated by the franchise or other agreem~nt 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 J;>rovision of the franchise or related 
agreement requiring performance. 

InltrUctions: 

(I) Describe all obligations to be met by the 
franchisor during the operation of the franchised 
business pursuant to the franchise or relate.d 
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 

(ii) the franchisor accounts to the franchisee for 
any advertising and expenditures; 

(d) Improvements and new developments in the 
franchise business; 

(e) Pricing; 

(f) The establishment and maintenance oi 
administrative, bookkeeping. accounting, inventory 
control and general operating procedures; and 

(g) Operating problems encountered by the 
franchisee. 

(2) Some of these may,.ltave been made previously 
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 fran.:hisee 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. 



t'" ~.. • 

.. ... \ '.:SsmpleDisdO$rire;-X1:C.';'· • .. ': -r:'-:'''' _ 

The obligations' to -be performed ·by· xyz~ during'ihe ~peration of the' 
. franchised business are: .'- '.0·~ • .'.:l.,.;~.: ~~:i' :':~' .. ' !" ;~". . ',' . "-... -,,:.:.. .. ,. ,,~.:.- :.'''': : ' .. ~ ';" .... ' ~ 

1. Pursuant'to Paragraph 9, page 17 of the franchise Agreement, XYZ will 
fonnulate and conduct riati~al'and regional advertising and promotion 
. programs. This advertising' will be primarily' by television, radio and 
magazine. The cost of this advertising Will be' paid froni the advertising, 

.', fund created by .. the franchisee's payment of 2% of gross sales to XVZ .. : •. ': 
! 2. Pursuant t& ParagraPh 10, page' 18 of the' Franchbe" ~nfem, ~ 

e'. 'will provide' information 'on . new products arid '~ngage~.ui ·.the 
development of new products and methods for the i\Bx'MuffIe'r Shops .. 

'. '.,. . ~ ". 
3. Pursuant to Paragraph 11, page 19 of the Franchise Agreement,irYZ is 

required to participate. in the ABX Muffler Shop guarant.ee.,.daim 
. --program as it regards defective muffler and exhaust systems. ;.<: 

4. Pursuant to Paragraph 12, page '20 of the Franchise Agr~~~~: XVZ 
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 XVZ, as 
well as information relative to other obligations of the Franchisee under 
the Franchise Agreement and the operation of the ABX Muffler Shop, 
The operating manual will remain confidential and the property of 
XVZ, XVZ 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 under 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 agreement 
or other agreement. 

In.trUc:tion: 

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 franchisee. This disclosure must 
include a statement that the franchisor is not 
obligated by the franchise or other agreement to 
provide such supervision, assistance or services. 

Sample DiscJosl.{re, XJ-D ". 
Following the opening of the ABX Muffler Shop, XVZ, 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 Muffler Shop to discuss any problems in the 
operation of the ABX Muffler Shop. Additionally, XVZ 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. 



. .... .... _ .. Io:~,,:.~· 1. .., .• :.,#'. "'}-";~~;~~':':~.;..r.~ ..... ! I 

:,E. The methods "Used by the fr&ru:Li.soi tQ'~ect·~theAoCatiOD.:fOrlth.e . .fralu:hisee's : 
."business. '", ", .~,.' - .~ .. ""1~' :~"., •. ~"~~j. ";."IIt.~ .,V, '1~ .~.£:,~'~$;;-";;~. '~"> _ . .... 1' _ '. •• .: 

. • "." ~' ... :).;: ":' ," . t·, ", . ~",JI ;.'\( •• ' ~.i" ..... ~.'. ~ ............ t;'! ~:..:-. ~ 't. !I.},.. ... ,.,~;> . .,., 
• ". . .. • o." l: .• ...... ", ._~ " L,· .. '- .... ;-.. ~ ... '" ,,' ' .. _ -- . 

'Imtructicma: ...:..: •. ~"' " ", ···..r;\~,:layout .andother, pli~ ch&racteristia of the 
~ '. ',. ........ . ~: . ;.': ... :: ~ml.ses of the franChised, 'bu.siDeas; rental, 1eue '.:~ 

, <9 State ~hether ~e IranclWe b snnted f,,!, a·· • .duration arid other Ieue term. and Cllliiiitions which 
apec:ific location, and If 50, .whether th.e franchisor ;" the; i~ .~ODSiden in. -Iectinc or approvins 
Ielec:u the site or merely apprvves. desasnated area· •. :. 'us ..~ .. • ... , .. 
within which the. site may be .elected by the . 11 .'" _ ..•. :~; .:' :···i~C· . ';'';.. .• 
franchbee~ ~d ,whether a site .10 .lected requires .... : (3) The discl~~ ~~~ 'i~bitem E ~y be ~~' 
':he !ranc~ s approval'.j .,.:; under subitem A above, ·inWbich case they need not 

: .• (2) ,Describe the facton· such u the weneraJ ·be repeated here, No·trou.reference is necessary .. ' .'.; 
. location and nei&h~hood, traffic pattern:'! pariinc, :.:::./ >:,. , .;. ..' . 

........ ';-..... \;.- . ;,.. Sample DiscJOsure,·XI.E 
'. ·The fianchisee selects the site of his !>usiness within his exclusive area. XYZ, 

•• ; • I ~. \.::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: 

(I) Describe the approximate length of time 
currently experienced by the franchisor between the 
signing of the franchise agreement or the receipt of 
consideration and the opentng of the franchise 
business. The franchisor may disclose a range of 
times. 

(2) Describe the factors which may affect such 
time period, such as the ability to obtain a lease, 

obtaining acceptable financing arrangements, 
obtaining required zoning and building permits 
meeting other local ordinances or community 
requirements, weather conditions, shortages, slow 
delivery and other factors bearing on completion of 
construction. remodelling, decorating, purchasing 
and installing equipment, fixtures and signs and 
similar factors. 

Sample Disclosure, XI-F 
The typical length of time between the signing of the Franchise Agreement 
or the first payment of any consideration for the ABX Mufiler 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: ·t, 

1. The location, duration and content of the training program; 

Instructions: 

(1) If the franchise includes a training program, 
identify the location(s) of the training program. e.g., 
at one or more of the franchisor's headquarters, at 
an outlet operated by the franchisor or at the 
franchisee's business premises. Indicate who 
determines where-the training will take place. 

(2) State to whom the training is available and 
who is required to allend the training program. 

(3) State the length of time the franchisee "ill be 
trained at this location. 

(4) Describe the instructional materials and 
instructional procedures. 

(5) State whether the franchisor or other person(s) 
required to attend the training program must 
complete the program to tbe franchisor', 
satisfaction. ~: ... J~'~ 



.' 
.. ~e. When the training program is to ~ "conducted; .: .. , • 

- .tn.truc:tion: franchisor or the appromnated openins date 01 the 
~ : , - - ... business, state when the franchisee will attend the 

.. .: In feJation to the date the franchise agreement is . 
~. d train1ns pqram. 

'. llIIIed and/orC!XIsi eratioo is received by ~e '. _ .... , r"" • 
. . . . to .. '~, • .,. •• 

. ' ····3.· The experience that the instructors had wi'~h the franchiSor; 

. . ,lnatruc:tiona: 
• <,: - •. ' .... ~ '. • . .' 

:'(1) State. 'Whether the franchisor JIiaintains a 
:.. training staff. If no formal staif is inaintained, the 
: ::. offering circular should so state. . 

(2) If a formal trainins staif is maintained, with 

staff who participates in the trainins program, state 
the position and principal duties 01 uch with the 
franchisor. Include the prior 'ezperience of 
instructors that iI relevant to the franchisor's 
traininS prosram. .. ..••. . '., ". '.. . 

respect to each such member of the formal training - . • . 

4. Any charges to 'be made 'to 'the fr~nchisee and the ~xteni to which the franchisee 
.will be responsible for (ravel and living expenses of the persons who enroll in the 
training program; . 

Inatruc:tionl: 

(1) Describe any charge5 for training or materials 
provided in connection therewith. 

(2) State who pays the transportation charges of 
trainees to and from the tnining 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; 

Inatructionl: 

(1) State whether the training program is 
mandatory. 

(2) If the training program is not mandatory, 
state the percentage of new franchisees who enrolled 

in the training program during the 12 month period 
imfTlediately preceding the date of the offering 
circular. , 

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. 

Inltructionl: 

(1) Slale whether the franchisor plans to offer 
additional training and/or reiresher courses. 

(2) Hsuch 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, duratlon and content of 
the training program. 

'" 

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 Muffler 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 



Muffler Shop franchisees. It also includes actual instaUation of exhaust 
',~.' ,.< .systems on approximately 5 vehicles per trainee. Either the franchisee or one ., 

. "of his employees must satisfactorily complete the-technical training . 
. . _.~ .... -..... ! • I' J;. I '.": ~ "",~. ", ". ~ .• ;,. '~':' .",,: .' 

.. ' .The technical training program .i$ conduc.ted after. installation of the 
.. . ... franchisee's equipment and usually about'2 weeks prior to the grand opening 

.,. ".! .of the fran~isee:s ABX Muf~e; Shop. . \;" " 

; ..•.. ,:This technical training 1S : conducted by. XYZ's four-person professional 
.". '., '!traiclng staff. The staff 'is managed- by Mark 'Marks, wh" has Deen with 

XYZ 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 pipebending machines with their main offices in Detroit, Michigan. Janis 

,_1~:'Jenks, 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, Illinois. 
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 Muffler 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, 950/0 
of all new ABX ~1uffler Shops had one or more persons trained by XYZ. The 
few ABX Muffler Shop franchisees who did not participate in the training 
had all 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 rro 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. 

The management training is held at XYZ's headquarters in Jackson. 
Minnesota. The management training is available to the franchisee or his 
employee who will be in char~ of managing the ABX Muffler Shop. The 
training is for 3 days 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 t1W operation and use of 
the ABX Muffler Shop bookkeeping 'and advertising programs. Either the 
franchisee or one of his employees must satisfactorily 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. bookkeeping and 
advertising systems 'and courses are optional 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 TERRI 'TORY • (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 
requircd disclosure pertains to more than mere 
exclUSive arcas or tcrmorles. 

(2) With respect to anv arca or territory for which 
the franchisee or ~ubiranchlsor IS ~ranted any nghts. 
desCribe the typical boundaries oi such area or 
terrttory. For example. state that the franchise is 
Kranted for one or more CIties. metropolitan areas. 
counties. states or other pOlltlcai ,UOUI\'lslons: or IS 
tYPically delineateo by boundary streets or 
hl~hwa~'s or by an arca encompas!eo Within a radius, 
oi specliic distance lor ranEe oi distances) or oi a 
distance suffiCient to encompass a specliied 
population (or ranee oi populations I and state that 
prior to the execution oi a iranchise or other 
agreement (as reqUired by the state's statute or 
federal law), the area or territory applicable to a 
specliic francbise Will be deSCribed by: 

(a) Inserting a deSCrIption thereoi in the body of 
the franchise or other agreement: 

(b) Aaaching a map or deSCription thereof as an 
exhibit to the franchise or other a~reement: or 

(c) By other means. which shouid be described. 

(3) Describe the territOrial n~hts granted to 
franchisees or subira:lchlsors ano the territOrial 
restrlctlons imposed on the iranchisor and 
franchisees or subiranchlsors. Such restrictions are 

applicable, presumably, to all franchisees or 
sub franchisors and should be disclosed fully. Such 
disclosures'should include, to the extent applicable, 
a statement as to whether: 

(a) The franchise is granted for a specific location. 
or a location to be approved by the franchisor. and 
whether. the relocation of the franchised bUSiness or 
the es~abhshment of additional bUSiness outlets 
undcr the franchise requlrcs the approval of the 
franchisor: 

(b) The franchisor al(fees not to operate a 
company.owncd outlet or ~rant a iranchl~e ior ,the 
operation of a Similar or competitive bu~tncss to be 
located within the defined area. 

(c) The franchisee or other franchisees 3re 
prohibited from solicltln!: sales or accepting orders 
outSide of their deiined terrttOrles: 

(d) The franchisee or other franchisees are 
restricted In anv other manner from soliciting saies 
or ac'cepttng 'orders outside oj their defined 
territories: 

(e) The franchisee or other franchisees must pa~' 
any compensation to other franchisees. or 
subfranchisors or the franchisor. with respect to 
sales made or orders accepted outside oi their 
defined territories: and 

(f) The franchisor and/or subiranchisor are 
prohibited from soliciting sales or accepting orders 
inSide the franchisee'S defined territory or are 
restricted in anv other manner from soiiclllnl! saies 
or accepting orders inSide the franchisee's d'efined 



.wntory Or are required to pay uy compensation to . affiliate, using trade na~es ~ ~demarks to be 
the franchisee with respect to sales made or ordera ",wed by the franchisee or subfrancbisor, are or may 
accepted inside the franchisee's deflDed territorY,. _. -: be located within such area or ten:1tory. 

,~ , .. . .,. . .. . '. . 

, ';~Witli' r:esard to instruCtiCIN (3Xe) aNi (0, above, 
-' .. 4escribe the terms of any compensation to be paid. 

~ . '.. . . 
':;'(4) State "hether,'and. if 10,' the conditions or 

·tlrcumstances 'under 'Which, Cite or more other 
.. Iranchisees:orsubfranchiJors l1f the franchisor, using 

':trade .names or, • trademarks to be used by the 
. franchisee or lubfranchisor, are or may be located 

. within such arU or territory. ". 

, (6) If no territorial riShts are' sranted to the 
franchisee or subfranchisor, the offering circular 

, should include a statement to that effect. 

(7) The franchisor may in cimnection with its 
disc:IOl"lre under this Item describe the terms and 
condi. ,ons of any options, 'riShts of first refusal or 
similar rights that the franchisee or subfranchisor 
'will have to acquire additional franchises within: 

" , 

1 (5) State :Whether, and, if so, the conditions or (a) Such area or territory; and/or 
Qrcurnstances under which, ODe or more business 

, . Outlets owned Dy' the franchisor, its parent or (b) Contiguous or other areas or territories. 
"'"'-, .' t' ~. •• • ... :. '. • ., \ ••.•• • ,. • 

'. ,', '·t. ~Tbe franchisor or its parent or affiliate has established or may establish other 
, franchises or company owned outlets selling or leasing similar products or services 

under a-different trade name or trademark. 

" Inatructiona: 

(1) 'iSimiiar 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 marktt. 
e.g., muffler replacement and transmission repair. 

(2) State whether the franchisor. its parent or 
affiliate operates or franchises the operalion of. or 
has any presently formulated plans or policy to 
operate or franchise 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 WI)) 

or may 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 q,pon 
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: 

(I) 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 slinilar business or grant an 
additional franchise therein, describing the exact 
terms of such right. 

Sample Disclosure, XII·A through XlI·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 oi 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. 

TRADEMARKS, SERVICE MARKS, TRADE NAMES, LOGOTYPES. 
AND COMMERCIAL SYMBOLS (Item XIII). Requiremenc (Item 13): 
Describe any trademarks. service marks, trade names, lo~otypes or other commpcial 
symbois to be licensed to the iranchisee, including the iollowing: 

;\. Whether the trademark. service mark, trade name. logotype or other commercial 
s\'mbol is registered with the United States Patent Office and, if so, for each such 
r~gistration state the registration date and number and 'whether or not the registration 
is on the principal or supplemental register. 

Instructions; 

(1) Identii\' each mark. name. 101(0 or other 
commercial symbol licensed to the iranchisee or 
which the iranchisee may otherwise use. A 
reproductIOn oi any logos or other commercial 
symbols may be Included as part oi this disclosure. 

(2) Identiiy which. if any, oi the trademarks and 
service marks identiiied under (1) has been 
rel(J5tered wllh the Cnited 5tltes Patent and 
Traaemark Oiiice or ior which an applicallon ior 
reS;lstralion is pemiin~ .. With respect to each such 
registration or application. $t3te the date oi 
registration or applic:ltion, the registratIon or 

't, 

ap~lication number and whether the registratIOn or 
application appears on the prinCipal or 
supplemental register. State whether all aiiida\'lts 
of use (or explaining nonuse) required to be iiled to 
maintain the registration oi any trademark or 
service mark have been timely filed. State whether 
an~' trademark or service mark has become 
incontestable and whether any trademark or sen'ice 
mark has been renewed. 

(3) With respect to each mark, name, lo!!o llr 
other commercial symbol. state whether ~he 

franchisor has common law rights and bneily 
deScribe the basis thereior. 



•• 't o 

; 'B. ,Whether,~· trademark, :service mark, trade name, .logotype and other 
commercial'symbol are registered in this ·state or the state in which the franchise 
business is to be located and the.da~es o( such registration. . '" ",' 

' .. o! .' ,.:, 'i!'~.-':-, ,;",,' . " ,~:~.~ '\ ,l., : . l',l • .' ~ ..0 ;"'.' 
,Iuauucticma:, '. .' .:..' . :;.. " '. . (3) The franchisor may include a list of all SLate 
. , ..•• - .• }" 1'. •. '. ,'. • ...., .• 'registration(s} and application(s) in lieu of the 

,' ... (1) S~te whether. any ~k. .~me,. logo or other discl05ures suuested above in order to obviate the 
. 'almm.ercl&l symbol IS ~ste~ m ~ SLate or the necessity of substituting a different discl05U1e in 

state m which tbe~c:Jrise bllSllleSl IS to ~ loc:a~ each sLate. However, the franchisor must insure that 
111 whether an 'apphcau~ for allY auc:h .resutrauoo the offering circular is amended as required to 
hu been made. .. . ,,, refleCt any material change in such list. 

". '12} Identify the dates of such registration(s) and 
.applicatiOD(s) and the rqistration and application 
·1Wm.ber(s) .. ' .' T,' 

"., I'~ :.r". 0.' " 

·:.~,:''!i;·l·· : .. ' ': '.:. Sample Disclosures, XIII·A. and XIlI·B 
• "!I~'i' ..... •. Trademarks, Service Marks, Trade Names, Logotypes, and Commercial 

: 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" 
Reg. No. 876,543 
Reg. Date: June I, 1%7 
Affidavit of Use filed 

July 6, 1973 
"Everlast Exhausts" 
Reg. No. 886,454 
Reg. Date: August 1. 1%8 
Affidavit of Use filed 

September 6, 1974 

"Mellow Mufflers" 
Reg. No. 981,123 
Reg. Date: September 2, 1%9 
Affidavit of Use filed 
Octo.ber 6, 1975 
"ABX Albert" 
Reg. No. 991,432 
Reg. Date: October 5,1972 

Additionally, the trademark ABX Mufflers is registered in the following states: 

Jurisdiction 

Minnesota .............. . 
Wisconsin .............. . 
Iowa ................... . 

Date 

June I, 1%7 
June 3,1%7 
June 8,1%7 

", 

Reg. No. 

S81·A 
11421 
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 symbols 
(other than logos licensed by XYZ to the Franchisee). In addition. the 
Franchisee may not use any narne 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 anY''Presently effective determinations of the patent office, ihe 
" ·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 this state or the state in which ,the franchise 
",business is t~ 1;>e I~ted. .' ',-" , ' .,' . 

. .' ',Jl'" .. 
IzmruCt1ona: , " - ~s ' 

(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 
": ownership 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 cancellation proceedings 
in which the franchisor sought unsuccessfully to 
prevent registration of a mark in order to protect a 
name, mark, logo or other commercial symbol 
licensed by the franchisor, if such regIstration may 
have a matenal effect upon the franchisee'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, lo~otype or other commercial symbol. 
DeSCrIbe the terms of any such determination. 

(3) Describe any petition filed in opposition to or 
cancellation of any registration with the United 
States Patent and Trademark OffiCe that would 

-
· affect the' ownership or use of any mark, name, logo ' 
· or· other commercial symbol licensed 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 med 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 COUrl or agency 
hearing the matter. . 

An opinion of counsel may be included relative to 
th~ 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 to 
such use. 

(5) Effective registrations need not be dIsclosed 
here as a determination of the Patent and 
Trademark Office, nor must the franchisor disclose 
histoncal challenges resolved in the franchisor'S 
favor. 

Sample Disclosure, XIII-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, 
pro\,ided such others do so in good faith and without actual knowledge of the 
existence oi ),,"YZ 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 territories. 



, '.lp. ~ d~cript'iOn of an;-agreeme~~ cu~ently in effect ~hi~h si~ifi~t1; lmut the' 
rights 'of the franchisor to use or license the use'of such trademarks,.service marks, 
trade names; 'logotypes or other 'commercial:symbols in any manner, material to the 

. franchise.' , 

: .. ~;~ ... ," ';:.. .~.' ";'''::': ..• ;:;',. :'. ,(b) Thedu;"tion or'~e agreeme~t;'" 
. ;~"(l>'D~scribe any'currentlY effective agreemenis' (c) The parties to the ~ment; and 
.: punuant to which the licensor derives its nlht to' " 

use'or liccllR, Of'which:limit the \lie of, any mark, ,(d) All other material terms inc1udins the 
,name, qo or .«her commercial symbol in any circumstances under which the agreement may be 
·IIWIDU materiAl to the fran,chise. ' . cancelled or modified . 

• • • t.!" ," ~ 

:~; "(2) .'i"ith ~ to an~ such agreement state: 

". :;;~).The manner:aDd ~nt to which the use or ' 
.:ii,hLJa license 4s affected, identifyinl the states 

'. and/or Ueu affected; . . 
'., . " 

t, 

Sample Disclosure, XlII·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. 

Inattuc:tionl: 

(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 aClion is discretionary, 
Identify who has the right to control any 
administrative proceedings or Iitigalion. 

(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 h&5 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,~ result of any proceeding or 
set~lement. For example, does the franchise 
agreement provide that the franchisee will be 
compensated in any manner as a result 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 obligated to do so and the sole 
obligation of-XVZ in any,such event .will be to reimburse the Franchisee for 
his tangible (osts (such. as c~nging signs) ·of complying with this obligation. 

'. 
While XYZ is not required by the Franchise 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 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 names or 
marks, trade secrets, methods, procedures and advertising techniques which 
are part of the XVZ 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. 

lnatructions: 

(1) Describe any uses of any mark, name, logo or 
other commercial symbol that the franchisor 
believes to constitute an infringement of any 01 his 
marks. names, logos or other commercial symbols 
which could materially 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 locationls) where the infringement is 
occurring; 

(b) The length of time. if known, of the 
infringement; and 

(c) Any action taken or anticipated by the 
·franchisor. 

(2) Superior rights in a geographic area of another 
user of the same' or 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 commercial symbol. However, care sllould 
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 disclosed under Item 
13.F. 

Sample Disclosure, XIII-F ". 
There are no infringing uses actually known to XVZ, 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 would 
hold that Jones' use was not infringing, it is possible that XVZ may not be 
able to operate as ABX Muffler Shop in Jones' immediate area. 
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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 copyn~ht 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, patent 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 pendin~ patent or 
copyn~ht application licensed to the francnisee, an 
opinIOn of counsel may be included with respect to 
the likelihood of obt:lInlng the patent or copynght. 
provided that counsellssulnl( 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 fui! uplnlon IS attached and counsel iSSUing the 
opinIOn consents to sucn use. 

(4) Describe any currently effective 
determination of the Patent and Traoemark Office. 
Copyn~ht 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 

(c) Eriect 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 I The forum: 

(b) The number of the case or matter; 

(c) The claims asserted and the is Jes invol\'ed; 
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 te~t of the 
disclosure, provided that the full opinion is attacr:ed 
and counsel issuing the opinion consents to such use. 

(6) Describe any currently effectiye agreements 
pursuant to which the franchisor, its parent or 
affiliate derives its right to use and/or license :::e 
patent. patent application or copyright and that 
will or may limit the franchisee's use thereoi. With 
respect to such agreemenu state: 

(a) The parties to the agreement; 

(b) The duration of the agreement; 

(c) The extent to which the franchisee's use IS or 
may be,aifected by. the altreement. Identlfyin~ :::e 
states and/or locales 'where affected: and 

(d) Any other material terms, includinlt :~e 
circumstances under which the all:rcement mav ~e 
modified or cancelled. ' . 

(7) Describe any oblill:allons of the franchisor. ~\' 
the franchise agre~ment' or otherwise. to protect ~r.~· 
or all rilthts that the franchisee has to use sucn 
patent. patent application or copynght. Wi::: 
respect to any such obligations. state: 

(a) Any obligation of the franchisee. under :~e 
franchise or other agreement. to notify the 
franchisor of any claims or rights to any patent. 
palent applicalion or copyright; 

(b) Whether the franchisor under the franchise or 
other agreement is obligated to take any affirmative 
action when nOlified of any iniringement or whet::er 
any such action is merely discretionary and identify 
who has the right to control any litigation: 

(c) Whether the franchisor is obligated by the 
franchise or other a~reement to participate in the 
deiense oi the franchisee and/or IndemOlfy the 



.. ' 
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,~r.~bi~ for damases or expenses 0~md. if ~:~i:.,;(a) Describt: the nature of the infrinsement; 
.·.·::franchisee is a party to any admuustrauve or " . ' 

,","':'judicial proceeding involvins a patent.·patent . .:. I (~, :-!~ent;ifY 't~e location(s) ,,:here the 
~ . ~pplication 01' cop)'rilb.t IicenJed to the f~;. ,iDfrinlement is. occurri",; . . . . ..... -'. '. ~ - . ~, .. ,. . 

,"'- ... (d) ~y riIh~ the. franchisor ~ to'require ~e .:~ ;\(~) 'The iensth of· time, if known, of the 
. franchIsee to discontinue or modify any·use ol Its -infririlement· and ' .. 

" : patent(s) .or copyri&bt(I); and . :-: ::- . ~. '" ' _ • 

. : •. {e) Any rishu the franchisee bas if the franchisor ~d) Any. action. taken or anticipated by the 
franChisor. requires the franchisee to modify or di5continue tbe 

use of any patent or copyright as a result of any 
. lepl proceer.ing or settlement. 

. . ' (8) Describe any infrinsements actually known to 
the franchisor that' could materially affect the 
franchisee's use of such patent or cop)'rilbt in the 
filing state or state in which the francbise business 

. will be located. With respect to any such 
infringement: 

(9) State whether the franchisor intends to renew 
the cop)'rilht when the registration expires . 

'(10) Other proprietary information, sucb as a 
formula or recipe considered by franchisor as I 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 IS,rI9iD, 
under registration number A 41139; and amendments to the Operations 
Manual have been copyrighted on January 7, 1973, Reg. No. A 521.3il. 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 Agreement. ,t, 

o 

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 oi any 
infringement of or challenge to the Franchisee's use of any patent or 
copyright, the Franchisee is obligated to immediately notify XYZ and X"YZ 
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 



, .. :the Franchisee for his tangible costs (such -as .changing ~uipment) of 
·~arnplying with this obligation. .': . ' 

• . "n, . 

While XYZ is not required by the Franchise Agreement 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 against, and to·reimburse the Franchisee for, all 

• , .. :'. damages for which he is held )iable in any proceeding arising out of the use of 
.'. ., any patent or copyright and for aU costs reasonably incurred by the 
t·, .,. .:' Franchisee in the defense of any such claim,provided that the Franchisee 

. ~. 

. ;J1as notified XYZ of such claim as described abov~. 

Under the Franchise Agreement, the Franchisee agrees not to contest, 
directly or indirectly, XYZ's ownership, title, right or interest in its patents 

. or copyrights, trade secrets, methods, and procedures which are part of the 
XYZ business or contest XYZ's sole right to register, use or license others to 
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 oi such patent or copyright in this state 
or any other stale 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. 

The Franchise Agreement provides that the Franchisee acknowledges that. 
except as specifically described in an exhibit attached to the Franchise 
Agreement. its entire knowledge of XYZ processes. services and products.,all 
proprietary formulations. technology, know-how and the operation of the 
ABX ~1uifler Shop is derived from iniormation disclosed to the Franchisee 
by XYZ pursuant to the Franchise Agreement and that such information is 
proprietary and coniidential 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 Fra~chisee will: (1) fully 
and strictly adhere to all security proceriures prescribed by XYZ in its sale 
discretion for maintaining the secrecy oi such inionnation; (2) disclose such 
information to his employees only to the e.'(tent 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 eifort to maintain the absolute confidentiality of all such 
iniormation during and after the term oi the Franc.hise A·greement. 

The Franchisee is further obligated to require each employee of the ABX 
Muffler Shop to execute the XYZ Standard Nondisclosure-Noncompetition 
Agreement beiore periorming any work at or otherwise having acce~s to the 
ABX :-'Iuifler Shop. A copy of such agreement shall be delivered to XYZ 
within one week oi its execution. 
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OBLIGATION OF THE FRANCmSEE TO PARTICIPATE IN THE 
ACTUAL OPERATION OF THE FRANCHISE BUSINESS (Item XV). 
Requirement (Item 15): State fuUy the- obligation of the franchisee or the 
subiranchisor, whether arising by terms oi :.he iranchise agreement or other de\'ice or 
practice, to participate personally in the direct operation of the franchise business or 
whether the franchisor recommends participation in the same. 

Instructions: 

(I) If the franchisee is an individual. state 
whether the franchise business must be under the 
direct on·premlses supervision oi the ir3ncill5ee. If 
such on·premlses supervIsIon 15 not required st3te: 

(a) Whether the franchisor recommends on· 
premises supervIsIon P3rlICip3tlOn by the 
innchlsee: 

(b) Who the fr:lnchlsce C:ln or C:lnnot hire to 
conouct the on·preml)es superVISion :lS m:ln:llter of 
the iranchised bUSiness; 

(c) Whether any such m:ln3~er must ;mend the 
fnncilisor's tralnln~ progr3m; or 

(d) Whether the franchIsor must be iniormed of 
the Identity oi the m3n3JJ:cr. 

(.2) II the fr:lncnl>ee I) :l corpor:ltlon or p3rtncr· 
ship. Idcntliy ",no must conuuct the on·prcml)cs 

supervision of the franchised bwiness. With respect 
to such manager(s), state whether: 

(a) Such manager(s) must attend the iranchisor's 
tnlnlng program; 

(b) The franchisor must be iniormeo oi the 
iC.e.'1tity of the manager; or 

(c) The man3~er must have an equity interest in 
:=e fr:lnchise and, if so. the magnitude oi such 
~:.:Jt yin tereS!. 

(3) Describe any obligation of the franc..blsee to 
e::er into an agreement with any such manager. 
Ytith respect to such agreement. descrIbe the terms 
~t are reqUIred by the franchisor Includin~ 

(a) M:untenance of trade secrets: and 

Ib) Restrictive covenants and coven:lnlS not to 
=pete. 

S:Jmple Disc!osure, .\T 
ObliJ!a,ion oi (he Fr:mchisce '0 PartIcipate in the Actual Operation vi the 
FrJncnise BUSIness: The Franc:::!e Ai;reement provides that the .1.BX 
~luiilc~ Shop ~h:lIj at all :lml!S be :.:::t;;er the direct. on·premlses supe:-:lsion 
oj the Franchlsee or a pnnclpal t::e:-eoi who must devote his full lI:::e and 
energy to the operatlon oi the ABX ~,luiiler Shop. 

or 
Al'Z does not require the Franch:~~ ~o participate personally in tht direct 
operatlon oj the ABX ~luiiler Shoo. 7he Franchise Agreement does pro\·ide. 
howe\'er. that the ABX ~luiiler S::op must at all times be under the ciirect, 
on-premlses supervision oi a man:u:e~ I who may be the Franchisee) who has 
compieted the training program ar:c devotes his entire time during business 
hours to the management oj the AEX :-'luiller Shop. Such manager may not 
ha\'e any interest as an owner. employee, director, officer. saie:rnan. 

- representati\,e, agent or in any Qther capacity"'in any other bu:iness 
competitive with ABX :-'luitler Shops. 

or 
X\-Z does not require the Frand::see to personally manage or operate the 
ABX ~luiiler Shop. 
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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 deiined 
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 
and services, 

(2) DescrIbe any obligation of the franchisee to 
sell or provide all the goods and sen'lces authorIZed 
by the iranchlsor. 

(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 whethe,r 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 [tern will. in 
some respects. complement those made in Items 8.9 
and 12. Where appropriate. cross-reference should 
be made to those Items. 

S:Jmpie Disclosure, XVI 
Restriction on Goods :Jnd 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 
There are no restrictions or conditions imposed by XYZ. either by the 
Franchise Agreement or otherwise. wherebv the Franchisee is restricted :lS to 
the goods or services he may offer or a~ to the customers to whom the , 
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 an\' related agreements state the following: 't, o _ , 

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. 

Instructions: 

(1) State the length of the initial term. 

. (2) State whether the initial term commences 
upon: 

(a) The date of execution of the franchise 
agreement: 

(b) The date of commencement of business 
operations; or 

(c) Any other date or e\·ent . 

(3) Describe any obligation of the franchisee to 
commence business operations within a speCified 
time period after e.~ecution of any a~reemenl. 

(4) Describe any agreement (other than the 
franchise agreement) that affects the term of the 
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.;::; ~)iincliJie asreemtnt. . FOr uample, it ter1DiD&iion '~~'};: :,:' ., ,.' 
'::- :~;.i;Ule lease of the premises tmninates ~e franchise .... · .. : . " 
.Ct:''japeemeot! ~I~ ~.~ t.~,.~ ~j/~. ~e~ ....... ~.,,: ~!~f!": ;! ... , .. ~ , ~ ': '. > , 
...•. "f:Ymti of.tenlWlauon below; . "fl"!' '\'J-~"!.:' , ., ... , .... ".. '; ;:;' '.'" '.{. 

"·~~~;~:~L<>~:'~l~:·.~h;~~~.~~·.ii/~:.:.'~~:·\·:~i;,::~ : .. l.~;-:~;., -" ,"~", 
1.~' ": .... ; .. ~;.,,~ ~":.' .. ~~.~, .. l:{..~I.I~.!/:~mp/e Di~Josure, XYU-A .:.. . . 
. .:" ':"'- ''':. ~~Ter11i -of ibe Franchise: The ·term of the Franchise Agreement is for a period 
. - . .) .. -: .~ S:;Of ten. (10) years from the date of the oPening of Franchisee's ABX Muffler 
"~:::. ::';. '.;; .. ·t'~op. The term of the Franchise is not affected by any Agreement other than 

:. ; !';)i·~!.··.("the;E'ranchise Agreement:"~{ '.:1' • . , 
.-:":" ':~!"~""f;,~ •. ... .,!;1~'1···:·" .·!'I .... · '1 • ., - •• ;r ... ..... ~;:r,.': .. ~ .. ,.,' ..... -i .. -.. ..'j • 

. . ';'!~::;: ;B .. :rhe conditions.imder which the franchisee may renew or extend. 
" ... ,"'I~·.~· .i,·' .• ~~: . : .... , r ,i' . " 

J jU. '.. •• ~; • ..". ....... :. oj: 

, ".m.trucaODI (af fraDcIzdee baa npt to renew or. 
i ~d):!. _ '. , .. ~: ':I,' ,,~. ,fi''''',,> 

•. '. ' .• ;; .1".,'" . ~',:,. _ • . • .• :, ". 

: (1) State the lez!Ith'of any renewa1 or .ei1ension 
: tum provided for in the francJUX qreemeDt. 

. (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 
otber 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 francbisee's 
right to renew or extend is C'011tin!l;ent upon his 
maintenance of possession of the original premises 
(including eJltensions 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: 

(a) 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 tbe 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 

francbise agreement and other related qreements 
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 fra~chise agreement, other agreements or 
documents. 

Instructions (if franchise agreement does not 
grant franchisee a right to nmew or UJend): 

(1) State that the franchise agreement does not 
grant to the franchisee a TIght to renew or extend, 

'(2) Disclose the provisions in the franchise 
agreement that relate to expiration of the franchise 
and if expiration is treated as a termmation. disclose 
same here and/or under Items 17 F. and G, with 

• appropriate cross re'ference. 

(3) If the fran'chise 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 c1earh' indicated to 
be only the franchisor's policy and ~ot a binding 
obligation of the franchisor and there is included a 
statement of the actual number: as well 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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. '.1.,,· :." r·,~. ,.' ··&mple'·Disclosuri/XVIl.B~· <-.. :it.:· ... ~':'!:" 
R~newal of' ·the "Franc'bise: :The :Franchise' ~ee~erii p~~~des ,tliat the 
Franchisee will have .the nght to 'renew and"eontinue .torenew the ABX 
Muffler Shop· Franchise Agreement for .'additional 'five (5) year terms 
provided that· .. ,....... ""." .~ .. ;,., . :""\" :', .,' . . ~. - . : :.: ...... ". . .... ~ ':".' .... y:.~.: ....... .... : .. :~ ~ .... :; ...... .. 
1. The Franchise.e has maintained anJ~v!!rag~gross sales volume for the 

. five year period immediately preceding :the 'notice of intent to renew of 
$50,000 per year; and ... ::.,:.:: ....... ' . 

.. - . ........ -
.2. The Franchisee ~is 'able to maintain ·:~ssion of the. premises of the' 
: ~! !ABX Muffler Shop or the Franchisee is able. to .secure and develop 

suitable substitute premises approved by XVZ; and 
. . . .' . ~ .' . .j: . . .. ~ .. ' . J ~ :: 

3. The equipment and inventory used in connection with the operation of 
the ABX Muffler Shop' pteets ,the then existing specifications and 

.' standards of XVZ. .. '. 

Renewals must be effected by the executi~n by the F~~nchisee 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 afld documents within thirty (30) 
days after their delivery to the Franchisee shall be de'emed an election by the 
Franchisee not to renew the ABX Muffler Shop Franchise, 

or 
The ABX Muffler Shop Franchise Agreement does not grant the Franchisee" 
the right to renew the ABX Muffler Shop Franchise, See the discussion under 
"Termination" at pages 16 and 17 of this Offering Circular 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 Agreement. 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. 

Inlltructions: 

(1) If the franchisee has a conlraclual righl to 
renew or extend. stale whether the franchisor has 
any right to refuse to renew or eXlend. assuming lhe 
franchisee has mel the olher contingencies or 

condilions precedenl, such as sales quotas or the 
relenlion of its premises. 

(2) If the franchisor has the righl to refuse to 

renew or eXlend as a resull of the failure of the 
franchisee lo satisfaclorily comply witb· the 



~-:~~,;isions of the franchise asreement, ·l1ate . ,uch notification and whether the notification must 
. '~'-:wbether: . '. '. .... .... .. . i' ': contain the reasons ,for such .refusal to renew or 
,.~('. ....... , '.. ..... . 0':" ... enend; or ' '...:,' . 

: (a) The determinauon due to'such unsatISfactory :. • 
performance isiD the sole discretion of the .:. (c) There are any prOVwOlU .iII the franchise 
franchisor or is determined by reference to agreement that relate to how the disputes respecting 
predetermined standards; ;"uch refusal are resolved, i.e., judicially or through 

'(b) The franchisor inuSt giw the franchisee prior .:arbitration proceedillls .. 
notification, ind, if 10, 'describe the time period of 

: .. 0" 

; ... ~ 
.; .:' , .. Sample Disclosure, XVII-C 

. (Sample Disclosure XVII-C is covered by Sample Disclosure XVII·B, above.) 

i'!'~' :T.he conditio.~~, under ~h~~~. th~.f~anchisee,:may terminate . 

'Inatructiona: 
.. ~ 

(1) State whether the franchisee is granted the 
right under the franchise asree~nt to terminate 
the' agreement and franchise as a result of the 
franchisor'S defaull. If so. state: 

(al The time period and form oi notice required to 
be given prior to termination: 

(b) Whether the franchisee must specify its 
reason for such termination: and 

(c) Whether the franchisor is given an 
opportunity to cure such defaull. 

(2) Describe any provision in the franchise 
agreement that grants to the franchisee the right to 

. temiinate the franchise agreement for any reason 
other than the default of the franchisor. II the 

. franchisee has any such right. state: 

(al Whether such right is only for specific reasons 
or for any reason; and 

(b) The form of notification and the time period 
prior to such termination becoming effective after 
the giving of such notice. . 

(3) Whether termination by the franchisee in 
accordance with the agreement results in different 
post,termination consequences than if franchisor 
terminates the agreement. 

Sample Disclosure, XVII-D 
Termination by Franchisee: If the Franchisee is in compliance wi(h the 
Franchise Agreement and XYZ breaches the Franchise Agreement and fails 
to cure such breach within. thirty (30) days after written notice oi such 
breach is delivered to XYZ, the Franchisee may terminate the Franchise 
Agreement and the Franchise. effectiv:e ten (10) days after delivery to XYZ 
of notice of such termination. A termination of the Franchise Agreement and 
the Flanchise by the Franchisee without complying with the foreg9ing 
requirements or for any reason. other than breach of the Franchise 
Agreement by A'YZ 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) year 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. :\"'\'Z will refund to the Franchisee the initial franchise fee. 

E. The conditions under which the franchisor may terminate. 



'_r. 
", . ", Jij;....., ,;"10; .' • ' ~ ~ ,~ •• 

;, " ::e'~ -qreement or lpecmcations, standards or 
""Opu.tiJ\I procedures pJaaibed by the franchisor; 

I.aatructiona: . , .. ." :.~ ... ~;}-f 

,(I) Specify the -events of default where the.i aDd other curable defaults), With respect to such 
franchisee i. not given an opportunity to cure, (e.s.,, events or curable defaults state: 
malcins, of an assignment for the benefit of creditors; '., ' .. ~: ~'; ';:'" ,.1, '" , .' " " , 

filing a voluntary petition in bankruptcy; a material:" . (a) The form of Dot.ificatiOa reqUired; 
vioJatiOll of law; understatement of sales of the _ - ,- , ' , ',',. ~ , " 
franchised business; unauthoriz.ed assignment of the . ':.(b)~ne Um~ period' cir~rioih during which the 
,fTanchise~ failure to actively operate the franchise ,":'hanchisee may cUre the defaul1;~ " 
business; failure to' maintain pouesaion of the :, " _. ,r ,:, ,. " .. ,.' • 

premiies; and other similar defaults), With respect "" (c) Whether thi effectiVe date Of termination 
,to such events of default, state: upon failure to cure'is the dale upon which the cure 

: (a) The form 'Of notification required; and 

(b) The' time period between tlie givi~' in 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,s., 
failure to pay monies due; failure to properly adhere 
to speCliications; failure to utilize proper materials; 
failure to comply with any requirement of the 

,period expires or whether the same is retroactive to 
',the date of the notice. 

.... :,~.~, ,~ .. ;.( ~,'" . 
. 'Describe any conditions {other 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 siandards of market 
penetration or performance. 

Sample Disclosure, XVII-E 
Termination by XYZ: XYZ may terminate the Franchise Agreement and 
the Franchise immediately 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: . 

1. Makes an assignment for the benefit of creditors or an admission of his 
inability to pay his obligations as they become due; 

2. Files a voluntary petition in bankruptcy or any pleading seeking any 
reorganization. arrangement, composition, adjustment, liquidation, 
dissolution or similar relief under any law, Or admitting or failing to 
contest the I:TJaterial allegations of any pleading filed against him, or is 
adjudicated a bankrupt or insolvent; 

3, Fails to continuously and actively operate the ABX Muffler Shop; 

4, 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 ~luffler Shop and fails to secure a suitable alternative 
premises appro\,ed by XYZ; 

5. Submits two (2) or more monthly or annual financial statements, other 
information. sales or income tax returns or suppo~~'ing records to XYZ 
that understate by two percent (2%) or more the gross sales of the ABX 
Muffler Shop or materially distorts any other material information; 

6. Consistentl:-~ fails to submit when due monthly or annual financial 
statements or other information or fails to pay when due the royalty and 
ser\'ice fees or advertising fees; 

7. Violates and fails Lo cure or consistently violates any health or safety 
law. ordinance or regulation or operates the ABX Muffler Shop in a 

. ..t 



" 

.... ~ ..•. ~ " , manner that presents' a~ health' or saf~ty hazard to its customers or the 
'.~·(U'I'·-
~ '';:J1to: ~_t!" .. J>~~liC;" ; ;r~ :", ' ... :':':"'i'" "::;~~; \": ' ,1-:, ",~ " 

8, Makes an unauthOrized assignment, of the Franchise Agreement, the 
:::.- ,~.s-. ~, ":" F.ranchise or ,ownership of the' Franchisee described below under the 

_ ;':" "!!"; ',_,:',' , .. subhea~ng "~i~~~~t;): .-' :,:;'>l,;:, '. , ,c', " 

, ~ 

'.." 

~:.-... 
,I 

.. ~. c 

.:-, 

": .. 1 . 

9. :Repeatedly fails to comply" with the Franchise Agreement, whether or 
not such failures are corrected, after notice thert''lf is delivered to the 
Franchisee; or (.. ,',' 

.... ~ ... 
10. Has "made any material ,misrepresentations or misstatements on his 

application for the Franchise or with respect to the ownership of the 
~:. 

,~:" ': .. 'Franchisee. . ,', ',' '::, ' ,,' , , 

In addition,'xyZ will 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 correct 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, 

Inltrucrionl: 

(I) Describe any and all of the iollowing that may 
be applicable: 

(a) Obligations of the franchisee regarding 
dispoSItion of the emtlng inventory: 

(b) Obligations of the franchisee 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); 

(f) Obligations of the franchisee to change its 
trade name or to alter its premIses; 

(g) Obligations of the franchisee to assi'Vl 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, 



,. 
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-.~ . .~ .. :~ .:">-$~/;~~''''i" ....... ... 1It~: .. :,~.~:---"'_" no .... ~' 
. 'is " .. :~ •.. , . SampJe'DjscJosure;XVII·F!.,.~-:'·"';" :"'1. :<., _ 

. Post-termination Obligation diih"e~jranchisee: Xhe Franchisee is obligated 
upon termination of. the Fra'lchBe~~eme_ntto::.: ~i. ,:: ,.; .. / .. '; " .. > 
1 .. Pay" to' XvZ . w1thiri~~~e'n~':~7r"da:Y~<$uch \oyalties, "s~rvice fees, 

.~.' .• :.: ... <: .. ·.advertising fees and"other charges owed by the Franchisee to XYZ; 
" " ,I • • .:' ~ '., ."~ .'y'.f"l-',' " .:.1.." ,~',.,. , 

'" I ... : ::2. ; Return all cOnsigned,inventory t~.xvZ; .. ;';'.::.,': .. ' . '. '" _-I', .•• 

....... . 3 .. ·~eturn ,'~11 equip~e~t "ieas'~d' from· XYZ :Com~ercial' Leasing 
t'" ." .~ Corporation to XYZ Commercial'Leasing Corporation; ... 

:. . ·l .. :· Return to' XYZ' 'aJI .c;pi~s or' the. Ope;ations .Manual then in the 
'. I. • • possession or control of the Franchisee; o'~ ~ '., .;., •. , 'c'. 

',,'.4 • • ........ ,'& 

',., : . ..5.' Take such" action· as may be required to cancel all assumed name or 
,. ~" , 'equivalent registrations reJating to the use' or any'name or mark and to 

. notify the telephone company and listing 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,l to renew or extend the 
franchise by the iranchisor or by the franchisee. . 

Instruction: 

Describe any provision in the franchise agreement 
or related document respecting the franchlsee'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 franchisee. state. if applicable. 
whether such interest is affected by whether 'the 
termination was by: (8) the franchisor. (b, the 
franchisee. or. (c) expiration of the franchise. 

Sample Disclosure, .YVII-G 
Franchisee's Interest upon Termination or NonrenewaJ: Upon termination oi 
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 payment 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 oi the iranchisor. If the franchisor has the option to 



" ,-. ~ ;':1. .':.: , .! ..... : • • 

,r~purchlUle the franchise, state whether there will bean independent appraisal of the 
franchise, whether the' repurchase price,' win be determined by A predetermined 

. formula and whether there will·.be,.a recognition ·of goodwill or other intangibles 
associated therewith in the repurchllse price to be given the fr~nchisee. "'~' .... '.' .'-.":.. ~ . : 

'.' . Instruction.: '.;: , ... ~ .. ,.:. ,.', - .:."t. ,-' .:. equity interest i~-the irandii.see on te~ dther than' 
.' .. 'the terms contained in.the offer to the franchisee by 

.( I) Describe any right of first refusal and state: • the third party. '.' ,,', '., " 

(a~ Whether su~h rigbt ~f fi'rst r.efusal is ~. (2) Describe an~ 'option :~. ~~""llIJIi:rusor to 
appbcable to an assignment of the franchise, a sale .- purchase 'the franchise, assets of tbe fr.nchised 
of the assets of the franchised business, and/or a sale business, and/or an equity interest in the franchisee 
of an ~uity interes.t. in the -C.~~nchisee, if a if a partnership or corr-oration, and state: ' 
pan.nershlp orcorporauon; '. , : ... J . .• :.; .••• : ••• , " -. . • : 

. ". . .' . '. (a) When such option is effective, I.e., at any 
.' .(b) Proced~res relating to .th.e nght. of first . time,' upon termination by. the franchisor, upon 
refusal, mcludmg the form of reqUired notice to the termination by the franchisee, or !.pon expiration 
franchisor, the time period in which the franchisor and nonrenewal; 
may accept. and the form of such acceptance; 

(c) Whether the assignment provbions of the 
franchise agreement remain equally applicable upon 
the nor,exercise bv the franchisor of the right of first 
refusal. (For ex;mple, if the franchisor does not 
exercise the right of first refusal, must the franchisor 
approve the assignee?); and 

(d) Any right of the fra'lchisor to purchase the 
fr2.nchise, the assets of the franchise business or an 

(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 followed 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 equipment or 
furnishings located thereon, without first oifering the same to J\."YZ, in 
writing, at a stated price and stated terms, which XYZ may afcept in 
writing at any time within sixty (60) days from receipt of the written oiier 
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 'tor goodwill or going concern value created by 'the 'names, trademarks, 

.··,·;::·:·:"·service marks, logos, commerCial symbols and business system licensed to the 
..-< ;'~~, " Franchise·e, XVZ wiH have' the right, at any time Within thirty (30) days 

. ; -. , .', ~ after receipt of the written decision of the Arbitrator, to purchase the 
'<!.' ". business and other property at the Valuation fixed by the Arbitrator, and 

fl; • 'upon such terms and conditions that he may determine . 
• '. : ". • {" • j • • • 

:; .1. The ~ondition'\ under which the franchisee or its owners may sell or assign all or 
any interest in the ownership of the franchise or of the franchisee or in the assets of the 
franchise business. '.' . . "i . j~. 

InItrUct:iona: 

(1) Describe any prOVISIons in the franchise 
agreement which prohibit the assignment or sale of 
the franchise, the assets of the franchised business, 
or an equity interest in the franchisee. . 

(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 
transferees, such as transfers: 

(a) To members of the franchisee's family; 

(b) To a corporation or partnership without a 
change in control; 

(c) Between shareholders or partners; or 

(d) To employees. 

In connection with this disclosure, a cross­
reference to Item 17.M. may be appropriate. 

(4) Describe any ~pecific provisions as to 
llnrelated assignees or purchasers, including; 

(a) Any specific standards to be met by such 
assignees or purcba.sers; ; I~ ...• 

(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 then 
current economic and other terms; 

. (c) Any fee payable to the franchisor as a 
condition of his consent, and if so, the amount and 
purpose thereof; 

(d) Any other conditions precedent to the 
obtainin~ of the franchisor'S consent; and 

(e) ..... ·hether the ft-anchisor requires the franchIsee 
(and its owners) to execute a general releaSl: as a 
condition of its consent to the assignment. 

Sample DiscJosure,XVII-I 
.4ssignment by thl,] Franchisee: The Franchise Agre~ment 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 Of indirectly assigned 
or otherwise transferred or encumbert!d by the Franchisee or its owners 
(including without limitation by will, declaration of or transfer in trust or 
the laws of btestate 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 capit:ll 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 cimfined e~ci~ively to acting as an ABX Muffler Shop 
,~' l ,Franchisee under ,the' Franchise Agreement; (iii) the corporation executes a 

, , \' document io such Corm as shall be approved by XYZ in which it agrees to 
. : become a ,party to ,and be bound by all the provisions oC'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 
$tock certificates representing shares in the corporation bear a legend that 
they are subject to the terms of the Franchise Agreement. 

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 oi 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 imposed 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 Dot 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 ($4,1)()().00) for assignee's traimng 
and on-sit~ field technical and management supervision and training; (\'ii') 
the Franchisee or assignee has paid five hundred dollars ($500.00) to 
reimburse XYZ for its reasonable legal and accounting fees. credit rand 
investigation charges and expenses incurred as a consequence oi such 
assignment; (viii) the Franchisee has paid to XYZ a sales commission oi 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 qlust execute a general 
release under seal in favor of )","YZ. 

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. 

Instruction.: 

()) Describe any restrictions on any right of the 
franchisor to sell or assign its interest in the 
franchise in whole or in part. 

(2) Describe any provision of the franchist or 
other agreement that relieves the franchisor oi 
liability to the franchisee upon the franchISOr's 
assignment of such agreement. 



- .. ~ ... : ... "I.f;.~.··· .~:;"" ",-', ~ .. ':~'.~:"r:'''.: ,.; .::':.'- h.""':"': '" 
,', .. • '~>,' .' . • 'Sample Disclosure,"XYlI-J . ~~ ...... ~ .. ' "';". _ 

,;'''''l'lOi ' . . ~ignmBnt by XYZ: The Frarichise-Agreementis'fully assignable by XYZ 
., .';;y"! .'; . and shall inure to the benefit of any usignee .or otherJegal successor to the 
, .;.'" .:, . "'l'nterest of XYZ . .. . ,. .. . ~. ,'. .,,'. ". . ' ...... ... ....... ..' . :. ...', -I. ." 
1.. .~.,' . . t,";'. .... ',: " ."" I' • _..',..... •. "". • ~.' ... ; .• 

........ .K. 'The cond'itions up-der'which the. franchisee may modify:~ " . ... .,~ . ':). . .... . . ..... . .. 
" .• ~~l .·'f.r!~'/:·;; .l~t"\"·. ·,\, •• I··~ ••• ~,~ ••• ~ "t} 

... IDatr:uct:io= ,+ .':; 'Il j.; j "", ' .:':. ; ..... :,'," 

.. - .;' '-

. :Descn1le an; ev~i.s', ~r co'Dditions contained iii' 
. tlie franchiSe qreement, that permit the franchisee 
'!to modify the qreement. "H" ..... ·• .. li 

~ i ': 

'Sample Disclosure, XVII-K 
.! .. " MOdification oy Franchisee: The Franchisee 'may modify the Franchise 
. . .. ' Agreement only upon the execution of a written agree-ment between XYZ 

and the Franchisee. .. 

L. The conditions under which the franchisor may modify. 

Imtructiona: 

(1) Describe any specific provisions in the 
franchise agreement permitting the franchisor to 
modify the franchise agreement upon the occurrence 
of certain evenU 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 exisu, state: 

(a) To wbat extent may the rnanual(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). 

SampJe Disclosure, XVII-L 
Mcxiification by XYZ: XYZ may modify the Franchise Agreement only upon 
the execution of a written agreement by XYZ and the Franchisee. X"YZ may 
modify the operations manual unilaterally under any conditions and to any 
extent which XYZ. in the exercise of its sole discretion, deems necessary to 
meet competition, protect trademarks or trade names, or improve the 
quality of the product or service provided by the ABX Muffler Shop. 

M. The rights of the franchisee's heirs or personal representative upon the death or 
incapacity of the franchisee. 't, 

Inatructionl: 

(1) Describe any specific prO\'lslons 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 shareholder 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 

rights of the franchisee's heirs or personal 
representative (see Item 17. 1.). 

(3) If the franchisor has a policy relating to the 
rights of the franchisee's heirs or personal 
representative, it may be disclosed here pr0\1ded 
that such policy is clearly indicated to be oniy the , 
franchisor's policy and not a binding obligation of 
the franchisor. 



.='.~:'; '::_ ' J"'~ "~'~~'·i·. \: "XVII' '':M' :~~(.~ .. • ~~t·~~"? :: .. 
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._\. t:~ .. :~~~t:Right olFrancbisee.'s Heirs:upon Death otFraiJcliise.e:..Asnoted above under. 
>~IH'J~i{ --the·:subheadiag ,!JAssignments,"Jif fraachisee1iies .and his personal . 
> ..... :~ .. .:: t·'.representative does not desire .t~ ~1l the ABXMuffler .:Shop or interest 

:"\. ;j.;'. . therein and if under'controlling local law the deceased Franchisee's interest 
'. ~:r';.o-.~in the ABX Muffler ~Shop:' the-·Franchise. 'and F'iinctiise"Agreement are 
::: ,-' .. - ~ .. .distributable to heirs or"legatees 'whoare members of his immediate family 
t " ':/'::.. ,,:aod who-otherwise' wouJdqualify as assignees; then such attempted 
'," . :":.:.~ ':., :assignment by operation oC law or will shall not be deemed in violation of the 
.:' ..' ··.· .. Francbise Agreen: .nt, plovided such heirs qr legatees accept the conditions 
. . imposed 00 otherwise permitted assignees. . . . . "'" .. > 'W 

.. :.'" .'. . ". . 

.) 

.. ::'!'U the franchisee is incapacitated and his personal.guardian does not desire 
to sell the ABX Muffler Shop or intere~t;therein, 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, oificer, 
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 sh~reholder 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 oi 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. 

Instructions: fails to renew or the franchisor terminates or reiuses 
to renew. If S!l, describe how such proviSIOns are 
affected; (1) Describe the provisions of any covenant not to 

compete that are applicable during the term 'of the 
franchise, including: 

(a) The types of businesses and positions therein 
that are prohibited; 

(b) Any exceptions to such prohibitions; and 

(c) The geographic area in which such pro­
bibitions are effective. 

(Z) Describe the provisions of any covenant not to 
compete that are applicable after the expiration or 
termination of the franchise, and state: 

(a) Whether the applicability of such provisions is 
affected by whether the franchisee termInates or 

", 
.(b) The types of businesses and positions therein 

that are prohibited; 

(c) The geographic area in which the prohibitions 
are effective; and 

(d) The time period during which the prohibitions 
are. effective. 

Describe any obligations that the franchisor must 
meet as a condition of the eniorcemen.l oi the 
covenant not to compete, (e.g., the repurchase oi· 
inventory and equipment or the termination of 
leases and subleases). 



Sample Disclosure. XVII-N 
Co\'enants 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 
X'YZ) 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 restrictioll. 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, '"tn 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 mal"ter 
settled by arbitration, as described below under the subheading 
"Arbitration. " 





ARRANGEMENTS WITH PUBLIC FIGURES (Item XVIII). 
Requiremen! (ILem 18): State the following: 

A. Any compensation 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 penon 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 u~e 
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) De.Kribe 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 promotional 
efforts or advertising. If the franchisee has any such 
right, describe in what manner he may utilize such 

.. ... ~ 

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 figure 1~-invo)ved, in the actual management or 
control of the franchisor." . . " " . . 

Inltructionl: 

(1) Describe the position of the public figure, the 
ownenhereof or any officer and/or direttor of such 
Owner in the structure of the franchisor, including 
whether the public figure. the owner thereof or any 

officer and/or director of such owner, is an officer 
and/or director of the franchisor. 

. , 
" (2) De.Kribe the duties or function of the public 
fIgUre, the owner thereof or any officer and/or 
director of such owner. 

D. The total !nveslmenl of the public figure in the franchise operation. 
Instructions: 

(1) Describe the total invesumnt 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, etc. 

(2) Describe the extent to which the investment 
was for services perfonned or to be perfonned by the 
public figure, the .\J:WTler 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 eiiorts or advertising without prior written approval from XYZ. 

There are no public figures involved in the actual management or control of 
X'YZ. 

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 oi the 
franchise or the endorsement or recommendation of the franchise by the 
pu~lic figure in advertisements. Also, the Franchisee does not have any right 
to use the name oi the Dublic filZure or celebritv in his oromotional eiiort and 
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XIX) 
'Repre~ntations Regarding Earnings Capability (Item 

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. 
IDstructiODll 

(1) Definition: "Earnings Claim" means 
information given to a prospective franchisee 
by, on behalf of or at the direction of the 
franchisor or iu agent, from which a lpecific 
level or range of actual or potential sales, COIU, 
income or profit from franchiled or non· 
franchised uniu may be easily ascertained. 

A chart, table or mathematical calculation 
presented to demonstrate possible results based 
upon a combination of variables (Iuch as multi· 
pies of price and quantity to reflect (rOSS sales) 
is an earnings claim subject to this item. 

An earnings claim limited solely to the 
actual operating results of a lpecific 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 add reM of each owner of the unit 
dUring the prior three years. 

(2) Supplement.l urninls Claim. If a 
franchisor has madt an earnings claim in 
accordance WIth this Item 19, the franchisor 
may deliver to a prospective franchisee a IU~ 
plementafearnings claim directed to a particu. 

lar location or circumstance, apart from the 
offering circular. The lupplemental earnings 
claim mUlt be in writing, uplain the departure 
from the eaminp claim in the offering circular, 
be prepared in aCCDrdance 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 
mUit conform with this Item 19. If an earnings 
claim is not made, then Negative Disclosure 19 
(below) mUlt be used. 

(<4) Claims Re,ardinl Futun Performance. A 
ltatement 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 Amencan Institute of Certified Public 
Accountants. Inc., is presumed ~o have a rea· 
sonable basis. 

(S) Burden of Proof. The burden is upon the 
franchisor to Ihow that it had a reasonable 
basis for its earnings claim. 

(Negative Diacloaure 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 results 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 [he maunal assumpllons 
underlying its preparation and pre~nuWon. 

Instructions 

i. Factual Basis: The factual basis oj an earnings 
claim includes significanr malleTS upon which a 
franchisee's future results are expected to depend. 
including, for example. economlC or markel 
conditions, and which are basic 10 a franchi~e's 
operation and encompass matleTS affecting, among 
other Ihings, franchlsee's sales, the COSI of goods or 
services sold and operating expen5('s. 

In the absence of an adequate operating 
experience of its own. a franchi5()r mav ba~ an 
earnings claim upon the results of oper~tions of a 
substanrially similar business of a person affiliated 
with the franchisor. or franchisees oj that person; 
PROVIDED [hat disclosure is made of anv malerial 
differences in the economic or markel 'conditions 
<known to. or re3sonablv a,cer:alr.ai:Jie by. the 
[ranchlsor. -

ii. Basic Disclosures. The earnings claim must 
state: 

(a) material assumptJOns, other Ihan mailers of 
common knowledge, underlying [he claim Jsee 
General Instruction iii.a. under Icem III, 
LITIGATION for Ihe definition oi ",\latenaJ"). 

(b) a concise summary of [he basis [or [he claim 
including a statemenr oi whether the claim is based 
upon actual experience of franchised unils and, If so, 
the percentage of franchised oulielS in operation jor 
the period covered by th,r earnings claim that have 
actuajly attained or surpaSsed the stated results; 

(c) a conspicuous admonition that" a new 
franchisee's individual financial results are likely 10 

differ from the results stated in the earnings clalm: 
and. 

(d) a statement thaI substanriation of the data 
used in preparing the earnings claim will be made 
al'ailable to the prospecli\·e iranchisee on reasonable 
requesl. 



, 
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20. INFORMATION REGARDING 
FRANCHISES OF THE FRANCHISOR: 
State the following as of the cloae of franchisor's 
most recent fiscal year (unless another tiIre 

period is specifically indicated): 
A. The total number of franchises, uc:1usive 

of company owned or operated distribution 
outlets, of a type substantially limilal 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 :::mpany owned or operated 
distribution c.:'.ets. of a type substantially 
limilar to tho~ offered herein and of that 
number, the number of such franchises which 
were operational as of the date of this offering 
circular. 

C. The total number of franchises 
lubstantially similar to those offered herein lor 
which a bUlinesa il not yet operational although 
a franchise agreement haa been ligned. 

D. The number uf franchises in this ltate 
lubstantially limilar to thOle oUered herein for 
Which a bUlinesa il not yet operational although 
a franchise aKTeement hal been li&neci. 

E. The namel. addrellea and .telepbone 
numbera of all franchiles under franchise 
agreemenu with the fnnchilor or in 
lubfranchisor which are located in the ltate 
where the proposed franchise il to be located. To 
the extent that there are ~.",er than 10 luch 
franchises located in said ltate. the list shall 
include at least the 10 luch franchises which are 
most proximate to the location of the proposed 
franchise: and if fewer than 10 luch franchises 
'Xlst. the list shall identify all luc:h franchiift 
and inc:lude a Itatement to that effect. 

In lieu of the above diaclo.ure. the franc:hisor 
may attac:h to the offering circular a list of the 
names. addressH and telephone numben of all 
its franchises under ftanc:hise agnements with 
the franc:hilOr or its lubfranchilOrL 

F. An estimate of the total number of 
franchises to be sold or granted during the one­
year period following the date of the oHering 
c:irc:ular. . 

G. An estimate of the number of franchises to 
be sold or granted in this state during the one­
year period followin&, 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 dose of 
franchisor's most recent fiscal year have: 

(1) been cancelled or terminated by the 
franchisor for: 

<a) failure to comply with quality control 
ltandards: and 

(b) other reasons; 

(2) not been renewed by the franchisor. 

(3) been reacquired through purchase by the 
franchisor: and 

(4) bee.n otherwile reacquired by the 
franc:hisor. , 

1. The name and lase known addreS$ .nd 
telephone num~r of every franchis« in chis suee 
under a franchise agreement WIth the franchisor or 
its subfranchisor whose' franchIse has. v.'ithin the, 
t~lve month pen'cd iirrmediateJy pt"t'Ctding the 
effective dale of this offering circular. been 
tenmlliued. canceled. nOI renewed. or ""ho hs.s. 

. dUring Ihe ume time period. ochel'Wlse ~'O/uncaTlJy 
or im'O/unlarily ceased co do busineS$ pursuanc 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 circular 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 include 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 
re~istration is effective. would require a post· 
effectlve 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 shOUld 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 th'e same formet 
as, but separately from. the Information regarding 
its franchised outlets, the following Information: 

(aJ The total number of company owned or 
operated distribution outlets of a tvpe substantially 
similar to those franchises offeree by the offering 
Circular . .lnO of that number, the number oj such 
company owned or operated distribution outlets that 
were operational as of the. date of this offering 
circular: 

(b) The n.umber 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 outlets that were operational as of the 
date oj this offering circular; 

(c) An estimate of the tOUlI number of company 
owned or operated distribution outlets of a type 
substantially Similar to those franchises offered' by 

'" 



. . 

c. £he offerins circular to become operatiooa1 dunq·.uo.tantiallY similar tD tbG.e franchises offered by 
. the oae year period followin& the date of the oifenn, . ~ ufferin8 circular. to become operational in this 

circular; and .' ' " "state during the ODe year period fo\l~ the date 

, (d) An. estimate of the number of company ~~ of the offering tircular. . ;'-.' 
br 'Operatedi.distribution outlets' of a type .. ':!. ':"" .' ': ; •. ~··ri .. ""'.;;:"; 

,..~ , • • ..,. : • - .. , . " ", " ," .'~\." j '.",:. ,':' 'i '. : ' ~ 

~: ,.; ;-.. ~; . ~~ ..•. "~:" ,.$amp/eDisc/osures, XX-A.through"xx·H· .:::~ ,. I. . :' . 

. ;,' / .. ; ~<rbere are 2·50 ABX .Muffler Shops in operation as of .the date of~this offering 

I.. ". 

'r 

. :<.. :. tin:ular. A list follows: .. . . .: .. ' . ..' 

····l .~ , ...... • •.. :;' Number 
... ",:' .~.~ Sute . .... . ., '. • ofSbops , 

K.:~::; ,~~,\:Al~bam8:. .. '?~ ~' ... ~.: ....... :::,,:.::.: '.;.: :':'.:::~. ':.:'.:, '. 5 ' 
., ~ . Arizona ., ... ,. '>',' •••• , •• ,_ ...... , • •• • • • • • • • • • • • 15 . r 
.' Arkansas .:~ .. ,,,.: .... :.I.:.::.:: .... : ............. , : 5 

. ,:,. ,., ~·t. .. ~lifornia ..... ':' .. _. ; .....•........ '" . ..•.. . . . . . .50 
.' ; ..... Connecticut ...... , ....................... ./'. .... 15 

, .' 

Florida : ..... : . . . . . . . . . . . . . . . . . . . . . . . . . . •. . . 10 
Georgia : ........................ :........... 10 
Illinois .. :: ................................ :. 15 
Indiana.................................... 5 
Louisiana ........... '. • . . . . . . . . . . . . . . . . . . . . . . 10 
Maryland . ~ ........ :'....................... 10 
Massachusetts .............................. 10 
Michigan . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20 
Minnesota........................ . .. . ...... 10 
New~ ................................. 5 
New york....... ............................ 15 
Ohio ........................ ;.............. 10 
Pennsylvania ............................... 10 
Texas................. ..................... 10 
Virginia. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 

TOTAL ................................. 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 .............. , .. , ..... I' • • •• •• • • • 3 
Oregon .......................... :. . . . . . .. . . 1 
Tennessee .................................. 3 
Washington .................. '" .... , . . . .. . . 2 

TOTAL................................. 9 

A list of the names. addresses and telephone numbers of the above listed 259 
franchises is attached tothis Offering Circular as Exhibit C. 

X"YZ estimates that it will grant franchises as follows during the one year' 
period following the date of this Offering Circular: 

Number 
State , ". of Shops 
Illinois. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 
Michigan. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 
Minnesota . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 
Ohio....................................... 10 

• .ft' Wisconsin ...... ·:~: ... · ... :.r·.:i.:·.11~~ ... · ..... ~.:·:.: .. ··. 5 
TOTAL ........ ~ ......... :.;.: .. : .... :,:.: .. :.;. 45 , 

' .. '., 
. '. 

During the three year period im:r:diately preceding the close of XYZ's fiscal 
year (June 30, 1976) 8 irancnises nave been terminated for iailure to comply 
with quality control standards and two were terminated. because of the 

. franchisee's bankruptcy. Additionally ·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 :tduffler 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 within one year from the date of this offering circular. 

I' ro ___ ~ __ 'IT: ... ____ ~ _ __ ....l 
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FINANCIAL STATEMENTS (Item XXI). Requirement (Item 21): Financial 
statements shali 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 ot 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, if any. __ .-

,~;'':"~:''('f;; ~~·::i.: ;. . ;;.~';~~f-'-:.~.~ ~: ... ~~:~:~ 'capiW-a~~~i:t~ of the ~.~ .'~ 
.:.~~.'I',.'.c . . ;'. '''~' .. : .... >:... . ...... '" r'·~"':-:eDd.i.D«ClbthedatesortherespeCtiveb.a.acesheeU:i.'~ 
.'"~:":{l) Eump~ming a.caleJIdar.;Ye&r end and >'. t'" ". ' .' ~'." .'.,:. '. ,-:' .. ' 

. a filin& 011. July is. 1977. the required stAlement.s : .' (2) -Certain states may impose "Tequi.rement.s ·in 
. 'WOUld be as follows: . ""::-.:~::,:,, ;.:",: " additillll.to th,ose lpecified in ~.1. ,A. above. For 

.t, . -.. . •• . " '\.:.: , .•. ' aampie,.eutaln stateslIlaY requIre that the latest 
(a) Unaudited balance sheet ~ of either April 30, fiDancial statement.s be as of a dale within 120 days 

.'. )lay 31. or' June 30, 1977, and unaudited income • of the date on which the iqisuation within that 
.• statement for the period from January I. 1977, to· stale became effective rather than being within 90 

" .. tpe_~~ ~ th~ balance sl1.eett an~ _ .. _ ~.'.,. ~ .. , ::,,1iaYS.!Jf!he c1a!e of the ~pplicati~. . 

:- (b) Audited balance sheets as of Decemlier.31. ':';-(3)'Tbe frnancialstatements required under Item 
»974, 1975"and 1976, &mi. audited statemenu ai., 21. .A. murt be included as part of the Offering 

profit and loss, changes irr : financial position, ,.~1ar. as opposed to being presented to the 
changes in retained eamiD~' and changes in other prospective franchisee as an independent document. 

: ." oJ" .' " .: " • ',', ," '/ 

';-'.. B. Controlling company statements: Where state JaW'" 'j)errilits, in lieu of the 
··,disclosure ,required. by Item 21. A., complete fmancial_$.tatemen!-S of a. company 
: .controlling the fr.anchisor may be filed, but only if the unaudited financial statements 

of the franchisor are filed and the controlling 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. 

\ . '. 

Inatructions: 

(1 > The financial statements to be included as 
part of the Offenng Circular pursuant to hem 21. B. 
are the audited finanCIal statements of the 
connolling company. not the unaudited financial 
statements of the franchisor. The un;ludited 
financial statements of the franchisor only are to be 
filed with the state franchise administrator. not 
included as part of the Offering Circular. CMli[orma 
requires that both the audited statement of the 
COIIuo1ling company and the unaudited statement of 
the franchisor be included in the body of the offering 
circular. 

C. Consolidated and separate statements. 

(2) The above referred to guarantee by the 
franchisor relates only to the guarantee of the 
performance of the obligations of the franchisor to 
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 
doc\.Inent • 

(3) The rules of the filing state may permit the 
substitution of a surety bond for the parent 
company guarantee. A samplt surety bond is found 
at the end of this document. 

1. Where a franchisor' owns, directly or beneficially, a controlling financial interest 
in any other corporation, the financial s.tatements 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. . 

Inatructiona: 

(1 > Each state administrator may determine the 
circumstances In which the statements described in 
Items C. I., 2,. and 3. will be required to be included 
:_ .1.. _ _ 11 .. ..:._ .. -""~ ...... I .... T .. I"I"'t.; ..... 1 ,..1,.,.11t'nc:tGn,.. .. c Ar .. · 

<a> With respect to the requiring of consolidated 
financial statements. where the subsidiaries are 
substantial in siz.e and their exclusion would 
preclude the presentation of the franchisor's 
financU.1 condition on a proper basis; 



'I. 



(b) With respect to the requirement of separate 
financial statementS for each relate~ entil~, where 
the related entity engai:es I~ s,gnlflcant fmanclal 
transactions directly wIth the Iranchlsee; and 

(c) With respect to the requirements of a 
controlling compan1 statement. where t~e 
controlling company engages in signiiicant financIal 
transactions with the franchisee. 

(2) If the statements described in Items C. 2. or 3. 
are required to be included, the franchisor should 
include a clear and conspic JOUS disclosure that such 
other company whose statements are included is not 
responsible for or liable on the frahchise agreement 
and is not a guarantor of the performance oi 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 
formln!!: a part of the offering circular are not for 

execution. One or more copies of each agreement 
proposed to be elCecuted by a prospective franchisee 
must be delivered to such franchisee in compieted 
form (i.e., in form for elCecution, with no blanks or 
open terms) within the reqUisite period of time, 
according to federal and applicable Slate franchise 
law. If such completed agreements are not delh'ered 
to a prospective franchisee concurrently with the 
delivery of the offering circular. a separate receipt 
should be obtained acknowledging receipt of such 
agreements. 

ACKNOWLEDGEMENT OF RECEIPT BY PROSPECTIVE 
FRANCHISE (Item XXIII). Requirement (Item 23): The last page of each ofiering 
circular shall contain a detachable document acknowledging receipt oi the oiiering 
circubr by the prospective iranchisee. 

Instruction: 

The receIpt form should be the iinal and separate 
pJ." '0 the Oifenn~ Circular and should not contaIn 

any disclosure items. The receipt form also may 
constitute the acknowledgement by the franchIsee oi 
the receipt oi the franchise agreement and related 
documents In a form ior execution. 

Sample Receipt 

ACK~OWLEDGE:-.IE~T OF RECEIPT BY PROSPECTIVE FRANCHISEE OF THE OFFERI~G 
CIRCl.:UR FOR ABX ~lL'FFLER SHOP FRANCHISES OFFERED BY XYZ, I:-lC. 

The undersl£ncd. personallv and/or as an bfficer or partner of the 
proposed FranchIsee. does herebv acknowledge receIpt of the 
"FranchIse Oiienng Circular For Prospective FranchIsees Required by 
the State oi WisconSin" including all Exhibits attached thereto. to 
wit: the Statement oi Actual Sales bv Franchisees (Exhibit A). the 
names. address and teleohone numbers of 259 ABX ~Iuifler Shop 
FranChises (E.~hlbll B), XYZ'; AudIted FinanCIal Slatements for 

fiscal years 1974. 1975 and 1976 (Exhibil C), the ABX ~fuffler Shop 
Franchise Agreement (E.~hibit D) and the XYZ Commercial LeaSIng 
Corpora lion EqUIpment Lease Agreement (Exhibil E). 
Dated: _________ _ 

Subscribed and sworn lo 

beio~e me this __ day 

oiI9 __ . 

:-lotary Public 

I 

indiYidually 

and as an ofiicer or" 
partner oi 

a ( ______ _ 

corporation) 

(------
partnership) 



'" 



· ... 
GUARANTEE OF PERFORM'ANCE(APPENDIX A) 

,. .:.::r ~ . ' ....... ":G'~ARANi'EE OF'P~RFoRMiNCE' :.~>,,:;:--~:~.': ~ . ~.~ . 
. \ "'::. - :.. . . ... , 
~';'~Foi- value recei~ed, (Parent), iocated at (Add;e:SSi'ab~iut;IY and. unconditi~~il~ 

.' ~::iuarantees the performance by its subsidiary, (Subsidiary), located at (Address), of all 
'~of the obligations of (Subsidiary)1 in accordance with' the terms and conditions of its 

franchise registration in the State of' :" i,' "';, dated (effective date of 
renewal) and Of its License Agreement with the franchisee, (Fl .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 19-. 

. By: ____________ __ 

"Title: _______ _ 

Attest: ________ _ 

SURETY BOND (APPENDIX B) 

SURETi' BOND 

We, (Franchisor), a corporation, with principal offices at (Address of Franchisor's 
Home Office) as principal. and (Name of Surety Comp"'!IY) a Surety Company 
incorporated under the laws oi the State of • and authorized to 
conduct business in the State of as surety, are indebted to the 
(Slale Regula lOry Authoril,\' 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 ofiering circular financial statements certified and audited by an 
independent certified public accountant; and 

WHEREAS, the Principal proposes to offer in (State) franchisees) within one year 
from the effective date oi 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 year 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 prospecti\,e iranchisees the iinancial conditi_on of the Principal; and _ 

WHEREAS, the Obligee is willing to waive the requirement that the Principal 
iurnish financial statements certified and audited by an independent certiiied 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 ' 

\VHEREAS, the Obligee intends to assign this bond to the respective purchaser(s) of 
the aiorementioned iranchise upon sale oi the aforementioned iranchisels) to said 
purchaser. 

THEREFORE, the condition of this obligation is that the Principal furnish to the 
Obli~ee certified anJ auditeJ iinancial statements for fiscal year ending _____ _ 
___ lor the most recent certifieJ and auJited financial statements, prepared on a 
consoliJated basis, 01 Principal's parent) anJ the unaudited iinancial statements dated 

for Principal and interim unaudited financial statements 
current as ()f days oi the Jate oi sale, as requireJ by (Slaw 
Fr:Jnchisc LJ II') anJ shall iurni~h a copy oi the same to prospective iranchisees as 
reuutrl:d bv (SI.1!C Fr:znchi~c LJlI"I, ami that in connection with the sale of the 
ai~remenll;lOed iranchise, PnnClpal ~hall iuliill all obli!!ations to provide real estate, 
:rnprO\"l'me!1ts. equq)ment. inn'otory. tralnin!! and ail other items included in the 
:'ran('hi~e oiierinl!, The condition oi {his bond is that Ii the Principal. its agent and 
emfJloYl'e~ ~hall. 

1. Cumpl:. with the I SI:JlI: Franchise LJ\\'l and all rules ami orders 
pr()mul~ated thereunder: and 

Pay all dama!!e~ ,uifered by .Iny person ov reason oi the violation oi 
:-aid I SlalL' F;;lnchi~e LJ\\I .)r ';In\' ~ules or orders promuh.:ated 
thereunder or an\' acts. rule~ .)r IIrdcr~ amenli:ltory thereo! and/ur 
,upplementar~' thereto. or hereaiter l'oacted. IJr by reason oi any 
rnbreDre~entatlUn. deceit. frauJ or .)ml~~liJn to ~tate a matenal fact . , 
nece~~ary in \}rlier to make any ~tatement made in the Ii~ht oi the 
circumstances unJer which ~uch ~tatement was maLic. not mls!eaJinl!. 
inc!uJim:. hut ::ot limited to. the iailure to Llisciose. as required hy 
I SIJCt? FrJnchi~e LJII') and the rules promul~ated thereunder. the true 
iinanc:ai conJit:on oi (FrJnchison: and 

3. Fuih' completes ltS onli:'::l.llOnS unJcr the Franchi~e :\~recmcnt and all 
ll'lateu' .\l.!'reements to provide real' estate. improvements. equipment. 
,;;\·er.:0,\·. training :.lnLl other items included in the iranchise oiferin~. then 
this onii~ation shaii be \'oid: othenrise this obligation will remain in iull force 
anu ci:ecl. 

T::is bond and obligation hereunder shall be deemed to run continuously and shall 
re::: lin::: !:Jll force and eiiect for four full years after the eiiective date o( Principal's 
~e:;:o:r:l::on oi the oiier of iranchises under (Slate Franchise Law), 

::: ~;:~ :!\'C!1t t;"::t :1:::: action or proceedin~ is initiated with res:Jcct to this bond. the 
par::es agree that the \'enue thereof shall be the (Slale) Count\,'m which the oiier or ' 
sale oi the iranchise occurred. . 

1:\ \\'IT~ESS \\·HEREOF. Principal and Suretv have executed this instrument aL 
------- the ' day ~i 19i6. 

Pri~c!pal 



State of \'Visconsin \ OFFICE OF THE COMMISSIONER OF SECURITIES 

Tommy G. Thompson 
Governor 

111 WEST WILSON STREET 
BOX 1768 

MADISON, WISCONSIN 53701 

Walter H. White, Jr. 
Commissioner of Securities November 14, 1989 

Wesley L. Ringo 
Deputy Commissioner 

Office of the Secretary of State 
30 west Mifflin st. 
Madison, WI 53703 

t/Revisor of Statutes Bureau 
V30 West Mifflin st. 

Madison, Wi 53703 

Gentlemen and Mesdames: 

RECEIVED 

NOV 14 1989 

Revisor of Statutes 
Bureau 

Re: Filing of Certified Copies of Final Order 
Adopting RuJ.esLClearinghouse Rule 89-141 

INFORMATION 
REGISTRATION 
LICENSING 
LEGAL SERVICES 
ADMINISTRATION 

Pursuant to the requirements of SSe 227.20 and 227.21, Wis. 

(608) 266-3431 
(608) 266-1064 
(608) 26~693 
(608) 266-8557 
(608) 266-3583 

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. State., from the Attorney General and 
the Revisor of Statutes. 

If you have any questions, please call me at 266-3414. 

RES/sale 

enclosures 

cc: Walter H. White, Jr. 
Commissioner of Securities 

E. Schumann 
Counsel 


