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FRANCHISE RELATIONSHIP LAW

On April 14, 2000, the governor of lowa
signed a new law that makes substantial
changes to the lowa Franchises Law, which
governs the relationship of a franchisor and
franchisee in areas like encroachment,
termination and transfer. Prior to these changes,
the lowa relationship law was widely viewed as
one of the most onerous of its kind from the
franchisor’s perspective. Although the revised
statute still substantially restricts a franchisor’s
rights to enforce its franchise agreement, some
of the most objectionable provisions of the law
have been eliminated.

Substantial changes were made to
statutory provisions regarding the parties rights
on a franchisee’s transfer of the franchise. The
general rule on franchisee transfers remains: a
franchisor may refuse to approve a franchise
transfer only if the transferee fails to satisfy the
franchisor’s reasonable current qualifications
and the refusal is not arbitrary or capricious.
However, under the old statutory scheme, many
events that are ordinarily defined as “transfers”
in franchise agreements (such as succession
on a franchisee’s death or disability, transfer
among owners of a corporate franchisee, and
transfer to a franchisee’s spouse or children)
were exempt from the franchisor’s approval
powers. The new law removes this provision,
as well as sections prohibiting the use of
releases, non-competition covenants and new
forms of contract.

The new law also revised some provisions
relating to encroachment. A franchisor may be
liable for damages if it opens or franchises a
new outlet under the same brand name that
adversely impacts an existing franchised
location, but only if (a) the new outlet is in
unreasonable proximity to the existing location,
and (b) the existing franchisee’s gross sales over
the 12 months following the new outlet’s opening
decrease by 6% or more (up from 5% under the
old law) from the outlet’'s gross sales over the
previous 12 months. Also added is a provision
denying claims by franchisees who have already

been granted reasonable territorial rights. The
new law does require that franchisors establish
a formal dispute resolution procedure for
franchisee encroachment claims, which must
include a mediation process.

Other changes in the law also increase the
likelihood that a franchise agreement’s
provisions will be enforced as written. The
statute allows franchisors to terminate franchise
agreements only for “good cause” and provides
franchisees an opportunity to cure defaults.
Despite this provision, under the old law, a
franchisor could not terminate an agreement
unless it could show that all franchisees had
been treated alike, a standard that would
straitjacket enforcement efforts. The new law
also removes a restriction on enforcing non-
compete clauses after the franchise term ends.
With a few narrow exceptions, the former statute
required franchisors to allow franchisees to
obtain equipment, supplies and services from
any source they desired, as long as the
franchisor’s quality standards were met. The
new provision removes this restriction but
franchisors (except in a few circumstances) still
may not require franchisees to buy merchandise
from only one designated supplier. A franchisor
can, however, require franchisees to buy items
only from approved suppliers and may
reasonably reject suppliers that the franchisee
proposes.

Finally, the good faith section has been
supplemented by a provision that applies good
faith duties to encroachment situations but also
subjects such claims to the standards already
detailed in the encroachment section of the
statute.

Although this presents merely a summary
of the important changes in the lowa franchise
relationship law, clearly progress has been
made in reforming this anti-franchising
legislation. Note, however, that the new law
applies only to franchise agreements signed
after July 1, 2000; prior law will govern existing

agreements.

These materials have been prepared by Piper Marbury Rudnick & Wolfe and related entities including an lllinois General Partnership
for informational purposes only. Pursuant to the applicable Rules of Professional Conduct, this publication may constitute advertising.
The hiring of a lawyer is an important decision that should not be based solely upon advertisements. Before you decide, ask us to
send you free written information about our qualifications and experience.

For past issues of FranCast, attorney profiles, etc., visit our website at: WWW.PIPERRUDNICK.COM

BALTIMORE AREA CODE (410)
Michael F. Brockmeyer . 580-4115
Jeffrey D. Herschman..... 580-4174

CHICAGO AREA CODE (312)
Stanley J. Adelman .............. 368-4095
Vicki J. Baue .......... . 368-3407

. 368-4048
. 368-4086

Michael G. Brennan
Catherine Burkhardt .

John Chen ............. 368-7061
Frederic A. Cohen .. . 368-7066
Tara A. Cope ....... . 368-2110
Margaret Egan 368-2129
Peter Ellis ....... . 368-2197

368-7084
368-4025
. 368-2164

Mark I. Feldman ..
Allen J. Ginsburg .
Stuart Hershman ...

Theodore C. Jennings . 368-3458
Kim A.Lambert ...... . 368-2160
Norman M. Leon . . 368-2192
Charles R. McKirdy . 368-2106
Keith Medansky ..... . 368-7271
Randall H. Miller . 368-2153

Richard J. Morey ....
James D. Roberts ..
Lewis G. Rudnick ...

368-7088
. 368-7067
. 368-4055

Joseph W. Sheyka . 368-4022
SandraWall ........ 368-7069
Amy Cheng Ware ... . 368-2116
Dennis E. Wieczorek ............ 368-4087
DALLAS AREA CODE (214)
Todd Bowers .........ccccccoveene 743-4504
Shelby Bush 743-4529
Ann Hurwitz .... 743-4521
Michael Santa M 743-4503
Mark Warden ...... . 743-4516
WillWoods .........ocoveiiiiins 743-4526
NEW YORK AREA CODE (212)
Andrew L. Deutsch................ 835-6080
PHILADELPHIA AREA CODE (215)
William F. Kiniry, Jr. .............. 656-3340
TAMPA AREA CODE (813)

David A. Beyer .........cccccceuene 222-5911
Mercedes G. Hale .. 222-5902
Ronald S. Holliday . 222-5926
Andrew L. McIntosh 222-5914

Lonnie L. Simpson . 222-5921
Scott P.Weber ..................... 222-5901
WASHINGTON AREA CODE (202)
Regina B. Amolsch .............. 712-7234
Perry C. Ausbrook .. 712-7260
David L. Cahn ..... . 712-7268

712-7263
712-7237
. 712-7253
712-7280
712-7254
712-7243

Brian M. Colson ..
James A. Crolle. ...
John J. Dwyer .....
Steven K. Fedder
Steven B. Feirman .
Barry M. Heller ....

Jane Ho .......... . 712-7209
Janice Housey . 861-4177
Mark A. Kirsch ... 712-7257
Michael R. Laidhold . 712-7238
H. Bret Lowell ........ 712-7272

. 861-6243
. 861-3978
712-7267
712-7249
. 861-3830

Cynthia Nicholson ..
Lewis A. Noonberg .
Caroline E. Petro .
Lee J.Plave ........
Ken G. Starling

John M. Tifford .... 712-7264
J.T.Westermeier . 861-6662
Philip F. Zeidman ................. 712-7250

THIS ISSUE PREPARED BY:

Dennis E. Wieczorek ..... 312-368-4087
Richard J. Morey ........... 312-368-7088

©2000
PirER MARBURY RuDNICK & WoLre LLP

CHicAGO | BALTIMORE |

WASHINGTON

| New York | Tampra |

PHILADELPHIA

| DALLAS | RESTON




