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ASSEMBLY COMMITTEE ON APPROPRIATIONS 

Chris Holden, Chair 

SB 1247 (Hueso) – As Amended June 29, 2022 

Policy Committee: Business and Professions    Vote: 18 - 0 

 Judiciary     11 - 0 

      

Urgency:  No State Mandated Local Program:  No Reimbursable:  No 

SUMMARY: 

This bill enhances the disclosures a franchisor is required to provide to California-based 

franchisees to include disclosures related to franchisor rebates and other benefits.  This bill also 

requires a franchisor to disclose the value of all monetary benefits in any agreement requiring a 

franchisee to assign or waive the franchisee’s right to these benefits. 

Specifically, this bill:  

1) Requires a franchisor and its affiliated companies, within 120 days of the end of the 

franchisor’s fiscal accounting year, to report to its California franchisees, upon a franchisee’s 

request, any money, goods, services, things of value or any other benefit received by the 

franchisor from an entity with whom the franchisee does business on account of the 

franchise.  

2) Requires the reported data to be detailed by each entity providing the benefit. 

3) Makes it a violation of the Franchise Investment Law for a franchisor to execute an 

agreement requiring the assignment or waiver of a franchisee’s right to rebates, promotions, 

allowances or other monetary incentives for the sale of a product unless the agreement states 

the potential or current gross value of that right.  

4) Requires the franchisor, if the actual gross value of the assigned or waived right is unknown, 

to include a reasonable estimate of the value, as specified. 

5) Provides the violation of the Franchise Investment Law created under this bill does not 

constitute a crime. 

FISCAL EFFECT: 

Estimated ongoing General Fund costs to the Department of Financial Protection and Innovation 

(DFPI) of $250,000 to $500,000 annually for one to two attorney positions to oversee and ensure 

compliance with the new disclosure requirements. Duties would include reviewing franchise 

agreements for compliance, remedying errors, and responding to and investigating complaints.  

DFPI indicates it receives approximately 1,600 franchise applications or renewals requests each 

year. 

COMMENTS: 
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1) Purpose.  This bill seeks to ensure a franchisee is fully apprised of the value of the benefits 

they are being asked to forego when entering into a franchise agreement by requiring a 

franchisor to disclose this information to a franchisee. According to the author: 

California franchise owners deserve to be fully informed about 

how much money they are signing away at the beginning of the 

franchise contract and they should continue to be informed about 

how much money they continue to generate by their financial and 

sweat equity that flows to the Franchisor year after year.  

This bill will more fully inform new franchise owners from the 

beginning what they can reasonably expect as profit. This is very 

important to managing expectations for a franchise and once this 

information is more clearly conveyed may become dispositive for 

making the decision on whether or not to invest in the franchise. 

2) Background. Franchise agreements, the contract authorizing the purchase of a franchise and 

dictating how the business is to be operated, are typically standardized “take-it-or-leave-it” 

agreements. While existing California law spells out numerous disclosures a franchisor must 

make to a prospective franchisee, information regarding the amount of money that may be 

generated from rebates, promotions, allowances, or other monetary incentives, services and 

benefits is not required to be disclosed. However, franchise agreements frequently ask 

franchisees to waive the right to access such benefits.  

 

Once these benefits are waived, a franchisee would need to wait for the renewal of the 

agreement, frequently every 15 years, to reobtain these benefits for their own. To prevent a 

prospective franchisee from unwittingly giving up their right to these benefits, this bill 

prohibits a franchisee from being required to waive the right to gain from these benefits 

unless the franchisor discloses the potential or current gross value of that right.  The bill also 

provides a mechanism for updating current franchisees on the value of these benefits. 

 

DFPI (formerly the Department of Business Oversight) regulates a variety of financial 

services, products and professionals. Among its duties, DFPI oversees the operations of state-

licensed financial institutions, licenses and regulates a variety of financial businesses, 

including securities brokers and dealers, investment advisers, and deferred deposit 

(commonly known as payday loans), and regulates the sale and purchase of franchises. 

3) Related Legislation. AB 676 (Holden) enhances disclosures to a franchisee regarding why a 

potential agreement was rejected by the franchisor. AB 676 also enhances the powers of 

DFPI to police the initial disclosures provided to franchisees. AB 676 is pending in the 

Senate Appropriations Committee. 
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