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SENATE BUS., PROF. & ECON. DEV. COMMITTEE:  10-0, 4/18/22 

AYES:  Roth, Archuleta, Becker, Dodd, Eggman, Hurtado, Leyva, Min, Newman, 

Pan 

NO VOTE RECORDED:  Melendez, Bates, Jones, Ochoa Bogh 

 

SENATE FLOOR:  29-0, 5/24/22 

AYES:  Allen, Atkins, Becker, Bradford, Cortese, Dodd, Durazo, Eggman, Glazer, 

Gonzalez, Hueso, Hurtado, Kamlager, Laird, Leyva, Limón, McGuire, Min, 

Newman, Pan, Portantino, Roth, Rubio, Skinner, Stern, Umberg, Wieckowski, 

Wiener, Wilk 

NO VOTE RECORDED:  Archuleta, Bates, Borgeas, Caballero, Dahle, Grove, 

Hertzberg, Jones, Melendez, Nielsen, Ochoa Bogh 

 

SENATE FLOOR:  37-0, 8/30/22 

AYES:  Allen, Archuleta, Atkins, Becker, Bradford, Caballero, Cortese, Dahle, 

Dodd, Durazo, Eggman, Glazer, Gonzalez, Grove, Hertzberg, Hueso, Hurtado, 

Jones, Kamlager, Laird, Leyva, Limón, McGuire, Min, Newman, Nielsen, 

Ochoa Bogh, Pan, Portantino, Roth, Rubio, Skinner, Stern, Umberg, 

Wieckowski, Wiener, Wilk 

NO VOTE RECORDED:  Bates, Borgeas, Melendez 

 

ASSEMBLY FLOOR:  67-0, 8/24/22 - See last page for vote 

  

SUBJECT: Franchises 

SOURCE: Author 

DIGEST: This bill establishes new disclosure requirements for a franchisor to 

provide to California-based franchisees.  
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ANALYSIS:   

Existing law: 

1) Regulates various businesses to, among other things, preserve and regulate 

competition, prohibit unfair trade practices, and regulate advertising. (Business 

and Professions Code (BPC) § 16600 et seq.)  

 

2) Establishes the California Franchise Relations Act (CFRA) which governs the 

renewal, termination, transfer, and all other conditions and provisions made 

pursuant to franchise agreements.  (BPC § 20000 et seq.) 

 

3) Defines a franchise as a contract or agreement, either expressed or implied, 

whether oral or written, between two or more persons by which:  

 

a) A franchisee is granted the right to offer, sell or distribute goods or services 

under the plan or system of the franchisor;  

 

b) Operation of the business is substantially associated with franchisor's 

trademark, advertising or other symbol; and,  

 

c) A franchise fee, as defined, is paid by the franchisee.  

(Business & Professions Code (BPC) § 20001 (a), (b) and (c)) 

 

4) Establishes the California Franchise Investment Law (CFIL) which governs 

financial disclosures and registration requirements with the Department of 

Business Oversight. (Corporations Code (CORP) § 31000 et seq.) 

 

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 

entities with whom the franchisee does business on account of the franchise. 

 

2) Requires the reported data to be detailed by each entity that provides the 

benefit. 

 

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

an agreement that requires the assignment or waiver of a franchisee's right to 

rebates, promotions, allowances, or other monetary incentives for the sale of a 
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product within the state 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 based on the average 

value for similarly situated franchises.  

 

5) Provides that the violation of the Franchise Investment Law created under this 

bill does not constitute a crime. 

Background 

Franchise businesses represent a large and growing segment of the nation’s 

businesses and remain a popular and potentially lucrative way for people to open 

their own business.  Just like any other small business owner, franchisees invest a 

large amount of their own money in the business and continue to pay for upgrades 

and changes in response to the market.  Also like independent business owners, 

they often work long days and nights handling operations, managing employees 

and overseeing expenses.  Owning a franchise over an independent business comes 

with advantages like name brand recognition and the support of the corporation.   

 

The California Franchise Investment Law (CFIL) was enacted in 1970 to regulate 

franchise investment opportunities in order to protect California investors from 

potentially fraudulent franchise investments.  CFIL generally requires franchisors 

to disclose to prospective franchisees the information necessary to make an 

informed decision about franchise offers, and prohibits the sale of franchises that 

would lead to fraud or the likelihood that a franchisor’s promises would not be 

fulfilled.  CFIL contains explicit provisions for enforcement generally through 

damages (payment for economic losses) and rescission (cancellation of the 

contract).  It also provides for injunctive relief (to require or prohibit a specific 

action), and reasonable costs and attorneys' fees in certain circumstances.   

 

The California Franchise Relations Act (CFRA) (which excludes petroleum-related 

franchises, like gas stations) was enacted in 1980 to govern relationships between 

franchisors and franchisees after they have entered into contract with each other.  

CFRA is designed to prevent unfair practices in the transfer, renewal, or 

termination of a franchise.  CFRA prohibits termination of a franchise agreement 

except for good cause and only after notice and an opportunity to fix the problem.  

It also lays out certain circumstances where immediate termination is permitted, 

for example: bankruptcy, abandonment, mutual agreement, material 

misrepresentation, illegal activity, noncompliance with the franchise agreement, 
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failure to pay franchise fees, and imminent danger to the public.  CFRA prohibits 

nonrenewal of a franchise agreement without 180 days prior notice, and with 

certain additional protections for the franchisee.  It also provides for the transfer of 

ownership to surviving spouses or heirs.  CFRA does not contain explicit 

provisions to compensate a franchisee for the nonrenewal or termination of a 

franchise, except for the buyback of inventory when a franchise is improperly 

terminated or not renewed, although general contract remedies may still be 

available. 

 

The franchise agreement contract is the central authority for the relationship 

between the franchisor and franchisee, which can be hundreds of pages long and 

contains a highly detailed description of the rights, responsibilities and remedies of 

the parties.  The franchisee must sign the contract promising to comply with all of 

the requirements and the franchisor’s service and marketing directives now and in 

the future.  According to the International Franchise Association, a “franchise is 

the agreement or license between two legally independent parties which gives a 

person or group of people (the franchisee) the right to market a product or service 

using the trademark or trade name of another business (the franchisor)."  It also 

gives the franchisee the right to market a product or service using the operating 

methods of the franchisor and the obligation to pay the franchisor fees for those 

rights.  The franchisor has the obligation to provide those rights and support the 

franchisee according to their agreement.  More specifically, franchisees serve to 

provide the look, name recognition, and brand of the business.  The franchisee 

builds the brand locally and develops good will within the community.  The 

franchisee’s business success helps support the community with taxes and other 

contributions as well as improves the bottom line for franchisors.   

FISCAL EFFECT: Appropriation: No Fiscal Com.: Yes Local: No 

According to the Assembly Appropriations Committee, this bill will result in 

estimated ongoing General Fund costs to the Department of Financial Protection 

and Innovation of $250,000 to $500,000 annually for one to two attorney positions 

to oversee and ensure compliance with the new disclosure requirements.  

SUPPORT: (Verified 10/7/22) 

American Association of Franchisees & Dealers  

Asian American Hotel Owners Association 

OPPOSITION: (Verified 10/7/22) 

None received 
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ARGUMENTS IN SUPPORT: Supporters state that this bill will specifically 

require franchise companies to annually report the rebates and other benefits 

vendors provide to the franchisors based on franchisee purchases. Supporters state 

that “These rebates, or kickbacks, have become greater over the years, and instead 

of enjoying the promised benefits of group purchasing power, franchisees are often 

required to purchase goods and services from limited suppliers at higher costs. 

Having these rebates reported annually will give transparency to what franchisees 

are really paying for, which squeezes our margins, contributes to lower pay for our 

employees, and ultimately costs the consumer.” 

GOVERNOR'S VETO MESSAGE: 

The bill would require a franchise contract to include specified information 

relating to rebates or other monetary incentives when the franchisee 

purchases or sells goods and services. 

 

A franchise contract serves as the central authority for the relationship 

between two legally independent parties - the franchisor and the franchisee. 

These contracts can be hundreds of pages long and contain a highly detailed 

description of the rights, responsibilities, and remedies of the party. 

 

I appreciate the author's intent to provide more information on the rebates 

vendors may provide based on franchisee purchases. However, I am not 

convinced the state should dictate this specific term within a complex 

contract governing a business to business relationship. 

 

For these reasons, I cannot sign this bill. 

 

 

 

ASSEMBLY FLOOR:  67-0, 8/24/22 

AYES:  Aguiar-Curry, Alvarez, Arambula, Bauer-Kahan, Bennett, Berman, 

Bloom, Boerner Horvath, Mia Bonta, Bryan, Calderon, Carrillo, Cervantes, 

Choi, Cooley, Cooper, Cunningham, Daly, Davies, Mike Fong, Friedman, 

Gabriel, Cristina Garcia, Eduardo Garcia, Gipson, Grayson, Haney, Holden, 

Jones-Sawyer, Kalra, Lee, Levine, Low, Maienschein, Mathis, Mayes, McCarty, 

McKinnor, Medina, Mullin, Muratsuchi, Nazarian, Nguyen, O'Donnell, Petrie-

Norris, Quirk, Quirk-Silva, Ramos, Reyes, Luz Rivas, Robert Rivas, Rodriguez, 

Blanca Rubio, Salas, Santiago, Seyarto, Stone, Ting, Valladares, Villapudua, 

Waldron, Ward, Akilah Weber, Wicks, Wilson, Wood, Rendon 
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NO VOTE RECORDED:  Bigelow, Chen, Megan Dahle, Flora, Fong, Gallagher, 

Gray, Irwin, Kiley, Lackey, Patterson, Smith, Voepel 

Prepared by: Sarah Mason / B., P. & E.D. /  

10/13/22 9:57:50 

****  END  **** 

 


	LocationBegin
	LocationEnd
	VotesBegin
	VotesEnd
	VoteInformation
	AnalysisBegin
	GovernorVetoMsgStart
	FloorVoteSummary



