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By Alexander G. Tuneski

Franchisor Permitted to 
Prospectively Change Mixture 
Of Its Outlet Models

In a recent case in Washington 
state court, a franchisee unsuccess-
fully asserted that a franchisor vio-
lated the Washington franchise In-
vestment Protection Act (“WFIPA”) 
by failing to disclose plans to dis-
continue the model of outlet that 
the franchisee had opened.

In Something Sweet, LLC v. Nick-
N-Willy’s Franchise Co., LLC, 2 Bus. 
Franch. Guide (CCH) ¶ 14,398 (Wash 
Ct. App. June 1, 2010), Something 
Sweet (“Sweet”), the franchisee, 
purchased the right to open a Nick-
N-Willy’s (“NNW”) pizza store. The 
area developer for NNW introduced 
Sweet to a broker that located a 
space in a retail mall that explicitly 
prohibited it from providing cooked 
pizzas from the space. Accordingly, 
Sweet opted to operate its store as 
an “outlet model” from which cus-
tomers could purchase take-and-
bake pizzas to be baked at home, 
rather than a “restaurant model” in 
which customers also could pur-
chase ready-to-eat pizzas to be con-
sumed at the store. Two years later, 
Sweet sought rescission and damag-
es on the grounds that NNW materi-
ally omitted from its FDD its intent 
to discontinue the outlet model in fa-
vor of the restaurant model and that 
the area developer failed to properly 
register as a sub-franchisor in accor-
dance with the WFIPA. A trial court 
dismissed both of Sweet’s claims, 
prompting an appeal.

Seven months after Sweet’s pur-
chase of a franchise, NNW an-
nounced its intent to only offer 
restaurant model stores to new fran-
chisees. However, at trial NNW pre-
sented evidence that it continued 

to support outlet stores that were 
already in its system and did not 
require such stores to change their 
operations. The court held that the 
franchisee failed to offer any evi-
dence that NNW’s new policy, which 
was applied prospectively, had any 
impact on its operations.

In addition, the court noted that 
the nationwide mixture of outlet 

and restaurant models in the fran-
chise system was not a key feature 
in the franchise agreement. In fact, 
the franchise agreement did not re-
quire Sweet to identify whether it 
would operate the store as an outlet 
model or restaurant model. Further, 
the franchisor stated in its disclosure 
document and franchise agreement 
that NNW could decide to change 
its operating methods in the future. 
Accordingly, there was no reason 
for Sweet to believe that the propor-
tion of store models would remain 
static. Because Sweet had failed to 
demonstrate that the disclosure of 
the franchisor’s intent to change the 
mix of its store models was neces-
sary to make the franchise offering 
not misleading, the appellate court 
affirmed the trial court’s dismissal of 
the claim.

As for the claim that the franchi-
sor’s area developer, who assisted 
Sweet in finding the location, did 
not register under the Act as a sub-
franchisor, the court held that the 
WFIPA did not require dual registra-
tion of the franchisor and sub-fran-
chisor. Because NNW had properly 
registered the offering in the state, 
its sub-franchisor could offer and 
sell the franchise without filing an 
additional registration. As a result, 
the court did not need to determine 
whether the area developer met the 

definition of sub-franchisor under 
the WFIPA.

Franchisor Has Right to 
Use and Register Slogan 
Developed By Franchisee

In another suit brought by a pizza 
franchisee, Pinnacle Pizza sued its 
franchisor, Little Caesar’s, for breach 
of contract and a violation of the 
South Dakota Franchise Act (“SDFA”) 
and sought to cancel one of its fran-
chisor’s federal trademarks.

In Pinnacle Pizza Co., Inc. v. Lit-
tle Caesar Enterprises, Inc., 2 Bus. 
Franch. Guide (CCH) ¶ 14,341 (8th 
Cir. 2010), Pinnacle alleged that it 
created and began using in promo-
tions the slogan “Hot-N-Ready” in 
May 1997. According to the alle-
gations set forth in the complaint, 
once the promotion had become 
successful, Little Caesar’s misappro-
priated the slogan by advertising 
Hot-N-Ready pizzas at other restau-
rants without obtaining Pinnacle’s 
permission. By 2000, Little Caesar’s 
had turned the slogan into a suc-
cessful national advertising pro-
gram, prompting the franchisor to 
register the trademark with the U.S. 
Patent and Trademark Office.

In 2004, Pinnacle filed suit assert-
ing that Little Caesar’s had breached 
a contractual provision that prohib-
ited Little Caesar’s from using any 
original advertising materials cre-
ated by Pinnacle without first ob-
taining Pinnacle’s consent. Pinna-
cle further alleged that the alleged 
misappropriation constituted unfair 
and inequitable conduct in viola-
tion of the SDFA. Pinnacle also as-
serted a federal claim to attempt to 
cancel the federal mark, prompting  
Little Caesar’s to file a breach-of-
contact counterclaim asserting that 
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[T]here was no reason  

for Sweet to believe that the 

proportion of store models 

would remain static.
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the challenge to its federally regis-
tered mark was itself a breach of the 
franchise agreement.

The district court granted summa-
ry judgment in favor of Little Cae-
sar’s on the breach-of-contract and 
SDFA claims after holding that the 
agreement only protected original 
advertising materials that were tan-
gible, rather than underlying con-
cepts, ideas, or slogans that were 
used in such advertisements, such 
as the Hot-N-Ready slogan. The 
court concluded that Little Caesar’s 
did not breach the franchise agree-
ment or violate the SDFA by using 
the slogan at issue.

On appeal, the Eighth Circuit con-
cluded that it was not necessary to 
determine whether Little Caesar’s 
breached the franchise agreement 
by using Pinnacle’s advertising or 
concepts. Rather, the Eighth Circuit 
focused its decision on whether 
Pinnacle’s claims were barred by 
the statute of limitations, which 
was six years under the law of the 
forum, South Dakota. Because the 
suit was filed seven years after Little 
Caesar’s first began using the mark, 
the court was required to deter-
mine whether Little Caesar’s usage 
of the slogan constituted a single, 
continuing breach, or whether each 
use of the slogan constituted a sepa-
rate breach. After evaluating several 
Michigan cases (Michigan was the 
choice of substantive law under 
the agreement), the Eighth Circuit 

concluded that Little Caesar’s used 
the Hot-N-Ready slogan continu-
ously without interruption, and so 
the alleged breach was related to a 
single use of the phrase. Each sub-
sequent use of the phrase consti-
tuted more evidence of the original 
breach, rather than a new, distinct 
breach. Thus, if a breach or SDFA 
violation occurred, it first occurred 
in 2000 when Little Caesar’s first 
used the slogan. As a result, Pin-
nacle’s contract and SDFA claims 
were both barred by the statute of 
limitations.

Next, the court considered Pin-
nacle’s action to cancel Little Cae-
sar’s federal registration of the Hot-
N-Ready trademark on the grounds 
that it was registered in bad faith. As 
evidence of Little Caesar’s bad faith 
and fraudulent registration, Pin-
nacle pointed to the fact that Little 
Caesar’s identified in its trademark 
application the date the slogan was 
first used in commerce as the date 
that Pinnacle began using the mark, 
rather than the date that Little Cae-
sar’s began using it.

The court rejected Pinnacle’s ar-
guments, noting that the franchise 
agreement and federal law recog-
nized Little Caesar’s as the owner of 
the mark and the beneficiary of any 
usage of the mark from the date of 
Pinnacle’s first use of the mark. Spe-
cifically, the franchise agreement in-
cluded an acknowledgement by Pin-
nacle that any goodwill that arose 
from its activities under the agree-
ment would inure directly and ex-

clusively to the benefit of Little Cae-
sar’s. In addition, 15 U.S.C. § 1055 
provides that any legitimate use of a 
registered mark by a related compa-
ny inures to the benefits of the reg-
istrant of the mark, provided that it 
is not used in such manner as to de-
ceive the public. Thus, the court held 
that the rights in the slogan vested 
in Little Caesar’s once Pinnacle used 
the slogan. Because of its rights in 
the mark, Little Caesar’s trademark 
application was neither fraudulent 
or unreasonable, and Pinnacle’s at-
tempt to cancel the mark was de-
nied. Finally, the court considered 
Little Caesar’s counterclaim that Pin-
nacle’s attempt to cancel the trade-
mark registration breached a provi-
sion in the franchise agreement that 
prohibited Pinnacle from directly or 
indirectly contesting the validity or 
ownership of the proprietary marks. 
Because the court concluded that 
Little Caesar’s owned the mark Hot-
N-Ready and Pinnacle had sought 
to cancel the mark, the court con-
cluded that Pinnacle had breached 
the franchise agreement. The court 
rejected Pinnacle’s assertion that the 
covenant not to sue was an unfair or 
inequitable provision that was pro-
hibited by the SDFA, because Pinna-
cle did not produce any authority to 
support its claims. Thus, the court 
granted summary judgment in favor 
of Little Caesar’s on its counterclaim 
for breach of contract, affirming the 
decision of the district court.

our restaurants. We worked together 
to identify vendors for the soup and 
equipment. We tested it for awhile 
and … corporate was right: Soup 
didn’t work.

I think there’s a lesson in that [ex-
perience] — do what you do best 
and focus on that. Our restaurant 
does sandwiches best, and we need-
ed to focus on that, not soup.

FBLA: What other attorney-fran-
chisee lessons can you share?

Turner: I think that the most im-
portant thing — whether you’re a 
franchise trying to build its business 
or an attorney trying to build your 
book of business — is to make sure 
you have the right team of people 
around you. This means that you 
need a franchisor that supports you, 
an accountant who understands fran-
chising, and a franchise attorney. It’s 
also important to have a franchisor 
that will support you, that you can 
go to when you have difficulties, and 
that will help you grow. Jimmy John’s 
has been a great business partner. 

You also need great staff and manag-
ers in your franchise because, as you 
grow, you can’t do it all. If you have 
one unit, maybe you can do it all, but 
not if you want to grow.

Occasionally, I’ll have people 
come in here who have steady ca-
reers, and they are looking at a fran-
chise as an investment. I tell them 
that they have to be prepared to be 
more than an investor. They have to 
have a passion for the business, as 
my husband has in restaurants.

Q&A
continued from page 4
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CA Court Rules in 
Favor of UPS

On June 21, 2010, the Los Ange-
les Superior Court granted a mo-
tion by UPS and Mail Boxes Etc. 
(“MBE”) for summary judgment 
against a certified class of about 
3,000 franchisees who converted 
their MBE franchises to become 
The UPS Stores. Although the rul-
ing in Morgate LLC v. Mail Boxes 
Etc., Inc. can be appealed, it repre-
sents a significant victory for UPS 
in litigation that began more than 
seven years ago (see FBLA, May 
2010).

“This ruling is a complete victory 
for MBE and UPS and concludes 
the class litigation brought by the 
franchisees who converted to The 
UPS Store,” said a spokesperson for 
UPS. “The court rejected claims that 
The UPS Store business model was 
flawed or was not viable. Further, 
the court determined that the class 
could not prove their claims chal-
lenging the manner in which MBE 
introduced The UPS Store model to 
franchisees, and therefore did not 
allow the claims to go to trial.

“MBE and UPS are confident that, 
if the class plaintiff decides to file 
an appeal, the appellate court will 
agree with the trial judge that there 
is no merit to the class claims,” the 
spokesperson added.

Joe Wightman, president of the 
Platinum Shield Association, the af-
filiation of former MBE franchisees 
who did not convert to the UPS 
brand, said that Platinum Shield’s 
lawsuit in the same court is unaf-
fected by the ruling. “Also, con-
sistently demonstrated is that the 
Court of Appeal overturns in our 
favor,” Wightman said.

Oil Spill Outrage Having 
Little Effect on BP Dealers

Consumer outrage over British 
Petroleum’s oil spill off the coast 
of Louisiana has spurred calls for 
boycotts of BP gas stations and 
vandalism at a few gas stations, but 
the impact to date has been very 

small, according to BP and deal-
er representatives. BP has about 
11,000 dealer gas stations in the 
United States; some are branded 
BP, and some are branded ARCO 
or ampm.

Dealers cited in news reports in-
dicate that sales volumes are down 
a few percentage points, but BP 
spokesman Scott Dean would not 
comment on sales figure in an e-
mail exchange with FBLA. He did 
explain the programs that BP is 
offering to help its dealers during 
the crisis. “The response package 
includes volume allowances and 
reduction in credit card fees,” he 
wrote. Independent news reports 
indicate that the volume discounts 
are 1-2 cents per gallon, though 
Dean would not confirm that fig-
ure.

BP also is rolling out a marketing 
and advertising campaign that in-
cludes the slogan “Locally Owned, 
Locally Operated,” and it is offer-
ing additional support for dealers, 
such as point-of-purchase signage, 
radio spots, and postcard mailings, 
said Dean.

“We’ve had some success in turn-
ing around hostility towards BP 
and showing that the gas stations 
and convenience stores are locally 
owned and operated, by using the 
signage provided by BP,” said John 
G. Kleine, executive director of the 
BP Amoco Marketers Association. 
“It’s been proven to be reasonably 
effective, at least anecdotally.”

However, Kleine said that dis-
tributors have experienced sales 
losses “in the single digits, below 
10%,” with dealers in the Gulf 
Coast area at the higher end of that 
range. That’s a significant setback 
for a low-margin business that re-
lies on volume. “The question that 
hasn’t been answered to this point 
is when recovery of sales will oc-
cur, or the probability of a recov-
ery,” he said.

Kleine said that BP has been 
communicating with distributors 
about the need for a campaign to 

improve the brand image, but that 
he feels the situation is “still a time 
for crisis management, and the 
time to rebuild the brand won’t oc-
cur until attention has moved from 
the oil well.”

The largest protests have been 
organized by SeizeBP.org, a citizen 
group that is promoting seizure 
of BP’s assets to ensure that Gulf 
Coast cleanup and compensation 
will be completed. SeizeBP.org has 
organized more than 50 demonstra-
tions at federal buildings and BP 
stations around the nation, but the 
protests peaked in mid-June, about 
two months after the April 20 ex-
plosion. “The nature of our work 
has shifted,” said a representative 
of SeizeBP.org. “Our focus now is 
on the different components of the 
$20-billion escrow fund and on 
BP’s misconduct related to media 
coverage. We are working on edu-
cating the public that the escrow 
fund doesn’t mean that we have 
‘won.’ There should not be a cap 
on damages when so much is un-
known … Also, paid claims so far 
have averaged about $3,000, which 
is obviously not full compensation 
for a ruined livelihood.”

The SeizeBP.org representative 
added that the organization does 
not favor boycotts of BP dealers. 
“We’ve had demonstrations at fed-
eral buildings, when possible, and 
only at BP stations when a federal 
building has not been located in 
the city,” she said. “Our Web site 
makes it clear that we do not be-
lieve that a boycott will be effective 
in providing relief for the tens of 
thousands of families in the Gulf 
Coast who have been harmed, nor 
for the cleanup of the environment 
that is being poisoned.”
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The ABA Forum on Franchising 
announced the following nominees 
for three-year positions on the Fo-
rum board for terms that will begin 
in August 2011. Chair Elect: Joseph 
J. Fittante, Larkin Hoffman Daly & 
Lindgren Ltd. Governing Committee: 
Kerry L. Bundy, Faegre & Benson 
LLP; Kathryn M. Kotel, Carlson Res-
taurants Worldwide; Eric H. Karp, 

Witmer, Karp, Warner & Ryan LLP; 
and James A. Goniea, American Driv-
eline Systems, Inc. Two candidates 
have been announced for a two-year 
position on the Governing Committee, 
replacing chair-elect Fittante: Michael 
K. Lindsey, Paul, Hastings, Janofsky 
& Walker LLP; and Diane Green-Kel-
ly, Reed Smith. Forum members will 
vote on the nominations during the 

annual business meeting at the 33rd 
Annual Forum on Franchising, which 
will be held on Oct. 13-15, 2010, in 
San Diego.

Franchise and Business Law 
Group (Baltimore, MD) was named 
as one of three finalists for the Mary-
land Chamber of Commerce Small 
Business of the Year Award, reported 
founder David L. Cahn and partner 
Harry M. Rifkin.

 Move r s  & Sha  ke r s

European Union: Competition
One of the most prominent foreign 

competition laws is the European 
Community’s Article 81 of the Treaty 
of Rome (“Article 81”). Article 81 ap-
plies to all European Union member 
nations and prohibits any vertical 
agreements or behavior that restricts 
competition within the EU. Its goal is 
to promote competition and foster a 
single integrated market.

Generally, franchisors are fully 
subject to Article 81 unless exempted 
under the recently revised Vertical 
Restraints Block Exemption Regula-
tion. The prior regulation exempted 
franchisors from Article 81 compli-
ance if they had less than a 30% 
market share and did not engage in 
certain enumerated practices, such 
as resale price maintenance. Under 
the new Vertical Restraints Regula-
tion and Guidelines that became ef-
fective on June 1, 2010, neither the 
franchisor nor the franchisee may 
have a market share that exceeds 
30% in order for the block exemp-
tion to apply. The block exemption 
essentially provides a safe harbor 
for franchise and other distribution 

agreements. Under the new guide-
lines, however, the exemption will 
not apply to any franchise agree-
ment that contains hard-core restric-
tions such as a prohibition on resale 
price maintenance, passive sales, 
and franchisee Web sites.
Spain: Registration

A recent change in Spain’s registra-
tion requirements may simplify cross-
border franchising for European 
franchisors. Franchisors are currently 
required to register with their local or 
regional registry of franchisors under 
Spanish franchise law (comprised of 
Article 62 on the Regulation of Re-
tail Trading (Jan. 15, 1996) and Royal 
Decree 2485/1998). To properly reg-
ister, all franchisors were required to 
provide, among other things: 1) the 
franchisor’s identification details, 2) 
mercantile registry inscription data 
and tax identification numbers, 3) 
information about the franchisor’s in-
dustry, 4) statistics about franchisor’s 
activity in Spain, and 5) registered 
trademarks. Now, effective as of Feb-
ruary 2010, EU member franchisors 
are not required to provide detailed 
filings if the EU franchisor is part of 
the free movement regime and not a 
permanent resident in Spain. EU fran-
chisors that have a permanent pres-
ence in Spain will be privy to a sim-
pler, streamlined registration form.
United Kingdom: 
Environmental

Franchisors active in the United 
Kingdom should be aware of the 
country’s latest mandatory emis-
sions-trading plan called the Carbon 
Reduction Commitment Energy Ef-

ficiency Scheme (“CRC Plan”). The 
UK CRC Plan was launched by the 
British Department of Energy and 
Climate Change and has been op-
erational since April 2010.

Franchisors active in the UK will 
fall under the CRC Plan’s purview if 
the franchised business’s electrical 
consumption in the UK exceeds a 
certain threshold amount calculated 
by half-hourly meters or “HHMs.” 
Franchisors whose UK franchises 
consume more than 6,000 mega-
watts hours are required under the 
CRC Plan to satisfy certain reporting 
obligations and will likely be looked 
to as the primary member of a com-
bined participant or network if the 
franchisor has domestic franchisees 
in the UK. It will be important for 
a franchise to determine whether it 
qualifies under the CRC Plan, con-
sequently triggering these new re-
quirements.

As part of the UK’s latest efforts 
to reduce carbon emissions and 
promote sustainable efforts, both 
domestic and foreign franchisors 
will be required to take responsi-
bility for their UK franchisees’ car-
bon emissions. Franchises that meet 
the threshold energy requirements 
must register with the Department 
by September of this year and must 
complete certain tasks each year, in-
cluding requirements to: 1) measure 
and record energy consumption, 2) 
calculate yearly CO2 emissions, and 
3) provide annual data reports re-
garding their energy consumption.
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