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Re:  File Reference No. 1082-300
Ladies and Gentlemen:

We appreciate the opportunity to provide comments on the above referenced Exposure Draft on
the Proposed Interpretation, Consolidation of Variable Interest Entities, a modification of FASB
Interpretation No. 46 (“FIN 46”). We find the Exposure Draft to be helpful in addressing some of
the interpretive and operational issues relative to FIN 46. We find particularly useful in the
Exposure Draft the communication of the intent of the Financial Accounting Standards Board
(“FASB” or “Board”) when reaching its conclusions. In this letter we highlight three issues
addressed in the Exposure Draft as they impact franchisors. Also, given that the FASB and
FASB Staff are continuing to issue FASB Staff Positions (“FSPs™) and to propose significant
modifications to FIN 46, we strongly recommend that the Board provide an additional deferral of
the FIN 46 effective date, which should include entities created on or after February 1, 2003 as
well as entities created prior to that date.

Access to Information

Paragraph 3(c) of the Exposure Draft would add new paragraph (g) to Paragraph 4 stating an
enterprise with an interest in a variable interest entity or potential variable interest entity created
before February 1, 2003, is not required to apply FIN 46 subject to the enterprise making
continuing exhaustive efforts to obtain the information necessary to apply FIN 46. We
appreciate the Board’s recognition and attention to instances when adequate financial
information is not available to comply with the requirements of FIN 46. However, the language
proposed in paragraph 3(c) of the Exposure Draft does not fully acknowledge the issues faced by
franchisors.
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As was previously communicated by the International Franchise Association (“IFA”) in its letter
to Mr. Edward Trott in care of Mr. Jeffery Mahoney dated October 21, 2003, the vast majority of
franchisors currently do not have the right to impose on their franchisees the requirements
necessary to obtain financial and other information needed to apply FIN 46 and consolidate
franchisee entities. To do so, existing and new franchise agreements would have to be revised to
allow a franchisor to dictate the gathering of necessary timely financial and other information.
As a note, revisions of existing agreements can not be made unilaterally by franchisors and can
generally occur only by common agreement between the franchisor and franchisee. The letter
dated November 21, 2003 from the IFA to Mr. Edward Trott in care of Mr. Jeffery Mahoney
discusses in detail the level of control that can be exercised by franchisors.

Changes to franchise agreements to obtain financial and other information needed to comply
with FIN 46 would, of necessity, encompass:
= The implications of requiring franchisee financial statements in accordance with 1)
United States Generally Accepted Accounting Principles (including for internationally
based franchisees), 2) the franchisor’s accounting policies, and 3) the franchisor’s
disclosure procedures, reporting systems and internal controls.
= Particularly for franchisors with public reporting responsibilitics, obtaining franchisee
financial statements and other information in time to meet franchisors’ reporting
deadlines to shareholders, the investment community and the Securities and Exchange
Commission (“SEC”).
= How the franchisor’s auditors would inctude franchisees in the audit scope and who
would absorb the increased audit costs.
= How to address franchisor Audit Committee risks and responsibilities.
= The significant legal implications associated with requiring CEO and CFO Sarbanes-
Oxley (and other) certifications to cover information obtained from franchisees where the
franchisor currently has no, or very limited, rights to impose or even be informed of
franchisees’ internal controls, thus placing franchisor executives in the dilemma of not
being able to perform the reviews and evaluations called for in connection with those
certifications or else not being able to execute those certifications in the required form.

Although each of the above points is stated generally, we trust the Board and FASB Staff will
appreciate that each point is comprised of numerous requirements and specifics that are both
complex and detailed. This is particularly true given the current state and timing of financial
information for most franchisees today. It is quite possible that, after considering the above
issues, a franchisor would decide the best course of action would be for the franchisor to actually
perform the accounting for its franchisees. We trust also the FASB and FASB Staff appreciate
that obtaining the information necessary to consolidate franchisees would significantly increase
the control and involvement a franchisor exercises over the operations of franchisees and would
result in greatly expanded franchisor visibility into franchisees’ financial results. As a result, the
needed changes to franchise agreements to obtain the financial and other information necessary
to apply FIN 46 and consolidate franchisees will be met by significant resistance from
franchisees and, therefore, would have to be carefully considered by franchisors and not entered
into lightly.

20f7


















