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LEGAL: Analyst says bill 
'very harmful' to franchisors. 
By GINA HALL 

A contentious bill known as AB 1228 that 
could hold both franchisors and franchisees 
jointly responsible for liability of employ-
ment violations at stores is causing much 
consternation. 

The bill, called the Fast 
Food Franchisor Respon-
sibility Act, was recent-
ly passed by the State 
Assembly and moves to 
the Senate. 

If approved and signed 

in the indushy say the law, as currently con-
stinned, could essentially min the franchise 
business model, at least for franchisors with 
100 or more locations nationwide. 

Kurtz by the governor, it would 
make franchisors legally responsible for labor 
law violations by its franchisees, even though 
they are separate companies. Many of tl1ose 

"I think this act is ve1y harmful to franchi-
sors," said Barry Km1z, who has been prac-
ticing franchise law at Encino-based Lewitt 
Hackman for more than 40 years. 

Kurtz is not alone in his criticism. 

Please see LEGAL page 39 



JUNE 19, 2023 

Legal: Franchise Operators 
Decry AB 1228 Legislation 
Continuedfrom page 1 

"The bill, by jointly includiug tl1e franchisor 
and liability for everything we do as franchi-
sees, is really going to tum the model com-
pletely upside down," said Mirbaela Mendel-
sohn, a franchisee who owns 13 El Pollo Loco 
locations across Los Angeles, Vennu-a, Santa 
Barbara and San Luis Obispo cmmties. One o f  
her locations is in Hatvard Heights, and she has 
also se1ved as president o f  the El Pollo Loco 
Franchise Association for nine years. E l  Pollo 
Loro Holdings Inr.'s corporate operations are 
headquartered in Costa Mesa and the company 
has 492 restaurants, o f  which 302 are franchis-
es. Almost 240 o f  those franchise restaurants 
are in California. 

Big business 
California has more than 15,000 franchised 

quick-service restaurants, and the majority o f  
the franchised restaurants are locally nm and 
operated by small-business owners. Lawmak-
ers contend that franchisee-owned locations 
demonstrate higher instances o f  wage viola-
tions than company-owned restaurants. 

Lawmakers also believe the legislation 
would help employees fight other labor-law 
issues, such as wage theft, discrimination, sex-
ual harassment and workplace injwies. Ill the 
California assembly, the bill passed by a mar-
gin o f  42-22, with 16 members who did not 
vote on the measure. But according to a report 
from the Employment Policies Institute 
released last August, limited-seivice restau-
rants accounted for 1.6% of  total average wage 
claims filed allllually with the state Division 
o f  Labor Standards Enforcement from 2017 
through 2022. That is less than the industry's 
3 .2% share of the overall employment in Cal-
ifornia, and numbers remained steady even 
during the pandemic. 

Per the report, the annual average rate o f  
wage claims in the limited-seivice restaurant 
industry is as much as five times lower than 
other industries, even controlling for employ-
ment size in different industries. There was 
roughly one wage claim per 1,000 p1ivate-sec-
tor employees in limited service, one o f  the 
lowest per-employee industry rates. 

"I  don't doubt that some people have had 
some serious issues, but the (labor protection) 
laws here (in California) are excellent," said 
Mendelsohn. " I ' d  like to see better educa-
tion for employees, mandatory education that 
teaches them how to use the protections that 
are already in place. Secondly, we need better 
enforcement; it takes too long after a claim 
is made, sometimes it takes years to come 
through the system. That's not going to be 
helped by these laws." 

A poll released in June from Oxford Eco-
nomics fow1d that California franchised restau-
rant owners oppose AB 1228, with 92% saying 
they are "strongly" opposed; in addition, 98% 
believe the law would inte1fere with their free-
dom to mn their businesses independently. 

Franchisees seek freedom 
Mendelsohn pointed out that there are more 

than 10,000 franchisees in Southern California 
and that on average they own two stores. 

"There are a few large ones, but many are 
small businesspeople who have put up their 
livelihood, pay their mortgage and put their 
kids tlnougb school by working bard in their 
stores," she said. "They chose the franchise 
route because it gave them the freedom." 

According to the InternatiOJial Franchise 
Assodatiou, many franchisees are wonied that 
the legislation will hurt their independence as 
business owners, increase corporate control on 
restaurants, hurt jobs and raise p1ices. 

"AB 1228 has the potential to destroy tens 
o f  thousands o f  local franchised restaurants 
by taking away their independence in favor of  

Leader: Michaela Mendelsohn, right, owns 13 
El Pollo Loco locations. 

corporate control and more government inter-
vention," said Je f f  Hanscom, vice president o f  
state and local government relations at the Inter-
national Franchise Association. "Th.is will elim-
inate the equity local restaurant owners have 
built over decades and take away any fitn1re 
opportunities for franchise business ownership, 
especially people of  color, women, immigrants 
and other w1derrepresented cmrnmmities." 

Franchising is an approach to entrepreneur-
ship for a large number o f  Americans, with 
many women and people o f  color opting into 
the practice. According to Franchising World, 
minority franchise ownership rate is 26%, com-
pared to 19% for non-franchised small busi-
nesses. Not only are franchisees up in arms 
about the provisions o f  the law, but franchisors 
may be forced to reconsider their franchising 
model in California. 

"What the act does is create a co-employer 
siniation where it makes franchisors responsi-
ble for the actions o f  its franchisees' employ-
ees. Most franchisors have no control over hir-
ing, fuing, discipline, establishing wages. What 
this law will do will actively make franchisors 
responsible," said Lewin Hackman's Krntz. 

Kurtz noted, " I f  I was a franchisor and I 
looked at it and said, 'I 'm going to have liabil-
ity now for activities o f  my franchisees with 
their employees, why do I need franchisees? I 
rniglll as well have company stores and have 
that same liability.,,. 

The Fast Food Franchisor Responsibility 
Act comes on the heels o f  AB 257, also lmown 
as the Fast Recovery Act, which was put on a 
temporary hold in December by a judge at tl1e 
Sacramento County Superior Court. A B  257 
would create a worker representative body with 
the power to raise wages. Franchisors and fran-
chisees have argued that AB 257 would unfair-
ly pw.rish the industry with high labor costs and 
force high prices onto the consumer. 

A B  1228 will be reviewed by the California 
State Senate and, i f  passed, would move on 
to the govemor's desk with the potential to be 
signed into law. 

" I 've  talked to franchisor attorneys, and 
this would put a whole layer o f  middle man-
agement in place to run the stores for us," 
said Mendelsohn. "Evenntally, that means the 
franchisor just won't franchise and they won't 
renew franchises. They might franchise with 
large corporate conglomerates, but no longer 
with the small businesspeople." 

EL POLLO LOCO HOLDINGS INC. 
HEADQUARTERS: Costa Mesa 
BUSINESS: Fast food 
YEAR FOUNDED: 1975 
PRESIDENT AND CEO: Laurence Roberts 
NUMBER OF STORES: 485 total (302 are franchises) 
NOTABLE: El Pollo Loco has 237 franchised 
restaurants in California. 
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