CHAPTER 19 EXERCISES

1 of 4

Exercise 19-1
6.1 Audit by Licensor.  With respect to each Royalty Period, the Licensor may cause an independent accounting firm to audit or review all the Licensee’s books and records and to issue a report pertaining to the Royalties earned in that Royalty Period.  The Licensor shall give the Licensee reasonable prior written notice of the audit or review.  The Licensee shall make its books and records available to the Licensor during normal business hours.  If the Licensor wants to object to the Licensee’s determination of Royalties for a Royalty Period, it must deliver to the Licensee a statement describing its objections not later than 60 days after the Licensor receives the applicable report obtained.  Each party shall use reasonable efforts to resolve the Licensor’s objections.  If the parties do not resolve all objections on or before the 30th day after the Licensee received the statement of the Licensor’s objections, the parties shall promptly submit those objections for resolution to an independent accounting firm acceptable to both parties.  If the parties cannot agree upon an independent accounting firm, the parties shall select a “big-four” accounting firm by lot.  Each party may eliminate one firm by objecting to it in writing.  The determination of the independent accounting firm selected in accordance with this provision is conclusive and binding upon the parties.  The following provisions apply with respect to each audit or review pursuant to this Section 6.1: If an audit or review as finally determined pursuant to this Section 6.1 determines that the Licensee has underpaid Royalties for a Reporting Period, the Licensee shall promptly pay to the Licensor the amount equal to the Royalties owing minus the Royalties paid plus interest of 10 percent per year on that amount, accruing from and including the date on which that amount was due to, but excluding, the date on which that amount is paid. If an audit or review as finally determined pursuant to this Section 6.1 determines that the Licensee has overpaid Royalties for a Reporting Period, the Licensor shall promptly pay to the Licensee the amount equal to the Royalties paid minus the Royalties owing.  With respect to each audit and review conducted in accordance with this Section 6.1, the Licensor shall pay the fees of the independent accounting firm that conducted that audit or review and the fees of any other independent accounting firm selected in accordance with this Section 6.1.  Despite the immediately preceding sentence, if the audit or review, as finally determined, determines that the Royalties for the applicable Reporting Period are understated by 2 percent or more, then the Licensee shall pay the fees of the independent accounting firm that audited or reviewed the Licensee’s books and records and the fees of any other independent accounting firm selected in accordance with this Section 6.1.
Exercise 19-2
Termination of Agreement.  Upon the termination or expiration of this Franchise Agreement,

the Franchisee shall immediately cease to operate the Franchised Business.  The Franchisee further covenants that it will no longer represent to the public that it is a franchisee of the Franchisor.
Limitations upon Dividends, etc.  No dividend or other distribution or payment shall be declared, paid, or made by the Seller in respect of shares of its capital stock.  No purchase, redemption, or other acquisition shall be made, directly or indirectly, by the Seller of any outstanding shares of its capital stock.
Use of Premises.  The Tenant shall use and occupy the Premises for the purposes of a sandwich café, and the Tenant’s use of the space will be for the sale of quality food for consumption on or off the Premises or for take-out or for delivery, for the operation of catering services and for the sale of nonalcoholic beverages for consumption on or off the Premises or for take-out or delivery.

Exercise 19-3
Covenants of the Borrower.  From and after the Effective Date and through the end of the

Lending Term, the Borrower hereby agrees to

(a)
provide the Lender with fiscal year-end financial statements no later than 60 days after the end of each fiscal year; and

(b)
the insurance currently in place will continue throughout the term of the Agreement.

Exercise 19-4
Each of the Parties warrants and represents for itself that each has been represented by legal counsel of their own choice in the negotiation and joint preparation of this Agreement, has received advice from legal counsel in connection with this Agreement and is fully aware of this Agreement’s provisions and legal effect, that all agreements and understandings between the Parties are embodied and expressed in this Agreement, and that each of the Parties enters into this Agreement freely, without coercion, and based on each of the Parties’ own judgment and not in reliance upon any representations or promises made by any of the other Parties, apart from those expressly set forth in this Agreement.

