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Pittsburgh operator, according to
Miami attorney Robert Zarco, a
prominent defender of franchisees
in contract disputes with their
chains. He said Dunkin' Donuts'
complaint against franchisee Chris
Romanias, for alleged underpay­
ment of royalties, spelled trouble
for the franchisor when the case
was thrown out of fedcral court in
Pittsburgh last year. The judge ruled
that the company's sales-accounting
methods could not sub tantiate its
charges, Zarco said.

Allegedly alarmed by their
Pittsburgh setback, the same team
of lawyers for Dunkin' Donuts, who
simultaneously were pursuing a
Florida franchisee in a similar civil
action that depended on the compa­
ny's accounting, converted their
strategy in that action to one that
Zarco argued was improper.

Instead of trying to document the
Florida operator's alleged underre­
porting of sales, the franchisor's
lawyers offered evidence that a
principal of the four-unit fran­
chisee, known as Jeslisa Inc. and
Philomar, had improperly used
franchise funds to pay for various
personal expenses, including child
support. According to Zarco,
Dunkin' Donuts argued that those
illicit expenses had illegally low­
ered the principal's taxable income
and constituted tax evasion, which
it said violated a franchise contract
provision requiring that the opera­
tor maintain lawful relations with
all government agencies - implic­
itly including the IRS.

The federal court in Miami found
the evidence persuasive and ruled

that Dunkin' Donuts' tax-based
civil complaint could proceed
against the franchisee, Zarco said.
However, Zarco obtained a court
ruling in February that suspended
the case indefinitely pcnding a fur­
ther legal decision on whether a
corporate plaintiff can invoke
charges of tax evasion against a
civil defendant or whether such
charges can be brought only by gov­
ernment authorities.

Meanwhile, derisive "humor"
about mice in doughnut cases and
unclean stores may be the fran­
chisor's more pressing motivation
in its legal assault on franchisees.

In an interview last fall in the
magazine Bloomberg Markets,
Allied Domecq restaurants' general
counsel Horn was quoted as saying
the company's courthouse crack­
down was an effort to raise store­
level operating standards and put a
lid on jokes about unsavory dough­
nut shops, by the likes of TV's
David Lettennan.

The same article quoted a fran­
chisee as saying that Allied
Domecq was resorting to hardball
tactics - including courtroom
inquiries into operators' romantic
relations - to pressure franchisees
into selling their stores back to the
company or adopting its co-brand­
ing strategy of installing sister
brands Baskin-Robbins and Togo's
under the same roof.

One operator was quoted as alleg­
ing that he was subjected to harass­
ing inspections and sued for clean­
liness issues shortly after he refused
to install a Togo's sandwich counter

in his doughnut shop. The court
reportedly rejected the franchisee's
position and said the company's
motives were not relevant to the
cleanliness issue.

Allied Domecq sourccs offered
evidence that its crackdown against
subpar franchisees has been effec­
tive. In 200 I alone 118 lawsuits
brought by the franchisor to enforce
its operating standards were
resolved either by court decisions
or out-of court settlements in which
franchisees agreed to maintain their
shops better and pay the company's
legal costs.

Bloomberg quoted Hom as say­
ing, "1f you're not going to accept
the coaching and counseling [of the
company's franchising overseers], if
you're not going to respect the peo­
ple that come in to buy the food,
we're going to deal with it."
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