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Direct Selling Ethics at the Top: An Industry
Audit and Status Report

Lawrence B. Chonko, Thomas R. Wotruba, and Terry W. Loe

Unethical conduct by salespeople contributes to loss to the bottom line directly through misuse of expense reports and
indirectly through lost customers who are disenchanted with questionable business practices. Self-regulation by industry has
become an important strategy in improving the ethical environment of the industry as well asto establish standards that meet
or exceed existing statutory or regulatory requirements. Audits of industry regulatory programs provide a mechanism to
uncover weaknesses, heighten awareness of the importance of ethics and allow for improvements to be made and risks
reduced. This study audits the Direct Selling Industry’s code of ethics as it complies with the Federal Sentencing Guidelines
(FSG) and establishes a benchmark against which subsequent ethics research in the Direct Selling Industry can be compared.

A Jaguar convertible rental car; a $2300 round of golf for four
people; season baseball tickets for $6000: These statistics regard-
ing expense acoount abuses were reported in a recent Sales and
Marketing Management survey (Strout 2001) along with estimates
from the U.S. Department of Commerce of employee theft of $60
billion annually from Corporate America. Sales managers and
executives, in light of these findings, should have a high degree of
concern about how the ethics of their sales people are affecting the
company’s bottom line as well as customer relationships. The eth-
ics of the Direct Selling industry is a topic that is much discussed.
Part of the reason for this is that Direct Selling, despite being the
oldest method of commercial distribution, is still very misunder-
stood (Peterson and Wotruba 1996). Direct Selling is defined as
“,. .face-to-face selling away from a fixed retail location” (Peterson
and Wotruba 1996, p. 2).
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Often, Direct Selling is confused with Direct Marketing
(Bauer and Miglautsch 1992), which is simply the marketing
of goods and services directly to consumers through “the use
of the telephone and non-personal media to communicate
product and organizational information...who then can pur-
chase them via mail, telephone, or the Internet” (Pride and
Ferrell 2000, p. 411) and is often equated with the illegal
activity known as pyramid schemes (Ella 1973; McLellan
1988; Barkacs 1997). Mary Kay Cosmetics and Avon are two
examples of direct selling firms. Salespeople in direct selling
organizations are considered independent contractors versus
being employees of the company. Such independence might
suggest that organizations would have less control or impact
on the ethics of the sales force. Therefore, associational and
organizational directives that have positive effects on the
ethical environment of direct sellers could be seen as a greater
accomplishment than in other organizations or industries
with a more captivated sales force.

Most corporations in the United States have established
ethics programs in compliance with the Federal Sentencing
Guidelines for Organizations (Robertson and Fadil 1998).
These guidelines require that organizations develop compli-
ance programs to prevent, detect, and deter illegal and/or
unethical conduct. Many trade and professional associations
have been active in self-regulation (Milne 1997). The Direct
Selling industry has been very active in self-regulation for
over two decades through the development, implementation,
and enforcement of codes of ethical behavior and the promo-
tion of ethical behavior among industry representatives (As-
sociation Management 1989; Wotruba 1995; Loe and Chonko
1999). The Association undertook self-regulation initiatives
because, as Hemphill (1992) observed, firms or industries
self-regulate to establish standards that meet or exceed exist-
ing statutory or regulatory requirements. In the 1960s, Di-
rect Selling was gaining in popularity, but, because legitimate
Direct Sellers represented a relatively new business method-
ology, there existed a need to establish new ethical guidelines
(e.g. the distinction between legitimate Direct Sellers and
pyramids). As a result, the Direct Selling Association (DSA)
developed standards of behavior to assist their member com-
panies in complying with and exceeding regulatory and statu-
tory requirements.

Skeptics view association codes of ethics as self-serving and
inwardly focused (Tucker et al. 1999). Ethics audits have
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Table 1

The Federal Sontenc_{r_t_g Guidelines, the DSA Code of £thics and the Current Ethics Audit

. Federal Sentencing Guidalines Element

The DSA Code Frovision

Develop a code of condtict that is capable of reducing misconduct

In existence since 1970; appears to be effective as evident
in literature

. High level personnel must be rasponsible for compliance program
(e g, & compliance officer) and support the program (e:g.. top
C mmgemem)

The DSA Code has a provision for a compliance officer

 Discretionary authority in the organization must not be given to
‘persons with a propensity to engage in illegal conduct

The DSA code has served to have companies ejected from
membership

. Standards/procedures must be communicated to employees
. ,'Bﬁwoh training and other forms of communication

The DSA code-is distribuled to DSA members through a
variety of media and programs

Orgamzmsons must take reasonable steps to achieve compliance
with standards by monitoring internal auditing systems to
detect misconduct

The DSA code specifies compliance procedures

standards and punishment must be enforced consistently

The DSA code specifies remedies

A plan fo review/modify the compliance program is needed to
demonstrate continuous improvement

‘The DSA Code has & provision for amendment and has been

amended numerous times

been suggested as means by which to alleviate this concern.
An annual audit of an organization’s ethics has been asserted
to be as important as an annual financial audit (Gray 1996).

This paper conducts an external examination, or audit, of
the Direct Selling industry association code of ethics. Such an
examination is consistent with Weaver’s call (1993), who noted
that ethics research should address the development of theo-
retical models reflective of the development of codes of ethics
and examine the developmental character of code usage and
code consequences which is sensitive to idiosyncrasies of spe-
cific organizational settings. The present study responds to
this mandate and is conducted from the perspective of the
Direct Selling industry’s corporate officers and with reference
to the Federal Sentencing Guidelines (FSG). This study ad-
dresses: 1) the degree to which the DSA code complies with
Federal Sentencing Guidelines mandates concerning a code
of ethics, 2) the degree to which top management has as-
sumed responsibility for compliance (Federal Sentencing
Guideline), and 3) corporate officers’ perceptions of the DSA
code as it pertains to Federal Sentencing Guidelines 3 through
7. The findings should provide a benchmark for subsequent
ethics research in the Direct Selling industry.

Ethics Audits

Ethics audits are important to better defining the ethical
environment of the organization and understanding areas in
need of attention. One part of an ethics audit is a survey
administered to key internal and external constituents that
have a professional relationship with the organization (Allen
1995). However, such audits are only a beginning and are not
without their difficulties. Schaeffer and Zaller (1999) observe
that ethics training, legal inspections, codes of conduct and
consistent reaction to ethics violations are prone to several
shortcomings including the following:

. They are reactive, not proactive.

. They emphasize the short-term and the obvious.

. They lack in self-reflection, being descriptive
or prescriptive.

. They focus on the individual decision maker
as separate from the organization’s core val-
ues as they are based on individual phenom-
ena such as moral reasoning, personal values,
decision styles or moral philosophies.
They call for an ethics audit, which “...must include the dimen-
sions of the organization, the social system, and the milieu in which
the organization operates” (p. 46). Harris (2000) observes that few
associations have mechanisms in place that allow for audits. Even
though this assertion has a consultant’s perspective, Harris notes
that “Upon completion, weaknesses, will be noted, staff will be
reacquainted with the importance of procedures, improvements
can be made, and risks can be reduced” (p. 102).

The approach used to conduct the Direct Selling Industry
audit is generalizable to any sales organization (company or
association) having a code of ethics. Since all sales organiza-
tions must comply with the broad mandate of the Federal Sen-
tencing Guidelines (FSGs), the comparison of the DSA code
provisions to the FSGs represents an early attempt at specify-
ing a framework for study applicable to sales organizations.

The Federal Sentencing Guidelines (FSG)

The FSGs were developed in response to increasing inci-
dents of white-collar crime and the determination that re-
sponsibility for such crimes lay with the organization (Paine
1994). Kaplan et al. (1993) and Ferrell et al. (1998) provide
comprehensive overviews of the genesis of the guidelines. Sim-
ply stated, the FSGs require all organizations to develop a
compliance program designed to prevent, detect and deter indi-
viduals from engaging in illegal and/or ethical misconduct.

The first audit step established that elements of the DSA
code of ethics address each of the three components of a
compliance program. The code has provisions for code en-
forcement and for specific industry related activities such as
pyramid schemes. As noted earlier, the code has been revised
recently. Finally, the DSA code of ethics was created because
of ethics related developments in the industry.

According to the U. S. Sentencing Commission (1994), an
effective compliance program consists of seven elements pre-
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sented in Table 1. The next stage of the audit process re-
quired a comparison of DSA code provisions with specific
elements of the FSGs. As shown in Table 1, the DSA code has
provisions that fit all seven of the FSGs for compliance.

The Impact of Corporate or Industry Codes
of Ethics

The first element in the FSGs is the development of a code
of ethics. Clearly, the Direct Selling industry is in compliance
here as the DSA has a written code of ethics. A body of
evidence still exists that casts doubt that codes of ethics, by
themselves, are effective (e.g., Ford et al. 1982; Chonko and
Hunt 1985; Cleek and Leonard 1898). Murphy (1995) notes
that a major criticism of codes is the lack of enforcement, the
lack of 2a mechanism for dealing with violations.

Top Managemeni’s Role Regarding Ethics

The second element in the FSGs concerns the responsibili-

ties of top management for a compliance program. Top man- -

agement and other officers in organizations play a crucial role
in developing standards for ethical conduct, hence the ratio-
nale of our survey of corporate officers. The cause of ethical
failure in organizations is often rooted in culture, specifically
the failure of leaders to promote ethical ideals (Brien 1998).
The influence of other employees and especially top manage-
ment is probably the greatest factor in setting the tone for the
individuals’ business ethics (Ferrell and Gresham 1985; Ferrell
et al. 1989; Trevino and Youngblood 1990). Lower level manag-
ers and employees take their cues for appropriate behavior
from the actions and rhetoric of superiors that will suggest the
expectations that managers have for subordinates.

We have already observed (Table 1) that the provisions in
the DSA code of ethics incorporate all seven elements of the
FSGs in its code of ethics. To address the other six FSGs, we
sought the opinions of officers of DSA member companies
regarding the DSA code of ethics.

Methodology

Surveys were sent to the 1700 Direct Selling corporate officers
from about 150 firms listed in the DSA publication, An Insider’s
Guide to the DSA. This publication is a directory of corporate
officers from companies that are members of the DSA.

A stamped, pre-addressed envelope and a cover letter re-
questing participation accompanied the survey from the re-
searchers. A second mailing occurred approximately seven
working days after the first mailing. In addition to the cover
letter from the researchers, a cover letter from the President
of the DSA accompanied each survey. Also, the President of
the Association alerted members to the survey in his monthly
newsletter that arrived in offices approximately two weeks
before the first survey mailing.

We received 286 useable responses (16.8 percent). Response
rates to the Center for Business Ethics surveys (1992, 1986)
were 24 percent and 28 percent, while the response rate to
the Morf et al. (1999) survey was 32.6 percent. The lower
response rate may be attributed to the six-page length of our
survey. As well, multiple recipients in the firms were con-
tacted. Non-response bias was examined using the proce-
dures specified by Armstrong and Overton (1977).
Demographic comparisons between first and second wave re-
spondents yielded no significant differences. Top Executives

' (CEO's/Presidents/VP’s) made up 20 percent of the respon-

dents. More than 60% of the respondents were over 40 years
of age. The majority were college graduates (77.3%). Over
56% of respondents had been in direct selling for more than
11 years, and 57% had been with only one company.

Results

Results from the survey are presented in Tables 2 through
5. These tables relate to the following issues: opportunities
for unethical behavior, ethics and behavior, standards of be-
havior, and ethics issues related to the FSGs.

Opportunities for Unethical Behavior

We asked Direct Selling executives to indicate their feel-
ings about opportunities for unethical behavior. These find-
ings are presented in Table 2 and summarized below:

* . Executives feel that opportunities for unethical
behavior in Direct Selling may have lessened.

. There is some feeling that opportunities for
unethical behavior in Direct Selling are less -
frequent than in other industries, other types
of selling and society as a whole.

. Fifty-five percent agree that DSA member ex-
ecutives in Direct Selling do face opportuni-
ties to engage in unethical behavior, but these
are less than for most non-DSA member com-
pany executives.

. Forty-eight percent of executives do face op-
portunities for unethical behavior.

In view of the literature concerning top management ac-
tions and ethics, we sought to examine responses of two sub-
groups in our sample — Top executives and other corporate
officers. One aspect of top management responsibilities is the
ethical tone set by top management in organizations (Chonko
and Hunt 1985), As shown in Table 2, CEOs/Presidents/VPs
report similar feelings to other corporate officers (e.g., mar-
keting directors, ethics officers, sales directors) concerning
ethics opportunities. Only one significant difference in re-
sponse occurred. Other corporate officers felt more strongly
that executives in their companies have a number of opportu-
nities to engage in unethical behavior than did their top man-
agement counterparts. These findings suggest a degree of
success in the effectiveness of the DSA's efforts to reduce
unethical behavior through self-regulation.

Ethics and Behavior

In this study, we employ the methodology used by Chonko
and Hunt (1985) to ascertain how Direct Selling executives
view unethical behavior in their companies and industry.
These findings are reported in Table 3 and summarized below:

. Twenty-two percent agree that executives in
the respondent’s company sometimes behave
unethically, but responses concerning the ethi-
cal behavior of non-DSA member companies
were mixed with 43.9 percent of executives
agreeing that executives in non member DSA
companies engage in unethical behavior.

. Fourteen percent of executives agreed that ex-
ecutives in other DSA member companies
sometimes engage in unethical behavior.
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Table 2
Perceptions of Direct Selling Corporate Officers Regarding Opportunities for Unethical Behavior

RIBREEER AR

Std  Pct  Pot  Top' Other Sigf

Opportunities for Unethical Behavior Issues Mean' . Dev . Agreé® Agree® n=57 n=229 - ps=
. Opportunities for unethical behavior are becoming more frequent
in direct selling 385 155 58% 365% 391 421 NS
Opportunities for unethical behavior are less frequent in direct
3 salling than in businessin ganeral : 476 155 36% - 165% 481 474 NS
Opportunities for unethical behavior are less frequent in direct
selling than in other types of selling 4.91 143 ~133% 550% - 505 4.87 » NS
: © Exacutives in the DIRECT SELLING INDUSTRY that are not
; members of tha DSA have a number of opporiunities to engage
in unethical behaviors 4.80 1.36 99% - 555% 498 4.76 NS
. Executives in DSA member companies have a number of opportunities ‘ '
F to-engage in unethical behaviors 4.30 1.57 + 54% - 48.7% - 457 4,23 NS
Executives in my COMPANY have a number of opportunities to
i -engage in unethical behaviors 3.78 1.83 36% 442% 337 3.80 05
Opportunities for unethical behavior are more frequent in direct
selling than society in general 3.38 157 - 14% . 253% 438 489 NS

Mean score on a seven point scale in which 1=strongly disagree with the statement and 7=strongly agree with the statement
“Parcent of respondents-who strongly agree with the staterment
Percent of respandents who aither sttongly agree, agree, or slightly agree-with the statement
*Respondents with titles of CEO, President 6r Vice President
. SAll oter corporate officers
SLevel of Significance resulting from {-tests between means of top managers-and other managers

Table 3
Perceptions of Direct Seiling Corporate Officers Regarding Ethics and Behavior

Std Pct Pot Top® . Other®. = Sig?

Ethics aéd Behavior Issues Mean' Dev Agree? Agree’ n=87 n=229  ps
Executives in my COMPANY sometimes engage in behavior |
: consider unsethical 2.58 1.88 50% 222% - 200 2.73 03
: Executives in direct seliing companies that are not members
of DSA rarely engage in behavior| consider unethical 3.29 1.22 10.3% 43.9% - 3.26 - 3.30 NS
Executives in other DSA member companies sometimes engage
in helavior | consider unethical 342 1.33 19%  14.1% ~ 3.09 3.51 05

C Mean score on a seven point scale in which 1= strongly disagree with the siatement and 7 = strongly agree with the statement
- *Parcent of raspondents who strongly agres with the statement

: *Percant of respondents who either strongly agree; agree. or slightly agree with the statement

*Raspondents with tities of CEQ, President or Vice President

All other corporate officers

oL avel of Significance resulling from t-tests betweer: means of top managers and other managers

Here, other corporate officers reported a higher incidence of . Ninety-seven percent of executives report that
unethical behavior than did CEOs/Presidents/VPs, both in peers in their own companies have high ethical
their companies and among DSA member companies. How- standards and 83.1 percent have similar beliefs
ever, in both cases their perceptions of the frequency of un- concerning their own sales forces.
ethical behavior were not pervasive. . Sixty-four percent of executives feel that their

company standards are higher than those of
Ethical Standards the average DSA member company but they
also feel that their company standards are
This study also sought to assess the standards exhibited by similar to those of non-DSA member Direct
g leaders in the Direct Selling industry. In Table 4, findings Selling companies.
3 concerning ethical standards are presented. The following is . Seventy-five percent of executives view DSA mem-
a brief synopsis of the findings regarding industry and orga- ber companies as having high ethical standards.

nizational ethics standards:
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Table 4
Perceptions of Direct Selling Corporate Officers Regarding Ethical Standards

Ethical Standards Issues

The sxecutives in my company have high ethical standards
The sales ropresentatives in my company have high sthical standards

My company has higher ethical standards than other companies
in the direct selling industry

Diract selling companies that ate not DSA members have lower
ethical standards

Generally, DSA member finns have high ethical standards
- Sales forces in DSA member companies have high ethical standards

Compared to other industry associations, DSA members have
higher sthical standards

Std Pt Pct Top* Otherr . Sigf
Mean'" Dev Agree® Agree’. n=57 n=229 ps
6.26 1.21 . 5686% 97.2% 670 6.14 01
5.53 121 162%. 83.1% 581 5.45 08
519 152 232% 64.0% 555 5.1 10
4.27 1.48 7.0% 38.14% 4.57 4.20 A0
5.16 1.23 88% 74.9% . 526 513 NS
4.40 118 2.2%.  49.3% - 4.47 4.38 NS
4.48 1.27 53%. 43.2% 475 4.41 .10

'Mean score on 2 saven point scale in which 1=strongly disagree with the statement and 7=sfrongly agree with the statement

2Parcent of respondents who strongly agree with the statement

*Percant of respondents who elther strongly agree, agree, or slightly agree with the statement

*Respondents with titles of CEQ, President or Vige President
All other corporate officers ' :

*evel of Significance resulting from t-tests between means of fop managers and other managers

. Some executives express a degree of concern
about the ethical standards of DSA member
company sales forces.

Regarding standards, differences between CEOs/Presidents/
VPs and other corporate officers occurred in five of the seven
items (three of the items were significant at the .10 level).
These items included ethics standards of executives, sales rep-
resentatives, company vs. industry standards and standards of
DSA member companies vs. non-member companies with CEOs/
Presidents/\VPs showing stronger agreement on each issue.
These findings may suggest that higher-ranking members in
the organization have a more idealistic view or feel a greater
need to put a “good face” on the industry. This also suggests a
need for further exploration of the differences in perceptions in
higher-level officers and those lower in rank in the firm.

Federal Sentencing Guidelines Issues

In order to gain a better understanding of executives’ broader
viewpoints concerning the DSA code and its effectiveness, we
also asked Direct Selling executives to comment on a number of
general ethics-related issues as they relate to the FSGs. Their
responses are presented in Table 5 and summarized below:

FSG 2. The second FSG concerns responsibility for a com-
pliance program and support for that program. There is high
awareness (87.6 percent are aware) of the identity of the
individual responsible for code enforcement.

FSG 3. The third FSG concerns the avoidance of giving dis-
cretionary authority to those with a propensity to engage in
illegal conduct. The examination of this issue is not directly
amenable to survey research. In Table 5, six questions are
presented as indicative of compliance with this guideline. Di-
rect Selling corporate officers feel that there is a difference
between ethics and the law, suggesting that ethics operates on
a different (and presumably higher) plane and these officers
are willing to take the high road. They also report that ethics
considerations are important in marketing decisions and that
there is a linkage between ethical behavior and profitability.

Finally, executives generally feel that ethical issues can be
resolved and that what is ethical does not vary from one situa-
tion to the next. Interestingly, other corporate officers felt more
strongly about the positive relationship between ethics and
profits than did CEOs/Presidents/VPs. Both groups felt strongly
that ethics are important in marketing decisions, but CEOs/
Presidents/VPs felt a little more strongly about this issue.

FSG 4. This guideline concerns communication of the code
of ethics. The following is a summary of the findings concern-
ing communication of the DSA code of ethics.

. Ninety-six percent of Direct Selling executives
from DSA member companies are aware of
the intent of the DSA code of ethics.

. Most executives agree that the DSA code of
ethics is widely publicized.

. Few executives agree that customers of Direct
Selling companies are aware of the industry
code of ethics.

. Eighty-six percent of DSA member company
executives are very knowledgeable of the con-
tent of the DSA code of ethics.

. Ethics is perceived to be strongly promoted in
individual DSA member companies, and there is
some agreement that ethics is strongly promoted
in the industry and that publicizing the DSA code
of ethics helps companies in the marketplace; there
is strong agreement that publicizing the DSA code
of ethics helps the industry in the marketplace.

. Responses concerning the amount of ethics
training provided for salespeople were mixed.
There is agreement that adequate ethics train-
ing is provided for executives.

. Most executives (91.9 percent) agree that topman-
agement has effectively communicated that ethics
violations will not be tolerated and that they know
what is considered in appropriate behavior (91.4
percent) and that they are aware of the guidelines
that guide behavior (86.9 percent).
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Table 5
Perceptions of Direct Seliing Corporate Officers Regarding Codes of Ethics

Std Pct Pet Top* Othert . Sigf

Code of Ethics Issues Mean’ Dev Agree® Agree® n=57 n=229  .ps=
Element 1 Code of Conduct
My company has policies with regard to ethical behavior 8.22 130 53.9% 91.9% 627 620 NS

Elsment 2 of the FSG: Code Enforcement
Hknow who is responsible for code enforcement in my company 5.83 1.32 408% 87.6% 6.19 5.86 10
Element 3 of the FSG: Discretionary Authority

fitistegalitis okay todo it 2.76 180 1.5% 16.1% 268 278 NS
1t is accepiable o push the law to its limits 2.94 180 07% 229% 300 243 NS
In my company there is a direct positive relationship between ethical

practices and company profits 483 170 168% 53.3% 449 492 A0
in my company, ethics are important in marketing decisions 573 1.34 304% 87.9% 61 5.62 05
Questions of what is ethical for everyone can never be resolved

since what is moral or immorali is up to the individual 2.47 140 0.8% - 65% 251 247 NS
What is ethical varies from one situation and society to ancther 332 1.83 29% 363% 3.48 330 NS

Element 4 of the FSG:::.Communications

| consider myselt knowledgeable of the content of the DSA code of ethics 562 122 250%  862% 598 552 05
Ethical conduct is strongly promoted in the direct selling industry 511 150 153% 731% 511 5.09 NS
Publicizing the DSA code of ethics helps the direct selling

msw in the markelplace 5.88 119 335% 885% 607 5.83 NS
The DSA Gode of Ethics has received widespread publicity in my company  4.83 1.74 19.4% - 601% 518 4.78 A0
Most of my company's customers are aware of the DSA code of sthics 3.46 170  36% 268% G854 3.4 NS
Lam aware of the iritent of the DSA's code of ethics 6.29 075 427% 96.4% 649 824 05
Ethical conduct is very strongly promated in my company 6.00 142 471% 87.0%  6.12 597 NS
Publicizing the DSA code of ethics helps my company inthe marketplace 516  1.41  165% 69.3% 632 512 NS

] 1 am pleased with the-amount of ethics training that our-company
provides for our salespeople 432 162 80% 471% 439 . 430 NS

| have been pleased with the-amount of ethics training that my

company has provided me 4.74 147 128% 549% 483 4.69 NS
Sales representatives in my company have found that the DSA

code of athics is very useful to them personally 4.29 144  74% 392% 414 4.34 NS
Top managementin my company has let it be known iri nio uncertain

terms that unethical behavior will not be tolerated 5.91 141 429% 861% 630 5.75 05

1 know what is considered inappropriate behavior in'my company 513 124 437% 914% 654 597 01
} am aware of informal or formal codes and guidelines that guide the

actions of direct sellers 579 1.31 31.8% 869% 572 §.83 NS
Element 5 of the FSG: Monitoring

in genral, the ethical environment among DSA member compariies
is much better than it was ten years ago 507 1.44 - 17.9% 59.0% = 512 5.05 NS

In general, the ethical environment in the direct selling industry
is much better than it was ten years-ago 5.03 142 183% 64.2% 507 . 501 NS

In my.company, there is a difference between the “official” ine
and how things usually work 2.81 1.62 22% 222% 221 3.09 01

Element 6 of the FSG: Punishment
Unethical conduct is strongly punished in the direct selling industry 416 158 37% 3389% 405 4.19 NS
Unethical conduct is strongly punished in'my company 545 1.50 25.0% 81.0% 598 5.31 .01

{continued)
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Table 5 {(continued)
Perceptions of Direct Selling Corporate Officers Regarding Codes of Ethics

Code of Ettiics Issues

Std Pet Pct Top* Other* = Sigf

Mean' - Dev Agree® Agree® n=57 n=229 p=x
Elemant 7 of the FSG: Review/Modification
The DBA code of ethics should:be expanded to address more
ethical issues than it now covers 4.14 135 40% 344% 423 411 NS
My company strictly enforces a code of ethics 5.79 135 34.7% 857% 612 567 05
My company strictly enforces ces policies regarding ethical behavior 5.82 134 2869% 91.8% 603 5.47 o1

‘Mean store on a seven point scale in which 1=strongly disagree with the statement and 7= strongly agree with-the-statement

*Percent of respondents who strongly agree with the statement

“Percant of respondents who either strongly agree, agree, or slightly agree with the statement

*Respondents with titles of CEQ, President or Vice President
. SAliother corporate officers

“Lovel of Significance resulting from ttests between means of top managers and other managers

CEOs/Presidents/VPs expressed slightly higher levels of
awareness of the intent of the DSA code of ethics than did
other corporate officers. Similarly, CEOs/Presidents/VPs re-
ported wider company publicity of the DSA code of ethics
than did other corporate officers, and reported being more
aware of what behaviors are considered inappropriate. They
also expressed stronger agreement with top management’s
stance on tolerance of unethical behavior than did their other
corporate executive counterparts.

FSG 5. This guideline concerns the taking of reasonable
steps to ensure compliance. First, the DSA code, as already
noted, has provisions that correspond with all seven FSGs. In
addition, in Table 5, Direct Selling corporate officers report
that the ethical environment is improved over that which
existed ten years ago, and they feel that there is little differ-
ence between the “official” line and what is actually done in
their respective organizations. Both of these would suggest
that Direct Selling companies have taken steps toward com-
pliance. Interestingly, other corporate officers felt that there
was more of a difference between the “official” line and how
things really work than did top officers.

FSG 6. The sixth FSG concerns enforcement of the code of
ethics. The following is a summary of the findings concerning
enforcement of the DSA code of ethics.

. Eighty-one percent of executives report that
unethical conduct is consistently punished in
their individual companies, while only 33.9
percent of executives report that companies
consistently punish unethical conduct in gen-
eral within their industry.
CEOQs/Presidents/VPs felt more strongly about enforcement than
did the other corporate officers who participated in this study.

FSG 7. The seventh FSG addresses the monitoring of the
code of ethics and, indeed, of the entire sales program. Partly
this effort involves assessment of the effectiveness of codes of
ethics. The following represents the feelings concerning the
review and modification of the DSA code of ethics.

. Results are mixed concerning whether or not
the code should be expanded to incorporate
other ethics -related issues.

. Most executives (85.7 percent) feel that their
companies enforce codes of ethics.

. Most executives (91.8 percent) feel that their com-
panies enforce policies regarding ethical behavior.

In the latter two findings above, top CEOs/Presidents/VPs
felt more strongly about enforcement issues than did their
other corporate officer counterparts, although both groups
were quite positive about enforcement.

Discussion

This study was initiated to report on industry executive
reactions to an association code of ethics and to report on the
frequency of ethical problems facing Direct Selling executives
as well as their perceptions of ethics code issues as they relate
to the FSGs. Ethics codes are developed as mechanisms to
bring some uniformity to the ethical performance of employ-
ees (Gatewood and Carroll 1891). Ethics codes and their imple-
mentation and enforcement are also reflective of an
organization’s willingness to resist those factors that can un-
dermine the ethical behavior in an organization.

One question this study addresses is the extensiveness of
ethical problems in the Direct Selling industry. The findings
indicate that Direct Selling executives perceive fewer oppor-
tunities to engage in unethical behavior in their firms than in
their industry. They do, however, feel that there are opportu-
nities for unethical behavior in Direct Selling. They also re-
port less frequent participation in unethical behaviors in their
companies than in the direct selling industry as a whole.
These findings are consistent with those of Chonko and Hunt
(1985) and also Weaver and Ferrell (1977), who reported that
“respondents believe they make decisions in an organizational
environment where peers and top management have lower
ethical standards than their own” (p. 480). On the issue of
standards, Direct Selling executives reported higher standards
than salespeople and other companies in the industry. In short,
respondents are saying that they are more ethical than others.

Another question addressed in this study concerned execu-
tives' perceptions of the DSA code of ethics as it relates to
provisions in the FSGs. The effectiveness of codes in promot-
ing ethical behavior has received much attention but findings
are mixed (e.g., Chonko and Hunt 1985; Posner and Schmidt
1987). There is agreement that the employees must know
codes before the codes can impact behavior (Maes et al. 1998).
Respondents reported that they know who is responsible for
code enforcement (FSG step 2) in their companies. CEOs,
Presidents, and VPs reported a higher level of this knowledge
than did other corporate officers. This familiarity is not sur-
prising in that CEOs, Presidents, and VPs set the tone for the
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ethical climate of the companies they represent and also des-
ignate who serves as ethics officer in their companies. Clearly,
the DSA code of ethics fulfilis the awareness criterion accord-
ing to the results of the survey presented here. As shown in
Table 5, there is a high level of code awareness among Direct
Selling corporate officers. However, as also shown in Table 5,
the DSA can improve in external communications of the code,
as called for by Murphy (1995), as respondents feel that their
customers are largely unaware of the DSA code of ethics. In
general, respondents seemed to indicate that the DSA code of
ethies has been promoted widely (though mainly in their own
companies and the industry), a finding that is in accord with
one of the mandates of the Federal Sentencing Guidelines.
Regarding the Federal Sentencing Guideline concerning moni-
toring of the code, about one-third of respondents felt that
expansion of the code was needed.

With reference to the FSGs on enforcement, respondents
felt that unethical conduct is more likely to be punished in
their companies than in the industry. To be effective, codes of
ethics should emphasize daily routines and responsibilities
(Ferrell et al. 1988).

Finally, DSA executives reported that the ethics environ-
ment in member companies and in the Direct Selling indus-
try has improved. Some of this improvement likely has
occurred as a result of the development and enforcement of
the DSA code of ethics. Improvement is also likely to have
occurred as a result of company efforts to foster ethical behav-
ior. Finding that Direct Selling executives seem to recognize
the distinction between legal and ethical decisions is encour-
aging. Virtues such as honesty, fairness and truthfulness are
too abstract for specific codification. Such traits manifest them-
selves in outcomes like developing trust with sales represen-
tatives and customers, helping employees and sales
representatives make improved ethics decisions and the cre-
ation of the belief that top management not only stands be-
hind the law, but is willing to go further than the law requires
to promote ethical business practice. This may be captured in
executives’ perceptions that there is little difference in the
“official” line and how things really work, although CEOs/
Presidents/VPs felt more strongly about this than did other
corporate officers. Interestingly, respondents also reported
that ethical issues they hear about tend to be industry-wide
rather than company based issues. It would seem that the
DSA code would be invoked under such circumstances.

Implications

The results of this survey suggest a high degree of ethical
consciousness among Direct Selling executives. This study
also suggests that DSA executives are aware that ethical
consciousness does not occur by happenstance. Chief execu-
tives and other corporate officers must promote ethics. More-
over, the promotion of the DSA code of ethics has been helpful
in raising the ethical conscience of industry members accord-
ing to Direct Selling officers.

Clearly, top managers in any sales organization must take
the lead in promoting ethical consciousness. The actions of
the CEOQ and other top managers send strong messages to all
sales force members of the company concerning management’s
commitment to ethical behavior. When top management rep-
rimands unethical behavior, the ethical problems perceived
by marketing managers seem to be reduced (Chonko and
Hunt 1985). This finding has been corroborated many times
(e.g. Belizzi and Hite 1989; Vitell and Davis 1990a; Vitell and

Davis 1990b; Armstrong 1992 Belizzi 1995). More recently,
McDonald (2000) has observed that commitment by senior
management that ethics becomes a part of the strategic vi-
sion of a company is essential for the promotion of ethical
behavior. In other words, the actions of top management are
critical to the ethical tone in an organization.

Other corporate officers can serve as assistants in mobiliz-
ing the ethical consciousness of the firm. The results of the
survey suggest that Direct Selling executives are more inter-
ested in doing things right than doing them expeditiously.
Those with high ethical standards must oppose methods that
might interfere with offering quality products or services or
having a world-class sales force. In other words, these other
corporate executives play a vital role in ethical consciousness
when their instincts are brought to bear in decision-making.
And, to the extent that these corporate executives are well
respected, they bring an authority and a respect to the con-
versation that can serve as a symbol for high ethical con-
sciousness for others in the sales organization. Thus, corporate
executives can play a prominent role in supporting ethical
standards of behavior.

In the ethics audit process, the views of managers at all
levels are critical. In our current audit, we provide consider-
able evidence that top managers and other managers are in
agreement on many ethics issues. However, we also provide
evidence of diverging viewpoints, generally with top manag-
ers feeling more strongly positive about industry ethics than
other managers. Such divergences lead to questions like, “Is
top management optimally setting the ethical tone for the
industry?” “Do other managers have insights not possessed
by top managers?” “Do such divergences imply that other
managers have questions about top management commit-
ment? Such questions may be evoked by the results of an
ethics audit and should lead to further investigation concern-
ing why such perceptual discrepancies exist.

It is critical that sales force managers have a means of
voicing concerns about corporate conduct as specified by the
FSGs. Such a mechanism must insure that no one suffers
adverse consequences from reporting questionable practices.
The existence of internal processes provides time for research
into issues and the creation of remedies to prevent recurrence
of questionable behaviors. Time is also afforded management
to prepare a defense in the event that there were, indeed, no
ethical violations.

Finally, the role of associations such as DSA can be influen-
tial in promoting ethics in the industry. Professional associa-
tions perform an educational role by disseminating knowledge
and keeping members up-to-date on business developments.
They also perform a social role, helping members maintain
contacts with colleagues. And, as is the case with the DSA,
they maintain professional standards through a variety of
vehicles including membership qualifications, training, and
implementation of a code of ethics.

References

Allen, Michael B. (1995), “The Ethics Audit,” Nonprofit World, 13,
(November-December), 51-55.

Armstrong, J. Scott and Terry S. Overton (1977), “Estimating
Nonresponse Bias in Mail Surveys,” Journal of Marketing Re-
search, 14, (August), 396-402.

Armstrong, Robert W. (1992), “An Empirical Investigation of Inter-
national Marketing Ethics: Problems Encountered by Austra-
lian Firms,” Journal of Business Ethics, 11, 161-171.

Reproduced with permission of the copyright owner. Further repraduction prohibited without permission.




- Spring 2002

95

Association Management (1989), “A Business Code Worth Export-
ing,” (May), 57-59.

Barkacs, Craig B. (1997) “Multilevel Marketing and Antifraud Stat-
utes: Legal Enterprises or Pyramid Schemes,” Journal of the
Academy of Marketing Science, (Spring), 176-177.

Bauer, Connie L. and John Miglautsch (1992), “A Conceptual Definition of
Direct Marketing,” Journal of Direct Marketing, (Spring), 7-17.
Belizzi, Joseph (1995), “Committing and Supervising Unethical Sales
Force Behavior: The Effects of Victim Gender, Victim Status,
and Sales Force Motivational Techniques,” Journal of Personal

Selling and Sales Management, 15, 1-15.

and Robert E. Hite (1989), “Supervising Unethical Sales
Force Behavior,” Journal of Marketing, 53, 36-47.

Brien, Andrew (1998), “Professional Ethics and the Culture of Trust,”
Journal of Business Ethics, 17, (9), 391-409.

Center for Business Ethics (1986), “Are Corporations Institutionaliz-
ing Ethics?” Journal of Business Ethics, 5, 85-91.

(1992) “Instilling Ethical Values in Large Corpora-
tions,” Journal of Business Ethics, 11, 863-867.

Chonko, Lawrence B. and Shelby D. Hunt (1985), “Ethics and Mar-
keting Management: An Empirical Examination,” Journal of
Business Research, 13, 339-353.

Claypool, G. A. (1990), “Reactions to Ethical Dilemmas: A Study
Pertaining to Certified Public Accountants,” Journal of Busi-
ness Ethics, 9, 699-706.

Cleek, Margaret Anne and Sherry Lynn Leonard (1998), “Can Corpo-
rate Codes of Ethics Influence Behavior?” Journal of Business
Ethics, 17, (6), 619-630.

Cufaude, Jeffrey B. (1998), “Put Your Association to the Ethics Test,”
Association Management, b0, (January), 109-112.

Ella, Vincent G. (1973), “Multi-Level or Pyramid Selling Schemes: Fraud
or Free Enterprise? South Dakota Law Review, {(Spring), 358-393.

Ferrell, O. C. and Larry G. Gresham (1985), “A Contingency Frame-
work for Understanding Ethical Decision Making in Market-
ing,” Journal of Marketing, 49, (Summer), 87-96.

- , , and John P. Fraedrich (1989), “A Syn-
thesis of Ethical Decision Models for Marketing,” Journal of
Macromarketing (Fall), 55-64.

, Debbie Thorne LeClair, and Linda Ferrell (1998), “The
Federal Sentencing Guidelines for Organizations: A Framework for
Ethical Compliance,” Journal of Business Ethics, 17, 353-363.

Ford, Richard, Bonnie Gray, and Robert Landrum (1982), “Do Orga-
nizational Codes of Conduct Really Affect Employees’ Behav-
ior?” Management Retiew, 53-54.

Gatewood, R.D. and A.B. Carroll (1991), “Assessment of Ethical
Performance of Organizational Members: A Conceptual Frame-
work,” Academy of Management Reuvieu, 6, 667-690.

Gray, Sandra Trice (1996), “Audit Your Ethics,” Association Manage-
ment, 49, (September), 188.

Harris, Robert C. (2000), “Consider an Association Audit,” Association
Management, 52, (August), 101-102.

Hemphill, Thomas A. (1992), “Self-Regulating Industry Behavior:
Antitrust Limitations and Trade Association Codes of Conduct,”
Journal of Business Ethics, 11, (December), 915-920.

Kaplan, Jeffrey M., Linda S. Dakin, and Melinda R. Smolin (1993),
“Living with the Organizational Sentencing Guidelines,” Cali-
fornia Management Review, (Fall), 136-146.

Loe, Terry W. and Lawrence B. Chonko (1999), “A Framework for Develop-
ing and Analyzing International Codes of Ethics: The Caux Roundtable
Principles for Business and the Case for the Direct Selling Industry,”
Journal of Marketing Management, (Fall), 21-38.

McDonald, Gael (2000), “Business Ethics: Practical Proposals for
Organizations,” Journal of Business Ethics, 19, 143-158.

McLellan, Jack (1988), “The Secrets of the Pyramid,” Director, (Sep-
tember), 31-32.

Maes, Jeanne D., Arthur Jeffrey, and Tommy V. Smith (1998), “The Ameri-
can Association of Advertising Agencies (4As) Standards of Practice:
How Far Does this Professional Association’s Code of Ethics’ Influ-
ence Reach?’ Journal of Business Ethics, 17, (11), 1155-1161.

and Maria-Eugenia Boza (1999), “Trust and Concern
in Consumers’ Perceptions of Marketing Information Manage-
ment Practices,” Journal of Interactive Marketing, 13, (1), 5-24.

Morf, Duffy A, Michael G. Schumaker, and Scott J. Vitell (1999), “A
Survey of Ethics Officers in Large Corporations,” Journal of
Business Ethics, 20, ( 3), 265-271.

Murphy, Patrick E. (1995), “Corporate Ethics Statements: Current
Status and Future Prospects,” Journal of Business Ethics, 14,
727-740.

Paine, L. (1994), “Managing for Organizational Integrity,” Harvard
Business Review, 72, (March-April), 106-117.

Peterson, Robert A. and Thomas R. Wotruba (1996), “What Is Direct
Selling?—Definition, Perspectives, and Research Agenda,” Jour-
nal of Personal Selling and Sales Management, (Fall), 1-16.

Posner, B.Z. and W. H. Schmidt (1987), “Ethics in American Companies: A
Managerial Perspective,” Jowrnal of Business Ethics, 6, 383-391.

Pride, William M. and O. C. Ferrell (2000), Marketing: Concepts and
Strategies, New York: Houghton Mifflin Company.

Raelin, Joseph A. (1987), “The Professional as the Executive’s Ethical Aide-
de-Camp,” Academy of Management Executive, 1, (3), 171-182.

Robertson, Chris and Paul A. Fadil (1998), “Developing Corporate
Codes of Ethics in Multinational Firms: Bhopal Revisited,”
Journal of Managerial Issues, 10, (Winter), 454-468.

Strout, Erin (2001), “Are Your Salespeople Ripping You Off?” Sales
and Marketing Management, February, 57-62.

Sher, Byron D. (1969), “The Cooling-Off Period in Door-to-Door Sales,”
UCLA Law Review, 15, (July), 717-786.

Trevino, Linda K. and S.A. Youngblood (1990), “Bad Apples in Bad
Barrels: A Causal Analysis of Ethical Decision-Making Behav-
ior,” Journal of Applied Psychology, 75, (4), 378-385.

Tucker, Lewis R., Vlasis Stathakopolous, and Charles H. Patti (1999),
“A Multidimensional Assessment of Professional Codes: The
Professional Business Association Perspective,” Journal of Busi-
ness Ethics, 19, (3), 287-300.

U. S. Sentencing Commission (1994), An Ouerview of the Federal
Sentencing Guidelines, Washington, DC: Office of Publishing
and Public Affairs.

Vitell, Scott J. and Donald L. Davis (1990a), “The Relationship Be-
tween Ethics and Job Satisfaction: An Empirical Investigation,”
Journal of Business Ethics, 9, 489-494.

and Donald L. Davis (1990b), “Ethical Beliefs of MIS
Professionals: The Frequency and Opportunity for Unethical
Behavior,” Journal of Business Ethics, 9, 63-70.

Weaver, Gary R. (1993), “Corporate Codes of Ethics: Purpose, Process,
and Content Issues,” Business and Society, 32, (Spring), 44-58.

Weaver, KM. and O.C. Ferrell (1977}, “The Impact of Corporate
Policy in Reported Ethical Beliefs and Behavior of Marketing
Practitioners,” AMA Proceedings, 477-481.

Wotruba, Thomas R. (1995), “Moral Suasion: Development of the U.
S. DSA Industry Code of Ethics,” Washington, D C: Direct

Selling Education Foundation.

Raproduced'with permission of the copyright owner. Further reproduction prohibited without permission.




Appendix H

Potential Impacts of the FTC’s Proposed Business Opportunity
Rule on the Direct Sealling Industry, Nathan Associates, Inc.
(July 14, 2006)



Potential Impacts of the FTC’s

Proposed Business Opportunity Rule on
the Direct Selling Industry

SUBMITTED TO
Direct Selling Association

SUBMITTED BY
Nathan Associates Inc.

NATHAN

www.nathaninc.com July 14, 2006



INTRODUCTION

The Federal Trade Commission (FTC) proposed in April 2006 a new regulation called “The
Business Opportunity Rule” with the goal of reducing fraudulent business opportunities. The
proposed Rule would require a seller of a business opportunity to provide certain information to
a prospective purchaser. Two of the several disclosures that a seller would be required to provide
to a prospective purchaser are (1) a list of legal actions against the seller or its representatives
involving fraud, misrepresentation and certain other illegal activities (the “legal disclosures
requirement”) and (2) a list of purchasers of the business opportunity, including contact
information, to serve as references (the “references requirement”). In addition, once these
disclosures are provided by the seller, seven days must elapse before the prospective purchaser
may make any payment or sign any contract to purchase the business opportunity (the “waiting
period requirement”).

The direct selling industry and direct sellers would be regulated by the proposed Rule. Direct
selling is a method of marketing and distributing products and services. Direct selling companies
supply products and services for distribution to independent contractor direct sellers. In turn,
direct sellers sell the products and services to retail customers through home parties and person-
to-person sales methods. As independent contractors, direct sellers have the ability to control the
amount of time they devote to their direct selling activities that is consistent with their other
interests, such as spending time with their families.

As with any new law or regulation that changes the rules of commerce and the marketplace,
the proposed Rule may have a substantial impact on the direct selling industry. To ascertain the
potential impacts of the waiting period, references, and legal disclosures requirements on the
direct selling industry, two surveys were conducted to measure how the level of interest of actual
and potential direct sellers in the direct selling opportunity would change if the proposed
requirements were in effect. The first survey was of U.S. adults and the second was of direct
sellers. The remainder of this report describes these surveys and their findings.

SURVEY OF U.S. ADULTS

Over two thousand (2,056) U.S. adults were surveyed online by Harris Interactive to measure
their level of interest in the direct selling opportunity with and without the waiting period,
references, and legal disclosure requirements in the FTC’s proposed Rule. The survey was
fielded during July 5-7, 2006, and the results were weighted to represent the U.S. adult
population.

Of the two questions that were asked in the survey, the first question measured the level of
interest of U.S. adults in the direct selling opportunity without the proposed requirements. The
question and a summary of respondent answers are presented below in Figure 1. Three percent
reported they were extremely interest; 4%, very interested; and 14%, interested. Overall, 21%
were extremely interested, very interested, or interested in the direct selling opportunity.



Figure 1
Question: If you were presented with a compelling product or service and business opportunity,
how interested would you be in becoming a part-time or full-time sales representative for a direct
selling company such as Mary Kay, Arbonne, The Pampered Chef or Cutco, where you could
work from home and earn money on the sales of products and services made by you and/or those
you recruit as sales representatives?

60%
54%
40% —
20% 25% —
3% 4% 14%
0% I 1 . | 1 . . .
Extremely Very Interested Interested Not Very Not At All
Interested Interested Interested

The second question in the survey measured what the level of interest of U.S. adults in the
direct selling opportunity would be with the three proposed requirements, separately and
combined. The question and a summary of respondent answers are presented below in Table 1.

Table 1.
Question: How interested would you be in becoming a sales representative if you were told the
following, or you were required to tell your potential recruits the following?

Extremely Very Not Very Not At All
Interested Interested Interested Interested Interested Total

“Now that | have explained the business
opportunity to you, you must wait 7 days
before you can sign up.” 1% 2% 11% 18% 68% 100%

“As a representative, your personal contact
information (name, address, phone number)
might be given to potential recruits as a

reference.” 1% 1% 11% 17% 70% 100%

“As a representative, you will be required
to provide potential recruits with a list of
any legal actions against yourself or others
in your group or sales organization, or
against the company you represent,
involving misrepresentation or fraud.” 2% 2% 11% 16% 69% 100%

If you were told or were required to tell
your potential recruits each of these
statements. 1% 1% 10% 17% 71% 100%

Based on the data in Figure 1 and Table 1, Figure 2 compares the percentages of U.S. adults
extremely interested, very interested, or interested in the direct selling opportunity with and
without the proposed requirements. The level of interest in the direct selling opportunity
decreases with each requirement, falling from 21% without the requirements to 14% with the
waiting period requirement, to 13% with the references requirement, and to 15% with the legal
disclosures requirement. Moreover, the percentage of U.S. adults extremely interested, very



interested, or interested in the direct selling opportunity decreases from 21% without the
requirements to 12% with all three requirements, a decrease of over 40%.

Figure 2.
Percentages of U.S. Adults Extremely Interested, Very Interested, or Interested in the
Direct Selling Opportunity with and without the Proposed Requirements
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When the analysis is narrowed to U.S. adults who are extremely interested or very interested
in the direct selling opportunity, the adults most likely to become direct sellers, the decline in
interest with the three requirements is even more pronounced (Figure 3). The percentage of U.S.
adults extremely interested or very interested in the direct selling opportunity declines from 7%
without the requirements to 2% with the three requirements, a decline of about two-thirds.

Figure 3.
Percentage of U.S. Adults Extremely Interested or Very Interested in the Direct Selling
Opportunity with and without the Proposed Requirements
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SURVEY OF DIRECT SELLERS

In addition to the survey of U.S. adults, a survey was conducted of U.S. direct sellers about
the three requirements in the FTC’s proposed Rule. The survey was conducted online, and direct
selling companies were invited at the end of June 2006 to distribute to their direct sellers a link to
the Web page with the survey. By July 10, 2006, just under seven thousand (6,951) direct sellers
had submitted complete surveys.



As background information, direct sellers completing the survey were asked to identify the
primary direct selling company they represented, how long they had represented that direct
selling company, and how many direct sellers they had personally recruited over the past year.
Table 2 summarizes the sample of 6,951 respondents by these three characteristics.

Table 2
Summary of Respondents by Selected Characteristics
Number of
Time with Recruits in
Primary Company % Primary Company % Past Year %

Firm 1 (large firm with person-to-person sales strategy) 6% | Under 1 year 24% | Two or less 63%
Firm 2 (large firm with person-to-person sales strategy) 23% | 1to 5 years 55% | 3t0 20 27%
Firm 3 (large party plan firm) 47% | 61to 10 years 12% | Over 20 9%
Firm 4 (medium-sized party plan firm) 12% | Over 10 years 9% | Total 100%
Other firms (over 100 firms) 11% | Total 100%
Total 100%

Note: Totals may not sum to 100% due to rounding.

The sample of 6,951 includes a variety of direct sellers, in terms of how long they have
represented their primary direct selling company and the number of direct sellers they have
personally recruited over the past year. While over 100 direct selling companies are represented
in the sample, four firms account for most of the sample; two of the four are party plan
companies and the other two use person-to-person sales methods, so the sample accounts for
direct sellers using either sales strategy (i.e., party plan or person-to-person).

To measure the potential impact of the three proposed requirements, the survey asked if the
direct seller would consider signing up with a direct selling company if the three requirements
were in effect. The question and a summary of respondent answers are presented below in
Table 3. Forty percent said they would consider signing up with the waiting period requirement;
24% with the references requirement, and 20% with the legal disclosures requirement. If all three
requirements were in effect, only 15% would consider signing up.

Table 3
Question: If you were being approached today by a representative of a direct selling company for
the first time ever, would you consider signing up for the business opportunity if the representative
told you the following?

Yes No Total

“Now that | have explained the business opportunity to you, you must

wait 7 days before you can sign up.” 40% 60% 100%
“As a representative, your personal contact information (name, address,

phone number) might be given to potential recruits as a reference.” 24% 76% 100%
“As a representative, you will be required to provide potential recruits

with a list of any legal actions against yourself or others in your group

or sales organization, or against the company you represent, involving

misrepresentation or fraud.” 20% 80% 100%
If the representative had told you all three of the statements above. 15% 85% 100%

Table 4 presents the percentages of direct sellers that would consider signing up with a direct
selling company if all three proposed requirements were in effect, by primary company, length of
time with primary company, and number of direct sellers recruited during the past year. For each



of the subgroups shown in Table 4, less than one-fourth of the direct sellers would consider
signing up with a direct selling company if all three requirements were in effect.

Table 4
Percentages of Direct Sellers that Would Consider Signing Up with a Direct Selling
Company If All Three Requirements Were in Effect

Number of
Time with Recruits in
Primary Company % Primary Company % Past Year %

Firm 1 (large firm with person-to-person sales strategy) 5% | Under 1 year 21% | Two or less 17%
Firm 2 (large firm with person-to-person sales strategy) 17% | 1to5years 15% | 3t0 20 13%
Firm 3 (large party plan firm) 16% | 6 to 10 years 10% | Over 20 7%
Firm 4 (medium-sized party plan firm) 20% | Over 10 years 5%
Other firms (over 100 firms) 8%

It is notable that two of the lowest percentages are reported by direct sellers who have
represented their primary direct selling company for more than ten years (5%) and by direct
sellers who personally recruited over 20 direct sellers over the past year (7%). Many of the direct
sellers in these two subgroups of the sample are probably sales leaders for the direct selling
companies that they represent. Sales leaders account for a substantial part of the sales volume
and new recruits of direct selling companies, and provide the leadership and entrepreneurial
spirit for building the networks of direct sellers that are necessary to successfully distribution the
products and services of direct selling companies. These two low percentages suggest that people
with the will and ability to become sales leaders would not sign up with direct selling companies
if these three requirements were in effect.

CONCLUSION

The two surveys described in this report reveal that the level of interest of actual and
potential direct sellers in the direct selling opportunity would decline substantially if the waiting
period, references, and legal disclosures requirements in the FTC’s proposed Rule were to come
into effect. More specifically, if all three requirements were in effect, the surveys found the
following:

= The percentage of U.S. adults extremely interested, very interested, or interested in the
direct selling opportunity would decrease from 21% to 12%, a decrease of over 40%.

= The percentage of U.S. adults extremely interested or very interested in the direct selling
opportunity, the adults most likely to become direct sellers, would decline from 7% to
2%, a decline of two-thirds.

= If they were approached by a representative of a direct selling company for the first time
ever, less than one-quarter of current direct sellers would have considered signing up for
the direct selling opportunity.

= If they were approached by a representative of a direct selling company for the first time
ever, less than one-tenth of current sales leaders of direct selling companies would have
considered signing up for the direct selling opportunity.
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State Business Opportunity Laws

Business Oppor tunity

Non-For-Profit Sales Kt

State Threshold Exclusion Citation
Blanket Exemption: $500
Cdifornia or less; $50,000 or more Cal. Civ. Code Section §1812.200 - §1812.221
Connecticut $200 or less $500 or less Conn. §36b-60 - §36b-80
Florida $500 or less $500 or less Fla Stat. Ann. 8559.80 - §559.815
Blanket Exemption: $500
Georgia or less Ga. Code Ann. 810-1-410 - 810-1-417
llinois $500 or less $500 or less 815 ILCS 602/5-1 €t. seq.
$500 or less; $50,000 or
Indiana more $500 or less Ind. Code Ann. 8§24-5-8-1 - §24-5 8-21
Blanket Exemption: $500
lowa or less $500 or less lowa Code Ann. 8551A.1 - 551A.10
Kentucky L ess than $500 $500 or less Ky. Rev. Stat. Ann. 8367.801- 8367.819, §367.990
Louisiana $300 or less $500 or less LaRev. Stat. Ann. §51:1821 - §51:1823
Maine $250 or less $500 or less Maine Rev. Stat. Ann. §32-69B(4691) - (4700-B)
Maryland L ess than $300 L ess than $500 Md. Business Reg. §14-101 - §14-104
Blanket Exemption: Less
Michigan than $500 Mich. Comp. Laws Ann. §445.902- 8§445.904
Missouri $500 or less $500 or less Mo. Ann. Stat. 8409.1000 - §409.1006
Nebraska $500 or less $500 or less Neb. Rev. Stat. §59-1718.01- §59-1722
North Carolina  |Less than $200 $200 or less N.C. Gen. Stat. 866-94 - 866-100
$500 or less - $50,000 or
Ohio more L ess than $500 Ohio Rev. Code. Ann. §1334.01 - 81334.15
$500 or less - $25,000 or
Oklahoma more* $750 or less Okla. Stat. Ann. §71-802 - §71-829
South Dakota $250 or less No limit S.C. Code Ann. 839-57-10 - §39-57-80




$250 or less - $25,000 or

South Dakota more* $500 or less S.D. Codified Laws Ann. 837-25A-1 - 837-25A-17
Texas $500 or less $500 or less Tex. Bus. & Com. Code Ann. §41.001- §41.303
Utah L ess than $300 $300 or less Utah Code Ann. 813-15-1 - §13-15-7

Virginia $500 or less No limit Va. Code Ann. 859.1-262 - 859.1-269

Washington $300 or less $500 or less Wash. Rev. Code Ann §19.110.010 -819.110.930

*If payment does not exceed 20% of purchaser's net worth




Appendix J

Selected Media Coverage of Direct Selling
from January 1, 2005 to July 9, 2006



AN\

DSA

DIRECT SELLING ASSOCIATION
1667 K Street, NW, Suite 1100, Washington, DC 20006-1660
202/452-8866 ® Fax 202/452-9010

www.dsa.org

Selected M edia Coverage

Headline

Mommypreneurs

Pocket change from Parties

Sales parties put the fun in functional
With direct sales, a hobby can be ajob
Close Up & Sdlling

Party time: Home events see sales
Women take control of careers

Brands expand beyond Web,
stores to direct selling

Direct sales partners stay-at- home
moms, corporations

Taking the Party Approach Far
Beyond Tupperware

Will Big Yellow Box be full of profits?
The Party Zone

Home Free

Fedling a home

TupperWHERE; What's selling in
Central Jersey?

The Home Is Their Store

Popular house parties mix
buying and socializing

Life after Ford

of
Direct Sdlling

Publication

Orange County Register
The News & Observer

The Oregonian

The Seettle Times
Sacramento Bee

USA TODAY

Galveston Crty. Daily News

Pittsburgh Post-Gazette
Belleville News- Democrat

New York Times
Allentown Morning Call
Honolulu Star Bulletin
Flint Journal

Express-Times

Courier News
The Washington Post

The Cleveland Plain Dealer
The Virginian-Pilot

Date

January 28, 2005
July 10, 2005
July 28, 2005
October 2, 2005
October 3, 2005
October 5, 2005
October 16, 2005

November 23, 2005

December 24, 2005

December 24, 2005
January 22, 2006
January 29, 2006
March 22, 2006
March 31, 2006

April 9, 2006
May 7, 2006

May 24, 2006
July 9, 2006
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a salesperson for Tastefully S

o

in North Ralei

Y

le, talks to Carolyn Zummo as she takes orders at a part

imp

Tanya Chaput,
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.CONTINUED FROM'PAGE 1E

successful even make a.career’|-

out ofit.

‘More people‘ere domg S0 as dl-:
rect-sellingexpands.and grows:
in popularity. Now 13.3 million

people sell $29.6 billion worth of
food, kitchen products, golf clubs,
beads and anything else you can-
think-of each year.

. with direct selling,” she said. “But

" Signup lots of; peoplé‘to sell more |
“stuff‘Here’s how it works:

 can sample the products, you earn;

; k ;
though Direct Selling Assocxatlon i
pokeswoman Amy;’Robmson, ‘
warng that the medianis more like !
$2,400 a year. “It’svery true‘that:
you can make ‘afull-time:i incoftie !

mostpeople do it as; a supplemen— :
tal income source.” ,
The way to better your proflts

If you host a:party. where you']
demonstrate a:product-or guests |

a percentage of the sales, typically ,

g AMY ROBlNSON DIRECT SELLING ASSOCIATION g

ol el b adhand AF9R narront

" “But: 1f3?0u sign up’ ‘other people
~ who then’host’a party, you get:a

- percentage of their sales, too. And n

better yet, f they $ign someone;
up, you geta percentage of those
sales:as well. So if youriteam is
big enough, yoii can mdke money
off the'sales of;dozens of: people.
“The potential for earhings is un-
limited,” sdid Chaput, who declined:
to say: exacﬂy how much she makes;
but did sayit's enougtito send two.
of her three.children fo-private
school. “Tt’s $5,000 each;” she said.;
Being a top-level séller also: has'
other perks. “I'get a:$300 ‘car al-
lowance every month,-and T've been
to Puerto Rico for free and San

Nincen frm Fenn ? Chand anid

Such rewards for helping build:
the business are pretty common;:
But only a small percentage of peo:
ple make it-that far.

At Tastefully Simple, which sells*
food items such as the bread mix;: -
dipmixes and spices, 91 percent of -
the 20,000 consultants are on-the
lowest level. The hlgher up the la
der you get, the more requirements. .
you have'to meet. For instance, at
Chaput’s team-leader level; she has’
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- July 28, 2005

_ - Kate
- Alexander -
- .offers:a-
_ “snack'{o’
Annemarie -
Cruiksharik
during a-
;' Tupperware
- -party last..
week at the
house of
" ‘Deawn Seals ™ |
! {(second from*
L7 right).

Photaos by
STEVEN NEHL
THE OREGONIAN
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Almost 60 years.after the
ﬁrst Tupperware party, the
in-home marketing gig is
more popular than ever

By JULIA O'MALLEY
SPECIAL TO THE OREGONIAN

Gathered for a bndal shower on
a balmy Orégon City ‘everiing, d

dozen women sat in da semicircle of

chairs on Deawn Seals” back deck
Before them, colorful plastic+
tainers were -stacked on a.pi
table.

" Kate Alexander thumped on a-
bowl filled with ‘salsa..”“You. can

even drop it after-a few margaritas,
and it won't break” she qmpped
and the declg : .

and hvmg roomsvsrm,,, thielg

Like a growing number: of womn-

en, Alexander quit-her job in 2001
to make T upperware netwerk mar-

keting hef primary vocation. These-
days, the.Tigard mom says-she.

Tupperware sales associate
‘Kate:Alexander shows party-.
goe s some of the company S
new products

“Shig e ys such incentives as
elty;.bontises -and free

prodiicts. ]
earning ,possibilities " she said “I

brings in atleast $2,000a month. - and

“At first T just bought:the kit be-

cause I, wanted -the discount on - °

Tupperware,”, said Alexander, 36.
“But then T saw-that.I [

own boss, an
interested in if.Th three 1
was driving a new. {comip

Tupperware, based m"'Flonda,

has more than 100,000 -associates:

in the United States and close to 1
million” woildwide, - accordmg to
company figures. The first Tupper—
ware party was in 1948.

‘Network marketmg refers to ‘-

business with ~salespeople who
work<o their.own schedule, elther

der, who ianages 36 independent

consultarits, makes 25:percent .of
her Tupperware sdles, as well :as‘a.

small -perceritage of the consul-
tants’ sales

the last year for Wthh ﬂgures are
available, 13.3 million people were |-
involved in- -direct marketing,

bringing in close to $30 billion. The
industry grows about 7 percent
each year, outpacing retail growth,
* ~which averages 5: percent annual
growth. .

Tupperware doesn’t give out ﬁg
ures, but the company?is_growing

with the popularity of network |:
marketmg ‘nationally, said Karen

Kearns, a.company- spokeswoman
Women in their 30s and 40s

make up the majority of party.

“There are unlimited -

hosts and parttcrpants, Robinson
said. “For a lot of stay-at-home
morms, these parties represent im-

portant social ‘contact when they
have been: spendmg time with kids

ion, One. draw ack is that no mat-
h:she works, she gets

time job at Starbucks -which -pro-
v1des benefits,

" The othier “big challenge of her
job is. that working for herself re-

. quires a lot of self-motivation.

“There’s. days- when you've called
thifee people,’and they've all said
g a party after they told

Party host Seals 25, who “Was
married - last ‘weekend, “said* she

- chose. a Tupperware-themed bri-
* dal shower because she and her . .

fiancé already hved together and
di sehold items.

n tiegbecause she can bring her kids;
“"“and she doesn't have to.deal wi

-room there, ahd they hangout an

find a baby sitter,” she said.

-ning-looking for products for- h

Julia_o_malley@yahoo.com

She likes network marketing p

thé trouble of gomg tothe mall.
- “We ]ust set'up. the ds in

play Nintendo, and I don't have to

. Shower-goer Karen Johnison w.
particutarly interested in the p
for that reason. She spent the e

fudge business, Karen's Kandies
Oregon City. =

“T usually -like to buy things’ a
the store, where I can see all t

Julia O'Malley:



romises  6f -easy money
are usually o ‘good'tobertrue. i
‘Robinsor ‘advises job seekers to be

i wary of compames that requlre a large
- . upfrontinvestment.







Amy Robinson

spokeswoman for the Direct Selling Association

&6 4 Jot of companies find that direct sales are a vibrant way to sell. Unlike
any other market, the (sales reps) know the products inside and out.?%

Sacramento Bee/Florence Law

Danielle Johnson, 5, center, checks out an array of arts and crafts items at a Crayola sale party in a Suisun City home. With Danielle are
her mother, Deanna Johnson, left, and Jeanne Knippel. Below, Justin Garnick, 3, stretches a molding compound to form an animal.

Crayola and others return to another era with house-party sales

! By Thuy-Dioan Le

| BEE STAFF WRITER

fith a cheery hello around the
living room full of women,
sales consultant Karen Green
-asked how many had ever heard of Cray-
i ola. Nearly all hands shot up.

: Smiling, she passed out smail opague

if pouches of Crayola Model Magic, a mod-

i “Don’t open them yet * she told the
{ mostly adult audience. “OK, you now
i have two minutes to create an animal.”
The audience tore into their pouches
. and pudled out a soft, colorful, moldable
compound.
“No snakes,” Green said. “They’re too
easy.”
In the hands of would-be buyers, the

shapeless putty quickly became uni-
corns, snails, turtles and chickens.




“You see? Crafting isn’t just for kids,”
shesaid, as she began plugging the Cray-
ola line of arts and crafts kits to a room of.
potential buyers.

Crayola is one of the newest entrants
in one of the oldest selling techniques
around: direct sales.

This retro way of selling, best typified
by Tupperware house parties in the
1950s and '60s, is being reinvigorated
with a slew of mainstream companies
embracing face-to-face sales through
“product parties,” said Amy Robinson,
spokeswoman for the Washington, D.C.-
based Direct Selling Association.

Among the traditional retail compa-
nies jumping into the house-party selling
mode are The Body Shop, Jockey for Her
and catalogue company Lillian Vernon.

“Well-established companies are _
looking into other methods of distribut-
ing their products,” said Robinson. “A
lot of companies find that direct sales are,
ib ant 1L, Unlike any other

cen:







! furmshmgs anid ac CaS G e s callec éh shops hesay- :
P .1 in° t-_moreeclectlcmlx butthatwa pically-stands for girls"night:out: - wassmallandthesoaalaspectwas;
this: that ‘mdkesthe: busmess grow 'the ning -of the  teinventio . > Tastefully Simple. Thebusi- - keyforme. Home parties arefun.”:




Women take control of careers

By Kristen Bird
Correspondent

- October 16, 2005

Parties, shows and classes are just a few of the terms independent sellers across the
country use to describe the events in which they display products and attempt to
make a sale. And there is one characteristic of the person who is most likely to be
selling from cookware to gardening tools to Christmas decorations: She is a woman.

According to the Washington, D.C.-based Direct Selling Association, more than 13

million people were involved in direct selling in 2003, and almost 80 percent of these
were women.

Direct selling is not a new concept, but surveys reveal the industry keeps growing at
a constant pace as consumers seek to enhance their shopping experience with
personal service. The national trade association reports that sales in the United
States doubled in the last decade to nearly $25 billion.

Olimpia Miranda moved from Panama to Texas City about 20 years ago with a
degree in psychology, but on arriving, she found a hurdle that was difficult to

overcome: the language barrier. Not wanting to give up, she found an alternative in
direct selling.

Today, Miranda uses her Spanish language skills to her advantage as an independent
senior sales director for Mary Kay, a cosmetic and skin care company.

"I have a degree in psychology, but (with) the English over here, T could not do my
profession,” she said. “With Mary Kay, you can do any language.”

Miranda is a teacher of sorts, holding classes in Spanish for potential or current Mary
Kay users about once a week and serving as coach to other Mary Kay consultants.

Her at-home business has allowed Miranda to stay home with her two children, and

she still enjoys that flexibility. She’s also happy with receiving 50 percent profit on
everything she sells.

“"When they were here, 1 was here too, and the younger one didn't have to go to day
care because 1 was doing my schedule around him,” Miranda said. *When I need to
take off, I don’t have to ask permission of anybody. I like the freedom.”

Lynn Adami, a League City resident and group leader and consultant with candle
company Partylite, left her career as a registered nurse and began her at-home
party-plan business for similar reasons.

“I was looking for a way to stay home to raise my kids and make some money where
I had more control of my schedule,” she said. “They‘ve grown up with me being a

candle lady. T know that they appreciate the fact that because of what I do, they've
all gone to private school.”



Adami began her business by asking people she knew to host shows and to invite
people she didn't know. From there, she continued booking shows, extending her
hostess list as time went by.

Every week, she holds two or three shows with eight to 10 people attending, works
about two to three hours per weekday and holds a meeting once a month for other
consultants in her geographic area.

During the last 15 years, Adami has noticed benefits and downfalls to essentially
owning her own business.

“I'm not restricted by how many hours I put in, and a side benefit is a huge network
of friends — that's been a fun aspect of it,” she said. "The downside is no one telling
you when you have to work, so you have to be self-disciplined to work from home. It
can also be challenging to turn off work and have family time.”

Teresa Vencil of League City is newer to direct sales, having only worked as an
independent consultant for Baby Splendor, a baby products company, for about six
weeks. She has a nursing background that complements her love for the baby
products, which includes clothing, toys and room décor.

“To get into direct sales you need to find one product you feel passionate about,
whether it's candles or decorating items or baby products,” Vencil said. "That’s going
to be what people relate to you about.”

Beside a passion for the product, Vencil explains the primary reason women may be
so involved in direct selling is the one-on-one interaction.

“*When you go to the big department stores, you don’t get that personal touch,” she
said. "We like that personal attention.”

All three of these independent consultants agreed that being a people person is an
essential personality characteristic to having a direct selling business.

“You have to like people, because this is very much a one-on-one kind of thing,”
Adami said.

Amy Robinson, director of communications and media relations for the Direct Sellers
Association, echoed that advice.

“For those people who are looking at it as an income opportunity, you should be

willing to talk to people, be able to talk about the products and enjoy that kind of
interaction,” Robinson said.

She also offered tips for choosing a direct selling company to represent.

“First of all, carefully look at different companies — products, compensation plan,
rules to become a seller. Talk to people involved in the business to get an across-
the-board idea of what the product is about.”

+++

Considering An Opportunity?



How To Identify Legitimate Direct Selling Opportunities:

¢ Startup costs should be minimal. The startup fees in direct selling companies are
generally modest — usually the cost of a sales kit. Companies want to make it easy
and inexpensive for you to start. High entry fees should be a warning sign.

« You should be able to return unsold inventory. Companies belonging to the Direct
Selling Association “buy back” unsold marketable products purchased within the prior
12 months if you decide to quit the business for 90 percent of the price you paid for
them. Beware of opportunities that encourage “front end loading,” or buying large
inventories of unreturnable products to reach achievement levels or receive a
“special” or larger “discounted” price.

* Is the money you'll earn based on the sale of products or services? The answer
should be “absolutely.” Beware of any business that claims you can get rich by solely
using their products or by recruiting new people-into the business. You should also
believe in the products or services you'll be selling. Ask yourself, *Would I buy this
product if I weren't in the sales organization?” If the answer to that is no, think twice
about the opportunity.

How To Get Started:

» Identify a company and product that appeal to you.

* Take your time deciding.

* Ask questions about the company, its leadership, the products or services, startup
fees, realistic costs of doing business, average earnings of distributors, return
policies and anything else you’re concerned about.

» Get copies of all company literature. And read it!

* Consult with others who have had experiences with the company and its products.
Check to see if the products or services are actually being sold to consumers.

* Investigate and verify all information. Do not assume that “official looking”
documents are accurate or complete or even produced by the company.

» Check to see if the company in which you're interested is a member of the Direct
Selling Association. If it is, the company has pledged to abide by and uphold the
association’s code of ethics. In addition, you might want to call your local Better
Business Bureau, state attorney general or consumer protection office.

— Source: Direct Selling Association, www.dsa.org



in Washington-base
irect_?SéHingr_ \ s_soc_:i_atiori







NEW YORK TIMES

NEH YORK. HY
SATURDAY 1,647,574

DEC 24 2005

“Food;’ ‘candlésibaskets; jewelry;
“petproducts, scrapboak supplies, clothing

.andtoys'are’now crowdingKitchen tables - -

ofhome-based entrepreneurs, just wait: )
ing to'be sold at intimate parties of family
~andfriends: - S

LY

_ : , with-severdlpartieg
_wgek that.generate commissions-tha
could'wéllcover their holiday.gift cogfs -.

‘The Direct Selling Association estimates
: :Fhapmore_‘_tha’n-1‘-3.6'mi11'10n Americans-are
‘in'the business, mostparttime. The group

said that 2004 sales:were just shy of §30
bitlion, up almost 30 percent from 1998,

"“introduced Soutfiern:Living at Home:

- the Body:Stop; for example, ‘haverolled
“out direct:salesiunits, with products:that
-aresometimes identical to those offered-

in stores:Southern Livitig magazine dlso

where:shoppers can:buy products seen‘in
the magazine.



Fents aver aged § 700
oflt;was

. salés;and: her Pr
] tthlgh consult

October 200 - Ms; Koemg
about hav

1ke urbanbaby com, a c1ty-sp _
.meusage b0a1 d arents; af

-"She lovedthe goods 50 much she sald .
‘that younaturally kind of want to'tell -

‘what the productis about and where it.
‘comes from” "



i -...OfThe Momlng Call

Several days before Christmas, former
school teacher. Alison Saeger Panik demon- .
strated Big:Yellow Box products to eight
women and their 13 daughters.

For nearly two hours, Pamk of Emmaus

d. ions

Forks Townslnp
As the gitls and their moms sat in a semi-
circle, Panik describéd each of the ob]ects in
the Big Yellow Box. It seemed to mesmerize:
' nearly everyone.
Afterward, two girls, who attend Upper
" Perkiomen: Middle School, shared their
impressions; “T liked the soccer ball,” said
Lauren Gibbs, 1“1 thought it was pretty
cool how it could be painted.”
" “I made sure I brought my mom for the
money,” )oked Lmdsay Brust, 12.

. : Ed landrock The Mom
LIANA PANIK, 5; daughter of consultant Pamk, looks over hér Prr—fect PJ Pal

project during a Big Yellow Box party in-East Greenwlle.




HANNAH WIBI.E, T, holds her ﬁmshed cl|p d'arte pro;ect at-a Big
Yellow Box party that was held at her house in East Greenville.

- BOX
FROM PAGE D1

Such comments have con-
vinced Binney officials that
there’s big potential in the Big
Yellow Box, the Crayola-mak-
er’s direct marketing program.

It’s essentially a Tupperware
party for crafts. Big Yellow Box
consultants show off Binney
craft projects at in-home par-
ties, Prices range from $14.95

for a Starburst Pillow to $49.95
for Dream Piglets (three piggie
banks to decorate).

. Binney doesn't release sales
figures, but says the program,
named after the company’s
yellow box of crayons, is grow-
ing. The company will add 24
items this year, after starting
with 15 in 2002. The products
are not sold in stores.

“Some people at the compa-
ny said, ‘Let’s go to the selling
industry,’ " said Mark J.

Schwab; chief executive officer

of Binney “It's a place where
we've never been, but people
love Crayo :

The parties, be said, provide
a new selling option.

“It gives us an opportunity
for people to'see products that
require a démonstration,”
Schwab said. “That’s very diffi-
cult to do at retail level. It will
make more people loyal to the
Crayola brand.”

Nationwide, the direct sales
business grew more than 20
percent from 1999 to 2003, to
$29.6 billion a year in sales.
Other established retail busi-

nesses have entered the market .

in recent years, including Lil-
lian Vernon, The Body Shop
and Jockey for Her. Some long-
time direct sellers include
Avon, The Longaberger Co.
and Mary Kay. Together, they
employ more than 13 million
people who sell products face-
to-face.

Showing that it's serious
about direct sales, Binney &
Smith recently hired Sue
Rusch as vice president and
general manager of Big Yellow
Box. The Minneapolis native
worked from 1983 to 1998 as an
independent senior executive
sales director for The Pam-
pered Chef. The Addison, Ill,,
company sells kitchen utensils
and is a leader in the direct
selling industry.

. im'm'sales in 1976, when sgt
S0

Kusch then founded her
own 1,500-employee, direct-
sales company.

“The fact:that Sue is here
says the company is moving
forward on this," Schwab said.

“We are past testmg Let’s
bring in people from the direct
sales industry who really un-
derstand the business.”

Rusch said she was drawn
to aney & Smith because of
the “incredible potential” of
Big Yellow Box. She said the
product is strong; but she'can
"help make sure that consult-

_ants know the ﬁmdainentals

“We can teach pe _
to hold a party,” she said;
can train them how to pick up
a phone and make ¢alls to
fulfill orders and get ship-
ments on time.

“In 20 years, I've bécome
aware that a person’s-back-
ground is not a predictor. -
Skills aren’t. The predictor for
success:is their level of desire
and passion.”

. Panik, the former teacher,

has been with Big Yellow Box

since it was an idea in a brain-
storming session Binney &
Smith held to test the market.
When the business was

. launched in Atlanta, she partic-

ipated as product demonstra-
tor and Big Yellow Box party
trainer.

She had resigned her posi-
tion in the East Penn School
District when her daughter
was born. “This helps pay the
mortgage,” Panik said.

Of course, the Big Yellow
Box is small compared to the
crayon company.

Binney & Smith- ranks No.
21 among Lehigh Valley €m-
ployets with 1,150 workers.
Including its global operations,
the company employs 1,400.

It has grown from $65 mil-




Home businesses are growing
in Hawaii and providing sellers
with additional income

marketer formerly known in the United States as
Amway; Herbalife; and Avon, which was among

DSA’s first members when the organization was

founded in 1910.

By Erika Engle : Its members sell everything from air filters to
eengle@starbulletincom - cosmetics, and scrapbooking materials to wine
‘. and wine accessoties.
Home parties and other methods of direct ¢ lts sales force of ‘mdependent consultants is 80
sales feed a $30 billion industry. percent women.
That’s a lot of Tupperware, laundry soap and Extra money is just one reason people get into
vitamins. the home-party businesses.

Big Yellow Box is one of the newest home-
party businesses to come to Hawaii, Nancy Usui,
a full-time communications administrator, is the

~ Often, people get into it for one reason, but
they stay in it for another, said Amy Robinson,
director of communications and media relations.

Crayola division’s first ind Some like the social contacts, the fun and fellow-
pen}&’ient clon;ultasnt in t[gee_ ship with friends, old and new. Others just like to
state and hsted her first have a little better vacation each year and fund it
party earlier this month. with the home-based business income, she said.

 Big Yeliow Box customers For Sasaki, being a Tupperware lady enhanced

decorate home accessories, heE family’s lifestyte. ) .

jewelry, even soccer balls, ‘Our quality of life has been very good,” Sasaki

using Crayola products. said. Her husband, Ronald, is a mason and she
Tupperware pazties have worked full time or part time while raising four

beengoingon intheislands _ children.

since before Marjorie Sasaki -

started hosting themmore | F€0se see Party, D3

than 38 years ago.

THEBUZZ You have probably heard

the word “Tupperware” all
your life, as the business was
established in 1946, but this
is no longer your mother's Tupperware com-
pany.

It still sells the familiar food storage contain-
ers, cups and sipping lids for babies transition-
ing from bottles, and Jel-O molds with
changeable snap-in center designs.

However, the company has expanded its
product line to include high-end cookware, :
knives, kitchen gadgets, silicone baking mats and
sexy serving ware for entertaining.

Big Yellow Box and Tupperware are just two
of nearly 350 members of théDirect Sales Associ-
ation, a Washington., D.C.based national organi-
zation of compames engagmg in direct sales

Erika Engle

L

;
i
i
£
H

iuahry sales
have chmbed |
$30 billion

Conrin‘ued F’rom D1

She \(vanted extra income, but

i she difin't want the extra work to

take her away from her children.
“Someone asked me if I'd like
to (sell Tupperware) part time,"
and she was off and running.
Through her lile] the time spent
on her home business has fluctu-
ated, “It let me change according
to what | wanted or needed,” she
said. "[t s very llexible, in Tupper-
ware.”

Usui never jmagined hersel
“doing somethmg [ike this,” she
said of ber hdme-party business.

“But when heard Crayola had

: la\.mched this new opportunity
w&th Big Yellgw Box and theard

one in Haivati had been doing
i, { thought, Iwhat the heck, Iltbe
‘the first,” she said.




, \Her wsbdnd, John, “encour-
dagted mé to check it out and has
n very supportive.” .

" Usui also liked the unique -
products to craft and personal-

ize.{Whenl go to thecraft store, |

§ dontlmowwhattobuy,but
s(with this bqsmess) everything.
comes in a bigyellow box and -
they take you lthe way through

' 1 !

¢ ‘Usui's first party started with a

. glveaway of Crgyola products.

* Guiests then réviewed a catalog
and many placed orders for items
to make at home later on.

* A piggy bank ind step stool
Usul and; bher | Busband prepared
for the party were displayed and

- guelts had a <hbice of projects to
make, including one in which

.. pewter charms can be personal-

. ized wlth different colors.

Partygoers orders arrived

- within two wéeks and Usui and

' her husband jot to reconnect

.. with guests asthey made deliver-
tes

FIEN . 1

i ° Crafting ngmh creations is
§omethmg Usii looks forward to
. doing with heﬂS-month—oId
- daughter‘sonmday :
. " “llike the fad that the prod-
- ucts offer familt bonding, time
. awayfrom the %V, are nontoxic
; and are front alighly reputable
« andtrusted cofipany,” she said.
« ~ . Her rext parly is in Mililani in a
few weeks, and in the future, I'd
lovetd orgamzeschool fundrais-
. .ers,or t have groipsdoa girls’
*'night olt by plaiing orders for
. -their products (h advance), and
" once they arrivé they can get to-
gether for a craftnight and make
the projects toggher!”

-

. ltalso.could vrk for a bridal

; - shower, baby shower orkids’
party, she said.

. . Sasakiis backio working full

. ‘timefor Asia Crmm, awholesaler

. of Hawatian souenirs, so she
. doesii't host toomany parties

these days. Thenagain, she
doesn ‘thave to,

“Ihave regular customers, peo-
ple that refer back to me,” she
said.

“I still have people that need
Tupperware because of children,
or grandparents and the grand-
child need something, or the aun-
tie needs something.”

As with many other home-
party businesses, Tupperware
partygoers are asked if they want
to become consultants. There are
as many as 75 people selling Tup-
perware because of Sasaki.

Sellers now have the Internet
to place orders and perform
other functions, though Sasaki

handles her business by phone. -

About 70 percent of the indus-
try's annual $30 billion in sales
are from person-to-person type
businesses, such as Mary Kay,
while the rest come through
home parties, said Robinson.
“The interesting thing about a lot

of the companies is that the con-

sultants will do a little of both.” it
is a matter of what fits best into
their way of selling, she said.

FL. MORRIS / FMORRIS@STARBULLETIN.CC

There is no way to nail down
how much money is made by
Hawaii's direct sellers, or, by ex-

- terision, the activity's tax revenue

impact for the state.

The DSA doesn't track state-by-
state sales figures. The state does
track tax revenues from sole pro-
prietorships and from retailers,
but does not break out sales from
home-party or other direct sales |
businesses.

The total probably isn't signifi-
cant, according to Kaneohe Certi-
fied Public Accountant Ted
Talbott.

“Inmy 20 years, I've never met
anybody that made more than
minimum wage,” doing a home-
party business, he said. “They
may be out there, but they sure
don’t make it to my office.”



Nancy Usui, a consultant for Big Yellow Box’s Crayola
division, says the ability to craft and personalize products is
appealing to partygoers. At left, Jadelyn Yasuoka, left, and
Nicole Choy assemble “make and take” jewehry.

Tupperware used to allow con-
sultants to keep 35 percent of
their sales, but now, as with Big
Yellow Box, the compensation is
25 percent. Other companies’
policies vary, Robinson said. -
Prices of starter kits also vary
widely, as do sales targets.

The business operation and
tax-compliance end is up to the
individual, though the companies
do offer some guidance, she said.

“A lot of companies do have an
educational element to work with
consultants," Robinson said.
“They make sure to provide dif-
ferent tools to build theirbusi-
nesses,” often at the companies’
conventions.

“Itisn’t just about selling prod-
uct, but about developing busi-
ness skills so you can effectively
sell the product,” she said. Peo-
ple making full-time salaries on di-
rect sales “didn't start -
yesterday.”

Regulation of home-based busi-
nesses in Hawaii is negligible and
is more about taxation.

The state does not require that
an independent consultant, or
sole proprietor, register as a busi-
ness with the Department of
Commerce and Consumer Affairs,
sald spokeswoman Christine Hi-
rahara. The law does, however,
require thewn to obtain a general
excise tax license, she said.

Unreported income among in-
dependent consultants is a con-
cem for the direct sales indUStry
but the Internal Revente Service

. has told the DSA it believes com-

pliance is high for the most part,
Robinson said.

Sasaki couldn't say how much
she has made over the years, as
she’s never tallied it up. Usui’s .
goalis $300.each quarter. - . - .

One thing is clear. In cheosing
a home-based business, one must
consider how much of the prod-
uct one wants around the house.

Sasaki's children, now grown,
“are Tupperwared out,” having:
been around the business all ;-
their lives, she chuckled. How-
ever, that doesn't stop Mom from
giving them the newest, coolest
Tupperware as gifts at Christmas
and on special occasions, "< *

On the Net: e

>> www.bigyellowbox.com -

>> Www.wpperyare.con

>> www.dsa.org .

Erika Engle is a reporter with
the Star-Bulletin, Call 5294302,
fax 5294750 or write to Erika
Engle, Honolutu Star-Bulletin,
500 Ala Moana, No. 7-216,
Honolulu 96813. She can also
be reached at:
eengle@starbulletin.com



When Cristine Heil started
selling Mary Kay Cosmetics. 14
years-ago, she wanted extra

- money in her pocket.

Today, the Tyrone Town-
ship mother of three spends
30 to 40 hours on her business
and about 25 of those in her
home office built specifically to

.accommodate ‘herexp g

A Jennlfer lmelr Ieft)~|s pre5|dent of Tom
is the CEQ.

_goods'and services so d:
directly to. consumers



PR the mother: ol I'can
aker has more 1 choos to work Whe I want to

|

tates generatmg
n} dSsaleS 0 those i

other onented products is }
- the'newcomer. to the direct- sales ;
omboy Tools_ C
ted. wome |

d;C@mé;

omg it because they
Women:” “1

ed States;’ Tomboy

5(). onsultants in Cana-

than to .the sfores ’

It prov1des an avenue for soc1a1
aCtIvﬂy Imel said. “I¢ provides
an opportunity to have a night out-
with other adults. It’s an opportu- |
nity to make additional money. It’s !
a very good paying part-time job.

Wa.‘l"zs the direct Sale

ues to grow, Tupp:
::1125 to grow its consultant base,”

said.



; Alld‘?@liexf_e-’s.:_more-‘ R

“Baby boomérs are a’ blé ‘seg- -
ment, and wome live longer ? she :

- For, more mformatlon:- L
* Mary.Kay Cosmetlcs S 7 pur
“Cristine Heil
(810) 750-0770
¢ Tupperware
www.tupperware.com
¢ Creative Memories
Sheryl Zdunic
(989) 288-5554
. Tomboy Tools
wwwtomboytools com or (303) 722-1003

hich is-a good reason: to
e'that product ” :
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~HHALLS AND THE INTERNET |
HAVEN'T KILLED OFE. DIRECT
SALES. You can still have
~ahost of salespeople come
to your door.

BY DEBRA K HESS
‘r_he EXpress-Times

FRIDAY 50,522

owse through catalogs at a Big Yellow Box home party at the Northampton home of Devon Picl;eﬁ
_ Ry o n

" .Once upon a time, dlrect selling ; “

was best recognized as .vacuum
cleaher and. encyclopedia salesmen
knocking door-to- door to stump their

_ products.

Tn the name of progress, malls,
countless product catalogues and
now the Internet world, it would
seem direct selling would be knock-
ing on death’s door.

Fre by ann

EXPRESSTI|

‘%ugprisingly, thats ot
oday, In splte S0

and mega malls, they, Intﬁ‘z‘net sales
‘terest in direct Sel 18 & greater in-
“Hampton, prog—aIn g, says Jackie

- tomac Comm Anager for Po-
+of the Direc

l'ls G.rOu

A social sﬂ?e to d..qqo,;- ﬁlf) part
emerged,. like hostin tect'sellng has
home parties, for ex 0g in-store or
_"I—‘"“““ ample," Hamp-




any traditional companies in-:
u&mg the Body Shop, Hallmarkand
ey & Smith, have used direct -
ng as another channel by* ‘which.
ncrease their bottom lme Hamp-

" cording to Sue Rusch, vice presiden
© and general manager of Big Yellow
‘Box by Crayola, launched in 2004."

With the Big Yellow Box exper

ence, Rusch says; “What people ap-’
‘_precxate about the party _1s havmg an”

b -mg 4 craft together, llke necklaces or’
br celets using beads and charms '

h s people of all | ages in ways
ever thought before and appre-

fnends become connected.

-“It’s not just about making s cf
i she ‘adds. “It’s- all about cr ,a
- memories and mlleslones

Avon- calling -
Wanda Mazzie of Palmer Town

| ship has been an Avon representative
. for 20 years. Mazzie never has gone
door—to-door in all: her years of se!
| ingShee started out selling to friend:
! and neighbors. Now: she “puts - oui
 about 800 books with samples anc
‘note cards everywhcre — including!
restaurants, banks aid hair salons
- - Mazzie has a Wide clistomer b
thatstretches from Bethlehem to
‘mer Village in Phillipsburg, -
i “For people who cannot get o
i:shopping, ‘it:is. easy for them'to buy
. Avon products,” she says. ‘Some o
*-them buy shampoo and ‘such items
~:But others buy Avon produ
gifts around the hohda

It may’be diﬂicu’lt to beli'eir'e' M

- et EXPRESSTIMES GRAPHIC | JAMES MOENHG -

| DIRECT-SELLING BUSINESSES .




Continued from D1

SALES:

Feeling at home ,F

. secret?

“There is no secret, really,”
" she admits. “I give people the
service -they expect, personal

| service. For a lot of the people

¢ who cannot get out shopping, it
| is a social thing. I think people
¢ look for that personal touch.”

. Brenda Petérs of Nazareth
. agrees with Mazzie there is a so-

cial aspect to selling Avon prod-

i ucts that pomts to the success of
{ staying in thd business for 50
. long.

Peters has been: selhng Avon _

for 19 years.

THE DIRECT
SELLING
ASSOCIATION

"“When I first started, we
were assigned territories,” Pe-
ters remembers. “We would ba-
sically go door-to-door in our
certain areas, talk to people,
show them the products, see if
they're interested, and leave a
book.”

Peters' business has grown
since those early days, mostly by
word of mouth. -

1t is really mixing with the

people that Peters likes the most
about her business.
“It is nice. Some people see

ELa NG

"me as part of the family.”

As far as competing with In-
ternet sales, Peters says she finds

the products her business offers
are ‘comparable in both quality -
and price, especially the makeup

line Avon offers.

“In addition,” she says, “Avon
has become more diverse. Avon .
offers more than beauty prod- ::
ucts. They-offer video games, -
books, clothes home decorating

items ..

line businesses.

“People like to see the prod-

uct before. they buy it” she says.
“Also, delivery is never a; prob-

lem. They receive their products. *:

right to their door and if they

need to return something, I take (
care of that. There are no return

charges.”

Deck the walls -
As a sophomore in hlgh

-~ school, Pam Kutzler of Phillips-, :
~.burg filled he? hope chest with

Home Intenors products. Today,

after 27 years, Kutzler helps oth- -

er women decorate their homes
with Home Interiors products.

. “It's not just about helping
them decorate their homes,”

Kutzler says, ‘it's about helping

women build a better hfe for
their families.”

Home Interiors does not of

fer their products on the Inter-

net. Ninety-nine percent of her
business is in home parties, book

.shows and fundraisers.

“Very little business is con-
ducted on the Intgrnet,” Kutzler
says. “By having a home party,

. people can browse and get a

chance to see the products.”
In spite of the daily busyness

family and friends at a Home In-
terjors party, Kutzler says. L\

‘of people’s lives, it seems they al-
- ways make time to gather with -

Peters makes another point
about face-to-face sellmg andon-

|

Deb Hess is a staff writer and edlts

the Our Town pages.

“—

/




LUV L v

Newspaper archlve powered by o,

Archive Search > Buy > Print

» New Search  » Pricing » Help »FA

Return to results Printer Friendly

April 9, 2006

Section: On The Run

Edition: Courier Edition

Page: 010,011, FEATURESO02

TupperWHERE: What's selling in Central Jersey?
KAREN IRIS TUCKER Correspondent
Courier News

Feet submerged in an aromatic peppermint bath, a glass of wine in hand, Jennifer Hennessyfelt thoroughly

pampered when she attended a gathering, featuring the sale of Body Shop hair and skin-care products, at a friend's
home

B1200610604090301V2.jpg
'STAFF PHOTO BY MATTHEW APGAR Guests at a The Bo

Hennessy, 31, of Somerville, said that event updated the image in her mind of such direct-selling soirA@es.

B1200610604090301H3.jpg

Some of The Bady Shop at Home products, including sample-testing wands a skin file and towel, along with a paper
umbrella from a cocktail on the arm of a chair at the end of the shop-at- home party.

STAFF PHOTO BY MATTHEW APGAR

“I had this antiquated notion of what these parties were like,” she recalied. Hennessy had last been fo one with her

mother when she was still in middle school. The two sampled cosmetlcs at a house party for Mary Kay, a veteran to
the direct-sales business.

While old hands of the trade -~ such as Mary Kay, Avon and Tupperware -- endure, the direct-selling business is now
flush with relative newcomers revitalizing the field. Among them is Body Shop at Home, the Body Shop's direct-sales
arm, which, like vets in the industry, solicits workers seeking income outside the traditional 3-to-5 office paradigm.
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Hennessy is one such worker. Laid off from her job as a buyer for a handbag and shoe company around the same

time her daughter, Caitlin, now 10 months, was born, Hennessy said she was looking for an earning venture that
would support her role as a new mother.

So, Hennessy bought the Body Shop's requisite home-sales kit for $220, which includes a large sampling of
products and supplies. Consultants for the company make 25 percent of total sales they earn at home parties; they

must sell $400 in products monthly to maintain active status as a consultant. Hennessy estimates her average sales
per event are $500.

“If the party is fun,” Hennessy said, “people get excited, and they want to have their own parties. So, you start to
build a kind of web where one party links to another. Being a stay-at-home mom, I'm kind of isolated," Hennessy
added. “So | get to go out and talk to people about the products and | also get to socialize.®

Retailers take it home

Amy Richardson, spokesperson for the Direct Sellers Association, said the direct-selling field has grown from $25.5

billion in 2000 to just shy of $30 billion in 2004, She estimated there are more than 400,000 direct seliers in New
Jersey alone.

“One of the major trends we have seen," Richardson said, “is the movement by traditional retailers into the direct-
selling channel. As consumers become more frustrated with experiences in retail stores," she explained, citing the

inability to find knowledgeable sales people, “things like personal service and product knowledge has become that
much more important.”

One traditional retailer that has ventured into direct-selling is the Edison-based Aerosoles shoes. Nicole Rosser, New
Jersey district manager for the well-branded footwear company, said her employees “come into your home and set
up," bringing around 125 pairs of shoes, or 20 different styles in a variety of sizes.

Hosts of these parties receive a free pair of shoes for every $500 in sales, and attendees receive discounts when

they purchase two pairs or more. The gatherings take place in the vicinity of Aerosoles stores, including the one at
the Bridgewater Commons mall.

Like Aerosoles, Jockey is a long-established retailer with a strong brand name that has entered the direct-selling biz.
Kim Gentile, a vice president for the activewear and intimate-apparel company, said the Jockey Person to Person

direct-sales division, launched last year, has 400 consuitants or “comfort specialists" in 35 states, 10 of which are in
New Jersey.

Gentile says her direct-sales force, which includes experienced sellers, aiso features women outS|de retail, from a tax
attorney and a biology teacher, to a grant writer and former emergency-room nurse.

“"Perhaps they've had a career," Gentile said, “and are now deciding to stay home with their children. But they still

want to have that balance of being mom, wife and also having something for their business -- something that's
theirs." ' '

Lori MacHenry, 37, a seller for Jockey, said the women who attend her parties, typically in their 30s and 40s, "walk in

and they're excited to see familiar faces, to get away from the kids and to just hang out in a relaxing and fun
environment."

She said she typically sets up shop inside the family room, which is often next to the kitchen.

"After people get their food and drinks, |l ask them to grab an item that catches their eye and feel the fabric," said

MacHenry, who says Jockey's sueded pants and jackets are a best selier for the line. "You feel like you're in' your
pajamas but you look very put together," she said.

MacHenry, who lives in Sewelt with her husband and 2-year-old daughter, opts out of working weekend parties,
favoring early evening events during the week. Her main obstacle, she says, is "getting my husband home early
enough from work" so he can watch their daughter while MacHenry consults at parties, usually from 7 to 9 p.m.

Creating her own charm
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Like MacHenry, Traci DeAngelis of Mountainside has enjoyed the malleable work scheduled afforded by direct selling
ever since she started a jewelry business, Charmed & Co., three years aga.

DeAngelis, a mom to two boys, ages 6 and 7, and an 11-year-old giri, says her original challenge in entering the field
“was finding a product the market wasn't saturated with."

DeAngelis offers only high-end materials including Swarovski crystal, sterling silver handmade in Bali and genuine -

stones. Attendees of her home parties create their own jewelry with these materials, rather than simply buying pre-
made items.

“People will come to a party and say, 'Oh, I'm not going to buy anything,' “ DeAngelis said. “"But once they sit down

and start putting the turquoise and the amethyst together with a piece of crystal on either side, they say, 'l can't
believe | made that!' “

A taste for selling

The intimate nature of direct selling at home events cannot be denied. Consumers experience the product in a far

more casual and often comfortable environment than that of traditional shopping excursions, which are often replete
with crowds and long lines.

Knowing this, Judy Otterbein, co-founder, with her husband Robert, of the Somerset-based Purely Gourmet, has
been able to maximize on the party-plan model in the sale of her food line, nationally.

“You have the opportunity to talk with people and educate them about your product. And they can taste it before they
buy it," said Otterbein, whose diverse offerings include easy-to-prepare dips, soups and salsas made from only
gourmet ingredients and without additives. )

Otterbein's multi-purpose Basil, Garlic and Pine Nut Pesto epitomizes the appeal of her product to time-strapped

foodies: Pour half a jar of it into-a cup, add olive oil and a little water, microwave for one minute, and pour over pasta
or chicken, or drizzle over mozzarella and basil.

Denise Spicuzzo, 33, of Spotswood in Middiesex, became a Purely Gourmet consultant after “having a blast" when
she and her sister-in-law attended a home event. “It's a really fun night out," said Spicuzzo, a mother of an 8-year-old

boy. "The consultant talks about each product and gives recipe ideas while the samples are being passed around on
serving trays."

Consultants for the company prepare the food samples -- around 25 types -- the day of the event, and in the end,

take home 34 percentof the total sales. As an added benefit, Purely Gourmet is a consumable product with the
opportunity for hefty reorder sales.

"With so many direct-sales companies out there," Spicuzzo said, “people are programmed to say 'no* before they
hear anything about the product. So it's a little hard to book parties. But once people know the product, you're set."

Sometimes, Spicuzzo admitted, "if it's a larger party, people will have side conversations and you can't let that throw
you. You're in a setting where women are getting together and everyone wants to tatk about the food."

Pampered ... what?

Having enthusiasm for your product, is key to success, said Andrew Shure of Shure Pets, whose pet consultants

throw at-home “Pupperware Parties" featuring a multitude of products, including the popular Paramount Foaming
Cleanser, for a water-free cat or dog bath.

"Our only requirement for sellers is that they have a passion for pets,” said Shure, whose Chicago-based company
has 40 consultants in New Jersey and a total of 1,100 across the country. He says there are a lot of incentives for
selling his product beyond the 25 percent earned from total party sales. "It's a way to get together with your neighbor
and talk about pets,” he said, "a nice social activity in addition to being a way to supplement your income."

Jennifer Pallito, 33, of Califon recently became a direct seller for Shure Pets to complement her pet-sitting business.
While she hasn't yet hosted a Pupperware Party, Pallito has started selling Shure Pets items via her Web site. Like
many direct sellers, Pallito is a stay-at-home mom but of a different variety. "l only have four-slegged children,” she

4/12/2006



said jokingly of her cats, puppy and horse.

Is it a career for you?Advantages

Not having a boss -- you report to yourself

Meet new peaople, building both personal and business relationships

Flexibility to make your own hours and forsake the 9-to-5 grind

Have a part of your life that is uniquely yours

Challenges

Building your initial base of customers after you've sold to friends and family

In a crowded market, convincing prospective clients to get to know your product
Having the discipline to make selling a priority in your life

Staying focused at larger home parties where side chatter often ensues

- == .
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Right, at adirect-selling
g party
Pets, consultant
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*OST; PARTY PHOTO BY ROBERT A. REEDER — THE WASHINGTON POST;
APPAREL PHOTO COURTESY OF JOCKEY PERSON TO PERSON INC.

- provmce of Tupperware and the Av

ly;‘established brands have rediscove:
* they.search for ways to connect thh busy, and often
¢ fickle, customers.

‘was: 265 companies, up from 204’ ;
| “number includes other well-known brands- such as the -
Body Shop and the Pampered Chef. The’ mdustry' '

:By Yian Q Mux
- 'Washmgton ‘Post Staff Writer -

etailmg’ S blggest names are‘throwmg a par-_

ty, and it’s BYOW — bring your own wallet.
That's because it’s‘a shopping party, bet-

ter known in the industry by the'more mun-

.dane name of direct selling and once: the sole

on lady: But recent-

ted:the concept as

* Crayola jumped into direct selhng two years ago with
a division called Big Yellow Box: Jockey’s Person to Per-
son launched last year, and the company recently hired -
a “comfort specialist” for the Washington area. And in

. March, Jones Apparel Group; which owns Nine:West

and Barneys New York, started Million Wishes to seil

- fashion accessories at home-shoppmg parties. All of

these companies have recruited ‘teams. of: representa-
tives, a la Tupperware and Avon,, to-push products in
home settings.

“A growing number of compames recognize the ben -
efits associated with direct selling —low overhead; ro-
bust cash flow, a highly motivated workforce-and loyal

. customers, among others — and are diving into the dis
< vect-selling market” said Neil“Of_fén pres_ len
'"Direct Selling Association: S EARRER I S

According to the trade group; me

tacked up $29.73 hillion in’
for ‘which “data are avaﬂable I
$16.55 bllhon

cause it helps customers connect with thiei brands in a -

FHOTO LLUSTRATION BY JULIA EWAN — THE WASHINGTON
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positive way. The parties, usually
own by a company’s female
séqies consultants for their friends
andracquaintances, can be as much
ab@@xt socializing as they are about
ping.
en; established companies
wﬂhcreate separate, higher-priced
5 of metchandise for their di-
rectnsellmg divisions to avoid com-
pllifig with their products sold in
stores. Direct-selling lines can in-
cfide merchandise that may be
complicated to use and require a
trained salesperson to demmon-

stidte. .

<At Jockey, the direct-selling divi-
smn ‘hds become a home for fancy
updergarments that didn’t fit the
bfand’s traditional comfortfirst

image, said Kim Gentile, vice pres-

ident of sales. The Person to Per-
son line allows Jockey to branch
out into silky microfiber and rayon
fabric made from bamboo — and
charge more for it. The line costs
aligt 15 to 20 percent more than
its (egular label.

+4This is a chance for us to offer
fineiabncs wonderful details, lac-
e§on the bras,” Gentile said. “A lot
of-times, people will look at our
ptoducts and say, ‘Wow, that’s
Jockey? I had no idea.” "

Jones Apparel Group is using its
Million Wishes division to target

womenbetwee the ages: of30 and
55;-an" underserved demog‘rapmc ;

s luo retailers have just be-
: division:President

EBe ralm. The merchandise fol-

lows fashion trends, such as “glob—
al village,” which employs spice
colors; and “nautical prep,” which
emphasizes gold chains and red,
white and blue.

“Women are often overwhelmed -
by the breadth of product choices -
out there,” Palm said, “They were
really looking for someone to help
edit.”

Some of the products created
for the Million Wishes line require
a tutorial to use, such as-a multi-
strand necklace that can be taken
apart or a black belt with several .
buckles. Direct sélling allows such '
product demonstration, Palm said.
But most important, a salesperson
‘can help translate fashion trends
for the customer. And the fact that
the two are often at least acquain- :
tances may help clinch the deal. -

“A lot of honest feedback that
they got from their friends ...
made thé experience more fun,”
Palm said. ,

But that same element has also
given . direct selling a bad rep-
utation, as friends can sometimes
feel pressured to buy or, in some
cases, start selling the products
themselves. Sales representatives
tvpicallv are paid bv commissions.
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Ata dlrect-selllng party for Shure
Pets, even the Ilosts' dog, Nlck, gets
mto the spirit.

and some may get perks for getting
new representatives to sign up.

That structure makes it an easy
mask for pyramid schemes, which
focus on recruiting rather than
selling products. It is illegal to pay
a representative for recruitment.

immigrants. China recently re-
opened its doors to Avon after ban-
ning direct-selling companies in
1998 following a rash of pyramid
schemes.

Industry growth peaked in the
mid-1990s but has trailed total re-
tail sales growth for several years,
according to data from the Direct
Selling Association. Still, the vol-
ume of direct sales has increased
every year for the past decade, and
the entry of well-known brands
into the industry has helped re-
store its credibility.

O

This month, aney g ,&
three execu- Smith~ Inc,
tives of Boston- which. owns
based World. - ~Crayola,

. Marketing Di- launched its di-
_tect  Selling rect-sales divi-
“Inc. and One sion Big Yellow

Universe On- Box by Crayola
line Inc. were _in 2004 and has
charged in fed- about 1,500
eral court with sales représen-
operating a Sllure Pets Yappy Meal melud&s tatives across
multimillion- = cookies andaﬂymg disk toy. the country.
dollar pyramid The division
scheme that preyed on Cambodian  sells craft kits featuring Crayola

products that can be done with
kids at a shopping party.

One of its most popular kits is
the Dream Pig. The kit comes with
a ceramic pig, Crayola' paint,
sponges and other art tools “to
make him have all kinds of person-
ality,” said Sue Rusch, vice presi-
dent and general manager of Big

Yellow Box. The project is de-
“signed for parents to do with their

children and sells for $39.95.
“We've already been in homes,”

said Rusch. “Parents just want

more of Crayola in different ways.”

Still, direct sellmg remains

largely the province of small start-
up businessés hawkmg sex toys or
shampoo. -

Andrew Shure, founder of Shure

Pets, started his company in 2003

and decided to use the. direct-
sellmg model because of the pas-

pet owners have for their animals.

-His product line ‘includes a- dog

stroller, car seat, even perfmne.

The average party sale is $400:
“‘My expenence wa]kmg in these

big-box stores is that the people

- sion — some call it obsession — -

may not be ‘that knowledgeable _

about the products that are on the
shelves,” he said. “When I look at
the party format, it’s a fantastic op-

portunity for people to sit-down

and discuss the products.”

washingtonpostcom

View a phata gallery from
a Shure Pets party. Go to
washingtonpost.com/
business.
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Popular house parties mix buying and socializing

Wednesday, May 24, 2006

Ginger Burneft
Special to The Plain Dealer

A dozen friends gather to indulge in a morning of mini pedicures, facials and other skin-care treatments
while dining on quiche and mimosas topped with fresh raspberdes.

In the background, a fire crackles, new-age music emanates through the room, and a citrus-herbal scent
walfts through the air.

"Feel my hands!" ane woman excitedly says, extending her wrist outward white clutching a champagne flute
in the other. Her friend touches the top of her freshly exfoliated hand and coos, "it feels like butter!" in
response.

It may sound like an expensive day of pampering at a local spa. But in reality, the women are enjoying free

beauty treatments at a BeautiControl spa retreat in the welcoming confines of a friend's home in Bay
Village.

“It's so much more expensive to go to an actual spa,” says guest Danielle Matthews of Brook Park, who

came to shop the Dallas-based company's latest lines of skincare and makeup. "Here, you have an expert
catering to you."

The hottest new place to shop for clothing, jewelry, beauty and spa products is not the mall but the home.
For many women, that one-on-one attention from a knowledgeable consuitant amid comfy surroundings
creates the ideal shopping experience. Add food, friends and a little wine to the mix, and a few hours of fun
can also mean some major cha-ching for the host.

Last year, the direct-sales industry raked in a whopping $30 billion, according to the Washington-based
Direct Selling Association, which monitors approximately 200 companies. Businesses offering cosmetics,
jewelry, clothing and skin care constitute 31 percent of the market with an impressive $9.3 bitlion in sales
for 2005, says Amy Robinson, spokeswoman for the Direct Selling Association.

"It's really a brilliant business strategy," says Robinson. "You know your product is going to get out there

and in front of the consumer." Three out of four Americans, she notes, have bought something through
direct sales.

Nothing compares to the in-home shopping experience, says Marci Smith, a former Mary Kay consultant
who now sells BeautiContro! products. "Why wouldn't a friend want to relax in their own or a friend's home
versus going to the mall?" she says, rattling off the headaches of retail hell - long lines, parking woes and
clueless sales clerks. "But with an independent consuitant, you always have that person to count on."

In-home shopping also sidesteps the intimidation factor often associated with high-end makeup counters
and sleek glass cases chock-full of expensive jewelry.

“That's a huge draw for people,” says Robinson. “When you're at a party, you can take your time deciding,
and it's a very relaxed atmosphere. You can ask what your friends think, and if's a lot of fun.” Just as
appealing are the perks for those who host the show - often a boatload of free booty.
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"Our hostesses can walk away with $300 to $500 worth of jewelry for free," says Lisa Irwin, a division

manager with Lia Sophia, an upscale jewelry direct-sales company founded by the Kiam family, which owns
Remington razors.

At lrwin's patties, ladies break out the wine and play “big-girl dress-up.”

“ tell them, 'l can make you fook like a million bucks without spending a ton of money," “ Irwin says. “And
then | teach them how to accessorize with the different jewelry pieces.”

Clothing is also hot among direct-sales parties. In contrast to the prospect of standing alone in a dressing
room, wondering if a pair of jeans makes your rear end fook fat, companies such as Weekenders and Caro!

Anderson by Invitation (also known as CAbi) offer one-on-one fashion consulting to guests at in-home
parties.

"You're getting a personal shopper, but she's coming to your home," says Patricia Brose, spokeswoman for
Weekenders, whose in-home fashion coordinators help women choose basic wardrobe pieces.

In-home parties have been a boon for everyone involved such that many traditional storefront retailers are
now stepping into the ever-growing direct-sales arena.

“It's been a big success for us," says Sally Robb Haims, public relations manager with the Body Shop, a
British-based international retailer that began offering in-home parties in 2001. The Body Shop at Home
allows the company to reach out to more customers while complementing its existing store network and its
e-commerce channel, according to its 2005 annual report.

A Million Wishes, launched in March by Jones Apparel Group, the parent company for Jones New York,

Nine West, Enzo Angiolini and Anne Klein, has also begun showcasing jeweiry, purses, belts and other
accessories at in-home parties.

Even smaller local businesses - such as Gingko, a funky jewelry boutique on Professor Street in Tremont -
are offering home parties.

“It's doing so well because it's a lot of moms," Gingko owner and jewelry designer Melanie Matty says of
her loyal customers. "It's a lot easier bringing the products to them rather than hauiing the kids to the store."

It's little wonder moms play a major role in the growth of home parties: Nobody needs a night out and a little
shopping more than they do.

"When you're able to combine socializing and shopping,” says Robb Haims, "it doesn't get any better than
that.”

Burnett is a free-lance writer
in Lakewood.

To reach this writer:
features@plaind.com.

© 2006 The Plain Dealer
© 2006 cleveland.com All Rights Reserved.
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Life after Ford: Lesson from Hazelwood, Mo.

By Jeremiah Mcwilliams, The Virginian-Pilot, Norfolk, Va.
McClatchy-Tribune Business News

Jul. 9--FLORISSANT, Mo. -- On a muggy night a few weeks ago, seven women gathered for
a [Mary Kay] demonstration at Linda Whitley's home in this quiet St. Louis suburb. Creams and
cosmetics perched on the wooden kitchen table.

"We're just going to have fun -- this is just girls playing makeup," Whitley told her friends
before launching a pitch for the personal care company. "I'm not real good at this, but I'm real
excited."

Ten months ago, Whitley was a toolmaker at Ford Motor Co.'s St. Louis Assembly Plant,
helping to produce the once-popular Explorer. On this night, she was joined by four former co-
workers from the 58-year-old plant, which shut down in March .

She segued smoothly from a plug for a hand moisturizer -- a peach-colored goo she once used
in the plant -- to a discussion of how [Mary Kay] values women. But then, she couldn't resist a
dig at her past employer.

"Those of you who worked at Ford, you know what corporate America is like -- it's all about
profits," Whitley said. "They always say quality is

No. 1, and we've all seen what B.S. that is. It's all about the bottom line."

The demise of St. Louis Assembly is a story of pain and promise.

In Hazelwood , a city of about 26,000 in the northern suburbs of St. Louis, it's a tale of how
the community is coping with the loss of one of its largest employers.

Nearly 1,000 miles away at Ford's Norfolk Assembly Plant, the Hazelwood experience could
represent a road map for what lies ahead as 2,433 workers face a shutdown in two years.

Whitley epitomizes the mix of emotions -- bitterness, uncertainty and hope -- that Ford
workers across the St. Louis area experience as they try to rebuild their lives . She was laid off in
September after 29 years at St. Louis Assembly and official
y retired April 1. When chairman and chief executive William Clay Ford Jr. appears on
television, she wants to punch him.

"When you get laid off, it's like a physical attack," said Whitley, who struggled with
depression for months after losing her job. "It's like someone threw you down and kicked you in
the ribs."

In March, she attended a [Mary Kay] conference after years of minor involvement with the
company, and her outlook changed. It "just made me realize there's something I can do," Whitley
said. "If I can find something to give me some structure to meet m

goals, that's what I need, and that's what [Mary Kay] is giving me."

Throughout the St. Louis area, other former Ford workers are seeking firm footing. Many are
quick to tell of their experiences and offer words of comfort and advice to their Norfolk brethren.

Their message is reflected on a cloth scroll hanging in Whitley's kitchen: "God grant me the
serenity to accept the things I cannot change, courage to change the things I can, and wisdom to
know the difference." ' ‘
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Direct Sellers Discuss the FTC Proposed Rule on Business
Opportunities



Direct Sellers Discussthe FTC
Proposed Rule on Business
Opportunities

A Video Presentation

To view the video, click on the following link:

http://interface. audi ovi deoweb. com | nk/ ny60wi n16091/ DSA
Mast er Lg Prog. wawv/ pl ay. asx

(8 mnutes in duration)


http://interface.audiovideoweb.com/lnk/ny60win16091/DSA_MasterLg_Prog.wmv/play.asx

Appendix L

DSA Response to Section K of the Notice of Proposed
Rulemaking: Request for Comments



DSA Response to Request for Comments

FTC Questions

Location of Response

Definitions

1. Proposed section 437.1(d) would limit the definition of “business opportunity” to instances
where a seller solicits a purchaser to enter into a new business (or new line or type of business).
This limitation seeks to distinguish the sale of business opportunity ventures from the ordinary
sale of goods and services. Is limiting the definition of “business opportunity” to solicitations to
enter into a new business adequate to make this distinction? If not, what alternative limitation
should the Commission consider? What would be the costs and benefits of each alternative?

8lI(A), 81I(C), 8llI(A), 8lII(B), 8IlI(C)

2. Proposed section 437.1(d) contemplates that a business arrangement will constitute a
“business opportunity” if the seller either promises business assistance or makes an earnings
claim. Are both alternatives necessary? Are there business opportunities that offer assistance
without making an earnings claim? Are there business opportunities that make earnings claims
that do not offer assistance? Should the definition of “business opportunity” focus on the offer of
assistance alone or on the making of earnings claims alone? What alternatives should the
Commission consider? What would be the costs and benefits of each alternative?

81I(A), §11(C),81I(C)(i)(g), §III(C)

3. Proposed section 437.1(d) contemplates that a business arrangement will constitute a
“business opportunity” if the purchaser pays consideration to the seller, directly or indirectly
through a third party. The proposed definition, however, does not contain a minimum payment
threshold. The Commission believes that, in light of the limited compliance costs — far less than
under the Franchise Rule — all business opportunity sellers (with the exception of franchisors
under the Franchise Rule), should comply with the Rule. Further, the record shows that
whatever threshold might be set forth in a Business Opportunity Rule, fraudulent business
opportunity sellers will price their opportunities at an amount just under the threshold in order to
avoid compliance. Nevertheless, should the Commission consider a monetary threshold and if
so, why? At what level should the threshold be set? If so, how can the Commission ensure that
fraudulent business opportunity sellers will not price their opportunities just under the threshold
in order to avoid Rule coverage? What alternatives should the Commission consider?

What would be the costs and benefits of each alternative?

8lI(A)(), 81I(B), 8lII(C)

4. Proposed section 437.1(c) would define the term “business assistance,” setting forth five
examples. Are each of these examples warranted? What other examples, if any, might better
capture the nature of business assistance offered by business opportunity sellers? What would
be the costs and benefits of each alternative?

§11(C), §llI(A), §11I(B), §I1I(C)

5. Proposed section 437.1(c) would include as an example of “business assistance” the tracking
or paying, or purporting to track or pay, commissions or other compensation based upon the
sale of goods or services or recruitment of other persons to sell goods or services. This example
is intended to capture pyramid marketing programs that assist program participants in tracking
commissions to be paid or by paying commissions to participants’ downstream. Does this
example adequately capture pyramid schemes? Is it too broad, sweeping in business
arrangements other than pyramids? If so, what alternative, if any, should the Commission
consider to capture pyramid programs? What would be the costs and benefits of each
alternative?

811(B), §11(C), 8111(A)(ii)

6. Proposed section 437.1(k) would make clear that the Rule applies to persons already in
business who are seeking to enter into a new line of business. Do persons already in business
need the protection of the proposed Rule? Does this provision impose unwarranted costs?
Should the Commission consider alternatives regarding persons already in business who are
either looking to purchase a new business opportunity or to expand their line of business? If so,
what would be the costs and benefits of each alternative?

§I(A), §1(B), §II(C)(i)-(iii)
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Timing Provision

7. Proposed section 437.2 contemplates that a seller must furnish a prospective purchaser with
a disclosure document at least seven calendar days before the earlier of the time that the
prospective purchaser: (1) signs any contract in connection with the business opportunity sale;
or (2) makes a payment or provides other consideration to the seller, directly or indirectly
through a third party, for the purchase or lease of goods or services. Is a seven calendar-day
period warranted to enable prospective purchasers to investigate and make an informed
investment decision? Is a seven calendar-day period necessary to enable prospective
purchasers to review any earnings claims? Would a seven calendar-day review period impose
unnecessary delay or excessive costs when the prospective purchaser is already in business?
Should the review period be shortened to five or three days? What would be the costs and
benefits of each alternative time period?

§lI(C)(ii)(a)-(d)

Liability

8. Proposed section 437.3 would provide that only a seller has the obligation to furnish a basic
disclosure document. While a seller may hire brokers or others to arrange for sales, the seller
ultimately has the obligation to ensure that disclosures are properly prepared and disseminated
to prospective purchasers. Is it proper to limit liability for preparing and disseminating disclosure
documents to the seller? Should other individuals or entities involved in a business opportunity
sale also be liable for either failing to furnish disclosure documents or for the contents of an
incomplete or inaccurate disclosure documents? What alternatives, if any, should the
Commission consider? What would be the costs and benefits of each alternative?

8I(C)(i)

The Disclosure Document

9. Proposed section 437.3(a) requires that disclosure documents be “in the form and using the
language set forth in Appendix A.” Is this instruction sufficient to inform business opportunity
sellers on how to prepare a basic disclosure document? Should the Commission revise the
proposed Rule specifically to reference each of the required boilerplate disclosures? What
alternatives, if any, should the Commission consider? What would be the costs and benefits of
each alternative?

Sl(C)(i(d)-(h

10. The one-page disclosure document set forth in Appendix A is intended to provide
prospective purchasers with material information with which to make an informed investment
decision. Can the overall presentation of the information in the one-page disclosure document
be improved? Are there specific sections that can be improved by simplifying the presentation to
make it easier for prospective purchasers to understand? How could the presentation be
improved? What would be the costs and benefits of each alternative?

Sl(C)(i(d)-(h)

11. The one-page disclosure document set forth in Appendix A is intended to assist prospective
purchasers by describing the nature of the information disclosed. For example, where a seller
checks the “yes” box in connection with earnings claims, it clarifies for prospective purchasers
that the seller or its representative is furnishing sales, income, or profit data. At the same time,
the one-page disclosure document sets forth legal standards, summarizing for sellers and
prospective purchasers the more lengthy disclosure obligations found in the text of the Rule.
Accordingly, the Commission has tried to balance, as much as possible, the use of clear
language readily understandable by prospective purchasers with the need for clear legal
standards applicable to sellers. Has the Commission succeeded in striking the appropriate
balance? Are there areas where the understandability of the one-page disclosure document may
be improved, without sacrificing clear legal standards? Are there specific sections where the
proposed language does not accurately convey the substance of the corresponding Rule
provision?

What improvements should the Commission consider to the language found in the one-page
disclosure document? What would be the costs and benefits of each alternative?

8lI(C)(ii)(d), 8II(C)(ii)(g)
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12. The disclosure document provides a space for the name of the “Seller.” In addition to any
company or d/b/a name listed next to “Seller,” should “Seller” also include the principal officers’
names? Should the addition of such names depend on whether or not the seller is a d/b/a?
What are the costs and benefits of including both the company and the principal officers’ names
next to “Seller"? Should previous business opportunities offered by the seller’s principal officers
be disclosed? What are the costs and benefits of including such information?

Sl(C)(i)(F)

13. Proposed section 437.3(a)(3) would require sellers to furnish certain litigation information.
Specifically, the seller would disclose information about itself, as well as any affiliates and prior
businesses, any of the seller’s officers, directors, sales managers (or other individuals who
occupy a similar position or perform similar functions), and employees who are involved in
business opportunity sales activities. The intent of this provision is to capture all individuals who
function as officers, directors, or sales managers, even though they may not have a formal title.
In addition, it also captures those employees who are involved in sales activities. Does this
provision adequately capture the types of individuals whose litigation should be disclosed? Is the
phrase “any individual who occupies a similar position or performs a function similar to an
officer, director, or sales manager of the seller” adequate to identify those who act as or perform
the functions of officers, directors, or sales managers? Similarly, is the language “employees
who are involved in business opportunity sales activities” too broad?

What alternative language, if any, should the Commission consider? What would be the costs
and benefits of each alternative?

8II(C)(ii)(d)

14. Proposed section 437.3(a)(3) would limit the types of suits that must be disclosed to civil
and criminal actions involving misrepresentation, fraud, securities law violations, or unfair or
deceptive practices within 10 years immediately preceding the date that the business
opportunity is offered. Are these types of actions sufficient to enable a prospective purchaser to
assess the risk of purchasing an opportunity from the seller? Should the list be expanded to
include bankruptcy? Should it be expanded to include suits against the seller for breach of
contract? How often do business opportunity purchasers sue sellers for breach of contract, as
opposed to misrepresentation or fraud? Is 10 years a sufficient period to track prior litigation? Is
a 10-year period too long? If so, what alternative time period, if any, should the Commission
consider? What would be the costs and benefits of each alternative?

8II(C)(ii)(d)

15. Proposed section 437.3(a)(3) would require a seller disclosing litigation to include the full
caption of each action, including the names of the principal parties, case number, full name of
the court, and the filing date. Should more detail be provided about legal actions? Should the
business opportunity seller also have to provide information about any of the following topics:
the final disposition of the action; the penalties imposed; the damages assessed; the terms of
the settlement; or the terms of the order? What would be the costs and benefits of including
such additional information?

8lI(C)(ii)(d)
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16. Proposed section 437.3(a)(4) would require a seller to disclose whether or not the seller has
a cancellation or refund policy. In addition, proposed section 437.3(a)(5) would require the seller
to state the number of purchasers of the business opportunity during the two years prior to the
date of the disclosure and the number of cancellation and refund requests submitted by prior
purchasers during the same period. The purpose of this provision is to assist the prospective
purchaser in assessing the viability of the offer and the likelihood of the seller’s post-sale
performance. The focus on cancellations and refunds assumes that a seller would be better able
to disclose information about such requests that it receives than information about the current
status of prior purchasers. Is this assumption correct? To what extent do business opportunity
sellers track the current status of prior purchasers? Is cancellation or refund request information
relevant in a business opportunity sale? Does such information correctly imply dissatisfaction or
problems within a business opportunity system?

Would such a disclosure requirement actually discourage sellers from offering cancellations or
refunds? What alternatives, if any, should the Commission consider? What would be the costs
and benefits of each alternative?

8lI(C)(ii)(e)

17. Proposed section 437.3(a)(6) would require each seller to disclose the name, city and state,
and telephone number for at least 10 prior purchasers nearest to the prospective purchaser’s
location. The Commission believes the disclosure of this information is critical to enable a
prospective business opportunity purchaser to verify the seller’s claims and to conduct a due
diligence investigation of the offering. Is this information proprietary for the seller? If so, do the
benefits of such disclosure to prospective purchasers outweigh the costs to sellers? Are there
other ways to identify prior purchasers? What alternatives, if any, should the Commission
consider? What would be the costs and benefits of each alternative?

8I(C)(ii)(f)

18. As an alternative, proposed section 437.3(a)(6) would enable a seller to furnish prospective
purchasers with a national list of prior purchasers. Is this a viable option? Would sellers be
inclined to publish a single national list rather than individualized lists of purchasers “nearest to
the prospective purchaser’s location?” Under what circumstances should the Rule permit a
seller to post a national list of purchasers on its website? What protections should be put in
place to limit access to the list? What protections might be sufficient to prevent those who
merely want to sell fraudulent business opportunities from accessing such a list? What other
options, if any, should the Commission consider? Would these options enable the seller to
select only those prior purchasers who are successful or who otherwise would give a favorable
report on the seller? What would be the costs and benefits of each alternative?

8I(C)(ii)(f)

19. Proposed section 437.3(b) would require the disclosure of contact information, raising
privacy concerns. Accordingly, the Commission proposes that sellers include in the references
section of the disclosure document the following: “If you buy a business opportunity from the
seller, your contact information can be disclosed in the future to other buyers.” Are there
alternative methods that would protect prior purchasers’ privacy? Should the Commission
consider an opt-out provision, enabling purchasers to decline having their contact information
listed in a disclosure document? Would sellers likely exploit an opt-out provision by inducing
purchasers to opt out, thereby avoiding the obligation to disclose prior purchasers as
references? Would sellers use an opt-out provision to create, in effect, a self-serving list of
successful purchasers or shills? Are there alternative methods employed by the states that the
Commission should consider?

8I(C)(ii)(f)
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20. Once the Rule becomes effective, sellers must disclose contact information for prior
purchasers. However, individuals who have purchased a business opportunity before the Rule
becomes effective probably will have received no notice that their contact information can be
disclosed to other purchasers in the future. How should the Commission balance the goals of
disclosing prior purchasers as references with the fact that, at least initially, some prior
purchasers will not have received any privacy notice? Should the Commission phase in the use
of references? For example, should the seller update its reference list on a monthly basis
drawing only from those purchasers who have received a privacy notice? Is a monthly updating
requirement feasible? What alternative updating requirement should the Commission consider?
Would a monthly updating requirement disadvantage those purchasers who buy a business
opportunity immediately after the Rule goes into effect, when no or few prior purchasers will
have received the required privacy notice? What alternatives should the Commission consider?
What would be the costs and benefits of each alternative?

8I(C)(ii)(f)

21. Are there other disclosures that should be included in the disclosure document? Specifically,
should any proposed initial purchaser price of the business opportunity and/or payments to be
sent to third parties be listed on the disclosure document? Why or why not? What would be the
costs and benefits of including such information?

81I(C)(i), 8II(C)(ii)(a)

Earnings Claims

22. Proposed section 437.4(a)(4) would set forth the required content of an earnings claims
statement. It includes the name of the person making the claim, the date of the claim, the claim,
the beginning and ending dates when the represented earnings were achieved, the number and
percentage of all purchasers during the stated time frame who achieved at least the stated level
of earnings, and a description of any characteristics of the purchasers who achieved the
represented earnings that may be materially different from the characteristics of the prospective
purchasers being offered the business opportunity. Is this information sufficient to enable a
prospective purchaser to assess the validity of an earnings claim? What other substantiation, if
any, should be required? Should a seller be able to make an earnings claim if it does not have
complete and accurate information on the number and percentage of prior purchasers who have
achieved the represented level of earnings? If so, under what conditions should such earnings
claims be permitted? What alternatives, if any, should the Commission consider?

What would be the costs and benefits of each alternative?

8lI(C)(ii)(g)

23. Proposed section 437.4(c) would address the dissemination of industry financial, earnings,
or performance information. Specifically, a seller would be barred from using such information
unless the seller has written substantiation demonstrating that the information reflects the typical
or ordinary financial performance experience of purchasers of the business opportunity being
offered for sale. Should a seller be required to disclose the number and percentage of its
purchasers that have achieved at least the same level of performance as the industry figures?
Would number and percentage information be sufficient to enable a prospective purchaser to
assess the applicability of industry information to the opportunity being offered? Do business
opportunity sellers collect performance data from purchasers? Is such information readily
available? What other alternatives, if any, should the Commission consider? What would be the
costs and benefits of each alternative?

8I(D)(ii)(g)

Prohibited Acts and Practices

24. Proposed section 437.5 would set forth a number of prohibited acts or practices. Is the
proposed list complete? Are there any other practices common among business opportunity
sellers that should be prohibited? Are any of the proposed prohibitions unnecessary? What
would be the costs and benefits of each proposed prohibition? What alternatives, if any, should
the Commission consider? What would be the costs and benefits of each alternative?

811(B), 8llI(A)-(E)
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25. Proposed section 437.5 would prohibit sellers from misrepresenting the business
opportunity, directly or through third parties. Accordingly, a business opportunity could be held
liable for misrepresentations made about the business opportunity through third parties, such as
a locator or broker. Should third parties involved in the business opportunity sales process be
held liable for misrepresenting the seller’s disclosures? Proposed section 437.5 also does not
address when a third party — such as a shill — makes his or her own misrepresentations outside
of the disclosure document. The Commission believes that third parties can be held liable for
their own misrepresentations under Section 5 of the FTC Act. Is Section 5 of the FTC Act
sufficient to address independent misrepresentations made outside of a disclosure document by
such third parties? What alternatives, if any, should the Commission consider? What would be
the costs and benefits of each alternative?

8l(A)-(E)(i)

Federal and State Relations

26. The proposed Rule would prohibit business opportunity sellers from adding any other
information to the required disclosures, including information required by state law. This
approach is different from the Franchise Rule approach, which enables franchisors to include
additional materials in a disclosure document that are required or permitted by state law.
Because the proposed disclosure document comprises a single page (and any attachments),
sellers can easily attach the federal disclosure document to any disclosure document required
under state law, without imposing significant costs or burdens. In light of the vastly different laws
governing business opportunities on the state level, this approach will also preserve the
uniformity of federal disclosure documents. Is this approach proper? How can the Commission
best accommodate divergent state business opportunity approaches? What alternatives, if any,
should the Commission consider? What would be the costs and benefits of each alternative?

8l1(A), Appendix J

Record Retention

27. Proposed section 437.6 would require that records be kept for “each oral or written
cancellation or refund request received from a purchaser.” How should oral cancellation or
refund requests be kept? Is there certain information that should be preserved in a written form,
such as name, address, amount of request, date, and resolution of the request? What would be
the costs and benefits of requiring such record retention obligations?

81I(C)(i), 8II(C)(ii)(d)






