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PROCEEDI NGS

MR TCOPCROFF. (Good norning. |'m Steve Toporoff. [|I'm
with the Division of Marketing Practices at the Federal Trade
Commssion. And I'mgoing to facilitate the neeting.

VW are neeting today in Chicago. |It's August 21, 1997.
And this is the second of six public workshop conferences to
di scuss the Franchise Rule and the Comm ssion's advance notice
of proposed rule-making. And to nake it easier on the
st enogr aphers, we are going to abbrevi ate advanced noti ce of
proposed rul e- maki ng as ANPR

At today's nmeeting we are going to di scuss business
opportunities. And everyone should feel free to refer to
busi ness opportunities as biz op, another abbreviation for the
st enogr aphers.

This nmeeting is open to the public. The neeting is
going to be recorded, and a transcript will be nade avail abl e on
the public record. W also intend to post an el ectronic copy of
the transcript on the Internet.

As | mentioned before, to the extent that there are
nmenbers of the public here today that wish to offer their
comrents, tine will be allotted for that purpose at the end of
t he day.

And before we begin our discussion, | just want to note
that we're going to have a second neeting tonmorrow. Unlike

today's neeting, tonmorrow s nmeeting is unstructured and it is

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025



© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO 0o pdM W N -, O

open to the public as they see fit to cone in and of fer what
comrents they wi sh on the ANPR or the Franchise Rule or any
other related issues. And that neeting will begin at 9:00 and
we wll gountil 3:00 o' cl ock.

| also want to nmake sure that everybody is aware that
t he Comm ssion has extended the comment period. The comrent
period now will close at the end of the year literally, Decenber
31st, so there's still plenty of opportunity for people to
continue to nake comments if they wi sh or to supplenent their
comments. And we woul d appreciate that.

| also want to nention that we're going to have future
wor kshops. As | nentioned, this is the second in a series of
six. The next workshop will be in New York Gty on Septenber
18th, and at that nmeeting we'll focus exclusively on franchise
sales. And anong other issues, we'll discuss revising the
Franchi se Rul e based upon the UFQC nodel, Internet issues,
programmng, international sales and proposals to devel op an
i ndustry conpliance program So anyone interested in attendi ng
the New York neeting or any of the other workshops, by all neans
you can let us know that today or call us at the Commssion in
t he next weeks.

Before we begin, | also want to nention that | thank
everybody for comng today and participating in this neeting.
It is asnall neeting, but | think that that's understandabl e

given the nature of the subject matter and also the fact that we
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opportunity for purposes of the FTC Trade Regul ation Rule or to
be deened a franchise, for that matter

MR ELLMAN Eric Hlman with the Direct Selling
Association. And our trade association represents 150 direct
selling conpanies and 7.2 mllion direct sellers nationw de.
Several of those conpanies are represented here at the table
today, and we appreciate their support and their interest in
this rul e-nmaking process. D rect selling, as John Brown had
just nmentioned, has never been considered either a business
opportunity or a franchise type of system And we have sone
val uabl e comrents which we have filed which I can see if we can
get into toward the end of the day and leave it at that.

MR GU M nane is Rck Geu. I'mwth the Panpered
Chef with headquarters in Addison, Illinois. Panpered Chef is a
direct selling conpany that nmarkets high quality kitchen tools
and utensils with a hone party plan. W' ve been a nenber of the
Drect Selling Association since 1986. And we currently have
about 40,000 active sales consultants across all 50 states and
al so cane here in support of the Drect Selling Association's
pr oposal .

MR TOPCROFF:  And again, |I'm Steve Toporoff in the
D vision of Marketing Practices at the Comm ssion.

Ckay. The first itemon the agenda is an overvi ew of
t he busi ness opportunities issues and the ANPR proposals. And

will be real quick
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The Comm ssion has an extensive | aw enforcenent history
targeting deceptive and fraudul ent sal e of sone business
opportunities. Since the Rule was promul gated, the Comm ssion
has pursued over 130 cases agai nst over 450 corporations and
individuals for various rule violations or deceptive practices.
And the majority of those cases have been agai nst busi ness
opportunities.

Since 1995 al one, the Comm ssion has pursued
approxi mately 44 business opportunity cases. | note that the
comment fromthe National Consuners League al so observes that
busi ness opportunity type conplaints rank anong the top ten
consuner conplaints that that organi zati on recei ves each year
And indeed, with our work with state governnents, we know t hat
state securities offices and state attorney general's offices
also bring a significant nunber of business opportunity

di scl osure registration and deceptive acts type cases each year

At the sane tine, | want to note that nunerous
franchi sors and their representatives have told us through our
various comrent periods that they would |ike to see the
separation of regulation for business opportunities and
franchises, in part, and these are nore or |ess their words,
they no | onger want to suffer the stigma of being associ ated
w th busi ness opportunities.

So today, we are beginning to take a hard | ook at the
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Rul e' s disclosure requirenents for business opportunities. Does
our disclosure regine work, and how could it possibly be
inmproved. W also want to explore other approaches that the
Comm ssi on shoul d consi der regardi ng decepti ve busi ness
opportunity sales. For exanple, one suggestion that was offered
in the comments by John Baer, who unfortunately could not mnake
it today, he cancelled, |I believe yesterday, was to adopt sone
ki nd of cooling off period for business opportunity sales.
I nstead of just disclosure, which fraudul ent conpani es probably
aren't going to conply with anyway, perhaps there just shoul d be
sone kind of cooling off period. So that's one idea of an
alternative to a disclosure type of reginme. And we can explore
ot hers.

So with that background, 1'mgoing to turn it over to
Mra. The first substantive itemon the agenda is an overview
of the business opportunity industry.

M5. HOMRD: Well, as Steve said, we are, at the
Comm ssion, are fairly famliar with fraudulent biz op's. Wat
we're trying to do here is get an idea of the whole picture of
the biz op industry to fill in the picture, because we really
are unaware of a lot of what's going on. So, if we can start
off with big picture, we will then start whittling it dow. So,
the first topic | would really like to find out about is just to
know what types of biz ops are sold. Wat's popul ar these days.

You know, what isn't. And I'll open that up if anyone cares to
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12
say. David, you look |ike you were.

MR D ALESSANDRO What do you nean sol d, busi ness
opportunities. |f sonebody cones to nme and says, |'ve got
sonething for you to buy, what am| buying? | don't know

M5. HOMRD: Well, what |'mreferring to is what types
of products or services are being sold as business
opportunities.

MR D ALESSANDRO Products sold. Not busi nesses
sal es you' re tal ki ng about.

MR TCOPCROFF:. Actually, it's a conbination of the two.

| think perhaps a better way to start off is, let's ask David,

who, do you do registrations in Illinois?
MR FINNGAN W do registrations. |'mon the
enforcenent side of it. So, | guess the caveats | shoul d rmake

is that, one, our |law has been in effect since the 1st of
January ‘96. W have not sat down and done any conprehensive
review or statistical overview So, ny cooments are basically
going to be anecdotal based on ny experience as to discussions
with other persons. But it's been ny experience, considering

t he nunber of cases that we have | ooked at, that it seened that
in the past the nost popul ar type of ones that we went after

and, again, ny viewpoint tends to be towards the ones which we
consider to be questionable or fraudulent. And so, perhaps sone
comrents fromthe other persons who represent the industry m ght

be al so hel pful .
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16
there's a lack of registrations under the biz op laws, it's
because nost sensible conpanies will nake a special effort to
avoid that regul ation.

MR TOPORCFF: Well, let's take a step back then.

Let's not use the term busi ness opportunity, because that is a

| oaded term Let's use John's term income opportunities.

Let's forget about registration or what regul ations mght apply
to these sales. Let's talk about just generally what Kkind,
because before we get to tackling what kind of registration or
what ki nd of disclosure the commssion should consider, it's

hel pful to get a broader picture of just generally what is being
sold out there, what kinds of opportunities are available to the
public, the big picture. And that way we can take a step back
and start looking at the pieces. So instead of using the term
bi z op or business opportunity, let's just talk in terns of

i ncome- produci ng opportunities.

M5. HOMRD. Well, Eric, | mean, what type of
i ncome- ear ni ng opportunities do your nenbers offer?

MR ELLMAN It's really quite vast, the products and
servi ces that our association nmenbers and their sal es people
offer. Wll, for exanple, here it's Longaberger baskets. It's
Panpered Chef high quality kitchen ware, and Anmay, which sells
quite a nunber of products and services. |It's encyclopedi as
i ke Worl d Book, which is al so headquartered here in Chi cago.

It's vacuumcl eaners and it's quite a wide variety of products
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may be in Wah where sone of these |arge conpanies will have to
be registered in order to do business that no one ever conceived
of being covered by these |laws. Now, for every one of these
conpanies that is out there conplying or naking a serious effort
to look at these laws, there's probably ten to a hundred tines
that many that are either blissfully ignorant of the business
opportunity laws or they ignore the business opportunity |aws.
Again, nostly, | would say legitinmate conpanies that just don't,
can't conceive of the notion that they woul d be characteri zed,
stignatized, by being called a business opportunity.

So, | nean, that's a big problemfor conpanies who are
out there doing business and trying to eval uate what's goi ng on
fromstate to state. |'mnot necessarily arguing for preenption
of state business opportunity laws, and it's probably not
sonmething that is on the agenda, but maybe it's sonethi ng we can
tal k about at sone point today. But the |aws are, even nore so
than the franchise | aws, state business opportunity laws go from
Ato Zin terns of coverage, exenptions, applicability, very,
very patchwork in nature.

MR TOPORCFF: John, did you have sonething to add to
t hat ?

MR BROM Yeah. Just a general observation regarding
the kinds of opportunities out there. In thinking about them
|'ve tended to break themdown into two very broad categori es.

(ne is the opportunity that, in effect, there's perhaps al nost
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no price or very, very snmall price to be paid for the
opportunity itself. And that is, with direct selling
opportunities, nost conpanies like to say it doesn't cost
anything to become a distributor of our products. And that the
materials that one receives may be provided at cost and there's
not a significant cost associated with it so that you' re not
really selling the opportunity. Al that you sell as a conpany
are the trademarked products thensel ves. And, you know, if a
person becones a distributor and never sells the product, well
then they becane a distributor and they never sold a product.
And so, what that kind of opportunity is characterized
chiefly by an expense over time of purchasing goods for resale.
Wer eas ot her business opportunities in sonme of the nore
| egendary ones that go back into the ‘60's and ‘70's, and I'm
thinking of chinchilla farns and sone of the vendi ng operations,
Jerusal em Artichokes | recall fromabout a decade ago. There
the focus was not on a trademarked product that was bei ng nade
avai |l able. That was the cost over tinme, but the cost was the
cost of those goods or that equipnent that one woul d purchase in
order to produce the goods that would be sold. And you tend to
find, within the real mof business opportunities, whether
they' re exenpt or covered business opportunities under |aw, they
break down into those two categories. And at |east the ones
that were | egendary rarely involved the sale of brand nane

products, whether it was the conpany's own brand nane or sone

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025

20






© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO 0o pdM W N -, O

22
three main ones |'ve seen, just the classified advertisenents,
t he newspaper magazines. Recently there was another big one.
It's through sem nars which are advertised on T.V. or in
newspapers. There was recently one in a large central Illinois
city advertising a semnar that was going to occur on actually
it was this Monday to learn how to find incone-earning
opportunities.

Soit's a variety of ways. The trade shows and
semnars, classified ads with an 800 nunber. W' ve seen sone
| nt ernet.

MR D ALESSANDRO | think you' ve probably seen sonme on
T. V.

MR BROM Infonercials.

MR D ALESSANDRO Like the early norning T.V.

M5. HOMRD. |s there any one particul ar method that
you see as really being up and comng these days?

MR ELLMAN | would have to say the Internet, just
because I"'mon the Internet quite a bit. And |I've sort of
fallen into some news groups that do nothing but offer business
opportunities. And that is a haven, | would think that that
woul d be a haven for peopl e perpetuating opportunities that are
fraudul ent or otherw se sonewhat amss. And |'malways getting
unsolicited E-nail telling ne that | can nmake thousands of
dollars a week fromny own hone with very little effort as well

But | would submt that that's a significantly boom ng
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field, the el ectronic nethod.

MR TCOPCROFF:. Do ot her peopl e have experience wth
that, with the Internet and sales that could add to the subject?

MR FINNGAN W have one case that involved a web
page that was advertising a business opportunity. | would say
that's a pretty big area. It has all the keys, for sonebody who
wants to conduct fraudulent activity, it has all the keys. It
has the anonynous ability to create fictitious accounts. An
ability to nake contact and send information relatively
anonynously and very difficult for, you know, for regulators to
track themdown and not a | ot of regulation.

| think that's going to be an up and comng area. W
are seeing a couple of cases in which advertisenents of the
potential. W came upon them | think, through a different
nmeans, but al so found that, you know, a web page and a variety
of business opportunities are starting on web pages.

MR TCOPCROFF: Fromtine to tine today, we're going to
take a vote, as it were, just so that we have sonme kind -- Eric
is famliar with this, | think. W went through, and Dennis, we
did the sanme kind of thing in previous workshops in M nneapolis.

So the vote right nowon the table is, when the
Comm ssi on consi ders whatever it should do w th business
opportunities, are Internet sales a key aspect that the
Comm ssion needs greater attention? So all I'masking for is

kind of a yes or no. You could abstain. You could hedge your
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bets, whatever, but | would like to get a sense if there's
consensus on that subject.

MR BROME Can we discuss that very briefly before we
vot e?

MR TCOPCROFF. Sure. (Go ahead

M5. HOMRD. Absolutely.

MR BROM In ny view, the chief challenge to dealing
with the Internet in terns of |aw enforcenent is sinply to cone
to grips wth the fact that there's a new technol ogy. But
fundanentally, it's sinply a way to communi cate. And sone
peopl e tal k on the phone, sone people send nail, sone people do
tel evision advertising, other people talk person to person.

Sone of these are, you know, low tech or no tech and others are
nore innovative ways to communicate. And so | don't -- ny view
is that if you sinply include Internet communications as one of
the many ways that an opportunity can be offered or adverti sed,
then it's covered |ike any other formof commwnication. And |
don't think that the lawreally has to take special cognizance
of any particul ar technol ogy unless for sone reason the peculiar
manner in which alawis drafted would be interpreted to excl ude
that formof communication, well then, yes, you' d want to nake a
specific point of including it.

But to ne it doesn't matter which technol ogy you use to
comuni cate. The fact is if you communi cate an offer, you've

communi cated an offer. You're either going to cover that
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regul ation or you're not.

MR WECZOREK: | want to probably be supportive of
John's position. That is that | think while the Eric BHIlman's
of the world are becomng nore nunerous in terns of surfing the
Internet, that the people who are nost prone to be taken
advant age of are people that haven't the foggi est notion of how
to get on the Internet and how to do those kinds of things. So
ny sense is still that, while the Internet is something that the
FTC shoul d be interested in, that the traditional ways of
sel l'ing, newspaper, whatever, are really directed at the people
who need the nost protection. That would be ny sense of it,
that people who are on the Internet theoretically, | would say
nmost of themare nore sophisticated, nore educated, nore able to
exer ci se sone judgnent about what they're doing as opposed to
soneone who can buy a Chicago Tribune for 50 cents and | ook in
the classifieds and go and t hrough away $5, 000, you know, in the
blink of an eye.

MR TOPORCFF: Eric?

MR ELLMAN And let ne echo the comments of John.
Because there is, by all accounts, including the Nationa
Consuners League, a lot of fraud on the Internet does not, |
don't think, engender a specific regulation of that specific
nmet hod of comunication. It's just sonething that the FTC has
to take into account when it inposes its regulation, but I don't

think that there's anything specific about that nethod of
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communi cation that's necessary to regulation. It's just one
nore facet which the FTC has to look at in terns of any kind of
regul ation that it inposes.

MR TOPORCFF: Well, on that point, two concerns cone
tomnd. One is, the Comm ssion very infrequently goes through
the process of revising its rules. If we do so, it's once a
decade at nost. This is the first real substantive
consi deration of rule changes since the rule was pronul gated in
the late *70's. So suffice it to say, whatever we're going to
do is going to carry us for the next decade if not |onger. And
while today Internet mght be nore sophisticated in the sense of
using it and the nunber of different opportunities on the net,
that could change radically fromyear to year. 1In five years,
we could be in a conpletely different climate. So | think it
woul d behoove the Comm ssion to at |east consider the issue.

Second, a concern that we have, and this is one that
we're going to raise in greater detail in the franchi se context
when we have a neeting there in Septenber, is what triggers the
obligation to give out disclosures under our rule. And one of
the key aspects if the first face-to-face neeting. WVell, if
goods and servi ces or business opportunities or franchises for
that nmatter are sold over the Internet or by tel ephone or have
you, then there may not be in actuality a first face-to-face
neeting. So the question becones, what triggers the obligation

to nake disclosures if opportunities, we'll call themincone
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opportunities, are sold on the net.

So the question that | posed for a vote is not whether
t he Comm ssion should regulate the Internet. That's not what
we're talking about. It is basically getting at the notion, are
busi ness opportunities, incone opportunities, nore and nore
being sold on the net so that it is an area |ike tel ephone
sales, |like trade show sal es, any nunber of other issues, that
t he Comm ssion should at | east consider when it contenpl ates
amendnents to the rule.

Basically, is this an issue of concern or really not?
Sowith that, | would still like to take a vote. And we can go
around the table starting wth John.

MR D ALESSANDRO | abstai n.

MR FINNGAN  Yes.

MR TCOPCRCFF.  Denni s?

MR WECZOREK: Well, | have to elucidate on ny answer.

Because | think you' re preview ng the franchise area which is a

concern. And that is, | think, yes, Internet sales wll becomne
nore and nore of a concern. | don't agree that they will be the
primary concern but will becone nore of a concern. | am

concerned that the Comm ssion does switch the existing rule with
the ten business day cooling off period that already exists in
the franchise area to sonmething that's going to require sone
formof disclosure or sonmething that occurs when a web site pops

up on sonebody's conputer screen. | think that is asking for
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significant problens and definitional difficulties that will be
a great concern to franchisors. So | guess I'magreeing with
you with some reservation

MR TCOPCRCFF:  (Kkay.

MR BENNETT: A qualified yes. W don't offer, we have
a hone page. W have infornation about how you can becone a
Longaber ger associate on the hone page. But there has to be a
face-to-face neeting in order for that associate to sign up. So
| don't think it would have an inpact on us. As you broadly
state in your question, | would say yes.

MR TOPCROFF: (kay. Let me just follow up on that.
Are you saying that when you get distributors for your conpany,
it always is a face-to-face neeting? There is never, let's say,
contracts sent through the nail or over the tel ephone?

MR BENNETT: That's a good question. | can't say it's
al ways a face-to-face neeting, but we know that our recruitnent
or when sonebody sponsors someone, it's generally at one of our
what we call show, where our products are denonstrated. And
was | ooking at the research today. A nost half of the people
that sign up to sell our products ask about how do | sell these.
Because of the affinity for the product. So I would say 99
percent of the time it happens with a face-to-face, because the
conpany doesn't sign themup. The associate recruits and
sponsors a person. So | don't know the answer to that, but |

woul d say that that's probably 100 percent. Yeah, it's probably
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a face-to-face. 1'd have to go back and take a ook at it.

MR TCOPCRCFF:.  John?

MR BROMW M vote in terns of the Internet is yes,
what ever you do you shoul d take into account the fact that
busi ness opportunities will increasingly be advertised or
offered via the Internet. And then with the sanme caveat,
Longaberger expresses, if not 100 percent, virtually 100 percent
of the sponsorship activity occurs ultinmately when the deal is
done on a face-to-face, person-to-person basis.

MR ELLMAN  And again, it's a qualified yes. But |
think that there will be income-earning opportunities that wll
be nore prevalent on the Internet as nore peopl e have access to
it. But | don't think that the Internet is worthy of special or
specific regulation. And if I could, | just want to foll ow up
on the comments that M ke and John just nade in terns of how one
goes about recruiting a direct seller.

And Amnay and Longaberger mght be a little different
than other direct selling nenber conpanies, because |I'mnot sure
that all direct selling conpanies in sone instances will offer
sponsorship activities through a face-to-face neeting. There
are a |l ot of people now, as people continue to exist in a nore
nmobi l e, nore technically oriented society, people are
communi cating nore and nore over the Internet via E-mail or what
have you. And it is quite likely that sponsorship activities

can and will be offered via electronic neans. |f you' ve got
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friends who live in different cities and are comuni cati ng
primarily over the Internet and one happens to be a distributor
for one of our direct selling conpanies |oves the opportunity
and is doing quite well and wants to share that with friends in
different cities. And that's being done over the Internet. |
think that is being done now and it will probably be nore
preval ent as years go on

MR TOPORCFF: R ck?

MR CGEU M vote would be yes, we definitely have a
concern about the Internet. However, the Panpered Chef
basi cal | y does no business over the Internet. It is all done
face-to-face at hone parties.

MR FINNGAN If I mght expand on sone comments.
G her agencies are already passing rules and regulations in
regards to Internet. One that is sonewhat simlar, because |
just go over the requirenents and certain other requirenents
that need to be provided, is the FOC. And they have rules, you
know, discussing, can you provide proxy statenments by E-nail?
What ki nd of disclosure statenments, if you want to sel
securities over the Internet, how do you go about doing that?
How do you prove that it was delivered? The various state
regulators in the securities area have started taking a | ook at
that. So, it's an area where ot her agenci es have been able to
draft regulation dealing with it, and | think that, like it or

not, it's an area that is going to be regulated and it's an area
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where there's increasing business activity.

MR BENNETT: In thinking about your question, if
soneone contacts us as a result of seeing our home page and say,
how do | sell your products? Ve will have an associate in their
geogr aphi cal area contact themto encourage them and show t hem
how to get involved and to actually sign themup. So in
thinking about it, it's 100 percent face to face for us.

MR TOPCORCFF:  Ckay.

M5. HOMRD. Al right. Wll, noving along. Dennis,
you actually brought this up and it's sonmething that we need to
explore a little bit nore. Talking about the state of busi ness
opportunity regulation. And you tal ked about the patchwork.

Can you say a little bit nore about that and if anyone el se has
sonme additional coments?

MR WECZOREK: Yeah. The business opportunity |aws
foll ow several general patterns. The original set of business
opportunity | aws cane out of the southeast and those | aws
focused on, if | renenber, the four-part definition of the types
of representations that are nade. There's usually sonethi ng
about you'll provide |ocations for the business opportunity,
buyer to sell products, usually vending nmachi nes, things Iike
t hat .

The busi ness opportunity seller will buy back whatever
it is that the buyer grows, breeds, et cetera. The third part

is usually a guaranty, some sort of representation that involves
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a guaranty by the seller that the buyer will have sone | evel of
income. And then the fourth part is something about that the
seller will provide a marketing plan. And then the exenption
that came out of that that was available to franchisors was a
foll owon sentence to that that said, If this marketing plan is
provided in conjunction with a registered tradenark, then
there's an exenpti on.

So that was the initial set of laws. And then after
that, it started, the laws started nutati ng and changi ng and
states were throwi ng things together because of, | assune,
percei ved problens with, you know, the stories that we used to
hear were el derly people would have their |ife savings taken
away by these kinds of conpanies. So the |aws started spreadi ng
out. And then, in recent years, probably the nore preval ent
pattern has started to be sonething resenbling the nodel
busi ness opportunity |aw put out by N cusso. And | think
Ckl ahoma is one of the newer states. And actually, Illinois is
probably the newest state in terns of that kind of regulation.

But you can approach it froma coupl e of standpoints.
If you' re a franchi sor doi ng busi ness, generally you can be
exenpt fromall of the state business opportunity |aws unl ess
you don't have a federally registered trademark. There are
three states that you have to worry about, Connecticut, Mine
and North Carolina. |If you re a manufacturer or a conpany

that's trying to distribute its products and you have sal es reps
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or manufacturer's reps or even distributors where they have to
put in some noney for sanples or sonething |like that, then you
have to reviewthemall. And in nost cases you'll be exenpt if
you' re big because there is a tendency to provide exenptions for
| arge conpanies, but there are still several states, California
is an exanple. The California Seller Assistant Marketing Pl an
Lawis a lawthat's very broad in its application

So, right nowthe laws are not uniform They're not
consistent. If you're doing a good job in review ng your
responsibilities state to state, you have to exam ne them al
and there is really no rhyne or reason as to where you'll be
exenpt necessarily or where you'll be covered. And if you are
covered in sone of these states, you can't do busi ness unl ess
you have a bond. You can't do business unless you use a
di scl osure docunent, et cetera, et cetera.

You know, | think the bottomline out of all this is
that, and it sort of relates to the bullet point above this one,
about who represents the business opportunity interest, you
know, frankly I don't think anybody does. | don't think you'l
get any comments fromthe business opportunities we're talking
about, the business opportunity types that you sue, they're not
represented here. | don't know that any of them coment ed.
Maybe you're getting sone phone calls, but those are the folks
that really don't care what kind of regul ati on you have because

they're not going to conply anyway. And those are the folks
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where the regul ation i s necessary.

MR TCOPCROFF.  Are you saying that those fol ks are the
scamartists?

MR WECZOREK: Well, | don't know what they are, but
they are conpani es that are doi ng business. Probably a good
nunber of themare scamartists. And | don't think any of the
regul ation that you' re going to inplenent is going to be
conplied with. It's really nmore of an enforcenent issue than a
di scl osure or regulation issue up front.

MB. HOMRD: Eric?

MR ELLMAN | would have to agree with that |ast point
that Dennis nmade. That part of the goal of all of these
di scl osures that are inposed upon business opportunities and
franchises is to protect the public, but there's a lot of
protection that no anount of disclosures is going to acconplish
because there are just a ton of people that are never going to
regi ster no matter how nmany di scl osures you i npose upon these
peopl e. Just because of the fraudul ent nature of many busi ness
opportunities.

M5. HOMRD: Ckay. Well, we can sort of hold that
thought for a little bit later. W're going to touch on that
nmore inalittle bit. W just had sonmeone join us. Wuld you
like to introduce yoursel f?

MR SANSON  Sure. Phil Sanson fromthe Illinois

Securities Department.
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M5. HOMRD: (Good to see you. Well, you cane in at
just the tinme that we were tal king about sort of the state of
state laws in the business opportunity area. And | was about to
ask David if he could talk to us about Illinois, but I'll ask
ei ther of you.

MR FINNGAN | would like to comrent.

MR SANSON 1'Il let you.

MR FINNGAN Qur law pretty nuch all ows what Dennis
outlined there. It's a two-prong test. | nean, you have to
neet a $500 threshold. So what we do see is people, you know,
advertising their product at $499 or below. | guess |
personal |y don't consider that too nuch of a probl em because |
think that you have to put a threshold. Cherw se, you' re going
to have a ot of business. W already have enough busi ness as
it was. W would just as soon, | guess, keep it at the $500.

The second one is, you have to neet a six-part test,
which is, again, you know, it's buying locations. It's finding
out what's repurchased that the product. That they're
guarantying inconme, that they will refund the purchase price and
that they' ||l provide a marketing plan. Mst of the business
opportunities that we've seen out there are wise. This |aw has
been out for a while, so they usually advertise in such a way
that it doesn't neet one of the five tests or nost of the cases
that | bring were alleging that it's a business opportunity

because they' re offering a marketing pl an.
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And briefly, that's basically, | nean, you get buy
training or get assistance on the operation, marketing, or
shoul d say, operation or marketing of the plan. The | aw has
been in effect since the 1st of January of *96. W just nade
sonme anendnents to it which went into effect on July 8th of this
year. W brought in a nunber of unfortunate actions.
Unfortunately, | don't have any statistics in that regards.

| think our experience is that, pretty nuch what Dennis
has said, is that we don't have a |lot of registrations. W're
starting to get sone nore people that are interested in
registering. That could be sonmewhat about the know edge of the
| aw, because we've been very diligent in bringing enforcenment
actions. For the first six nonths to a year, we had been
basi cal | y, because there wasn't a | ot of know edge out there, it
was a new law, we were basically trying to encourage people to
register. Ve would take a much nore lenient action. Now, we're
taking nore of a stronger enforcenent action. | think that's
encour agi ng regi stration.

But in general, nost of this is geared towards those
peopl e who aren't going to regi ster anyway. The basic agreenent
long termis it gives us a club over soneone who hasn't
registered. And | think that's quite a bit of the focus where
we're at at this time withit.

M5. HOMRD. How did your | aw cone about ?

MR FINNGAN Do you want to respond to that, Phil?
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MR SANSON Basically, it's between the Attorney
Ceneral's office and us. It's an unregulated field. And it's
going to make the Secretary of State's office ask the
legislations to allowthat. So, it's in the Secretary of
State's office.

M5. HOMRD: Now, you had nentioned, David, that it was
based on, is it based on the nodel ?

MR FINNGAN Yes. It is based on the nodel act. And
frankly, | think that it is, the original act was basically
taken word for word fromthat nodel act. W nade a coupl e of
changes to it. One was to nake it clear that we were referring
to a federally registered trademark. Wiereas, before it wasn't
clear. (ne point had tal ked about federally registered
trademark. And then | think another part of the act it just
sinply said a tradenark, which we had to include a state
registered trademark. So a lot of what we did was just to clear
up things, technical natters like that, but pretty nuch it's the
nodel act that's been passed by ot her states.

M5. HOMRD. Just as a note. A nunber of different
commenters have pointed to your |aw as sort of a good nodel to
fol | ow

MR FINNGAN Well, that's probably because we were
fortunate to be one of the nost recent ones to pass it. So we
have been able to learn froma lot of the m stakes of other

states. There are lessons that they have learned. It includes
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a variety of exenptions which | think are pretty good
exenptions. There's a couple that |I think we need to work on.
V¢ have a net worth exenption. W have the franchi se exenption
VW have a federally registered trademark exenption. There's
also a catch-all which allows the Secretary of State to
desi gnate, upon request, that a certain type of incone-earning
or a business opportunity be exenpt.

I's there any others that you can think of, Phil?

MR SANSON Those are the main ones.

MR FINNNGAN Those are the nain ones.

MR HOMRD. Now, you nentioned that yours is a
registration law. Do you al so have a bondi ng requirenent ?

MR SANSON There's a surety bond, but that's just
basically a $25,000 net worth. If it's less than that, if a
conpany has guaranteed profits or earnings. So, unless that
occurs, that really doesn't go into effect.

M5. HOMRD. How about other state laws? Dennis, are
you aware of, for instance, do nost acts inpose a bonding
requi renent ?

MR WECZOREK: No. It's a mxed bag. There are sone
that it's required. There are, in some respects, it's simlar
to the franchise laws in that in a few states you send your
application in and it's rubber stanped and it's instantaneous.
There's not much to do. In other states, | think Connecticut is

one of the nost promnent ones. They give you a real going over
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when you try to get regi stered because their assunption is is

t hat busi ness opportunities are bad. And they shoul d nake sure
that whoever it is that is foolish enough to register with them
gets put through the mll. But there are, you know, there are
variations out there. Again, the people who shoul dn't be
subject to the laws but are caught can usually figure out a way
to work their way around the state laws. Again, not all of the
state laws. There's always going to be a fewthat will capture
sonme, but nost of them the nore recent ones like Illinois, are
nore patterned after the nodel law And that seens to take care
of the larger conpanies, the nore |legitimte conpanies, and the

scamartists are never going to conply anyway.

M5. HOMRD. And are nost of the laws registration | aws

as opposed to sinply disclosure | ans?

MR WECZOREK: Yeah. Mst of themare registration
| aws, yeah.

M5. HOMRD. Anyt hing el se?

MR TCOPCROFF:. | just have a question for Eric. In
your organi zation, do you al so represent work at hone type of
i ncome opportunities?

MR ELLMAN WVl l, I'mnot sure what you nean by work
at hone. But what | can say is all of the direct selling, nost,
if not all, of direct selling is a home-based enterprise.

People are in the sales of direct selling goin a lot of places.

It can be in the custoner's hone. It can be in the direct
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seller's hone. It can be in an office, anything that's not a
fixed retail location. But in terns of the admnistration of

t he busi ness, that admnistration of the business is being done
fromhone, whether it's naking phone calls to set up

appoi ntments for sales or whether it's making appointnments to

di scuss the income-earning opportunity. So if that's what you
nmean by work at home, then yes. But if you nean by work at home
where conpanies w ll send beads out to the --

MR TCOPCROFF. That's where | was getting at.

MR ELLMAN  No. That is not us. No nenber conpany of
ours, no sales people are in the business of manufacturing raw
goods, whether it's putting beads on a neckl ace or grow ng
chinchillas or stuffing envelopes. R ght. That is not us.

MR BROME If | can add to what Eric just said.
Actually, | think it's fair to say that the whol e proposition of
direct selling is antithetical to work at home. The point is
that if you' re going to be a successful direct seller you have
to get out of your home and go talk to other people. It's not a
deal where you can, you know, in the privacy of your own hone,
you know, earn sone kind of substantial income. But in fact,
it's quite the opposite of that.

MR TOPCROFF: What's the difference between direct
selling and direct narketing?

MR ELLMAN There is a big difference. And we're

often confused. But essentially the big difference is that in
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MR TOPORCFF: (ne of the people who couldn't make it
today is Andrew Caffey. And | spoke to himon the phone. And
it's his intention of comng to the neeting in Washi ngton. And
one of the things that he was trying to do is organi ze sone ki nd
of busi ness opportunity trade association. M understanding is
that that is inits infancy. The only other organization that
possibly could conme into the picture is the Areri can Associ ation
of Franchi sees, Franchisees? Yeah. Franchisees and Dealers, to
the extent that they have distributors or other kinds of
deal ers, perhaps they fall within the category of business
opportunities also. But that's nmore fromthe buyer side as
opposed to the seller side. Ckay.

Want to take a break at this point?

M. HOMRD: Yeah. | think we shoul d.

MR TOPCRCOFF: Take about a 10, 15 m nute break.

Thanks.
(A recess was taken.)
MR TOPORCFF: W are back on the record. And we have
anot her participant joining us. Adam Sokol fromthe Illinois

Attorney Ceneral's Ofice. The next itemon the agenda is

i dentifying deceptive business opportunity scans. And by that
what we nean is, let's get to the nitty-gritty here. Wat
really separates legitimte i ncome opportunities or business
opportunities, call themwhat you will, and those that we can

identify as, we'd like to identify as scans.
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per haps sonme ways to examne what is legitinmate and what is not.
And sone of the things that we've had experience with is that
t he higher the cost of the buy-in, for lack of a better tine,
that is potentially an indicia of fraud, as is the absence of an
i nventory repurchase policy, a buy-back policy, if you wll.

One of the things that we're very proud of in our
industry is that in our code of ethics we have a 90 percent buy-
back policy and every nenber conpany nust adhere to that. And
that is, if adistributor, if a direct seller decides to | eave
t he busi ness for any reason what soever, our nenber conpanies
wi Il repurchase resal able inventory on hand at 90 percent of the
cost that the direct seller had paid for it. And I'mnot so
sure that fraudul ent operators offer that same kind of a
guar anty.

MR TCOPCROFF: kay. Well, let ne ask this. |Is there
a distinction also that could possibly be drawn in terns of what
t he busi ness opportunity is offering in the sense that, |
understand the direct sellers basically focus on the sale of a
product. 1|s a possible distinction the sale of equipnent? As |
understand the direct sellers, they buy a known product and they
basi cal |l y becone distributors and they offer those products for
sale. They don't assenble anything as such. So would a
possible red flag be the sale of equipnent with which the
i nvestor takes the equipnment and then offers it, uses it to

manuf acture sonething or uses it for the sale of other products
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sale of equipnent. So, | think that trying to nmake a
di stinction based on whether they' re selling equi pnent is going
to be fruitless.

MR TOPCRCFF: Is there a distinction in terns of
support or assistance?

MR SOKCQL: In terns of speaking with sone of the
pur chasers of these opportunities, they don't often have a clear
picture as to what the purchase price went towards. They are
usually led to believe that, let's say, for exanple, in a
$12, 000, $15,000 purchase, $7,000 to $8,000 worth was for the
inventory. Another couple thousand in the display rack type
scenario is for the display rack. And then if they want to know
what the other $2,000 is for, and they're told anythi ng ranging
fromgoodw || to customer service or the right to use the name
of the conpany, whatever nane that mght be.

MR TCOPCROFF.  Anybody have anything el se to add on
that particular point? John?

MR BROM | guess just probably this reiterates
earlier comments. Wether it's sonething that would, | don't
think the distinctions were drawn woul d be appropriate to carve
out in the law so nuch as they're red flags for enforcenent
concern. And you had nentioned i ncone representation and the
nature of those representations. And | think some on their face
rai se questions and others don't. The larger the investnent the

greater the concern. And then beyond that | think it is true
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selling conpanies is that what we'll say is that, in our case,
the Ammay opportunity is not for sale. |It's basically available
to anyone. And what you purchase are specific itens. And those
are identified. So you don't have this vague characterization
of, well, you spent so nmuch for this and you spent so nuch for
that and then, well, this third area is, you know, basically the
cost of the opportunity itself. The opportunity to sell Amway
products, that doesn't cost anything in Anmay. Basically you
purchase the sales kit, which is going to cost |ess than $200
and that's going to have two conponents to it. Qne is
literature that you need to understand the business and to
conduct the business. And then products, and all of that is
subj ect to, you know, being repurchased by the conpany if the
person deci des that the opportunity is not for them

And | think that's characteristic of the direct selling
industry that basically the opportunity being offered by the
conpany, when you consi der that we want to absol utely maxi mze
t he nunber of people who will try it, we want to keep the costs
low. That is how we naxi mze participation and so that's the
approach. | think nost direct selling conpanies take that
approach. They're trying to keep the cost as | ow as they
reasonabl y can under the circunstances.

MR TCOPCRCFF:.  Denni s?

MR WECZOREK: Let ne ask Eric sonmething. You said

earlier that direct sellers provide no training?
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MR ELLMAN  The conpanies don't. The conpanies don't
provide training to the sales people. Now, there mght be
training in the context of one recruit providing guidance or
training to another person that they have recruited in the sales
busi ness, but | would not characterize it so nuch as training as
| would sort of, well, | guess sone people would consider it
trai ni ng because you're offering, you know, guidance and
suggestions and help as to how you go about running your direct
sel I'i ng busi ness.

MR WECZOREK: The reason | say that is that |I don't
know if this is where Steve is going. He can speak for hinself
on this issue, but, you know, a lot of the statutes tal k about,
in the franchise area and the busi ness opportunity area, talk
about providing any | evel of assistance, guidance, training,
manual s, howto do it, knowhow, et cetera, and | would find it
hard to believe that your nmenbers don't provide any of that at
all.

MR ELLMAN Wl l, no, our nenbers certainly provide
their sales people with nmarketing nanuals and materials, but
essentially these people are in business for thensel ves. And
t hey, you know, they review the narketing manual s. Perhaps
there are sone videotapes and that sort of thing. And perhaps
it's just our different opinion as to what constitutes training
or not. If they, you know, read the manual that's provided or

wat ch a videotape, that is, you know, there is sone degree of
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training, but it is not training in the sense of enpl oyer-
enpl oyee cont ext.

MR D ALESSANDRO  You can probably correct ne if I'm
wong. You' re probably saying that they don't train you in how
to sell. They may educate you on product know edge.

MR ELLMAN In many respects that's true. R ght, that
you' re getting sone informati on about the products and you're
getting hel pful suggestions as to who you mght want to contact
and people in your kid s soccer team You mght want to contact
your friends and nei ghbors and peopl e that you cone into contact
with every day. And they mght provide suggestions as to, you
know, you make a separate space in your house and you have one
pl ace i n your house where you do the admnistrative functions of
your business and that sort of thing. But you are the one that
goes out and does all the selling and if you need help or
suggestions or advice as to how you go about running that
busi ness, generally speaking, you' re going to be in
communi cation with the person that recruited you as opposed to
t he conpany itself.

MR TOPCORCFF: Does the conpany have, let's say, an 800
nunber where distributors could call in and ask for advice or
assi st ance?

MR ELLMAN | think that that assistance is avail able
nmore for product issues. |Is this product good for this or can |

say this when | talk about this particular product. But | just
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the conpany regionally and locally that people, if they choose,
they can attend, or they nmay choose not to. And so, yeah,
there's a lot of information, a | ot of guidance provided. And
frankly, in ny view, for Anmay, again, it's the fact that we
keep the required costs or the initial purchase | ow and keep
everything voluntary so that you do not becone a business
opportunity for purposes of the Act.

And that's the whole point. But, you know, are we
provi ding guidance that if the price tag were higher and if that
cost $5,000 to becone an Amway distributor, you know, do we
provi de sufficient guidance and a marketing plan such that it
woul d neet the requirenents of business opportunity |law or the
franchise law, and | think, you know, |1'd |eave to the
interpretation of the |aw enforcenent people, but 1'd be very
concerned counsel ing Anway Corporation on that issue. So, yeah,
we do provide guidance. W do provide assistance. But strictly
speaking, is it training? Well, | don't know |t depends what
one woul d nmean by that.

MR TCOPCRCFF. R ck?

MR GEU To reiterate what John is saying and
specifically for the Panpered Chef, we have available to our
consultants videos, training manual s, but we do not train them
fromthe conpany's point of view The conpany does not train
the consultants. They train each other. Networking is a big

part of our training and | earning how to do the busi ness.
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Net wor ki ng, | nean, we provide the opportunities for themto
net wor k, encourage themto network, but they get together and
they ook and tal k about what works, you know, for them what
doesn't work.

MR ELLMAN  And many of our nenber conpanies wll
conduct either annual or quarterly or sonmehow sem nars about
working in the business. But all that is entirely voluntary.

MR WECZOREK: | would, bottomline, at |least fromny
perspective, is that it would be a mstake to create a busi ness
opportunity rule that says that you are exenpt if you provide no
training or assistance or sonething |like that. Because that's
not going to take care of the issues that we're tal king about.

MR TOPCROFF: R ght. | want to ask the state
regul ators, in the types of cases that they bring, is training
and assi stance an el enent that they see frequently?

MR SANSON It's the main thing, usually, training and
assi stance. Sone type of nmarketing plan, support, training,
advice. W |look at that as a marketing plan. That is how a
mar keting plan is defined.

MR TOPCORCFF:. Adan?

MR SOKCQL: Training certainly is a variable. 1've
actually been just sort of jotting down the lists of types of
different conplaints that we get. And as to training, we have
had a coupl e of cases in which people either attended a sem nar

or watched a video in which there was a point hamered hone in
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that with our training and our assistance, there's no way you
can fail with this opportunity. Wat people would do woul d then
get a, purchasers would get a "training tape" or a training
bookl et in which was as sinple as, Make sure you | ook soneone in
the eye. Speak slowy and confidently. Say pl ease and thank
you." And that is what the conpany referred to as training.
That then would trigger a conplaint to our office saying, this
isn't what | thought I was paying for.

MR TOPORCFF: (kay. You nentioned, Adam that is,

just mentioned another aspect that | wanted to touch on. And

that is, guaranties of success. | knowin the cases that we
bring, | guess guaranties of success are a close cousin to
earnings representations. | want to ask the direct sellers in

your particular organi zations or nenbers of the Drect Selling
Association, are there either guaranties of success in the
br oadest sense of the word or other kinds of representations
that the conpanies mght nake in terns of earning an i ncone?

MR ELLMAN  Vell, | would hope that nobody in our
i ndustry nmakes guaranties of success, because nothing is
guaranteed i n anything anywhere. And |I'mnot aware of conpanies
that do make such guaranties. MNow, they do tell you that if you
wor k hard and you apply yourself you mght succeed and you m ght
not, but you have a | ot better chance of succeedi ng the harder
that you work. And | think that's the nessage that our

menber ship conveys to their sales people as well as to potenti al
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are no guaranties of success. And if you work hard and apply
yoursel f, you mght do well and you mght not. But obviously,
you have a better chance of making noney if you apply yourself
and do the work.

MR TCOPCRCFF:.  John?

MR BROM | would say it's probably accurate in the
direct selling industry that, if not every conpany, practically
every conpany will specifically prohibit any guaranty of
success. And | think particularly in today's environnment, to
make those kinds of guaranties not only would run afoul of, you
know, virtually every kind of business opportunity consuner
protection act out there, deceptive trade practice acts, but
likewi se, as a matter of civil liability, when you' re seeking to
attract to your opportunity, you're inviting trouble to guaranty
success. |It's a promse that can't possibly be kept.

Again, so it doesn't sound |ike we go around sayi ng,
gee, you can have this opportunity if you want it, but, you
know, it's not that good. That is not the narketing strategy of
direct selling conpanies. | don't think it's the narketing
strategy of franchise opportunities or anybody el se. We
endeavor to nmake the opportunity as attractive to people as we
possibly can. And | think to try to properly characterize it,
what we enphasize is that there's hard work involved, that not
everyone wi |l be successful, but you can be, and we don't

presune to know who that's going to be. And, you know, in the
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direct selling industry you can point to countless exanpl es of
peopl e who have gone to professional school who were successf ul
or people who had a, you know, junior high school education were
successful. And you have people fromall wal ks of |ife and
backgrounds. So we try to enphasize the point that there are
count | ess exanpl es of people fromall walks of |ife who have
been successful with the opportunity, but not everyone is
guar ant eed success. And so that generally is the nessage that |
think is conveyed.

MR TCOPCRCFF:.  John?

MR D ALESSANDRO | agree with this gentlenman, but |
feel what really happens is is that the individual in his own
mnd says, that's a guaranty of success. He twi sts the
information around to believe that that is going to happen.

MR TCOPCRCFF.  Denni s?

MR WECZOREK: Well, actually that's interesting you
say that because there's that old North Carolina case invol ving
the North Carolina Business Qoportunity Law where sone, | don't
remenber the nane of the conpany, it was Private Industries or
sonmething like that. They nade representations about earnings.
A North Carolina court said that was a guaranty. They nade no
guaranty, but the court said that's a guaranty.

So, again, you know, if the Coonmssion is considering a
rule that would say that you are a biz op if you nmake any

representati ons about sales, earnings, profits, expenses, et
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cetera, | think that may be problenatical to sonme of these
gent | enen because | suspect sone of your people are out there
saying, well, if you sell 100 of these, this is how nuch noney
you could make. O if you sell 20 of these, this is what your
profits will be. 1It's not a guaranty, but they're providing
information that says that here's what the nargi ns woul d be on
various levels of sales. And if that's a criteria for becom ng
a business opportunity, then | think you' re going to capture a
whole lot of folks that really don't want to be covered by these
| aws and probably shoul dn't be covered by these | awns.

MR TOPORCFF:. Eric?

MR ELLMAN | don't knowif we're going to get into
this later on or not, but |let ne just foll ow up on what Dennis
says. That since you were tal king about representations and
guaranties and that sort of thing, is that it would be very
difficult for direct sellers, direct selling conpanies, to do
busi ness w t hout presenting sonme degree of representations. And
it would be unfortunate if we were prohibited from doing that
type of function. W never promse the sun and the sky. W
never promse that you' Il make a | ot of noney doi ng m ni nal
work. But there have to be di scussions about, you know, what
potential profit margins there are, because we need to present,
to present an incone opportunity, you have to be able to present
it fairly and accurately. And to do that, to give sone people

an idea of how nmuch noney that they mght be able to nmake, no
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they don't do one of those five. They don't guaranty an incone.
They specifically, in fact, we have one where they went through
and they specifically said, you, the buyer, sign saying, you
agree that we are not guarantying you. Your price wll be
refunded. W're not guarantying to purchase your product.

VW' re not guarantying you an incone. So, pretty nuch that |eads
us to, if we want to bring a case of arguing that providing a
mar keti ng pl an.

MR TOPORCFF: And it's not just clear. The statute
speaks in terns of a guaranty of inconme, or is it that you wll
earn certain inconme?

MR WECZOREK: The Illinois statute is a little
different than many of the other statutes. California is nore
typical. California says that if you represent that the
purchaser will earn, is likely to earn or can earn in an anount
in excess of the initial paynent paid by the purchaser for
participation in the seller-assisted narketing plan. So there
are, | would say the majority have | anguage simlar to that that
say sonet hing about the seller representing that you may be abl e
to earn nore than you put in.

And if it says that, if anyone is out there selling
busi ness opportunities and doesn't either expressly or inpliedy
say that, then they're not going to sell anything. So,
everybody nakes that representation. So it's alnost a given

that that representation will be nade. And obviously an
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I1linois case, invariably someone will inply or expressly say,
we wll provide you with a way to market this product, market
this service, and you capture everything basically, by the
California format or the Illinois fornat.

MR FINNNGAN The specific |anguage with regards to
the inconme is that the seller guaranties that the purchaser wl|l
derive incone from business which exceeds the price paid to the
seller.

MR TOPCROFF. But it is in terns of guaranties, isn't
it?

MR FINNNGAN The specific |anguage is guaranty.

MR BROMI | have a question. David, have you ever
cone across a business opportunity that didn't neet the
mar keti ng plan | anguage of your statute?

MR FINNGAN No. And in fact, that's the route that
we usually go. [It's because alnost invariably for it to be a
busi ness opportunity you have to be able to provide sone sort of
training or manual or assistance or pronotional literature or
sonething like that. And in effect, just to junp ahead, in
regards to that proposed | anguage in the notice, that seens for
us to be the one that works. |Is that there's sonme sort of
m ni mal threshold anount and that they're providing sone sort of
assi stance or narketing plan. Because otherw se that seens for
us to cover the great variety of creativity of people who are

able to offer a variety of different business opportunities and
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still neet that, and | think with the exceptions, be able to
nmeet the concerns of the industry.

MR TCOPCRCOFF.  Anybody have any thoughts on that? [|'m
going to get back to marketing plans in a second. | just want
to probe another issue. And that is the use of testinonials.
First of all, is there anything in the Illinois statute that
addresses the use of testinonials?

MR FINNGAN  No.

MR TOPCROFF: kay. | want to ask the direct sellers.
I's the use of testinonials common, routine, rare in your
organi zati on?

MR ELLMAN That's a good question. | would say that
it does exist, but I['"'mnot famliar with every conpany's nethod
of operation. But | do know that there are conpani es that use
testinonials. And by that, that can conme in a variety of ways.
It can be saying that |'ve used products and | love it, or it
can be a product testinonial like that, or it can be an income
testinonial where sonebody will say, |'ve been with this conpany
for X nunber of years. It's allowed ne to pay for ny son's
college tuition or it's allowed me to pay off some credit cards
or that type of thing

Those are, | think, the nore common in terns of income
representations than saying | earned $10,000 | ast year or
sonething like that. That does happen, but it's nmore common to

say that working in ny own business selling this conpany
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agai nst maki ng specific income representations and i nstead
prefer that people talk about the benefits that the business
have given them And indeed, you know, in our own industry code
of ethics, and clearly everybody in the association signed of f
on that. Basically, the restriction on incone earning
representations, separate and apart fromthey nust be true, is
that they have to be based on docunented evidence. 1In other
words, you can't do an income representation that, in effect,
was, well, while it could potentially be true, it's invented.

No one ever had that experience, nonetheless that's the
representation you' re giving. You know, and our business is
like, if you re going to make a nunber representation, it has to
be one that sonebody has in fact experienced and that has to be
docunented. So you have to be able to prove specifically that
representation nade. That's an industry standard as opposed to,
you know, a specific Amay one.

MR TCOPCROFF. | want to ask the regulators. In the
cases with conplaints that they see, is the issue of
testinonials or shills or phony references, is that a
characteristic that comes up? And you can quantify that in any
way.

MR SANSON The same as using |ike quotes, is that
the same thing you' re asking, Steve?

MR TCOPCRCFF: |I'msorry, what?

MR SANSON Is that |ike asking for quotes of a
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distributor, a quote froma distributor, is that what you're
sayi ng?

MR TCOPCROFF. Sure. Ether that or --

MR SANSON  Because we do have a lot of that that Dave
and | work on. |If there's a projection or if there's a quote
that says this, where's the evidence or what kind of supporting
docunent ati on that you have nmade this about. And then when we
ask it fromthe conpany, but that's what they don't want -- they
don't give it out because it isn't true. And that's where a |ot
of the m sreps.

MR FINNGAN That's probably about half the cases
where you' Il have, you know, they'll say, | invested in this and
|'ve nade this da, da, da. And they'll say, they'|ll have a
first name and a state that they're in. W'I|l see that.

Qur statue doesn't really deal with that. So, it's not
sonmething | really get too involved with. | think Phil is part
of the registration question. W'Ill want to ask nore
information about that. Again, | think trying to focus on
testinonials is probably going to be fruitless. | agree with
what the industry just indicated as it is a legitimte narketing
tactic if done appropriately. You know, and especially as Eric
says in the Drect Selling Association, if you re neeting
soneone personally or if you recruit soneone personally. And
naturally you' re going to tal k about your own experiences, and

that's a testinonial.
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So, again, | hate being such a cynic, but | think that
area is probably going to be kind of fruitless.

MR TCOPCROFF: I'mgoing to get to John in one second,
but I want to ask Adam about hi s experience.

MR SOKOQL: Just to specifically answer your question
regarding the use of shills, the answer is yes, we certainly
have had conplaints in which either a purchaser asked for
references or were provided a list of references. And upon
further investigation, it's been discovered that the person
giving the testinonial either was an enpl oyee of the conpany or
paid to state that he or she had earned X anmount of noney and
certainly, well, probably won't be able to substantiate that.

MR TOPCRCFF:  John?

MR D ALESSANDRO | think there's different types of
testinonials. |If you're tal king about guarantyi ng noney,
earnings and the like, that's one type. But if you re talking
about testinonials about product and what it can do and what it
can't do, that's a different situation.

MR TOPCROFF: Well, let's talk about testinonials
ei ther of how great the conpany is or how wonderful a particul ar
opportunity mght be.

MR SANSON | just |ook at earnings basically, Steve.
That's the main thing, the red flag, is the earnings potential.

MR TCOPCRCFF. FEric?

MR ELLMAN But if sonebody makes an earnings claim
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and it's not true, then that is actionable, not only under the
FTC and Unfair and Deceptive Trade Practices, but also | would
i magi ne every state's Unfair and Deceptive Trade Practices Acts.

MR TCOPCROFF:.  Anot her characteristic that | wanted to
explore is exclusives, exclusive territories. Wether that is
possi bl e di stinction betwen the deceptive scans and the nore
legitimate ones. Certainly in the cases that we have broadly
seen representations of exclusives, is that sonmething that the
legitimate industry uses as well?

MR BROMI | can only speak for Ammay. W do not have
exclusive territories that we offer. W don't break people up
geographically in assigned territories. So, you know, our
operation, and we try to maxi mze narket penetration. That's
our strategy. It's aclassic lowticket seller strategy in the
mar ket pl ace for direct sellers. And | would |leave to Eric to
say whether, if there's a DSA conpany that does break up by
territory. | think a fewdo, but it's not characteristic of the
i ndustry.

MR ELLMAN Direct selling conpanies typically do not
assign people to exclusive territories for a nunber of reasons,
not the least of which is the fact that a conpany and the sal es
peopl e, their independent contractor status would be in
significant jeopardy, | would think. Wth | ooking at other
factors, if one of those factors was assi gning people to

exclusive territories.
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Now, to get to your question. Wether just because
sonebody has a specific territory, exclusive territory, is an
indicia of afraud, | really don't know the answer to that. Al
| can speak to is the fact that direct selling is not an
exclusive territorial business.

MR TCOPCRCFF.  Denni s?

MR WECZOREK: | don't see any distinction at all.
There are sone fraudul ent conpani es that say, we give you a
territory, we give you a route, an exclusive route. There are
others that say, sell it, go anywhere with it. | don't viewit

as a viable distinction.

MR TCOPCROFF.  Under the Illinois statute, is there any

provi sion that addresses exclusives, exclusive territories? 1Is
that a factor that's in the statute?

MR SANSON That's a location or |ocation assistance.
It's in there.

MR TCOPCROFF:  Wiich I'mgoing to get to in a second.
But on the precise issue of an exclusive territory, that's just

MR FINNGAN  No.

MR SANSON  No.

MR TCOPCROFF. (kay. Mving on to |ocations and
accounts. | have two questions on that one. (e is, again, is
that something that legitinmate industry offers, |ocations or

particul ar accounts, and |I'll use the termaccount fairly
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broadly in the sense of finding a market for you. A so, | want
to ask whether just the concept of locations and accounts is too
narrow. Wether there are other forns of assistance that
per haps nore deceptive business opportunities may offer that's
other than just |ocations and accounts that you shoul d consi der.

So, on the first issue, are offers of |ocations and
accounts a characteristic that mght distinguish between
legitimate and nore deceptive busi ness opportunities? Dennis?

MR WECZOREK: No.

MR TOPCROFF. Ckay. And what is that?

MR WECZOREK: Because, again, there's a variety of
activities going on out there. Sone of the statutes do say that
representations regarding finding accounts, finding bars to put
vendi ng nachines in, et cetera, they have those as potenti al
representations that could qualify you as a busi ness
opportunity. But | don't viewthat as being an indicator of
illegitimacy, just as we won't provi de you any accounts or any
territories is the opposite.

You know, you can think of route sal esnen out there who
are selling potato chips or soda or anything. And they have
routes and they have territories. They may even get accounts,
but I don't think that nakes that automatically questionable as
far as being an illegal business opportunity. So again, | don't
see any distinction between that.

MR FINNGAN There certainly is a problemwth
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MR BROME At the risk of being utterly sinplistic,
but | think it's really true, the difference between fraudul ent
busi ness opportunities and those that are honest is that one is
fraudul ent and the other one's honest. And we can't escape that
fact. | nean, that's the bottomline. And I, you know, again,
because we live with always trying to ensure that our
opportunities are not regul ated under the biz op statutes or the
trade regulation rule, we talk a | ot about the influence of the
laws and to the degree that there are certain things, you know,
trigger mechani sns, and David's story about a contract that
actually listed, you know, we promse that, you know, and you
understand that we won't do anything to hel p you, nunber one.
And nunber two, that we won't buy back anything that we sell
you. And nunber three, and sone other, you know, sone ot her
promse is to say that we won't do sonething for youis, it's a
perverse uni nt ended consequence of the lawif what the | aw
really drives people to do is, and for exanple, you know, in the
direct selling industry, inventory repurchase obligations are
uni ver sal because we've nade a code of ethics of the
association. Well, if the lawforced us not to do that, in ny
view, that would be a very bad thing.

And so, again, we've always kind of viewed the biz op
laws as they were structured the way they were understandi ng
that no one would conply wth them because anyone who woul d be

subject to it would change their operation to not be. And it
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sounds strange, but there are many, nmany nore incone-earning
opportunities being offered | egally throughout the United States
than there are those, and not subject to the biz op | aws, than
there are being offered subject to the biz op lans. It is
because of the level of regulation that the biz op | aws invol ve.

Most biz op authors don't view that regul ati on as bei ng cost
effective and so it basically nakes it possible for sonme kind of
busi ness opportunities being offered. And all the rest, nmaybe

they're operating outside the law or they're not being offered

at all.

MR TCOPCROFF. Well, we're going to get to that, the
next topic in the agenda. But is locations and, well, let's
stick with accounts. |[|s accounts sonething that direct sellers

are involved with? Are there promses of a market that wl
hel p you distribute your goods or arrange for a narket? Let ne
gi ve you an exanpl e.

And I'mnot pointing a figure at the industry by any
nmeans. But in nedical billing, for exanple, a representation
that is frequently nade is, we will provide you with lists of
doctors, or we will provide you with people who in turn could
provide you with lists of doctors. So when you sign on, there's
a representation that there will be accounts readily avail abl e.
Accounts is just a proxy, if you will, for a narket, that we're
setting you up in this business and we will provide you with a

mar ket .

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025






© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO 0o pdM W N -, O

suggesting that there is a market for nutritional products. And
|'mnot sure if you would consider that to be a guaranty of a
market, but it's clearly a suggestion that there is a potenti al
market out there. But I'mnot going to sell something unless |
think people are going to buy it.

MR TCOPCRCOFF.  For the regul ators.

MR D ALESSANDRO Do you think that people are saying
that's bad or good?

MR ELLMAN |'msaying that it's a good thing for
conpani es to suggest that, you know, we've got this great
product and we're making it because we think that there is a
need out there and we think you should come sell for our conpany
because we think there's a great need and you m ght nake noney
and we m ght nake noney as well.

MR D ALESSANDRO | sell nutritional supplenents
that's what you're tal ki ng about.

MR ELLMAN Vel |, good.

MR TOPCROFF. In the Illinois statute, just to clarify
for the record. There is a provision or one of the
characteristics is |ocations and account assistance, is that
correct?

MR FINNGAN  Yes.

MR TCOPCROFF. Dennis, do you know if that's typica
for nost state biz op statutes?

MR WECZOREK: It's fairly common, yeah. It's common.

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025

74



© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO O pdM W N -, O

75

Yeah. The seller or a person recommended by the seller wll
provide or assist the purchaser in finding outlets or accounts
so the purchaser's products or services will assist the
purchaser. | nean, | was going to follow up and say that, you
know, | could see sone situations where a direct seller or any
ot her conpany woul d say, well, we're going to pull down a |ist
of wonen who are not working and who are on X mailing |ist and
we'll give it to you and you should nmarket for these people on
this list. | mean, is that finding accounts? Locating
custoners? Assisting in finding accounts? Well, yeah. And |
would view that as being a little different than a busi ness
opportunity seller saying, we're going to sell you 100 vendi ng
machi nes and we're going to call up 1,000 buyers and get you to
put those machines in those buyers. | think that's a different
situation. And that's where nore of the fraudulent activity has
occurred rather than someone saying, we're going to do a
downl oad of a mailing list fromsone service that's going to
target the kinds of custoners that you mght want to go to.

You know, | don't know if Anway or sonebody, maybe not
Amway but maybe one of your peopl e down bel ow woul d say, here's
anmaling list that | picked up that has 1,000 names on it.
Adve thema call. They mght be interested in doing somnething
with youu And if that's finding accounts, that's going to be
fairly all-inclusive, | think

MR TCOPCROFF.  But | think, again, there mght be a
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di stinction between a representation that accounts exist or that
you are going to get assistance in devel oping these accounts as
part of the inducenment for buying into the particul ar
opportunity versus sonething that a conpany mght do as part of
its general nmarketing or whatever that's not necessarily an
express representation up front. And | think that that's
possibly a key distinction. Adam do you have any thoughts on

t hat ?

MR SOKQL: Well, just in terns of assistance in
devel opi ng accounts, there's two types of scenarios in which
|'ve encountered. The one is that, Dennis' exanple of the
mailing list or whatever list is dowll oaded. | nean, we've had
sinple unfair and deceptive, we just call it msrepresentations
as to what kind of nailing list you're going to get. VW' ve had
a conpany which said you're going to get up to 300 hot | eads of
the certain type of person who is going to buy that product and
then the purchasers were di smayed to receive only a m neograph
of 25 people that |ived on the sanme bl ock or within the sanme zip
code that were not of the sane gender or in the sane age bracket
of the people that they were led to believe on the |ist that
t hey woul d get.

Secondly, in terns of establishing accounts, we've had
t he peopl e who have used | ocators or |ocating services. And
that has been a part of a nunber of sort of w despread

regul atory and enforcenent efforts such as the Iicense product
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hi gh pressure and i nappropriate pressure and so forth. The
whol e issue is obviated by offering an inventory repurchase to
distributors or, in the case of the sales kit, you know,
affording the persons, in our case, 90 days sinply, you know, if
you' re unhappy, give it back and you' re out of it. You know,
you' re done. You don't have to worry about it.

So, in effect, it's a conbination of cooling off and
somewhere along the line a person's eyes get bigger than their
stomach in terns of the anmount of inventory they can handl e.
Again, they likew se return that pursuant to the inventory
repurchase obligation. And so, you just get past that whole
i ssue because it's nothing to argue about. If you felt it was
subject to high pressure, then get your noney back and you're
done. And so, it's not a problem

MR TCOPCROFF: Well, we're going to nove on. Phil?

MR SANSON  The distinction would be easiest, high
pressure classified as a sale less than ten days, with the ten
day disclosure waiting period. So | guess you're trying to
pi npoi nt hi gh pressure can be classified where a conpany cones
in, does a semnar, got the credit card receipts set up at the
semnar. Well, you know, there's no ten day period when you buy
it there.

MR TOPORCFF: So basically, right. Wat everyone or a
nunber of people are saying is that you have the ten day cooling

off period up front, that that really should take care of any
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rangi ng from nobody answering the tel ephone but nore frequently
just having what ever product that they want supplied to them be
unavai | able. And that can continue for a period of nonths which
then leads to the person realizing well, wow, |'ve been trying
this for three nonths. | can't get the stuff that |I'mordering.
I'mlosing all this noney. | don't see nyself getting the noney
back. And then turning around and wanting a refund fromthe
seller, in which they're unable to get. And that is sonething
that's been a pattern in nunerous business opportunity
investigations that we've taken care of and as well from ot her
st at es.

MR TCOPCROFF.  Anyone el se on this point? Ckay.

For the next 15 mnutes, 20 mnutes or so, | think Mra
and I will basically be quiet. This is our opportunity to | earn
fromyou why you think there mght be | ow conpliance with
busi ness opportunity laws. Wat's wong w th business
opportunity laws. Any other advice that you may want to inpart.
Again, the two of us, Myra and nyself, go back to our office in
the next few nonths and contenpl ate recomrendati ons for the
Comm ssion on nodifications to the Business pportunity Rul e.

So, | know Dennis had nenti oned sone concerns before about the
state of, or the worse state of business regul ati on anong the
various states. Do you have anything to add on that subject?

MR WECZOREK: Well, | think it would be preferable to

have a unitary standard. A unitary standard woul d probably

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025

81



© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO 0o pdM W N -, O

i nduce nore awareness of the rule, nore famliarity with it, and
woul d probably create a better and nore even enforcenent field
also. The fact is that the FTC Busi ness Qpportunity Rule is
pretty toothless. It covers very little. Probably nost of the
state business opportunity | aws have broader coverage than the
FTC rul e.

But the state | aws are uneven. You nmay have a tough
lawin California and you'll have no lawin Oregon. And while
if you conpare it to franchising, although there are plenty of
problens in franchising, at least there is a fairly unitary
schene of regulation. There's a fairly unitary definition
that's used. In business opportunity regulation, there is no
uniformdefinition. There is no, in fact, why | think nost
conpani es don't conply is because they don't see much
enforcenent of the | aw

And the laws are drafted to be so all-enconpassi ng that
you have a | ot of conpanies operating out there that say they
can't nean to have included ne within this schene. And these
are the legitinmate conpanies. |'mnot tal king about the scam
artists now So, | think this polyglot, patchwork of statutes
with non-uniformty, general |ack of enforcenment just creates an
envi ronnment where there is very little conpliance and there's
very little penalty for non-conpliance.

MR TCOPCRCFF:.  John?

MR BROM |I'd nake an observation. And everyone from
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the State of Illinois can either concur with the thought or
correct it, at least for the State of Illinois. The past 16
years that |'ve been with Ammay Corporation and dealing wth
legislation and regul ations relating to biz op laws, it has
struck me that the way business opportunity laws work in fact is
not to provide investors in business opportunities with a
di scl osure docunent which assists themin naking a judgnent,
because there's mninmal conpliance with the Act. You know,
that's not a frequent occurrence.

What is a frequent occurrence is that a conplaint is
received by the Securities Dvision or the Attorney Ceneral's
Gfice or, you know, a trade office within the state about a
fraudul ent busi ness opportunity and then that agency or office
is aided in their enforcenent dealings with the fraudul ent
operation because they don't have to necessarily prove that
sonebody lied, you know, stole or cheated. Al they have to
prove is that you didn't give themthe disclosure docunent. And
SO you' ve nailed them

And so, it seens to ne that, again, | find what the
apparent purpose of the Act, to provide people with information,
is afiction and the reality of the Act is that it is a
conveni ent enforcenent tool and perhaps not a bad one. Maybe
it's not bad to do it that way, but let's be frank. That's
what's going on. So, that's ny observation about the inpact of

the | aw.
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MR ELLMAN In fact, the N cusso nodel says as nuch in
its prefatory remarks that the Comm ssion recogni zed that not
registering is really nost likely going to be the hanmmer that
states are going to use to bring down people for fraudul ently
oper ati ng.

MR TOPCROFF:. Let nme ask this. |Is it possible that
the costs and difficulties in registering in the various states
make it too high for even, let's say, legitinate, | et al one scam
artists. Legitimate conpanies to conply with biz op | ans?

Eric?

MR ELLMAN | can just speak for the direct selling
industry. Assumng that we had to conply with state business
opportunity laws, the cost to our industry would be profoundly
enornous. W have 7.2 mllion direct sellers nationw de. Now,

i magi ne that the cost of states of getting 7.2 mllion forns in
woul d be absolutely outrageous. In fact, we probably have cl ose
toamllion sales people alone in the State of Illinois. And
|'mnot so sure that the state is equipped to handle a mllion
di scl osure docunents.

The turnover in our industry is rather significant. W
recruit on average 69,000 to 70,000 new direct sellers every
singl e week. So, the cost of getting 70,000 docunments every
single week into the office of the states woul d be rather
significant.

But | eaving aside that issue for the nonent and getting
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back to our industry, if you ve got a disclosure docunent which
is 50, 60, 70 pages deep or nore, and you've got sonebody who,
you know, is really only trying to becone a direct seller and
nmake a few thousand dollars a year and they' re saying, well,
geez, you know, | only want to be an Avon |lady. Wy do | have
toread this or why do | have to hand this out to every one of
ny friends who | say how great working for Avon is. And we were
di scussing this at the break, is that because the profit, well,
| shouldn't say the profit margin, because nost direct sellers
only make a few thousand dollars a year and you' ve got a
di scl osure docunent which says, consult your attorney. Vell, if
you nmeet with an attorney for an hour, you've already eaten up
your profits for the first quarter of the year.

And the cost of conpliance to our industry would be
beyond extraordi nary.

MR TCOPOROFF: Do the regul ators have any thoughts on
t hat ?

MR FINNGAN | think that our |aws essentially are
registration and a disclosure requirenent, and | think it is a
legitimate purpose of the state to require registration.
woul d agree that it does provide us with a hammer when soneone
fails to register. But the purpose of the registration is that
it allows us to gather information and provide it to the public,
in addition to the disclosure requirenent.

| think that perhaps, Eric, you're a bit confused in
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state, can be significant. But fromour end, it's going to be
significantly nore burdensone because if you' re presenting an
offer to sonebody, say this is a great opportunity, you know,
look into it, sign up or what have you, you' re going to have to
present various kinds of disclosure docunents. And that's where
the burden is going to nost heavily fall on us. Regulators in
various states wll be burdened, but not nearly to the extent
that we wil.

MR FINNNGAN To answer your question, first of all,
and | can only speak about Illinois, Phil can al so expound upon
it. | think the reason why we don't have a | arge anmount of
regi strations is one, because ours was the nost recent act out
there. W learned fromthe | essons of the other acts. And so
there's quite a few exenptions for the |egitinate incomne-earning
opportunity businesses to fall under the net worth, the
trademark, the franchise. So, nost people are able to find an
exenption, if they look at it and are legitimate. And frankly,
the person who this Act is targeted at, the scamartists aren't
going to register. So, you know, they're not going to register
and the legitinate people will find sone sort of exenption that
applies to them

MR TCOPCROFF:  And again, this afternoon we are
definitely going to tal k about exenptions. That is definitely
on the agenda.

M5. HOMRD. David, can | follow up on sonething? Do
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you think the scamartists would be nore apt to register if the
di scl osure docunent was three pages instead of 307?

MR FINNGAN No, and frankly, no, | just don't think
that they would. | rmnean, the reason why they're scamartists is
because -- and the reason why we want registration i s because we
want to be able to locate, track these people down, and that's
why we want this information. And obviously, inherently, that's
not sonething they' re going to want to provide.

MR ELLMAN  And even if they did register, which they
woul dn't do anyway, no natter how many pieces of paper. Even if
you had to fill out a yellow stickie, they still wouldn't do
that. But even if they did register, there's nothing that woul d
prevent themfromfiling fraudul ent disclosure docunents.

MR TCOPOROFF:.  Anybody el se have anything el se to add
on the subject of why there appears to be | ow conpliance with
t he di scl osure of business opportunities?

MR SANSON  Sone of the conpanies, the ones that do
apply, the registration is abandoned because they didn't have an
audit to reviewfinancials. So, that's one, another reason. |
think the FTC just requires a bal ance sheet. Well, under our
Act, it's either alimted reviewor an audit financial.

MR TOPCROFF. W require an audit financial also. You
know - -

MR SANSON (Ckay. Because a lot of, well, $2,000 to

them and they don't want to pay it.
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MR TCOPCROFF.  Anything el se? Qherw se, we are goi ng
to break for |unch.
(Wrereupon, at 11:45 a.m, the
neeting was recessed, to reconvene
at 1:00 p.m, this same day,
Thur sday, August 21, 1997.)

AFTERNOON SESSI ON
(1:05 p.m)
MR TCOPCROFF. Before we begin the next agenda item |
just wanted to nention again that there will be opportunities at
the end for any of the observers to nake statenents on the
record. | will remnd everyone at that tinme. Just offhand, by

a show of hands, are there any of the participants who want to
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nmake a statenent |ater today? MNone. GCkay. Well, I'll nmake an
announcenent again in case peopl e change their mnds or in case
there are others who aren't here yet.

Al right. The next agenda itemis what opportunities
shoul d be covered by the Rule. Perhaps a better way of stating
that is, what should be the definition of business opportunity
for disclosure purposes? For the discussion this afternoon, we
are going to assunme that there is going to be sone disclosure
requi renents under the Rule. So, whether there shoul d be,
whet her there shouldn't be disclosure is not an itemthat's up
for discussion right now W are going to assune, again, that
there will be disclosure. 1It's just a question of what shoul d
t hat di scl osure docunent | ook Iike.

So, we had this norning a fair amount of di scussion on
characteristics that may or may not be relevant in
di sti ngui shi ng busi ness opportunities. W tal ked about problens
or obstacles to conplying with the Rule. But again, for our
purposes right now, we're going to focus on what the definition
shoul d be.

| also want to nention, before we took a break for
lunch, that | had noted that we had tal ked about i ndi vi dual
characteristics inisolation. Nowis an opportunity to put them
together and really focus on what distinguishes, perhaps, taken
inits entirety, fraudul ent business opportunities that again we

woul d want to cover in the D sclosure Rule versus those of a
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nore | egitinate business.

So, I'mgoing to start with the ANPR s definition, the
proposed definition of a business opportunity, which is perhaps
the broadest that we could possibly envision. And in essence,
what it neans is, any tine you' re selling, and again, we'll use
an incone opportunity with nore than nomnal assistance, that
that shoul d be covered by the Rule.

Now, when we put that out for comment in the ANPR the
di scussion that goes along with it stated that we were floating
that as an idea for discussion. So, it doesn't necessarily mean
that that's what the Comm ssion is wedded to revising the
definition toreflect. It is nore a thought piece. On that,
woul d Iike to have sone discussion on that proposal. That is,
that we shoul d focus on conpani es who of fer opportunities where
there is nore than nom nal assi stance.

Anybody have any comment on that? John?

MR BROMI As a stand alone definition of the business
opportunity, obviously the concern that it raises for Anway
Corporation is that we feel very strongly that there should be a
t hr eshol d bel ow whi ch or above whi ch opportunities are not
covered. Bel ow which woul d be those opportunities which are
offered at such a | ow cost that the [ evel of regul ation inherent
inabiz opor an FTC rul e woul d be inappropriate. And then
think there is a strong argunment, while not applicable to Amway,

| think there is a strong argunment that with investnments of a
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one escapes nme right now, but again, it's in the state statute
and you can take a ook at that.

MR TOPORCFF: (kay. Well, let ne pose this to the
participants here. |If the Comm ssion were to adopt a definition
of business opportunity that focused nore or less on, let's use
Illinois' statute as an exanple, on nmarketing plans. |Is the
termmarketing plan sufficient to capture the types of deceptive
practices that we want? O is that termin and of itself
overbroad? Dennis, any thoughts?

MR WECZOREK: Well, I'mwondering, conparing the
| anguage which is proposed in the ANPR this really focuses on
assi stance as opposed to nom nal assistance. Mre than nom nal
assi stance as opposed to nmarketing plan. You know, | don't want
to get into a nmetaphysical analysis of what's the difference
bet ween those two. They're pretty darn close. But there is
sonmething to be said for the tried definition of nmarketing pl an,
because that seens to be a fairly commonpl ace termthat's used
in the state statutes. Are you mssing anything? It would be
very, again, | think you' re talking about the head of a pin as
to the difference between what you woul d catch wi th nom na
assi stance versus what you will catch with narketing plan, other
than, it seens to ne just as a granmati cal matter, that
mar keting plan covers nore and nom nal assistance seens to
provide an exit for sonmeone who says, well, it was nom nal .

Qovi ously, you can define nomnal |ike nmarketing plan and you're
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back to where you started anyway.

But just as a definitional matter, | wonder if it's
better to use the marketing plan | anguage rather than nom nal,
nore than nom nal assistance. The other point | want to nake is
that, in general, | think this definition is way over broad.

MR TCOPCROFF. Wi ch definition?

MR WECZOREK: The definition of business opportunity
inthe ANPR But, | nmean, | would prefer that it be a very
narrow definition wthout the need for exenptions. But | can't
offer anything in place of that. | think this is probably the
only practical way to get at this, is to use a very broad
definition and then nake sure you have an extensive laundry |i st
of exenptions that takes out the legitimte conpanies. That's
just theory as opposed to | anguage right now.

MR TOPCROFF. Is there case lawin the states that
construe the termnarketing plan? Not necessarily in Illinois.
|'msaying in states generally. |Is that a concept that is well
defined in | aw?

MR WECZCREK: Well, there are franchi se cases now
that have defined narketing plan, and |'msure there are
interpretative opinions out of the FTC that tal ks about
significant assistance, which is not that different than nore
t han nom nal assistance. | think significant doesn't really
necessarily mean significant under the Franchise Rule.

And, you know, the cases, there's a case in M chigan
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that was just decided within the last few nonths. And the
issue, the court said, well, there was a nanual, there was sone
training, there was sone assistance. Those kinds of things were
provided. That's enough to be a marketing plan. So there are
sone franchi se cases out there.

Busi ness opportunity cases are few and far between. |
would be that in terns of reported decisions that there can't be
nore than maybe ten, maybe ten that deal w th substantive issues
as opposed to this was an enforcenent action. And obviously,
you have a |l ot of enforcenent actions, and the states do, too.
But in terns of appellate courts or trial courts issuing
decisions, there's very few Probably less than ten, | would
bet .

MR TOPORCFF:. Eric?

MR ELLMAN | think that the definition that's in the
ANPR is pretty broad. And | think that it can only be
appropriate, and it has the significant potential of taking in a
lot of legitimate people, direct sellers and otherwise. And it
woul d be a bad definition standing by itself w thout recognizing
the legitinmacy of certain businesses, including direct selling,
for which we would not be able to live with this definition by
itself.

MR TOPORCFF: Adam based upon your experience, if we,
we meani ng the Conm ssion, had a definition of business

opportunity that really focused on the concept of narketing
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pl an, woul d that be broad enough to capture the type of
decepti ve scans that we see?

MR SOKOL: |I'mreally not sure that there's any one
thing that is going to be broad enough to capture everything.
Qovi ously, with marketing plans, there's going to al ways be,
there's going to be sonething different, sonme other variabl e,
that doesn't fit into what was previously defined. But | can't
really give an affirnative yes.

MR TOPCRCFF: (kay. |In addition to marketing plan,
are there any other characteristics or, | suppose the best
exanpl e would be fromlllinois, the list of the various
characteristics that need to be net to fall within the statute.
Are there conparabl e kinds of characteristics that we should
consider as part of the definition of business opportunity so we
woul d have marketing plan plus, is there anything else in
particul ar?

MR WECZOREK: Well, | don't know if you consider a
mnimumand a nmaxi numas part of the initial definition or part
of the exenption list, but I think it's silly to start at zero.
You should not start at zero. There should be a m ni nrum poi nt
at which the law kicks in. And probably a naxi num poi nt where
t he | aw goes away.

MR TOPORCFF: And we're going to be tal ki ng about
those, yes. So if you could hold off on that.

Fromthe regul ators' point of view, is there anything

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025






© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO O pdM W N -, O

99
i ncl ude sone sort of narketing plan or sonme other indicia, then
Samis dub would be included in there or, you know, if somebody
goes to Sears and buys a chain saw and they' re going to use that
for their business of chopping downh firewood. So you have to
have sone sort of, you know, you either have to have a marketing
plan or some other indicia in there.

| think marketing plan, | think, in ny opinion, covers
al nost every exanple that | can think of. Maybe there's some
out there, but, you know --

MR TCOPCROFF. Well, that's precisely what | was
getting at.

MR FINNGAN [I'mjust saying, | can't think of
anything el se that you can add to that that can't be
mani pul ated. If you try to include, you know, |ocations or the
ot her ones, that could still be manipulated. So I think that
mar keting plan gives you the best coverage of everything you
coul d possibly think of. Naybe there will be a couple of things
that fall through the crack, but I guess I'mnot too concerned
about it. | think that nost everything that we want to cover,
or that the FTC would want to cover would fall under marketing
pl an or nom nal assi stance.

MR WECZOREK: The only possibility woul d be
Ssituations where it's the work of the nore traditiona
wor k- at - home situations stuffing envel opes or stringing beads or

whatever. | nean, | assune there's going to be sone sort of
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gui dance or nanual that would be, it's not that hard to figure
out. But, you know, you are growi ng worns or whatever. They're
not really, | nean, narketing plan connotes that there's going
to be sonme narketing made. They're going to teach you howto
market to the public. And in those situations, there's really
not necessarily any public involvenment at all. These people
are, you know, they're working a job at hone. And they buy
sonet hing. You know, whether it's wormstarter kit or, you
know, 10,000 envel opes or whatever it is they buy.

So it may be that there's going to have to be sonet hing
that woul d capture those kinds of things. E ther that or
stretch the definition of nmarketing plan to include, and
actually the Illinois | aw does tal k about instructions or
assistance. W figure there would have to be a little bit of
sone degree of instruction in those situations.

MR SOKOL: Rght. | think in our Section 515, we have
marketing plan, including preparing or providing, subpart three,
operational, managerial, technical, financial guidelines or
assistance. | think operational, nanagerial assistance can be
interpreted very broadly.

MR TOPCRCFF: And that woul d cover, well, |let ne ask
directly, Phil and David, is your statute -- does your statute
cover what we woul d commonly know as t he wor k- at - hone schenes,

i ke putting the beads together or envel ope stuffing?

MR SANSON W haven't perceived that.
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MR FINNNGAN W haven't had any cases |ike that yet.
You know, involving where they're putting parts or sonething
like that. W' ve had hone businesses, but it's required that
you make sal es either through the phone or sonething like that.
Those may not actually be biz ops.

MR SANSON It seens |ike nost of the envel opes, that
stuff, is below the $500 paynent anyway. So, that's kind of why
we don't see too much

MR TCOPCROFF.  Ckay. John, did you want to add
somet hi ng bef ore?

MR BROME No. [I'Il wait until we start a discussion
of exenptions.

MR TOPCROFF: kay. Well, this is tine for one of
those votes. If the Commssion is going to consider a business
opportunity definition, should the basis or the essence of that
definition rely on the concept that's, let's say, put forth in
the Illinois statute of a nmarketing plan or seller-assisted
marketing plan? Wuld that do it? |Is there enough clarity on
that issue? W'|| take a vote. W'Il start with Dennis.

MR WECZOREK: | think so, yes.

MR TCOPORCFF: Adan®

MR SOKQL: [I'mgoing to pass.

MR BENNETT: | think I'll pass, abstain

MR BROM | would say that whatever, and | don't know

if thisis a yes or a no, but however the FTC proceeds, 1'd |ike
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to see it proceed in a way that is consistent, uses term nol ogy
that is consistent with state laws or at |east what we find out
the state, you know, there are nmany differences anong the
states. |1'd like to see sone continuity devel oped. And we have
in fact suggested the Illinois law | argely because of the
marketing plan elenment of the definition. W think that's
appropriate and covers what has to be covered.

MR TOPORCFF:. Eric?

MR ELLMAN Ve think the Illinois approach is a pretty
good approach and we have indicated that in our comments. So
"Il repeat that consistency of the state | aws as nuch as can be
consistent with the patchwork is relatively inportant. But
perhaps fromour perspective, of course, the nost crucial, in
addition to when you were di scussing about who is covered by a
definition, I think we also need to ook at who's not bei ng
covered. And that is an issue of significance to us as well,
and that deals, of course, with the exenptions which we'll
di scuss shortly.

MR TOPORCFF: R ck?

GEU. | abstain.
TOPORCFF:  Phil ?

SANSON | woul d say yes.
TOPORCFF:  John?

D ALESSANDRO  Yes.

23 %333

FINNIGAN  Yes.
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MR TCOPCRCFF.  Anything el se that we shoul d be aware of
when we craft the definition of business opportunity? Any other
concer ns?

MR WECZOREK: Can | ask a question of Eric?

MR TCOPCROFF:  Sure.

MR WECZCREK: And that is, a lot of the ol der
statutes have buy back | anguage in it. How does that jive with
the DSA's position on requiring nmenbers to buy back any
inventory froma nmenber? | nean, in your case it's a salutary
purpose? Under the laws | think the idea was that that's the
worm farns and chinchilla ranches?

MR ELLMAN Exactly. Well, that's an excellent
question. And since you brought it up, I'll bring it up here.
One of the things that we wanted to inpress upon the Comm ssion
and staff during the buy back is that we've never been entirely
pl eased with the ol der statutes which say that if you buy back
stock that nakes you a busi ness opportunity. And obviously,
that definition exists, or sone part of the definition exists to
deal with the stuffing envel opes and the beads and t he worm
farns and that sort of thing.

But fromour perspective, it's a consumer protection
i ssue. W devel oped our buy back to prohibit inventory | oading
and to prevent people frombeing | oaded downh with a garage full
of stuff. W would encourage any definition that you not cast

sonebody as a busi ness opportunity sinply because they offer
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decide to | eave the business, you give themback, that which you
have still in your possession.

And | think the fraud that existed, you know, back
particularly in the “60's and ‘70's with sone of these
opportunities was that there was no intention on the part of the
offeror to ever purchase back the goods that were assenbl ed or
produced by the offeree. And that really wasn't the business
that they were in. They were in the business of selling the
opportunity. They weren't in the business of selling Jerusal em
artichokes. They just weren't in that business. And so, it was
patently fraudul ent.

And early on today, | indicated that, you know, one of
the ironies of the biz op laws the way they're drafted in a
nunber of states is that they are a disincentive for a business
opportunity offeror to provide a bona fide buy back because you
literally, they figured out sone way to avoid the marketing pl an
| anguage. You know, if they would offer the buy back, then that
woul d be the hook that brought themin. So they don't do that.

And, you know, our view of, Amay's view and the view
of the direct selling industry generally is that there are
certain activities that shoul d be encouraged and not di scouraged
by virtue of the law. And the inventory buy back is a good
thing. It shouldn't create coverage under the law. And
i kewi se, keeping to costs down is a good thing for

opportunities and that's why having a threshol d bel ow whi ch
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coverage does not kick in we think is a good thing.

MR WECZOREK: back. The buy back | anguage | don't
think is supportable in a potential rule. Because aside from
the discussion of the direct sellers, there have been several
franchi sors that have gone out to the market and said, you can
test drive this franchise for six nonths or a year. |f you
don't like it, you can get all your noney back. That would seem
to be a good thing. Instead when these franchisors started
| ooking at biz op laws around the United States, they found that
all of a sudden they had subjected thenselves to certain state
busi ness opportunity |aws, and that was a bi g probl em

So, | would urge that that portion of a definition of
busi ness opportunity not be included in a rule.

MR TOPCRCFF:  Any ot her thoughts on that issue? Ckay.
Before we nove on, there's a few other points | want to rai se.
It's not necessarily in terns of defining a biz op, but there
are certain other characteristics of the rule that | think m ght
be uni que when it cones to business opportunities as opposed to
franchises. And one is the triggering nmechani sm

R ght now disclosure is triggered by one of two events.
Either first face-to-face neeting or at |east ten days before
sale is consummated, either by signing a contract or by
tendering a paynent. ne of the commrents that we heard from
Andy Caffey, nade it a point of noting that he believes the term

personal neeting is irrelevant because that's just not the way
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busi ness opportunities are sold. They are sold over the

tel ephone. They're sold through the mail. And they're sold
through the Internet and ot her nodes, but not necessarily in a
face-to-face neeting.

Now, this discussion on when the rule should be
triggered is really distinct fromthe sane issue in the context
of franchi se sales, which we are not going to discuss today.
That will be discussed at the next neeting in Septenber. So |
don't want to get hung up on that. The two don't necessarily
need to be the same. So, for purposes of our discussion right
now, | want to again address the triggering nechani smand the
concept of personal neeting, whether that is a relevant termfor
the sal e of business opportunities. Any thoughts? David?

MR FINNGAN Well, clearly the rule as it is nowis
deficient in that it talks about a face-to-face neeting, and |
think fromour own experience that the nedia that you just
indicated are used quite often. And perhaps the rule should be
back towards the latter one, which was the ten day after tender
of paynent or contract signing, sonething |ike that is probably
going to be nore useful than a face-to-face ruling. Cdearly
there are sone situations, | guess, trade sem nars and shows
where there is a face-to-face neeting, but there's also a | ot of
bi z opportunities that are sold, tel emarketing, Internet,

t hrough the nail
MR TOPORCFF: VWell, would it be hel pful to at |east
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retain the notion of face-to-face neeting so that if in fact
there is one, at least that's captured. Wuld that nmake sense?
O is it sounlikely that there's going to be a face-to-face
neet i ng?

MR FINNGAN | guess it's ny viewpoint is that it's
just better to come up with a broader definition. And | think
that the second rule covers a face-to-face neeting al so. Rather
than, | guess, ny personal viewpoint is, you always want to try
to come up with a rule that takes care of everything and the
face-to-face one doesn't, but the second one does. That one
just needs to be tweaked a little bit nore and you can keep the
face-to-face one or renove that one.

MR TOPCROFF. Well, part of the reason that, at |east
when it cones to franchise sales, that there's the first
personal mneeting requirenment is franchise sales are usually
negoti ated, and it could be a period of several nonths between
the time somebody becones interested and | earns about the
opportunity, negotiates the contract and signs on the dotted
line. And one of the concerns that we have is that people
shoul d get disclosures early in the process before they' re
hooked and t hey becone commtted to this.

Is there a simlar kind of concept of bei ng hooked when
it cones to a business opportunity? Are there negotiations or
isit nore like the sale of a product off the shelf? Here's the

opportunity, you buy it.
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MR FINNGAN It's nore like that. | mean, Phil maybe
can talk a little bit nore on this also, but | don't think that
there's a lengthy -- | shouldn't say |I think. | nean, just from
the cases that we had, it is not a lengthy process. They
attended a semnar and they heard a presentation on it. There
was credit card nachines in the back of the room They bought
it at that tine. O they called an 800 nunber. They tal ked
wi th soneone. They received sone literature in the nmail. That
one mght be alittle bit longer, but we're not talking -- at
the nost, with the semnars, we're talking 15 mnutes to half an
hour, an hour maybe. You know, through the nail or phone nunber
or through the mail an advertisenent or through the phone, it
m ght be, you know, a couple of days to a week. W' re not
tal king very long negotiations that a |lot of thought or a | ot of
time in these things. Wuld that be your experience also, Phil?

MR SANSON It's relatively short. A day at the nost.

MR TCOPCROFF.  What is your triggering nechani smunder
the statute? I'msorry. Wiat's the triggering mechani sn?

MR FINNNGAN  Well, it's $500.

MR TOPCRCFF: MNot in terns of the threshold. In terns
of disclosure obligation.

MR SANSON Ten busi ness days.

MR TOPCORCFF: Ten business days. So you don't have a
first face-to-face neeting?

MR SANSON That's not in our Act.
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MR TCOPCROFF. Adam what do you think? |If there's the
ten busi ness day provision alone, would that be sufficient to
trigger a disclosure obligation?

MR SCKQL:  Shoul d be.

MR TCOPCRCOFF:.  Shoul d be. Anybody el se have anyt hi ng
to add on the subject? Ckay.

Finally, | just want to add or raise the subject. |Is
ten business days sufficient? Is it toolong? Is it too short?
Again, we're talking about biz op sales. O is it about right?
No one has any thoughts. VWell, I'Il assune it's adequate.

There doesn't seemto be any particular problemwth ten
busi ness days. John?

MR D ALESSANDRO | think business days is confusing
today. Businesses working seven days a week. | think I'd have
to define it as --

MR TOPCRCFF: Two weeks?

MR D ALESSANDRO O ten days or fourteen days, but
not ten busi ness days.

MR TOPOROFF:  Ckay.

MR WECZOREK: | would agree with that. W have
problens figuring out what Federal holidays count, what doesn't
count. | think you can nmake it very straightforward and j ust
say days. | would also get the sense that a shorter tine period
woul d probably be adequate. You see cooling off periods under,

what is it, door-to-door sales is three days, | think? You
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know, there are shorter tinme periods. | think the ideais to
stop soneone from bei ng high pressured into buying that day,
because, you know, the salesnman sits there and says, well,

unless you do it right now It's like going to a car deal er.

Unl ess you buy it now, it may not be here tonorrow. | think as
long as it's a fewdays, | think that's adequate. | don't know
that ten is required. | would think that it could go shorter, a

seven day or ten cal endar days.

MR TCOPCROFF:  Now, one distinction between the ten
busi ness days for franchise and biz op sal es versus door-to-door
sales is, door-to-door there's no disclosure docunment that we're
encour agi ng respective buyers to go inside and talk to their
accountants and | awers and what have you. So | think whatever
the time frame mght be adequate has to factor in allow ng
sufficient tine to go to other professionals for assistance.

But again, as opposed to door-to-door, which is solely the
consuner's decision. People don't really go to other

pr of essi onal assi stance in deciding whether to cancel buying
househol d wares that are sold door to door. So | think that
there's a distinction.

MR WECZOREK: Although in theory, a biz op disclosure
is shorter, significantly shorter than any franchi se discl osure.
And as you know, there's significant problens with getting
people to read the franchi se di scl osure docunents, because they

are so long. So, | would go for a cal endar day period that
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conpany will do business. Al so crucial?

MR WECZOREK:  Yes.

M5. HOMRD. Agreenent. Ckay. Yeah. And if anyone
has comments or wi shes to explore these, please junp right in.

How about if there's a trademark or a trade nane
associated, and if thereis, tolist what it is? Qucial?

MR ELLNMAN  Yes.

M5. HOMRD. Busi ness experience of current directors,
executive officers for X nunber of years back? John, you're
shaki ng your head no?

MR D ALESSANDRO  They woul d |ie about that.

M5. HOMRD. Pardon?

MR D ALESSANDRO  They coul d lie about that very
easily and exaggerate the point.

MR ELLMAN But that can be done with anything in the
di scl osure docunent. They can even |ie about their nane.

MR TOPCROFF: Well, | think there is a reason that
type of disclosure is in the franchise disclosure docunent is
the prospective buyer is relying on the expertise of the
franchi se seller for assistance, control, tradenark, those kinds
of things. Were | don't knowis in the sale of a business
opportunity, is anyone relying on the expertise of the seller
that woul d nmake a significant difference what the seller's
background and experience is?

MR WECZCREK: It's a close call.
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MR FINNNGAN You know, if | was a purchaser of a biz
op, | nean, it would be relevant to ne if the people who are
| oani ng this have previous bankruptcies or have had busi ness
failures, those sorts of things and I think that is what would -
- | think that's what woul d be covered under the history. So,
don't knowif that rises to being crucial, but I think it nay
fall nore under a two plus rather than a nunber one category.
So, | think this is a two pl us.

MR TOPORCFF: FEric?

M5. HOMRD. (kay. So are we to assune this is going
to be one of those in between categories?

MR WECZOREK: M comments are, and you want to nake
this disclosure docunent as short as possible. And | think you
shoul d be very careful about selecting crucial information,
because this stuff, we knowin the franchise area that the
docunents are not read. And you're stepping -- and | don't want
to denean, but the people who are getting these docunents that
they're probably | ess sophisticated than franchisees. And the
I'i kel'i hood that they woul d read a 20-page di scl osure docunent is
very low So if you could get it down to a two, three, four-
page docunent, | think that would be great. That woul d be
perfect.

M5. HOMRD. | think that is exactly what we're trying
to get at here. | nean, we certainly don't want to excl ude

anything that people think is absolutely crucial. And |ikew se,
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we don't want to include things that are absolutely, you know,
unnecessary or just only marginally hel pful.

MR WECZOREK: Well, in the Franchise Rule, if you
| ook at some discl osure docunents, you have personnel |ists that
will go on for five, six, eight pages. Sone of the |large fast
food conpani es have 100 people in Item2. So, | mean, naybe if
you wanted to conprom se somewhere, you could pick out the
president or the chairman or the CEO and nmake that person be the
person that's listed in here. But | don't viewthis as
absol utely crucial .

M5. HOMRD. Ckay. Well, one of ny questions also is
kind of a followup to this and it sort of touches on the point
that you just brought up. |In our experience we have seen that
in certain biz ops the actual principals will keep their nanes
out of things. So, in fact, they can have sonmeone who's the
president of the conpany that really has nothing to do with
runni ng the conpany.

MR WECZOREK: Well, you can handle that differently.
| think David started down this path. And that is, you may |ist
the chairman or the CEO but is there any other officer, director
or principal shareholder that has litigation history or
bankruptcy history. And if so, list them |If not, don't put
themin.

M5. HOMRD. Perhaps soneone w th nmanagenent

responsi bility?

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025









© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO O pdM W N -, O

act and the nodel act covers simlar kinds of things as the
Franchise Rule. And | don't know. (Qoviously, violation of

busi ness opportunity law, that's relevant. Securities |aws,
coomodi ties |law, franchise |aw, fraud, enbezzlenent, fraudul ent
conversion, restraint of trade, unfair deceptive practices,

m sappropriation of property or conparable allegations, is that
necessary? | don't know. | think that may go too far. | know
in the franchise area you cover everything that's naterial. It
could be a personal injury suit for a billion dollars that woul d
be included. You know, it should focus on the kinds of activity
t hat woul d cause concern whether it's related to fraud or
viol ati ons of business opportunities or sonething |like that.

MB. HOMRD  Ckay.

MR TCOPCROFF.  What happens if it was limted to
viol ations of consumer protection |aws? | guess consuner
protection | aws read very broadly to cover, | suppose,
securities, biz op, franchise?

MR WECZOREK: Well, you get into issues regarding,
you know, advertising law violations. |'mnot sure that that's
necessarily relevant. | nmean, in general, | think | agree with
you, but there are, you're going to capture sone things that
aren't necessarily inportant. Also, all crimnal violations,
fel onies, you know, we consistently run into that problemin
franchi sing where people have DU's and whether that's rel evant

to a franchise offering. So, all crimnal proceedings aren't
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| think you need to know the litigation history, but you' ve got
to figure out away tolimt it to what is relevant. And |
think that is what Dennis is tal ki ng about.

MR SOKCQL: Wiat about litigation history with a | aw
enf or cenent body concerning fraud?

MR WECZOREK: That woul d be preferabl e, absolutely.

M5. HOMRD: Ckay. Can you clarify that, Adan?

MR SOKQL: Well, has any individual or has this

conpany been the target of any | aw enforcenent action all eging

fraud, as opposed to Dennis' exanple, instead of sued by private

[itigants.
MR WECZOREK: In securities, if a public conpany's
stock goes down by a significant percentage, they will get sued.

And fraud will be alleged and securities law violations will be

all eged. Every public conpany is sued, you know, at one tine or

anot her, for that.

M5. HOMRD: How about di scl osi ng cases brought by
former or current biz op purchasers? Do you have a simlar
problemw th that or do you think that that woul d be crucial ?

MR WECZOREK: Well, it depends on the nature of the
allegations. |If it's a breach of contract claim | don't
necessarily think that that should be put in, unless it's
sonehow material, otherwise nmaterial in terns of amount or
whatever. But if a biz op buyer says that they didn't provide

the pizza oven to ne on the day that they were supposed to and
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they breached their contract, | don't think that's inportant
enough di scl osure to go in here.

MR TCOPCROFF. What happens if there were three dozen
peopl e who have the exact sane all egati on?

MR WECZOREK: Unless it becones nmaterial as a
financial nmatter, | don't viewit as a disclosable event.

MR TCOPCROFF:.  Anybody have any thoughts on that?

MR FINNGAN | think that if there's nateria
litigation involving business opportunities and there are
simlar lawsuits, that probably should be disclosed. Wether
it's this actual business opportunity or maybe anot her one that
was operating by the sanme persons. | do understand Dennis'
concern because of our society. And again, we have to go back
to any conpany that you can think of. You know, a Fortune 500
conpany, they've got sone sort of litigation history. So the
thing is a crafty one. But | think the | aw enforcenent fraud
and prior litigation history, no matter what it is, involving
busi ness opportunities is relevant.

MR TCOPCRCFF:  John, are you defendi ng anyone?

MR D ALESSANDRO No

M5. HOMRD. Ckay. How about whether or not the
conpany or individuals are subject to current state or federal
injunctions? CQucial? | see sone nods yes. Any disagreenent?

Ckay. Now, we're getting back to one that | think John

menti oned. Wether or not directors or executives have fil ed
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for bankruptcy within X anount of years previous to that. You
think that's crucial?

MR D ALESSANDRO  Yes.

M5. HOMRD. kay. Anyone disagree? Al right. How
about a factual description of the business opportunity? You
think that needs to appear in a disclosure docunent? David,
you're sort of shaking your head.

MR FINNGAN No. | think if they don't know what
they're buying. | think if there's one thing that the conpanies
are using pretty good is giving sone sort of description about
what it is their selling and in the interest of keeping these
things as short as possible, | think that the advantages of
including it is not weighed by the di sadvantage of a | onger
docunent .

M5. HOMRD. Ckay. People agree with that?

MR D ALESSANDRO  Yes.

M5. HOMRD. Yes. Al right. How about the total
amount of noney that has to be paid in order to commence
operations? So if there's a set price, that has to be
disclosed. O if there are various levels that you can enter
in, those need to be disclosed. Adan?

MR SOKOQL: There definitely should be sone financi al
variable. There's no doubt about it. | nean, obviously those
nunbers can be played with, but | would |ike to see sonet hi ng

put down as to what --
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could come up with is in the nature of pay phones. Wen a
per son purchases the pay phones, and we've had this case, they
pur chase the pay phones and then they get a | ocation service
that goes with it, what they don't realize is that there's three
maj or costs that's not disclosed to them Onheis that it's a
regul ated activity so they have to go through, | guess, you're
famliar with it. One is that they don't realize that they have
to get approval and they get a |icense.

Secondly, they don't realize that there's hook-up
charges fromthe phone conpany. And third, there mght be a
line charge to put in aline there. So, there needs to be, if
there isn't already a rule like that, there needs to be a
di scl osure to them about other fees that are not necessarily
covered in this purchase of this business opportunity that m ght
occur fromsaid parties.

M5. HOMRD: Ckay. People think that's crucial?

MR SANSON  Yes.

M5. HOMRD. Denni s?

MR WECZOREK:  Yes.

M5. HOMRD. (kay. How about restrictions on sources
of products or services? Wether or not --

MR TOPCROFF:. Is that an issue at all that's rel evant?
The answer is yes.

M5. HOMRD. |Is that really nore of a franchi se issue?

MR WECZOREK:  Yes.
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M5. HOMRD. kay. And simlarly, the names of
affiliates that you' d be required to purchase from |Is that
nore a franchi se issue?

MR WECZCREK:  Yes.

M5. HOMRD. Al right. And this is sort of related to
the recurring fees that would have to be paid. These are
services or supplies, products that you would be required to
purchase or lease simlar to that? Yes.

MR D ALESSANDRO Wiy woul d -- you' re doi ng busi ness
with them you know what products you' re going to be buying.

MR SANSON Did you say services to?

M5. HOMRD. R ght. O supplies or things that you're
required to buy, not just up front, but throughout the process.

MR D ALESSANDRO | think that would go along with
what you know of the business you're buying into. You're really
not buying it. You re buying a right.

MR SANSON | guess it would go along with additional
training? Is that what your services are referring to?

M5. HOMRD. Sonething like that.

MR D ALESSANDRO | think it's part of a franchise
I ssue.

MR SANSON | woul d say yes, because we' ve seen sone
addi tional training that once people buy it, they find out |
don't know how to operate this. And well, do you want this

training? It's another $1,000. So services means training

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025



© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O © 00 N OO O pdM W N -, O

126
obvi ously, vyes.
M5. HOMRD. Anyone el se have a comment about that?
MR WECZOREK: Well, | nean, if you think of the
begi nning of the discl osure docunent and you say that this

busi ness opportunity involves the sale of pay tel ephones and you

are required to buy your pay tel ephones fromus, | nean, if
that's all the disclosure is, fine. | mean, that's not a
problem That's not going to take up a ot of space. | think

there probably is sone rel evance to the buyer knowi ng that he
must buy certain things fromthe seller. Again, these probably
are so apparent and so, they know they're getting into this, but
| can't inmagine a sentence saying, this is the business you' re
in and you' ve got to buy certain things fromus. | can't
imagine that that's a big problemin terns of taking up a | ot of
space, and just sort of giving a general background on what's
going on in this whol e busi ness opportunity.

M5. HOMRD. Ckay. Al right. How about materi al
terns and conditions of financing arrangenents? Nunber one, do
we see financing arrangenents in biz ops, or is that nore a
franchi se situation?

MR SANSON | don't see too mnuch.

MB. HOMRD  Ckay.

MR TOPORCFF: In direct selling, there's usually no
financi ng arrangenent, is there?

MR ELLVMAN  No.
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Adamthat. The issue that's up for grabs is whether a

di scl osure docunent shoul d have a provision that di scusses
whet her there is an exclusive territory? And again, we're
t al ki ng about busi ness opportunities, not franchi ses?

MR SOKCQL: Sure. The question is whether the
di scl osure docunent shoul d say whet her the purchaser’'s been
prom sed?

MR TCOPCROFF. R ght, exclusive territory.

MR SOKCQL: | guess |'mstarting to be of the opinion
that sonmething like that, in which the purchaser is told
sonething, I1'd like to see it on paper, too.

MR TCOPCRCFF:. | think I'mconcerned because I know in
cases that we've got, part of the pitch was especially |ike
vendi ng and di spl ays, there would be an exclusive territory.
It's kind of what grabs people's attention right away.

MR SOKOL: How are you distinguishing, or are you
di stingui shing between exclusive territory and limted territory
in which three people are granted the right to sell in Chicago?

MR TCOPCROFF. Actually either one, either one. |
think any provision that purports to give people certain right
interns of the territory, whether it's exclusive or limted,
what ever, because | think it's part and parcel of the |ikelihood
of their success. |If sonmebody has an exclusive or limted
territory, that may represent that there's a bigger narket out

there that you can grab, as opposed to if it's a free-for-al
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maxi m ze the nunber of distributors nmarketing the goods and
services, and therefore, we do quite the opposite of the concern
you expressed.

When people don't renew, we try to go back to them and
say, pl ease renew.

MR TCOPCRCFF. What does renewal nean?

MR BROM Renewal sinply nmeans that they continue to
be Amay distributors and can continue to order products and
resell them The reason we have a renewal process is that our
roles of distributors would just continue to grow | arger and
| arger and wouldn't reflect the fact that sonebody has
di scontinued the business. It's their way of telling us wthout

having to literally quit in order for us to know that they' re no

| onger in the business. Renewal sinply neans filling out a
pi ece of paper and saying, | renew.
MR TCOPCROFF. Are there any additional fees?

BROMN  No.
TOPORCFF: O renewal ?
BROMNN  No.

> 3 3

HOMRD: Is it a contract that is signed?

MR BROM In effect, it's a renewal of the contract
that they signed when they first became distributors.

MR ELLMAN In fact, Federal law requires to take
advant age of direct seller status. Meaning --

MR TCOPCRCOFF: Are we tal king tax | aw?
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MR ELLMAN Yeah. W're tal king about the tax |aw
To be a non-enpl oyee under the Internal Revenue Code, you have
to be presented with a contract which says, you are going to be
an i ndependent contractor. But that is, you know, a portion of
a larger contract which you have which you nay have to sign.

M5. HOMRD:. So perhaps instead of an itemin a
di scl osure docunent discussing renewal, if a copy of the
contract was included, would that suffice?

MR ELLMAN  Vell, let ne interject sonething at this
poi nt. Because |'ve been operating for the |ast 20 mnutes or
so under the assunption that these would apply to conpani es that
have crossed a threshold, which is set currently at $500. |If
any of these had to apply to the direct selling industry, as |
have nmentioned earlier, it would be a significant burden on the
conpanies as well as the sal es peopl e.

Assum ng for the sake of argument that these did apply
tous, and | would prefer not to assune that because --

MR TCOPCROFF. Well let's assune that.

MR ELLMAN  Vell, let's assune that this would be a
significant disincentive to recruiting. And I'll give you one
specific instance why. Let's say that a discl osure docunent has
to be presented at the first face-to-face neeting. And let nme
provide a not so ridiculous, and in fact, quite probable
scenario that John here is an Ammay sal es person and he and |

have run into each other at a restaurant, a supernarket or what
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MR FINNGAN Part of the disclosure docunent shoul d
be the contract so they' ve got that to look at. And if it's
covered under the contract, then it doesn't need to be covered
under the other disclosure docunent.

MB. HOMRD:  Ckay.

MR TCOPCRCOFF. So if the discl osure docunent was real
short and covered those itens that aren't reflected in the
contract, and a copy of the contract, standard contract, is
i ncl uded, your general sense is that that would be sufficient?

MR FINNGAN That's in fact how we do it under
another Illinois statute, the Business Brokers Statute, which
has a disclosure requirenent. And that they can provide a
di scl osure statenment and a copy of the contract. And if the
contract covers everything that they' re required to disclose,
then all they need to do is put on a separate sheet of paper
those things that are not in the contract which they're required
to discl ose.

M5. HOMRD:. Do you see any downside to that or any
potentials for conpanies to, you know, start handing out, you
know, five-page contracts with all sorts of itens in extrenely
fine print?

MR FINNGAN | guess they could do that with a
di scl osure statenent also. So, | guess, and | just guess you'd
have to unfortunately have sone sort of sonething that said that

you can include a contract as long as it's, you know, it's
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readabl e or a reasonabl e person can read it.

MR WECZOREK: O to say in the disclosure docunent
that there are five or six or ten areas that you shoul d
specifically check in the contract because they're inportant and
other inportant issues. So direct the reader to go ook at the
contract in a certain area.

M5. HOMRD. So, this information would then either
appear in the disclosure document or in the contract, whichever
the biz op seller chose to do? That's a yes?

MR FINNGAN  Yes.

MR WECZCREK:  Yes.

M5. HOMRD. Ckay. So, | have a whole list here of
itens like, well, renewal conditions. That would be -- it seens
like that mght fall into a simlar category of disclosing the
term nunber of years. Ckay.

Are itens such as conditions where the biz op seller

can refuse to renew, is that relevant or is that a franchi se

i ssue?

MR FINNNGAN That seens to be a franchise issue.

M5. HOMRD. (kay. Conditions where the purchaser can
termnate? | mean, is the whol e concept of termnation rel evant

t o busi ness opportunities?
MR WECZOREK: Well, it may be, but it's in the
contract.

M5. HOMRD. kay. Al right. How about provisions of
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M5. HOMRD. kay. Yeah?

MR BROM | would say nore typically it can occur
either way, as Eric pointed out. The practice tends to be that
the person receives a contract which is frankly quite detail ed,
but you have to get everything in there. So, it incorporates by
reference the marketing plan, which is a separate docunment. And
wi thin that docunent you'll have rules of conduct and ot her
matters that are addressed. And typically, the question of
whet her the distributor is allowed to sell the goods of a
conpeti ng conpany, for exanple. That would be included in
t here.

Frankly, whether they can quit one business and go to
work in another, | don't ever recall seeing that, which is the
nore cl assic non-conpete kind of clause, at least in the
enpl oynent sense. But to the degree that's going to be
addressed at all, it would be addressed in the marketing pl an
material s which are incorporated by reference into the
distributor contract.

MR TCOPCROFF. Wl l, since you nentioned the narketing
pl an, shoul d a discl osure docunent, in addition to including a
copy of the contract, include a copy of any marketing plan?

MR BROM Say that again?

MR TCOPCROFF:.  Shoul d the di scl osure docunent incl ude
not only a copy of the contract but also a copy of the marketing

plan? It seens to ne if there are significant terns and
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conditions that are in sonme other docunment than the contract,
t hen perhaps whatever the other docunment is, maybe it's a
marketing plan, call it whatever you want, whether that should
be included in the disclosure docunent as well?

MR ELLMAN  Weéll, assumng for the nonent that we
woul d have, direct selling would have to conply --

MR WECZOREK: W shoul d put sonething on the record.

MR ELLMAN That's right. [It's a continuing
objection. Considering for the nonent that direct selling woul d
have to conply, | think it mght be nore appropriate to put
di scl osure docunents inside a marketing plan because of the
greater admnistrative efficiency and as a way to avoid the
bur den bei ng pl aced on the industry.

MR TOPCRCFF: But on the precise question, should all
rel evant docunents be di scl osed, however it's disclosed, whether
one is attached to the disclosure docunent or the disclosure
docunent is incorporated into another piece of paper, just
conceptual |y, should there be disclosure of all the rel evant
docunents that set out terns and conditions?

MR ELLMAN  Vell, it mght be easier to say that in
t he di scl osure docunent that there are other docunents to which
you need to refer to gain the naterial aspects of the plan. |
don't know if giving anybody a |large pile of papers the size of
t he Brookl yn yel |l ow pages at one tinme is going to allay any of

the concerns that have been expressed, or that the nore paper
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you get, the less likely you are to read it, particularly if the
first thing is a nandated docunment by the Federal Trade
Comm ssion that is encouched in sone | egal term nol ogy.

MR TCOPCROFF. But are the marketing plans that you're
referring to yell ow pages? O are we tal king about a few pages?

MR ELLMAN It really depends on the conpany. The
bi gger, nore nature conpanies will tend to have | arger docunents
to go along with it. The bigger the product |line, the nore
pi eces of paper you' re going to have that explain the various
products and services that mght be offered by the conpany.
Newer, nore start-up conpanies, they tend to have | ess products
and because they're newer they tend to have | ess paperwork that
goes to the client.

MR TOPCRCOFF:  Denni s?

MR WECZOREK: | disagree with including any of that
material with the disclosure docunent. |It's not a whole | ot
different than a franchisor with their operating nmanual s, which
never hit the franchisee's desk until they sign the contract.
And nunber one, it would be the Brooklyn phone book if you have
to include it with the disclosure docunent.

Secondly, you're al so probably revealing sone degree of
confidential information to people who may wel |l be shoppi ng.

And | think it would be -- and nunber three, try to figure out
what the nmarketing plan is and what docunents enconpass the

marketing plan, you know, | can see conpany's ads, all of our
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brochures, all of our -- and we've got to attach themto the
di scl osure statement. And | think that's a big m stake.

MR TCOPCROFF. What happens if the discl osure docunent
had a catch-all provision that said, other contractual terns or
contractual terns, see the attached copy of our contract. 1In
addition to the terns and conditions set out in the contract, we
al so inpose the followng. And you could list themone, two,
three. So that when you pick up the disclosure docunent wth
the contract, that one docunent taken as a whole, the investor
w Il know all of the terns and conditions of the arrangenent.

MR WECZOREK: If it's not a contract, it can't be
enclosed. So, yes, if there are five contracts, there's one
contract on doing this and another contract on doing that, they
should all be attached. But if the business opportunity seller
says, well, we have these other things that we suggest or we
encourage, the buyer is not obligated to use that or is not
obligated to observe those other docunents.

MR TOPCORCFF:  John?

MR BROM The thing that | struggle with conceptual ly

is that, in effect, when you talk about the narketing plan, it
is the thing that is for sale. And to put it in a different
context, certain disclosures were required to be made to a buyer
of acar. It would be absurd to say, and included with the

di scl osures you nust al so provide the car, because that, after

all, is what you' re buying. And how can you get full disclosure
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unl ess you give the person the car. Wll, but, wait a mnute.
D sclosures are one thing. The car is sonmething else. That is
the thing that's being purchased. And, you know, your point
about proprietary information is not necessarily relevant to the
direct seller because our nmaterial is so ubiquitous and we want
everybody to becone a direct seller, and so it's not strictly
speaking proprietary, but it really is not something that
soneone i s supposed to have unless they in fact becone an Amway
di stributor.

So, the fact that there is a marketing planis
inmportant information, but all the details, the rules of conduct
and all of that stuff which, as far as we're concerned, is the
Amnay sal es and narketing plan, that is our business reference
manual and it's like a snmall catal og.

MR TCOPCROFF.  Well, | think how we got to where we are
right nowis, if I"'mnot mstaken, Mrra asked about renewal or
terns and conditions affecting renewal. And it was suggested
that sonme of that, some of those terns and conditions mght not
be in the contract but mght be in a separate docunent known as
t he marketing plan.

| think our concern is, once we start splitting up
terns and conditions and sone are in the contract and sone are
in some other docunment, will the potential custoner here |ose
out. If we say, because one possibility is, well, we'll have in

the rule, you have to attach a contract. And what we m ght end

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025



© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO O pdM W N -, O

143
up seeing is contracts that are bare bones that have two
provisions, and all the rest of the terns and conditions that
m ght apply could be buried in sonme other ancillary docunent.
So | think the key is, whether you call it a marketing plan or
call it whatever you want, the key, | think, is when a consumner
pi cks up the disclosure docunent, either in the text of the
disclosure itself or in attachnments to it, that they can | earn
and have access to knowi ng what the full terns and conditions

that are going to apply.

MR WECZOREK: But you're still ignoring the issue of
what's determned condition. |If it's not obligatory, it's
irrelevant. |If they say -- if it is not in a contract, then the

buyer is not obligated to perform is not obliged. There is no
basis for the seller to say, you nust do X, Y and Z because it's
over in this other brochure that we've got over there that we
never gave to you. The buyer can say, good-bye, |I'mnot doing
it, because | didn't sign anything that said | had to do it.

MR FINNGAN | think the problemis is that clearly I
t hi nk di scl osure docunents have to include the disclosure
docunent and the contract. And if the contract says, you nust
conply with all the terns and conditions as listed in the
mar keting plan which is encl osed, which is incorporated by
ref erence here.

MR WECZOREK: That's part of the contract then.

MR FINNGAN And in that situation then I think they
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have to provide that nmarketing plan. And | think that's how we
got here, is that they have to provide, you know, the disclosure
statenent and the contract. And if the contract refers to other
docunents, you know, and are incorporated by reference wthin

t hat docunent, they have to provide that, too, so that the
consuner knows what they're getting. O if they take it to
their attorney or sone other professional to reviewit, that

t hey' ve got that.

MR WECZOREK: The only negative with that is in
franchising, all franchise agreenents say, you nust al so conply
with our operating manuals. And operating nmanuals in the case
of a MDonald's would fill, you know, half of this table. And
to then say that that needs to be disclosed, it's not going to
happen. And nunber two, it will certainly never get read. So |
don't know where you draw the line in terns of what needs to be
di scl osed.

M5. HOMRD. How about in the biz op context though,
does that sound |ike a workable idea, what David suggested?
John, you're shaki ng your head.

MR D ALESSANDRO | don't think so.

M5. HOMRD. Wiy not ?

MR D ALESSANDRO Because, as Dennis said, it's going
to be too nuch. It's irrelevant for these people who are
entering into this agreenent. So, it isn't going to nmake any

di f f er ence.
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handl e it and deci de what they can tolerate thenselves. As this
fellow put it, look, there's no question about it, then when
we're dealing wth a franchi see, we're saying, you have to trust
us. O course, this happened to be a franchise. That's just
the very best in the world. And so, his fundanmental point was,
there's a critical nmass of infornmation that you have to have in
order to make a sound judgnent, but as for, you know, operating
manual s and so on, if the franchi see or the business opportunity
offeree is not confortable without this material, what they view
as nmaterial information, if they' re that not confortable signing
the deal unless they see that and the position of the franchisor
or the offeror of the business opportunity is, that's
proprietary information. There are conpetitors who woul d give
blood to see that. And | don't know what, if you think you're
going to see that before you put, you know, noney down on this
deal , you know, snowball's chance that w |l ever happen, ny
friend.

Vel |, then they have no deal. They have no deal .
What, realistically what we're worried about w th busi ness
opportunities, and not exenpt business opportunities, what we're
worried about is, you know, these typically are not negoti at ed
deals. They're prepackaged prograns. Here's what you get for
your noney, and the disclosure, | always understood, you know,
what it was supposed to do. And again, we talked earlier in the

day about the reality of it, is that it tends only to apply to
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people who are ignoring it and that's how we, you know, stop
themfromdoing what they do. But, it ideally is supposed to
tell you sonet hi ng about the conpany, the organization, the
people that sinply isn't part of the contractual arrangenent at
all. It's additional information so you know who it is you're
dealing wth.

It's your own responsibility to understand what deal
you' re striking. That's in the contract. But with regard to
addi tional disclosures, that's stuff that really isn't, strictly
speaking, part of the deal. 1t's things you ought to know about
the person you're dealing with before you enter into a deal with
them They may be undercapitalized. They may have crimna
records and rap sheets a mle long. They may have had fail ed
busi nesses in the past that were just like this one. You know,
those are all the things that are disclosure information that |
think the biz op laws drive at and, you know, but in terns of
the contract itself and the deal that's drawn, that's between
the parties.

M5. HOMRD. So, are you saying that you don't think
that a discl osure docunent shoul d include a contract?

MR BROM The contract is sonething you should
recei ve when you enter into a deal. And you can nmandate that
there be a witten contract, but that is separate fromthe
di scl osure docunent which has other information. In other

words, if you're going to ask this person to sign this contract,
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you shall disclose the following. And it's additiona
information that would not be included in the contract. No
one's going to wite in the contract, you know, here's our
financial condition. No one's going to wite in there, and by
the way, the president of the conpany served eight years in the
penitentiary for fraud. You know, all of those things are not
going to ever appear in the contract. And so, those are

di scl osures which are separate fromit.

Now, you know, if there's a standard contract, shoul d
it be included? 1 think anybody negotiating a deal ought to
see, by its nature, they should read the contract and naybe the
di scl osure docunent shoul d say, you know, be sure to read the
contract and understand it. But again, you know, | go back to
t he autonobi |l e exanple. You know, is the autonobile included as
a disclosure? No. It's the thing that you' re buying. And
i kewi se, the contract is the thing that represents your deal

M5. HOMRD:. Ckay. Well, let's sort of take a vote on
this because | thought that we had, people had sort of agreed
that it was inportant to include a contract with a discl osure
docurment. Do people basically agree with that, or are there
ot her people that agree with John, that that's really sonething
that, you know, it's up to the buyer later on to take a | ook at
it or at sonme point to take a ook at? Dennis, what do you
t hi nk?

MR WECZOREK: | would agree that the contract should
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through it, you know, and within a ten day period, which is what
we were setting up here, because that was reasonable. | guess
the question is, how nuch additional information. | can

under stand t he concerns about the operating nanual s and
marketing plans, but | think that if there's inportant nateri al
terns that are referred to in other docunments and i ncor porat ed
by reference within the contract, then they need to have sone
sort of opportunity to review those.

M5. HOMRD. Al right. Is it fair to say that we
don't have agreement on this issue? That sone people really
think that a contract does not have to be included with the
di scl osure docunent. Qhers feel that it really should be. Is
that a fair assessnent of where we are? Ckay. W'Ill take that
one down and nove on.

How about statenents disclosing the total nunber of
purchasers that are operating at any particular point in tine,
say the last fiscal year? O the total nunber of conpany-owned
outlets. Maybe we can elimnate sone of these or get a few of
t hese out of the way quickly. Are conpany-owned outlets
relevant in biz ops?

MR WECZOREK: No.

M5. HOMRD. Agreenent with that? Not rel evant here?
Ckay.

Vel | then, how about the nunber of purchasers, say for

the last fiscal year?
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MR TOPORCFF: Mra, are you asking specifically the
nunber or are you including in that the nanes and addresses?

M5. HOMRD: No. Those are going to be two separate
issues. The first is the nunber of purchasers. So, for
i nstance, we, you know, | think fairly commonly, at |least in
conpl aints that we've received frompeople, you know, we hear
that, well, they told us there were, you know, 250 purchasers or
5,000 purchasers last year. Should that be sonething that's
disclosed in a docunent? |Is that relevant? Is it essential?

O is it sonewhere in between?

MR ELLMAN In a direct selling context, | think it
has the potential to be harnful, because let's take the exanple
of a new start-up direct selling conpany. And in their previous
fiscal year, which was their first fiscal year, they've had,
don't know, a hundred direct sellers in their conpany. And
you' re | ooking at a docunent which says, well, sonebody's got to
be wong with this plan if they' ve only got a hundred peopl e out
of 250 mllion in the whole country purchasing it. | think that
has the potential of being harnful. And | think there's other
| egiti mate businesses that would find that sane situation as
wel | .

MR TCOPCROFF: Wuld it be harnful if there al so was
di scl osure of how | ong the conpany has been in business, so that
sonebody coul d | ook see itemone, itemtwo, conpany has been in

busi ness for six nonths?
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MR ELLVMAN  Vell, | don't know what the rel evance
woul d be about whether it matters how long it was in business.

MR TCOPCROFF.  Well, I'msaying, like a hundred in and
of itself doesn't necessarily mean anyt hing.

M5. HOMRD: But taken in a context, in other words,
your exanpl e, the conpany just started up |ast year, you know.
And you | ook and see a hundred, oh, okay, they just started up
|ast year. But if the conmpany has been in business for ten
years and you see that there's a hundred purchasers the previous
year, maybe that woul d have a different inpact.

MR ELLMAN  Vell, | don't know You know, there m ght
be sone conpani es that have, that sell a high ticket product
which not a lot of people buy. And let's take, well, | don't
want to nention any business specifics, but let's say that a
conpany has a specific high ticket product which is not going to
attract as nmany purchasers and the conpany's been in busi ness
for 30 or 40 years and does not have what sone peopl e m ght
perceive as a lot of direct sellers. And that could have a
negative i npact on whether or not sonebody's going to sign up
for this conpany.

M5. HOMRD. Rght. Sois this sort of a crucial piece
of information or sort of relevant but not essential ?

MR TCOPCROFF.  Well, | have a question.

M5. HOMRD: Ckay.

MR TOPORCFF: Are we looking, or is the question
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that's on the floor the raw nunber of how nmany outl ets are open
inagiven tine or does it also include the nunbers that have
fail ed?

M. HOMRD. Well, | think what we've been tal king
about is actually how nmany were operating, say, in the previous
fiscal year as opposed to how nmany have operated at sone point
and how many are now operating. | think we'll get into how many
have failed shortly. But at this point it's sinply a question
of how many current biz op purchasers are out there selling,
say, for the last fiscal year. Is it relevant or is it just
maybe rel evant ?

MR WECZOREK: It seens kind of inportant.

M5. HOMRD. Kind of inportant. Ckay.

MR WECZOREK: Seens inportant. Let's put it that
way, yes.

M5. HOMRD. Al right. Do we have any agreenent?
John?

MR BROME Well, just froma practical perspective,
you know, Amway Corporation nmakes a | ot of noi se about how | ong
it's been around and that is for us a selling point for people
| ooking for an incone-earning opportunity. So, froma
conpetitive perspective, it's inportant. Again, speaking about
a subject that is not of direct concern to us, but when you're
tal king about biz ops, | would think that it would be inportant

for someone to know how | ong a conpany has been offering
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exi stence for less than one year. | think that needs to be
di scl osed to sone extent.

M5. HOMRD: Ckay. Is it safe to say we have sone
di sagreenent on this issue? Al right. Yes?

MR BROM Just to nake a point. Again, you know,
it's easy for Ammay Corporation. |It's easy for representatives
of the direct selling industry to idly make comrent with regard
to certain disclosures that have to be made when we, you know,
earnestly would wish to ever have to avoid nmaking that. And |
say all of this, again, for a reason, and that is, you know, we
don't have anyone who is in the biz op business, strictly
speaking, in the biz op business here, and | would have to
wonder, you know, what their reaction would be to being forced
to divul ge precisely how many biz ops they' ve sold or, you know
things that they woul d consider of strategic conpetitive
interest. And | don't speak for them

M5. HOMRD: Wl l, you know, unfortunately, you're
right. They're not here. And they were certainly all invited.

MR BROM  Woever they are.

M5. HOMRD. Wioever they are. Werever they mght be.
They were invited along with the rest of you.

MR TCOPCRCFF: Not only that, the current rul e does
require those disclosures. So it should not conme as any shock
to biz op sellers that all of a sudden there's this requirenent.

If anything, the presunption is that the Comm ssion has a rule
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that's based upon a record and it should continue as is unless
there's a record or evidence to suggest otherw se. So, John?

MR BROMN  How about virtual absence of busi ness
opportunities as a matter of record?

MR TCOPCRCOFF.  What, here?

MR BROMI Here, and, | think, the discussion has
been, there are precious fewregistrations. Now, is that sinply
because that whol e area sinply has no purpose to exist other
than to engage in fraud or is it because regul ati on exists at
the Federal level and at the state | evel which is so Draconi an
that no one can survive it.

MR TCOPCROFF.  Well, | think that there are three
possi bl e concl usi ons one can draw fromthe absence of what we
woul d consider rank and file biz ops fromthis event. ne is,
that they genuinely may not know that there's the Federa
Regi st er announcenent and what the Coomssion is doing. | find
that a little hard to believe because this has been picked up in
the trade press. Attorneys who represent biz op sellers,
woul d i magi ne, represent some franchi se systens,
distributorships or whatever. And I think that they can get
that information. Athough, | don't know that for a fact.

Anot her possibility is that they' ve read the ANPR and
agree with it and there's nothing to conment. They see where
the Commssion is going and it suits themfine for their

i ndustry and, because if they didn't, they woul d be here.
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The third one is that they could not care | ess. That
ei ther because they are scans or frauds or they just think that
the states or the Federal Trade Conm ssion are not going to get
them That if they get fined or caught, it's just the price of
doi ng business and this isn't a big deal.

Now, |'mnot prepared to draw any of those concl usions.
| just offer themas possibilities. But, the fact is that we
are having these workshops. W are nore than happy or wel conme
the thought that certainly direct sellers are here, that it is
open to the public, and anybody could participate. And we have
ajob to do and we're going to do it. This isn't the end of the
story. After the conclusion of the comrent period in these
wor kshops, we'll go back to our offices and draft sonething,
recomendati ons for the Comm ssion, and the Conm ssion will
publish those in the Federal Register as proposed rul es.

So, there will be many nore opportunities for people to
comrent as well. It is our hope that people would hel p us out
and comment and give us their thoughts early in the process to
avoid controversy and winkles down the road. But, you know, we
take participants as they come. So, on that one | don't know
that there's that much nore to say other than we have sone state
regul ators who are involved in the issue. W have peopl e who,
whet her they're covered by the Rule or not, or at |east business
fol ks who are close to the core issues, and hopefully we'll get

f eedback.
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Wiere were we?

M5. HOMRD. Well, we were trying to nove al ong here
from-- so, let's see if we can do that.

How about the issue of |isting nanes, addresses and
phone nunbers of X nunber of purchasers of the biz op?

MR TCOPCRCFF. CQurrent and forner.

M5. HOMRD. CQurrent and/or forner. |Is this relevant
inthe sale of biz ops? Is this crucial information? Does this
sort of protect prospective biz op purchasers fromthe probl em
of being given shill references |ater on down the |ine?

MR TCOPCROFF:. Let nme ask David and Phil, in your
di sclosure law, are there requirenents that the biz op seller
give out that kind of infornmation, nanes and addresses of
pur chasers?

MR SANSON It asks for names and addresses of
pur chasers who have requested refunds.

MR TOPCORCFF: That requested refunds. That's
interesting. How do you find that that works?

MR SANSON  Well, it seenmed to cover it. |If there's a
| ot of requested refunds, they are inplied to a potentia
purchaser to possibly call that person or the conpany to find
out. | haven't heard too many conplaints fromthat provision.

MR TOPORCFF: Adam do you have any thoughts on that,
on the list of current owers is limted to only those that

requested refunds?
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MR SOKOL: As | stated before, we have had conplaints
regarding shills. It's certainly an interesting issue. | can't
give an intelligent answer one way or the other, but it's
certainly an interesting issue. | think it needs to be expl ored
further.

M5. HOMRD. |s there agreenment on that?

MR FINNNGAN | guess those two issues, the wtnesses
and then, not the w tnesses, the purchasers and the nunber of
biz ops that have been sold are relevant. Again, | think what
we're starting to deal wthis, again, isit, with the nunber of
purchasers, that's a hard one to figure out, to put in a
relative context, as has been brought up here. And as to the
nunber of purchasers, you use the nunber X | nean, is there
sonme sort of nunber of purchasers that they have to list? You
said X purchasers. Does the Rule, as it is currently witten,
state the nunber of purchasers and addresses they're supposed to
gi ve?

MB. HOMRD: Well --

MR TCOPCRCFF. At least ten.

MR FINNGAN At least ten?

MR TCOPCROFF: And in the UFCC, it would be 100. Wll,
let me ask this. The reason in part that the nanes and
addr esses, tel ephone nunbers, is included in a UFCC or a
franchi se di scl osure docunent is that the Comm ssion believes

that, let nme restate that.
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MR TOPCROFF. W start with the premse that the nanes
and addresses have to be disclosed in that state. And if not in
that state, in the surrounding state and then you go broad. $So
the hope is, yes, because sonetines it could be, there could be
reasonabl e differences.

MR FINNNGAN How does the Comm ssion deal with the
privacy issue for these purchasers? Wat if the conpany
legitimately or illegitimately makes the argunent that, you
know, that privacy is a big issue with their purchasers and they
don't want to have their nanes discl osed?

MR TOPCRCFF: It hasn't come up. It hasn't come up.
And | was not around during the original rule-nmaking, so |
couldn't tell you whether that was an issue or not. 1In all the
cases that we have brought and dealing wth various defendants,
| don't know that that issue was ever raised.

MR FINNNGAN So no one's ever brought up the we can't
find anybody who wants to disclose their nanme defense?

MR TOPCRCFF:. It's an obligation that they have to
disclose. And | assune that if sonebody purchases a business
opportunity or a franchise and they get the discl osure docunent,
they're going to see that names and addresses are discl osed.

So, | would inmagine that they are at |east on constructive
notice that their nanmes may be disclosed. It just hasn't cone
up. It hasn't come up.

M5. HOMRD. kay. W will put that down as one to
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very unfair, given our success, and so, you know, fromthe
direct seller perspective, we would not want to have to discl ose
that. But that's our uni que perspective on the issue.

MB. HOMRD: Eric?

MR ELLMAN  As | nentioned earlier, we have a very
hi gh turnover rate for a nunber of reasons. And in the direct
selling context, giving sone kind of infornation relating to
turnovers is very msleading. First of all, it takes a certain
ki nd of breed of person to becone a direct seller. There's not
a |lot of people who are very good at it, who are willing to
contact friends, neighbors, acquai ntances and ot her peopl e that
they run into and try to sell themproducts and services. And
people would try it for a very short period of tine and dropped
out because they realize they're not good at it or it's not for
t hem or what have you

Secondly, there's a lot of direct sellers who take
advant age of direct selling because they find it to be a fairly
seasonal business. For exanple, teachers, we have, there's a
ot of direct sellers who happen to be teachers who sell only in
the sumrertinme and who mght termnate or not renew at the end
of every summrer or fall, but appreciate the extra i ncone that
selling in the summertime provides. Qher people mght work in
just the back half of the year to sell products and services to
pay for holiday gifts for their friends or their famly and

mght again quit in the springtime whenever the holiday season

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025






© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO 0o pdM W N -, O

appear in the contract? But they have nmade the representation
that that is part of the package?

MR D ALESSANDRO It's happened.

M5. HOMRD. It's happened, John?

MR D ALESSANDRO In franchises, it's happened, yes.

M5. HOMRD. Has it happened to you personally, or do
you care to tell us at all about that?

MR D ALESSANDRO It is involving personnel from
another outlet and it was not in the contract, but it was in the
disclosure. It was forced to relinquish. This individua
wanted to nove fromthe other operation to ny operation. But
that was related to franchi ses.

M5. HOMRD. (kay. So, in the biz op context? David,
what do you t hi nk?

MR FINNGAN | kind of |ean towards that, you know,
if they provide a contract and it's an obligation, it should be
inthe contract. It doesn't need to be in the disclosure
statenent. | guess the concern is that there may be a | ot of
oral statenents that are nmade that, you know, we're going to do
X, Yand Z and it's not in the contract, but the investor is
relying upon that. | guess the rule is that, you know, is that
obviously you can't rely upon oral statenments. | don't know how
you resol ve that problem

M5. HOMRD. Al right. You know what | think? It is

time to nove on. Maybe we could just extrenely rapidly go
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through a couple of things. Sort of just have sone rough votes.
Qrucial, not crucial or somewhere in the mddle, so we can get
on to the next topic.

Public figure involvenent. |Is that relevant in this
arena?

MR WECZOREK: No.

M5. HOMRD. No? Ckay. How about listing or including
financi al statenments?

MR TCOPCROFF:.  Audited financial statenents.

M5. HOMRD. Audited financial statenents of the biz op
seller? |Is that crucial information? Just, you know, yes?

MR TOPCRCFF: Let me ask. |Is that required under
Illinois statute?

MR SANSON  Yes and no. You can have that or --

MR TOPCORCFF: But you do have sone kind of financial
di scl osure?

MR SANSON  Yes.

M5. HOMRD. Ckay. Should there be sone financi al
di scl osure, how about that question?

MR WECZOREK: | really don't see it. | can see the
need in theory, but inreality, I don't know that any biz op
buyer is really going to understand what's going on wth any
financial statenment anyway. | think it nay be anot her
requi renent that's going to be inposed that will push peopl e not

to conply because to get an audit or even to get a reviewis an
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expensi ve undertaking. So, frankly, in this area, |I'mnot sure

that a financi al

di scl osure standpoint, | don't think it wll

anyway.

makes a whole lot of difference. Froma

be wel | under st ood

M5. HOMRD:. So there's sone di sagreenent here?

MR
VB.

ear ni ngs cl ai ns?

TCPCRCOFF:  Yes

HOMRD: Yes. Ckay. How about the issue of

If earnings clains are nade, should there be

sonething witten? Should there be substantiation that's

required to be given? Real quick vote.

MR
VB.
MR
VB.
MR
MR
VB.
MR
VB.

the contract.

SANSON  Yes.

HOMRD:  Yes.

FI NNl GAN  Yes.

HOMRD: Is this crucial?
SANSON  Yes.

TOPORCFF:  As the Rule currently requires.

HOMRD: That's right. Yes?
SANSON  Yes.

HOMRD: Ckay. W' ve discussed attaching a copy of

And there was sone disagreenent, is that right,

at this point?

MR
MR
MR

SANSON  Yes.

FINNGAN  Yes.

WECZOREK:  Yes.

HOMRD: Ckay. Al right.
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But that these categorizations, | think, may influence
how the rule mght read if you think about the two different
types of situations. The ongoing relationship mght, for
i nstance, be an instance where you want audited financia
statenents because you' re dependi ng upon the financial viability
of that conpany for your future, if you want to keep in this
system whatever it may be. If it's a one-tinme sale, then you
| ook at the package, you think it's something that m ght work,
and if the conpany goes out of business, you' ve still got the
package and the ideas and so forth. Theoretically, you could
conti nue on.

The other thing on those situati ons where the
relationship is over when the sale is nade, that mght influence
how you wite the rule on the nunber of sales that you' ve nade
and how many of those are still in business because you can't
trace those people. You haven't the faintest idea what they' ve
done with their package when they' ve wal ked out the door. And
you' re not about to call themup on the phone and say, did you
succeed? Are you still doing this? So, those are just sone
thoughts to throw on the table. | appreciate it.

MR TOPCORCFF: Does anybody have any questions for
M. Tingler? kay, thank you.

MR TINGLER You' re wel cone.

MR TCOPCROFF: And that gets us directly into our next

area, which is what types of alternatives to disclosure mght be

For The Record, Inc.
\Val dorf, Maryl and
(301) 870- 8025

171






© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO O pdM W N -, O

mnimal as possible and imt a consuner's exposure to risk and
to fraud by requiring that those who are offering business
opportunities offer a 90 percent repurchase policy.

MR TOPCRCFF: Now, are you suggesting that the
repur chase policy be an obligation under the Rule or that those
conpani es that have such a policy should be exenpt?

MR ELLMAN E ther one. | maght suggest that, as an
alternative to the regulation that you mght want to consider a
90 percent buy back poli cy.

MR TOPORCFF: Well, we're going to get to exenptions
in a mnute.

MR ELLMAN  Well, this isn't necessarily an exenption,
but it is an alternative to disclosure.

MR TCOPCROFF: On the cooling off period, right now I
suppose you coul d consider the ten day revi ew period as somewhat
of a cooling off period. It's technically not a cooling off
peri od because the way | conceive of cooling off periods, it's
nmore that you could rescind what you' ve already entered into.
Wiere this is nore a delay to give you tinme to review the
di sclosures in order to make a w se deci sion and then you
invest. So, it is sonewhat different. W discussed before the
ten day cooling off period, or the ten day del ay peri od.
don't think that we need to get into that.

But, M. Tingler's suggestion, should there be sone

kind of cooling off period at the end or post-sale? Maning, if
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| sign, I"'man investor and | sign on January 1st, | either sign
a contract or give noney for a business opportunity, would it be
hel pful if I'mgiven the right, let's say, to be able to cancel
that contract at some other point, be it ten days, two weeks,
whatever the tine period is? But should the business
opportunity purchasers have that right to cancel, or basically
to rescind their contract?

MR BENNETT: | hate to keep bringing up the buy back
but in effect, the buy back is an extended cooling off period.
In the instance of our conpany, we have 100 percent buy back,
and it extends for the life of the contract. They can cancel.
They can get out. They can return their kit at any tine. So,
the buy back is, in effect, if it's worded correctly, it's an
extended cooling off period, if you wll.

MR TOPORCFF: Shoul d that kind of program be
mandat or y?

MR BENNETT: It would not bother us because we adhere
toit. W actually go above the DSA Code. W have 100 percent
buy back. And that's been for the length of the conpany, or for
the duration, the history of the conpany.

MR TOPCRCFF:  John?

MR BROM  Cbviously, | support the notion of
recogni zing in some way under the |law the buy back and the
cooling off as being effective risk reduction techniques. You

know, this is where it really is a struggle when you have the
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utter absence of other kinds of business opportunities present.
| don't know how it would inpact on their |legitimate operations
to the degree that there are some out there.

For Amway, given the | ow cost of getting involved with
it inthe first place, for us to say, look, inthe first three
nmonths, if you shoul d change your mnd, just give back the kit.
W know you' ve opened it up. W know that it can't be used
again. You can get it all back. You get your noney back. And
the deal is square, and it's over. You' ve got three nonths to
doit. Anytine after that, if you have inventory in your
possessi on and you decided to | eave the business, so long as
it's not danmaged or spoiled inventory, you can give it back and
get your noney back.

But that's our unique circunstance where there really
shouldn't be that nuch of a dollar outlay in the first place.

In a case where sonebody is offering a business opportunity
that's substantially nore expensive, | don't know how realistic
a proposition that would be. A cooling off period that woul d be
after the contract is signed but before any goods change hands
mght be a possibility. But again, if you ve laid out
substantial dollars and sonebody sends you equi pnent, goods and
so on, that really can't be given back and nade use of again,

for themit mght not be a tolerable proposition. And that's
why I"'mlooking at it in the terns of an exenption as opposed to

a mandate. It would be, you know, a possibility.
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MR FINNGAN | think at first the buy back sounds
like a great alternative, but | don't think they' re the sanme. |
think that a rescission is a good idea and it has to be
di sclosed that there is a rescission, too. So, if you can't
conpl etely obviate the disclosure requirenent, at the very | east
they have to disclose that there's this rescission period that's
ten days or however length it is, and then they get a ful
refund. The problemw th the buy back, if you allow a buy back
| think it should be for a significantly |onger period. The
problemw th the buy back is that the conpany, well, it has to
be goods that aren't spoiled. So it's not conpletely like a
rescission. The Direct Selling Association, it's a 90 percent
recovery. | assume that you nake the investor pay the nailing
costs to send it back. So there's a lot of other hidden costs
that go in with a buy back. So it's not necessarily the sanme as
a rescission.

So, | think to say that they are the same is not
correct. | think you could do either one. | think if it's
going to be a buy back, you know, it should be a | onger period.
If it's only going to be 90 percent, it should be an even | onger
period than 100 percent buy back.

MR TOPORCFF: Let nme ask our state expert, Dennis, are
you aware of any state biz op statutes that incorporate a right
to rescind or cooling off period, or call it whatever you want?

Are there states that incorporate that?
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rationale to give people multiple swngs at the plate before
they finally have to commt thensel ves to sonet hi ng.

MR TCOPCROFF.  What happens if this, again, was a
substitute for disclosure but not as an addition to discl osure?
So let's say an investor went through the sal es process,
received a contract and the contract, one of the terns were, you
can rescind this contract in ten days or a week after delivery,
however you want to couch that, would that make it nore
pal at abl e?

MR WECZOREK: Well, ny theory is premsed on a
di scl osure docunent being given. And that shoul d be enough.

But if you elimnate the disclosure docunent and you provi de a
rescission period, | think that woul d probably be a good
alternative, yes.

MR TOPCRCFF: Now, for biz ops, and again, as distinct
fromfranchises, would it be preferable to follow a cooling off
period, a rescission approach, or disclosure approach?

MR WECZOREK: Well, again, the issue is, who is it
that we're tal king about in terns of business opportunity
sel l ers and probably nost of the ones that are out there doing
evil deeds will ignore the disclosure requirenent anyway. And
al so, the disclosure will be a mxed blessing in terns of
whether it's going to be read and whether it's going to be
under st ood.

So, | guess to ny mnd, just off the top of ny head, it
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perspective of the assunption that the conpany is just scamm ng
people, then the disclosure is a waste of tine, rescissionis a
waste of time, buy back is a waste of tine. So, it's all a
waste of tinme. The only point of it is that they'll violate it
and therefore we have a tool to go after them And that is in
reality what often happens. | guess |I'm]looking at the whole
noti on of possibly having a rescission period as an alternative
for sone possible biz ops to disclosure. |Is that right now
there seens to be an acknow edgnent, | may be wong, but there
seens to be an acknow edgnent that there are not that many
busi ness opportunities out in the marketplace filing business
opportunity disclosures. And if the concern in the nmarket is
t hat busi ness opportunities really have to structure their
operations to avoid the di sclosure because it is burdensone from
a conpetitive perspective or fromwhatever perspective is
relative to them having an alternative mght encourage biz ops
to structure thenselves in a way that's nore nmarket-oriented and
not so concerned with regulation. In other words, they're very
confortabl e doing the rescission. They're just never
confortabl e doi ng the disclosure.

It mght represent a nore reasonable way to regul ate
that woul d encourage sone | egitimate business opportunities to
cone into the market that aren't presently available. | don't
know that that is the case. There just don't seemto be that

many biz ops that register running around. But | should think
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"Il just say that now | don't speak for the Conm ssion.
Nei t her of us, neither Myra or nyself, speak for the Comm ssion.
What we're doing here today is just probing, asking questions,
telling you what our experiences have been. And by no neans are
we speaking for the Comm ssion, nor is anything etched in stone
at this point. Not by a |long shot.

MR WECZOREK: U until now I think you have been
speaking for the Comm ssion. Because you haven't given the
disclaimer, right? W can take a vote on that, if you |liKke.

MR TCOPCROFF: (kay. On that note, we'll turn to the
| ast of the agenda itens. And that is possible exenptions.

What | would like to do is use the direct sellers
comment and its supporters, basically, their comment, as a nodel
and go through the various issues there and di scuss perhaps what
are the pros, cons and naybe sone costs invol ved.

The first itemis one that | really don't think needs
too much discussion, and that is that there has to be a required
pur chase, as opposed to voluntary purchases. | think right now
that is the state of the law. Qur franchising busi ness
opportunity regul ation applies only when there's a required
purchase. And | don't know that that is necessarily going to
change. | don't see why it woul d.

MR WECZOREK: By the way, under sone state | aws there
IS no required purchase requirenment. And | think it woul d be

advant ageous to nmake that a key el enent of the | aw
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too low, but I think alnost every threshold, either in Illinois,
since it's $500, you have a | ot of people selling at $495. You
know, in other states | think it's |like $200, $300, you know,
and you'll see the sales at $199. | think if you put it at
$100, that probably is not economcally feasible to sell a

busi ness opportunity at $99 a shot, but | think you do need to
have some sort of threshold. W see, at $500, that seens to be

worki ng out pretty well.

| think that if you try to put it too |l ow, you' re going

to end up opening up, too. You need alimt in the sort of
cases that you' re going to be |ooking at.

MR TOPORCFF:. Eric?

MR ELLMAN | thought you'd never ask.

MR BROMI He's waited since 9:00 o'clock this
nor ni ng.

MR ELLMAN |I'mgoing to take the rest of the
afternoon off. 1'mgoing to | eave now. Raising the threshold
is inportant for a nunber of respects. And |let ne go back to
the inception of the $500 threshold. It's well docurnented, but
| just want to make this clear. And when the interpretive
guides and the statenent were released to this Rule back in
1978, the Comm ssion said that the Rule should focus on those
franchi sees who have nade a personally significant nonetary
i nvest ment and who cannot extricate thensel ves froman

unsati sfactory rel ati onship without suffering a financia
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set back.

And that comes up in the other statenment, that the
Franchise Rule back in 1978. | think that was valid back in
1978. And it remains just as valid today. The problemis is
that $500 in 1978 is worth well beyond $1,000 today. And I
think that inflationary pressures would indicate, | think
demand, that the threshold be raised up to $1,000, which is |ess
t han what $500 woul d be worth today, but | think $1,000 seens a
rat her reasonable way to go.

If this Rule is not going to be reviewed for yet
anot her 10 or 20 years, then $500 from 1978 woul d be worth even
significantly less in the future. | think we have to take that
into very serious consideration. There are sone conpani es who
price their sales kits at just under $500. |'mtalking about
legitinmate direct selling conpanies that price their sales kits
at just under $500, for good reason. Because of the burdens
that go along with conplying with business opportunity |aws.

And in sone cases, these conpanies mght be taking | osses on
t hose kits.

But | think that the inflationary pressures denmand t hat
this be raised to $1,000. $1,000 is fairly nmore significant of
a loss than $500. However, if you couple that with a buy back
guaranty, then the risk is, of course, less, and rather
dramatically. But even if you don't couple it with any kind of

buy back guaranty, then, you know, as | said, $1,000 is sone
For The Record, Inc.

\Val dorf, Maryl and
(301) 870- 8025



© 00 N o o b~ w N Pk

N N N N NN P P R R R R R R R
a A W N P O ©O 00 N OO O pdM W N -, O

degree of noney to a lot of people if they lose it. However, |
think that at sone point the consuners have to take sone
responsibility for thenselves. And they have a responsibility
to investigate whatever they're getting into. And $1,000 is an
exenption for small businesses with little financial risk Iike
direct sellers. And it puts sone responsibility, it takes sone
burdens off direct selling conpani es sal es people that m ght not
be able to conply with the aspects of the Rule, and | think it
puts sone burdens appropriately upon sone consuners.

MR TOPORCFF: Well, let ne ask you two questions. e
is, your reading fromthe record is right, but | think you have
to take into consideration that the Comm ssion's
characterization or statenments were addressi ng both busi ness
opportunities and franchise sales. And | think if we elimnate
franchi se sales, | think the typical buyer of a biz op perhaps
$500 is much nore significant to themthan perhaps someone goi ng
to buy a franchise. So, is there a distinction when it cones to
the threshold for franchi ses versus busi ness opportunities?

MR ELLMAN However, everything that |'ve seen and
read by going through the Consuner Protection Reports that cone
out periodically and talking with other consumer protection and
| aw enf orcement peopl e, everything that 1've heard is that when
they investigate and prosecute business opportunity fraud, it's
to the tune of several thousand dollars. It's not often in the

case of a few hundred dollars. And | think that if you want to
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focus your attention on where the fraud is, that's where you go
because that's where consuners seemto be -- that's where a | ot
of the fraud seens to be centered, in the thousands of dollars.

MR TCOPCRCOFF.  Well, | don't know even fromour |aw
enforcenment experience if that's true or not. But putting that
aside, if, let's say, the threshold was to remain the sane,
$500, or even |l ower, woul d your concerns be addressed if there
were ot her kinds of exenptions in the rule so that direct
sellers or other kinds of legitimte fol ks would not be covered
by the Rule anyway? Wy is it so critical if the people you
represent, let's say, are not going to be covered by the Rul e,
why is it so critical that the threshold be rai sed?

MR ELLMAN Wl l, in the absence of any ot her
protections, it's extrenely crucial. But let ne throwout a for
instance. That if the threshold was | ower than $500, but there
was an exenption that you didn't have to conply if you had a 90
percent buy back, | think that's probably sonething that our
industry can live with, because we have a buy back now and it's
been rat her successful.

But in the absence of protection along those regards,
then raising the threshold, certainly at mni numkeeping it
where it is, is absolutely critical. And raising it to $1, 000
is extraordinarily inportant.

MR TOPCRCFF: Let me throw out another thought. And

that is, what inpact, if any, should we consider the recently
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enacted Wl fare ReformBill, which basically neans that people
are going to lose benefits or receive benefits only if they
receive certain enploynent. And we have a project at the

Comm ssion that's | ooking at those kinds of issues right now

It could very well be that in a year or two there will be a

fl ood of people who are | ooking or opportunities so they can
docunent enpl oynent, and those opportunities m ght be $50, $100,
what have you.

And | could tell you, I've already seen sone kinds of
schemes. | don't want to necessarily call them schenes, because
| don't know. W haven't investigated them But there is the
possibility in the near future that there will be any nunber of
opportunities there that will be sold for mninal size. Does
that factor in at all?

MR ELLMAN Vel l, | would encourage nmany of those
people that we're trying to get off welfare to try direct
selling as an opportunity to create or suppl enment some incone.
But be that as it may, | honestly don't know how to respond to
that. | don't think that because there is a potential for fraud
out there we should hanper the ability of |egitimnmate businesses
to operate in the narketpl ace.

MR TCOPCRCFF:.  John?

MR BROM To follow up on what Eric is saying, and to
respond to the question of the possible inpact of a nuch | arger

group of peopl e requesting business opportunities. e,
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| owering the threshold of the biz op disclosure requirenents, |
don't think will have any inpact on people who are targeting
t hose persons who are afflicted with poverty or are otherw se
di sadvantaged. Those people, the scamartists, the con artists
and the perpetrators of fraud, they're going to do what they do.
And it will be a question of the resources of the State of
Il'linois and the Federal Trade Comm ssion under Section 5 to
deal with people who lie, steal and cheat. They will do that
either by failing to nake proper disclosures or they'll do that
by engaging in fraudul ent conduct. And | don't think that whol e
issue is truly relevant to this question. And indeed, | would
question how a disclosure of financial statenments to peopl e who
are fresh off welfare is going to serve themwell. | would |ike
to think that there are other things that would natter nore to
them And one is the very fact of enforcenent posture on the
part of, be it the State of Illinois or the Federal Governnent,
to go after these frauds when they occur.

David nmade the point, and | think it's a sound one,
that, and be it the Federal Trade Comm ssion itself nade the
poi nt just about 20 years ago, that at a certain point the |evel
of regulation represented by the Trade Regul ation Rule is not
appropriate. And they set that at $500. Anway Corporation
whol eheartedly agrees with the setting of that threshold at that
time. And | think, given the CPl, putting that $500 now to

approxi mately $1, 200, it nmakes sense to exam ne a novenent of
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that threshold. Because | cone at it froma different
per spective than perhaps soneone who is trying to cover as many
opportunities by law as possible. | cone at it fromthe
perspective that I know opportunities that have been priced at
$495, and perhaps they're legitimate and good opportunities that
have been priced at $495 solely to avoid the $500 limt in
certain state laws and the FTC Act, or Trade Regul ation Rul e.

If we take the viewthat that's a good thing because it

held the price down and nade it available to people, | suppose
we can really celebrate and knock it down to $5 so that
everybody gets one for $4.95. But the reality is, we know
logically that what that really nmeans is that the narket is not
setting the price of the opportunity where it would like to.
It's reacting arbitrarily to alimt set by governnent.
Governnent has to set limts sonetines to do the right thing.
And so, what we're trying to figure out is what is the right
level. W' ve suggested $1, 000 because the evidence suggests
that given the amount of noney typically involved with najor
busi ness opportunities, $1,000 or above is going to deal with
those. But those under $1,000, they're still subject to the
law. They can't lie, steal and cheat with inpunity. They can
be prosecuted either by the State of Illinois or by the Federal
Trade Comm ssion. And that's only right.

But the question is, at what point does this regul ation

inpact them and | think $1,000 is justified. And | certainly
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think sonme increase is due. W don't have the CPl incorporated
into the reg, and that woul d be unreasonable to do that sinply
to draw a bright line, but it's been 20 years, tine to | ook at
it again. Raise it to $1,000 and you do essentially what you
did in ‘78 with $500.

MR TCPCRCFF: |I's your suggestion of $1,000 based upon
any anal ysis, study, any other factors other than ordinary
inflation?

MR ELLMAN  Frankly, no. And the reason that we
suggested $1,000 i s because we first |ooked at, there are
conpanies in our association that would |ike to see that
threshold raised, to increase it to allow their business
flexibility. So we went back and | ooked at the bill, which was
$500. And that's our starting point. And | think the natural
starting point is what is $500 worth today? Wll, it's worth
over $1,000. And asking for $1,200 just didn't really seem
reasonable. And the $500 was sort of arbitrarily set in 1978,
so we created an arbitrary $1,000 to follow on the equa
arbitrariness of the $500, which seened rather logical inits
arbitrariness, if there is such a thing.

But so we | ooked at that to what $500 woul d be worth
today. And then we realized that we're not going to go through
this exercise again until well into the next century. And there
needs to be sone flexibility for the direct selling industry,

who, assunming that the threshold stays at $500, |'mnot so sure
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that we can live with the $500 threshold in 2010, or 2015 or
beyond.

MR TOPCRCFF: Well, one of ny concerns, again, about
the threshold is, just looking at an inflation factor, | don't
know if that tells us the whole tale. Because the people who
may have been investing, it assunes that it's the sane peopl e
who were investing 20 years ago when the Rule was created, for
the sanme fol ks today and what their |evel of incone is, so that
if they invested $500 in 1978, let's nake it 1980, well, it's
the sane kind of folks, nore or |ess, who are investing today,
and their incone should have risen by whatever. And therefore,
if you factor in inflation, $1,000 nore or |ess matches.

But I don't know, and what | would like to get nore
information on, if it's available, is who are the fol ks who are
buyi ng these opportunities. It's not necessarily the sane fol ks
in 1980 who are going in and buying these opportunities today.
And maybe $500 neans a |l ot nore to those peopl e today than $500
even neant to the crowd who were buying the business
opportunities.

MR ELLMAN  Vell, I'mnot sure if we'd be able to get
any evi dence, because they' re not here, for whatever reason.

And I'mnot sure they'll ever show up
MR TOPCRCFF:  John?
MR BROMI |'moperating fromthe assunption that $25

nmeans a lot to a person who's lost it. And, you know, | think
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of fering a disclosure docunent or rescission. Below $1,000 they
woul d have to offer rescission? Eric?

MR ELLVMAN | would feel much nore confortable if it
wer e under $1,000 that you have a buy back policy. For the
reasons that we stated before, we had it for a while. It seens
to work for the direct selling industry. The risk that a
consuner woul d have is perhaps not as much as their rescission
offer. However, it's still a less significant sumof noney, 90
percent, of course, of $1,000 would be $900 they'd be getting
back and perhaps $100 they were losing. And | think that's a
pretty mninmumrisk when you factor in the potential burdens
that woul d be placed on the direct selling industry by offering
30 day rescission policy.

MR TOPCRCFF:  John?

MR BROM Just to nmake sure. Wat | thought, Dennis,
you were proposing was kind of a nulti-tiered approach. Over
$1,000 it would be rescission, the alternatives of rescission or
di scl osure. And then | thought what you were saying is from
$500 to $1,000, one would be required to provide, the rescission
woul d apply. And then under $500, as it is today, you' re not
deened a biz op for purposes of the Rule. Was that what you
wer e suggesti ng?

MR WECZCREK:  Yeah.

MR BROMI Ckay. | don't have a problemw th that.
Qobviously ny positionis that it ought to be $1,000, but, you
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sonething is called a wholesale price but it doesn't seemto
have any reality in the nmarketplace in terns of, you know there
being resales of this item so how can you, you know, say that
there's a wholesale price. You know, | think if you, for an
exenption, if you place the burden on the party claimng the
exenption to prove it, that that kind of solves that. So that's
ny sense of it.

MR TCOPCRCFF:. In your ethical codes or contracts or
anything, is there any provisions that define nore specifically
the terns whol esal e price, bona fide or purchases, anything |ike
that, that we could use as guidance either in the text of the
Rule itself or in possible amendnents to the interpretive
gui des?

MR ELLMAN No. W don't have anything like that. It
mght take a little bit of effort to come up with sone kind of
general ideas as to what that mght nean, but it shouldn't be
that difficult.

MR BROM W don't have really that issue in our
industry, so it's pretty garden variety.

MR ELLMAN If | may read fromthe Illinois Franchise
Act, it has an exenption fromthe definition of a franchise fee.
And anong one of those things that a franchise fee does not --

MR TOPCROFF. Can | just --

MR ELLNAN  Sure.

MR TCOPCRCFF.  Are you tal king about the franchise
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feeling about that.

MR FINNGAN | guess it was ny | unch.

MR TCOPCROFF: Well, we're going to nove on. And the
next itemis the buy back. R ght nowthere is no exenption in
the Franchise Rule for conpanies that offer any kind of buy
back. The question on the table right nowis should there be an
exenption for those kinds? And again, what we're tal ki ng about
isin the biz op context, not necessarily a franchi se context.
But for biz op sellers, whether there should be an exenption
where conpani es do offer some kind of buy back

And along with that, | would like to know why in the
Drect Sellers Association is it set at 90 percent, the buy back
policy that you have, as opposed to, let's say, 95 percent or
100 percent?

MR ELLMAN Let ne --

MR BROMN |I'Il answer that.

MR ELLMAN  Yeah. Wiy don't | defer to -- who was
involved in the formation of the rule, the policy, before | got
t here.

MR BROM | participated in the code drafting
commttee that introduced that provision into the DSA Code. And
the reason it's 90 percent, and there are a nunber of conpanies
that -- Amay does 100 percent, but allows a 5 percent handling
fee to be charged, depending on the circunstances. Wiere

there's sone costs that are absorbed in doing the buy back, so
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ours is essentially 95 percent. Sone conpanies, as M ke pointed
out, do 100.

The reason it was set at 90 and there was a | ot of
di scussion regarding that, was you did not wi sh to have
distributors inventory | oad thenselves. In other words, there
has to be sone consequence to maki ng the decision to purchase
inventory. W discourage our distributors fromcarrying. W
don't want themto have eyes bigger than their stonmachs in terns
of inventory. W don't want themto carry a lot of it. |If
there's essentially zero risk to carrying inventory, then they
w |l habitually overbuy because there's no downside toit. So
having, in our case, a 5 percent handling fee or industry-w de
having a 10 percent charge, if you will, is a, we deened to be a
sufficient inpedinment for distributors not to overbuy inventory.
And so that was the reason for it.

And the reality is for nenber conpanies of the Direct
Sel i ng Associ ation, when the buy back is utilized by a
distributor to return nerchandise, the hit on the conpany is
much nore than that 10 percent. You know, it's oftentines the
loss is conplete. Because even though the products are sal eabl e
in the hands of the distributor, when it got back to the conpany
it was not sonething that they could realistically repack into
its inventory and then sell it to another distributor.

So, the conpany doesn't win on that deal at all, but it

does serve as an inpedinent for distributors not to overstock
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i nventory.

MR TOPORCFF: Are there any terns and conditions to
the refund? Are there any circunstances where the conpani es
just will say, sorry, you re not entitled to a refund?

MR ELLMAN And there are a couple of instances. Yes.
One, it has to be commercially resal eable, neaning that it's got
to be packaged essentially in the same formas it was received
by the consuner, which, | think, nmakes perfect sense. And
secondly, if anitemis seasonal, if it's a holiday item you
can't return it the followng August. O if it's a special
pronotion, a one tinme kind of pronotion, it cannot be returned
either because it's still not resaleable. Those are essentially
the only restrictions.

MR TOPCROFF. So, for a seasonal item is there a tine
period that they could get the refund or no refund at all?

MR ELLMAN That's not spelled out in our code. We
have a code adm nistrator who i s i ndependent of the DSA who is a
former FTC staff person.

MR TCOPCRCFF:.  Anybody I know?

MR ELLMAN | don't know Bill Roan. But anyway, he
is a former FTC staff person. And he is in charge of
interpreting the code. And | really honestly couldn't speak for
hi mand what his interpretation would be as to whether there's a
three nonths, six nonths, or what have you.

MR TOPORCFF: And on the special itens, is that al so
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t he sane price?

MR ELLMAN Again, it's the sane price.

MR BROM Again, the code coomttee that drafted the
provi sion was advi sed by a nunber of menber conpani es,
particularly Christmas itens, they pointed out that those
realistically could not be supported by the buy back rule, but
that what they did in those circunstances was they woul d
disclose up front that this was a Christnmas itemnot subject to
the buy back. And so, by virtue of the rule, if someone has
itens and they happen to be Christrmas itens but they don't
desi gnate those, you know, disclose those to the distributor as
not being subject to the buy back, then the buy back woul d
apply, because you failed to specify those as, you know,
seasonal or special itens.

And quite frankly, again, fromthe industry
perspective, it was understood that this would be a limted set
of products. For the vast majority of products, the vast
vol umes of products that distributors purchased, you know, they
woul d be subject to the buy back. So, for purposes of an FTC
Rul e, things would have to be nore explicitly stated. You know,
because you don't have the same industry practices market-w de
as we do in our particular segnent of industry. Bottomline is
that that's the way it works in our situation

MR ELLMAN Let ne just point out. In the interests

of the disclosure, is that when a custoner, or | shouldn't say
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custoner, when a direct seller is returning inventory, the
conpanies will many tines, and it is permssible under the code,
to deduct fromthat 90 percent that's due back any comm ssions
that have been paid on the sale of that product. For exanple,
if adirect seller sold product, or let nme say, if the direct
sel l er purchased products fromthe direct selling conpany and
then that direct seller turned around and sold it to another
direct seller, and the second direct seller. Now |'ve
conpletely lost ny train of thought.

MR BROM Wiy don't you let ne finishit.

MR ELLMAN Wiy don't | defer to the i mmnent John
Brown to finish this.

MR BROME Distributors on volunes of product wll
receive certain commssions. It's assunmed that the product wil
be resold to consunmers. And so, in effect, they' re getting
their conpensation for the sal e based upon the vol une of product
purchased. |If some of that product comes back, then the anount
of commssion that was paid, assumng that the product was goi ng
to be sold to a consuner, that wll be deducted or backed out.
But in effect, that's another way of looking at it is that the
person is going to get their net price returned to them

MR TCOPCROFF:. Does that hold true with you, Eric?

MR ELLMAN | couldn't have said it better nyself.

MR TCOPCROFF:. | understand. Does that hold true where

the product, let's say, was sold to the end user consuner and
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then the consuner in turn brought it back for a refund and then
it made its way back up the chain? Wuld that work?

MR BROM In that case what happens is the conpanies,
in our case we call it satisfaction guaranteed. That's not an
inventory buy back situation. That, instead, is a custoner
satisfaction, or in some cases, nmaybe a cooling off situation,
but in our case a satisfaction guaranteed. In that case, the
distributor gives the noney back to the consunmer pursuant to
their satisfaction guaranteed, and then we reconpense the
distributor. And then we get the product back.

MR TCOPCROFF. Because the policy is basically talking
where it never |eaves the systen?

MR ELLMAN That's right. CQherwise, whenit's in the
hands of the consuner, then it's considered a consuner
transacti on.

MR TCOPCRCFF.  Any thoughts on the issue on the table?
And that is, whether the Comm ssion shoul d consider an inventory
buy back refund policy exenption to the Rul e?

MR WECZOREK: What are you going to do with the state
laws that deal with this issue by saying that a required buy
back makes you a business opportunity under the statute?

MR TOPCROFF. Well, that's sonething we'll have to
consider, obviously. But inisolation, if we just ook at the
Federal Trade Comm ssion and what it's doing, does that nake

sense to have that kind of exenption?
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MR WECZOREK:  Yes.

MR BROM \Vell, obviously ny vote is yes. And we
woul d hope for the -- to address the question about what about
the states. W're hoping that the FTCtakes a lead role in this
and wi Il serve as a nodel for states to foll ow

MR TCOPCROFF. (kay. The next issue is the purchase of
not-for-profit kits. D d |l characterize that correctly?

MR ELLMAN That is correct.

MR TCOPCRCOFF. Denonstration kits.

MR ELLMAN Sales aids and other sales material s.

MR TOPORCFF: Before we discuss whether that's a good
idea for an exenption or not, can we just explain what that's
all about. How s that?

MR ELLNMAN  Sure, absolutely. In the direct selling
situation, direct sellers, in order to, many tinmes, to start
their business, will purchase, in nany cases, are required to
purchase a sales kit. And that sales kit can be from anywhere
bet ween $50 or several hundred dollars. And that sales kit will
include, oftentines, a nunber of things. It wll include sone
brochures, product brochures, and otherwise. It wll oftentines
include, it will occasionally include the marketing plan. It
w Il include videotapes that will be used to denonstrate
products to potential custoners. It can also include sanples as
wel I, product sanples, not only for the direct seller to use,

but also, nore inportantly, to give those sanples to custoners
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not operate with any kind of profit.

And | think, as | recall, the interpretive gui des seem
to suggest as well that you want to exclude sales kits in
addition to inventory. And | think these are all current
Comm ssion practices, so it would not be any significant stretch
for the Commssion to take what is currently in practice and put
it and give it the full force and effect of the regul ation.

MR TOPORCFF: (kay. Any discussion on this iten? Any
pros, cons, any other concerns? The possibility of an
exenption? Ckay.

| want to go back to -- all right. e last thing, and
that is, should there be an exenption for a sophisticated
purchaser. |In addition to having a m nimumthreshol d, shoul d
there be a maxi numwhere if a purchaser buys sonething, let's
say, |I'll use a ridiculous anount, $1 mllion, whether they
shoul d be out fromunder disclosure? Are there business
opportunities or should we at |east consider the possibility
that there are business opportunities that really nay be at the
hi gh end and that those are not the kinds of folk, those
investors are not necessarily the kind of folks that are going
to get scammed or whether there's even a history of abuse in
that high area? |Is that sonething we shoul d consider?

MR WECZOREK: Yes. But there's two aspects to it.
(ne woul d be a high-priced opportunity. The other would be a

sophi sticated i nvestor who buys anything. So that if soneone
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has a net worth of $1 mllion, for exanple, that person should
not be protected if he's buying a $5 busi ness opportunity or a
$1 mllion business opportunity. And then, in addition, soneone
who' s buying a business opportunity priced over a certain |evel,
say it's $100,000 or $50,000 or $1 mllion, whatever it is, that
that shoul d al so not be regul at ed.

In theory and probably in practice, people buying those
opportunities are sophisticated. They have the advice of
counsel . They know what they're getting into and they don't
need t hese protections.

MR TCPORCFF: Do the state statutes address this?

MR WECZOREK: Yes, sone of themdo. | think the nore
nodern ones, again, Illinois, the nodel act you have.
MR TCOPCRCOFF. What does Illinois say?

MR BROM The real mof covered groups or business
opportunities is from$500 to $50, 000.

MR TCOPCROFF. That's the cost of the opportunity?

MR BROM The cost of the opportunity. MNow, in terns
of the net worth of the individual, | would defer to Dennis and
hi s know edge of the statutes.

MR WECZOREK: It's based on the nodel act pretty
clearly. The purchaser with a net worth of not |ess than
$250, 000.

MR TOPCRCFF: This is the Illinois statute?

MR WECZCREK: Illinois statute. |nmedi ate cash
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of these issues in further detail, and start really | ooking at
sone specifics. Talk nore about, for instance, exclusions.

Tal k nore about inclusions. And also to really |ook at the
i dea, the concept of earnings claimissues.

So, the idea was today to be a little bit nore on the
general level. Next time in Dallas to get alittle nore
specific. And then in Washington, to really be | ooking at very
specific proposals that will get us on the way to a Rule
pr oposal .

Ohe thing I'mwondering. | guess you asked this off
the record, but is anyone here planning on going to Dallas
and/ or Washington for further discussions?

MR ELLMAN  Vell, | knowthat if you re planning on
having a session in Dallas, the Direct Selling Association will
be there. W do have a nunber of nenber conpani es headquartered
inthe greater Dallas area. | don't know that they're
particularly anxious to participate, but that remains to be seen
at this point.

MR TCOPCROFF:  Well, | think it's fair to say that the
response that we got for the Dallas neeting at this stage, and
it is about two nonths away, is mninal. There mght be a
handful of people in Dallas. | could think of maybe at this
poi nt, nmaybe three or four at nost who requested to participate.
| don't know in the next few weeks or so whether we'll get nore

requests or not, but we may reconsider whether it's worthwhile
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to hold the neeting in Dallas and perhaps we'll skip. And
certainly we'll have the second neeting where people can offer
their cormments on the record. That we intend to keep. Perhaps
we'll just have a nore substantive di scussion in Washi ngton, and
we' || keep everybody posted.

M5. HOMRD. The plan nowis to have a session, but |
think we will contact those peopl e who have expressed i nterest
to make sure they're still interested and then take it from
t here.

MR WECZOREK: The difficulty for us is that if you
have three neetings and you would |ike our participation in
terns of drafting and getting nore specific, it's nore difficult
to attend three than it is two.

MR TCOPCROFF:  Sure.

MR WECZOREK: If you cancel Dallas and have
Washington, I"'msure that will be a lot easier to do than to go
to all three.

M5. HOMRD  Ckay.

MR TOPCRCFF: Well, another alternative is to have
this kind of neeting in Dallas wth a whole different set of
participants and then conbine the two groups, if you will, for
t he Washi ngton neeting. That has yet to be determ ned, but
we' || keep peopl e post ed.

So, | want to thank everybody for being here today. |

knowit's been a long day. And we really appreciate your
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