


In a pyramid scheme, participants hope to reap financial rewards well in excess of their investment 
based primarily on the fees paid by members of their "downlines." Downline members pay these fees 
to join the scheme and meet certain prerequisites for obtaining the monetary and other rewards offered 
by the program. A participant, therefore, can only reap rewards by obtaining a portion of the fees paid by 
those who join the scheme later. The people who join later, in turn, pay their fees in the hope of 
profiting from payments of those who enter the scheme after they do. In this way, a pyramid scheme 
simply transfers monies from losers to winners. For each person who substantially profits from the 
scheme, there must be many more losing all, or a portion, of their investment to fund those winnings. 
Absent sufficient sales of goods and services, the profits in such a system hinge on nothing more than 
recruitment of new participants (i.e., fee payers) into the system. 

The Commission's recent cases, however, demonstrate that the sale of goods and service; alone does 
not necessarily render a multi-level system legitimate. Modem pyramid schemes generally do not 
blatantly base commissions on the outright payment of fees, but instead try to disguise these payments 
to appear as if they are based on the sale of goods or services. The most common means employed to 
achieve this goal is to require a certain level of monthly purchases to qualify for commissions. While 
the sale of goods and services nominally generates all commissions in a system primarily funded by 
such purchases, in fact, those commissions are funded by purchases made to obtain the right to 
participate in the scheme. Each individual who profits, therefore, does so primarily from the payments 
of others who are 



Consent Orders 

With regard to your second question, the Federal Trade Commission often enters into consent orders 
with individuals and companies that the Commission has determined have violated the FTC Act. To 
protect the public from those who have demonstrated an unwillingness to follow the law, these orders 
often contain provisions 


