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with distribute a copy of this order to each of its operating divi­
sions. 
it i8 further ordered That respondent corporation notify the 

Commission at least thirty (30) days prior to any pruposed change 
in the corporate rcspondent such as dissolution, assignment or sale 
resulting in the emergence of a successor corporation , the creation or 
dissolution of subsidiaries or any other change in the corporation 
which Inay affect compliance obligations arising out of this order. 

it if further ordered That the respondents herein shall within
 

sixty (60) days after service upon them of this order, file with the 
CommiHsion a report, in writing, setting forth in detail the nlal1JlCT 

and form in which they have complied with this order, 

IN 'rHE 11ATTER 01-' 

CI-IE;\HCAL ASSOCIATES , INC., ET AL 

CONSTIXT GilDEn , ETC. , l;. HEGAHD TO I-E ALLEGED VIOLATION OF 

rHE FEDEW\!. 'l1MDE COMMISSION ACT AND SEC. 2 (a) OF THE 

CLA Y'1ON AC' 

1.970**Docket C- 1S2G. CmJtprai, , Nov. lIJIO* De(;i8ion, Nov. 

PIlt order n'Qul1'ing a IIouston, Tex., distributor of clefming- cOllv undsCOB 
prices forVolishes, shine kits and relaLed products to cease fixing resale 

it" prodnds, imposing customcr , advertising auu sales outlet resLl' ictions 
on its distributors, discriminating in price between competing resellers 
and pal'li.dpating in any sllcces"ive recruitment of other partidVants in 
any multilevel marketing scheme; respondents are also l"CtlUirecl to atlnn­
nEvelS' grant cnstomcrs the right to determine thcir own resale prices, 

COl\PI, 

Pursuilnt to the provisions of the Federal Trade Comn1ission Act 
(Tit.le 1ii C" Saelion 41 ct 8eq, anel by virtuc of tlle authority 

st8din it by said Act , the Federal Trade Commission , having n 
to believe that the parties listed in the caption hereof and more 

lJal'ti( ulal'ly described and referred to hereinafter as respondents 
50:1 

hayc violated the provisions of Section 5 of the Federal Trade Com-
Jnission Ad and Sedion 2 (a) ot the Chlyton Act , as amended , and it 

In the !J(I-ftcr of Ghcmi(;a,l ARsocio, tes , Inc. , et aI. Docket 1\0,.. Consolidated compJllint 


li:::I; :(:1(1n the Mnttcl' of Wil-ia-m o. MClIcjcc cl (II. , Docket No. C- li' !J, Hil7 hp:,('in. 

* R('portell fiR ;JlIcntlcrl b v Commission s oruer of February 18, 1971, by amending 
rart III, paragraph numbcr 1 , of tlle onler. 
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appearing to the Commission that a In'occediJlg by it in respect ther 
eto \Von!d be in the interest of the public, hert by issues its corn-


plaint , stating its charges as foJlows: 
\R.\C.HAPlI 1. Hespondcnt Chemical -I\ssociates, Inc., )8 a 

corporat.ion organized on or abont September JDG4 , and is existing
 

and doing Imsincss under and by virtnc of the l:nvs of the State of 
Texas. HespollCJcnt Clwmieal ASSoc1ntes, "Inc. , maintains .its home 
office and principal place of business at 15:10 'Vest Belt Nort.h Drive 
HOllston , Texas. On 01' about February If)G.') respondents formed 
IIomCare, Inc. : as a subsidiary of Chemical Associates , Inc. , which 
was also existing and doing buslness under and by virtue of t.he laws 
oJ the State of Texas. Subsequently, as of September 1 , 1D07 

I-OInCnl'e , Inc. , wus liquidated into its parent company, Chemical 
Assoeiates, 1m:. ) and is now t.he HomCarc Division of Chemic'al As­
sociates , Inc. 

\H. 2. Respondent .John R. Fl'ey is president of respondent 
Chemical lssoejates , and was one of its founders, and together with 
others institut.ed the marketing plan and distribution policies of said 
eoqJOration. H.espondent .Tohn H. Frey, tog;cthcl' ,..it:h others , has 
been and is responsible for e tablisl)ing, supeI'visin , direeting and
controlling the lHlsiness activities and praetices of corporate rc­
spondent Chcmjc.al Assoeiates , Inc. Frey s olHce address is thel\1I'. 

same as that of said corporatjon. 
Hespondcnt \ViJJiam O. Jencfcc 1S chairman of the board of re­

spondent Chemical Associates, and was one of its :founders, and to­
gether with others instituted the marketing plan and distribution 
policies of said corporation. Respondent \Vil1iaIT O. JIenefee, to­

gether ,,,ith others , has been and is rcsponsibJe for establishing, su­
pervising, t1il'ccting f1Jl1 controlling the busirw.'s activities and prac­
tices of corporate respondent Chemical .Associates, Inc. 1\11'. 

Menefee s ofIce address is the same as that of said corporation. 
Respondent Donald L. Shrivcr is vice prcsident Central cgion of

respondcnt Chemical Associates, and was one of its founders , aJld to­
gether v.:ith other:: instituted the marketing plan and distribution 
policies of said corporation. Hespondcnt Donald L. Shriver, together 
with others, lws been and is responsible for stablishing, supervising,
direeting and controlling t.he business activities and practices of cor­
porate respondent Chemical Associates, Inc. 1\11' Shriver s oIIce ad­
dress is t.he same as that of said corporation. 

Hespondcnt \Villianl .J. Southwell is vice president Eastern H.e­
gion of respondent (jllCmjcnI Associates, Inc. , and was one 01 its 
founc1ers, and t.oget.her with othcrs instit!lted the mflI'k( tjng plan 

4fJ-- 207, :i(; 
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and distribution policics of said corpuration, Rcspondcnt Wiliam . 
Southwell , together with others, has been and is responsible for es­
tablishing supervising, directing, and controlling the business activi­
ties and -Practices of orporate respondent Chemical Associates , Inc. 
!If r, Southwell's offce address is thc same as that of said corporation. 

PAll. 3. Respondents arc engaged in the purchase, distribution, of­
fering for sale and sale of cleaning compounds, polishes, shine kits 
ail' fresheners and related products , under the trademarks and , names 

Swipe, Somthin' Else, IILD, Shinczc, Swipe A-Shine and Sure 

Thing. The volume of sales of snch products by respondent Chemi­
cal Associates, Inc. , is currently in excess of 3 nlillion don aI'S per 
annum. As of October 19GG , the retail sales level was running at the 
rate of 24 millon dollars per year. 

PAIL 4. In the conrse find conduct of its business of distributing its 
products, the respondents ship or cause such products to be shipped 
from the State in which they arc wal'ehou ed to distributors located
 

throughout the United States who engage in resale to other distribu­
tors and to members of the general public. There arc at the present 
time well over 8 000 distributors 01' their products, and there is now 
and has been Jar sevoral years last past a constant sllbstantial nnd 
increa ing flow of snch products in "commerce" as that term is de­
fined in the Fcd( ral Trade Commission Act and in the Clayton Act. 

P AH. 5. Except to the extent that actual and potential competition 
has been lessened , hampered, restricted and restrained by reason of 
the practices hereinafter alleged , respondents' distributors and deal­
ers in the course and condnct of their business in distributing, of­
fering for sale , and selling of Chemical Associates' products arc in 
substantial competition in commeree with one another, and corporate 
respondent and t.heir distributors are in substantial competition in 
commerce \vith other firms or persons engaged in the manufacture or 
distribution of similar produets.
 

PAH. 6. Respondents have formulated a distribution system involv­

ing distributors at wholesale and retail levels and they have pub­
lished their marketing plan or distribution policies which are set 
forth in respondents ' price lists , discount schedules, marketing man­
uals, sales bulletins, order forms, application and agreement forms 
pamphlets and othcr materials and literature. To eJfcctuate and 
carry out; the u1'ol'csaid distribution system , policies or plan, re­

spondents , together with their distributors, have entered into certain 
contrnets, agl'cements , cmnbinations and understandings pursuant to 
t.he acceptance by the distributors of said marketing plan and have 
adopted, placed in effect, and carried out, by v tl'ious methods and 
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means , the marketing pIau to hinder, frustrate, restrain, suppress 
and cJjrninate competition in the offering for sale, distribution and 
sale of cleaning compounds, POliHhcs , shine kits , air fresheners and 
associated products. 

PAn. 7. Corporate respondent's rnarketing plan is a distribution 
network which allows it potential distributor to enter at anyone of 
four levels supervisor distributor, key consultant, senior consul­
tant and consultant. All distributors are independest contractors and 
all are permitted to , and do , sell or attempt to sell at retail. Except 
for the consultant, aU also seU , or attempt to sell, at wholesale to 
other distributors who have been either recruited by them into the 
organization, or have been recruited by their own recruits. AU dis­
tributors also attempt to recruit other persons into respondents ' mar­
keting plan a.nd are themselves in a position to reach a higher Jevel
 

by both recruiting suffcient nnmbers of other distributors or by sell­
ing products in sllffeient quantitites , or by 11 combimltion of the two. 
TJle adYtintages of the higher leveJs arc described in Paragraph 
Eight, part (6) hereof. 

Distributors of respondents ' products are n crnited by the corpo­
rfLtc respondent at periodic and regular "opportunity meetings 
,vhieh arc rnn by Jocal distributors under the direct supervision and 
control of corporate respondent. At these meetings , little time is 
spent by corporatt respondent in explaining the product , but a great 
deal of time is spent explaining the pyraTnid distribution concept of 
their marketing plan , and how !Yicmber distributors can vastly in­
crease their earnings b:'l " multiplication " a term llsed to describe a 
virtually endless chain of recruiting other distributors who arc in 
turn rcquired to buy pl'Oll11cts eithel" from the c1istritmtm' -who l'( 
ernited them or from respondent company. 'Illf, amount of produd 
and the price required to be purchased by the prospective purchaser 

desiring t.o join in the mnrketing pJan is determined according to 
which of the foul' Jcvols is chosen; the higher the Jevel , the Jower the 
cost per unit , and tlw greatcr the number of units required to be 
purchased, and the greater the aggregate investment required. For 
eXfunple, entnlnts at the supervjsor-distributor level aTe required to 
pay $5 280 for merchandise, $4,50 for sales a.ids, and $750 for out­
right payments to other distributors involved :in the recruitment 
process. 

III addition to the price differential received on each tmit of the 
product soJd to a 10\ver level distributor, each distributor also re-
cci yes a snm of money :from eneh new distributor he recruits, vary­
ing in mnounts according to the level chosen by the new distributor 
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ith the higher amount paid by the higher Ipn l rec.rnitee. This fce 
is ostensibly eompensation for the group responsible for bringing tlw, 

new distributor into the program to replace the people he in t.urn 
would have introduced had he joined the program at. a lovi'crlen'l. 
These fees are paid by the l'eel'nited distributors as consideration for 
tlie right to recruit their own distributors and share in the fees rc­
quircd in tUTll of all of their rcernits. Sirnilarly, the recruited dis­

trilmtol's agree to pm'lhase greater llllnbers of units of respondents 
products in consideration for the right to recruit other distributors 
and n ap the adde(l profits oJ supplying a larger pyramid or organi­
zat10n bclow them and tllereby share in the profits of all sales to 
these dist.ributors. In both inst.ances the distributor is induced to 
continne a chain , the participants of whiGh rely npon their faith in 
inducing othe,rs to join the marketing plan , thereby realizing both 
the n tllrn on t.heir investment and expectant profits. 

\H. 8. Pursuant to, and in furthcrance and elIectuation of , the 
aforcsaid a.greements and planned common course of action , re­
spoIHh' .nt.s ha n done and performed and arc doing Hnd performing 
t-lC following: 

(1) Respondcnt Chemical Associates , Inc. , its agent.s and offcin.1s 
han ndvised all dist.ribnt.ors that failure to adhere to the marketing 
plan is the basis for cancellation of their distributorship, and aU
distributors have actually or impliedly agreed to abide by all rules 
and regulations established by Chemical Associates in furtherance of 
Ow marketing plan , and io all subscquent changes. 

) Hespondent Chelnieal Associates, Inc., has entered into con­
tract.s , agremnents, combinations or understandings with each of it.:,
distributors whereby said distributors agree to maintain the resale 
prices esta.blished and set forth by respondent corporation , notwith­
standing t.hat some 01 such distributors are located in States which 
do not have fair trade Jaws.
 

) H.espondent ChemicnJ Assoeiates, Inc., hab ent.ered into con­
tra.cts , agl'eements combinations or nnd( l'st:mdings \vith eaell of its
distributors 'v hereby said distributors agree to '-rnnintaill the dis­
counts , oyel'idcs , rebates , bOl!lS sc,hcdules 111)(le1"s fees and releasn 
fees , between and among all other distributors , as established and Ect 
forth by respondent corporation.
 

(4) Respondent ChernicaJ Associates, Inc. , has entcrc d into con­
tracts, agreements , combina.tions or understandings with each of jts
distributors whercby said distributors agree to r Iraill from seIJing

,1eross the count( r in any retail cstablishment. 
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(;:) Hl'spondent Chemical Associates , Inc. , 1UlS entered into con­
tract.s, agn'l'mcnts and combinations \"ith each of its distributors 

whel'cy said distributors:
 

(it) agree to refrain -from displ,tying Swipe 01' IIomCare proc1nct 

signs in any retail establishment; and 
(b) ap.rer that only t.he Snpl'ITisor- c1istl'ilmtol' len l of distribu­

tors may advertise in the yo11o\'\o1' white pages of the telephone 
dircctory; and 

(e) ag;ree that all forms of advertising \\'il1 bc ::mbmitted in writ­
ing to the rcspondent corporation for its approval 

(n) DiscrJmiml.tillg in price, directly and indirectly, between dif­
ferent pUl'chnscl's of its prodncts of like grade and qua.lity by selling 
said fJrodncts at higher priecs to SOInc purchasers than .it sells said 
products t.o othE'T purehasel"s , many of whom JU1VC been and now are 
in competitjon with the purchasers paying the higher prices. 1\101'0 

specifieal1y, the snpClTisor-cljstl'ibutoI' purchases his products di­
rectly from l"Pspondcnt corporation a.t a.pproximat.ely a: 

(n) :.W. pn' c.cnt discount as eOUlpan ll with the cost toa key con­

sultant; 
(h) : 1 lWl'cent discount (IS ('onlJml'od ,\'ith tJl( cost to a senior 

eonSllltnJlt; ,wd 
((') 4tj pP.I'\'nt diseollnt as eompal'pd witll the cost to a eonsuliant. 
\dditjona.lly, rcspondent corporation n.gl'ecs to pay the SUPCITi­

sor-distl'ilmtor an amollnt equal to 2 porcent of the sales volume (at 
tJH retail vahle fixed by respondents) when one of the distributors 
recrn ited by said distl'ilmtol' ,vorks IIp or buys in and becomes a sn­
PC'l'vjs01' distl'ibutor himself. Thereafter , although both snpel'visor­
c1ist l'ibnto:rs bny from respondent corporation, only the first win re.. 

(:ei n., thc :2 percent override from respondent corporation. 
AddibonaJly, l'( sponcle.nt cOl'pomtion agn cs to pay t.he 

snpervlsor-distributor t"m arnonnt equal to 1 percent 01 the sales vol­
nme (at the ret,li! yaltlc fixed by respondents)vdlcn one of the dis­
trilmtol's l':(,l'uited by a supervisor- distributor who has been re­
cruited by said distributor becomes a snpClTjsor-distdbutor himself. 

Thereafter, although all three snperv-isor-distributors buy fronl re­
spondent corporation, the first 'willl'cceive the 2 percent ovcrrirde on 
the volume of the second and the 1 percent override on the volume 

of the third , the second wjn receive the :2 perc(mt override on t.he 
volume of the thircl , and thc third will n ceiYe no oycrridc unless 
anc1ulltil he jn turn can l'ccJ'l1it a supen,jsor- distl'ibl1tor. 

Therc are O\' el' 1 700 sl1pen' isol'- distl'ilmtors in the program. 
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(h) The key consultant , who purchases his products indircctly 
from respondent corporation , and dirccUy from a supcrvisor-distrib­
111:01' , purchases at approximately a 14.3 pcrcent discount as com­

pared ''.ith the cost to a senior consultant , and a 25 percent discount 
as ( ompared with the cost to a consu1tant. 

There arc over 6 000 key consultants in the program. 
(c) The senior consu1t,ant, who purchases his products indircctly 

fronI respondent corporation, and directly from a key consultant 

purchases at approximately a 12.5 percent discount as compared 

wi t.11 the cost to a consultant. 

COUNT I 

Alleging violation of Section 5 of the Federal Trade Commission 
Act, as amended , by rcspondents. 

PAIL D. The allegations of Pa.ragraphs One throug'h Eight arB in­
corporated by reference in Count I as if fully set forth verbatim. 

PAIL 10. Hespondents ' multilevcl marketing progralll has inherent 
in it and basic to its functioning predominant clements of chance. 
Additionally, it is an unfair practice in its total concept, and is al 
Ial , Inisleading Hnd deceptive. 

Said multilevel marketing program is based upon false assump­
tions. EssentialJy, rcspondents hold out to prospective distributors 
the lure of ma.king large sunlS of money by recruiting other distrib­
utors into their program, and receiving commissions , overrides or 
other considerations on their sales and on their recruiting activities. 
A principal inducement to entering responq.ents' multilevel market­
ing prognun is the fal ely represented potential or reasonable ex­
ped-ancy of earning substantialfjnder s fees, overrides, commissions
profits and other compensation based on the recruitment or f;ules 
pcrformance 01 other distributors over and above the ordinary profit 
from wholesale and retail sales of the product. Hespondents ' multil­
e\' cl markcting program contemplates a virtually endless recruiting 
of participants. Under such circumstances, it is unfair for respond­
ents 01' t.heir rcpresentatives to sell substantial quantitites of mer­
chandise, or to require the payment of substantial sums of IDoney
,vith respect to persons who desire to enter into their program. 

Participant.s in respondents' multilevel merchandising program do 
not have the potentiality or rea,sonable expectancy of receiving large 
profits or earnings through finder s fees, commissions, overrides , and 
other compensation , arising out of the sale of respondents ' products
1))" other , 01' ill the recruiting activities of other distributors by 
other participants in the program. 
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The number of recruits necessary to insure a participant the ex­
tremely large profits represented increases by geometrical progres­

sion while the overall number of potentiaJ investors remain rela­
tivc1y constant. Thus the participant may be, and in a substantial 

number of instances will be, unable to find additional investors in a 
given community or geographical area by the time he enters re­
spondents' marketing program. This comes about because the re. 
cl'lliting of participants who carne into the program at an earlier 
stage may have already exhausted thc numbcr of prospective partici­
pants, 

Hespondents have at various times, by and through the use of 
movies, brochures and parnphelts, demonstrated geometrical progres­
sions of two, Ii ve, six and seven. Based upon a geometrical progres­
sion of two distributors, as em played by respondents or their repre­
sentatives at their opportunity meeting sales presentations, the 
number of additional participants in their program at each stage of 
growth 1vill be as follows: 

Level: Number 
1 ---- ---- 2 
2 ­
3 _
 

4 ­ J 6 
5 ­
6 ­
7 n ___n _nn 128 
8 ------­ -. 256
 
9 ------ 512 

10 -- -- 1024 
11 ---­ ---- 204S
 
12 ---­ ..u_-.- - 4006 

It is obvious from the foregoing that as to the individual par6ci­
pant, respondents' program of recruiti.ng must of necessity ulti­
mately eollapsc when the 111arkct :for distributors becomes saturated. 

Additiona.lly, respondents ' merchandising program is in the nature 
of it lottery. Chance permeates the entire program. Participants may 
invest substantial sums of money on the chance that through the ac­
tivities and efForts of others, over whom they exercise little or no 
control or direction, they will receive exceedingly high returns be­

fore the point of saturation is reached.
 

Therefore, the use by respondents of the aforesaid mu1ti1evel mar­
keting program in connection with the saJe of their merchandise is 
a practice which is contrary to established public policy of the Gov­
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ernnwllt of Ow IJnitcd Statps and vms and is an unIair act and prac­
tice within t.he intcnt and meaning of Section 5 of t.he Federal 
Tr:l(h COlllIllission Ad and was and is false , Jnisleacling and cleeep­

ti,' 
COUNT II 

AlJeging further violation of Section;) 01' the Federal Trade Com­
missIon Act as amended, by respondents. 

PM;:. 11. The allegat.ions 01 Paragraphs One through Ten are in­
corporated by refen'lwe ill Count II as if Jully set forth verbat1nl. 

\H. 12. In the c.oUl'se and eonelllct of their Imsincss , and for the 
pnl'pOSl of inchwing tJw participation by others in their marketing 
program aue! of f;clling t.heir merchandise, by and through oral 
statement.s and representations of n spolldcnts or their rcpresenta­
tives lJd b v means of 11t'oehll' s and other vHitten material , re­

spondents OJ' thei l' represcntaJi \' OS represcnt and have represented 
dire,ctly 01' by implication to prospective partlcipants , that: 

"1. It is rel(ltiV( l'y pasy for distribntol's to recruit and retain per­
sons who wil1 in\" st III their pl'ogram as distributors and/or as sales 
pcrsonllel to sell l'(' spondellts' produd.s. 

. Participant,s in rcspondents ' marketing program have the po­
tC'l1tiaJity awl l'csonable expectnney oJ receiving extremel y large 
pro1it:: 01' e,lInings , and that a distributor who is faithful to the 
lnarketing IH'ogl'alJI could carll two hUJlc1rcd thOtlsand dollars per 
month 1))' a ehain of l'ccTnitiug. 

\1:. 1:3. In truth and in fact: 
1. It is not as easy as n'spoJldcnts 01' their l'eprpsi 1Jtativesr' ppJ'c-

SPilt to rccruit alld retain P( l'soJ)t; wbo ,,,in ill'. fit ill n'spol1(lc llts 
program as distributors and/or as saJ(';; IH j'sollH'1 to work JlOnw 
routes and sellrcspond(- llts ' pl'oducts door- to-door. 

2. For the reasons hC1'cinaLovc set JOl'th , part.icipants in rcspond­
ents) Hll1t:le\" l nWTkl'ting pl'ogTam do not ha,' c the potentiality and 
reasollabh exppdancy of recoiving large profits or earnings. 

Tlien'.fore , the statemcnts and repre entations as set forth in Para­
graph Twelve lwl'('of were and are. false, InisJeading and deceptive 
and are in volation of Section 0 of the Federal Trade Commission 

, as amcndcd. 
COUNT III 

\lh' goiJlg further \"JoIntion of Seetion 0 of tlte Federal Trade Com­
mission Act , as (lJJPIHll' , hy rcspondents. 

\J:. 14. The ,-dll'g-at.ions 01 Paragraphs One through Eight are in-
c.orporated by l'efl'lcncc in Count III as if fully set forth verbatim. 



HE1JICAL ASSOCIATES , IX.c. ) I 'I AI. loJ\JiJ 

IfJOO Complaint 

. 15. TIE ficts , practices nnd methods of compdjtion engaged 
, Jol!ow( , IH1l'slIed 01' adopted by respondents , and the comhina.­

Lion , conspiracy, agreement 01' COmlllOJl nndcrstanding entered into 
or l'caehed bebveen and among the respondents of others not parties 
lJercto are lInfail' Indhods of eompetibol1 fwd to the prejudice of the 
puhLic hecause of their da,ngerous tendency to, and the actual prac­
bee of , fixing:, lYHlinLa.illing and otherwise controlling the prices at 
which the prodllcts of Chemieal Associates, Inc., arc resold , in both 
t.he wliolcsnle fmd retail markets. 

Said acts , practices and methods 01 competition , and the adverse 
competitive eHeefs l'csnlting therefrom , constitute an unreasonable 
restraint of trade and n.n nu-fair lTlcthod of competition in commerce 
\vithill the intent and meaning of Section 5 of the Federal Tra.de 
Commission Aet , as amended. 

COUXT IV 

AJlcp,'ng further vioJation of Scetion 5 of the Federal Trade Com­
rnission Ad, as amended , by respondents. 

\n. It). The nI!egations of -Paragraphs One through Eight are in­
eorpol'ated by reference in Count IV as if :fnlly set forth verbat.im. 

\H. 17. The nds , practices and methods of competition engaged 
, :follmvpd , pnl'sncd or adopted by respondents , and the combina­

tion , C'onspirncy, agreenwllt or common understanding entered into 
01' rcne-Iled betwcen and among t.he n spondents or others not parties 
hereto arc lll-1t1ir methods of competition and to the prejudice of the 
pllhlic because of th( lr dflHgerolls tendency to lnd the actuaJ pl'flC­
tice of , rest.ricting Ole ('llstOJ1Wl'S as to 'whom the Chemical Asso­
ciates ' clistl'ibntors may resen their prodllcts , whcre they may sell 
their pl'odncts and in what elrCllHlstances they may advertise tbeir 
business adiritics and pl'oduefs. 

Suiel acts , pi'actices and mcthods of compe6tion , and the ad verse 
conqwhtive efri'rts rcslllt.ng therefrom , constitute an nnreasonable 
restraint of trnc1e and an lmfa.il' method of competition in cornmerce 
within tlw intent and l!leaning of Sect JOB G of the Federal Trade 
Commission Act , ns anwnde, 

COUKT V
 

A llCgillg violation of Section :2 (a) of tJ,e Clayton Act. as 
anwnded, by respondents. 

m. 18. The alIegations of Paragraphs One through Eight arc in­
corporated by ref( J'encc in Connt V as if fully set fort.h verbatim. 
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PAll. 19. The difference in net cost among the various distributors 
each of whom is in competition with other distributors of respond­
ents' products , results in substantial discriminations in the net prices 
for products sold to the non-favored customers , who are both direct 
purchasers and indirect purchasers of respondents ' products. 

In addition , the various fees, overrides, or other payments result 
in discriminations among the direct and indirect purchasing distrib­
utors who are in cOlnpctition with one another. These monies are di­
rect and indirect payments hy respondent Chemical Associates, and 
in effect arc discriminations in the net price of products to the var­
ions distributors. 

The effect of respondent Chemical Associates' discrimination in
 

net price as alleged herein may be substantially to lessen competition 
or tend to create a monopoly in the linc of commcrce in which its 
favored purchaser is engaged , or to injure, destroy or prevent com­
petition between the favored and non-favored purchasers or with 
customers of either of them, except to the extent that competition 

has been sterilizcd by thc acts and practices alleged in Counts III 
and IV hcreof. 

The aforcsaid acts and practices or respondent Chemical Asso­
ciates, Inc. , constitute violations of the provisions of subsection (a) 
or Seetion 2 or thc Clayton Act, as amended. 

DECISIOK A D OnDER 

The Federal Trade Commission having initiated an investigation 
of certain acts and practices of the respondents named in the caption 
he.reof, and the respondents having been furnished thereafter with a 
copy of a draft of complaint which the BUI'an of Restraint or
 
Trade proposed to present to the Commission for its consideration 
and which, if issued by the Commission , would charge the respond­
ents with violation of Section 5 of the Federal Trade Commission 
Act, as amended, and with Section 2(a) of the Clayton Act, as 
amended; and
 

The respondents and counsel for the Commission having thereaf­
ter executed an agreement containing a consent order, an admission 
by thc respondents of aU thc jurisdictional facts set forth in the 
aforesaid draft of complaint, a statement that the signing of sa.id 
a.greement is for scttlcIn(mt purposes only and docs not eonstitnt-e an 
admission by respondents that the 1aw has been violat.ed as al1cged 
in said complaint , and waivers and other pl'ovjsions as required by 
the COlnnlisslon s Hules; and 



CHEMICAL ASSOCIATE,S , IN;C. , ET AL. 1511 

1500 Deeision and Order 

The Commission having thereafter considered the ITmttel'and hav­
ing determined that it had reason to believe that the respondents
 

have violated the said Acts , and that complaint should issue stating 
its charges in that resped and having thereupon accepted the exe 
cntec1 e( nseTlt agreement and placed snch agreement on the public 
record for a period of thirty (30) days, now in fnrther conformity 
with the procedure prescribed in Section 2,34 (b) of its Hules , the 
Commission hereby issues its complaint, makes the following juris­
dictional findings, and enters the following order: 

1. Respondent Chemical Associates, Inc. , is a corporation orga­
nized , exist1ng and doing business under and by virtue of the laws 
of the State of Texas, with its of!iee and principal place of busincss 
localcd at 1,,30 West Belt North Drive, Houston , Texas. 

2. Respondents .Tohn Jt Frey, and Donald L. Shriver are offcers 
of :mid corporation. They fonYlulate, direct and control the policies 

acts and practices of said corporation, and their address is the same 
as that of said corporation.
 

3. The Federal Trade Commission has jurisdiction of the subject 
matter of this proceecding and of the respondents , and the proceed­
1ng 18 in the public interest.
 

ORInm 

It -is ordered That respondents Chemical Associates, Inc. , a corpo­
ration, its offcers , agents, reprcsentatives, divisions, employees, suc­
cessors and assigns, and respondents John R. Frey, and Donald L. 
Shriver, individually a,nd as offeers of Chemical Associates, Inc. 
their agents, representatives and employees, directly 01' indirectly, or 
through any corporate or other device in connection with the 011'eT­
ing for sale, sale , or distribution of any goods or commodities in 
commerce or in connection with any multilevel marketing program 
or any othcr kind of merchandising, marketing or sale,s promotion 
program in commerce, as "commcrce" is defined in the Fedcral 
Trade Commission Act and in the Clayton Act, shall forthwith ccase 
and desist , directly or indirectly, from: 

1. Entering into, maintaining, or enforcing any contract 
agrcement, undcrstanding, marketing system, or course of con­

duct with any dealer or distributor of any goods or commodities 
to do or perform or attempting: to do or perform any of the fol­
lowing acts , practices, or things: 

(a) Fix, establish or maintain thc prices, d1scounts, rc­
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hates, on l'ric1cs , commissions, fees, or other terms or 

conditions of s lc relating to pricing upon '\vhich such 
goods or eommodities may be resold. 

(b) Require or cocrce any person to enter into a contract 
ngreement, understanding, marketing system, or course of 
conduct whereby said person in turn requires or coerces 

third pa1'6cs to adhere to a eourse of conduct which fixes 

establishes, or maintains the prices, discounts, rebates , over­
rides , c011missions, fees, or other terms or conditions of sale 
relating to pricing npOll whic.h such goods 01' commodities 
may be resold. 

(0) Refrain from selling aJl T ITH rdwnclise ill any quant­
ity to any specified person, class of persons, husiness, or 

class of bnsinesses , or throngh the facilities of any busincss 
class of bnsinesscs, or other means of distribution: Pl' 
vided, ho.wecer That nothing in this order shaH be con­

strued 01' appJ ied to prohibit res. pondent from making bona 
fide nnilateral selection of n spondents ' customers on the 
basis of their own criteria and judgment, or from recorn­
mending reasonable criteria and standards to t.heir distrilm­
t.ors for the selection of cnstomcl's , said criteria and stand­
anls not yiolatillg t.J( lettf'.l 01' spirit of any or t.he 
provisions of this ordcl'. 

(d) Reqnil'c or coerce any person to enter into a contract
 

agreement , understanding, marketing system, or ('01l' 

eondnd whercby said person in turn requires 01' coerces 
third parties to fldhere t.o a course of conduct requiring, in­
ducing, or coercing allY distributor to refrain from seIJing 

any merchanclise in any quantity to any specified person 
cJass of persons, business , 01' dass of business , or through 
the faci1ities of any business, class of lmsine.ss, or other 

means of distribution. 
(c) Prey( nt any distributor or l1ealcr of any of corporate 

respondent' s products fr0111 advcrtising either his distribu­
torship 01' said products , in any media of his choosing, or 
prevcnting any distributor or dealer from employing the 
trade name or any of the trademarks of corporate respond­

ent in said advertising: PTo'uidcd, h01De1- eJ' Hespondellts 
may take s11ch steps a.s Inay be necessary to protect its Imb­
lie image and rights under the trademark and copyright 
laws. 
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(f) Heqnil'c or coerce any person to enter into a contraet 
agyeement, understanding, marketing system, or course of 
conduct which discriminates, directly or indirectly, in the 
price of any merchandise of like grade and quality by se11­

ingto any purchaser, directly or indirectly, or causing to b( 
sold to any purchaser, at net prices higher than the net
 

prices charged any other purchaser, who competcs in the re­
sale or distribution of snch merchandise with the purchaser 
paying the higher price. 

2. Discriminating, directly or indirectly, in the price of any 
mCl'cha, ndise of 1 ike grade and quality by selling to any pllr­
chnser at net prices higher than the net price charged any other 
purchaser who competes in the resale or distribution of such 
pl'odllcts with the purchaser paying the higher price , or with 
cnstorners of the purchaser paying the higher price: PTov'ided 
howc' uel' That nothing herein contained shall prevent differen­
tials which make only due allowance for differenccs in the cost 
of manufacturer, sale or delivery: And JJT01Yided fu,'/ther That 
al1 other defenses available in law to a charge of price discrimi­
nation shan be availrtble to the respondent company. 

;3. Discriminating, directly or indirectly, in the terms or eon­
ditions of sale of any merchandise of like grade and quality by 
sening to any pnrchaser upon terms or conditions of sale less f 
vorable than the terms or conditions of sale upon which sHeh 
products are sold to any other purchaser who competes in the re, 
sale of rcspondcnfs prodncts ,yi111 the Pllrchasel' who is aIIorded 

Pr' ovIded That all de­
fenses available in law to a. charge of diserirnination in terms and 
(:ollditions of . sale slwll be available to the respondcnt cOlnpany. 

less favorable terms or conditiolls of sale: 


4. Entering into, maintaining, or enforcing any contract 

agreement, understanding, 'lnarketing system , or course of COll­

duct with any dealer or distributor of any goods or commodi­
ties , or with any other person, to require any person to pay any 
sum or money to any other distributor or dealer or other person 
when not in exchange for any products or merehandise actually 
pllrchased. 

;). Offering to payor paying, or authorizing, suggesting or re­
quiring the payment of any finder s fee , bonus , override, com­
lnission, cross-commission, discount, rebate, dividend or ot.her 
eonsideratioTl or thing of value to any participant dealer or dis­
tributor , directly or indirectly, except for and in consideration 
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of bona fide scrvict s actually rendcred to the respondent, partic 
ipant, dealer or distributor paying for same, in connection with 
the sale or pUl'ehas( of goods, wares, or merchandise , with the 
mnount of compensation for such services rendered having a di­
reet, actual and bona !ide relationship to the services per­
formed: P1' vided, however That respondents may not pay, 
grant, suggest or authorize the payment of anything of value to 
any partieipant, dealer or distributor for recruiting participants 
dealers or distributors except as follows: 

(i) The amount of said payment or other consideration 
may be either a sum certain or an amount based upon ac­
tual and verified retail sales to the consuming public by the 
recruited distributor, not exceeding six (6) months in dura­
tion; and 

(ii) The recruiting or encouragemcnt of recruiting docs 
not contra venc any of the provisions of Parts II and III of
 

this order.
 

6, Requiring any of its distributors to obtain the prior ap­
proval of respondents for any advertjsing or promotion of the 
product or his distributorship when the distributors use their 
own funds for advertising: Provided, however That nothing 
contained herein shall prohibit respondents from furnishing its 
distributors with suggested forms of advertising which do not 
otherwise contravene the law or the letter or spirit of any of the 
provisions of this ordcr: 
 And pro'/Jided further Respondent
may take snch steps as may be necessary to protect its public 
image and rights under the trademark and copyright laws. 

7. Engaging', either as part of any contract , agreement, under­
standing, or courses of conduct with any distributor or dealer of 

any goods or commodities , or individually and unilaterally, in 
thc practice of: 

(a) Publishing or distributing, directly or indirectly, any 
list, order form, report form, or promotional material 
which employs resale prices for such goods or commodities 
without stating clearly and visibly in connection therewith
 

the following statement:
 

The prices quoted herein are suggested prices only. 
All distributors and dcalcrs are free to determine their
 

own resale prices. 
(b) Publishing or distributing, direetly or indirectly, any 

sales manual or instructional material which employs sam­
ple resale prices for such goods or commodities without 
stating clearly and visibly in connecUon therewith that said 
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price upon which such goods or commodities nlay be resold 
arc not binding upon the distributor or dealer. 

(c) Publishing or distributing, directly or indirectly, ex­
cept as may be expressly provided herein, any override 
whether required , recommended or suggested, to be paid by 
one distributor or dealer or class of distributors or dealers
 

to any other distributor or dealer or cJass of distributors or 
dea.1ers. 

It is Iw,tlwr ordered That the ,doresaid respondents and their of­
ficers , agents, represcntatives, employees , successors and assigns, in 
connection with the advertising, oUering for sale or sale of products 
franchises or distributorships , Or with the seeking to induce or in­
ducing the participation of persons , firms or corporations therefor 
in connection with any multilevel 11larkcting program or any other 
kind of merchandising, marketing or sales promotion program, in 

commcrcc , as "commerce" is defined in the Federal Trade Commis­
sion Act, do forthwith cease and desist, directly or indirectly, from: 

1. Operating or participating in the operation or suggested
 

operation of any program or plan wherein the financial gains to 
the participants, other than remuneration from the retail sales 
of rCRpondents ' products , is or may be dependent in any manner 
and to any degree upon the continued, successive recruitment of 
other participants, except as expressly provided herein. 

2. Requiring that prospective participants or participants in 
respondents ' said programs pay any consideration, either to re­

spondents or to any other person , other than payment for the 
actual cost of reasonably necessary sales materials, and for 

products actually purchased in reasonable quantities, in order to 
participate in any manner therein. 

3. Requiring, suggesting, using or participating in any multi­

level marketing program, or any other kind of merchandising, 

marketing or sales promotion program , either directly or indi­
redJ y : 

(a) 'Vherein any finder s fees, bonuses, overrides, com­
missions, cross-cornmissions, discounts, rebates , dividends or 
other compensation or profits inuring to participants 
therein are or may be dependent , in whole or in part, upon 
the element of chance dominating over the skill or judg­
ment of the participants; or 

(b) Wherein no amount of judgment or skiJ exercised 
the participant has any appreciahJe eiIeet upon any or an 
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finder s fees, bonuses , Q\'crrides , commissions , cross-commis­
sions , (liscounts, rebates, dividends or other compensation or 
profits which the participant may receive or be entitled to 
reCClVC; or 

(c) Wherein the participant is without that degree of 
control over the openltion of such pJan as to cnable him to 
substantial1y affect the amount of allY or all finder s fees , l)o 
llUSC:; , ovcniclcs, commissions, cross-eommission:s, disCOlUlts 
rebates, dividends or other compensation or profits "-.Ihic11 

the participant ma.y receive or be entitled to receive. 
. Hepresenting, directly or by implication, that participants 

in respondents ' lnultilevel marketing program , or any other 
kind of merchandising, marketing or sales promotion program 
will earn or n ceive, or havc the potential 01' reasonable expect­
ancy of earning or receiving, any stated or gross or net amount 
or representing in any manner the past earnings of participants 
un less in fact the p,-lst earnings represented arc those of a sub­
stantialllHnb( r of FH'ticipants in the community or geographic 

a in ,vhieh suell representations are made, accurately reflect 
the avcrag-e earnings of thes( participants under circumstances 

simi1nl' to t.hose of the participant or prospective participant to
 

whom the representations arc made , and actuaUy resultcd from 
predominant elements of skin and judgmeut rathcr than chalIce. 

5. Representing, directJy or by implication, that it is easy for 
participants to recruit or rctain persons who will invest or pal'­
tieipate in respondent.s ' Inultilevel marketing program or other 
kind of merchandising marketing or sales promotion progrmn 
pit-her as distributors, dealers, franehisecs , whoJesalcrs or sale,: 
pcrsonnel. 

It /s /,urthm' orclr,'Jed That rcspondent Clwllic.al Associate , Inc. 
RhaH continllc to offer to buy bach.: saleable and usable merchandise 
purehased by any of its distributors at not less than cost less 1S pcr­
cent. 

It is /,uTthcT ordered That respondcnt Chemical Associates , Inc. 
within sixty (GO) clays from the cifective date of this order shall:
 

1. 1\1ai1 or deliver a conformed copy of this order to cease and 
desist to all present distributors, sales personnel or other persons 
cngaged in t.he sale or distribution of respondents' products or 
SCITiccs , or in the participation of respondents ' merchandising 
I'J'ograms.

2. Ollm' distriblllorships or deaJerships to any former distrib­
utor or dealer 1vho was terminat.ed or suspended by rcspondcnt
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corporation for the violation of any rule, regulation or policy
 

,vhieh contravenes any of the provisions of this order.
it ,is furthe'r o1Ylcred That respondents or their representatives 

shan ondly inform an prospect-lYC participants in resIJondents ' mul­
tilevel rnerchandising program or any other kind of merchandising, 
nmrkeLing or sales prOillotion program, and to provide clearly and 

conspicuously in an contracts of participation , that the contract Ilay 
be cancelled for any reason by notification to respondents or its rep­
resentatives in writing wit.hin fi\ e (5) working clays fl'orn the date 
of execution of such contract. 

It i8 That the respondents herein shall withinf1irther ordeTed 

sixty (EiO) days of the effective date of this order, file with the Com­
mission a report in \vl'iting setting forth in detail the manller and 
fornl in which they have complied with this order, and subscquent 
thereto, for a p( riod or thre.e (3) years thereafter, provide the COln­
mission with copies of an brochures, pamphlets , marketing plans 
meeting scripts , film scripts, etc. , that respondents may employ di­
rectlyor indire,ctly in the promotion of their products. 

/ t is /,urther ord( red That respondents notify the Commission at 
least 30 days prior to any proposed change in the corporate respond­
ent snch as dissolution , assignment or sale resulting in the emergence 
of tt successor corporation, the creation or dissolution of subsidiaries 
or any other change in the corporation which may airect compliance
 

ob1igatjoJls arising out of the order.
 

IN TIm J\IATTEIt OF
 

WILIA.\I 0, JVEXEFEE , ET AL. 

COX SENT OHDBR , ETC. , TN I-EGARD TO THE ALLEGED VIOhl.TlOX OF 

TI.m J"Jm:F HAL TIL DE co:\nnSSION ACT ..\ND SEC. 2(a) OF THE 

CLAYTON ACT
 

Docket 0-.1R87- Complaint ;\01;. 1!J70 JJecisi(jn, Xov. '2. 1!J70** 

Consent on1er requiring two Houston l\:x. , distrilmtors of c1enning compounds 
polisbes, shine kits 111 related products to cease fixing resale vrices- for 
its prodnets, imposing customer, advertising and sa1es outlet restrictions 
on its distrilmiors, dis(TimilJating ill price uehn:,('n cOll11eting resellers 

and participating in alir snc('('ssiye re(:ruitment of other participants in 
any multilevel marketing scheme; respondents are also required to alll'JU­
a1ive1y grant custonwrs the rigl1t to determine their own resale prkes. 

For ("omplaint in this case . see cOJlsolidaled cumplaint IlL the lJ/attcr of Chemical 
As.wd(lt(, , inc., ct la. D\wket No. C- , p. 150U herein 

** H.PIJ01-terl as amem1erJ by Commission s order of FeDruary 18 IDTl by amending-
al't lIT , Paragraph numher 1 , of thf' orf1pJ'. 
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