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ACN, Inc. (ACN) is pleased to have this opportunity to provide comments on the Notice of
Proposed Rulemaking for the Business Opportunity Rule to the Federal Trade Commission (FTC)
published in the Federal Register on April 12, 2006. ACN believes it critical to eliminate any
confusion that might exist about legitimate direct selling companies. This set of comments
provides an overview of: (1) ACN’s global activities; (2) ACN’s direct selling method; and (3)
ACN’s specific observations with respect to the Notice of Proposed Rulemaking for the Business
Opportunity Rule.

1. Introduction to ACN

ACN is a global telecommunications company operating in 18 countries over 3 continents. It
began its business in the US in 1993 and by 2004, it had global revenues of approximately $500
million, with its business growing at around 40% annually. Globally, ACBN is headquartered in
North Carolina. Its North American Operations are directed from its offices in Michigan.
Outside the US, it operates in 18 countries, typically through local operating companies, with
regional headquarters in Amsterdam, The Netherlands and Sydney, Australia. A copy of ACN’s
global corporate profile is enclosed.

ACN’s business consists of reselling fixed telephone, mobile telephone and Internet services to
residential and small business customers. In order to serve its customers, of which there are
approximately 1.5 million worldwide, it has (wholesale) contracts in place with many of the
largest telecommunications operators globally, including British Telecom (BT), MCI, Deutsche
Telecom and Telia Sonera. Moreover, ACN has over 1200 staff worldwide providing support
services, including customer support, representative support, and marketing support and product
and billing support.

ACN uses a direct selling method of marketing whereby independent sales representatives
employ so-called “warm marketing”, i.e. sales representatives approach people on a person-to-
person basis to ask whether they would like to purchase ACN telephony services. No mass-
market advertising is used. Its model includes a multi-level marketing component (MLM) in that
such personal contacts, if interested, may also be invited to become representatives to sell ACN
services on the same basis. ACN currently has approximately 100,000 sales representatives
worldwide, approximately 50,000 of whom are in the US.

This MLM direct selling model enables ACN: (i) to reach telecommunications customers that are
not traditionally reached by other selling methods, thereby introducing further competition into
the market; (ii) to operate at substantially reduced customer acquisition costs in a low margin
business and thereby offer cheaper services to customers; (iii) to provide opportunities to
individuals to set up their own sales and marketing business, and (iv) to enable these individuals
to sell a ‘product’, phone services, that because of infrastructure or back-office support
requirements they could otherwise never sell on a smaller scale, because ACN acts as a
centralized outsourced provider of that infrastructure and support.

The corporate group of ACN is actively committed to complying with all applicable laws,
including telecommunications regulations and consumer protection laws. We have compliance
departments on each continent where ACN does business that work closely with our legal



departments on compliance issues. The compliance department continually reviews the
adherence of ACN’s 100,000 independent sales representatives to the terms of their independent
sales agreements with the company and with all of ACN’s policies, procedures, compensation
plans and, of course, applicable consumer protection laws. Working closely with ACN’s legal
department, ACN’s compliance department evaluates and disciplines every infraction detected
by the company, all with an eye towards making sure that ACN’s customers and future
independent sales representatives are acquired by its representatives with the same integrity as
they would if recruited by the company directly. This effort ensures that all complaints
discovered by or brought to the company are addressed. Needless to say, these legal and
compliance expenses are substantial portions of ACN’s operating budget.

In addition and singularly among direct selling companies, in the US, where ACN has been
established since 1993, it has a legal advisory board of three former state attorneys general, each
of whom, during his term in office, made overseeing enforcement of consumer protection laws a
top priority. In addition to his credentials as a former attorney general, each of the individuals
serving on ACN’s Legal Advisory Committee has a distinguished resume as an attorney, and in a
number of cases, as a judge. The Committee has but one goal for ACN, and that is to make sure
ACN and its independent representatives are acting within the law. The Committee achieves this
end using a number of methods. First, it serves an independent and objective review board for
all of ACN’s independent representative-related materials, including ACN’s sales and marketing
collateral, its compensation plans, and its policies and procedures. Second, the Committee
reviews routinely kept sales and other statistics on an at-least monthly basis, in an effort to detect
trends suggesting potential misbehavior on the part of ACN’s independent representatives. Third,
the Committee works hand in hand with ACN’s internal compliance department to handle issues
of independent representative misbehavior that are detected. Finally, the Committee is the public
face of ACN’s legal department, and members of the Committee appear at each of ACN’s
International Training Events, warning ACN’s independent representatives in attendance of
ACN’s lack of tolerance for independent representatives who may flout corporate policies or the
law.

ACN pioneered the concept of its Legal Advisory Committee in the United States, ACN’s home
territory. However, as ACN has expanded globally, the success of its US-based Committee has
led ACN to expand the Committee. Recently, ACN added a Canadian Committee member, in
recognition of ACN’s enlarging presence in that country. At present, ACN is in the process of
adding an Australian Committee member, and is actively searching for an appropriate European
Committee member. Each of these expansion members of the Committee brings to the
Committee the same highly respected consumer protection background as the Committee’s
original three US members, and will serve in an identical capacity with a specific focus on his
region.

ACN is a member of the Direct Selling Association (DSA) in the US (its Executive Vice
President, David Merriman, is a member of the Board of Directors of the Association). It is also
a member of the Direct Selling Association in a variety of European countries. It actively
monitors any legislation that might affect its activities. Its sales representatives’ materials and
training seminars are directed at ensuring compliance in sales activities with the appropriate law.



2. ACN’s Direct Selling Distribution System

An ACN sales representative will enter into an independent representative agreement which
regulates the terms under which the sales representative may market and promote ACN services
and may sponsor further independent sales representatives, in accordance with ACN policies and
practices. For an initial fee, and subsequent annual renewal fee, the representative is given
access to ACN sales training, marketing, and back office support services, including
telecommunications billing. The initial fee and renewal fees cover portions of the cost to ACN
of operating these services.

An ACN sales representative is entitled to receive: (i) a commission on the revenue generated
both by customers recruited directly by the sales representative and by customers recruited by
sales representatives he/she has recruited (“down line customers”) and/or (ii) certain bonuses for
the subscription to ACN services of both new customers recruited by the sales representative or
new “down line” customers. ACN sales representatives are not required to become ACN
telephony customers, nor are ACN telephony customers required to become ACN sales
representatives.

Thus ACN sales representatives do not gain any revenue from signing up new sales
representatives. ACN sales representatives can only hope to generate income if they sell ACN
telephony services, not if they simply recruit additional ACN sale representatives. Indeed, the
overwhelming majority of ACN revenues are generated from billing and sales of telephony
services to end customers. Only a small portion of those end customers are ACN sale
representatives. A very small percentage of ACN’s revenue is derived from the entry and
renewal fee that ACN sales representatives pay to become part of the ACN sales network, and
that revenue amount is more than consumed by ACN’s costs in supporting the businesses of its
independent representatives.

The ACN marketing plan contrasts with illegal pyramid schemes in that revenue from illegal
pyramid schemes derives primarily from the expansion of the sales network through payments
by new entrants for participating in the scheme, rather than from the sales of real products and/or
services to consumers. In contrast, ACN’s business depends solely on its highly competitive
sales of telephony services and on the acquisition of new customers at the expense of other
telecommunications companies.

3. Specific Comments Regarding The Notice of Proposed Rulemaking on Business
Opportunities

As a member of the Direct Selling Association, ACN wishes to echo the Association’s comments.
The proposed rule as drafted would have a devastating effect on direct selling in the US. We
fully support the Commission’s purpose here, to reduce business opportunity fraud.
Unfortunately, we do not believe that fraudulent actors will comply with any requirement
proposed by the FTC. Consequently, the FTC must take into account the impact its proposed
rule will have on legitimate businesses and impose minimal regulatory burdens.



There is no need to repeat the concerns raised by the DSA as they properly reflect our own
analysis of the effect the current form of the rule would have on direct selling. Generally, we
concur with the policy proposals suggested by the DSA and will actively support work to
implement them. We would, however, like to emphasize two aspects of the proposed rule that
are the most problematic and add a suggestion to the idea proposed by the DSA regarding formal
recognition of self-regulatory efforts.

One of the most confusing and burdensome sections of the proposed rule is the seven-day
waiting period to enroll new independent sales representatives. Sections 437.2 is impractical and
will fundamentally and adversely alter the way in which our company operates. We understand
that the concept for this section is borrowed from the franchising regulations. Prospective
franchisees understand that they are making a substantial investment. They are unlikely to be
intimidated by procedural requirements. Direct sellers are not making a similarly substantial
investment, which in fact is a primary attraction of pursuing a direct selling business opportunity.
Direct sellers currently do not face any regulatory procedures to follow in order for them to
become independent representatives, and were they to, such procedures would act as a
substantial disincentive when balanced against the relatively low initial investment. Additionally,
unlike franchises, ACN complies with the FTC’s current three-day waiting period and further
will refund start-up costs for 10 days upon cancellation of the sales agreement by the salesperson.
Essentially, ACN offers a ten day right of rescission. Furthermore, the number of cancellation
requests that we do receive is low. Therefore, we see only negative consequences to requiring a
waiting period in the direct selling context, rather than any beneficial curing of a buyer’s remorse
that is not already achieved by the three-day cooling off period and ACN’s cancellation policy.

Section 473.3 (6) of the proposed rule would require that each company maintain a
geographically manageable, comprehensive database of individuals who have sold for it for the
last three years, including names, cities, states, and telephone numbers. The rule would require
the disclosure of all of these individuals to prospective salespeople, or alternatively, that the
identities of ten geographically nearest purchasers be revealed to the prospect.

This requirement violates privacy laws and obligates companies like ACN to reveal confidential,
personal information to prospective purchasers, even though independent representatives are
easily located without infringement upon their privacy. Internet-based “411” information
directory sites hold the names of individuals associated with most direct selling businesses.
Additionally, ACN maintains a detailed web site where visitors can find contact information for
the company and the nearest independent representative.

Finally, we believe that there is no reason to apply the proposed rule to companies that are
adherents to other stringent regulatory compliance programs. In ACN’s case, we spend hundreds
of thousands of dollars each year providing disclosures to the Federal Communications
Commission and state public utility commissions. These august bodies already investigate and
monitor ACN’s operations as a condition to granting ACN its telecommunications carrier
licenses. We suggest that further discussions on the proposed rule on business opportunities take
into account companies that already provide similar public disclosures either by creating an
exemption, a safe harbor, or by marrying the compliance requirements. We look forward to
discussing how such regulatory standards might be incorporated into the Commission’s proposal.



By this submission, ACN supports the request by the DSA under Magnuson-Moss rulemaking
requirements that the Commission schedule public hearings and/or workshops to discuss the
implications of the proposed rulemaking on direct sellers. We ask to participate in that process
in whatever forum that the FTC and the DSA agree upon.



AN

ACH Corporate Profile

ACH saves milliors: by bypassing tracitional marketing methads. ACH then
on ba s custormers and & sbole to reeiard is represeniot ke for acquiing t

ACH iz the world’s largest direct selling The Compairy
telecommunications company offerng hiahty Founded Representatives
competkhe Mad Ire, kocal caling, kong dstance, moole calk January 1973 Over 100000
Ing ared Imtemiet acoess &5 well a5 dighd phone sewvice with ————
video phones 0 comsumers and small businesses i Morth Employees
Over 1000 Annual Resenue
Amenca, Euope and Asla Paciic. With doubdée dgt anrud i ——
reverue aiowith and annualized reverue of over 8500 millon, s e
ACH |5 one of the fastest growdng privatety held companies In Customers BO3d: $4ET rrilkon wso
the weorkd. Further expansion throughcut Europe and Asla Faciic Cher 1,500,000 B005: $550 milkon wso
5 FHHHHM. wiordaide
Countries of Operation
Mzl reend Swrecien
MACH uses the proven, direct selling business medel METR oy Switizeriand
Ezglum Heiernds Uriied
te provide value and chelce to consumers while i el
alse providing Independent Representatives with an e ._,mg
opportunity to form theirown businesses. Bypassing ra- frarce gﬁ Stater
dittona marketing methods, ACH's Independent Rzpresentatives Gemany Epein
use relaticrnehip markefing 0 Inform e Tamily and friencs of
money s3ing Ataratives alabie on sendoes they ane dready ACN'S Services
uHrg. Becase raditoral maketing methoce @e not wsed, "
;q:iﬁﬂ't:th'ﬁat abde bo pass sadngs drectly on ko thelr e —
LELSmELE. » Local & Long Distance Calling
* Intemet
# Digital Phore Service with Video Prone
i * 'Wirzless — comirg soon
The ACH Difference
Eurcpe
ACH Relationship Marketin # Local Subseriber [ Line Rencal
P a * Fooed Lire
= Mobik
* |nbemet
Asla Paclic
. * Foeed Line
ACH Irdependent Representathe + Mobile
SAYINGS * Imemet
Founders & Executive Team

ses thiese savings
£ CLEITHTETS.

{Jradrman & Co-Founcier — Roioer Sevanovsh)
Presichent & Co-Founder - Greg Fiovenzng
W & Co-Founder - Mie Cupex

WP Co-Rouncer — Ll

CEQ - Craries Euurn:rTwII 5

D0 Marthi Amemics — Devid Sievenovskd
000 Burope — David Colkey

00 Ausinla — Matn Peech
OFO - Jlames Mulcaty

EVP — Cave pemiman

OV — Allsn Van Buhler
CIONCTO) — Frecerc Kunad
CTOVIOP - Ak Vishney

zzneral Counel - Collemn Jones



ACH is a prond member of the ACH's leadership is comprised of the four original Co-Founders

Diirect Salling Asscciation (DSA) and an executive staff. Working together, this leadership team is
in many counmies and serves on the active in ACH's cperations; enswring business practices continue
DEA Board in the United States. The to reflect the compamy’s vision and mission.

DSA is the natioml trade associstion
of the leading firms that manufacture
and disiribute goods and services sold

firectly to E To oe a multHzillion dollar glokal direct selier of Elcommunication

ber company pledges to abide by ihe serdces,
Asocution's Code of Bihies as a
cmditicn of admissicn and contiming To provide our ndependent Representatives with the premier
memberthip. ﬁ Qi opportunly In the drect Selling INoUsty Dy offering
essential serdices In the growing Elecommunications Industy and b
LT Pl'l:?l'm CLELDMER grﬁtﬂ'cl‘-:-l:e and H'Eatr'ﬁ".! fior these essential
Z2rdices,
These are the halmanks of ACH, and the foundation upon which
the: Founders have bl the company since it wes st conceved,
Drirect Salling Industry is
Exploding
+ 49 millicn distributcrs globally

+ | T5000 new distribarbors in the
TLE, weekly & 475,000 globally

* 3120 billion in sales worldwide ACH customers recefre complete suppert, as do the businesses
# $316 billion in Morth America of ACH's representatives. A warld-wide staff of ower a theusand
=+ 28 4 billion cverse=as empleyess provides complete back office suppert for ACH rep-
* Growth over next 10 years resentatrres including marketing, previsioning, billing and more.
expecied to be higher than entire Representatives are in business for themsebres but never by
pricc 50 years themsehves.
Eﬁ:p_mm Local, reglanal and Intemational raining averts
; ; ACN's SucCess System — a stErt-up d for new
"']i‘i: an invesbor's %ml.m: lnﬁy represertatives
o Hh;;h“ms P MGnInly anal quartety recognition, NCluding wetsie
A A e e and magazine puUblications
global expansion. That's the diect WWeekly emall announcements
selling indusiry. in which independent Weelly conference calls hosted by ACH leaders

Fryer malied weskly with representatve
commissien checks

AN

ACN Operational Centers WL BCTING .COom

B S = ”

{i:'l:l'ﬂ:-l..l{ an!,“ Syonay, ATl Ared, Swaden Marquethe, MI worrea, Canaa
Widd TI'! Hl‘l'm'h'li! i Paciic Hormiic Home Cffice LI, Cushomer Canadian Cudomer
Hui:ql.u'lm Hexcogpeniers Europesn Hesdoparhers Heacicparers & Cistomer Sevice Servioe Cemier Serioe CaTier
Cerier
| 850, I 2006
A0H_D0 eI



