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By Mr. McGee of Lynn, petition of Robert H. Quinn (Attorney General) and Thomas

W. McGee for legislation to regulate multi-level distribution companies. Commerce and
Labor.

In the Year One Thousand Nine Hundred and Seventy-One.
*

An Act regulating multi-level distribution companies.

Be it enacted by the Senate and House of Representatives in
General Court assembled, and by the authority of the same, as
follows:

1 Chapter 93 of the General Laws is hereby amended adding
2 at the end thereof the following sections
3 Section 50. (a) For the purposes of this section a multi-level
4 distribution company is defined as any person, firm, limited
5 partnership, general partnership or corporation which dis-
-6 tributes, for a valuable consideration, goods or services through
7 independent contracted distributors, at different levels, each of
8 which such level enjoys a different rate of discount in pur-
9 chasing such goods or services from the company, and wherein

10 such independent contractors receive some payment or con-
-11 sideration based on the recruitment, actions and/or per-
-12 formance of a subordinate contractor or employee, beyond the
13 profit of sale at discount.
14 (b) No multi-level distribution company shall engage in con-

-1 5 duct in which it is:
16 (1) Operating or, directly or indirectly, participating in the
17 operation of any multi-level marketing program wherein in the
18 financial gains to the participants are primarily dependent upon
19 the continued, successive recruitment of other participants; or
20 (2) Offering to pay, paying or authorizing the payment of
21 any finder’s fee, bonus, override, commission, cross-commis-
-22 sion, discount, rebate, dividend or other consideration to any
23 participants in such multi-level marketing program for the solic-
-24 itation or recruitment of other participants therein; or
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25 (3) Offering to pay, paying or authorizing payment of any
26 bonus, override, commission, cross-commission, discount, re-
-27 bate, dividend or other consideration to any person, firm or
28 corporation in connection with the sale of any product or
29 service under such multi-level marketing program unless such
30 person, firm or corporation performs a bona fide and essential
31 supervisory, distributive, selling or soliciting function in the sale
32 and delivery of such products to the ultimate consumer; or
33 (4) Requiring prospective participants or participants in such
34 a program to purchase the product or pay any other considera-
-35 tion, other than payment for the actual cost of necessary sales
36 materials, in order to participate in any manner therein; pro-
-37 vided, however, that a multi-level distribution company may
38 require or may suggest the purchase of specific and reasonable
39 inventories only, by any distributor, on the express condition
40 that it at the same time agree to repurchase any unused and
41 undamaged portion of an initial inventory from any purchaser
42 thereof at full cost less reasonable shipping costs, if any, within
43 90 days at the option of the purchaser; provided further,
44 however, that if inventory costs reach $5OO or more, within
45 said 90 day period, then said obligation to repurchase shall
46 cease immediately upon participant’s tendering a subsequent
47 order to purchase the product; or
48 (5) Using any multi-level marketing program, either directly
49 or indirectly;
50 (i) Wherein any finder’s fee, bonus, override, commis-
-51 sion, cross-commission, discount, rebate, dividend or
52 other compensation or profit inuring to participants
53 therein is dependent on the element of chance dominat-
-54 ing over the skill or judgement of the participants; or
55 (ii) Wherein no amount of judgment or skill exercised
56 by the participant has any appreciable effect upon any
57 ■ finder’s fee, bonus, override, commission, cross-commis-
-58 sion, discount, rebate, dividend or other compensation
59 or profits which the participant may receive; or
60 (hi) Wherein the participant is without that degree of
61 control over the operation of such plan as to enable him
62 substantially to affect the amount of any finder’s fee,
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bonus, override, commission, cross-commission, dis-63
count, rebate, dividend or other compensation or profit
which he may receive or be entitled to receive; or
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(6) Using any multi-level marketing program which fails to:
(i) Inform orally all participants in a multi-level market-
ing programs and to provide in writing in all contracts
of participation that the contract may be cancelled for
any reason by notification to the company in writing
within three working days from the date of execution
of such contract.
(ii) Refund immediately all monies to (1) Participants
who have requested contract cancellation in writing
within three working days from the execution thereof,
and (2) participants showing that contract solicitations
or performance were attended by or involved violation
of any of the provisions of this act; or
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(7) Representing, directly or by implication, that partici-
pants in the multi-level marketing programs will earn or receive
any stated or gross or net amount; or representing; in any
manner, the past earnings of participants unless in fact the past
earnings represented are those of substantial number of partici-
pants in the community or geographical area in which such
representations are made and accurately reflect the average
earnings of these participants under circumstances similar to
those of the participant or prospective participants to whom
the representation is made; or
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(8) Representing, directly or by implication, that it is not
difficult for participants to recruit or retain persons to invest in
the multi-level marketing programs as distributors or as sales
personnel to work home routes or sell products door-to-door or
any other manner; or
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(9) Representing, directly or by implication, that is is not
difficult for participants to ascend to a higher level of distri-
bution within the marketing chain; or96

(10) Representing, directly or by implication, that all parti-
cipants in the multi-level marketing program or any other sales
program will succeed; or
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(11) Representing, directly or by implication, that the sup-
ply of available entrants or investors in the marketing program
is inexhaustible; or misrepresenting, in any manner, the availa-
bility of such entrants or investors.

(c) Any multi-level distribution company desiring to market
its goods and/or services in this state shall, before engaging any
independent contractors or soliciting any orders in this state,
first comply with all requirements of Chapter one hundred
eighty-one.

(d) Any violation of this section shall constitute a violation
of Chapter ninety-three A.
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