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?  The content, appropriateness, and 

importance of the 1994 consent order for Nu 
Skin to cease and desist misrepresenting 

earnings of distributors 

 
?  The three stages of violations of the Order 

by Nu Skin Enterprises, Inc. (current name), 
and the billions of dollars in cost to consumers 
worldwide as a result of said violations  

 
?  Three primary deceptions underlying said 

violations, including the attempt by Nu Skin 

to position itself as primarily a direct sales 
company, and the resulting distorted picture 

of “the Nu Skin opportunity” 

 

? Five red flags that clearly identify Nu Skin’s 

compensation system as an exploitive 
product-based pyramid scheme, or recruiting 

MLM.  

 

?  The motivation for misrepresentations by 
Nu Skin –  their highly leveraged breakaway 

compensation system, leading to in an 

abnormally high loss rate and the need to 

continue their deceptions in order to survive 

and grow 

?  Worldwide Ponzi/pyramid fraud resulting 

from Nu Skin’s de facto market saturation 
and misrepresentations about moving from 

the market in one country to fresh markets 

elsewhere  
 

?  Nu Skin’s efforts to buy credibility for its 
fraudulent program through worthy and 
visible donations, Olympic sponsorships, 

famous speakers at its conventions, notables 
on its board of directors, and other 

associations 

 
?  The need for prompt action by the FTC to 

fulfill its mission to protect consumers and 

fair trade – by finding Nu Skin in violation of 

the Order and by enforcing it with 

appropriate sanctions 
 

?  How failure to take enforcement action in 

the case of the 1994 Order for the protection 

of consumers (small investors) from Nu Skin 
(and similar programs affected by it) is 

analogous to the failure of the SEC to protect 

large investors in the Enron/Worldcom 

debacle – both resulting from earnings 

misrepresentations
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A. The 1994 FTC Order for Nu Skin to stop misrepresenting earnings of its 

distributors was  clear, appropriate, and important in fulfilling the mission of the FTC 

to protect consumers and to promote fair trade.
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There should be no cause for confusion or question about 
the intent and content of the 1994 Order, as can be seen in 
Exhibit 1, below. The Order was appropriate because Nu 
Skin International, Inc. (now Nu Skin Enterprises, Inc.), 
would tout huge earnings of top distributors, often stating 
that such earnings exceed those of all others in the 
industry. And Nu Skin still does this. (See B [Stage 3] 

below, and Appendix B.) For these reasons, and in spite of 
the protests of Nu Skin officials, the FTC was not in error 
in singling out Nu Skin for enforcement. For the FTC to 
issue such an Order and not enforce it would seem to 
undermine the integrity and efficacy of the FTC in 
fulfilling its mandate to protect consumers against unfair, 
deceptive, or fraudulent practices.

_______________________________ 
 

Exhibit 1: Excerpts from the agreement between the Federal Trade Commission  

and Nu Skin International, Inc., containing  
CONSENT ORDER TO CEASE AND DESIST 

Dated May 21, 1993 (File No. 912 3071) and finalized in April 1994 
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In the Matter of: Nu Skin International, Inc. (now 
Nu Skin Enterprises. Inc.), CJM, Inc. CST Management, 
Inc., and CK & C, Inc., corporations and Clara 
McDermott, individually and as an officer and director 

of CJM, Inc., Craig Tillotson, individually and as an 
officer and director of CST Management, Inc., and Craig 
Bryson, individually and as an officer and director of CK 
& C, Inc.  

IT IS ORDERED that respondents Nu Skin, CJM, 
Inc., CST Management, Inc., and CK & C, Inc., 

corporations, their successors and assigns, and their 
officers; Clara McDermott, individually and as an officer 
and director of CJM, Inc.; Craig Tillotson, individually 

and as an officer and director of CST Management, Inc.; 
Craig Bryson, individually and as an officer and director 
of CK & C, Inc., and respondents' agents, representatives 

and employees, directly or through any partnership, 
corporation, subsidiary, division, or other device, in 
connection with inducing or seeking to induce the 
participation of any person in any distribution, sales, or 

marketing plan, in or affecting commerce, as 
"commerce" is defined in the Federal Trade Commission 
Act, do forthwith cease and desist from:  

A. Misrepresenting, in any manner, the past, 
present, or future profits, earnings, income, or sales from 
such participation; and  

B. Representing, in any manner, directly or by 
implication, by use of hypothetical examples or 
otherwise, that distributors earn or achieve from  such 
participation any stated amount of profits, earnings, 
income, or sales in excess of the average profits,  
earnings, income, or sales of all distributors in any time 

period respondents may select, unless in conjunction 
therewith such average profits, earnings, income, or 
sales are clearly and conspicuously disclosed, and the 
percent of all distributors who actually achieved such 

stated profits, earnings, income, or sales in such time 
period is clearly and conspicuously disclosed.  

Finally, the Order prohibits the respondents from:  

1. Misrepresenting the past, present, or future 
profits, earnings, income, or sales of any person in any 
distribution, sales or marketing plan; and  

2. Representing that distributors earn or achieve any 
stated amount of profits, earnings, income, or sales in 
excess of the average profits, earnings, income, or sales 

of all distributors unless in conjunction therewith the 
average profits, earnings, income, or sales are clearly 
and conspicuously disclosed, and the percent of all 
distributors who actually achieved such stated profits, 

earnings, income, or sales is clearly and conspicuously 
disclosed.  

The proposed Consent Order also prohibits the 
proposed respondents from,  

(1) misrepresent ing, in any manner, the past, 
present, or future profits, earnings, income, or sales from 
participation of any person in any distribution, sales, or 
marketing plan; and  

(2) representing, in any manner, directly or by 
implication, by use of hypothetical examples or 
otherwise, that distributors earn or achieve from 
participation in any distribution, sales, or marketing plan 
any stated amount of profits, earnings, income, or sales 
in excess of the average profits,  earnings, income, or 

sales of all distributors, unless in conjunction therewith 
such average profits, earnings, income, or sales are 
clearly and conspicuously disclosed, and the percent of 

all distributors who actually achieved such stated profits, 
earnings, income, or sales in such time period is clearly 
and conspicuously disclosed.
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B. Nu Skin has flagrantly violated both the letter and the spirit of the Order from 1994 

to the present in three stages of misrepresentations: 
 

 STAGE 1: Period prior to the Order, when 

unsubstantiated huge earnings claims were being 

made, which led to the original FTC 

investigation and the Order 
 

 STAGE 2: From 1994 to 2000, when the 

company made available official distributor 

earnings reports. The intent of these reports was 

to substantiate earnings, but they are full of 

deceptions, which flagrantly misrepresent 

earnings and odds of “success.” This was 

particularly transparent after debunking the 

deceptions in its 1997 and 1998 reports of 

“Actual Average Incomes” of distributors. 
 

STAGE 3: From late 2000 (when reporting 

was challenged) to the present, the company 

went back to allowing promoters to quote huge 

extraordinary distributor earnings, without 

including the actual percentages of participants 

at the various payout levels.  
 

On September 4, 2000, I submitted a complaint 
regarding Nu Skin’s non-compliance with the Order to 
the FTC. Then on December 4, 2000, essentially the 
same complaint was filed with the FTC Enforcement 
Division as a petition filed by Pyramid Scheme Alert 

(PSA), a non-profit corporation organized to expose, 
study and prevent illegal pyramid schemes.  

The PSA petition detailed the violations of the 1994 

Order, based on the 1998 report of “Actual Average 
Incomes” of distributors, which Nu Skin officials made 
available until that time to persons who were recruited 

into their programs. This report was intended to support 
the income claims of Nu Skin promoters, but in fact was 
full of deceptions – 20 on a single page. (See Appendix 
A, which has been condensed for this report , and Table 1 

– Debunking the Deceptions.)  
When the aforementioned petition was published on 

the World Wide Web and passed on to FTC officials, Nu 
Skin stopped issuing such reports, apparently fearing 
further scrutiny. But no action has been taken to date. 

This case against Nu Skin is not based solely on the 

1998 report. Nu Skin had made reports available by “fax 
on demand” prior to that time, but they were long and 
difficult to decipher. But the 1997 and 1998 reports were 

particularly important to enforcement of the Order 
because they were easy to interpret and on official 
company -wide reports, and the deceptions could readily 

be debunked by a qualified analyst.  

The reasons for the original Order in 1994, 
following Stage 1, was widespread misrepresentation by 
distributors. The misrepresentations during Stage 2 

(discussed in the petition) were found in official 
company reports, especially the 1997 and 1998 reports 
of “Actual Average Incomes” of distributors. (Note that 
the 1997 report and analysis follows 1998 as an 
addendum on page 10 of Appendix A.) The 1997 report 
displayed the same primary deceptions (See section D 

below) as was used for 1998, and in 1994 to 1996 Nu 
Skin used similar devices to deceive prospects.  

Stage 3 was in essence a return to Stage 1. On 
February 8, 2001, a call was made by this researcher to 

the number which was previously given out to verify 
income of distributors, and the answer that was given 
was “That report is temporarily unavailable.” Several 

months later, an intercept indicated that the number was 
disconnected. Several calls were made to distributor 
relations at Nu Skin, but the answer finally given was 

“that information is no longer available.” 
Reports came by e-mail to PSA from distributors 

worldwide that Nu Skin promoters continued to claim 
the highest earnings for its top level (Blue Diamond) 
distributors in the MLM (multi-level marketing) 
industry, but without giving out data supporting such 
claims. See Appendix B for the form in which these 

earnings were compared to other MLM companies – 
with my comments on problems with these reports.  

Note that the report was from an outside business 
school, which allows Nu Skin promoters to quote them, 
rather than make the claims themselves. But there is no 
question about the source of the information – which 

begs for the qualifications suggested here. 
Nu Skin promoters never explained that the odds of 

achieving Blue Diamond status was less than one in 
12,500 – and that to be “successful” in the Nu Skin 

program, participants needed to become Blue Diamonds. 
This is because Blue Diamond distributors received 

about 58.6% (63% in 1997) of the payout – out of 
thousands of their respective downline participants 
(including commissions that “roll up” from dropouts).  

In Provo, Utah, where Nu Skin is headquartered, 

“Blue Diamond University” weekend rallies have been 
held recently, implying that anyone who put forth the 
effort (and paid out extensive moneys for products and 

services) could become a Blue Diamond distributor. But 
never were recruits told that their chances of becoming a 
Blue Diamond were less than one in 12,500. 

Further evidence of misrepresentations during Stage 
3 are discussed in Appendix F: ADDENDUM. 
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Exhibit 2: Meeting with Nu Skin officials challenging my analysis 
 

  On March 30, 2001, at their request, I agreed to 
meet with Max Pinegar, formerly Nu Skin general 

manager, and Corey Lindley, then Nu Skin’s CFO. 
Mr. Lindley attempted to discredit my finding in the 

PSA petition that the U.S. retail sales statistics implied 
by the “Actual Average Incomes” report differed sharply 
with those required by the SEC in their annual report. 
Mr. Lindley explained the juggling back and forth of 

sales figures in 1998 due to international inter-corporate 
transfers and restructuring, and other factors.  

However, even under the most liberal of 
interpretations, the numbers reported for U.S. sales 
revenues to the SEC do not come anywhere near those 
reported to the FTC in 1998. And Mr. Lindley’s 
justifications did not explain the same three deceptions 

underlying other reports from 1994 to 1997, nor the 
reports of average incomes of top distributors given out 
since 1998 – which avoided any substantiation of 

income figures. Let us examine this further. 
Obviously, Nu Skin’s CFO had the advantage in 

that he held the U.S. sales figures close to his vest and 

was not very open about disclosing them. But Mr. 
Lindley would have to do some serious number 
stretching to get U.S. retail sales up to the $353.8 million 
in 1998, 1999, or any year—as projected from the 

“Actual Average Incomes” report required by the FTC 
when large incomes were touted, triggering the need for 
statistics to back up the claims of Nu Skin promoters.  

However, the 2000 Annual Report (page 36) does 
reveal revenues from North American operations (of 
which 95% was in the U.S.) of $72.7 M, $117.9 M, and 

$155.8 M in 1998, 1999, and 2000, respectively. For 
2001 the figure was $155.9 million. It never exceeded 
$160 million for any year during the years 1997 to 2001 
– not even half that projected in the “Actual Average 
Incomes” supplied to prospects who made investment 
decisions based on these misleading statistics.  

So my conclusions, based on conflicting 
information between reports to the FTC and SEC, are 
indisputable. In fact, after subtracting starter kits and 
minimum qualifying purchases by distributors for 

Executive qualification, retail sales are far lower than 
what I estimated. 

It should also be noted that the 1997 report of  

“Actual Average Incomes” followed the same format as 
for 1998, and used the same three basic deceptions to 
misrepresent earnings – which will be explained in 

Section D, below.  And the excuse of inter-corporate 
transfers cannot be used to the same degree for 1997. 
Distributor income reports prior to 1997 were more 

difficult to decipher, but careful analysis suggests similar 
deceptions were used, as they were in other years.  

 When I pressed Nu Skin’s CFO on the matter of not 
counting distributors who invested in the program and 

then dropped out (a crucial statistic for prospective 
recruits), he stated, “We’ve never deemed that to be 
material.” When pressed further on the matter, he finally 
admitted to me (with a witness present) that the 

company purges the records of ex-distributors on a 
regular basis. Thus perhaps the most damaging of 
evidence which could be used against Nu Skin on this 

vital issue in court, is destroyed and kept from the 
knowledge of regulators now and in the future. 
 When I kept pressing these gentlemen about the 
numbers in their report, Mr. Lindley responded, “People 
don’t pay any attention to those numbers.” And why 
would Nu Skin officials want to bring it up? If true 

numbers were provided prospects in a form that they 
could understand, no rational person would sign up. 
 Apparently, Nu Skin’s response to the findings in 

the PSA petition was to stop publishing the report at all. 
(See Complaint and supporting documentation in 
Appendix A.) Mr. Lindley used as an excuse that SEC 

requirements limit public disclosure of information for 
the protection of investors. But investors make their 
decisions on the assumption that the business is honest 
in its reporting. It seems that Nu Skin officials fail or do 

not wish to acknowledge that the key to their business – 
the participation of new recruits – is predicated on 
honest reporting of average earnings to these recruits.  

In other words, Nu Skin officials use SEC rules to 

defy the FTC Order. Instead of releasing true and 
adequate information, Nu Skin gives out misleading 
or inadequate information and uses the SEC as an 

excuse to avoid telling the whole truth (which would 
discourage anyone from signing up). So prospects are 
told they can become a Blue Diamond and make this 

enormous income without being told how close to 
zero are their odds of doing so. (See Tables 1 and 4.) 

Investors are deceived as much as are recruits 

into the scheme by being told Nu Skin is a direct 
selling opportunity, rather than a highly leveraged 
and exploitive product-based pyramid scheme. (See 
Section F, below.) None would invest if they were 
given true information. So the SEC and investors are 
both misled. 

Following my meeting with Mr. Lindley and Mr. 
Pinegar, I wrote my response to their challenges and sent 
copies to founder Blake M. Roney, Chairman of the 

Board, and Steven J. Lund, President and Chief 
Executive Officer of Nu Skin. They both wrote me back, 
expressing the view that Nu Skin offers quality products 

and a fine income opportunity, that not everyone 
succeeds at this business, as is the case with any 
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business, etc., etc. (For more on the meeting, see 
Primary Deception #1. below.) 

Overall, the responses of Nu Skin officials to my 

challenges reminds me of a child caught with his hand in 
the cookie jar, who cannot come up with a satisfactory 
explanation and so invents an excuse – “My brother 
made me do it,” etc. NS officials dramatically display 
the “cognitive dissonance” expounded by the 
psychologist Leon Festinger, which explains this denial 

and rationalizing behavior. 
Mr. Lindley often boasted that Nu Skin reporting 

practices followed GAAP (generally accepted 
accounting principles). Since the revelations of Enron, 
Arthur Anderson, and others, the GAAP cover quickly 
evaporates. As explained below, Nu Skin could be the 
Enron of small investors. All it takes to unravel the 

deceptions is someone who is skilled at long division 
and some basic algebra and statistics. 

It should be explained here that many of the official 
apologists for Nu Skin have never been distributors for 
the company, so they have a limited understanding of the 

dynamics and extent of the misrepresentation that 
routinely goes on in the recruiting process. It would be 
better if the founding distributors – who created the 
compensation system – answered these charges.   

In my opinion, if the founding distributors were 
investigated or cross-examined in their claims by a 

capable and knowledgeable prosecutor, they could be 
easily tripped up. So to protect themselves from rigorous 
cross-examination, they hire willing support staff (which 
includes the CFO, corporate attorney, and other 
managers of the infrastructure for a product-based 
pyramid scheme) who parrot the answers they are taught.  
 I believe it is no accident that the present CEO, an 

attorney who is leaving his post this year, is being 
replaced by M. Truman Hunt – another attorney .

 

C. During all three stages, the resulting consumer damages have been significant. 

Millions of participants have been defrauded of billions of dollars worldwide. 
 

 Nu Skin’s whole business is predicated on 

representations made to prospects that it is a legitimate 
business and that it will be profitable for them to 
participate. When those representations mislead, people 
are defrauded of the money they invest (usually in the 

form of products and services from Nu Skin).  
 Careful study leads to the conclusion that the degree 
(though not the total amount) of misrepresentation by Nu 
Skin exceeds that of Enron, Worldcom, and other major 
corporations, which have recently received much recent 
media attention. The agency responsible for regulating 

the securities market failed to protect investors from 
misrepresentation. As a result, SEC Director Lindsey, 
was replaced in December of 2002.  

But with Nu Skin, instead of investors losing assets 
because of earnings misrepresentations of the 
companies, participants in the “Nu Skin opportunity” 

lost money in the form of investments in products and 
services from Nu Skin, based on significant 
misrepresentations in claims of average earnings of 
distributors. As a result, approximately 99.94% of Nu 

Skin recruits lost money – never to be recovered. 
Nu Skin counters these losses with the argument 

that they their distributor contract includes a one-year 

buy back policy for unused merchandise. But this 
presents one of the challenges for distributors – the time 
it takes to discover the validity of the Nu Skin program.  

None of the ex-distributors I interviewed became aware 
within a year of the misrepresentations that had been the 
cornerstone of their signing up as a distributor.  

After leaving Nu Skin following a one-year test of 
their system, it took me several years to fully decipher 

the deceptions, which I reported in the PSA petition. 

And I have a Ph.D., with considerable experience as an 
analyst, entrepreneur, and evaluator of small business 
opportunities. Investigators tend to underestimate the 
cleverness of the compensation systems of product -

based pyramid schemes. Without understanding the five 
key red flags of recruiting MLM’s (Appendix D), which 
taken together constitute major fraud in multi-level 
programs, it is very difficult to see through the 
deceptions. 

Unfortunately, few filed complaints because Nu 

Skin indoctrinates recruits into believing that any blame 
for failure is the distributor’s, rather than a highly  
leveraged compensation system favoring those at the top 
of the pyramidal hierarchy. 

Since the founding of Nu Skin, millions of 
participants have been defrauded of billions of dollars 

world-wide, due in large part to its misrepresentations in 
promoting its programs. Hundreds of thousands of 
additional recruits (mostly in Asia) have been defrauded 
of hundreds of millions of dollars since the original 

filing of the PSA petition in December 6, 2000.  
The actual amount of losses can be estimated by 

referring to the total revenues published by Nu Skin. 

Since this analysis leads to the conclusion that 99.94% 
of participants lose money (after subtracting product 
purchases and operating expenses), the revenues 

reported to the company was obtained by defrauding the 
99.94% of downline participants who could be 
considered victims of the scheme. Total revenues since 

the Order have exceeded six billion dollars, so damages 
to participants could easily exceed five billion dollars.
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Table 1: DEBUNKING THE DECEPTIONS 
Percent of participants who succeeded in earning a profit  
and percent who lost money in Nu Skin Enterprises, Inc. – 

BEFORE and AFTER the author debunked the deceptions 
in Nu Skin’s “1998 Actual Average Incomes” report of distributors’ incomes 

 
Based on report by Jon M. Taylor, Ph.D., President, Consumer Awareness Institute 

and Director, Pyramid Scheme Alert 
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D. Three primary deceptions underlay the misrepresentations, which have continued 

since the Order. Taken together, these three deceptions lead to a totally different 

income picture than that represented to prospects being recruited into the Nu Skin 
scheme: 
 

It would be difficult to conceive of a report more 
rife with misrepresentation than is the 1998 report 
analyzed in the PSA petition. Persons attending Nu Skin 
opportunity meetings are led to believe that every person 

who puts forth at least some effort can earn at least some 
income. Also, Blue Diamond status is presented as a 
realistic goal for anyone willing to put forth the effort. 

After debunking the deceptions, the true picture is 
180 degrees from that presented in recruiting 
settings . (See Table 1 – Debunking the Deceptions, 

supporting documentation at the end of the PSA petition 
in Appendix A – and Appendix B and C.)  

In fact, less than one in 3,838 earn a profit, and 
far less than one in 12,500 earn the status of Blue 
Diamond to which prospects are taught to pursue. 
The 1998 report is so misleading that 20 deceptions 
have been identified on a single page! An interesting 

comparison can be seen – the hugely skewed earnings 
picture surpasses in degree the recent earnings 
misrepresentations by Enron, Worldcom, or Global 
Crossing.  

Since the 1994 Order, most of the major 
misrepresentations relating to earnings of distributors 

fall into one of three primary misrepresentations, which 
are discussed below. As will be explained, these three 
taken together create an extraordinary differential 

between what Nu Skin promoters are telling prospects 
are “actual earnings” and what are indeed actual 
earnings.  

 
PRIMARY DECEPTION #1: The odds of 

success were skewed by not counting the total 

population of participants in its statistics, 

evidence of which was routinely destroyed. 
 

Never is the total population of investors in the 
scheme mentioned, but only those who are “actively 
participating distributors.” If they are no longer buying 
products or recruiting they are no longer considered 
“active.” That may be true, but to not count them, 

assuming they did not try or did not “apply the program” 
is presumptuous. This would be like only counting those 
who bought 100 lottery tickets when figuring the odds 

because they were the only ones who were serious about 
making a bet. If those NS recruits who dropped out are 
not included in their statistics, the odds of success in the 

Nu Skin “opportunity” are skewed by a multiple of at 

least 20 – a huge deception.    
In the aforementioned meeting with Nu Skin 

company officials, I brought up the issue of the total 
population used for representing “Average Actual 
Incomes” of distributors on the report upon which 
distributors’ odds of success are based. The impact of 
this statistic is evident upon studying the petition. In 

trying to pin down Mr. Lindley on this issue, I found 
him evasive, giving four different answers at four 
junctures in the conversation:  

When first asked about the total population of 
distributors who had signed on to the Nu Skin program 
since the beginning or for any given period, he 

responded, “We’ve never deemed it to be material.” 
Then, as though it were as relevant to distributors, he 
said, apparently as a diversion, “We’ve also never 
disclosed the total number of employees we’ve hired.” 

Another time he ducked the question by invoking 
Securities Regulation FD, suggesting that in giving 

public disclosures of information, he could not release 
information to individuals before releasing them to the 
public. But the “Actual Average Incomes” reports were 
public documents, at least made public until discovered 

to be so deceptive. 
Surely Mr. Lindley, when acting as CFO for Nu 

Skin, understood the difference between information 

disclosed under FD (SEC) and information required by 
the FTC under the 1994 Order to avoid misrepresenting 
earnings of distributors. Investors would also want to 

know that information supplied to prospects regarding 
odds of success would not mislead them, since such odds 
may (or should) be a primary factor in their decision to 
participate in the program. And the foundation of the 
whole Nu Skin program is its hierarchical network of 
distributors who have been recruited on the bases of 
their representations. 

When the issue was raised a third time, Mr. Lindley 
said flippantly, “Oh, well, we purge those numbers.” So 
perhaps the most important single statistic for 

prospective distributors – the success rate – is 
undermined by purging and minimizing the denominator 
in the equation for calculating the ratio of success 

against the entire population of those who attempt the 
Nu Skin “business opportunity.” In a sense, the whole 
premise of Nu Skin’s business is built on this statistic, 

but instead is replaced with “active distributors,” a 
misleading statistic. In effect, Mr. Lindley was admitting 
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(in the presence of three witnesses) that Nu Skin 
routinely destroys crucial evidence of its 
misrepresentations. 

Finally, realizing I sensed his evasiveness, Mr. 
Lindley offered that “in any given year, 200,000 to 
300,000 distributors are recruited world-wide.” This 
makes my estimates for recent years very conservative. 
At one time, the number of distributors in the U.S. was 
much higher than overseas, and since the report deals 

with U.S. distributors, my conclusions on terminations 
and inactive distributors still holds, even though Nu Skin 
avoids tracking or giving out accurate totals.  

Mr. Lindley pointed out that “active distributor” 
counts are defined in many ways. Never does Nu Skin 
count all who sign up as distributors to be the distributor 
population for statistical purposes. Yet it is 

inconceivable that over 95% of recruits who sign up and 
pay to become Nu Skin distributors have no intention of 
becoming distributors – unless they were “dummy 

distributors” to satisfy “pay to play” or head count 
requirements.  

Mr. Lindley claimed that the practice of using a 

narrow base of “active distributors” in figuring the odds 
of success for an MLM was in keeping with an “industry 
standard.” He was not doubt referring to the DSA 
(Direct Selling Association), which has become a 

spokesman for the MLM industry. But accepting this 
practice is no better than Enron, Worldcom, and other 
corporations failing to expense executive options in 
calculating earnings upon which investor decisions are 
based. The effect is the same – exaggerated claims of 
success upon which decisions are made to participate in 

the Nu Skin program – or earnings upon which 
investment decisions are based. 

To eliminate in the report the distributors who 
terminate or become inactive after signing on would be 
like saying to prospects, “Your odds—after eliminating 
95% of you investors, who will become deadbeats, 

anyway —is 1 in 192! Or, 1 in 3,838 will earn a profit if 
we include everyone, including those of you who remain 
active and those of you who will eventually be losers, 
which is the vast majority of you!” It should be disclosed 

that  less than one in 12,500 are likely to make the 
income of  Blue Diamond distributors – who pocket 
most of the commissions and bonuses paid by Nu Skin. 

If they did this, they would at least be honest – but then 
no one would join the Nu Skin program. This should be 
a good thing for them, if not for Nu Skin. 

 

Misrepresentation in Asia: 
 
 Recently, Nu Skin promoters have recruited 

aggressively in Asian countries. Since the company there 
is outside of the U.S. and the scrutiny of the FTC, 
income claims are made without discussing the odds of 

achieving such incomes. I asked Asian correspondents 
there if it was  true that Nu Skin recruiters compared the 
average incomes of Nu Skin's top distributors (Blue 
Diamonds) with top earners of other companies (see 
Appendix B) without giving out the odds or likelihood 
of achieving those levels? A correspondent named Susan 
from Malaysia answered: 

 

Yes, we were given the numbers and the chart 

showing the astronomical difference [between top 

distributors’ earnings for Nu Skin versus those at other 

leading MLM companies].  We were also told that's the 

reason why companies like Amway and Cosway are 

losing members rapidly. The most hyped member, earns 

about USD 15,000 every day or about USD 400,000 a 

month.  
 

She was later asked,” Were you told that less than 
one in 625 (U.S. figures – one in 300 in Hong Kong) 
currently “active distributors” are Blue Diamonds?” [– 
and that distributors who dropped out were not counted 
in the statistics, which would make the odds far worse – 

less than one in 12,500? The one in 625 or one in 300 
is a huge deception.]  

 

Answer : No, [citing] statistics are a rarity. We were 

shown successful distributors pictures and lots of blue 

diamonds from Japan.  

 

 Jerome Pang from Singapore observed: 
 

There was the usual presentation of potential income 

up to Sing 75,000 dollars but there was no show of 
what percentage of persons/distributors who achieved 

or were able to achieve thes e incomes or what 

percentages were successful [in Nu Skin] in Hong 
Kong or the US.  The following were always illustrated 

during the "business opportunity meetings" 
 

If 2 distributors became executives you could earn 

S$2000 pm. [per month] 
If 4 distributors became executives you could earn 

S$5000 pm. 

If 6 distributors became executives you could earn 

S$9000 pm. 

If 8 distributors became executives you could earn 

S$22,000 pm. 

If 12 distributors became executives you could earn 

S$75,000 pm. 
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PRIMARY DECEPTION #2: Expenses, 

including “pay to play” purchases, were not 

subtracted when figuring income, ignoring 

breakeven and hugely distorting income 

averages. 
The importance of subtracting “incentivized” or 

“pay to play” purchases (purchases to meet volume 
quotas required to qualify for commissions or 

advancement) is explained in my separate report entitled 
Five Defining Characteristics of Product-Based 
Pyramid Schemes, or Recruiting MLM’s. (See summary 
in Appendix D.) I will not elaborate on it here, but it 
should be studied carefully to clarify what are some vital 
(though thorny) issues regarding compensation systems 
of recruiting MLM’s. But suffice it to say that in other 

businesses, any expenses required to qualify to conduct 
the business is considered a business expense.  

In my one-year test of the Nu Skin system, I found 
it necessary to spend an average of $1,543 per month on 
products, training, and all operating expenses in order to 
advance in the scheme. My commissions finally rose to 

about $246 a month, for a loss of $1,297 per month. And 
this put me in the top 1% of all Nu Skin distributors! 

Add to qualifying expenses the operating expenses 
of travel, supplies, telephone services, etc., and the costs 
can be substantial. Yet these are never quoted at Nu Skin 
opportunity meetings. Subtracting product and operating 

expenses raises the breakeven bar to the point that only a 
tiny percentage of Nu Skin participants actually realize a 
profit. In the case of recruiting MLM’s such as Nu Skin 
[See F below – and Appendix A] this analysis leads to 

the conclusion that approximately 1/30 of 1% of 
participants actually realize a net profit –  far less than 
the “Actual Average Incomes” report would suggest. 

In recruiting meetings in Singapore and Malaysia 
during the years 2001 and 2002, product and operating 
costs are not mentioned as a significant factor in 

estimating income. I asked a distributor in Malaysia 
(who requested she not be named) this question:  “ Were 
you reminded that purchases and operating costs of 
recruiting enough persons to have a profitable downline 
could be very expensive and even wipe out all profits?”    
 

Answer : No, none were mentioned.  It was made to be a 

low cost, high benefits business.  All we have to do is to 

show them to friends and acquaintances, the products 
would sell by themselves.  
 

Neither the cost of required purchases to “play the 

game” or of necessary operating costs to be successful 
were mentioned. 

 

Henry and Liza, a couple from Singapore 

(henry_liza@hotmail.com ) wrote: 
 

First of all, I really hope you can take time to reply to 

my query as we (my wife and I) are about to start into 

this “business” as recommended by a very close friend. 

We, in fact, already paid our distributor's fee and bought 

an executive pack of products from Nu Skin. All  these 

are necessary as this is the 'system' defined by our 
uplines. Now, we are 'encouraged' to buy a '5-pack' , 

i.e., 5 executive packs, which they say will start to fast 

track our becoming executives, hoping that our 
recruits or downlines will 'duplicate' this system. By 

the way, this executive pack and 5-pack kind of 

system is proven [or so they had been led to believe] to 
earn thousands of dollars per month, as confirmed by 

our uplines.  

We haven't started getting our recruits yet. This is 
simply because we still have some hesitations about the 

'system' and of course Nu Skin, in general. Nu Skin 
products are the first products launched in a country after 

which they will then launch Pharmanex, Big Planet, and 

so on. Have you heard of such names? Are these MLM 
and how are they different from Amway, etc.? [They are 
divisions of Nu Skin, which apparently was not disclosed 

to them.] 

 

Please help.  
  

Later they wrote: 
 

Thanks for sending us this information.  It had helped 

us so much to make a decision to stop and be further 
involved in this "business opportunity".  

We [had] signed up and already bought the 

advanced-500 pack.  We're asked to buy 5 more packs to 
accelerate the process of being an executive.  We 

declined and started researching about this thing.  

It s true – many recruits hesitate at this point during 
training as to whether to launch their business with the 5 

packs or not. Some start to get serious and do more 

checking just like this couple. Many attend even more 
trainings and recruits are encouraged to attend the “Blue 

Diamond University” mostly conducted by George 

Calligeros himself who is a GREAT TRAINER and 

PRESENTER and some end up “taking up the 5 packs” 

to launch the business.  

Essentially, the 5 packs are returnable within 365 

days for 90 per cent and within 60 days for 100 per cent. 

However, the leadership’s argument is that “stocking up” 

is part of the SYSTEM and its been Nathan Ricks 

specially designed system that has allowed him to build 

his great fortune etc. Nathan himself supports this and 

says that “people suddenly see more prospects” once 

they commit to the 5 packs! (its true because they are all 

stressed up to move the packs or fail and be seen 

returning them). . . .  

It’s a “mental paradigm shift” for most people to 

accept that a) they have to give profit to their upline 

partners and b) they allow their uplines to earn these 

points. However, if one is serious, it’s the way it has to 

work because in this recruitment model, there is no other 
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way you can move that fast without sponsoring products 

downline and earning your points that way. They always 

say “pay once and earn it back 5 times”. [How could 

the “pay to play” feature of a product-based pyramid 

scheme be better articulated than that?]  

 
NOTE: Using simple algebra, I figure about 

$1,751 US dollars for the 5-pack mentioned above, or 
a total of about $2,251 that Henry and Liza were 
expected to invest to “play the game.” This 

corresponds roughly to amounts often invested by 
victims of the Nu Skin program in this country. 

David Kwok Chong, a correspondent from 
Singapore (kwok_chongdavid_mun@baxter.com), 
identified what he calls “VICARIOUS 
MISREPRESENTATION,” or the penalty for not 

recruiting and buying a sufficient quota of products: 
 

This is where the MAJOR “CRIME” is committed – 

the Independent Distributors, in particular the BLUE 

DIAMOND LEADERS and their teams will mostly do 

anything TO SUCK OTHERS IN and they do this 

because they would otherwise LOSE WHATEVER 

THEY HAVE BUILT ! 
 

George Calligeros always said “The fear of loss is the 

greatest motivator” in his [Nu Skin] presentations and 

training and he knows and works on this. His modus 
operandi is to get recruits on the “path of Executiveship” 

so that they appear to themselves to be “on track to Blue 

Diamond” and the “Fear of Loss” will keep them 
maintaining their Executiveships even if they BREAK 

THEIR BANKS AND CREDIT CARDS in the process! 
 

From experience, observations, and worldwide 

correspondence, it is clear that Nu Skin’s primary source 
of revenues is not retail sales, but purchases from a huge 
network of middlemen disguised as distributors.  

 

PRIMARY DECEPTION #3: Nu Skin 

promotes its program as a “direct sales 

opportunity,” a major misrepresentation – which 

becomes evident when its compensation system is 

understood and its “Actual Average Incomes” 

reports debunked. Based on bogus survey 

statistics, sales at full retail prices were assumed 

that had seldom occurred, except for new 

recruits paying full retail prices for “pay to play” 

purchases. Thirteen proofs, taken together, provide 

solid evidence of no significant retail market. 
 

In spite of Nu Skin’s claim that most products 
purchased by participants are sold directly to end users 
at the listed retail price, evidence that Nu Skin 

“distributors” seldom sells products to persons outside 
its network is plentiful: 

 

(1) In Nu Skin’s compensation system, the rewards 
for recruiting far outweigh rewards for retailing. Using a 
simple principle of differential rewards, when the odds 

are stacked over 1,000 to one in favor of those who 
recruit their way to the top as compared to those who 
attempt to make money retailing, participants will see it 
is to their advantage to concentrate on recruiting, 
especially with such high priced products. It becomes 
clear in the way the scheme is promoted that recruiting – 
not retailing – is where the money is. 
 

(2) Retail list prices for Nu Skin’s products are 
too high to be competitive on the retail market –so that 

only in well-to-do neighborhoods could a distributor be 
successful in selling products at the suggested retail 
price. For example, a couple with two teen-age children 
taking LifePak would pay about $200 a month wholesale 
for basic nutritional supplements. If in addition they buy 
skin care products and/or computer services, that figure 

could easily rise to twice that amount. And if you add 
43% retail markup, they could be up to $572 a month – 
before even buying groceries for the family! 

Nu Skin officials counter that the products are high 
priced because they are superior to other products on the 
market. But experts I have consulted in the fields of skin 

care, nutritional supplements, and computer services 
have emphasized that Nu Skin’s products are not top -of-
the-line in their respective categories – at least not 
sufficient to justify their high prices.  

 

(3) Little or no viable retail market remains after 
Nu Skin has recruited in an area and moved on. This 

is apparent to anyone who has followed their movements 
from one market to another – a process I call “re-
pyramiding”. So Nu Skin promoters have engaged in re-

pyramiding from country to country and from one 
product division to another in order to keep the income 
stream going for both the company and for Blue 
Diamond distributors. This suggests that products sold at 

retail were primarily sold to those in the network as “pay 
to play” purchases. So the sellers are the buyers, and the 
buyers are the sellers – to themselves and their families.  

 

(4) Determined to prove whether the Nu Skin 
program was a genuine opportunity or a scam, I 

performed a one-year experiential test of the Nu Skin 
program, attending over 60 opportunity meetings and 
conversing with “distributors” at all levels, including 

Blue Diamonds. Out of over 200 distributors I had 
contact with, I recall only one person who focused on 
selling Nu Skin products at full retail price. This was a 
woman who lived in a well-to-do neighborhood.  
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It was my observation that when products were 

sold at the listed retail price, it was generally only to 
new distributor recruits who were willing to pay such 
inflate d prices to qualify to “play the game.” Nu 
Skin’s retail rules (minimum of five retail customers, 
80% of products sold or used, etc.) were just cosmetic to 
satisfy the FTC and state agencies. They were merely 
winked at and not enforced. All ex-distributors I have 
spoken with agree on this point. These rules simply do 

not work. Without addressing the underlying 
compensation system, exculpatory rules merely offer an 
easy way to feign legitimacy by appearing to comply. 

 

(5) Surveys of distributors cited by Nu Skin in its 
“Average Actual Incomes” include a finding that “55.7% 
of personal sales volume was sold at retail to end 
consumers.” If true, this would indicate substantial retail 
sales in the aggregate. However, ex-distributors I 
consulted agreed with me that the 55.7% retail figure is 

a bogus statistic and that sales of products by Nu 

Skin to end users at full retail price is the exception 
and not the rule.  

This statistic is misleading and does not square 

with experience or observation or incentives in the 
compensation system. And it is invalid because of the 
company’s strongly worded warning in their “Policies 
and Procedures” directives, in which it is made clear that 
violating these “rules” could cause loss of commissions 
– a severe sanction against survey respondents’ telling 

the truth. One must conclude that the above-mentioned 
survey is spurious and that respondents are telling what 
they should be doing, not what they are  doing.  

 

(6) I would ask anyone reading this, “When were 
you last sold products by a Nu Skin distributor 
without the ‘business opportunity’ pitch?” Since Nu 
Skin has probably signed up over two total million 
distributors in this country since 1984, and assuming 

their products are as outstanding as Nu Skin promoters 
claim, one would expect that a lot of ongoing sales to 
retail customers would continue to be made to retail 
customers (as is the case with Avon) outside of 
distributors’ networks. Such is not the case.  

No, Nu Skin sells primarily to participating 
distributors and their families – who generally stop 

buying from Nu Skin when they leave the program. 

Their claim to any significant ongoing retail 
customer base in this country is a sham. 

In fact, most participators are not “distributors” at 
all, but participating investors who make a lot of 
purchases to meet quotas and to advance in the scheme. 

To be successful, participants must also recruit 
aggressively and encourage their downline participants 
likewise to recruit and buy products. So when the 
recruiting dries up in an area, the retailing vanishes. 

 

(7) Extensions of “incentivized” or “pay to play” 
purchase requirements of participants at the various 

payout levels severely limits the amount of retailing 
possible within actual or reported sales  – as reported to 
the SEC and to investors.  

 

(8) From my discussions with ex-distributors, I 
found that when they terminated their 

distributorships, their spending on Nu Skin products 
generally dropped 80% to100%.  In my case, 
purchases of Nu Skin products dropped from about $500 
a month to zero after quitting. For example, we replaced 
the flagship “LifePak” nutritionals, costing about $150 a 
month retail for my wife and me, with quality 
supplements from a retail store that cost less than $30 a 

month. My total purchases from Nu Skin dropped from 
an average of $450 a month to zero. This was typical of 
ex-distributors I spoke with. 

 

(9) Another telling statistic is total Nu Skin 

revenues, which grow with aggressive recruiting, but 
languish when recruiting markets thin out. In the 
early years of the company, when recruiting spread 
rapidly in the U.S., revenues likewise grew. Promoters at 

Nu Skin opportunity meetings spoke of NS being a 
“billion dollar company.” Even though total recruits had 
numbered in the millions, revenues languished when de 
facto saturation became apparent in this country. 
Revenues in 1994 were only $330 million. Sales were 
also affected by legal actions against Nu Skin. 

Then company officials and Blue Diamond 

recruiters began developing markets for recruiting in 
Japan, Korea and other Asian markets in the mid-
nineties. Revenues soared as recruiting took hold, 

peaking at $953.4 million in 1997. De facto saturation 
for direct sales set in among populations in these areas, 
distributors terminated, and revenues leveled off. Then 

NS officials worked to open new markets in the 
Philippines, Singapore, and Malaysia to replace the 
dropouts. Hundreds of thousands of new recruits came 
on board, but revenues did not increase because the 

recruiting markets in these countries were limited, and 
new recruits barely kept pace with the dropouts.  

The point here is direct sales have been sufficient to 
sustain any given market. When the recruiting stops, 
sales drop sharply (except for sales made by churning 
new recruits to replace those that drop out), until new 

recruiting markets can be opened up and new recruits 
can be induced to buy products at full retail price to 
“play the game.” 

 

 (10) Dummy distributors and counterfeit 

“customers” pump up the numbers. 
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Since Nu Skin’s compensation system is so heavily 
weighted to the “back end” (top -level Blue Diamond 
Distributors) of the plan, there is enormous incentive to 

inflate the head count of “executives” and qualified 
distributors to advance up the levels in the hierarchy to 
whom the bulk of the payout from Nu Skin is made.  

From my test of the Nu Skin system and from 
numerous interviews with ex-distributors, I found a 
pattern that is very common in the network of upwardly 

striving distributors. They would ask a friend or relative 
to take the role of distributor and then buy products in 
that person’s name. They would also get trusted persons 
to act as “customers,” in case they were ever challenged 
on whether or not they had met the company’s minimum 
customer rule to “document retail sales to at least five 
retail customers.” While this rule may have made sense 

to company officials, outside observers, and enforcement 
investigators, it seems ludicrous to those who have been 
actively involved in the system.  

 

 (11) But an even stronger argument against Nu 
Skin’s claim to be retailing products is an intuitive one. 

Why would anyone pay inflated “retail” prices when 

they can get products wholesale from other 
participants – who are highly motivated to meet their 
qualification and/or advancement requirements for 

purchases (supposedly for resale), even if it meant 
selling wholesale to do so?  

 

(12) The retail “proof is in the pudding.” The 
fallacy of MLM promoters’ oft-repeated boast that 
MLM is “the wave of the future ” is made transparent by 

the fact that MLM remains an insignificant factor in the 
retail marketplace. Recent total U.S. retail sales have 
exceeded $3 trillion per year. While estimates vary 

widely, it seems that collective sales of all MLM 
companies together has never reached even ½ of 1% of 
total U.S. retai l sales in any given year – after 30 years 

of claiming to making huge inroads in the marketplace.   
 

 (13) Nu Skin’s published reports contradict 

one another. The numbers simply do not add up. 

When one correlates the 1998 Average Annual 
Incomes report with figures in Nu Skin’s annual 
report, obvious discrepancies emerge, proving again 

the falsity of the claim that distributors are retailing 
to any significant degree outside of their distributor 
network. The following calculations are quoted from the 

PSA 2000 petition: 
 

 If 55.7% of purchases were sold for at a retail 

markup of 43%, then the reported average income of 
$1,555.23 to distributors who did not receive 

commissions would represent an average wholesale cost 

of $3,616.81. And this supposedly represents 55.7% of 

personal sales volume.  

 Divide $3,616.81 by .557 and you get $6,493.38 

total purchases. Multiply this in turn by 54,487 

distributors who did not qualify for commissions, and 

you get wholesale purchases of $353,804,796.10 – or 
$353.8 million (probably well over $400 million if 

purchases by commissioned distributors are included). 

But based on Nu Skin’s annual report required by the 
SEC, $88.3 million revenue was reported for markets 

outside Asia in 1998.  

 In 1999 North America generated 84 % of revenue 
of the “Other Markets.” If a ratio even close to this were 

applied to 1998, the total revenue for North America 

would be only about $74.2 million. The validity of the 
aforementioned “1998 survey of active distributors’ 

retail sales” is discredited.  
 

Again, the huge discrepancy between 1998 U.S. 
sales revenue figures given to the FTC and Nu Skin 
recruits (about $74.2 million) and those given to the 

SEC and investors in Nu Skin stock ($353.8 million) 
confirms the above conclusions regarding retailing.  
The same underlying deceptions applied as well to 
reports for 1997 and other years.  

Nu Skin begins its 2000 Annual Report with a large 

headline stating: “We are direct selling entrepreneurs.” 

Nu Skin officials thus mislead not only recruits, but 
also investors in its company by affirming that it is a 
direct sales business, rather than a recruiting MLM, 
or product-based pyramid scheme  (See sections E and 
F below.) – wherein the vast majority of sales of its 
products are to its distributors. It is a study in deception 

that Nu Skin has not only avoided the label of “pyramid 
scheme,” but also “MLM” or “multi-level marketing.” A 
pig is a pig, no matter how many dollars are spent 

positioning it as a horse.  
It should be noted that China has agreed to allow 

Nu Skin to establish retail centers, a marked departure 

from its resistance to allowing MLM in the country. This 
does not represent a change in Nu Skin’s fundamental 
policies, but an effort to provide a foot -in-the-door into a 
huge Chinese market for top distri butors from other 

Asian countries, whose local markets for recruiting are 
reaching de facto saturation.  

In terms of Nu Skin’s basic highly leveraged 

compensation program, China represents a dead end 
for a program that depends on recruitment for 
growth. It is absurd to imagine retail Nu Skin shops for 

each of the hundreds of thousands of distributors who 
have been recruited in other countries.  

Assumptions of retail sales by Nu Skin are greatly 

exaggerated, especially since they are virtually non-
existent outside of China. Retail products are priced too 
high to be competitive, and the compensation system is 

heavily stacked in favor of recruiting, so there is little 
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incentive to sell at retail. Essentially, the sellers are the 

buyers, and the buyers are the sellers – to themselves 
and their families!  

Not only is the reporting of Nu Skin full of 
misrepresentations, but the stated mission in its reporting 
and actual business practices clearly contradict one 
another. In all of its annual reports and releases to the 
media and to prospects, company officials present the 
company as a direct sales company. For example, in the 

2000 Annual Report to stockholders, the opening title 
boldly proclaims: “We are direct selling entrepreneurs.”  

Since, as conclusively demonstrated above, Nu Skin 
does not engage significantly in direct sales to the 
public, but instead its sales are primarily “pay to play” 
purchases by participants seeking advancement in the 
scheme, this is another major area of misrepresentation. 

Investors would be upset to find they are buying a piece 
of the infrastructure of a product-based pyramid scheme.  

Those who are fully informed on these issues find it 

misleading for Nu Skin promoters to even refer to their 
recruits as “distributors.” They are participants in the 
scheme who buy a lot of products, ostensibly for 

consumption, but actually to meet qualification and 
advancement quotas. They aggressively recruit to build 
their downlines and to fill requirements for distributor 
body counts to qualify for commissions and bonuses. 

False assumptions in the report of sales at retail 
prices greatly skew income figures upward, especially of 
lower level distributors, since their stated incomes 

depend on retail sales. It would be much more valid to 
report only average payout to distributors from Nu Skin 
without making any assumptions about retail sales. It 

would then be seen that very few distributors make any 
money at all, especially after subtracting incentivized 
purchases and operating expenses.  

Thus, Nu Skin’s assumptions of retail sales are 

grossly exaggerated and mislead prospects. Products 
cost too much, and there is little incentive to sell. 
Recruiting – not retailing – is where the money is.  

Nu Skin is not a direct sales company any more 
than a pig is a horse. More accurately, it is a 
recruiting MLM, and more specifically a product-
based pyramid scheme with a highly leveraged 
breakaway compensation system. Nearly all 
participants become unwitting victims defrauded by 

the scheme. Rather than expanding market share, Nu 
Skin is continuously replacing a collapsing pyramid. 

Also, since the income of Nu Skin participants is 
derived primarily from recruiting rather than from 

retailing products, Nu Skin’s extreme breakaway 
compensation system satisfies the legal definition of a 
pyramid scheme. The products are purchased 

primarily to qualify to participate and advance in the 
scheme. Properly understood, seemingly legitimate 
product sales thereby become an extremely clever 

means of laundering investments in one of the most 
highly leveraged, and exploitive types of pyramid 
schemes ever concocted. (See Item E and F below.) 

 

E. Nu Skin’s abnormally high loss rate is due to its highly leveraged breakaway 
compensation system, which pays huge rewards to top Blue Diamonds at the expense of 

thousands of downline victim-participants. 
 

Again, Nu Skin uses what is called a “breakaway” 
compensation system. While qualification requirements 

for commissions and bonuses vary somewhat from 
division to division and country to country, some 
common elements stand out. There are requirements for 
group and personal sales volume within certain time 

frames, and for customer and distributor head counts. 
When these requirements are met, specified commission 

rates are paid out on personal sales and on sales by 
groups of distributors in one’s downline.  

While much is made of commissions (a nominal 5% 
to 15%) that can be made from sales in one’s “circle 

group” (those who have not yet become an “executive”), 
it soon becomes clear to recruits that the real money is in 
developing breakaway executive groups. These are 

groups of participants under an executive sponsor, each 
of whom is led by a qualified upline executive. For 
example, in one executive qualification program, a 

“distributor” would qualify by having distributors under 

him, each of whom purchased (supposedly for resale) at 
least $100 worth of products per month.  

Let’s say a woman was recruited by a male friend 
who was a Nu Skin executive distributor. If she signed a 
letter of intent, maintained “qualified” active distributors 
under her (at a quota of $100/month each in product 

purchases), and purchased (supposedly for resale) 
personal sales volume of $500 a month and group sales 

volume from her downline of $1,000 the first month, 
$1,500 the second month, and $2,000 the third month, 
she then would qualify as an “executive.”  

[NOTE: These minimums have recently been 

modified, partly due to legal restrictions in some 
countries. Since head count requirements have been 
reduced, it appears that “front -end loading” is more 

common. Participants are buying unneeded products in 
the names of dummy distributors to meet qualifications.] 

As an Executive, the woman’s group “breaks 

away.” Her upline sponsor no longer gets commissions 
from her as a member of his circle group. He instead 
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receives bonuses of 2½-5% on the sales of her entire 
group, assuming he meets his minimum Executive quota 
($3,000/month to qualify for the full 5% bonus).   

While the 5% bonus may not sound like much, the 
sponsor gets 5% from her entire group. So these 
breakaway groups are then treated as units, and this is 
where the leverage comes in. The number of qualified 
“executives” the sponsor has directly under him on his 
first level determines his distributor payout level, which 

in turn determines the number of breakaway groups from 
which he can collect bonuses, as shown in Appendix C. 
Blue Diamonds can collect on six breakaway levels.  

“Nu Skin’s Blue Diamonds Cash in on a Mega-
pyramid of Downline Victims” (attached as Appendix E  
at the end of this report) shows the enormous size of a 
hypothetical downline and illustrates the extreme 

leverage enjoyed by a Blue Diamond at the top, who 
collects about 60% (63% in 1997, 59.6% in 1998) of the 
total payout by Nu Skin to thousands of persons in the 

network. So a relative handful of Blue Diamonds reap 
the harvest from the losses of their collective downline 
of hundreds of thousands of recruits. The people they are 

supposedly helping to “succeed” are in effect being 
victimized by their upline Blue Diamonds. 

(Nu Skin may have hundreds of Blue Diamonds, 
but that is a very tiny percentage out of many millions 

who have tried the program. And even the huge average 
income of BD’s hides the fact that the top persons in the 
hierarchy of BD’s earn far more than newer BD’s.) 

NOTE: Appendix E is illustrative of the extreme 
leverage of Nu Skin’s breakaway system. The downline 
for each Blue Diamond distributor would be different, 

since recruitment success varies for each participant, and 
since so many drop out and overrides from their 
downlines “roll up” to the person above him/her. 
 It is revealing to extend the average payout and 
percentage of active distributors who are at the various 

income levels. According the to 1998 report (the latest 
released) about 102 Blue Diamond distributors in the 
U.S. got at least 58.6% (higher if you subtract assumed 

retail sales that did not occur) of the total payout to 
distributors. The other 41.4% was split among 
approximately 63,418 distributors – or probably well 
over a million, if all past and present U. S. distributors 
are included in the statistics, as they should be. (See 
Appendix A and Section D(1) below.)  

 I once saw a photo static copy of a monthly 

check for one of the founding distributors totaling 
over $400,000. That’s about $5 million a year! 
Another ex-distributor reported seeing a check to a 
Blue Diamond distributor in the amount of $875,000 
for a single month. Where did that much money 
come from? The majority of the payout was in the 

form of overrides from the purchases of tens of 
thousands of downline distributors beneath him, the 
vast majority of whom lost money for pursuing the 
Nu Skin “opportunity.” These were incentivized 

purchases made primarily for advancement in the 
scheme. Therefore, I would argue that most were not 
bona fide purchases at all, but disguised investments 

in a product-based pyramid scheme. 
So the huge incomes reported for Blue Diamond 

distributors comes from unwitting downline distributors 

who become, in effect, victims of the scheme.  They may 
spend many thousands of dollars and invest months or 
even years working feverishly to realize the promised 
rewards. But sooner or later, all but a tiny percentage 
“fail” and terminate their distributorship or just drop out. 
But their upline does not lose by their dropping out, 

because of the “roll up” feature in Nu Skin’s highly 
leveraged scheme.  Any override commissions or 
bonuses from their downline automatically “rolls up” to 
the next qualified upline executive.

 

F. Nu Skin’s program shows all five red flags of a “recruiting MLM” – or an exploitive 
product-based pyramid scheme: 

 

 Psychologists have proven from decades of 
experimentation that behavior that is rewarded tends to 

be reinforced and repeated. That is to say, you get the 
behavior you reward. For examp le, if carpenters were 
paid ten times as much per hour to build sheds as to 

build fences, you would find many carpenters building 
sheds and few building fences.  

This same principle applies to business practices. If 

a multi-level program offered ten or 100 times as much 
in financial rewards (payout) for recruiting as for 
retailing products, the emphasis would be on recruiting. 

So it is the compensation system, along with the 

associated marketing plan used to implement it, that 

regulators should scrutinize most carefully. These 
compensation systems are often complex, so 

investigators from consumer protection agencies tend to 
avoid them. However, I have found that with a solid 
understanding of marketing principles and of acceptable 

business practices, and with the math skills necessary to 
decipher the deceptions and effects of the underlying 
compensation systems, it can be accomplished. 

I spent several months comparing alternative 
business models to which MLM is often compared, 
including direct sales, franchises, distributorships, sales 

of insurance and securities, and other small business 
models. I was then able to identify some unmistakable 
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characteristics, which clearly differentiate pyramid 
schemes, chain letters, and product -based pyramid 
schemes (usually disguised as “MLM” or  “network 
marketing”) from legitimate businesses. It is interesting 

to note that these defining characteristics are also the 

causal factors that account for consumer harm, in 
terms of high loss rate and other deleterious effects. 

Nu Skin displays all five of the red flags of a 
recruiting MLM, or highly leveraged product -based 
pyramid scheme. These are as itemized below.  

(For more elaboration on the five red flags, see 
Appendix D, Five Red Flags for Identifying Product-
based Pyramid Schemes, or Recruiting MLM’s, which 

was prepared for the FTC for consumer education 
purposes. For a more complete analysis, read my report: 
Five Causal and Defining Characteristics of Product-

Based Pyramid Schemes, or Recruiting MLM’s.) 

 
Red Flag #1: Recruiting of participants is 

unlimited in an endless chain of empowered and 

motivated recruiters recruiting recruiters.   
 

Nu Skin recruits are encouraged to immediately 

recruit five more to qualify as an “Executive.” To 
become a “Blue Diamond”  (those who get most of the 
payout from Nu Skin), they must recruit a total of twelve 

of these qualified Executives who likewise qualify, each 
of whom have recruited five qualified (in terms of 
purchases) distributors, etc. It is impossible for this to 
continue indefinitely, but unwitting recruits are not 
informed of the ultimate futility of the scheme.  

So a mathematical trick is being paid on the 

unwary. Nu Skin promoters counter persuasively that 
saturation has never happened in network marketing. 
However, it can be demonstrated that de facto saturation 
– perception among prospects that the opportunity is 

diminishing – is very real. (See Section I below.) 
Since de facto saturation is inevitable in any given 

area, recruits are promised the impending opening of 

giant markets in other countries, such as Indonesia and 
China. No one asks what interplanetary markets are 
planned for grand openings when the major earth 

markets are effectively saturated. 
 
Red Flag #2: Advancement in a hierarchy of 

multiple levels of “distributors” is achieved by 

recruitment, rather than by appointment. 
 
Advancement is by self-appointment through 

recruitment to ascending payout levels in the distributor 
hierarchy. Since the only way a person can profit 
significantly in the Nu Skin scheme is through recruiting 
to advance to higher payout levels, and since “pay to 

play” purchases are disguised pyramid investments [See 
Red Flag #3, below], this strongly suggests that Nu Skin 
satisfies the legal definition of a pyramid scheme. 

 

 Red Flag # 3: “Pay to play” requirements are 
satisfied by ongoing “incentivized purchases**.”   

 
Recruits are informed that they only need to pay a 

nominal amount for a distributorship, but at the same 
time they are told that if they are serious about “building 
the business” they will buy an “Executive Pack,” (about 

500 US dollars), or better yet, five of these (over $1,500 
US dollars) to qualify each of their recruits to become an 
Executive very quickly. So at large opportunity rallies, 
huge quantities of products are often ordered.  

This “pay to play” feature of a pyramid scheme is 
augmented by powerful incentives to continue buying 

products to move quickly up the ladder of ever-
increasing bonus levels. Some distributors hyper-
consume many thousands of dollars of products they 
don’t need, except to advance in the scheme. Nu Skin 

has rules against stockpiling products – window-dressing 
for regulators – when if fact, incentives in the pay plan 
encourage over-consumption. A major part of the 

purchases are just disguised pyramid investments. 
 

Red Flag # 4: The company pays commissions 
and/or bonuses to more than five levels of 

“distributors.” 
Nu Skin uses a breakaway compensation system, 

which pays the same bonus percentage to breakaway 
organizations six levels down. A breakaway is a 

pyramidal organization topped by an “executive” 
distributor, who has five “qualified distributors” under 

him or her. This breakaway system creates enormous 
leverage, with those at the top receiving huge 
commission checks, at the expense of a whole multitude 
of downline investors in the scheme. And the company 

benefits enormously from all this artificial consumption. 
This also means that since a person one or two 

breakaway levels above the person selling the product 

gets the same bonus as a person five or six levels up, 
there is not sufficient payout from Nu Skin to make it 
worthwhile for front -line distributors to focus on 

retailing products. Nu Skin’s compensation and 

marketing system effectively destroys any significant 
retail market. New recruits soon learn that they must 
themselves also recruit a huge downline to make the 
kind of money touted at opportunity meetings. After 
recruiting, there is not enough time left to sell products – 
and insufficient rewards for doing so, as explained 

further in Red Flag #5, below. 
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Red Flag #5: Company payout per sale for each 

upline participant equals or exceeds that for the person 

selling the product, creating inadequate incentive to 
retail and excessive incentive to recruit – and an 
extreme concentration of income at the top . 

 

 Nu Skin’s compensation system pays overrides on 
six levels of breakaway organizations. This often means 

that  a Blue Diamond distributor may have many 

thousands of downline participants on whom they 
can collect override bonuses. This is amplified by a 

“roll-up” feature, which transfers bonuses from dropouts 
(which eventually includes nearly everyone) to the next 
qualifying Executive upline.  
 So when you look at the downline structure of a Nu 
Skin Blue Diamond distributor, you see what I call a 
mega-pyramid made up of many poly-pyramids. (Again, 

see Nu Skin’s Blue Diamonds Cash in on a Mega-
pyramid of Downline Victims, Appendix E.) It is far 
more leveraged or extreme in its pyramidal structure 
than a naked, no-product pyramid scheme – which 

would be illegal in almost all jurisdictions. And it can be 
demonstrated that with this, combined with the other 
factors here, the loss rate is inevitably much higher. 

 As explained below, based on available data, 

when these five characteristics are all found in an 
MLM, the loss rate is so low that 99.9% of 
participants lose money. Nu Skin’s compensation 

system incorporates all five to the maximum degree. 
 Each “Executive” must recruit twelve separate 

pyramid-shaped “organizations” to qualify as a Blue 
Diamond distributor and collect overrides on whole 
clusters (I call them “poly-pyramids”) of “executive 
organizations” (or multi-pyramids) six levels deep, all of 

which yield enormous “leveraged income” to the 
builders of what I call “mega-pyramids,” hailed by all 
participants as “Blue Diamonds.” (Again, see the Blue 
Diamond distributor chart and Appendix C.) These Blue 

Diamonds receive overrides of tens or even hundreds 
of thousands of dollars every month.  
 The highest level in the Nu Skin hierarchy is 
Hawaiian Blue Diamond, requiring 15 breakaways on 
the front level. Nu Skin does not publish the average 
income of Hawaiian BD’s. One can only imagine what 

their average income would be, especially that of the 
founding distributors, one of whom was praised in an 
opportunity meeting for having made $20 million (which 

of course came from his downline, probably 99.9 % of 
whom lost money in the scheme). This was in 1995. His 
cumulative take would by now be far greater than that, 

as would the aggregate losses of  his downline. 
 Also, if the income of the founding and Hawaiian 
distributors were removed from the calculations, the 
average Blue Diamond income would be much smaller. 

So it is a program with the deck heavily stacked in favor 
of those on the top of the pyramidal hierarchy – even 
more than with a no-product pyramid scheme. 

 NOTE: Peter VanderNat, economist for the 
FTC, used another model (“ARC”) in a recent 
declaration, using Equinox International as a test 
case in April of 2000, which was settled out of court. 

A similar analysis was used in the Skybiz.com case in 
May of 2001. Though it is outside the purposes and 
analytical framework for this report, I believe his 

model would also show that Nu Skin is a pyramid 
selling scheme and not structured mathematically to 
support primary emphasis on retail selling. 

 

G. Where data has become available, the loss rate for such highly leveraged recruiting 
MLM programs is about 99.9%. Nu Skin’s is at least 99.94%. Participants have a far 

better chance of profiting from a no-product pyramid scheme or from a single bet in 
craps or roulette at gambling casinos. 
 

 What is significant (where valid data has become 
available) is that when the five red flags discussed above 
exist in an MLM compensation system, approximately 

99.9% of participants lose money. The loss rate for Nu 
Skin, is at least 99.94%. These odds are worse than is the 
case for recent, no product pyramid schemes, in which 
the loss rate is generally 93.3%. Even games of chance 
at gambling casinos have better odds of success. (See 
Table 2: The Winners and the Losers.) 
 NS promoters sell the idea that anyone can become 

a Blue Diamond if they work hard enough at it. Some 
promoters have even staged weekend events called 

“Blue Diamond University” in Provo, Utah, the 
company’s headquarters. The assumption is that by 
applying the information taught at the sessions, one can 

become a Blue Diamond. No one is told that the 
probability of anyone becoming a Blue Diamond is less 
than one in 12,500. This is another major 
misrepresentation which misleads investors in the Nu 
Skin program into believing it is something it is not. 
 By now, it should be clear to the reader that the 
primary villain in the Nu Skin program is not the 

products or the people involved, but an inherently 

fraudulent compensation system.
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Table 2 
 

Recruiting MLMs –the WINNERS and the LOSERS    
Top distributor earnings and loss rates for six recruiting MLM companies – 

and comparisons with no-product pyramid schemes and gambling 
 

Figures compiled by Jon M. Taylor, Ph.D., President, Consumer Awareness Institute 

and Director, Pyramid Scheme Alert  
 

A FEW “BIG WINNERS”   A MULTITUDE OF 
Approx. average commissions    “LOSERS” (VICTIMS) 
and bonuses paid by six recruiting   Percentage of  

MLMs to top-level “distributors”*  of “distributors” 
(part of 1 in 1,000 who actually profit)  who lost money** 

   
Amway     $137,000/year      > 99.99% 
Renaissance – the Tax People  $1,080,000/year     > 99.98%   

Nu Skin     $747,063/year  (1994 figures)   > 99.94%  
Excel Telecommunications  $240,000/year     > 99.92%  
Melaleuca    $121,000/year      > 99.87% 
Nikken     $1,200,000/year     >99.98% 

 
  
For comparison:          Loss rate 

Recent no -product pyramid schemes, including gifting schemes   93.3% 
Single bet on snake eyes in a game of craps at Caesar’s Palace   96.77% 

in Las Vegas          
 

Therefore, assuming a 99.9% loss rate for recruiting MLM’s, a person has at least 67 times as great a chance of 
earning a profit in a classic, no-product pyramid scheme as from signing up as a distributor for a recruiting 

MLM – and 32 times as great a chance of profiting by betting on snake eyes with a single roll of the dice in a 
game of craps! The odds for Roulette are also better than for recruiting MLM’s. 
    

CONCLUSION: In recruiting MLM’s, most of the money paid out to “distributors” goes to participants at the 

top levels in the distributor hierarchy (pyramid) at the expense of a multitude of downline hopefuls, who make 
“pay to play” purchases which far exceed any sales revenues. As a result, approximately 99.9% of them lose 

money – much worse odds than no-product pyramid schemes and even some casino games of chance. 
RECRUITING MLM’S, SUCH AS NU SKIN, ARE NOT HARMLESS! OF ALL THE TYPES OF PYRAMID 
SCHEMES, THEY CAUSE THE GREATEST CONSUMER LOSSES. 

 
* Income figures for all but Rennaisance are based on a report widely circulated by Nu Skin at opportunity meetings, 
entitled “Network Marking: Portrait of an industry and its Top Earners” by the Fielding Institute, November 1996, 

conducted by Dr. W. J. Burns of Iowa and Dr. C. Miller, American Graduate School of International Management, 
Thunderbird University. Data for Renaissance – the Tax People (RTTP) is based on the author’s research on behalf the 
Attorney General’s office for the state of Kansas. 
 

**Amway, Nu Skin, Melaleuca, Excel, and Nikken are prominent recruiting MLM companies still operating. (For 
reference notes, refer to chart “Which Does the Greater Harm,” available from the author.)   Renaissance – the Tax 

People (RTTP) was shut down in 2001 by a Kansas district court as an illegal pyramid scheme. 
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Table 3: WHO GOT WHAT AND FROM WHOM* IN NU SKIN ENTERPRISES, INC.? 

 

Who got the money paid by the company?  Where did the money come from?  

58.6% went to the “Blue Diamonds,”   Primarily from downline participants, 99.94% of  
which is 1 in 12,500 distributors.)   whom lost money, becoming victims. These downline  
             participants can be broken down into two categories, 
__$500,000              $480,404/year average  (1) those who qualified for commissions through  

            payout by Nu Skin  “pay to play” purchases (“for re-sale”), and  
to “Blue Diamond”   (2) those who did not purchase enough to qualify. 

           distributors      
*Figures compiled by Jon M. Taylor, Ph.D. All figures are based on 
1998 company reports and following removal of major statistical 
misrepresentations. 

  
 __$400,000         
        

__$1,200 $1,200/year  

     MINIMUM  

  “pay to play” 

     requirement – 

     Some paid 
   __$1,000 FAR MORE.       
__ $300,000 

 
        
          
                
        __$800        

              Average income from    

              Nu Skin for all “active    

              Distributors” who qualified 
__$200,000         (excluding Blue Diamonds) 
        __$600      $43/year 

  
 
 
 
           __$400        Intended “pay to play”  

                  purchases are actually 
_$100,000             losses for these folks, 

regardless of amount. 

            ??      
         Average payout  __$200          

     for all other          

     distributors –            Average  payout 

          $27/year                from Nu Skin 
        ?                      $0      
                             ? 
 
  
    ALL distributors    Distributors who QUALIFIED for        Distributors who   

           commissions (not Blue Diamonds)         did NOT qualify
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 At NS opportunity meetings, one of the big sales 
pitches is that by building a downline, one can develop a 
“permanent income” – as opposed to a “temporary 
income” in the form of salaries or wages which the rest 

of the hapless world receives for their daily labors. 
Prospects are offered the dream of “time freedom,” or 
the freedom from having to report to work and put in 
one’s time. Some recruits give up their jobs and some 
even sacrifice professional careers to build a Nu Skin 
downline that they are led to expect will give them the 

freedom to work or not work, as they choose. 
 The misrepresentation here is that it rarely happens, 
and when it does, it happens at the expense of thousands 

of downline recruits who have to be fed the same line 
and be led to believe that it is true. The winners – the 
Blue Diamonds and founders – win big at the expense of 

the losers – who (in the aggregate) lose big. (Table 3: 
Who Got What and from Whom in Nu Skin)  

So what is done with all t hat money? According to 
Utah Valley Magazine (Jan./Feb. 2003), Nedra Roney, 

one of the founders, owns homes in Malibu, Cayman 
Islands, Mapleton (Utah), Las Vegas, Lake Powell, and a 

multi-million dollar home in Jackson Hole, Wyoming. 
She owns a Gulfstream II jet, a Porsche and a Mercedes. 
And there’s plenty left over for her favorite charities.  

Success Magazine  (Dec. ‘95) reported that a Blue 

Diamond distributor, Dr. John Pfeifer, acquired not just 
one Rolls Royce, but a whole fleet of them – and not 
from his medical practice, but primarily from Nu 
Skin/IDN earnings. Many who have attended Nu Skin 
opportunity meetings have noticed the Hummers owned 
by Blue Diamonds lined up in the parking lot. And huge 

ranches and other properties of founders and top Blue 
Diamonds are legendary.  

These are just a few examples of the profligate 

lifestyles of founders and Blue Diamonds – while 
99.94% of investors in the Nu Skin MLM scheme lost 
money, based on the data in Exhibit A and related 

information. This loss rate is worse than for no-product 
pyramid schemes, which would be discovered and 
prosecuted for violation of statutes against such pyramid 
schemes. In spite of the extreme pyramidal leverage in 

its compensation system, Nu Skin has cleverly managed 
to escape serious prosecution as a pyramid scheme. 

 

H. The motivation for promoters of a recruiting MLM like Nu Skin to misrepresent is 

that deception is essential for the company to survive and grow. If the truth about its 
rates of success were told, few would join Nu Skin’s program. By enforcing the Order, 

the FTC will be efficacious in this arena.

The abnormally low rate of success for the Nu Skin 

“opportunity” explains the motivation of company 
officials and promoters in flagrantly misrepresenting 
earnings of distributors. They are in a tight spot. If 
prospects for the Nu Skin program knew that at least 

99.94% of participants would lose money, most would 
likely choose not to participate, and since the program is 
dependant on income from new recruits, Nu Skin would 
soon collapse. If in fact Nu Skin’s program was merely a 
scam, it’s demise would be a good thing for consumers. 
The same would be true for similar recruiting MLM’s. 

Anyone questioning these conclusions should take 
the time to review the calculation in the analysis and 
charts in the PSA Petition in Appendix A – also Tables 
1, 2, and 3, which were extracted from the PSA Petition. 
The math is not overly difficult – some long division and 
basic algebra and statistics. 

The relationship between misrepresentation and 
high loss rates inherent in highly leveraged product -
based pyramid schemes offers an important tool for the 
FTC and for consumer protection agencies. Since the 

FTC ruled in 1979 that Amway was not a pyramid 
scheme (based on available data and arguments at the 
time), they have been very reluctant to bring pyramid 

charges against established MLM’s like Amway and Nu 

Skin. What actions have been brought have been against 
easier targets. This seems to be the case since 1979, even 
though it can now be shown that loss rates and aggregate 
losses are much greater for product-based pyramid 

schemes than for no-product schemes. 
By focusing on misrepresentation, agencies can 

have a basis for action against product-based schemes, 
without addressing the pyramid issue. And since 
pyramid schemes of all types depend on deception to 
survive and grow, they will always be highly vulnerable 

to charges of misrepresentation, assuming qualified and 
determined investigators are assigned to such cases. 
(PSA has been accepting petitions for a disclosure rule 
that would make transparent the extremely low success 
rate of most MLM’s – at least recruiting MLM’s.) 

This is why I believe the FTC would be doing itself 

and consumers a great disservice by failing to take 
vigorous action against Nu Skin’s flagrant violations of 
the 1994 Order, as detailed in this report. The case is laid 
out for FTC enforcement personnel, with many years of 

research invested in this report. This may be the FTC’s 
golden opportunity to prove its efficacy in this arena. 
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I. As with other product-based pyramid schemes, Nu Skin has evolved into a worldwide 

Ponzi scheme. De facto market saturation is reached very quickly with Nu Skin’s 
compensation and marketing system, requiring re-pyramiding elsewhere.  Nu Skin 

misleads consumers about re -pyramiding from division to division and from country to 

country. With the aid of these misrepresentations, Nu Skin has been victimizing 

millions of unsuspecting consumers in Asia.  

 Promoters of multi-level marketing attempt to defuse 
the argument of the ultimate saturation of endless chain 
marketing schemes by pointing to the fact that such 

saturation has never occurred. Amway has been around 
for decades, they say, yet only a tiny segment of the 
population has become Amway distributors. But while 

actual saturation may never be realized, perceived or 

de facto saturation is reached very early for product-
based pyramid schemes.  

In a town of 10,000 people, no program will ever be 
successful in recruiting 10,000 distributors. This would be 
absurd. But when one or two dozen persons are selling to 
the townspeople, the perceived opportunity for each new 

distributor will drop sharply with each new dozen added. 
De facto saturation in a town of 1,000 population may be 
reached with anywhere from 10 to 100 distributors.  

With a product-based pyramid scheme, when an area 
becomes increasingly saturated, the drop in enthusiasm for 
the “opportunity” leads to collapse – unless the promoters 

undertake recruiting for new downlines elsewhere. This is 
a process I call “re-pyramiding.” As American consumers 
come to perceive MLM opportunities as diminishing, it is 
becoming prevalent for such MLM’s to recruit overseas 
from more vulnerable populations, particularly in Asia.  

Since a Blue Diamond must have 12 “Executive 
distributors” beneath him or her (each of whom must have 

a minimum of five “distributors” beneath them, each with 
their own downlines), the assumption that “anyone can 

do it” becomes highly questionable, if not absurd. 
Total saturation of the entire world population would 
be reached very quickly, and that is assuming everyone 
buys into the program.  

With Nu Skin’s highly leveraged compensation 
system (see Appendix C), de facto saturation is certain. At 
opportunity meetings, recruits are told that they, too, can 

become a Blue Diamond. For example, I witnessed Blue 
Diamond Nathan Ricks speak at several Nu Skin 
opportunity meetings of his success at recruiting a Blue 

Diamond, who then recruited another BD, who also 
recruited a BD, who in turn recruited a final BD – and 
implied that if he could do it, anyone could. 

Since Blue Diamonds receive most of the rewards 

from Nu Skin, for a participant to strive for anything less 
than that only contributes to Nu Skin’s coffers and to 
one’s Blue Diamond upline. So let’s assume one must be a 

Blue Diamond to be successful at Nu Skin. Even actual 
saturation of the entire galaxy might be reached in four 
levels of successful Blue Diamonds: 

 

Level 1 Blue Diamonds: 12 Executive distributors on 

first level x 5 distributors under each = 60 distributors x 
estimated minimal average of 5 under each= 300 
distributors. Using very conservative assumptions, 300+60 
distributors in the first level of Executive organizations= 

360, the minimum number of distributors per Level 1 Blue 
Diamond distributor.  All of these must be “active.” 

Actually, most successful Blue Diamond distributors 
have a downline that numbers in the thousands, since not 
every distributor is a “producer.” Some have tens of 
thousands in their downline. For our purposes, we will 

assume a minimum of 1,000 downline participants per 
Blue Diamond distributor. Remember that to be successful 
in the Nu Skin program, one needs to be a Blue Diamond. 

 

 Level 2 Blue Diamonds: 1,000 x 1,000 Blue 

Diamonds = 1 million Blue Diamonds 
 

Level 3 Blue Diamonds:  1 million x 1,000 Blue 
Diamonds = 1 billion Blue Diamonds 

 

Level 4 Blue Diamonds:  1 billion x 1,000 Blue 
Diamonds = 1 trillion Blue Diamonds, the minimum 

number of Blue Diamond distributors per Level 4 Blue 

Diamond distributor – or 163 times the total number 
of persons on the earth, with a total population of 
approximately 6.15 billion persons! 
 

 Because it’s compensation system is so highly 
leveraged, Nu Skin has reached de facto saturation 

(which requires far fewer participants) rather quickly in 

each of the areas where Blue Diamond promoters have 
recruited. It soon becomes obvious to Nu Skin promoters 

that the opportunity to build a downline diminishes as the 
excitement wanes from de facto saturation in a given 
country – so NS recruiters move on to another country. 
This has been happening in Asia for several years. I call 
this process “re-pyramiding” – the MLM version of a 
Ponzi scheme. So Blue Diamond recruiters hopscotch 

from country to country in Asia, building mega-

pyramids as they go. This export of exploitation may 
come back to haunt U. S. relations there.  
 Having passed their peak in countries like Japan, 

Korea, and Hong Kong, Nu Skin flooded the market in 
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Singapore and then entered Malaysia with the same 
sensational splash. But according to e-mail feedback we 
received from people who were recruited there, these 

people were told at huge rallies that by getting in at 

that time, they could be among the first to build a 
downline in Indonesia in 2002 (apparently thwarted 
since), and possibly in China in 2003.  
 The Chinese have some problems, but they have been 
wiser than us Americans in banning MLM’s – until now. 
Unfortunately for the Chinese people, a Pandora’s box is 

about to be opened there when (and if) China lifts its ban 
on “direct selling” (which Nu Skin is trying to equate with 
MLM) – thanks in part to some U. S. trade representatives 

that I understand have come under tremendous pressure 
from such companies as Amway and Nu Skin. MLM’s 
are being promoted as “the wave of the future” or “the 
way we do business in America.” These Asian 

countries, and ultimately we as exporters of MLM, 
could pay a heavy price for such exploitation.  
 Nu Skin’s promise (to recruits in Singapore and 
Malaysia) of income derived from “those other 

markets” should be another obvious tip-off that 
retailing is not a serious income option.  The real income 

comes from recruiting, and since de facto saturation 
happens fairly quickly in the smaller countries, the real 
money is to be made from recruiting in other countries.  

 Many of these people will have invested the last of 

their lifetime savings in hopes that they will be relieved 
from their poverty. Nu Skin leaves a trail of dashed 
hopes and diminished pocketbooks. What will that do 

for their opinion about Ame ricans who introduced this 
curse to their country? Is this type of exploitation what 
we want to project to the world at this very sensitive 
time? This should be of grave concern to U.S. officials, 
especially with the anti-American sentiment in countries 
with predominantly Muslim populations. 

 It may not be a problem if Nu Skin recruiters told the 
truth about their supposed “business opportunity.” But 
reports we have received out of Singapore and Malaysia 

indicate that convention halls have been filled with 
prospects at opportunity meetings where hope is held out 
to all that they can become a Blue Diamond.  

 As one promoter put it, “It’s up to you. You can 

make as much as the people who first came in and ran 
the company.” I realize that not all of these promoters are 

from the U.S. Some from Hong Kong (and other parts of 
Asia) are trying vigorously to act on the tip-off of their 
uplines when they invested in the Nu Skin scheme – that 
the real opportunity was in Singapore, then Malaysia, etc.  

 In section D(3)9, it was explained that growth or 
decline in total revenues corresponds roughly to recruiting 
activity. New recruits merely replace those who inevitably             
drop out. This is another evidence that the Nu Skin 

program quickly evolves into a Ponzi scheme as recruiting 
in a given area reaches de facto saturation. 
 Other MLM companies who are aggressively 
entering these Asian markets and following Nu Skin’s and 

Amway’s lead include Neways, Enrich, and Morinda. Bel 
Air, Sunrider, and others are also moving in. 
 If you include China, potential aggregate consumer 
losses in the Orient could number in the tens of billions of 
dollars! We can and should stop this export of 
exploitation. In the case of Nu Skin, enforcing the Order 

could go a long way towards accomplishing this.  
 Since Nu Skin’s compensation system rewards 
recruiting handsomely and direct selling (to non-network 

customers) pitifully, the program’s growth is limited in 
any given area. As we have seen, as soon as prospects see 
the opportunity to recruit prospects dwindle with 

increasing de facto saturation, promoters must move on to 
another area. This has been the history of Nu Skin and 
every other recruiting MLM. So Nu Skin has become, in 

effect, a giant Ponzi scheme in which the only way 
early investors can be paid off is for Nu Skin to open 

new markets for recruiting new investors in the 
scheme, who in turn will get paid from investments by 

recruiting investors in other areas.  
Alternatively, Nu Skin has started new product 

divisions so new downlines can be recruited, while still 
proclaiming a seamless global compensation system. So 

there are continuing efforts by the company to find 
vulnerable new markets for recruiting, since stable and 
continuing retail markets are virtually non-existent 

and cannot support the leveraged payout inherent in 
the compensation system. Incentives are heavily 
stacked in favor of recruiting, not retailing. 

In summary, when Nu Skin ran into legal challenges 
in the U.S. and when de facto saturation became apparent 
(and since sales to non-network end users did not support 

the distributors), the heavy hitters – Blue Diamonds – 
went to Asia to recruit new downlines and expand those 
they had. For several years these promoters have recruited 

heavily in Asia, primarily in Japan, South Korea, Taiwan, 
the Philippines, Singapore, and Malaysia. According to 
feedback we received from Asian correspondents, when 

recruiting began to dry up in one country, Nu Skin 
promoters would promise recruits that they would make 
big money by recruiting in the next country to open up.  

In e-mails to us by participants and observers in 
Singapore, Nu Skin was described as “ the hottest thing in 
town” in December, 2000, with over 7,000 people 
attending the grand opening at a major convention center.  

 
Patsy Chan said, “I was skeptical as to whether they 

are running a pyramid selling scheme.”   
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David Leong (djleong@hotmail.com>) stated,  
 

The motivation is in the compensation system, which 
promises rich rewards if we recruit distributors into our 

downline. We have been repeatedly encouraged to attend 

training sessions, business opportunity meetings and 

meetings to meet our “uplines’ to be charged up. Both I 

and my wife somehow felt uncomfortable with the way 

things are conducted – bordering on the practices of a 

potential cult. 
 

 Jerome Pang (jeromep@pacific.net.sg) reported, “I 
join Nu Skin in June this year and as usual there was hope 
of making . . . a secure future for my family.” Then, after 

mentioning how informative articles from PSA and others 
had “really opened my eyes,” he said,  
 

 This whole thing about MLM is really a scam and I 

am really disappointed too with the whole Nu Skin thing. . 
. Recently our government amended the law to 

include MLM as a legitimate business apart from 

pyramid schemes. After reading your report, I felt they 
have not understood the whole story about MLM’s.  

 Nu Skin has exploded here. With a population of 

3.2 million people on our tiny island, the whole thing is 
going to be saturated very soon. . .  

 I must admit they have quite OK products, but 

retailing is next to impossible because of the high price. 

So what they do next is to get distributors to join, so 

that they will buy and we can get our points. The only 

way you can achieve your points is to recruit people, 

and this . . . is the big scam of Nu Skin!!!  

 I feel really bad for bringing in friends and family 

. . . What we are doing is benefiting the uplines, 

especially the top guys. A bunch of them came from 

Australia, Taiwan, and Hong Kong. I believe they are 

seeing their incomes drop and coming here to open 

lines to support themselves. 
 

Several others wrote of the rapid market penetration 
by Nu Skin in Singapore before moving on to Malaysia. 
For example (I don’t know how to address him, so will 

use the whole address lines):  
 

F rom: kwok_chongdavid_mun@baxter.com 
To: info@pyramidschemealert.org 

Date: Tue, 17 Jul 2001 18:26:54 +0800 
Subject: Nu Skin in Singapore 
 

This is the hottest thing in town right now and it’s 

spreading to Malaysia very soon! Everyone is talking 

about it.  

 I’m in it and has now made the decision to get out . . . 

through friends and also through PSA which has given me 

a better understanding of MLM. Firstly, they present to 
people that they are not the illegal  pyramid by comparing 

the characteristics of the company vs. a illegal one. 

Currently, they are “emphasizing” the goodness of the 

products using their philosophy “All of the good and none 

of the bad” and speeches by overseas Blue diamond 
achievers to camouflage the scheme. Basically their 

approach is to present to the “prospects” 2 options i.e.  
 

      1. to be just a distributor doing retailing selling 

products and earn that bit of money as recurring 

income [NOTE: Few outsiders understand that this is 

merely a come-on. Understanding the compensation 

system unmasks this lie – the payoff to recruit is so far 

superior to the rewards for direct selling to end users 

that few would seriously attempt to retail products. 

(See section D above – Primary Deception #3] 
 

2. make it big by building the organization through 

recruitment of distributors who have unfulfilled 

“dreams” 

In this way, they don’t take any accountability or 

responsibility which option the “prospect” will take. 

And obviously, many people will choose option # 2 

because of greed and the “promise”.  

It is disheartening to see people being deceived by 

this scheme. I don’t know how much the government 

knows about the underlying scheme. Can you advise 

how I can warn or educate people about this harmful 

scheme in Singapore? 
 

Immediately following the September 11, 2001 
tragedy in the U.S., a woman named Christina Koh  
("Christina Koh" christina_kohhp@hotmail.com) wrote: 

 

I am now at a crossroad as to whether to join Nu 

Skin. There are 3 million people in Singapore and 

50,000 Nu Skin distributors (I was informed). Nu Skin 

is opening the Malaysia Market in one month's time 

and I feel the urgency to make the decision now.  I 

would greatly appreciate your advice.  
Thank you. 

 

Best Regards, 
Chris 

 

PS. my condolences for the recent tragedy in US  
 

NOTE: 50,000 distributors selling to a small island of 3 
million people! Is this not de facto saturation?  
 

It occurred to me then that as the U.S. was under 

attack by Muslim fundamentalists who hate Americans to 
the point of plotting to kill us, we ought to be doubly 
careful about exploiting or ravaging their countries for 
selfish purposes. And here was Nu Skin, exporting MLM 

pyramidism and profiting from blatant misrepresentation 
in predominantly Muslim countries such as Malaysia and 
Indonesia. What would these vulnerable people conclude 
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about Americans when they finally came to understand 
that they had been scammed of hundreds of millions (even 
billions) of dollars?  

It was then that I decided to intensify my efforts to 

convince the to stop the misrepresentations making 
possible the onward march of Nu Skin and other MLM 
companies in their Ponzi re-pyramiding from country to 
country. At the very least, the FTC could act on Nu Skin’s 
breach of the 1994 Consent Order to Desist 
misrepresenting earnings of distributors. 

  

True to form, when de facto saturation led to a 
sharp decline in recruiting success in Singapore, Nu 
Skin promoters moved next to Malaysia.  

According to a woman I shall call Susan (real name 
withheld by request, for fear of retaliation by her upline),  
 

Nu Skin opened [Malaysia] with great fanfare on 

November 10, 2001. There were at least 5,000 signups in 
two days. . .  

 At the upper middle income areas of Kuala Lumpur, 

Nu Skin is doing a roaring business. Their office is very 
busy with distributors lugging away tons of cosmetics, 

other signing up everyone they know.   

 Is this phenomena sustainable? Malaysia is the 13th 
most successful markets for MLMs in the world.  We are 

quite vulnerable and easily convinced with burning toners 
and pH tests (used to sell skin care products).  

 We have 22 million people in Malaysia. What are the 

chances of our making it to Blue Diamonds?”  
 

Susan and others had been encouraged by Nu Skin 
promoters to plan on achieving Blue Diamond status, but 
without any mention of the abysmal odds of achieving it. 
They were shown the charts displayed in Appendix B. 

Then Susan spells out her Nu Skin recruiter’s plan for 
her to buy an expensive kit and get five friends to do the 
same, then the next month do the same and encourage 

those she recruited to do the same, etc. She goes on, “We 
are led to believe that we would be earning RM 10,000 a 
month if we follow their formula and train all our business 

minded downlines to duplicate the same.” 
Nu Skin often defends their push to get new recruits 

to buy products with their 90% refund policy.  But Karin 
says, “The problem with this ‘500 kit’ is that, if we use or 
sell some of the items, we can’t return for a 90% refund 
from Nu Skin on the unsold products. To return the 
remaining products, we have to buy (back) enough to 

make a complete set.” 
So where does Nu Skin go after Malaysia? Susan 

later wrote,  
 

Before Nu Skin opened in November 2001, we were 

led to dream about expanding our markets to 

Indonesia (predicted opening in 2002) by our Hong 

Kong/Singaporean Blue Diamond uplines  and China in 

2002-2003.  

We were informed that with our multilingual abilities 
(English, Chinese and Malay), penetrating Indonesia and 

China would be easy.  If we work hard at the “ground 

start -up” and achieve our executive status, we would be 
able to achieve levels only dreamed of by others.  China's 

1 billion population would be a mountain of treasure 

for those who dare to dream.  
 

A few other quotes from Susan’s letters are 
interesting for the light they shed on the problem of 
misrepresentations in Singapore: 

 

Singaporeans were shown that Malaysia in 

particular and then China and later India was going to 

open and if they participated, they would be able to 
enjoy tremendous “residual income.” Little is said to 

them that the Taiwanese and Hong Kong people are 

better located and experienced in dealing with China. 
Now, with the China announcements that I have given 

you, it appears that the China dream is a “bitter 
lemon” for the people who have not made it big yet 

(those who cannot attain Blue Diamondship and 

Hawaiian Blue Diamond status by December 2002) . . . 
(China) is now a “limited opportunity” skewed in 

preference of the “Team Elite Members” (Hawaiian 

Blue Diamonds) and Executives are now being 
compelled to attend at Salt Lake City’s convention 

before they can participate in China.  This alone has 

been a huge VICARIOUS misrepresentation by Blue 
Diamonds on behalf of the company but they (the 

company) will always deny it because even on their 

website, they have structured the information that China is 
a “market under construction” and that they are negotiating 

and so on without commitments to the distributor publicly. 

The company is very smart on this matter.  
 

Quite often, in BOM [business opportunity 

meetings], it is stressed that because of the “breakaway 

sidestairway plan” [sic – I think he meant stairstep 

breakaway.] YOU CAN BUILD BETTER AND 

BIGGER THAN YOUR SPONSOR AND THOSE 

BEFORE YOU especially NOW THAT THE 

BIGGEST MARKETS IN THE WORLD ARE 
OPENING – CHINA AND AFTER THAT INDIA ! 

This is the LURE! 
 

[Our upline] insists that the 500 kit pack is essential if 

we want to start as business builders (meaning executives 

and above). They even go to the extent that if we don't buy 

the 500 pack, we cannot attend their Win-Win Club 

Leaders Training.  Of course, everyone (including myself) 

who wanted to know what win-win club leader training 
means ended up buying a 500 pack each.  The 500 packs 

sold like hotcakes from Nov 9-Nov 15.  When the 

individual products were launched on November 23, 
Malaysian's distributors bought individual products to 

meet their 500 points quota.   
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We were told that if we work hard, we can become 

blue diamond in 5 years.  Jackie Phua, a blue diamond 

from Singapore, would boast every time she trains, that she 
became a blue diamond in 6 months and both her uplines 

are blue diamonds. 
 

I asked Jerome Pang some questions to get more 
specific: 

  
 Question: Did any Nu Skin distributors try to sell you 
Nu Skin products without making any mention of Nu Skin 

as a “sales opportunity” or “business opportunity?” 
 

Answer : You see if you did not mentioned the “business 

opportunity” part you would stand to loose from that 

part of the income which is [six] “levels deep.” The 
main gist of the whole thing is to get as many people 

under you in order to get that “big” income.  It mainly 

plays on people's greed. The more you get people into this 
“business opportunity” the better your income would be.  

Your downlines would also have their own downlines and 

go many levels deep.  
 

Question: About how much of an investment were 
you expected to make? (If you have already answered this 

question, just ignore it.) 
 

Now this is the interesting part. They used this line 

which I remember so clearly because you were 

supposed to “duplicate” this to your downlines." you 

don't have to get the pack and it isn't a requirement 

but we found that this is the fastest way to get started 

on the program"  

 Then they would say that it would be for you to 

try the products and if you have a downline they would 

follow what you have done. There would be sort of no 

excuse for the downlines not to get the pack.  

The main idea for this is so that you would add to the 

upline's monthly GSV (Group Sales Volume ) and to your 

own PSV ( Personal Sales Volume ) So that's the reason 

why they were so intent on new recruits to get the “started 

kit” It cost Sing 1350 ! 

I would like to add another point. There was also no 

explanation at the business brief of how you would achieve 

executive  level; i.e., how many points would be needed 

for each month of the qualifying period  until you signed 
up for the LOI. This would be explained only at the LOI 

training. I experience some quiet disbelief and some shock 

from some of my downlines! 
The fastest way to achieve your monthly GSV was to 

get your downlines  to get the pack at Sing 1350! when 

they join the program.  It's no wonder they say that this is 
the fastest way! (see above )  

This was deliberate because if you had told people 

about this requirement I think many people would not have 
joined in the beginning!  

You could also do it the other way. 

Now instead to getting the "recruits" to buy the S$1350 
pack at 500 GSV  ( you would  need 4- 5 packs per month 

per LOI month  of 4 months program, you're exempted for 

the 2nd month )  you  could also  sell approx. 237 bottles   

at retail price )  of one of their shampoo each month!!! 
A typical 250ml bottle last for 3-4 months. Interesting!!!  

Now to add to your GSV you were also encourage to 

get the LifePak at Sing 136 wholesale price (S$166 
Preferred Shopper price ; S$195 at Retail Price !!!) at your 

LOI training and you would encourage your downlines to 

do the same! (duplicate)  
An average family of 4 would spend Sing 544  

monthly excluding groceries etc!!! This is big money 
for families here with the current economic situation. 

In fact, they were so aggressive at the LOI training that 

they fill up your order (for 6 or up to 18 months of 
order, Automatic Delivery Program )  form there and 

then! 

Luckily for me and my downlines which I "trained"' I 
did not submit my or their form but just bought one pack 

just to try. I felt it was pressure buying. I haven't finished 

the pack yet! 
They also said that Pharmanex would bri ng in more 

products into the market but that has not happened either. 

Only a few more new Nu Skin products. I think 

Pharmanex is also part of the game plan and should also be 

looked into. Big Planet has also not come into [this] 

market! 

The whole experience has left a bitter taste in my 

mouth about MLMs' or network marketing and their 

products although I did not loose any money.  

You also really had to work full-time to achieve those 

goals touted because it also involved looking after your 

downlines. You had to see that they also succeeded   

because if they failed you would have little income too! 

I've become more careful when approached about MLMs 

and have warned those wanting to strike out with MLMs to 

be careful. It is not as it seems to be.  
 

I also asked Susan (and other Asian correspondents) 
some questions, such as, “Were you given the odds (or 
probability or likelihood) of achieving those various 
levels, or were you shown the success rate for distributors 

in other countries?  Answer: “No, none were mentioned.”  

I pressed the issue of income misrepresentation 
further: 

Question: Were you informed that probably less than 

1 in 10,000 (or whatever the figure in Asian countries – 
certainly less than 1 in 5,000, based on experience in the 

U.S.) of all who sign a distributor agreement ever become 
Blue Diamonds?  
 

Answer: No, it was presented in a way that blue 

diamond is relatively easy to achieve.  The number 
game of 5 multiples were used even though it was 
banned in a suit in the US. This is reproduced for 
your reference: [See Table 4 below.] 
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Table 4: Sales Organization Growth 
via 5 x 5 x 5 x 5 x 5 “duplication:” 

 

 1 Mo.   2 Mo.    3 Mo.   4 Mo.   5 Mo. 
No. of Distributors:   5   25   125  625   3125 

or about 4000 total  “salespeople” in their downline. 
 

Worst Case Attrition: 
75%  (4000 x .25) = 1000 distributors remaining 
 

Worst Case Sales 
$100/Mo. x 1000 Sales People = $100,000 monthly volume 
14% Commission x $100,000 Volume = $14,000/Mo. 
$14,000 Per Month x 12 months = $168,000 Per Year! 

_________________________________________ 
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 Other Asian correspondents have also shared the 
“Sales Organization Growth” chart that is often cited by 
promoters in opportunity meetings, but which is clearly in 
violation of the FTC Order. (Exhibit 1). These Nu Skin 

Blue Diamond promoters were projecting $168,000 in 

commission per year as a worst case scenario! Based 

on all that is known from other information in this 

report, wherever such projections are posted, it would 

be blatant misrepresentation.  

 Of course, these projections sound very appealing 
and even somewhat logical to an unsophisticated prospect. 
The math works if you buy the assumptions. But no solid 
statistics on success rates are disclosed, and if they were – 
based on Nu Skin’s published “1998 Actual Average 

Incomes ” report, which has been found to contain about 
20 misrepresentations on a single page, how could anyone 
have any faith in Nu Skin’s numbers? 
 Question: Was it made clear to you that you really 
need to be a Blue Diamond to make a significant amount 
of money? [Since Blue Diamonds get over 58% of Nu 
Skin’s payout to distributors] 

 

Yes, that is why we have to recruit as many downlines 
as possible and to become an executive in the shortest 

period and to qualify for Blue diamond within a year.  
 

 Question: A person in Singapore told me that the Nu 
Skin promoters said, “It's up to you!” They claimed 
openly that “you can make as much money as the people 
who first came in an ran the company?” Was anything like 
that said to you?  

 

Answer: Yes, we were told that we would be better off 

coming in now, as China has not opened, our potential 
to earn would greatly exceed those who were before us. 

. .  
 Question: I think you wrote earlier that at opportunity 
meetings prospects were told that if they get in now, they 
may be able to capitalize on markets soon to open up in 
Indonesia (probably in 2002) and then China in 2003? 
Have I got that right?  

.  

Answer: Yes, all the time, we were hyped about the huge, 

unlimited potential of marketing in China.  Malaysia is 
seen as a small training ground.  The actual gold mine 

is China. We were told that 50 cities would 

simultaneously launch Nu Skin Products, [and] that is 

why we have to establish our base in Malaysia to enable 
us to tackle China.  

 

Question: What were you expected to pay up front to be 
fully active in the Nu Skin program?  

Answer from David and Liza (henry_liza@hotmail.com) in 
Singapore: We paid our Advanced 500 Pack at a retail 

price of S$1285 when in fact we could have bought that 

for S$900 at wholesale being a distributor ourselves.   

We are, however, told that distributors need to buy 

the Advanced 500 Pack, otherwise no training (or 

coaching on 'how to invite') shall be given to us.  

This, therefore means that the 500 RSV, products 
worth US$500, was credited to the upline who sold us the 

Advanced 500 Pack.  In our case, this upline is not our 
immediate upline (who is in Philippines) but is actually a 

blue diamond executive.  
 

It should be noted that when Nu Skin breaks into 
another country with a new pyramidal recruiting 
organization, it does whatever is necessary to adapt to the 
laws of that country, even if it means altering its 
compensation system. For example, in Singapore GSV 
(gross sales volume) can be equated with legs in the 

downline, so Nu Skin had to allow for that. But that 
created unprofitable and “unstable” organizations, a 
problem for Nu Skin. As Susan reported: 

 

 Another strong point is that if we achieve Blue 
Diamond status, we will stand to make commission 57% 

of the total sales by our downlines, so our Nu Skin 
products purchases (100 psv p.mth) would almost be free 

with tens of thousands of dollars of income per month. Our 

singapore blue diamond is reportedly making S$50,000 a 

month (S$1 approx = C$)  
 Blue Diamonds wherever they come from do make a 

lot of money provided they have built a strong and 

matured organisation.  

 There are also “Blue Diamonds” particularly from 
Singapore because they have new unstable organisations.  

 The current singaporean Nu Skin distributor can 
become a blue diamond without 12 legs (executives as 

front lines) directly below them.  

 Quite a few S’pore Blue Diamonds build their titles 

with 2-3 legs only but because the rules here allow them to 
equate gsv volumes with legs e.g. if you do s$36,000 for 

two months, they recognise and award you the blue 
diamond title because the gsv volume is calculated on gsv 

3,000 x 12 executives even if you only have one or two 

front line executive group breakaway in Singapore.  

 If you look at the number of S’pore Blue Diamond’s, 
this is quite disproportionate to the population of only 4 

mill. people. I understand that this variation of the rule in 
favour of Singaporeans is because of the hard stand of the 

government authorities when Nu Skin was discussing with 

them prior to entry into the Singapore market . 

 Recently, I have heard that the company is wanting to 
change this “recognition of titles” to make Singapore the 

same as the rest of the world.  Perhaps, the payout in 

Singapore is higher than the company likes and that is why 

they want to change this – their profits is based on 

“BREAKAGES” [breakaways]  – commissions provided 

for in the compensation plan that is not earned.  
 In Singapore, especially where products are 

purchased and returned and initial euphoria is achieved 

and commissions paid out, it is possible that the company 

profitability is less than expected especially when returns 

as demanded by law is huge and relentless.  
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The China “opportunity”: As best I can determine, 

authorities in Indonesia balked at admitting Nu Skin. 
China has agreed to admit Nu Skin, but with very 
stringent restrictions, since China has in the past outlawed 
multi-level marketing.  
 As explained by Nu Skin in an internal memo:  
 

Team Elite China Retail Store Incentive Plan Tri-fold 

Content (includes legal’s and Corey Lindley’s 
modifications.   Draft 6: 4-12-02) 
  

The Opportunity 

Never before has Nu Skin Enterprises (Nu Skin) 
embarked upon an international journey so great as the one 

before us today.  China is home to over one-sixth of the 

world’s population, yet its economy and infrastructure are 

less developed than many markets in which we operate.  

As such, government practices necessarily incorporate 
strict guidelines; which currently prohibit several proactive 

forms of commerce including direct sales and network 

marketing.   

Nu Skin, which has invested $65 million to date in a 

modest infrastructure in China, has worked exhaustively 

with local and state gov’t officials to begin aggressively 
expanding its presence through an additional $15 million 

dollar investment in its retail structure and manufacturing 

operations.   In doing so, the company is proud to present 

Phase 1 of this exciting venture: The Team Elite China 
Retail Store Incentive Plan.  

   The Team Elite China Retail Store Incentive Plan 
incorporates several innovat ive strategies that allows Nu 

Skin Enterprises to involve its leaders in the further 

expansion efforts of the market while operating within 

parameters agreed upon between Nu Skin Enterprises and 
government authorities.  The opportunity for distributor 

leaders to work with Nu Skin Enterprises to expand the 
China Market is the first of its kind in China and in the 

world of network marketing, offering distributor leadership 

the opportunity to help expand and drive sales at Nu Skin  

stores and receive a percentage of such sales as a 
commission bonus. 

   Beginning January, 2003, Shanghai Nu Skin (the 
name of the official Nu Skin subsidiary company in China) 

will officially open up to one hundred additional retail 

stores in five provinces throughout south-east China: 

Jiangsu, Shanghai, Zhejiang, Fujian, Guangdong.  
 

While Nu Skin’s China Retail Store Incentive Plan 
may seem an improvement, considering all that has been 
said about Nu Skin not having a bone fide retail or even a 
direct sales operation, the China Plan is actually a dead 

end for Nu Skin’s recent recruits hoping to recoup 

their investments and earn the handsome fortunes 

promised to them. In effect, you have over 300,000 
distributors competing for a tiny piece of 100-200 retail 

stores. But as before, distributors who entered the 
scheme earlier have the edge. On April 28, we received 

from a distributor in Singapore this plea for help – and 
asking to be included in the Petition to the FTC regarding 
Nu Skin’s misrepresentations: 

 

Dear Sirs, 
    I am writing to add more information about this 

horrible company.  
  Many of us were recruited because: 

1) The compensation plan allows us to grow 

bigger than our sponsor etc – that’s what they 

tell us. 
 2) There is this great China Opportunity that is 

represented to us by our sponsors at the point of 
recruitment - just attend any of the Business Opportunity 

Meetings that had been run for the last 12 months in 

Singapore and other parts of the world and perhaps in the 

USA. 
  Now, the company (notwithstanding the fact that they 

have to comply with China's laws and authorities) have 
come up with a draft proposal to its Big Hitters (the Blue 

Diamonds) amongst its hundreds of thousands of 

distributors worldwide.  

   Sure, between now and December 2002, we can 
all compete to qualify for the "Big China 

Opportunity". 

   The major and critical difference is that some of 

us are starting now from near ground zero while many 

are up at Diamond and Blue Diamonds with huge 

organisations already standing.  
   It would not take more than a child to tell you  

that the race to "make it for China" will have the big 

hitters at the top of the "pyramid"! 

   The rest of the distributors will be surviving if we 

can on the "crumbs of China!" 
   IS THERE A CAUSE HERE FOR FTC 

INTERVENTION? 
    

 HELP! 
  
 Thank You,   

Dato Lim Kok Peng (datolimkp@yahoo.com),  
Malaysia  (Some information is also available on this at  

 http://www.Nu Skin.com (select China) but not much, as 

the pasted document here is an internal one.) 

 

J. A few supporters of the PSA petition are representative of millions of silent victims 

worldwide. (See separate listing of petitioners). Reasons that relatively few complaints are 
filed and limited actions are taken against Nu Skin include the following:   
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(1) Participants are led to blame themselves 

for their “failure,” rather than a compensation 

system that guarantees an extraordinarily high 

loss rate. So few complaints are filed.  
  

 With all recruiting MLM’s, it is unfortunately the 
case that many good people are drawn into its web, even 
highly educated and moral persons. These participants 
develop a blind spot in their perception of truth and error. 
This phenomenon was well described by the psychologist 
Leon Festinger in his theory of cognitive dissonance. 
When a person’s behavior sharply contradicts his/her 

belief system, that person may find it easier to resolve the 
dissonance by justifying or altering the belief system than 
by altering the behavior. Nowhere have I seen such 
rationalizing more evident than in recruiting MLM’s.  

Prospects are tricked into participating in a system 
that depends for its existence on deception. As with other 
product-based pyramid schemes, success requires that new 

distributors first be deceived, then maintain a high degree 
of self-deception, and finally go about deceiving others. 
Victims become perpetrators. So some fear that if they 
complained, they may implicate themselves. 

This is another explanation for the few instances of 
ex-distributors coming forth with complaints about even 
the worst MLM scams. Not only have they been taught 

that failure is the fault of the distributor, but they have 
convinced themselves that the business was legitimate. 
They don’t want to admit to themselves, and certainly not 
to the persons they recruited, that it was essentially a 
scam. Thus, the paucity of complaints may mask the fact 
that a multitude has kept quiet. One complaint may be 
representative of 1,000 or even 10,000 victims. 

So a recruiting MLM like Nu Skin is the perfect 

con game. The very persons who are being victimized 
become the program’s promoters and defenders. They 
have had it drummed into them that anyone can succeed if 
only they will try hard enough to “work the system.”   
They work diligently to “build a downline” until they run 
out of money and drop out – only to further enrich the 
persons at the top who promote and profit from the fraud.  

Dropouts are ashamed at having “failed,” so they 
hesitate to complain to anyone and may even apologize to 
their upline for their failure. They don’t know until 
carefully deprogrammed that the probability was 99.9% 
that they would fail, based on the experience of others, 
many of whom put forth great effort. Only by buying into 
and promoting the misrepresentations to thousands of 
others could they succeed. 

After all (they reason – or have been told by 

promoters), if the program were an illegal pyramid 

scheme engaging in misrepresentation, it would have 

been stopped by authorities long ago. 

 

(2) Sales literature and other 

communications focus on the ruse of direct selling 

of well-researched quality products, rather than 

an actual emphasis on recruiting. (See D(3) above.) 
 

(3) Nu Skin builds its credibility by well-

placed donations to worthy and highly visible 

causes, such as the Para-Olympics, BYU athletics, 

environmental protection, Stanford University 
dermatology research, starvation assistance, etc. 

 

Recognizing its vulnerability operating on the edge of 

legality (or over the edge, depending on the sophistication 
of investigators), Nu Skin officials have bent over 
backwards to make very visible contributions to worthy 
causes. Recipients have seldom understood the degree to 
which attaching their names to the Nu Skin organization 
as a donor lends credibility to their exploitive recruiting. 
Examples include:  

Stanford University accepted a $6.7 million grant 

from the “One Foundation” (established by founder Blake 
Roney and his wife Nancy) for dermatology research, 
focusing on the study of genetic therapies for skin 
disorders. It has also established the Nu Skin Center for 
Dermatological Research at Stanford University School of 
Medicine to fund clinical trials of skin care products.  

This is great PR for a firm that promotes skin care 

products. Stanford officials may not have been so eager to 
accept the funds had they known they were lending 
credibility to one of the most highly leveraged recruiting 
MLM’s in existence, one that is literally plundering poor 
Asian countries by promoting its program to vulnerable 
new recruits, using flagrant misrepresentations cited here. 

Nu Skin set up the Force for Good Foundation “to 

assist in the preservation of life, the continuation of 
indigenous cultures and the protection of fragile 
environments.” It donates to a variety of worthwhile and 
visible projects, including indigenous education, 
humanitarian aid, rainforest preservation, and health 
initiatives. Much of the funding is linked to Epoch, Nu 
Skin's unique line of ethno botanical products. 
Correspondents from around the world have reported that 

Nu Skin touts this largesse at its opportunity meetings, as 
if to say, “See, we are good people who do good things.” 
 The logic of Nu Skin’s promoters is absurd. If one 
steals $1 million from a bank and then donates $200,000 
of that to charity, does that legitimize the theft? 

Nu Skin has long been a sponsor of the Olympics, 
especially the para-Olympics. During the months leading 

up to the Olympics recently held in Salt Lake City, large 
Olympic signs were posted at opportunity meetings, 
included in sales materials and recruitment presentations. 
They have managed to gain exclusive recognition of their 
LifePak nutritional product for the Olympics. But Nu Skin 
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came under fire for promoting supplements to athletes that 
could test positive under strict anti-doping rules.  

After Nu Skin was accepted as a sponsor of the 2002 
Winter Olympics in Salt Lake City, I wrote this warning 
and sent it to the Salt Lake Organizing Committee and the 
U.S. and International Olympic Committees:  

 

 The money involved in the Salt Lake Olympic bid 

scandal is child’s play compared to the money that will be 
bilked from vulnerable Asian investors unless the Nu Skin 

advance is stopped. And there are numerous other MLM’s 

ready to follow in Nu Skin’s wake. The money spirited 

away from these trusting people could ultimately be in the 
tens of billions of dollars if this continues. This will do 

nothing for our relations with these countries, some of 

which (Malaysia and Indonesia) are predominately 

Muslim. Considering recent events, we should be very 

concerned about that.  
 

Unfortunately, my warning went unheeded. The Salt 
Lake Organizing Committee for the Winter Olympics 
needed the money and allowed Nu Skin to continue as a 
sponsor. The results speak for themselves. Since that time, 
hundreds of millions of dollars has been bilked from 
Asian victims of the scheme, and the Nu Skin/Olympics 

promotional connection continues unabated. 
Robert Fitzpatrick wrote in his book, Pyramid Nation 

(2001: Fitzpatrick Management Inc., Charlotte, NC):  
 

 Nu Skin’s Olympic role illustrates the retail 
“disguise” of MLM companies. Nu Skin spent $20 million 

to upgrade from an Olympic licensee to a national sponsor. 
The sponsorship gained for Nu Skin the “official lip balm” 

for a product of which it had sold only 100,000 units. Nu 

Skin’s $20 million forced aside Chap Grip of Utah, a 

traditional company with true retail focus which sold three 
million units, of lip balm last year.  Boston Herald 

columnist Cosmo Macero noted that Nu Skin’s 
sponsorship, in reality, gained endorsement for its multi-

level marketing business model, not its l ip balm and was 

used to promote its recruitment scheme, not product sales. 

 Sponsor and marketing deals for the 2002 Winter 
Olympics raised $869 million,” wrote Macero. “But at 

what price is the Olympic rings? This was the year multi-
level marketing climbed the Olympic sponsor hierarchy to 

reach par with General Motors, Bank of America and 

Allstate. . . its business model still depends on the constant 

recruitment of distributors – rather than total retail sales.” 
– Boston Herald,  March 22, 2002, “Nu Skin Flap may nick 

Romney,” by Cosmo Macero, Jr. (pp. 27-28) 
 

Nu Skin has long kept its name prominently 
displayed with the scoreboard and other promotions for 
athletic events at BYU (Brigham Young University) and 

has sponsored internships and other programs associated 
with the university. This has helped to give the company 
credibility and influence in the local community and 
provided a stable full-time and part-time work force. 

In the ultimate PR coup for Nu Skin, a series of 
programs called “Conversation with t he Governor” 
appeared recently on Channel 11, BYU’s TV station. And 
who was the sponsor? Nu Skin! A trailer touted the great 
products sold by Nu Skin‘s “direct sales” force to bless the 
lives of consumers. And of course, Nu Skin’s donations to 

worthy causes was also mentioned. So this was a program 
produced by BYU, featuring the popular governor of the 
State of Utah, Michael Leavitt, sponsored by a recruiting 
MLM. It was funded by Nu Skin – with a compensation 
system that makes it one of the most extreme product-
based pyramid schemes ever devised! 

 

(4) Nu Skin hires notables to its board of 
directors and as speakers for its worldwide 

conventions. It has also donated to politicians who 

have authority to regulate it.   
 

 To further enhance its credibility, Nu Skin places on 
its Board of Directors persons of influence and stellar 
reputation. These include retired Senators E.J. "Jake" Garn 

from Utah and Paula F. Hawkins from Florida.  
 Over the years, Nu Skin has paid to secure such 
prestigious speakers at its worldwide conventions as 
Gerald Ford, Ronald Reagan, Colin Powell, Lee Iacoca, 
and Margaret Thatcher. Would these individuals have 
agreed to associate their names with Nu Skin if they had 
any idea of the fraudulent system providing the funding 
for all that Nu Skin does, including their speaking fees?  

 As mentioned in #3 above, Utah’s popular Governor 
Michael Leavitt has appeared on a program sponsored by 
Nu Skin! In the trailer that follows, Nu Skin is touted as a 
“direct sales company” offering quality products and as a 
force for good in the world. One wonders if the governor 
or BYU officials would have agreed to Nu Skin’s 
sponsorship had they understood the misrepresentation 

underpinning the source of Nu Skin’s funds. 
We might note that a review of Utah state election 

records revealed that Nu Skin’s officers and the Nu Skin 
PAC donated 93% of their reported 1995-96 political 
contributions for state offices towards the campaign of Jan 
Graham, who was then state Attorney General (though of 
an opposing political party from Nu Skin officials – as 

above-named invited speakers would suggest), which 
could be responsible for possible state action against them.  

Credit Nu Skin with well-placed donations.  We 
should also note that Amway, another recruiting MLM, 
leads the way in MLM influence peddling, recently 
reported as the second largest contributor to the 
Republican Party – behind only Reynolds Tobacco! 

Nu Skin has worked hard to come across as a good 

corporate citizen.  But do these impressive donations put 
Nu Skin Enterprises, Inc., above the law? This report calls 
the motivation for all this into question. 
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Could it be that Nu Skin is buying legitimacy with all 

this largesse so that consumers and regulators will merely 
wink at the numbers, when they should be wincing? 

 

(5) The cause of misrepresentation in 

recruiting MLM’s like Nu Skin – their exploitive 

and complicated compensation systems – are 

either avoided or not adequately addressed by 

consumer protection agencies and the courts. 

Instead, attention is given to complaints about 

exaggerated product and income claims, 

background of founders, etc. 
 

When one understands the fraud and 
misrepresentation inherent in recruiting MLM’s, it 
becomes apparent that in order to assess the harm to 
participants, one must address critical elements in the 
compensation system (See Appendix C and D). 
Unfortunately, many of these pay plans are so complex 
that few investigators are able or willing to do an adequate 
job of analyzing them. Many lack the background in 
statistics and familiarity with the marketing models and 
compensation systems in other settings to make qualified 
comparisons between legitimate businesses and recruiting 
MLM’s, or product -based pyramid schemes. 
Consequently, well-financed and skillful MLM lobbyists 
and legal teams have overwhelmed the resources of 
consumer protection agencies. Those who are trying to 

protect consumers against exploitive MLM’s are 

simply outgunned and outfoxed by MLM protagonists.  
Because of the complexity of the compensation 

systems, cases filed against MLM’s typically focus on less 
relevant issues, such as exaggerated product claims or 
background of the founders. Generally, agencies only 
respond to the few complaints that are filed by victims 
who understand enough to know that they have been 
scammed. Consumer activists have learned that in 
enforcement, the squeaky wheel gets the grease. But with 
MLM, the vast majority of victims do not complain. 

 

(6) Nu Skin and other recruiting MLM’s have 

succeeded in establishing precedents of getting away 

with misrepresentation for many years. Thus, Nu Skin 

promoters have been emboldened to continue their 

misrepresentations, apparently confident they can 

get away with it, as they have since the 1994 Order. 
 

As mentioned in A (above), the 1994 Order was 
clear, appropriate, and important to the FTC in fulfilling 
its mission to protect consumers and to promote fair trade. 
It is with great frustration and sadness that this writer 
observes such flagrant violation of the Order continuing to 
this day, even though most of this evidence was presented 
to FTC officials in December of 2000. All knowledgeable 
and objective persons to whom I have presented this 
information have agreed that the evidence of violations is 
both compelling and conclusive.  

I have performed arduous research at an extreme 
disadvantage. Nu Skin officials have repeatedly refused to 
supply the data I requested, while accusing me of 
“torturing the data.” (See L below.) So I have had to use 
information from public documents, such as those detailed 
in Appendix A. And my efforts to get the FTC to release 
its file of about 60 pages on Nu Skin, using the FOIA 
(Freedom of Information Act) was met by their releasing 
just one page. The FTC’s FOIA office had its reasons, but 
the information could have facilitated my investigation. 

For two years Nu Skin has been aware of the efforts 
of myself and others to debunk their deceptions. And 
because Nu Skin has not yet officially been found in 
violation of the Order, and because no penalties or 
corrective actions have been assessed or publicly reported, 
misrepresentations continue unabated. Officials at Nu 
Skin (and similar MLM’s) are emboldened by the lack of 
enforcement action. It is hoped that this clear presentation 
of these facts and analysis will lead to appropriate and 
vigorous enforcement without further delay.  

People in other countries are interested in what 
enforcement action has occurred in this country. In an  
e-mail message dated 12/26/01, Lim Choon Kiong wrote: 
 

Dear Sirs, 

 I am from Singapore and come across your web page 
highlighting fraudulent MLMs. Interesting read! 

 May I know, is Nu Skin currently under some kind of 
investigation recently over at the States? Sorry to ask      

you this, since you know I can't get this info from their 

website! Over in S'pore [Singapore], Nu Skin is the 

predominant player here. There is an MLM Amended 
Act enforced in our country [wef 1/1/2002].  

 

K. With competent and objective investigation, using the information in this report and 
petition, Nu Skin will be found to be in material breach of the CONSENT ORDER TO 

CEASE AND DESIST misrepresenting earnings of its distributors. Prompt action by the 
FTC with appropriate sanctions and without further delay is important to protect 

consumers and fair trade – and vital to the FTC in fulfilling its own mission.
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 I believe sufficient evidence has been presented to 
find the 1997 and 1998 reports of “Actual Average 
Incomes” of distributors in violation of both the letter and 
the spirit of the 1994 Order for Nu Skin to stop 
misrepresenting earnings of distributors – and that such 
misrepresentation has continued in one form or another 

since the Consent Order was finalized in 1994. The fact 
that Nu Skin’s compensation system constitutes a 
recruiting MLM, or product-based pyramid scheme, may  
not be at issue, but it helps to understand the motivation 
behind the misrepresentation. The misrepresentation and 
deception that such a system inevitably leads to should not 
be allowed to continue without FTC action – especially 
when there is an Order in place to stop it! 

 In separate correspondence (dated May 13, 2002) to 
Robert Frisby of the FTC’s Enforcement Division, I have 
proposed standards of reporting that would be more 
truthful and fair to consumers. PSA has also received 
many e-mails from supporters of a petition for the FTC to 
require adequate disclosure of average earnings of 
distributors for all MLM’s. This is one of the most 

constructive steps the FTC could take to protect 
consumers. However, it is anticipated that the MLM’s 

lobbying organization, the Direct Selling Association, 
would fight it vigorously, as it would make transparent the 
fraud inherent in most of these programs. 
 Robert Fitzpatrick in his book Pyramid Nation states, 
“Nu Skin is the only company in the country to be fined 
over one million dollars on two occasions by the FTC for 

making false and misleading claims about its products and 
the incomes of distributors.” (p. 56)  
 Perhaps a million dollars is too insignificant a penalty 
to effect any change in Nu Skin’s exploitive breakaway 
compensation system. To Nu Skin officials, it is merely a 
small budget item – like another donation to charity. 

 The 1994 Order is a good one – one of the best 

actions the FTC has ever taken in this field. American 

consumers are deserving to know if the FTC is 

enforcing its own orders on their behalf. Based on my 

understanding of the Congressional mandate under 

which the FTC operates, enforcement of the 1994 
Order is highly appropriate and timely. Further delay, 

on the other hand, will facilitate ongoing exploitation 

in U.S. and foreign markets, and the perception of 

ineffectiveness of an agency charged with the 

responsibility of protecting consumers and fair trade.
 

L. Nu Skin’s only defense against these charges is to discredit the whistleblower, with 
comments which reveal significant self-deception even among responsible top officials. 
 

 The research that has gone into this report has been 
very thorough and performed over a period of many years. 

Having been heavily recruited by Nu Skin, as well as 
other MLM recruiters, I finally decided to test the program 
for a year as a practicing distributor, determined to prove 
whether or not Nu Skin (and other MLM’s) were what 
their promoters represented themselves to be. Many of the 
insights and evidence collected for this report would not 
have been possible without this direct involvement. 

 To be fair, I have challenged Nu Skin’s officers to 
provide refutation of the analyses on four occasions, both 
by mail and in person. In each case, they declined to do 
so, other than the CFO’s dismal attempts to dismiss the 
charges without offering any substantive evidence or 
rationale to refute my conclusions.  
 Nu Skin has taken the approach of discrediting the 

whistleblower. But should this be any surprise? Like a 
child caught with his hand in the cookie jar, it is human 
nature to make rationalizations. Please read my separate 
report, Nu Skin Discredits the Whistleblower, which 
begins with a statement furnished by Nu Skin to at least 
one editor who asked about my research, with my 
itemized rebuttal and own detailed account of how I got 
involved in this arena of consumer awareness. 
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Appendix A  

Petition submitted to FTC Enforcement Division  

by Pyramid Scheme Alert December 4, 2000  

 __________________________________ 
 

COMPLAINT OF VIOLATION BY NU SKIN  

of the 1993 [finalized in 1994] FTC Order for Nu Skin and Its Distributors to Stop  
Misrepresenting Past, Present, and Future Earnings of Distributors  

 

? Since 1991, Nu Skin Enterprises has been investigated, subject to cease and desist orders 
and/or other enforcement actions related to its business practices by the Federal Trade 

Commission (FTC) and the Attorneys General of Michigan, Georgia, Pennsylvania, 
Florida, Illinois, Ohio, Connecticut, Texas, and Utah.  

? In 1993, Nu Skin Int ernational, Inc. (now Nu Skin Enterprises, Inc.) and associates were 
ordered by the Federal Trade Commission to stop misrepresenting in any manner past, 
present, and future profits, earnings, income, or sales from participation in its marketing 
plan.  

? Since that time, Nu Skin has published and made available to prospects who inquire an 

annual report entitled Actual Average Incomes.   

? This report includes faulty assumptions and survey results, omissions of costs and other 
important data, and statistical distortions that -- taken together -- significantly mislead and 
misrepresent earnings to potential distributors who are recruited into its plans. For 
example, sales at retail price are assumed at far greater rate than actually occurs, and odds 
of success are calculated without considering the vast majority of participants who quit the 
Nu Skin program after losing their investment.  

? In particular, a person reading the report may conclude that 100% of those who make an 
effort to apply the Nu Skin program as distributors (the "actively participating 
distributors") earn at least some profit. But careful study by qualified analysts, who are 
intimately familiar with the report and with Nu Skin's recruiting practices and 
compensation system, have concluded that less than 1/10 of 1% of all distributors who 
have signed a distributor agreement have earned a profit after subtracting all expenses, 
including both operating expenses and products purchased from Nu Skin.  

? As a result, hundreds of thousands of persons who joined the Nu Skin program since 1993, 
and who based their decision to participate partly on the verity of this report, may have 
been defrauded collectively of as much as hundreds of millions of dollars.  

 

 We therefore request the Federal Trade Commission to examine whether Nu 

Skin's Actual Average Incomes document is a violation of the 1994 Order for Nu Skin 

and its distributors to stop misrepresenting past, present, and future earnings of 

distributors. 
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Appendix A, page 2  

 

SUPPORTING DOCUMENTATION 
for the Complaint of Violation by Nu Skin of the 1994 FTC Cease and Desist Order for Nu Skin and 

its Distributors To Stop Misrepresenting Past, Present, and Future Earnings of Distributors 

  

PART 1: Summary and notations on Nu Skin’s  report “1998 Actual Average Incomes” 
 

 In supporting the petition for the Federal Trade 
Commission to determine if in fact Nu Skin 
International, Inc. (now Nu Skin Enterprises. Inc.), and 
associated parties are in violation of the Agreement 
Containing Consent Order to Cease and Desist 
(misrepresenting earnings of distributors, etc.), dated 
May 21, 1993 (File No. 912 3071), the following 
supporting information is presented.  
 In summary, it can be demonstrated that Nu Skin is 
violating the order by: Misrepresenting the past, present, 
and future profits, earnings, income, and sales from 
participation by distributors in Nu Skin’s marketing 
plan, based on reported earnings of existing distributors.  
 This formal complaint is supported by the following 
– some in the report of “Actual Average Incomes,” some 
in the analysis and appendices of Part 2:  

– A careful review of the “1998 Actual Average 
Incomes” report currently provided by Nu Skin 
for prospects and the FTC.  (See Exhibit A.) 
Reports for other years follow the same 
format.  

– Data from 1998 and 1999 Form 10-K (Annual 
Report) required by the SEC  

Spreadsheet analysis of Nu Skin’s report of “1998 
Actual Average Incomes” 

– Reports from observation of ex-distributors (free 
from sanctions by Nu Skin) 

– Analysis of incentives built into the Nu Skin 
Compensation System  

– Excerpts from the order itself  
– Qualifications of this analyst (separate sheet) 

 

 Based on the “1998 Actual Average Incomes” 
provided by Nu Skin, it appears that 100% of Nu Skin 
distributors who put forth some effort (as “active 
distributors”) earn at least some profit. This encouraging 
statistic is at least part of the justification for new 

distributors’ choice to participate in the Nu Skin 
program. While this 100% success rate is certainly 
desirable for seekers of business opportunities, the true 

odds of earning a net profit for all new distributors 
are probably less than 1/10 of 1%, or 1 in 1,000. The 
rate could even be closer to 1 in 3,838 – if all relevant 
data were included—assuming a minimum 95% dropout 
rate and using figures adjusted for misleading statistics 

reported by Nu Skin and not detected by the FTC’s 
Division of Enforcement.  

 The difference between the odds of success 

inferred from Nu Skin’s report that is provided to 

prospective recruits, and the actual odds of success, is 

sufficient to make a material difference in a 

prospect’s decision whether or not to participate. 

Hundreds of thousands of persons who joined the Nu 

Skin program, based on the numbers and the report 

form apparently approved by the FTC, were thus 

defrauded.  
 Many of these errors could have been detected by a 
statistician or market analyst who understood basic 
principles of marketing and statistics, who had sales or 
entrepreneurial experience, and who was willing to 
challenge the validity of Nu Sk in’s claims. Some would 
be difficult to identify without direct involvement with 
the Nu Skin compensation system, such as I have had.  
 To show how extensive are the misrepresentations 
in the report entitled “1998 Actual Average Incomes,” I 
have included a copy of the report, with notations for the 
misleading statements and statistics. (See report on the 
next page and the notes following.) Nu Skin would of 
course not accept these corrections, because only 
persons with no ability to understand basic statistics 
would then want to participate. It would be obvious 

that Nu Skin’s “business opportunity” is in reality no 

opportunity at all. Both the FTC and the public it 

should be protecting, have thus been defrauded.

Comment: may be no opportunity at 

all. 
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Appendix A, page 3 

 

“1998 ACTUAL AVERAGE INCOMES”* – as Reported by Nu Skin 
(Problems noted in parenthesis are explained on the following page.) 

  
 Success requires considerable time, effort, and commitment to the program. (1) There are no guarantees. Not all 
distributors qualify for commission bonuses. (2) 
 The average annual earnings (3)  from commission bonuses and assumed retail profits for 1998 of active distributors 
at each level in the Sales Compensation Plan are as follows: 
 

   Average Annual “Income”          
       [should be “Payout”] (4) Total purchases (6) Net payout (7)  Percentage of the (8)    
Title   at Each Level for 1998   from Nu Skin  from Nu Skin  Active Distributors 
 
Distributor  $1,888.20 (5)   ?  ?    8.80%  
 
Qualifying Exec. $2,988.98 (5)   ?  ?    0.46% 
 

Executive   $4,622.03 (5)   ?  ?    2.66% 
 
Gold   $6,611.44 (5)   ?  ?    1.11% 
 
Lapis   $12,408.99 (5)   ?  ?    0.66% 
 
Ruby   $27,070.91 (5)   ?  ?    0.19% 

 
Emerald   $53,422.40   ?  ?    0.08% 
 
Diamond   $154,581.69    ?  ?    0.09% 
 
Blue Diamond   $480,403.97    ?  ?    0.16% 
 

For the year 1998, there was an average of 63,520 (9) actively participating U.S. (10)  Nu Skin and IDN distributors per 
month. (11) To be considered an actively participating distributor (12), a distributor must have either received a 
commission check or placed an order for products, promotional materials, or services. The average annual income per 
actively participating distributor for 1998 was $3,999.67 (13). This average annual income includes retail profit based on 
a 43% retail markup price (14). A survey of active distributors’ retail sales from January -December 1998 (15)  revealed 
that an average of 55.7% of personal sales volume was sold at retail to end consumers. (16) 
 
Out of the active distributors for 1998, 85.78% were distributors who purchas ed product, promotional materials or 

services from the company but did not receive commission checks. The average annual income for these distributors, 
based upon assumed retail sales to end consumers at the suggested retail price was $1,555.23. (17) 
 
The percentage of active distributors at each level has been rounded to the nearest one-hundredth of a percent. If you have 
additional questions concerning this information, please contact Nu Skin Distributor Support at (801) 345-1000.  
 

OTHER NOTES: (18) (19) (20)  
 
 
*For reproduction clarity and to allow for reference notations, this document was retyped from an original facsimile, 
which was received from Nu Skin Enterprises, Inc., July 14, 2000.  
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NOTES on “1998 Actual Average Incomes” report 
 

(1) It is highly unlikely that any profits will result from part-
time effort, contrary to promises of recruiters. Extreme effort 

and the willingness to deceive many recruits may be required to 

“succeed.” What is not said here is what is deceptive.  

 
(2) The vast majority of active distributors (85.8%) do not 

qualify for any commissions. It is quite possible that over 90% 
of all U.S. distributors who have participated in the Nu Skin 

program have not qualified for commissions. And remember, 

commissions are not net  income. 

 
(3) These are not earnings, but assumed earnings. They include 

bogus retail sales figures, and averages skewed by the inclusion 
of a few founding and early Blue Diamond distributors, who 

receive a majority of the payout. 

 

(4) Since retail figures have been proven to be fallacious (See 
Part 2), they should not be included. This column should include 

only actual average payout by Nu Skin and be labeled as such. 
Also, the payout to the founding and earliest Blue Diamond 

distributors is so extreme that it skews any averages. They 
should either be eliminated from the averages or given a 

separate designation.  
 

(5) After subtracting operating expenses and purchases from the 

company, actual net income for all but the top distributors, is 

usually zero or a net loss. 
 

(6) A column of purchases from Nu Skin should be included 

here as a prime expense of doing business. 

 

(7) Net payout, after subtracting purchases from Nu Skin as a 
cost of doing business, gives a more realistic picture of net 

income. If actual operating expenses were also subtracted, 

most would show losses, except for top distributors . But this 

information would be difficult to obtain unless distributors were 

willing to voluntarily release information from their income tax 

returns. It i s doubtful they would do so without a court order. 
Ex-distributors may be more willing.  

 

(8) These percentages would be reduced by over 95% if all 

distributors (including inactives and those who quit or were 
terminated) were included.  

 
(9) Could be two or three million if all distributors, past and 

present, were included for computing odds of success. 

 

(10) Because (1) Nu Skin was experiencing regulatory action, 
(2) the perception of saturation swept the U.S., and (3) its top 

distributors wanted to establish profitable “organizations” 
(pyramids) overseas, most of Nu Skin’s business is now in Asia, 

where laws against pyramid schemes are weak and populations 

vulnerable. There are over 60,000 active distributors in the U.S., 

but about 500,000 worldwide, mostly in Asia. Millions of 
participants have lost money, become discouraged, and quit. 

(11) This number of distributors who have achieved each level 
since the founding of the company is compared against a 

monthly average of “actively participating distributors”—an 

apples and oranges comparison. This statistical distortion lies at 

the root of many of Nu Skin’s misleading earnings claims. 
 

(12) This greatly limits the number of distributors who figure in 
any calculations of the odds of success.  

 

(13) This number is false, as it assumes sales at retail prices, 

most of which was sold at wholesale prices, if sold at all.  
 

(14) Again, only rarely do distributors sell at a markup of 43%. 
Most are sold at wholesale, though taxed at retail. 

 

(15) This survey is invalid. Distributors who told the truth could 

lose their distributorships. 
 

(16) End consumers are generally the distributors and their 
families. The sellers are the buyers, and the buyers are the 

sellers—to themselves. This is generally true of product-based 
pyramid schemes. Retailing outside of their network is rare. 

Some Nu Skin promoters have been telling distributors they 
only need to sell to their downline.  

 

(17) A totally bogus figure. The average income for these 

distributors was approximately zero, or a loss—if they bought 
any products at all. 

 

(18) A column should also be added for the distributor to 

estimate operating expenses, before projecting what net income 

will be. Based on the experience of ex-distributors, it would be 
safe to say that minimum operating expenses for serious Nu 

Skin recruiters in the U.S. would exceed $7,500 a year, or ½ of 

total payout by Nu Skin, whichever is greater.  

 

(19) It should be revealed that over half of the total payout by 

Nu Skin goes to a tiny percentage of Blue Diamond distributors 
at the top of Nu Skin’s pyramidal hierarchy—typical of a highly 

leveraged, back end weighted pyramid scheme. In fact, it can be 

demonstrated that Nu Skin’s breakaway compensation system is 

a mega-pyramid, one of the most extreme forms of a pyramid 
scheme. 

 
(20) It would only be fair to reveal that the vast majority of all 

“actively participating distributors” who receive commission 

checks experience losses, some of them major losses. It is often 

the case that those who invest the most and try the hardest, lose 
the most. It would also be advisable to reveal that the actual 

odds of “success” (if showing a tiny profit could be considered a 
success) is less than one in 10,000—or worse, depending on a 

number of factors and on statistics which Nu Skin is 

understandably reluctant to make public.
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SUPPORTING DOCUMENTATION 
 

PART 2: Detailed Analysis – Major reporting inconsistencies 
 

Nu Skin’s “1998 Actual Average Incomes” report 
states: “This average annual income includes retail profit 
based on a 43% retail markup price. A survey of active 

distributors’ retail sales from January-December 1998 
revealed that an average of 55.7% of personal sales volume 
was sold at retail to end consumers.”  

 Anyone who is familiar with Nu Skin’s products knows 
that retail list prices are so high that only in well-to -do 
neighborhoods could a distributor be consistently successful 

in selling products at the suggested retail price. For example, 

a couple with two teen-age children taking LifePak would 
have to pay over $200 a month wholesale just for LifePak 

supplements. If they buy other supplements and a few skin 
care products that figure could easily rise to twice that 
amount. And if you add 43% to that you could be up to $572 

a month —and the family hasn’t even bought basic groceries 
yet! 

Ex-distributors who have sold Nu Skin’s products, 

agree that the vast majority of products are sold at wholesale, 
and most are bought more to meet minimum purchase 

requirements to qualify for commissions and bonuses than 
for actual need. The distributors are the buyers, and the 

buyers are the sellers—primarily to themselves and family 
members—some consumed, some stored, and some given 
away. Distributors are urged to “be a product of the 

products.” In any event, only an insignificant portion of the 
total of Nu Skin’s reported product sales are consumed by 
end users outside of Nu Skin’s immediate family and 

network of distributors.  
 One would have to conclude that the above-mentioned 

survey is an in -house one and that respondents are telling 
what they should  be doing, not what they are doing. After 

all, violating the “rules” could result in forfeiting their 
distributorship.  
 False assumptions in the report of sales at retail prices 

greatly skew income figures upward, especially of lower 
level distributors, since their stated incomes depend on retail 
sales. It would be much more valid to report only average 

payout to distributors from Nu Skin without making any 
assumptions about retail sales. It would then be seen that 

very few distributors make any net income, even without 
subtracting expenses.  

Also, when one correlates the 1998 Average Annual 
Incomes report with figures in Nu Skin’s annual report, 

obvious discrepancies emerge, calling into question again the 
claim that distributors are retailing to any significant degree 
outside of their distributor network. 

Let’s look at the numbers. If 55.7% of purchases were 
sold at a retail markup of 43%, then the average income of 

$1,555.23 (See chart below) to distributors who did not 
receive commissions would represent an average wholesale 
cost for those assumed sales of $3,616.81. And this 

supposedly represents 55.7% of personal sales volume.  
 Divide $3,616.81 by .557 and you get $6,493.38 total 
purchases. Multiply this in turn by 54,487 distributors who 

did not qualify for commissions, and you get wholesale 
purchases of $353,804,796.10—or $353.8 million (much 
higher if purchases by commissioned distributors are 

included). But based on Nu Skin’s annual report (Form 10K, 

required by the SEC), $88.3 million revenue was reported for 
markets outside Asia in 1998. In 1999 North America 

generated 84 % of revenue of the “Other Markets.” If a ratio 
even close to this were applied to 1998, the total revenue for 

all of North America would be only about $74.2 million. 
Oops! The validity of the aforementioned “1998 survey of 
active distributors’ retail sales” comes very much into 
question. 

 Not only do the numbers not add up, but the 

numbers furnished leave little room for retail sales 
outside Nu Skin’s network of distributors. Blue Diamond 
distributors are getting a lot of money – not from retail sales, 

but from purchases by their respective downlines, and mainly 
from recruitment activities in Asia.  

While it is not the purpose of this complaint to charge 

Nu Skin with conducting a pyramid scheme, it is helpful to 
observe that pyramidal elements in Nu Skin’s compensation 
system contribute to the falsification of this report. Even in 

Utah (where laws against product-based pyramid schemes 
are weaker than in some other states), if a company’s multi-

level marketing participants get their money primarily from 
recruiting rather than from the sale of products, it is 

considered a pyramid scheme. This may be another reason 
Nu Skin publishes this misleading report, making it appear 
that far more retailing is occurring than is actually the case.  

 Only rarely would prospective distributors have the 
sophistication to extract and identify these contradictory  
statistics, and they are thus misled by these extremely 

misleading statistics. 
 

Faulty assumptions based on spurious 

survey 
 

 One would have to conclude that the above-
mentioned survey is an in-house one and that respondents 
are telling what they should  be doing, not what they are  
doing. In their “Policies and Proce dures” directives it 
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is made clear that violating these “rules” could cause 
loss of one’s distributorship – a severe sanction against 

telling the truth. 

 Nu Skin’s reported “survey of active distributors’ 

retail sales from Jan.-Dec.1998” is thus invalid and 

should not be accepted by the FTC as evidence that 

“an average of 55.7% of personal sales volume was 

sold at retail to end consumers.”  As has been 
mentioned, reports of retail sales are greatly exaggerated.  
Such a survey to be valid would have to be given by an 
independent research firm with no hint of any connection 
to Nu Skin. Distributors otherwise fear that their license 

could be revoked for not obeying the “rules against 
stockpiling products.” It would be far more valid to survey 
ex-distributors who have nothing to lose.  
 Given Nu Skin’s proclivity to exaggerate or fabricate 
retail sales (as demonstrated here), all sales transactions 
purported to be sold at retail prices should be documented 
and monitored frequently by independent audit—or not 

accepted as reported. Buyers should certify on separate 
signed sales receipts for each transaction (1) the actual 
price paid and (2) whether or not said buyers are outside 
of the distributor’s immediate family or downline. 
 So it is not surprising that ex-distributors I have 
interviewed report that retailing to end consumers at retail 
prices was a rarity for Nu Skin’s network of distributors. 
Products were purchased on a “pay to play” basis, with 

many products stockpiled or generously given away to 
family members or friends, and some bought in the name 
of “dummy distributors.” This is done to meet minimum 
recruitment requirements in order to advance to ever 
ascending levels in the distributor hierarchy.  
 I doubt that these products would have been 
purchased had not the participants been enrolled as Nu 

Skin distributors. Sales to end consumers outside of the 
network of distributors (and their families) are 
insignificant, especially at full retail markup. 
 The column in Nu Skin’s report entitled “Average 
Annual Income at each level for 1998” is therefore 
incorrect and should be replaced with actual payout by 

Nu Skin, not including any assumed retail sales, since 

such figures can be shown (based on these reports) to be 
invalid. Income for “Distributors” from retail markup is 
actually close to zero – more likely in the loss column. 
 After a careful analysis of Nu Skin’s compensation 
plan and purported average incomes for top distributors, it 
is inconceivable that many distributor would choose to 
expend significant effort to sell products at retail when the 
rewards touted by promoters are infinitely greater (by 

hundreds – even thousands – of times) to recruit a 
downline for the same expenditure of effort. 

 Based on the foregoing, I believe it is safe to say 

that Nu Skin’s assumptions of retail sales are faulty 

and misleading. Products cost too much, and there is 
little incentive to sell. Recruiting—not retailing—is 

where the money is. With few exceptions, the sellers 

are the buyers, and the buyers are the sellers—to 

themselves and their families! 

 

Omission of costs of products and other 
purchases from the company as expenses  
 

 As previously mentioned, products purchased by 
distributors are not sold but are generally used, stored, or 
given away, and such purchases represent a “pay to play” 
contribution to Nu Skin and the top upline distributors. 
They could be referred to as “incentivized” or “pay to 
play” purchases because they are tied to qualifications to 
participate or to advance in the scheme.   
 In my one-year test of Nu Skin’s system, I was 
obliged to buy products to meet minimum requirements 
for commissions and bonuses, to offer as samples to 
prospects, and to” be a product of the products” – as our 
upline recommended. 
 When product purchases are incentivized to satisfy 
volume requirements to advance up to higher levels in the 
hierarchy of distributors, they should be counted as a cost 
of doing business, even if they are consumed. Interviews 
with ex-distributors confirms my own observations that 
consumption of Nu Skin products drops sharply when a 
participant leaves the scheme. They find more reasonably 
priced products elsewhere. What was seen as normal 
consumptions while in the system now is recognized as 
hyper-consumption of expensive products for reasons 
other than real need. 
 The fact that these products would not likely have 
been purchased or sold without this connection can be 
demonstrated by asking ex-distributors and their families 
how much of the products they continue purchasing after 
terminating their Nu Skin distributorship. Based on my 
observations and experience, the drop is usually from 80% 
to 100%, as seems to be the case with all MLM programs.  
 So purchases from any MLM company like Nu Skin 
should be subtracted from any income averages as a cost 
of doing business. The resultant net income figures then 
show that relatively few distributors ever realize a net 
profit. 

 This can be demonstrated by requiring an 

additional column in the report, showing the average 

total purchases for each level of distributors and 

another column showing net average payout for each 

level (commissions less products from Nu Skin). 

Prospects would then have a more realistic picture of 

the odds of netting any profit from participation. 
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Omission of operating costs in reporting 

“actual average incomes” 
 

Nowhere in the report is any indication given of 
costs, not only of products, but also of operating 

expenses, which should be subtracted from revenues to 
produce actual net income. This may seem obvious to 
experienced business persons, but I observed that this 
point was entirely overlooked at every opportunity 
meeting or publication of “actual average incomes.” 

If one subtracts expenses that distributors incur, the 

odds of earning a profit become much worse than the 

report suggests.   
 My one-year test proved that success required 
significant operating expenses, such as large telephone 
bills for continual recruiting; travel to meetings, 
conventions, and prospects’ homes; purchases of cassettes 
and other sales materials supplied by Nu Skin, fees for Nu 
Skin conventions and training, printing and duplication of 
articles and other materials; postage and shipping of 

promotional materials to prospects, and supplies. 
Also, after exhausting my “warm list” of friends, 

relatives, and acquaintances, I found it necessary to turn to 
advertising to obtain additional prospects. The notion 

that this is a no-cost or low cost business was found to  
be totally misleading, at least for those seeking 
“success.” One year of expenses included: 

 

 Nu Skin products           $5,416.75 
VIP services (by Nu Skin)   102.21 
Nu Skin training, conferences  755.00 
Nu Skin Publications & tapes   459.98 

 Advertising                 1,457.81 
 Supplies      586.30 

Printing & duplication   418.99 
Telephone services              3,496.15 
Postage & shipping   329.85 
Travel & mileage             5,277.12 
Miscellaneous      216.76 
TOTAL EXPENSES        $18,516.92 
 

If one is working with more vulnerable populations, 
such as in the Orient, where p erceived saturation is not as 
high as in the U.S., some expenses may not be so high. 
Person-to-person recruiting may be more effective. But 
even if advertising, business use of the home, and rental of 
meeting spaces (necessary for higher level distributors) 
are all excluded from the calculations, a minimum figure 

of $15,000 total expenses for products and operating 

expenses seems reasonable for a person seeking to 

advance in the system. Distributors who did not qualify 
for commissions were not as aggressive in their recruiting. 

I can attest that in my experience with Nu Skin, 
expenses necessary to ascend the ladder of payout levels 
in order to qualify as an “executive distributor” exceeded 
$15,000 per year. My observations and those of others 
was that it would be far greater for those at higher levels. 

While Nu Skin may argue that if network marketing 

is done properly, little in the way of promotional expense 
is necessary, I found that to be false, at least in the U.S. 
Nu Skin is a tough sell, as is any multi-level marketing 
(MLM) program in the U.S., where consumers have been 
bombarded by MLM propositions and are less gullible 
than in years past. 
 But even if one cuts expenses in half to $7,500 per 
year – or even to nothing (the impression given in many 

opportunity meetings, where operating costs are not 
mentioned at all), the odds of success are such that one’s 

efforts will likely come to naught, and it would be 
misleading to suggest otherwise. (See Chart below.) 
 Nu Skin’s report of “Actual Average Incomes” 
should include a statement such as the following: 
 “Expenses of operating a distributorship, including 

cost of products purchased from Nu Skin and all operating 
expenses, can be very significant. It is not unusual for 
total costs of products and operating expenses to exceed 
payout from the company for all but the top two or three 
levels of distributors.”  

 

 It would be even more honest to report the following: 
“It would be extremely rare for a profit to be reported for 
tax purposes by any distributors, with the exception of 
Blue Diamond or Diamond distributors.” It would also be 
helpful if prospects knew that well over half of the 

payout from Nu Skin goes to relatively few Blue 

Diamond distributors – about 100 Blue Diamonds out 

of over a million past and present US distributors who 

have attempted the Nu Skin “business opportunity.” In 
fact, in the light of this data and analysis it is 

misleading to refer to a Nu Skin distributorship as a 

“business opportunity” at all.  

 
Statistical distortions 
 

 In the “Title” column of the Average Incomes report 

are listed the distributor titles. These are distributors who 
have risen to certain levels, many of whom have been with 
the company for many years, especially the Blue 
Diamonds. The founding distributors and some of their 
participating relatives have been with Nu Skin since the 
beginning, or close to it. 
 The column “Percentage of the Active Distributors” 
compares the cumulative totals of distributors who have 

achieved and maintained certain payout levels since the 
founding of the company with the average  of 63,520 
“actively participating U.S. Nu Skin 
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and IDN distributors per month.” So a cumulative 

statistic –  those who have achieved certain levels over 

the years of Nu Skin’s existence – is compared with a 

point-in-time measure of a fluctuating statistic—

average “actively participating distributors” in an 

average month. This is an apples and orange 

comparison, a ratio no qualified statistician would 
consider acceptable. To be a valid comparison, all 

distributors who ever signed up must be included in 
comparisons with all who achieved said levels. It is 
unlikely that Nu Skin would have maintained the number 
of total distributor signups, as such a statistic would be 

irrefutable evidence of a bogus “business opportunity.” 
But even the latter comparison would not be valid for 

a multi-level marketing (MLM) program like Nu Skin. 
This is because it is in the nature of MLM’s  (like all 
pyramid schemes) for early entrants into the scheme to 
have a huge advantage over later entrants.  After all, one 
of the most forceful appeals of Nu Skin promoters is the 

concept of “permanent income” derived from the 
downline one recruits. So we can assume that the upline 
positions of founding distributors tend to be locked in, and 
no one thereafter has a comparable opportunity to make 
such large amounts of money.  

I knew of one Nu Skin founding distributor who had 
made over $20 million up to 1995, and I saw a photocopy 
of a monthly check of another for over $400,000. The 

monthly check of a third Blue Diamond was for over 
$850,000! Given the structure of their pyramidal 
compensation system, other Blue Diamond distributors 
could never make as much as they could.  Therefore, 

including the ultimate upline distributors (especially 

the founding distributors), in any averages hugely 

skews such statistics. 

So an objective analyst could conclude that a more 
valid measure of success for new distributors is to 
compare distributors who qualified for a certain level in a 
given year – minus those who lost qualification for that 
level – with the total number of new distributors who 
signed up as distributors (whether they “succeeded” or 
not) during that same year. You would then have a more 

current and valid statistic. As this report suggests, it would 
be abysmally low. With such honest reporting, Nu Skin 
would be seen as a bogus business opportunity. It would 

then be misleading to claim that a person has a 

significant likelihood of making money as a Nu Skin 
distributor. This would be illegal and a violation of the 

Order to stop misrepresenting earnings. 
 As well might a gaming table in Las Vegas post a 

sign above it saying “BUSINESS OPPORTUNITY” as for 
Nu Skin to suggest its program is a legitimate business 
opportunity. In fact, the odds of success are considerably 

better at nearly all of the slot machines and gaming 
tables in Las Vegas. (I checked with the Nevada State 
Gaming Control Board.) 
 

Why all these deceptions? Extreme 

pyramidal compensation system 
 

 One might ask: Why do such deceptions seem to run 
rampant in MLM’s, and why would Nu Skin (and other 
MLM’s) so frequently resort to such tactics? In my 
opinion, MLM’s deceptive sales practices, including 

misleading product and earnings claims, cannot 

adequately be understood without a solid 

understanding of the structure and dynamics of 
product-based pyramid schemes. In fact, I firmly 
believe that the over-emphasis on recruiting and the 

associated deceptive sales practices are the resulting 

effects, and not the cause of the manifest problems. 
 

Combined effects of deceptions in Nu Skin 
program 
 

 So – the 100% odds of earning a significant profit 

(using “active distributors” as the population), which 

the 1998 Nu Skin report suggests, on close inspection 

drops to an infinitesimal number –  possibly even less 
than 1/100 of 1%. [To be on the safe side, a more 
conservative figure of 1/10 of 1% was used in the petition 
statement.] I estimate that if you subtract assumed retail 

sales, include a realistic estimate of operating expenses 
and products purchased from Nu Skin, and if you include 
all distributors who ever attempted a Nu Skin 
distributorship in the statistical population, and subtract 
the top distributors whose positions tend to be locked in, 
the odds of earning a profit may be as low as 1 in 

15,152. One in 23,810 would earn over $10/hour! But 

even leaving the founding distributors in the statistical 

population (as in chart below), odds of 1 in 3,838 

(assuming 95% dropout rate since Nu Skin’s begin- 

ning) of earning any profit at all is an unacceptable 

success rate for anyone considering participation.  

 Hundreds of thousands (if not millions) of persons 
who joined the Nu Skin program, based on the 

numbers and the report form apparently approved by 

the FTC, were thus defrauded. The Enforcement 

Division of the FTC was blatantly deceived, as well as 

Nu Skin participants.  

 Based on the foregoing, I believe the case should 

be reopened and Nu Skin charged at the very least 
with misrepresenting earnings in violation of the 1994 

Order – if not with also conducting an illegal pyramid 

scheme. The effects of the fraudulence are so 

consequential that both corrective and punitive action 

seems appropriate.
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. 

ANALYSIS OF NU SKIN'S REPORT, ENTITLED “1998 ACTUAL AVERAGE INCOMES”  
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Blue Diamond $480,404  0.16 102 $48,824,416  58.7 $240,202  $240,202   $12,240  $227,962  

Diamond $154,582  0.09 57  $8,837,126  10.6  $77,291   $77,291   $12,240   $65,051  

Emerald  $53,422  0.08 51  $2,714,713  3.3  $26,711   $26,711   $12,240   $14,471  

Ruby  $27,071  0.19 121  $3,267,134  3.9  $15,000   $12,071   $12,240  ($169) 

Lapis  $12,409  0.66 419  $5,202,246  6.2  $15,000   ($2,591)   $12,240  ($14,831)  

Gold  $6,611  1.11 705  $4,661,541  5.6  $15,000   ($8,389)   $12,240  ($20,629)  

Executive  $4,622  2.66  1,690   $7,809,530  9.4  $15,000  ($10,378)   $12,240  ($22,618)  

Qual. exec's* $598  0.46 292  $174,731  0.2  $15,000  ($14,402)   $12,240  ($26,642)  

Distributor* $311  8.8  5,590   $1,738,415  2.1  $1,200   ($934.00  $12,240  ($13,174)  

Distributors who 

did NOT receive 

commissions* 

$0  85.78  54,487  $0  0  $200   ($200)   $12,240  ($12,440)  

Calculated totals  99.99  63,514  $83,229,852  100.00     

Reported total*            63,520 – average number of “actively participating distributors” per month.  

 

For the purposes of this report, the minimum total of U.S. distributors since Nu Skin's founding is 

1,270,400—assuming a minimum cumulative dropout rate of 95%, including all inactive & terminated 
distributors since the companies founding. 
 

At least 58.6% of total revenues went to Blue Diamonds  (48,424,416/83,229,852),  making up only 0.00008 of 
all distributors since Nu Skin's founding, or 1 for every 12,500 total distributors! (102/1,270,400) This is 

characteristic of pyramid schemes – most of the income goes to a tiny percentage of the top distributors. 
 

In 1998, less than 0.52% of all US Nu Skin distributors earned a profit. That's one in 192 (63,520/331)—

much less if inactive and terminated distributors were counted. Assuming 95% of distributors have dropped 

out since Nu Skin's founding, only 1 out of at least 3,838 total distributors would have  earned a profit! 

(1,270,400/331)  

In 1998, less than 0.33% earned a minimum wage (assuming $6/hour). That's one in 303! (63,520/210)-

much less if inactive and terminated distributors were counted. With a 95% dropout rate, only 1 out of at 

least 6,050 total distributors would have earned a minimum wage! (1,270,400/210)   

   

* 1998 Actual Average Incomes - data furnished by calling (801) 345-9599 (U.S. only) These two columns are reported by Nu Skin, 
except that reported income has been reduced to 20% of that reported for distributors and qualifying executives - to more 

closely represent actual sales. No attempt is made to estimate retail sales at higher levels. Distributors who didn't earn 

commissions are not likely to have sold at retail prices, so their income is 0 - actually a loss if product purchases are 

subtracted .          
** Includes product purchases from the company, supplies, printing & duplicating, telephone services, postage & shipping, 

publications & tapes, travel & mileage, sales materials, training, and misc. business expenses. Minimum average annual product 
costs & operating expenses per distributor are roughly estimated at $15,000 total per year, or 1/2 of commissions, whichever is 

greater. (Exception: For distributors who are not serious recruiters, purchases as an expense item are based on “pay to play” and 

minimal signup and sample costs.) Use of home and advertising are not included. Minimum product purchases – and estimated 

operating expenses for executive distributors and above – are conservatively based on a one-year test of the Nu Skin program by Jon 
M. Taylor, Ph.D., and on discussions with other Nu Skin distributors.  
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Appendix A, page 10 (Addendum – not in original petition) 

. 

ANALYSIS OF NU SKIN'S REPORT, ENTITLED “1997 ACTUAL AVERAGE INCOMES”  
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Blue Diamond $649.550  0.24 103 $67,197,262  63.0 $324,775  $324,775   $12,240  $312,535  

Diamond $152.099  0.13 56  $8,523,084  8.0  $76,049   $76,049   $12,240   $63,809  

Emerald  $63,668  0.13 56  $3,567,758  3.3  $31,834   $31,834   $12,240   $19,594  

Ruby  $32,817  0.29 125  $4,102,256  3.8  $16,408   $16,408   $12,240  $4,168 

Lapis  $14,995  0.95 409  $6,140,403  5.8  $15,000   ($5)   $12,240  ($12,245)  

Gold  $7,849  1.61 694  $5,447,173  5.1  $15,000   ($7,151)   $12,240  ($19,391)  

Executive  $4,726  4.81  2,073   $9,799,006  9.2  $15,000  ($10,274)   $12,240  ($22,513)  

Qual. exec's* $598  0.53 228  $136,617  0.13  $15,000  ($14,402)   $12,240  ($26,642)  

Distributor* $221  18.50  7,974   $1,763,895  1.65  $1,245   ($1,024)   $12,240  ($13,264)  

Distributors who 

did NOT receive 

commissions* 

$0  82.81  31,385  $0  0  $200   ($200)   $12,240  ($12,440)  

Calculated totals  100.00  43,105 $106,667,455  100.00     

Reported total*            43,105 – average number of “actively participating distributors” per month.  

 

For the purposes of this report, the minimum total of U.S. distributors since Nu Skin's founding is 862,100 

– assuming a minimum cumulative dropout rate of 95%, including all inactive & terminated distributors since 
the companies founding. 
 

At least 62.99% of total revenues went to Blue Diamonds  (67,197,262/106,667,455),  making up only 0.00012    
of all distributors since Nu Skin's founding, or 1 for every 8,370 total distributors! (103/862,100 – even worse 

in 1998) This is characteristic of pyramid schemes – most of the income goes to a tiny percentage of the top 
distributors. 
 

In 1997, less than 0.79% of all US Nu Skin distributors earned a profit. That's one in 127 (43,105/340)—
much less if inactive and terminated distributors were counted. Assuming 95% of distributors have dropped 

out since Nu Skin's founding, only 1 out of at least 2,605 total distributors would have earned a profit! 

(862,100 /331).  

In 1997, the percentages of all US Nu Skin distributors who earned a minimum wage (assuming $6/hour) were 
the same as for those who earned a profit (previous paragraph).  

   

* 1997 Actual Average Incomes - data furnished by calling (801) 345-9599 (U.S. only) These two columns are reported by Nu Skin, 
except that reported income has been reduced to 20% of that reported for distributors and qualifying executives - to more 

closely represent actual sales. No attempt is made to estimate retail sales at higher levels. Distributors who didn't earn 

commissions are not likely to have sold at retail prices, so their income is 0 - actually a loss if product purchases are 

subtracted.          
** Includes product purchases from the company, supplies, printing & duplicating, telephone services, postage & shipping, 

publications & tapes, travel & mileage, sales materials, training, and misc. business expenses. Minimum average annual product 
costs & operating expenses per distributor are roughly estimated at $15,000 total per year, or 1/2 of commissions, whichever is 

greater. (Exception: For distributors who are not serious recruiters, purchases as an expense item are based on “pay to play” and 

minimal signup and sample costs.) Use of home and advertising are not included. Minimum product purchases – and estimated 

operating expenses for executive distributors and above – are conservatively based on a one-year test of the Nu Skin program by Jon 
M. Taylor, Ph.D., and on discussions with other Nu Skin distributors.  
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Appendix B: What Nu Skin promoters are saying and displaying  
at opportunity meetings  

______________________________________________________ 
 

MARKET SURVEY RESULTS  

TOP 10 DIRECT SALES COMPANIES  
 
Reference: 

“Network Marking: Portrait of an industry and its Top Earners” by the Fielding Institute, November 1996. Conducted by 
Dr. W. J. Burns of Iowa and Dr. C. Miller, American Graduate School of International Management, Thunderbird 
University. 
 
Aim of Study: 
To resolve conflicting claims regarding incomes among companies in the network marketing industry. 
 
Summary of Results for Top Ten (US$) 

 
Company  Average 

Income 
Equity Price Top 

Earners 
Founded Annual Revenue 

Nu Skin Int  $747,063 $7,478,843   520 1984 $1.0 Billion 
Body Wise $439,000 $4,492,546     15 1989 $65 Million 

Primerica $288,550 $3,034,955     42 1977 $1.4 Billion 
Shaklee $244,000 $2,440,138   100 1956 $700 Million 

Excel $240,000 $2,524,154     86 1989 $506 Million 
Mary Kay $231,000 $2,301,610   100 1963 $950 Million 

Amway  $137,000 $1,310,912 1000 1959 $6.3 Billion 
Melaleuca $121,000 $1,248,173   150 1985 $266 Million 

NSA $108,000 $1,006,242  324 1970 $108 Million 
Discovery Toys $100,000 $   925,570      7 1978 $ 93 Million 

  ___________________________________________________________________________ 
 

My Comments on the above: 
 

 As unlikely as it may seem, there are “experts” who can 
be found, even at universities who provide fodder for schemes 

such as Nu Skin’s. It  would be very difficult to find experts at 
universities who would have the courage to challenge the 

MLM industry – especially those receiving donations from 
such companies. A recent Atlantic Monthly article entitled 

“The Kept University” underscores this problem. This is why 
independent analysts such as myself, not depending on the 

MLM industry for funds, feel the need to speak out vigorously 

against consumer abuses. It would not be necessary if 

enforcement agencies were up for the task.  

 We should also note that when an MLM company like 
Nu Skin can get an independent source to mislead prospects, 

they need not do it themselves. Very convenient in court. 

 Note the title: “TOP 10 DIRECT SALES 

COMPANIES.” The authors of the study, or its institution 

may have received funds from the Direct Selling Assn. (now 

the voice of MLM) – or from the companies themselves.  
 I have taken great pains to demonstrate in this report that 

if there is anything Nu Skin is not, it is a “direct sales” 

company. And the same is true for most of the others on the 

list. I have not studied their compensation systems to the same 

extent as Nu Skin’s, but I can say that Shaklee and Mary Kay 

offer greater rewards for retailing than many of the others.  I 

have spoken with persons from these two companies who have 
made good money for years without recruiting a huge 

downline. And their loss rates and dropout rates are far more 
acceptable.  

 The top earners at Nu Skin are, of course, the Blue 

Diamonds. But if you were to look at the average income of 

all distributors, you would get a completely different picture. 
Average income Nu Skin distributors may be close to the 

bottom, after ALL distributors are averaged, including the 

“failures’ or those who failed to “work the system.”  But of 

course, we cannot know that because Nu Skin’s CFO said the 

management team “never deemed that to be material,” so they 
purged the records of the distributors who were not “active.”  
 The “equity price” suggests that when one has achieved a 

given level, the distributorship can be valued as an equity – 

another misrepresentation with a recruiting MLM.
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Appendix B, continued  
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TOP 10 NETWORK MARKETING COMPANIES - Average yearly income of the top 100 

distributors

 
CONCLUSION 

 

Network Marketing is a viable, lucrative business. 

In all companies it took an average of 6 years to reach the top. 
Nu Skin International is fueling fast growth with a new equity reward for serious executives. 

Nu Skin International gives the best return for the same amount of work . 

____________________________________________ 
 

My Comments on the above: 
 

Hopefully, this report will belie the myth in the first 
statement: “Network Marketing is a viable, lucrative 
business.” It may be for a tiny percentage, but the vast 
majority (about 99.9%, based on available data) lose 
money. 

In the second statement: “In all companies it took an 
average of 6 years to reach the top,” the implication is that a 
new distributor can expect to take that long to reach that 
level. And since Blue Diamonds get over 58% of company 
payout to distributors, participants rightly want to become 
Blue Diamonds. Again, no mention is made of the 

infinitesimal odds of getting to Blue Diamond status – less 
than one in 12,500! 

The third statement suggests that an equity is created as 
persons “build the business.“  Can anyone who carefully 
reads this report see that as a viable conclusion? For most, it 
becomes a liability. 

The fourth statement is simply false for anyone who 
has done any amount of honest work to which “the Nu Skin 
opportunity” can be compared.
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Appendix C 
Incomes by Distributor Levels for Nu Skin’s Breakaway Compensation System 

 

        Number of levels  Approximate total 
Number of   deep of downline number of downline 

Distributor   downline   breakaway organ- “distributors” from     
title for   breakaway   izations from   with commissions & Likelihood  

payout   organizations   which overrides override bonuses (5%) of net income,  

(“pin level”)   on first level    can be collected  can be collected* if any* 

DISTRIBUTORS not entitled 0  0  few, if any  ALL lose money 
to commissions – which includes OVER 95% OF ALL PARTICIPANTS, including those who drop out 
 

DISTRIBUTORS entitled 0  0  a few   Probably all lose money 
to commissions 

GOLD    1  1  dozens   Probably all lose money 

LAPIS     2  2  low hundreds  Almost all lose money 

RUBY    4  3  high hundreds  Most lose money 

EMERALD   6  4  low thousands  Most lose money 

DIAMOND   8  5  high thousands  Many lose money 

BLUE DIAMONDS   12  6  tens of thousands Average $480,000/yr.  

 

(Blue diamonds, only a tiny percentage of all 

distributors, get most of the money – See Table 3)  
 

* Figures for these two columns are based on observations, 

interviews, and analysis of a limited amount of published data. 
They are rough estimates only.  
 

Several things should be noted to assess the harm done to 

the vast majority of participants by such a compensation system: 

?  Blue diamonds, constituting 0.00008 (less than 1/100 of 1%) 
or less than one out of every 12,500 distributors, harvest 58% 

of the money paid out by Nu Skin to their entire distributor 

downline network. At opportunity meetings, prospects are 

told that anyone can become a Blue Diamond. They are NOT 
told that Blue Diamonds get over 58% of the payout at the 

expense of their own downlines. They are NOT told that 
99.94% of recruits will lose money, after subtracting all 

expenses, including “pay to play” purchases. 

?  When discussing number of levels for payout, we are not 

talking about levels of individuals, but of whole groups of 
participants. So payout to a Blue Diamond distributor could be 

not just six, but over a dozen levels of participants in some 
downline “genealogies” – a clear red flag of a recruiting MLM. 

?  As the number of qualified executives on one’s front line 

increases, the breakaway bonuses skyrocket in exponential 

fashion. A blue diamond’s income may increase tenfold over what 
was paid out as a diamond. This places enormous pressure on 

participants to move up to the next level to avoid “leaving money 
on the table.” It also explains why retailing becomes a waste of 

time – recruiting is so much more profi table. In effect, 

participants moving up the hierarchy of titles are penalized 

severely for NOT placing their emphasis on recruiting.  
?  Because the downline of an executive with executives under 

him/her consists of whole groups of distributors, the number of 
downline distributors can easily number in the thousands. Many 

Blue Diamond executives have tens of thousands of downline 

distributors from whom they collect breakaway bonuses. See the 

attached chart illustrating how numerous (and lucrative) a 
downline for a Blue Diamond can be.   

?  Analysis of the 1998 “Actual Average Incomes” report 
demonstrates that at least 58.6% of Nu Skin’s payout in 

distributor incentives goes to the Blue Diamond distributors – 

even where a Blue Diamond may have tens of thousands of 

persons in his downline. Prospects are not told this. 
?  When distributors terminate, bonuses for those they have 

recruited then “roll up” to the upline person immediately above 

them. Since the vast majority of distributors lose money and drop 

out, bonuses accrue eventually to Blue Diamonds at the top of the 

hierarchy. In this way, the persons at the top of the pyramid profit 
from those beneath, whether they succeed or fail. 

?  While extremely profitable for the top distributors, this reverse 

gravitational  flow of income to blue Diamonds impoverishes 

those beneath them. This helps to explain the extremely high loss 

rate – over 99.94%!  
?  A careful reading of my report on Five Causal and Defining 

Characteristics of Product-Based Pyramid Schemes, or 
Recruiting MLM’s leads to the inescapable conclusion that Nu 

Skin is clearly a recruiting MLM, or cleverly disguised product-

based pyramid scheme.  
?  Nu Skin’s highly leveraged breakaway compensation system 

makes it not only a pyramid scheme of people, but of whole 
groups of people. It is, in effect, a mega-pyramid of many 

downline poly-pyramids – perhaps the most extreme and 

exploitive type of pyramid scheme ever created.  

?  Since Blue Diamonds harvest most of the payout from Nu 
Skin, participants strive to achieve Blue Diamond status. To be 

fair, such achievement would have to be available to all. But if 
even a high percentage achieved this goal, world saturation would 

be reached very quickly
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Appendix D: FIVE RED FLAGS 
For Identifying Exploitive Product-based Pyramid Schemes, or Recruiting MLM’s* 

 

By Jon M. Taylor, Ph.D., President, Consumer Awareness Institute and Director, Pyramid Scheme Alert  
 

 Recruiting MLM’s require extensive recruiting before 
realizing genuine profits. In such programs, retailing is not 
significant. Recruiting MLM’s typically display five features: 
 

1. Recruiting of participants is unlimited in an endless 

chain of empowered and motivated recruiters recruiting 

recruiters. Ask: Is unlimited recruiting allowed, and are those 

who are recruited em powered and spurred on by incentives (such 

as overrides from downline purchases, advancement, etc.) to 
recruit additional recruiters, who are likewise empowered and 

motivated to recruit still more recruiters, etc. – so that the effect is 

an endless chain of recruiters recruiting recruiters? This leads to a 

perception that a given market is saturated, and the program must 
move on to another location or introduce new products or 

divisions to continue. The opportunity for each new person to 
make money becomes less and less as the programs expands. 
 

2. Advancement in a hierarchy of multiple levels of 

“distributors” is achieved by recruitment, rather than by 
appointment. Ask: Does a participating “distributor” advance 

his/her position (and potential income) in a hierarchy of multiple 

levels of “distributors” by recruiting other “distributors” under 
him/her, who in turn advance by recruiting distributors under 

them, etc.? If so, the result is self-appointment through 

recruitment to ascending payout levels in the distributor hierarchy. 

If the only way a person can profit significantly in the scheme is 
through recruiting to advance to higher payout levels, this 

strongly indicates a pyramid scheme.  
 

3.“Pay to play” requirements are satisfied by ongoing 

“incentivized purchases**.”  Ask: Are participating 

“distributors” who are recruited presented with significant “pay to 
play” options? That is, are they encouraged to make sizable 

investments in “incentivized purchases**” in order to take 

advantage of the “business opportunity,” and later to continue 

qualifying for advancement in – or payout in overrides and 

bonuses from – the MLM company? Watch out for minimum 
quantity purchases of products or services over time – where you 

must “pay to play” the game – in order to qualify for commissions 

or advancement. Be particularly wary when you are asked to sign 

up for continuing product purchases on auto-ship through an 
automatic bank draft, rather than making occasional purchases as 

needed. Such “pay to play” or “incentivized” purchase 
requirements may be disguised investments in a product-based 

pyramid scheme, or a clever system of laundering pyramid 

investments in the form of product purchases. 
 

4. The company pays commissions and/or bonuses to more 

than five levels of “distributors.” Ask: Does the company pay 

overrides to distributors in a hierarchy of more levels than are 

functionally justified; i.e., more than five levels?” Even in major 

corporations, the entire world marketplace can be covered in five 

levels of sales management – branch, district, regional, national, 
and international sales managers. Paying overrides and bonuses 

on more than five levels in an MLM program primarily enriches 

those at the top at the expense of those at the bottom. You would 
be wise to avoid any program that pays overrides on more than 

five levels. Breakaway compensation systems are particularly 

exploitive , as payments are on a hierarchy of “breakaway” 

organizations of whole groups of participants, not just individuals 
– creating an extraordinarily high loss rate, except for those at the 

top of a “mega-pyramid of pyramids.” 
 

5. Company payout per sale for each upline participant 

equals or exceeds that for the person selling the product, 

creating inadequate incentive to retail and excessive 

incentive to recruit – and an extreme concentration of 

income at the top. Ask: Would a “distributor” purchasing 

products “for resale” receive about the same total payout (in 

commissions, bonuses, etc.) from the MLM company as 
participants several levels above who had nothing to do with the 

sale?  If so, the company’s payments to the person retailing the 

product would be pitifully small, while those at the top in his 

upline can compound the small commission per sale by the sales 
of hundreds or even thousands of downline distributors. This is 

great for that upline person, but lousy for those attempting retail 

sales. Avoid any MLM company which pays less than half of all 

distributor payout to the person actually selling the products to 

customers outside the network.  
 You should not accept income projections of retail sales 

at full retail prices, especially for products that are overpriced 

and not competitive in the marketplace. Also be wary when an 

MLM promoter asks you to choose between two options or 
“tracks” – one for those who want to “retail” the products and 

another track for those who are serious about “building the 
business.” If the incentives are heavily weighted towards 

recruiting, this is a moot question.  
 

While no one of these red flags in and of themselves 
constitutes an exploitive pyramid scheme, taken together they 

create enormous leverage, enriching those at the top of the 
pyramid at the expense of a huge downline of unwitting 

victims of the scheme.  Where valid data has become available, 

recent research has demonstrated that when all five of these red 

flags are found in an MLM, the percentage of participants 
who lose money is approximately 99.9% – even worse than the 

93.3% loss rate for classic, no-product pyramid schemes and for 
many games of chance in Las Vegas. For a more information, 

click here – www.pyramidschemealert.org  
 

* a.k.a. multi-level marketing, network marketing, consumer direct 
marketing, etc. Recruiting MLM’s can be distinguished from retail 

MLM’s, in which the company pays generously for retailing products 
without recruiting large downlines. 

**  “Incentivized purchases” are purchases of goods and services 
from the MLM company that are tied to qualifications to participate 
in commissions or to advance through ascending levels in the 

distributor hierarchy. If they constitute a required cost of participating 
in the “business opportunity,” then whether they are used, sold, given 
away, or stored is irrelevant – they should be considered a cost of 
doing business.
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 Appendix F: ADDENDUM  
 

Recent Activities and Misrepresentations by U. S. Nu Skin  
Recruiters in its Big Planet and Pharmanex Divisions  
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 Recent feedback from current Nu Skin distributors 
and ex-distributors, who had terminated their Nu Skin 
distributor licenses, reveals a continuing pattern of 

misrepresentation by Nu Skin promoters and officials, 
in order to recruit more people to enrich top distributors 
and to maintain cash flow for the company. In fact, Nu 
Skin’s promoters seem determined to promise whatever 
would entice new recruits to join up and buy products 
and services from Nu Skin. 

 While the ex-distributors quoted in this Addendum 
are from Utah, where this researcher is located, similar 
reports could be gathered from at least 30 states 
throughout the U.S, where Nu Skin promoters are 
recruiting. These would include Alabama, California, 
Colorado, Connecticut, Florida, Georgia, Idaho, Illinois, 
Indiana, Iowa, Louisiana, Maryland, Michigan, 

Minnesota, Missouri, Montana, Nevada, New York, 
North Carolina, Ohio, Oregon, Pennsylvania, South 
Carolina, Tennessee, Texas, Utah, Virginia, 

Washington, Wash. D.C., and Wisconsin. Canada and 
Puerto Rico are also targets of recruitment. 
 Although Nu Skin promoters tout the company’s 

strategy of adding new divisions for promoting 
explosive growth, company revenues have not grown 
significantly during the past decade. In 1994, Nu Skin 
promoters spoke of the company as a “billion dollar 

company,” and they are still doing so today – quoting 
sales as “nearly a billion dollars.” Still, promoters were 
telling prospects last year that “when China opens up” 
they could anticipate sales of “$5-6 billion by 2005.” 
 The addition of new divisions by Nu Skin is not so 
much a growth strategy as a replacement strategy to 

survive, as each division dries up in a given area. Since 
the rewards in Nu Skin’s compensation system are 
much greater for recruiting than are the rewards for 
direct selling to end users, no real direct sales market 
survives after recruiting has achieved de facto saturation 
in a given area. In the U.S., powerful evidence of this is 

seen in the fact that there exists no significant ongoing 
direct sales market for Nu Skin personal care products, 
which were Nu Skin’s premier product line up until the 
early ni neties when Nu Skin went to Japan to build 

volume through recruitment.  
 As this report demonstrates, Nu Skin’s recruiting 
and resultant revenues have in the past several years 

been concentrated in Asia, going from one country to 
another as de facto saturation sets in. In recent years, 
approximately 80% of Nu Skin’s revenues have come 

from Asia. However, new divisions established in the 
U.S. have opened new recruiting opportunities for Blue 
Diamonds here – IDN (Interior Design Nutritionals) in 

the mid-ninet ies, Pharmanex and Big Planet in 1978 and 
1999.  

 In some areas, recruitment meetings consist of “tri-
division opportunity” meetings, where prospects are 
told they can participate in a seamless global strategy of 

buying and recruiting worldwide in any of the three 
divisions – Nu Skin, Big Planet, and Pharmanex. 
Purchases (supposedly for resale) in any division count 
towards qualifications for advancement to or 
maintenance of Executive status or other levels in the 
distributor hierarchy. But in most areas, the meetings 

seem to concentrate on one product division. 
 

Misrepresentation of Distributor 
Earnings Continues 
 

 Recruiters have continued to show charts of 
average incomes of the top levels of distributors and are 

led to believe that anyone can become one of the Blue 
Diamond distributors, who average about $½ million a 
year. However, prospects are not shown the abysmal 

odds of achieving this level – less than one in 12,500. 
Also, the fact that Blue Diamonds get most of the 
commissions paid out by Nu Skin, and that 99.94% of 

participants lose money, is not disclosed. 
 Harley Bradbury, of West Jordan, recalls Nu Skin 
promoters flashing the 1998 “Actual Average Incomes 
of Distributors” report (challenged in the petition). “It 
was so misleading it was pathetic,” he said. 
  

Big Planet’s Big Misrepresentations  
 

 In 1998, Nu Skin introduced its Big Planet 
division, which was a new opportunity to get new 
recruits excited enough to join up and “pay to play” the 
game by buying an products and services from Big 
Planet. As is the case each time Nu Skin introduces a 

new division or opens a new area, recruits were told 
they were getting in just ahead of the “bubble” or “wave 
of opportunity.” “We were told that Big Planet would 
be the largest Internet provider ever,” said Ry an Taylor 

of Salt Lake City. 
 In 1999, Nu Skin promoters somehow managed to 

get former Chrysler chairman Lee Iacocca to see Nu 
Skin’s Big Planet division as an inexpensive and 
expeditious way to promote energy efficient vehicles, 
futuristic household equipment, and other items with 

which he had become associated. Big Planet was being 
paired with a program called Planet Electric for an array 
of exciting new technology that could be sold by Big 

Planet distributors.  
 Iacocca was featured in a 1999 Big Planet 
recruiting video, in which recruits were told that Big 

Planet’s networking model was cheaper than 
conventional advertising and distribution for promoting 
these progressive new products. Energy efficient 
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electric golf carts, snowmobiles, jet skis, and electric 
cars, dubbed e-cars, were to be released within months, 
following a tentative schedule that was discussed at the 

meetings. A folding e-bike was already available. 
 In the video, Chaz Haba, CEO and Director of 
Planet Electric, demonstrated his folding e-bike and 
discussed products his compact new lithium battery 
pack would make possible that will “truly make a 
difference” and that “change the world.” He promised,  
 

 “We’re gonna give you a lot of products . . . We’re 

gonna start out with sports/recreational vehicles. That’s 

why we feel that Big Planet and Planet Electric are 

going to be unique products for the world. No one else 

is going to have this product [offering].” 
 

 Iacocca criticized traditional franchising and auto 
dealership models as expensive and cumbersome. “With 

your progressive marketing and our progressive 
products, we’re gonna change the world,” declared 
Iacocca. “I can’t get into a new industry with new 
product awareness, unless I come to you [Big Planet] 
people – ‘cause you’ve got the right formula.”   
 The person narrating the video laid out an exciting 

opportunity for new recruits to Big Planet, which would 
provide “multiple sources of residual income,” 
including: Internet service, paging, long distance, 
wireless cell phone and Internet access, Internet 
devices, calling cards and pagers, web hosting, Big 
Planet DSL, unified messaging, and even unique energy 
offerings in the field of electricity and natural gas. (See 

“Pennsylvania Settlement with Nu Skin to Prevent 
Further Misrepresentations,” below.) “They were 
talking about a whole electric community,” recalls 

Stella Powell, of Murray, Utah. 
 Big Planet was to have an exclusive network 
marketing relationship with “Planet Electric – the 

advanced electric technology company.” Recruits who 
saw this video were led to believe that this was an 
opportunity too good to miss! 

 Prospects were told that if they “sign up now” they 
could be one of the first to sell one of these vehicles. In 
the meantime, at about $1,395 each, new recruits were 
buying large quantities of folding electric bicycles, or e-
bikes. Eager recruits were excited by the apparent 
Iacocca-Big Planet connection.  
 Recruits were assured that they would earn 

commissions not only on what they bought, but on what 
their customers bought, and on sales by “each person 
you enrolled to assist you in building your business.” 

These were to be “high -tech products and services that 
generate a residual income that can change your life.” 
The appeal was electric!  

 Big Planet promoters urged recruits to sign up for 
their Internet service on 3-year contracts at $29.95 a 

month, for a minimum investment of $1,078.20 (a “pay -
to-play” way of getting thousands of new recruits to 
invest millions of dollars). Recruits were also 

encouraged to buy at least $100 a month in products 
and services to qualify for commissions. The more 
ambitious were enticed to eventually make purchases of 
$2,000 a month (supposedly for resale) to maintain 
Executive status. Some spent thousands of dollars to 
purchase in the names of children or friends to qualify. 

 The recruits also received “I-phones,” fancy 
telephones priced at $395, that served as answering 
machines and could be used for e-mail, as long as the 
person was signed up for Big Planet Internet service. 
The I-phones were free as long as the three-year Big 
Planet contract was fulfilled.  
 Calling cards and pagers were also sold through 

Big Planet, but the calling cards soon fizzled. 
Participants were told they could promote products 
through an Internet mall, so long as they went through 

Big Planet, which was promising to offer over 30 
million products over the web. However, as stated by 
Rhonda Leigh of West Jordan, Utah, “a lot of promises 

were made, but nothing was ready as promised.”  
 Recruits were led to believe that the e-bikes and e-
cars were going to be unique to Big Planet participants, 
who would be the first to have them for resale. 

However, they discovered that Iacocca was selling the 
e-bikes through other outlets and became disillusioned 
from that point on. A golf cart was reported to have 
caught fire and was pulled from the web listings. 
Promoters stopped talking about the e-cars. Since then, 
E-bikes are periodically sold off at fire sale prices. The 

electric cars, golf carts, snowmobiles, and jet skis did 
not become available as promised. 
 Big Planet recruits were led to believe that solar 
cell batteries were exclusive to Big Planet. They later 
discovered they were not exclusive. “All of this was just 
a ploy, or smokescreen, to recruit new people,” said 

Kim Wolfey, a frustrated ex-distributor from Ogden, 
Utah. He said the use of Iacocca’s name in recruiting 
was very effective. “I assumed that someone with 
Iacocca’s stature would not want to be associated with a 

scam.” 
 The I-phone worked for many people, but some 
called it a “piece of junk.” Some failed to last a year. 

Refunds of 90% were given under strict conditions if 
applied for within a year, but many participants did not 
become aware that Big Planet was not what they were 

led to believe until the year had expired. 
 Many people bought into Big Planet not only for 
themselves, but also for friends and family members in 

order to qualify to advance in the system (“Pay to play” 
– See page 17). Some lost thousands when they finally 
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decided to get out – having to buy out the contracts of 
those for whom they were buying products and services. 
 Iacocca’s name was used to promote Nu Skin via 

the “Feed the Children” program, in which a percent of 
every sale goes to help starving populations. “We were 
led to believe that Iacoc ca was part of us,” said Carol 
Loveland, another ex-distributor from Ogden, who 
figures she lost over $250,000 with Nu Skin (including 
lost work time) while she traveled and promoted Big 

Planet 14 hours a day for about18 months.  
 Ms. Loveland said she would not have joined Big 
Planet if she had known at the start that it was actually 
Nu Skin and not really a separate company. It was 
promoted as Big Planet, and the name Nu Skin was not 
introduced until later. She feels sorry for the hundreds 
of people she recruited. “We were flat lied to,” she said. 

 Some older recruits used what little savings they 
had set aside to enhance their retirement by 
participating in Big Planet. After buying enough Big 

Planet contracts for his children to qualify to participate 
and advance in the scheme, Dick Knudsen from 
Holladay, Utah, finally dropped out after losing $6,600 

to live on his “pittance from Social Security.” He said 
he got involved because of representations by Big 
Planet recruiters. “I needed an I-phone like I needed a 
hole in my head,” said Knudsen. 

 A disappointed recruit from Salt Lake City, Ron 
Bulgamore, said, “the whole thing was based on signing 
up new people.” He had planned to retire, based on 
promises by Nu Skin recruiters. He was told, that if he 
signed up enough people, he would have enough to 
retire. “Now I can’t retire,” he laments. 

 Jim Waite, from Ogden, was told an electric car 
would be available by 2003. “Nu Skin lied to us 
totally,” he said. “They buy big names.” (Lee Iacocca, 
Olympics and BYU athletics as sponsors, Utah Jazz as 
users of LifePak, etc.). “They suck a lot of blood out of 
people.” 

 Big Planet is now currently receiving relatively 
little attention by Nu Skin. While until last year it was a 
major thrust in recruiting meetings, according to one 
distributor, it may now be getting 5% of the attention. 

So in the U.S., Big Planet seems to be going the way of 
the Nu Skin personal care line and IDN (Interior Design 
Nutritionals) – replaced by another division to bolster 

recruiting opportunities. 
 

Pennsylvania Settles with Nu Skin to 

Prevent Further Misrepresentations  
 

 An alert team of regulators at the office of 

Pennsylvania Attorney General Mike Fisher accused 
Nu-Skin of operating a pyramid scheme to sell energy 
and technology services such as electricity, cable 

television, and Internet services through independent 
distributors. Distributors paid $350 to join the program 
and were offered financial incentives to recruit new 

members. The Attorney General alleged that during the 
recruitment period, Nu-Skin wasn’t even able to sell the 
services that its distributors were to promote.  
 As part of an Assurance of Voluntary Compliance 
that Nu-Skin entered into with the state on August 3, 
1998, Nu Skin agreed to donate $1,000 to the National 

Fraud Information Center (NFIC). Nu-Skin also agreed 
not to make any representations about resale of electric 
service until it has contracts in place to provide it. Nu 
Skin offered refunds to Pennsylvania consumers who 
paid to join the marketing plan and reimbursed the state 
$34,000 for the costs of investigation.  
 “Electric deregulation and competition opens a 

whole new area for fraudulent money - making 
schemes,” noted Susan Grant, director of the NFIC. 
 

Pharmanex Misrepresents by Using its 

BioPhotonic Scanner to Sell Supplements  
  

 Interior Design Nutritionals was the major thrust in 
the U.S. during the mid-nineties until it passed its peak. 
Then in 1998, Nu Skin acquired Pharmanex as a wholly 
owned subsidiary. Now Pharmanex is the name of the 
division promoting nutritional supplements.  
 The Pharmanex division of Nu Skin has come up 
with its “Pharmanex BioPhotonic (laser) Scanner,” 

developed at a top U.S. research university. The scanner 
uses reflectance Raman spectroscopy to measure 
carotenoids in the skin. It is being widely promoted by 
Pharmanex distributors – who have little or no 
background as health practitioners – to detect anti-
oxidant deficiencies, which in turn are used to help sell 

nutritional supplements. At this writing, about 60 
scanners are used at Pharmanex opportunity meetings in 
at least 17 states.  
 However, research indicates that carotenoids, as 

measured by the scanner, are only a contributor to the 
overall antioxidant status and that it is an unjustified 

leap to assume that the scanner also measures overall 
anti-oxidant levels. A research paper on the use of this 
technology concludes with this statement:   

 

 The non-invasive method shows promise in 
assessing skin cancer risk. Further work is needed to 

understand the relative contributions of dietary and 
supplemental carotenoids on skin carotenoid 

concentration as well as the possible correlation with 

human cutaneous pathology. –“Non-invasive Raman 
Spectroscopic detection of Carotenoids in Human Skin,” by 

researchers Hata, Scholz, Ermakov, McClane, Khachik, 

Gellermann, and Pershing (Journal of Investigative 

Dermatology, 115:441-448, 2000) 
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 While the scanner may help in assessing total 
carotenoids and their association with skin cancer, the 
technology measures only total carotenoids, not 

individual carotenoids, which have varying importance 
in determining anti-oxidant status of the skin.  
 No proof exists that the scanner measures vitamin 
C, vitamin E, or glutathione concentrations in the skin, 
which are also important to anti-oxidant status. And as 
the above-mentioned paper makes clear, whether 

nutritional supplements actually alter the carotenoid 
concentrations in the skin remains to be evaluated. 

In summary, the use of the Pharmanex 
BioPhotonic Scanner to diagnose anti-oxidant 
deficiencies and to help sell anti-oxidant nutritional 
supplements is one more example of misrepresentation 
by Nu Skin.  

 

Misrepresentations to U.S. Recruits 
Regarding “the China Opportunity” 
 

 Many recruits in the U.S. were promised that 
China would soon be opening up and that Nu Skin 
would be one of the first multi-level companies in there, 
and Nu Skin retail “storefronts” were gaining a foothold 
in 2002 and 2003. They were told to anticipate a $5-6 

billion market in China by 2005. But a knowledgeable 
Executive distributor who had over 300 participants in 
his downline, reports that “there is nothing there,” and 
that “the whole China thing is a crap shoot.”  
 Kim Chen, a Nu Skin distributor from Hong Kong 
living in Utah, spoke of a whole menu of very strict 
rules for doing business in China. The first distributors 

who entered China had the overwhelming advantage – 
they could make money, while those who came later, 
could not. He said that “tons of people,” many from 

Canada, went there in June and July of 2000, prior to 
his taking his group there to work for three months, 
which cost them a considerable amount of money.  

 Kim said Nu Skin made it hard for new people like 
him who tried to build a business in China. He said he 
and his group were not told in recruiting presentations 
that they could not build a downline in China.  

 After qualification, it was very difficult under the 
Nu Skin rules for Kim to maintain the $2,000 a month 
minimum volume requirements to maintain his status of 
executive distributor. So what business he did generate 
in China “rolled up” to his upline. He said he felt the 
Blue Diamonds were just waiting for their downline to 

fail, so that they could profit from the business they 
generated. 
 Kim appealed to Nu Skin officials and his upline 
for help with marketing and PR to promote business in 
China, but was rebuffed. “Nu Skin made me a liar to the 
people in my downline,” he said.  

 How could China accommodate over 300,000 
distributors (from various hopefuls in Asia and the 
U.S.), each of whom would need a retail store in China 

to realize the promises of huge commissions they were 
promised by achieving Blue Diamond status? The 
vision of a Nu Skin retail store on every corner in China 
to satisfy quotas of participants from other Asian 
nations becomes ludicrous in the extreme. At this 
writing, informants claim there were only about 30 

storefronts operating in China.  
 R. Taylor, of Salt Lake City, said Big Planet’s big 
pitch in 2000 was their upcoming launch in Asia. The 
launch there didn’t happen as promised. “A lot of 
people were hurt with Big Planet,” he said. “They 
recruited very aggressively.” This confirms the 
disappointing experiences of Nu Skin victims in Asia, 

especially from Singapore and Malaysia. 
 

Misrepresentations about the Nature of 

Nu Skin’s Primary Business 
 

 As explained in the body of this report, Nu Skin is 

not now, nor has it ever been, in the business of direct 
sales, except very tangentially. It satisfies all of the 
characteristics of a recruiting MLM, or product-based 
pyramid scheme. Nu Skin’s compensation system is so 
heavily weighted towards recruiting at the expense of 
direct sales to end users, that there is little incentive to 
sell at suggested (and expensive) retail prices.  

 Almost all of Nu Skin’s revenues come from “pay 
to play” purchases of new recruits and collaborating 
family members, many of whom allow the recruit to use 
their name under which to buy products, so that the 
recruit can qualify for commissions and advancement.
 When recruiters reach de facto saturation in a 

given area, they hold out hope that new recruits can 
build a downline in the next area to open up. So Nu 
Skin’s volume is maintained, not by ongoing sales, but 
by the Ponzi-like investments of new recruits to replace 

the failing investments of earlier recruits.  
 Also, when recruiting with a recruiting MLM like 

Nu Skin slows down in a given area, direct sales slow 
down with it. What sales did occur were primarily tied 
to recruitment incentives. Little or no direct sales 
market remains.  

 Yet Nu Skin positions itself on its reports to the 
SEC, to investors, and to recruiting prospects, as a 
direct sales company. Nu Skin’s 2000 Annual Report 

began with a full-page headline: “We are direct selling 
entrepreneurs,” This is misleading. A pig is not a horse, 
no matter how much money is spent positioning it as a 

horse. 
 Nu Skin officials often refer to the company’s 
membership in the Direct Selling Association as proof 
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that it is a direct sales company. This is analogous to 
leading a pig into a stable full of horses and saying, 
“There, y ou can see that it is a horse because it is in the 

horse stable.”  
 Besides, the DSA has been virtually hijacked by 
the MLM industry, with MLM companies now making 
up about 80% of its membership. The DSA has become 
a front for MLM interests to lobby for legislation that 
legitimizes MLM. If currently promoted legislation is 

passed, MLM’s will be exempt from laws against 
pyramid schemes, so long as trademarked products are 
offered.  
 Since this author has demonstrated that recruiting 
MLM’s, or product-based pyramid schemes, are the 
most damaging of all pyramid schemes (See “Which 
Does the Greater Harm?” – available from the author), 

the DSA legislation would be very damaging to 
consumers. Nu Skin supports the DSA position. 

 

Summary of Recent Misrepresentations  

by Nu Skin Recruiters in the U.S.  
 

1. As has been the case world-wide, potential 
earnings continued to be displayed and 
misrepresented by Nu Skin recruiters, who 
touted huge earnings of top distributors ($½ 
million a year) but failed to disclose the 
abysmal odds of achieving this – less than one 
in 12,500. 

2. The connection of retired Chrysler chairman 
Lee Iacocca with Nu Skin’s Big Planet division 
was overstated and misleading.  

3. Nu Skin recruiters also continue to promote 
connections between Nu Skin divisions and 
other big names, such as the Olympics, the 

Utah Jazz, Stanford University, Brigham Young 
University, and support of numerous charities 
to give the company credibility that is 

unjustified and misleading (see also main 
report, page 29). 

4. An array of products that were to be offered 
through Big Planet were not delivered or made 
available as promised. 

5. Participants were led to believe that e-bikes and 
other products heavily promoted to recruits 

would be exclusive to Big Planet distributors, 
and they were not. 

6. Some recruits were not informed of Nu Skin’s 

tight connection with Big Planet until they were 
well into the program. Some who knew of Nu 
Skin’s questionable dealings would not have 

joined, had recruiters been up front about this.  

7. The promise of a “China opportunity” was 
overstated and misleading. 

8. The Pharmanex BioPhotonic Scanner has been 

used as a device to help sell anti-oxidant 
supplements in a way that overstates the 
scanner’s capabilities and is misleading. 

9. The portrayal of Nu Skin recruits entering 
“ahead of the wave” of an explosive growth 
opportunity follows a long-standing pattern of 

overstatement and misrepresentation. 
10. The touting of a divisional and country -to-

country growth strategy is misleading, since Nu 
Skin is merely replacing lost volume from de 
facto saturation in one area or division with 
recruitment in another (see also main report, 
page 22). The sharp company -wide growth 

from launching new divisions or entries into 
new countries, which has been promised year 
after year, has not happened with any lasting 

significance for ten years. 
11. Nu Skin’s promoters and recruiters continue to 

refer to Nu Skin as a “direct sales” company. 

This misleads consumers, investors, and 
recruiting prospects who are considering 
investing in its program. In this report, the 
analysis of Nu Skin’s compensation system 

leads to the conclusion that it is clearly a 
recruiting MLM, or product -based pyramid 
scheme. Its compensation system is weighted 
too heavily towards recruiting, and its direct 
sales activity too tied to recruiting, to be taken 
seriously as a direct sales company.  

 

Conclusions  
 

 Nu Skin’s continuing misrepresentations are not 
surprising, since they are inevitable fruits of extreme 
leverage in what Salt Lake City ex-distributor K. 

Thompson called Nu Skin’s “brutal compensation 
system.” Participants seeking “success” must advance 
to the top in the Nu Skin hierarchy, or Blue Diamond 
status, because Blue Diamonds receive most of the 

commissions paid by Nu Skin. But as shown in this 
report, the odds of achieving Blue Diamond status were 
one in 12,500 at best! So recruiters are in the position of 

having to misrepresent these abysmal odds to succeed 
in their recruiting.  
 Many of the above observations are anecdotal, but 

they can be generalized across any cross-section of ex-
distributors of Nu Skin, Big Planet, and Pharmanex. 
Combined with a history of legal actions against Nu 

Skin, they reveal a consistent pattern of deception.  
 It would be helpful if Nu Skin still made available 
company-wide earnings statistics that could be 
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debunked by qualified analysis, as was the case until 
December of 2000 when the PSA petition for the FTC 
to enforce its Order regarding Nu Skin’s 

misrepresentations. Officials found that they could no 
longer get away with such misleading reports. Now the 
company is repeating what it was doing prior to the 
1994 Order, when individual promoters were each 
misrepresenting to facilitate their own recruitment 
objectives. 

 So misrepresentations were not on official 
company -wide reports before 1993 an d have not been 
since December 2000. This is why FTC recognition of 
violations of the Order in the 1997 and 1998 reports is 
so important. The misrepresentations were system-wide 
and on official company documents. Nu Skin should not 
be permitted to escape FTC sanctions for its actions in 

defiance of the Order. 
 As this report makes clear, the success rate for 
highly leveraged MLM compensations systems, such as 

for Nu Skin, is so low as to be virtually nil. For five 
recruiting MLM companies for which data has become 
available, the loss rate is 99.9% - which rounds to 100% 

loss rate for the nearest whole percent.  
 Nu Skin Blue Diamond recruiters, who get most of 
the commissions paid by the company, are in a difficult 
position. Since Nu Skin leaves behind little or no 

ongoing sales activity after the initial recruiting in a 
given area has peaked, it must rely on sales to new 
recruits in new areas or divisions who make “pay to 
play” purchases to keep the money coming in. 
 Some Blue Diamond distributors engage in what 
could be considered predatory recruiting practices – 

continually on the lookout for new recruits to exploit. 
Also, they must get the company to sponsor hot new 
products. The more exciting the promises the better, 
regardless of how true or false those promises may be.  

  In Nu Skin, as in all recruiting MLM’s, 
recruiters must and do misrepresent if they are to be 
successful in building and maintaining their 

downlines. If recruiters told the truth about the odds 
of success or average distributor earnings, their 
downline participants would quit the program. Few 
prospects who understand basic math would sign up, 
and since revenues are derived from sales to new 
recruits, the whole program would collapse like a 

house of cards. Bad for Nu Skin, but good for 
consumers – and millions of would-be victims over 
the next few years. Scams are not needed in our 
society, even if they employ thousands and even if a 

portion of their proceeds go to worthy causes. 
Also, Nu Skin thrives on misrepresentations in 

order to survive and grow as a company. Even 

company officers and employees, who provide the 
infrastructure for the network of participating 

“distributors,” must uphold the misrepresentations, 
or they would soon be out of a job.  
 


