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JT Rocks Pyramid Scheme?

Pop singer and others linked to digital music company BurnLounge, which faces 
complaint from the FTC. 
June 18, 2007

By Leah Messinger
 
Are Justin Timberlake, Shaquille O’Neal, and Priceline co-founder Jeffrey Hoffman
linked to a pyramid scheme? The Federal Trade Commission seems to think so.
 
That’s because those big names, along with others, are believed to have invested
in or advised digital music company BurnLounge, which according to the FTC has
burned luckless believers in its hollow recruit-for-profit scheme.
 
“The FTC specifically alleges that the defendants operate an illegal pyramid
scheme, make deceptive earnings claims, and fail to disclose that most consumers
who invest in pyramid schemes don’t receive substantial income,” said a statement
from the government agency.
 
On its Web site, New York-based BurnLounge, which offers legal licenses for 
consumers to set up their own online digital music stores, claims partnerships with 
Warner Music Group, EMI, Sony BMG, and several music distributors. These 
partnerships give BurnLounge the authority to let third parties sell copyrighted 
content, the company says. 
 
According to the June 6 FTC
complaint, BurnLounge
violated federal law when it
decided to more generously
compensate customers for
recruiting others than for
selling music. BurnLounge,
“…has a compensation
program based primarily on
providing payments to
participants for the recruitment
of new participants, not on the
retail sale of products or
services, thereby resulting in a
substantial percentage of
participants losing money,” the
complaint says.
 
The FTC’s complaint cites the
BurnLounge corporation, CEO
Juan Alexander Arnold, and three of the company’s top recruiters: John Taylor, Rob
Deboer, and Scott Elliott. It does not target JT, Shaq, or Mr. Hoffman.  
 
A June 14 statement on the BurnLounge corporate website said it believes its 
business model adheres to the law.
 
Founded in 2005, BurnLounge sells customers opportunities to become “Retailers”
or “Moguls.” Retailers buy licenses at the Basic, Exclusive, or VIP levels from
BurnLounge to operate their own online music downloading stores.
 
According to FTC documents, Retailers can earn points for their sales, but can’t
cash in on them until they become Moguls. Moguls can make money either through
recruitment bonuses—by selling others the opportunity to become Retailers or
Moguls—or through music sales in which they and either their recruits or recruiters
profit as well.
 
The company’s board members include Canada’s Standard Broadcasting
Corporation CEO Gary Slaight and Venice, California-based Benevolent Capital
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Management owner Grant Johnson.
 
BurnLounge’s next meeting with the FTC takes place on June 26, when California
central district court Judge George Wu will hold a hearing on whether BurnLounge 
will be forced to limit its business activities during the course of the expected 
litigation, a process that typically lasts at least a year. 
 

 del.icio.us

 

 
 reddit

 
RELATED ARTICLES

IPOs Roar in Second Quarter
M&A deals ebb, but value of stock debuts climbs 212 
percent to $4.3B.

Startup Out to Spoil iPhone’s Party
Omnifone is gunning for a global market with its 
all-you-can-eat music service for cell phones. 

RECENT ARTICLES 

• Sony Slims to Fight Nintendo
• Video Ad Gold Rush Continues
• In-Game Ad Network Scores $25M
• Microsoft: No Xbox Price Cut
• Lala Turns Off Tunes
• Lightning, MP3 Player Don’t Mix

Articles | Research | Events
New User Registration | Search | About Us | Letter from the Editor | Advertising Info | Contact Us | Careers |  RSS feeds
© 1993-2006 Red Herring, Inc. All rights reserved.


