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1. INTRODUCTION & BACKGROUND

A. THE PENDING LAWSUITS

Quixtar, the successor-in-interest to Amway Corporatlon, sells a wide variety of
consumer products to customers through distributors, known as Independent Business Operators
(“IBOs”), who market these products through an internet-based business. A group of these
distributors brings the present putative class action (“the Woodward federal action™) in which
they contend that Quixtar operates an illegal pyramid scheme and that it locks its IBOs into this
illegal operation through the enforcement of unlawful covenants not to compete and not to
solicit other Quixtar IBOs to compete with Quixtar. In this suit, which they filed on August 9,
2007, they seek a declaration that the non-competition and non-solicitation agreements are
illegal and unenforceable as a matter of law.

A day after the Woodward federal action was filed, Quixtar filed a demand for arbitration
and brought suit in Michigan state court (“the Quixtar state action”} against two [BOs who are
parties in this lawsuit — Orrin Woodward and Chris Brady - seeking a TRO barring them from
breaching the non-compete and non-solicitation clauses pending resolution of the arbitration.
The Michigan court issued a TRO and set the matter for hearing on whether a preliminary
injunction should be entered; within a week, Quixtar amended its suit to include all oge IBOs
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who appear as plaintiffs in this case.'

B. THE MICHIGAN RULING

In response to Quixtar’s request for a preliminary injunction, the Defendant IBOs filed an
opposition and made their own motion to dismiss or to stay the Michigan action in deference to
the Woodward federal action. The Michigan court refused to dismiss or stay the lawsuit and
entered a preliminary injunction against the IBOs precluding them from breaching the covenants
not to compete and not to solicit during the pendency of the arbitration. In its written decision,
the court noted:

(1) Regarding the likelihood of success, the Michigan court observed that it had no means
of assessing whether the IBOs would be able to prove the existence of a pyramid scheme
in the Woodward federal action, but that the parties undeniably entered into a contract
that contained a binding arbitration clause. The court concluded that its refusal to grant
the injunction would render the arbitration clause ineffective and frustrate the intent of
the parties. In passing, the court also noted that the contract provisions appeared
reasonable on their face and that Quixtar appeared likely to succeed in enforcing those
provisions.

(See Page Decl. in Compendium of Exhibits in Support of Plaintiffs’ Opposition to
Defendant’s Motions to Dismiss or Stay (“Page Decl.”), Ex. 1 [8/24/07 Michigan court
order] at 2-3.) :

(2) The balance of harms would fall on Quixtar if the injunction were not granted because
of the potential loss of proprietary information and that the injunction would do nothing
more than require the IBOs to abide by the contractual terms to which they voluntarily
agreed. Monetary damages would not be an adequate remedy for the loss of confidential
information, and entering the injunction would not harm the public interest.

(See id. at 3-4.)

(3) Regarding the motion to stay, the court wrote:

' To further complicate matters, a third lawsuit involving some of these parties was filed by Independent
Business Owners Association International (“IBOAI™), an independent trade association comprised of IBOs,
seeking a TRO to enjoin Plaintiffs Woodward, Brady, and others from allegedly misapproprating Quixtar and
IBOAI trade secrets (“the IBOAI action™). The same Michigan court granted the TRO on August 14, 2007. (See
8/16/07 Def.'s Opp. to Pls.” Ex Parte Application, Ex B [8/14/07 Order granting TRO] ) The current status of

this action 1s not known to the Court, but does not appear matenal to the resolution of the pending motions
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