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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549 

FORM 10-K

(Mark One) 
þ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2016

or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from       to      

Commission file number: 001-36849

NATURAL HEALTH TRENDS CORP.
(Exact name of registrant as specified in its charter) 

Delaware 59-2705336
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

609 Deep Valley Drive
Suite 395
Rolling Hills Estates, California 90274
(Address of principal executive offices, including zip code)
Registrant’s telephone number, including area code: (310) 541-0888

Securities registered pursuant to Section 12(b) of the Act:

Edgar Filing: NATURAL HEALTH TRENDS CORP - Form 10-K

3



Title of each class Name of each exchange on which registered
Common Stock, par value $0.001 per share The NASDAQ Stock Market LLC

Securities registered pursuant to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes ¨ No þ

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes ¨ No þ

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes þ No ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). Yes þ No ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer þ
Non-accelerated filer ¨ (Do not check if a smaller reporting company) Smaller reporting company ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes ¨ No þ

The aggregate market value of the voting and non-voting common equity held by non-affiliates computed by
reference to the closing price of such common equity on June 30, 2016: $202,402,875

At March 7, 2017, the number of shares outstanding of the registrant’s common stock was 11,341,890 shares.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s definitive proxy statement to be filed with the United States Securities and Exchange
Commission no later than 120 days after the end of the registrant’s fiscal year end to which this report relates are
incorporated by reference into Part III of this Annual Report on Form 10-K where indicated.
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K, in particular “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” and “Item 1. Business,” include “forward-looking statements” within the meaning of
Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). When used in this report, the
words or phrases “will likely result,” “expect,” “intend,” “will continue,” “anticipate,” “estimate,” “project,” “believe” and similar
expressions are intended to identify “forward-looking statements” within the meaning of the Exchange Act. These
statements represent our expectations or beliefs concerning, among other things, future revenue, earnings, growth
strategies, new products and initiatives, future operations and operating results, and future business and market
opportunities.

Forward-looking statements in this report speak only as of the date hereof, and forward-looking statements in
documents incorporated by reference speak only as of the date of those documents. We undertake no obligation to
publicly update or revise any forward-looking statement, whether as a result of new information, future events or
otherwise, except as required by law. We caution and advise readers that these statements are based on certain
assumptions that may not be realized and involve risks and uncertainties that could cause actual results to differ
materially from the expectations and beliefs contained herein.

For a summary of certain risks related to our business, see “Item 1A. Risk Factors” in this report. Additional factors that
could cause actual results to differ materially from our forward-looking statements are set forth in this report,
including under the heading “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and in our financial statements and the related notes.

Unless otherwise noted, the terms “we,” “our,” “us,” and “Company,” refer to Natural Health Trends Corp. and its subsidiaries.
References to “dollars” and “$” are to United States dollars.
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Part I

Item 1. BUSINESS

Overview of Business

Natural Health Trends Corp. is an international direct-selling and e-commerce company headquartered in Rolling
Hills Estates, California. Subsidiaries controlled by us sell personal care, wellness, and “quality of life” products under
the “NHT Global” brand. Our wholly-owned subsidiaries have an active physical presence in the following markets:
North America; Greater China, which consists of Hong Kong, Taiwan and China; South Korea; Singapore; Malaysia;
Japan; and Europe. We also operate in Russia and Kazakhstan through our engagement with a local service provider.
See Note 10 of the Notes to Consolidated Financial Statements in “Item 8. Financial Statements and Supplementary
Data” of this report for further information about our net sales by geographic area.

Most of our order volume, particularly in our Hong Kong subsidiary, is for personal consumption through existing
members’ referrals. The exception is our Chinese entity, where we sell directly to consumers through an e-commerce
retail platform. Our objectives are to enrich the lives of the users of our products and enable our members to benefit
financially from the sale of our products.

We were originally incorporated as a Florida corporation in 1988. We re-incorporated in Delaware effective June 29,
2005.

Our common stock is currently traded on the NASDAQ Capital Market under the symbol “NHTC.”

Available Information

We maintain executive offices at 609 Deep Valley Drive, Suite 395, Rolling Hills Estates, California 90274 and our
telephone number is (310) 541-0888. Our website is located at www.naturalhealthtrendscorp.com. Our Annual
Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to such
reports are available, free of charge, on our website as soon as reasonably practicable after we file electronically such
material with, or furnish it to, the United States Securities and Exchange Commission, or SEC. The information
provided on our website should not be considered part of this report. The public may read and copy any materials we
file with the SEC at the SEC’s Public Reference Room at 100 F Street, N.E., Room 1580, Washington, DC 20549. The
public may obtain information on the operation of the Public Reference Room by calling the SEC at 1–800–SEC–0330.
The SEC maintains an internet website at http://www.sec.gov that contains reports, proxy and information statements,
and other information regarding issuers that file electronically with the SEC.

Our Principal Products

We offer a line of “NHT Global” branded products in five distinct categories: wellness, herbal, beauty, lifestyle, and
home, our newest category. These product categories, along with the business opportunity we offer in most of our
markets, provide our members a platform to further their goal of achieving and maintaining healthy, quality lifestyles
complete with product supplementation and the opportunity for financial rewards.

1
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The following table summarizes our product offering by category:
Product Category Description Products

Wellness
Products formulated and designed to
meet specific wellness goals of our
customers. Includes targeted nutrition
such as joint health, antioxidant support,
digestive health, heart health, vision
health, immune support and cellular
health.

Liquid, encapsulated,
tableted and powder
dietary and nutritional
supplements, vitamins,
minerals

Premium Noni Juice, Triotein®, Cluster X2®,
Children’s Chewable MultiVitamin, ReStor
Silver®, ReStor Vital®, HerBalance®, Trifusion
Max™, Glucosamine 2200, FibeRich®, Energin,
Enhanced Essential Probiotics®, Omega 3
Essential Fatty Acids, Memory Burst®,
StemRenu®, OcuFocus, FE Enzyme Toothpaste

Herbal
Products formulated incorporating
ingredients commonly found in
traditional Chinese medicine

Herbal supplements LivaPro®, Cordyceps Mycelia CS-4, Purus

Beauty
Products to help improve skin health and
bring an appearance of youthful
vibrancy. This product line includes
anti-aging and hydrating cleansers,
creams, lotions, serums and toners to
moisturize, protect and improve the
appearance of skin.

Facial skin care and
body care

Skindulgence® 30-Minute Non-Surgical Facelift
System, Time Restore Eye Cream and Essence,
BioCell Mask, 24K Renaissance Rejuvenation
Serum, Valesce®, Soothe™, Floraeda Hydrating
Series, NHT Homme®, Complete Renewal 8
Shampoo, Conditioner and Hair Mask

Lifestyle
Products uniquely formulated to improve
overall quality of life and to support
active, physical and healthy lifestyles
including weight management, intimacy
support and energy enhancing
supplements.

Supplements and
topical gels for
improved vitality

Alura® Lux by NHT Global, Valura Lux™,
LaVie™ Vibrant Energy drink, Twin Slim Diet
Jelly®, NaturalGlo™

Home
Products designed to create a clean and
natural living environment for the home

Home and car
appliances PurAir Air Purifier, AquaPur Water Purifier

We continuously source unique, proprietary and immediate impact products to offer to our members and customers.
Our product development is an ongoing process that is fueled by marketplace trends, new scientific findings, members’
input, research and vendor proposals.

Working closely with raw material manufacturers and contract manufacturers, our mission is to co-develop and bring
to market the highest quality products. Our manufacturers are primarily located in the United States, as well as a few
in South Korea, Hong Kong and China. Our raw materials are sourced from reputable suppliers around the world. In
addition, raw material Certificates of Analysis are reviewed in our effort to assure that the appropriate testing has been
performed and are within ingredient specification requirements.

Operations of the Business
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Operating Strategy

Our objective is to help our members succeed in achieving their life objectives; be it personal health, beauty,
happiness or financial security. Our professionals focus on assisting our members in attaining their goals.

2
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We believe we have a competitive business model applicable to the markets in which we operate based on six key
competencies:

•Our field leaders are experienced and culturally coherent. They work effectively with our management, implementing
our strategies and providing continuous feedback to improve our services.

•A discipline and capability has been established to continue launching high-quality consumer products that are
designed to facilitate the accomplishment of our corporate objectives.

•
We have developed and rolled out a comprehensive training system that provides a complete career path appropriate
for our members. Our training material covers the needs of our members, be they prospects, new recruits, product
evangelists, sales leaders or dream builders.

•We have developed a year-round, multi-faceted promotional plan that targets different segments of our membership
and has proven most effective in the last few years.

•We have implemented a commission structure that makes it as easy as possible to join our business, while giving
existing members a chance to start making money as quickly as possible in multiple ways.

•
The continuously improving mentality and methodology in our customer services have not only distinguished us as an
organization, but have also given us a constant flow of information as to how we can do better to service our
members.

Sourcing of Products

Our corporate staff works with research and development personnel of our manufacturers and other prospective
vendors to create product concepts and develop the product ideas into actual products. We then may enter into supply
agreements with the vendors pursuant to which we obtain rights to sell the products under private labels (or
trademarks) that are owned by us. In addition, some of our local markets introduce their own products from time to
time and these products are sometimes adopted by our other markets.

We generally purchase finished goods from manufacturers and sell them to our members for personal consumption.
We believe that in the event we are unable to source products from our current or alternate suppliers, our revenue,
income and cash flow could be adversely and materially impacted. We have a contract with one of our
suppliers through February 2019 with automatic renewal rights.

Marketing and Distribution

We distribute our products internationally primarily through a network marketing system, which is a form of
person-to-person direct selling.  Under this system, members primarily refer our products to prospective consumers or
they may buy at wholesale prices for personal consumption or for resale to consumers.  The concept of network
marketing is based on the strength of personal recommendations that frequently come from friends, neighbors,
relatives, and close acquaintances.  We believe that network marketing is an effective way to distribute our products
because it allows person-to-person product education and testimonials as well as higher levels of customer service, all
of which are not as readily available through other distribution channels. In this document, we generically use the term
“member” to refer to members who purchase for their own consumption or for resale, or both, as well as to members
who only sign up to consume our products.
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Each of our products is designated a specified number of bonus volume points. Commissions are based on total
personal and group bonus volume points per weekly sales period. Bonus volume points are essentially a percentage of
a product’s wholesale price.

Our members are independent full-time or part-time contractors who purchase products directly from our subsidiaries
via the internet for their own personal consumption or for resale to retail consumers. Purchasers of our products in
China and certain other markets may purchase only for their own personal consumption and not for resale.

3
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The following table sets forth the number of active members by market as of the dates indicated. We consider a
member “active” if they have placed at least one product order with us during the preceding year. Members may not
necessarily reside in the market for which they sign up as a member.

December 31,
2016 2015

North America 3,720 2,870
Hong Kong (including those members residing in China)1 108,570 100,820
Taiwan 4,030 3,280
South Korea 290 420
Japan 100 100
Singapore 80 —
Russia, Kazakhstan and Ukraine2 940 1,460
Europe 1,230 410
Total 118,960 109,360
1 Substantially all of our Hong Kong revenues are derived from the sale of products that are delivered to members in
China. See “Item 1A. Risk Factors”.
2 We discontinued our Ukraine operations during the second quarter of 2015.

Members must agree to the terms and conditions of our member agreement posted on our website and generally pay
an annual enrollment fee. The member agreement sets forth our policies and procedures, and we may elect to
terminate a member for non-compliance.

We pay commissions to eligible members based on product purchases by such members’ down-line members during a
given commission period. To be eligible to receive commissions, members in some countries may be required to make
nominal monthly or other periodic purchases of products. See “Working with Members.”

Members generally place orders through the internet and pay by credit card prior to shipment. Accordingly, we carry
minimal accounts receivable and credit losses are historically negligible.

We sponsor promotional meetings and motivational training events for current and potential members. These events
are designed to inform prospective and existing members about both existing and new product lines, our latest
marketing and promotional plans, and new services improvements. These events also serve as a venue for recognition
of member accomplishments. Members typically share their experiences in using our products and developing their
business at these events. We are continually developing or updating our marketing strategies and programs to motivate
our members.

Management Information Systems

Our business uses a proprietary web-based system to process orders and to communicate bonus volume activity and
commissions to members. We have automated a substantial amount of our financial reporting processes through
implementation of Oracle’s E-Business Suite, and have integrated other critical business processes such as inventory
management in our most significant markets.

Employees

At December 31, 2016, we employed 143 total full-time employees worldwide, of which 25 were located in North
America, 101 in Greater China (Hong Kong, China, and Taiwan), five in Russia, two in Singapore, two in Malaysia,
four in South Korea, three in Europe, and one in Japan.
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Seasonality

From quarter to quarter, we are somewhat impacted by seasonal factors and trends such as major cultural events and
vacation patterns. For example, most Asian markets celebrate their respective local New Year in the first quarter. This
generally has a significant impact on the services of our third-party providers, and can negatively impact our net sales.
We believe that net sales can also be negatively impacted during the third quarter, when many of our members
traditionally take time off for vacations. In addition, the national holidays in Hong Kong, China and Taiwan in early
October tend to have an adverse effect on sales in those markets.

Our spending, as well as to some extent revenue, is affected by the major events planned at different times of the year.
A major promotional event could significantly increase the reported expenses during the quarter in which the event
actually takes place, while the revenue that might be generated by the event may not occur in the same reporting
period.

Intellectual Property

Most of our products are packaged under a “private label” arrangement. We have obtained or applied for trademark
registration for certain names, logos and various product names in several countries in which we are doing business or
considering expanding. We also rely on common law trademark rights to protect our unregistered trademarks. These
common law trademark rights do not provide us with the same level of protection as afforded by a United States
federal trademark. Common law trademark rights are limited to the geographic area in which the trademark is actually
utilized, while a United States federal registration of a trademark enables the registrant to discontinue the unauthorized
use of the trademark by a third party anywhere in the United States even if the registrant has never used the trademark
in the geographic area where the trademark is being used; provided, however, that the unauthorized third party user
has not, prior to the registration date, perfected its common law rights in the trademark within that geographic area.

We have a foreign holding and operating company structure for our non-United States businesses, which involves the
division of our United States and non-United States operations. Under this structure, some of our United States entities
have granted an exclusive license to some of our non-United States subsidiaries to use outside of the United States all
of their intangible property, including trademarks, trade secrets and other proprietary information.

Working with Members

Sponsorship

Enrolling new members creates multiple levels in our direct selling structure. The persons that a member enrolls
within the network are referred to as “sponsored” members, who may purchase solely for their own personal
consumption, for resale, or both. Persons newly enrolled are assigned into network positions that can be “under” other
members, and thus they can be called “down-line” members. If down-line members also enroll new members, they
create additional levels within the structure, but their down-line members remain in the same down-line network as
the original member that introduced them to our business.

While we provide product samples, brochures and other sales materials, members are primarily responsible for
enrolling and educating their new members with respect to products, the compensation plan and how to build a
successful membership network.

Members are not required to enroll other members as their down-line, and we do not pay any commissions for
enrolling new members. However, because of the financial incentives provided to those who succeed in building a
member network that consumes and resells products, we believe that many of our members attempt, with varying
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degrees of effort and success, to enroll additional members. Because they are seeking new opportunities for income,
people are often attracted to become members after using our products or after attending introductory seminars. Once
a person becomes a member, he or she is able to purchase products directly from us at wholesale prices via the
internet. The member is also entitled to enroll other members in order to build a network of members and product
users.
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Compensation Plans

We employ what is commonly referred to as a binary compensation plan, enhanced with certain unilevel features.
Under our compensation plan, members are paid weekly commissions by our subsidiary, in which they are enrolled
for product purchases by their down-line member network across all geographic markets. Our China subsidiary
maintains an e-commerce retail platform and does not pay any commissions. This “seamless” compensation plan
enables a member located in one country to sponsor other members located in other countries. Currently, there are
basically two ways in which members can earn income:

•Through commissions paid on product purchases made by their down-line members; and

•Through retail markups on sales of products purchased by members at wholesale prices (in some markets, sales are
for personal consumption only and income may not be earned through retail mark-ups on sales in that market).

Each of our products is designated a specified number of bonus volume points. Commissions are based on total
personal and group bonus volume points per sales period. Bonus volume points are essentially a percentage of a
product’s wholesale price. As the member’s business expands, the member receives higher commissions from
purchases made by an expanding down-line network. To be eligible to receive commissions, a member may be
required to make nominal monthly or other periodic purchases of our products. Certain of our subsidiaries do not
require these nominal purchases for a member to be eligible to receive commissions. In determining commissions, the
number of levels of down-line members included within the member’s commissionable group increases as the number
of memberships directly below the member increases. Under our current compensation plan, some of our commission
payout may be limited to a hard cap dollar amount per week or a specific percentage of the total product sales. In
some markets, commissions may be further limited.

In some markets, we also pay certain bonuses on purchases by up to three generations of personally sponsored
members, as well as bonuses on commissions earned by up to three generations of personally sponsored members.
Members can also earn income, trips and other prizes in specific time-limited promotions and contests we hold from
time to time.

Occasionally, we make modifications and enhancements to our compensation plan to help motivate members, which
can have an impact on member commissions. We may also enter into agreements for business or market development,
which could result in additional compensation to specific members.

Member Support

We are committed to providing a high level of support services tailored to the needs of our members in each market
we are serving. We attempt to meet the needs and build the loyalty of members by providing personalized member
services and by maintaining a generous product return policy (see “Product Warranties and Returns”). We believe that
maximizing a member’s efforts by providing effective member support has been, and could continue to be, important
to our success.

Through product training meetings, regular conventions, web-based messages, member focus groups, regular
telephone conference calls and other personal contacts with members, we seek to understand and satisfy the needs of
our members. Via our websites, we provide product fulfillment and tracking services that result in user-friendly and
timely product distribution.

To help maintain communication with our members, we offer the following support programs:
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• Teleconferences – we hold teleconferences with associate field leadership on various subjects such as technical
product discussions, member organization building and management techniques.

•Internet – we maintain a website at www.nhtglobal.com. On this website, the user can read company news, learn more
about various products, sign up to be a member, place orders, and track the fulfillment and delivery of their orders.

•Product Literature – we offer a variety of literature to members, including product catalogs, informational brochures,
pamphlets and posters for individual products, which are both printed and available online.

•Broadcast E-mail and Text Messages – we send announcements via e-mail and/or text messages to members who opt in
to receive this form of communication.

•Social Media Tools – in some countries we maintain country-specific social media sites to foster a community
environment around our product offering and business opportunity.

6
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Technology and Internet Initiatives

We believe that the internet is important to our business as more consumers communicate online and purchase
products over the internet as opposed to traditional retail and direct sales channels. As a result, we have committed
significant resources to our e-commerce capabilities and the abilities of our members to take advantage of the internet.
Substantially all of our sales take place via the internet. We offer a global web page that allows a member to have a
personalized replicating website through which he or she can sell products in all of the countries in which we do
business. Links to these websites can be found at our main website for members at www.nhtglobal.com. The
information provided on these websites should not be considered part of this report.

Rules Affecting Members

Our member policies and procedures establish the rules that members must follow in each market. We also monitor
member activity in an attempt to provide our members with a “level playing field” so that one member may not be
disadvantaged by the activities of another. We require our members to present products and business opportunities in
an ethical and professional manner. Members further agree that their presentations to customers must be consistent
with, and limited to, the product claims and representations made in our literature.

Our policies and procedures state that we produce or pre-approve all sales aids used by members such as presentations
videotapes, audiotapes, brochures and promotional clothing. Further, members may not use any form of media
advertising to promote products unless it is pre-approved by us. Members are not entitled to use our trademarks or
other intellectual property without our prior consent.

Our compliance and member services department reviews reports of alleged member misbehavior. If we determine
that a member has violated our member policies or procedures, we may terminate the member’s rights completely.
Alternatively, we may impose sanctions, such as warnings, probation, withdrawal or denial of an award, suspension of
privileges of the membership, fines, withholding commissions, until specified conditions are satisfied or other
appropriate injunctive relief. Our members are independent contractors, not employees, and may act independently of
us. Further, our members may resign or terminate their membership at any time without notice. See “Item 1A. Risk
Factors.”

Government Regulations

Direct Selling Activities

Direct selling, or multi-level marketing, activities are regulated by various federal, state and local governmental
agencies in the United States and other countries. These laws and regulations are generally intended to prevent
fraudulent or deceptive schemes. The laws and regulations in our current markets often:

•impose cancellation/product return, inventory buy-backs and cooling-off rights for consumers and members;

• require us or our members to obtain a license from, or register with, governmental
agencies;

•impose reporting requirements; and

•impose upon us requirements, such as requiring members to maintain levels of retail sales to qualify to receive
commissions, to ensure that members are being compensated for sales of products and not for recruiting new
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The laws and regulations governing direct selling are modified from time to time, and, like other direct selling
companies, we may be subject from time to time to government reviews, examinations or investigations in our various
markets related to our direct selling activities. This can require us to make changes to our business model and aspects
of our global compensation plan in the markets impacted by such changes and examinations.

Based on advice of our engaged outside professionals in existing markets, the nature and scope of inquiries from
government regulatory authorities and our history of operations in those markets to date, we believe our method of
distribution complies in all material respects with the laws and regulations related to direct selling of the countries in
which we currently operate.
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At the end of 2005, China adopted new direct selling and anti-pyramiding regulations that are restrictive and contain
various limitations, including a restriction on the ability to pay multi-level compensation to independent members. We
are not conducting direct selling in China. Rather, consumers and members purchase our products via our Hong
Kong-based website or our e-commerce retail platform in China. The regulatory environment in China is complex,
and our operations in China can receive regulatory and media attention.

The Chinese government scrutinizes activities of direct selling companies. Our business continues to be subject to
regulations and examinations by municipal and provincial level regulators. At times, actions by government regulators
have impacted our members’ activities in certain locations, and have resulted in a few cases of enforcement actions. In
each of these cases, we helped our members with their defense in the legality of their conduct. So far, no material
changes to our business model have been required. We expect to receive continued guidance and direction as we work
with regulators to address our business model and any changes that need to be made to comply with the direct selling
regulations.

We believe that neither our Hong Kong-based website nor our e-commerce platform in China require a direct selling
license in China, which we currently do not hold. We have previously sought to obtain a direct selling license, and in
August 2015 initiated the process for submitting a new preliminary application for a direct selling license in China. If
we are able to obtain a direct selling license in China, we believe that the incentives inherent in the direct selling
model in China would incrementally benefit our existing business. Increased sales in China that could be derived from
obtaining a direct selling license may be partially offset by the higher fixed costs associated with the establishment
and maintenance of required service centers and branch offices. We are unable to predict whether and when we will be
successful in obtaining a direct selling license to operate in China, and if we are successful, when we will be permitted
to conduct direct selling operations and whether such operations would be profitable.

Regulation of Our Products

Our products and related promotional and marketing activities are subject to extensive governmental regulation by
numerous governmental agencies and authorities in the United States, including the U.S. Food and Drug
Administration (the “FDA”), the Federal Trade Commission (the “FTC”), the Consumer Product Safety Commission, the
United States Department of Agriculture, State Attorneys General and other state regulatory agencies.  In our foreign
markets, the products are generally regulated by similar government agencies.

Our personal care products are subject to various laws and regulations that regulate cosmetic products and set forth
regulations for determining whether a product can be marketed as a “cosmetic” or requires further approval as an
over-the-counter (OTC) drug. In the United States, regulation of cosmetics is under the jurisdiction of the FDA.  The
Food, Drug and Cosmetic Act defines cosmetics by their intended use, as “articles intended to be rubbed, poured,
sprinkled, or sprayed on, introduced into, or otherwise applied to the human body . . . for cleansing, beautifying,
promoting attractiveness, or altering the appearance.”  Among the products included in this definition are skin
moisturizers, eye and facial makeup preparations, perfumes, lipsticks, fingernail polishes, shampoos, permanent
waves, hair colors, toothpastes and deodorants, as well as any material intended for use as a component of a cosmetic
product.  Conversely, a product will not be considered a cosmetic, but may be considered a drug if it is intended for
use in the diagnosis, cure, mitigation, treatment, or prevention of disease, or is intended to affect the structure or any
function of the body. A product’s intended use can be inferred from marketing or product claims.  The other markets in
which we operate have similar regulations.  In Japan, the Ministry of Health, Labour and Welfare regulates the sale
and distribution of cosmetics and requires us to have an import business license and to register each personal care
product imported into Japan.  In Taiwan, all “medicated” cosmetic products require registration.  In China, personal care
products are placed into one of two categories, “general” and “drug.”  Products in both categories require submission of
formulas and other information with the health authorities, and drug products require human clinical studies.  The
product registration process in China for these products can take from nine to more than 18 months or longer.  Such
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regulations in any given market can limit our ability to import products and can delay product launches as we go
through the registration and approval process for those products.  The sale of cosmetic products is regulated in the
European Union under the European Union Cosmetics Directive, which requires a uniform application for foreign
companies making personal care product sales.
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The markets in which we operate all have varied regulations that distinguish foods and nutritional health supplements
from “drugs” or “pharmaceutical products.”  Because of the varied regulations, some products or ingredients that are
recognized as a “food” in certain markets may be treated as a “pharmaceutical” in other markets.  These regulations may
require us to either modify a product or refrain from selling the product in a given market. As a result, we must
regularly modify the ingredients and/or the levels of ingredients in our products for certain markets.  In some
circumstances, the regulations in foreign markets may require us to obtain regulatory approval prior to introduction of
a new product or limit our uses of certain ingredients altogether. There has been an increased movement in the United
States and other markets to expand the regulation of dietary supplements. This could impose additional restrictions or
requirements in the future.  Because of this increased regulatory focus, our internal review efforts have been enhanced
in order to comply with our understanding of current regulations.

FDA regulations require current good manufacturing practices (cGMP) for dietary supplements.  The regulations
ensure that dietary supplements are produced in a quality manner, do not contain contaminants or impurities, and are
accurately labeled. The regulations include requirements for establishing quality control procedures for us and our
vendors and suppliers, designing and constructing manufacturing plants, and testing ingredients and finished
products.  The regulations also include requirements for record keeping and handling consumer product
complaints.  If dietary supplements contain contaminants or do not contain the type or quantity of dietary ingredient
they are represented to contain, the FDA would consider those products to be adulterated or misbranded.  

Our business is subject to additional FDA regulations, such as those implementing an adverse event reporting system
(“AER’s”), which requires us to document and track adverse events and report serious adverse events, which are events
involving hospi
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