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*GAAP RECONCILATION TABLE
OPERATING MARGIN......

PERCENTAGE IMPACT OF RESTRUCTURING ........ooovvooooooeoeoeeeoeeee 1.7%
OPERATING MARGIN EXCLUDING RESTRUCTURING CHARGES..........ccoooooovvvv. 7.6%
EARNINGS PER SHARE ... $0.67
IMPACT OF RESTRUCTURING ......ooooooooooooeoeoeeeoeeeeeoeeeeeeeeeeeeeeeen $0.17

$0.84

EARNINGS PER SHARE EXCLUDING RESTRUCTURING CHARGES .....................

2007
11.1%
0.8%
11.9%
$1.40
$0.11
$1.51

2009
14.1%
14.1%
$2.11

$2.11

2010



ELEVATING AND

ALIGNING MANAGEMENT
PERFORMANCE

This leads to a final factor that
we would cite in support of
our plan to elevate our rev-
enue and earnings. In 2007,
we initiated a performance-
based incentive plan that had
jumbo-option grants vest on
the achievement of $1.50 and
then $2.00 of EPS. When these
options were issued, we were
coming off an EPS level of
about $0.75, so the $2.00 goal
seemed like a bit of a stretch.
But our team rallied around
the objective and achieved

the $2.00 EPS level two years
ahead of plan, proving that for
us, performance incentives
work. Recently, our Board

of Directors approved a new
management performance-
based incentive to a broader

ALIGNMENT

group of managers that will
have similar equity incentives
vest at $3.00, $3.50 and $4.00
of EPS, achieved by the year
2015. So, our sights are set on
a new target. We have a plan
in place to achieve that goal.
We feel it’s realistic, and our
team is enthusiastically going
about executing our plan.

(0D ageLoc

LAUNCH PROCESS

Nu Skin’s unique product launch process focuses on
increasing global synergy around condensed product
launch schedules. This enables our distributors to
work from the same blueprint, allowing for increased
alignment, productivity, and momentum.
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Can we sustain growth? Yes we can. We have the tools and commitment we
need to continue to elevate our business. Our global management team is
energized and aligned around our key growth drivers.

As we move closer to achieving our goal of becoming the leading direct
selling company in the world, we draw great strength from the global family
of Nu Skin distributors and employees who are improving their lives and
the lives of others through our innovative products, our rewarding business
opportunity and an enriching and uplifting culture.

It's a great time to be with Nu Skin. As we continually elevate our business,
the future looks brighter than ever.

Sincerely,

@:A@—a %% Quman-luwsT™

Blake M. Roney Steven J. Lund Truman Hunt

CHAIRMAN VICE CHAIRMAN PRESIDENT, CEO
NU SKIN ENTERPRISES NU SKIN ENTERPRISES NU SKIN ENTERPRISES
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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 OPERATION,” AND “ITEM 1. BUSINESS,” INCLUDE "FORWARD-LOOKING STATE-
MENTS” 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. WE UNDERTAKE NO OBLIGATION TO PUBLICLY UPDATE ORREVISE
ANY FORWARD-LOOKING STATEMENT, WHETHER AS ARESULT OF NEW INFORMATION, FUTURE EVENTS OR OTHER-
WISE, 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
ACTUALRESULTS TO DIFFER MATERIALLY FROM THE EXPECTATIONS AND BELIEFS CONTAINED HEREIN.FOR A SUMMARY
OF CERTAIN RISKS RELATED TO OUR BUSINESS, SEE “ITEMTA - RISK FACTORS” BEGINNING ON PAGE 16.

In this Annual Report on Form 10-K, references to “dollars” and “$” are to United States dollars.

Nu Skin, Pharmanex and ageLOC are our trademarks. The italicized product names used in this Annual Report on Form 10-K are product

names and also, in certain cases, our trademarks.

All references to our “distributors” in this Annual Report on Form 10-K include our independent distributors and preferred customers, and
our sales employees and contractual sales promoters in China. All references to “executive distributors” include our independent distributors

and China sales employees who have completed certain qualification requirements.



PART |

ITEM 1. BUSINESS

OVERVIEW

We are a leading, global direct selling company with operations in 51
markets worldwide. We develop and distribute innovative, premium-
quality anti-aging personal care products and nutritional supple-
ments under our Nu Skin and Pharmanex brands, respectively. Ve
strive to secure competitive advantages in four key areas: our people,
our products, the culture we promote, and the business opportunities
we offer. In 2010, our 26th year of operations, we posted record rev-

enue of $1.5 billion.

As of December 31,2010, we had a global network of approxi-
mately 800,000 active distributors. Approximately 36,000 of our
distributors were qualified sales leaders we refer to as “executive dis-
tributors.” Our executive distributors play a critical leadership role in

the growth and development of our business.

Approximately 86% of our 2010 revenue came from our markets
outside of the United States. While we have become more geo-
graphically diverse over the past decade, Japan, our largest revenue
market, accounted for approximately 31% of our 2010 total revenue.
Due to the size of our foreign operations, our results are often im-
pacted by foreign currency fluctuations, particularly fluctuations in
the Japanese yen. In addition, our results are impacted by global eco-

nomic, political, demographic and business trends and conditions.

Our business is subject to various laws and requlations globally,
particularly with respect to our product categories as well as our direct
selling distribution channel, sometimes referred to as ‘network mar-
keting” or “multi-level marketing.” Accordingly, we face certain risks,
including risks associated with potential improper activities of our dis-

tributors or any inability to obtain necessary product registrations.

OUR DIFFERENCE DEMONSTRATED

We strive to maintain a competitive advantage in four key areas: our

people, our products, our culture, and our opportunity.

Our people—A global network of approximately 800,000 active
distributors in 51 countries. \We distribute all of our products exclu-
sively through our distributors as opposed to traditional distribution
channels such as retail stores or mail order catalogs. Consequently, our
most significant asset is our extensive global network of distributors
who enable us to introduce products and penetrate new markets with
little upfront promotional expense. VWe believe our competitive sales

compensation plan for our distributors has helped us to attract and

develop a strong group of distributor leaders who play a critical role in

building, motivating and training our extensive distributor network.

Our products—Science-based, proprietary anti-aging skin care
and nutritional products. \We believe our innovative approach to
product development provides us with a competitive advantage in
the anti-aging and direct selling markets. Over the last two years, we
have successfully introduced a suite of innovative ageLOC anti-aging
products including the agel. OC Transformation daily skin care system,
agel OC Edition Galvanic Spa System I and agel OC Vitality nutri-
tional supplement, and we are currently developing additional
agel OC anti-aging products for the future. These products are
designed to positively influence the expression of genes that we be-
lieve play a critical role in the aging process. We believe that our
in-house research expertise and our research collaborations uniquely
position and enable us to continue to introduce innovative and pro-

prietary anti-aging products in skin care and nutrition.

Our culture—Improving lives. Our mission statement encour-
ages our people to be a “force for good” by improving lives through
the use of both our products and business opportunities and pro-
motes a humanitarian culture. We encourage our distributors, cus-
tomers and employees to become involved in humanitarian ef-
forts, the most significant of which are our Nourish the Children
initiative, which provides our distributors the ability to donate
meals to starving children, and our Force for Good Foundation,
which supports charitable causes that benefit children. We believe
that people are attracted to organizations that focus on more than

just financial incentives.

Our opportunity—Global business opportunity. \We believe our
distributor compensation plan provides our distributors with the
incentive to establish a sales organization and customer base in
any country where we conduct business. We believe that we were
the first major direct selling company to enable sales leaders to
develop an international business and receive commissions on
global sales volume in their home market. We believe our com-
pensation plan, which pays approximately 42% of our product sales
in commissions, is among the most generous compensation plans
in the direct selling industry. We believe the high payout of our
compensation plan enables sales leaders the opportunity to reach
significant income levels and provides us with a competitive ad-
vantage in attracting and developing highly capable, motivated

sales leaders.



OUR PRODUCT CATEGORIES

We have two primary product categories, each operating under its
own brand. We market our premium-quality personal care products
under the Nu Skin brand and our science-based nutritional supple-

ments under the Pharmanex brand.

Presented below are the U.S. dollar amounts and associated

revenue percentages from the sale of Nu Skin, Pharmanex, and other

products and services for the years ended December 31,2008, 2009,
and 2010. This table should be read in conjunction with the informa-
tion presented in the section entitled “Management’s Discussion and
Analysis of Financial Condition and Results of Operation,” which dis-
cusses the factors impacting revenue trends and the costs associated

with generating the aggregate revenue presented.

REVENUE BY PRODUCT CATEGORY
(US. dollars in millions)®

Year Ended December 31,

Product Category 2008 2009 2010
NuSKIn. S 6334 508% S 752.7 565% S 91338 59.4%
Pharmanex. ... 597.7 479 565.6 425 6122 39.8
OMher.. .o 16.5 128 1.0 113 08

S 12476 1000%  § 13311 1000%  § 15373 100.0%

01n 2010, 86% of our sales were transacted in foreign currencies that were then converted to U.S. dollars for financial reporting purposes at weighted-average exchange rates.

Foreign currency fluctuations positively impacted reported revenue by approximately 5% in 2010 compared to 2009. Foreign currency fluctuations had no material impact

on reported revenue in 2009 compared to 2008

Nu Skin. Nu Skin is the brand of our original product line and
offers premium-quality anti-aging personal care products. Our strat-
egy s to leverage our network marketing distribution model to estab-
lish Nu Skin as an innovative leader in the anti-aging personal care
market. We are committed to continuously improving and evolving
our product formulations to develop and incorporate innovative and

proven ingredients.

Our agel OC anti-aging skin care products are designed to tar-
get both the signs and the ultimate sources of aging. Research for our
ageLOC platform has identified and targeted what we call Youth
Gene Clusters, functional groups of genes that regulate how we ap-
pear to age. We incorporate this research into agel OC products
that have been demonstrated to support and reset Youth Gene
Clusters to function in more youthful patterns of activity. Our
ageLOC products provide both corrective and preventative benefits
in preserving youth and in reducing the signs of aging. In 2010, we
launched our agel OC Transformation skin care system in most of our
markets globally, following a successful limited offering in the fourth

quarter of 2009 at our global convention.

Another innovative product that positively impacted our reve-
nue growth over the past five years is the Galvanic Spa System. The
Galvanic Spa instrument emits a very mild electrical current. When
the Galvanic Spa System is used to apply products that carry either
positively or negatively charged active ingredients, product efficacy
improves dramatically. The Galvanic Spa System is an ideal direct sell-
ing product because our distributors can demonstrate its benefits.
This helps them to recruit new customers and distributors. Our
Galvanic Spa System, Galvanic Spa Gels, and associated products ac-
counted for approximately 15% of our total revenue and 27% of
Nu Skin revenue in 2010. In 2010, we launched an agel OC Edition
Galvanic Spa System I/ to capitalize on enthusiasm for age OC gen-
erally in most of our markets except South Korea. This newest system
is more user-friendly and improves the amount of ingredients deliv-
ered to the skin. We plan to introduce this improved agel OC Edition
Galvanic Spa System Ilin South Korea in the first quarter of 2011,



The following table summarizes our Nu Skin product line by category:

CATEGORY DESCRIPTION SELECTED PRODUCTS
CORE SYSTEMS Regardless of skin type, our core systems agel OC Transformation
provide a solid foundation for our customers”  Nu Skin 180° Anti-Aging Skin Therapy System
individual skin care needs. Our systems are  Nu Skin Tri-Phasic |Vhite
developed to target specific skin concerns  Nutricentials
and are made from ingredients scientifically  Nu Skin Clear Action Acne Medication System
proven to provide visible results for concerns
ranging from aging to acne.
TARGETED TREATMENTS Our customized skin care line allows a agel OC Edition Galvanic Spa System /|
customer to tailor product regimens that Galvanic Spa Gels with agel OC
help deliver younger looking skin at any age.  Tru Face Essence Ultra
The products are developed using cutting-  Tru Face Line Corrector
edge ingredient technologies that target Enhancer Skin Conditioning Gel
specific skin care needs. Celltrex Ultra Recovery Fluid
Celltrex CoQ10 Complete
NAPCA Moisturizer
Polishing Peel Skin Refinisher
TOTAL CARE Our total care line addresses body, hairand  Body Bar
oral care. The total care line can be used by Liquid Body Lufra
families and the products are designed to Perennial Intense Body Moisturizer
deliver superior benefits from head to toe Dividends Men's Care
for the ultimate sense of total body wellness.  AP-24 Dental Care
Nu Skin Renu Hair Mask
COSMETIC The Nu Colour cosmetic line products are  Tinted Moisturizer SPF 15

EPOCH

targeted to define and highlight your natural
beauty.

Our Epoch line is distinguished by utilizing
traditional knowledge of indigenous cultures
for skin care. Fach Epoch product is formu-
lated with botanical ingredients derived
from renewable resources found in nature.
In addition, we contribute a percentage of
our proceeds from Epoch sales to chari-

table causes.

Finishing Powder
Contouring Lip Gloss
Defining Effects Mascara

Baobab Body Butter

Sole Solution Foot Treatment
Calming Touch Soothing Skin Cream
Glacial Marine Mud

lceDancer Invigorating Leg Gel
Everglide Foaming Shave Gel

Ava puhi moni Shampoo
Epoch Baby Hibiscus Hair & Body VWash




Pharmanex. e market a variety of anti-aging nutritional prod-
ucts under our Pharmanex brand. Direct selling has proven to be an
extremely effective method of marketing our high-quality nutritional
supplements because our distributors can personally educate con-
sumers on the quality and benefits of our products, differentiating
them from our competitors’ offerings. LifePak, our flagship line of mi-
cronutrient supplements, accounted for 16% of our total revenue and
37% of Pharmanex revenue in 2010. We introduced agel OC Vitality,
our firstagel OC nutritional product designed to address the internal
sources of aging, in Japan, the United States, Canada, and our mar-
kets in Europe and Latin America during the second half of 2010. We

plan to fully launch agelL OC Vitality in these markets during the first
quarter of 2011,

Our strategy for our nutritional supplement business is to con-
tinue to introduce innovative, substantiated anti-aging products
based on extensive research and development and quality manufac-
turing. We are currently developing additional age OC anti-aging
supplements, including a new product that we plan to introduce at
our global convention in the fourth quarter of 2011 and rollout to our

markets beginning in the fourth quarter of 2011 and throughout 2012.

The following table summarizes our Pharmanex product line by category:

CATEGORY DESCRIPTION SELECTED PRODUCTS
NUTRITIONALS Pharmanex nutritional products supply a LifePak family of products
broad spectrum of micronutrients that our g3 juice
bodies need as a foundation for a lifetime of
optimal health.
SOLUTIONS Our targeted solutions supplements contain  agel OC Vitality
standardized levels of botanical and other legreen 97
active ingredients that are formulated for ReishiMax GLp
consumers to meet the demands of every-  MarineOmega
day life. Cholestin
CordyMax Cs-4
Cortitrol
Detox Formula
Eye Formula
WEIGHT MANAGEMENT Our weight management productsinclude  The Right Approach (TRA) weight
supplements as well as meal replacement management system
shakes. My Victory! weight management program
VITAMEAL A highly nutritious meal that can be Vitameal

purchased and donated through our
Nourish the Children initiative to feed
starving children or purchased for personal

food storage.




Other. We also offer a limited number of other products and
services, including digital content storage, water purifiers and other
household products. Ve have also integrated technology into other
areas of our business and offer advanced tools and services that help
distributors establish an online presence and manage their business.
These “other” categories of products represented only a small per-
centage of our revenue in 2010 and will not likely be an area of focus

in the next few years.

SOURCING AND PRODUCTION

Nu Skin. In order to maintain high product quality, we acquire our in-
gredients and contract production of our proprietary products from
suppliers and manufacturers that we believe are reliable, reputable
and deliver high quality materials and service. Our agel OC Edition
Galvanic Spa System Il is procured from a single vendor who owns
certain patent rights associated with such product. We believe our
agreements with this vendor are sufficiently long-term and exclusive.
However, to continue offering this product category following any
termination of our relationship with this vendor, we would need to
develop a new galvanic unit and source it from another supplier. We
also acquire ingredients and products from one other supplier that
currently manufactures products representing approximately 30% of
our Nu Skin personal care revenue in 2010. We maintain a good rela-
tionship with our suppliers and do not anticipate that either party will
terminate the relationship in the near term. We also have ongoing
relationships with secondary and tertiary suppliers. Please refer to
“Risk Factors—The loss of suppliers or shortages in ingredients could
harm our business” for a discussion of risks and uncertainties associ-
ated with our supplier relationships and with the sourcing of raw ma-

terials and ingredients.

We also operate a production facility in Shanghai, where we cur-
rently manufacture our personal care products sold in China, as well
as a small portion of product exported to select other markets. Ve
believe that if the need arose, this plant could be expanded or other
facilities could be built in China to produce larger amounts of inven-

tory for export or as a back up to our existing supply chain.

Pharmanex. Substantially all of our Pharmanex nutritional supple-
ments and ingredients, including LifePak, are produced or provided
by third-party suppliers and manufacturers. We rely on two partners
for the majority of our Pharmanex products, one of which supplies
products that represent approximately 52% of our nutritional supple-
ment revenue while the other supplier manufactures products that
represent approximately 14% of our nutritional supplement revenue
in 2010. In the event we become unable to source any products or
ingredients from these suppliers or from other current vendors, we
believe that we would be able to produce or replace those products

or substitute ingredients without great difficulty or significant in-

creases to our cost of goods sold. Please refer to “Risk Factors—The
loss of suppliers or shortages in ingredients could harm our business”
for a discussion of certain risks and uncertainties associated with our
supplier relationships, as well as with the sourcing of raw materials and

ingredients.

We also operate a facility in Zhejiang Province, China, where we
produce some of our Pharmanex nutritional supplements for sale in
China and herbal extracts used to produce Tegreen 97, ReishiMax
GLp and other products sold globally.

RESEARCH AND DEVELOPMENT

We continually invest in our research and development capabilities.
Our research and development expenditures were $9.6 million, $10.4
million and $12.4 million in 2008, 2009 and 2010, respectively. These
amounts do not include salary and overhead expenses for our inter-
nal research and development activities. Because of our commit-
ment to product innovation, we plan to continue to commit resources
to research and development in the future. As we invest in our
agel OC platform of products, we expect to increase our research

and development expenditures.

The Nu Skin Center for Anti-Aging Research, our primary re-
search and testing laboratory located adjacent to our office complex
in Provo, Utah, houses both Pharmanex and Nu Skin research facili-
ties and professional and technical personnel. We are currently in the
design phase of building a state-of-the-art innovation center adja-
cent to our corporate headquarters, a portion of which will be dedi-
cated to research and development. VWe also maintain research facili-
ties in China. Much of our Pharmanex research is conducted in China,
where we benefit from a well-educated, low-cost, scientific labor pool
that enables us to conduct research at a much lower cost than would
be possible in the United States.

VWe have joint research projects with numerous independent sci-
entists, including a scientific advisory board comprised of recognized
authorities in disciplines related to our nutritional and personal care
product categories. We also fund and collaborate on basic research
projects with researchers from prominent universities and research in-
stitutions in the United States, Europe and Asia, whose staffs include
scientists with basic research expertise in natural product chemistry,

biochemistry, dermatology, pharmacology and clinical studies.

In addition, we evaluate a significant number of product ideas
for our Nu Skin and Pharmanex categories presented by outside
sources. We utilize strategic licensing and other relationships with
vendors for access to directed research and development work for

innovative and proprietary offerings.



INTELLECTUAL PROPERTY

Our major trademarks are registered in the United States and in each
country where we operate or have plans to operate, and we consider
trademark protection to be very important to our business. Our ma-

jor trademarks include Nu Skin® our fountain logos, Pharmanex?
agel OC" LifePak® and Galvanic Spa® In addition, a number of our

GEOGRAPHIC SALES REGIONS

products, including the agel OC Edition Galvanic Spa System I/ and
Pharmanex BioPhotonic Scanner, are based on proprietary technolo-
gies and formulations, some of which are patented or licensed from
third parties. VWe also rely on trade secret protection to protect our

proprietary formulas and other proprietary information.

We currently sell and distribute our products in 51 markets. Ve have segregated our markets into five geographic regions: North Asia,

Greater China, Americas, South Asia/Pacific and Europe. The following table sets forth the revenue for each of the geographic regions for

the years ended December 31,2008, 2009 and 2010:

Year Ended December 31,

(US. dollars in millions) 2008 2009 2010
North Asia. ... S 5945 48% S 606.1 45% $ 686.1 45%
Greater China.............oooo 2100 17 2104 16 2682 17
AMEICES .o 2239 18 2609 20 2500 16
South Asia/Pacific. ... 1076 8 120.1 9 182.8 12
EUrOPE. . oo 1116 9 1336 10 1502 10

S 12476 100% $ 13311 100% $ 15373 100%

Additional comparative revenue and related financial informa-
tion is presented in the tables captioned “Segment Information” in
Note 17 to our Consolidated Financial Statements. The information

from these tables is incorporated by reference in this Report.

Set forth below is information regarding the key markets in our
geographic regions. The information includes information about the
introduction and launch of key new products. With the launch of
agel OC Transformation, we implemented a product launch process
that has been refined in our South Korea market. This process gener-
ally involves introducing the product in a market through an initial
limited offering that is often tied to a distributor event. The limited
offering typically generates significant distributor activity and a high
level of distributor purchasing. This generally results in a higher than
normal increase in revenue during the quarter of the limited offering.
We typically launch the product for general sales a few months fol-
lowing the limited offering. Information regarding product launches
below refers to the launch of the product for general sales and not to
the limited offering used to introduce the product. Reference to in-

troduction of a product refers to the limited offering.

North Asia. The following table provides information on each of the
markets in the North Asia region, including the year we commenced
operations in the market, 2010 revenue, and the percentage of our total
2010 revenue for each market:
percentage of
2010 revenue

31%
14%

(U.S. dollars in millions) year opened 2010 revenue
1993 $

1996 $

4714
2147

Japan s our largest market and accounted for approximately 31%
of total revenue in 2010. We market most of our Nu Skin and Pharmanex
products in Japan, along with a limited number of other offerings. In
addition, all product categories offer a limited number of locally devel-
oped products sold exclusively in our Japanese market. In the first quar-
ter of 2010, we launched our agel OC Future Serum in Japan, following
alimited offering in the fourth quarter of 2009. During the fourth quarter
of 2009, we also introduced our agel OC Edition Galvanic Spa System I1.
We launched the full age. OC Transformation skin care systemin Japan
in the second quarter of 2010. In the third quarter of 2010, we introduced
agel OC Vitality, our first age L OC nutritional product designed to ad-
dress the internal sources of aging, through a limited offering in Japan.
We plan to fully launch agel OC Vitality in Japan during the first quar-
ter of 2011. We currently plan to introduce additional agel OC anti-
aging nutritional products in connection with our global convention

during the fourth quarter of 2011.

The direct selling environment in Japan continues to be difficult
as the industry has been on the decline for several years and requla-
tory and media scrutiny have increased. Please refer to “Business—
Government Regulation” and “Risk Factors™ for a discussion of risks

and uncertainties associated with challenges in the Japan market.

In South Korea, we offer most of our Nu Skin and Pharmanex
products, along with a limited number of other offerings. In the second
quarter of 2010, we launched the agel OC Transformation skin care
system, following a very successful limited offering in the first quarter
of 2010. We currently plan to introduce the agel OC Edition Galvanic
Spa Systemn Ilin South Korea in the first quarter of 2011, followed by the



introduction of additional ageLOC anti-aging products in connection

with our global convention during the fourth quarter of 2011.

Greater China. The following table provides information on
each of the markets in the Greater China region, including the year
we commenced operations in the market, 2010 revenue, and the per-

centage of our total 2010 revenue for each market:

percentage of

(U.S. dollars in millions) 2010 revenue 2010 revenue

year opened

Taiwan.................... 1992 S 107.1 7%
China....oooooo 2003 $ 914 6%
HongKong................ 1991 $ 69.7 4%

Our Hong Kong and Taiwan markets operate using our global
direct selling business model and global compensation plan. We
offer a robust product offering of the majority of our Nu Skin and
Pharmanex products and limited other products and services in
Hong Kong and Taiwan, although one of our flagship Nu Skin products,
the Galvanic Spa System is not approved for sale in Taiwan. Approxi-
mately 50% of our revenue in these markets comes from orders
through our monthly product subscription program, which has led to
improved retention of customers and distributors and has helped

streamline the ordering process.

In China, we sell many of our Nu Skin products and a locally
produced value line of personal care products under the Scion brand
name. We also sell a select number of Pharmanex products, includ-

ing our number one nutritional product, LifePak.

We currently are unable to operate under our global direct selling
business model in China as a result of requlatory restrictions on direct
selling activities in this market. Consequently, we have developed a
hybrid business model that utilizes retail stores with an employed
sales force and contractual sales promoters to sell products through
fixed locations, which we supplement with a direct sales opportunity
in those locations where we have obtained a direct sales license. We
continue to operate our retail storefemployed sales representative
model because we believe it provides us with more flexibility in the
manner in which we can operate throughout China and compensate
our sales representatives given the restrictions in the direct selling
requlations. We rely on our sales force to market and sell products at
the various retail locations supported by only minimal advertising and
traditional promotional efforts. Our sales employees may also refer
individuals to us for employment as sales representatives or contrac-
tual sales promoters. Our retail model in China is largely based upon
our ability to attract customers to our retail stores through our sales
force, to educate them about our products through frequent training

meetings, and to obtain repeat purchases.

We also continue to implement a direct sales opportunity that
allows us to engage independent direct sellers who can sell products
away from our retail stores. We have received licenses and approvals
to engage in direct selling activities in the municipalities of Beijing,
Shanghai, Shenzhen and four cities in the Guangdong province, and
we continue to work to obtain the necessary approvals in other loca-
tions in China. The direct selling licenses allow us to engage an entry-
level, non-employee sales force that can sell products away from fixed
retail locations. Our current direct sales model is structured in a man-

ner that we believe is complementary to our existing retail sales model.

We introduced our agel OC Edition Galvanic Spa System I/ in
our Greater China markets, excluding Taiwan, in the fourth quarter of
2009. In connection with our Greater China regional convention in
the second quarter of 2010, we introduced our agel OC Transformation
skin care system in Taiwan and Hong Kong. We currently plan to intro-
duce ouragel OC Transformation skin care system in Mainland China
as soon as we obtain necessary requlatory approvals. We also cur-
rently plan to introduce agelLOC anti-aging nutritional products in
connection with our global convention during the fourth quarter of
2011, followed by a full launch of the products in 2012.

Americas. The following table provides information on each of
the markets in the Americas region, including the year we com-
menced operations in the market, 2010 revenue, and the percentage

of our total 2010 revenue for each market:

percentage of

(U.S. dollars in millions) 2010 revenue 2010 revenue

year opened

United States ............. 1984 S 2121 14%
Canada.................... 1990 S 239 1%
Latin America® ... 1994 S 14.0 1%

O Latin America includes Colombia, Costa Rica, EI Salvador, Guatemala, Honduras,

Mexico and Venezuela.

Substantially all of our Nu Skin and Pharmanex products, as well
as limited other products and services, are available for sale in the
United States. In the first quarter of 2010, we launched our ageL OC
Transformation skin care system in the United States, following a suc-
cessful limited offering in the first quarter of 2010 at our global con-
vention. During the fourth quarter of 2009, we also launched our
agel OC Edition Galvanic Spa System Il In the third quarter of 2010, we
introduced agel OC Vitality, our first agel OC nutritional product
designed to address the internal sources of aging, through a limited
offering in the United States. YWe plan to fully launch ageLOC Vitality
in the United States beginning in the first quarter of 2011. We cur-
rently plan to introduce additional ageLOC anti-aging nutritional
products in connection with our global convention during the fourth

quarter of 2011,



South Asia/Pacific. The following table provides information on
each of the markets in the South Asia/Pacific region, including the
year opened, 2010 revenue, and the percentage of our total 2010 rev-

enue for each market:

2010 percentage of

(U.S. dollars in millions) year opened revenue 2010 revenue
Singapore/Malaysia/Brunei  2000/2001/2004 S 76.8 5%
Thailand.........oo 1997 $ 56.7 4%
Australia/New Zealand. .. 1993 S 217 1%
Indonesia.................. 2005 S 155 1%
Philippines.................. 1998 S 121 1%

The South Asia/Pacific region was our fastest growing region in
2010, with a 39% increase in constant currency revenue. We offer a
majority of our Pharmanex and Nu Skin products in the South Asia/
Pacific region. In the third quarter of 2010, we launched the agel OC
Transformation skin care system, following limited offerings during
the first half of 2010. In 2010, we also launched our agel OC Edition
Galvanic Spa System 1. We currently plan to introduce age OC anti-
aging nutritional products in connection with our global convention
during the fourth quarter of 2011, followed by a full launch of the prod-
ucts in 2012. Our TRA weight management products also continue

to contribute to our strong growth in this region.

Europe. The following table provides information on our Furope
region, including the year we commenced operations in the market,

2010 revenue, and the percentage of our total 2010 revenue.

percentage of
2010 revenue

(U.S. dollars in millions) year opened 2010 revenue

1995 $ 150.2 10%

Europe Region® ..........

O Europe region includes Austria, Belgium, Czech Republic, Denmark, Finland, France,
Germany, Hungary, Ireland, Iceland, Israel, Italy, Luxembourg, the Netherlands, Norway,
Poland, Portugal, Romania, Russia, Slovakia, South Africa, Spain, Sweden, Switzerland,

Turkey, Ukraine and the United Kingdom.

We currently operate and offer a full range of Nu Skin and
Pharmanex products in 27 countries throughout Northern, Eastern
and Central Europe as well as in Israel and South Africa. Various
products and distributor tools have contributed to Europe’s recent
success, including the Galvanic Spa System I, the Pharmanex
BioPhotonic Scanner, and g3. In the first quarter of 2010, we launched
the ageL OC Transformation skin care system, following a limited
offering in the fourth quarter of 2009. In the first quarter of 2010,
we also launched our agel OC Edition Galvanic Spa System /1. In
connection with our Europe regional convention in the fourth quarter
of 2010, we introduced agel OC Vitality, our first agel OC nutri-

tional product designed to address the internal sources of aging,

through a limited offering. We plan to fully launch ageL OC Vitality
in most of our markets in Europe beginning in the first quarter of
2011. We currently plan to introduce additional ageLOC anti-aging
nutritional products in connection with our global convention during
the fourth quarter of 2011.

DISTRIBUTION

Overview. The foundation of our sales philosophy and distribution
system is network marketing. We sell our products through distribu-
tors who are not employees, except in China where we sell our prod-
ucts through employed retail sales representatives, contractual sales
promoters and direct sellers. Our distributors generally purchase
products from us for resale to consumers and for personal consump-
tion. We also sell products directly to preferred customers at dis-

counted monthly subscription prices.

We believe network marketing is an effective vehicle to distrib-

ute our products because:

« distributors can educate consumers about our products in per-
son, which we believe is more effective for premium-quality,

differentiated products than using traditional advertising;

« direct sales allow for actual product demonstrations and testing

by potential customers;

« there is greater opportunity for distributor and customer testi-

monials; and

* as compared to other distribution methods, our distributors
can provide customers higher levels of service and encourage

repeat purchases.

“Active distributors” under our global compensation plan are de-
fined as those distributors who have purchased products for resale or
personal consumption during the previous three months. In addition,
we have implemented “preferred customer” programs in many of our
markets, which allow customers to purchase products directly from
us, generally on a recurring monthly product subscription basis. We
include preferred customers who have purchased products during
the previous three months in our “active distributor” numbers. While
preferred customers are legally very different from distributors, both

are considered customers of our products.

“Executive distributors” under our global compensation plan
must achieve and maintain specified personal and group sales volures
each month. Once an individual becomes an executive distributor, he
or she can begin to take advantage of the benefits of commission
payments on personal and group sales volume. As a result of direct

selling restrictions in China, we have implemented a modified busi-



ness model utilizing sales employees and contractual sales promoters
in our retail stores in addition to independent direct sellers. (See the

discussion on China in “Business—Geographic Sales Regions.”)

Ourrevenue is highly dependent upon the number and produc-
tivity of our distributors. Growth in sales volume requires an increase
in the productivity and/or growth in the total number of distributors.
As of December 31,2010, we had a global network of approximately
800,000 active distributors. Approximately 36,000 of our distribu-

tors were executive distributors. As of each of the dates indicated
below, we had the following number of active and executive distribu-
tors in the referenced regions: Our number of active distributors has
historically fluctuated from year to year based on various factors, in-
cluding our business model transition in China, efforts to train and
discipline distributors in Japan and changes in promotions. As of
each of the dates indicated below, we had the following number of

active and executive distributors in the referenced regions:

TOTAL NUMBER OF ACTIVE AND EXECUTIVE DISTRIBUTORS BY REGION

As of December 31,2008

As of December 31,2009 As of December 31,2010

Active Executive Active Executive Active Executive

North Asia........oveiii 326,000 13,937 319,000 14,144 329,000 14,687
Greater China........................ 115,000 6,323 106,000 6,938 118,000 8,015
AMENCaS ..o 171,000 4,876 171,000 5522 161,000 5,305
South Asia/Pacific....................... 66,000 2,541 71,000 2,950 84,000 3,930
Europe. ..o 83,000 2911 94,000 3,385 107,000 3,739
Total .oovvi 761,000 30,588 761,000 32,939 799,000 35676

Sponsoring. We rely on our distributors to recruit and sponsor
new distributors of our products. While we provide internet support,
product samples, brochures, magazines, and other sales and marketing
materials at cost, distributors are primarily responsible for recruiting
and educating new distributors with respect to products, our global

compensation plan, and how to build a successful distributorship.

The sponsoring of new distributors creates multiple levels in a
network marketing structure. Individuals that a distributor sponsors are
referred to as “downline” or “sponsored” distributors. If downline dis-
tributors also sponsor new distributors, they create additional levels in
the structure, but their downline distributors remain in the same down-

line network as their original sponsoring distributor.

Sponsoring activities are not required of distributors and we do
not pay any commissions for sponsoring new distributors. However,
because of the financial incentives provided to those who succeed in
building and mentoring a distributor network that resells and consumes
products, many of our distributors attempt, with varying degrees of
effort and success, to sponsor additional distributors. People often
become distributors after using our products as regular customers.
Once a person becomes a distributor, he or she is able to purchase
products directly from us at wholesale prices. The distributor is also
entitled to sponsor other distributors in order to build a network of
distributors and product users. A potential distributor must enter into
a standard distributor agreement, which among other things, obligates

the distributor to abide by our policies and procedures.

Global Compensation Plan. One of our competitive advantages
is our global sales compensation plan. Under our global compensa-
tion plan, a distributor is paid consolidated monthly commissions in
the distributor’'s home country, in local currency, for the distributor’s
own product sales and for product sales in that distributor's downline
distributor network across all geographic markets. Because of restric-
tions on direct selling in China, our sales employees and contractual
sales promoters there do not participate in the global compensation
plan, but are instead compensated according to a compensation

model established for that market.

Commissions on the sale of an individual Nu Skin or Pharmanex
product can exceed 50% of the wholesale price, except in a limited
number of markets where commissions are limited by law. The actual
commission payout percentage, however, varies depending on the
number of distributors at each payout level within our global com-
pensation plan. Historically, our distributor compensation plan has
paid out to distributors approximately 42% of commissionable sales.
We believe that our commission payout as a percentage of total sales

is among the most generous paid by major direct selling companies.

From time to time, we make modifications and enhancements
to our global compensation plan to help motivate distributors. In
2008 and 2009, we implemented modifications to our compensation
plan to improve commission payments early in the distributor lifecy-
cle. The results from these modifications have been positive. Ve
continue to evaluate further changes to our compensation plan to
help increase distributor productivity and earnings potential. In addi-

tion, we evaluate a limited number of distributor requests on a



monthly basis for exceptions to the terms and conditions of the glob-
al compensation plan, including volume requirements. While our
general policy is to discourage exceptions, we believe that the flexibil-
ity to grant exceptions is critical in retaining distributor loyalty and

dedication and we make exceptions in limited cases as necessary.

High Level of Distributor Incentives. Based upon manage-
ments knowledge of our competitors’ distributor compensation
plans, we believe our global compensation plan is among the most
financially rewarding plans offered by leading direct selling compa-
nies. There are two fundamental ways in which our distributors can

earn money:

* through retail markups on sales of products purchased by dis-

tributors at wholesale; and
* through a series of commissions on product sales.

Each of our products carries a specified number of sales volume
points. Commissions are based on total personal and group sales vol-
ume points per month. Sales volume points are generally based upon
a product’s wholesale cost, net of any point-of-sale taxes. As a dis-
tributor’s business expands to successfully sponsoring other distribu-
tors into the business, who in turn expand their own businesses, a
distributor receives a higher percentage of commissions. An execu-
tive’s commissions can increase substantially as multiple downline
distributors achieve executive status. In determining commissions,
the number of levels of downline distributors included in an execu-
tive’s commissionable group increases as the number of executive

distributorships directly below the executive increases.

Distributor Support. We are committed to providing high-level
support services tailored to the needs of our distributors in each mar-
ket. We attemnpt to meet the needs and build the loyalty of distribu-
tors by providing personalized distributor services and by maintaining
a generous product return policy. Because the majority of our dis-
tributors are part time and have only a limited number of hours each
week to concentrate on their business, we believe that maximizing a
distributor’s efforts by providing effective distributor support has

been, and will continue to be, important to our success.

Through training meetings, distributor conventions, web-based
messages, distributor focus groups, regular telephone conference
calls, and other personal contacts with distributors, we seek to under-
stand and satisfy the needs of our distributors. We provide walk-in,
telephonic, and Web-based product fulfillment and tracking services
that result in user-friendly, timely product distribution. Several of our
walk-in retail centers maintain meeting rooms, which our distributors

may utilize for training and sponsoring activities. Because of our effi-

10

cient distribution system, we believe that most of our distributors do

not maintain a significant inventory of our products.

Payments. Distributors generally pay for products prior to shipment.
Accordingly, we carry minimal accounts receivable from distributors.
Distributors typically pay for products in cash, by wire transfer or by

credit card.

Product Returns. In order to provide a high level of consumer-
protection, we offer a generous return policy. While our operations
and applicable regulations vary somewhat from country to country,
we generally follow a uniform procedure for product returns. For 30
days from the date of purchase, our product return policy generally
allows a retail customer to return any Nu Skin or Pharmanex product
to us directly or to the distributor through whom the product was
purchased for a full refund. After 30 days from the date of purchase,
the end user’s return privilege is at the discretion of the distributor.
Our distributors can generally return unused products directly to us
for a 90% refund for one year. Through 2010, our experience with ac-

tual product returns averaged less than 5% of annual revenue.

Rules Affecting Distributors. \Ne monitor regulations and dis-
tributor activity in each market to ensure our distributors comply with
local laws. Our published distributor policies and procedures estab-
lish the rules that distributors must follow in each market. We also
monitor distributor activity to maintain a level playing field for our
distributors, ensuring that some are not disadvantaged by the activi-
ties of others. We require our distributors to present products and
business opportunities ethically and professionally. Distributors fur-
ther agree that their presentations to customers must be consistent
with, and limited to, the product claims and representations made in

our literature.

Distributors must represent to us that their receipt of commis-
sions is based on retail sales and substantial personal sales efforts. VWe
must also monitor sales aids used by distributors to help ensure they
comply with applicable laws and regulations. Distributors may not
use any form of media advertising to promote products. Products
may be promoted only by personal contact or by literature that we

produce or approve.

Our products may not be sold, and our business opportunities
may not be promoted, in traditional retail environments. We have
made an exception to this rule by allowing some of our Pharmanex
products to be sold in independently owned pharmacies and drug
stores meeting specified requirements. Distributors who own or are
employed by a service-related business, such as a doctor’s office, hair
salon or health club, may make products available to reqular custom-

ers as long as products are not displayed visibly to the general public



in a manner to attract the general public into the establishment to

purchase products.

In order to qualify for commission bonuses, our distributors gen-
erally must satisfy specific requirements including achieving at least
100 points, which is approximately $100 in personal sales volume per
month. In addition, individual markets may have requirements spe-
cific to that country based on regulatory factors. For example, in the

United States, distributors must also:

+ document retail sales or customer connections to established

numbers of retail customers; and
* sell and/or consume at least 80% of personal sales volume.

We systematically review reports of alleged distributor misbehav-
ior. If we determine one of our distributors has violated any of our policies
or procedures, we may terminate the distributor’s rights completely.
Alternatively, we may impose sanctions, such as warnings, probation,
withdrawal or denial of an award, suspension of privileges of a distributor-
ship, fines and/or withholding of commissions until specified conditions

are satisfied, or other appropriate injunctive relief.

OUR CULTURE

From our inception over 26 years ago, Nu Skin Enterprises” mission
has been to improve people’s lives—through our quality products, our
rewarding business opportunities and by promoting an uplifting and
enriching culture. Our mission statement encourages people to be a
“force for good” in the world around them. Our culture unites our
distributors, customers and employees in innovative humanitarian ef-
forts, the most significant of which are our Nourish the Children initia-
tive that provides our distributors the ability to donate meals to starv-
ing children, and our Force for Good Foundation that supports many
charitable causes that benefit children. In short, we believe that peo-
ple are attracted to organizations that focus on more than just finan-
cial incentives. We encourage our distributors and our employees to
live each day with an understanding that together we have the op-

portunity to make the world a better place.

Nourish the Children. In 2002, we introduced an innovative hu-
manitarian initiative, Nourish the Children, which applies the power of
our distribution network to help address the problem of hunger and
malnutrition. We sell a highly nutritious meal replacement product
under the brand, “VitaMeal,” and encourage our distributors, cus-
tomers and employees to purchase VitaMeal and donate their pur-
chase to charitable organizations that specialize in distributing food
to alleviate famine and poverty. Distributors earn commissions on
sales of Vitameal to distributors in their downline and their custom-
ers. For every eight packages of VitaMeal purchased and donated,

we donate an additional package. Since 2002, our distributors, cus-

tomers and employees have joined together to donate more than 210
million meals to malnourished children in various locations through-

out the world.

Force for Good Foundation. The original Force for Good cam-
paign was introduced in conjunction with the Nu Skin Epoch product
line in 1996. This unique brand of skin and hair care products was de-
veloped in partnership with the world’s leading ethnobotanists. A
donation of 25 cents from the sale of each Epoch product was di-
rected to preserve the environments, languages, lifestyles, and tradi-
tions of indigenous people around the world. Today, the Force for
Good Foundation provides support for charitable efforts throughout
the globe, with a special emphasis on addressing the humanitarian
needs of children. Charitable projects supported by the Force for
Good Foundation, us, our employees, and our distributors include
helping to provide crucial heart surgeries for children in Southeast
Asia and China, supporting schools for children in need, helping
farmers in Malawi be trained to grow more crops to better support

the needs of their families, and other projects.

COMPETITION

Direct Selling Companies. \\e compete with other direct selling or-
ganizations, some of which have a longer operating history and higher
visibility, name recognition and financial resources than we do. The
leading direct selling companies in our existing markets are Avon,
Alticor (Amway) and Herbalife. We compete for new distributors on
the strength of our multiple business opportunities, product offerings,
global compensation plan, management, and our international oper-
ations. In order to successfully compete in this market and attract and
retain distributors, we must maintain the attractiveness of our busi-

ness opportunities to our distributors.

Nu Skin and Pharmanex Products. The markets for our Nu Skin
and Pharmanex products are highly competitive. Our competitors
include manufacturers and marketers of personal care and nutritional
products, pharmaceutical companies and other direct selling organiza-
tions, many of which have longer operating histories and greater name
recognition and financial resources than we do. VWe compete in these
markets by emphasizing the innovation, value and premium quality of

our products and the convenience of our distribution system.

GOVERNMENT REGULATION

Direct selling activities. Direct selling activities are regulated by vari-
ous federal, state and local governmental agencies in the United
States and foreign countries. Laws and regulations in Japan, South
Korea and China are particularly restrictive and difficult. These laws
and regulations are generally intended to prevent fraudulent or de-
ceptive schemes, often referred to as “pyramid” schemes, that com-
pensate participants for recruiting additional participants irrespective

of product sales, use high-pressure recruiting methods and/or do not



involve legitimate products. The laws and regulations in our current

markets often:

* impose cancellation/product return, inventory buy-backs and

cooling-off rights for consumers and distributors;

* require us or our distributors to register with governmental

agencies;
* impose caps on the amount of commission we can pay;
* impose reporting requirements; and

* impose upon us requirements, such as requiring distributors to
maintain levels of retail sales to qualify to receive commissions,
to ensure that distributors are being compensated for sales of

products and not for recruiting new distributors.

The laws and regulations governing direct selling are modified
from time to time, and, like other direct selling companies, we are sub-
ject from time to time to government 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 com-
pensation plan in the markets impacted by such changes and investi-

gations.

We continue to experience heightened regulatory and media
scrutiny of the direct selling industry in Japan. Several direct sellers in
Japan have been penalized for actions of distributors that violated
applicable regulations, including one prominent international direct
selling company that was suspended from sponsoring activities for
three months in 2008, and another large Japanese direct selling
company that was suspended from sponsoring activities for six
months in 2009. In addition, some Japanese lawmakers have experi-
enced increased political pressure to discontinue supporting the di-

rect selling industry.

We also continue to experience a high level of general inquiries
regarding our business and complaints to consumer protection cen-
ters in Japan and have taken steps to try to resolve these issues in-
cluding providing additional training to distributors, and restructuring
our compliance group in Japan. We have seen improvements in
some prefectures, but not in others. Ve have received warnings from
consumer centers in certain prefectures raising concerns about our
distributor training and number of general inquiries and complaints.
Although we are implementing additional steps to reinforce our dis-
tributor education and training in Japan to help address these con-
cerns, we cannot be sure that such steps will be successful. If con-
sumer complaints and inquiries escalate to a government review or if

the current level of complaints and inquiries does not improve, there

12

is an increased likelihood that regulators could take action against us,
including a suspension of our sponsoring activities, or we could re-
ceive negative media attention, either of which could harm our busi-
ness. In 2009, Japan implemented a national organization of con-
sumer protection centers, which appears to have resulted in a further

increase in the scrutiny of our business and industry.

As a result of restrictions in China on direct selling activities, we
have implemented a retail store model utilizing an employed sales
force and contractual sales promoters, and we are currently integrat-
ing direct selling in our business model in this market pursuant to ap-
plicable direct selling regulations. The regulatory environment in
China remains complex. China’s direct selling and anti-pyramiding
requlations are restrictive and contain various limitations, including a
restriction on the ability to pay multi-level compensation. Our opera-
tions in China have attracted significant requlatory and media scru-
tiny since we expanded our operations there in January 2003. Regu-
lations are subject to discretionary interpretation by municipal and
provincial level regulators as well as local customs and practices. In-
terpretations of what constitutes permissible activities by requlators
can vary from province to province and can change from time to time
because of the lack of clarity in the rules regarding direct selling ac-

tivities and differences in customs and practices in each location.

Because of the Chinese government’s significant concerns
about direct selling activities, it scrutinizes very closely activities of
direct selling companies. At times, investigations and related actions
by government requlators have impeded our ability to conduct busi-
ness in certain locations, and have resulted in a few cases where we
have paid substantial fines. In each of these cases, we have been al-
lowed to recommence operations after the govemment’s investiga-
tion, and no material changes to our business model were required in
connection with these fines and impediments. Please refer to “Risk
Factors” for more information on the requlatory risks associated with

our business in China.

The regulatory environment with respect to direct selling in
China remains fluid and the process for obtaining the necessary gov-
ernmental approvals to conduct direct selling continues to evolve.
The regulations and processes in some circumstances have been in-
terpreted differently by different governmental authorities. In order
to expand our direct selling model into additional provinces we cur-
rently must obtain a series of approvals from the Departments of
Commerce in such provinces, the Shanghai Department of Com-
merce (our supervisory authority), as well as the Departments of
Commerce in each city and district in which we plan to operate. We
also are required to obtain the approval of the State Ministry of Com-
merce, which is the national governmental authority overseeing di-
rect selling. In addition, requlators are acting cautiously as they monitor

the roll-out of direct selling, which has made the approval process



take longer than we anticipated. Please refer to “Risk Factors” for
more information on the risks associated with our planned expansion

of direct selling in China.

Regulation of Our Products. Our Nu Skin and Pharmanex prod-
ucts and related promotional and marketing activities are subject to
extensive governmental requlation by numerous domestic and foreign
governmental agencies and authorities, including the Food and Drug
Administration (the “FDA"), the Federal Trade Commission (the “F TC”),
the Consumer Product Safety Commission, the Department of
Agriculture, State Attorneys General and other state requlatory agen-
cies in the United States, and the Ministry of Health, Labor and Wel-
fare in Japan and similar government agencies in each market in which

we operate.

Our personal care products are subject to various laws and reg-
ulations that requlate 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 drug. In the United
States, regulation of cosmetics are under the jurisdiction of the FDA.
The Food, Drug and Cosmetic Act defines cosmetics by their in-
tended 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, perfumes, lipsticks, fingernail polishes, eye and facial
makeup preparations, shampoos, permanent waves, hair colors, tooth-
pastes 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
requlations. In Japan, the Ministry of Health, Labor and Welfare reg-
ulates the sale and distribution of cosmetics and requires us to have
animport 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 catego-
ries 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 requlations 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 requlated in the Fu-
ropean Union under the European Union Cosmetics Directive, which
requires a uniform application for foreign companies making personal

care product sales.

Our Pharmanex products are subject to various requlations pro-
mulgated by government agencies in the markets in which we operate.
In the United States, we generally market our nutritional products as
conventional foods or dietary supplements. The FDA has jurisdiction
over this regulatory area. Because these products are regulated under
the Dietary Supplement and Health Education Act, we are generally
not required to obtain requlatory approval prior to introducing a prod-
uct into the United States market. None of this infringes, however,
upon the FDA's power to remove from the market any product it de-
termines to be unsafe or an unapproved drug. In our foreign markets,
the products are generally requlated by similar government agencies,
such as the Japan Ministry of Health, Labor and Welfare, the South
Korea Food and Drug Administration, and the Taiwan Department
of Health. We typically market our Pharmanex products in interna-
tional markets as foods or health foods under applicable regulatory
regimes. In the event a product, or an ingredient in a product, is clas-
sified as a drug or pharmaceutical product in any market, we will gen-
erally not be able to distribute that product in that market through our
distribution channel because of strict restrictions applicable to drug
and pharmaceutical products. China has some of the most restrictive
nutritional supplement product requlations. Products marketed as
“health foods” are subject to extensive laboratory and clinical analysis
by governmental authorities, and the product registration process for
these products can take from nine to more than 18 months or longer.
We market both “health foods” and “general foods” in China. Our
flagship product, LifePak, is currently marketed as a general food, as
only two of the three main capsules have received “health food” clas-
sification. Currently, “general foods” is not an approved category for
direct selling; therefore, we will only market LifePak through our retail
stores until final “health food” classification for LifePak is obtained for
the other capsule. Additionally, there is some risk associated with the
common practice in China of marketing a product as a “general food”
while seeking “health food” classification. If government officials feel
our categorization of our products is inconsistent with product claims,
ingredients or function, this could end or limit our ability to market such

products in China in their current form.

The markets in which we operate all have varied requlations that
distinguish foods and nutritional health supplements from “drugs” or
“‘pharmaceutical products.” Because of the varied regulations, some
products oringredients that are recognized as a “food” in certain mar-
kets may be treated as a “pharmaceutical” in other markets. In Japan,
for example, if a specified ingredient is not listed as a “food” by the
Ministry of Health and Welfare, we must either modify the product to
eliminate or substitute that ingredient, or petition the government to
treat such ingredient as a food. We experience similar issues in our
other markets. This is particularly a problem in Europe where the
requlations differ from country to country. As a result, we must often
modify the ingredients and/or the levels of ingredients in our products

for certain markets. In some circumstances, the regulations in foreign





