The following selected consolidated financial data as of and for the yearsended December31,1999,2000,2001,2002and 2003 have
beenderived from the audited consolidated financial statements.

Year Ended December 31
(U.S. dollars in thousands, except per share data) 1999 2000 2001 2002 2003

INCOME STATEMENT DATA:

Revenue S 894,249 S 879,758 S 885,621 S 964,067 S 986,457
Cost of sales 151,681 149,342 178,083 190,868 176,545
Gross profit 742,568 730,416 707,538 773,199 809,912
Operating expenses:

Selling expenses 346,951 345,259 347,452 382,159 407,088

General and administrative expenses 265,770 294,744 288,605 285,229 289,925

Restructuringand othercharges - - - - 5,592
Total operating expenses 612,721 640,003 636,057 667,388 702,605
Operatingincome 129,847 90,413 71,481 105,811 107,307
Otherincome (expense),net (1,411) 5,993 8,380 (2,886) 432
Incomebefore provision forincome taxes 128,436 96,406 79,861 102,925 107,739
Provision forincome taxes 41,742 34,706 29,548 38,082 39,863
Netincome"” S 86,694 S 61,700 S 50,313 S 64,843 S 67,876
Netincomepershare:

Basic S 1.00 S 0.72 S 0.60 S 0.79 S 0.86

Diluted S 0.99 S 0.72 S 0.60 S 0.78 S 0.85
Weighted average commonsharesoutstanding (0004):

Basic 87,081 85,401 83,472 81,731 78,637

Diluted 87,893 85,642 83,915 83,128 79,541
BALANCE SHEET DATA (at end of period):
Cashandcashequivalents S 110,162 S 63,996 S 75,923 S 120,341 S 122,568
Working capital 74,561 122,835 152,513 180,639 143,568
Total assets 643,215 590,803 582,352 611,838 623,747
Currentportionof long-term debt 55,889 - - - 17,915
Long-termdebt 89,419 84,884 73,718 81,732 147,488
Stockholders’ equity 309,379 366,733 379,890 386,486 290,248
SUPPLEMENTAL OPERATING DATA (at end of period):
Approximate number of active distributors® 510,000 497,000 558,000 566,000 678,000
Number of executive distributors” 21,005 21,381 24,839 27,915 29,131

(1) InJanuary2002,weadopted SFASNo.142,“Goodwilland OtherIntangible Assets.” Assumingnoamortizationof goodwilland otherindefinite-lived intangibles for allperiodspresented
priortoadoption,netincome would havebeen $93 million,$68 millionand $57 millionforeach of the yearsended December31,1999,2000,and 2001, respectively. For2003,net
incomeincludes a pre-taxnon-recurring charge of $6 milliondue to restructuringand otherchargesincurred during the third quarter.

(2) Activedistributors are thosedistributors who were resident in the countriesinwhichwe operated and whopurchased products during the threemonthsended as of the dateindicated.
An executivedistributorisanactivedistributor who hasachieved requiredpersonal and groupsales volumes.Following the opening forretailbusinessinMainland China during2003,
active distributorsincludes117,000 preferred customers and executive distributorsincludes 3,100 employed, full-timesales representatives.
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The following discussion of ourfinancial conditionandresults of operationsshould be read in conjunctionwith the Consolidated Financial
Statements and related Notes thereto, whichareincluded in this Annual Report.

OVERVIEW

We are a leading, global direct selling company. We develop and distribute premium-quality,innovative personal care products and
nutritional supplements that are sold worldwide under the NuSkinand Pharmanex brands. We also market technology productsand
servicesand alineofhomecare productsunder the BigPlanetbrand. We had revenue of $986 millionin2o003andaglobal network of
approximately 678,000activeindependentdistributors. Approximately 29,000 ofouractivedistributors have achieved executive distributor
status. Our executive distributors playanimportant leadership rolein ourdistributionnetwork and are critical to the growth and prof-
itability of ourbusiness.We develop and market branded consumerproducts that we believe are well suited fordirect selling. Ourdis-
tributors marketand sell our products by educating consumers aboutthebenefitsand distinguishing characteristicsof our products
and by providing personalized customerservice. Through dedicated research and development, we continually develop and introduce
new productsand enhance our existingline of products to provide our distributors with a differentiatedportfolio of premium products.
We are able to attractand motivate high-caliberindependent distributorsbecause of our focus on developinginnovative products, our
attractive global compensationsystem and ouradvanced technological distributor support.

We currently operate in over 30 countriesthroughoutAsia,Northand SouthAmericaandEurope. In2003, approximately 89 % of our
revenue wasgenerated in markets outside of the United Statesandistranslatedinto U.S.dollars from each market’s local currency
using quarterly weighted average exchange rates. Approximately 8 4% of our revenue wasgenerated from our Asia markets, with revenue
from Japanrepresenting approximately 57% of our revenue. As a result,our financial results canbe negativelyimpacted by the weakening
of foreign currenciesrelative to the U.S.dollarand economicand businessconditionsinAsia,particularly in Japan.

The following table sets forth revenue informationbyregionforthetimeperiodsindicated. This tableshould be reviewed in connection
with the tables presented under “Results of Operations,” whichdisclose selling expensesand other costs associated with generating the
aggregate revenue presented.

Year Ended December 31
(U.S. dollarsinmillions) 2001 2002 2003

REVENUE BY REGION

North Asia S 5539 63% $ 5939 62% S 617.7 63%
Greater China 93.4 10 104.9 1 135.5 14
NorthAmerica 155.9 18 145.9 15 122.8 12
South Asia/Pacific 56.9 6 91.1 9 75.8 8
Other Markets 25.5 3 283 3 34.7 3

S 8856 100% S 964.1 100% S  986.5 100%

Ourrevenue dependsuponthe numberandproductivity of independent distributors whopurchase products and sales materialsfromus
intheirlocal currencyforresale to their customers or forpersonal use. Information concerning the number ofactive and executive dis-
tributors for the past three yearsis provided belowunder theheading “Distributor Information.” Because we distribute almost all of our
products throughourindependentdistributors, our failure to retain our existing distributors and recruit additional distributors could
have an adverse effectonourrevenue.
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Ourbusinessandthedirectselling and nutritional supplementindustriesare subjectto extensive governmental regulationsthroughout
the world, whichimpose somerestrictionsonourbusinessandcreate certainbusinessrisks,including theimpositionoffinesorsus-
pensionof our operationsif we failto comply with suchregulations.Someof themore significant regulatoryrisksfacingourbusiness
todayinclude regulatoryrisksin Mainland China where we are not allowed to operate usingourdirectsellingmodel and we continue to
be subjectto regulatory scrutiny, uncertainty regarding the status of our Pharmanex BioPhotonicScannerasanon-medical device in
the United Statesand Japan,and efforts to enactmore stringent laws and regulationsrelated to nutritional supplements as a result of
adverse publicityrelated to deathsassociated with ephedrine, a supplement we have never marketed.

We source the majority of our products from manufacturers located in the United States. In connectionwith our operationsinMainland
China, we acquired a manufacturing facility in Mainland China and are manufacturing our ownproducts fordistributioninMainland China.
Cost of salesprimarily consists of the cost of productspurchased from third partyvendors,generally in U.S. dollars, and the freight cost
of shipping these products todistributors,aswellasimportdutiesfor the products.Cost of sales alsoincludes the cost of sales materials
sold todistributors ator near cost. Sales materials sold todistributors atornear cost aregenerallypurchased in local currencies.As
thesales mix changesbetweenproductcategoriesandsales materials, cost of salesand grossprofit may fluctuate to some degree due
primarily to the marginoneachproductline.Because we purchase a significant majority of ourgoodsinU.S.dollars and recognizerevenue
inlocal currencies,we are subjectto exchangeraterisksinour gross margins.

Selling expenses (previously referred to as distributorincentives), classified as operating expenses,are our most significant expense.
Ourglobal sales compensationplanisanimportant factorinour ability to attractandretaindistributors. Selling expensesare paid to
several levels of distributors oneach productsale. Theamount of theincentive paid variesdepending on the purchaser’s positionwithin
our GlobalCompensationPlan.Selling expensesarepaidmonthlyand arebased uponadistributor’spersonaland groupproduct volumes,
aswellasthegroupproductvolumesof up to six levels of executivedistributors in theirdownlinesalesorganizations.Distributors
also have the opportunity to make retail profits by selling the products they purchase from us at wholesale to retail customers with
aretailmark-up. We donotpay commissionsonthese retailsalesbydistributors to theircustomers and donotrecognize any revenue
or commission expense from these retailsalesbydistributors to theirretail customers. In some markets, we allowindividuals who are
notdistributors tobuy productsdirectly from us at preferred prices. We pay commissionsto the referringdistributors and sales
employeesonthese sales made directly by us to the “preferred customers.” Small fluctuationsoccurin theamount of incentivespaid
asthenetwork of distributorsactively purchasing products changesfrommonth tomonth. However, due to the size of ourdistributor
force of approximately 678,000active distributors, the fluctuationinthe overall payoutisrelatively small. The overall payout has
typically averagedfrom 41% to 43% of global product sales. We also makemodificationsand enhancements to our compensationplan
to helpmotivate distributors and develop leadership characteristics,whichcanhaveanimpactonselling expenses. Sales materialsand
starterkits are not subjectto selling expenses. We previously referred to “selling expenses” as “distributorincentives”in our financial
statements. The reason for the changeintitleisbecause thesalesrepresentatives in Mainland China are employees, asopposed
to independent distributors.

General and administrative expenses (previously referred to as selling,general and administrative expenses)include wagesandbenefits,
depreciationandamortization,rentsandutilities, travel,promotionandadvertisingincluding costs of distributor conventions,which
are expensed intheperiodinwhichtheyareincurred,research and development, professional feesand other operating expenses. The
most significantportionofourgeneraland administrative expensesislaborexpenses.

Provision forincometaxes dependsonthe statutory tax ratesineach of the jurisdictionsinwhich we operate. For example, statutory tax
ratesare16 % in Hong Kong, 25% in Taiwan,30%in South Korea, 46% inJapanand33% inMainland China; however, we are currently
benefiting from a tax holiday in Mainland China. We are subjectto taxationinthe United States at a statutory corporate federal tax rate
of35% and we also pay taxes in variousstates. However, we receive foreign tax credits in the United States for theamount of foreign
taxesactuallypaidinagivenperiod,whichareutilized to reduce taxesinthe United States to the extent allowed. We have historically
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experienced high effective foreign tax ratesin comparison to the overall effective tax rate, whichis due to theimpactof: (1) foreign
activitieswith pre-tax losses that provide a taxbenefit in the United States,butnotinthe foreignjurisdictions;(2)highertax ratesin
certain foreign jurisdictions,particularly Japan,whichaccounts for a significantportionof the foreign pre-taxincomeeachyear;and
(3) the effect of foreign withholding taxes,which factorinto the total tax provision,butarenotbased onincome. We experienced a higher
foreign tax ratein2003 compared to2002and2001due to reduced taxable foreignincome, coupled with consistent foreign withholding
taxes,whicharenon-incomebased taxes. Our effective U.S.tax rates in comparison to our overall effective tax rate are lower due to the
impactof applicable foreign tax credits in the U.S.income tax expense breakdown.

From September19g9gto August2003, we operated a professional employer organizationthat outsourced personnelandbenefit services
to smallbusinessesinthe United States. We sold the professional employer organizationduring the third quarter of2003. Revenue for
the professional employerorganization consisted of service feespaidbyits clients. For our professional employer organization, cost of
salesincluded thedirectcosts, such assalaries,wagesandotherbenefits,associated with the worksite employees.

CRITICAL ACCOUNTING POLICIES

The followingcritical accounting policiesandestimatesshould be read in conjunctionwith our audited consolidated financial statements
andrelatednotes thereto. Management considers themostcritical accounting policiesto be the recognition of revenue, accounting for
income taxesand accounting forintangible assets.Ineach of these areas, management makes estimatesbased on historical results,
current trends and future projections.

REVENUE. We recognizerevenue whenproducts are shipped,whichiswhentitlepassestoourindependentdistributors. With some
exceptionsinvariouscountries,we offer areturnpolicywherebydistributors canreturnunopenedandunused product forup to12 months
subjectto a10%restocking fee. Reported revenue isnet of returns,which have historicallybeenlessthan 5% of grosssales. Areserve
forproductreturnsisaccruedbased on historical experience. We classify all sellingdiscounts as a reductionof revenue. Our Global
CompensationPlan forourdistributors is focused on remuneratingdistributorsbased uponthe selling efforts of thedistributorsand
theirdownline,and not theirpersonal purchases.

INCOME TAXES. We account forincome taxesinaccordance with SFAS No.109, “Accounting for Income Taxes.” This statement establishes
financial accounting and reporting standards for the effects of income taxes that result from an enterprise’sactivitiesduring the current
andpreceding years. It requires anassetand liability approach forfinancial accounting and reporting ofincome taxes. We payincome
taxes in many foreign jurisdictionsbased on the profits realized inthose jurisdictions,which canbe significantlyimpacted by terms of
intercompany transactionsbetweenusand our foreign affiliates. Deferred tax assetsand liabilitiesare created in this process. As of
December3i1,2003, we have net deferred tax assets of $74.1 million. These net deferred tax assets assume sufficient future earnings
willexist for theirrealization,aswell as the continued application of current tax rates. We have considered projected future taxable
income andongoing tax planning strategiesindetermining that no valuationallowance is required. In the event we were to determine
that we wouldnotbe able to realizeallorpartofournetdeferred taxassets in the future,an adjustment to the deferred tax assets would
bechargedtoearningsintheperiodsuch determinationwas made.

We are subjectto regular audits by federal, state and foreign tax authorities.These audits may result in additional taxliabilities. We account
for such contingentliabilitiesinaccordance with SFAS No. 5, “Accounting for Contingencies” and believe that we have appropriately provided
forincome taxes for all years. Several factorsdrive the calculationof our tax reserves. Some of these factorsinclude (i) the expiration of
variousstatutes of limitations, (ii)changesintax law and regulations,(iii)issuance of tax rulings,and (iv) settlements with tax authorities.
Changesinany of these factors may resultin adjustments to ourreserves,whichwouldimpactourreportedfinancial results.

INTANGIBLE ASSETS. Under the provisionsof Statements of Financial Accounting Standards No.142 (“SFAS142”),“Goodwilland Other
Intangible Assets,”ourgoodwillandintangible assets withindefinite useful livesare no longeramortized,butinstead are tested for
impairment at leastannually. In addition,ourintangible assets with definite lives are recorded at costand areamortized over their
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respective estimated useful lives to theirestimated residual values,and are reviewed forimpairment in accordance with SFAS No.144,
“Accounting for the Impairment or Disposal of Long-Lives Assets” (see Note 5 to our consolidated financial statements).

We are required to make judgments regarding the useful lives of ourintangible assets. With theimplementation of SFAS No.142, we
determined certainintangible assets to have indefinite livesbased uponouranalysis of the requirements of SFAS141and142aswellas
anindependent third party evaluation of suchlives, whichwas conductedin2o001. These intangible assetsinclude our trademarksand
trade names,ourdistributornetwork, and our marketing rights to operate the NuSkinbusinessinvariousforeign markets. In connec-
tionwith a registration statement we filedin October2003, the Staff of the Securitiesand Exchange Commission has commented on
and sought additional supportfor theindefinite life designation of these assets. Thisreviewison-goingand if it is determined that any
of these assets has afinite life, we wouldamortizethe value of thatasset over the remainder of such finite life, whichannualamortiza-
tionexpense we donotbelieve would be material to our operating results. Theamortization expense would be anon-cash expense that
wouldnotimpacttheCompany’s cash flow from operations.

RESULTS OF OPERATIONS

The following table sets forth our operating results as a percentage of revenue for theperiodsindicated:

Year Ended December31 2001 2002 2003
Revenue 100.0% 100.0% 100.0%
Cost of sales 20.1 19.8 17.9
Gross profit 79.9 80.2 821
Operating expenses:

Selling expenses 39.2 39.6 413

General and administrative expenses 32.6 29.6 29.4

Restructuringand othercharges - - 0.5
Total operating expenses 71.8 69.2 71.2
Operatingincome 8.1 11.0 10.9
Otherincome (expense),net 0.9 (0.3) -
Incomebefore provision forincome taxes 9.0 10.7 10.9
Provision forincome taxes 3.3 4.0 4.0
Netincome 5.7% 6.7% 6.9%

2003 COMPARED TO 2002

REVENUE

OoVeRVIEW. Revenuein2o003increased 2% to $986.5 millionfrom $964.1 millionin2002.Excluding theimpactof changesin foreign
currencyexchangerates, we experienced a revenue decline of 2% for2003 compared to2002. Thisresulted from the sale of our profes-
sional employerorganizationinthe United States in August2003andour transitionaway from certain Big Planetofferings,both of
whichwere eliminated aspartof our continued efforts to eliminate low-marginproducts and services. Althoughtheseactionsnegative-
lyimpacted2003to2002revenue comparisonsby$22.omillion,we believe that theypositivelyimpacted gross and operating margins
inthe fourth quarter of 2003 and will continue to have a positiveimpactongrossand operating marginsgoing forward.

Revenuein 2003 waspositivelyimpacted by significant revenue growth from our expanded operationsinMainland China. In addition,
growth inour U.S.nutritionbusinessalso positivelyimpacted 2003 results. Theseimprovements were largely offset by declinesinlocal
currencyrevenuein South Korea, Singapore and Malaysia,andinJapanfortheyearended December31,2003. Thenegative year-over-
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year comparisons were relatedin partto theshift of attention of distributor leaders away from theirhomemarkets during the first
quarter of 2003 to focus on Mainland China, the positiveimpactonrevenue resultsin 2002 fromdistributor enthusiasm surrounding
andincentivesrelated to our planned expansion of operationsinMainland China,andgeo-political conflicts and weak economic condi-
tions.After two consecutive quarters of year-over-yeardeclinesinJapan,revenue stabilizedinthis market during the last half of2003.

In late December2003, the Company receivednotificationthat Japaneseand South Koreanregulators had suspended theimportation
of nutritional supplements in bovine-based capsules, whichincludes many of our Pharmanex products. A few weekslater, Japanese
regulators also determined they would no longer allow these same products to be sold by nutritioncompanies after February 16,2004.
As aresult, we have transitioned our productiontonon-bovine capsulesand tablets and expectall of our key Pharmanex products to
remainin stock. Althoughwe expectthesemeasures to result in someadditional expenses for production costs, inventory write-offs
and expedited shipping fees during thefirst quarter of 2004, we donotbelieve that these expenseswill have a materialimpactonour
overallprojected2004financial results.

NORTH ASIA. The following table sets forth revenue for the North Asiaregionanditsprincipal markets (U.S. dollars in millions):

2002 2003 Change
Japan $ 5298 $ 5587 5%
South Korea 641 59.0 (8)
North Asia total S 593.9 S 617.7 4

Excluding theimpactof changesin foreign currencyexchangerates,revenue in North Asia decreased3%in2003comparedto2002.In local
currency, revenue in Japandecreased 2% in 2003 compared to2002.Local currencyrevenue in Japan during 2003 wasnegativelyimpacted
by the factorsnoted in “Revenue - Overview” above. In local currency, revenue in South Korea decreased12%.The decrease in revenue in
South Korea wasprimarily a result of the factors discussed in “Revenue - Overview” above, as well asregulatory changesrequiring a
modificationtooursalesincentive plan towards the end of 2002, which wasdisconcerting toourdistributor leaders in this market.

GREATER CHINA. The following table sets forth revenue for the Greater China regionanditsprincipal markets (U.S.dollars in millions):

2002 2003 Change
Taiwan S 78.9 S 73.1 (7 %)
Mainland China 2.0 38.5 1,825
Hong Kong 24.0 23.9 =
Greater China total S 104.9 S 135.5 29

Revenue in Greater Chinaincreasedprimarily as a result of the expansion of operationsinMainland China. Foreign currency fluctuations
from2002to2003didnothaveanotableimpactonthisregion.Revenue in Mainland China was $38.5millionin2003, followingour
expansion of retail operationsandtheintroductionof NuSkinbranded products in Mainland China in January2003. On a sequential
basis,revenue in Mainland Chinaincreased 67% from the third quarter to the fourth quarter. This growth is attributed toanincreased
number of preferred customersand employed sales representatives in Mainland China. The successof our product launchesandprod-
uctpromotionsaswellasouremployment opportunitiesprovide an attractionto manyunemployed or underemployed salespeople in
Mainland China.Asourbusinessexpandsin Mainland China, we continue to experience government scrutiny due to our international
reputationasadirectselling company. Althoughwe conductretail operationsandnotdirectselling operationsinMainland China, we
expectthe government scrutiny to continue throughout2o0o4whennewdirectselling laws andregulationsare anticipated. Foramore
detaileddiscussionof therisksandchallengeswe face in Mainland China, please refer to “Note Regarding Forward-Looking Statements”.
We currently operate in a total of 23 citiesin 8 provinces in Mainland China.
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Theincrease in revenue in Mainland China was somewhat offset by the declineinrevenue in Taiwan. We believe that the SARS epidemic
negativelyimpacted revenue in Taiwan and Hong Kong during the first half of 2003. In addition,revenue in Taiwan and Hong Kong during
the second, third and fourth quarters of 2002 waspositivelyimpacted by distributor enthusiasm surrounding our plannedexpansion of
operationsinMainland Chinain2003.

NORTH AMERICA. The following table sets forth revenue for the North Americaregionanditsprincipal markets (U.S.dollars in millions):

2002 2003 Change
United States S 136.6 S 113.4 (17 %)
Canada 9.4 9.4 -
NorthAmericatotal S 146.0 S 122.8 (16)

Thedeclineinrevenue in the United Statesisprincipally a result of a $22.0 millionrevenue declineinBig Planetin2003 compared to
theprioryear. This declinewas dueprimarily to thesale of our professional employerorganizationand the restructuring of Big Planet
telecommunication products,both of whichtransitionsarepartof our continued efforts to eliminate ormodify low-marginproducts.
The NorthAmericaregionwas alsonegativelyimpacted by year-over-yearhedging losses of approximately $5.3 millionin2003 com-
pared tohedging gainsof $4.5millionin2o002related to foreign currency forward contracts. In addition,revenuein2002inthe United
Statesincluded $6.0 millionof sales to foreigndistributors during the third quarter of 2002 at the global distributor conventionheld in
the United States,whichdidnotrecurin2o03.

Increasingdistributoractivitytied to the Pharmanex BioPhotonicScannerprogram, a focus on signingup more consumers on monthly
reorder programs,theintroductionof new weight-management productsandimplementationof distributor leadership incentives,however,
resultedin36% growth in our Pharmanex revenue in the United States from$48.3 millionin2002t0$65.6 millionin2003, excluding
sales to foreigndistributors at the2o002global conventionheld in the United States. NuSkinrevenue held relatively constantin2003
compared to2002, excluding sales to foreigndistributors at thesame2002global convention.Moreover, we experiencedan18%increase
inour2o003executivedistributors in the United Statesand a20% increase during 2003 of automatic delivery orders compared to2002.
Earlyin2003, the FDA questionedthe status of the Pharmanex BioPhotonicScannerasanon-medical device. We believe the scanner
canbemarketedasanon-medical device,butthe FDA hasnotresponded yettoourrequest to classify the scannerasanon-medical device.
In the event the FDA concludes that the scannerrequiresmedical device clearance, this could delay orinhibit our ability to market the
scanner. We currently intend to contest any conclusion bythe FDA that the scannerisamedical device.

SOUTH ASIA/PACIFIC. The following table sets forth revenue for the South Asia/Pacificregionanditsprincipal markets (U.S.dollars in

millions):

2002 2003 Change
Singapore/Malaysia S 64.3 S 36.7 (43 %)
Thailand 13.0 22.7 75
Australia/New Zealand 11.0 13.5 23
Philippines 2.8 2.9 4
South Asia/Pacifictotal S 91.1 S 75.8 (17)

Excluding theimpactof changesinforeign currencyexchangerates,revenuein South Asia/Pacificdecreased 21%in2003 compared to2002.
The decrease inrevenue in thisregionwas due primarily to the combined decrease in Singapore and Malaysia.Both Singaporeand
Malaysia were openedinthe last two years. We often experience a revenue contractionafter aninitial periodof rapid revenue growth
following the opening of the market. This revenue contractionoccurred later thanusual in Singapore and Malaysiaand wasmore pronounced
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thananticipated. We believe that this was dueinparttodistributorenthusiasm related to the planned opening of expanded operations
in Mainland China in January 2003, whichdrove revenue growth throughout2002.This decrease was somewhat offsetbyanincreasein
revenue inboth Thailand and combined Australia/New Zealand.

OTHER MARKETS. The following table sets forth revenue for our Other Markets (U.S. dollars in millions):

2002 2003 Change
Europe S 25.6 S 31.9 25%
LatinAmerica 2.7 2.8 4
Other Markets total S 283 S 34.7 23

Thisincrease wasprimarily due toa25% increase inrevenue in Europe, whichincluded the 17% favorableimpactof currencyfluctua-
tionsin2003 compared to2002.

GROSS PROFIT

Grossprofitasapercentage of revenueincreased to82.1%in2003 comparedto 80.2%in2002.0ur grossprofit waspositivelyimpacted
by thedivestiture of our professional employerorganization,the declineinlow-marginrevenue from Big Planet,anewpersonal care
manufacturing plant in Mainland China and the positiveimpactof fluctuationsinforeign currencyin2003compared to2002.We
anticipate these factorswill continue to positivelyimpactgrossprofit throughout2004with gross marginsexpected to range from
83.0%t084.0%in2004 consistent with ourreported gross margin of 83.4% during the fourth quarter of2003.

SELLING EXPENSES

Selling expenses asapercentage of revenueincreased to41.3%in2003from39.6%in2002.In U.S.dollars, selling expensesincreased
t0$407.1 millionin2003from $382.2millionin2002.Theincrease in selling expenses was due to theincrease of salesemployee labor
and commission expenses in Mainland China.In addition,selling expenses as a percent of revenueincreased due to the divestiture of
ourprofessional employerorganization,whichpaidnocommissions,andbytheintroductionof leadershipincentivesinJapanandin
the United States. We anticipate these factors will continue toimpactourselling expenses throughout2o004with selling expenses
expected to range from 42.0%to0 43.0% similar to reported results during the fourth quarter of2003, which were 42.2%.

GENERALAND ADMINISTRATIVE EXPENSES

Generaland administrative expenses as a percentage of revenue remainednearly level at29.4%in2003from29.6%in2002.In U.S.dollars,
general and administrative expensesincreased to$289.9 millionin2003from$285.2 millionin2002.The U.S.dollarincrease during2003
ingeneral and administrative expenses wasprimarily due to theincremental costs associated with the expansion of retail operationsin
Mainland Chinain2003, as well as thenegativeimpactof foreign currency fluctuations onoperating expensesin2003. Theseincreas-
eswere somewhat offsetbythereductioninlaborexpensesresulting from ourrestructuring that occurred in the third quarter of2003.
We anticipate incurringdistributor convention expenses of approximately $6.5 millionin2004relating to our global distributor con-
ventioninthe United States in thefirst quarter and approximately S4.0 millionrelating toour 2004 Japandistributor conventioninthe
fourth quarter, whichrepresents an overallincrease in 2004 of approximately $6.5 millionin conventionexpenses compared to2003.

RESTRUCTURING AND OTHER CHARGES

Restructuringand otherchargesof $5.6 millionrecorded in the third quarter of 2003 include $5.1 millionof expenses resulting from an
early retirement programand otheremployee separationcharges. As aresult of these employee terminations,ouroverallheadcount was
reduced by approximately 130 employees, the majority of which were employeesatour U.S.headquarters. These restructuring expenses
consistedprimarily of severance and other compensationcharges.The savingsassociated with these reductionsinforce have been refo-
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cused onrevenue growth initiatives throughoutthe company. In connectionwith these restructuring charges, we also completed the
divestiture of our professional employerorganizationoperated throughBig Planetresulting in a charge of approximately So.5million.

OTHERINCOME (EXPENSE), NET

Otherincome (expense),netwas So.4millionofincomein 2003 compared to $2.9 millionof expensein2002. Thisincreasein other
income (expense),netof $3.3 millionisprimarily related to the foreign exchange fluctuationsto the U.S.dollar on the translation of
yen-basedbankdebtandother foreign denominated intercompany balancesinto U.S.dollars forfinancial reportingpurposes. We anticipate
interest expenseincreasing to approximately $6.o millionin2004from approximately $3.0 millionin2o03resulting from additional
debtincurredin October2003.

PROVISION FORINCOME TAXES

Provisionforincometaxesincreased to$39.9 millionin2003from $38.1 millionin2002.Thisincrease was largely due to theincrease
inoperatingincome as compared to the prioryear. The effective tax rate remainedat 37.0% of pre-taxincome for2o0o3and2002.

NETINCOME

As aresult of the foregoing factors,netincomeincreasedto $67.9 millionin2003from $64.8 millionin2002.Earningspershare were
positivelyimpacted by the repurchase of 10.8 millionshares of our Class Acommonstock, whichoccurredin October2003.

2002 COMPARED TO 2001

REVENUE

oVveRVIEW. Revenuein2o0o02increased 9% to $964.1 millionfrom $885.6 millionin2o001primarily due to the growth in the Northand
South Asia/Pacificregionsasdiscussed below, whichwas somewhat offset bythe declineinthe North Americaregion.Excluding the
impactof changesin exchangerates, we experienced growth of 10% for2002 compared to theprioryear. Successful new productintro-
ductions,theaddition of Singapore and Malaysiain the last two yearsand distributorinterest surrounding our expansion of retail oper-
ationsinMainland China contributed to revenue growthin2o002.

NORTH ASIA. The following table sets forth revenue for the North Asiaregionanditsprincipal markets (U.S.dollars in millions):

2001 2002 Change
Japan S 508.1 S 529.8 4%
South Korea 45.8 641 40
North Asia total S 553.9 S 593.9 7

In local currency, revenue in Japanincreased 7%. Revenue growth in Japan wasdriven by continued leveraging of technology tools for
distributors as well as by successful productintroductionsand growth in automated orders. Reported U.S. dollar results reflect thenegative
impactof currency fluctuations.In local currency, revenuein South Koreaincreased 35%.Revenue growthin South Korea wasdriven
bya22%increase in executive distributors as well as successful productintroductions.Ourrevenue growthin South Korea,which grew
67% inlocal currencyin2o01, slowed in the second half of 2002 as aresult ofincreased government regulationsandpolitical changes
aswell asweakening in the overalldirectsellingindustry and the economy.

[ 4]



GREATER CHINA. The following table sets forth revenue for the Greater China regionanditsprincipal markets (U.S.dollars in millions):

2001 2002 Change
Taiwan S 70.2 § 78.9 12%
Hong Kong 21.7 24.0 11
Mainland China 15 2.0 33
Greater China total S 93.4 S 104.9 12

Distributorinterest surrounding our expansion of retail operationsinMainland China, which commenced in January2003,spurred the
growth in thisregion.In local currency, revenue in Taiwanincreased 15%. Revenue growth in Taiwan wasdrivenbya27%increasein
executive distributors primarily related to distributor enthusiasm throughoutthe Greater China regionresulting from the planned
retail expansion of operationsinMainland China.

NORTH AMERICA. The following table sets forth revenue for the North Americaregionanditsprincipal markets (U.S.dollars in millions):

2001 2002 Change
United States S 149.0 § 136.6 (8 %)
Canada 6.9 9.4 36
North Americatotal S 155.9 S 146.0 (6)

This decrease in the NorthAmericaregionisdue to thedeclineinrevenue in the United States. The decrease in the United Statesis due
to declinesinBigPlanet,including a declineof $8.9 millionin2002inourcore Big Planetrevenue and a $2.7 milliondecline fromour
professional employer organizationasweimplemented initiatives centered on themore profitable personal care and nutritional supple-
ment product categories.For the year, NuSkinand Pharmanex revenue was flat, althoughrevenueincreased 19 % in the fourth quarter
of 2002 compared to thesameperiodin2o01.These decreases were somewhat offset by theincrease in revenue in Canada.

SOUTHASIA/PACIFIC. The following table sets forth revenue for the South Asia/Pacificregionanditsprincipal markets (U.S.dollarsin
millions):

2001 2002 Change
Singapore/Malaysia S 39.6 S 64.3 62 %
Thailand 6.6 13.0 97
Australia/New Zealand 7.2 11.0 53
Philippines 3.5 2.8 (20)
South Asia/Pacific total S 56.9 S 91.1 60

Excluding theimpactof changesin exchangerates,ourrevenuein South Asia/Pacificincreased58%in2002compared to theprioryear.
Distributorinterest surrounding our expansion of retail operationsin Mainland China, which commenced in January 2003 and the
opening of the Malaysianmarketin November2oo1spurred the growth in thisregion.The combinedrevenue of Singapore and Malaysia
increasedprimarily as a result of theinclusion of a full year of operationsinMalaysiainour2o0o02resultsanddistributoractivity
spurred overour plansto expandinMainland China.
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OTHER MARKETS. The following table sets forth revenue forour Other Markets (U.S. dollars in millions):

2001 2002 Change
Europe $ 22.7 S 25.6 13%
LatinAmerica 2.8 2.7 (4)
Other Markets total S 25.5 S 283 11

Thisincrease inrevenueisprimarily due to a 13%increase in revenuein Europe in U.S. dollars compared to the prioryear. Excluding
theimpactof changesinexchangerates,ourrevenuein Europeincreased approximately 4 % comparedto2001andinLatinAmerica
revenueincreased 5% compared to2001.

GROSS PROFIT

Grossprofitasapercentage of revenue remainednearly constant at 80.2%in2002compared to79.9%in2001.Theslight negativeimpact
of fluctuationsinforeign currencyin2oo2was offset by a decrease of revenue related to low margin Big Planetproducts and services
in2002.Wepurchase a significant majority of our goodsinU.S.dollars and recognizerevenue in local currencies.Consequently, we
are subjectto exchangeraterisksinourgrossmargins.

SELLING EXPENSES

Selling expenses (previously referred to as distributorincentives) as apercentage of revenueincreased to39.6%in2002from39.2%in
2001.In U.S.dollars, selling expensesincreased to $382.2millionin2002from $347.5 millionin2001.The declineinrevenue from Big
Planetproducts and services, which pay lower commissionsthanourpersonal care and nutritional supplement product categories,con-
tributed to theincrease in selling expenses during2002.

GENERAL AND ADMINISTRATIVE EXPENSES

General and administrative expenses (previously referred to as selling, general and administrative expenses) asapercentage of revenue
decreased t029.6%in2002from32.6%in2001.WithouttheimpactofS1o.5millionofamortizationof intangibles recordedin2oo01,
whichwasnotrecordedin2o02due to theimplementation of SFAS No.142,generaland administrative expenses as apercentage of revenue
would havebeen31.4%in2001.In2002,wegenerated higherrevenue while maintaining operating expensesprimarily due toimproved
efficienciesfrom our cost-saving technology and automated reordering initiatives which allowed us to reduce laborexpense asaper-
centage of revenue. These efficienciesin2002,combinedwith the additional generaland administrative expenses of approximately
S4.omillionweincurredin2oo01foradistributor conventionheld in Japan,whichwasnotheldin2002, contributed to the remaining
decreaseingeneral and administrative expenses as a percentage of revenue. In U.S.dollar terms,general and administrative expenses
decreased toS285.2millionin2002from$288.6 millionin2o001.

OTHERINCOME (EXPENSE), NET

Otherincome (expense),netwas$2.9 millionof expensein2002compared to $8.4millionofincomein2o01.The decreasein otherincome
(expense),netisprimarily related to the foreign exchange fluctuationsto the U.S.dollar on the translationof yen-basedbankdebtand
other foreign denominated intercompany balancesinto U.S.dollars forfinancial reportingpurposes.In2001, thenet$8.4millionof
incomeprimarilyincluded foreign exchange gainsdue to a weakenedJapanese yenrelative to the U.S.dollar over2000,while thenet
S2.9 millionof expensein2002was due to a strengthenedJapanese yen relative to the U.S.dollar over2oo01.

PROVISION FORINCOME TAXES

Provisionforincometaxesincreased to $38.1 millionin2002from $29.5millionin2001.Thisincrease was largely due to theincreases
inoperatingincome as compared to the prioryear. The effective tax rate remainedat 37.0% of pre-taxincome for2oo2and2001.

NETINCOME

As aresult of the foregoing factors,netincomeincreased to $64.8 millionin2002from$50.3 millionin2o001.
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LIQUIDITY AND CAPITAL RESOURCES

Historically,ourprincipalneeds for fundshave been for operating expensesincluding selling expenses, working capital (principally
inventorypurchases),capital expenditures and the development of operationsinnew markets. We have generally relied on cash flow
from operationstomeetourcashneedsandbusinessobjectiveswithoutincurring long-termdebt to fund operatingactivities.

Wetypicallygenerate positive cash flow from operationsdue to favorable gross margins,the variable nature of selling expenses, which
constitute a significant percentage of operating expenses,and minimal capital requirements. We generated S109.omillionincashfrom
operationsin2o03compared to$111.1 millionin2002.This decreaseincashgenerated from operationsin2o03compared to theprior-year
periodislargely related to the timing of payments of a higheramount of accrued expenses,includingincome taxes and commissionsto
distributors, during the yearended December31,2003, compared to thesameprior-yearperiod. These accrued expenses were substan-
tially higheratDecember31,2002thantheamountsaccrued atDecember3i,2001because revenue and profitability were significantly
higherin2oo02comparedto2001.Thenegativeimpactof thesetiming differences was somewhat offsetbyourimproved cash flow from
inventory efficiencies.

AsofDecember31,2003, working capital was$S143.6 millioncompared to $180.6millionasof December31,2002.Cashandcashequiva-
lents at December31,2003 were S122.6 millionandwere $120.3 millionat December31,2002, following the use of $45.0 millionofour
cashto repurchase shares of our commonstockinOctober2oo3andS$20.omillionto pay off our revolving credit facility. This decrease
in working capital wasprimarily due to theincreasein accruedliabilitiesandinthe currentportionof long-term debt.

Capital expenditures,primarily for equipment,including the Pharmanex BioPhotonicScanner, computer systems and software, office
furniture and leasehold improvements, were $23.5 millionfor the yearended December31,2003. In addition, we anticipate capital expen-
dituresin 2004 of approximately $30 millionto S35 millionto furtherenhance ourinfrastructure,includingenhancements to computer
systems and software, further expansion of ourretail stores, manufacturing and related infrastructure in Mainland China and approxi-
mately S15millionto S20 millioninpurchases of additional Pharmanex BioPhotonicScanners, whichwe lease toourdistributors.

We maintaina$3o0.omillionrevolving credit facility withBank of America,N.A.and Bank One, N.A. for whichBankof America,N.A.
actedasagent. Drawings on thisrevolving credit facility may be used for working capital, capital expenditures and otherpurposes
including repurchases of ouroutstanding shares of Class Acommonstock. The revolving credit facilityis set to expire on May10,2004.

In August2003, we entered into a S125.0 millionmulti-currencyprivate uncommitted shelf facility with Prudential Investment
Management, Inc. Weutilizedaportionof thisshelf facilityandaportionof therevolving credit facility in a transactioninOctober2003
involving the repurchase of our shares of Class Acommonstocknotedbelow. Thisportionof the long-termdebtis U.S.dollar denominated,
bearsinterest of approximately 4.5%perannumandwillbeamortizedintwo tranchesoverfive and sevenyears. As of December31,2003,
there were no outstanding balancesunder ourrevolving credit facility. As of December31,2003, we had $75.0 millionoutstanding
underourshelf facility, $5.0 millionof whichisincluded in the currentportion of long-term debt.

Inadditionto theS75.0millioncurrently outstandingunder our long-termshelf facility, our long-term debtincludes the long-termportion
of Japanese yen-denominated ten-year seniornotesissued to the Prudential Insurance Company of Americain2000.Thenotesbear
interest at an effective rate of 3.03%perannumand are due October2o010,withannualprincipal payments beginningin October2o004.
AsofDecember3i,2003, theoutstanding balance on thenoteswasg.7billionJapanese yen,or $90.4 million,S12.9 millionof whichis
included in the currentportionof long-termdebt. The Japanesenotes and therevolvingand shelf credit facilitiesare secured by guaran-
teesissued by our material subsidiariesandbyapledge of 65% to100% of theoutstanding stock of our material foreign subsidiaries.

InOctober2003, we repurchased approximately 10.8 millionshares of Class Acommonstock from certainmembers of our original
stockholder group for approximately $141.6 million,whichincludes $1.6 millionof related expenses. These stockholders also sold
approximately 6.2 millionadditional shares of Class Acommonstockto third partyinvestors. Thetransactionalsoincluded theagree-
mentamong allparticipants in thetransactionto convertall of theirremaining shares of super-voting Class Bcommonstockto Class A
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commonstockandtheiragreementnotto sell shares onthe openmarket for two years subjectto certainexceptions.We financed the
repurchase with $45.0 millionfrom existing cash balances, approximately $20.omillionfrom ourrevolving credit facility, which was
repaidpriortoDecember31,2003,and §75.0 millioninnew long-termdebtdrawnunder the $125.0 millionshelf facility. The termsand
conditionsof therepurchase were approvedbyaspecial committee ofourboard of directors comprised solely of independent directors.
Thespecial committee engagedits own financial and legal advisors in connectionwith the repurchase transaction.

Since August1998,ourboard of directors has authorized usto repurchase up to $S9o.omillionof our outstanding shares of Class A
commonstock. The repurchasesare usedprimarily to fund ourequityincentive plans.During the yearended December31,2003,in
additionto the transactionreferenced above, we repurchased approximately 0.8 millionshares of Class Acommonstock foranaggregate
amount of approximately $8.4 million.Between August1998 andDecember31,2003, we had repurchased a total of approximately 8.7
millionshares of Class Acommonstock foranaggregate price of approximately $81.6 million.

Duringeach quarter of2003,0ourboard of directors declared cashdividendsof So.o7pershare forall classes of commonstock. These
quarterly cashdividendstotaled approximately $21.9 millionandwere paid during 2003 to stockholders of recordin2003. On January
28,2004,theboard of directors declared adividendtobe paidin March2004o0fSo.08 pershare forall classes of common sstock. In
addition,we anticipate thatourboard of directors will continue to declare quarterly cashdividends and that the cash flows from opera-
tionswillbesufficient to fund our future dividend payments. Assuming a quarterly dividend declarationof So.o8 persharein2004,
dividends for the yearwill total approximately $24.0 million. However, the declaration of dividendsissubjectto thediscretionofour
board of directorsandwilldependuponvariousfactors,includingournetearnings,financial condition,cashrequirements, future
prospectsand other factors deemedrelevantbyourboard of directors.

We believe we have sufficientliquidityto be able tomeetourobligationsonbothashort-andlong-termbasis. We currently believe
that existingcashbalances togetherwith future cash flows from operationswillbeadequate to fundourcashneeds.The majority of our
historical expenses have beenvariable in nature and as such,apotential reductioninthe level of revenue would reduce our cash flow
needs.Within thepast year, however, fixed costs associated with ourretail store expansionin Mainland China and our manufacture of
Pharmanex BioPhotonicScanners haveincreased our capitalneedsbeyondourhistorical businessmodel. In the event that our current
cashbalances, future cash flow from operationsand currentlines of credit arenot sufficient tomeetourobligationsorstrategicneeds,
we would considerraising additional fundsinthe debtorequity markets or restructuring our current debt obligations.Additionally, we
would considerrealigning our strategicplansincluding a reductionincapitalspending and areductioninthe level of stockrepurchases
ordividend payments.

The following table sets forth payments due by period forfixed contractual obligationsasof December31,2003(U.S.dollars in thousands):

Total 2004 2005-2006 2007-2008 Thereafter
Long-termdebt obligations S 165,403 S 17,915 S 45,830 S 55,830 S 45,828
Capital lease obligations - — = = -
Operating lease obligations” 60,358 11,088 21,080 18,861 9,329
Purchase obligations” 61,651 36,235 17,002 1,894 6,520
Otherlong-termliabilitiesreflected onbalancesheet®” - - - - -
Total S 287,412 $ 65238 S 83912 $ 76585 $ 61,677

(1) Operating leasesincludes corporate office and warehouse space with two entitiesthat are ownedby certainofficersanddirectors of our company whoare also founding shareholders.
Total payments under these leases were $3.3 millionfor the yearendedDecember31,2003 with remaining long-term obligationsunder these leases of $27.3 million.

(2) TheCompany is alsopartytoacquisitionagreements pursuant to which contingent payments of up to $8.5millionand1.2millionshares of the Company’s Class Acommonstock
may be made if certaindevelopment and revenue targets aremet.

(3) Otherlong-termliabilitiesreflected on thebalancesheetprimarily consist of long-term tax related balances, which totaled $52.8 millionasof December31,2003.
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SEASONALITY

Inadditiontogeneral economic factors, we areimpacted by seasonal factorsand trendssuch asmajor cultural events and vacationpatterns.
For example, most Asian markets celebrate theirrespective local New Year in thefirst quarter, whichgenerally has anegativeimpacton
that quarter. We believe thatdirectsellingin Japan,the United Statesand Europe is alsogenerally negativelyimpacted during themonth
of August, whichisinourthird quarter, when manyindividuals,includingourdistributors, traditionally take vacations.

DISTRIBUTOR INFORMATION

The following table providesinformation concerning the numberofactive and executive distributors as of the datesindicated.Active
distributors are those distributors and preferred customers who were resident in the countriesinwhich we operated and purchased
products forresale or personal consumptionduring the threemonthsended as of the dateindicated. An executive distributorisan
active distributor who hasachieved required monthlypersonal and groupsales volumes.

Asof December3i 2001 2002 2003
Active Executive Active Executive Active Executive

North Asia 319,000 16,891 322,000 17,668 321,000 17,013
Greater China” 74,000 2,698 73,000 3,564 187,000 5,991
NorthAmerica 76,000 2,419 73,000 2,693 70,000 2,861
South Asia/Pacific 63,000 1,842 66,000 2,972 68,000 2,175
Other Markets 26,000 989 32,000 1,018 32,000 1,091
Total 558,000 24,839 566,000 27,915 678,000 29,131

(1) Following the opening of ourretailbusinessinMainland China during2003,activedistributorsincludes117,000preferred customers and executive distributorsincludes 3,100
employed, full-timesales representatives.

QUARTERLY RESULTS

The following table sets forth selected unaudited quarterly data for theperiodsshown:

(U.S. dollarsinmillions, except per.share amounts) 2002 2003
14t Quarter 2nd Quarter 3rd Quarter 4th Quarter 14t Quarter 2nd Quarter 3rd Quarter 4th Quarter

Revenue S 2161 S 244.9 S 2529 S 250.2 S 219.6 S 2407 S 250.2 S 275.9
Grossprofit 172.0 196.3 203.2 201.7 178.0 195.4 206.5 230.0
Operatingincome 20.5 30.4 25.9 29.0 19.7 25.7 24.5 37-4
Netincome 12.9 18.0 15.9 18.0 12.8 16.8 15.1 23.1
Netincomepershare:

Basic 0.16 0.22 0.20 0.22 0.16 0.21 0.19 0.32

Diluted 0.16 0.22 0.19 0.22 0.16 0.21 0.19 0.31

RECENTACCOUNTING PRONOUNCEMENTS

In November2002,the FASBissued InterpretationNo. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtednessof Others.” We have adopted this standard and itdid nothave a significant effectonourfinancial statements.

InApril2003, the FASBissued SFAS No.149, “Amendment of Statement 133 on Derivative Instruments and HedgingActivities,” whichis
effective for contracts enteredintoormodified after June3o,2003and forhedging relationships designated after June30,2003. We have
adopted this standard and itdid not have a significant effectonour financial statements.
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InDecember2003, the FASBissued InterpretationNo. 46R,“Consolidation of Variable Interest Entities,an Interpretationof ARB No.51.”
Thisaccounting standard willbecome effective beginning with thefirst quarter of 2004.We donotbelieve theadoptionof this standard
willhave a significant effectonourfinancial statements.

CURRENCY RISKAND EXCHANGE RATE INFORMATION

A majority of ourrevenue and many of our expensesare recognizedprimarily outside of the United States, except for inventory purchases
whichareprimarily transacted in U.S. dollars from vendors in the United States. The local currencyofeach of our subsidiary’s primary
markets is considered the functional currency. Allrevenue and expenses are translated at weighted average exchange rates for theperiods
reported. Therefore, ourreported revenueand earningswillbepositivelyimpacted by a weakening of the U.S.dollarand willbe negatively
impacted by a strengthening of the U.S. dollar. Mediareports haveindicated that the Chinese government may begin to allow the RMB to
floatmore freely against the U.S.dollarand othermajor currencies. Astrengthening of the RMB would benefit ourreported revenue and
profits and a weakening of the RMB would negativelyimpactreported revenue and profits. Given theuncertainty of exchangerate fluctuations,
wecannotestimate the effectof these fluctuationsonourfuturebusiness,productpricing, andresults of operationsorfinancial condition.

We seekto reduce our exposure to fluctuationsinforeign currencyexchangerates throughtheuse of foreign currencyexchange contracts,
throughintercompany loans of foreign currency, and through ourJapanese yen denominated debt. We donot use derivative financial
instruments fortradingor speculativepurposes. We regularlymonitor our foreign currencyrisksandperiodically take measures to
reduce theimpactof foreign exchange fluctuationsonouroperating results.

Our foreign currencyderivatives are comprised of over-the-counter forward contracts with majorinternational financial institutions.As
of December31,2003, we had$64.3 millionof these contracts with expirationdates throughDecember2004.All of these contracts were
denominated inJapanese yen.For the yearended December31,2003, we recorded losses of $5.3 millionin operatingincome, and losses
of §3.2million,netof tax,in other comprehensiveincomerelated to the fairmarket valuationof our outstanding forward contracts.
Because of our foreign exchange contracts at December31,2003, theimpactof a10% appreciation or10% depreciationof the U.S. dollar
against the Japanese yen would not represent a material potential lossin fairvalue,earningsor cash flows against these contracts.
Thispotential lossdoesnotconsider theunderlying foreign currencytransactionortranslationexposures to which we are subject.

Following are the weighted average currencyexchangerates of U.S.S1into local currencyforeachof ourinternational or foreign markets
inwhichrevenue exceeded U.S.S5.0 millionfor at least one of the quarterslisted:

2002 2003

14t Quarter 2nd Quarter 3rd Quarter  4th Quarter 14t Quarter 2nd Quarter 3rd Quarter 4th Quarter
Japan” 132.5 126.9 119.3 122.3 118.9 118.5 117.3 108.7
Taiwan 35.0 34.4 33.9 34.8 34.6 34.7 34.2 34.0
Hong Kong 7.8 7.8 7.8 7.8 7.8 7.8 7.8 7.8
South Korea 1,314.9 1,261.4 1,192.2 1,217.8 1,200.2 1,208.7 1,174.6 1,182.1
Singapore 1.8 1.8 1.8 1.8 1.7 1.8 1.8 1.7
Malaysia 3.8 3.8 3.8 3.8 3.8 3.8 3.8 3.8
Thailand 43.7 42.7 421 43.4 42.8 42.2 41.3 39.8
China® - - - - 8.3 8.3 8.3 8.3

(1) Asof February27,2004the exchangerate of U.S.S1into the Japanese yen was approximately109.0.

(2) We commencedretail operationsinMainland China inJanuary2003.
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NOTE REGARDING FORWARD-LOOKING STATEMENTS

With the exceptionof historical facts, the statements contained in Management’s Discussion and Analysis of Financial Conditionand
Results of Operations,are “forward-looking statements” within themeaning of the Private Securities Litigation Reform Actof1995 (the
“ReformAct”)whichreflectour current expectationsandbeliefs regarding our future results of operations,performance and achievements.
These statements are subjecttorisksanduncertaintiesandarebaseduponassumptionsandbeliefs that may not materialize. These
forward-looking statementsinclude, butarenotlimited to, statements concerning:

- ourbelief that existingcashand cash flow from operationswillbeadequate to fundcashneeds;

- theexpectationthat wewill spend S30millionto $35millionfor capital expenditures during2004including approximately
S1gmillionto S20 millionforpurchases of additional scanners;

- theanticipationthat wewill continue to declare quarterly cash dividendsandthat cashwillbe sufficient to pay future dividends;

- ourbelief that additional expensesrelated to the transitionof some of our nutritional supplements to tablet form inresponse to
recent Japanese regulatoryactionswillnothave a materialimpactonouroverall projected 2004 financial results,and our expectation
that all of our key Pharmanex products willremaininstockinJapan;

- ourbelief that we can marketthe scannerasanon-medical device;and

- ourbelief that thesale of our PEO and othermodificationsto our Big Planetstrategy as well as our self-manufacturingin China
will continue to have a positiveimpactongrossand operating margins.

Inaddition,whenusedin thisreport,the wordsorphrases “willlikely result,” “expect,” “anticipate,” “will continue,” “intend,” “plan,”
“believe” and similar expressionsare intended to help identify forward-looking statements.

Wewishtocautionreaders that our operating results are subjectto variousrisksanduncertaintiesthat could cause ouractual results
andoutcomesto differ materially from thosediscussed or anticipated. Reference is made to therisksanduncertaintiesdescribedbelow
andfactors describedinour Annual ReportonFormio-K(which containsamore detaileddiscussion of therisksanduncertaintiesrelated
toourbusiness).We alsowish to advise readers not to place anyundue reliance on the forward-looking statements containedin this
report,whichreflectourbeliefs and expectationsonly as of the date of thisreport.Weassumeno obligationtoupdate or revise these
forward-looking statements to reflectnew events or circumstances or any changesinourbeliefs or expectations.Someof therisksand
uncertaintiesthat might cause actual results to differ from those anticipatedinclude, butarenotlimited to, the following:

(a) Our expansionof operationsinMainland Chinais subjecttorisksanduncertainties. We have been subject to significant regulatory
scrutiny and have experienced challengesincluding interruptionof salesactivitiesat certain storesand minorfinesbeingpaidin
several cases.Because of restrictionsondirectsellingactivities,we haveimplemented amodifiedbusinessmodel for this market
using retail storesand an employed sales force. We have attimesreceived guidance from local regulators on conducting our opera-
tionsincludinglimiting the size of our trainingmeetings, controlling theactivitiesof our salesemployees,controlling thedistribution
of productoutside of our stores, keeping the number of salesemployees at reasonable levelsand limiting theinvolvement of our
overseasdistributors. While we continuously update our operatingmodel to address these concerns,we believe we could experience
similar challengesinthe future as we expand operationsinMainland China and continue to work with regulators to help them
understand ourbusinessmodel. Our operationsinMainland China maybemodified orotherwise harmedbyregulatory changes,
subjective interpretationsof laws or aninability to work effectively with national and local governmentagencies.In addition,actions
by overseasdistributors or local salesemployeesinviolation of local laws could harm our efforts.

(b) Aswith anynew technology, we have experienced technical, productionandcostissuesin developing the Pharmanex BioPhotonic
Scanner. In addition,the FDA has questionedits statusasanon-medical device,and we are facing similaruncertaintiesandregula-
toryissuesinothermarkets,including Japan,with respectto the status of the scannerasanon-medical device, which could delay
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(d)

®

ornegativelyimpactourplansforthe scannerinthese markets. If the full launchoruse of thistool is delayed or otherwise inhibited
byproductionordevelopmentissues,orif the FDAorotherdomesticor foreign governmentagencytakes formalactionto prevent
us fromdistributing the scannerasanon-medical device, this could delayourdistributionof the scannerandharmourbusiness.

Because a substantial majority of our salesaregenerated in Asia,particularly Japan,significant variationsin operating results
including revenue, grossmarginand earnings from those expected could be causedby:

- renewed or sustainedweaknessof Asianeconomies or consumer confidence;
- weakening of foreign currencies,particularly the Japanese yen;
- politicalunrest or uncertainty;

- failure of plannedinitiatives to generate continued interest and enthusiasm amongdistributors in these markets or to attract
new distributors;or

- any problemswith our expansion of operationsinMainland China into new cities,increasing product offerings and attracting
additional sales representatives.

Thenetwork marketing and nutritional supplementindustriesare subjectto variouslawsandregulationsthroughoutourmarkets,
many of whichinvolve a high level of subjectivityand areinherently fact-based and subject to interpretation. Recent negative publicity
concerning stimulant-based supplements hasspurred efforts to change existing regulationsoradoptnew regulationsinorder to
impose furtherrestrictionsandregulatory control over the nutritional supplementindustry. If our existingbusinesspracticesor
products, or any new initiatives or products, are challenged or foundto contravene any of these laws by any governmentalagencyor
otherthirdparty, or if there are any changesinregulationsapplicable toourbusiness,ourrevenue and profitability may be harmed.

Thereisuncertainty whetherthe SARS epidemic or other communicable diseases could returnthiswinter,particularly in those
Asianmarketsmost affected by the epidemicearlierin2003. Itis difficult to predicttheimpact,if any, of a recurrence of SARSon
ourbusiness.Althoughsuch an event couldgenerateincreased sales of health/immune supplements and personal care products,
ourdirectsellingandretailactivitiesandresults of operationscould be harmedif the fear of SARS causespeople to avoid public
placesandinteractionwith oneanother.

Many countrieshavebannedtheimportationof products that containbovine materials sourced from locationswhere Bovine
Spongiform Encephalopathy (BSE), commonly referred to as “mad cowdisease”, hasbeenidentified. The recentdiscovery of BSEin
a single cow in the United States prompted Japanand certainothercountriestobantheimportationof bovine products,including
supplements encapsulated in bovine-sourced capsules.In the event we are unable to successfully continuemeeting product demand
withnon-bovinecapsules or tablets in these markets as a result of supplyissuesorproductionproblems, orif we experience quality
problems,this could harmourbusiness.

Our ability to retain key and executive level distributors or tosponsornew executive distributorsis critical to our success.Becauseour
products aredistributed exclusively throughourdistributors and we compete with otherdirect selling companiesin attractingdistrib-
utors, our operating results could be adversely affected if our existingand newbusinessopportunitiesandproducts donotgenerate

sufficient enthusiasm and economicincentive to retain our existing distributors or tosponsornewdistributors on a sustainedbasis.
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NU SKIN ENTERPRISES, INC.
CONSOLIDATED BALANCE SHEETS

(U.S. dollars in thousands, except share amounts)

December31 2002 2003
ASSETS
Currentassets
Cashandcashequivalents S 120,341 S 122,568
Accounts receivable 18,914 15,054
Inventories,net 88,306 83,338
Prepaidexpensesandother 48,878 55,777
276,439 276,737
Propertyandequipment,net 55,342 60,528
Goodwill 118,768 118,768
Otherintangible assets,net 69,181 67,572
Otherassets 92,108 100,142
Total assets S 611,838 S 623,747
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable S 17,992 S 18,816
Accrued expenses 77,808 96,438
Currentportion of long-term debt - 17,915
95,800 133,169
Long-termdebt 81,732 147,488
Otherliabilities 47,820 52,842
Total liabilities 225,352 333,499
Stockholders’ equity
Class Acommonstock-500,000,000shares authorized,S.oo1par
value, 35,707,785and 70,700,497 sharesissued and outstanding 36 71
Class Bcommonstock-100,000,000shares authorized,S.oo1par
value, 45,362,854and 6,466 sharesissuedandoutstanding 45 -
Additionalpaid-incapital 69,803 (68,191)
Accumulated other comprehensive loss (68,088) (70,849)
Retainedearnings 385,590 431,615
Deferred compensation - (2,398)
386,486 290,248
Totalliabilities and stockholders’ e quity S 611,838 S 623,747

Theaccompanyingnotesare anintegral part of these consolidated financial statements.
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NUSKIN ENTERPRISES, INC.
CONSOLIDATED STATEMENTS OF INCOME

(U.S. dollars in thousands, except per share amounts)

Year Ended December31 2001 2002 2003
Revenue 885,621 S 964,067 986,457
Cost of sales 178,083 190,868 176,545
Gross profit 707,538 773,199 809,912
Operating expenses:

Selling expenses 347,452 382,159 407,088

General and administrative expenses 288,605 285,229 289,925

Restructuringand othercharges - - 5,592
Total operating expenses 636,057 667,388 702,605
Operatingincome 71,481 105,811 107,307
Otherincome (expense),net 8,380 (2,886) 432
Incomebefore provision forincome taxe s 79,861 102,925 107,739
Provision forincome taxes 29,548 38,082 39,863
Netincome 50,313 S 64,843 67,876
Netincomepershare:

Basic 0.60 S 0.79 0.86

Diluted 0.60 S 0.78 0.85
Weighted average commonsharesoutstanding (0004):

Basic 83,472 81,731 78,637

Diluted 83,915 83,128 79,541

Theaccompanyingnotesare anintegral part of these consolidated financial statements.
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NUSKIN ENTERPRISES, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Class A Class B Additional Accumulated Total
Common Common Paid-In Other Compre- Retained Deferred Stockholders’

(U.S. dollars in thousandas, except share amounts) Stock Stock Capital hensive Loss Earnings Compensation Equity
Balance at January 1,2001 S 31 S 54 S 106,284 S (45,347) S 306,458 S (747) S 366,733
Netincome - - - - 50,313 - 50,313
Foreign currencytranslationadjustments - - - (8,298) = = (8,298)
Netunrealizedgainson foreign currencycash

flowhedges - - - 8,776 - - 8,776
Net gainreclassifiedinto currentearnings - - - (4,616) - - (4,616)
Total comprehensiveincome 46,175
Repurchase of2,491,000shares of Class A

commonstock (3) - (18,136) - - - (18,139)
Conversionof shares 5 (5) - - - - -
Amortizationof deferred compensation - - - - — 747 747
Exercise of distributorand employee stock

options - - 805 - - - 805
Cashdividends - - — — (16,431) - (16,431)
Balance at December31,2001 33 49 88,953 (49,485) 340,340 - 379,890
Netincome - - — — 64,843 — 64,843
Foreign currencytranslationadjustments - - - (10,031) - - (10,031)
Netunrealizedlosses on foreign currencycash

flowhedges - - = (6,567) = = (6,567)
Net gainreclassifiedinto currentearnings - - - (2,905) - - (2,905)
Total comprehensiveincome 45,340
Repurchase of 1,682,000 shares of ClassA

commonstock (Notes3and10) (1) - (20,585) - - - (20,586)
Conversionof shares 4 (4) - - - - -
Purchase of long-termassets - - 936 - - - 936
Exercise of distributorand employee stock

options - - 1,261 - - - 1,261
Forfeiture of stock options - - (762) - - - (762)
Cashdividends - - = = (19,593) - (19,593)
Balance atDecember31,2002 36 45 69,803 (68,088) 385,590 = 386,486
Netincome - - - - 67,876 - 67,876
Foreign currencytranslationadjustments - - - (1,736) - - (1,736)
Netunrealizedlosses on foreign currencycash

flowhedges - - - (3,171) - - (3,171)
Netlossreclassifiedinto currentearnings - - - 3,046 - - 3,046
Total comprehensiveincome 66,015
Repurchase of 11,622,000shares of ClassA

commonstock (Note10) (12) - (149,997) - - - (150,009)
Conversion of shares 45 (45) - - - - -
Issuance of employee stock awards - - 3,113 - - (3,113) -
Amortizationof deferred compensation - - - - — 715 715
Exercise of distributorand employee stock options 2 - 8,890 - - - 8,892
Cashdividends - - — — (21,851) — (21,851)
Balance at December31,2003 S 71 S - S (68,191) S (70,849) S 431,615 S (2,398) S 290,248

Theaccompanyingnotesare anintegral part of these consolidated financial statements.



NUSKIN ENTERPRISES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(U.S. dollars in thousands)
Year Ended December31 2001

2002 2003
Cash flows from operatingactivities:
Netincome S 50,313 S 64,843 S 67,876
Adjustments to reconcilenetincometonetcash provided
by operatingactivities:
Depreciationandamortization 31,679 21,602 22,369
Amortization of deferred compensation 747 - 715
(Gain)/lossonsale of assets (2,328) (1,328) 525
Changesinoperatingassetsand liabilities:
Accounts receivable (1,127) 404 3,860
Related partiesreceivable 215 5,971 -
Inventories,net (2,240) (4,051) 4,968
Prepaidexpensesand other (891) (3,674) 11,714
Otherassets 8,491 12,473 (7,965)
Accounts payable (1,104) 3,259 824
Accrued expenses (10,706) 14,160 1,176
Relatedpartiespayable (1,898) (6,967) -
Otherliabilities 3,266 4,424 2,964
Netcashprovided by operatingactivities 74,417 111,116 109,026
Cash flows frominvestingactivities:
Purchase of propertyand equipment (15,126) (19,026) (23,518)
Purchase of long-termassets - (7,505) -
Netcashusedininvestingactivities (15,126) (26,531) (23,518)
Cash flows from financingactivities:
Payments of cashdividends (16,431) (19,593) (21,851)
Repurchase of shares of commonstock (18,139) (14,158) (150,009)
Exercise of distributorand employee stock options 805 1,261 8,892
Proceedsfrom long-term debt - - 75,000
Proceedsfromrevolving credit facility - - 20,000
Payments on revolving credit facility — — (20,000)
Netcashusedinfinancingactivities (33,765) (32,490) (87,968)
Effectof exchange rate changesoncash (13,599) (7,677) 4,687
Netincreaseincashandcashequivalents 11,927 44,418 2,227
Cashandcashequivalents,beginning of period 63,996 75,923 120,341
Cashandcashequivalents,end of period S 75,923 S 120,341 S 122,568

Theaccompanyingnotesare anintegral partof these consolidated financial statements.
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1. THE COMPANY

Nu Skin Enterprises, Inc.(the“Company”) is aleading, global directselling company. The Company developsand distributes premium-
quality,innovative personal care products and nutritional supplements that are sold worldwideunder the NuSkinand Pharmanex brands.
The Company also markets technology products and servicesandaline ofhomecare productsunder the BigPlanetbrand. The Company
reports revenue from five geographicregions:North Asia, which consists of Japanand South Korea; Greater China, which consists of
Mainland China, Hong Kong (including Macau) and Taiwan; North America,which consists of the United States and Canada;South
Asia/Pacific,which consists of Australia,Malaysia, New Zealand, the Philippines, Singapore and Thailand;and Other Markets, which
consists of Brazil,Europe, Guatemala and Mexico (the Company’s subsidiariesoperating in these countriesare collectively referred to
asthe “Subsidiaries”).

2.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

CONSOLIDATION

The consolidated financial statementsinclude the accounts of theCompany and the Subsidiaries.All significant intercompany accounts
andtransactionsare eliminated in consolidation.

USE OF ESTIMATES

Thepreparationof thesefinancial statements in conformitywith accountingprinciplesgenerally accepted in the United States of America
required management to make estimatesand assumptionsthat affectthe reportedamounts of assetsandliabilitiesanddisclosure of
contingentassetsandliabilitiesat the date of thefinancial statements and the reportedamounts of revenue and expenses during the
reportingperiod. Significant estimatesinclude reserves for productreturns,obsolete inventory and taxes.Actual results could differ
from these estimates.

CASHAND CASH EQUIVALENTS

Cashequivalents areshort-term, highlyliquidinstruments with original maturitiesof go days or less.

INVENTORIES

Inventoriesconsistprimarily of merchandise purchased forresaleand are stated at the lower of cost or market, using the first-in, first-out
method.TheCompany had reserves for obsolete inventory totaling $6.7 million,S5.7 millionand $5.4 millionasof December3i,2001,
2002and2003, respectively.

PROPERTYAND EQUIPMENT

Propertyandequipment are recorded at cost and depreciated using the straight-linemethod over the following estimated useful lives:

Furnitureand fixtures......................... 5-7years
Computersandequipment ................... 3-5years
Leaseholdimprovements ..................... Shorter of estimated useful life or lease term
Vehicles ... 3-5years

Expenditures for maintenance and repairs are charged to expense asincurred.
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GOODWILL AND OTHERINTANGIBLE ASSETS

Under the provisionsof Statements of Financial Accounting Standards No.142 (“SFAS142”),Goodwilland Other Intangible Assets, the
Company’sgoodwillandintangible assets with indefinite useful livesare no longeramortized,butinstead are tested forimpairment at
leastannually. In addition,the Company’s intangible assets with definite lives are recorded at costand areamortizedover theirrespec-
tive estimated useful lives to theirestimated residual values,and are reviewed forimpairment in accordance with SFAS No.144,
Accounting for the Impairment or Disposal of Long-Lived Assets (Note 5).

TheCompany is required to make judgments regarding the useful life of its intangible assets. With theimplementation of SFAS142, the
Company determined certainintangible assets to haveindefinite livesbased uponits analysis of the requirements of SFAS142 as well
asanindependent third partyevaluationof suchlives,whichwas conductedin2001.These intangible assetsinclude trademarks and
trade names,distributornetwork, and marketing rights to operate the Company’sbusinessinvariousforeign markets. In connection
with a registrationstatement the Companyfiledin October2003, the Staff of the Securitiesand Exchange Commissionhas commented
onand sought additional supportfor theindefinite life designation of theseassets. If it is determined that any of theseassets hasa
finite life, the Company wouldamortizethe value of thatasset over the remainder of suchfinite life, whichannualamortizationexpense
theCompany doesnotbelieve would be material to its operating results. Theamortization expense wouldbeanon-cash expense that
wouldnotimpacttheCompany’s cash flow from operations.

REVENUE RECOGNITION

Revenue is recognizedwhenproducts are shipped,whichiswhentitlepassestoindependent distributors whoare theCompany’s customers.
A reserve forproductreturnsisaccruedbased on historical experience. The Companygenerally requirescashorcreditcard payment at
thepoint of sale. TheCompany has determined that no allowance for doubtful accountsisnecessary. Amounts received priorto shipment
andtitlepassagetodistributors are recorded as deferred revenue. Our global compensationplan forourdistributors doesnotprovide
rebates or sellingdiscounts todistributors whopurchase our products and services.

ADVERTISING EXPENSE

Advertising costs are expensed asincurred. Advertising expenseincurred for the yearsended December31,2001,2002and 2003 totaled
approximately $1.8 million,$2.8 millionand $1.4 million,respectively.

RESEARCHAND DEVELOPMENT

TheCompany’s research and developmentactivitiesare conducted primarily throughits Pharmanex division.Research and development
costs are expensed asincurred and totaled $7.1 million,$6.9 millionand $6.4 millionin2001,2002and 2003 respectively.

INCOME TAXES

TheCompany follows theliabilitymethodinaccounting forincome taxes.Under thismethod, deferred tax assetsand liabilitiesare
determinedbased on the differencesbetween financial reporting and taxbases of assetsand liabilitiesand aremeasured using the
enacted tax ratesand laws that will be in effect when the differences are expected to reverse. Valuation allowances are establishedwhen
necessary to reduce deferred tax assets to theamounts expected to be ultimately realized. The Company accounts foranyincome tax
contingenciesinaccordance with SFAS No. 5, Accounting for Contingencies.

NETINCOME PERSHARE

Netincomepershare is computedbased on the weighted averagenumber of commonsharesoutstanding during theperiodspresented.
Additionally,diluted earnings per share data gives effect to all potentially dilutive commonshares that were outstanding during the
periodspresented.
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FOREIGN CURRENCY TRANSLATION

Most of theCompany’sbusinessoperationsoccuroutside the United States. The local currencyof each of the Company’s subsidiary’s
primary markets is considered its functional currency. Allassetsandliabilitiesare translated into U.S.dollars at exchange rates existing
at thebalancesheetdates,revenue and expenses are translated at weighted average exchange rates,and stockholders’ equity is recorded
at historical exchangerates. Theresulting foreign currencytranslationadjustments are recorded as a separate component of stockholders’
equityintheconsolidated balancesheets,and transactiongainsandlossesareincludedinotherincome andexpense in the consolidated
financial statements.

FAIR VALUE OF FINANCIALINSTRUMENTS

Thecarrying value of financial instrumentsincluding cash and cash equivalents, accounts receivable, accounts payableand notes
payable approximate fairvalues.Thecarryingamount of long-term debt approximates fairvaluebecause the applicable interest rates
approximate current marketrates.Fairvalue estimatesare made ataspecificpointintime,based onrelevant marketinformation.

STOCK-BASED COMPENSATION

The Companymeasures compensation expense for its stock-based employee compensationplans,whichare describedinNote 11. SFAS
No.123, Accounting for Stock-Based Compensation,encourages,butdoesnotrequire, companiesto record compensationcost for stock-
basedemployee compensationplansbased on the fairmarket value of optionsgranted. TheCompany haschosento account for stock-based
compensationgranted toemployeesusing theintrinsic valuemethodprescribedin Accounting PrinciplesBoard (“APB”) Opinion No. 25,
Accounting for Stock Issued to Employees,andrelated interpretations.Accordingly,because the grantprice equals the marketprice on
the date of grant for optionsissued by the Company, no compensationexpense is recognized for stock optionsissued toemployees.
However, stock-based compensation granted tonon-employees,such as the Company’sindependentdistributors and consultants,is
accounted forinaccordance with SFAS No.123. OnDecember31,2002,the Financial Accounting StandardsBoard (“FASB”)issued SFAS
No.148,Accounting for StockBased Compensation - Transitionand Disclosure, whichamended SFAS No.123. SFAS No. 148 requires
more prominent and frequentdisclosures aboutthe effects of stock-based compensation.The Company will continue to account for its
stockbased compensationgranted to employeesaccording to the provisionsof APB Opinion No. 25. Had compensation cost for the
Company’s stock optionsbeenrecognizedbased upontheestimated fairvalue on the grant dateunder the fairvalue methodology pre-
scribedby SFAS No.123,asamended by SFAS No.148,the Company’snetearningsandearnings per share would have been as follows:

(U.S. dollars in thousands, except per share amounts)
Year Ended December31 2001 2002 2003

Netincome, as reported S 50313 S 64,843 $ 67,876
Deduct: Total stock-based employee compensation
expense determinedunder fairvaluebasedmethod

for all awards, net of related tax effects (1,886) (5,450) (5,274)
Pro formanetincome S 48,427 S 59,393 S 62,602
Earningspershare:

Basic - asreported S 0.60 S 0.79 S 0.86
Basic-pro forma S 0.58 S 0.73 S 0.80
Diluted - as reported S 0.60 S 0.78 S 0.85
Diluted - pro forma S 0.58 S 0.71 S 0.79
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REPORTING COMPREHENSIVEINCOME

Comprehensiveincomeisdefinedasthechangeinequityof abusinessenterprise duringaperiodfromtransactionsandotherevents
andcircumstances fromnonownersources,anditincludes allchangesinequity duringaperiod except those resulting frominvestments
byownersanddistributionsto owners.

ACCOUNTING FORDERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

The Company recognizesall derivatives as eitherassetsorliabilities,with theinstruments measured at fairvalue as required by
Statement of Financial Accounting Standards No. 133 (“SFAS 133”).

TheCompany’s Subsidiariesenterinto significant transactionswitheachotherandthird partiesthat maynotbe denominated in the
respective Subsidiaries’ functional currencies.The Company regularly monitors its foreign currencyrisksandseeksto reduce its expo-
sure to fluctuationsin foreign exchangerates throughtheuse of foreign currencyexchange contracts and through certainintercompa-
ny loansof foreign currency.

TheCompanyhedgesits exposure to future cash flows from forecasted transactionsover a maximumperiodof12 months. Hedge effec-
tivenessisassessed atinceptionandthroughoutthelife of thehedge toensure thehedge qualifiesforhedge accounting treatment.
Changesinfairvalueassociated with hedgeineffectiveness,if any, are recorded in the results of operationscurrently. In the event that
ananticipated transactionisnolongerlikely to occur, theCompany recognizesthe change in fairvalue of the derivative in its results of
operationscurrently.

Changesinthe fairvalue of derivatives are recorded in currentearnings or accumulated other comprehensive loss,depending on the
intended use of the derivative and its resulting designation.The gainsand lossesin accumulated other comprehensive loss stemming
from these derivatives will bereclassifiedintoearningsintheperiodduring whichthehedged forecasted transactionaffectsearnings.
The fairvalue of thereceivable and payableamounts related to theseunrealizedgainsandlossesis classifiedasothercurrentassets
andliabilities.The Company doesnotuse such derivative financial instruments fortradingor speculativepurposes. Gainsandlosses
on certainintercompany loans of foreign currencyare recorded as otherincome and expense in the consolidated statements of income.

NEW PRONOUNCEMENTS

In November2002,the FASBissued InterpretationNo. 45, Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtednessof Others. The Company hasadopted this standard anditdid not have a significant
effectonits financial statements.

InApril2o003, the FASBissued SFAS No.149,Amendment of Statement 133 onDerivative Instruments and HedgingActivities,whichis
effective for contracts entered intoormodified after June3o,2003,and forhedging relationships designated after June3o,2003. The
Company hasadopted this standard and itdid not have a significant effect onitsfinancial statements.

InDecember2003, the FASBissued Interpretation No. 46R, Consolidation of Variable Interest Entities,an Interpretation of ARB No.51.
Thisaccounting standard willbecome effective beginning with thefirst quarter of 2004. The Company doesnotbelieve the adoptionof
this standard will have a significant effect onitsfinancial statements.

3. RELATED PARTY TRANSACTIONS

CERTAIN RELATIONSHIPS WITH STOCKHOLD €R DISTRIBUTORS

Two stockholders of the Company havebeenindependentdistributors for the Company since1984. These stockholders arepartnersin

anentity that receives substantial commissionsfrom the Company. By agreement, the Company pays commissionsto thispartnership

at the highest level of distributor compensation.The commissionspaidto thispartnership were $3.5million,$3.3 millionand $3.2 mil-
lionfortheyearsended December31,2001,2002and 2003, respectively.
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LOAN TO STOCKHOLDER

On May 3,2002,aS$5.0 millionloantoanon-management stockholder was repaid,togetherwith accrued interest, with approximately
440,000 shares of theCompany’s Class Acommonstock.

PROMISSORY NOTE

On August14,2002,theCompanypaidtheremainingbalance (approximately $6.0 million)of the promissorynoteissued by the Company
to arelated partyinconnectionwith theCompany’s acquisitionof Big Planet,Inc.in1999.In addition,theCompany negotiated a settlement
of areceivable from arelated partybyacceptinga cash payment of S2.4 millionto satisfy an obligationrelated to outstanding distributor
stock options,which obligationwaspreviously payable upon exercise of each outstanding stock option.

LEASEAGREEMENTS

The Company leases corporate office and warehouse space from two entitiesthat are ownedby certain officersand directors of the
Company. Total lease payments to these two affiliated entitieswere $3.3 millionforeach of the yearsended December31,2001,2002
and 2003 with remaining long-term obligationsunder these operating leases of $29.8 millionand$27.3 millionat December31,2002
and2003, respectively.

4. PROPERTY AND EQUIPMENT

Propertyandequipment are comprised of the following (U.S. dollars in thousands):

December3i 2002 2003
Furniture and fixtures S 37747 S 38,632
Computers and equipment 81,351 87,644
Leasehold improvements 28,032 36,123
Vehicles 1,939 2,580
149,069 164,979
Less:accumulated depreciation (93,727) (104,451)
S 55342 $ 60,528

Depreciationof propertyandequipment totaled $16.6 million,$17.2 millionand $18.3 millionfor the yearsended December3i, 2001,
2002and2003, respectively.

5. GOODWILL AND OTHERINTANGIBLE ASSETS

Goodwillandotherintangible assets consist of the following (U.S.dollars in thousands):

Carrying Amount at December 31 2002 2003

Goodwilland otherindefinite life intangible assets:

Goodwill S 118,768 S 118,768
Trademarksand trade names 22,493 22,840
Marketing rights 12,266 12,266
Distributornetwork 4,081 4,081

$ 157,608 $ 157,955
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December31 2002 2003

Gross Gross
Carrying Accumulated Carrying Accumulated
Otherfinite life intangible assets: Amount Amortization Amount Amortization
Developed technology S 22,500 S 6,841 S 22,500 S 7,666
Other 25,105 10,423 27,201 13,650
$ 47,605 S 17,264 $ 49701 $ 21316

Amortizationof finite-lived intangible assets totaled $4.8 million,S4.4millionand$4.1 millionfor the yearsendedDecember31,2001,
2002and2003, respectively. Annual estimatedamortization expense is expected to approximate $4.5 millionfor each of the five suc-
ceedingfiscal years.

The Company adopted SFAS No. 142 effective January 1,2002.Under thenew standard,goodwillandindefinite life intangible assets are
nolongeramortizedbutare subjecttoannualimpairment tests. Otherintangible assets with finite lives, such as developed technology,
willcontinue tobeamortizedover theiruseful lives. The transitional and annualimpairment tests were completedanddidnotresultin
animpairment charge.

In accordance with SFAS No.142,priorperiodamounts were notrestated. Areconciliation of the previously reportednetincomeand
earningspershare fortheyearended December31,2001, to theamountsadjusted for the reductionofamortizationexpense, net of the
relatedincome tax effect,isas follows (U.S.dollars in thousands,exceptper shareamounts):

Year Ended December31 2001

Reportednetincome S 50,313
Add: amortizationadjustment 6,352
Adjusted S 56,665
ReportedbasicEPS S .60
Add:amortizationadjustment .08
Adjusted S .68
Reporteddiluted EPS S .60
Add:amortizationadjustment .08
Adjusted S .68

6. OTHER ASSETS

Otherassets consist of the following (U.S.dollars in thousands):

December31 2002 2003
Deferred taxes S 65,708 S 70,010
Deposits fornoncancelable operating leases 14,084 15,912
Other 12,316 14,220
S 92,08 S 100,142
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7. ACCRUED EXPENSES

Accrued expenses consist of the following (U.S. dollars in thousands):

December3i 2002 2003
Income taxes payable $ 10,761 S 7792
Accrued commissionpayments todistributors 34,627 39,405
Othertaxespayable 7,860 8,916
Accrued payrolland payroll taxes 12,595 14,618
Otheraccruals 11,965 25,707
$ 77,808 S 96,438

8. LONG-TERM DEBT

TheCompany maintainsa$3o0.omillionrevolving credit facilitywithBank ofAmerica,N.A.and Bank One, N.A. for whichBankofAmerica,
N.A.actedasagent. Drawings on thisrevolving credit facility maybe used for working capital, capital expendituresand otherpurposesinclud-
ing repurchases of theCompany’soutstanding shares of Class Acommonstock. The revolving credit facilityis set to expire on May10,2004.

In August2003, theCompany enteredintoa $125.0 millionmulti-currencyprivate uncommitted shelf facility with Prudential Investment
Management, Inc. TheCompanyutilizedaportionof thisshelf facilityand aportion of the revolving credit facilityin a transaction
involving therepurchase of its shares of Class Acommonstock, see Note10. Thisportionof the long-termdebtis U.S.dollar denominated,
bears interest of approximately 4.5% perannumandwillbeamortizedintwo tranchesoverfive and seven years. As of December31,2003,
there werenooutstanding balancesunder the revolving credit facility. As of December31,2003, the Company had $75.0 millionout-
standingunder theshelf facility, S5.0 millionof whichisincluded in the currentportionof long-term debt.

The Company’s debt alsoincludes Japanese yen-denominated ten-year seniornotesissued to The Prudential Insurance Company of
Americain2o000.Thesenotesbearinterest at an effective rate of 3.03%perannumandare due October2o10,withannualprincipal pay-
ments beginningin October2004.Theoutstanding balance on thenotes wasg.7billionJapanese yen,or$81.7 millionand$90.4 million
asofDecember3i1,2002and2003, respectively. As of December31,2003, the currentportion of this long-term debt wasS12.9 million.The
Japanesenotes and therevolvingandshelf credit facilitiesare secured by guaranteesissued by the Company’s material Subsidiaries
andbyapledge of 65% to100% of theoutstanding stockof its material foreign Subsidiaries.

Interest expense relating to the long-termdebt totaled S2.5 million,$2.4millionand$3.2 millionforthe yearsended December31,2001,
2002and2003, respectively.

Thenotesandshelf facility containothertermsand conditionsand affirmative and negative financial covenants customary for credit
facilitiesof thistype. As of December31,2003, theCompanyis in compliance with allfinancial covenantsunder thenotesandshelf facility.

Maturitiesof alllong-termdebt at December31,2003,based ontheyearend exchangerate, are as follows (U.S. dollars in thousands):

Year Ending December31
2004 $ 17,915
2005 17,915
2006 27,915
2007 27,915
2008 27,915
Thereafter 45,828
Total S 165,403

| éo]



9. LEASE OBLIGATIONS

TheCompany leases office space and computer hardware undernoncancelable long-term operating leases. Most leasesinclude renewal
optionsof up to three years.Minimum future operating lease obligationsatDecember31,2003 are as follows (U.S. dollars in thousands):

Year €nding December31

2004 S 11,088
2005 10,713
2006 10,367
2007 9,727
2008 9,134
Thereafter 9,329

Total minimum lease payments S 60,358

Rental expense for operating leases totaled $19.2million,$21.omillionand $24.2millionfor the yearsended December31,2001,2002
and2003, respectively.

10. CAPITAL STOCK

TheCompany’s authorizedcapital stock consists of 25 millionshares of preferred stock, par value$.oo1pershare, 500 millionshares of
Class Acommonstock, parvalueS.oo1pershareandioomillionshares of Class Bcommonstock, parvalueS.oo1pershare. Theshares
of Class Acommonstockand Class Bcommonstockareidentical in allrespects, except for votingrights and certain conversionrights
andtransferrestrictions,asfollows: (1) eachshare of Class Acommonstockentitles theholder to one vote on matters submitted to a
vote of the Company’s stockholdersand each share of Class Bcommonstockentitles the holder to ten votes on each such matter;(2)
stockdividendsof Class Acommonstockmaybepaidonly toholders of Class Acommonstockandstockdividendsof Class Bcommon
stockmaybepaidonly to holders of Class Bcommonstock;(3)if a holder of Class Bcommonstocktransfers such sharestoaperson
otherthanapermitted transferee, as definedinthe Company’s Certificate of Incorporation,such shareswillbe converted automatically
into shares of Class Acommonstock;and(4)Class Acommonstockhasno conversionrights; however,each share of Class Bcommon
stockis convertible into one share of Class Acommonstock, in wholeorinpart,atanytimeat the optionof the holder. Substantially all
of the Class Bshares were converted to Class Asharesin November2oo3andbyMay2004allremaining shareswillbe converted.

WEIGHTED AVERAGE COMMON SHARES OUTSTANDING

The following is a reconciliation of the weighted average commonsharesoutstanding forpurposes of computingbasicanddilutednet
incomepershare (in thousands):

Year Ended December31 2001 2002 2003
Basicweighted average commonsharesoutstanding 83,472 81,731 78,637
Effectofdilutive securities:

Stockawards and options 443 1,397 904
Diluted weighted average commonsharesoutstanding 83,915 83,128 79,541

Fortheyearsended December31,2001,2002and 2003, otherstockoptionstotaling 2.8 million,2.7 millionand 2.9 million,respectively,
were excluded from the calculationof dilutedearningspersharebecause they were anti-dilutive.
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REPURCHASES OF COMMON STOCK

Since August1998, theboard of directors has authorizedthe Company to repurchase up to Sgo.omillionof the Company’s outstanding
shares of Class Acommonstock. Therepurchasesare usedprimarily to fund the Company’s equityincentive plans.During the years
endedDecember3i,2001,2002and 2003, theCompany repurchased approximately 2.5 million,1.2millionand 0.8 millionshares of
Class Acommonstockforanaggregateprice of approximately $18.1 million,S14.2millionand $8.4million,respectively, in additionto
thetransactionreferenced below. Between Augusti9g98 and December31,2003, theCompany had repurchased a total of approximately
8.7 millionshares of Class Acommonstockforanaggregateprice of approximately $81.6 million.

Additionally,in October2003, theCompany repurchased approximately10.8 millionshares of Class Acommonstock from certainmembers
of theCompany’s original stockholder group for approximately $141.6 million,whichincluded $1.6 millionof related expenses. These
stockholders also sold approximately 6.2 millionadditional shares of Class Acommonstock to third partyinvestors. The transaction
alsoincluded theagreementamong allparticipants in thetransactionto convertall of theirremaining shares of super-voting Class B
commonstockto Class Acommonstock. The termsand conditions of the repurchase were approvedbyaspecial committee of the
Company’sboard of directors comprised solely of independent directors. Thespecial committee engagedits own financial and legal
advisors in connectionwith the repurchase transaction.The Company financed the repurchase with $45.0 millionfrom existingcash
balances, approximately S20.0 millionfrom its revolving credit facility, whichwasrepaidpriortoDecember31,2003and $75.0 million
innew long-termdebtdrawnunder the S125.0 millionshelf facility.

CONVERSION OF COMMON STOCK

During2001,2002and 2003, theholders of the Class Bcommonstock converted approximately 4.6 million,3.5 millionand 45.4 million
shares of Class Bcommonstockto Class Acommonstock, respectively. The conversion of 45.4 millionshares of Class Bcommonstock
was partof therepurchase transactiondescribedabove. As of December31,2003, allbut 6,466 shares of theoutstanding Class B common
stockhadbeen converted to Class AcommonstockandbyMay2004,these remaining shareswillbe converted to Class Acommonstock.

11. EQUITYINCENTIVE PLANS

During the yearended December31,1996, theCompany’sboard of directors adopted the Nu Skin Enterprises, Inc.,1996 Stock Incentive
Plan (the “1996 Stock Incentive Plan”). The1996 Stock Incentive Plan provides for granting of stock awards and optionstopurchase
commonstockto executives,otheremployees,independent consultants and directors of the Company and its Subsidiaries.On February
7,2003, theboard of directors authorizedand the shareholders approvedanamendment to the planincreasing the number of shares
available for grant from 8 millionto 13 million.Asof December31,2003, approximately 8.2 millionshares have been granted.

In2001theCompany offered to exchange certainoutstanding optionstopurchase shares of NuSkin’s Class Acommonstockheld by eli-
gible optionholders granted under the1996 Stock Incentive Plan having an exerciseprice equal to or greater thanS10.o00pershare for
new optionstopurchase shares of NuSkin’s Class Acommonstock. A total of goemployeestendered 950,1250ptionstopurchase the
Company’s Class Acommonstock, which optionswerecancelled on October17,2001, in return for commitments of new grants on the
grant date of April19,2002.These new optiongrants wereissuedonApril19,2002at an exerciseprice of S12.45pershare.

Effective November21,1996, theCompanyimplementedaone-timedistributor equityincentive program which provided for grants of
optionsto selected distributors for the purchase of 1,605,000shares of the Company’s Class Acommonstock. The optionswere exercis-
able ataprice of S5.75pershare and vested one year from the effective date. The Company recorded distributor stock expense of $19.9
millionover the vestingperiod. Asof December31,2003, thisone-timedistributor equityincentive program concluded. At that date,
approximately 1.2 millionof these optionshad been exercised throughoutthe years of the program and the remaining optionswere
eithercancelled or forfeited.
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Pursuant to theacquisitionof Pharmanexin1998,theCompanyassumedoutstanding optionsunder two stockoptionplans.The options
were converted into theright to purchase approximately 261,000 shares of theCompany’s Class A common stock.

The deferred compensationat December 21,2003 represents a restricted stock award of 250,000 shares of the Company’s Class A
commonstock granted to the Company’s newly appointed Chief Executive Officer and Presidentin2003, whichvests over fouryears.
TheCompanyisamortizing this deferred expense over the vestingperiod.Compensationexpense for thisrestricted stock award totaled
So0.7 millionin2003.

A summary of theCompany’s stock optionplans asof December31,2001,2002and2003andchangesduring the years thenended,is

presented below:
2001 2002 2003

Weighted Weighted Weighted

Average Average Average

Shares Exercise Shares Exercise Shares Exercise
(inooos) Price (inooos) Price (inooos) Price
Outstanding - beginning of year 5,838.9 S 10.89 5,177.1 S 9.84 6,824.6 S 10.46
Granted at fairvalue 902.5 7-49 2,103.4 11.90 1,728.1 10.82
Exercised (138.0) 5.76 (204.5) 6.34 (1,289.8) 6.82
Forfeited/canceled (1,426.3) 13.03 (251.4) 13.25 (491.0) 6.34
Outstanding - end of year 5,177.1 9.84 6,824.6 10.46 6,771.9 11.54
Optionsexercisable at year-end 2,501.7 S 9.76 3,349.1 S 9.60 3,225.0 S 11.44

The following table summarizesinformation concerningoutstanding and exercisable optionsat December31,2003:

Options Outstanding Options Exercisable

Weighted Weighted Weighted

Average Average Average

Shares Exercise Years Shares Exercise
(inooos) Price Remaining (inoooas) Price
$0.92t0 $5.75 89.2 $ 5.40 479 89.2 S 5.40
$6.50t0811.00 2,974.5 8.21 7.42 1,650.1 7.84
S11.50t0S16.00 2,838.7 12.38 831 926.9 12.79
$17.00t0528.50 869.5 20.82 5.32 558.8 20.82
6,771.9 11.54 7-49 3,225.0 11.44

The fairvalue for these optionswas estimated at the date of grant using a Black-Scholes optionpricingmodel with the following
weighted-averageassumptions:

2001 2002 2003
Risk-freeinterest rate 4.5% 3.6 % 2.7%
Expectedlife 2.9 years 3.3 years 3.8 years
Expected volatility 60.0 % 52.7 % 54.2%
Expecteddividendyield 2.8% 2.2% 23%
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The weighted-average grant date fairvalues of optionsgranted during2001,2002and 2003 were $3.12,$4.18 and $3.92, respectively.

Effective February 1,2000,the Company’sboard of directors adopted the Employee Stock Purchase Plan (the “Purchase Plan”), which
provides for theissuance of a maximum of 200,000 shares of Class Acommonstock. Eligible employeescanhave up to15% of their
earningswithheld, up to certain maximums, tobe used to purchase shares of theCompany’s Class Acommonstock on everyApril3o,
July31,0ctober3iorJanuary 31 (the “Purchase Date”). Theprice of the Class Acommonstockpurchasedunder the Purchase Planwillbe
equal to 85% of the lower of the fairmarket value of the Class Acommonstock on the commencement date of each three-month offering
periodorPurchase Date. During2003, approximately19,000shares were purchased atprices ranging from $7.61to$g.72 pershare. At
December31,2003, approximately 133,000 shares were available under the Purchase Plan for futureissuance.

12. INCOME TAXES

Consolidatedincomebefore provision forincome taxes consists of the following for the yearsended December31,2001,2002and2003
(U.S.dollars in thousands):

2001 2002 2003
u.s. S 45,266 S 68,540 S 102341
Foreign 34,595 34,385 5,398
Total S 79,861 $ 102,925 $ 107,739

The provision for current and deferred taxes for the yearsended December31,2001,2002and 2003 consists of the following
(U.S.dollars in thousands):

2001 2002 2003
Current
Federal S 1,812 S 2,800 S 1,709
State 2,078 4,548 3,049
Foreign 25,529 26,957 57,573
29,419 34,305 62,311
Deferred
Federal 3,330 6,819 16,641
State (242) (1,268) 676
Foreign (2,959) (1,774) (39,765)
129 3,777 (22,448)
Provision forincome taxes S 29,548 S 138,082 $ 39,863
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Theprincipal components of deferred taxassets are as follows (U.S. dollars in thousands):

December31 2002 2003
Deferred tax assets:
Inventory differences S 5,878 S 47390
Foreign tax credit 26,286 10,810
Distributor stockoptionsandemployee stock awards 4,484 48
Capitalizedlegal and professional 793 679
Accrued expensesnot deductible untilpaid 21,931 20,097
Withholding tax 3,587 3,773
Minimum tax credit 16,143 18,380
Foreign deferred tax assets - 18,919
Net operating losses 3,122 1,103
Controlled foreign corporationnetlosses 5,962 6,465
Capitalizedresearch and development 6,856 8,803
Prepaidselling expenses 10,385 10,992
Other — 2,200
Total deferred tax assets 105,427 106,659
Deferred tax liabilities:
Foreign deferred tax 20,846 =
Exchange gainsandlosses 9,881 7,762
Pharmanex intangibles step-up 16,542 16,256
Amortizationof intangibles 2,975 4,410
Other 6,005 4,115
Total deferred tax liabilities 56,249 32,543
Deferred taxes,net S 49,178 S 74,116

The components of deferred taxes,neton aclassifiedbasisare as follows (U.S.dollars in thousands):

Year Ended December31 2002 2003
Current deferred tax assets S 39,719 S 36,649
Noncurrent deferred tax assets 65,708 70,010
Total deferred tax assets 105,427 106,659
Current deferred tax liabilities 10,665 1,369
Noncurrent deferred tax liabilities 45,584 31,174
Total deferred tax liabilities 56,249 32,543
Deferred taxes,net S 49,178 S 74,116

TheCompany has considered projected future taxableincome and ongoing tax planning strategiesin determining that no valuation

allowance is required.

Thenetoperating losscarryforwards expirein 2018, while the foreign tax credits expire during theyears2oo04and2o00s5. Utilizationof these

lossandcreditcarryforwards is subjecttoannual limitations;however, management believes that itismorelikely thannotthat theCompany

willgenerate sufficient taxableincome inthe appropriate carry forwardperiodsto realizethebenefit of thenetdeferred tax assets.
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TheCompany is subjectto regular audits by federal, state and foreign tax authorities. These audits may result in proposed assessments
that may resultin additional taxliabilities. The Company accounts foranyincome tax contingenciesinaccordance with SFAS No. 5,
Accounting for Contingencies.

Theactual tax rate for the yearsended December31,2001,2002and 2003 compared to the statutory U.S. Federal tax rate is as follows:

Year Ended December 31 2001 2002 2003
Income taxes at statutory rate 35.00 % 35.00 % 35.00 %
Foreign tax credit limitation (benefit) - .20 (1.80)
Non-deductible expenses 2.14 .22 16
Branchremittance gainsandlosses (.85) (.55) (38)
Distributor stock optionsandemployee stock awards - - 1.94
Other 71 213 2.08
37.00 % 37.00 % 37.00 %

13. EMPLOYEE BENEFIT PLAN

The Company hasa401(k)defined contributionplan whichpermitsparticipatingemployeesto defer up to a maximum of 15% of their
compensation,subjecttolimitationsestablishedbythe Internal Revenue Code. Employeeswho work a minimum of 1,000hoursperyear,
who have completed at least one yearof serviceand whoare 21years of age or olderare qualifiedtoparticipate in the plan. The Company
matches100% of thefirst2% and 50% of thenext 2% ofeachparticipant’s contributionsto the plan.Participant contributionsare
immediately vested.Company contributionsvestbased on theparticipant’s years of service at 25% peryearover fouryears. TheCompany’s
contributiontotaled $1,038,000,$1,249,000and $1,125,000 for the yearsended December31,2001,2002and 2003, respectively.

14. EXECUTIVE DEFERRED COMPENSATION PLAN

TheCompany has an executive deferred compensationplan for select management personnel. Under this plan, the Company currently
makes a contributionof10% ofeachparticipant’s salary. In addition,eachparticipant has the optionto deferaportionof theircompen-
sationupto a maximum of 100% of theircompensation.Participant contributionsareimmediately vested. Company contributionsvest
based on theearlierof (a) attaining 60 years of age, (b) continuousemployment of 20 years or (c) death or disability. The Company’s
contributiontotaled $338,000,$367,000andS554,000 for the yearsended December31,2001,2002and 2003, respectively. The
Company hadaccrued $1.6 millionand $3.3 millionasof December31,2002and 2003, respectively, related to the Executive D eferred
CompensationPlan.

15. DERIVATIVE FINANCIALINSTRUMENTS

AtDecember3i,2002and2003, theCompany held forward contracts designated as foreign currencycash flowhedgeswithnotional
amounts totaling approximately $S124.6 millionand $64.3 million,respectively, to hedge forecasted foreign-currency-denominated inter-
company transactions.All such contracts were denominated in Japanese yen.Asof December31,2002and2003, $3.7 millionofnet
unrealizedlossesand $3.9 millionof netunrealizedloss,netof related taxes, respectively, were recorded in accumulated other compre-
hensive loss.The contracts held at December31,2003 have maturitiesthroughDecember2oo4andaccordingly, allunrealizedgainsand
losses on foreign currencycash flowhedgesincluded in accumulated other comprehensive losswillberecognizedin currentearnings
overthenexti2months.Thepre-taxnet gainson foreign currencycash flowhedgesrecorded in currentearnings were $7.6 millionand
S4.5millionfortheyearsendedDecember3i,2001and2002,respectively,and the pre-taxnetloss on foreign currencycashflowhedges
recorded in currentearnings was $5.3 millionfor the yearended Decembers31,2003.
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During2001,2002and2003, theCompanydidnothave any gainsorlossesrelated tohedgingineffectiveness.Additionally, no compo-
nent of gainsandlosses was excluded from theassessment of hedging effectiveness.During2001,2002and2003, theCompanydidnot
have any gainsorlossesreclassifiedintoearnings as a result of thediscontinuance of cash flowhedges.

16. SUPPLEMENTAL CASH FLOW INFORMATION

Cashpaidforinterest totaled $2.4million,S2.3 millionand$2.7 millionfor the yearsended December31,2001,2002and 2003, respectively.
Cashpaidforincometaxes totaled $18.4million,S18.8 millionand $26.6 millionfor the yearsended December31,2001,2002and 2003,
respectively.

17. SEGMENTINFORMATION

TheCompany operates in a single reportable operating segment by selling products to a globalnetwork of independent distributors that
operates in a seamless mannerfrom market to market except for our operationsinMainland China. In Mainland China, weutilizean
employedsales force to sellour products throughfixed retaillocations.The Company’s largest expense (selling expenses)isthe com-
missionsandMainland China salesemployee expenses paid on productsales. TheCompany managesits businessprimarily by manag-
ing its global sales force. TheCompany doesnotprepare or use profitability reports on a segmentbasis for makingbusinessdecisions.
However, the Company doesrecognizerevenue in fivegeographicregions:North Asia, Greater China, NorthAmerica,South Asia/Pacific
and Other Markets.

Revenuegeneratedineach of these regionsisset forth below (U.S. dollars in thousands):

Year Ended December31 2001 2002 2003
REVENUE
North Asia $ 553,910 $ 593,860 S 617,677
Greater China 93,405 104,877 135,535
NorthAmerica 155,935 145,952 122,762
South Asia/Pacific 56,885 91,110 75,816
OtherMarkets 25,486 28,268 34,667
Total S 885,621 S 964,067 S 986,457

Revenuegeneratedbyeach of its three productlinesisset forth below (U.S.dollars in thousands):

Year Ended December31 2001 2002 2003

REVENUE

NuSkin S 423,707 $ 470,567 S 476,150

Pharmanex 396,307 439,019 472,107

BigPlanet 65,607 54,481 38,200
Total S 885,621 S 964,067 S 986,457

Additional informationasto theCompany’s operationsinthemost significantgeographical areasis set forth below (U.S.dollars in thousands):

REVENUE

Revenue from the Company’s operationsinJapantotaled $508,141,S529,740and $558,654 for the yearsended December31,2001,2002
and 2003, respectively. Revenue from the Company’s operationsinthe United States totaled $148,975, S136,580 and $113,34 0 for the
yearsended December31,2001,2002and 2003, respectively.
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LONG-LIVED ASSETS

Long-livedassets in Japanwere$20,210andS18,553as of December31,2002and 2003, respectively. Long-lived assets in the United States
were $276,030and $286,659 asof December3i1,2002and 2003, respectively.

18. RESTRUCTURING AND OTHER CHARGES

During the third quarter of 2003, theCompany recorded restructuringand othercharges of $5.6 million,including $5.1 millionof expenses
relating toan early retirement program and otheremployee separationcharges. Asaresult, theCompany’s overallheadcount was reduced
by approximately 130 employees, the majority of which were related to the eliminationof positionsat theCompany’s U.S.headquarters.
These expenses consisted primarily of severance and other compensationcharges. The Company also completed the divestiture of its
professional employerorganizationresulting in a charge of approximately $o.5million.Revenue from the professional employer organ-
izationtotaled $24.7 million,$22.omillionand$9.1 millionfor the yearsended December31,2001,2002and 2003, respectively.

The components of restructuringand otherchargesare summarizedasfollows (U.S.dollars in thousands):

Total Incurred Amounts Accrued as of
During the Paid December 31,
Third Quarterz003 in2003 2003
Severance and other compensation $ 5,067 S 4,114 S 953
Other 525 415 110
Total S 5,592 S 4,529 S 1,063

Thisamount accrued as of December3i1,2003isincluded withinaccruedliabilities,the majority of whichisexpectedtobepaidby
March31,2004.

19. COMMITMENTS AND CONTINGENCIES

The Company is subjectto governmental regulationspertaining to product formulation,labelingand packaging, product claimsand
advertisingand to theCompany’sdirectselling system.TheCompany is also subjectto the jurisdictionof numerous foreign tax authorities.
Any assertionsordeterminationthat eitherthe Company or the Company’s distributorsisnotin compliance with existing statutes,
laws,rules orregulationscould potentially have a material adverse effect onthe Company’s operations.In addition,inany country of
jurisdiction,theadoptionof new statutes, laws,rules orregulationsorchangesintheinterpretationof existing statutes, laws,rulesor
regulationscould have a material adverse effect onthe Company and its operations.Althoughmanagement believes that the Company
isin compliance, in all material respects, with the statutes, laws,rules and regulations of every jurisdictioninwhich it operates,no
assurance can be given that theCompany’s compliance with applicable statutes, laws,rulesandregulationswillnotbechallengedby
foreign authorities orthat such challengeswillnothave a material adverse effect ontheCompany’s financial position orresults of oper-
ationsorcashflows.TheCompany and its Subsidiariesare defendants inlitigationand proceedingsinvolving variousmatters. In the
opinion of theCompany’s management,baseduponadvice of its counsel handling suchlitigationand proceedings,adverse outcomes,
if any,willnotlikely result in a material effect on the Company’s consolidated financial condition,results of operationsorcashflows.

20. PURCHASE OF LONG-TERM ASSETS

In March2002,theCompany acquired the exclusive rights to anew laser technology related tomeasuring the level of certainantioxidants.
Theacquisitionconsisted of cash payments of $ 4.8 million(including acquisitioncosts) and theissuance of 106,667 shares of theCompany’s
Class Acommonstockvalued at approximately $900,000.In addition,the acquisitionincludes contingent cash payments up to$8.5
millionandupto1.2 millionshares of theCompany’s Class Acommonstockif certain development and revenue targets aremet.
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InApril2o02,theCompany acquired First Harvest International, LLC, a small dehydrated food manufacturer. The Company paid a total
of $2.7 millionincluding theassumptionof certainliabilities for this transaction.

21. SUBSEQUENT EVENT

In January 2004, theboard of directors declared a quarterlycash dividend of So.o8 per share for all classes of commonstocktobepaid
on March 24,2004 to stockholders of record on March 5,2004.

To theBoard of Directors and Stockholders of NuSkin Enterprises, Inc.:

Inouropinion,theaccompanying consolidated balancesheets and therelated consolidated statements of income, stockholders’ equity
andcash flows present fairly, in all material respects, the financial position of Nu Skin Enterprises, Inc.and its subsidiariesat
December3i,2002and 2003, and the results of theiroperationsandtheircashflows foreachof the three yearsin theperiodended
December31,2003 in conformitywith accountingprinciplesgenerally accepted in the United States of America. These financial statements
are theresponsibility of the Company’s management;ourresponsibilityis to expressanopinion onthesefinancial statementsbasedon
our audits. We conducted our audits of these statements in accordance with auditing standards generally accepted in the United States
of America,whichrequire that we planand performthe audit to obtainreasonable assurance aboutwhetherthefinancial statements
are free of material misstatement. An auditincludes examining, on a testbasis, evidence supporting theamountsanddisclosuresin the
financial statements,assessing theaccountingprinciplesused and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonablebasis for our opinion.

Asdiscussedin Note 5 to the consolidated financial statements, effective January 1,2002,theCompany changeditsmethod of accounting
forgoodwillinaccordance with Statement of Financial Accounting Standards No.142, Goodwilland Other Intangible Assets.

(Bussolobose s A

PricewaterhouseCoopers LLP
Salt Lake City, Utah

March1s,2004
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Our Class Acommonstockislisted on the New York Stock Exchange (“NYSE”) and tradesunder the symbol “NUS.” The following tableis
basedupontheinformationavailable tous and sets forth the range of the high andlow salesprices forour Class Acommonstock for the
quarterlyperiodsduring2o0o2and2o003baseduponquotationsonthe NYSE.

Quarter Ended High Low

March 31,2002 S 11.19 S 7.10
June3o,2002 14.86 10.01
September30,2002 14.25 8.50
December31,2002 13.09 9.67
Quarter Ended High Low

March31,2003 S 13.40 S 8.82
June3o,2003 10.50 8.75
September30,2003 12.90 10.22
December31,2003 17.98 12.77

The marketprice of our Class Acommonstockis subjectto significant fluctuationsinresponse to variationsinour quarterly operating
results,general trendsinthe market forourproducts and productcandidates,economic and currencyexchangeissuesinthe foreign
markets in which we operate and other factors, many of whicharenotwithin our control. In addition,broad market fluctuations,aswell
asgeneral economic,businessandpolitical conditionsmay adversely affectthe market for our Class Acommonstock, regardlessofour
actual or projected performance.

The closingprice of our Class Acommonstock on February 27,2004,was$19.15. The approximate number of holders of record of our Class A
commonstockas of February 27,2004 was 815. This number of holders of record doesnotrepresent theactual numberofbeneficial
owners of shares of our Class Acommonstockbecause sharesare frequently held in “streetname” by securitiesdealers and others for
thebenefit ofindividual owners who have theright to vote theirshares. We have a small numberof outstanding Class B sharesheld by
oneindividual that werenot converted to Class Ashares as of December31,2003. These remaining Class B shareswill be converted to
ClassAsharesinconnectionwithourannual shareholdermeeting tobe held in May2004.

We declaredandpaidaSo.o6 persharedividend for all classes of commonstockinMarch, June, Septemberand Decemberof2002,anda
So.o7pershare quarterly dividend for all classes of commonstockinMarch, June, Septemberand Decemberof2003. Theboard of directors
declared a quarterlycashdividend of So.o8 per share. The quarterlycashdividendwaspaid on March24,2004,to stockholders of record on
March 5,2004.Management believes that cash flows from operationswillbe sufficient to fund this and future dividend payments, if any.

We expectto continue to pay dividendsonourcommonstock. However, the declarationof dividendsissubjectto thediscretionofourboard
ofdirectorsandwill dependuponvariousfactors,includingournetearnings, financial condition,cashrequirements, future prospects
andother factors deemedrelevantbyourboard of directors.
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ANNUAL MEETING

Nu Skin Enterprises’ annual stockholders’meetingwillbeheld

at 4 p.m.onMonday, May 17,2004 at:

One NuSkinPlaza
75 West Center Street
Provo, Utah 84601

INDEPENDENT AUDITORS

PricewaterhouseCoopers LLP
36 South State Street, Suite 1700
Salt Lake City, Utah84111

Telephone:801-531-9666

STOCK LISTING

Nu SkinEnterprises’ stockislisted onthe New York Stock
Exchangeunder theticker symbol:NUS

TRANSFER AGENT

Inquiriesregarding lost stock certificates, consolidation of
accounts,and changesinaddress,name, or ownershipshould
beaddressed to:

AmericanStock Transfer & Trust
59 Maiden Lane
New York, New York10038

Domestictelephone:877-777-0800
International telephone:718-921-8200

CORPORATE HEADQUARTERS

Nu Skin Enterprises
75 West Center Street
Provo, Utah 84601

Telephone:801-345-6100

COMPANY WEB SITES

Nu Skin Enterprises:www.nuskinenterprises.com
Nu Skin:www.nuskin.com

Pharmanex: www.pharmanex.com

Big Planet:www.bigplanet.com

ADDITIONAL STOCKHOLDERINFORMATION

Additional informationandnews aboutNu Skin Enterprisesis

available at www.nuskinenterprises.com.Forinvestorinformation,
inquiries,annual reports,and SECfilings, call 801-345-6100,

e-mail callen@nuskin.com, orwrite Investor Relationsat the cor-
porateheadquarters.

FORWARD-LOOKING STATEMENTS

Thisannual reportcontains forward-looking statements, which
represent the Company’s expectationsandbeliefs about future
events and operating results as of the date of thisreport,including
theoutlook for future growth and performance, strategicinitia-
tives,new products and anticipated 2004 results. Words or phrases

”» « ” ” «

such as “believes,” “expects,” “anticipates,” “plans,” and similar
wordsorphrasesareintended to helpidentify forward-looking
statements. These forward-looking statements are subject torisks
anduncertainties,including thoserisksand uncertaintiesidentified
under the captionNote Regarding Forward-Looking Statementsin
thisannual reportandthoseidentifiedinthe Company’smost recent
10-K. The forward-looking statements represent the Company’s
views as of the date of thisreportanditassumesnodutytoupdate

these forward-looking statements.

RECONCILIATION TO GAAP EARNINGS PER SHARE

Management believes thenon-GAAPearnings per sharemeasure
provided hereinassists management and investors in evaluating,
and comparing fromperiodtoperiod,results from ongoing oper-
ationsinamoremeaningful and consistent mannerwhile also

highlightingmoremeaningful trendsinthe results of operations.

(U.S. dollars inooo4, except per share amounts) 2002 2003

GAAPnetincome asreported S 64,843 S 67,876

One-timecharges:

Chargesrelated toheadcount reductions

andearly retirement program - 5,067
Divestiture of PEO - 525
Tax effects on adjustments - (2,069)

Total charges, netof tax effects - 3,523
Netincome excludingone-timecharges S 64,843 S 71,399

Dilutedincomepershare excluding
one-timecharges S 0.78 S 0.90
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