
S E L E C T E D � C O N S O L I DAT E D � F I NA N C I A L � DATA

The�following � selected�consolidated�financial � data �as �of �and�for � the �years�ended�December�31,�1999,�2000,�2001, �2002�and�2003�have
been�derived�from�the �audited �consolidated�financial � statements.

Year �Ended�December�31

(U.S. dollars � in � thousands, except � per �share � data) 1999 2000 2001 2002 2003

I N C O M E � STAT E M E N T � DATA :

Revenue $ 894,249 $ 879,758 $ 885,621 $ 964,067 $ 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

Restructuring�and�other�charges — — — — 5,592

Total � operating � expenses 612,721 640,003 636,057 667,388 702,605

Operating�income 129,847 90,413 71,481 105,811 107,307

Other�income�(expense),�net (1,411) 5,993 8,380 (2,886) 432

Income�before �provision�for�income�taxes 128,436 96,406 79,861 102,925 107,739

Provision�for�income�taxes 41,742 34,706 29,548 38,082 39,863

Net�income(1) $ 86,694 $ 61,700 $ 50,313 $ 64,843 $ 67,876

Net�income�per�share:

Basic $ 1.00 $ 0.72 $ 0.60 $ 0.79 $ 0.86

Diluted $ 0.99 $ 0.72 $ 0.60 $ 0.78 $ 0.85

Weighted�average�common�shares�outstanding�(000s):

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

Diluted 87,893 85,642 83,915 83,128 79,541

B A L A N C E � S H E E T � DATA � (at � e nd � o f � period):

Cash�and�cash�equivalents $ 110,162 $ 63,996 $ 75,923 $ 120,341 $ 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

Current�portion�of � long-term�debt 55,889 — — — 17,915

Long-term�debt 89,419 84,884 73,718 81,732 147,488

Stockholders’ �equity 309,379 366,733 379,890 386,486 290,248

S U P P L E M E N TA L � O P E R AT I N G � DATA � (at � e nd � o f � period):

Approximate � number�of�active�distributors(2) 510,000 497,000 558,000 566,000 678,000

Number�of � executive�distributors(2) 21,005 21,381 24,839 27,915 29,131

(1) In � January�2002,�we�adopted�SFAS�No.�142,�“Goodwill�and�Other�Intangible�Assets.∏”�Assuming�no�amortization�of�goodwill�and�other�indefinite-lived�intangibles�for�all�periods�presented

prior�to �adoption,�net�income�would � have�been�$93 � million,�$68 � million�and�$57 � million�for�each�of � the �years�ended�December�31,�1999,�2000,�and�2001, � respectively. � For�2003, �net

income�includes�a �pre-tax�non-recurring�charge�of �$6 �million�due � to � restructuring�and�other�charges�incurred�during � the � third � quarter.

(2) Active�distributors�are � those�distributors � who�were � resident � in � the�countries�in�which�we � operated�and�who�purchased�products � during � the�three�months�ended�as �of � the�date�indicated.

An�executive�distributor�is�an�active�distributor�who�has�achieved�required�personal�and�group�sales�volumes.�Following � the�opening � for�retail�business�in�Mainland�China � during�2003,

active�distributors�includes�117,000�preferred�customers �and�executive�distributors�includes�3,100�employed,�full-time�sales �representatives.

33



M A NA G E M E N T ’ S � DI S C U S S I O N � A N D � A NA LYS I S � O F � F I NA N C I A L � C O N DI T I O N �
A N D � R E S U LT S � O F � O P E R AT I O N S

The�following�discussion�of�our�financial � condition�and�results � of � operations�should �be � read�in�conjunction�with � the�Consolidated�Financial
Statements �and�related�Notes � thereto, � which�are�included� in � this�Annual � Report.

O V E RVI E W

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 �Nu�Skin�and�Pharmanex�brands.�We � also � market � technology �products�and
services�and�a � line�of�home�care �products�under � the �Big �Planet�brand.�We � had�revenue � of �$986 � million�in�2003�and�a�global�network � of
approximately � 678,000�active�independent�distributors.�Approximately�29,000�of�our�active�distributors � have�achieved�executive�distributor
status.�Our �executive�distributors � play�an�important � leadership � role�in�our�distribution�network�and�are�critical � to � the�growth�and�prof-
itability �of�our�business.�We � develop�and�market�branded�consumer�products � that � we �believe �are � well �suited� for�direct�selling. �Our�dis-
tributors � market �and�sell �our�products �by �educating � consumers � about�the�benefits�and�distinguishing�characteristics�of �our �products
and�by�providing�personalized�customer�service. � Through�dedicated �research�and�development, �we � continually � develop�and� introduce
new�products�and�enhance�our �existing�line�of �products � to �provide�our�distributors �with �a �differentiated�portfolio�of �premium�products.
We�are � able � to � attract�and�motivate � high-caliber�independent�distributors�because � of �our � focus�on�developing�innovative �products,�our
attractive �global � compensation�system�and�our�advanced�technological�distributor �support.

We � currently � operate � in � over �30 �countries�throughout�Asia, �North�and�South�America�and�Europe. � In�2003, � approximately �89%�of�our
revenue � was�generated � in �markets�outside � of � the �United �States�and�is � translated�into � U.S. �dollars � from�each�market’s � local � currency
using � quarterly � weighted�average�exchange�rates.�Approximately�84%�of �our�revenue � was�generated�from�our�Asia�markets,�with � revenue
from�Japan�representing � approximately � 57%�of �our�revenue. �As �a � result,�our�financial � results�can�be�negatively�impacted�by�the�weakening
of � foreign�currencies�relative � to � the �U.S. �dollar�and�economic�and�business�conditions�in�Asia,�particularly � in � Japan.�

The� following � table � sets � forth � revenue� information�by�region�for � the�time�periods�indicated.�This � table�should �be � reviewed� in �connection
with � the � tables�presented�under�“Results � of � Operations,” � which�disclose � selling � expenses�and�other�costs�associated�with�generating � the
aggregate � revenue�presented.

Year �Ended�December�31

(U.S. dollars�in�millions) 2001 2002 2003

R E V E N U E � BY � R E G I O N

North�Asia � $ 553.9 63% $ 593.9 62% $ 617.7 63%

Greater�China 93.4 10 104.9 11 135.5 14

North�America 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 28.3 3 34.7 3

$ 885.6 100% $ 964.1 100% $ 986.5 100%

Our�revenue � depends�upon�the �number�and�productivity �of�independent�distributors � who�purchase�products�and�sales �materials�from�us
in� their�local � currency�for �resale � to � their�customers �or � for�personal �use. � Information�concerning � the �number�of�active �and�executive�dis-
tributors � for � the�past � three �years � is �provided�below�under � the�heading�“Distributor � Information.”�Because � we�distribute � almost � all �of�our
products � through�our�independent�distributors, �our�failure � to � retain�our�existing�distributors �and�recruit �additional�distributors � could
have�an�adverse � effect�on�our�revenue.
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Our�business�and�the�direct�selling�and�nutritional � supplement�industries�are � subject�to � extensive�governmental � regulations�throughout
the�world, �which�impose � some�restrictions�on�our�business�and�create � certain�business�risks,�including � the�imposition�of �fines�or�sus-
pension�of �our �operations�if � we � fail �to � comply �with � such�regulations.�Some�of � the�more � significant � regulatory�risks�facing�our�business
today�include � regulatory�risks�in�Mainland�China � where � we�are �not �allowed�to � operate �using�our�direct�selling�model �and�we � continue � to
be�subject�to � regulatory � scrutiny,�uncertainty �regarding � the �status�of �our�Pharmanex � BioPhotonic�Scanner�as�a�non-medical � device � in
the�United�States�and�Japan,�and�efforts � to �enact�more � stringent � laws�and�regulations�related�to � nutritional � supplements � as � a � result � of
adverse �publicity �related�to � deaths�associated�with � ephedrine, � a � supplement � we � have�never �marketed.

We � source � the �majority �of �our�products � from�manufacturers � located� in � the �United�States. �In � connection�with�our �operations�in�Mainland
China,�we�acquired�a �manufacturing � facility�in�Mainland�China�and�are � manufacturing�our�own�products � for�distribution�in�Mainland�China.
Cost � of �sales�primarily � consists � of � the �cost � of �products�purchased�from�third�party�vendors,�generally � in �U.S. �dollars, �and�the�freight � cost
of �shipping � these�products � to�distributors, �as �well�as�import�duties�for �the�products.�Cost � of �sales�also�includes�the�cost � of �sales�materials
sold � to�distributors � at �or �near�cost. �Sales �materials �sold � to�distributors � at �or �near�cost �are�generally�purchased� in � local � currencies.�As
the�sales �mix�changes�between�product�categories�and�sales �materials, �cost � of �sales�and�gross�profit � may � fluctuate � to � some�degree �due
primarily � to � the�margin�on�each�product�line.�Because � we�purchase � a � significant � majority�of�our�goods�in�U.S.�dollars�and�recognize�revenue
in� local � currencies,�we �are � subject�to � exchange�rate�risks�in�our�gross�margins.

Selling � expenses�(previously � referred � to �as �distributor�incentives), �classified�as�operating � expenses,�are�our�most � significant � expense.
Our�global �sales �compensation�plan�is�an�important � factor� in�our�ability � to � attract�and�retain�distributors. �Selling � expenses�are�paid�to
several � levels �of�distributors�on�each�product�sale. � The�amount � of � the�incentive�paid�varies�depending �on � the�purchaser’s�position�within
our�Global�Compensation�Plan.�Selling � expenses�are�paid�monthly�and�are�based�upon�a�distributor’s�personal�and�group�product�volumes,
as �well � as � the�group�product �volumes�of � up � to � six � levels �of � executive�distributors � in � their�downline�sales�organizations.�Distributors
also � have � the �opportunity � to � make � retail �profits � by � selling � the�products � they�purchase � from�us �at � wholesale � to � retail �customers �with
a � retail �mark-up. � We � do�not�pay � commissions�on�these � retail�sales�by�distributors � to � their�customers �and�do �not �recognize�any � revenue
or �commission�expense� from�these � retail�sales�by�distributors � to � their�retail �customers. � In � some�markets, �we � allow�individuals �who�are
not�distributors � to �buy �products �directly � from� us � at � preferred�prices. �We � pay � commissions�to � the � referring�distributors �and �sales
employees�on�these �sales �made�directly � by � us � to � the�“preferred �customers.” � Small � fluctuations�occur � in � the�amount � of � incentives�paid
as � the�network � of �distributors�actively�purchasing�products �changes�from�month � to�month. �However, � due � to � the �size�of �our�distributor
force � of � approximately � 678,000�active�distributors, � the � fluctuation�in�the �overall �payout � is � relatively � small. �The �overall �payout�has
typically � averaged�from�41%�to �43%�of �global �product�sales. �We � also � make�modifications�and�enhancements � to �our �compensation�plan
to�help�motivate�distributors �and�develop � leadership�characteristics,�which�can�have�an�impact�on�selling � expenses.�Sales �materials�and
starter�kits �are �not �subject�to � selling � expenses.�We�previously � referred�to � “selling � expenses” �as � “distributor�incentives”�in�our�financial
statements. � The � reason � for � the �change � in � title � is �because � the �sales � representatives � in � Mainland�China � are �employees, �as �oppose d �
to �independent�distributors . �

General�and�administrative � expenses�(previously � referred�to �as � selling,�general�and�administrative � expenses)�include � wages�and�benefits,
depreciation�and�amortization,�rents�and�utilities,�travel, �promotion�and�advertising�including � costs � of�distributor �conventions,�which
are � expensed� in � the�period�in�which�they�are�incurred,�research�and�development,�professional � fees�and�other�operating � expenses.�The
most � significant�portion�of�our�general�and�administrative � expenses� is � labor�expenses. �

Provision�for�income�taxes�depends�on�the�statutory � tax � rates�in�each�of � the� jurisdictions�in�which�we � operate. � For �example, � statutory � tax
rates�are � 16%� in �Hong � Kong, �25%�in �Taiwan,�30%�in�South � Korea, �46%�in�Japan�and�33%�in�Mainland�China; �however, � we �are � currently
benefiting�from�a � tax�holiday � in �Mainland�China. �We�are � subject�to � taxation�in�the �United�States �at � a � statutory � corporate � federal � tax � rate
of �35%�and�we � also �pay � taxes � in �various�states. �However, � we � receive � foreign � tax �credits � in � the �United �States � for � the�amount � of � foreign
taxes�actually �paid� in �a �given�period,�which�are�utilized�to � reduce � taxes � in � the �United�States � to � the �extent � allowed.�We � have � historically
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experienced �high �effective � foreign � tax � rates � in � comparison � to � the �overall � effective � tax � rate, � which� is �due � to � the�impact�of: � (1) � foreign
activities�with�pre-tax � losses � that �provide � a � tax�benefit � in � the �United�States, �but�not�in�the � foreign� jurisdictions;�(2)�higher�tax � rates�in
certain�foreign� jurisdictions,�particularly � Japan,�which�accounts � for �a � significant�portion�of � the � foreign�pre-tax�income�each�year;�and
(3)�the�effect�of � foreign�withholding � taxes,�which�factor�into � the�total � tax�provision,�but�are�not�based�on�income. � We � experienced �a �higher
foreign�tax � rate� in�2003�compared�to�2002�and�2001�due � to � reduced�taxable � foreign�income, � coupled�with � consistent � foreign�withholding
taxes,�which�are�non-income�based�taxes.�Our �effective � U.S. �tax � rates � in �comparison�to �our �overall �effective � tax � rate �are � lower �due � to � the
impact�of � applicable � foreign�tax�credits � in � the �U.S.�income�tax � expense�breakdown.

From�September�1999�to � August�2003, � we � operated�a �professional�employer�organization�that�outsourced�personnel�and�benefit � services
to � small�businesses� in � the �United�States. �We � sold � the�professional�employer�organization�during � the � third � quarter �of�2003. � Revenue � for
the�professional�employer�organization�consisted�of � service � fees�paid�by�its � clients. �For�our�professional�employer�organization,�cost � of
sales�included�the�direct�costs, �such�as�salaries,�wages�and�other�benefits,�associated�with � the �worksite�employees.

C R I T I C A L � A C C O U N T I N G � P O L I C I E S

The�following�critical �accounting�policies�and�estimates�should �be � read�in�conjunction�with�our�audited�consolidated�financial � statements
and�related�notes � thereto. � Management � considers � the�most�critical �accounting�policies�to �be � the �recognition�of � revenue, �accounting � for
income�taxes�and�accounting � for� intangible�assets. � In �each�of � these �areas,�management � makes�estimates�based �on �historical � results,
current � trends�and�future �projections.�

R E V E N U E . We � recognize�revenue � when�products �are � shipped,�which� is �when�title�passes � to �our� independent�distributors. �With � some
exceptions�in�various�countries,�we � offer �a � return�policy�whereby�distributors�can�return�unopened�and�unused�product�for�up�to�12�months
subject�to �a � 10%�restocking � fee. � Reported�revenue� is �net �of � returns,�which�have � historically�been�less�than�5%�of �gross�sales. �A � reserve
for�product � returns�is�accrued�based �on �historical � experience. � We � classify � all � selling�discounts � as � a � reduction�of � revenue. � Our�Global
Compensation�Plan�for�our�distributors � is � focused�on�remunerating�distributors�based�upon�the �selling � efforts � of � the�distributors�and
their�downline, �and�not �their�personal�purchases. �

I N C O M E � TA XE S . We�account � for�income�taxes�in�accordance�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’s�activities�during � the�current
and�preceding � years. � It � requires�an�asset�and�liability �approach�for�financial �accounting�and�reporting � of�income�taxes.�We�pay�income
taxes� in �many � foreign� jurisdictions�based�on� the�profits � realized�in�those � jurisdictions,�which�can�be�significantly�impacted�by � terms�of
intercompany � transactions�between�us �and�our � foreign �affiliates. �Deferred � tax�assets�and� liabilities�are � created � in � this �process. �As �of
December�31, �2003, � we � have �net �deferred � tax�assets � of �$74.1 � million.�These �net �deferred � tax�assets�assume�sufficient � future�earnings
will �exist � for � their�realization, �as�well � as � the � continued �application�of � current � tax � rates. �We � have � considered�projected � future � taxable
income�and�ongoing � tax � planning � strategies�in�determining � that �no �valuation�allowance � is � required.�In � the �event � we � were � to � determine
that � we � would�not �be �able � to � realize�all �or�part�of �our�net�deferred�tax�assets � in � the�future, �an�adjustment � to � the�deferred�tax�assets � would
be�charged�to�earnings� in � the�period�such�determination�was�made. �

We�are � subject�to � regular�audits �by � federal, �state�and�foreign�tax � authorities.�These � audits � may � result�in�additional � tax�liabilities.�We�account
for�such�contingent�liabilities�in�accordance�with � SFAS�No. � 5, � “Accounting � for�Contingencies”�and�believe � that � we � have � appropriately�provided
for�income�taxes � for �all �years. �Several � factors�drive � the�calculation�of �our � tax � reserves.�Some�of � these � factors�include� (i) � the �expiration�of
various�statutes�of�limitations,�(ii)�changes�in�tax � law�and�regulations,�(iii)�issuance � of � tax�rulings,�and�(iv) �settlements�with � tax � authorities.
Changes�in�any � of � these � factors � may � result � in�adjustments � to �our �reserves, �which�would�impact�our�reported�financial � results . �

I N TA N G I B L E � A S S E T S . Under � the�provisions�of � Statements � of � Financial �Accounting � Standards�No.�142�(“SFAS�142”),�“Goodwill�and�Other
Intangible�Assets,”�our�goodwill�and�intangible�assets �with�indefinite �useful � lives�are �no � longer�amortized,�but�instead�are � tested�for
impairment � at � least�annually. � In �addition,�our�intangible�assets �with � definite � lives�are � recorded�at � cost �and�are�amortized�over � their
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respective �estimated�useful � lives � to � their�estimated�residual � values,�and�are � reviewed�for�impairment� 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 �our � intangible �assets. �With � the�implementation�of � SFAS�No. � 142, �we
determined�certain�intangible�assets � to � have�indefinite � lives�based�upon�our�analysis �of � the �requirements � of � SFAS�141�and�142�as�well �as
an�independent � third�party�evaluation�of � such�lives, �which�was�conducted�in�2001. �These� intangible�assets�include�our�trademarks�and
trade � names,�our�distributor�network, �and�our�marketing�rights � to � operate � the �Nu�Skin�business�in�various�foreign�markets. � In � connec-
tion�with � a � registration�statement � we�filed�in�October�2003, � the �Staff � of � the�Securities�and�Exchange�Commission�has �commented�on
and�sought �additional � support�for � the�indefinite � life � designation�of � these�assets. �This �review�is�on-going�and� if � it � is �determined�that �any
of � these�assets � has�a �finite � life, � we � would�amortize�the �value � of � that�asset �over � the �remainder �of � such�finite � life, � which�annual�amortiza-
tion�expense � we � do�not�believe � would �be �material � to �our �operating � results. �The�amortization�expense � would�be�a�non-cash�expense � that
would�not�impact�the�Company’s�cash�flow�from�operations.

R E S U LT S � O F � O P E R AT I O N S

The�following � table � sets � forth�our �operating � results �as �a �percentage�of � revenue � for � the�periods�indicated:

Year �Ended�December�31 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 82.1

Operating � expenses:

Selling � expenses 39.2 39.6 41.3

General�and�administrative � expenses 32.6 29.6 29.4

Restructuring�and�other�charges — — 0.5

Total � operating � expenses 71.8 69.2 71.2

Operating�income 8.1 11.0 10.9

Other�income�(expense),�net 0.9 ( 0.3 ) —

Income�before �provision�for�income�taxes � 9.0 10.7 10.9

Provision�for�income�taxes 3.3 4.0 4.0

Net�income 5.7% 6.7% 6.9%

2 0 0 3 � C O M PA R E D � T O � 2 0 0 2

R E V E N U E

OV E RV I E W. Revenue�in�2003�increased�2%�to �$986.5 �million�from�$964.1 � million�in�2002.�Excluding � the�impact�of �changes�in�foreign
currency�exchange�rates, �we � experienced �a � revenue � decline�of � 2% � for�2003�compared�to�2002.�This �resulted�from�the�sale � of �our�profes-
sional�employer�organization�in�the �United�States � in �August�2003�and�our�transition�away�from�certain�Big �Planet�offerings,�both � of
which�were � eliminated�as�part�of �our �continued�efforts � to � eliminate � low-margin�products �and�services. �Although�these�actions�negative-
ly�impacted�2003�to�2002�revenue � comparisons�by�$22.0�million,�we �believe � that � they�positively�impacted�gross�and�operating � margins
in�the � fourth � quarter �of�2003�and�will �continue � to � have�a �positive�impact�on�gross�and�operating � margins�going � forward.

Revenue�in�2003�was�positively�impacted�by �significant � revenue�growth�from�our�expanded�operations�in�Mainland�China. � In �addition,
growth� in �our �U.S. �nutrition�business�also�positively�impacted�2003�results. �These�improvements � were � largely � offset �by �declines�in�local
currency�revenue�in�South � Korea,�Singapore�and�Malaysia, �and�in�Japan�for � the �year�ended�December�31,�2003. � The�negative � year-over-
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year�comparisons�were � related�in�part�to � the�shift �of � attention�of�distributor � leaders � away�from�their�home�markets � during � the�first
quarter �of �2003�to � focus�on�Mainland�China, � the�positive�impact�on�revenue � results�in�2002�from�distributor�enthusiasm � surrounding
and�incentives �related�to �our �planned�expansion�of � operations�in�Mainland�China,�and�geo-political � conflicts �and�weak�economic�condi-
tions.�After � two � consecutive � quarters � of � year-over-year�declines�in�Japan,�revenue � stabilized�in�this �market �during � the � last � half � of�2003. �

In � late�December�2003, � the�Company � received�notification�that � Japanese�and�South � Korean�regulators � had�suspended� the�importation
of � nutritional � supplements � in � bovine-based�capsules, �which�includes � many � of �our �Pharmanex � products. � A � few � weeks�later, � Japanese
regulators � also � determined�they � would � no � longer�allow � these�same�products � to � be � sold � by � nutrition�companies�after �February �16,�2004.
As � a � result, �we � have � transitioned�our�production�to�non-bovine�capsules �and� tablets �and �expect�all � of �our �key �Pharmanex �products � to
remain� in �stock. � Although�we � expect�these�measures � to � result � in � some�additional � expenses � for�production�costs, � inventory�write-offs
and�expedited�shipping � fees�during � the�first � quarter �of �2004, �we � do�not �believe � that � these � expenses�will �have � a � material�impact�on�our
overall �projected�2004�financial � results . �

N O RT H � A S I A . The�following � table � sets � forth � revenue � for � the �North�Asia �region�and�its�principal � markets � (U.S. �dollars � in �millions):

2002 2003 Change

Japan $ 529.8 $ 558.7 5 %

South � Korea 64.1 59.0 ( 8 )

North�Asia � total $ 593.9 $ 617.7 4

Excluding � the�impact�of�changes�in�foreign�currency�exchange�rates,�revenue� in �North�Asia�decreased�3%�in�2003�compared�to�2002.�In � local
currency, � revenue � in � Japan�decreased�2%�in�2003�compared�to�2002.�Local � currency�revenue � in � Japan�during�2003�was�negatively�impacted
by�the�factors�noted�in�“Revenue � – �Overview”�above. � In � local � currency, � revenue�in�South � Korea�decreased�12%.�The�decrease � in � revenue�in
South � Korea�was�primarily � a � result � of � the � factors�discussed�in�“Revenue � – �Overview”�above, � as �well �as � regulatory �changes�requiring � a
modification�to�our�sales�incentive � plan�towards � the�end�of�2002,�which�was�disconcerting � to�our�distributor � leaders � in � this �market. �

G R E AT E R � C H I N A . The�following � table � sets � forth � revenue � for � the�Greater�China � region�and�its�principal � markets � (U.S. �dollars � in �millions):

2002 2003 Change

Taiwan � $ 78.9 $ 73.1 (7 %)

Mainland�China � 2.0 38.5 1,825

Hong � Kong � 24.0 23.9 —

Greater�China � total � $ 104.9 $ 135.5 29

Revenue�in�Greater�China�increased�primarily �as �a � result � of � the�expansion�of � operations�in�Mainland�China. �Foreign�currency�fluctuations
from�2002�to�2003�did�not�have�a �notable�impact�on�this �region.�Revenue � in �Mainland�China � was�$38.5�million�in�2003, � following�our
expansion�of � retail �operations�and�the�introduction�of � Nu�Skin�branded�products � in �Mainland�China � in � January�2003. � On � a � sequential
basis, �revenue � in �Mainland�China�increased�67%�from�the � third � quarter � to � the � fourth � quarter. � This�growth � is � attributed�to�an�increased
number�of �preferred�customers�and�employed�sales �representatives � in �Mainland�China. �The�success�of �our�product � launches�and�prod-
uct�promotions�as�well �as�our�employment � opportunities�provide �an �attraction�to � many�unemployed�or�underemployed�sales�people � in
Mainland�China.�As�our�business�expands�in�Mainland�China, �we � continue � to � experience�government � scrutiny � due � to�our� international
reputation�as�a�direct�selling � company. � Although�we � conduct �retail �operations�and�not�direct�selling � operations�in�Mainland�China, �we
expect�the�government � scrutiny � to � continue � throughout�2004�when�new�direct�selling � laws�and�regulations�are �anticipated.�For�a �more
detailed�discussion�of � the�risks�and�challenges�we � face � in �Mainland�China, �please � refer�to�“Note � Regarding � Forward-Looking � Statements”.
We � currently � operate � in � a � total � of �23 �cities�in�8�provinces � in �Mainland�China.
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The�increase � in � revenue � in �Mainland�China � was�somewhat � offset �by � the �decline�in�revenue � in �Taiwan.�We�believe � that � the �SARS�epidemic
negatively�impacted�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�was�positively�impacted�by�distributor�enthusiasm � surrounding�our �planned�expansion�of
operations�in�Mainland�China�in�2003.

N O RT H � A M E R I C A . The�following � table � sets � forth � revenue � for �the�North�America�region�and�its�principal � markets� (U.S.�dollars � in �millions):

2002 2003 Change

United�States � $ 136.6 $ 113.4 (17 %)

Canada 9.4 9.4 —

North�America�total $ 146.0 $ 122.8 (16 )

The�decline�in�revenue � in � the �United�States�is�principally � a � result � of �a �$22.0�million�revenue � decline�in�Big �Planet�in�2003�compared�to
the�prior�year. � This �decline�was�due�primarily � to � the�sale � of �our�professional�employer�organization�and�the �restructuring � of � Big �Planet
telecommunication�products,�both � of � which�transitions�are�part �of �our �continued�efforts � to � eliminate�or�modify � low-margin�products.
The�North�America�region�was�also �negatively�impacted�by �year-over-year�hedging � losses �of � approximately �$5.3 � million�in�2003�com-
pared�to�hedging � gains�of �$4.5�million�in�2002�related�to � foreign�currency�forward � contracts. � In �addition,�revenue� in�2002� in �the �United
States�included�$6.0�million�of �sales � to � foreign�distributors � during � the � third � quarter �of �2002�at � the�global�distributor �convention�held � in
the�United�States, �which�did�not�recur�in�2003.

Increasing�distributor�activity�tied�to � the�Pharmanex � BioPhotonic�Scanner�program, �a � focus�on�signing�up�more � consumers�on�monthly
reorder�programs,�the�introduction�of �new � weight-management�products�and�implementation�of�distributor� leadership�incentives,�however,
resulted�in�36%�growth�in�our�Pharmanex � revenue � in � the �United�States�from�$48.3 � million�in�2002�to�$65.6 �million�in�2003, � excluding
sales � to � foreign�distributors � at � the�2002�global � convention�held � in � the �United�States. �Nu�Skin�revenue�held � relatively � constant�in�2003
compared�to�2002,�excluding�sales�to � foreign�distributors � at � the�same�2002�global � convention.�Moreover, � we � experienced�an�18%�increase
in�our�2003�executive�distributors � in � the �United�States�and�a�20%�increase � during�2003�of � automatic�delivery �orders � compared�to�2002.
Early�in�2003, � the�FDA � questioned�the �status�of � the�Pharmanex � BioPhotonic�Scanner�as�a�non-medical � device. � We�believe � the �scanner
can�be�marketed�as�a�non-medical � device, �but�the�FDA � has�not�responded�yet�to�our�request � to � classify � the�scanner�as�a�non-medical � device.
In � the �event � the�FDA � concludes� that � the �scanner�requires�medical � device � clearance, � this �could � delay�or � inhibit �our �ability � to � market � the
scanner. � We � currently � intend�to � contest �any � conclusion�by�the�FDA � that � the �scanner�is�a�medical � device. �

S O U T H � A S I A / PAC I F I C . The�following � table � sets � forth � revenue � for � the�South�Asia/Pacific�region�and�its�principal � markets � (U.S. �dollars � in
millions):

2002 2003 Change

Singapore/Malaysia $ 64.3 $ 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/Pacific�total � $ 91.1 $ 75.8 (17 )

Excluding � the�impact�of�changes�in�foreign�currency�exchange�rates,�revenue�in�South�Asia/Pacific�decreased�21%�in�2003�compared�to�2002.
The �decrease � in � revenue � in � this � region�was �due�primarily � to � the � combined�decrease � in � Singapore �and �Malaysia.�Both � Singapore�and
Malaysia �were � opened�in�the � last � two � years. �We � often�experience � a � revenue � contraction�after�an�initial�period�of � rapid�revenue�growth
following � the�opening � of � the�market.�This�revenue � contraction�occurred�later�than�usual � in �Singapore�and�Malaysia�and�was�more�pronounced
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than�anticipated.�We�believe � that � this �was�due� in�part �to�distributor�enthusiasm � related�to � the �planned�opening � of � expanded�operations
in�Mainland�China � in � January�2003, � which�drove � revenue�growth � throughout�2002.�This �decrease � was�somewhat � offset�by�an�increase� in
revenue�in�both � Thailand�and�combined�Australia/New�Zealand.�

O T H E R � M A R KE T S . The�following � table � sets � forth � revenue � for�our�Other�Markets � (U.S. �dollars � in �millions):

2002 2003 Change

Europe � $ 25.6 $ 31.9 25 %

Latin�America 2.7 2.8 4

Other�Markets � total � $ 28.3 $ 34.7 23

This�increase � was�primarily � due � to�a �25%�increase � in � revenue�in�Europe, � which�included�the �17%�favorable�impact�of � currency�fluctua-
tions�in�2003�compared�to�2002.

G R O S S � P R O F I T

Gross�profit �as �a �percentage�of � revenue�increased�to�82.1%�in�2003�compared�to � 80.2%�in�2002.�Our�gross�profit � was�positively�impacted
by�the�divestiture � of �our�professional�employer�organization,�the �decline�in�low-margin�revenue�from�Big �Planet,�a�new�personal�care
manufacturing � plant � in � Mainland�China �and � the�positive�impact�of � fluctuations�in�foreign �currency�in�2003�compared � to �2002. �We
anticipate � these � factors �will � continue � to �positively�impact�gross�profit � throughout�2004�with �gross�margins�expected � to � range�from
83.0%�to�84.0%�in�2004�consistent �with�our �reported�gross�margin�of �83.4%�during � the � fourth � quarter �of�2003. �

S E L L I N G � E X P E N S E S

Selling � expenses�as �a �percentage�of � revenue�increased�to�41.3%�in�2003�from�39.6%�in�2002.�In � U.S. �dollars, �selling � expenses�increased
to�$407.1 � million�in�2003�from�$382.2�million�in�2002.�The�increase � in � selling � expenses�was�due � to � the�increase � of �sales�employee� labor
and�commission�expenses� in �Mainland�China. � In �addition,�selling � expenses�as �a �percent � of � revenue�increased�due � to � the�divestiture � of
our�professional�employer�organization,�which�paid�no�commissions,�and�by�the�introduction�of � leadership�incentives � in � Japan�and�in
the �United �States. �We �anticipate � these � factors �will � continue � to� impact�our�selling � expenses � throughout�2004�with � selling � expenses
expected�to � range�from�42.0%�to �43.0%�similar � to � reported�results � during � the � fourth � quarter �of�2003, � which�were�42.2%.�

G E N E R A L � A N D � A DM I N I ST R AT I V E � E X P E N S E S

General�and�administrative � expenses�as�a�percentage�of � revenue � remained�nearly � level � at�29.4%�in�2003�from�29.6%�in�2002.�In � U.S.�dollars,
general�and�administrative � expenses�increased�to�$289.9 � million�in�2003�from�$285.2�million�in�2002.�The�U.S.�dollar�increase � during�2003
in�general�and�administrative � expenses�was�primarily � due � to � the�incremental � costs�associated�with � the �expansion�of � retail �operations�in
Mainland�China�in�2003, � as �well �as � the�negative�impact�of � foreign�currency�fluctuations�on�operating � expenses�in�2003. � These�increas-
es �were � somewhat � offset �by � the �reduction�in�labor�expenses�resulting�from�our�restructuring � that �occurred� in � the � third � quarter �of�2003.
We�anticipate�incurring�distributor �convention�expenses�of � approximately �$6.5 �million�in�2004�relating � to�our�global�distributor �con-
vention�in�the �United�States � in � the�first � quarter�and�approximately�$4.0�million�relating � to�our�2004�Japan�distributor �convention�in�the
fourth � quarter, � which�represents �an �overall�increase� in�2004�of � approximately �$6.5 �million�in�convention�expenses�compared�to�2003.

R E ST R U C T U R I N G � A N D � O T H E R � C H A R G E S

Restructuring�and�other�charges�of �$5.6 �million�recorded� in � the � third � quarter �of�2003�include�$5.1 � million�of � expenses�resulting�from�an
early � retirement�program�and�other�employee�separation�charges. �As�a �result � of � these�employee�terminations,�our�overall�headcount � was
reduced�by �approximately � 130�employees,�the �majority �of � which�were�employees�at �our �U.S.�headquarters. �These � restructuring � expenses
consisted�primarily � of � severance�and�other�compensation�charges.�The�savings�associated�with � these � reductions�in�force � have�been�refo-
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cused�on�revenue�growth� initiatives � throughout�the �company. � In � connection�with � these � restructuring�charges,�we � also � completed�the
divestiture � of �our�professional�employer�organization�operated�through�Big �Planet�resulting � in �a � charge�of � approximately�$0.5�million.

O T H E R � I N C O M E � ( E X P E N S E ) , N E T

Other�income�(expense), �net �was�$0.4�million�of � income�in�2003�compared � to �$2.9 � million�of � expense� in �2002. �This�increase � in �other
income�(expense), �net �of �$3.3 � million�is�primarily � related � to � the � foreign �exchange � fluctuations�to � the �U.S. �dollar �on � the�translation�of
yen-based�bank�debt�and�other�foreign�denominated�intercompany�balances�into � U.S.�dollars � for�financial � reporting�purposes.�We�anticipate
interest � expense�increasing � to � approximately �$6.0�million�in�2004�from�approximately �$3.0 �million�in�2003�resulting�from�additional
debt�incurred�in�October�2003.

P R OV I S I O N � F O R � I N C O M E � TA XE S

Provision�for�income�taxes�increased�to�$39.9 � million�in�2003�from�$38.1 � million�in�2002.�This�increase � was� largely � due � to � the�increase
in�operating�income�as�compared�to � the�prior�year. � The�effective � tax � rate � remained�at � 37.0%�of �pre-tax�income�for�2003�and�2002.�

N E T � I N C O M E

As �a � result � of � the � foregoing � factors,�net�income�increased�to �$67.9 � million�in�2003�from�$64.8�million�in�2002.�Earnings�per�share � were
positively�impacted�by � the �repurchase � of �10.8�million�shares �of �our �Class �A �common�stock, � which�occurred�in�October�2003.

2 0 0 2 � C O M PA R E D � T O � 2 0 0 1

R E V E N U E

OV E RV I E W. Revenue�in�2002�increased�9%�to �$964.1 � million�from�$885.6�million�in�2001�primarily � due � to � the�growth � in � the �North�and
South�Asia/Pacific�regions�as�discussed�below, � which�was�somewhat � offset �by � the �decline�in�the �North�America�region.�Excluding � the
impact�of �changes�in�exchange�rates, �we � experienced�growth � of � 10%�for�2002�compared�to � the�prior�year. � Successful �new�product�intro-
ductions,�the�addition�of � Singapore�and�Malaysia � in � the � last � two � years�and�distributor�interest � surrounding�our �expansion�of � retail �oper-
ations�in�Mainland�China � contributed�to � revenue�growth�in�2002. �

N O RT H � A S I A . The�following � table � sets � forth � revenue � for � the �North�Asia �region�and�its�principal � markets � (U.S. �dollars � in �millions):

2001 2002 Change

Japan� $ 508.1 $ 529.8 4 %

South � Korea � 45.8 64.1 40

North�Asia � total � $ 553.9 $ 593.9 7

In � local � currency, � revenue � in � Japan�increased�7%. �Revenue�growth � in � Japan�was�driven�by �continued� leveraging � of � technology � tools � for
distributors�as �well �as�by�successful�product�introductions�and�growth� in �automated�orders. �Reported�U.S.�dollar�results � reflect�the�negative
impact�of � currency�fluctuations.�In � local � currency, � revenue�in�South � Korea�increased�35%.�Revenue�growth�in�South � Korea �was�driven
by�a�22%�increase � in � executive�distributors �as �well �as �successful �product�introductions.�Our �revenue�growth�in�South � Korea,�which�grew
67%�in � local � currency�in�2001, �slowed� in � the �second�half � of �2002�as �a � result � of�increased�government � regulations�and�political �changes
as�well �as �weakening � in � the �overall�direct�selling�industry �and�the�economy.
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G R E AT E R � C H I N A . The�following � table � sets � forth � revenue � for � the�Greater�China � region�and�its�principal � markets � (U.S. �dollars � in �millions):

2001 2002 Change

Taiwan � $ 70.2 $ 78.9 12 %

Hong � Kong � 21.7 24.0 11

Mainland�China � 1.5 2.0 33

Greater�China � total � $ 93.4 $ 104.9 12

Distributor�interest � surrounding�our �expansion�of � retail �operations�in�Mainland�China, �which�commenced� in � January�2003,�spurred�the
growth � in � this � region.�In � local � currency, � revenue � in � Taiwan�increased�15%. �Revenue �growth � in � Taiwan�was�driven�by �a �27%�increase � in
executive�distributors�primarily � related � to �distributor�enthusiasm � throughout�the�Greater �China � region�resulting � from� the �planned
retail �expansion�of � operations�in�Mainland�China. �

N O RT H � A M E R I C A . The�following � table � sets � forth � revenue � for �the�North�America�region�and�its�principal � markets� (U.S.�dollars � in �millions):

2001 2002 Change

United�States � $ 149.0 $ 136.6 (8 %)

Canada 6.9 9.4 36

North�America�total � $ 155.9 $ 146.0 (6 )

This �decrease � in � the �North�America�region�is�due � to � the �decline�in�revenue � in � the �United�States. �The�decrease � in � the �United�States � is �due
to � declines�in�Big �Planet,�including � a � decline�of�$8.9 � million�in�2002�in�our�core � Big �Planet�revenue�and�a �$2.7 � million�decline�from�our
professional�employer�organization�as�we�implemented�initiatives �centered�on� the�more�profitable�personal�care �and�nutritional � supple-
ment �product�categories.�For � the �year, � Nu�Skin�and�Pharmanex � revenue � was� flat, �although�revenue�increased�19%�in�the � fourth � quarter
of�2002�compared�to � the�same�period�in�2001.�These � decreases �were � somewhat � offset �by � the�increase � in � revenue � in �Canada. �

S O U T H � A S I A / PAC I F I C . The�following � table � sets � forth � revenue � for � the�South�Asia/Pacific�region�and�its�principal � markets � (U.S. �dollars � in
millions):

2001 2002 Change

Singapore/Malaysia $ 39.6 $ 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 � $ 56.9 $ 91.1 60

Excluding � the�impact�of �changes�in�exchange�rates,�our�revenue�in�South�Asia/Pacific�increased�58%�in�2002�compared�to � the�prior�year.
Distributor� interest � surrounding �our �expansion�of � retail �operations�in�Mainland�China, �which�commenced � in � January�2003�and�the
opening � of � the�Malaysian�market� in �November�2001�spurred�the�growth � in � this �region.�The�combined�revenue � of � Singapore�and�Malaysia
increased�primarily � as � a � result � of � the�inclusion�of � a � full � year�of � operations�in�Malaysia � in �our �2002�results �and�distributor�activity
spurred�over�our�plans�to � expand�in�Mainland�China.
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O T H E R � M A R KE T S . The�following � table � sets � forth � revenue � for�our�Other�Markets � (U.S. �dollars � in �millions):

2001 2002 Change

Europe � $ 22.7 $ 25.6 13 %

Latin�America 2.8 2.7 (4 )

Other�Markets � total � $ 25.5 $ 28.3 11

This�increase � in � revenue�is�primarily � due � to � a � 13%�increase � in � revenue�in�Europe� in �U.S. �dollars � compared�to � the�prior�year. � Excluding
the�impact�of �changes�in�exchange�rates, �our�revenue�in�Europe�increased�approximately �4%�compared�to�2001�and�in�Latin�America
revenue�increased�5%�compared�to�2001.

G R O S S � P R O F I T

Gross�profit �as�a �percentage�of � revenue � remained�nearly � constant � at � 80.2%�in�2002�compared�to�79.9%�in�2001.�The�slight�negative�impact
of � fluctuations�in�foreign�currency�in�2002�was �offset � by � a � decrease � of � revenue � related � to � low � margin�Big �Planet�products �and �services
in�2002.�We�purchase � a � significant � majority �of �our�goods�in�U.S. �dollars �and �recognize�revenue � in � local � currencies.�Consequently, � we
are � subject�to � exchange�rate�risks�in�our�gross�margins.

S E L L I N G � E X P E N S E S

Selling � expenses�(previously � referred�to�as�distributor�incentives) �as�a �percentage�of � revenue�increased�to�39.6%�in�2002�from�39.2%�in
2001.�In � U.S. �dollars, �selling � expenses�increased�to �$382.2�million�in�2002�from�$347.5 �million�in�2001.�The�decline�in�revenue�from�Big
Planet�products �and�services, �which�pay � lower �commissions�than�our�personal�care �and�nutritional � supplement �product�categories,�con-
tributed�to � the�increase � in � selling � expenses�during�2002.

G E N E R A L � A N D � A DM I N I ST R AT I V E � E X P E N S E S

General�and�administrative � expenses�(previously � referred�to �as � selling,�general�and�administrative � expenses) �as�a �percentage�of � revenue
decreased � to�29.6%�in�2002�from�32.6%�in�2001. �Without�the�impact�of �$10.5�million�of�amortization�of � intangibles � recorded�in�2001,
which�was�not�recorded�in�2002�due � to � the�implementation�of � SFAS�No.�142,�general�and�administrative � expenses�as�a�percentage�of � revenue
would � have�been�31.4%�in�2001.�In�2002,�we�generated�higher�revenue � while � maintaining � operating � expenses�primarily � due � to�improved
efficiencies�from�our�cost-saving � technology�and�automated�reordering� initiatives �which�allowed�us � to � reduce � labor�expense�as �a �per-
centage�of � revenue. � These � efficiencies�in�2002,�combined�with � the�additional�general �and�administrative � expenses �of � approximately
$4.0�million�we�incurred�in�2001�for�a �distributor �convention�held � in � Japan,�which�was�not�held�in�2002, �contributed�to � the �remaining
decrease�in�general�and�administrative � expenses�as �a �percentage�of � revenue. � In � U.S. �dollar � terms,�general�and�administrative � expenses
decreased�to�$285.2 �million�in�2002�from�$288.6�million�in�2001.�

O T H E R � I N C O M E � ( E X P E N S E ) , N E T

Other�income�(expense),�net�was�$2.9 � million�of � expense�in�2002�compared�to�$8.4�million�of�income�in�2001.�The�decrease�in�other�income
(expense),�net�is�primarily � related�to � the � foreign�exchange�fluctuations�to � the �U.S. �dollar �on� the�translation�of � yen-based�bank�debt�and
other�foreign�denominated�intercompany�balances�into � U.S. �dollars � for�financial � reporting�purposes. �In�2001, � the�net�$8.4�million�of
income�primarily�included�foreign�exchange�gains�due � to � a � weakened�Japanese � yen�relative � to � the �U.S. �dollar �over�2000,�while � the�net
$2.9 � million�of � expense� in�2002�was�due � to � a � strengthened�Japanese � yen�relative � to � the �U.S. �dollar �over�2001.

P R OV I S I O N � F O R � I N C O M E � TA XE S

Provision�for�income�taxes�increased�to �$38.1 � million�in�2002�from�$29.5�million�in�2001.�This�increase � was� largely � due � to � the�increases
in�operating�income�as�compared�to � the�prior�year. � The�effective � tax � rate � remained�at � 37.0%�of �pre-tax�income�for�2002�and�2001.

N E T � I N C O M E

As �a � result � of � the � foregoing � factors,�net�income�increased�to�$64.8�million�in�2002�from�$50.3 � million�in�2001.
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L I Q U I DI T Y � A N D � C A P I TA L � R E S O U RC E S

Historically,�our�principal�needs�for � funds�have�been�for �operating � expenses�including � selling � expenses, �working�capital�(principally
inventory�purchases),�capital � expenditures�and�the �development � of � operations�in�new � markets. �We � have�generally � relied�on�cash�flow
from�operations�to�meet�our�cash�needs�and�business�objectives�without�incurring � long-term�debt � to � fund�operating�activities.�

We�typically�generate�positive�cash�flow�from�operations�due � to � favorable �gross�margins,�the �variable � nature � of � selling � expenses,�which
constitute � a � significant�percentage�of � operating � expenses,�and�minimal �capital � requirements. �We�generated�$109.0�million�in�cash�from
operations�in�2003�compared�to�$111.1 � million�in�2002.�This�decrease�in�cash�generated�from�operations�in�2003�compared�to � the�prior-year
period�is�largely � related�to � the�timing � of �payments � of � a � higher�amount � of �accrued�expenses,�including�income�taxes�and�commissions�to
distributors, �during � the �year�ended�December�31,�2003, � compared�to � the�same�prior-year�period.�These�accrued�expenses�were � substan-
tially � higher�at�December�31, �2002�than�the�amounts �accrued�at�December�31,�2001�because � revenue�and�profitability �were � significantly
higher�in�2002�compared�to�2001. �The�negative�impact�of � these�timing�differences�was�somewhat � offset�by�our�improved�cash�flow�from
inventory � efficiencies.

As�of�December�31,�2003, � working�capital � was�$143.6 �million�compared�to�$180.6�million�as�of�December�31, �2002.�Cash�and�cash�equiva-
lents � at�December�31, �2003�were�$122.6�million�and�were�$120.3 � million�at�December�31, �2002,�following � the�use � of�$45.0�million�of�our
cash�to � repurchase�shares �of �our �common�stock�in�October�2003�and�$20.0�million�to �pay � off �our �revolving�credit � facility. � This �decrease
in�working�capital � was�primarily � due � to � the�increase� in �accrued�liabilities�and�in�the �current�portion�of � long-term�debt.

Capital � expenditures,�primarily � for�equipment,�including � the�Pharmanex � BioPhotonic�Scanner, � computer �systems�and�software, � office
furniture�and� leasehold�improvements, �were�$23.5�million�for �the�year�ended�December�31,�2003. � In �addition,�we�anticipate�capital � expen-
ditures�in�2004�of � approximately �$30�million�to �$35�million�to � further�enhance�our� infrastructure,� including�enhancements � to � computer
systems�and�software, � further�expansion�of �our �retail �stores, �manufacturing�and�related�infrastructure � in �Mainland�China�and�approxi-
mately �$15 �million�to �$20�million�in�purchases �of �additional �Pharmanex � BioPhotonic�Scanners, �which�we � lease � to�our�distributors.

We � maintain�a �$30.0�million�revolving �credit � facility�with�Bank�of�America,�N.A. �and�Bank�One, � N.A. � for �which�Bank�of�America,�N.A.
acted�as�agent. �Drawings �on � this � revolving �credit � facility �may �be �used � for �working �capital, �capital � expenditures�and�other�purposes
including � repurchases�of�our�outstanding�shares�of � Class�A �common�stock. � The�revolving�credit � facility � is �set � to � expire �on �May�10,�2004.

In � August �2003, � we � entered � into �a �$125.0 � million�multi-currency�private �uncommitted�shelf � facility �with � Prudential � Investment
Management, � Inc.�We�utilized�a�portion�of � this�shelf � facility�and�a�portion�of � the�revolving�credit � facility � in �a � transaction�in�October�2003
involving � the�repurchase � of�our�shares�of � Class�A�common�stock�noted�below. � This�portion�of � the� long-term�debt�is �U.S.�dollar�denominated,
bears�interest � of � approximately�4.5%�per�annum�and�will�be�amortized�in�two�tranches�over�five�and�seven�years. �As�of�December�31,�2003,
there � were �no �outstanding � balances�under �our � revolving � credit � facility. � As � of �December�31, �2003, � we � had�$75.0 � million�outstanding
under�our�shelf � facility, �$5.0 �million�of � which�is�included� in � the �current�portion�of � long-term�debt.

In�addition�to � the�$75.0�million�currently�outstanding�under�our�long-term�shelf � facility, �our� long-term�debt�includes�the� long-term�portion
of � Japanese � yen-denominated � ten-year�senior�notes�issued � to � the �Prudential � Insurance�Company � of�America�in�2000.�The�notes�bear
interest � at � an �effective � rate � of � 3.03%�per�annum�and�are � due�October�2010,�with�annual�principal �payments �beginning�in�October�2004.
As�of�December�31,�2003, � the�outstanding�balance �on � the�notes �was�9.7�billion�Japanese � yen,�or�$90.4�million,�$12.9 � million�of � which�is
included� in � the �current�portion�of � long-term�debt. �The� Japanese�notes�and�the �revolving�and�shelf �credit � facilities�are � secured�by�guaran-
tees�issued�by�our�material � subsidiaries�and�by�a�pledge�of �65%�to�100%�of � the�outstanding � stock�of �our �material � foreign�subsidiaries.�

In �October�2003, � we � repurchased �approximately � 10.8 �million�shares �of � Class �A � common�stock�from�certain�members � of �our�original
stockholder �group�for � approximately�$141.6�million,�which�includes�$1.6 �million�of � related � expenses. �These � stockholders � also � sold
approximately � 6.2 �million�additional �shares �of � Class �A �common�stock�to � third�party�investors. �The�transaction�also�included�the�agree-
ment�among � all�participants � in � the�transaction�to � convert�all �of � their�remaining�shares �of � super-voting � Class �B �common�stock�to � Class�A
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common�stock�and�their�agreement�not � to � sell �shares �on� the �open�market � for � two � years � subject�to � certain�exceptions.�We�financed�the
repurchase�with�$45.0�million�from�existing�cash�balances,�approximately�$20.0�million�from�our�revolving�credit � facility, � which�was
repaid�prior�to�December�31,�2003,�and�$75.0�million�in�new � long-term�debt�drawn�under � the�$125.0�million�shelf � facility. � The� terms�and
conditions�of � the �repurchase � were � approved�by�a�special � committee �of�our�board � of�directors � comprised�solely � of�independent�directors.
The�special � committee�engaged�its � own�financial �and� legal �advisors � in � connection�with � the �repurchase� transaction.

Since � August�1998,�our�board � of �directors � has �authorized�us�to � repurchase � up � to �$90.0�million�of �our�outstanding �shares �of � Class�A
common�stock. � The � repurchases�are �used�primarily � to � fund�our�equity�incentive � plans. �During � the �year�ended�December�31, �2003, � in
addition�to � the�transaction�referenced�above, � we � repurchased�approximately�0.8�million�shares�of � Class�A �common�stock�for�an�aggregate
amount � of � approximately�$8.4�million.�Between�August�1998�and�December�31,�2003, � we � had�repurchased �a � total � of � approximately �8.7
million�shares �of � Class �A �common�stock�for�an�aggregate�price � of � approximately�$81.6�million.�

During�each�quarter �of�2003,�our�board � of�directors � declared�cash�dividends�of�$0.07�per�share � for �all �classes �of � common�stock. � These
quarterly�cash�dividends�totaled�approximately�$21.9 � million�and�were�paid�during�2003�to � stockholders � of � record�in�2003. � On � January
28,�2004,�the�board � of �directors � declared �a �dividend�to �be �paid � in �March�2004�of�$0.08�per �share � for �all � classes �of � common�stock. � In
addition,�we�anticipate � that�our�board � of�directors�will �continue � to � declare � quarterly�cash�dividends�and�that � the�cash�flows�from�opera-
tions�will �be�sufficient � to � fund�our�future �dividend�payments.�Assuming � a � quarterly �dividend�declaration�of�$0.08�per �share�in�2004,
dividends�for � the �year�will �total � approximately�$24.0�million.�However, � the �declaration�of �dividends�is �subject�to � the�discretion�of �our
board � of �directors�and�will �depend�upon�various�factors,�including�our�net�earnings,�financial � condition,�cash�requirements, � future
prospects�and�other�factors � deemed�relevant�by�our�board � of�directors . �

We �believe � we � have � sufficient� liquidity � to � be � able � to �meet �our �obligations�on�both�a �short- �and� long-term�basis. �We � currently �believe
that � existing�cash�balances�together�with � future�cash�flows�from�operations�will�be�adequate � to � fund�our�cash�needs.�The�majority�of�our
historical � expenses�have�been�variable � in �nature �and�as �such,�a �potential � reduction�in�the � level � of � revenue � would � reduce�our�cash�flow
needs.�Within�the�past � year, �however, �fixed�costs�associated�with�our �retail �store � expansion�in�Mainland�China�and�our�manufacture � of
Pharmanex � BioPhotonic�Scanners � have�increased�our�capital�needs�beyond�our�historical�business�model. � In � the �event � that �our �current
cash�balances,�future�cash�flow�from�operations�and�current�lines�of �credit �are �not �sufficient � to�meet�our�obligations�or�strategic�needs,
we � would � consider�raising�additional � funds�in�the�debt�or�equity�markets �or � restructuring�our�current � debt �obligations.�Additionally, � we
would � consider�realigning�our�strategic�plans�including � a � reduction�in�capital�spending�and�a � reduction�in�the� level � of � stock�repurchases
or�dividend�payments . �

The�following � table � sets � forth�payments � due�by�period�for�fixed�contractual � obligations�as�of�December�31,�2003�(U.S.�dollars � in � thousands):

Total 2004 2005-2006 2007-2008 Thereafter

Long-term�debt �obligations $ 165,403 $ 17,915 $ 45,830 $ 55,830 $ 45,828

Capital � lease � obligations — — — — —

Operating � lease � obligations(1) 60,358 11,088 21,080 18,861 9,329

Purchase � obligations(2) 61,651 36,235 17,002 1,894 6,520

Other�long-term�liabilities�reflected�on�balance�sheet(3) — — — — —

Total $ 287,412 $ 65,238 $ 83,912 $ 76,585 $ 61,677

(1) Operating � leases�includes�corporate � office �and�warehouse�space�with � two�entities�that �are � owned�by�certain�officers�and�directors � of �our�company � who�are � also � founding�shareholders.

Total �payments�under � these � leases �were �$3.3 � million�for � the �year�ended�December�31, �2003�with � remaining � long-term�obligations�under � these � leases �of�$27.3 � million.�

(2) The�Company � is � also�party�to �acquisition�agreements�pursuant � to � which�contingent �payments � of �up � to�$8.5�million�and�1.2�million�shares �of � the�Company’s � Class �A �common�stock

may �be �made � if � certain�development�and�revenue � targets �are�met.

(3) Other�long-term�liabilities�reflected�on� the�balance�sheet�primarily � consist � of � long-term�tax � related�balances,�which�totaled�$52.8�million�as�of�December�31,�2003.
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S E A S O NA L I T Y

In�addition�to�general�economic�factors, �we�are�impacted�by�seasonal � factors�and�trends�such�as�major�cultural � events�and�vacation�patterns.
For �example,�most �Asian�markets � celebrate � their�respective � local � New � Year� in�the�first � quarter, � which�generally � has �a �negative�impact�on
that � quarter. � We�believe � that�direct�selling � in � Japan,�the�United�States�and�Europe� is �also�generally �negatively�impacted�during � the�month
of � August, �which�is � in�our�third � quarter, � when�many�individuals,�including�our�distributors, �traditionally � take � vacations.

DI ST R I B U T O R � I N F O R M AT I O N

The� following � table �provides�information�concerning � the �number�of�active �and �executive�distributors � as � of � the �dates�indicated.�Active
distributors �are � those�distributors �and�preferred �customers � who �were � resident � in � the � countries�in�which�we � operated�and�purchased
products � for � resale �or �personal � consumption�during � the � three�months�ended �as �of � the �date�indicated. �An�executive�distributor � is �an
active�distributor �who�has�achieved�required�monthly�personal�and�group�sales �volumes.

As�of �December�31 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(1) 74,000 2,698 73,000 3,564 187,000 5,991

North�America 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 �our �retail�business�in�Mainland�China � during�2003,�active�distributors�includes�117,000�preferred�customers �and�executive�distributors�includes�3,100

employed,�full-time�sales �representatives.

Q UA RT E R LY � R E S U LT S

The�following � table � sets � forth � selected�unaudited�quarterly � data � for � the�periods�shown:

(U.S. dollars�in�millions, except �per�share �amounts) 2002 2003

1st �Quarter 2nd�Quarter 3rd�Quarter 4th�Quarter 1st �Quarter 2nd�Quarter 3rd�Quarter 4th�Quarter

Revenue $ 216.1 $ 244.9 $ 252.9 $ 250.2 $ 219.6 $ 240.7 $ 250.2 $ 275.9

Gross�profit 172.0 196.3 203.2 201.7 178.0 195.4 206.5 230.0

Operating�income 20.5 30.4 25.9 29.0 19.7 25.7 24.5 37.4

Net�income 12.9 18.0 15.9 18.0 12.8 16.8 15.1 23.1

Net�income�per�share:

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

R E C E N T � A C C O U N T I N G � P RO N O U N C E M E N T S

In � November�2002,�the�FASB�issued�Interpretation�No. �45, �“Guarantor’s�Accounting�and�Disclosure � Requirements � for�Guarantees,�Including
Indirect�Guarantees�of � Indebtedness�of �Others.” �We�have�adopted�this�standard�and�it�did�not�have �a �significant �effect�on�our�financial �statements.

In�April�2003, � the �FASB�issued�SFAS�No. �149, �“Amendment � of � Statement � 133�on�Derivative � Instruments�and�Hedging�Activities,” � which�is
effective � for �contracts�entered�into�or�modified�after � June�30,�2003�and�for�hedging � relationships�designated�after � June�30,�2003. � We � have
adopted�this �standard�and� it �did�not �have � a � significant � effect�on�our�financial � statements.
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In�December�2003, � the�FASB�issued�Interpretation�No. �46R,�“Consolidation�of � Variable � Interest �Entities,�an�Interpretation�of �ARB�No.�51.”
This�accounting � standard�will�become�effective �beginning�with � the�first � quarter �of�2004.�We � do�not�believe � the�adoption�of � this �standard
will�have � a � significant � effect�on�our�financial � statements.

C U R R E N C Y � R I S K � A N D � E XC H A N G E � R AT E � I N F O R M AT I O N

A � majority�of �our�revenue�and�many � of �our�expenses�are � recognized�primarily�outside � of � the�United�States,�except�for�inventory�purchases
which�are�primarily � transacted� in �U.S. �dollars � from�vendors � in � the �United�States. �The� local � currency�of �each�of �our �subsidiary’s�primary
markets � is �considered�the�functional � currency. � All �revenue�and�expenses�are�translated�at � weighted�average�exchange�rates�for�the�periods
reported.�Therefore, �our�reported�revenue�and�earnings�will�be�positively�impacted�by �a �weakening � of � the�U.S.�dollar�and�will�be�negatively
impacted�by �a �strengthening � of � the�U.S.�dollar. � Media�reports � have�indicated�that � the�Chinese�government � may�begin�to � allow � the�RMB�to
float�more�freely�against � the�U.S.�dollar�and�other�major�currencies.�A�strengthening � of � the�RMB�would�benefit �our�reported�revenue�and
profits�and�a�weakening �of � the�RMB�would�negatively�impact�reported�revenue�and�profits.�Given�the�uncertainty�of � exchange�rate � fluctuations,
we�cannot�estimate � the�effect�of � these � fluctuations�on�our�future�business,�product�pricing,�and�results � of � operations�or�financial � condition.

We � seek�to � reduce�our�exposure � to � fluctuations�in�foreign�currency�exchange�rates�through�the�use � of � foreign�currency�exchange�contracts,
through�intercompany � loans�of � foreign�currency, �and � through�our�Japanese � yen �denominated �debt. �We � do�not �use � derivative�financial
instruments � for � trading�or �speculative�purposes. �We � regularly �monitor �our � foreign �currency�risks�and�periodically � take�measures � to
reduce � the�impact�of � foreign�exchange�fluctuations�on�our�operating � results.

Our�foreign�currency�derivatives�are � comprised�of � over-the-counter�forward � contracts�with � major�international�financial�institutions.�As
of�December�31,�2003, � we � had�$64.3 � million�of � these � contracts�with � expiration�dates�through�December�2004.�All �of � these � contracts � were
denominated� in � Japanese � yen.�For � the �year�ended�December�31,�2003, � we � recorded� losses �of �$5.3 � million�in�operating�income, �and� losses
of �$3.2 �million,�net�of � tax, � in �other�comprehensive�income�related � to � the � fair �market �valuation�of �our�outstanding � forward � contracts.
Because � of �our�foreign�exchange�contracts � at�December�31,�2003, � the�impact�of �a � 10%�appreciation�or�10%�depreciation�of � the�U.S.�dollar
against � the � Japanese � yen �would �not � represent � a � material �potential � loss � in � fair �value, �earnings�or �cash�flows�against � these � contracts.
This�potential � loss�does�not�consider � the�underlying � foreign�currency�transaction�or�translation�exposures � to � which�we�are � subject.

Following�are � the�weighted�average�currency�exchange�rates�of � U.S.�$1�into � local � currency�for�each�of�our�international �or � foreign�markets
in�which�revenue � exceeded�U.S.�$5.0 �million�for �at � least �one�of � the �quarters�listed:

2002 2003

1st �Quarter 2nd�Quarter 3rd�Quarter 4th�Quarter 1st �Quarter 2nd�Quarter 3rd�Quarter 4th�Quarter

Japan(1) 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 42.1 43.4 42.8 42.2 41.3 39.8

China(2) — — — — 8.3 8.3 8.3 8.3

(1) � As �of � February�27, �2004�the �exchange�rate � of � U.S. �$1�into � the � Japanese � yen�was�approximately �109.0.

(2) � We � commenced�retail �operations�in�Mainland�China � in � January�2003.
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N O T E � R E G A R DI N G � F O R WA R D - L O O K I N G � STAT E M E N T S �

With � the �exception�of � historical � facts, � the �statements � contained�in�Management’s � Discussion�and�Analysis �of � Financial�Condition�and
Results � of � Operations,�are �“forward-looking � statements” �within�the�meaning � of � the �Private�Securities�Litigation�Reform�Act�of�1995�(the
“Reform�Act”)�which�reflect�our�current � expectations�and�beliefs � regarding�our�future � results � of � operations,�performance�and�achievements.
These � statements �are � subject�to�risks�and�uncertainties�and�are�based�upon�assumptions�and�beliefs � that � may �not �materialize. � These
forward-looking � statements�include, �but�are�not�limited�to, � statements � concerning:

• our�belief � that � existing�cash�and�cash�flow�from�operations�will�be�adequate � to � fund�cash�needs;

• the � expectation�that � we �will � spend�$30�million�to � $35 � million�for �capital � expenditures � during�2004� including � approximately
$15�million�to �$20�million�for�purchases �of �additional � scanners;

• the�anticipation�that � we�will �continue � to � declare � quarterly�cash�dividends�and�that�cash�will �be�sufficient � to �pay � future �dividends;�

• our�belief � that �additional � expenses � related � to � the�transition�of � some�of �our �nutritional � supplements � to � tablet � form�in�response � to
recent � Japanese � regulatory�actions�will�not�have � a � material�impact�on�our�overall�projected�2004�financial � results,�and�our�expectation
that � all �of �our �key �Pharmanex�products�will �remain�in�stock�in�Japan;�

• our�belief � that � we �can�market � the �scanner�as�a�non-medical � device;�and

• our�belief � that � the�sale � of �our�PEO�and�other�modifications�to �our �Big �Planet�strategy �as �well �as �our�self-manufacturing� in �China
will�continue � to � have�a �positive�impact�on�gross�and�operating � margins.

In �addition,�when�used � in � this � report,�the �words�or �phrases�“will�likely � result,” � “expect,” �“anticipate,” �“will �continue,” �“intend,” � “plan,”
“believe” �and�similar �expressions�are � intended�to �help�identify � forward-looking � statements.

We�wish�to �caution�readers � that �our �operating � results �are � subject�to � various�risks�and�uncertainties�that � could�cause�our�actual � results
and�outcomes�to �differ �materially �from�those�discussed�or�anticipated.�Reference � is �made � to � the�risks�and�uncertainties�described�below
and�factors � described�in�our�Annual � Report�on�Form�10-K�(which�contains�a�more � detailed�discussion�of � the�risks�and�uncertainties�related
to�our�business).�We � also�wish�to �advise � readers �not � to � place �any�undue � reliance � on � the � forward-looking � statements � contained�in�this
report,�which�reflect�our�beliefs �and �expectations�only � as � of � the �date � of � this � report.�We�assume�no�obligation�to�update � or � revise � these
forward-looking � statements � to � reflect�new � events�or �circumstances�or �any�changes�in�our�beliefs �or � expectations.�Some�of � the�risks�and
uncertainties�that � might �cause�actual � results � to �differ�from�those�anticipated�include, �but�are�not�limited�to, � the � following:

(a) Our�expansion�of � operations�in�Mainland�China � is � subject�to�risks�and�uncertainties.�We � have�been�subject�to � significant � regulatory
scrutiny�and�have � experienced�challenges�including� interruption�of �sales�activities�at � certain�stores�and�minor�fines�being�paid�in
several�cases.�Because � of � restrictions�on�direct�selling�activities,�we � have�implemented�a�modified�business�model � for � this �market
using � retail �stores�and�an�employed�sales � force. � We � have � at�times�received�guidance� from�local � regulators �on � conducting�our �opera-
tions�including�limiting � the�size�of�our�training�meetings,�controlling � the�activities�of�our�sales�employees,�controlling � the�distribution
of �product�outside � of �our �stores, �keeping � the �number�of � sales�employees�at � reasonable � levels�and�limiting � the�involvement � of �our
overseas�distributors.�While � we � continuously�update�our�operating�model � to �address�these � concerns,�we�believe � we � could � experience
similar �challenges � in � the � future � as � we � expand�operations�in�Mainland�China �and �continue � to � work �with � regulators � to �help � them
understand�our�business�model. �Our �operations�in�Mainland�China � may�be�modified�or�otherwise � harmed�by�regulatory �changes,
subjective�interpretations�of � laws�or�an�inability�to � work � effectively�with � national�and�local �government�agencies.�In�addition,�actions
by�overseas�distributors �or � local �sales�employees�in�violation�of � local � laws�could � harm�our�efforts . �

(b) As�with�any�new � technology, � we � have � experienced�technical, �production�and�cost�issues� in �developing � the�Pharmanex � BioPhotonic
Scanner. � In �addition,�the�FDA � has �questioned�its � status�as�a�non-medical � device, �and�we�are � facing � similar�uncertainties�and�regula-
tory�issues�in�other�markets,�including � Japan,�with � respect�to � the �status�of � the �scanner�as�a�non-medical � device, � which�could � delay
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or�negatively�impact�our�plans�for �the�scanner�in�these � markets. � If � the�full � launch�or�use � of � this �tool � is �delayed�or�otherwise�inhibited
by�production�or�development�issues, �or � if � the�FDA�or �other�domestic�or �foreign�government�agency�takes� formal�action�to �prevent
us�from�distributing � the �scanner�as�a�non-medical � device, � this �could � delay�our�distribution�of � the �scanner�and�harm�our�business.

(c) Because � a � substantial � majority �of �our�sales�are�generated�in�Asia,�particularly � Japan,�significant � variations�in�operating � results
including � revenue, �gross�margin�and�earnings�from�those � expected�could�be �caused�by:

• renewed�or �sustained�weakness�of �Asian�economies�or �consumer�confidence;

• weakening � of � foreign�currencies,�particularly � the � Japanese � yen;

• political�unrest�or �uncertainty;

• failure � of � planned�initiatives � to�generate � continued�interest�and�enthusiasm�among�distributors � in � these � markets �or � to � attract
new�distributors;�or

• any�problems�with�our �expansion�of � operations�in�Mainland�China� into �new�cities,�increasing�product �offerings�and�attracting
additional �sales �representatives.

(d) The�network � marketing�and�nutritional � supplement�industries�are � subject�to � various�laws�and�regulations�throughout�our�markets,
many � of � which�involve � a � high�level � of � subjectivity�and�are�inherently � fact-based�and�subject�to� interpretation.�Recent�negative�publicity
concerning � stimulant-based �supplements � has�spurred �efforts � to �change �existing � regulations�or�adopt�new � regulations�in�order � to
impose � further�restrictions�and�regulatory � control � over � the �nutritional � supplement�industry. � If �our �existing�business�practices�or
products, �or�any�new�initiatives�or�products,�are �challenged�or�found�to � contravene�any � of � these � laws�by�any�governmental�agency�or
other�third�party, �or � if � there�are�any�changes�in�regulations�applicable � to�our�business,�our�revenue�and�profitability �may �be �harmed.�

(e) There� is �uncertainty �whether�the �SARS�epidemic�or �other�communicable�diseases �could � return�this�winter,�particularly � in � those
Asian�markets�most � affected�by � the �epidemic�earlier�in�2003. � It � is �difficult � to �predict�the�impact,�if �any, � of � a � recurrence � of � SARS�on
our�business.�Although�such�an�event � could�generate�increased�sales �of�health/immune�supplements�and�personal�care �products,
our�direct�selling�and�retail�activities�and�results � of � operations�could �be �harmed�if � the � fear�of � SARS�causes�people � to � avoid�public
places�and�interaction�with�one�another.

(f) Many � countries�have�banned�the�importation�of � products � that � contain�bovine�materials � sourced�from� locations�where � Bovine
Spongiform�Encephalopathy�(BSE), �commonly � referred�to �as � “mad�cow�disease”, � has�been�identified.�The�recent�discovery � of �BSE� in
a � single � cow� in � the �United�States�prompted� Japan�and�certain�other�countries�to �ban�the�importation�of �bovine�products,�including
supplements�encapsulated�in�bovine-sourced�capsules. �In � the �event � we�are �unable � to � successfully � continue�meeting�product �demand
with�non-bovine�capsules�or � tablets � in � these � markets �as �a � result � of � supply�issues�or�production�problems,�or�if � we � experience � quality
problems,�this �could � harm�our�business.

(g) Our�ability�to � retain�key�and�executive � level�distributors �or � to�sponsor�new � executive�distributors�is�critical � to�our�success.�Because�our
products�are�distributed�exclusively � through�our�distributors�and�we � compete�with�other�direct�selling � companies�in�attracting�distrib-
utors, �our�operating � results � could�be �adversely � affected� if �our�existing�and�new�business�opportunities�and�products � do�not�generate
sufficient�enthusiasm�and�economic�incentive � to � retain�our�existing�distributors �or � to�sponsor�new�distributors �on �a � sustained�basis.
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N U � S K I N � E N T E R P R I S E S, � I N C .

C O N S O L I DAT E D � B A L A N C E � S H E E T S

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

December�31 2002 2003

A S S E T S

Current�assets

Cash�and�cash�equivalents $ 120,341 $ 122,568

Accounts � receivable 18,914 15,054

Inventories,�net 88,306 83,338

Prepaid�expenses�and�other 48,878 55,777

276,439 276,737

Property�and�equipment,�net 55,342 60,528

Goodwill 118,768 118,768

Other�intangible�assets,�net 69,181 67,572

Other�assets 92,108 100,142

Total�assets $ 611,838 $ 623,747

L I A B I L I T I E S � A N D � ST O C K H O L DE R S ’ � E Q U I T Y

Current�liabilities

Accounts �payable $ 17,992 $ 18,816

Accrued�expenses 77,808 96,438

Current�portion�of � long-term�debt — 17,915

95,800 133,169

Long-term�debt 81,732 147,488

Other�liabilities 47,820 52,842

Total�liabilities 225,352 333,499

Stockholders’ �equity

Class �A �common�stock�–�500,000,000�shares �authorized,�$.001�par

value, �35,707,785�and�70,700,497�shares�issued�and�outstanding 36 71

Class �B �common�stock�–�100,000,000�shares �authorized,�$.001�par

value, �45,362,854�and�6,466�shares�issued�and�outstanding 45 —

Additional�paid-in�capital 69,803 ( 68,191 )

Accumulated�other�comprehensive � loss ( 68,988 ) (70,849 )

Retained�earnings 385,590 431,615

Deferred�compensation — ( 2,398 )

386,486 290,248

Total�liabilities�and�stockholders’ �equity $ 611,838 $ 623,747

The�accompanying�notes�are �an� integral �part �of � these � consolidated�financial � statements.
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N U � S K I N � E N T E R P R I S E S, � I N C .

C O N S O L I DAT E D � STAT E M E N T S � O F � I N C O M E

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

Year �Ended�December�31 2001 2002 2003

Revenue $ 885,621 $ 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

Restructuring�and�other�charges — — 5,592

Total � operating � expenses 636,057 667,388 702,605

Operating�income 71,481 105,811 107,307

Other�income�(expense),�net 8,380 ( 2,886 ) 432

Income�before �provision�for�income�taxes � 79,861 102,925 107,739

Provision�for�income�taxes � 29,548 38,082 39,863

Net�income $ 50,313 $ 64,843 $ 67,876

Net�income�per�share:

Basic $ 0.60 $ 0.79 $ 0.86

Diluted $ 0.60 $ 0.78 $ 0.85

Weighted�average�common�shares�outstanding�(000s):

Basic 83,472 81,731 78,637

Diluted 83,915 83,128 79,541

The�accompanying�notes�are �an� integral �part �of � these � consolidated�financial � statements.
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N U � S K I N � E N T E R P R I S E S, � I N C .

C O N S O L I DAT E D � STAT E M E N T S � O F � ST O C K H O L DE R S ’ � E Q U I T Y

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

(U.S. dollars� in�thousands, except �share �amounts) Stock Stock Capital hensive�Loss Earnings Compensation Equity

Balance � at � January � 1, �2001 $ 31 $ 54 $ 106,284 $ (45,347 ) $ 306,458 $ ( 747 ) $ 366,733

Net�income — — — — 50,313 — 50,313
Foreign�currency�translation�adjustments — — — ( 8,298 ) — — ( 8,298 )
Net�unrealized�gains�on�foreign�currency�cash

flow�hedges — — — 8,776 — — 8,776
Net �gain�reclassified�into � current�earnings — — — ( 4,616 ) — — ( 4,616 )

Total � comprehensive�income 46,175
Repurchase � of�2,491,000�shares �of � Class�A

common�stock� ( 3 ) — (18,136 ) — — — (18,139 )
Conversion�of �shares 5 (5 ) — — — — —
Amortization�of � deferred�compensation — — — — — 747 747
Exercise � of�distributor�and�employee�stock

options — — 805 — — — 805 �
Cash�dividends — — — — (16,431 ) — (16,431 )

Balance � at�December�31,�2001 33 49 88,953 (49,485 ) 340,340 — 379,890

Net�income — — — — 64,843 — 64,843
Foreign�currency�translation�adjustments — — — (10,031 ) — — (10,031 )
Net�unrealized�losses �on� foreign�currency�cash

flow�hedges — — — ( 6,567 ) — — ( 6,567 )
Net �gain�reclassified�into � current�earnings — — — ( 2,905 ) � — — ( 2,905 )

Total � comprehensive�income 45,340
Repurchase � of � 1,682,000�shares �of � Class�A

common�stock�(Notes�3 �and�10) (1 ) — ( 20,585 ) — — — ( 20,586 )
Conversion�of �shares 4 ( 4 ) — — — — —
Purchase � of � long-term�assets — — 936 — — — 936
Exercise � of�distributor�and�employee�stock

options — — 1,261 — — — 1,261 �
Forfeiture � of � stock�options — — ( 762 ) � — — — ( 762 )
Cash�dividends — — — — (19,593 ) — (19,593 )

Balance � at�December�31,�2002 36 45 69,803 (68,988 ) 385,590 — 386,486

Net�income — — — — 67,876 — 67,876
Foreign�currency�translation�adjustments — — — (1,736 ) — — (1,736 )
Net�unrealized�losses �on� foreign�currency�cash

flow�hedges — — — ( 3,171 ) — — ( 3,171 )
Net � loss�reclassified�into � current�earnings — — — 3,046� — — 3,046

Total � comprehensive�income 66,015
Repurchase � of � 11,622,000�shares �of � Class�A

common�stock�(Note�10) (12 ) — (149,997 ) — — — (150,009 )
Conversion�of �shares 45 ( 45 ) — — — — —
Issuance � of�employee�stock�awards — — 3,113 — — ( 3,113 ) —
Amortization�of � deferred�compensation — — — — — 715 715
Exercise � of�distributor�and�employee�stock�options 2 — 8,890 — — — 8,892 �
Cash�dividends — — — — (21,851 ) — (21,851 )

Balance � at�December�31,�2003 $ 71 $ — $ ( 68,191 ) $ ( 70,849 ) $ 431,615 $ ( 2,398 ) $ 290,248

The�accompanying�notes�are �an� integral �part �of � these � consolidated�financial � statements.
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N U � S K I N � E N T E R P R I S E S, � I N C .

C O N S O L I DAT E D � STAT E M E N T S � O F � C A S H � F L O W S

(U.S. dollars � in � thousands)

Year �Ended�December�31 2001 2002 2003

Cash�flows�from�operating�activities:

Net�income $ 50,313 $ 64,843 $ 67,876

Adjustments � to � reconcile�net�income�to�net�cash�provided

by�operating�activities:

Depreciation�and�amortization 31,679 21,602 22,369

Amortization�of � deferred�compensation 747 — 715

(Gain)/loss�on�sale � of�assets (2,328 ) (1,328 ) 525

Changes�in�operating�assets�and�liabilities:

Accounts � receivable (1,127 ) 404 3,860

Related�parties�receivable 215 5,971 —

Inventories,�net (2,240 ) (4,051 ) 4,968

Prepaid�expenses�and�other ( 891 ) (3,674 ) 11,714

Other�assets 8,491 12,473 ( 7,965 ) �

Accounts �payable ( 1,104 ) 3,259 824

Accrued�expenses ( 10,706 ) 14,160 1,176

Related�parties�payable ( 1,898 ) ( 6,967 ) —

Other�liabilities 3,266 4,424 2,964

Net�cash�provided�by �operating�activities 74,417 111,116 109,026

Cash�flows�from�investing�activities:

Purchase � of �property�and�equipment ( 15,126 ) ( 19,026 ) (23,518 )

Purchase � of � long-term�assets — (7,505 ) —

Net�cash�used�in� investing�activities ( 15,126 ) (26,531 ) (23,518 )

Cash�flows�from�financing�activities:

Payments � of�cash�dividends (16,431 ) (19,593 ) (21,851 )

Repurchase � of �shares �of � common�stock (18,139 ) (14,158 ) (150,009 )

Exercise � of�distributor�and�employee�stock�options 805 1,261 8,892

Proceeds�from�long-term�debt — — 75,000

Proceeds�from�revolving�credit � facility — — 20,000

Payments �on � revolving�credit � facility — — ( 20,000 )

Net�cash�used�in�financing�activities ( 33,765 ) ( 32,490 ) ( 87,968 )

Effect�of � exchange�rate �changes�on�cash ( 13,599 ) ( 7,677 ) 4,687

Net�increase�in�cash�and�cash�equivalents 11,927 44,418 2,227

Cash�and�cash�equivalents, �beginning � of�period 63,996 75,923 120,341

Cash�and�cash�equivalents, �end�of�period $ 75,923 $ 120,341 $ 122,568

The�accompanying�notes�are �an� integral �part �of � these � consolidated�financial � statements.
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N O T E S � T O � C O N S O L I DAT E D � F I NA N C I A L � STAT E M E N T S

1 . � T H E � C O M PA N Y

Nu�Skin�Enterprises, �Inc.�(the�“Company”) � is �a � leading,�global�direct�selling � company. � The�Company � develops�and�distributes�premium-
quality,�innovative�personal�care�products�and�nutritional � supplements � that�are � sold � worldwide�under�the�Nu�Skin�and�Pharmanex�brands.
The�Company � also � markets � technology�products�and�services�and�a� line�of�home�care�products�under�the�Big�Planet�brand.�The�Company
reports � revenue� from�five�geographic � regions:�North �Asia, �which�consists � of � Japan�and�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 � subsidiaries�operating � in � these � countries�are � collectively � referred�to
as � the�“Subsidiaries”). �

2 . � S U M M A RY � O F � S I G N I F I C A N T � A C C O U N T I N G � P O L I C I E S

C O N S O L I DAT I O N

The�consolidated�financial � statements�include � the�accounts � of � the�Company�and�the �Subsidiaries.�All �significant � intercompany�accounts
and�transactions�are � eliminated� in �consolidation.

U S E � O F � E ST I M AT E S

The�preparation�of � these�financial � statements � in �conformity�with�accounting�principles�generally�accepted�in�the�United�States�of�America
required�management � to � make�estimates�and�assumptions�that � affect�the �reported�amounts � of�assets�and�liabilities�and�disclosure � of
contingent�assets�and�liabilities�at � the �date � of � the�financial � statements �and�the �reported�amounts � of � revenue�and�expenses�during � the
reporting�period.�Significant �estimates�include � reserves � for�product �returns,�obsolete � inventory �and�taxes.�Actual � results � could�differ
from�these�estimates.

C A S H � A N D � C A S H � E Q U I VA L E N T S

Cash�equivalents �are�short-term,�highly�liquid�instruments �with�original � maturities�of � 90 � days �or � less.

I N V E N T O R I E S

Inventories�consist�primarily � of�merchandise�purchased�for�resale�and�are � stated�at � the� lower�of � cost �or �market,�using � the�first-in,�first-out
method.�The�Company � had�reserves � for �obsolete � inventory � totaling�$6.7 � million,�$5.7 � million�and�$5.4 �million�as�of�December�31,�2001,
2002�and�2003, � respectively. �

P R O P E RT Y � A N D � E Q U I P M E N T

Property�and�equipment�are � recorded�at � cost �and�depreciated�using � the �straight-line�method�over � the � following�estimated�useful � lives:

Furniture�and�fixtures. � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . �5–7�years
Computers�and�equipment . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . �3–5�years
Leasehold�improvements . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . �Shorter �of �estimated�useful � life �or � lease � term
Vehicles . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . � . �3–5�years

Expenditures � for �maintenance�and�repairs �are �charged�to � expense�as� incurred.
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G O O DW I L L � A N D � O T H E R � I N TA N G I B L E � A S S E T S

Under � the�provisions�of � Statements � of � Financial �Accounting � Standards�No.�142�(“SFAS�142”),�Goodwill�and�Other�Intangible�Assets, � the
Company’s�goodwill�and�intangible�assets �with�indefinite �useful � lives�are �no � longer�amortized,�but�instead�are � tested�for�impairment � at
least�annually. � In �addition,�the�Company’s � intangible�assets �with � definite � lives�are � recorded�at � cost �and�are�amortized�over � their�respec-
tive �estimated�useful � lives � to � their�estimated�residual � values,�and�are � reviewed�for�impairment� in �accordance�with � SFAS�No.�144,
Accounting � for � the � Impairment �or �Disposal � of�Long-Lived�Assets � (Note�5).

The�Company � is � required�to � make � judgments � regarding � the�useful � life � of � its � intangible�assets. �With � the�implementation�of � SFAS�142, �the
Company � determined�certain�intangible�assets � to � have�indefinite � lives�based�upon�its �analysis �of � the �requirements � of � SFAS�142�as �well
as�an�independent � third�party�evaluation�of � such�lives, �which�was�conducted�in�2001. �These� intangible�assets�include�trademarks�and
trade � names,�distributor�network, �and�marketing�rights � to � operate � the�Company’s�business�in�various�foreign�markets. � In � connection
with � a � registration�statement � the�Company�filed�in�October�2003, � the �Staff � of � the�Securities�and�Exchange�Commission�has �commented
on�and�sought �additional � support�for � the�indefinite � life � designation�of � these�assets. � If � it � is �determined�that �any � of � these�assets � has �a
finite � life, � the�Company � would�amortize�the�value � of � that�asset �over �the�remainder�of � such�finite � life, � which�annual�amortization�expense
the�Company � does�not�believe � would �be �material � to � its � operating � results. �The�amortization�expense � would�be�a�non-cash�expense � that
would�not�impact�the�Company’s�cash�flow�from�operations.�

R E V E N U E � R E C O G N I T I O N

Revenue� is �recognized�when�products�are�shipped,�which�is�when�title�passes�to�independent�distributors � who�are � the�Company’s � customers.
A � reserve � for�product �returns�is�accrued�based�on�historical � experience. � The�Company�generally � requires�cash�or�credit�card�payment � at
the�point � of �sale. � The�Company � has�determined�that �no �allowance � for �doubtful �accounts�is�necessary.�Amounts � received�prior�to �shipment
and�title�passage�to�distributors �are � recorded�as �deferred�revenue. � Our�global � compensation�plan�for�our�distributors � does�not�provide
rebates �or �selling�discounts � to�distributors � who�purchase�our�products �and�services. �

A DV E RT I S I N G � E X P E N S E

Advertising � costs �are � expensed�as�incurred.�Advertising � expense�incurred�for � the �years�ended�December�31,�2001, �2002�and�2003�totaled
approximately�$1.8�million,�$2.8�million�and�$1.4�million,�respectively. �

R E S E A R C H � A N D � D E V E LO P M E N T

The�Company’s � research�and�development�activities�are � conducted�primarily � through�its �Pharmanex�division.�Research�and�development
costs �are � expensed�as�incurred�and�totaled�$7.1 � million,�$6.9 � million�and�$6.4 �million�in�2001,�2002�and�2003�respectively. �

I N C O M E � TA XE S

The�Company � follows � the�liability�method�in�accounting � for�income�taxes. �Under � this�method,�deferred � tax�assets�and� liabilities�are
determined�based �on � the�differences�between�financial � reporting �and � tax�bases �of �assets�and� liabilities�and�are�measured�using � the
enacted�tax � rates�and�laws�that �will �be � in �effect�when�the�differences�are � expected�to � reverse. � Valuation�allowances�are �established�when
necessary � to � reduce � deferred�tax�assets � to � the�amounts � expected�to �be �ultimately � realized.�The�Company�accounts � for�any�income�tax
contingencies�in�accordance�with � SFAS�No. � 5, �Accounting � for�Contingencies.

N E T � I N C O M E � P E R � S H A R E

Net�income�per�share � is � computed�based�on� the �weighted�average�number�of � common�shares�outstanding � during � the�periods�presented.
Additionally, �diluted�earnings�per�share � data �gives �effect�to � all �potentially�dilutive � common�shares � that � were�outstanding � during � the
periods�presented.
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F O R E I G N � C U R R E N C Y � T R A N S LAT I O N

Most � of � the�Company’s�business�operations�occur�outside � the �United �States. �The � local � currency�of �each�of � the�Company’s � subsidiary’s
primary � markets � is � considered� its � functional � currency. � All�assets�and�liabilities�are�translated�into � U.S.�dollars � at � exchange�rates�existing
at � the�balance�sheet�dates,�revenue�and�expenses�are�translated�at � weighted�average�exchange�rates,�and�stockholders’ �equity� is �recorded
at � historical � exchange�rates.�The�resulting � foreign�currency�translation�adjustments�are � recorded�as �a �separate � component � of � stockholders’
equity� in �the�consolidated�balance�sheets,�and�transaction�gains�and�losses�are�included�in�other�income�and�expense � in � the�consolidated
financial � statements.

FA I R � VA LU E � O F � F I N A N C I A L � I N ST R U M E N T S

The�carrying � value � of � financial � instruments � including�cash�and�cash�equivalents, �accounts � receivable, � accounts � payable �and�notes
payable � approximate � fair �values. �The�carrying�amount � of � long-term�debt �approximates � fair �value�because � the �applicable � interest � rates
approximate � current � market �rates. �Fair�value�estimates�are � made � at�a �specific�point�in�time,�based�on�relevant � market�information.

ST O C K - BA S E D � C O M P E N S AT I O N

The�Company�measures �compensation�expense � for � its � stock-based�employee�compensation�plans,�which�are � described�in�Note �11. �SFAS
No.�123, �Accounting � for �Stock-Based�Compensation,�encourages,�but�does�not�require, � companies�to � record � compensation�cost � for �stock-
based�employee�compensation�plans�based�on�the�fair�market�value � of � options�granted.�The�Company � has�chosen�to�account � for�stock-�based
compensation�granted�to�employees�using � the�intrinsic �value�method�prescribed�in�Accounting � Principles�Board� (“APB”) �Opinion�No. �25,
Accounting � for �Stock�Issued�to�Employees,�and�related�interpretations.�Accordingly,�because � the�grant�price �equals � the �market�price �on
the �date � of �grant � for �options�issued �by � the�Company, � no � compensation�expense � is � recognized�for � stock�options�issued � to �employees.
However, � stock-based �compensation�granted � to�non-employees, �such �as � the�Company’s � independent�distributors �and �consultants, � is
accounted�for� in�accordance�with � SFAS�No.�123. � On�December�31, �2002,�the �Financial �Accounting � Standards�Board�(“FASB”)�issued�SFAS
No.�148, �Accounting � for �Stock�Based�Compensation�– �Transition�and�Disclosure, � which�amended�SFAS�No. �123. � SFAS�No. � 148 �requires
more�prominent�and�frequent�disclosures �about�the �effects � of � stock-based�compensation.�The�Company�will �continue � to �account � for � its
stock�based �compensation�granted � to �employees�according � to � the�provisions�of �APB�Opinion�No. � 25. � Had �compensation�cost � for � the
Company’s � stock�options�been�recognized�based�upon�the�estimated�fair�value �on � the�grant � date�under � the � fair�value�methodology�pre-
scribed�by�SFAS�No.�123,�as�amended�by �SFAS�No. �148, �the�Company’s�net�earnings�and�earnings�per�share � would � have�been�as �follows:

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

Year �Ended�December�31 2001 2002 2003

Net�income, �as � reported $ 50,313 $ 64,843 $ 67,876

Deduct: � � Total � stock-based�employee�compensation

expense � determined�under � fair�value�based�method

for �all �awards,�net�of � related�tax � effects ( 1,886 ) ( 5,450 ) ( 5,274 )

Pro � forma�net�income $ 48,427 $ 59,393 $ 62,602

Earnings�per�share:

Basic � – � as � reported $ 0.60 $ 0.79 $ 0.86

Basic �– �pro � forma $ 0.58 $ 0.73 $ 0.80

Diluted � – �as � reported $ 0.60 $ 0.78 $ 0.85

Diluted�– �pro � forma $ 0.58 $ 0.71 $ 0.79
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R E P O RT I N G � C O M P R E H E N S I V E � I N C O M E

Comprehensive�income�is �defined�as�the�change�in�equity �of �a �business�enterprise � during�a�period�from�transactions�and�other�events
and�circumstances�from�nonowner�sources,�and�it�includes�all�changes�in�equity�during�a�period�except�those � resulting�from�investments
by�owners�and�distributions�to � owners . �

AC C O U N T I N G � F O R � D E R I VAT I V E � I N ST R U M E N T S � A N D � H E D G I N G � AC T I V I T I E S

The�Company � recognizes�all � derivatives �as �either�assets �or � liabilities,�with � the�instruments�measured � at � fair �value � as � required�by
Statement � of � Financial �Accounting � Standards�No. � 133�(“SFAS�133”). �

The�Company’s � Subsidiaries�enter� into � significant � transactions�with�each�other�and�third�parties�that � may �not �be �denominated � in � the
respective � Subsidiaries’ � functional � currencies.�The�Company � regularly�monitors � its � foreign�currency�risks�and�seeks�to � reduce � its � expo-
sure � to � fluctuations�in�foreign�exchange�rates � through�the�use � of � foreign�currency�exchange�contracts �and�through�certain�intercompa-
ny � loans�of � foreign�currency.

The�Company�hedges�its � exposure � to � future�cash�flows�from�forecasted�transactions�over �a �maximum�period�of �12 �months.�Hedge�effec-
tiveness�is�assessed �at � inception�and�throughout�the� life � of � the�hedge � to�ensure � the�hedge �qualifies�for�hedge�accounting� treatment.
Changes�in�fair�value�associated�with�hedge�ineffectiveness,�if �any, �are � recorded� in � the �results � of � operations�currently. � In � the �event � that
an�anticipated�transaction�is�no�longer�likely � to �occur, � the�Company � recognizes�the�change� in � fair�value � of � the �derivative � in � its � results � of
operations�currently. �

Changes� in � the � fair �value � of � derivatives�are � recorded � in �current�earnings�or �accumulated�other�comprehensive � loss,�depending � on � the
intended�use � of � the �derivative �and� its � resulting � designation.�The�gains�and�losses�in�accumulated�other�comprehensive � loss�stemming
from�these � derivatives�will �be�reclassified�into�earnings� in � the�period�during � which�the�hedged�forecasted�transaction�affects�earnings.
The � fair �value � of � the � receivable�and�payable�amounts � related � to � these�unrealized�gains�and�losses � is � classified�as�other�current�assets
and�liabilities.�The�Company � does�not�use � such�derivative�financial�instruments � for�trading�or�speculative�purposes.�Gains�and�losses
on�certain�intercompany � loans�of � foreign�currency�are � recorded�as�other�income�and�expense � in � the �consolidated�statements � of�income. �

N E W � P R O N O U N C E M E N T S

In � November�2002, �the � FASB�issued � Interpretation�No. � 45, � Guarantor’s � Accounting � and � Disclosure � Requirements � for � Guarantees,
Including � Indirect �Guarantees�of � Indebtedness�of � Others. �The�Company � has�adopted � this � standard �and � it �did �not �have � a � significant
effect�on�its�financial � statements.

In�April�2003, � the �FASB�issued�SFAS�No.�149,�Amendment � of � Statement � 133�on�Derivative � Instruments �and�Hedging�Activities,�which�is
effective � for �contracts �entered�into�or�modified�after � June�30,�2003, �and�for�hedging � relationships �designated�after � June�30,�2003. � The
Company � has�adopted�this �standard�and� it �did�not �have � a � significant � effect�on�its�financial � statements.

In�December�2003, � the �FASB�issued�Interpretation�No. �46R,�Consolidation�of � Variable � Interest �Entities,�an�Interpretation�of �ARB�No.�51.
This�accounting � standard�will�become�effective �beginning�with � the�first � quarter �of�2004.�The�Company � does�not�believe � the�adoption�of
this �standard�will �have � a � significant � effect�on�its�financial � statements.

3 . � R E L AT E D � PA RT Y � T R A N S A C T I O N S

C E RTA I N � R E LAT I O N S H I P S � W I T H � ST O C K H O L D E R � DI ST R I B U T O R S

Two � stockholders � of � the�Company � have�been�independent�distributors � for � the�Company � since �1984.�These � stockholders �are�partners � in
an�entity � that � receives �substantial � commissions�from�the�Company. � By�agreement, � the�Company�pays � commissions�to � this�partnership
at � the �highest � level � of�distributor �compensation.�The�commissions�paid�to � this�partnership � were �$3.5 �million,�$3.3 � million�and�$3.2 �mil-
lion�for � the �years�ended�December�31,�2001,�2002�and�2003, � respectively.
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LOA N � T O � ST O C K H O L D E R

On � May � 3, �2002, �a �$5.0 �million�loan�to�a�non-management � stockholder �was�repaid,�together�with�accrued�interest, �with � approximately
440,000�shares �of � the�Company’s � Class �A �common�stock. �

P R O M I S S O RY � N O T E

On � August�14,�2002,�the�Company�paid�the�remaining�balance� (approximately�$6.0�million)�of � the�promissory�note�issued�by�the�Company
to � a � related�party�in�connection�with � the�Company’s�acquisition�of � Big�Planet,�Inc.�in�1999.�In�addition,�the�Company�negotiated�a �settlement
of � a � receivable�from�a � related�party�by�accepting�a �cash�payment � of�$2.4�million�to �satisfy �an �obligation�related�to�outstanding�distributor
stock�options,�which�obligation�was�previously �payable�upon�exercise � of�each�outstanding � stock�option.

L E A S E � AG R E E M E N T S

The�Company � leases � corporate � office �and �warehouse�space � from� two �entities�that �are � owned�by�certain�officers�and�directors � of � the
Company. � Total � lease �payments � to � these � two � affiliated�entities�were �$3.3 � million�for�each�of � the �years�ended�December�31, �2001,�2002
and�2003�with � remaining � long-term�obligations�under � these � operating � leases �of �$29.8�million�and�$27.3 � million�at �December�31, �2002
and�2003, � respectively.

4 . � P RO P E RT Y � A N D � E Q U I P M E N T

Property�and�equipment�are � comprised�of � the � following� (U.S. �dollars � in � thousands):

December�31 2002 2003

Furniture�and�fixtures $ 37,747 $ 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 )

$ 55,342 $ 60,528

Depreciation�of �property�and�equipment � totaled�$16.6 �million,�$17.2 �million�and�$18.3 � million�for � the �years�ended�December�31, �2001,
2002�and�2003, � respectively.

5 . � G O O DW I L L � A N D � O T H E R � I N TA N G I B L E � A S S E T S

Goodwill�and�other�intangible�assets � consist � of � the � following� (U.S. �dollars � in � thousands):

Carrying � Amount � at �December�31 2002 2003

Goodwill�and�other�indefinite � life � intangible�assets:

Goodwill $ 118,768 $ 118,768

Trademarks�and�trade � names 22,493 22,840

Marketing�rights 12,266 12,266

Distributor�network 4,081 4,081

$ 157,608 $ 157,955
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December�31 2002 2003

Gross Gross
Carrying Accumulated Carrying Accumulated

Other�finite � life � intangible�assets: Amount Amortization Amount Amortization

Developed�technology $ 22,500 $ 6,841 $ 22,500 $ 7,666

Other 25,105 10,423 27,201 13,650

$ 47,605 $ 17,264 $ 49,701 $ 21,316

Amortization�of�finite-lived�intangible�assets � totaled�$4.8�million,�$4.4�million�and�$4.1 � million�for � the �years�ended�December�31,�2001,
2002�and�2003, � respectively. �Annual �estimated�amortization�expense � is � expected � to � approximate�$4.5 �million�for�each�of � the�five � suc-
ceeding�fiscal � years.

The�Company�adopted�SFAS�No. � 142 �effective � January � 1, �2002.�Under � the�new � standard,�goodwill�and�indefinite � life � intangible�assets �are
no� longer�amortized�but�are � subject�to�annual�impairment � tests. �Other�intangible�assets �with�finite � lives, �such�as �developed�technology,
will�continue � to�be�amortized�over � their�useful � lives. �The�transitional�and�annual�impairment � tests � were � completed�and�did�not�result � in
an�impairment�charge. �

In �accordance �with � SFAS�No.�142,�prior�period�amounts � were �not � restated. �A � reconciliation�of � the�previously � reported�net� income�and
earnings�per�share � for � the �year�ended�December�31,�2001, � to � the�amounts�adjusted�for � the �reduction�of�amortization�expense, �net �of � the
related�income�tax � effect, � is �as�follows�(U.S. �dollars � in � thousands,�except�per�share�amounts):

Year �Ended�December�31 2001

Reported�net�income $ 50,313

Add:� �amortization�adjustment 6,352

Adjusted $ 56,665

Reported�basic�EPS $ .60

Add:� �amortization�adjustment .08

Adjusted $ .68

Reported�diluted�EPS $ .60

Add:� �amortization�adjustment .08

Adjusted $ .68

6. � O T H E R � A S S E T S

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

December�31 2002 2003

Deferred�taxes $ 65,708 $ 70,010

Deposits � for�noncancelable � operating � leases 14,084 15,912

Other 12,316 14,220

$ 92,108 $ 100,142
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7. � A C C R U E D � E X P E N S E S

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

December�31 2002 2003

Income�taxes�payable $ 10,761 $ 7,792

Accrued�commission�payments � to�distributors 34,627 39,405

Other�taxes�payable 7,860 8,916

Accrued�payroll �and�payroll � taxes 12,595 14,618

Other�accruals 11,965 25,707

$ 77,808 $ 96,438

8 . � L O N G - T E R M � DE BT

The�Company � maintains�a�$30.0�million�revolving�credit � facility�with�Bank�of�America,�N.A.�and�Bank�One, � N.A. � for�which�Bank�of�America,
N.A.�acted�as�agent.�Drawings�on�this�revolving�credit � facility�may�be�used�for�working�capital,�capital � expenditures�and�other�purposes�includ-
ing � repurchases�of � the�Company’s�outstanding�shares�of � Class�A�common�stock. � The�revolving�credit � facility�is�set�to � expire �on�May�10,�2004.

In � August�2003, � the�Company�entered�into�a�$125.0�million�multi-currency�private�uncommitted�shelf � facility�with � Prudential � Investment
Management, � Inc. �The�Company�utilized�a�portion�of � this�shelf � facility�and�a�portion�of � the � revolving �credit � facility � in �a � transaction
involving � the�repurchase � of � its �shares�of � Class�A�common�stock, � see�Note�10. �This�portion�of � the� long-term�debt�is �U.S.�dollar�denominated,
bears� interest � of � approximately�4.5%�per�annum�and�will�be�amortized�in�two�tranches�over�five�and�seven�years. �As �of�December�31,�2003,
there � were �no �outstanding �balances�under � the � revolving �credit � facility. � As � of �December�31, �2003, � the�Company � had�$75.0 �million�out-
standing�under � the�shelf � facility, �$5.0 �million�of � which�is�included� in � the �current�portion�of � long-term�debt.

The�Company’s � debt �also� includes � Japanese � yen-denominated � ten-year�senior�notes�issued � to � The �Prudential � Insurance�Company � of
America�in�2000.�These�notes�bear�interest � at � an �effective � rate � of � 3.03%�per�annum�and�are � due�October�2010,�with�annual�principal �pay-
ments �beginning�in�October�2004.�The�outstanding�balance �on � the�notes �was�9.7�billion�Japanese � yen,�or�$81.7 � million�and�$90.4�million
as�of�December�31,�2002�and�2003, � respectively. �As �of�December�31,�2003, � the�current�portion�of � this � long-term�debt �was�$12.9 � million.�The
Japanese�notes�and�the � revolving�and�shelf � credit � facilities�are � secured�by �guarantees�issued�by � the�Company’s � material � Subsidiaries
and�by �a �pledge�of �65%�to�100%�of � the�outstanding � stock�of � its � material � foreign�Subsidiaries.

Interest � expense � relating � to � the � long-term�debt � totaled�$2.5�million,�$2.4�million�and�$3.2 �million�for � the �years�ended�December�31,�2001,
2002�and�2003, � respectively.

The�notes�and�shelf � facility �contain�other�terms�and�conditions�and�affirmative�and�negative�financial � covenants � customary � for�credit
facilities�of � this�type. �As �of�December�31,�2003, � the�Company�is � in�compliance�with � all�financial � covenants�under�the�notes�and�shelf � facility.

Maturities�of � all � long-term�debt �at�December�31,�2003,�based�on� the �year�end�exchange�rate, �are �as � follows�(U.S. �dollars � in � thousands):

Year �Ending�December�31

2004 $ 17,915

2005 17,915

2006 27,915

2007 27,915

2008 27,915

Thereafter 45,828

Total $ 165,403
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9 . � L E A S E � O B L I G AT I O N S

The�Company � leases �office�space�and�computer �hardware�under�noncancelable � long-term�operating � leases. �Most � leases�include � renewal
options�of �up � to � three�years.�Minimum�future � operating � lease � obligations�at�December�31, �2003�are �as � follows�(U.S.�dollars � in � thousands):

Year �Ending�December�31

2004 $ 11,088

2005 10,713

2006 10,367

2007 9,727

2008 9,134

Thereafter 9,329

Total � minimum�lease �payments $ 60,358

Rental � expense � for �operating � leases � totaled�$19.2�million,�$21.0�million�and�$24.2�million�for � the �years�ended�December�31,�2001,�2002
and�2003, � respectively.

1 0 . � C A P I TA L � ST O C K

The�Company’s � authorized�capital � stock�consists � of � 25 �million�shares �of �preferred�stock, �par �value�$.001�per�share, �500�million�shares �of
Class�A �common�stock, �par �value�$.001�per�share�and�100�million�shares�of � Class�B�common�stock, �par �value�$.001�per�share. � The�shares
of � Class �A �common�stock�and�Class �B �common�stock�are � identical � in �all � respects, �except � for �voting�rights �and�certain�conversion�rights
and�transfer � restrictions,�as�follows:� (1) �each�share � of � Class �A �common�stock�entitles � the�holder � to �one �vote � on � matters � submitted � to � a
vote � of � the�Company’s � stockholders�and�each�share � of � Class �B � common�stock�entitles � the�holder � to � ten �votes �on�each�such �matter;�(2)
stock�dividends�of � Class �A �common�stock�may�be�paid�only � to �holders � of � Class �A �common�stock�and�stock�dividends�of � Class �B �common
stock�may�be�paid�only � to �holders � of � Class �B �common�stock;�(3)�if � a �holder �of � Class �B �common�stock�transfers � such�shares � to �a �person
other�than�a�permitted�transferee, � as �defined�in�the�Company’s�Certificate � of � Incorporation,�such�shares�will �be�converted�automatically
into �shares �of � Class �A �common�stock;�and�(4)�Class �A �common�stock�has �no �conversion�rights; �however, �each�share � of � Class �B �common
stock�is �convertible � into�one�share � of � Class �A �common�stock, � in �whole�or � in�part, �at �any�time�at � the �option�of � the�holder. � Substantially � all
of � the �Class�B�shares �were � converted�to � Class�A�shares � in �November�2003�and�by�May�2004�all � remaining�shares�will �be�converted. �

W E I G H T E D � AV E R AG E � C O M M O N � S H A R E S � O U T STA N DI N G

The�following � is � a � reconciliation�of � the �weighted�average�common�shares�outstanding � for�purposes�of � computing�basic�and�diluted�net
income�per�share � (in � thousands):

Year �Ended�December�31 2001 2002 2003

Basic �weighted�average�common�shares�outstanding 83,472 81,731 78,637

Effect�of�dilutive � securities:

Stock�awards�and�options 443 1,397 904

Diluted�weighted�average�common�shares�outstanding 83,915 83,128 79,541

For � the �years�ended�December�31,�2001,�2002�and�2003, �other�stock�options�totaling�2.8 �million,�2.7 � million�and�2.9 � million,�respectively,
were � excluded�from�the�calculation�of�diluted�earnings�per�share�because � they � were �anti-dilutive.
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R E P U R C H A S E S � O F � C O M M O N � ST O C K

Since � August�1998, � the�board � of�directors � has �authorized�the�Company � to � repurchase �up � to �$90.0�million�of � the�Company’s�outstanding
shares �of � Class �A �common�stock. � The � repurchases�are �used�primarily � to � fund�the�Company’s �equity�incentive � plans.�During � the �years
ended�December�31, �2001,�2002�and�2003, � the�Company � repurchased�approximately �2.5 �million,�1.2�million�and�0.8�million�shares �of
Class �A �common�stock�for�an�aggregate�price � of � approximately�$18.1 � million,�$14.2�million�and�$8.4�million,�respectively, � in �addition�to
the�transaction�referenced�below.�Between�August�1998�and�December�31,�2003, � the�Company � had�repurchased �a � total � of � approximately
8.7 � million�shares �of � Class �A �common�stock�for�an�aggregate�price � of � approximately�$81.6�million.

Additionally,�in�October�2003, � the�Company � repurchased�approximately�10.8�million�shares�of � Class�A�common�stock�from�certain�members
of � the�Company’s�original � stockholder�group�for �approximately�$141.6�million,�which�included�$1.6�million�of � related �expenses. �These
stockholders � also � sold � approximately � 6.2 �million�additional �shares �of � Class �A �common�stock�to � third�party�investors. �The�transaction
also�included�the�agreement�among � all�participants � in � the�transaction�to � convert�all �of � their�remaining�shares �of � super-voting � Class�B
common�stock�to � Class � A � common�stock. � The � terms�and�conditions�of � the � repurchase � were � approved�by �a �special � committee � of � the
Company’s�board � of �directors � comprised �solely � of � independent�directors. �The�special � committee�engaged�its � own�financial �and � legal
advisors � in � connection�with � the �repurchase� transaction.�The�Company�financed�the �repurchase�with�$45.0�million�from�existing�cash
balances,�approximately�$20.0�million�from�its � revolving�credit � facility, � which�was�repaid�prior�to�December�31, �2003�and�$75.0�million
in�new � long-term�debt�drawn�under � the�$125.0�million�shelf � facility.

C O N V E R S I O N � O F � C O M M O N � ST O C K

During�2001,�2002�and�2003, � the�holders � of � the �Class �B �common�stock�converted�approximately �4.6 �million,�3.5 �million�and�45.4 �million
shares �of � Class �B �common�stock�to � Class �A �common�stock, � respectively. � The�conversion�of �45.4 �million�shares �of � Class �B �common�stock
was�part�of � the�repurchase�transaction�described�above. �As �of�December�31,�2003, � all �but�6,466�shares�of � the�outstanding � Class�B�common
stock�had�been�converted�to � Class�A �common�stock�and�by�May�2004,�these � remaining�shares�will �be�converted�to � Class�A �common�stock.

1 1 . � E Q U I T Y � I N C E N T I V E � P L A N S

During � the �year�ended�December�31, �1996, � the�Company’s�board � of�directors �adopted�the �Nu�Skin�Enterprises, �Inc.,�1996 � Stock�Incentive
Plan� (the�“1996 � Stock�Incentive �Plan”). �The�1996 � Stock�Incentive �Plan�provides � for �granting � of � stock�awards �and�options�to �purchase
common�stock�to � executives,�other�employees,�independent � consultants�and�directors � of � the�Company�and� its � Subsidiaries.�On � February
7,�2003, � the�board � of �directors � authorized�and�the�shareholders � approved�an�amendment � to � the �plan�increasing � the �number�of � shares
available � for�grant � from�8 �million�to � 13 � million.�As�of�December�31,�2003, � approximately �8.2 �million�shares �have�been�granted. �

In�2001�the�Company � offered�to � exchange�certain�outstanding � options�to�purchase�shares �of � Nu�Skin’s � Class �A �common�stock�held �by � eli-
gible � optionholders �granted�under � the�1996 � Stock�Incentive �Plan�having �an �exercise�price �equal � to �or �greater � than�$10.00�per�share � for
new � options�to�purchase �shares �of � Nu�Skin’s � Class �A �common�stock. � A � total � of � 90�employees�tendered�950,125�options�to�purchase � the
Company’s � Class �A �common�stock, � which�options�were�cancelled�on�October�17,�2001, � in � return�for �commitments � of �new�grants � on � the
grant � date � of�April�19,�2002.�These�new � option�grants � were�issued�on�April�19, �2002�at � an �exercise�price � of�$12.45�per�share. �

Effective � November�21, �1996, � the�Company�implemented�a�one-time�distributor�equity�incentive �program�which�provided � for�grants � of
options�to � selected�distributors � for � the�purchase � of � 1,605,000�shares �of � the�Company’s � Class �A �common�stock. � The�options�were � exercis-
able � at �a �price � of �$5.75�per�share �and�vested�one�year�from�the �effective � date. � The�Company � recorded�distributor �stock�expense � of�$19.9
million�over � the �vesting�period.�As�of �December�31, �2003, � this�one-time�distributor�equity�incentive �program�concluded.�At � that � date,
approximately � 1 .2 �million�of � these � options�had�been�exercised � throughout�the �years � of � the�program�and�the � remaining � options�were
either�cancelled�or � forfeited.
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Pursuant � to � the�acquisition�of �Pharmanex�in�1998, � the�Company�assumed�outstanding � options�under�two � stock�option�plans.�The�options
were � converted�into � the�right � to�purchase � approximately � 261,000�shares �of � the�Company’s � Class �A �common�stock.

The � deferred � compensation�at �December�21, � 2003 � represents � a � restricted � stock�award � of �250,000�shares � of � the�Company’s � Class �A
common�stock�granted � to � the�Company’s �newly � appointed�Chief � Executive � Officer �and�President�in�2003, � which�vests � over � four�years.
The�Company�is�amortizing � this �deferred�expense � over�the�vesting�period.�Compensation�expense � for �this �restricted�stock�award � totaled
$0.7 � million�in�2003. �

A � summary � of � the�Company’s � stock�option�plans�as�of�December�31,�2001,�2002�and�2003�and�changes�during � the �years � then�ended,�is
presented�below:

2001 2002 2003

Weighted Weighted Weighted
Average Average Average

Shares Exercise Shares Exercise Shares Exercise
(in�000s) Price (in�000s) Price (in�000s) Price

Outstanding � – � beginning � of � year 5,838.9 $ 10.89 5,177.1 $ 9.84 6,824.6 $ 10.46

Granted�at � fair�value 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

Options�exercisable � at � year-end 2,501.7 $ 9.76 3,349.1 $ 9.60 3,225.0 $ 11.44

The�following � table � summarizes�information�concerning�outstanding�and�exercisable � options�at�December�31,�2003:

Options�Outstanding Options � Exercisable

Weighted Weighted Weighted
Average Average Average

Shares Exercise Years Shares Exercise
(in�000s) Price Remaining (in�000s) Price

$0.92 � to �$5.75 89.2 $ 5.40 4.79 89.2 $ 5.40

$6.50�to�$11.00 2,974.5 8.21 7.42 1,650.1 7.84

$11.50�to�$16.00 2,838.7 12.38 8.31 926.9 12.79

$17.00�to�$28.50 869.5 20.82 5.32 558.8 20.82

6,771.9 11.54 7.49 3,225.0 11.44

The � fair �value � for � these � options�was�estimated � at � the � date � of � grant � using � a � Black-Scholes � option�pricing�model � with � the � following
weighted-average�assumptions:

2001 2002 2003

Risk-free�interest � rate 4.5 % 3.6 % 2.7 %

Expected�life 2.9 years 3.3 years 3.8 years

Expected�volatility 60.0 % 52.7 % 54.2 %

Expected�dividend�yield 2.8 % 2.2 % 2.3 %

63



The�weighted-average�grant � date � fair�values �of � options�granted�during�2001,�2002�and�2003�were �$3.12,�$4.18�and�$3.92, � respectively.

Effective � February � 1, �2000,�the�Company’s�board � of �directors �adopted � the�Employee �Stock�Purchase �Plan�(the�“Purchase �Plan”), �which
provides � for � the�issuance � of � a � maximum�of�200,000�shares �of � Class �A � common�stock. �Eligible �employees�can�have � up � to � 15%�of � their
earnings�withheld, �up � to � certain�maximums,�to �be �used � to�purchase �shares �of � the�Company’s � Class �A �common�stock�on�every�April�30,
July�31, �October�31 �or �January�31 � (the�“Purchase � Date”). �The�price � of � the�Class�A �common�stock�purchased�under�the�Purchase�Plan�will�be
equal � to �85%�of � the � lower �of � the � fair�market �value � of � the �Class �A �common�stock�on�the �commencement � date � of �each�three-month � offering
period�or�Purchase � Date. � During�2003, � approximately�19,000�shares �were�purchased�at�prices �ranging�from�$7.61�to�$9.72�per�share. � At
December�31,�2003, � approximately � 133,000�shares �were � available�under � the �Purchase�Plan�for � future�issuance.

1 2 . � I N C O M E � TA X E S

Consolidated�income�before �provision�for�income�taxes �consists � of � the � following � for � the �years�ended�December�31,�2001,�2002�and�2003
(U.S.�dollars � in � thousands):�

2001 2002 2003

U.S. $ 45,266 $ 68,540 $ 102,341

Foreign 34,595 34,385 5,398

Total $ 79,861 $ 102,925 $ 107,739

The �provision� for � current � and � deferred � taxes � for � the � years �ended�December�31, �2001, �2002 �and�2003�consists � of � the � following �
(U.S. �dollars � in � thousands):

2001 2002 2003

Current

Federal $ 1,812 $ 2,800 $ 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�for�income�taxes $ 29,548 $ 38,082 $ 39,863
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The�principal � components � of � deferred�tax�assets �are �as � follows�(U.S. �dollars � in � thousands):

December�31 2002 2003

Deferred�tax�assets:

Inventory�differences $ 5,878 $ 4,390

Foreign�tax�credit 26,286 10,810

Distributor �stock�options�and�employee�stock�awards 4,484 48

Capitalized�legal �and�professional 793 679

Accrued�expenses�not�deductible �until�paid 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�corporation�net�losses 5,962 6,465

Capitalized�research�and�development 6,856 8,803

Prepaid�selling � 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�gains�and�losses 9,881 7,762

Pharmanex� intangibles �step-up 16,542 16,256

Amortization�of � intangibles 2,975 4,410

Other 6,005 4,115

Total � deferred�tax�liabilities 56,249 32,543

Deferred�taxes,�net $ 49,178 $ 74,116

The�components � of � deferred�taxes, �net �on�a �classified�basis�are �as � follows�(U.S. �dollars � in � thousands):

Year �Ended�December�31 2002 2003

Current � deferred�tax�assets $ 39,719 $ 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 $ 49,178 $ 74,116

The�Company � has �considered�projected�future � taxable�income�and�ongoing � tax � planning � strategies�in�determining � that �no �valuation
allowance � is � required.

The�net�operating � loss�carryforwards�expire�in�2018,�while � the�foreign�tax�credits � expire � during � the�years�2004�and�2005. � Utilization�of � these
loss�and�credit�carryforwards�is�subject�to�annual�limitations;�however, � management�believes�that � it�is�more�likely � than�not�that � the�Company
will�generate � sufficient � taxable�income�in�the �appropriate�carry � forward�periods�to � realize�the�benefit � of � the�net�deferred�tax�assets.
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The�Company � is � subject�to � regular �audits �by � federal, �state �and�foreign�tax � authorities.�These � audits � may � result � in �proposed�assessments
that � may � result � in �additional � tax� liabilities.�The�Company �accounts � for �any� income�tax � contingencies�in�accordance �with � SFAS�No. � 5,
Accounting � for�Contingencies.

The�actual � tax � rate � for � the �years�ended�December�31,�2001, �2002�and�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

Branch�remittance � gains�and�losses (.85 ) (.55 ) (.38 )

Distributor �stock�options�and�employee�stock�awards — — 1.94

Other .71 2.13 2.08

37.00 % 37.00 % 37.00 %

1 3 . � E M P L OY E E � B E N E F I T � P L A N

The�Company � has�a �401(k) �defined�contribution�plan �which�permits�participating�employees�to � defer �up � to � a � maximum�of � 15%�of � their
compensation,�subject�to�limitations�established�by�the�Internal � Revenue�Code.�Employees�who�work � a � minimum�of � 1,000�hours�per �year,
who�have � completed�at � least �one�year�of � service�and�who�are �21 �years � of �age�or �older�are � qualified�to�participate � in � the�plan.�The�Company
matches�100%�of � the�first �2%�and�50%�of � the�next � 2% � of�each�participant’s � contributions�to � the �plan. �Participant � contributions�are
immediately � vested.�Company � contributions�vest�based�on�the�participant’s � years � of � service � at�25%�per�year�over�four�years. �The�Company’s
contribution�totaled�$1,038,000,�$1,249,000�and�$1,125,000�for � the �years�ended�December�31,�2001,�2002�and�2003, � respectively. �

1 4 . � E X E C U T I V E � DE F E R R E D � C O M P E N S AT I O N � P L A N

The�Company � has �an �executive � deferred �compensation�plan � for �select�management�personnel. �Under � this �plan, �the�Company � currently
makes �a � contribution�of � 10%�of�each�participant’s �salary. � In �addition,�each�participant � has � the �option�to � defer�a�portion�of � their�compen-
sation�up�to � a � maximum�of �100%�of � their�compensation.�Participant � contributions�are�immediately � vested.�Company � contributions�vest
based �on � the�earlier�of � (a) � attaining � 60 � years � of �age, � (b) � continuous�employment � of � 20 � years �or � (c) �death�or �disability. � The�Company’s
contribution�totaled�$338,000,�$367,000�and�$554,000�for � the � years �ended�December�31, �2001, �2002�and�2003, � respectively. � The
Company � had�accrued�$1.6�million�and�$3.3 � million�as�of �December�31, �2002�and�2003, � respectively, � related � to � the �Executive �Deferred
Compensation�Plan.

1 5 . � DE R I VAT I V E � F I NA N C I A L � I N ST R U M E N T S

At�December�31, �2002�and�2003, � the�Company �held � forward � contracts � designated �as � foreign �currency�cash�flow�hedges�with�notional
amounts � totaling � approximately�$124.6�million�and�$64.3 � million,�respectively, � to�hedge�forecasted�foreign-currency-denominated�inter-
company � transactions.�All � such �contracts � were � denominated � in � Japanese � yen. �As �of �December�31, �2002�and�2003, �$3.7 � million�of �net
unrealized�losses�and�$3.9 � million�of�net�unrealized�loss,�net�of � related�taxes,�respectively, � were � recorded�in�accumulated�other�compre-
hensive � loss.�The�contracts �held � at�December�31, �2003�have � maturities�through�December�2004�and�accordingly, � all�unrealized�gains�and
losses �on� foreign�currency�cash�flow�hedges�included�in�accumulated�other�comprehensive � loss�will �be�recognized�in�current�earnings
over � the�next�12 �months.�The�pre-tax�net �gains�on�foreign�currency�cash�flow�hedges�recorded� in �current�earnings�were �$7.6 �million�and
$4.5�million�for � the �years�ended�December�31, �2001�and�2002,�respectively, �and�the�pre-tax�net � loss�on�foreign�currency�cash�flow�hedges
recorded� in �current�earnings�was�$5.3 � million�for � the �year�ended�December�31,�2003.
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During�2001,�2002�and�2003, � the�Company�did�not �have�any � gains�or�losses �related�to�hedging�ineffectiveness.�Additionally, �no � compo-
nent � of � gains�and�losses �was�excluded�from�the�assessment � of�hedging � effectiveness.�During�2001,�2002�and�2003, � the�Company�did�not
have�any � gains�or�losses �reclassified�into�earnings �as �a � result � of � the�discontinuance � of �cash�flow�hedges.

1 6. � S U P P L E M E N TA L � C A S H � F L O W � I N F O R M AT I O N

Cash�paid�for�interest � totaled�$2.4�million,�$2.3 � million�and�$2.7 � million�for�the�years�ended�December�31,�2001,�2002�and�2003, � respectively.
Cash�paid�for�income�taxes � totaled�$18.4�million,�$18.8�million�and�$26.6�million�for � the �years�ended�December�31,�2001,�2002�and�2003,
respectively.

1 7. � S E G M E N T � I N F O R M AT I O N

The�Company � operates � in �a � single � reportable � operating � segment �by � selling�products � to �a �global�network � of�independent�distributors � that
operates � in �a � seamless�manner�from�market � to � market �except � for�our�operations�in�Mainland�China. � In � Mainland�China, �we�utilize�an
employed�sales � force � to � sell �our�products � through�fixed �retail � locations.�The�Company’s � largest � expense � (selling � expenses) � is � the �com-
missions�and�Mainland�China�sales�employee�expenses�paid�on�product�sales. �The�Company � manages�its�business�primarily �by �manag-
ing � its �global �sales � force. � The�Company � does�not�prepare�or �use �profitability �reports � on � a � segment�basis � for �making�business�decisions.
However, � the�Company � does�recognize�revenue� in � five�geographic �regions:�North�Asia,�Greater�China, �North�America,�South�Asia/Pacific
and�Other�Markets.

Revenue�generated�in�each�of � these � regions�is�set � forth�below� (U.S. �dollars � in � thousands):

Year �Ended�December�31 2001 2002 2003

R E V E N U E

North�Asia $ 553,910 $ 593,860 $ 617,677

Greater�China 93,405 104,877 135,535

North�America 155,935 145,952 122,762

South�Asia/Pacific 56,885 91,110 75,816

Other�Markets 25,486 28,268 34,667

Total $ 885,621 $ 964,067 $ 986,457

Revenue�generated�by�each�of � its � three�product�lines�is�set � forth�below� (U.S. �dollars � in � thousands):

Year �Ended�December�31 2001 2002 2003

R E V E N U E

Nu�Skin $ 423,707 $ 470,567 $ 476,150

Pharmanex 396,307 439,019 472,107

Big�Planet 65,607 54,481 38,200

Total $ 885,621 $ 964,067 $ 986,457

Additional�information�as�to � the�Company’s �operations�in�the�most � significant�geographical�areas�is�set�forth�below�(U.S.�dollars� in�thousands):

R E V E N U E

Revenue�from�the�Company’s � operations�in�Japan�totaled�$508,141,�$529,740�and�$558,654�for � the �years�ended�December�31,�2001,�2002
and�2003, � respectively. � Revenue� from�the�Company’s � operations�in�the �United �States � totaled�$148,975, �$136,580�and�$113,340� for � the
years�ended�December�31,�2001,�2002�and�2003, � respectively.
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LO N G - L I V E D � A S S E T S

Long-lived�assets � in � Japan�were�$20,210�and�$18,553�as�of�December�31,�2002�and�2003, � respectively.�Long-lived�assets � in � the�United�States
were�$276,030�and�$286,659�as�of�December�31,�2002�and�2003, � respectively.

1 8 . � R E ST R U C T U R I N G � A N D � O T H E R � C H A RG E S

During � the�third � quarter�of�2003, � the�Company � recorded�restructuring�and�other�charges�of �$5.6�million,�including�$5.1 � million�of � expenses
relating � to�an�early � retirement�program�and�other�employee�separation�charges.�As�a�result, � the�Company’s � overall�headcount � was�reduced
by�approximately � 130�employees,�the �majority �of � which�were � related�to � the �elimination�of�positions�at � the�Company’s � U.S.�headquarters.
These � expenses �consisted�primarily � of � severance�and�other�compensation�charges.�The�Company � also � completed � the�divestiture � of � its
professional�employer�organization�resulting � in �a � charge�of � approximately�$0.5�million.�Revenue�from�the�professional�employer�organ-
ization�totaled�$24.7 � million,�$22.0�million�and�$9.1 � million�for � the �years�ended�December�31,�2001,�2002�and�2003, � respectively.

The�components � of � restructuring�and�other�charges�are � summarized�as�follows�(U.S. �dollars � in � thousands):

Total � Incurred Amounts Accrued � as �of
During � the Paid December�31,

Third�Quarter�2003 in�2003 2003

Severance�and�other�compensation $ 5,067 $ 4,114 $ 953

Other 525 415 110

Total $ 5,592 $ 4,529 $ 1,063

This�amount�accrued�as �of�December�31, �2003�is�included�within�accrued�liabilities,�the �majority �of � which�is �expected�to�be�paid�by
March�31,�2004.

1 9 . � C O M M I T M E N T S � A N D � C O N T I N G E N C I E S

The�Company � is � subject � to �governmental � regulations�pertaining � to �product � formulation,�labeling�and�packaging, �product � claims�and
advertising�and�to � the�Company’s�direct�selling � system.�The�Company� is �also � subject�to � the� jurisdiction�of � numerous�foreign�tax � authorities.
Any�assertions�or�determination�that � either�the�Company � or � the�Company’s �distributors � is �not � in � compliance �with � existing � statutes,
laws,�rules �or � regulations�could�potentially � have � a � material �adverse � effect�on�the�Company’s � operations.�In �addition,�in�any � country � of
jurisdiction,�the�adoption�of �new � statutes, � laws,�rules �or � regulations�or�changes�in�the�interpretation�of � existing � statutes, � laws,�rules�or
regulations�could � have � a � material �adverse � effect�on�the�Company�and� its � operations.�Although�management�believes � that � the�Company
is � in � compliance, � in � all �material � respects, �with � the � statutes, � laws,�rules �and�regulations�of � every � jurisdiction�in�which� it � operates, �no
assurance�can�be�given�that � the�Company’s � compliance�with � applicable � statutes, � laws,�rules�and�regulations�will�not�be�challenged�by
foreign�authorities�or�that � such�challenges�will �not�have � a � material �adverse � effect�on�the�Company’s�financial�position�or�results � of � oper-
ations�or�cash�flows.�The�Company�and� its � Subsidiaries�are � defendants � in � litigation�and�proceedings�involving � various�matters. � In � the
opinion�of � the�Company’s � management,�based�upon�advice � of � its � counsel � handling � such�litigation�and�proceedings,�adverse�outcomes,
if �any,�will �not�likely � result � in � a � material � effect�on�the�Company’s � consolidated�financial � condition,�results � of � operations�or�cash�flows. �

2 0 . � P U RC H A S E � O F � L O N G – T E R M � A S S E T S

In � March�2002,�the�Company�acquired�the�exclusive�rights � to �a �new � laser�technology � related�to�measuring � the� level � of � certain�antioxidants.
The�acquisition�consisted�of�cash�payments � of�$4.8�million�(including�acquisition�costs)�and�the�issuance � of�106,667�shares�of � the�Company’s
Class �A �common�stock�valued �at � approximately �$900,000.�In �addition,�the�acquisition�includes �contingent�cash�payments � up � to�$8.5
million�and�up�to � 1.2 �million�shares �of � the�Company’s � Class �A �common�stock�if � certain�development�and�revenue � targets �are�met.
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In�April�2002,�the�Company�acquired�First � Harvest � International, �LLC, � a � small �dehydrated�food�manufacturer. � The�Company�paid �a � total
of�$2.7 � million�including � the�assumption�of � certain�liabilities�for � this�transaction.

2 1 . � S U B S E Q U E N T � E V E N T

In � January�2004,�the�board � of�directors � declared �a �quarterly�cash�dividend�of�$0.08�per�share � for �all �classes �of � common�stock�to�be�paid
on�March�24, �2004�to � stockholders � of � record �on �March�5,�2004.

R E P O RT � O F � I N DE P E N DE N T � AU DI T O R S

To � the�Board � of � Directors �and�Stockholders � of � Nu�Skin�Enterprises, �Inc.:

In �our �opinion,�the�accompanying � consolidated�balance�sheets �and�the �related�consolidated�statements � of�income, � stockholders’ �equity
and�cash�flows �present � fairly, � i n � all � material � respects, � the�financial �position�of � Nu �Skin �Enterprises, � Inc. �and � its � subsidiaries�at
December�31, �2002�and�2003, �and � the � results � of � their�operations�and�their�cash�flows � for �each�of � the � three �years � in � the�period�ended
December�31,�2003�in�conformity�with�accounting�principles�generally�accepted�in�the�United�States�of�America.�These�financial � statements
are � the�responsibility �of � the�Company’s � management;�our�responsibility � is � to � express�an�opinion�on�these�financial � statements�based�on
our�audits. �We � conducted�our�audits � of � these � statements � in �accordance�with � auditing � standards�generally �accepted� in � the �United�States
of�America,�which�require � that � we � plan�and�perform�the �audit � to � obtain�reasonable�assurance � about�whether�the�financial � statements
are�free�of � material � misstatement. �An�audit�includes�examining, �on �a � test�basis,�evidence � supporting � the�amounts�and�disclosures� in �the
financial � statements,�assessing � the�accounting�principles�used�and�significant �estimates �made � by � management, �and�evaluating � the
overall�financial � statement �presentation.�We�believe � that �our �audits �provide � a � reasonable�basis � for�our�opinion.

As�discussed� in�Note � 5 � to � the�consolidated�financial � statements, �effective � January � 1, �2002,�the�Company�changed�its�method�of �accounting
for�goodwill�in�accordance�with � Statement � of � Financial �Accounting � Standards�No.�142,�Goodwill�and�Other�Intangible�Assets.

PricewaterhouseCoopers � LLP
Salt � Lake�City, � Utah

March�15,�2004
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M A R K E T � F O R � R E G I ST R A N T ’ S � C O M M O N � E Q U I T Y �
A N D � R E LAT E D � ST O C K H O L DE R � M AT T E R S

Our�Class�A �common�stock�is�listed�on�the�New � York � Stock�Exchange�(“NYSE”)�and�trades�under�the�symbol�“NUS.” � The�following � table � is
based�upon�the�information�available � to �us �and�sets � forth � the�range�of � the�high�and�low�sales�prices�for�our�Class�A �common�stock�for �the
quarterly�periods�during�2002�and�2003�based�upon�quotations�on�the�NYSE.

Quarter�Ended High Low

March�31,�2002 $ 11.19 $ 7.10

June�30,�2002 14.86 10.01

September�30,�2002 14.25 8.50

December�31,�2002 13.09 9.67

Quarter�Ended High Low

March�31,�2003 $ 13.40 $ 8.82

June�30,�2003 10.50 8.75

September�30,�2003 12.90 10.22

December�31,�2003 17.98 12.77

The�market�price � of �our �Class �A �common�stock�is �subject�to � significant � fluctuations�in�response � to � variations�in�our�quarterly � operating
results,�general � trends�in�the �market � for�our�products�and�product�candidates,�economic�and�currency�exchange�issues � in � the � foreign
markets � in �which�we � operate�and�other�factors, �many � of � which�are�not�within�our�control. � In �addition,�broad�market � fluctuations,�as�well
as�general �economic,�business�and�political � conditions�may�adversely � affect�the �market � for�our�Class �A �common�stock, � regardless�of�our
actual �or �projected�performance.

The�closing�price � of �our�Class�A�common�stock�on�February�27,�2004,�was�$19.15. � The�approximate � number�of�holders � of � record � of�our�Class�A
common�stock�as �of � February �27, �2004�was�815. � This �number�of �holders � of � record � does�not �represent � the�actual � number�of�beneficial
owners � of �shares �of �our �Class �A �common�stock�because�shares�are � frequently �held � in � “street�name” �by � securities�dealers�and�others � for
the�benefit � of�individual � owners � who�have � the�right � to � vote � their�shares. �We � have � a � small �number�of �outstanding � Class�B�shares�held �by
one�individual � that � were �not �converted� to � Class�A�shares �as �of �December�31,�2003. � These � remaining � Class�B�shares�will �be�converted� to
Class�A�shares � in �connection�with�our�annual �shareholder�meeting � to �be �held � in �May�2004. �

We � declared�and�paid�a�$0.06�per�share�dividend�for �all �classes�of � common�stock�in�March,�June, �September�and�December�of�2002,�and�a
$0.07�per�share � quarterly�dividend�for�all �classes�of � common�stock�in�March,�June, �September�and�December�of�2003. � The�board � of�directors
declared�a �quarterly�cash�dividend�of�$0.08�per�share. � The�quarterly�cash�dividend�was�paid�on�March�24,�2004,�to � stockholders � of � record�on
March�5, �2004.�Management�believes�that�cash�flows�from�operations�will�be�sufficient � to � fund�this�and�future�dividend�payments, � if �any.

We � expect�to � continue � to�pay�dividends�on�our�common�stock. � However, � the�declaration�of �dividends�is�subject�to � the�discretion�of�our�board
of�directors�and�will �depend�upon�various�factors,�including�our�net�earnings,�financial � condition,�cash�requirements, � future �prospects
and�other�factors � deemed�relevant�by�our�board � of�directors.
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B OA R D � O F � DI R E C T O R S

B L A K E � M . � RO N E Y

Chairman

DA N I E L � W. � C A M P B E L L

Managing�General � Partner, �EsNet, �Ltd.
Audit,�Compensation,�and�Nominating
Committees

J O S E � F E R R E I R A � J R .

President�and�Chief � Executive � Officer,
Woodclyffe �Group
Compensation�Committee

E . J . � “ JA K E ” � G A R N

United�States�Senate, � Retired
Managing � Director, � Summit � Ventures
Audit,�Compensation,�and�Nominating
Committees

PAU L A � F. � H AW K I N S

United�States�Senate, � Retired
President, �Paula � Hawkins�&�Associates
Audit�and�Compensation�Committees

M . � T R U M A N � H U N T

President�and�Chief � Executive � Officer

A N DR E W � D. � L I P M A N

Vice�Chairman,
Swidler�Berlin�Shereff � Friedman
Audit,�Compensation,�and�Nominating
Committees

B RO O K E � B. � RO N E Y

Senior�Vice � President

S A N DI E � N. � T I L L O T S O N

Senior�Vice � President

E X E C U T I V E
M A NA G E M E N T

R I TC H � N. � W O O D

Chief � Financial � Officer

C O R E Y � B. � L I N DL E Y

Executive � Vice � President , �
President, �Greater�China

RO B E RT � S . � C O N L E E

President, �North�Asia �Region

L O R I � H . � B U S H

President, �Nu�Skin

J O S E P H � Y. � C H A N G

President, �Pharmanex

L A R RY � V. � M A C FA R L A N E

President, �Big �Planet

M I C H A E L � D. � S M I T H

Regional � Vice � President,
South�Asia�and�Pacific

M A R K � A . � W O L F E RT

Regional � Vice � President,
Americas�and�Europe

M A R K � L . � A DA M S

Chief�Administrative � Officer

D. � M AT T H E W � D O R N Y

General�Counsel

R I C H A R D � W. � K I N G

Chief � Information�Officer

R E G I O NA L /C O U N T RY �
M A NA G E M E N T

J O H N � C H O U

President, �Nu�Skin�Taiwan

A N DR E W � FA N

Regional � Vice � President,
Nu�Skin�Southeast �Asia

F R A N K I E � K I O W

President, �Shanghai �Nu�Skin

A N G E L A � L AU

General � Manager, �
Nu�Skin�Enterprises �Hong � Kong

PA K A P U N � ( VI C K Y ) � L E E V U T I N U N

General � Manager, � Nu�Skin�Thailand

J O A O � M A G G I O L I

General � Manager, � Nu�Skin�Brazil

ST E WA RT � M C A RT H U R

President, �Nu�Skin�Europe

S C O T T � S C H W E R DT

General � Manager,
Nu�Skin�United�States

N I G E L � S I N C L A I R

President, �Nu�Skin�Enterprises �Australia
and�New�Zealand

L U K E � YO O

President, �NSE � Korea
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A N N UA L � M E E T I N G

Nu�Skin�Enterprises’ �annual � stockholders’�meeting�will �be�held �
at � 4 � p.m. �on�Monday, � May � 17, �2004�at:

One�Nu�Skin�Plaza
75�West�Center �Street
Provo, � Utah�84601

I N DE P E N DE N T � AU DI T O R S

PricewaterhouseCoopers � LLP
36�South � State � Street,�Suite � 1700
Salt � Lake�City, � Utah�84111

Telephone:�801-531-9666

ST O C K � L I ST I N G

Nu�Skin�Enterprises’ � stock�is�listed�on� the �New � York � Stock
Exchange�under � the�ticker �symbol:�NUS

T R A N S F E R � A G E N T

Inquiries�regarding � lost � stock�certificates, �consolidation�of
accounts,�and�changes�in�address,�name, �or �ownership�should �
be�addressed�to:

American�Stock�Transfer �& �Trust
59�Maiden�Lane
New � York, � New � York�10038

Domestic�telephone:�877-777-0800
International � telephone:�718-921-8200

C O R P O R AT E � H E A D Q UA RT E R S

Nu�Skin�Enterprises
75�West�Center �Street
Provo, � Utah�84601

Telephone:�801-345-6100

C O M PA N Y � W E B � S I T E S

Nu�Skin�Enterprises:�www.nuskinenterprises.com
Nu�Skin:�www.nuskin.com
Pharmanex:�www.pharmanex.com
Big�Planet:�www.bigplanet.com

A DDI T I O NA L � ST O C K H O L DE R � I N F O R M AT I O N

Additional � information�and�news �about�Nu�Skin�Enterprises� is
available � at�www.nuskinenterprises.com.�For�investor�information,
inquiries,�annual � reports, � and �SEC�filings, �call � 801-345-6100,
e-mail�callen@nuskin.com,�or�write � Investor �Relations�at � the �cor-
porate�headquarters.

F O R WA R D - L O O K I N G � STAT E M E N T S

This�annual � report�contains�forward-looking � statements, �which
represent � the�Company’s � expectations�and�beliefs � about�future
events�and�operating � results �as �of � the�date � of � this�report,�including
the�outlook�for � future �growth�and�performance, � strategic�initia-
tives,�new�products�and�anticipated�2004�results. �Words�or�phrases
such �as � “believes,” � “expects,” �“anticipates,” � “plans,” �and �similar
words�or �phrases�are � intended � to �help� identify � forward-looking
statements. �These � forward-looking � statements�are � subject�to�risks
and�uncertainties,�including � those�risks�and�uncertainties�identified
under�the�caption�Note � Regarding � Forward-Looking � Statements�in
this�annual � report�and�those�identified�in�the�Company’s�most � recent
10-K. � The � forward-looking � statements � represent � the�Company’s
views�as�of � the�date � of � this�report�and�it�assumes�no�duty�to�update
these � forward-looking � statements.

R E C O N C I L I AT I O N � T O � G A A P � E A R N I N G S � P E R � S H A R E

Management�believes � the�non-GAAP�earnings�per�share�measure
provided�herein�assists � management�and�investors � in � evaluating,
and�comparing�from�period�to�period,�results � from�ongoing � oper-
ations�in�a �more�meaningful �and �consistent � manner�while � also
highlighting�more�meaningful � trends�in�the�results � of � operations.

(U.S. dollars � in �000s, except � per�share � amounts) 2002 2003

GAAP�net�income�as�reported $ 64,843 $ 67,876

One-time�charges:

Charges�related�to�headcount � reductions�

and�early � retirement �program — 5,067

Divestiture � of�PEO — 525

Tax � effects�on�adjustments — ( 2,069 )

Total �charges,�net�of � tax � effects — 3,523

Net�income�excluding�one-time�charges $ 64,843 $ 71,399

Diluted�income�per�share � excluding �

one-time�charges $ 0.78 $ 0.90
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