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To the Shareholders,

Our strategy of growth through global expansion continued in early 2011 with the launching of our Mexico operations. In the 2nd Quarter,
we added the European countries of Ireland, Czech Republic, Finland and Estonia. We expect these markets to lead the way to continued
expansion and be signi cant contributors to our global business. In addition to launching new markets, we continued our commitment

to nutritional innovation. During 2011, we received six patents for our nutritional technologies as well as improved our currently o ered
products.

During these activities, we maintained our focus on cash ow and returning to pro tability. To achieve this, Mannatech took wide-ranging
expense reductions late in the 2nd Quarter of 2011. This resulted in an increase of cash and cash equivalents in the last 6 months of 2011
of $736,000 as compared to the rst half of the year. We believe our continued attention to key performance indicators such as recruiting,
Auto Orders and Pack volume, combined with accountability for expense control in the various global business units, will continue to
improve our nancial performance.

Late in 2011, the Board of Directors ended their concept of Co-CEOs and appointed Dr. Rob Sinnott chief executive o cer to lead
Mannatech’s return to growth and pro tability. This promotion, along with other management changes, creates an environment for positive
change to be accelerated throughout the organization.

Mannatech’s overall strategy for 2012 will be to grow revenue through continued international development and three targeted sales

and marketing strategies. These initiatives are value innovation led by the new NutriVerus™ product, customer acquisition with the
4Free Discount Program and driving recruiting growth with the Real Switch Challenge. We believe these programs and targeted expense
reductions can return the company to pro tability and build shareholder value.

J. Stanley Fredrick Dr. Rob Sinnott
Chairman of the Board CEO and Chief Science Officer

For the year ended December 31
(in millions, except per share information and ratios)

RESULTS OF OPERATIONS 2011 2010 2009
Net sales $201 $228 $290
Gross pro t $83 $98 $96
Loss before income taxes $(18) $(11) $(24)
Loss $(21) $(11) $(17)

LOSS PER SHARE:

Basic $(7.80) $(4.01) $(6.56)
Diluted $(7.80) $(4.01) $(6.56)
Weighted-average common shares outstanding (in thousands):
Basic 2,649 2,649 2,646
Diluted 2,649 2,649 2,646

FINANCIAL CONDITION:

Total cash $18 $22 $17
Total working capital $12 $23 $22
Total assets $58 $81 $102
Total shareholders’ equity $22 $41 $51
Cash ows from operations ($3) $4 $(10)
STATISTICS:
Current ratio 14 1.7 15
Inventory turnover ratio 15 1.2 1.5
Debt-to-equity ratio 0.31 0.20 0.16

Dividends paid per share — — $0.04



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

FORM 10-K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 201
or
[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File No000-24657

MANNATECH , INCORPORATED

(Exact Name oRegistrant as Specified in its Charter)

Texas 75-2508900
(State or other Jurisdiction of Incorporation or Organization) (I.R.S. Employer Identification No.)
600 S. Royal Lane, Suite 200, Coppell, Texas 75019
(Address of Principal Executive Offices) (Zip Code)

Registrarnits Telephone Number, including Area Cod@72) 4717400

Securities Registered Pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, par value $0.0001 per share The Nasdadtock Market, LLC

Securities Registered Pursuant to Section 12(g) of the Noe

Indicate by check mark if the Registrant is a welown seasoned issuer, as defined in Rule 405 of the Securitie¥ésft ] No [X]
Indicate by check mark if thRegistrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Exchanges§cl No [X]

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Sections 13 or 15(d¢ciithiesEExchange At of 1934 during the preceding
12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been sultjdiing seguirements for the past 90 days
Yes[X]No[ ]

Indicate by chek mark whether th®egistrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File rdzpugedrtitted
and posted pursuant to Rule 405 of Regulatieh (Section232.405 of this chapter) during the pegling 12 months (or for such shorter period thatRagistrant was
required to sbmit and post such files)¥es [X] No [ ]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulako(S&ction 229.405 of this Chaptds)not contained herein, and will not be
contained, to the best of Registramknowledge, in definitive proxy or information statements incorporated by reference in Part Il of this Fétrarkhy amendment to
this Form 10K. [ ]

Indicate by checknark whether the Registrant is a large accelerated filer, an accelerated fitaraccelerated fileor a smaller reporting compan$geethe definitions of
“largeaccelerated filet “accelerated filet and“smaller reporting compahyn Rule 12b2 of the Exchange Act.

Large accelerated filer [ ] Accelerated filer [ ] Non-accelerated filer [ ] Smaller reporting compan|

Indicate by check manwhetherthe Registrant is a shell company (as definegie 12b-2 of the Act). Yed ] No [X]

At June30, 2011, the aggregate market value of the common stock held byaffilimtes of the Registrarwas$15,108849 based on the closing sale
priceof $9.60(as adjusted for a-for-10 reverse stock split effected January 13, 20a8yeportedn theNASDAQ GlobalSelectMarket

The number of shares of the Registfartommon stockutstandingasof March 26, 2012 was2,647,735hares.

Documents Incorporated by Reference

MannatechIncorporatedncorporates information required by Part 11l (Iitems 10, 11, 12, 13, and 14) of this report by reference to its
definitive proxy statement faits 2012 annual shareholdermeeting to be filed pursuant to Regulation 144 later than 120 days after theceof its
fiscal year




TABLE OF CONTENTS

R rding Forw kin

)
N - |
@D

Business

S

Unresolved Staff Comments

(S

Selected Financial Data
isk

em Chanies in and Disaireements with Accountants on Accountinﬁ and Financial Disclosure 62

Other Information

Directors, Executive Officers, and Corporate Governance

rity Ownership of Certain Beneficial Owners and Man ment

em Princiial Accountant Fees and Services

Exhibits and Financial Statement Schedules

R

R




Special Note Regarding ForwardlLooking Statements

Certain disclosures and analysis in this FornKl,0ncluding information incorporated by reference, may include
forwardlooking statements within the meaning of Section 27A of the Securities Act &,1#83amende(the “ Securities AcY),
Section 21E of the Securities Exchange Act of 1934, as ameftidetExchange Act), and the Private Securities Litigation
Reform Act of 1995 that are subject to various risks and uncertaijgigions, forecasts, projections, guidapeeother
statements other than statements of historical fact are considered fdogking statements and reflect only current views about
future events and financial performance. Some of these forleaking statements include statements regarding:

X management’s plans and objectives for future operations;

existing cash flows being adequate to fund future operational needs;

future plans related to budgets, future capital requirements, market share growdintigighted capital projects
and obligations;

the realization of net deferred tax assets;

the ability to curtail operating expenditures;

global statutory tax rates remaining unchanged;

the impact of future market changes due to exposure to foreign curteartsiations;

the possibility of certain policies, procedures, and internal processes minimizing exposure to market risk;
the impact of new accounting pronouncements on financial condition, results of operations, or cash flows;
the outcome of new or exisig litigation matters;

the outcome of new or existing regulatory inquiries or investigations; and

other assumptions described in this report underlying such forleaking statements.

xX X

X X X X X X X X X

Although we believe that the expectations included in these forlwoking statements are reasonable, these forward
looking statements are subject to certain events, risks, assumptions, and uncertainties, including those discussedrbtlew and
“Risk Factors” section in Item 1A of this Form 4K, and elsewhere in thisdfm 18K and the documents incorporated by
reference herein. If one or more of these risks or uncertainties materialize, or if our underlying assumptions provetodos, in
actual results and developments could materially differ from those expressedhiplied by such forwardooking statements.

For example, any of the following factors could cause actual results to vary materially from our projections:

overall growth or lack of growth in the nutritional supplements industry;
plans for expectetuture product development;

changes in manufacturing costs;

shifts in the mix of packs and products;

X X X X X



PART |
Item 1. Business

Overview

Mannateclis a global wellness solution provider, which was incorporated began operations in November
1993. We develop and sell innovative, highality, proprietary nutritional supplements, topical and skin care products,

and weight



Thehistory of our proprietary ingredientsind productgs as follows:

X In 1994, we developed and began selling our first products containing Ma%amdhgredienformulated to
support ceHlto-cell communication.

X In 1996,we enhanced our produdiased on the study a@ycoproteinsandour scientists developed our own
proprietary compound, Ambroto%eomplex, which we patente@ur Ambrotos& complexis a blend of
polysaccharides (composedmionosccharidesthathelps provide support for the immune system.

X In 2001, webroadened our proprietary ingredients by developl'nwAmbroglycin®bIend a balanced food
mineral matrixwhich helps deliver nutrients to the bodyndwhich is used in our proprietary Cataly@and
Glycential€’ vitamin/mineral supplements

X In 2004,we introdued our proprietary blend of antioxidant nutrients, MTech AO BI&nwhich isused in
our proprietary antioxidant Ambrotose A@roduct

X In 2006, we introduced a unique blend of pldased mineraJshatural vitaminsand standardized
phytochemicals for use in our proprietary PhytoMaQ?rp(oduct.We alsointroduced a compound used in
reformulated Advanced Ambrotdseomplex. This compound allows a more potent concentration of the full
range of mannoseontaining polyaccharides occurring naturally in alaebe produced ira stable powdered
form.

X In 2007, we introducednto the United States marketir skin care line of products that supports $&in
natural texturepeautyand elasticity We also launchedur PhytoMatrb? caplets Advanced Ambrotose
capsules anU/Ianna-BeargsuppIementnto international markets

X In 2008,we introduceda proprietary proteolytic enzyme and phytosterol dietary supplement that supports the
body’s natural recovery processes asatail with physical activityn our BounceBaclEEcapsuIesWe also
introduceda proprietary version of whey protein peptitlchnologythat assists targeted fat loss when
combined vith exercise and a healthy digtour OsolLearF powder

X In 2009, we introducedur Omega3, which features EPA/DHA essential aciddhytoBursf Nutritional
Chewsformulated with vitamins, minerals, and phytonutrients from feodrced ingredientgand Gk
ProBalancé Slimstickin Korea,which is a synbiotidigestive product containing probioticgrebiotics and
digestive enzymesdn addition,we improvedour Ambrotos® products to include bet&arotene.

x In 201Q we launchecbur Mannatech LIFTE Skin Care System which isparaberfree and formulated to give
skin a more natural youthful appearance

X In 2011,we introducedour reformulatedrersionof our Omega3 supplementwhich nowincludes
Vitamin Ds;and features EPA/DHA essential acidé/e alsointroduced GIProBalancé Slimstick in North
America andexpandedeveralpreviously launched productsom our domestic lingo our international
markets.

Our product philosophy focuses on a full spectrum of quality nutritional and personal care productatimed
promotng and maintaimg optimal health and wellnesg/e focus on producing products that are from faditural sources,
with no synthetic or chemically derived additiv8$ere ae threemajor categories of oyroducts:

Health, which offers a variety of nutritional supplemerhbat aid in optimiing overall health and wellnes$his
category includes variety of daily nutritional supplements, health solutions for children, and additional
nutrientsdesignedo help keep specific body systerasoptimal levels.

Weight and Fitness, which offersproductsdesigned teurb appetite and burn fat, build lean muscle tissurel
support recovery from overexertion.

Skin Care, which offers severaproductsthat are formulated with more than 30 botanical ingredients, contain
our Jeunesse % proprietary blend-a unique combination of montmorillonite and glyconutrig@isdare
designed taive theskin a more natural youthful appearance by moisturizing, hydrating and reducing the
appearance of fine lines and wrinkles.



The following tablesummarizes our products by category:

Product Category Representative Products
Ambrotos€ complex, Ambrotose A®, Advanced
Ambrotos€’, PhytoMatrix’, GclEyco-Bears®, MannaBear$,
catalysft, PLUSE MannaC € CardioBALANCE®,
Health ImmunoSTART, BounceBack, MannaCLEANSE,
PhytAlo€®, GI-Prd®, GI-Zyme®, Omega3 with Vitamin
D3, PhytoBursfE Nutritional Crews, and Gl Pro Balanc&
Slimstick
OsolLearft, Accelerator®, FiberSlin®, GlycoSlin®,
AmbroStarf, SPORTF, andEM-PACT®.
Emprizon€, FIRM with Ambrotosé&, LIFT EExfoliating
Facial CleanselLIFT EMultiphase Serum, LIFTEDay
Moisturizer, LIFT ENight Repair Créemeand LIFT &
Body Lotion.

Weight and Fitness

Skin Care

A significant portion of our revenue is derived from our core Ambrotosemplex productsvhich include the
Ambrotosé products and Advanced Ambrotdsproducts. Revenue from the core Ambrotdpeoducts were as follows
for the years ended December 31, 202010 and 2009in thousands, except percentages)

2011 201C 200¢
Sales by % of total Sales by % of total Sales by % of total
product net sales product net sales product net sales
Advanced Ambrotose $ 66,893 33.3% $ 61,458 26.9% $ 65,360 22.6%
Ambrotos& 15,513 7.7% 19,078 8.4% 25,413 8.8%
Total $ 82,406 41.0% $ 80,536 35.3% $ 90,773 31.4%

Product DevelopmentOur product committee continues to foauspotential new products and compounds that
help targt or promote overall health and wellness. When considering new products and compounds, our product
committeeconsiderghe following criteria:

x marketability and proprietary nature of the product;
x demand for the product;

X competitors products;

X regulatoryconsiderations;

x availability of ingredients; and

X data supporting claims of effica@nd safety

To maintain a flexible operating strategy and the ability to increase production capacity, we contract with third
parfesto manufacturall of our products, which allows us &ffectivelyrespond to fluctuations in demand with minimal
investment and helps control our operating costs. We believe our suppliers and manufacturers are capable of meeting our
current and projected inventory regeinents over the next several years. However, as a safety measwa)timeie to
identifyand approve alternative suppliers and manufacturers to ensui@ihgibbaldemand aremet in a timely manner
and tohelpminimize anyrisk of business interrugn.

Industry Overview

Nutrition Industry

We operate in the nutritional supplement industry and distribute and sell our products trauglinglobal
network marketinghannel. The nutritional supplement indussyast pacedhighly fragmentegand intensely
competitive. It includes companies that manufacture and distribute products that are intended to enhancésthe body
performance andell-being Nutritional supplements include vitamins, minerals, dietary supplements, herbs, botanicals
and @mpounds derivetherefrom Prior to 1990, all dietary supplemeritsthe United Statewsere tightly regulated by the



FDA and only included essential nutrients such as vitamins, minemadsproteins. In 1990, the Nutrition Labeling and
Education Act expaded the category to includéerbs or similar nutritional substanéebut the FDA maintained control
over premarket approvalHowever, in 1994the Dietary Supplement Health and Education Act of 19933HEA") was
passedn the United Stategdrastically chanigng the dietary supplement marketpladde DSHEAwas instrumental in
expandhg the category oflietary supplements further includeherbalandbotanical supplements and ingrediestshas
ginseng, fish oils, enzymes, amdriousmixtures of theseéngredientsUnder DSHEA, vendors of dietary supplements are
now able to educate consumers regarding the effects of certain component ingredients

Nutritional supplementare availabléhroughmassmarketretailers, drug stores, supermarketiscount stores
health food storgsnail order companiesnd direct sales organizations. Direct selling, of whieltwork marketings a
significant segment, hagown significantly and hakeen enhanced in the past decade as a distribution channt due
advancements in technology and communications resulting in improved product distribution and faster dissemination of
information

irect Selli I ng

Since the 1990s, the direct sellimgdnetwork marketingales channel has grovimpopularity and general
acceptance, including acceptancegogminent investors and capital investment groups who have invested insbiiauty
companies. This has provided direct selling companies with additional recognitiberedibility in the growing global
marketplace. In addition, many large corporations have diversified their marketing strategy by entering ttsekiingct
arena. Several consurAgroduct companies have launched their own disstting businesses witimternational
operations often accounting for the majoritytbéir revenues. Consumers and investors are beginning to realize that direct
selling providesuniqueopportunitesand a competitive advantage in todaynarkets. Businesses are ablegtiockly
communicate andevelop strong relationships witheircustomers, bypass expensive@mpaigns, and introduce
products and services that would otherwise be difficult to prortotaugh traditional distribution channels such as retail
stores Direct ®llingis achannel of distributiorwith healthy cash flow, high return on invested capital, and {targn
prospects for global expansioiccording to theworldwide direct sales data published by Wverld Federation of Direct
Selling Associationin 2010 approximately 88 million global direct sellecsllectivelygeneratecannualretail sales of
$132.2billion.

Operating Strengths

1. High-Quality, Innovative, Proprietary ProductdNe base our product concept on the scientific belief that certain

glyconutrients, also known as monosaccharides or sugar molecules, are essential for maintaining a healthy
immune system. We believe the addition of effective nutritional supplements to-dalaticed diet, coupled

with an effective exercise program, wélhhance and help maintain optimal health and wellness. We focus on
producing products that are from-alatural sources with no synthetic or chemically derived additives. We
formulate our products with predominately naturadlycurring, plantderived, carbhydratebased, safe

ingredients that are designed to use nutrients working through normal physiology to help achieve and maintain
optimal health and wellness, rather than developing common synthetic, carbohlydsait products.

We believe that our patged proprietary blend, Ambroto8eomplex, included in many of our products
distinguishes us as a leader in the global nutritional supplements industry and that no other combination of
vitamins, minerals, amino acids, or herbals can provide the benefitslfin Ambrotos@ complex. We also
believe the use of unique compounds found in our products allows us to effectively differentiate and distinguish
our products from those of our competitors.

2. Research and Development Effortd/e are steadfast in ouommitment to qualitydriven research and

development. We use systematic processes for the research and development of our unique proprietary product
formulas, as well as the identification of quality suppliers and manufacturers. Our research and cgialitpces
programs are outlined on our corporate websitesv.mannatechscience.grgttps://www.mannatech.carand
www.allaboutmannatech.cam

Dr. Robert Sinnott, our CEO arthief ScienceOfficer, leads our team of experienced researchers and
scientists. This team continually reviews the latest published research data, attends scientific conferences, and
draws upon its vt knowledge and expertise to develop new products and support existing ones. In addition, this
team works in collaboration with other research firms, universities, institutes, and scientists. Our products have
been the focus of numerous prénical and dinical studies.



Some of our more recent collaborative research projects include:

1

2)

3)

4)

5)

In December 2011, registration for “Nutrition and Personal Health Coaching”, a university
level course designed by the Department of Nutrition and Food Sciences at Texaag
University (‘ TWU"), with input from Mannatech scientistspenedo the public. This

unique, sciencdased, online course meets the growing demand of both health professionals
and members of the general public who want to learn more about healttugnittbn and
discover how to implement this knowledge in realistic ways into their daily lives. It is taught
by qualified members of the TWU faculty, including Dr. Chandan Prasad, Professor and
Chairman of the Department of Nutrition and Food Scienc@3/#t. The 45hour course

also includes a guest lecture from Dr. Sinnott about the Dietary Supplement Health and
Education Act of 1994“DSHEA’). Upon successful completion, participants will earn a
Certificate of Completion of Training as well as contingieducation credit hours. Talented
undergraduate and PHBvel students at TWU will also benefiiecauseghe majority of the
proceeds from the class will be used to fund research scholarships to deserving recipients.
Classes begam February 2012.

In October 2011, the Australian government granted Dr. Talitha Bestradrith

Researchers in Busines$}{B”) grant to help develop research on Mannatech’s
glyconutritional products. The RiB program is part of Enterprise Connect, an initiative within
the Australian government’s Department of Innovation, Industry, Science and Research. The
program is designed to accelerate industry innovationamdpetitionby connecting

university and public agency researchers with businesses that wish to develop newiitiea
commercial potential. RiB initiatives a@nticipatedo play an important role in enhancing

the transfer of university intellectual capital into practical business applications and to
stimulate the dissemination of industry knowledge back intarésearch community.

Exciting innovation is expected to flow from breaking down the cultural divide between
academia and business. Dr. Talitha Best is a-plostoral research fellow at the Nutritional
Physiology Research Centre, University of South AugréilUniSA™) and the Brain

Sciences Institute, Swinburne University of Technology.

In September 2011, a randomized, doubland, placebecontrolled trial involving more than
100 subjects was published in the jourAglplied Research in Quality of Lifén this study,
healthy adults who consumed Ambrotgsm)mplex powder reported numerous health and
well-being benefits following 12 weeks of intake, compared with subjects taking a placebo.
Some of the perceived benefits have been confirmed by formal cegnéstingwhich was

the subject of previous publications. Gastrointestinal effects were also among the perceived
benefits reported by individuals who consumed Ambro%swnplex‘.l) The study was
conducted by Dr. Talitha Besfssociate Professor Eva Kers (Flinders University) and Dr.
Janet Bryan (UniSA).

In June 2011, Dr. Talitha Best convened and chaired a symposium entitled “Eating behaviour
from a cognitive experimental perspective” at the Society for Applied Research in Memory
and Cognition’s (SARIAC) ninth international conference, which met in New York City.
Scientists participating in Dr. Best’'s symposium presented experimental findings from
numerous studies that demonstrated thdibéctional relationship between eating behaviour
and cognition These studies explored the diverse and complex cognitive processes that are
involved in, and affected by, eating behavior and dietary interventions. Specific dietary
interventions under investigation included glucose, tea and-plalysaccharides

(Ambrotos€® complex). Dr. Best also presented the results of a study (see below) that she
recently conducted with Australian colleagues on Ambrdtasenplex.

In April 2011, Australian scientists presented the results of a randomized, dolirde
placebaocontrolled trial at the 38th Australasian Experimental Psychology Conference in
Auckland, New Zealand. The study showed that, shortly after taking a single 4 gram serving
of Ambrotos€ complex powder, healthy adults experienced improved mematy an
performed better on demanding cognitive tak$he product had no effect on blood

glucose levels. The trial was led by Dr. Talitha Best. Studyaathors included Professor

Peter Howe and Associate Professor Jon Buckley (UniSA) Dr. Janet Bryan afed$tio



6)

7

Andrew Scholey (Swinburne University of Technology). Dr. Best’s study was presented as
part of a symposium she convened andotmired with Professor Scholey, titled “Brains and
food—detecting nutritional effects on cognition.”

In January 2011a sudy published in th&european Journal of Clinical Nutritiomdicated

that intake of Advanced Ambroto$gowder resulted in a significant shift towards increased
sialylation in the Nglycosylation profile of the serum of healthy adults. To the authors’
knowledge, this is the first study which has shown that dietary changes can affect serum
glycosylation profiles. The lead author of this study was Dr. Azita Alavi, a Research Fellow
at the Sir Joseph Hotung Centre for Musculoskeletal Disorders, Divisioretdéil@r and
Molecular Medicine, St. George’s University of London, U.K.-@athors include St.

George’s University researchers Professor John Axford, Dr. Edward Tarelli and Dr. Owen
Fraser, andUniversity of York, UK researcheProfessor Martin Bland

In January 2011, Mannatech scientists presented a poster, “A review of human and animal
studies assessing the effects of oral polysaccharides on cognitive function and mood”, at the
Scripps Center for Integrative Medicine’d &nnual Natural Supplements @Gterence in San
Diego, California. The review, which reported that the most promising
polysaccharide/cognition research in humans has been conducted on Mannatech’s
Ambrotos€ complex, also reported animal study data (conducted primarily on glucan
productg that provides insight into possible mechanisms of action for polysaccharides on
learning and memorg}.)

(1) TheFDA has notevaluatedhese statements. hEse products are not intended to diagnose, treat, cure or prevent any
disease.

To support our research and development efforts, we have strategic alliances with our suppliers,
consultants, and manufacturers that allow us to effectively identify and develobdality, innovative,
proprietary products that increase our competitisheamtage in the marketplace.

These efforts include developing and maintaining quality standards, supporting development efforts for
new ingredients and compounds, and improving or enhancing existing products or ingredients. In addition, our
research andevelopment team identifies other qualdyiven suppliers and manufacturers for both our global
and regional needs.

Quality Assurance ProgramMannatech uses only qualified manufacturing contractors to produce, test, and
package our finished producfBhese contractors must be compliant and current with required certifications and
they must strictly adhere to our own quality standards for all markets. Certifications and guidelines that our
contract manufacturers are required to camy/or followinclude:

X

the FDA'’s current Good Manufacturing Practices for manufacturing, packaging, labeling, and
holding of dietary supplements;

the FDA's Good Manufacturing Practices for human food;

the requirements of the Natural Health Products Directorate of Canada;

the Korean Food and Drug Administration;

certification by the Therapeutic Goods Administration of Austrdlia®A”), when necessary;

the European Union’s Food Supplement Directive and Nutrition and Health Claims Regulations, as
well as individual membestate legislation;

the Taiwan Food and Drug Administration;
the Japan Ministry of Health Labor and Welfare;
the Singapore Health Sciences Authority; and

the South African Department of Health and Medicines Control Council



We have an established qualégsurance program designed to ensure our manufacturers’ compliance
with thesecertifications and guidelinesnd to ensure that proper controls are maintained during the
manufacturing, evaluation, packaging, storage, and distribution of our products. ddresas include a
comprehensive supplier audit and surveillance program,-ffartly certifications, and continuous product
monitoring.

A team of professionals, many of whom have extensive experience in the pharmaceutical industry, leads
our inrhouse qality assurance program and continually monitors the quality of our products, including the
production process. In addition, they work with suppliers and manufacturers to develop quality standards for raw
material components and products, and perforns t@stl inspections to ensure that finished products are safe and
of high quality prior to release.

We require our dietary supplements to be packaged with seals to help minimize the risk of tampering.
We also perform stability studies under both contro@tbient and accelerated temperature storage conditions to
ensure label claims throughout the shelf life of our products.

To further ensure product quality, we seek qualified independent organizations to conduct further
product testing. To date, numerqu®ducts havdeen tested, and:

X nine products are certified according to the NSF/ANSI 173 Dietary Supplement Stantteranly
American National Standard for dietary supplements. This certification ensures that this product
contains only the ingredients indicated on the label and is frémofirities, and that Good
Manufacturing Practices were used in the manufacturing facility;

x ten products are certified Kosher by OU Kosher, the trademark with the highest certification
standards worldwide; and

X twentysix products have been tested and conéidto beglutenfree by Covance Laboratories.

High-Caliber, Industry Leading Independent Associate®urglobal team of independent associates

comprised of dedicatethardworking, high-caliberindividuals, many of whom have been associated with the

network marketingndustry for decades and have been loyaldégince our beginning in 1993. To capitalize on

their wealth of knowledge and experience, we sponsor a panel of independent assadlatbthe North
AmericanAssociate Advisory Coundil(the “Advisory Council”), whichhelp identify and effectively relay the

needs of our independent busindaslding associatet us The membes of the Advisory Councilareelected by

their peersandserve a thregear term. The Advisory Council mesgieriodicallywith our team of senior

management to recommend changes, discuss issues, and provide new ideas or concepts, including a full spectrum
of innovative ideas for additional qualigriven nutritonal supplements aimed at maintiaig optimal health and
wellness.

Support Philosophy forQur Independent Associates and MembeWe are fully committed to providing the

highest level of support services to aondependent associates and memlegbelieve that we meet
expectations and build customer loyalty through the following:

x providing efficient order processing centers to support operations;
x  offering highly-personalized and responsive customer service;
x offering asatisfaction guarantgeroductreturn policy;

x providing comprehensive corporate websiettp://www.mannatech.com
www.allaboutmannatech.caomww.mannatechscience.grggww.mannathink.com)hatprovide
instant access to Internet ordering, marketireghnicaland educational information, and unique
and innovative marketing tools;

x offering free personalized webs#tfor our independent associates;

X maintaining an extensive wetbased downline management system called Success Tfitir
provides access to web conferencing alogvnline organizatiomeporting for our independent
associates at minimal costs;



x offering, in the United States and Canada effectivecompilation ofonlinemarketingbusiness
tool calledtheMannaCast” suite

x offering updated trainingfientation and compliangerograms for our independent associates;

x  providing strategically based distribution fulfillment centers to ensuoelpcts are shipped on time
and at minimal cost

x inviting customeiinput on innovative product ideas, whighgathered and tabulated on
www.mannathink.comand

X sponsoring severaharketingevents, designed to provide information, education, and motivation
for our dedicated businedsuilding associates and help stimulate business development. These
events provide an interactive venue for introducing new products and services and all@agtinte
between our management teams, outside researchers, and independent associates.

Flexible Operating StrategyWe believe efficiency, focus, and flexibility are paramount to our operations. For

over a decade, we have contracted with third partiesifiply and manufactur@ur proprietaryraw materials and
products, which we believe allows us to minimize capital expiemes capitalize on such partiegxpertise, and

build additional resources for strategic alliances in the areas of distribution and logistics, product registration, and
export requirementdy contracting with various suppliers and manufacturers anglitgourcing distribution for

all of our foreign operationgxceptEurope we believe we can quickly adapt operations to current demands in a
timely, efficient, and cosgéffective mannenVe monitor the performance of our third party contractors to ensure
they maintain a high quality of service. In addition, we identify alternative sources for our raw materials suppliers
and finished goods manufacturers to help prevent any risk of intéorum production should any existing

contractors beomeunable to perform satisfactorily.

Experience and Depth of @r Management Teanand Board of Directors We believethatour team of
executivehasextensive experience everyaspect obusines®perations ands







Independent Associate DevelopmeNetwork marketingconsists of enrolling individuals who build a network
of independent associates, members, and retail customers who purchase products. We support our independent associates
by providing an aiay of support services that cée tailored to meet individualeeds, including:

x offering educational meetings and corporgponsored eventhat emphasize businebailding and
compliancerelated information

X sponsoring various informative and scierzased conference calls, web casts, and seminars;

X providing automged services through the Internet and telephone that offer a full spectrum of information and
businesshuilding tools;

X maintaining an efficient decentralized ordering and distribution system;

x providing highly personalized and responsive order processidgastomer service suppa@atcesile by
multiple communication channels including telephone, Internet;miaé;

x offering 24hour, seven days a week access to information and ordering through the Internet;

x offering Success Track&, a customized businesuilding genealogy system, which contains graphs, maps,
alerts, reports, and web video conferencing for our independent associates;

x offering the MannaCagY'suite of online business tools in the United States and Carmaxa

x providing a wide assortment of businelgilding and educational materials to help stimulate product sales
and simplify enrollment

We provideproduct and network marketirtgaining and education for new independent associdtes includes
a unique global traimig/orientation program thasesaudio, video and web components to familiarize new associates with
theCompany,and includeshort, segmented trainings on how to succeed as part of the sales force. We also regularly
provide training on using online tooich social media and our own suite of web marketing tools specifically designed
for associates to useéVe also offer a variety of brochures, monthly newslettaral other promotional materials to
associates to assist in their sales efforts, trairémgl continuing education. We continuallpdateour training and
promotional materials to provide our associates with the most current information and motivational tools.

Our global associate career and compensation plan consisightfndependenas®ciate achievement levels
from lowest to highest, these include regional, national, executive, presidential, bronze, silver, gold, and platesaan.
achievement levels are determined by the growth and volume of the independent associates’ direateand ind
commissionable net sales, as well as expanding their networks, which are all assigned a point volume. Promotional
materials and training aids are not assigned a point voliitms.point volume systenmgferred to as our global seamless
downline struture, allows independent associates to build their network by expanding their existing downlines into all
international markets. Our global associate career and compensation ipt@mdedo comply with all applicable
governmental regulations that gomehe various aspects of payments to independent associates in each country.

Based upomurknowledge of industryrelatednetwork marketingompensation plans, we believe our global
associate career and compensation plan remains strong in the indusisycanekntly among the most financially
rewarding plans offeredrogether, our commissions and incentives raaggroximatelyfrom 42% to45% of our
consolidated net sales.

Our global associate career and compensation plan pays various tygesmfssions and incentives based upon
a point system that calculates a percentage of the independent assamatenissionable direct and indirect net sales and
the attainment of certain associaehievemenievels. All payments to our independent assbes are made after they
have earned their commissions. We believe our global associate career and compensation plan fairly compensates our
independent associates at every stage of building their business by quickly rewarding an independent assatratbdor b
breadth and depth of their global seamless downline structure.
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Our global associate career and compensation plan identifiegesd9 types of commissions to our qualified
independent associates, which are based on the following:

X generating ppduct sales from an independent assocsgobal downlineto earn certain achievement levels;

x enrolling new independent associates or members who place a product order;

X obtainingcertainachievementevels and enrolling other independent associates who place monthly
automatic ordesin a downline

X obtaining and developing certaathievemeniievels within their downline organizatisrto qualify for
additional bonuses

X building a team of six qualified independent associates in their global doveniihe order products
regularly;and

X various other incentive programs.

Management of Independent Associaté¥e activdy monitor our independent associdtsales of our produts
and the promotion of certain business opportunities by requiring our independent associates to abide by our policies and
procedures. However, we have limited control otver actionsof our independent associates. To aid in our monitoring
efforts, we povide each independent associate with a copy of our policies and procgdianre® or uponsigning up as an
independent associate. We also use various media formats to distribute changes to our mandatory policies and procedures,
includingour corporate wbsite, conference calls, educational meetings, corporate events, seminars, and webcasts.

Our legal/compliance department, in cooperation with other departments and associates, periodically evaluates
the conduct of our independent associates and thefoeedw or revised policies and procedur&ur monitoring efforts
include reviewng associates’ websites, promotional matesialsd meetingOur legal/compliance program assists in
maintaining high ethical standards among our independent associateh,velps our independent associates in their
sales efforts

To help manage our associates, our legal/compliance department periodically monitors independent &ssociates
websites for contentn addition, asociates may useir anonymous compliance reportisgstemto report norcompliant
websites to the compliance department, which then further investigates such websites. In an effort to decrease the number
of independent websites owned by our independent associates ard¢ove and protect our trademarks, we offer a
standardized personal Mannapé’agbﬁernet websitewhich helps our independent associates with their sales efforts and
provides consistent, standardized informatiamd education.

Our legal/compliance progm also proviés our independent associates véatstandardizedndanonymous
complaint process. When a complaint is filed against an independent associate, our legal/compliance department conducts
a mandatorynvestigation of the allegations, Warranted Depending on the nature of the violation, we may suspend or
terminate the nomompliant associate agreement ove may impose various sanctions, including written warnings,
probation, withholding commissions, and termination of associate si&fisvill terminate any associate’s agreement for
making claims that our products can treat, cure, mitigate or prevent any disease, unless such claimimagand
isolated.

Product Return Policy We stand behind our packs and products and believe we oféarsmnable and industry
standard product return policy to all of our customers. We do not resell returned m.deefttinds are not processed until
proper approval is obtained. All refunds must be processed and returned in the same form of paymentatiginatg
used in the sale. Each country in which we operate has specific product return guidelines. However, we allow our
independent associates and members to exchange products as long as the products are unopened and in good condition.
Our return poliges for our retail customers and our independent associates and members are as follows:

X Retail Customer Product Return PolicyThis policy allows a retail customer to return any of our products to
the original independent associate who sold the produgtaceive a full cash refund by the independent
associate for the first 180 days following the product’s purchéisecated in the United StateendCanada
and for the first 90 days following the product’s purcha&séhe remaining countrie§.he independent
associate may then return or exchange the product based on the independent gasutiateeturn policy
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x Independent Associate and Member Product Return Polidyis policy allows the independent associate or
member to return an order within one year of the purchase date upon termihefhgraccount. If an
independent associate or member returns a product unopened and in good condition, he/she may receive a
full refund minus a 10% restocking fee. We may also allow the independent associate or member to receive a
full satisfactionguarantee refund if they have tried the product and are not satisfied for any reason, excluding
promotional materials. Thisatisfacion guarantee refund applies in the United Stated Canadapnly for
the first 180 days following the product’s purchase, and apjiti¢be remaining countries for the first 90
days following the product’'s purchase; however, any commissions earnedibgependent associate will
be deducted from the refund. If we discover abuse of the refund policy, we may terminate the independent
associatg' or member’s account.

Information Technology Systems

Our information technology and@mmerce systems include a transacfwacessing database, financial
systemsan associate management systang comprehensive management tools that are designed to:

X minimize the time required to process orders and itiste products;

X provide customized ordering information;

X quickly respond to information requests, including providing detailed and accurate information to
independent associates about qualification and downline activity;

X provide detailed reports abop&idcommissions and incentives;

X support order processing and customer service departments; and

X help monitor, analyze, and report operating and financial results.

To complement our transaction database, we developed a comprehensive management tool caed Succ
TrackerF that is used both internally and by our independent associates to manage and optimize their business
organizations. With this tool, independent associates have constant access to graphs, maps, alerts, and reports on the status
of their individual organizations, which helps to optimize their earnings

We also maintain aritten service continuity disaster recoveslan, which was developed using the guidelines
published by the National Institute of Standards of Technotogyinimize the rislof loss due to any interruption in
business. Our disaster recovery plan encompasses all critical aspects of our business and identifiearmbrgsotsces.
Additionally, we perform daily backup procedurasd proactively monitor variousoftware, hardwre, and network
infrastructure systems. We also perform routine maintenance procedures and periodically upgrade our software and
hardware to help ensure that our systems work efficiently and effectivelyoamahimize the risk of business interruption.
Although we maintain an extensive disa recovery plan, a lorterm failure or impairment of any of our information
technology systems could adversely affect our ability to conductalaiay business. Please sdRisk Factors- If our
informationtechnology system fails, our operatgeould suffer’

We continue to enhance our information technology, websites, @odenerce platforms to remain competitive
and efficient



Government Regulations

Domestic Reqgulationsin the United States, govemrental regulations, laws, administrative determinations, court
decisions, and similar legal requirements at the federal, state, and local levels regulate comEm@ssourandnetwork
marketingactivities. Such regulations address, among other things:

direct selling anchetwork marketingystems;

transfer pricing and similar regulations affecting the amount of foreign taxes and customs duties paid;
taxation of independent associates and requirements to collect taxes and maintain appropriate records;
how a company manufactures, packages, labels, distributes, imports, sells, and stores products;
product ingredients;

product claims;

advertising; and

the extent to whicltompaniesnay be responsible for claims made by independent associates.

X X X X X X X X

The followinggovernmental agencies regulate various aspects of our business and our products in the United
States:

the FDA;

the Federal Trade Commissiath¢ “FTC");

the Consumer Product Safety Commission;

the Department of Agriculture;

the Environmental Protectiohgency;

the United States Postal Service;

state attorney general offices; and

various agencies of the states and localities in which our products are sold.

X X X X X X X X

The FDA regulates the formulation, manufacturing, packaging, storage, labeling, promation, tigstriand
sale of foods, dietary supplements, otlee-counter drugsmedical devicesand pharmaceuticals. In January 2000, the
FDA issued a final rule calletiStatements Made for Dietary Supplements Concerning the Effect of the Product on the
Structureor Function of the Body. In the ruleand its preamble, the FDA distinguished between permitted claims under
the Federal Food, Drug and Cosmetic fitte “Act”), relating to the effect of dietary supplements on the structure or
functions of the body, andripermissible direct or implied claims of the effect of dietary supplements odigegseln
June 2007the FDA issuea rule, as authorized under tAet that definal current Good Manufacturing Practices in the
manufacture and holding of dietary supplerteEffective January 1, 2006egislationrequiredspecific disclosures in
labeling where a food, including a dietary supplement, contains an ingredient derived from any of eight named allergens.
Legislation passed at the end of 2088~ requires uso report totheFDA any reportof “serious adverse evehts
associated with the use of a dietary supplement or antbrearounter drughat is not covered by new drug approval
reporting

The Dietary Supplement Health and Education Act of 1994, referred to as DSHEA, revised the provisions of the
Federal Food, Drug and Cosmetic Act concerning the composition and labeling of dietary supplements and statutorily
created a new class entitledietary supplementsDietary supplements include vitamins, minerals, herbs, amino acids,
and other dietary substances used to supplement diets. A majority of our products are considered dietary supplements as
outlined in the Actwhich requires us to mainia evidence that a dietary supplement is reasonsaife. A manufacturer of
dietary supplements may make statements concerning the effect of a supplement or a dietary ingredient on the structure or
any function of the body, in accordance with the regulaidescribed above. As a result, we make such statements with
respect to our products. In some cases, such statements must be accompanied by a statutory statement that the claim has
not been evaluated by the FDA atithtthe product is not intended to trigaure, mitigate, or prevent any disease, and the
FDA must be notified of such claim within 30 days of first use.
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The FDA oversees product safety, manufacturing, and product information, such as clamodacts label,
package inserts, and accompiaug literature. The FDA has promulgated regulations governing the labeling and marketing
of dietary and nutritional supplement products. The regulations include:

x the identification of dietary or nutritional supplements and their nutrition and ingreldibating;

X requirements related to the wording used for claims about nutrients, health claims, and statements of
nutritional support;

x labeling requirements for dietary or nutritional supplements for whitlgh potency,
“transfatty acids claims are made;

antioxidant, and

x notification procedures for statements on dietary and nutritional supplements; and

x pre-market notification procedures for new dietary ingredients in nutritional supplements.

We develop and maintaiproductsubstantiatiordossiersyhich contain thescientific literature pertinent teach
product and itsngredients An independent scientist reviews these dossiers, which provide the scientific basis for product
claims.We periodically update our substantiation program for evidencedgh of our product claims and notify the FDA
of certain types of performance claims made in connection with our products.

In certain markets, including the United States, specific claims made with resggatdaduct may change the
regulatory statusfa product. For example, a product sold as a dietary supplement but marketed as a treatment,
prevention, or cure for a specific disease or condition would likely be considered by the FDA or other regulatory bodies as
unapproved and thus an illegal drugr Maintain the produts status as a dietary supplemdtg)abeling and marketing
must comply with the provisions in DSHEA and the F3Aextensive regulations. As a result, we have procedures in place
to promote anéssurecompliance by our employeesmdindependenassociateselated to the requirements of DSHEA,
the Food, Drug and Cosmetic Act, and various other regulations.

Dietary supplements are also subject to the Nutrition, Labeling and Education Act and various other acts that
regulate health clms, ingredient labeling, and nutrient content claims that characterize the level of nutrients in a product.
These acts prohibit the use of any specific health claim for dietary supplements unless the health claim is supported by
significant scientific resarch and is prapproved by the FDA.

The FTC and other regulators regulate marketing practices and advertising of a company and its products. In the
past several years, regulators have instituted various enforcement actions against numerous dietary supplement companies
for false and/or mislading marketing practices, as well as misleading advertising of products. These enforcement actions
have resulted in consent decrees and significant monetary judgments against the companies and/or individuals involved.
Regulators require a company to cony@pduct claims clearly and accurately and further require marketers to maintain
adequate substantiation for their claims. More specifically, the FTC requires such substantiation to be competent and
reliable scientific evidence and requires a company teelareasonable basis for the expressed and implied product claim
before it disseminates an advertisement. A reasonable basis is determined based on the claims made, how the claims are
presented in the context of the entire advertisement, and how thes@daingualified. The FTG standard for evaluating
substantiation is designed to ensure that consumers are protected from false and/or misleading claims by requiring
scientific substantiation of product claims at the time such claims are first made. ilthie fa have this substantiation
violates the Federal Trade Commission Act.

Due to thediverse scope of regulations applicable to our products and the various regulators enforcing these
requirementsjetermining how to conform to all requirements is ofigpen to interpretation and debatmwever, our
policyis to fully cooperate with any regulatory agenioyconnection with anynquiriesor other investigation We can
make no assurances that regulators will not question our actions in the futuréheugh wecontinue to makeffortsto
comply with all applicable regulationgquiries and investigations



International Requlations We are also subject to extensive regulations in each country in which we operate.
Currently we sell our products in Canada, Australia, the United Kingdom, Japan, New Zealand, the Republic of Korea,
Taiwan, DenmarkGermany South Africa SingaporeAustria, the Netherlands, Norwa$wedenMexico, the Czech
Republic, Estonia, Finland, and the Republic of Ireladmeof the countryspecific regulations include the following:

X

the National Provincial Laws, Natural Health Product RegulatiohSanadaandthe Federal Competition
Act in Canada;

the Therapeutic Goods Administration and the Trade Practices Act in Australia;

federal and state regulations in Australia;

national regulations including the Local Trading Standards Offices in the United Kingdom;
reguations from the Ministry of International Trade and Industry in Japan;

regulations from the Commerce Commission and the Fair Trade Act of 1993 in New Zealand;

the Fair Trade Commission, which oversees the Door to Door Sales Act amtetlth and Functional Food
Act enforced by the Korea Food and Drug Administration in the Republic of Korea;

the Fair Trade Law, which is enforced by the Taiwan Fair Trade Commission and the Administration of
Food Hygiene, Health Food Products AdminisipatiAct enforced by the Taiwan Department of Health;

the Danish Health Boardhe Danish Marketing Practice A¢he Danish Consumer Ombudsméire Danish
Executive Order on Dietary Supplementise Guidelines for food supplemenésd the Danish Act on
Foadstuffsin Denmark;

the German Unfair Competition AcGerman Regulation on food supplements, and German Law on food
and feed

regulations governing business practices in South Africa;

the Consumer Protection Act, the Sale of Food Act, and various reguogatiat are governed by the
Ministry of Trade and Industry in Singapqre

the Austrian Trade Law (1994), the Food Safety and Consumer Protection Law (2006), and the Food Code in
Austrig

the Food and Consumer Products and the Unfair Trade Practices Amtt®Boor Selling Act and
Provisions of the General Dutch Civil Code relating to terms and conditions and misleading advertising in
the Netherlands

the Consumer Sales Act, Marketing Practices Act, Distance and Doorstep Sales Act, the Product Liability
Act, Product Safety Act, the Companies Act and the Food Act in Sweden

the Law on Marketing and Contract ConditioiseLaw on Repentance Right, the Statutory Order on Self
Inspection of Food Provisionthe Law on Food products and Food Safety, and wasiguidelines from the
Norwegian Consumers Agency on telephone selling and internet marketing, in Norway

the Health Law and various Official Mexican Standards, the consumer protection law, the Mexican
Corporate law, the Foreign Investment Law, the Feldesor law in Mexico, as well asrariousmunicipal
andstate regulations and codes

various Business, Civil, and Labor Codes in the Czech Republic as well as the Consumer Protection Act, and
regulations and edicts of various government agencies su€haMinistry of Health, National Institute of
Public Health, State Institute of Drug Control and the Czech Agriculture and Food Inspection Authority;

the Consumer Protection Act in Estonénd in the area of food supplements the Veterinary and FooddBoa
also enforces local legislation including Estonia Food Act and Medicine Act;

the Finnish Food Act, the Finnish Food Packaging and Consumer Protection Acts, Act on Unfair Business
Practice Act, Decrees and other regulationsinland

the ConsumeProtection Act of 2007, the Distance Selling Regulations Act of 2@0teland and
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x various European Union (“EU”) regulations and pronouncements address both our selling activities and the
sale of food supplements in EU member nations, however, at tinerduime the local statutes and
regulations stated above are ascendant to the EU pronouncements if in conflict. The primary EU regulations
pertaining to Food Supplemeritelude:the EU Food Supplement Directive (2002/46/EC) and Nutrition and
Health Clams Reguétions (2006/1924/EC).

RegulationsRegarding Network Marketing System and @r Products. Ournetwork marketingystemand our
global associate career and compensation @laalso subject to a number of governmental regulations including various
federal and state statutes administered by the FTC, various state authorities, and foreign government agencies. The legal
requirements governingetwork marketingprganizations are décted, in part, to ensure that product sales are ultimately
made to consumers. In additicgarningswithin a network marketingompany must be based on the sale of products
rather than compensation f@j the recruitment of distributors or associat@g,investments in the organization, (ii)
other nonretail salesrelated criteria. For instancepme countrieBmit the amount associates may earn from commissions
on sales by other distributors imdependenassociates that are not directly sponsdug that distributor or independent
associate. Prior to expanding our operations into any foreign jurisdictiomusfirst obtain regulatory approval for our
network marketingystem in jurisdictions requiring such approval. To help ensure regulatory compliance, we rely on the
advice of our outside legal counsel and regulatory consultants in each specific country.

As anetwork marketingompany, we are also subjectriegulatay oversight, including routinérquiries and
enforcement actionfrom various United States state attorageneral offices. Each state has specific acts referred to as
Little FTC Acts. Each state act is similar tioe federal laws. As a result, eachtstanay perform its own inquiries about
our organization and business practices, including allegations relatistributors or independent associates. To combat
such industrspecific risk, we provide a copy of our published associate policies and proeetb each independent
associate, publish these policies on our corporate websiteprovide educational seminars and publications. In addition,
we maintain a legal/compliance departmentooperate with all regulatory agencies and investigate altagaof
improper conduct by our independent associates.

In Canada, ounetwork marketingystem is regulated by both national and provincial laws. Under Casada
Federal Competition Act, we must make sure that any representations relating to compeoagatidndependent
associates or made to prospective new independent associates constitute fair, reasonable, and timely disclosure and that
such representations meet other legal requirements of the Federal Competition Act. All Canadian provincesoaies territ
other than Ontario, have legislation requiring that we register or become licensed as a direct seller within that province to
maintain the standards of the direct selling industry and to protect consumers. Some other Canadian provinces require that
both we and our independent associates be licensed as direct sellers.

In Australia, oumetwork marketingsystem is subject to Australmfederal andlocalregulations. Our global
associate career and compensation plan is designed to comply with Austeali and the requirements of Austratia
Trade Practices Act. The Australian Trade Practices Administration and various other governmental entities regulate our
business and trade practices, as well as those of our independent associates. ‘AuBtedipeutic Goods Act, together
with the Trade Practices Act, regulates any claims or representations relating to our products and our global associate
career and compensation plakn agreement to establish a joint scheme for the regulation of therapeadicqts was
signed by both the New Zealand and Australian governments in December 2003. The agency was initially expected to
begin operating in July 2005ut on July 16, 2007, the New Zealand government announced thatitd not proceed
with legislation for the establishment of the joint agency becaudiel inot have sufficient support of the New Zealand
parliamentHowever, loth the Australian and New Zealand governments remain committed to the vision of the joint
agency anare expected teevisit it again in the futureéThe proposedarmonization of laws and regulatory bodies is
anticipated to provide a more consistent approach to dietary supplement laws between the two countries.

In New Zealand, ounetwork marketingysem and our operations are subject to regulations of the Commerce
Commission and the Ministry of Health, New Zealand Medical Devices Safety Authority, the Unsolicited Goods Act of
1975, the Privacy Act of 1993, and the Fair Trading Act of 1993. These rtigudaenforce specific kinds of business or
trade practices and regulate the general condusebfiork marketingompanies. The Commerce Commission also
enforces the Consumer Guarantees Act, which establishes specific rights and remedies with respeseiciions
involving the provisions of goods and services to consumers. Finally, the New Zealand Commerce Commission and the
Ministry of Health both enforce the Dodo-Door Sales Act of 1967 and the NZ Medicines Act, which govern the conduct
of our indegndent associates.

In the United Kingdom, ounetwork marketingystem is subject to national regulations of the United Kingdom.
Our global associate career and compensation plan is designed to comply with the United Kmgdtional
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In Austrig the Austrian Trade Lawf 1994 (Novelle 2002prohibits the offer of directale to an individual
consumer of food uplement and cosmetic producthe provision, however, hagenerallynot been enforced in recent
years and sales made via the Internet or mail order or made to-eomsiumer distributor do not fall under this
prohbition. The Austrian Trade Law is predominantly administered through the National Ministry of Economy and Labor.
Our business operations within Austria are conducted from beyond the borders of Austria which is the common practice in
our industry. Our distbutors qualify as “traders” for purposes of Austrian state and municipal laws. Traders are regulated
by the local chambers of commerce and must obtain licenses from the respective chambers of commerce. Regulation of
food supplements and cosmeticgi&nearlly harmonized throughout the EU and must conform to EU standards. Austrian
specific food regulations include the Food Safety and Consumer Protection Law (2006), supporting ordinances to this law,
the Food Supplement Law, and the Austrian Food Cpdiich is primarily administered by the National Ministry of
Health, Office for Health and Food Security, and the Local Health Authority.

In Sweden various provisions of the Consumer Sales Act (1990), the Marketing Practices Agt {2608
Distance and Doorstep Sales Act (2005), the Product Liability Act (1992), the Product Safety Act (2004), and the
Companies Act (2005) all serve to govermr multi-level marketing“MLM ") and businesactivities. The Food Act
(2006) provides regulains and guidelines for the sabf food and food supplement/e are subject to the authority of
the Swedish Consumer Office, the Swedish Companies Registration Office, the Swedish Tax Office, Swedish Customs,
Medical Products Agency, and the National F@aministration. As in all EU countries various EU regulations and
guidelines apply.

In the Netherlandghe Food and Consumer Product and the Unfair Trade Practices Act are the most relevant
legislations reldhg to our business practiceBhe first is enforced by the Food and Consumer Product Safety Authority
and the latter is enfaed by the Consumer Authoritffurthermore, various EU regulations apply as well as the Dutch
Door to Door Selling Act, and all provisions of the Dutch Civil Code with patacemphasis to those regulations dealing
with general terms and conditions, and those regarding misleading advertising.

Norway exercises a border control of products andrtb@mposition upon importatiotmport products must be
registered in an ImpoReporting Registry, and the regulations are enforced bgustomsauthorities Our productamust
be compliant with Norwegian regulations in order to be admittecadmissionthrough customgto Norway.In Norway
Doorto-Door Selling is allowed, providitthe Guidelines from the Norwegian Consumer Agency are followed. Likewise,
telephoneselling is allowed provided the agency’s guidelines are followed. Healling in Norway isalsoallowed. All
of our sales in Norway are subject td &dayright to canel by the consumers.

In Mexico, as in many other markets, there are no specific regulations directly related to the direct selling or
network marketing industry. However, all product sales and business offerings must comply with the Consumer Protection
Law, which is enforcedy the Consumer Protection Agenéyod supplements and medicines are subject to the Health
Law and various Official Mexican Standardshich are enforced by the Health Ministry and The Federal Commission for
Protection Against Sanitary Rislklexican Custms Law and itsegulations govern the general importation of our
products into MexicoWe are subject to the Mexican Corporate Lavhich is enforced by the Mexican courts and to the
Federal Labor Law enforced by the Labor CouhtsMexico,we arealso aubject to the Foreign Investment Law and its
regulations administered by the Ministry of Econorye are required to register before the Mexican System for Business
Information at the appropriate Business Chamber under the Organizations Law.

In the CzectRepublic, there are no specific regulations or special legislation that limit the network marketing
industry. Network marketing is considered to be a specific form of general sale and is generally subject to various
provisions of the Business Code (Actr.13/1992 Coll.), Civil Code (Act. Nr. 40/1964 Coll.), Labor Code (Act. No.
262/2006 Coll.), Trade License Act (Act. Nr. 455/1991 Coll.), Consumer Protection Act (Act. Nr. 634/1992 Coll.) and
related legislation.The status of independent contractoesalistributoris primarily regulated by the Trade License Act
(Act. Nr. 455/1991 Coll)which requires sales distributors to maintain a trade licefsdditionally, the regulation of food
supplements is harmonized throughout the EU, éimetefore, the soplements must conform to the EU standards.
Enforcement of Czechpecific regulations is undertaken by the Ministry of Health, National Institute of Public Health,
State Institute of Drug Control and the Czech Agriculture and Food Inspection Authority.

In Estonia, there are no specific regulations governing the network marketing business, but the business is
generally regulatednder the Consumer Protection Act. Alsndependent distributors are required to register as sole
proprietorswith the Tax ad Customs Board before entry irdssociateagreementsMannatech mustlsocomply with
various EUregulations. The Veterinary and Food Board also enforces local legislation including Estonia Food Act and
Medicine Act.



In Finland, the Finnish Food Agcthe Finnish Food Packaging and Consumer Protection Acts, Act on Unfair
Business Practice Act, Decrees and other regulations, as well as applicable EU regukdigdiate Mannatech products,
product information, and the way Mannatgmtomotes its productsAdditionally, certain principals applicable toulti-
level marketing under the Money Collection Act (255/2006) apply to Mannatech'’s activities. Lastly, persons engaged in
the manufacture, commission of manufacture or impbfbod supplementsmustsubmit a written notification to the
Finnish Food Safety Authority when marketing and selling in Finland. A notification is also required when the
composition of preparation changes in terms of characteristics of substances or thatjme awithdrawn from the
market.

In the Republic of Ireland, the primarily relevant legislation is the Consumer Protection Act of 2007, the Distance
Selling Regulations Act of 2001, and the codes of practice of the Direct Selling Association ofliegidrthe Advertising
Standards Authority for Ireland. There is no equivalent in Irish law to the UK Trading Schemes Regulations, but the
Direct Selling Association ofrelandcodes, while not as prescriptive, contain many similar requirements. Ldwly, t
regulation of food and food supplements are generally harmonized throughout the EU and must conform to EU standards.

Other Regulations Our operations are also subject to a variety of other regulations, including:

social security taxes;

value addedaxes;

goods and services taxes;

sales taxes;

consumption taxes;

income taxes;

customs duties;

employee/independent contractor regulations;
employment service pay, retirement pay, and profit shariequirements;
import/export regulations;

federalsecurities laws; and

antitrust laws.

X X X X X X X X X X X X

In many markets, we are limited by the types of rules we can impose on our independent associates, including
rules in connection with cooling off periods and termination criteria. If we do not comply with these neguite we may
be required to pay social security, unemployment benefits, wdrkerapensation, or other tax or taype assessments on
behalf of our independent associates and may incur severance obligations if we terminate one of our independent
associats.
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In some countries, including the United States, we are also governed by regulations concerning the activities of
our independent associates. Regulators may find that we are ultimately responsible for the conduct of our independent
associates and magquest or require that we take additional steps to ensure that our independent associates comply with
these regulations. The types of conduct governed by these types of regulations may include:

x claims made about our products;
x promises or claims of incomar otherpromises or claims by our independent associates; and

x  sales of products in markets where the products have not been approved or licensed.

In some markets, including the United States, improper product claims by independent associates could result in
our products being overly scrutinized by regulatory authorities. This review could result in our products belamsited
as drugs or cladsed into another product category that requires stricter regulations or labeling changes.

We continuously research and monitor the laws governing the conduct of our independent associates, our
operations, our global associate career and compensatiorapldur products and sales aids within each of the countries
in which we sell our products. Wrovide education foour independent associategardingacceptable business conduct
in each market through our policies and procedures for independentasspseminars, and other training materials and
programs. However, we cannot guarantee that our independent associates will always abide by our policies and procedures
and/or act in a professional and consistent manner.

Competition

Other Nutritional Supplement Companied he nutritional supplement industry is steadily gaining momentum
and is intensely competitive. Our current direct competitors selling similar nutritional products include:

x HerbalifelLtd,

x Naturés Sunshine Products, Inc.;

x NOW Foods;

x  Nu Skin Enterprises, Inc.;

x Reliv Internationa Inc;

x  Schiff Nutrition International, Inc.;

x  Solgar Vitamin and Herb Company, Inc.;
x Swanson Health Products; and

x Usana Health Sciences, Inc.

Network marketing Nutritional supplements are offeréar sale in a variety of wayNetwork marketinchas a
limited number of individuals interested in participating in the industry, and we nouspete for thee types of
individuals We believenetwork marketings the best sales approach to sell our prodtatshe followingreasons

x our products can be introduced into the global marketplace at a much lowfeontpcost than through
conventional methods;

x our key ingredients and differential components foumdurr proprietary products can betterexplained
throughnetwork marketing

x the network marketing@pproach can quickly and easily adapt to changing market conditions;

X consumers appreciate the convenience of ordering from home, through a sales petsteptmne, or on the
Internet; and

x network marketingnables independent associates to earn financial rewards.
We compete with other direct selling andtwork marketinggompanies for new independent associates and for

retention of continuing independesgsociates. Some of our competitors have longer operating histories, are better known,
or have greater financial resources. These companies include:
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x AmwayCorporation;

x Body Wise International, Inc.;

x  Envion International,

x Forever Living Products, Inc.;

x Herbalife International, Inc.;

x Mary Kay, Inc.;

x Naturés Sunshine Products, Inc.;
x New Vision International,

x  Nu Skin Enterprises, Inc.;

x Reliv International Inc.;

x  Schiff Nutrition International, Inc.;
x Shaklee Worldwide

x Usana Health Sciences, Inand

x Visalus Sciences.

The availability of independent associates decreases whenrttveork marketinggompanies successfully
recruit and retain independent associates for their operations. We believe we can successfully compete for independent
associates bgmphasizing the following:

X our unique patented, proprietary blend of higihality products;

x our 18 yeartrack record in the business of selling nutritional products;

x our model which doesot requie our independent associates to carry inventory or adsaow@ceivable;

x our unique and financially rewarding global associate career and compensation plan;

X our innovative marketing and educational tools; and

x our easyand conveniendelivery system.

Employees

At December 312011, we employed387 people aroundhe world as set forth below:

2011 2010
United States 236 338
Australia 34 36
United Kingdom 29 30
Japan 28 28
Republic of Korea 25 27
Taiwan 17 18
Mexico 10 4
Switzerland 5 6
Canada 2 1
South Africa 1 1
Total 387 490

These numbers do not include our independent associates, who are independent contraatersoand
considered employees.
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Item 1A. Risk Factors

In addition to the other risks described in this report, the following risk factors should be considereduating
our business and future prospects:

1. If we are unable to attract and retain independent assates, our business may suffer.

Our future success depends largely upon our ability to attract and retain a large active base of independent
as®ciates and members who purchasepmagks angroducts. We cannot give any assurances thahtimeberof our
independent associates will continue at their current levels or increase in the future. Several factors affect our ability to
attract and retaimidependent associates and members, including:

X on-going motivation of our independent associates;

x general economic conditions;

x  significant changes in the amount of commissions paid;

x public perception and acceptance of the wellness industry;

x public perception and acceptancenaftwork marketing

x public perception and acceptance of dbuisiness and oysroductsincluding anynegative publicity;
x the limited number of people interested in pursuiregwork marketingas a business;

X our ability to provide proprietary qualitgriven products thahe market demands; and

X competition in recruiting and retaining independent associates.

2. The loss of key highlevel independent associateaderscould negatively impact our associate growth and
our revenue.

As of December 31, 20, we hadapproximately372,000independenassociates aneshembers who purchased
our products within the last 1onths of which 154 occupiedthe highest associate level under our global compensation
plan. These independent associatders are important in maintaining and growing our reveAsa result, the loss of a
high-level independent associate or a group of leading associates indbpandent associatesetworksof downlines,
whether by their own choice or through disciplinary actions by us for violations of our policies and procedures, could
negatively impact our associate growth and our revenue.

3. The loss of key management p@snnel could adversely affect our business.

We depend othe continued services ofur executive officeraind senior management team as they work closely
with independent associate leaders anglresponsible for our ddg-day operationsOur success demds in part on our
ability to retain our executive officers, to compensate our executive officers at attractive levels, and to continuetto attra
additional qualified individuals to our management teatthough we have entered into employment agreements with
certain members of our senior management team, and do not believe that any of them are planning to leave or retire in the
near term, we cannot assure you that our senior managers will remain witthedoss or limitation of the services of any
of our executive officerer members of our senior management team, including our regional and country maoatfess,
inability to attract additional qualified management personnel could have a mater@akackffect on our business,
financial condition, results of operatiara independent associate relations

4. Anincrease in the amount of commissions and incentives paid to independent associates and members
reduces our profitability.

The payment of commissions and incentives, including bonuses and prizes, is our most significant expense.
Together, our commissions and incentives raaggroximatelyfrom 42% to 45% of our consolidated net sales. We
closely monitor the amount of commiss®and incentives as a percentage of net sales, and may periodically adjust our
compensation plan to better manage these costs. There can be no assurance that changes to the compensation plan will be
successful in achieving target levels of commissionsiaoentives as a percentage of net sales and preventing these costs
from having a significant adverse effect on our earnings. Furthermore, such changes may make it difficult to attract and
retain independent associates or cause us to lose some of oungiigiependent associates.



5. If our international markets are not successful, our business could suffer.

We currently sell our products in the international markets of Canada, Australia, the United Kingdom, Japan,
New Zealand, the Republic of Koreaailvan, DenmarkGermany, South Africa, Singapore, Austria, the Netherlands,
Norway, SwedenMexicq the Czech Republic, Estonia, Finland, and the Republic of Ireldndetheless, our
international operations could experience changes in legal and regulatory requirements, as well as diffiadépsng
to new foreign cultures and business customs. If we do not adequately address such issues, our internatitmatayarke
not meet growth expectations. Our international operations and future expansion plans are subject to political, economic,
and ®cial uncertainties, including:

x inflation;

x the renegotiation or mofication of various agreements;
X increass in custom dties and tariffs;

x changesand limits in export controls;

X government regulations and laws;

x trademark avaibility and registration issues;

x changesm exchange rates;

x changes in taxation;

x wars and other hostilities; and

x changes in thegrception of networknarketing.

Any negative changes related to these factors could adversely affect our business, profitability, and growth

prospects. Furthermore, any negative changes in our distribution channels may force us to invest significant time and
money related tour distribution and sales to maintain our positiorcéntain international markets.

6. If we are unable to protect our proprietary rights of our products, our business could suffer.
Our success and competitive position largely depends on our abilgtsotect tle following proprietary rights:

x Our Ambrotos& complex, a glyconutritional dietary supplement ingredient consisting of a blend of
monaaccharidesor sugar moleculegysed inthe majority of our products

x TheMTechAO Blend, our proprietary, pateftending antioxidant used ithe Ambrotose A complex;
and

x A compound used in our reformulated Advanced Ambrotasemplexthatallows for a more potent
concentration ofhe full range of mannoseontaining polysaccharidegcurring naturally in aloe

We have filed patent applications fiire technology relating tAmbrotos€, Ambrotose AG, Phytomatri®, Gl-
ProBalanc&Eand FiberSlirfi in the United States and certdioreigncountries As of December 31, 201, we hal
receiveds2 patentsfor the technology relating tdmbrotos& complex five of which were issued in the United Statasd
the remaindemn 31 foreign jurisdictions In addition we have entered into confidentiality agreements with
independent assoced, suppliers, manufacturers, directors, officarsl consultants to help protect our proprietary rights.
Nevertheless, we continue to face the tis&t ourpendingpatentapplicationsfor our productsmay not issuer that the
patent protectiorgrantedis more limited than originally requested. As a precaution, we consult with outside legal counsel
and consultants to help ensure thatpretect our proprietary rights. However, our business, profitability, and growth
prospects could be adversaelffected if we fail toreceiveadequat@rotection ofour proprietary rights.
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7. Adverse or negative publicitgould cause our business to suffer.

Our business depends, in part, on the publerception of our integrity and the safety and qualitpof
products. Any adverse publicity could negatively affect the publerception about our industry, our products, or our
reputation and could result in a significant decline in our operations and/or the number of our independent associates.
Specificaly, we are susceptible to adverse or atige publicity regarding:

x the ndritional supplements industry;

x skeptical consumers;

X competitors;

x the safety and quality abur products and/or our ingredients;

x regulatory investigations of our products or @ampetitors’ products;
x the actions of our independent associates;

x the direct selling/network marketing industry; and

x scandals within the industries in which we operate.

For instance, mJuly 5, 2007, the Texas Attorney General filed suit against us, MRelief Ministries, Samuel
L.Caster, the Fisher Institute, and H. Reginald McDaniel alleging violations of the Texas Deceptive Trade Practices Act
and the Texas Food, Drug and Cosmetic Adte subsequentlyeached an agreement with the Texas Attorney Galiser
office settling an enforcement action against us, our former Chief Executive Officer and Chairman of the Board, Samuel
L. Caster, and othergVithout admitting any wrongdoing, we agreed to refund up to $4 millioogdainmembersand
pay $2 millionto cover fees and expenses of Texas regulators. The settléiderdt include any fine or penalty against
the Company. We have also taken a number of actions to address concerns raised by the Texas Attorney General’s action.
Although the matter has beeesolved, the lawsuit created a substantial amount of adverse publicity that may have had
and may continue to have a negative impact on our business.

8. If we are exposed to product liability claimsye may be liable for damages and expenses, whichild
affect our overall financial condition.

We could face financial liabilityrom product liability claims if the use of our products resultssignificant loss
or injury. Wecanmake no assurances that we will not be exposed to any substantial podahect liability claims. Such
claims may includelaimsthat our products contain contaminants, that we provide our independent associates and
consumers with inadequate instructions regarding product use, or that we provide inadequate warnings caiterning
effects or interactions of our products with other substances. We beliewsehatir suppliersand ourmanufacturers
maintain adequate product liability insurance coverage. Howewerhstantiafuture product liability claim could exceed
the amaint of insurance coverage or could be excluded under the w@frars existing insurance policy, which could
adversely affect ouoverallfuture financial condition.

In recent years a discovery of Bovine Spongiform EncephalopétBgE) , which is commonly referred to as
“Mad Cow Disease”, has caused concern among the general public. As a result, some countries have banned the
importation or sale of products that contain bovine materials sourced from locations where BSE has beemlid#etifie
have changed the vast majority @iircapsules to a vegetable baklewever, if a vegetable base is not available or
practical for use, certifications are required to ensure the capsule ma@BBE free. The higher costs could affect our
financid condition, results of operations, and our cash flows.



9. If our outside suppliers and manufacturers fail to supply products in sufficiemiantities and in a
timely fashion, ourbusiness could suffer.

Outside manufacturers make all of our produ@sir profit margins and timely product delivery are dependent
upon the ability of our outside suppliers and manufacturers to supply us with products in a timely aeéfictsit
manner. Our ability to enter new markets and sustain satisfactory levedtesfia each market depends on the ability of
our outside suppliers and manufacturerptovide required levels dhgredients and products and to comply with all
applicable regulations. As a precaution, we have approved alternate suppliers and masrsfémtour products.
However, the failure of our primary suppliers or manufacturers to supply ingredients or produce our products could
adversehaffect our business operations.

We believe we have dependable suppliers for abufingredients and we have identified alternative sources for
all of ouringredientsexceptArabinogalactanDue to the unique nature ofrAbinogalactaran importantcomponenused
in the formulatiorof our Ambrotos€ complex, weareunable to identify aralternative supplieat this time | f our
suppliers are unable to perform, any delay in replacing or substituting such iegtedould affect our business.

10, Our inability to develop and introduc@ew products hatgain associate, member, and market
acceptance could harm our business.

A critical component of our business is our ability to develop new products that create enthusiasm among our
independent associates and members. If we are unable to introduce nesmtprodr associate productivity could be
harmed. In addition, if any new products fail to gain market acceptance, are restricted by regulatory requirements or have
quality problems, this would harm our results of operations. Factors that could affeaftittyrto continue to introduce
new products include, among others, government regulations, the inability to attract and retain qualified research and
development staff, the termination of thipérty research and collaborative arrangements, proprietatggiions of
competitors that may limit our ability to offer comparable produatsd the difficulties in anticipating changes in
consumer tastes and buying preferences.

11 Ouir failure to appropriately respond to changing consumer preferences and dednfan new products
or product enhancements could significantly harm ouelationship with independent associasand
membes, product salesas well asour financial condition and operating results.

Our business is subject to changing consumer trendgpreidrencesncluding rapid and frequent changes in
demand for productsiew product introductiongnd enhancements. Our failure to accurately predict these trends could
negatively impact consumer opinion of our products, which in turn could harm ocepémtient associate and member
relationships and cause the loss of sales. The success of our new product offerings and enhancements depends upon a
number of factors, including our ability to:

x accurately anticipate consumer needs;

x innovate and develop neproducts or product enhancements that meet these jneeds

x  successfully commercialize new products or product enhancements in a timely manner;

X price our products competitively;

x manufacture and deliver our products in sufficient volumes and in a timely masumer;

x differentiate our product offerings from those of our competitors.

If we do not introduce new products or make enhancements to meet the changing needs of our members in a
timely manner, some of our products could be rendered obsolete, which coaltiveégimpact our revenues, financial
condition and operating results.
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12 The global nutrition industry is intensely competitive and the strengthening of any of our competitors
could harm our business

The global nutrition industry is intensefsagmented andompetitive. Wecompete for independent associates
with othernetwork marketingompanies outside the global nutrition industry. Marfyour competitors have greater name
recognition and financial resources, which may give them a competitivantage. Our competitors may also be able to
devote greater resources to marketing, promotional, and pricing campaigns that may influesa@iaumgand potential
independent associates and members to buy products from competitors rather thas: fBarchucompetition could
adversely affect our birsess and current market share.

13. A downturn in the economyhasaffected consumer purchases of discretionary items such as the health

and wellness products that we offer, which coutdntinue to have aradverse effect on our business,
financial condition, profitability, and cash flows.
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18. If we violate governmental regulations or fail to obtain necessary regulatapprovals,our operations
could be adverselyféected.

Our operation isubject to extensive laws, governmental regulations, administrative determinations, court
decisions, and similar constraints at the federal, state, and local levels in our domestic and foreign markets. These
regulations gmarily involve the following:

x the formulation, manufacturing, packaging, labeling, distribution, importatioa, aald storage of our
products;

x the health and safety of dietary supplemenctsmetics and foods
x trade practicedws andhetwork marketingaws;

x our product claims anddvertisingby our independent associates;
X our network marketingystem;

X pricing restrictions regarding transactions with our foreign subsidiaries or other related parties and similar
regulations that affect our level of foreign taxable inagm

x the assessant of customs duties;

x further taxation of our independent associates, which may obligate us to collect additional taxes and maintain
additional records; and

x export and import restrictions.

Any unexpected new regulations or changes in existing regulationlsl significantly restrict our ability to
continue operations, which could adversely affect our business. For example, changes regarding health and safety and food
and drug regulations for our nutritional products could require us to reformulatgroducts to comply with such
regulations

In some foreign countries, nutritional products are considered foods, while other countries considemudyem d
Future health and safety or food and dnegulations could delay or prevent our introduction of neadarcts or suspend
or prohibit the sale of existing products in a given country or marketplace. In addftiee,expand into other foreign
markets, our operations or products could also be affected by the general stakslitghfdreign governments arttie
regulatory environment relating teetwork marketingnd our products. If our products are subject to high customs duties,
oursales and competitive position could suffer as compared to locally produced goods. Furthermore, import restrictions in
certan countries and jurisdictions could limit our ability to import products from the United States.

19. Increased regulatory scrutiny of nutritional supplements as well as new regulations that are being
adopted in some of our markets with respectrtotritional supplements could result in more restrictive
regulations and harm our results if our supplements or advertising activities are found to violate
existing or new regulations or if we are not able to effect necessary changes to our productsimmedyt
and efficient manner to respond to new regulations.

There has been an increasing movement in the United States and other markets to increase the regulation of
dietary supplements, whiatouldimpose additional restrictions or requiremenitsus andncrease the cost of doing
businessin several of our markets, new regulations have been adgptade likely to be adpted in the nearterm that
will impose new requirements, make changes in some classifications of supplements under the regulbttirtheo
claims we can make. In addition, there has been increased regulatory scrutiny of nutritional supplements and marketing
claims under existing and new regulations. In Eurdpeexample, we are unable to market supplements that contain
ingrediers that have not been previously marketed in Europe without going through an extensive registration and
approval proces&urope is also expected to adopt additional regulatinriee near future to setew limits on acceptable
levels of nutrientsThe FDA has implemente@ood Manufacturing Practicdsr theU.S. nutritional supplement industry.

Our operations could be harmed if new regulations require us to reformulate products or effect new registrations, if
regulatory authorities make determinationg tray of our products do not comply with applicable regulatory

requirementsf the cost of complying with regulatory requirements increases materialif,we are not able to effect

necessary changes to our products in a timely and efficient manresgond to new regulations. In addition, our

operations could be harmed if governmental laws or regulations are enacted that restrict the ability of companies to market
or distribute nutritional supplements impose additional burdens or requirements otritianal supplement companies.



20 If our information technology system failsour operations could suffer.

Like many compaies, our business is heavily dependent upon our information technology infrastructure to
effectively manage and operate manyaf keybusiness functions, including:

order processing;

supply chain management;
customer service;

product distribution;

commission processing;

cash receipts and payments; and
financial reporting.

X X X X X X X

These systems and operations are vulnerable to daaratieterruption from fires, earthquakes,
telecommunications failureand other events. They are also subject to bieaksabotage, intentional acts of vandalism
and similar misconducAlthough we maintain amxtensive security system adibaster receery progranthat was
developed under the guidelines published by the National Institute of Staafardchnologya longterm failure or
impairment of any of our information technology systems could adversely affect our ability to condttct-day
busness

21 Currency exchange rate fluctuations coulceduceour overall profits.

In 2011 and 2A.0, we recognized8.26 and 55.9%, respectively, of net sales in markets outside of the United
States. In preparing our consolidated financial statemeattainfinancial information is required to be translated from
foreign currencies to the United States dollar using either the spot rate or the weigletiedje exchange ratéthe
United States dollachangeselative to applicable local currencigbere is a riskour reported sales, operating expenses,
and net income could significantly fluctuate. We are not able to predict the degree of exchange rate fluctuations, nor can
we estimate the effect any future fluctuations may have upon our future apesdid date we have not entered into any
hedging contracts or participated in anydgang or derivative activities.

22 We may be heldesponsible for certain taxes or assessments relating to the activities of our independent
associates, which could harm our financial condition and operating results.

Our independent associates are subject to taxationi@sdme instances, legislation governmental agencies
impose an obligation on us to collect taxes, such as value added taxes, and to maintain appagpeicteds. In addition,
we are subject to the risk in some jurisdictions of being responsible for social security and singitawittixrespect to our
distributors. In the event that local laws and regulations require us to treat our independent distributors as emplbyees, or
our distributors are deemed by local regulatory authorities to be our emp|og#iesr than independeobntractorswe
may be held responsible for social security and related taxes in those jurisdictions, plus any related assessments and
penaltieswhich could harm our financial condition and operating results.
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23. Our Equity Line with Dutchess may not bavailable to us if we elect to make a draw down.

On September 16, 2010, we entered into an Investment Agreement (the “Investment Agreement”) with Dutchess
Opportunity Fund Il, LP, a Delaware limited partnership (the “InvéstdPursuant to the Invesent Agreement, the
Investor committed to purchase, subject to certain restrictions and conditions, up to $10,@@006ommon stock,
over a period of 36 months from the first trading day following the effectiveness of the registration statemeeatinggis
the resale of shares purchased by the Investor pursuant to the Investment Agreement (the “Equity Line”). Dutchess will
not be obligated to purchase shares under the Equity Line unless certain conditions are met, which include: effectiveness
of the registration statement; the continued listing of our stock on the NASDAQ GRdlakctMarket; our canpliance
with our obligations under the Investment Agreement and Registration Rights Agreement entered into with Dilnehess
absence of injunctions or other governmental actions prohibiting the issuance of common stock to Dutchess; the absence
of violations of shareholder approval requirements with respect to such issuance of our common stock to Dutchess; the
accuracy ofepresentations and warranties made to Dutchess; and approval of the Equity Line transaction by our board of
directors. If we are unable to access funds through the Equity Line, we may be unable to access capital on favorable terms
or at all.

24. Any drawdowns under our Equity Line with Dutchess may result in dilution to our shareholders.

If we sell shares to Dutchess under the Equity Line, it will have a dilutive effect on the holdings of our current
shareholdersand may result in downward pressuretbe price of our common stock. If we draw down amounts under the
Equity Line, we will issue shares to Dutchess at a discount of up to 4% from the average price of our common stock. If we
draw down amounts under the Equity Line when our share price is @siag we will need to issue more shares to raise
the same amount than if our stock price was higher. Issuances in the face of a declining share price will have an even
greater dilutive effect than if our share price were stable or increasing and magrfdetrease our share price.

25. Our stock priceis volatile and mayfluctuate significantly.

The price of our common stock is subject to sudden and material increases and decreases. Decreases could
adversely affect investments in our common stock. pitiee of our common stock and the price at which we could sell
securities in the future could signiéintly fluctuate in response to:

broad market fluctuations and general economic conditions;

fluctuations in our financial results;

future securitie®fferings;

changes in the marKes perception of our products or our busingssludingfalse ornegative publicity;
governmental regulatory actions;

the outcome of any lawsgt

financial and business announcements enaglus or our competitors;

the geneal condition of the industryand

the sale of large amounts of stock by insiders.

X X X X X X X X X

In addition, the stock market has experienced extreme price and volume fluctuations in recent years that have
significantly affected the quoted prices of the securitiesmahy companies. The changesmetimesppear to occur
without regard to specific operating performance. The price of our common isttio& open marketould fluctuate based
on factors that have little or nothing to do with us bat are outside of ouroatrol.
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26. Our failure to comply with the NASDAQGlobal Select Marketcontinued listing standards may
adversely affect the price and liquidity of our shares of common stock as well as our ability to raise
capital in the future.

Our common stock isurrently listed on th&lASDAQ Global Select Market. Continued listing of a security on
Nasdaq is conditioned upon compliance with various continued listing standards. There can be no assurance that we will
continue to satisfy the requirements for maintagnlisting on Nasdag. If we are unsuccessful in maintaining compliance
with the continued listing requirements of Nasdaq, then our common stock could be delist@dcdinmon stock is
delisted andve cannot obtain listing on another major market or exulje, ourcommonstock’s liquidity would suffer,
and we would likely experience reduced investor interest. Such factors may result in a decreasmmrmuonstock’s
trading price. Delisting may also restrict us from issuing additional securities oriisgéurancing.

On August 11, 2011, we received a letter from Nasdaq (the “Notice”) notifying us that the closing bid price of
our common stock was below the $1.00 minimum bid price requirement for 30 consecutive business days and, as a result,
we no longer complie with the minimum bid price requirement under Listing Rule 5450(a)(1) for continued listing on
Nasdag. The Notice also stated theg had been provided an initial compliance period of 180 calendar days, or until
February 7, 2012, to regain colignce with the minimum bid price requirement. Effective January 13, 2012, we amended
ourAmended and Restated Articles of Incorporation to effect a reverse stock splitobmmon stock at a ratio of-fior-
10. The primary purposes of the reverse stqali svas to increase the pshare market price aiurcommon stock in
order to maintain its listing on Nasdaq, encourage investor interdsaimatechand promote greater liquidity farur
existing shareholders. On January 31, 2012, we received aftetteTheNasdagStock Market confirming thatve had
regained compliance with the minimum bid price requirement for continued listing on Nasdag.

While the reverse stock sphlilowed ugo regain compliance with the minimum bid price requirement and
prevent Nasdag from delisting our common stock, it is possible that, even if an increassdthpeprice can be
maintained, we may not be able to continue to satisfy the additional cfieert@ntinued listing of our common stock on
Nasdag. To continue to have our common stock eligible for continued listing on Nasdaq, we would also need to satisfy
additional criteria under at least one of the three standsetiforth by the Nasdaq Stock k&t Under Equity Standard
Listing Rules5450(a) and 5450(b)(1}jhese criteria require, in addition to the $1.00 minimum bid price, that:

x we have shareholders’ equity of at least $10 million;

X our public float must consist of at least 750,000 shares avitiarket value of at least $5 million (public
floatis defined under Nasdag's rules as the shares held by persons other than officers, directors and
beneficial owners of greater than 10% of our total outstanding shares);

X there be at least 400 shareholders;
X there be at least two market makers for our common stock; and

X we comply with certain corporate governance requirements.

As of the date of issuance of this report, we were in compliance with these continued listing requirements
However, we cannot assuyeu that we will be successful in continuing to meet all requisite continued listing criteria.

27. Certain shareholders, directors, and officers own a significant amount of our stock, which calldw
them to influence corporate transactions and otheratters.

As of December 312011, our directos, executive officersand a major shareholderollectively with their
families and affiliates, beneficially owned approximat&$, 36 of our total outstanding common stock. As a resultwid
or moreof these shareholders choose to act together based on their current share owtergiay be able to control a
significantpercentagef the total outstandinghares of oucommonstock, which couldffect the outcome of a
shareholder vote on the electiohdirectors, the adoption of stock option plans, the adoption or amendment of provisions
in our articles of incorporation and bylaws, or the approval of mergers and other significant corporate transactions.
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28. We have implemented antakeover provisins that may help discourage a change of control.

Certain provisions in our articles of incorporation, bylaws, and the Texas BusdDrgssiizatios Codehelp
discourage unsolicited proposals to acquire our company, even if the proposal may benefiteolsleas. Our articles
of incorporation authorize the issuance of preferred stock without shareholder approval. Our Board of Directors has the
power to determine the price and terms of any preferred stock. The ability of our Board of Directors to issuierare
series of preferred stock without shareholtdeygproval could deter or delay unsolicited changes of control by
discouraging open market purchases of our common stock or-aegmtiated tender or exchange offer for our common
stock. Discouragingpen market purchases may be disadvantageous to our shareholders who may otherwise desire to
participate in a transaction in which they would receive a premium for their shares.

In addition, other provisions may also discourage a change of control byswéa tender offer, open market
purchase, proxy contest or otherwise. Our charter documents provide for three classes of directors on our Board of
Directors with members of each class serving staggered three year bemdslition the Texas Busines3rganization
Coderestricts, subject to exceptions, business combinations with &fifiated shareholder.Any or all of these
provisions could delay, deter or help prevent a takeover ofdmmpany and could limit the price investors are willing to
payfor our common stock.

29. We are not required to pay dividends, and oBoard of Directorsmay decide not to declare dividesih
the future.

Thedeclaration of dividends on our common stock is solely within the discretion oBoard of Directors,
subject to limitations under Texas law stipulating that dividends may not be paid if payment therefore would cause the
corporation to be insolvent or if the amount of the dividend would exceed the surplus of the corporati@mabdiof
Directos maydecide not to declare dividesdr we could beprevented from declaring dividend because of legal or
contractual restrictions. The failure to pay dividemauld reduce our stock pric@ur Board of Directors suspended
dividends in August 2009Ve may not resume payment of dividends in the future.

30 Concentration Risk

A significant portion of our revenue is derived from our core Ambrotosemplex products which includée
Ambrotosé& productsand Advanced Ambrotoseproducts A decline insales value of such legacy products could have a
material adverse effect on our earnings, cash flows, and financial position. RevenugaéooneAmbrotosé& products
wereas follows for he years ended December 31122010 and 2009(in thousandsexcept percentages)

2011 2010 2009
Sales by % of total Sales by % of total Sales by % of total
product net sales product net sales product net sale:
Advanced Ambrotose $ 66,893 33.3% $ 61,458 26.9% $ 65,360 22.6%
Ambrotosé& 15,513 7.7% 19,078 8.4% 25,413 8.8%
Total $ 82,406 41.0% $ 80,536 35.3% $ 90,773 31.4%

Our business is not currently expogedctustomer concentration rigkven thatno independent associate hager
accounted for more than 1086 our consolidated net sales.

Circumstances and conditions may change. Accordingly, additional risks and uncertainties not currently known,
or that we currently deem not material, may also adversely affect our busipesstions.



Item 1B. Unresolved Staff Comments

None.

ltem 2. Properties

We lease property at several locations éar headquarters and digtution facilities, including:

Expiration

Location Size date
Coppell, Texas (corporate headquarters) 110,00(sq. feet March 2018
Coppell, Texas (distribution center) 75,000sq. feet March 2018
St. Leonards, Australia (Australian headquarters) 850sq. meterd August 2013
Didcot, Oxfordshire (combined U.K. headquarters and

distribution center) 16,631sq. feet July 202
Minato-ku, Tokyo, Japan (Japanese headquarters) 296Tsubo&’ November 2012
Ganganrgu, Seoul, Korea (Republic of Korea headquarters) 717Pyong® June 2013
Taipei, Taiwan (Taiwan headquarters) 254pings® June 202
Zug, Switzerland (Switzerland headqguarters) 680sg. meterd October 2013
Markham, Ontario (Canada headquarters) 3,097sq. feet September 2012
Bedfordview, South Africa 383sq. meter® March 2015
Guadalajara, Mexico (customer service center) 1550sq. meterd February 2016
Mexico City, Mexico (customer service center) 179sq. meter® November 2015

® Approximately 9,149 square feet.
@ Approximately 10,538 square feet.
®) Approximately25,526square feet.
@ Approximately 9,021 square feet.
® Approximately 7,324 square feet.
© Approximately4,119square feet.

™ Approximately16,684square feet.
® Approximately 1,926 square feet.

Our main distribution facility is located in Coppell, Texas and consists of 75,000 square feet of leased space that
houses an automated distribution system capable of processing up to 18,000 orders per day. In 2005, we opened a
distribution facility in theUnited Kingdom, which is located in Didcot, Oxfordshire and is capable of processing@gto
orders peday. Both distributioncenters currently operate well below full capacity and are capaldemgdorting our
plamed sales volume grotlu in the foreseable future.

To maximize our operating strategy and minimize costs, we continue to contract witip#nigddistribution and
fulfillment facilities in Canada, Australia, Japan, the Republic of Korea, Taj\8amuth Africg and Mexico By entering

intothese thirdparty distributionfacility agreements, our smaller offices maintain flexible operating capacity, minimize
shipping costsand are able to process an order withint&urs after order placement areteipt ofpayment.

Iltem 3. Legal Proceedings

See “Litigation” in Note13of the Notes to our Consolidated Financial Statemesfich is incorporated hein
by refeence.

Iltem 4. Mine Safety Disclosures

Not Applicable
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PART Il

Item 5. Market for Registrant’s Common Equity, Related Shareholder Mattersand Issuer
Purchases of Equity Securities

Market for Our Common StockOn February 12, 1999, we completed our initial public offeri@gr common stocks
currentlytrading on theNASDAQ Global SelectMarket under the symbdIMTEX.” Effective January 13, 2012, we
amendedur Amended and Restated Articles of Incorporation to effect a reverse stock split of our common stock at a ratio
of 1-for-10. The primary purpose of the reverse stock split was to increase tfshaer markeprice of ourcommon stock

in order to maintairour listing on NasdagAs of March26, 2012, we had an aggregate 8f647,735%hares of our common

stock outstandingnd the closing price on such datas$3.77. Below are the high and lowlosingprices ofourcommon

stock as reported on thidasdador each quarter of the fiscal years ended December 311 20d 200, asadjusted for the
1-for-10 reverse stock split

2011: Low High
First Quarter $ 16.20 $ 20.60
Second Quarter $ 9.30 $ 17.50
Third Quarter $ 5.26 $ 9.70
Fourth Quarter $ 4.01 $ 7.90
2010
First Quarter $ 27.80 $ 44.10
Second Quarter $ 18.90 $ 42.30
Third Quarter $ 20.00 $ 29.80
Fourth Quarter $ 16.20 $ 21.90

Holders. As of March 26, 2012therewere 1,135shareholders of record

Dividends In the third quarter of 2009yur Board of Directors suspended the quarterly cash dividend payment to
shareholders due to tl@mpanys financial performance, protracted worldwide economic recession, aridtdreal
funding needs ofewinitiatives designed to accelerate sales and associate recruitBeefiRisk Factors-We are not
required to pay dividends, and oBoard of Directorsmay decide not to declare dividesdh the futuré in Item 1A of this
Form 10K for further discussion relatet future payment of dividends.

Stock Options The following table provides information & March 26, 2012 aboutour common stock that may be
issued upon the exesd of stock options undewur existing stock option plaras adjusted for the-for-10 reverse stock
split thatbecameeffective January 13, 2012

Number of securities
remaining availablefor

Number of securitiesto Weighted-average future issuanceunder equity
be issuedupon exercise exerciseprice of compensationplans
of outstanding options, outstanding options, (excludingsecurities reflected
warrants, and rights warrants, andrights in column (a))
Plan Category (@) (b) (c)
Equity compensation plan 130,665 $ 22.39 40,230
Equity compensation plans not approved by
Shareholders — — —
Total 130,665 40230

In February 2008ur Board of Directors approvedur 2008 Stock Incentive Planhe “2008 Plan”),which
reservesip t0100,000 sharess adjusted for the-for- 10 reverse stock splitor issuance of stock options and restricted
stock toouremployees, members the Board of Directorsand consultants, plus any shares reserved unaighen
existing unexpired stock plan for which optionschaot been issueplus any shares underlying outstanding options under
thethenexisting stock option plans that terminate without having been exercised in full. The 2008 Plan was approved by
ourshareholders aur 2008 Annual Shareholders’ Meetimgurrently, the 2008 Plan ke only stock incentive plan
under which we may grant options

Sdes of Unregistered Securities



None.

Uses of Proceds from Registered Securities

None.

Issuer Purchases of Equit$ecurities

On July 14, 2011¢urBoard of Directors authorized the reactiiat of the stock repurchase program previously
approved by the Board of Directors on June 30, 2004 (the “June 2004 Plan”). Under the June 2064 Riaativated on

July 14,2011and amendedn March 21, 2012we areauthorized to repurchase, in the open mathetlesser of (i)
131,756 shares, as adjusted for thfo10 reverse stock split, and (ii) $1.3 million in shares of cammon stock

During July 2011we repurchase 528 shares ajur common stock in the open market under the June 2004 Plan. The total
cost and average price per share were approximately $5,00a4®] fespectivelyAs of March 26, 2012 the maximum
number of shares available for repurchase undedtime 2004 Plawas 19084, and the total number of shares purchased

in the open market under the June 2004 Plan wasg¥22s adjusted for the-for-10 reverse stock split

The following table summarizes share repurchase activity duringgaieendedDecember 3,12011as adjusted

for the Lfor-10 reverse stock split that became effective January 13,:2012

Period

(@)

Total number of
shares (or units)
purchased

Average price
paid per share
(or unit)

(b)

July 1-July 31

528

$.43

3€

(©

Total number of
shares (or units)
purchased as
part of publicly
announced plans
or programs(l)

528

(d)

Maximum
number (or
approximate

dollar value) of
shares (or units)
that may yet be
purchased under
the plans or
programs(l)

19,084







Item 7. Managements Discussion and Analysis of Financial Condition and Results of
Operations

The following discussion is intended assist in the understanding of our consolidated financial position and our
results of operations for each of the three years ended Decemb2081 2010 and 20®. This discussion should be read
in conjunction with*ltem 15.— Consolidated Financigtatements and relatedtes, beginning on page & of this report
and with other financial information included elsewhere in this report. Unless stated otherwise, all financial information
presented below, throughout this report, and in the consolidimt@alcial statements and related notes includes Mannatech
and all of our subsidiaries on a consolidated basis.

COMPANY OVERVIEW

Since November 1993, we have continued to develop innovative duiglity, proprietary nutritional
supplements, topical andtia care products, and weightanagement products that are sold through a global network
marketing system. We operate in the United States, Canada, Australia, the United Kingdom, Japan, New Zealand, the
Republic of Korea, Taiwan, Denmark, Germany, Southoadf Singapore, Austria, the Netherlands, Norway, Sweden,
Mexico, the Czech Republic, Estonia, Finland, and the Republic of Ireland. Our Switzerland office was created to manage
certain dayto-day business needs of ndtorth American markets.

We conducbur business as a single operating segment and primarily sell our products through a network of
approximately372,000ndependentssociates and members wha parchased our products and/or padksingthe last
12 months, wh we refer to azurrentindependent associates and memb8isw recruits and pack sales are leading
indicators forthe longterm success adur businesNew recruitanclude new independent associates and members
purchasg our packs and products for the first time. We operata aeller of nutritional supplements, topical and skin
care products, and weightanagement products through oetwork marketinglistribution channels operating twenty-
onecountries. We review and analyze net sales by geographical location andksygrat producten a consolidated
basis Each of our subsidiariesellssimilar products an@xhibitssimilar economic characteristics, such as selling prices
and gross margins.

Because we sell our products througgtwork marketinglistribution channels, the opportunities and challenges
that affect us most are: recruitment of new and retention of independent associates and frertrigénso new markets
and growth of existing marketaiche market developmentew product introdudbn; and investment in our
infrastructure.

Current Economic Conditions and Recent Developments

We introduced several concepts at the end of 2010 thdtelievedwould be instrumentah effectively
navigatingthrough the challenging economic timesSheseconceptsncluded (i) achieving desired levels of revenue
largely through attracting and retaining associates; (ii) international expansion; (iii) new product introductions; and (iv)
financial discipline.

The primary challenge of 201®asthe oveall reduction in recruitingwhich continued during 201 andresulied
in revenue declines.

In January 2011, we began selling products in Mexico. We opened customer service centers in Guadalajara and
Mexico City. In late 2011, we opened a training center in Monterrey. In addition to the Mexico launtlegae
operations inthe European couries of Czech Republic, Estonia, Finland, ahd Republic ofreland in June 2011.
These markets constituted 1% of the consolidated revenue during 2011. We continue to believe the international markets
will constitute the majority of revenue growth ihe future.

As a company devoted to nutritional innovation, we consider our intellectual property to be one of our most
valuable corporate assets. In 2011, we received six patents for technologies related to our Ambrotose® and
AmbrotoseAO® products, fiveof which were issued by international patent offices. Our Ambrotose® and
AmbrotoseAO® technologies have been granted patents from governing bodies around the world. We believe these
patents further establish our Company as an industry leader in nutitionvellness technologies.
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In 2011, we continued to focus on product developmieran effortto continually improve and reformulate our
existing products. An example of this was the introduction of ©orega3 supplement that now contailvgtamin Ds.
The decision to ad¥itamin D; was prompted by the rapidly expanding scientific research documenting the extensive
health benefits o¥itamin Ds.

During 2011, we continuetb focus on restoring profitability and generating positive cash flow. In Jui4,20
we announced a restructuring of our US operations and elimination of 98 work force positions. The restructuring reduced
the costs of operations by $7.2 million for the second half of 2011. Additionally, as opportunities were identified, other
operating costs were reduced internationally.

Our consolidated balance shetthe end of the yeaemained stable in comparison to 2010. We continued to
operatevirtually debtfree during 2011. Although we generated a consolidagtibss, our castandcashequivalents as
well as our liabilities remained essentially unchanged. A large portion of the consolitztieds was generated by
depreciation expensemounting to $.7 million from our EnterpriseResourcéPanning (* ERP”)system, whichwent into
opeation in 2007 and is recorded as computer software costs within property and equigmaantbalance sheetn
2012 the remaininqnetbook value of the ERP system will helly recognized by the second quarter reducing
depreciation expense as compar@@®11. The reduction in depreciation expense along with continued financial
discipline should improve operating income.

We continue to increase operational efficiency. We have made certain changes to our management structure to
provide strongefoundation for growth and better align our organization with our lbeign goals. We believe that
efficiencies gained from the organization realignment will help us to improve cost controls and distinguish us in the
marketplace by adding emphasis to bramahagement, associate recruitment, new product development, and international
expansion.

Even during difficult times, waavemaintairedour focus to be a generous and socially responsible company.
We continue our charitable donations to MannaRelief, mprofit organization that provides charitable services for
children in need. In 2010, MannaRelief and Mannatech partnered together to launch the Givesf'(‘ﬂrpﬂm@rlam. This
“donationthrough-consumption” initiative was designed to allow consumers awmbaiates to help undernourished
children around the world. For every purchase on an automatic order containing certain prigiduetatech provides
nutritional supplementthrough donations tMannaRelieffor children in need worldwide.

In 2012, our pimary goal is to restore sales volume, profitability, and generate positive cash flow. In order to
achieve these financial goals the company plané)ttaunch a new product during the second quarter which will combine
the best technologies from our gmtent portfolio of over 70 patents into a single compelling and affordable product; (i)
introduce a sales system to @ssociates that will allow worlgvide recruitment of both consumers and business builders;
and (iii) continue to build the marketaunched in 2011. Finallyye will continue to aggressively identify and reduce
operational expenses and ensure any incremental revenue growth results in additional profitability and cash flow.



RESULTS OF OPERATIONS
Year Ended December 31, 20llcompared to Year Ended December 31, 21D

The tables below summarize our consolidated operating results in dollars and as a percentage of netteales for t
years ended December, 3011 and 2QL0 (in thousands, except percentages)

2011 2010 Change

Total % of Total % of
Dollars netsales dollars netsales Dollar Percentage

Cost of sales 30,421 15.2% 32,754  144% 2,333 7.1)%

117846 58.7% 130,0/)3  57.0% (12227) (94)%

Operating expenses:
Depreciaipn and amortization 10,697 53 % 11,517 5.0% 820 7.1)%

Total operating expenses 99,732 49.7% 109496 48.0% (9,764) (8.9%

Interest income 117 0.1% 173 0.1% 56 32.4)%

Loss before income taxes 17,87 8.9)% 11,04 4.8)% 6,838) (61.9)%

Net loss $ (20,659 (10.3)% $ (10616 (4.7)% $ (10,049 (94.6%

4C



Consolidated net saldg/ customer location for the years ended December 3112@d 20 were as followgin
millions, except percentages)

Net Sales in Dollars and as a Percentage of Consolidated Net Sales

2011 2010

Japan 30.4 15.1% 34.2 15.0%

17.3 8.6% 20.0 8.8%

8.8 4.4% 12.0 5.3%

3.6 1.8% 2.1 0.9%

Mexico™ 2.0 1.0% — —

United Kingdon® 1.8 0.9% 2.4 1.1%

The Netherlands 1.2 0.6% 0.6 0.3%

Sweden 0.5 0.2% 0.5 0.2%

Finland® 0.2 0.1% — —

(1) The Company began operations in Mexico in January 2011.

(2) Includes sales fahe Czech Republic, Estonia, and the Republic of Irelamitich began operatioms June 2011Their combined consolidated
sales for the year ended December 31, 2011 were approximately $0.1 muilticere included in net salés United Kingdom

(3) The Company began operations in Finland in June 2011.

Net Sales

Forthe year ended Decembit, 2011, our operations outside of the United States accounted for approximately
58.2%6 of our consolidated net sales, efteas in the same period in ) our operations outside of the United States
accounted for approximate8b.9% of our consolidated net sales

Consolidated net sales for the year ended Decemb@031,decreasetyy $27 4 million, or 12.0%, to $200.7
million, as compared t$228.1 million for the same period in Z®. United Statesalesdecreasethy $16.8million, or
16.7%, to $84.0nillion, while international saledecreasety $106 million, or 8.3%, to $116.7 million for the year
ended December 31, 2011 as compared to the same period in 2010.

Fluctuation in foreign currency exchange rates had an oviaradrableimpact on our et sales of approximately
$7.2 million for yearendedDecember 31, 20L. The net sales impact is calculatedlas difference between (ihe
current period’s net sales in USD and (B¢ current period’s net sales in local currencies converted to USDtlyiag
average exchange rates for yemarendeddecember 312010.



Net sales by country itransactionaturrency forthe year ended December 31, 204nd 2A.0 were as follows
(in millions, except percentages)
Change

Transactional Transactional
Count Currenc 201 2010 currenc Percentage

Austria, Germany, th&letherlandsthe
Czech Republic, Estonia, Finland,
and the Republic of Ireland EUR 2.9 3.0 0.1) (3.3)%

Japan JPY 2,3973 2,971.¢ (574.0) (19.3)%

Mexico MXD 24.6

OK 8

6 1

3 15.

Norwa N 1%

South Africa ZAR 63.0 87.6 (24.6) (28.1)%

Taiwan TWD 201.8 79.4 39.3)%

Our total sales and sales miruldbe influenced by any of the following:

e changes in our sales prices;

» changes in consumer demand;

« changes in the number of independent associates and members;
e changes in competitors’ products;

» changes in economic conditions;

« changes in regulations;

* announements of new scientific studies and breakthroughs;
« introduction of new products;

« discontinuation of existing products;

e adverse publicity;

« changes in our commissions and incentives programs;

« direct competition; and

« fluctuations in foreign currency exchamgates.

Our sales mix for the years ended December 31, was as fo(lowsillions, except percentages)
Change
201 2010 Dollar Percentage

Consolidated iack sales 21.3 31.3 10.0 31.9%

Total consolidated net sales $ 200.7 $ 2281 $ (274) (12.00%

Pack sales correlate to new independent associates who purchase starter pazksmitling independent
associates who purchase upgrade or renewal packs. However, there is no direct correlationgretivetsales anthe
number of new and continuing independent associates and members because independent associates and rmembers utili
products at different volumes.
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Product Sales

Substantially all of our product sales are made to independent associates at published wholesale prices. We also
sell our products to independent members at discounted published retail prices.

Product sals for theyearendedDecembeB1, 2011 decreasebly $15.7 million, or 8.4%, as compared to the
same period in 201 The decrease in product sales was primarily due to the reduction in the number of new associates and
the loss of existing associates, whiglsulted in a decline in the number of orders processed d@®ig The average
order value for the year ended December 31, 2011 wag, &kcompared to $P4or the same period in 2010. THe6%
increase in average order value resulted in approxim&glymillion in additional revenuavhich partially offset the
overall decline in product sales. The number of orders placed during the year ended December, 31, 2011 decreased by
13% as compared to the same period in 2010.

Pack Sales

Packs may be pubased by our independent associates who wish to build a Mannatech busihesg. packare
offered to our independent associates at a discount from published retail prices. There are several pack options available to
ourindependenéssociates. In certaimarkets, pack sales atempletedduring thefinal stages of theegistration process
and can provide neimdependenassociates with valuable training and promotional materials, as well as products for



During 2010and 2.1, we took the following actions to help increase the number of independent associates and
members

e registered our most popular products with the appropriate regulatory agenciesonrlties of operations;
« explored new international markets;

< launched an aggressive marketing and educational campaign;

e continued to strengthen compliance initiatives;

e concentrated on publishing results of research studies and clinical trigisd-éteour products;

e initiated additional incentives;

« explored new advertising and educational tools to broaden name recognition; and
< implemented changes to our global associate career and compensation plan.

Other Sales

Other sales consistiof: (i) sales of promotional materials; (i) training and event registration fees; (iii) monthly
feescollected for Success Track€E a customized electronic businésgilding and educational materials database for our
independent associates that helps stimylabeluct sales and provide business managenfentreight revenue charged
to our independent associates and members; and (v) a reserve for estimated sales refunds and returns.

For the year ended December 31120othersalesdecreased byT7 million, or 17.7%, to $7.9 million, as
compared to %6 million for the same periodchi2010. The decrease was primarily due to a decrease in freight fees for
product and pack shipments.

Gross Profit

For the year endeDecember 31, 201, gross profitdecreased by $5.2 million, or 15.5%, to $82.8 million, as
compared to $8.0 million for the same period in 2. Forthe year ended December 31, 20gross profit as a
percentage of net s decreased td1.3% as compared t43.0% for the year ended December 31,120The reduction in
gross profitfor the year ended December 31, 204 Hue to the decline in saless well as the increase in commissions and
incentives and cost of sales as a percentage of net sales as comparedneetipesad in 2010.

Cost ofsales decreasddr theyear ended December 32011 by 7.1%, or $.3 million, to $30.4 million, as
compared to 2.7 million for the same period in 2. The reduction in cost of sales was primarily due to a decrease in
finished product and pack cost and shipping supplies, which was related to the decline in sales for th€psrioidsales
as a percentage of net salesreased to 8.2%, as compared t@4.4% for the same period in 20. The percentage
increasavasdue toan increase imeserves fomventorywrite-offs.

Commission costs decreased for the year efdimtbmber 31, 201, by 10.9%, or $.0.2 million, to $83.6 million,
as compared to%8.8 million for the same period in 200 The decrease in commissionas dueto the decrease in
commissionable net saleSor the year ended December 31 120commissions as a percentagfenet salesncreased to
417% as compared to41% for the same perof 2010

Incentive costincreased for the yeanded December 32011 by 8.6%, or $.3 million, to $3.8 million, as
compared to 3.5 million for the same period in 2. The costs of incentives, as a perceetafnet salesincreased to
1.9% forthe year ended December 31, 20&s compared tt.5% for the same period in 2. The total number of
independent associates who qualified for the annual incentivent@p11 was 747as compared to 715 in 2010.
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Selling and Administrative Expenses

Selling and administrative expenses include a combination of both fixed and variable expenses. These expenses
consist of compensation and benefits for employees, temporary and contract labor, outbound shipping and freight, and
marketingrelated expensesiish as monthly magazine development costs and costs related to hosting our cerporate
sponsored events.

For the year ended December 31120overall selling and administrative expenses decredge®? 0 million, or
11.1%, to $657 million, as compared to@R.7 million for the same period in 2D. The decrease in selling and
administrative expenses consisted of a $3.8 million decrease in payroll and pajabdid costsa $1.2 million decrease in
freight cost, $@8 million decrease in marting costsa $1.0million decrease in contract labor costs, and a $0.2 million
decrease in stoelased compensation expenSelling and administrative expenses, as a percentage of netfealtse
year ended Decdper 31, 201 remained relatively flat a27 8%, as compared t07/25% for the same period in 20

Other Operating Costs

Other operating costs include travel, accounting/legal/consulting fees, royalties, credit card processing fees,
banking fees, offite storagéees, utilities, and other miscellaneous operating exper@esgesn other operating costs
are associated with the changes in our net sales.

For the year ended December 31120other operatingostsdecreased by20 million, or 5.6%, to $33.3
million, as compared to3%.3 million for the same period in 20 Forthe year ended December 2011, other operating
costsas a percentage of net salesrel6.6 %, ascompared td5.5 % for the same period in 20. The decrease in other
operating csts was primarily due to a reduction affice expenses of $1.5 million, consulting fees of $1.2 million, and
credit card fees of &6 million. Also contributing to the reduction in other operating casgtseresearch and development
expensesf $0.3 million travel expense®f $0.2million, andrepails and maintenanceostsof $0.2 million. These
reductios werepartially offset by a $2.0 million increase in legal coptémarily due to a settlement with one of our raw
materials supplierdzor moreinformation, see Note 13 “Litigation”.

Depreciation and Amortization Expense
Forthe year ended December 31,120depreciation and amorationexpensewas 94.0.7 million, as conpared to
$11.5 million for the same period in 2M. As a percentage of netles, depreciation and ampétion expenséncreased

slightlyto 5.3% from5.0% for the samgeriod in 2A.0

Provision for Income Taxes

Provision for income taxes include current and deferred income taxes for both our domestic and foreign
operationsOur statutory income tax rates by jurisdiction are as follows, for the years ended December 31:

Country. 2011 2010
Australic 30.C% 30.C%
Canada 28.0% 30.0%
Denmark 25.0% 25.0%
Japan 42.0% 42.0%
Mexico 30.0% 30.0%
Norway 28.0% 28.0%
Republic of Korea 22.0% 22.0%
Singapore 17.0% 17.0%
South Africa 28.0% 28.0%
Sweden 26.3% 26.3%
Switzerland 16.2% 16.2%
Taiwar 17.C% 17.(%
United Kingdom 26.0% 28.0%
United States 37.5% 37.5%



Income from ouinternational operations is subject to taxation in the countries in which we operate. Although we
may receive foreign income tax credits that would reduce the total amount of income taxes owed in the United States, we
may not be able to utilize our foreigncome tax credits in the United States.

We use the recognition and measurement provisions of FASB ASC Topic 740, Income Taxes (“Topic 740”) to
account for income taxes. The provisions of Topic 740 require a company to record a valuation allowandeeimeme
likely than not criterion for realizing a deferred tax asset cannot be met. A company is to use judgment in reviewing both
positive and negative evidence of realizing a deferred tax asset. Furthermore, the weight given to the potential effect of
such evidence is commarrste with the extent the evidence can be objectively verified. As a result, we reviewed the
operating results, as well as all of the positive and negative evidence related to realization of such deferred tax assets to
evaluate the need for a valuationailance in each tax jurisdiction.

As of December 31, 2011 and 2010, we maintained our valuation allowance for deferred tax assets in the
following table(in millions), as we believe therhore likely than ndtcriterion for recognition and realization puwges, as
defined in Topic 740, cannot be met.

Country 2011 2010
Mexico $ 1.9 $ 038
Norway 0.2 0.2
Sweden 0.1 0.1
Switzerland 038 05
Taiwan 11 1.0
United States 5.4 15
Total $ 95 $ 41

The dollar amount of the provisions for income taxes is directly related toesuits of operationand changes in
taxable income among countries. For {learsended December 31, 20Rhd 2010 our effective income tax ratgas
(15.9% and3.8%, respectively For 2011, we had a provision for income tax despite thetprdosses primarily because
of increases in the valuation allowance for deferred tax assets, increases in uncertain income tax positions, andsdifference
from foreign operationg-or 2010, our effective income tax rate was lower than expected if the federal statutory income
tax rate were applied to income before taxes primarily because of increases in the valuation allowance for deferred tax
assetsincreases in uncertain income taasitions and favorable differences from foreign operations.
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Year Ended December 31, 2016ompared to Year Ended December 31, 200

The tables below summarize our consolidated operating results in dollars and as a percentage of nettsales for t
years eded December 31, 2010 and 200®thousands, except percentages)

2010 2009 Change

Total % of Total % of
Dollars netsales dollars netsales Dollar Percentage

32,754 144% 46,813  16.2% (14,059) (300)%

Cost ofsales

130,0/)3  57.0% 193,228  66.7% 63,155) (32.7)%

Operating expenses:

Depreciabn and amortization 11,517 5.0% 12,333 4.3% 816 6.6)%

Total operating expenses 109496 48.0% 122,071 42.1% 12575) (103)%

Interest income 173 0.1% 473 02% 300) (63.49%

Loss before income taxes 11,04 4.8)% 24,075 8.3)% 13035 541%

Net loss $ (10616)__(47)% $_ (17,369 _ (6.0)% $ 6,752 _38.9%

47



Consolidated net saldg/ customer location for the years endedcember 31, 2D0and 20®@ were as followgin
millions, except percentages)

Net Sales in Dollars and as a Percentage of Consolidated Net Sales

2010 2009

Japan 34.2 15.0% 42.0 14.5%

Australia 20.0 8.8% 22.9 7.9%

South Africa 12.0 5.3% 13.2 4.6%

New Zealan 3.1 1.4% 4.3 1.5%

German 2.3 1.0% 3.2 1.1%

Norway™ 1.6 0.7% 0.3 0.1%

The Netherlandd 0.6 0.3% 0.2 0.1%

Denmark 0.5 0.2% 1.6 0.6%

@ The Company began operationsAnstria, theNetherlands, Norway, and SwederSeptember 2009.

Net Sales

Forthe year ended Decemb#t, 2010, our operations outside of the United States accounted for approximately
55.9% of our consolidated net sales, efteas in the same period in 2Q@&ir operations outside of the United States
accounted for approximateB1.4% of our consolidated net sales.

Consolidated net sales for the year ended Decemb&@030, decreasebly $61.6million, or 21.3%, to $228
million, as compared toZB9.7million for the same period in 2@ Domesticsales decreasdry $39.9 million, while
internationabales decreasduy $21.7 million.

Fluctuation in foreign currency exchange rates had an dvaxeorable impact on our et sales of approximately
$9.0million for the yearendedDecember 31, 2010 he net sales impact waslculated ashe difference between (ihe
current period’s net sales in USD and (8¢ current period’s net sales in loaalrrencies converted to USD by applying
average exchange rates for frearendedecember 31, 2009



Net sales by country itransactionaturrency forthe year ended December 31, 2010 and 20e&& as follows
(in millions, except percentages)

Change

Transactional Transactional
Count Currenc 2010 2009 currenc Percentage

Austria®, Germani, théNetherland® EUR 3.0 2.6 0.4 15.4%
Japan JPY 2,971.3 3,890.7 919. 23.6)%

New Zealand NZD 4.4 6.9 (2.5) (36.2)%

South Africa ZAR 87.6 109.8 22.2 20.2)%

Taiwan TWD 201.8 217.4 15.6 7.2)%

' The Company began operations in Austria, the Netherlands, Norway, and Sweden in September 2009.

Our total sales and sales miruldbe influenced by any of the following:

» changes in our sales prices;

e changes in consumer demand,;

» changes in the number of independent associates and members;
« changes in competitors’ products;

« changes in economic conditions;

e changes in regulations;

e announcements of new scientific studies and kiteaughs;
e introduction of new products;

« discontinuation of existing products;

« adverse publicity;

« changes in our commissions and incentives programs;

« direct competition; and

» fluctuations in foreign currency exchange rates.

Our sales mix for the years esdl December 31, was as folloyis millions, except percentages)
Change
2010 2009 Dollar Percentage

Consolidated iack sales 31.3 62.1 30.8 49.6)%

Total consolidated net sales $ 2281 $ 289.7 $ (61.6) (21.3%

Pack sales correlate to new independent associates who purchase starter ptzksratittling independent
associates who purchase upgrade or renewal packs. However, there is no direct coretatendroduct sales anthe
number of new and continuing independent associates and members because independent associates and members utilize
products at different volumes.



Product Sales

Substantily all of our product sales wermade to independeRissociates at published wholesale prices. We also
sell our products to independent members at discounted published retail prices.

Forthe year ended December 31, 20péoduct saledecreasedy $26.7 million, or 12.5%, to $182 million, as
compared to $213.9 million for the same period2®09. The $26.7 million decrease in product sales was comprised of a
decrease in existing product sales of $2aillion and a decrease in new product sales oB%8illion . We implemented a
2-5% price increas in most countries in late January 20%e believe the decrease in product sales dwesto the macro
economic factors negatively affectiiogir company and direct competition with other network marketing compamies
recruiting and retaining independeagsociates

The following new prodats were introduced during 2010

x  Mannatech LIFTESkin Care System itthe United States argkrtain international markets;

x Essential Sourc& Omega 3 irseveral international markets

x  Various promotional packages theUnited States and several international markets

x Health Solutions Starter packs in Singapore and New Zealand;

x  GlycoSIlim® drink mix (chocolatejn Japan

x  Simply Delicious® Snack Barg’ in the United States and Canada

X PhytoBursfE Nutritional Chews inAustralia, Singapore, New Zealand, Japan, Korea, and Taiwan
x Gl Pro Balanc& Slimstick in Singapore, New Zealand, Australia and Japad

x  BounceBacKin Taiwan.

@ The Companyliscontinue Simply DeliciousESnack Bars in 2011.
Pack Sales

The dollar amount of @ck sales associated witlew and continuingndependent associatesasas follows, for
the years ended December @i millions, except percentages):

Change
2010 2009 Dollar Percentage
New $ 214 % 396 $ (18.2) (46.0)%
Continuing 9.9 225 (12.6) (56.0)%
Total $ 313 $ 62.1 $ (30.8) (49.6)%

Total pack sales for thgearendedDecember 312010 decreased by $30.8 million, or 49.6%, to $31.3 millias
compared t&#62.1 million for the same period in 2@D

The number of new and continuing independent associatesantberavho purchased our packsdbr
products during the twelve months end2@ecember 3lvasas follows:

2010 20®
New 89,000 22% 145,00 28%
Continuing 314,00C 78% 368,000 72%
Total 403,00C 100% 513,00C 100%

Therewas anoverall decrease of 110,000, or 21.4%, fioe year ended December 31, 2010 in the number of
associateas compared to theame period in 20Q@vhichwas due botho a decline in the number of new independent
associates and members, as well as fesmatinuing independent associates and members.
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During 2009 and 2010, we took the following actions to help increase the number of independent associates and
members:

e registered our most popular products with the appropriate regulatory ageneiésonntries of operations;
« focused on new product development;

e explored new international markets;

« launched an aggressive marketing and educational campaign;

« continued to strengthen compliance initiatives;

e concentrated on publishing resultsresearch studies and clinical trials related to our products;

« initiated additional incentives;

« explored new advertising and educational tools to broaden name recognition;

« implemented changes to our global associate career and compensaticemplan;

e introduced new produstin many of our global markets

Other Sales

Other sales consistlof: (i) sales of promotional materials; (i) training and event registration fees; (iii) monthly
feescollected for Success Track€E a customized electronic busisebuilding and educational materials database for our
independent associates that helps stimulate product sales and provide business man@ggfregit revenue charged
to our independent associates and members; and (v) a reserve for estimateefgadissand returns.

For the year ended December 31, 2010, ofades decreased by $4.1 million, or 29.9%, to $9.6 mildsn
compared to $3.7 million for the same period in 2@ The decrease in othealeswvas primarily due to a $2.8 million
decrease in freight fees for product and pack shipmer$4,.0 million decrease associateith an expiration of a
transactional tax holiday for sales in certain international markets, a $0.2 million decreasecesd racker(Eand
training feesanda $0.1 million decrease sales of promotional materials.

Gross Profit

For the year ended Rember 31, 2010gross profiincreased by $5.million, or 1.6%, to $98) million, as
compared to $6.5million for the sameperiod in 2009. For the year ended December 31, 20t&sgprofit as a
percentage of nesalesincreased to 43.0%s comparetb 33.3% for the year ended December 31, 2009.

Cost ofsales decreased for the year ended December 31, 2030.@, or $14.1million, to $327 million, as
compared to 6.8 million for the same period in 2@ Cost of sales as a percentageaefsales decreased to ¥46, as
compared td.6.2% for the same period in 2Q0Ehe improvement reflected the impact of changes made to ourgsdek
in late 2009 and early 201hcluding a reduction in the cost of packs and modification of bonus and pack components

Commissiorcostsdecreased for the year ended December 31, 29132.2%, or $44.5 million, to $93.8 millign
as compared to2$38.3million for the same period in 2@ The decrease in commissiowsasdueto the decrease in
commissionable net sales. For the year ended December B3,&@0nmissions as a percentage et saleslecreased to
41.1% as comparet 47.7% for the samgeriod of 20@. The rate improvement was a result of changing various aspects
of the Power Bonus program, as wellmgdification of our pack bonus structure and commission rates

Incentivecosts decreased for the year ended December 31, 2010 by 56.8%, or $4.6 million, to $3.5 asllion
compared to $8.1 million for the same period in 2009. The costs of incentives, as a percentage of net sales, decreased to
1.5% for the year ended Decembdr, 2010, as compared to 2.8% for the same period in 2008decrease in total costs
of annual incentives was the result of the number of independent associates who qualified for annual inadrtives,
decreased in 2010 by 69% to 744 compared to 208 in 2009. The decrease in qualifiers for the annual incentive is
primarily related to higher associate recruiting activity seen in 2009 due to the introduction of the $499 Prem&tar/All
Pack.
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Selling and Administrative Expenses

For the year endeDecember 31, 2010, overall selling and administrative expenses declsesed million, or
10.9%, to $627 million, as comparetb $70.0million for the same period in 2@ Selling and administrative expenses, as
apercentage of net sales fire year ended December 31, 20ih@reased t®7.5%, as compared to 24.2% for the same
period in 2009. Compensation and compensati&lated costs decreaskeg$2.6 million primarily from a decrease in
contract labor cost$elling and marketing expensdecreasetby $2.4 million due to cost control in several areas of this
category, such as advertising, public relations, promotions, and magazine publications. ¢asiglitecreased by $2.3
million due to a decrease in product shipments

Other Operating Costs

For the year ended December 311R0other operatingostsdecreased by44million, or 11.1%, to $353
million, as compared to3®.7million for the same period in 2009. For the year ended December 31, 2010, other operating
costsas a percentage of net salasreased to 15.%, ascompared to 13.7 % for the same period in 2009. The decrease in
other operating costs was primarily due to a reduction in credit card fees of $1.5 million,axpezisesf $0.9 million,
and consultindgees of $0.8 million. Also contributing to the reductiamother operating costsere office expenses of
$023 million, legal fees of $@& million, repair and maintenana®stsof $0.2million, research and developmempenses
of $0.3 million, and royales of $0.1 million.

Depreciation and Amortization Expense
For the yeaended December 31, 2010, depreciation and amortization expense was $11.5 million, as compared to

$12.3 million for the same period in 2009. As a percentage of net sales, depreciation and amortization expense increased
slightly to 5.0% from 4.3% for theasne period in 2009.

Provision for Income Taxes

Provision for income taxes include current and deferred income taxes for both our domestic and foreign
operations. Our statutory income tax rates by jurisdiction are as follows, for the years ended D&Ember

n 201C 200¢

30.0%

Canada 33.0%

Japan 42.0% 42.0%

Norwa 28.0% 28.0%

Singapore 17.0% 17.0%

Sweden 26.3% 26.3%

Taiwan 17.0% 25.0%

United States 37.5% 37.5%
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Income from our international operations is subject to taxation in the countries in which we operate. Although we
mayreceive foreign income tax credits that would reduce the total amount of income taxes owed in the United States, we
may not be able to utilize our foreign income tax credits in the United States.

We use the recognition and measurement provisions of Tofto account for income taxes. The provisions of
Topic 740 require a company to record a valuation allowance whemtloee' likely than ndtcriterion for realizinga
deferred tax asset cannot be mettompany is to use judgment in reviewing both positive and negative evidence of
realizing a deferred tax ass€urthermore, the weight given to the potential effect of such evidence is commensurate with
the extent the evidence can be objectively verifikd a result, we reviewed the operating results, as well as all of the
positive and negative evidence related to realization of such deferred tax assets to evaluate the need for a valuation
allowance in each tax jurisdiction.

As of December 31, 2010 ar&09, we maintained our valuation allowance for deferred tax assets in the
following table(in millions), as we believe therhore likely than ndtcriterion for recognition and realization purposes, as
defined in Topic 740, cannot be met.

Country 2010 2009
Mexico $ 08 $ —
Norway 0.2 0.0
Sweden 0.1 0.0
Switzerland 05 0.3
Taiwan 1.0 0.9
United States 15 1.1
Total $ 41 $ 23

The dollar amourgtof the provisions for income taxesesedirectly relatedo our profitability and changes in
taxable income among countries. For the year ended December 31, 2010, our effective income tax rate decr8#sed to 3.
from 27.9% for the same period in 2009. For 2040r, effective income tax rate was lower than whatuld be expected
if the federal statutory income tax rate were applied to income before taxes primarily because of increases in the valuation
allowance for deferred tax assdtecreases in uncertain income tax positipasd favorable differences from feign
operationsFor 2009 our effective income tax rate was lower thaumat would beexpectedf the federal statutory income
tax rate were applied to income before taxes primarily because of increases in the valuation allowance for deferred tax
assets and favorable differences from foreign operations.

SEASONALITY

We believe the impact of seasity on our consolidated results of operations is minimal. Nége experienced
andbelievewe will continue to experience variations on our quarterly results of operatioesjronse to, among other
things:

x the timing of the introductioof new productsand incentives;

X our ability to attract and retainsgociates and members;

X the timing of our incentives and contests;

X the general overall economic outlook;

X government regulations;

x the outcome of certain lawsuits;

X the perception and accegmce ohetwork maketing and

X the consumer perception of our pratisiand overall operations.

As aresult of these and other factors, our quarterly results may vary significantly in the future -t@quieribd
comparisons should not be relied upon as an indication aféyperformance since we can give no assurances that
revenue trends in new markets, as well as in existing markets, will follow our historical patterns. The market price of our
common stock may also be adversaffected by the above factors.



LIQUIDITY AND CAPITAL RESOURCES
Cash and Cash Equivalents

As of DecembeBl, 2011, our cash and cashjuivalents decreased &g.3%b, or $.5 million, to $18.1million
from $21.6 million as of December 31, 2010.

Our principal use of cash is to pay for operating expenses, including commissions and incentives, capital assets,
inventory purchasegndinternational expansigrandto pay quarterly cash dividends August 2009, the quarterly cash
dividend was suspeerd and remained suspended aPetember 312011. We fund our business objectives, operations,
and expansion of our operations through net cash flows from operations rather than incurriterfomnigbt. At
DecembeBl, 2011,we had 48.1 million in cash and cash equivalents that can be used, along with normal cash flows
from operations, to fund any unanticipated shortfailfuture cash flows.

We remain focused on restoring profitability and generating positive ftash The restructting and cost
reduction initiatives implemented during the second quarter of 2011 helpeduoe the costs of operations $y.2
million for the second half of 2014s compared to theame period in 2010. We believe sudsults indicate that we are
ontrack to generate positive cash flow in subsequent periods. We believe operating at lower costs will be a key factor in
our ability to generate a positive operating cash flow in28ad beyond.

Working Capital

Working capital represents total currensess less total current liabilities. At December 31120ur working
capitaldecreased by11.1 million, or 48.4%, to 119 million from $23.0 million at DecembeB1, 2QL0. The decrease in
working capital primarily relaig to adecrease in inventorieprepaid expenseanddeferred tax assets

Net Cash Flows

Our net consolidated cash flows consisof the following, for the years ended December @1 millions):

2011 2010 2009
Provided by (used in):
Operating activities $ (29) $ 40 $ (10.3)
Investing activities $ (06) $ 19 $ (1.3)
Financing activities $ (12 $ (1.4) $ (1.5)

Ouroperating investing, and financing activities are described in more detail below.
Operating Activities

For the yeasended December 31, 20, 2010, and 209, our net operatingctivitiesusedcash of 8.5 million,
provided cash of $4.0 milliomnd used cash ¢§10.3 million, respectivelyFor the yeasended December 32011, 2010,
and 200, net earningadjusted fomoncash activitiessedcash of$6.1 million, provided cash of $1.9 milliorand used
cash$1.9 million, respectivelyand our working capital accounpsovidedcash of$3.3 million, providedcash of$2 1
million, andused cash 0$8.4 million, respectively.

We will continue to aggressively identify opportunities and reduce operational exp&visespect that our net
operating cash flows in 2@ will be sufficient to fund our current operationEhere can be no assurance, however, that we
will continue to generate cash flows at or above current le@dgain eventssuch ashe uncertainty othe worldwide
economic environmentouldimpact ouravailable cash or our ability to generate cash flows from operations.
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Investing Activities

Forthe years ended December 2011, 2010, and 209, our net investingctivitiesusedcash of$0.6 million,
providedcash of$1.9 million, andused cash o$1.3 million, respectively

We used cash of $0illion, $1.8million, and $2.8 million in 20112010, and 2009, respectively, to purchase
capital assets. We had a decrease in restricted cash ofrfiidh, $3.7million, and $1.5 million in 2011, 2010 and 2009,
respectively.

Financing Activities

In 2011 and 2010, we used cash of $1.2 million &id4 million respectivelyfor repayment of capital lease
obligations. No dividends were declared to shareholders for 2011 and 2010.

In 2009 we used cash of $1.1 million to fund payment of cash dividends to our shareholders anail$6n for
repaymenof capital lease obligations. The aont of cash used was partiabijfset by the receipt of $0.1 million in stock
option exercise transactions.

General Liquidity and Cash Flows

We hkelieve our existing liquidity andnticipated return to positiveashflows from operations are adequate to
fund our normal expected future business operatardpossibleinternational expansion costs for the next 12 to 24
months. However, if our existing capital resources or cash flows become insufficient to meet busieeiss plans,
projections, and existing capital requirementg, maybe required toaise additional funds, which may not be available on
favorable terms, if at all.

We entered into an Investment Agreement with Dutchess Opportunity Fund, l& DElaware limited
partnership on September 16, 20T@e Investor committed to purchase, subject to certain restrictions and conditions, up
to $10 million of our common stock, over a period of 36 months from the first trading following the effectivefrtbes
registration statement, which was October 28, 20¥8.may draw funds from the Equity Line by selling shares of
common stock to the Investor from time to time. We will not receive any proceeds from the resale of these shares of
common stock fiered by the InvestorWe will however, receive proceeds from the sale of shares to the Investor pursuant
to the Equity LineThe proceeds will be used for general working capital needs and for other general corporate purposes.
Please see Note 14 (Sharehold&muity) to our consolidated financial statements for more informatiotherEquity
Line. As of December 31, 2011, no shares of common stock have been issued pursuant to the Investment Agreement.

We are engaged in ongoing audits in various tax jurisolitiand other disputes in the normal course of business.
It is impossible at this time to predict whether we will incur any liability, or to estimate the ranges of damages, iif any, i
connection with these matters. Adverse outcomes on these uncertaiayiésad to substantial liability or enforcement
actions that could adversely affect our cash position. For more information, se® Niot®@me Taxes” and Noté3
“Litigation”.

Our future access to the capital markets may be adversely impegtedail to maintain compliance with the
Nasdaq Marketplace Rules for the continued listing of our stock. One such requirement is to maintain a minimum bid
price for our stock of $1.00 per shaf@n August 11, 2011, we received a letter from Nasdadfying us that the closing
bid price ofourcommon stock was below the $1.00 minimum bid price requirement for 30 consecutive business days and,
as a resultweno longer complid with the minimum bid price requirement. Effective January 13, 2012, we ardende
Amended and Restated Articles of Incorporation to effect a reverse stock split obmmon stock at a ratio offbr-10.
The primary purposes of the reverse stock spéiteto increase the peshare market price aiurcommon stock in order
to mantainour listing on Nasdaq, encourage investor interestlannatechand promote greater liquidity faur existing
shareholders. On January 31, 2012, we received a letter from The NASDAQ Stock Market confirming kizelt
regained compliance with theimmum bid price requirement for continued listing on Nasdag.



While the reverse stock sphilowed ugo regain compliance with the minimum bid price requirement and
prevent Nasdag from delisting our common stock, it is possible that, even if an iadrpasshare price can be
maintained, we may not be able to continue to satisfy the additional criteria for continued listing of our common stock on
Nasdag. To continue to have our common stock eligible for continued listing on Nasdaq, we would alsm seisfiyt
additional criteria under at least one of three standards. Under Equity Standard Listingp&a0¢a) and 5450(b)(1)hese
criteria require, in addition to the $1.00 minimum bid price, that:

X we have shareholders’ equity of at least $10 million;

X our public float must consist of at least 750,000 shares with a market value of at least $5 million (public
floatis defined under Nasdaq's rules as the shares held by persons other than officers, directors and
beneficial owners of greater than 10% of ¢otal outstanding shares);

X there be at least 400 shareholders;
x there be at least two market makers for our common stock; and

X we comply with certain corporate governance requirements.

As of the date of issuance of this report, we were in compliance Wwihe continued listing requirements.
However, we cannot assure you that we will be successful in continuing to meet all requisite continued listing criteria.
CONTRACTUAL OBLIGATIONS

The following summarizes our futummitments and obligatioressociated with various agreements and
contracts as of December 31,120 for the years ending December @i thousands)

2012 2013 2014 2015 2016 Thereafter Total

Capital lease obligations $ 9983% 593% 533% 334 $ 129 $ — $ 2,587
Purchase obligations 4,649 2,712 1830 1200 — — 10,391
Operating leasé’ 3434 1,841 1,087 1,002 806 955 9,125
Postemployment royalty 505 492 369 — — — 1,366
Employment agreements 1261 — — — — — 1,261
Total commitments and

obligations $ 10847 $5,638% 3819% 2536 $ 935 $ 955 $ 24,730

(1) Excludes estimateldase restoration costs in the amount of $0.4 millasof December 31, 2011.

We have maintained purchase commitments with certain raw material suppliers to purchase minimum quantities
and to ensure exclusivity of our raw materials and the proprietary nature of our products. Currently, wedsypply
agreements that require minimum purchase commitméttsalso maintain other supply agreements and manufacturing
agreements to protect our products, regulate product costs, and help ensure quality control standards. These agreements do
not require us to pwhase any set minimums. We have no present commitments or agreements with respect to acquisitions
or purchases of any manufacturing facilities; however, management from time to time explores the possibility of the
benefits of purchasing a raw material méaaturing facility to help control costs of our raw materials and help ensure
quality control standards.

On May 2, 2011, we entered into a twear agreement with a raw materials supplier. Pursuant to this agreement,
we agreed to purchase an aloe veravger blend, one of our major product components, at specific prices. The agreement
does not contain minimum purchase requirements.

On August 22, 2011, we executed an amendment to a supply agreement with another supplier of raw materials,
originally enteed into on May2, 2008. The amendment extends the term of the original supply agreement for a period of
three years commencing on Juhe2011 and expiring on Ma$1, 2014. Pursuant to this amendment, we agreed to pay a
total of approximately $4.5 millioto purchase a minimum quantity of an aloe vera powder blend during the term of the
agreement (as extended by the amendment).
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OFF-BALANCE SHEET ARRANGEMENTS
We do not have any speciplrpose entity arrangements, nor do we have anpaféncesheetarrangements
MARKET RISKS

Please seQuantitative and Qualitative Disclosure about Market Riskder Item7A of this Form10-K for
additional information about our Market Risks.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our consolidated financiatatements are prepared in accordance with accounting principles generally accepted
in the United States of AmericAGAAP"). The application of GAAP requires us to make estimates and assumptions that
affect the reported values of assets and liabilitiethatdate of our financial statements, the reported amounts of revenues
and expenses during the reporting period, and the related disclosures of contingent assets and liabilities. We use estimates
throughout our financial statements, which are influencgethbnagemens judgment and uncertainties. Our estimates are
based on historical trends, industry standards, and various other assumptions that we believe are applicable and reasonable
under the circumstances at the time the consolidated financial statearerprepared. Our Audit Committee reviews our
critical accounting policies and estimates. We continually evaluate and review our policies related to the portrayal of our
consolidated financial position and consolidated results of operations that rdwuapplication of significant judgment
by our management. We also analyze the need for certain estimates, including the need for such items as allowance for
doubtful accounts, inventory reserves, ldivgd fixed assets and capitalization of interuglesoftware development
costs, reserve for uncertain income tax positions and tax valuation allowances, revenue recognition, sales returns, and
deferred revenues, accounting for stdidsed compensation, and contingencies and litigation. Historiealiyalresults
have not materially deviated from our estimates. However, we caution readers that actual results could differ from our
estimates and assumptions applied in the preparation of our consolidated financial statements. If circumstances change
relatingto the various assumptions or conditions used in our estimates, we could experience an adverse effect on our
financial position, results of operations, and cash flows. We have identified the following applicable critical accounting
policies and estimates af December 312011:

Inventory Reserves

Inventory consists of raw materials, finished goods, and promotional materials that areastitetbwer of cost
(using standard costs that approximate average costs) or market. We record the amounts charged by the vendors as the
costs of inventory. Typically, the net realizable value of our inventory is higher than the aggregate cost. Datarmina
net realizable value can be complex and, therefore, requires a high degree of judgment. In order for management to make
the appropriate determination of net realizable value, the following items are considered: inventory turnover statistics,
currert selling prices, seasonality factors, consumer demand, regulatory changes, competitive pricing, and performance of
similar products. If we determine the carrying value of inventory is in excess of estimated net
realizable value, we write down the valuEimventory to theestimated net realizable value.

We also review inventory for obsolescence in a similar manner and any inventory identified as obsolete is
reserved or written off. Our determination of obsolescence is based on assumptions about thiefdemarproducts,
product expiration dates, estimated future sales, and general future plans. We monitor actual sales compared to original
projections, and if actual sales are less favorable than those originally projected by us, we record an adgiiutoay
reserve or writedlown. Historically, our estimates have been close to our actual reported amounts. However, if our
estimates regardirigventoryobsolescence are inaccurate or consumer demand for our products changes in an unforeseen
manner, we ray be exposed to additional material losses or gains in excess of our established estimated inventory
reservesAt December 312011 and 2@.0, our inventory reservesere$2.3 million and .6 million, respectively
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Long Lived Fixed Assets andCapitalization of Software Development Costs

In addition to capitalizindgong-lived fixed asset costs, we also capitalize costs associated with internally
developed software projects (collectivélyjxed assety and amortize such costs over the estimatseful lives of such
fixed assets. Kied assets are carried at ctets accumulated depreciation computed using the striimghimethod over
the assetsestimated useful lives. Leasehold improvements are amortized over the shorter of the remainitegriease
the estimated useful lives of the improvements. Expenditures for maintenance and repairs are charged to operations as
incurred. If a fixed asset is sold or otherwise retired or disposed of, the cost of the fixed asset and the related adcumulat
depreciation or amortization is written off and any resulting gain or loss is recorded in other operating costs in our
consolidated statement of operations.

We review our fixed assets for impairment whenever an event or change in circumstances inoécedes/ing
amount of an asset or group of assets may not be recoverable, such as plans to dispose of an asset before the end of its
previously estimated useful life. Our impairment review includes a comparison of future projected cash flows generated by
the asset, or group of assets, with its associated net carrying value. If the net carrying value of the asset or grdap of asse
exceeds expected cash flows (undiscounted and without interest charges), an impairment loss is recognized to the extent
the carying amount exceeds the fair value. The fair value is determined by calculating the discounted expected future cash
flows using an estimated ridkee rate of interest. Any identified impairment losses are recorded in the period in which the
impairment ocars. The carrying value of the fixed asset is adjusted to the new carrying value and any subsequent
increases in fair value of the fixed asset are not recorded. In addition, if we determine the estimated remaining useful life
of the asset should be redudedm our original estimate, the periodic depreciation expense is adjusted prospectively,
based on the new remainingeful life of the fixed asset.

The impairment calculation requires us to apply judgment and estimates concerning future cash fl@gs; strat
plans, useful lives, and discount rates. If actual results are not consistent with our estimates and assumptions, we may be
exposed to an additional impairment charge, which could be material to our results of operations. In addition, if accounting
standards change, or if fixed assets become obsolete, we may be required to write off any unamortized costs of fixed
assets; or if estimated useful lives change, we would be required to accelerate depreciation or amortization periods and
recognize additionalepreciation expense in our consolidated statement of operations.

Historically, our estimates and assumptions related to the carrying value and the estimated useful lives of our
fixed assets have not materially deviated from actesiilts. As ofDecember 31, 20, the estimated useful lives and net
carrying values of fixed assets are as follows:

Netcarrying value at

Estimated useful life December31, 2011
Office furniture and equipment 5to 7 years $ 19 million
Computer hardware argbftware 3to 5 years 4.8million
Automobiles 3to 5 years 0.1 million
Leasehold improvements 2 to 10 years” 2.8million
Total net carrying value at December 31, 201 $ 9.6 million

(l)Weamortize leasehold improvements over the shorter of the useful estimated life of the leased asset or the lease term.

The net carrying costs of fixed assets and construction in progress are exposed to impairment losses if our
assumptions and estimatestloéir carrying values change, there is a change in estimated future cash flow, or there is a
change in the estimated useful life of the fixed asBased on management’s analysis, no impairnegigted during the
years ended December 311202010 and 20(®.
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Uncertain Income Tax Positions and Tax Valuation Allowances

As of December 31, 2011, we recorded $1.5 million in current liabilities @8 illion in other longterm
liabilities related to uncertain income tax positions. As required by Topl; # use judgments and make estimates and
assumptions related to evaluating the probability of uncertain income tax positions. We base our estimates and
assumptions on the potential liability related to an assessment of whether the income tax poditimoreilikely than
not” be sustained in an income tax audit. We are also subject to periodic audits from multiple domestic and foreign tax
authorities related to income tax, sales and use tax, personal property tax, and other forms of taxation. Ttkese audi
examine our tax positions, timing of income and deductions, and allocation procedures across multiple jurisdictions. As
part of our evaluation of these tax issues, we establish reserves in our consolidated financial statements based on our
estimate of arrent probable tax exposures. Depending on the nature of the tax issue, we could be subject to audit over
several years. Therefore, our estimated reserve balances and liability related to uncertain income tax positions may exist
for multiple years beforéhe applicable statute of limitations expires or before the taxing authority resolves an issue.
Additionally, wemay be requested to extend the statute of limitations for tax years under abditmajority of current
liability related to uncertain incoentax positionss associated with aongoing Internal Revenue Service (IRg)dit. It is
reasonably possiblde tax jurisdiction may requetitatthe statute of limitations be extende¢hich may cause the
classification between current and letegm tochange. We believthatour tax liabilities related to uncertain tax positions
are based upon reasonable judgment and estimates; however, if actual results materially differ, our effective income tax
rate and cash flows could be affected in the periodie€overy or resolution.

We also review the estimates and assumptions used in evaluating the probability of realizing the future benefits of
our deferred tax assets and record a valuation allowance when we believe that a portion or all of the defesssddax
may not be realized. If we are unable to realize the expected future benefits of our deferred tax assets, we are required to
provide a valuation allowance. We use our history and experience, overall profitability, future management plans, and
current economic information to evaluate the amount of valuation allowance to record. As of December 31, 2011, we
maintained a valuation allowance for deferred tax assets arising from our operatidhs ofifion because they did not
meet thémore likely than not” criteria as defined by the recognition and measurement provisions of Topic 740. In
addition, as of December 31, 2011, we had deferred tax assets, after valuation allowance, i&lnidién, which may
not be realizedf our assumptions and estimates change, which would affect our effective income tax rate and cash flows
in the period of discovery or resolution.

Revenue Recognitiorand Deferred Revenue

We deriverevenuefrom sales of individual products, sales ofrs¢a and renewal packs, and shipping fees.
Substantially all product and pack sales are made to independent associates at published wholesale prices and to members
at discounted published retail pric&¥e record revenue net of any sales taxes and reardserve for expected sales
returns based on its historical experience.

Werecognize revenue from shipped packs and products upon receipt by the custtamecognize orporate
sponsored event revenue when the event is Nétldefer certain components$ ourrevenue. ADecember 312011 and
December 31, 20, deferred revenueas$1.6 million and #.9 million, respectively, and consisted primarily of revenue
received from: (i sales of packs and products shipped but not received by the customers by period end; and (ii) prepaid
registration fees from customers planning to attend a future corpspatesored event.

We estimate a sales return reserve for expected sales refunds based on historical experience ovesiz rolling
monthperiod. If actual results differ from our estimated sales return reserve due to various factors, the amount of revenue
recorded each peribcould be materially affected. Historically, sales returns have not materially changed through the
years, as the majority of our customers who return their merchandise do so within the first 90 days after the original sale.
Sales returns have averaged%.br less of our gross sales. For §earendedDecember 312011 our sales return reserve
was composed of the followingn thousands)

Sales reserve as of January 1, 201 $ 389
Provision related to sales made2fll 1648
Provision related to sales made prior2011 (67)
Actual returns or credits 2011 related to2011 (1,112
Actual returns or creditsn 2011 related to prior periods 330

Sales reserve as &fecember 312011 $ 528



Accounting for Stock-BasedCompensation

We grant stock options to our employebsard membersand consultantsAt the date of grant, we determine the
fair value of a stock option award and recognize compensation expense over the requisite servicernkeeegsting
period of such stock option award, which is two to four years. The fair value of the stock option award is calculated using
the BlackScholes optiospricing model the* calculated fair valu®. The BlackScholes optiofpricing model requires si
to apply judgment and use highly subjective assumptions, including expected stock option life, expected volatility,
expected average rigkee interest rates, and expected forfeiture rates. For the year ended Decembdr3bup0
assumptions and estitea used for the calculated fair value of stock options grantedid, 28 adjusted for the-fbr-10
reverse stock split that was effective January 13, 20&2¢ as follows:

April June August
2011 2011 2011
grant grant Grant
Estimated fair valuper share of options grantec$ 942 $ 645 $ 3.29
Assumptions:
Annualized dividend yield 0.00% 0.00% 0.00%
Risk-free rate of return 1.82% 139% 0.78%
Common stock price volatility 71.1% 71.5% 72.8%
Expected averagife of stock options (in
years) 4.5 4.5 4.5

Historically,our estimatesandunderlyingassumptions have not materially deviated from our actual reported
results and rates. Howeveve baseassumptions we use on our best estimatdschinvolvesinherent uncertainties based
on market conditions that are outside of our control. If actual results are not consistent with the assumptions we use, the
stockbased compensation expense reported in our consolidated financial statements may not beatpeasfehe
actual economic cost of stodlased compensation. For example, if actual employee forfeitures significantly differ from
our estimated forfeitures, we may be require@dijustour consolidated financial statements in futperiods. As of
De@mber 31, 201, using our current assumptions and estimates, we anticipate recogbizéngillion in gross
compensation expense through 20glated to unvested stock options outstanding.

If we grant additional stock options in the future, we would bguired to recognize additional compensation
expense over the vesting period of such stock options in our consolidated statement of operations. Gross compensation
expense would equal the calculated fair value of such stock options, which is dependentssummptions used to
calculate such fair value, buinges from 34% to 69% of the exercise price multiplied by the number of stock options
awarded. As of December 31,20) we had32,222shares available for grant in the futyuees adjusted for thé-for-10
reverse stock split that was effective January 13, 2012

Contingencies and Litigation

Each quarter, we evaluate the need to establish a reserve for any legal claims or assessments. We base our
evaluation on our best estimates of the potential liability in such matters. The legal reserve includes an estimated amount
for any damages and thegbability of losing any threatened legal claims or assessments. The legal reserve is developed in
consultation with our general and outside counsel and is based upon a combination of litigation and settlement strategies.
Although we believe that our lege¢serves and accruals are based on reasonable judgments and estimates, actual results
could differ, which may expose us to material gains or losses in future periods. If actual results differ, if circumstances
change, or if we experience an unanticipagelderse outcome of any legal action, including any claim or assessment, we
would be required to recognize the estimated amount that could reduce net incoriregsepen share, and cash flows.

RECENT ACCOUNTING PRONOUNCEMENTS

See “Recent Accounting Pronouncements” in Note 2 of the Notes to our Consolidated Financial Statements,
which is incorporated herein by reference.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We do not engage in trading market rsdnsitive instruments and do not purchase investments as hedges or for
purposesother than tradingthat are likely to expose us to certain types of market risk, including interest rate, commodity
price, or equity price risk. Although we have investmemis believe there has been no material change in our exposure to
interest rate risk. We have not issued any debt instruments, entered into any forward or futures contracts, purchased any
options, or etered into any swap agreements.

We are exposed, howek; to other market risks, including changes in currency exchange rates as measured
against the United States dollar. Because the change in value of the United States dollar measured against foreign currency
may affect our consolidated financial resulteaoges in foreign currency exchange rates could positively or negatively
affect our results as expressed in United States dollars. For example, when the United States dollar strengthens against
foreign currencies in which our products are sold or weakgaat foreign currencies in which we may incur costs, our
consolidated net sales or related costs and expenses could be adversely affected.

We believe inflation has not had a material impact on our consolidated operations or profitability. We expanded
into Canada in 1996, into Australia in 1998, into the United Kingdom in 1999, into Japan in 2000, into New Zealand in
2002, into the Republic of Korea in 2004, into Taiwan and Denmark in 2005, into Germany in 2006, into South Africa and
Singapore in 2008, in
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Item 8. Financial Statements and Supplementary Data

Our Consolidated Financi8ltatements and Supplementary Data required by this Item 8 are set forth in Item 15
of this report

The following table sets forth our unaudited quarterly Consolidated Statements of Operations data for the periods
indicated. In our opinion, this information has been prepared on the same basis as our audited consolidated financial
statements set forth this report and includes all adjustments that are considered necessary to present fairly this
information in accordance with generally accepted accounting principles. The reader should read this information in
conjunction with Item 15n this report

Mar. 31, June30, Sept30, Dec.31, Mar.31, June30, Sept.30, Dec.31,
2011 2011 2011 2011 2010 2010 2010 2010

(in millions, except per share information)

Net sale $ 509 $ 514 % 505% 479 $ 60.73% 576 $ 549 $ 54.9
Gross profit $ 220 3% 209 % 21.1% 188 $ 250% 250 $ 238 $ 242
Lossbefore income taxes $ 47% (41)%$ (B1)$ BO)S$S (28)3% (28%$ (33)% (2.1
(Provision) benefit forincometaxes $ (0.1)$ (1.1)$ (05)% 1.1H$ — 3% (1.0)$ 20 $ (0.6
Netloss $ (48 % (3% (B7)% (693 (28)% (38 % @1€3)3$ (27)
Lossper shar®:

Basic $ (1.81)$ (1.98)$ (1.389)$ (263)$ (1.05)$ (1.44) $ (0.48)$ (1.04)

Diluted $(1.8)% (1.98)$ (1.38)$ (263)$ (1.05% (144)% (0.48)$ (1.04)

@ as adjusted to reflect the-tbr-10 reverse stock split, which beme effective January 13, 2012

Item 9. Changes in and Disagreements with Accountants on Acaating and Financial
Disclosure

None.

Iltem 9A. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our managementvith the participation of ouChief Executive Officer (principal executive officer) and our
Chief Financial Officer (principal financial officerhave concluded, based on their evaluation as of the end of the period
covered by this report, thaturdisdosure controls and proceduréss defined in Rule 132a5(e) or Rule 15d-15(e) under
the Exchange Actare effective to ensure that information required to be disclosedbyreports filed or submitted
under the Exchange Act is recorded, processeupsarized, and reported within the time periods specified irSB€’s
rules and forms and include controls and procedures designed to ensure that information required to be discbdsed by
such reports is accumulated and communicateditonanagemenincludingour principal executive and financial
officers, as appropriate, to allow timely decisiagrgarding required disclosure.

Changes in Internal Control over Financial Reporting

During thequarterendedDecamber 3, 2011, there were no changes in our internal control over our financial
reporting that we believe materially affected, or are reasonably likely to materially aftedhternal control over
financial reporting.
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REPORT OF MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting(as defined in Rule 13a13(f) or Rule 15d15(f) under the Exchange Adr the Company. Internal control
overfinancial reporting is a proceskesignedo provide reasonable assurance regarding the reliability of our financial
reporting for external purposes in accordance with accounting principles generally accepted in the United States of
America. Internal contil over financial reporting includesnaintaining records that in reasonable detail accurately and
fairly reflect our transactions; providing reasonable assurance that transactions are recorded as necessary for pfeparation o
our consolidated financial sEments; providing reasonable assurance that receipts and expenditures of company assets are
made in accordance with management authorization; and providing reasonable assurance that unauthorized acquisition,
use or disposition of company assets that cddlde a material effect on our consolidated financial statements would be
prevented or detected on a timely basis. Because of its inherent limitations, internal control over financial reporting is no
intended to provide absolute assurance that a misstatenf our consolidated financial statements would be prevented or
detected.

Management conducted an evaluation of the effectiveness of our internal control over financial reporting based
on the framework in Internal Contrel Integrated Framework issudxy the Committee of Sponsoring Organizations of
the Treadway Commission. Based on this evaluation, management concluded that the Csnmpamgal control over
financial reporting was effective as of DecemBér, 2QL1.



Item 9B. Other Information

See @scription of Consulting Agreement with Wonder Enterprises, LLC in “Transactions with Related Parties
and Affiliates” in Note 9 to our Consolidated Financial Statement, which is incorporated herein by reference.

PART Il

The information required by Item&0, 11, 12, 13, and 14 of Part Il is incorporated by reference to our definitive
proxy statement to be filed with tH@ECno later than ApriR9, 2012.

PART IV
Iltem 15. Exhibits and Financial Statement Schedules
(a) Documents filed as a part of the report:

1. Consolidated Financial Statements

The following financial statements and the Reports of Independent Registered Public Accounting Firms
are filed as a part of thiport on the pages indicated:

Index toConsolidated Financial Statements F-1
Report of Independent Registered Public Accounting Firm F-2
Consolidated Balaze Sheets as of December 31, 2@&hd 2A.0 F-3
Consolidated Statements of Operations forytearsended December 31, 20, 2010, and 20@ F-4

Consolidated Statements 6bmpreherige Loss for the yearended December 31, 20, 2010, and 2@9 F-4
Consolidated Statements of Shareholders’ Equity for the yeaded December 31, 2012010 and 209 F-5
Consolidated Statements of Cash Fldasthe years ended December 311202010, and 20@ F-6

Notes to Consolidated Financial Statemt F-7

2. Financial Statement Schedule

The financial statement schedule requitdthis itemis includedas an Exhibit tahis Annual Report on
Form 10K.

Report of Independent Registered Public Accounting Firm on Financial Statement Schedule
3. Exhibit List

See Index to Exhibits following our Consolidated Financial Statements contained in this Annual Report
on Form 16K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the unaegjghereunto duly authorized.

MANNATECH, INCORPORATED
Dated:March 29, 2012 By: /s/ Robert A. Sinnot
Robert A. Sinnott
Chief Executive Officer

Dated: Marci9, 2012 By: /s/S. Mark Nicholls

S. Mark Nicholls
Chief FinancialOfficer




POWER OF ATTORNEY

The undersigned directors aafficers of Mannatech, Incorporated hereby constitute and appoint lAardpbe
andS. Mark Nicholls andeach of them, with the power to act without the other and with full power of substitution and
resubstitution, our true and lawful attorndysfact ard agents with full power to execute in our name and behalf in the
capacities indicated below any and all amendments to this report and to file the same, with all exhibits and other
documents relating thereto and hereby ratify and confirm all that suameytsin-fact, or either of them, or their
substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following
persons on behalf of the regathtand in the capacities indicated:

Signature Title Date
s/ Robert A Sinnot Chl_ef _Execuﬂve (_)ff|cer_ and Chief Science Officer March29, 2022
Robert A. Sinnott (principal executive officer)
s/ S. Mark Nicholls ChiefFinancialOfficer
S. Mark Nicholls (principalfinancial and accounting officgr March29 2012
s/ J. Stanley Fredrick Chairman of the Board March 29, 2012
J. Stanley Fredrick
[s/ Patricia A. Wiel .
Patricia A. Wier Director March29, 2012
s/ Alan D. Kenned .
Alan D. Kennedy Director March29, 2012
s/ Gerald E. Gilber .
Gerald E. Gilbert Director March 29, 2012
/s/ Marlin Ray Robbin: .
Marlin Ray Robbins Director March29, 2012
/sl Larry A. Jobe .
Larry A. Jobe Director March29, 2012
/s/ RobertA. Toth Director March29, 2012

RobertA. Toth
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
Mannatech Incorporated
Coppell, Texas

We have audited the accompanying consolidated balance sheets of Mannatech, Incogmatatdasidiarieas of

December 31, 2aland 2A0and the related consolidated statements of operattmmprehensive losshareholders’

equity, and cash flows for each of the three years in the period ended Deceml2€¥121, 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 audit

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statementare free of material misstatement. The Company is not required to have, nor were we engaged to
perform, an audit of their internal control over financial reporting. Our audits included consideration of internal control
over financial reporting as a bador designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An awd#o 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, as well as evaluating the overall presentatiom fofancial statements. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, tlaé financi
position of Mannatech, Incporated and subsidiaries at DecemberZ11l and2010 and the results of their operations

and their cash flows for each of the three years in the period ended DecemB6&41 Bin conformity with accounting
principles generally accepted in the United 8sabf America.

/s/ BDO USA, LLP
Dallas, Texas
March 29, 2012
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MANNATECH , INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(in thousands, except share and per share information)

December 31,
2011 2010

Coshandossuvalens s mows asm

Restricted cash 1,263 1,265

Income tax receivable 888 917

Prepaid expensemd other current assets 2,497 4,356

Total current assets

Construction in iroiress — 524

Otherasset 2,81F 3,054

Total assets $ 58270 $ 81,423

41731 55,215

LIABILITIES AND SHAREHOLDERS' EQUITY

—_
Accounts payable 4,825 5,534
pcouedopenses s 10me
Commissions and incentives payable 8,567 9,166
Taxespayable s oam
Current deferred tax liabili 185 243
—_

Total current liabilities

29,87¢ 32,240

Loniterm deferred tax liabilities 1,903

36,617 40,343

Total liabilities

Commitments and continiencies
Shareholders’ eiuii:

Common stock, $0.0001 par value, 99,000,000 shares author,769,756 shares issued anb28518
shares outstanding a$ December 31, 201&nd 2,769,756 shares issued and 2,64950é8es

outstandini as of December 31, 2010 _ _
Retained earninﬁeficiti i5,532i 15,127

Lesstreasury stock,tacost 121,237 shares in 2011 and 129 shares in 2010 14,79 14,79

Total liabilities and shareholders’ equity $ 58270 $ 81,423

See accompanying notes to consoliddiedncial statements.
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MANNATECH , INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share information)

For the years ended December 31,
2011 2010 2009

Cost ofsales 30,421 32,754 46,81z

117846 130,07< 193,22¢

Operating expenses:

Depreciation and amortization 10,697 11,517 12,33=

Total operating expenses 99,732 109,49¢ 122,071

Interest income 117 173 473

Lossbefore income taxes (17,878) (11,040 (24.075)

Net loss $ (20,659) $_ (10616) $_ (17,369)

Basic

Weighted-average common shares outstanding:

Diluted 2,649 2,649 2,646

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

(in thousands)

For the years ended December 31,
2011 2010 2009

893 299 276

Foreign currency translations

Comprehensive loss $ (19,778) $ (10,81) $ (17,075

See accompanying notes to consolidated financial statements.



MANNATECH , INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS "EQUITY

(in thousands)

Accumulated

Common  Additional ~ Retained other Total
stock paid in earnings  comprehensive Treasury  shareholders’
Par value capital (deficit) loss stock equity
Balance at January 1, 2009 $ — $ 40,756 $ 44.17C $ (1,406) $ (14,791) $ 68,729
Tax shortfall from expiration of stock optio — (13) — — — (13)
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MANNATECH , INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

For the years ended December 31,
2011 2010 200

Adjustments to reconcile nlelssto net cash provided bfused in)operating activities
Depreciation and amortization 10,697 11,517 12,333

Provision for doubtful accoun 61 51 33

Accounting charge related to st-baseccompensation exper 356 630 636

Changes in operating assets and liabilities:
Accounts receivable 59 197 405

Inventories 2,539 4,954 1,19

Other assets 240 551 1,01

Accrued expenseaand othetiabilities 565 2,161 10,34

Commissions and incentives payable 622 1,458 898

Net cash provided by (used in) operatingactivities (2,874) 3,995 (10,310

Proceeds from sale of assets 74 — 37

Net cashprovided by (used in) investing activities (623) 1,926 (1,287)
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Repurchase afommonstock

Repayment of capital leabligation 1,160 1,3817)

Effect of currency exchange rate changes on cash and cash equi 1,135 34E

Cash and cash equivalents at beginning of yee 21,584 17,36: 30,94%

Interest paid on capital leases $ 167 $ 117 $ 50
Summary of non-cash investing and financing activities

See accompanying notes to consolidated financial statements.
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MANNATECH, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Mannatech, Incorporated (together with its subsidiaries, the “Company”), located in Coppell, Texas, was
incorporated in the state of Texas on November 4, 1993 and is listed on the NASDAQ Global Select Market under the
symbol “MTEX”. The Company develops, markets, and sells fjghlity, proprietary nutritional supplements, topical and
skin care products, and weighitanagement products that are primarily sold to independent associates and members located
in the United States, Canada, stralia, the United Kingdom, Japan, New Zealand, the Republic of Korea, Taiwan,

Denmark, Germany, South Africa, Singapore, Austria, the Netherlands, Norway, SW&eléno, the Czech Republic,
Estonia, Finland, and the Republic of Ireland

Independent asgiates (“associates”) purchase the Company’s products at published wholesale prices to either sell
to retail customers dor personal useMembers purchase the Company’s products at a discount from published retail prices
primarily for personalise The Company cannot distinguigitoducts sold for personal use from other shlesause its not
involved with the products after delivergther than usual and customary product warranties and returns. Only independent
associates are eligible to eamommissions and incentives.

On January 9, 2012, the Board of Directors passed a resolution to effdord.Q reverse stocg&plit, which
became effective on January 13, 2012. Accordingly, common share and per share information have been retroactively
restated in these financial statements to reflect the rexstosd split.

Principles of Consolidation

The consolidated financial statements and footnotes include the accounts of the Company and ikewveadly
subsidiaries. All intercompany balances arahsactions have been eliminated in consolidation.

Use of Estimates

The preparation of the Company’s consolidated financial statements in accordangemétially accepted
accountingorinciplesrequires the use of estimates that affect the reportkok\d assets, liabilities, revenues and
expenses. These estimates are based on historical experience and various other factors. The Company continually
evaluates the information used to make these estimates as the business and economic environmertishamcgy,
actual results have not varied materially from the Company’s estimates and the Company does not currently anticipate a
significant change in its assumptions related to these estintét@gever, &tualresults may differ from these estimates
under different assumptions or conditions.

The use of estimates is pervasive throughout the consolidated financial statements, but the accounting policies
and estimates considered the most significant are described in this note to the consolidatéal ftetements,
Organization and Summary of Significant Accounting Policies

Cash and Cash Equivalents

The Company considers all highly liquid investmewntth original maturities of three months or less to be cash
equivalents. The Company includes in its cash and cash equivalents credit card receivables due from its credit card
processor, as the cash proceeds from credit card receivables are receive@4tthi hours. As of December 31, 201
and 2@.0, credit card receivablesere .7 million and $.9 million andcash and cash equivalents held in bank accounts
in foreign countriesotaled$10.5million and $L2.7million, respectivelyThe Company investcash in liquid instruments,
such as money market funds and interest bearing deposits. The Company also holds cash in high quality financial
institutions andloes not believe it has an excessive exposure to credit concentration risk.

Restricted Cash

The Company is required to restrict cédsin (i) direct sellinginsurance premiumand credit card sales in the
Republic of Korea(ii) reserve on credit card saleslnited States and Cangdand (iii) Australia building lease
collateral. Asof DecembeB1, 201 and 2A0, our total restricted caslias$4.6 million and$4.8 million, respectively
The decrease in restricted cash was primarily related to the partial refund of direct selling insurance premiums in Korea.
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Accounts Receivable

Accounts receivablare carried at their estimated collectible amourReceivables are created upon shipment of
an order if thecredit cardpayment is rejected or does not match the order totabfA3ecember 312011and201Q
receivables consistgatimarily of amounts due from members and associdtes Company periodically evaluates its
receivables forollectability based on historical experience, recent account activities, and the length of time receivables
are past due and writesff receivable when they become uncollectiblst December 31, 201 and 2A.0, the Company
held an allowance for doubtfalccount®f less than $0.million.

Property and Equipment

Property and equipment are stated at cost, less accumulated depreaietiamortizatiosomputed using the
straightline method over the estimated useful life of each asset. Leasehold improvements are amortized over the shorter of
the lease term or the estimated useful life of the improvements. Expenditures for mainteminegadrs are charged to
expense as incurred. The cost of property and equipment sold or otherwise retired and the related accumulated
depreciation are removed from the accounts and any resulting gain or loss is included in other operatingheosts in
acompanying Consolidated Statements of Operatidhs. estimated useful lives of fixed assets are as follows:

Estimated useful life

Office furniture and equipment 5to 7 years
Computer hardware and software 3to 5 years
Automobiles 3to 5 years
Leasehold improvemerits 2t0 10 years

M The Companymortize leasehold improvements over the shorter of the useful estimated life of the leased asset or the lease term.

Property and equipment are reviewfedimpairment whenever an event or change in circumstances indicates
that the carrying amount of an asset or group of assets may not be recoverable. The impairment review includes a
comparison of future projected cash flows generated by the asset qr gfassets with its associated net carrying value.
If the net carrying value of the asset or group of assets exceeds expected cash flows (undiscounted and without interest
charges), an impairment loss is recognized to the extent the carrying amouetet#t exceeds its fair valugVe
determined that no impairment indicators existed during the years ended December34n@2aL0.

Inventories

Inventoiiesconsist of raw materials, finished goods, and promotional materials thatated at the loweof cost
ormarket(using standard costs that approximate average cdstslCompany periodically reviews inventesfor
obsolescence and any invenéesidentified as obsoletarereserved or written off.

Other Assets

As of December 31, 2@land 200, otherassets of £.8 million and 8.1 million primarily consisted of deposits
for building leases in various locations and certain intangible assets. Also inclutiegiecember 31, 2011 and
December 31, 2010 balance wa$®9 million deposit withMutual Aid Cooperative and Consumer in Republic of Korea,
an organization established by the Republic of Korea’s Fair Trade Commission to protect consumers who participate in
network marketing activities.

Commissions and Incentives

Independent associates earn commissions and incentives based on their direct and indirect commissionable net
sales over 13 business periods. Each business period equals 28 liag@ompany accrues commissions and incentives
when earned by independent asistes and pays commissions on product sales three weeks following the business period
end and pays commissions on its pack sales five weeks following the business period end.
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Other Long Term Liabilities

In August 2003, the Company entered into a Lareym PostEmployment Royalty Agreement with
Dr. Bill McAnalley, the Company’s former Chief Science Officer, pursuant to which the Company is required to pay
Dr. McAnalley, or his heirs, royalties for ten years beginning September 2005 through AugustQ@rferly payments
related to this Longrerm PosEmployment Royalty Agreement are based on certain applicable annual global product
sales by the Company in excess of $105.4 million. At the time the Company entered into thi§ &aondPost
Employment Roydly Agreement, it was considered a pestployment benefit and the Company was required to measure
and accrue the present value of the estimated future royalty payments related to theplostment royalty benefit and
recognize it over the life of DIMcAnalley’'s employment agreement, which was two years. As of December 31 g2@
2010, the Compang liability related to this royaltyagreement wa®l.2 million and $1.6 million, respectivelyof which
$03 million was currently due ahincluded in accruedxpenses.

Certain operating leases for the Company'’s regional office facilities coatastoration clause that requires the
Company to restore the premises to its original conditkaof December 31, 201 and 2.0, accrued restoration costs
relatedto thesdeasesamounted t0.4 million At December 31, 201 and 2A.0, the Company also recorded a letggm
liability for an estimated deferred benefit obligation related tteferred benefit plan for its Japaperations offl.3
million and $1.0 million, respectively

Income Taxes

The Company accounts for income taxes using the asset and liability method. Deferred tax assets and liabilities
are recognized for the future tax consequences attributable to differences between the financialtstateymepamounts
of existing assets and liabilities and their respective tax bases and operating loss and tax credit carryforwards.deferred t
assets and liabilities are measured using enacted tax rates expected to apply to taxable income inithghjeharthose
temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change
in tax rates is recognized as income in the period that includes the enactment date. The Company evaluatebititeg proba
of realizing the future benefits of its deferred tax assets and provides a valuation allowance for the portion of ardy deferre
tax assets where the likelihood of realizing an income tax benefit in the future does not meet the more likely than not
criterion for recognition. The Company recognizes the effect of income tax positamg if those positions are more
likely than not of being sustained. Recognized income tax positions are meastinedargest amount that is greater than
50% likely of being recognized. Changes in recognition or measurement are reflected in the period in which the change in
judgment occurs. The Company recognizes both interest and penalties related to utevepiasitions as part of the
income tax provision.

Revenue Recognition

The Company’s revenue is derivie[dm sales of individual products, sales of its starter and renewal packs, and
shipping fees. Substantially all of the Company’s product and pack sales are made to independent associates at published
wholesale prices and to members at discounted publisttad prices. The Company records revenue net of any sales
taxes and records a reserve for expected sales returns based on its historical experience.

The Company recognizes revenue from shipped packs and products upon receipt by the customer.-Corporate
sponsored event revenue is recognized when the event is held. The Company defers certain components of its revenue. At
December 312011 and December 31, 40, the Company’s deferre@gvenue was $6 million and #.9 million,
respectively, and consistediprarily of revenue received from: (i) sales of packs and products shipped but not received by
the customers by period end; and (ii) prepaid registration fees from customers planning to attend a future corporate
sponsored event.
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We estimate a sales retureserve for expected sales refunds based on our historical experience over a rolling six
month period. If actual results differ from our estimated sales return reserve due to various factors, the amount of revenue
recorded each period could be mateyiaffected. Historically, our sales returns have not materially changed through the
years, as the majority of our customers who return their merchandise do so within the first 90 days after the original sale.
Sales returns have averaged 1.5% or less ofjonss sales. For theearendedDecember 312011 our sales return reserve
was composed of the followingn thousands)

Sales reserve as of January 1, 201 $ 389
Provision related to sales made in 201 1,648
Provision related to sales made prio2@11 (67)
Actual returns or credits in 20 related to 201 (1,112)
Actual returns or credits in 2Q1related to prior periods 330
Sales reserve as of December 31,201 $ 528

Shipping and Handling Costs

The Company records freight and shipping fees collected from its customers as revenue. The Company records
inbound freight ag componenof inventory andcost of sales and records shipping and handling costs associated with
shipping products to its custa@rs as selling and administrative expenses. Tshgbping and handling costs included in
selling and administrative expenseere approximately $0.5 million, $11.7 million, and$14.0 million for the years
ended December 31, 2012010, and 2@9, respectiely.

Advertising Costs

The Compangxpensesdvertising and promotions in selling and administrative expenses when incurred.
Advertising and promotional expenses wapproximately 8.7 million, $5.6 million, and$8.0 million for the years ended
December 31, 2, 2010, and 20, respectively. Educational and promotional iteroalledsales aids, are sold to
independent associates to assist in their sales efforts and are included in inventories gad tcheost of sales when sold.

Accountingfor StockBased @mpensation

The Companygurrently has one active stodkased compensation planhieh wasapproved by its shareholders
at its 2008 Annual Shareholder’'s meeting held on June 18,.2Z088Company grants stock options to its employees
conslltants and board membersgith an exercise price equal to thsing priceof its common stock on the date of grant
with a term no greater than 10 yeaT®ie majority ofstock options vest over two or three yearscentive stock options
granted to shat®lderswho own10% or more of the Compang outstanding stock are granted at an exercise price that
may not be less thah10%of the closing priceof the Companis common stock on the date of gramdhave a term no
greater than five yearsét the dateof grant, he Company determines the fair value of the stock option award and
recognizes compensation expense over the requisite service paribd vestingoeriod of the award. The fair valuef
the gock option award is calculataging the BlackSchades optionpricing model.

Research and Development Costs

The Company expenses research and development costs when incurred. Research and development costs related
to newproduct development, enhancement of existing products, clinical studies andRdatsand Drug Administration
compliance studies, general supplies, internal salaries; plairty contractors, and consulting fees wapgroximately
$3.0million, $3.6 million, and$4.1 million for the years ended December 311202010, and 20®, regpectively. Salaries
and contract labaare included in selling and administrative expenses and all other research and development costs are
included in other operating costs.

Software Development Costs

The Company capitalizes qualifying internal payratid external contracting and consulting costs related to the
development of internal use softwdhat are incurred during the application development stage, which includes design of
the software configuration and interfaces, coding, installation, anish¢e§tosts incurred during the preliminary project
along with postimplementation stages of internal use software are expensed as inctlree@ompany amortizes such
costs over the estimated useful life of the software, which is ttréee years oncelte softwards placed in service.
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ConcentrationRisk

A significant portion of the Company’s revenue is derived from core Ambr8tesenplex productswhich
include the Ambrotogeproducts and Advanced Ambrot&sproducts. Forlte years ended Decemigdr, 2011, 2010, and
2009, revenue from the core Ambrotdseroductsaccounted fod1.0%, 35.3%, and31.4% of the Company’s
consolidated net sales, respectively.

Financial instruments, which potentially subject the Company to concentrations of credibriskst principally
of cash and cash equivalents, investments, receivables, and restricted cash. The Company utilizes financial institutions that
the Company considers to be of high credit qualityl periodically evaluates the credit rating of such togtins and the
allocation of their investments to minimize exposure to credit concentration risk

Fair Value of Financial Instruments

The fair value of the Compahy financial instruments, including cash and cash equivalents, restricted cash, time
depositsinvestmentsreceivablespayables, and accrued expenses, approximatedieiingvalues due to their
relatively short maturitiesSee Note (“Fair Value”) for more information.

Comprehensive Incomé oss)and Accumulated Other Comprehensive Income (LoSS)

Comprehensive incom{oss)is defined as the change in equity of a business enterprise during a period from
transactions and other eveatsd circumstances from nawner sources and includes all changes in equity during a period
except those resulting from investments by owners and distributions to owners. The Ctsmqmangrehensive income
(loss)consists of the Compaig/ net incomeloss), foreign currency translation adjustments from its Japan, Republic of
Korea, TaiwanNorway, and Swedeaperationsandchanges in the pension obligation s Japanese employees

Foreign Currency Translation

TheUnited States dollar is the functional currency for the majority of the Company’s foreign subsidisies.
result, nonmonetary assets and liabilities are translated at their approximate historical rates, monetary assetsiagad liabilit
are translated axchange rates in effect at the end of the year, and revenues and expenses are translated at weighted
average exchange rates for the ydaansactiorgains(losses}otaledapproximately($1.5) million, $0.3 million, and$1.1
million, for the yearsended December 31, 20, 2010 and 20®, respectively, and are included in other income (expense),
net in the Comparig Consoldated Statements of Operations.

The local currency is the functional currency of our subsidiaries in Japan, Republic of Karean Norway,
Swedenand Mexico These subsidiariegssets and liabilities are translated into United States dollars at exchange rates
existing at the balance sheet dates, revenues and expenses are translated atawagiged=xchange rates, and
shaeholders equity and intercompany balances are translated at historical exchange rates. The foreign currency
translation adjustment is recorded as a separate component of shareéheddéssand is included in accumulated eth
comprehensive income (Igss

NOTE 2: RECENT ACCOUNTING PRONOUNCEMENTS

In June2011, the FASBssued Accounting Standards Update 801105, Comprehensive Income (Topic
220)—Presentation of Comprehensive Incofi@SU 2011-05"), which requires an entity to present the total of
comprehensive income, the components of net income, and the components of other comprehensive income either in a
single continuous statement of comprehensive income or in two separate but consecutive statements. ASU 2011
eliminates the option to present the components of other comprehensive income as part of the statement of equity. ASU
201105 is effective for interim and annual financial periods beginning after Deceffiye2011. Since early adoption is
permitted, th&Company revised its presentation of comprehenigestarting with its quarterly report on Form 4D for
the period ended Jurd®, 2011 to comply with the updated disclosure requirements. The adoption of this guidance did not
have a material impact ohé Company’s consolidated financial statements.

Other recently issued accounting pronouncements did not or are not believed by management to have a material
impact on the Company’s present or future financial statements.
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NOTE 3. FAIR VALUE

The Company utilizes fair value measurements to record fair value adjustments to foestaiial assets and to
determine fair value disclosures.

Fair Value Measurements and Disclosure Topic of the FASB &Si@blishes a fair value hierarchy that regsiire
the use of observable market data, when available, and prioritizes the inputs to valuation techniques used to measure fair
value in the following categories:

X Level I—Quoted unadjusted prices for identical instruments in active markets.

x Level 2—Quoted pices for similar instruments in active markets, quoted prices for identical or similar
instruments in markets that are not active and moeeived valuations in which all observable inputs and
significant value drivers are observable in active markets.

X Level 3—Model derived valuations in which one or more significant inputs or significant value drivers are
unobservable, including assumptions developed by the Company.

The primary objective of the Company’s investment activities is to preserve principal while maximizing yields
without significantly increasing riskhe investment instruments held by the Company are money market funds and interest
bearing deposits for wbh quoted market prices are readily available. The Company considers these highly liquid
investments to be cash equivalents. These investments are classified within Level 1 of the fair value hierarchy because they
are valued based on quoted market priceadtive markets. The taldbelow present the recorded amount of financial
assets measured at fair valirethousandspn a recurring basis as @ecembefl, 2011 and 2010The Companylid not
have any material financial liabilities that were requitede measured at fair value on a recurring basi3etembe1,

2011 and 2010

2011 Levell Level 2 Level 3 Total

Money Market Funds- Fidelity, US $ 4038 %

i ii —  $ — 3 4,038

Total assets 6514 $

|
©

|
©»

|
W

Cash and cash equivalents $ 4,124 $

|
&
|
&
D
[y
N
S

|
©»

|
©®

6,514

©“

Total 6,514 $

2010

|
A

|
©

Money Market Funds- Fidelity, US

|
©

|
©»

Total assets

|

Cash and cash equivalents $ 6,220 $

|
A
|
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»
N
N
o

|
©

|
©»

8,753

Total $ 8,753 $
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NOTE 4 INVENTORIES
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NOTE 7: ACCRUED EXPENSES

As of December 31, 21 and 2QL0, accrued expenses consiste the following(in thousands)

2011

Accrued compensation 1,987

Accrued sales and other taxes 330

Customer deposits and sales returns 537

Accrued shipping and handling costs 561

Rent expense 253 70

$ 10514 $ 10,318

NOTE 8: INCOME TAXES

The components of the Company’s loss before income taxes are attributable to the following jurisdictions for the
years ended December @ thousands)

2011 201C

6,32 3,120

The components of the Company’s income tax provision (benefit) for the years ended December 31 are as
follows (in thousand):

127 235 1

(%))
—
2
0]

$ 2,781 $ (424) $ 6,70



A reconciliation of the Company’s effective income tax rate and the United States federal statutory income tax
rate is summarized as follows, for the years ended December 31:

State income taxes, net of federal benefit 1.1 1.3 1.6

Effect of changes in valuation allowance for net operating loss carryforwa (32.1) (10.3) (7.2)

Federal SukPart F Income from foreign operations 2.9 6.3 0.0

Other 0.5 0.7 0.6

For the years ended December 31, 2011, 2010 and 2009, the Company’s effective tax rate §f4s 8.8% and
27.9%, respectively. Fi2011, the Company had a provision for income tax despite théapriwsses primarily because of
increases in the valuation allowance for deferred tax assets, increases in uncertain income tax positions, andsdifference
from foreign operationd=or 2010ard 2009 the Company'’s effective income tax rate was lower than what would be
expected if the federal statutory income tax rate were applied to income before taxes primarily because of increases in the
valuation allowance for deferred tax ass@tsreasedn uncertain income tax positionand favorable differences from
foreign operations.
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and the amounts used for income tax purposes. Significant components of
the Company'’s defercetax assets and liabilities consisted of the following at Decembéinhousands)

201 2010

Current:

Inventory capitalization 837 917

Accrued expenses 2,643 1,158

Other 147 1,400

‘|
o
>
(9}
c
=
=
)
=]
ot

Net operating lodd 5731 3,251

Non-cash accounting charges related to stock options and warrants 684 604

Other 1,176 1,333

Total deferred tax assets 13,792 9,921

Total deferred tax assets, net of valuation allowance $ 4,289 $ 5,862

Current:

Other 18 1,066

Noncurrent:

Depreciation and amortization 6

Other 161 154

Total deferred tax liabilities $ 2,767 $ 4,752

M The Company'snet operating loss will expire as followddllar amounts in thousands):

Tax
Gross Effected
Jurisdictior NOL Expiration Year

Mexico 1,889 202062021

Singapor 10 Indefinite

Switzerland 9,652 887 20162018

United States (federal 203062031




At December 31, 201 and 2.0, the Company’s valuation allowance we&Smillion and $.1 million,
respectivelyThe provisions of Topic 740 require a company to recovdlaation allowance when therfore likely than
not’ criterion for realizing a deferred tax asset cannot be met. A company is to use judgment in reviewing both positive
and negative evidence of realizing a deferred tax asset. Furthermore, the weighbgivepotential effect of such
evidence is commensurate with the extent the evidence can be objectively verified.

The valuation allowances presented bel@wmillions) at December 31, 2Qland 2010 represented a reserve
against the Company’s net defatrax asset the Company believed theore likely than not criterion for recognition
purposes could not be met.

Country 2011 2010
Mexico $ 1,889 $ 834
Norway 198 170
Sweden 122 98
Switzerland 784 505
Taiwan 1,074 995
United States 5,436 1,457
Total $ 9,503 $ 4,059

At December 31, 20lland 20.0, the Company did not record a provision for any United States or foreign
withholding taxes on its undistributed earnings related to its foreign subsidiaries because it is the iofehgoBompany
to reinvest its undistributed earnings indefinitely in its foreign operations. Generally, such earnings become subject to
United States income tax upon the remittance of dividends and under certain other circumstances. At Decembgr 31, 201
it is not practicable to estimate the amount of deferred tax liability on such undistributed earnings.

Deferred tax assets (liabilities) are classified in the accompanying Consolidated Balance Sheets of December 31
as follows(in millions):

201 2010
Current deferred tax assets $ 936 $ 2,607
Noncurrent deferred tax ass 772 649
Current deferred tax liabilities (185) (243)
Noncurrent deferred tax liabilitit (1) (1,903
Net deferred tax assets (liabilities) $ 1,522 $ 1,110

On January, 2007, the Company adopted FIN 48, which was codifid Topic 740, which prescribes a
comprehensive model for how a company should recognize, measure, present, and disclose in its financial statements,
uncertain tax positions that it has taken or expects to take on a tax return. Topic 740 requiredthpainy recognize in
its financial statements the impact of tax positions that méetae likely than not” threshold, based on the technical
merits of the position. The tax benefits recognized in the financial statements from such a position showdede
based on the largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate settlemfient. As
December 312011, the Company recordeil.5 million in current liabilities an&2.5 million in other longterm liabilities
related to uncertain income tax positions and income tax reserves associated with various audits. At Decembkr 31, 201
the Company had gross taffected unrecognized tax benefits ef.@million that, if recognizedwould impact the
effective tax rate. The Company recognizes penalties and interest charges related to unrecognized tax benefits in current
tax expense. A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follovesydarsh
ended December 31, 2D4and 2010 (in millions).

2011 2010
Balance as of January 1 $ 2,114 $ 178
Additions for tax positions related to the current year 570 —
Additions for tax positions of prior years 1,300 1,936
Reductions otax positions of prior years — —
Balance as of December 31 $ 3,984 $ 2114
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Our 200520009 tax years remain subject to examination by the IRS for U.S. federal tax purQusikkay 26,
2011the IRS issued a Revenue Agent's report (“RAR”) detailing proposed adjustments for the tax years under
examination. The net tax deficiency associated with the RAR is $8.5 million plus penalties of $1.5 million. On July 8,
2011, we filed a protest lettehallenging the proposed adjustments contained in the RAR and are pursuing resolution of
these items with the Appeals Division of the IRShere are other ongoing audits in various international jurisdictions
that are not material to our financial statents.

The Company files income tax returns in the United States federal jurisdiction and various state and foreign
jurisdictions. As of December 31, 20lthe tax years that remained subject to examination by a major tax jurisdiction for
the Company’s mst significant subsidiaries were as follows:

Jurisdiction Open Years
Australia 2007-2011
Canadi 2006-2011
Denmart 20082011
Japai 2006-2011
Mexico 20092011
Norway 20092011
Republic of Korei 2006-2011
Singapor 20082011
South Africe 20082011
Swedel 20092011
Switzerlanc 20082011
Taiwar 2006-2011
United Kingdon 2005-2011
United State 20052011

NOTE 9 TRANSACTIONS WITH RELATED PARTIES AND AFFILIATES

During 2011, we paid employment compensation of approximafl$4000in salary, bonus, auto allowance,
and other compensation to Landen Fredrick, son of J. Stanley Fretiric€ompany’s Chairman of the Board and a major
shareholder. In addition, Landen Fredrick participated in the employee health care benefit plaidat@ill employees
of the Company. Landen Fredriblasserve asVice President, North America®ales since February of 2010. Prior to his
promotion, Mr. Fredrick served &enior Directorof Tools andTraining.

Mr. Caster, the Company’s founder, major stockholder, and former Chairman of the Board, founded MannaRelief
in 1999 and served as its Chairman from 1999 through August 208iinaRelief employs William A. Mullens, Mr.
Caster’s brothein-law, as its Execuwe Director. Mr. Caster’s wife Linda Casterserves aslannaRelief's Chairman of
theBoard. MannaRelief is a 501(c)(3) charitable organization that provibestable services for childreiMannaRelief
is not owned or operated by the Company.

Historically, the Company has made cash donations to MannaRsdilef products to MannaRelief at cost plus
shipping and handling charges, and shipped products purchased by MannaRelief to its chosen recipients. In addition,
certain Company employees and consukaeriodically volunteer to work or host various fund raising projects and
events for MannaRelief at no cost to MannaRelief. The Company has made cash donations and sold products to
MannaRelief as follows:

2011 2010 2009
Sold Products $ 04million $ 0.5million $ 0.7million
Contributed Cash Donations $ 0.7million $ 0.5million $ 0.3million

OnDecember 1, 201,the Companyntered into a neWZonsulting Agreement with Wonder Enterprises, LLC
(f/k/a SalindeEnterprises, LLC; hereinafter “Wonderfyr aninitial termof six months or until May 31, 201for the
consulting services of Mr. Caster who is an employee of Wonder. Pursuant to the terms of the Consulting Agreement, the
Company will paywonder$30,000for consulting serviceperformed byMr. Caster. The Consulting Agreement niazgy
renewed by the Compargr an additional six month periaghon 3 days'written notice to Wonder before the expiration
of the current term.
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Mr. Ray Robbins is a member dfé Company’'s Board of Directors and a major shareholder. Mr. Robbins holds
positions in the Company’s associate global downline network marketing system. The Company pays commissions and
incentives to its independent associates and duriig,Z®10, and D09, the Company paid commissions and incentives
to Mr. Robbingotaling £.7 million, $30 million, and$34 million, respectively. In addition, several of MRobbins’
family members are independent associates and were paid associate commissions and earned aggregate incentives of
approximatel$0.4 million, $04 million, and $05 million for 2011, 2010, and 20, respectively.The $0.4 million for the
year ended December 31, A0hcludeshis son,Kevin Robbins, who earned approximatelyl$2000,as well ashis
daughter, Marla Finley, andhughterin-law, DemraRobbins, who both share an account that totaled approximately
$183000 in earningsAll commissions and incentives were paid to NRobbins and his family members in accordance
with the Company’s global associate career and compensation plan.

NOTE 10: EMPLOYEE BENEFIT PLANS

Employee Retirement Plan

Effective May 9, 1997, the Company adopted a Defined Contribution 401(k) and Profit Sharing Plan (the “401(k)
Plan”) for its United States employees. The 401(k) Plan covers altifo# employees who havempleted three months
of service and attained the age of twentye. United States employees can contribute up to 100 percémeiofinnual
compensation but are limited to the maximum annual dollar amount allowable under the Internal Revenue Code. The
401(k) plan permits matching and discretionary employer contributigtisough in response to adverse market conditions
the Company suspended the matching contributions under the 401(k) Plan in the first quarter thir@0@9 June 30,
2010 The Company’'smatching contributions for its United States employees vest ratably over-gdaseperiod During
the yearended December 31, 2DAnd 2A0, the Company contributempproximately $a. million and$0.4 million,
respectively, to the 401(k) Plan for matching contributions.

The Company also sponsors a AdrS. defined benefit plan covering its employees in its Japan subsidiary (the
“Benefit Plari). Pension benefits under the Benefit Plan are based as yéaervice and annual salary. The Company
utilizes actuarial methods. Inherent in the application of these actuarial metleoklsyaassumptions, including, but not
limited to, discount rates and expected ldegn rates of return on plan assets. Changehe related Benefit Plan costs
may occur in the future due to changes in the underlying assumptions, changes in the number and composition of plan
participants, and changes in the level of benefits provided. The Company uses a measurement dateldBEde
evaluate and record any pastirement benefs related to the Benefit Plan.

Projected Benefit Obligation and Fair Value of Plan Assets

The Benefit Plan’s projected benefit obligation and valuation of plan assets are as follows for thengd's
December 3{in thousands)

Projected benefit obligation: 2011 2010
Balance, beginning of year $ 1,008 846
Service cost 186 217
Interest cost 17 20
Liability (gains) and losses 11 (162)
Benefits paid to participants (39) (28)
Specialtterminationbenefit 21 —
Pensioredjustment 6 —
Foreign currency 60 115
Balance, end of year $ 1,270 1,008

Plan assets:

Fair value, beginning of year $ — =
Company contributions 28 28
Benefits paid to participants (28) (28)
Fair value, end of year $ — —

F19



Funded status of the Benefit Plan as of December Jin thousands 2011 2010

Fair value of ilan assets

Amounts recognized in the accompanying Consolidated Balance Sheets consist of,
as of December 31(in thousands 2011 2010

Transition obligatiorand unrealized gain (190) (201)

Years Ended December 31,

Other chanies recoinized in comirehensive income/loi’sn thousandsi 2011 2010 2009

Current year actuarial (gain) loss 11 (162) (23)

Amortization of actuarial gain 15 — —

Totalrecognized in comprehensive income/loss $ 242 3 75 $ 191

As of December 31,

Amounts not yet reflected in net periodic benefit cost and included in accumulated
other comprehensive gain/los$in thousands 2011 2010

Transition obliiation ilZi 27
2012 estimated amountsof amortized transition obliiation iin thousandsi 2012

As of December 31,
2011 2010

Aggregate Benefit Plan information andaccumulated benefit obligation in excess
of plan assetg(in thousands

Accumulated benefit obligatic 887 705
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The weighteehverage assumptions to determthe benefit obligation and net cost are as follows:

2011 2010

Rate of increase in compensation levels 3.0% 3.0%
Components of Expense

Pension expense for the Benefit Plan is included in selling, general and administrative expenses in the
Consolidated Statements of Operations and is comprised of the following for the years ended Decdintibo@4ands)

2011 2010 2009
186 $ 217  $

©
[y
(]
(e}

Servicecost

Amortization of transition obligation

ol
ol
ol

Special Termination

&

221

&

242

&

21

©

Total pension expense

Estimated Benefits and Contributions

The Company expects to contribute approximately $64,000 to the plan in 2012. As of December 31, 2011,
benefits expected to be paid by the Benefit Plan for the next ten years is approximately as fwlltwsisands)

=

2013 6

~

2015 20

18

=

Next five year:
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NOTE 11: STOCK OPTION PLAN
Summary of Stock Plan

The Company currently has one active stdidsed compensation plan, which veggproved by shareholders. The
Company grants stock options to employees, consultants, and board members at the fair value of its common stock on the
date of grant, with a term no greater than ten ye@ihg majority ofstock options vest over two or thrgears.

Shareholders who own 10% or more of the Company’s outstanding stock are granted incentive stock options at an exercise
price that may not be less than 110% of the fair market value of the Company’s common stock on the date of grant and
have a term a greater than five years.

In February 2008, the Company's Board of Directors approved the Mannatech, Incorporated 2008 Stock
Incentive Plan (the “2008 Plan”), which reseswg to 1,000,000 shares of common stock for issuance of stock options
and restrited stock to our employees, board members, and consulpdunssany shares reserved under the Company’s
thenexisting, unexpired stock plaffior which options had not yet been issyaddany shares underlying outstanding
options under the theexisting $ock option plasthat terminate without having been exercised in full. The 2008 Plan was
approved by the Company’s shareholders at the 2008 Annual Shareholders’ Meetindpeeaiber 312011, the 2008
Planhad32,222 stockoptions available for grants adjusted for the-for-10 reverse stock split that was effective January
13, 2012 before the plan expires on February 20, 2018.

A summary of changes in stock options outstanding during theemaed December 31, 20, as adjusted for the
1-for-10 reverse stock splits as follows:

2011
Weighted
average
Weighted remaining Aggregate
Number of average contractual intrinsic
Options exercise life value (in
(in thousands) price (in years) thousands)
Outstanding abeginning of year 141 $ 28.87
Granted 37 $ 11.37
Exercised — $ —
Forfeited or expired (39) $ 3212
Outstanding at end of year 139 $ 2324 8.0 —
Options exercisable at year end 71 $ 26.77 74 —

The Company issues new shares upon the exercise of ogtloraptionswereexercised duringtte yearended
December 31, 201.

Valuation and Expense Information Under FAB ASC Topic 718 Compensation Stock Compensation

Under the provisions of FASASC Topic 718 the Company is required to measure and recognize compensation
expense related to any outstanding and unvested stock options previously granted, and thereafter recognize, in its
consolidated financial statements, compensation expense relategrew stock options granteafter implementation
using a calculated faivalue based optiepricing model

The Company uses the BlaS8choles optiofpricing model to calculate the fair value of all of its stock options
and its assumptions are based ostdriical information. The following assumptions were used to calculate the
compensation expense and the calculated fair vals¢ook options granted each year:

2011 2010 2009
Dividend yield: —@ —@ 1.05— 2.87%
Risk-free interest rate: 0.78—182 % 19—-2.16 % 1.53—27 %
Expected market price volatility: 71.1—-728 % 708—724 % 659—70.8%
Average expected life of stock options: 4.5 years 4. 5years 4.5 years

WThe Companydeclaredno dividends in 201@r 2011
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The computation of the expected volatility assumption used in the Bbabloles calculations for new grants is
based on historical volatilities of the Compéastock. The expected life assumptions are based on the Cotapany
historical employee exercise and forfeiture behavior.

The weighteeaverage grantlate fair value of stock options granted durihg tyears ended December 31120
2010 and 20@ was $6.39 $10.47, and $15.62pershare, respectivelas adjusted for th&-for-10 reverse stock split that
was effective January 13, 20IPhe total fair value of shares vested during the years ended Decemk01312010, and
20® was$04 million, $05 million, and $0.6 million, respectively.

The Company recorded the following amounts related to the expense of the fair values of dptiog¢he years
ended December 31, 20, 2010, and 20® (in thousands)

2011 2010 2009

Benefit for income taxes 80 85 134

As of December 31, 20, the Company hadppoximately $0.4 million of total unrecognizedompensation
expense related to stock options currently outstanding, to be recodnifigdre years ending December 31,

as follows(in thousand

Total tax benefit associated Total net
Total grossunrecognized with unrecognized unrecognized
comiensationexiense comiensationexiense comiensation exiense
2013 113 16 97
$ 366 $ 55 $ 311

NOTE 12: COMMITMENTS AND CONTINGENCIES

Operating Leases

The Company leases certaiffice space, automobiles, computer hardware, and vearghequipment under
various noncancelable operating leases. Some of these leases have renewal options. All of the Company’s leases expire at
varioustimes throughAugust2@®3. The Companylso leasegquipment under various montb-month cancelable
operating lease§or theyearsended December 31, 2@, 2010, and2009, total rent expense wapproximately$4.3
million, $4 2 million, and $40 million, respectively

Approximate future minimum rental commitments for Acencelable operating leasgs thousandgsare as follows:

Years ending December 31

=
[og]
g
[uiy

2013

=
o
o
N

2015

Thereafter 955
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Purchase Commitments

The Company maintains supply agreements with its suppliers and manufacturers. Some of the supply agreements
contain exclusivity clauses and/or minimum annual purchase requirements. Purchase agreements with suppliers that
contain minimum purchase clausa® as follows:

x In January 2006, the Company entered into a-frearsupply agreement with Larex, Inc. to exclusively
purchase Arabinogalactan, an important component used in the formulation of its Amf?ronmplex. In
order to retain exclusive right® purchase Arabinogalactan, the Company is required to purehase
minimum monthly quantity over the five year agreemetftective December 31, 2010 the supply agreement
with Larex, Inc.was terminated. The Company is negotiating a new agreement.ai#x, Inc., and
continues to purchase Arabinogalactan from Larex, Inc.

x In March 2006, the Company entered into a-{ear supply agreement to purchase pladetived mineral
nutrition products from InB:Biotechnologies, Inc. As of December 31,126he Conpany is required to
purchase an aggregate d.8million through 2016.

x In June of 2008, th€ompany entered into a thrgear supply agreement with Improve U.S.A porchase
an aloevera powder. In August 2011, the Company entered into an amendmenstpjtlyagreement to
extend the term of the agreemdat a period of three years commencing June 1, 2011 and expiring on May
14, 2014 As of December 31, 2101, the Company is require@ fpurchase an aggregate &.8 million
through 208 under the terms of the agreement

Royalty and Consulting Agreements

In 2001, the Company entered into a royalty agreement with a high level associate and shareholder, whereby the
Company agreed to pay royaltiggaling $1.6 millionrelated to the sale of certain sales aids developeth®épssociate
and sold by the Company. Pursuant to this royalty agreement, the Company has agipglegatef $14 million through
December 31, 2, of whichless thar$0.1 million was paidn 2011 andapproximately$0.1 millionwas paid ineach of
the years 201@nd 20©.

The Company also utilizes royalty agreements with individuals and entities to provide compensation for items
such as reprints of articles or speeches relating to the Compaeg,afgiromotional videos featuring sports personalities,
and promotional efforts used by the Company for product sales or attracting new associates. The Company paid royalties
for such royalty agreements approximately$02 million in 2011, and approximtely $0.3 in2010 and 2009

Employment Agreements

The Company has necancellable employment agreements with certain executives. If the employment
relationship with these executivewere terminatedas of December 31, 2@, the Company wouldontinue tabe
indebted to the executigdor $1.3 million, payable througl2012.
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NOTE 13: LITIGATION
, bitrati | Litigati

Marinova Pty. Limited v. Mannatech, Incorporated & Mannatech (International) Limited, Case No. 50-122-T-
0063509, International Centre for Dispute Resolution, a division of the American Arbitration Association

On December 10, 2009, Marinova Pty. Limited (“Marinova”) filed a Notice of Arbitration and Statement of
Claim with the International Centre for Dispute Resolution, which is a division of the American Arbitration Association,
against the Company and its subsidiary, Mannatech (International) Linhtadnova’s claims stem from the parties’
April 27, 2007 purchse agreement, which was entered into between the partiesugh the purchase agreement,
Marinova agreed to sell and the Company agreed to buy set quantities of glyconutrient powder that the Company uses to
manufacture some of its producldarinova clams that the Company breached the purchase agreement by not thg/ing
specifiedquantities of Marinova’s produ@nd by prematurely terminating the agreemeviarinova further claims, based
on the Company’s alleged breach of contract, that Marinova sdfflest profits damages in the amount of $6,500,G@&0

well as attorneys’ fees and costs.

On January 15, 2010, the Company filed its Answering Statement and Counterclaims, through which the
Company asserted affirmative defenses in response to Marindedss. The Company also filed a counterclaim for
breach of contract, through which the Company altepat Marinova sold the Company naonforming powder and
then refused to reimburse the Company the amount it paid for theooforming powder, thergtbreaching the purchase
agreemenand entitling the Company to properly terminate the purchase agreehienCompany further allegthat
Marinova separately breached the purchase agreement by marketing its powder to one or more of the Company’s
competibrs in violation of the purchase agreement’s exclusivity claBased on its counterclaimhé Companysought
damages in the amouat $618,750 representing the pripaid for the norconforming product, as well as attorneys’ fees,
and costs.

Following extensive discovery and motion practice, the case proceeded to a Final Hearing beforepatsoee
arbitration panel.That hearing occurred dRebruaryl-3, 2012. Following the Final Hearing, the parties submitted post
hearing briefs.

On March 16, 202, Mannatech and Marinova entered into a binding settlement agreement that fully disposes of
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Administrative Proceedings

Our 20052009 tax years remain subject to examination by the IRS for U.S. federal tax purfuskiy 26,
2011the IRS issued a Revenue Agent’s report (“RAR”) detailing proposed adjustments for the tax years under
examination. The net tax deficiency associated with the RAR is $8.5 million plus penalties of $1.5 million. On July 8,
2011, the Company filed a prateletter challenging the proposed adjustments contained in the RAR and are pursuing
resolution of these items with the Appeals Division of the IRBere are other ongoing audits in various international
jurisdictions that are not material tbe Compang financial statements.

Litigation in General

The Company has incurred several claims in the normal course of business. The Company believes such claims
can be resolved without any material adverse effect on its consolidated financial position,aesp#gations, or cash
flows.

The Company maintains certain liability insurance; however, certain costs of defending lawsuits are not covered
by or only partially covered by its insurance policies, including claims that are below insurance deduéiilgisnally,
insurance carriers could refuse to cover certain claims in whole or in part. The Company accrues costs to defend itself
from litigation as they are incurred or as they become determinable.

The outcome of litigation is uncertain, and despitanagement’s views of the merits of any litigation, or the
reasonableness of the Company’s estimates and reserves, the Company'’s financial statements could nonetheless be
materially affected by an adverse judgment. The Company believes it has adegeseeled for the contingencies arising
from the above legal matters where an outcome was deemed to be probable, and the loss amount could be reasonably
estimated. While it is not possible to predict what liability or damages the Company might incur iectimmwith any of
the abovelescribed lawsuits, based on the advice of counsel and management review of the existing facts and
circumstances related to these lawsuits, and related legal fees, the Company has®&ctmdkion as of Decembefl,

2011 fa these matters, which is included in accrued expenses in its Consolidated Balance Sheet.

NOTE 14: SHAREHOLDERS’ EQUITY

Equity Line

On September 16, 2010, the Company enteredanttnvestment Agreemegds amended, thdnvestment
Agreemen) with Dutchess Opportunity Fund, Il, LP, a Delaware limited partnership (timeestof), whereby the
Company may sell up 10million of the Company’s common stod& the Investoover a period of 36 months from the
first trading day following the effectivess of the registration statememgistering the resale of shamsrsuant to the
Investment Agreement (thé&guity Ling’).

The Company may draw on the Equity Line from time to time, as and when it determines appropriate in
accordance with the termsénonditions of the Investment Agreement. The Company is not permitted to draw on the
Equity Line unless there is an effective registration statement to cover the resale of the shares. The Company filed a
registration statement with the SEC, and on Octd@8r2010, the SEC declared effective the Company’s Registration
Statement on Form-8 (File No. 333169774), which registed up to 5000,000sharesof common stock that may be
resold by the Investor pursuant to the Investment Agreenieme. number of sares registered on Form $are subject to
adjustment for the reverse stock split pursuant to Rule 416 of the Securities Act.

Investors should read the Investment Agreement together with the other information concerning the Company
that the Company publiglfiles in reports and statements with the SEC.

As of March29, 2012 no shares of common stock have been issued pursuant to the Investment Agreement.
Preferred Stock
OnMay 19, 1998, the Company amended Amended and Restaté¥fticles of Incorporatiorto reduce the

number of authorized shares of common stock from 100.0 million to 99.0 million and the Company authorized 1.0 million

shares of preferred stock with a par value of $0.01 per share. No shares of preferred stoclehbeer issued or
outstanding.
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Treasury Stock

On June 30, 2004, the CompéasyBoard of Directors authorized the Company to repurchase, in the open market,
the lesser of (i) 131,756 shares of its common stock, as adjusted foiftinel D reverse stock split, and (i) $1rBillion of
its shares(the “June 2004 Plan’PDn August 28, 2006, a second program permitting the Company to purchase, in the

open market, up to $20 million of its outstanding shares was approvediBoard of Directorgthe “August 2006
Plan”).

On July 14, 2011, the Company’s Board of Directors authorized the Company to reactivate the June 2004 Plan.
During July 2011, the Company repurchased 528 shares of its common stock in the open market under the June 2004 Plan.
The total cost and average qeiper share were approximately $5,000 and $9.43, respectively. As of I2&r2012, the
maximum number of shares available for repurchase under the June 2004 Plan was 19,084, and the total number of shares
purchased in the open market under the June 2084 was 112,672\o shares have ever been purchased under the
August 2006 Plan. The Company does not have any stock repurchase plans or programs other than the June 2004 Plan
and the August 2006 Plan.

Accumulated Other Comprehensive Income (LosS)

Accumulated other comprehensive income (loss), net, which is displayed in the Consolidated Statement of
Shareholdefs€Equityand Comprehensive Income (losgypresents néhcome(loss) plus the results of certain
shareholdetsequity changes not reflectedtime consolidated statements of operations. Such items include foreign
currency translation and certain pension and postretirement benefit obligations.

The aftertax components ofccumulated other comprehensive income (loss), are as foliovtisousands)

Pension Accumulated
Foreign Postretirement Other

Currency Benefit Comprehensive

Translation Obligation Income (Loss),Net
Balance as of December 31, 200 $ (1,409) $ 3 % (1406)
Currentperiod change 276 17 293
Balance as obecember 31, 20® (1,133) 20 (2113)
Currentperiod change (299) 104 (195)
Balance as of December 31, 2D (1,432) 124 (1,308)
Currentperiod change 893 (12) 881
Balance as of December 31, 2D1 $ (539) $ 112 $ (427)
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NOTE 15: EARNINGS (L OSY PER SHARE

The Company calculates basic Earnings Per Share (EPS) by dividing net income (loss) by the waighagd
number of common shares outstanding for the period. The diluted EPS also reflects the potential dilutiondatocwu
if common stock were issued for awards under the 2008 Stock Incentive Plan. The Company reported net losses for the
years ended December 31, 2011, 2010 and 2009 and approximately 0.1 million, 0.2 million, and 0.1 million of the
Company’s stock ojdns were excluded from the diluted EPS calculation, respectively, as the effect would have been
antidilutive. In determining potential dilution effect of outstanding stock options during 2011, 2010 and 2009, the
Company used average common stock closeepoi $10.89, $26.69 and $33.86 per share, respectively, as adjusted for the
1-for-10 reverse stock split that became effective January 13, 2012.

NOTE 16: SEGMENT INFORMATION

The Company conducts its businesaasngleoperating segment, consolidating all of its business units into a
single reportable entity, as a seller of proprietary nutritional supplements, topical and skin care products, ard weight
management products throughnistwork marketinglistribution chanels operating irseventeerountries. Each of the
Company’s business units sells similar packs and products and possesses similar economic characteristics, such as selling
prices and gross margins. In each country, the Company markets its products aodmayissions and incentives in
similar market environments. The Company’s management reviews its financial information by country and focuses its
internal reporting and analysis of revenues by packs and product sales. The Company sells its productighrough
independent associates and distributes its products through similar distribution channels in each country. No single
independent associate has ever accounted for more than 10% of the Company’s consolidated net sales.

The Company operatdacilities in ten countriesand sells produdh twenty-onecountries around the world.
Thesefacilities arelocated inthe United States, Canada, Switzerland, Australia, the United Kingdom, Japan, the Republic
of Korea (South Korea), Taiwaisouth Africa and MexicoEachfacility services different geographic aredase
Switzerland office was created to manage certainrtdeday business needs of ndtorth American markets

By country of operation, consolidated net sales shipped to customers in these locatiogsvitiigpack and
product information for the years ended December 31, are as foliowsillions, except percentages)

2011 2010 2009

United States $ 84.0 41.8% $ 100.8 44.1% $ 140.7 48.6%
Japan 30.4 151% 34.2 15.0% 42.0 145%
Republic of Korea 234 11.8% 22.0 9.6% 26.4 9.1%
Australia 17.3 86% 20.0 8.8% 22.9 7.9%
Canada 16.0 8.0% 18.5 8.1% 23.0 7.9%
South Africa 8.8 4.4% 12.0 5.3% 13.2 4.6%
Taiwan 4.3 21% 6.4 2.8% 6.6 2.3%
Singapore 3.6 1.8% 2.1 0.9% 1.5 05%
New Zealan( 24 1.2% 3.1 1.4% 4.3 15%
MexicoV 2.0 1.0% — — — —

Germany 1.9 0.9% 2.3 1.0% 3.2 1.1%
United Kingdon¥ 1.8 0.9% 2.4 1.1% 3.3 1.0%
Norway 1.8 09% 1.6 0.7% 0.3 0.1%
The Netherlands 1.2 0.6% 0.6 0.3% 0.2 0.1%
Austria 0.8 04% 1.1 0.5% 0.3 0.1%
Sweden 0.5 0.2% 05 0.2% 0.2 0.1%
Denmark 0.3 0.2% 0.5 0.2% 1.6 06%
Finland® 0.2 0.1% — — — —

Total $ 200.7 100% $ 228.1 100% $ 289.7 100%

(1) The Company began operations in Mexico in January 2011.
(2) Includes sales fahe Czech Republic, Estonia, and the Republiteiind, which began operatioris June 2011. Their combined consolidated
sales for the year ended December 31, 2011 were approximately $0.1 rlticare included in net saléx United Kingdom

(3) The Company began operations in Finland in June 2011.
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2011 2010 2009

Consolidated pack sales 21.3 31.3

Total $  200.7 $ 2281 $ 2897

Longlived assetdy country which includeproperty and equipment and construction in progress for the
Company and its subsidiaries, as of December 31, reside inllbeving countries, as follow§n millions):

2011

Canada 0.1

ﬁ
=

o
w

Mexico 0.5

South Africa 0.1

o
[y

o
[E=N

7.6 16.

[o)]

Inventory balanceby country which consist of raw materialand finished goods, including promotional
materialsand offset by obsolete inventoriger the Company and its subsidiaries, reside in the following courdasesf
December 3]as follows(in millions):

201 2010

Canada 1.3

ﬂ
6]

o
o]

0.3

0.7

=
w

0.3

o
N

10.6 14.

(o]
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NOTE 17 SUBSEQUENT EVENTS

On January 9, 2012, the Company held a Special Meeting of Shareholders where shareholders approved an
amendment to the Company’s Amended and Restated Articles of Incorporation to efgetrsestock split of the
Company’s common stockt a specific ratio within a range fromfar-10 to Xfor-15 and granted authorization to the
Board of Directors to determine, in its discretion, the timing and the specific ratio eétleesestock split. At a
subsequent Board of Directors’ meetingdhafter the shareholders’ meeting, the Board of Directors passed a resolution to
set the ratio for the stock split atftr-10.

Thereversestock split became effective as of 11:59 p.m. on January 13, 2012. The trading of the Company’s
common stock oNasdaq on a spliadjusted basis began at the opening of trading on January 17, 2012. The primary
purposes of the reverse stock spléreto increase the peshare market price of the Company’s common stock in order to
maintain its listing on Nasdag, ena@age investor interest in the Company, and promote greater liquidity for the
Company’s existing shareholders. As previously announced, the Company was provided an initial period of 180 calendar
days, or until February 7, 2012, to maintain a closing bidgof at least $1.00 per share for 10 consecutive trading days,
enabling the Company to retain its listing on Nasdag.

On January 31, 2012, the Company received a letter from The NASDAQ Stock Market confirming that the
Company hdregained compliance witthe minimum bid price requirement for continued listing on Nasdaqg. The letter
statal that The NASDAQ Stock Market staff had determined that for the last 10 consecutive business days, from January
17, 2012 to January 30, 2012, the closing bid price ofGbmpany's common stock had been at $1.00 per share or greater
and accordingly, the Companydheegained compliance with Listing Rule 5450(a)(1).

On March 1, 2012, the Company reached a settlement ipréngously disclosed lawsuit, Susan Shon vs.
Mannatch. The amount of the settlement was recorded in other operating costs for the year ended December 31, 2011.
For more information, see Note 13, “Litigation”.

On March B, 2012, the Company reached a settlement in the previously disclosed lavatiitpvavs.
Mannatech. The amount of the settlemgaymentwas recorded in other operating costs for the year ended December 31,
2011. For more information, see Note 13, “Litigation”.

On March 2, 2012, the Board of Directors adopted resolutions anrentlie June 2004 Plan to clarify that the
maximum number of shares of common stock that the Company is authorized to repurchase in the open market under the
June 2004 Plan is up to the lesser of (i) 130,000 shares and (ii) $1,300,000 in shares. Thaf Bi@ctors also clarified
that in the event of any further splits of the Company’s common stock, the number of shares the Company will be
authorized to repurchase under such amended June 2004 Plan shall automatically adjust according to the ridu@ set by
Board of Directors.
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of Section18 of the Securities Exchange Act of 1934, or otherwise subject to liability under that section, and shall not be inddpgaeference into
any registration statement or other document filed under the Securities Act of 1933, as amendedyezgppessly set forth by specific reference in
such filing.



Board of Directors

J. Stanley Fredrick
Chairman of the Board
Owner, Fredrick Consulting Services

Marlin Ray Robbins
Independent Associate
Mannatech, Incorporated

Independent Board
of Directors

Gerald E. Gilbert
Retired Partner of Hogan and Hartson,
now known as Hogan Lovells, LLP

Larry A. Jobe
Founder and Chairman of the Board, Legal Network, Ltd.
President and Founder, P 1 Resources, LLC

Alan D. Kennedy
Retired President Worldwide, Tupperware Corporation

Robert A. Toth
Retired President, Avon International

Patricia A. Wier
Retired President, Encyclopedia Britannica, North America

Executive Officers

Robert A. Sinnott, MNS, PhD
Chief Executive Officer and Chief Science Officer

B. Keith Clark
Chief Operations Officer and Chief Legal Officer

Alfredo Bala
Executive Vice President, Sales & Marketing

Ronald D. Norman
Senior Vice President, International

S. Mark Nicholls
Chief Financial Officer

Natalie L. Clark
Senior Vice President, North American Sales & Operations

Independent Public Accountant
BDO USA, LLP
Dallas, Texas

Legal Counsel
Akin Gump Strauss Hauer & Feld LLP
Dallas, Texas

Annual Meeting

Wednesday, May 30, 2012, at 9:00 a.m. Central Time
Grapevine Convention Center

1209 S. Main Street

Grapevine, Texas 76051

Record Date

Friday, April 5, 2012

(determination of shareholders entitled to
receive notice of and to vote at the 2012 Annual
Shareholders'Meeting)

Shareholders
There were 1,172 shareholders of record, as of
April 5,2012

Transfer Agent and Registrar
Computershare Investor Services
Shareholder Communications Department
2 LaSalle Street, 3rd Floor

Chicago, Illinois 60602

877.498.8861

www.computershare.com

Market Information

Our common stock trades on the NASDAQ Global
Select Market under the symbol “MTEX." The following
table contains the reported high and low sales prices
for our common stock as reported on the NASDAQ
Global Select Market for the periods indicated:

2011 2010

HIGH Low HIGH Low

1st Quarter  $20.60 $16.20 $44.10

2nd Quarter $17.50 $9.30 [$42.30

3rd Quarter  $9.70 $5.26 [$29.80

4th Quarter  $7.90 $4.01 $21.90
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