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PART I. FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

HERBALIFE LTD.

CONSOLIDATED BALANCE SHEETS

(Unaudited)
June 30, December 31,
2010 2009
(In thousands, except share amounts)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 170,218 $ 150,801
Receivables, net of allowance for doubtful accounts of $3,568 (2010) and $3,982
(2009) 85,411 76,958
Inventories 152,035 145,962
Prepaid expenses and other current assets 114,097 101,181
Deferred income taxes 53,546 38,600
Total current assets 575,307 513,502
Property, at cost, net of accumulated depreciation and amortization of $175,245
(2010) and $147,392 (2009) 167,320 178,009
Deferred compensation plan assets 16,724 17,410
Deferred financing costs, net of accumulated amortization of $2,026 (2010) and
$1,778 (2009) 1,250 1,498
Other assets 22,587 21,306
Marketing related intangibles and other intangible assets, net 311,091 311,782
Goodwill 102,899 102,543
Total assets $ 1,197,178 $ 1,146,050
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable $ 48,318 $ 37,330
Royalty overrides 141,017 144,689
Accrued compensation 52,100 65,043
Accrued expenses 117,090 107,943
Current portion of long-term debt 3,071 12,402
Advance sales deposits 51,770 22,261
Income taxes payable 29,126 40,298
Total current liabilities 442,492 429,966
NON-CURRENT LIABILITIES:
Long-term debt, net of current portion 240,280 237,931
Deferred compensation plan liability 17,358 16,629
Deferred income taxes 79,273 77,613
Other non-current liabilities 23,659 24,600
Total liabilities 803,062 786,739
CONTINGENCIES

SHAREHOLDERS’ EQUITY:
Common shares, $0.002 par value, 500.0 million shares authorized, 59.1 million

(2010) and 60.2 million (2009) shares outstanding 118 120
Paid-in-capital in excess of par value 232,735 222,882
Accumulated other comprehensive loss (39,126) (23,396)
Retained earnings 200,389 159,705

Total shareholders’ equity 394,116 359,311
Total liabilities and shareholders’ equity $ 1,197,178 $ 1,146,050

See the accompanying notes to unaudited consolidated financial statements.
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HERBALIFE LTD.

CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2010 2009 2010 2009
(Unaudited)
(In thousands, except per share amounts)

Product sales $ 589,373 $ 490,899 $ 1,116,595 $ 937,847
Handling & freight income 99,433 80,906 190,844 155,641
Net sales 688,806 571,805 1,307,439 1,093,488
Cost of sales 136,561 122,442 277,033 224,842
Gross profit 552,245 449,363 1,030,406 868,646
Royalty overrides 224,780 186,750 432,099 362,282
Selling, general & administrative expenses 211,110 190,794 417,993 372,252
Operating income 116,355 71,819 180,314 134,112
Interest expense, net 2,146 1,338 4,099 3,050
Income before income taxes 114,209 70,481 176,215 131,062
Income taxes 32,276 22,228 42,411 41,267
NET INCOME $ 81,933 $ 48,253 $ 133,804 $ 89,795
Earnings per share:

Basic $ 1.38 $ 0.78 $ 2.24 $ 1.46

Diluted $ 1.32 $ 0.77 $ 2.14 $ 1.44
Weighted average shares outstanding:

Basic 59,527 61,642 59,843 61,583

Diluted 62,103 62,929 62,389 62,413
Dividends declared per share $ 0.20 $ 0.20 $ 0.40 $ 0.40

See the accompanying notes to unaudited consolidated financial statements.
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HERBALIFE LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Six Months Ended
June 30, June 30,
2010 2009
(In thousands)
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 133,804 $ 89,795
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 34,403 29,686
(Excess) Deficiency in tax benefits from share-based payment arrangements (4,705) 982
Share-based compensation expenses 10,820 10,024
Amortization of discount and deferred financing costs 248 244
Deferred income taxes (15,053) (1,657)
Unrealized foreign exchange transaction (gain) loss (12,345) 2,545
Foreign exchange loss from adoption of highly inflationary accounting in Venezuela 15,131 —
Other 1,619 154
Changes in operating assets and liabilities:
Receivables (11,616) (4,938)
Inventories (12,172) 12,022
Prepaid expenses and other current assets (15,099) 971
Other assets (2,229) (679)
Accounts payable 13,781 1,202
Royalty overrides 1,072 (3,622)
Accrued expenses and accrued compensation 5,670 (19,587)
Advance sales deposits 30,937 17,164
Income taxes payable (4,604) (12,599)
Deferred compensation plan liability 729 557
NET CASH PROVIDED BY OPERATING ACTIVITIES 170,391 122,264
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property (23,917) (26,801)
Proceeds from sale of property 6 60
Deferred compensation plan assets 686 (252)
NET CASH USED IN INVESTING ACTIVITIES (23,225) (26,993)
CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid (24,061) (24,617)
Borrowings from long-term debt 229,000 59,000
Principal payments on long-term debt (235,715) (97,009)
Share repurchases (79,220) 972)
Excess (Deficiency in) tax benefits from share-based payment arrangements 4,705 (982)
Proceeds from exercise of stock options and sale of stock under employee stock purchase plan 4,400 791
NET CASH USED IN FINANCING ACTIVITIES (100,891) (63,789)
EFFECT OF EXCHANGE RATE CHANGES ON CASH (26,858) (893)
NET CHANGE IN CASH AND CASH EQUIVALENTS 19,417 30,589
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 150,801 150,847
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 170218 $ 181,436
CASH PAID DURING THE PERIOD
Interest paid $ 4,988 $ 6,560
Income taxes paid, net $ 58,718 $ 54,473
NON CASH ACTIVITIES
Assets acquired under capital leases and other long-term debt $ — $ 327

See the accompanying notes to unaudited consolidated financial statements.
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HERBALIFE LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Organization

Herbalife Ltd., a Cayman Islands exempted limited liability company, or Herbalife, was incorporated on April 4, 2002.
Herbalife Ltd. (and together with its subsidiaries, the “Company”) is a leading global network marketing company that sells
weight management, nutritional supplements, energy, sports & fitness products and personal care products through a network of
approximately 2.1 million independent distributors, except in China, where the Company currently sells its products through retail
stores, sales representatives, sales employees and licensed business providers. The Company reports revenue in six geographic
regions: North America, which consists of the U.S., Canada and Jamaica; Mexico; South and Central America; EMEA, which
consists of Europe, the Middle East and Africa; Asia Pacific (excluding China) which consists of Asia, New Zealand and Australia;
and China.

2. Significant Accounting Policies
Basis of Presentation

The unaudited interim financial information of the Company has been prepared in accordance with Article 10 of the
Securities and Exchange Commission’s, or the SEC, Regulation S-X. Accordingly, it does not include all of the information
required by generally accepted accounting principles in the U.S., or GAAP, for complete financial statements. The Company’s
unaudited consolidated financial statements as of June 30, 2010, and for the three and six months ended June 30, 2010 and 2009,
include Herbalife and all of its direct and indirect subsidiaries. In the opinion of management, the accompanying financial
information contains all adjustments, consisting of normal recurring adjustments, necessary to present fairly the Company’s
unaudited consolidated financial statements as of June 30, 2010, and for the three and six months ended June 30, 2010 and 2009.
These unaudited consolidated financial statements should be read in conjunction with the Company’s Annual Report on Form 10-
K for the year ended December 31, 2009, or the 2009 10-K. Operating results for the three and six months ended June 30, 2010, are
not necessarily indicative of the results that may be expected for the year ending December 31, 2010.

New Accounting Pronouncements

In May 2010, the Financial Accounting Standards Board, or FASB, issued Final Accounting Standards Update 2010-19,
Foreign Currency Issues: Multiple Foreign Currency Exchange Rates, or ASU 2010-19, which codifies the SEC staff
announcement made at the March 18, 2010, Emerging Issues Task Force meeting. ASU 2010-19 provides the SEC staff’s view on
certain foreign currency issues relating to investments in Venezuela. ASU 2010-19 became effective on March 18, 2010. The
Company has adopted this guidance and the financial statement impact relating to this adoption is discussed further below.

Venezuela
Currency Restrictions

Currency restrictions enacted by the Venezuelan government in 2003 have become more restrictive and have impacted the
ability of the Company’s subsidiary in Venezuela, Herbalife Venezuela, to obtain U.S. dollars in exchange for Venezuelan
Bolivars, or Bolivars, at the official foreign exchange rates from the Venezuelan government and its foreign exchange commission,
CADIVI. The application and approval processes have been intermittently delayed and the timing and ability to obtain U.S. dollars
at the official exchange rates remain uncertain. In certain instances, the Company has made appropriate applications through
CADIVI for approval to obtain U.S. dollars so that Herbalife Venezuela can pay for imported products and an annual dividend at
the official exchange rate. In other instances, the Company used a lawful but less favorable parallel market mechanism for currency
exchange. In May 2010, this less favorable parallel market was discontinued.

In June 2010, the Venezuelan government introduced additional regulations under a new regulated system, SITME, which is
controlled by the Central Bank of Venezuela. SITME provides a mechanism to exchange Bolivars into U.S. dollars through the
purchase and sale of U.S. dollar denominated bonds issued in Venezuela. However, SITME is only available in certain limited
circumstances. Specifically, SITME can only be used for product purchases and it is not available for other matters such as the
payment of dividends. Also, SITME can only be used for amounts of up to $50,000 per day and $350,000 per month and is
generally only available to the extent the applicant has not exchanged and received U.S. dollars via the CADIVI process within the
previous 90 days. While the Company currently plans to continue to import products into Venezuela and exchange Bolivars for
U.S. dollars based on the exchange mechanisms prescribed by the Venezuelan government, if the current SITME restrictions are
not lifted or substantially eased, the Company may make significant changes to Herbalife Venezuela’s operations which could
negatively impact the Company’s business.




Table of Contents

Highly Inflationary Economy and Accounting

Venezuela’s inflation rate as measured using the blended National Consumer Price Index and Consumer Price Index rate
exceeded a three-year cumulative inflation rate of 100% as of December 31, 2009. Accordingly, effective January 1, 2010,
Venezuela was considered a highly inflationary economy. Pursuant to the highly inflationary basis of accounting under U.S.
GAAP, Herbalife Venezuela changed its functional currency from the Bolivar to the U.S. dollar. Subsequent movements in the
Bolivar to U.S. dollar exchange rate will impact the Company’s consolidated earnings. Prior to January 1, 2010 when the Bolivar
was the functional currency, movements in the Bolivar to U.S. dollar were recorded as a component of equity through other
comprehensive income. Pursuant to highly inflationary accounting rules, the Company is no longer required to translate Herbalife
Venezuela’s financial statements since their functional currency is now the U.S. dollar.

Based on relevant facts and circumstances at the applicable times, the Company used the parallel market exchange rate for
remeasurement purposes effective January 1, 2010 until the parallel market was discontinued in May 2010. On January 1, 2010, in
connection with the determination that Venezuela was a highly inflationary economy, the Company remeasured Herbalife
Venezuela’s opening balance sheet’s monetary assets and liabilities at the parallel market rate, which resulted in the Company
recording a non-tax deductible foreign exchange loss of $15.1 million. This charge included a $9.9 million foreign exchange loss
relating to Herbalife Venezuela’s U.S. dollar cash and cash equivalents that were remeasured at the parallel market rate and then
translated at the official rate at December 31, 2009, as discussed in the Company’s 2009 10-K. Also, Herbalife Venezuela’s
$34.2 million cash and cash equivalents reported in the Company’s consolidated balance sheet at December 31, 2009, which
included U.S. dollar denominated cash, was reduced to approximately $12.5 million on January 1, 2010. However, nonmonetary
assets, such as inventory, reported on the Company’s consolidated balance sheet at December 31, 2009, remained at historical cost
subsequent to Venezuela becoming a highly inflationary economy. Therefore, the incremental costs related to the Company’s 2009
imported products recorded at the parallel market exchange rate negatively impacted the Company’s first quarter 2010 consolidated
statement of income by approximately $12.7 million as these products were sold during the first quarter of 2010. This amount is
non tax deductible. See Note 8, Income Taxes, for additional discussion on income tax impact related to Venezuela becoming
highly inflationary.

Official Exchange Rate Devaluation

In early January 2010, Venezuela announced an official exchange rate devaluation of the Bolivar to an official rate of 4.30
Bolivars per U.S. dollar for non-essential items and 2.60 Bolivars per U.S. dollar for essential items. The Company’s imports fall
into both classifications. During 2010, because the Company used the parallel market exchange rate for remeasurement purposes
until the parallel market was discontinued in May 2010, any U.S. dollars obtained from CADIVI at the official rate had a positive
impact to the Company’s consolidated net earnings. Specifically, the Company recorded $0.1 million and $3.8 million of foreign
exchange gains, in the three and six months ended June 30, 2010, respectively, to selling, general and administrative expenses
within the Company’s consolidated statements of income as a result of receiving U.S. dollars approved by CADIVI at the official
exchange rate, primarily related to products imported in 2009 and early 2010. The majority of Herbalife Venezuela’s 2010
importations were not registered with CADIVI so the official exchange rates are not available to pay for these U.S. imports.
Herbalife Venezuela also has an outstanding dividend payable to the Company of $4.2 million, which was declared in
December 2008 and registered with CADIVI. The request to obtain U.S. dollars at the official rate to settle the outstanding
dividend payable is pending CADIVI’s approval. Also, Herbalife Venezuela has an outstanding intercompany payable balance of
$0.1 million, which was registered with CADIVI in 2009 and is pending CADIVI’s approval.

Remeasurement of Monetary Assets and Liabilities

During the second quarter of 2010, the Company recorded a $4.0 million pre-tax ($2.6 million post-tax) net foreign exchange
gain to selling, general and administrative expenses, within the Company’s consolidated statement of income, as a result of
remeasuring its Bolivar denominated monetary assets and liabilities as of June 30, 2010 at the SITME rate of 5.3 Bolivars per U.S.
dollar as opposed to the last parallel market rate prior to the closure of the parallel market in May 2010 of 8.3 Bolivars per U.S.
dollar. Herbalife Venezuela’s cash and cash equivalents, primarily denominated in Bolivars, increased by $5.2 million as a result of
using the SITME rate as opposed to the last quoted parallel market rate. As of June 30, 2010, Herbalife Venezuela’s net monetary
Bolivar denominated assets and liabilities approximated $11.1 million U.S. dollars which included Bolivar denominated cash and
cash equivalents approximating $14.3 million U.S. dollars, and were all remeasured at the new regulated rate under the SITME.
However, the amounts remeasured using the new regulated rate may not represent the true economics because of the restrictions
that currently exist in the SITME. While the Company continues to monitor the new exchange mechanism and restrictions under
SITME, there is no assurance that the Company will be able to exchange Bolivars into U.S. dollars on a timely basis. Therefore,
these remeasured amounts, including cash and cash equivalents, being reported on the Company’s consolidated balance sheet using
the new regulated rate may not accurately represent the amount of U.S. dollars that the Company could ultimately realize.
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Consolidation of Herbalife Venezuela

The Company currently plans to continue its operation in Venezuela and to import products into Venezuela. Herbalife
Venezuela will continue to apply for legal exchange mechanisms to convert its Bolivars to U.S. dollars. Despite the currency
exchange restrictions in Venezuela, the Company continues to control Herbalife Venezuela and its operations. The mere existence
of the exchange restrictions discussed above does not in and of itself create a presumption that this lack of exchangeability is other-
than-temporary, nor does it create a presumption that an entity should deconsolidate its Venezuelan operations. Therefore, the
Company continues to consolidate Herbalife Venezuela in its consolidated financial statements for U.S. GAAP purposes. Herbalife
Venezuela’s Bolivar denominated assets and liabilities are currently being remeasured at the SITME rate for remeasurement
purposes. However, this may not represent the true economics since there are currency volume and exchange restrictions that exist
in this market.

Although there are delays in the CADIVI approval process, when applicable, the Company plans to continue applying to
CADIVI to obtain the official rate relating to the importation of the Company’s products. In addition, the Company plans to utilize
the SITME market to the extent allowable under current restrictions in order to exchange Bolivars to U.S. dollars. The Company’s
ability to access the official exchange rate and the SITME rate could impact what exchange rates will be used for remeasurement
purposes in future periods. The Company continues to assess and monitor the current economic and political environment in
Venezuela.

Although Venezuela is an important market in the Company’s South and Central America Region, Herbalife Venezuela’s net
sales represented less than 2% of the Company’s consolidated net sales for the six months ended June 30, 2010, and its total assets
represented less than 3% of the Company’s consolidated total assets as of June 30, 2010.

3. Long-Term Debt

Long-term debt consists of the following:

June 30, December 31,
2010 2009
(In millions)
Borrowings under senior secured credit facility $ 239.6 $ 236.4
Capital leases 3.7 4.8
Other debt 0.1 9.1
Total 243.4 250.3
Less: current portion 3.1 12.4
Long-term portion $ 240.3 $ 237.9

Interest expense was $2.5 million and $2.9 million for the three months ended June 30, 2010 and 2009, respectively, and
$5.0 million and $6.2 million for the six months ended June 30, 2010 and 2009, respectively.

On July 21, 2006, the Company entered into a $300.0 million senior secured credit facility, comprised of a $200.0 million
term loan and a $100.0 million revolving credit facility, with a syndicate of financial institutions as lenders. In September 2007, the
Company and its lenders amended the credit agreement, increasing the amount of the revolving credit facility by an aggregate
principal amount of $150.0 million to $250.0 million primarily to finance the increase in its share repurchase program. See Note
10, Shareholders’ Equity, for further discussion of the share repurchase program. The term loan bears interest at LIBOR plus a
margin of 1.5%, or the base rate plus a margin of 0.50%, and matures on July 21, 2013. The revolving credit facility bears interest
at LIBOR plus a margin of 1.25%, or the base rate plus a margin of 0.25%, and is available until July 21, 2012. On June 30, 2010,
and December 31, 2009, the weighted average interest rate for the senior secured credit facility was 1.77% and 1.66%,
respectively. The Company incurred approximately $2.3 million of debt issuance costs in connection with entering into the senior
secured credit facility in July 2006, which are being amortized over the term of the senior secured credit facility. The fair value of
the Company’s senior secured credit facility approximates its carrying value.

The senior secured credit facility requires the Company to comply with a leverage ratio and an interest coverage ratio. In
addition, the senior secured credit facility contains customary covenants, including covenants that limit or restrict the Company’s
ability to incur liens, incur indebtedness, make investments, dispose of assets, make certain restricted payments, merge or
consolidate and enter into certain transactions with affiliates. As of June 30, 2010, the Company was compliant with its debt
covenants.
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As of June 30, 2010, the Company was obligated to pay approximately $0.4 million of the term loan every quarter until
June 30, 2013, and the remaining principal on July 21, 2013. As of June 30, 2010 and December 31, 2009, the amounts outstanding
under the term loan were $144.6 million and $145.4 million, respectively.

During the first quarter of 2010, the Company borrowed an additional $102.0 million under the revolving credit facility and
paid $95.0 million of the revolving credit facility. During the second quarter of 2010, the Company borrowed an additional
$127.0 million under the revolving credit facility and paid $130.0 million of the revolving credit facility. As of June 30, 2010 and
December 31, 2009, the amounts outstanding under the revolving credit facility were $95.0 million and $91.0 million, respectively.

Through the course of conducting regular business operations, certain vendors and government agencies may require letters of
credit to be issued. As of June 30, 2010 and December 31, 2009, the Company had an aggregate of $2.4 million and $2.8 million,
respectively, of issued but undrawn letters of credit.

4. Contingencies

The Company is from time to time engaged in routine litigation. The Company regularly reviews all pending litigation matters
in which it is involved and establishes reserves deemed appropriate by management for these litigation matters when a probable
loss estimate can be made.

As a marketer of dietary and nutritional supplements and other products that are ingested by consumers or applied to their
bodies, the Company has been and is currently subjected to various product liability claims. The effects of these claims to date
have not been material to the Company, and the reasonably possible range of exposure on currently existing claims is not material
to the Company. The Company believes that it has meritorious defenses to the allegations contained in the lawsuits. The Company
currently maintains product liability insurance with an annual deductible of $10 million.

On April 16, 2007, Herbalife International of America, Inc. filed a Complaint in the United States District Court for the
Central District of California against certain former Herbalife distributors who had left the Company to join a competitor. The
Complaint alleged breach of contract, misappropriation of trade secrets, intentional interference with prospective economic
advantage, intentional interference with contract, unfair competition, constructive trust and fraud and seeks monetary damages,
attorney’s fees and injunctive relief. (Herbalife International of America, Inc. v. Robert E. Ford, et a) The court entered a
Preliminary Injunction against the defendants enjoining them from further use and/or misappropriation of the Company’s trade
secrets on December 11, 2007. Defendants appealed the court’s entry of the Preliminary Injunction to the U.S. Court of Appeals for
the Ninth Circuit. That court affirmed, in relevant part, the Preliminary Injunction. On December 3, 2007, the defendants filed a
counterclaim alleging that the Company had engaged in unfair and deceptive business practices, intentional and negligent
interference with prospective economic advantage, false advertising and that the Company was an endless chain scheme in
violation of California law and seeking restitution, contract rescission and an injunction. Both sides engaged in discovery and filed
cross motions for Summary Judgment. On August 25, 2009, the court granted partial summary judgment for Herbalife on all of
defendants’ claims except the claim that the Company is an endless chain scheme which under applicable law is a question of fact
that can only be determined at trial. The court denied defendants’ motion for Summary Judgment on Herbalife’s claims for
misappropriation of trade secrets and breach of contract. On May 5, 2010, the District Court granted summary judgment for
Herbalife on defendants’ endless chain-scheme counterclaim. Herbalife voluntarily dismissed its remaining claims, and on May 14,
2010, the District Court issued a final judgment dismissing all of the parties’ claims. On June 10, 2010 the defendants appealed
from that judgment and on June 21, 2010, Herbalife cross-appealed. The Company believes that there is merit to, and it will prevail
upon, its appeal.

Certain of the Company’s subsidiaries have been subject to tax audits by governmental authorities in their respective
countries. In certain of these tax audits, governmental authorities are proposing that significant amounts of additional taxes and
related interest and penalties are due. The Company and its tax advisors believe that there are substantial defenses to their
allegations that additional taxes are owed, and the Company is vigorously contesting the additional proposed taxes and related
charges. On May 7, 2010, the Company received an administrative assessment from the Mexican Tax Administration Service in an
amount equivalent to $89 million, translated at the quarterly period ended spot rate, for various items, the majority of which was
Value Added Tax allegedly owed on certain of the Company’s products imported into Mexico. On July 8, 2010, the Company
initiated a formal administrative appeal process. In accordance with U.S. GAAP, the Company did not record a provision as the
Company, based on analysis and guidance from its advisors, does not believe a loss is probable. Further, the Company is currently
unable to reasonably estimate a possible loss or range of loss that could result from an unfavorable outcome. The Company
believes that it has meritorious defenses and is vigorously pursuing the appeal, but final resolution of this matter could take several
years.
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These matters may take several years to resolve. While the Company believes it has meritorious defenses, it cannot be sure of
their ultimate resolution. Although the Company has reserved amounts for certain matters that the Company believes represent the
most likely outcome of the resolution of these related disputes, if the Company is incorrect in the assessment, the Company may
have to record additional expenses, when it becomes probable that an increased potential liability is warranted.

5. Comprehensive Income

Total comprehensive income consisted of the following:

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2010 2009 2010 2009
(In millions)

Net income $ 81.9 $ 48.3 $ 133.8 $ 89.8
Unrealized gain/(loss) on derivative instruments 2.5 (1.3) 4.6 0.7
Foreign currency translation adjustment (15.1) 10.2 (20.3) (0.5)
Comprehensive income $ 69.3 $ 57.2 $ 118.1 $ 90.0

6. Segment Information

The Company is a network marketing company that sells a wide range of weight management products, nutritional
supplements and personal care products within one industry segment as defined under the FASB Accounting Standards
Codification, or ASC, Topic 280, Segment Reporting. The Company’s products are manufactured by third party providers, in the
Company’s Suzhou China facility, and in its recently acquired manufacturing facility located in Lake Forest, California, and then
are sold to independent distributors who sell Herbalife products to retail consumers or other distributors. Revenues reflect sales of
products to distributors based on the distributors’ geographic location.

The Company sells products in 73 countries throughout the world and is organized and managed by geographic regions. The
Company aggregates its operating segments, excluding China, into one reporting segment, or the Primary Reporting Segment, as
management believes that the Company’s operating segments have similar operating characteristics and similar long term operating
performance. In making this determination, management believes that the operating segments are similar in the nature of the
products sold, the product acquisition process, the types of customers to whom products are sold, the methods used to distribute the
products, and the nature of the regulatory environment. China has been identified as a separate reporting segment as it does not
meet the criteria for aggregation. The operating information for the Primary Reporting Segment and China, and sales by product
line are as follows:

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2010 2009 2010 2009
(In millions)
Net Sales:
Primary Reporting Segment
United States $ 161.7 $ 134.2 $ 308.3 $ 2532
Mexico 80.9 66.4 152.7 125.6
Others 395.0 330.6 762.8 647.3
Total Primary Reporting Segment 637.6 531.2 1,223.8 1,026.1
China 51.2 40.6 83.6 67.4
Total Net Sales $ 688.8 $ 571.8 $ 1,307.4 $ 1,093.5
Operating Margin(1):
Primary Reporting Segment
United States $ 62.9 $ 57.7 $ 130.1 $ 114.6
Mexico 315 25.1 55.7 51.4
Others 186.4 143.8 336.6 281.8
Total Primary Reporting Segment 280.8 226.6 522.4 447.8
China (2) 46.6 36.0 75.9 58.6
Total Operating Margin $ 327.4 $ 262.6 $ 598.3 $ 506.4
Selling, general and administrative expenses 211.1 190.8 418.0 372.3
Interest expense, net 2.1 1.3 4.1 3.0
Income before income taxes 114.2 70.5 176.2 131.1
Income taxes 323 22.2 42.4 41.3
Net Income $ 81.9 $ 48.3 $ 133.8 $ 89.8
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Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2010 2009 2010 2009

(In millions)
Net sales by product line:

Weight Management $ 430.5 $ 363.8 $ 817.7 $ 693.0
Targeted Nutrition 159.8 120.9 298.4 230.9
Energy, Sports and Fitness 30.1 24.0 55.9 45.6
Outer Nutrition 31.0 323 62.0 63.8
Literature, promotional and other(3) 374 30.8 73.4 60.2
Total Net Sales $ 688.8 $ 571.8 $ 13074 $  1,093.5
Net sales by geographic region:
North America(4) $ 166.4 $ 138.3 $ 317.7 $ 261.4
Mexico 80.9 66.4 152.7 125.6
South and Central America 82.8 85.4 174.1 160.7
EMEA(5) 135.6 126.6 266.4 249.9
Asia Pacific(6) 171.9 114.5 3129 228.5
China 51.2 40.6 83.6 67.4
Total Net Sales $ 688.8 $ 571.8 $ 13074 $  1,093.5

(1) Operating margin consists of net sales less cost of sales and royalty overrides.

(2) Compensation to China sales employees and service fees to China licensed business providers totaling $30.4 million and
$20.9 million for the three months ended June 30, 2010 and 2009, respectively, and $40.8 million and $34.9 million for the six
months ended June 30, 2010 and 2009, respectively, is included in selling, general and administrative expenses while
distributor compensation for all other countries is included in royalty overrides.

(3) Product buybacks and returns in all product categories are included in the literature, promotional and other category.
(4) Consists of the U.S., Canada and Jamaica.

(5) Consists of Europe, Middle East and Africa.

(6) Consists of Asia (excluding China), New Zealand and Australia.

As of June 30, 2010 and December 31, 2009, total assets for the Company’s Primary Reporting Segment were
$1,135.4 million and $1,097.1 million, respectively. Total assets for the China segment were $61.8 million and $49.0 million as of
June 30, 2010 and December 31, 2009, respectively.

7. Share-Based Compensation

The Company has share-based compensation plans, which are more fully described in Note 9 to the Consolidated Financial
Statements in the 2009 10-K. During the six months ended June 30, 2010, the Company granted stock awards subject to continued
service, consisting of stock units and stock appreciation rights, with vesting terms fully described in the 2009 10-K. Also, during
the six months ended June 30, 2010, the Company granted other stock units to certain key employees subject to continued service,
one half of which vest on the first anniversary of the date of the grant, and the remaining half of which vest on the second
anniversary of the date of the grant.

For the three months ended June 30, 2010 and 2009, share-based compensation expense amounted to $5.5 million and
$5.3 million, respectively. For the six months ended June 30, 2010 and 2009, share-based compensation expense amounted to
$10.8 million and $10.2 million, respectively. As of June 30, 2010, the total unrecognized compensation cost related to all non-
vested stock awards was $39.6 million and the related weighted-average period over which it is expected to be recognized is
approximately 3.3 years.
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The following tables summarize the activity under all share-based compensation plans for the six months ended June 30,
2010:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Stock Options & Stock Appreciation Rights Awards Price Term Value
(In thousands) (In millions)
Outstanding at December 31, 2009 7372 $ 24.84 5.9 years $ 123.6
Granted 872§ 44.94
Exercised (480) $ 16.52
Forfeited 44 S 31.52
Outstanding at June 30, 2010 7,120 $ 25.56 5.8 years $ 152.5
Exercisable at June 30, 2010 4477 $ 20.85 4.7 years $ 111.2
Weighted
Average
Grant Date Aggregate
Incentive Plan and Independent Directors Stock Units Shares Fair Value Fair Value
(In thousands) (In millions)
Outstanding and nonvested at December 31, 2009 689.5 $ 26.35 $ 18.2
Granted 96.8 $ 4491 43
Vested (2032) $ 33.74 (6.8)
Forfeited (7.0) 8§ 22.53 (0.2)
Outstanding and nonvested at June 30, 2010 576.1 $ 26.91 $ 15.5

The weighted-average grant date fair value of stock awards granted during the three months ended June 30, 2010 and 2009
was $21.43 and $10.76, respectively. The weighted-average grant date fair value of stock awards granted during the six months
ended June 30, 2010 and 2009 was $21.19 and $5.95, respectively. The total intrinsic value of stock awards exercised during the
three months ended June 30, 2010 and 2009, was $7.5 million and $0.6 million, respectively, and during the six months ended
June 30, 2010 and 2009, it was $13.4 million and $1.8 million, respectively.

8. Income Taxes

As of June 30, 2010, the total amount of unrecognized tax benefits, related interest, and penalties was $39.6 million,
$7.7 million and $2.4 million, respectively. During the six months ended June 30, 2010, the Company recorded tax, interest, and
penalties related to uncertain tax positions of $0.3 million, $0.3 million and $0.1 million, respectively. The unrecognized tax
benefits relate primarily to uncertainties from international transfer pricing issues and the deductibility of certain operating
expenses in various jurisdictions. If the total amount of unrecognized tax benefits were recognized, $39.6 million of unrecognized
tax benefits, $7.7 million of interest and $2.4 million of penalties, would impact the effective tax rate.

During the six months ended June 30, 2010, the Company benefited from the terms of a tax holiday in the People’s Republic
of China. The tax holiday commenced on January 1, 2008 and will conclude on December 31, 2012. Under the terms of the
holiday, the Company was subject to a zero tax rate in China during 2008 and 2009 and is subject to a graduated rate of 11% in
2010. The tax rate will gradually increase during the years 2010-2012 to a maximum of 25%.

Venezuela’s cumulative inflation rate exceeded 100% during the three-year period ended December 31, 2009. Therefore,
beginning January 1, 2010, Venezuela was considered a highly inflationary economy for U.S. federal income tax purposes. As a
result, for U.S. federal income tax purposes, Herbalife Venezuela is required to account for its operations using the Dollar
Approximate Separate Transactions Method of accounting, or DASTM, and use the U.S. dollar as its functional currency. The
transitional impact of DASTM resulted in a one-time deferred income tax benefit of approximately $14.5 million. This benefit was
recorded in the three months ended March 31, 2010.

9. Derivative Instruments and Hedging Activities
Interest Rate Risk Management

The Company engages in an interest rate hedging strategy for which the hedged transactions are forecasted interes