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EXPLANATORY NOTE
As previously disclosed, on April 8, 2013, KPMG LLP, or KPMG, notified Herbalife Ltd., or the Company, that KPMG resigned, effective immediately, as the
Company’s independent accountant. KPMG stated it had concluded it was no longer independent because of the then-alleged insider trading in the Company’s securities by one
of KPMG’s former partners who, until April 5, 2013, was the KPMG engagement partner on the Company’s audit. KPMG advised the Company it resigned as the Company’s
independent accountant solely due to the impairment of KPMG’s independence resulting from its now former partner’s unlawful activities and not for any reason related to the
Company’s financial statements, its accounting practices, the integrity of the Company’s management or for any other reason.
As a result of the then-alleged insider trading activity by its now former partner and KPMG’s resulting resignation on April 8, 2013, KPMG notified the Company its
independence had been impaired and had no option but to withdraw its audit reports on the Company’s financial statements for the fiscal years ended December 31, 2010, 2011
and 2012 and the effectiveness of internal control over financial reporting as of December 31, 2010, 2011 and 2012 and that such reports should no longer be relied upon as a
result of KPMG’s lack of independence created by the circumstances described above. The Company’s Audit Committee and management continue to believe that the
Company’s financial statements covering the referenced periods, notwithstanding the revisions discussed in Note 2, Significant Accounting Policies under the heading Revision
of Prior Period Financial Statements, fairly present, in all material respects, the financial condition and results of operations of the Company as of the end of and for the
referenced periods and may continue to be relied upon and that the Company’s internal control over financial reporting was effective during these periods.
Also, as a result of KPMG’s resignation, the unaudited interim financial information presented in this Quarterly Report on Form 10-Q has not been reviewed by an
outside independent registered public accounting firm as required by the rules of the Securities and Exchange Commission, or the SEC. As a result, this Quarterly Report on
Form 10-Q is considered deficient and the Company continues not to be timely or current in its filings under the Securities Exchange Act of 1934, as amended, or the Exchange
Act. While this filing does not comply with the requirements of Regulation S-X, and should not be interpreted to be a substitute for the review that would normally occur by the
Company’s independent registered public accounting firm, the Company’s Audit Committee and management believe that the interim financial information presented herein
fairly presents, in all material respects, the financial condition and results of operations of the Company as of the end of and for the referenced periods and may be relied upon.
Except for the absence of this review of the unaudited interim financial information discussed above, the Company believes this Quarterly Report on Form 10-Q fully complies
with the requirements of the Exchange Act and the Company believes it is prudent to file this Report with the SEC in spite of the current circumstances to provide the financial
and other information set forth herein to its shareholders and other interested parties.
On May 21, 2013, the Audit Committee of the Company’s Board of Directors engaged PricewaterhouseCoopers LLP, or PwC, to serve as the Company’s new
independent registered public accounting firm to audit the Company’s financial statements for its fiscal year ending December 31, 2013 and to re-audit the Company’s financial
statements for the fiscal years ended December 31, 2012, 2011 and 2010. PwC has also been engaged to review the Company’s interim financial information for the three
months ended March 31, 2013, the three and six months ended June 30, 2013, and the three and nine months ended September 30, 2013.
The Chief Executive Officer and Chief Financial Officer believe, to the best of their knowledge, that the unaudited interim financial information presented herein
accurately portrays the financial condition and results of the Company. To that end, they have provided the certifications under Section 302 of the Sarbanes-Oxley Act of 2002,
or SOX. The SOX Section 906 certification is omitted from this filing only because, as a result of KPMG’s former partner’s actions as described above, the unaudited interim
financial information presented herein has not been reviewed by an independent registered public accountant under Statement of Auditing Standards 100, or SAS 100. The
Company believes that this report otherwise meets all of the qualifications of the Exchange Act and the rules and regulations thereunder governing the preparation and filing of
periodic reports as referenced in the certifications. Before the Company’s officers can make a SOX Section 906 certification, PwC must complete its review of the unaudited
interim financial information presented herein under SAS 100, as required by SEC rules. Once PwC completes its re-audit of the Company’s financial statements for the fiscal
years ended December 31, 2012, 2011 and 2010, and completes its SAS 100 review of this unaudited interim financial information and the unaudited financial information for
applicable prior periods, the Company will file an amendment to this report with the SOX Section 906 certification as soon as practicable.
See Note 2, Significant Accounting Policies, for information on the matters discussed above.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
HERBALIFE LTD. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited and Unreviewed)
September 30,
December 31,
2013
2012
(In thousands, except share and
par value amounts)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Receivables, net of allowance for doubtful accounts of $1,769 (2013) and $2,273 (2012)
Inventories
Prepaid expenses and other current assets
Deferred income taxes
Total current assets
Property, at cost, net of accumulated depreciation and amortization of $309,372 (2013) and $255,862 (2012)
Deferred compensation plan assets
Deferred financing costs, net
Other assets
Marketing related intangibles and other intangible assets, net
Goodwill
Total assets
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable
Royalty overrides
Accrued compensation
Accrued expenses
Current portion of long-term debt
Advance sales deposits
Income taxes payable
Total current liabilities
NON-CURRENT LIABILITIES:
Long-term debt, net of current portion
Deferred compensation plan liability
Deferred income taxes
Other non-current liabilities
Total liabilities
CONTINGENCIES
SHAREHOLDERS’ EQUITY:
Common shares, $0.001 par value; 1.0 billion shares authorized; 101.3 million (2013) and 106.9 million (2012) shares outstanding
Paid-in-capital in excess of par value
Accumulated other comprehensive loss
Retained earnings
Total shareholders’ equity
Total liabilities and shareholders’ equity
See the accompanying notes to unaudited and unreviewed condensed consolidated financial statements.
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$

892,548
109,830
347,735
174,840
53,880
1,578,833
267,850
25,843
5,528
49,006
310,897
105,490
$ 2,343,447

$

$

$

82,989
252,677
99,765
241,359
75,061
73,618
42,494
867,963

333,534
116,139
339,411
145,624
49,339
984,047
242,886
24,267
7,462
48,805
311,186
105,490
$ 1,724,143

75,209
243,351
95,220
181,523
56,302
49,432
61,325
762,362

875,018
35,049
64,500

431,305
29,454
62,982

45,326
1,887,856

42,557
1,328,660

101
304,638
(27,371)
178,223
455,591
$ 2,343,447

107
303,975
(31,695)
123,096
395,483
$ 1,724,143
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HERBALIFE LTD. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Unaudited and Unreviewed)
Three Months Ended
Nine Months Ended
September 30,
September 30,
September 30,
September 30,
2013
2012
2013
2012
(In thousands, except per share amounts)

Product sales
Shipping & handling revenues
Net sales
Cost of sales
Gross profit
Royalty overrides
Selling, general & administrative expenses
Operating income
Interest expense, net
Income before income taxes
Income taxes
NET INCOME
Earnings per share:
Basic
Diluted
Weighted average shares outstanding:
Basic
Diluted
Dividends declared per share

$ 1,062,962
150,581
1,213,543
238,415
975,128
373,241
409,747
192,140
4,726
187,414
45,464
$ 141,950

$ 869,542
147,345
1,016,887
201,597
815,290
330,247
324,200
160,843
3,546
157,297
45,424
$ 111,873

$ 3,069,581
486,848
3,556,429
711,616
2,844,813
1,116,821
1,174,574
553,418
15,658
537,760
133,775
$ 403,985

$ 2,574,256
438,754
3,013,010
601,478
2,411,532
982,975
926,903
501,654
8,088
493,566
141,811
$ 351,755

$
$

$
$

$
$

$
$

1.39
1.32

102,200
107,777
$
0.30

1.03
0.98

108,816
113,646
$
0.30

See the accompanying notes to unaudited and unreviewed condensed consolidated financial statements.
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3.92
3.75

103,096
107,759
$
0.90

3.09
2.95

113,838
119,376
$
0.90
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HERBALIFE LTD. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Unaudited and Unreviewed)
Three Months Ended
Nine Months Ended
September 30,
September 30,
September 30,
September 30,
2013
2012
2013
2012
(In thousands)

Net income
Other comprehensive income:
Foreign currency translation adjustment, net of income taxes of $(1,799) and $579 for the three
months ended September 30, 2013 and 2012, respectively, and $(3,610) and $(1,493) for the
nine months ended September 30, 2013 and 2012, respectively
Unrealized gain (loss) on derivatives, net of income taxes of $(214) and $(1,038) for the three
months ended September 30, 2013 and 2012, respectively, and $1,490 and $(1,377) for the
nine months ended September 30, 2013 and 2012, respectively
Total other comprehensive income (loss)
Total comprehensive income (loss)

$ 141,950

$ 111,873

15,025

9,113

1,887
16,912
$ 158,862

(2,811)
6,302
$ 118,175

See the accompanying notes to unaudited and unreviewed condensed consolidated financial statements.
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$ 403,985

(2,906)
7,230
4,324
$ 408,309

$ 351,755

5,189
(4,005)
1,184
$ 352,939
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HERBALIFE LTD. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited and Unreviewed)
Nine Months Ended
September 30,
September 30,
2013
2012
(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Deficiency in (Excess) tax benefits from share-based payment arrangements
Share-based compensation expenses
Amortization of deferred financing costs
Deferred income taxes
Unrealized foreign exchange transaction (gain) loss
Foreign exchange loss from Venezuela currency devaluation
Other
Changes in operating assets and liabilities:
Receivables
Inventories
Prepaid expenses and other current assets
Other assets
Accounts payable
Royalty overrides
Accrued expenses and accrued compensation
Advance sales deposits
Income taxes
Deferred compensation plan liability
NET CASH PROVIDED BY OPERATING ACTIVITIES
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property, plant and equipment
Proceeds from sale of property, plant and equipment
Deferred compensation plan assets
NET CASH USED IN INVESTING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid
Borrowings from long-term debt
Principal payments on long-term debt
Deferred financing costs
Share repurchases
(Deficiency in) Excess tax benefits from share-based payment arrangements
Proceeds from exercise of stock options and sale of stock under employee stock purchase plan
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES
EFFECT OF EXCHANGE RATE CHANGES ON CASH
NET CHANGE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
CASH AND CASH EQUIVALENTS, END OF PERIOD

$ 403,985

$

351,755

63,207
2,586
21,882
1,937
(7,532)
585
15,116
1,661

55,402
(28,073)
20,850
1,135
(8,249)
(3,529)
—
172

1,624
(19,775)
(15,330)
(678)
8,569
13,959
65,868
27,038
(13,313)
5,595
576,984

(26,444)
(58,705)
(7,977)
(3,098)
22,674
22,432
20,028
7,384
29,118
5,015
399,890

(91,782)
121
—
(91,661)

(59,229)
243
(3,466)
(62,452)

(92,651)
763,232
(300,733)
—
(275,821)
(2,586)
975
92,416
(18,725)
559,014
333,534
$ 892,548

(102,687)
1,387,557
(1,090,748)
(4,460)
(506,331)
28,073
10,819
(277,777)
3,286
62,947
258,775
$ 321,722

CASH PAID DURING THE PERIOD
Interest paid

$

18,005

$

10,263

Income taxes paid

$ 163,843

$

123,063

See the accompanying notes to unaudited and unreviewed condensed consolidated financial statements.
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HERBALIFE LTD. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited and Unreviewed)
1. Organization
Herbalife Ltd., a Cayman Islands exempt limited liability company, or Herbalife, was incorporated on April 4, 2002. Herbalife Ltd. (and together with its subsidiaries,
the “Company”) is a leading global nutrition company that sells weight management products, nutritional supplements, energy, sports & fitness products and personal care
products utilizing network marketing distribution. As of September 30, 2013, the Company sold its products to and through a network of 3.6 million independent distributors,
which included 0.2 million in China. In China, the Company currently sells its products through retail stores, sales representatives, sales officers and independent service
providers. The Company reports revenue in six geographic regions: North America; Mexico; South and Central America; EMEA, which consists of Europe, the Middle East and
Africa; Asia Pacific (excluding China); and China.
2. Significant Accounting Policies
Basis of Presentation
The unaudited and unreviewed 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, as permitted by Article 10 of the SEC’s Regulation S-X, it does not include all of the information required by
generally accepted accounting principles in the U.S., or U.S. GAAP, for complete financial statements. The condensed consolidated balance sheet at December 31, 2012 was
derived from the previously audited financial statements at that date subject to revisions as discussed below, where, as previously disclosed, the Company’s former independent
registered public accounting firm’s audit opinions have now been withdrawn, and does not include all the disclosures required by U.S. GAAP, as permitted by Article 10 of the
SEC’s Regulation S-X. The Company’s unaudited and unreviewed condensed consolidated financial statements as of September 30, 2013, and for the three and nine months
ended September 30, 2013 and 2012, 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 and unreviewed condensed consolidated financial
statements as of September 30, 2013, and for the three and nine months ended September 30, 2013 and 2012. These unaudited and unreviewed condensed consolidated financial
statements should be read in conjunction with the Company’s Annual Report on Form 10-K for the year ended December 31, 2012, or the 2012 10-K. Operating results for the
three and nine months ended September 30, 2013, are not necessarily indicative of the results that may be expected for the year ending December 31, 2013.
The unaudited interim financial information presented in this Quarterly Report on Form 10-Q has not been reviewed by an independent registered public accounting firm
as the Company’s former independent registered public accounting firm resigned on April 8, 2013. See the Explanatory Note to this Quarterly Report on Form 10-Q for a
further description. As a result, this Quarterly Report on Form 10-Q is considered deficient and the Company continues not to be timely or current in its filings under the
Securities Exchange Act of 1934, as amended, or the Exchange Act. While this filing does not comply with the requirements of Regulation S-X, and should not be interpreted to
be a substitute for the review that would normally occur by the Company’s independent registered public accounting firm, the Company’s Audit Committee and management
believe that the interim financial information presented herein fairly present, in all material respects, the financial condition and results of operations of the Company as of the
end of and for the referenced periods and may be relied upon. Except for the absence of this review of the unaudited interim financial information discussed above and the
omission of the SOX 906 certification discussed in greater detail in the Explanatory Note, this Quarterly Report on Form 10-Q fully complies with the requirements of the
Exchange Act and the Company believes it is prudent to file this Report with the SEC in spite of the current circumstances to provide the financial and other information set
forth herein to its shareholders and other interested parties. Once PwC completes its re-audit of the Company’s financial statements for the fiscal years ended December 31,
2012, 2011 and 2010, and completes its SAS 100 review of this unaudited interim financial information and the unaudited financial information for applicable prior periods,
the Company will file an amendment to this Quarterly Report on Form 10-Q as soon as practicable.
New Accounting Pronouncements
In February 2013, the Financial Accounting Standards Board, or FASB, issued Accounting Standards Update, or ASU, No. 2013-04,Liabilities (Topic 405): Obligations
Resulting from Joint and Several Liability Arrangements for which the Total Amount of the Obligation Is Fixed at the Reporting Date (a consensus of the FASB Emerging
Issues Task Force). This ASU addresses the recognition, measurement, and disclosure of certain obligations resulting from joint and several arrangements including debt
arrangements, other contractual obligations, and settled litigation and judicial rulings. The ASU is effective for public entities for fiscal years, and interim periods within those
years, beginning after December 15, 2013. The Company is evaluating the potential impact of this adoption on its consolidated financial statements.
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In March 2013, the FASB issued ASU No. 2013-05, Foreign Currency Matters (Topic 830): Parent’s Accounting for the Cumulative Translation Adjustment upon
Derecognition of Certain Subsidiaries or Groups of Assets within a Foreign Entity or of an Investment in a Foreign Entity (a consensus of the FASB Emerging Issues Task
Force). This ASU addresses the accounting for the cumulative translation adjustment when a parent either sells a part or all of its investment in a foreign entity or no longer
holds a controlling financial interest in a subsidiary or group of assets that is a nonprofit activity or a business within a foreign entity. This ASU is effective prospectively for
fiscal years, and interim periods within those years, beginning after December 15, 2013. The Company is evaluating the potential impact of this adoption on its consolidated
financial statements.
In July 2013, the FASB issued ASU No. 2013-11, Income Taxes (Topic 740): Presentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a
Similar Tax Loss, or a Tax Credit Carryforward Exists (a consensus of the Emerging Issues Task Force). This ASU addresses when unrecognized tax benefits should be
presented as reductions to deferred tax assets for net operating loss carryforwards in the financial statements. This ASU is effective prospectively for fiscal years, and interim
periods within those years, beginning after December 15, 2013. Early adoption and retrospective application is permitted. The Company is evaluating the potential impact of
this adoption on its consolidated financial statements.
Revision of Prior Period Financial Statements
During the quarter ended June 30, 2013, in connection with preparing the unaudited and unreviewed interim financial information presented in the Quarterly Report on
Form 10-Q for that period, prior period errors were identified which affected the interim period ended June 30, 2013, and the annual periods ended December 31, 2012, 2011
and 2010, including the applicable interim periods. These income tax errors primarily relate to income tax expenses calculated on intercompany inventory transactions and the
Company’s application of ASC 740-10-25-3(e) and ASC 810-10-45-8. As a result of its misapplication of these accounting standards, the Company’s income tax expenses and
net income within its consolidated statement of income were misstated. There were also certain amounts within the Company’s other consolidated financial statements that were
misstated. The Company has reflected the correction of these identified prior period errors in the periods in which they originated.
In evaluating whether the Company’s previously issued consolidated financial statements were materially misstated, the Company considered the guidance in ASC
Topic 250, Accounting Changes and Error Corrections, ASC Topic 250-10-S99-1, Assessing Materiality, and ASC Topic 250-10-S99-2, Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements. The Company concluded that these errors were not material, individually or in the
aggregate, to any of the prior reporting periods, and therefore, amendments of previously filed reports were not required. If the entire correction was recorded in the second
quarter of 2013, it was expected that the cumulative amount would not be material for the fiscal year ending December 31, 2013. As such, this cumulative amount could have
been recorded as an out of period adjustment during the second quarter of 2013. However, because the Company will be amending its Annual Report on Form 10-K for the
fiscal year ended December 31, 2012 due to its predecessor auditors withdrawing their opinions, and will be amending its Quarterly Reports on Form 10-Q for the fiscal
quarters ended March 31, 2013, June 30, 2013, and September 30, 2013, and any other Quarterly Reports on Form 10-Q that are deficient due to the absence of a SAS 100
review, the Company decided to revise its applicable prior period financial statements so that the financial statements included therein and herein do not include these income
tax errors. The Company believes this approach is more beneficial to investors due to the Company’s unusual facts and circumstances surrounding its predecessor auditors
resigning and withdrawing their audit opinions and the Company being required to file future amendments to its Annual Report on Form 10-K and Quarterly Reports on Form
10-Q referenced above. As such, the revisions for these corrections are and will be reflected in the financial information of the applicable prior periods and will be reflected in
future filings containing such financial information. The Company has also provided, within this Note, the financial statement items that were impacted and included within its
prior period consolidated balance sheets and full year prior period consolidated statements of income so this financial information is presented timely to the Company’s
shareholders and other interested parties.
The effects of these prior period errors in the condensed consolidated financial statements are as follows:
Condensed Consolidated Balance Sheets
December 31, 2012
December 31, 2011
As
As
Previously
Previously
Reported
As Adjusted
Reported
As Adjusted
(In thousands, except per share amount)

Prepaid expenses and other current assets
Deferred income taxes
Total current assets
Total assets
Income taxes payable
Total current liabilities
Deferred income taxes
Total liabilities
Retained earnings
Total shareholders’ equity
Total liabilities and shareholders’ equity

$ 125,425
$ 49,339
$ 963,848
$1,703,944
$ 15,854
$ 716,891
$ 62,982
$1,283,189
$ 148,368
$ 420,755
$1,703,944
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$ 145,624
$ 49,339
$ 984,047
$1,724,143
$ 61,325
$ 762,362
$ 62,982
$1,328,660
$ 123,096
$ 395,483
$1,724,143

$ 117,073
$ 55,615
$ 768,819
$1,446,209
$ 31,415
$ 548,689
$ 72,348
$ 886,021
$ 305,931
$ 560,188
$1,446,209

$ 134,605
$ 54,949
$ 785,685
$1,463,075
$ 62,283
$ 579,557
$ 70,390
$ 914,931
$ 293,887
$ 548,144
$1,463,075
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Condensed Consolidated Statements of Income
Three Months Ended
Nine Months Ended
September 30, 2012
September 30, 2012
As
As
Previously
Previously
Reported
As Adjusted
Reported
As Adjusted
(In thousands, except per share amount)

Income taxes
Net Income
Basic earnings per share
Diluted earnings per share

$ 39,518
$117,779
$
1.08
$
1.04
Year Ended
December 31, 2012
As Previously
Reported
As Adjusted

Income taxes
Net Income
Basic earnings per share
Diluted earnings per share

$
$
$
$

173,716
477,190
4.25
4.05

$ 45,424
$ 111,873
$
1.03
$
0.98

$134,257
$359,309
$
3.16
$
3.01

$ 141,811
$ 351,755
$
3.09
$
2.95

Year Ended
Year Ended
December 31, 2011
December 31, 2010
As Previously
As Previously
Reported
As Adjusted
Reported
As Adjusted
(In thousands, except per share amount)

$ 186,944
$ 463,962
$
4.13
$
3.94

$
$
$
$

147,201
412,578
3.51
3.30

$ 144,820
$ 414,959
$
3.53
$
3.32

$
$
$
$

80,880
299,215
2.51
2.37

$ 87,212
$ 292,883
$
2.46
$
2.32

Condensed Consolidated Statements of Comprehensive Income
Three Months Ended
Nine Months Ended
September 30, 2012
September 30, 2012
As
As
Previously
Previously
Reported
As Adjusted
Reported
As Adjusted
(In thousands)

Net Income
Total comprehensive income

$117,779
$124,081

$ 111,873
$ 118,175

$359,309
$360,493

$ 351,755
$ 352,939

Condensed Consolidated Statement of Cash Flows
Nine Months Ended
September 30, 2012
As
Previously
Reported
As Adjusted
(In thousands)

Net Income
Deferred income taxes
Income taxes

$359,309
$ (9,246)
$ 22,561

$ 351,755
$ (8,249)
$ 29,118

Venezuela
Currency restrictions enacted by the Venezuelan government have become more restrictive and have impacted the ability of the Company’s subsidiary in Venezuela,
Herbalife Venezuela, to timely obtain U.S. dollars in exchange for Venezuelan Bolivars, or Bolivars, at the official foreign exchange rate from the Venezuelan government and
its foreign exchange commission, CADIVI. The application and approval process continue to be delayed and the Company’s ability to timely obtain U.S. dollars at the official
exchange rate remains uncertain. In recent instances, the Company has been unsuccessful in obtaining U.S. dollars at the official rate and it remains uncertain whether the
Company’s current pending applications and future anticipated applications will be approved.
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In February 2013, the Venezuela government announced that it devalued its Bolivar currency and will eliminate the SITME regulated system. The SITME 5.3 Bolivars
per U.S. dollar rate was eliminated and the CADIVI rate has been devalued from 4.3 Bolivars to 6.3 Bolivars per U.S. dollar. This new CADIVI rate is approximately 16% less
favorable than the previously published 5.3 SITME rate. The Company recognized approximately $15.1 million of net foreign exchange losses within its condensed
consolidated statement of income during the first quarter of 2013, as a result of remeasuring the Company’s Bolivar denominated monetary assets and liabilities at this new
CADIVI rate of 6.3 Bolivars per U.S. dollar. The majority of these foreign exchange losses related to the approximately $16.9 million devaluation of Herbalife Venezuela’s
Bolivar denominated cash and cash equivalents. In March 2013, the Venezuelan government also announced they will introduce an additional complimentary exchange
mechanism known as SICAD. It is currently unknown whether Herbalife Venezuela will be able to access this new exchange mechanism and the Company is currently
assessing and monitoring the restrictions and exchange rates relating to this alternative mechanism.
During the nine months ended September 30, 2013, the Company also recognized $0.7 million of foreign exchange losses as a result of exchanging Bolivars for U.S.
dollars using alternative legal exchange mechanisms that were approximately 75% less favorable than the new CADIVI rate. During the nine months ended September 30,
2013, the Company exchanged 5.6 million Bolivars for $0.2 million U.S. dollars using these alternative legal exchange mechanisms. The Company did not exchange Bolivars
for U.S. dollars using these alternative legal exchange mechanisms during the three months ended June 30, 2013 or the three months ended September 30, 2013. As of
September 30, 2013, Herbalife Venezuela’s net monetary assets and liabilities denominated in Bolivars were approximately $146.7 million, and included approximately $150.1
million in Bolivar denominated cash and cash equivalents. These Bolivar denominated assets and liabilities were remeasured at the CADIVI rate. The Company remeasures its
Bolivars at the official published CADIVI rate given the limited availability of alternative exchange mechanisms and the uncertainty in the effective exchange rate for
alternative exchange mechanisms. These remeasured amounts, including cash and cash equivalents, being reported on the Company’s condensed consolidated balance sheet
using the published CADIVI rate may not accurately represent the amount of U.S. dollars that the Company could ultimately realize. While the Company continues to monitor
the exchange mechanisms and restrictions under CADIVI, and assess and monitor the current economic and political environment in Venezuela, there is no assurance that the
Company will be able to exchange Bolivars into U.S. dollars on a timely basis. Herbalife Venezuela’s net sales represented approximately 5% and 3% of the Company’s
consolidated net sales for the nine months ended September 30, 2013 and 2012, respectively, and its total assets represented approximately 9% and 7% of the Company’s
consolidated total assets as of September 30, 2013 and December 31, 2012, respectively. As of September 30, 2013 and December 31, 2012, the majority of its total assets
consisted of Bolivar denominated cash and cash equivalents.
See the Company’s 2012 10-K for further information on Herbalife Venezuela and Venezuela’s highly inflationary economy.
3. Inventories
Inventories consist primarily of finished goods available for resale. Inventories are stated at lower of cost (primarily on the first-in, first-out basis) or market. The
following are the major classes of inventory:
September 30,
2013

December 31,
2012
(In millions)

Raw materials
Work in process
Finished goods
Total

$

$

24.3
1.8
321.6
347.7

$

$

19.6
1.9
317.9
339.4

4. Long-Term Debt
Long-term debt consists of the following:
September 30,
2013

December 31,
2012
(In millions)

Borrowings under the senior secured credit facility
Capital leases
Total
Less: current portion
Long-term portion

$

$

950.0
0.1
950.1
75.1
875.0

$

$

487.5
0.1
487.6
56.3
431.3

On March 9, 2011, the Company entered into a $700.0 million senior secured revolving credit facility, or the Credit Facility, with a syndicate of financial institutions as
lenders and terminated its prior senior secured credit facility, or the Prior Credit Facility. The Credit Facility has a five year maturity and expires on March 9, 2016. Based on
the Company’s consolidated leverage ratio, U.S.
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dollar borrowings under the Credit Facility bear interest at either LIBOR plus the applicable margin between 1.50% and 2.50% or the base rate plus the applicable margin
between 0.50% and 1.50%. The base rate under the Credit Facility represents the highest of the Federal Funds Rate plus 0.50%, one-month LIBOR plus 1.00%, and the prime
rate offered by Bank of America. The Company, based on its consolidated leverage ratio, pays a commitment fee between 0.25% and 0.50% per annum on the unused portion of
the Credit Facility. The Credit Facility also permits the Company to borrow limited amounts in Mexican Peso and Euro currencies based on variable rates.
In March 2011, the Company used $196.0 million in U.S. dollar borrowings under the Credit Facility to repay all amounts outstanding under the Prior Credit Facility.
The Company incurred approximately $5.7 million of debt issuance costs in connection with the Credit Facility. These debt issuance costs were recorded as deferred financing
costs on the Company’s consolidated balance sheet and are being amortized over the term of the Credit Facility.
On July 26, 2012, the Company amended the Credit Facility to include a $500.0 million term loan with a syndicate of financial institutions as lenders, or the Term Loan.
The Term Loan is a part of the Credit Facility and is in addition to the Company’s current revolving credit facility. The Term Loan matures on March 9, 2016. The Company
will make regular scheduled payments for the Term Loan consisting of both principal and interest components. Based on the Company’s consolidated leverage ratio, the Term
Loan bears interest at either LIBOR plus the applicable margin between 1.50% and 2.50% or the base rate plus the applicable margin between 0.50% and 1.50% which are the
same terms as the Company’s revolving credit facility.
In July 2012, the Company used all $500.0 million of the borrowings under the Term Loan to pay down amounts outstanding under the Company’s revolving credit
facility. The Company incurred approximately $4.5 million of debt issuance costs in connection with the Term Loan. The debt issuance costs are recorded as deferred financing
costs on the Company’s consolidated balance sheet and will be amortized over the life of the Term Loan. On September 30, 2013 and December 31, 2012, the weighted average
interest rate for borrowings under the Credit Facility, including borrowings under the Term Loan, was 2.18% and 1.96%, respectively.
The Credit Facility requires the Company to comply with a leverage ratio and a coverage ratio. In addition, the 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, pay dividends,
repurchase its common shares, merge or consolidate and enter into certain transactions with affiliates. As of September 30, 2013 and December 31, 2012, the Company was
compliant with its debt covenants under the Credit Facility. The fair value of the outstanding borrowings on the Company’s revolving credit facility and Term Loan
approximated their carrying values as of September 30, 2013, due to their variable interest rates which reprice frequently and represent floating market rates. The fair value of
the outstanding borrowings on the Company’s revolving credit facility and Term Loan are determined by utilizing Level 2 inputs as defined in Note 12, Fair Value
Measurements, such as observable market interest rates and yield curves.
During the three months ended March 31, 2013, the Company borrowed an aggregate amount of $513.0 million and paid a total amount of $25.5 million under the
Credit Facility. During the three months ended June 30, 2013, the Company paid a total amount of $12.5 million and did not make any borrowings under the Credit Facility.
During the three months ended September 30, 2013, the Company borrowed an aggregate amount of $250.0 million and paid a total amount of $262.5 million under the Credit
Facility. As of September 30, 2013 and December 31, 2012, the U.S. dollar amount outstanding under the Credit Facility was $950.0 million and $487.5 million, respectively.
Of the $950.0 million U.S. dollar amount outstanding under the Credit Facility as of September 30, 2013, $450.0 million was outstanding on the Term Loan and $500.0 million
was outstanding on the revolving credit facility. Of the $487.5 million U.S. dollar amount outstanding under the Credit Facility as of December 31, 2012, $487.5 million was
outstanding on the Term Loan and no amounts were outstanding on the revolving credit facility. There were no outstanding foreign currency borrowings as of September 30,
2013 and December 31, 2012 under the Credit Facility.
As of September 30, 2013, the aggregate annual maturities of the Credit Facility were expected to be $18.8 million for remainder of 2013, $81.2 million for 2014, $100.0
million for 2015, and $750.0 million for 2016.
Interest expense was $6.7 million and $5.0 million for the three months ended September 30, 2013 and 2012, respectively, and $21.1 million and $12.4 million for the
nine months ended September 30, 2013 and 2012, respectively.
5. 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.
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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 governmental 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 assessment from the Mexican Tax Administration Service in an amount equivalent to approximately $87 million, translated
at the period ended spot rate, for various items, the majority of which was Value Added Tax, or VAT, allegedly owed on certain of the Company’s products imported into
Mexico during the years 2005 and 2006. This assessment is subject to interest and inflationary adjustments. On July 8, 2010, the Company initiated a formal administrative
appeal process. On May 13, 2011, the Mexican Tax Administration Service issued a resolution on the Company’s administrative appeal. The resolution nullified the assessment.
Since the Mexican Tax Administration Service can further review the tax audit findings and re-issue some or all of the original assessment, the Company commenced litigation
in the Tax Court of Mexico in August 2011 to dispute the assertions made by the Mexican Tax Administration Service in the case. The Mexican Tax Administration Service
filed a response which was received by the Company in April 2012. The response challenged the assertions that the Company made in its August 2011 filing. Litigation in this
case is currently ongoing.
Prior to the nullification of the Mexican Tax Administration Service assessment relating to the 2005 and 2006 years the Company entered into agreements with certain
insurance companies to allow for the potential issuance of surety bonds in support of its appeal of the assessment. Such surety bonds, if issued, would not affect the availability
of the Company’s Credit Facility. These arrangements with the insurance companies remain in place in the event that the assessment is re-issued.
The Mexican Tax Administration Service commenced audits of the Company’s Mexican subsidiaries for the period from January to September 2007 and on May 10,
2013, the Company received an assessment of approximately $22 million, translated at the period ended spot rate, related to that period. On July 11, 2013, the Company filed an
administrative appeal disputing the assessment. The Company has not recognized a loss as the Company does not believe a loss is probable.
The Mexican Tax Administration Service audited the Company’s Mexican subsidiaries for the 2011 year. The audit focused on importation and VAT issues. On June 25,
2013, the Mexican Tax Administration Service closed the audit of the 2011 year without any assessment.
The Company has not recognized a loss with respect to any of these Mexican matters as the Company, based on its 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 if the
assessment was re-issued or any additional assessments were to be issued for these or other periods. The Company believes that it has meritorious defenses if the assessment is
re-issued or would have meritorious defenses if any additional assessment is issued.
The Company received an assessment from the Spanish Tax Authority in an amount equivalent to approximately $4.3 million translated at the period ended spot rate, for
withholding taxes, interest and penalties related to payments to Spanish distributors for the 2003-2004 periods. The Company appealed the assessment to the National Appellate
Court (Audiencia Nacional). Based on the ruling of the National Appellate Court, substantially all of the assessment was nullified. The Company began withholding taxes on
payments to Spanish distributors for the 2012 year. If the Spanish Tax Authority raises the same issue in later years, the Company believes that it has meritorious defenses.
The Company has not recognized a loss as the Company does not believe a loss is probable. The Company is currently unable to reasonably estimate a possible loss or range of
loss that could result from an unfavorable outcome if additional assessments for other periods were to be issued.
The Company received a tax assessment in September 2009, from the Federal Revenue Office of Brazil in an amount equivalent to approximately $3.8 million U.S.
dollars, translated at the period ended spot rate, related to withholding/contributions based on payments to the Company’s distributors during 2004. The Company has appealed
this tax assessment to the Administrative Council of Tax Appeals (2nd level administrative appeal) as it believes it has meritorious defenses and it has not recognized a
loss as the Company does not believe a loss is probable. The Company is currently unable to reasonably estimate the amount of the loss that may result from an unfavorable
outcome if additional assessments for other periods were to be issued.
The Company received an order from a Rome Labor Court on behalf of the Social Security Authority on March 1, 2012, to pay an amount equivalent to approximately
$7.2 million U.S. dollars, translated at the period ended spot rate, for social contributions, interest and penalties related to payments to Italian distributors from 2002 through
2005. The Company has filed a writ with the Rome Labor Court appealing the order and the Social Security Authority filed a response brief. At a hearing on July 12, 2012, the
Social Security Authority announced its intention to withdraw their claim as well as the order to pay the assessment. A hearing on this matter was originally scheduled for
October 23, 2012 but it has been postponed and is rescheduled for June 26, 2014. The Company has not recognized a loss as the Company does not believe a loss is probable.
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 may reserve 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 its assessment, the Company may have to record additional expenses, when it becomes probable that an increased potential liability is warranted.
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6. Segment Information
The Company is a nutrition company that sells a wide range of weight management products, nutritional supplements and personal care products. The Company’s
products are manufactured by third party providers and by the Company in its Changsha, Hunan, China extraction facility, Suzhou, China facility and in its Lake Forest,
California facility, and then are sold to independent distributors who consume and sell Herbalife products to retail consumers or other distributors. Revenues reflect sales of
products by the Company to its distributors and are categorized based on geographic location.
As of September 30, 2013, the Company sold products in 88 countries throughout the world and was 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
Nine Months Ended
September 30,
September 30,
September 30,
September 30,
2013
2012
2013
2012
(In millions)

Net Sales:
Primary Reporting Segment
United States
Mexico
South Korea
Others
Total Primary Reporting Segment
China
Total Net Sales

$

$

Contribution Margin(1)(2):
Primary Reporting Segment
United States
Mexico
South Korea
Others
Total Primary Reporting Segment
China
Total Contribution Margin
Selling, general and administrative expenses(2)
Interest expense, net
Income before income taxes
Income taxes
Net Income

$

$

$

Net sales by product line:
Weight Management
Targeted Nutrition
Energy, Sports and Fitness
Outer Nutrition
Literature, promotional and other(3)
Total Net Sales

$

$

Net sales by geographic region:
North America
Mexico
South and Central America
EMEA
Asia Pacific
China
Total Net Sales

$

$
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223.6
141.2
111.5
600.5
1,076.8
136.7
1,213.5

$

90.7
65.1
57.8
265.7
479.3
122.6
601.9
409.7
4.7
187.5
45.5
142.0

$

772.9
280.7
65.5
36.4
58.0
1,213.5

$

228.7
141.2
241.2
181.7
284.0
136.7
1,213.5

$

$

$

$

$

$

202.9
127.5
109.3
499.8
939.5
77.4
1,016.9

$

91.0
54.9
53.9
215.5
415.3
69.7
485.0
324.2
3.5
157.3
45.4
111.9

$

635.9
237.4
54.8
34.2
54.6
1,016.9

$

208.8
127.5
167.5
147.5
288.2
77.4
1,016.9

$

$

$

$

$

$

681.5
419.8
333.5
1,798.3
3,233.1
323.3
3,556.4

$

284.9
187.7
169.4
797.2
1,439.2
288.9
1,728.1
1,174.6
15.7
537.8
133.8
404.0

$

2,262.7
815.1
188.9
112.4
177.3
3,556.4

$

697.6
419.8
683.1
537.6
895.0
323.3
3,556.4

$

$

$

$

$

$

625.5
364.0
314.9
1,497.2
2,801.6
211.4
3,013.0

280.0
147.8
150.9
659.6
1,238.3
190.3
1,428.6
926.9
8.1
493.6
141.8
351.8
1,884.5
703.3
155.4
108.6
161.2
3,013.0
644.2
364.0
485.6
463.1
844.7
211.4
3,013.0
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(1)
(2)
(3)

Contribution margin consists of net sales less cost of sales and royalty overrides.
Service fees to China independent service providers totaling $61.0 million and $34.4 million for the three months ended September 30, 2013 and 2012, respectively, and
totaling $145.7 million and $93.7 million for the nine months ended September 30, 2013 and 2012, respectively, are included in selling, general and administrative
expenses while distributor compensation for all other countries is included in contribution margin.
Product buybacks and returns in all product categories are included in the literature, promotional and other category.

As of September 30, 2013 and December 31, 2012, total assets for the Company’s Primary Reporting Segment were $2,145.6 million and $1,607.2 million, respectively.
Total assets for the China segment were $197.8 million and $116.9 million as of September 30, 2013 and December 31, 2012, respectively. As of September 30, 2013 and
December 31, 2012, goodwill allocated to the Company’s reporting units included in the Company’s Primary Reporting Segment was $102.4 million for both periods. Goodwill
allocated to the China segment was $3.1 million as of September 30, 2013 and December 31, 2012.
7. Share-Based Compensation
The Company has share-based compensation plans, which are more fully described in Note 9, Share-Based Compensation, to the Consolidated Financial Statements in
the 2012 10-K. During the nine months ended September 30, 2013, the Company granted stock awards subject to continued service, consisting of stock appreciation rights, or
SARs, and stock units with vesting terms fully described in the 2012 10-K. There were no stock options granted during the nine months ended September 30, 2013.
For the three months ended September 30, 2013 and 2012, share-based compensation expense amounted to $6.6 million and $8.4 million, respectively. For the nine
months ended September 30, 2013 and 2012, share-based compensation expense amounted to $21.9 million and $20.8 million, respectively. As of September 30, 2013, the total
unrecognized compensation cost related to all non-vested stock awards was $30.3 million and the related weighted-average period over which it is expected to be recognized is
approximately 1.1 years.
The following tables summarize the activity under all share-based compensation plans for the nine months ended September 30, 2013:

Stock Options & SARs

Awards
(In thousands)

Outstanding at December 31, 2012(2)(3)
Granted
Exercised
Forfeited
Outstanding at September 30, 2013(2)(3)

11,333
85
(10)
(28)
11,380

Exercisable at September 30, 2013(2)
(1)
(2)
(3)

7,590

Weighted
Average
Exercise
Price

$
$
$
$
$

Weighted
Average
Remaining
Contractual
Term

Aggregate
Intrinsic
Value(1)
(In millions)

28.62
35.46
9.07
44.23
28.65

5.9 years

$

119.1

5.1 years

$

467.9

$ 20.82

4.1 years

$

371.5

The intrinsic value is the amount by which the current market value of the underlying stock exceeds the exercise price of the stock awards.
Includes 1.5 million market condition SARs.
Includes 0.9 million market and performance condition SARs.

The weighted-average grant date fair value of SARs granted during the three months ended September 30, 2013 and 2012 was $0 and $16.54, respectively. The weightedaverage grant date fair value of SARs granted during the nine months ended September 30, 2013 and 2012 was $11.85 and $15.35, respectively. The total intrinsic value of stock
options and SARs exercised during the three months ended September 30, 2013 and 2012 was $0.1 million and $2.3 million, respectively. The total intrinsic value of stock
options and SARs exercised during the nine months ended September 30, 2013 and 2012 was $0.3 million and $96.6 million, respectively.
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Incentive Plan and Independent Directors Stock Units

Shares
(In thousands)

Outstanding and non-vested December 31, 2012
Granted
Vested
Forfeited
Outstanding and non-vested at September 30, 2013

321.6
7.6
(193.5)
(0.2)
135.5

Weighted
Average
Grant Date
Fair Value

$
$
$
$
$

11.70
35.63
13.84
53.60
9.91

The total vesting date fair value of stock units which vested during the three months ended September 30, 2013 and 2012, was $0.4 million and $1.1 million,
respectively. The total vesting date fair value of stock units which vested during the nine months ended September 30, 2013 and 2012, was $7.2 million and $24.1 million,
respectively.
The Company recognizes excess tax benefits associated with share-based compensation to shareholders’ equity only when realized. When assessing whether excess tax
benefits relating to share-based compensation have been realized, the Company follows the with-and-without approach. Under this approach, excess tax benefits related to
share-based compensation are not deemed to be realized until after the utilization of all other tax benefits available to the Company, which are also subject to applicable
limitations. As of September 30, 2013 and December 31, 2012, the Company had $29.1 million and $25.9 million, respectively, of unrealized excess tax benefits.
8. Income Taxes
Income taxes were $45.5 million and $133.8 million for the three and nine months ended September 30, 2013, as compared to $45.4 million and $141.8 million for the
same periods in 2012. The effective income tax rate was 24.3% and 24.9% for the three and nine months ended September 30, 2013, as compared to 28.9% and 28.7% for the
same periods in 2012. The decrease in the effective tax rate for the three and nine months ended September 30, 2013, as compared to the same periods in 2012, was primarily
due to an increase of net benefits from discrete events, principally related to the expiration of statute of limitations related to certain tax contingencies and tax planning items
related to certain income tax return filings, partially offset by the impact of changes in the geographic mix of the Company’s income.
As of September 30, 2013, the total amount of unrecognized tax benefits, including related interest and penalties was $33.1 million. If the total amount of unrecognized
tax benefits was recognized, $26.3 million of unrecognized tax benefits, $3.4 million of interest and $0.8 million of penalties would impact the effective tax rate.
The Company believes that it is reasonably possible that the amount of unrecognized tax benefits could decrease by up to approximately $9.8 million within the next
twelve months. Of this possible decrease, $6.8 million would be due to the settlement of audits or resolution of administrative or judicial proceedings. The remaining possible
decrease of $3.0 million would be due to the expiration of statute of limitations in various jurisdictions.
9. Derivative Instruments and Hedging Activities
Interest Rate Risk Management
The Company previously engaged in an interest rate hedging strategy for which the hedged transactions were the forecasted interest payments on the Credit Facility. The
hedged risk was the variability of forecasted interest rate cash flows, where the hedging strategy involved the purchase of interest rate swaps. These interest rate swaps expired
in July 2013 and the Company has not entered into new interest swap arrangements as of September 30, 2013.
During August 2009, the Company entered into four interest rate swap agreements with an effective date of December 31, 2009. The agreements collectively provided
for the Company to pay interest for less than a four-year period at a weighted average fixed rate of 2.78% on notional amounts aggregating to $140.0 million while receiving
interest for the same period at the one month LIBOR rate on the same notional amounts. As discussed above, these agreements expired in July 2013. These swaps at inception
were designated as cash flow hedges against the variability in the LIBOR interest rate on the Company’s term loan under the Prior Credit Facility or against the variability in the
LIBOR interest rate on the replacement debt. The Company’s term loan under the Prior Credit Facility was terminated in March 2011 and refinanced with the Credit Facility as
discussed further in Note 4, Long-Term Debt. Until their expiration in July 2013, the Company’s swaps were effective and were designated as cash flow hedges against the
variability in certain LIBOR interest rate borrowings under the Credit Facility at LIBOR plus 1.50% to 2.50%, fixing the Company’s weighted average effective rate on the
notional amounts at 4.28% to 5.28%. There was no hedge ineffectiveness recorded as result of this refinancing event.
16

Table of Contents
The Company assesses hedge effectiveness and measures hedge ineffectiveness at least quarterly. During the three and nine months ended September 30, 2013 and 2012,
the ineffective portion relating to these hedges was immaterial and the hedges remained effective until their expiration in July 2013 and as of December 31, 2012. Consequently,
all changes in the fair value of the derivatives were deferred and recorded in other comprehensive income (loss) until the related forecasted transactions were recognized in the
condensed consolidated statements of income. The fair value of the interest rate swap agreements were based on third-party quotes. At December 31, 2012, the Company
recorded the interest rate swaps as liabilities at their fair value of $2.0 million. No amount was recorded as of September 30, 2013 because the interest rate swaps had expired.
Foreign Currency Instruments
The Company also designates certain foreign currency derivatives, such as certain foreign currency forward and option contracts, as freestanding derivatives for which
hedge accounting does not apply. The changes in the fair market value of these freestanding derivatives are included in selling, general and administrative expenses in the
Company’s condensed consolidated statements of income. The Company uses foreign currency forward contracts to hedge foreign-currency-denominated intercompany
transactions and to partially mitigate the impact of foreign currency fluctuations. The Company also uses foreign currency option contracts to partially mitigate the impact of
foreign currency fluctuations. The fair value of the forward and option contracts are based on third-party quotes. The Company’s foreign currency derivative contracts are
generally executed on a monthly basis.
The Company designates as cash-flow hedges those foreign currency forward contracts it enters into to hedge forecasted inventory purchases and intercompany
management fees that are subject to foreign currency exposures. Forward contracts are used to hedge forecasted inventory purchases over specific months. Changes in the fair
value of these forward contracts, excluding forward points, designated as cash-flow hedges are recorded as a component of accumulated other comprehensive income
(loss) within shareholders’ equity, and are recognized in cost of sales in the condensed consolidated statement of income during the period which approximates the time the
hedged inventory is sold. The Company also hedges forecasted intercompany management fees over specific months. These contracts allow the Company to sell Euros in
exchange for U.S. dollars at specified contract rates. Changes in the fair value of these forward contracts designated as cash flow hedges are recorded as a component of
accumulated other comprehensive income (loss) within shareholders’ equity, and are recognized in selling, general and administrative expenses in the condensed consolidated
statement of income during the period when the hedged item and underlying transaction affect earnings.
As of September 30, 2013 and December 31, 2012, the aggregate notional amounts of all foreign currency contracts outstanding designated as cash flow hedges were
approximately $243.2 million and $256.9 million, respectively. At September 30, 2013, these outstanding contracts were expected to mature over the next twelve months. The
Company’s derivative financial instruments are recorded on the condensed consolidated balance sheet at fair value based on third-party quotes. As of September 30, 2013, the
Company recorded assets at fair value of $5.6 million and liabilities at fair value of $4.2 million relating to all outstanding foreign currency contracts designated as cash-flow
hedges. As of December 31, 2012, the Company recorded assets at fair value of $0.5 million and liabilities at fair value of $3.3 million relating to all outstanding foreign
currency contracts designated as cash-flow hedges. The Company assesses hedge effectiveness and measures hedge ineffectiveness at least quarterly. During the three and nine
months ended September 30, 2013 and 2012, the ineffective portion relating to these hedges was immaterial and the hedges remained effective as of September 30, 2013 and
December 31, 2012.
As of both September 30, 2013 and December 31, 2012, the majority of the Company’s outstanding foreign currency forward contracts had maturity dates of less than
twelve months, with the majority of freestanding derivatives expiring within one month. There were no foreign currency option contracts outstanding as of September 30, 2013
and December 31, 2012. See Part I, Item 3 — Quantitative and Qualitative Disclosures About Market Risk in this Quarterly Report on Form 10-Q for foreign currency
instruments outstanding as of September 30, 2013, where the Company had aggregate notional amounts of approximately $630.6 million of foreign currency contracts,
inclusive of freestanding contracts and contracts designated as cash flow hedges.
Gains and Losses on Derivative Instruments
The following table summarizes gains (losses) relating to derivative instruments recorded in other comprehensive income (loss) during the three and nine months ended
September 30, 2013 and 2012:
Amount of Gain (Loss) Recognized
in Other Comprehensive Income (Loss)
For the Three Months Ended
For the Nine Months Ended
September 30, 2013
September 30, 2012
September 30, 2013
September 30, 2012
(In millions)

Derivatives designated as hedging instruments:
Foreign exchange currency contracts relating to inventory and
intercompany management fee hedges
Interest rate swaps

$

0.2
—
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$
$

(2.8)
(0.2)

$

3.2
—

$
$

(3.0)
(0.6)
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The following table summarizes gains (losses) relating to derivative instruments recorded to income during the three and nine months ended September 30, 2013 and
2012:
Location of Gain
(Loss)
Recognized in Income

Derivatives designated as hedging instruments:
Foreign exchange currency contracts relating to inventory
hedges and intercompany management fee
hedges(1)
Derivatives not designated as hedging instruments:
Foreign exchange currency contracts

(1)

Amount of Gain (Loss)
Recognized in Income
For the Three Months Ended
For the Nine Months Ended
September 30, 2013
September 30, 2012
September 30, 2013
September 30, 2012
(In millions)

Selling, general and
administrative expenses

$

(1.4)

$

(0.7)

$

(4.0)

$

(0.6)

Selling, general and
administrative
expenses

$

8.8

$

(0.8)

$

3.6

$

(11.6)

For foreign exchange contracts designated as hedging instruments, the amounts recognized in income (loss) represent the amounts excluded from the assessment of hedge
effectiveness. There were no ineffective amounts recorded for derivatives designated as hedging instruments.

The following table summarizes gains (losses) relating to derivative instruments reclassified from accumulated other comprehensive loss into income during the three
and nine months ended September 30, 2013 and 2012:
Location of Gain
(Loss)
Reclassified
from Accumulated
Other Comprehensive
Loss into Income
(Effective Portion)

Derivatives designated as hedging instruments:
Foreign exchange currency contracts relating to inventory
hedges
Foreign exchange currency contracts relating to intercompany
management fee hedges
Interest rate swaps

Cost of sales
Selling, general and
administrative expenses
Interest expense, net

Amount of Gain (Loss) Reclassified
from Accumulated
Other Comprehensive
Loss into Income
For the Three Months Ended
For the Nine Months Ended
September 30, 2013

September 30, 2012
September 30, 2013
(In millions)

September 30, 2012

$

(1.1)

$

0.2

$

(3.2)

$

0.4

$
$

(0.2)
(0.2)

$
$

1.5
(0.9)

$
$

(0.3)
(2.0)

$
$

4.0
(2.7)

The Company reports its derivatives at fair value as either assets or liabilities within its condensed consolidated balance sheet. See Note 12,Fair Value Measurements,
for information on derivative fair values and their condensed consolidated balance sheet location as of September 30, 2013 and December 31, 2012.
10. Shareholders’ Equity
Dividends
The declaration of future dividends is subject to the discretion of the Company’s board of directors and will depend upon various factors, including its earnings, financial
condition, restrictions imposed by the Credit Facility and the terms of any other indebtedness that may be outstanding, cash requirements, future prospects and other factors
deemed relevant by its board of directors. The Credit Facility permits payments of dividends as long as no default or event of default exists and the consolidated leverage ratio
specified in the Credit Facility is not exceeded.
On February 19, 2013, the Company announced that its board of directors approved a cash dividend of $0.30 per common share in an aggregate amount of $30.9
million that was paid to shareholders on March 19, 2013. On April 29, 2013, the Company announced that its board of directors approved a cash dividend of $0.30 per
common share in an aggregate amount of $30.9 million that was paid to shareholders on May 28, 2013. On July 29, 2013, the Company announced that its board of directors
approved a cash dividend of $0.30 per common share in an aggregate amount of $30.8 million that was paid to shareholders on August 27, 2013.
The aggregate amounts of dividends declared and paid during the three months ended September 30, 2013 and 2012 were $30.8 million and $32.4 million, respectively.
The aggregate amount of dividends declared and paid during the nine months ended September 30, 2013 and 2012 were $92.6 million and $102.7 million, respectively.
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Share Repurchases
On July 30, 2012, the Company announced that its board of directors authorized a new $1 billion share repurchase program that will expire on June 30, 2017. This share
repurchase program allows the Company to repurchase its common shares, at such times and prices as determined by the Company’s management as market conditions warrant,
and to the extent Herbalife Ltd.’s distributable reserves are available under Cayman Islands law. The Credit Facility permits the Company to repurchase its common shares as
long as no default or event of default exists and the consolidated leverage ratio specified in the Credit Facility is not exceeded.
During the three months ended March 31, 2013, the Company repurchased approximately 4.0 million of its common shares through open market purchases at an
aggregate cost of approximately $162.4 million or an average cost of $40.61 per share. The Company did not repurchase any common shares in the open market during the
three months ended June 30, 2013. During the three months ended September 30, 2013, the Company repurchased approximately 1.7 million of its common shares through
open market purchases at an aggregate cost of approximately $110.0 million or an average cost of $63.85 per share. As of September 30, 2013, the remaining authorized
capacity under the Company’s share repurchase program was $677.6 million.
The Company reflects the aggregate purchase price of its common shares repurchased as a reduction to shareholders’ equity. The Company allocated the purchase price
of the repurchased shares as a reduction to retained earnings, common shares and additional paid-in-capital.
The number of shares issued upon vesting or exercise for certain restricted stock units and SARs granted pursuant to the Company’s share-based compensation plans is
net of the minimum statutory withholding requirements that the Company pays on behalf of its employees. Although shares withheld are not issued, they are treated as common
share repurchases in the Company’s consolidated financial statements, as they reduce the number of shares that would have been issued upon vesting. These shares do not count
against the authorized capacity under the Company’s share repurchase program described above.
Accumulated Other Comprehensive Income (Loss)
The following table summarizes changes in accumulated other comprehensive income (loss) during the nine months ended September 30, 2013:
Changes in Accumulated Other Comprehensive
Income (Loss) by Component
Nine Months Ended September 30, 2013
Foreign
Currency
Unrealized
Translation
Gain (Loss) on
Adjustments
Derivatives
(In millions)

Beginning Balance
Other comprehensive income (loss) before reclassifications, net of tax
Amounts reclassified from accumulated other comprehensive income
(loss) to income, net of tax(1)
Total other comprehensive income (loss), net of reclassifications
Ending balance
(1)

$

$

(28.8)
(2.9)
—
(2.9)
(31.7)

$

$

Total

(2.9)
2.5

$ (31.7)
(0.4)

4.7
7.2
4.3

4.7
4.3
$ (27.4)

See Note 9, Derivative Instruments and Hedging Activities, for information regarding the location in the condensed consolidated statements of income of gains (losses)
reclassified from accumulated other comprehensive income (loss) into income during the three and nine months ended September 30, 2013.

Other comprehensive income (loss) before reclassifications was net of tax benefits of $3.6 million and tax expense of $0.7 million for foreign currency translation
adjustments and unrealized gain (loss) on derivatives, respectively, for the nine months ended September 30, 2013. Amounts reclassified from accumulated other
comprehensive income (loss) to income was net of tax expense of $0.8 million for unrealized gain (loss) on derivatives for the nine months ended September 30, 2013.
11. Earnings Per Share
Basic earnings per share represents net income for the period common shares were outstanding, divided by the weighted average number of common shares outstanding
for the period. Diluted earnings per share represents net income divided by the weighted average number of common shares outstanding, inclusive of the effect of dilutive
securities such as outstanding stock options, SARs, stock units and warrants.
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The following are the common share amounts used to compute the basic and diluted earnings per share for each period:
For the Three Months
For the Nine Months
Ended September 30,
Ended September 30,
2013
2012
2013
2012
(in thousands)

Weighted average shares used in basic computations
Dilutive effect of exercise of equity grants outstanding
Dilutive effect of warrants
Weighted average shares used in diluted computations

102,200
5,577
—
107,777

108,816
4,830
—
113,646

103,096
4,663
—
107,759

113,838
5,485
53
119,376

There were an aggregate of 0.9 million and 3.6 million of equity grants that were outstanding during the three and nine months ended September 30, 2013, respectively,
and an aggregate of 4.0 million and 2.6 million of equity grants that were outstanding during the three and nine months ended September 30, 2012, respectively, consisting of
stock options, SARs, and stock units, but were not included in the computation of diluted earnings per share because their effect would be anti-dilutive or the market condition
for the award has not been satisfied.
12. Fair Value Measurements
The Company applies the provisions of FASB ASC Topic 820, Fair Value Measurements and Disclosures, or ASC 820, for its financial and non-financial assets and
liabilities. ASC 820 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. ASC 820 establishes a fair value hierarchy, which prioritizes the inputs used in measuring fair value into three broad levels as follows:
Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the reporting entity has the ability to access at the measurement
date.
Level 2 inputs include quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets or liabilities in markets that are not
active, inputs other than quoted prices that are observable for the asset or liability and inputs that are derived principally from or corroborated by observable market data
by correlation or other means.
Level 3 inputs are unobservable inputs for the asset or liability.
The Company measures certain assets and liabilities at fair value as discussed throughout the notes to its consolidated financial statements. Foreign exchange currency
contracts and interest rate swaps are valued using standard calculations and models. Foreign exchange currency contracts are valued primarily based on inputs such as
observable forward rates, spot rates and foreign currency exchange rates at the reporting period ended date. Interest rate swaps are valued primarily based on inputs such as
LIBOR and swap yield curves at the reporting period ended date. Assets or liabilities that have recurring measurements and are measured at fair value consisted of Level 2
derivatives and are shown below at their gross values at September 30, 2013, and December 31, 2012:
Fair Value Measurements at Reporting Date

Derivative Balance
Sheet
Location

Significant
Other
Observable
Inputs
(Level 2)
Fair Value at
September 30,
2013

Significant
Other
Observable
Inputs
(Level 2)
Fair Value at
December 31,
2012
(in millions)

ASSETS:
Derivatives designated as cash flow hedging instruments:
Foreign exchange currency contracts relating to inventory and
intercompany management fee hedges
Derivatives not designated as cash flow hedging instruments:
Foreign exchange currency contracts

Prepaid expenses and other
current assets
Prepaid expenses and other
current assets
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$

5.6

$

0.5

$
$

4.9
10.5

$
$

0.7
1.2
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Significant
Significant
Other
Other
Observable
Observable
Inputs
Inputs
(Level 2)
(Level 2)
Fair Value at
Fair Value at
September 30,
December 31,
2013
2012
(in millions)

Derivative Balance
Sheet
Location

LIABILITIES:
Derivatives designated as cash flow hedging instruments:
Foreign exchange currency contracts relating to inventory and intercompany
management fee hedges
Interest rate swaps
Derivatives not designated as hedging instruments:
Foreign exchange currency contracts

Accrued expenses
Accrued expenses

$

4.2
—

$
$

3.3
2.0

Accrued expenses

$
$

0.5
4.7

$
$

1.3
6.6

The Company’s deferred compensation plan assets consist of Company owned life insurance policies. As these policies are recorded at their cash surrender value, they
are not required to be included in the fair value table above. See Note 6, Employee Compensation Plans, to the Company’s 2012 10-K for a further description of its deferred
compensation plan assets.
The following tables summarize the offsetting of the fair values of the Company’s derivative assets and derivative liabilities for presentation in the Company’s condensed
consolidated balance sheet at September 30, 2013 and December 31, 2012:
Offsetting of Derivative Assets
Gross
Amounts of
Recognized
Assets

Gross
Amounts
Offset in the
Balance Sheet
(In millions)

September 30, 2013
Foreign exchange currency contracts
Total

$
$

10.5
10.5

$
$

(4.2)
(4.2)

December 31, 2012
Foreign exchange currency contracts
Total

$
$

1.2
1.2

$
$

(1.2)
(1.2)

Net Amounts
of Assets
Presented in
the Balance
Sheet

$
$

6.3
6.3
—
—

Offsetting of Derivative Liabilities

September 30, 2013
Foreign exchange currency contracts
Total
December 31, 2012
Foreign exchange currency contracts
Interest rate swaps
Total

Net Amounts
of Liabilities
Presented in
the Balance
Sheet

Gross
Amounts of
Recognized
Liabilities

Gross
Amounts
Offset in the
Balance Sheet
(In millions)

$
$

4.7
4.7

$
$

(4.2)
(4.2)

$
$

0.5
0.5

$

4.6
2.0
6.6

$

(1.2)
—
(1.2)

$

3.4
2.0
5.4

$

$

$

The Company offsets all of its derivative assets and derivative liabilities in its condensed consolidated balance sheet to the extent it maintains master netting
arrangements with related financial institutions. As of September 30, 2013 and December 31, 2012, all of the Company’s derivatives were subject to master netting
arrangements and no collateralization was required for the Company’s derivative assets and derivative liabilities.
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13. Professional Fees and Other Expenses
In late 2012, a hedge fund manager publicly raised allegations regarding the legality of the Company’s network marketing program and announced that the hedge fund
manager had taken a significant short position regarding the Company’s common shares, leading to intense public scrutiny and significant stock price volatility. The Company
believes that the hedge fund manager’s allegations are inaccurate and misleading. The Company has engaged legal and advisory firms to assist with responding to the
allegations and to perform other related services in connection to these recent events. The Company recognizes the related expenses as a part of selling, general & administrative
expenses within its consolidated statement of income. For the three and nine months ended September 30, 2013, the Company recorded approximately $6.3 million and $23.8
million, respectively, of professional fees and other expenses related to this matter.
Of the approximately $6.3 million and $23.8 million in expenses incurred during the three and nine months ended September 30, 2013, respectively, discussed above,
approximately $1.5 million and $4.5 million, respectively, were recognized for advisory retainer fees. The minimum guaranteed retainer fees were approximately $5.5 million as
of September 30, 2013 and the expense recognition of these fees could accelerate based on certain conditions.
The Company also had a cash settlement liability award, or the Liability Award, outstanding as of September 30, 2013, which is tied to the Company’s stock price and
which only vests if certain conditions are met relating to the above matter. The fair value of the Liability Award will be revalued each quarter until settlement and the Company
will recognize and adjust the expense over the expected requisite service period. The expense recognized during the three and nine months ended September 30, 2013, relating
to the Liability Award was approximately $1.0 million and $2.3 million, respectively, and are included in the approximately $6.3 million and $23.8 million expense described
above. The remaining unrecognized expense relating to the Liability Award was approximately $3.6 million as of September 30, 2013, based on the fair value of the Liability
Award as of that date. The recognition of the unrecognized expense relating to the Liability Award could accelerate and change based on certain conditions.
14. Subsequent Events
On October 28, 2013, the Company announced that its board of directors approved a cash dividend of $0.30 per common share, payable on November 26, 2013 to
shareholders of record as of November 12, 2013.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview
We are a leading global nutrition company that sells weight management products, nutritional supplements, energy, sports & fitness products and personal care products
utilizing network marketing distribution. As of September 30, 2013, we sold our products to and through a network of 3.6 million distributors, which include approximately
0.2 million China sales representatives, sales officers, and independent service providers, many of whom are simply discount customers. In China, we currently sell our products
through retail stores, sales representatives, sales officers and independent service providers. The Company is in the process of changing its terminology to identify “distributors”
as “members”, and those members who participate in the business opportunity our network marketing program presents, as “sales leaders”.
We pursue our mission of “changing people’s lives” by providing high quality, science-based products to distributors and their customers who seek a healthy lifestyle
and we also offer a financially rewarding business opportunity to those distributors who seek part time or full time income. We believe the global obesity epidemic has made
our quality products more relevant and the effectiveness of our distribution network, coupled with geographic expansion, have been the primary reasons for our success
throughout our 33-year operating history. As of September 30, 2013, we sold our products in 88 countries.
Our products are grouped in four principal categories: weight management; targeted nutrition; energy, sports & fitness; and Outer Nutrition, along with literature and
promotional items. Our products are often sold through a series of related products and literature designed to simplify weight management and nutrition for consumers and
maximize our distributors’ cross-selling opportunities.
Industry-wide factors that affect us and our competitors include the global obesity epidemic and the aging of the worldwide population, which are driving demand for
weight management, nutrition and wellness-related products along with the global increase in under employment and unemployment which can affect the recruitment and
retention of distributors seeking part time or full time income opportunities.
While we continue to monitor the current global financial environment, we remain focused on the opportunities and challenges in retailing of our products, recruiting and
retaining distributors, improving distributor productivity, opening new markets, further penetrating existing markets, globalizing successful Distributor Methods of Operation,
or DMOs, such as Nutrition Clubs and Weight Loss Challenges, introducing new products and globalizing existing products, developing niche market segments and further
investing in our infrastructure. Management also continues to monitor the Venezuelan market and especially the limited ability to repatriate cash.
We report revenue from our six regions:
•

North America;

•

Mexico;

•

South and Central America;

•

EMEA, which consists of Europe, the Middle East and Africa;

•

Asia Pacific (excluding China); and

•

China.

Volume Points by Geographic Region
A key non-financial measure we focus on is Volume Points on a Royalty Basis, or Volume Points, which is essentially our weighted average measure of product sales
volume. Volume Points, which are unaffected by exchange rates or price changes, are used by management as a proxy for sales trends because in general, an increase in Volume
Points in a particular geographic region or country indicates an increase in our local currency net sales while a decrease in Volume Points in a particular geographic region or
country indicates a decrease in our local currency net sales.
We assign a Volume Point value to a product when it is first introduced into a market and the value is unaffected by subsequent exchange rate and price changes. The
specific number of Volume Points assigned to a product, and generally consistent across all markets, is based on a Volume Point to suggested retail price ratio for similar
products. If a product is available in different quantities, the various sizes will have different Volume Point values. In general, once assigned, a Volume Point value is consistent
in each region and country and does not change from year to year. The reason Volume Points are used in the manner described above is that we use Volume Points for
distributor qualification and recognition purposes and therefore we attempt to keep Volume Points for a similar or like product consistent on a global basis. However, because
Volume Points are a function of value rather than product type or size, they are not a reliable measure for product mix. As an example, an increase in Volume Points in a
specific country or region could mean a significant increase in sales of less expensive products or a marginal increase in sales of more expensive products.
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Three Months Ended September 30,
Nine Months Ended September 30,
2013
2012
% Change
2013
2012
% Change
(Volume Points in millions)

North America
Mexico
South & Central America
EMEA
Asia Pacific (excluding China)
China
Worldwide

314.0
219.4
245.2
173.5
296.2
97.4
1,345.7

287.4
211.2
186.0
145.5
305.6
57.1
1,192.8

9.3%
3.9%
31.8%
19.2%
(3.1%)
70.6%
12.8%

963.0
645.6
687.6
514.1
933.0
230.9
3,974.2

890.8
606.5
517.9
445.9
893.2
156.0
3,510.3

8.1%
6.4%
32.8%
15.3%
4.5%
48.0%
13.2%

Average Active Sales Leaders by Geographic Region
With the continued expansion of daily consumption DMOs in our different markets and our objective to improve distributor retention, we believe the Average Active
Sales Leader is a useful metric. It represents the monthly average number of sales leaders that place an order, including orders of non-sales leader distributors in their downline
sales organization, during a given period. We rely on this metric as an indication of the engagement level of sales leaders in a given region. Changes in the Average Active Sales
Leader metric may be indicative of potential for changes in annual retention levels and future sales growth.
Three Months Ended September 30,
2013
2012
% Change

North America
Mexico
South & Central America
EMEA
Asia Pacific (excluding China)
China
Worldwide(1)
(1)

74,085
64,633
60,007
50,720
72,886
15,882
326,797

67,826
60,123
46,466
44,861
66,433
12,692
288,397

Nine Months Ended September 30,
2013
2012
% Change

9.2%
7.5%
29.1%
13.1%
9.7%
25.1%
13.3%

71,573
62,596
55,557
48,274
70,792
13,939
311,739

65,395
56,256
43,015
43,055
61,156
11,391
270,230

9.4%
11.3%
29.2%
12.1%
15.8%
22.4%
15.4%

Worldwide average active sales leaders may not equal the sum of the average active sales leaders in each region due to the calculation being an average of sales leaders
active in a period, not a summation, and the fact that some sales leaders are active in more than one region but are counted only once in the worldwide amount.

Number of Sales Leaders and Retention Rates by Geographic Region as of Re-qualification Period
Our compensation system requires each sales leader to re-qualify for such status each year, prior to February, in order to maintain their 50% discount on products and be
eligible to receive royalty payments. In February of each year, we demote from the rank of sales leader those distributors who did not satisfy the re-qualification requirements
during the preceding twelve months. The re-qualification requirement does not apply to new sales leaders (i.e. those who became sales leaders subsequent to the January requalification of the prior year).
Sales Leaders Statistics (Excluding China)

2013
2012
(In thousands)

January 1 total sales leaders
January & February new sales leaders
Demoted sales leaders (did not re-qualify)
Other sales leaders (resigned, etc)
End of February total sales leaders

583.1
37.1
(182.8)
(1.3)
436.1

501.3
34.8
(151.3)
(0.8)
384.0

The distributor statistics below further highlight the calculation for retention.
Sales Leaders Retention (Excluding China)

2013

2012
(In thousands)

Sales leaders needed to re-qualify
Demoted sales leaders (did not re-qualify)
Total re-qualified

379.6
(182.8)
196.8

Retention rate

51.8%
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The table below reflects the number of sales leaders as of the end of February of the year indicated (subsequent to the annual re-qualification date) and sales leader
retention rate by year and by region.
Number of Sales Leaders
2013
2012

North America
Mexico
South & Central America
EMEA
Asia Pacific (excluding China)
Total Sales Leaders
China
Worldwide Total Sales Leaders

86,469
78,453
79,351
57,071
134,714
436,058
30,304
466,362

79,150
67,959
65,653
55,121
116,158
384,041
26,262
410,303

Sales Leaders Retention Rate
2013
2012

54.7%
57.6%
53.6%
60.7%
40.1%
51.8%

51.1%
59.2%
55.7%
61.5%
40.2%
52.0%

Sales leaders purchase most of our products for resale to other distributors and consumers. The number of sales leaders by geographic region as of the quarterly reporting
dates will normally be higher than the number of sales leaders by geographic region as of the re-qualification period because sales leaders who do not re-qualify during the
relevant twelve-month period will be removed from the rank of sales leader the following February. Comparisons of sales leader totals on a year-to-year basis are indicators of
our recruitment and retention efforts in different geographic regions.
We provide distributors with products, support materials, training, special events and a competitive compensation program. If a distributor wants to pursue the Herbalife
business opportunity, the distributor is responsible for growing his or her business and personally pays for the sales activities related to attracting new customers and recruiting
distributors. Activities may include hosting events such as Herbalife Opportunity Meetings or Success Training Seminars; advertising Herbalife’s products; purchasing and
using promotional materials such as t-shirts, buttons and caps; utilizing and paying for direct mail and print material such as brochures, flyers, catalogs, business cards, posters
and banners and telephone book listings; purchasing inventory for sale or use as samples; and training and mentoring customers and recruits on how to use Herbalife products
and/or pursue the Herbalife business opportunity.
Presentation
“Retail sales” represent the suggested retail price of products we sell to our distributors and is the gross sales amount reflected on our invoices. This is not the price paid
to us by our distributors. Our distributors purchase product from us at a discount from the suggested retail price. We refer to these discounts as “Distributor Allowance”, and we
refer to retail sales less distributor allowances as “Product Sales”.
Distributor allowances are stated percentages of up to 50% of suggested retail sales prices. Distributor allowances as a percentage of retail sales may vary by country
depending upon regulatory restrictions that limit or otherwise restrict distributor allowances. We also offer reduced distributor allowances with respect to certain products
worldwide. Each distributor’s level of discount is determined by qualification based on volume of purchases. In cases where a distributor has qualified for less than the
maximum discount, the remaining discount, which we also refer to as a wholesale commission, is received by their sponsoring distributors. Therefore, product sales are
recognized net of product returns and distributor allowances. See Critical Accounting Policies below for further discussion of product returns and distributor allowances.
“Net Sales” equal product sales plus “shipping and handling revenues”, and generally represents what we collect.
We do not have visibility to all of the sales from our independent distributors to their customers, but such a figure would differ from our reported “retail sales” by factors
including (a) the amount of product purchased by our distributors for their own personal consumption and (b) prices charged by our distributors to their customers other than our
suggested retail prices. We discuss retail sales because of its fundamental role in our systems, internal controls and operations, including its role as the basis upon which
distributor discounts, royalties and bonuses are awarded. In addition, it is used as the basis for certain information included in daily and monthly reports reviewed by our
management. However, such a measure is not in accordance with U.S. generally accepted accounting principles, or U.S. GAAP. Retail sales should not be considered in
isolation from, nor as a substitute for, net sales and other consolidated income or cash flow statement data prepared in accordance with U.S. GAAP, or as a measure of
profitability or liquidity. A reconciliation of retail sales to net sales is presented below under Results of Operations.
Our international operations have provided and will continue to provide a significant portion of our total net sales. As a result, total net sales will continue to be affected
by fluctuations in the U.S. dollar against foreign currencies. In order to provide a framework for assessing how our underlying businesses performed excluding the effect of
foreign currency fluctuations, in addition to comparing the percent change in net sales from one period to another in U.S. dollars, we also compare the percent change in net sales
from one period to another period using “net sales in local currency”. Net sales in local currency is not a U.S. GAAP financial measure. Net sales in local currency removes
from net sales in U.S. dollars the impact of changes in exchange rates between the U.S. dollar and the
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functional currencies of our foreign subsidiaries, by translating the current period net sales into U.S. dollars using the same foreign currency exchange rates that were used to
translate the net sales for the previous comparable period. We believe presenting net sales in local currency is useful to investors because it allows a meaningful comparison of
net sales of our foreign operations from period to period. However, net sales in local currency measures should not be considered in isolation or as an alternative to net sales in
U.S. dollars measures that reflect current period exchange rates, or to other financial measures calculated and presented in accordance with U.S. GAAP.
Our “gross profit” consists of net sales less “cost of sales,” which represents our manufacturing costs, the price we pay to our raw material suppliers and manufacturers
of our products as well as shipping and handling costs including duties, tariffs, and similar expenses.
While all distributors can potentially profit from their activities by reselling our products for amounts greater than the prices they pay us, distributors that develop, retain,
and manage other distributors can earn additional compensation for those activities, which we refer to as “Royalty overrides.” Royalty overrides are our most significant
operating expense and consist of:
•

royalty overrides and production bonuses which total up to approximately 15% and 7%, respectively, of the retail sales of weight management, targeted nutrition,
energy, sports & fitness, Outer Nutrition and promotional products;

•

the Mark Hughes bonus payable to some of our most senior distributors in the aggregate amount of up to 1% of retail sales of weight management, targeted
nutrition, energy, sports & fitness, Outer Nutrition and promotional products; and

•

other discretionary incentive cash bonuses to qualifying distributors.

Royalty overrides provide potential earnings to distributors of up to 23% of retail sales or approximately up to 33% of our net sales. Royalty overrides are compensation
to distributors for the development, retention and improved productivity of their sales organizations and are paid to several levels of distributors on each sale. Royalty overrides
are compensation for services rendered to the Company and as such are recorded as an operating expense.
Due to restrictions on direct selling in China, our independent service providers in China are compensated with service fees instead of the distributor allowances and
royalty overrides utilized in our traditional marketing program. Compensation to China independent service providers is included in selling, general and administrative
expenses.
Because of local country regulatory constraints, we may be required to modify our distributor incentive plans as described above. We also pay reduced royalty overrides
with respect to certain products worldwide. Consequently, the total royalty override percentage may vary over time and from the percentages noted above.
Royalty overrides together with distributor allowances of up to 50% of suggested retail sales prices represent the potential earnings to our distributors of up to
approximately 73% of retail sales.
Our “contribution margins” consist of net sales less cost of sales and royalty overrides.
“Selling, general and administrative expenses” represent our operating expenses, which include labor and benefits, sales events, professional fees, travel and
entertainment, distributor promotions, occupancy costs, communication costs, bank fees, depreciation and amortization, foreign exchange gains and losses and other
miscellaneous operating expenses.
Most of our sales to distributors outside the United States are made in the respective local currencies. In preparing our financial statements, we translate revenues into
U.S. dollars using average exchange rates. Additionally, the majority of our purchases from our suppliers generally are made in U.S. dollars. Consequently, a strengthening of
the U.S. dollar versus a foreign currency can have a negative impact on our reported sales and contribution margins and can generate foreign currency losses on intercompany
transactions. Foreign currency exchange rates can fluctuate significantly. From time to time, we enter into foreign exchange forward and option contracts to partially mitigate
our foreign currency exchange risk as discussed in further detail in Part I, Item 3 — Quantitative and Qualitative Disclosures about Market Risk.
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Summary Financial Results
Net sales for the three and nine months ended September 30, 2013 were $1,213.5 million and $3,556.4 million, respectively. Net sales increased $196.7 million, or
19.3%, and $543.4 million, or 18.0%, for the three and nine months ended September 30, 2013, respectively, as compared to the same periods in 2012. In local currency, net
sales for the three and nine months ended September 30, 2013 increased 20.5% and 18.5%, respectively, as compared to the same periods in 2012. The increase in net sales was
primarily due to the continued successful adoption and operation of daily consumption DMOs; increased distributor engagement and an increase in average active sales leaders;
branding activities; and increased distributor recruiting.
Net income for the three and nine months ended September 30, 2013 was $142.0 million, or $1.32 per diluted share, and $404.0 million, or $3.75 per diluted share,
respectively. Net income increased $30.1 million, or 26.9%, and $52.2 million, or 14.8%, for the three and nine months ended September 30, 2013, respectively, as compared to
the same periods in 2012. The increase for the three and nine months ended September 30, 2013 was primarily due to higher contribution margin driven by the sales growth
discussed above partially offset by higher selling, general and administrative expenses to support the growth of our business and for the legal and advisory services described
below and higher interest expense.
Net income for the three and nine months ended September 30, 2013 included approximately $6.3 million and $23.8 million, respectively, pre-tax unfavorable impact
($5.5 million and $20.6 million, respectively, post-tax) related to legal and advisory services and other expenses for the Company’s response to allegations and other negative
information put forward in the marketplace by a hedge fund manager which started in late 2012 and approximately $6.2 million and $9.6 million, respectively, pre-tax
unfavorable impact ($4.6 million and $7.3 million, respectively, post-tax) related to expenses for the re-audit of the Company’s 2010 to 2012 financial statements (See Selling,
General and Administrative Expenses below for further discussion). Net income for the nine months ended September 30, 2013 also included a $15.1 million pre-tax
unfavorable impact ($8.3 million post-tax) related to the Venezuela Bolivar devaluation (See Liquidity and Capital Resources — Working Capital and Operating Activities
below for further discussion of currency exchange rate issues in Venezuela). The income tax impact of the expenses discussed above is based on forecasted items affecting the
Company’s 2013 full year effective tax rate. Adjustments to forecasted items unrelated to these expenses may have an effect on the income tax impact of these items in
subsequent periods.
Results of Operations
Our results of operations for the periods below are not necessarily indicative of results of operations for the full year or future periods, which depend upon numerous
factors, including our ability to recruit new distributors and retain existing distributors, open new markets, further penetrate existing markets, introduce new products and
programs that will help our distributors increase their retail efforts and develop niche market segments.
The following table sets forth selected results of our operations expressed as a percentage of net sales for the periods indicated:
Three Months Ended
September 30,
September 30,
2013
2012

Operations:
Net sales
Cost of sales
Gross profit
Royalty overrides(1)
Selling, general and administrative expenses(1)
Operating income
Interest expense, net
Income before income taxes
Income taxes
Net income
(1)

100.0%
19.6
80.4
30.8
33.8
15.8
0.4
15.4
3.7
11.7%

100.0%
19.8
80.2
32.5
31.9
15.8
0.3
15.5
4.5
11.0%

Nine Months Ended
September 30,
September 30,
2013
2012

100.0%
20.0
80.0
31.4
33.0
15.6
0.4
15.2
3.8
11.4%

100.0%
20.0
80.0
32.6
30.7
16.7
0.3
16.4
4.7
11.7%

Service fees to our independent service providers in China are included in selling, general and administrative expenses while distributor compensation for all other
countries is included in royalty overrides.
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Net Sales
The following chart reconciles retail sales to net sales:
Sales by Geographic Region
Three Months Ended September 30,
2013

Retail
Sales

North America(1)
Mexico(1)
South & Central America
EMEA
Asia Pacific
China
Worldwide

Distributor
Allowance

Product
Sales

2012
Shipping
&
Handling
Revenues

Net
Sales

Retail
Distributor
Sales
Allowance
(Dollars in millions)

Product
Sales

$ 378.4 $ (172.2) $ 206.2 $ 22.5 $ 228.7 $ 331.9 $ (158.5) $
240.2
(111.5)
128.7
12.5
141.2
206.0
(100.5)
375.7
(178.4)
197.3
43.9
241.2
280.9
(137.5)
293.5
(141.6)
151.9
29.8
181.7
240.4
(116.8)
433.3
(191.0)
242.3
41.7
284.0
449.5
(203.3)
161.6
(25.0)
136.6
0.1
136.7
92.8
(15.4)
$1,882.7 $ (819.7) $1,063.0 $ 150.5 $1,213.5 $1,601.5 $ (732.0) $

Shipping
&
Handling
Revenues

Net
Sales

173.4 $ 35.4 $ 208.8
105.5
22.0
127.5
143.4
24.1
167.5
123.6
23.9
147.5
246.2
42.0
288.2
77.4
—
77.4
869.5 $ 147.4 $1,016.9

Change in
Net Sales

9.5%
10.7%
44.0%
23.2%
(1.5)%
76.6%
19.3%

Nine Months Ended September 30,
2013

Retail
Sales

North America(1)
Mexico(1)
South & Central America
EMEA
Asia Pacific
China
Worldwide
(1)

Distributor
Allowance

Product
Sales

2012
Shipping
&
Handling
Revenues

Net
Sales

Retail
Distributor
Sales
Allowance
(Dollars in millions)

Product
Sales

Shipping
&
Handling
Revenues

Net
Sales

$1,136.1 $ (526.3) $ 609.8 $ 87.8 $ 697.6 $1,021.4 $ (486.3) $ 535.1 $ 109.1 $ 644.2
690.8
(331.8)
359.0
60.8
419.8
588.4
(287.2)
301.2
62.8
364.0
1,068.3
(505.7)
562.6
120.5
683.1
804.7
(388.2)
416.5
69.1
485.6
868.0
(417.6)
450.4
87.2
537.6
750.4
(362.8)
387.6
75.5
463.1
1,379.6
(614.8)
764.8
130.2
895.0
1,319.8
(597.4)
722.4
122.3
844.7
381.6
(58.6)
323.0
0.3
323.3
254.2
(42.8)
211.4
—
211.4
$5,524.4 $(2,454.8) $3,069.6 $ 486.8 $3,556.4 $4,738.9 $(2,164.7) $2,574.2 $ 438.8 $3,013.0

Change in
Net Sales

8.3%
15.3%
40.7%
16.1%
6.0%
52.9%
18.0%

During the second quarter of 2013 for the North America region and the third quarter of 2013 for the Mexico region, we simplified our pricing structure by increasing
suggested retail prices and reducing total shipping and handling revenues by a similar amount, eliminating a “packaging and handling” line item from our invoices to
distributors. We do not expect these changes to materially impact our consolidated net sales and profitability. We anticipate extending these changes to additional markets
in future periods.

Changes in net sales are directly associated with the recruiting and retention of our distributor force, retailing of our products, the quality and completeness of our
product offerings that the distributor force has to sell and the number of countries in which we operate. Management’s role, both in-country and at the region and corporate
level, is to provide distributors with a competitive and broad product line, encourage strong teamwork and distributor leadership and offer leading edge business tools and
technology services to make doing business with Herbalife simple. Management uses the distributor marketing program coupled with educational and motivational tools and
promotions to encourage distributors to increase recruiting, retention and retailing, which in turn affect net sales. Such tools include Company sponsored sales events such as
Extravaganzas, Leadership Development Weekends and World Team Schools where large groups of distributors gather, thus allowing them to network with other distributors,
learn recruiting, retention and retailing techniques from our leading distributors and become more familiar with how to market and sell our products and business opportunities.
Accordingly, management believes that these development and motivation programs increase the productivity of the sales leader network. The expenses for such programs are
included in selling, general and administrative expenses. Sales are driven by several factors, including the number and productivity of distributors and sales leaders who
continually build, educate and motivate their respective distribution and sales organizations. We also use event and non-event product promotions to motivate distributors to
increase recruiting, retention and retailing activities. These promotions have prizes ranging from qualifying for events to product prizes and vacations. The costs of these
promotions are included in selling, general and administrative expenses.
The factors described above have helped distributors increase their business, which in turn helps drive Volume Point growth in our business, and thus, net sales growth.
The discussion below of net sales by geographic region further details some of the specific drivers of growth of our business and causes of sales fluctuations during the three and
nine months ended September 30, 2013 as compared to the same periods in 2012, as well as the unique growth or contraction factors specific to certain geographic regions or
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significant countries within a region during these periods. We believe that the correct business foundation, coupled with ongoing training and promotional initiatives, is required
to increase recruiting and retention of distributors and retailing of our products. The correct business foundation includes strong country management that works closely with
the distributor leadership, actively engaged and unified distributor leadership, a broad product line that appeals to local consumer needs, a favorable regulatory environment, a
scalable and stable technology platform and an attractive distributor marketing plan. Initiatives, such as Success Training Seminars, Leadership Development Weekends,
Promotional Events and regional Extravaganzas are integral components of developing a highly motivated and educated distributor sales organization that will work toward
increasing the recruitment and retention of distributors.
We anticipate that our strategy will continue to include creating and maintaining growth within existing markets while expanding into new markets. In addition, new
ideas and DMOs are being generated in many of our markets and are globalized where applicable through the combined efforts of distributors, country management or regional
and corporate management. While we support a number of different DMOs, one of the more popular DMOs is the daily consumption DMO. Under our traditional DMO, a
distributor typically sells to its customers on a somewhat infrequent basis (e.g., monthly) which provides fewer opportunities for interaction with their customers. Under a daily
consumption DMO, a distributor interacts with its customers on a more frequent basis which enables the distributor to better educate and advise customers about nutrition and
the proper use of the products and helps promote daily usage as well, thereby helping the distributor grow his or her business. Specific examples of DMOs include the Club
concept in Mexico, Premium Herbalife Opportunity Meetings in Korea, the Healthy Breakfast concept in Russia, and the Internet/Sampling and Weight Loss Challenge in the
U.S. Management’s strategy is to review the applicability of expanding successful country initiatives throughout a region, and where appropriate, financially support the
globalization of these initiatives.
North America
The North America region reported net sales of $228.7 million and $697.6 million for the three and nine months ended September 30, 2013, respectively. Net sales
increased $19.9 million, or 9.5%, and $53.4 million, or 8.3%, for the three and nine months ended September 30, 2013, respectively, as compared to the same periods in 2012.
In local currency, net sales increased 9.6% and 8.3% for the three and nine months ended September 30, 2013, respectively, as compared to the same periods in 2012. The
overall increase in net sales in the region was a result of net sales growth in the U.S. of $20.6 million, or 10.2%, and $55.9 million, or 8.9%, for the three and nine months ended
September 30, 2013, respectively, as compared to the same periods in 2012.
In the U.S. we continue to see success from consistent execution of daily consumption DMOs, especially the Nutrition Club model. The success of these DMOs has
resulted in higher levels of distributor engagement and activity.
Average active sales leaders in the region increased 9.2% and 9.4% for the three and nine months ended September 30, 2013, respectively, as compared to the same
periods in 2012. Average active sales leaders in the U.S. increased 9.3% and 9.4% for the three and nine months ended September 30, 2013, as compared to the same periods in
2012.
In July, the region hosted a series of General Market trainings in thirteen cities with a total of approximately 7,800 attendees.
Mexico
The Mexico region reported net sales of $141.2 million and $419.8 million for the three and nine months ended September 30, 2013, respectively. Net sales for the three
and nine months ended September 30, 2013 increased $13.7 million, or 10.7%, and $55.8 million, or 15.3%, respectively, as compared to the same periods in 2012. In local
currency, net sales for the three and nine months ended September 30, 2013 increased 8.7% and 10.5%, respectively, as compared to the same periods in 2012. The fluctuation
of foreign currency rates had a favorable impact of $2.7 million and $17.6 million on net sales for the three and nine months ended September 30, 2013, respectively.
The growth in net sales is primarily the result of increased distributor engagement as well as the continued success of the Nutrition Club DMO. One of the recent growth
drivers in Mexico has been the ongoing transition by many distributors from home clubs to commercial clubs, which are able to generate higher volumes of sales through the
servicing of more customers and longer operating hours. Mexico also had 1% price increases in October 2012, December 2012, and February 2013 which contributed to the
increase in net sales.
Average active sales leaders in Mexico increased 7.5% and 11.3% for the three and nine months ended September 30, 2013, respectively, as compared to the same
periods in 2012.
In September, the region hosted an Extravaganza in Mexico City and in Guadalajara with a total of approximately 28,300 attendees.
South and Central America
The South and Central America region reported net sales of $241.2 million and $683.1 million for the three and nine months ended September 30, 2013, respectively.
Net sales increased $73.7 million, or 44.0%, and $197.5 million, or 40.7%, for the three and
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nine months ended September 30, 2013, respectively, as compared to the same periods in 2012. In local currency, net sales increased 53.2% and 48.0% for the three and nine
months ended September 30, 2013, respectively, as compared to the same periods in 2012. The fluctuation of foreign currency rates had a $15.4 million and $35.5 million
unfavorable impact on net sales for the three and nine months ended September 30, 2013, respectively. The increase in net sales for the three and nine months ended
September 30, 2013 was due to growth in almost every country in the region led by Venezuela, Brazil, and Colombia. This growth was primarily driven by the adoption and
expansion of the Nutrition Club and other daily consumption DMOs throughout the region. Net sales of the significant countries in the region are discussed below.
Net sales in Brazil increased $12.0 million, or 16.5%, and $49.3 million, or 21.8%, for the three and nine months ended September 30, 2013, respectively, as compared to
the same periods in 2012. In local currency, net sales increased 31.5% and 34.7% for the three and nine months ended September 30, 2013, respectively, as compared to the
same periods in 2012. The fluctuation of foreign currency rates had a $10.9 million and $29.0 million unfavorable impact on net sales in Brazil for the three and nine months
ended September 30, 2013, respectively. The increase in local currency net sales was primarily the result of the successful ongoing adoption of Nutrition Clubs and other daily
consumption DMOs. Brazil also had a price increase of approximately 4% in March 2013 which contributed to the increased sales.
Net sales in Venezuela increased $34.4 million, or 93.7%, and $82.8 million, or 91.7%, for the three and nine months ended September 30, 2013, respectively, as
compared to the same periods in 2012. The overall sales growth was primarily due to increased distributor engagement and growth in the Nutrition Club DMO. Venezuela also
had price increases of 15% in December 2012, 17% in April 2013, and 19% in July 2013, all of which contributed to the increase in sales. The rate for which we remeasure sales
in Venezuela was officially devalued from 5.3 Venezuelan Bolivars per U.S. dollar to 6.3 Venezuelan Bolivars per U.S. dollar during February 2013, and had a $13.4 million
and $29.0 million unfavorable impact on net sales in Venezuela for the three and nine months ended September 30, 2013, respectively. See Liquidity and Capital Resources —
Working Capital and Operating Activities below for further discussion of currency exchange rate issues in Venezuela.
Average active sales leaders in the region increased 29.1% and 29.2% for the three and nine months ended September 30, 2013, respectively, as compared to the same
periods in 2012.
There were no major company sponsored events in the region during the quarter.
EMEA
The EMEA region reported net sales of $181.7 million and $537.6 million for the three and nine months ended September 30, 2013, respectively. Net sales increased
$34.2 million, or 23.2%, and $74.5 million, or 16.1%, for the three and nine months ended September 30, 2013, respectively, as compared to the same periods in 2012. In local
currency, net sales increased 21.0% and 15.4% for the three and nine months ended September 30, 2013, respectively, as compared to the same periods in 2012. The fluctuation
of foreign currency rates had a $3.3 million and $3.0 million favorable impact on net sales for the three and nine months ended September 30, 2013. The increase in net sales for
the three and nine months ended September 30, 2013 was primarily driven by the United Kingdom, Russia, Spain and Italy. Net sales of the significant countries in the region
are discussed below.
Net sales in Russia increased $6.5 million, or 27.8%, and $18.9 million, or 27.0%, for the three and nine months ended September 30, 2013, respectively, as compared to
the same periods in 2012. In local currency, net sales increased 31.2% and 29.6% for the three and nine months ended September 30, 2013, respectively, as compared to the
same periods in 2012. The fluctuation of foreign currency rates had a $0.8 million and $1.8 million unfavorable impact on net sales in Russia for the three and nine months
ended September 30, 2013, respectively. The increase in Russia was driven by the ongoing adoption of the Commercial Nutrition Club, additional sales centers which have
increased access to our products and improving brand image including the sponsorship of FC Spartak Moscow football club.
Net sales in Italy increased $5.8 million, or 26.6%, and $7.9 million, or 10.7%, for the three and nine months ended September 30, 2013, respectively as compared to the
same periods in 2012. In local currency, net sales increased 19.7% and 7.7% for the three and nine months ended September 30, 2013, respectively, as compared to the same
periods in 2012. The fluctuation of foreign currency rates had a $1.5 million and $2.2 million favorable impact on net sales in Italy for the three and nine months ended
September 30, 2013, respectively. Italy has now had two consecutive quarters of positive year-over-year sales growth. Management believes this is a strong indication that the
market is embracing the daily consumption DMO.
Net sales in Spain increased $3.9 million, or 26.9%, and $10.0 million, or 25.1%, for the three and nine months ended September 30, 2013, respectively, as compared to
the same periods in 2012. In local currency, net sales in Spain increased 19.9% and 21.5% for the three and nine months ended September 30, 2013, respectively, as compared
to the same periods in 2012. The fluctuation of foreign currency rates had a $1.0 million and $1.4 million favorable impact on net sales in Spain for the three and nine months
ended September 30, 2013, respectively. The increase in Spain was mainly due to the positive effect of increased distributor engagement and recruitment.
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Net sales in the United Kingdom increased $7.9 million, or 93.4%, and $19.1 million, or 83.1%, for the three and nine months ended September 30, 2013, respectively,
as compared to the same periods in 2012. In local currency, net sales in the United Kingdom increased 97.2% and 87.1% for the three and nine months ended September 30,
2013, respectively, as compared to the same periods in 2012. The fluctuation of foreign currency rates had a $0.3 million and $0.9 million unfavorable impact on net sales in the
United Kingdom for the three and nine months ended September 30, 2013, respectively. The increase in the United Kingdom was primarily due to the successful adoption of
Nutrition Clubs and Weight Loss Challenge DMO.
Average active sales leaders in the region increased 13.1% and 12.1% for the three and nine months ended September 30, 2013, respectively, as compared to the same
periods in 2012.
In September, the region hosted four Extravaganzas including two in Russia (St. Petersburg and Krasnoyarsk), one in Istanbul, Turkey, and one in Cologne, Germany.
The Germany and Turkey events had approximately 15,000 and 3,900 attendees, respectively, while the Russia events had a total of approximately 8,100 attendees.
Asia Pacific
The Asia Pacific region, which excludes China, reported net sales of $284.0 million and $895.0 million for the three and nine months ended September 30, 2013,
respectively. Net sales decreased $4.2 million, or 1.5%, and increased $50.3 million, or 6.0%, for the three and nine months ended September 30, 2013, respectively, as
compared to the same periods in 2012. In local currency, net sales increased 1.1% and 6.8% for the three and nine months ended September 30, 2013, respectively, as compared
to the same periods in 2012. The fluctuation of foreign currency rates had an unfavorable impact of $7.3 million and $7.5 million on net sales for the three and nine months
ended September 30, 2013, respectively. The increase in local currency net sales for the three months ended September 30, 2013 was primarily driven by Indonesia and mostly
offset by decreases in Taiwan and Malaysia. The increase in local currency net sales for the nine months ended September 30, 2013 reflected growth in several countries in the
region led by Indonesia, South Korea, and Vietnam. Net sales of the significant countries in the region are discussed below.
Net sales in South Korea increased $2.1 million, or 1.9%, and $18.6 million, or 5.9%, for the three and nine months ended September 30, 2013, respectively, as
compared to the same periods in 2012. In local currency, net sales decreased 0.2% and increased 2.9% for the three and nine months ended September 30, 2013, respectively, as
compared to the same periods in 2012. The fluctuation of foreign currency rates had a favorable impact on net sales of $2.3 million and $9.6 million for the three and nine
months ended September 30, 2013, respectively. The slight local currency decrease in net sales for the three months ended September 30, 2013 reflects a decline in the average
productivity of existing Nutrition Clubs, somewhat offset by a modest increase in the number of Nutrition Clubs. The increase in net sales for the nine months ended
September 30, 2013 continues to be driven by the successful adoption and operation of the Nutrition Club and other daily consumption DMOs along with the Mega and
Premium Herbalife Opportunity Meetings.
Net sales in Taiwan decreased $7.8 million, or 19.6%, and $3.4 million, or 2.9%, for the three and nine months ended September 30, 2013, respectively, as compared to
the same periods in 2012. In local currency, net sales decreased 19.5% and 2.9% for the three and nine months ended September 30, 2013, respectively, as compared to the same
periods in 2012. The fluctuation of foreign currency rates did not have a significant impact on net sales for the three and nine months ended September 30, 2013, respectively.
Taiwan had their first price increase in almost three years in April and volume in subsequent months was lower than normal as a result. In addition, Taiwan is currently
transitioning its focus towards more stable growth based on sales leader qualifications such as the 5,000 volume points in 12 months method, while placing less emphasis on
shorter-term qualifications which also resulted in a temporarily decline in their sales during the transition period. Despite the decrease in net sales for the three months ended
September 30, 2013, we believe the overall long trend is favorable and will be driven by the Nutrition Clubs DMO.
Net sales in India decreased $2.2 million, or 5.9%, and increased $2.8 million, or 2.7%, for the three and nine months ended September 30, 2013, respectively, as
compared to the same periods in 2012. In local currency, net sales increased 5.5% and 10.8% for the three and nine months ended September 30, 2013, respectively, as
compared to the same periods in 2012. The fluctuation of foreign currency rates had an unfavorable impact on net sales of $4.2 million and $8.4 million for the three and nine
months ended September 30, 2013, respectively. The increase in local currency net sales for the three and nine months ended September 30, 2013 was primarily driven by
increased product access and the successful adoption of the daily consumption DMOs, especially the Nutrition Club.

Net sales in Indonesia increased $8.8 million, or 44.1%, and $31.3 million, or 46.3%, for the three and nine months ended September 30, 2013, respectively, as compared
to the same periods in 2012. In local currency, net sales increased 60.6% and 57.5% for the three and nine months ended September 30, 2013, respectively, as compared to the
same periods in 2012. The fluctuation of foreign currency rates had an unfavorable impact on net sales of $3.3 million and $7.6 million for the three and nine months ended
September 30, 2013, respectively. The primary catalyst driving the sales increase in Indonesia continues to be the growth in daily consumption DMOs, primarily Nutrition
Clubs.
Net sales in Malaysia decreased $6.2 million, or 21.5%, and $3.1 million, or 3.5%, for the three and nine months ended September 30, 2013, respectively, as compared to
the same periods in 2012. In local currency, net sales decreased 18.8% and 2.7% for the three and nine months ended September 30, 2013, respectively, as compared to the same
periods in 2012. The fluctuation of foreign currency rates had an unfavorable impact on net sales of $0.8 million and $0.7 million for the three and nine months ended
September 30, 2013, respectively. The decrease in net sales for the three months ended September 30, 2013 reflects, in part, the opening of a competitor in the country and the
move of several distributors to the new company. We believe this is a short-term issue
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and that the impact on sales will be less going forward. In addition, during 2012 we saw tremendous growth in Nutrition Home Clubs. Some of these clubs received insufficient
training and have declined in number and activity levels as a result. We are working with distributor leadership in Malaysia to address these training issues. We believe that the
underlying DMO’s currently used by distributors in the country (Nutrition Clubs, Road Shows, and Mega Herbalife Opportunity Meetings) provide for a solid base of growth
going forward.
Average active sales leaders in the region increased 9.7% and 15.8% for the three and nine months ended September 30, 2013, respectively, as compared to the same
periods in 2012.
There were no major company sponsored events in the region during the quarter.
China
Net sales in China were $136.7 million and $323.3 million for the three and nine months ended September 30, 2013, respectively. Net sales increased $59.3 million, or
76.6%, and $111.9 million, or 52.9%, for the three and nine months ended September 30, 2013, respectively, as compared to the same periods in 2012. In local currency, net
sales increased 70.3% and 48.6% for the three and nine months ended September 30, 2013, respectively, as compared to the same periods in 2012. The fluctuation of foreign
currency rates had a favorable impact of $4.9 million and $9.1 million on net sales for the three and nine months ended September 30, 2013, respectively. The increase in net
sales was driven by the continuing adoption and acculturation of daily consumption DMOs. In addition, sales have benefited from distributor acceptance of a trial Preferred
Customer program which was launched earlier this year as well as on-line ordering.
Average active sales leaders in China increased 25.1% and 22.4% for the three and nine months ended September 30, 2013, respectively, as compared to the same
periods in 2012. We believe that the increase in distributor engagement as reflected in the average active sales leader numbers is indicative of the market transitioning to daily
consumption DMOs.
A Healthy & Activity Tour was held in five cities in July with a total of approximately 7,500 attendees.
As of September 30, 2013, we were operating 67 retail stores in 29 provinces in China. As of September 30, 2013, we had direct selling licenses for 25 out of the 29
provinces in which we were operating. We continue to seek additional provincial licenses where appropriate.
Sales by Product Category
Three Months Ended September 30,
2013

Retail
Sales
Weight Management
Targeted Nutrition
Energy, Sports and Fitness
Outer Nutrition
Literature, Promotional and Other(1)
Total

$1,224.9
444.9
103.8
57.7
51.4
$1,882.7

Distributor
Allowance

Product
Sales

$

$ 675.0
245.1
57.1
31.9
53.9
$1,063.0

$

(549.9)
(199.8)
(46.7)
(25.8)
2.5
(819.7)

2012
Shipping
&
Handling
Revenues
$

$

97.9
35.6
8.4
4.5
4.1
150.5

Net
Sales
$ 772.9
280.7
65.5
36.4
58.0
$1,213.5

Retail
Distributor
Sales
Allowance
(In millions)
$1,026.8 $
(485.4)
383.1
(181.0)
88.4
(41.7)
55.3
(26.2)
47.9
2.3
$1,601.5 $
(732.0)

Product
Sales
$ 541.4
202.1
46.7
29.1
50.2
$ 869.5

Shipping
&
Handling
Revenues
$

$

94.5
35.3
8.1
5.1
4.4
147.4

Net
Sales

% Change in
Net Sales

$ 635.9
237.4
54.8
34.2
54.6
$1,016.9

21.5%
18.2%
19.5%
6.4%
6.2%
19.3%

Nine Months Ended September 30,
2013

Retail
Sales
Weight Management
Targeted Nutrition
Energy, Sports and Fitness
Outer Nutrition
Literature, Promotional and Other(1)
Total

(1)

$3,595.0
1,295.1
300.1
178.6
155.6
$5,524.4

Distributor
Allowance

Product
Sales

$

$1,945.9
701.0
162.4
96.7
163.6
$3,069.6

$

(1,649.1)
(594.1)
(137.7)
(81.9)
8.0
(2,454.8)

2012
Shipping
&
Handling
Revenues
$

$

316.8
114.1
26.5
15.7
13.7
486.8

Net
Sales
$2,262.7
815.1
188.9
112.4
177.3
$3,556.4

Retail
Distributor
Sales
Allowance
(In millions)
$3,038.7 $ (1,435.6)
1,134.0
(535.7)
250.5
(118.3)
175.2
(82.8)
140.5
7.7
$4,738.9 $ (2,164.7)

Product
Sales
$1,603.1
598.3
132.2
92.4
148.2
$2,574.2

Shipping
&
Handling
Revenues
$

$

281.4
105.0
23.2
16.2
13.0
438.8

Net
Sales

% Change in
Net Sales

$1,884.5
703.3
155.4
108.6
161.2
$3,013.0

Product buybacks and returns in all product categories are included in the literature, promotional and other category.

Net sales for all product categories increased for the three and nine months ended September 30, 2013 as compared to the same periods in 2012. The growth factors
described in the above discussions of the individual geographic regions apply generally to all product categories.
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Gross Profit
Gross profit was $975.1 million and $2,844.8 million for the three and nine months ended September 30, 2013, respectively, as compared to $815.3 million and $2,411.5
million for the same periods in 2012. As a percentage of net sales, gross profit for the three months ended September 30, 2013 increased to 80.4% as compared to 80.2% for the
same period in 2012 while gross profit for the nine months ended September 30, 2013 remained unchanged at 80.0% as compared to the same period in 2012. The 20 basis point
net increase for the three months ended September 30, 2013, as compared to the same period in 2012, was primarily due to the favorable impact from retail price increases and
country mix, partially offset by unfavorable inventory write-downs and higher other costs. For the nine months ended September 30, 2013 the favorable impact from retail price
increases was primarily offset by the unfavorable impact of inventory write-downs and foreign currency fluctuations.
Royalty Overrides
Royalty overrides were $373.2 million and $1,116.8 million for the three and nine months ended September 30, 2013, respectively, as compared to $330.2 million and
$983.0 million for the same periods in 2012. Royalty overrides as a percentage of net sales was 30.8% and 31.4% for the three and nine months ended September 30, 2013,
respectively, as compared to 32.5% and 32.6% for the same periods in 2012. Generally, this ratio varies slightly from period to period due to changes in the mix of products and
countries because full royalty overrides are not paid on certain products and in certain countries. Compensation to our independent service providers in China is included in
selling, general and administrative expenses as opposed to royalty overrides where it is included for all other distributors under our worldwide marketing plan. We anticipate
fluctuations in royalty overrides as a percentage of net sales reflecting the growth prospect of our China business relative to that of our worldwide business.
Selling, General and Administrative Expenses
Selling, general and administrative expenses were $409.7 million and $1,174.6 million for the three and nine months ended September 30, 2013, respectively, as
compared to $324.2 million and $926.9 million for the same periods in 2012. Selling, general and administrative expenses as a percentage of net sales were 33.8% and 33.0%
for the three and nine months ended September 30, 2013, respectively, as compared to 31.9% and 30.7% for and the same periods in 2012.
The increase in selling, general and administrative expenses for the three months ended September 30, 2013 included $20.5 million in higher salaries, bonuses and
benefits; $6.3 million in expenses associated with our response to allegations and other negative information put forward by a hedge fund manager, as further discussed below;
$6.2 million in expenses for the re-audit of our 2010 to 2012 financial statements; $26.6 million in higher expenses related to China independent service providers and $4.9
million in higher net foreign exchange loss.
The increase in selling, general and administrative expenses for the nine months ended September 30, 2013 included $56.3 million in higher salaries, bonuses and
benefits; $23.8 million in expenses associated with our response to allegations and other negative information put forward by a hedge fund manager, as further discussed below;
$9.6 million in expenses for the re-audit of our 2010 to 2012 financial statements; higher variable expenses related to sales growth including $25.0 million in higher distributor
promotion, event costs, and advertising expense; $52.0 million in higher expenses related to China independent service providers; $11.4 million in higher non-income tax
expenses such as value added tax and sales tax and $18.6 million in higher net foreign exchange loss, which included a $15.1 million net foreign exchange loss related to the
remeasurement of the Company’s Bolivar denominated monetary assets and liabilities resulting from the Venezuela Bolivar devaluation (See Liquidity and Capital Resources
— Working Capital and Operating Activities, for further discussion of currency exchange rate issues in Venezuela).
In late 2012, a hedge fund manager publicly raised allegations regarding the legality of the Company’s network marketing program and announced that the hedge fund
manager had taken a significant short position regarding our common shares, leading to intense public scrutiny and significant stock price volatility. We have engaged legal and
advisory services firms to assist with responding to the allegations and to perform other related services in connection to these events. For the three and nine months ended
September 30, 2013, we recorded approximately $6.3 million and $23.8 million, respectively, of expenses related to this matter, and of which approximately $5.7 million and
$21.2 million, respectively, were related to legal, advisory and other professional service fees. We expect to continue to incur expenses related to this matter over the next
several periods and the expenses are expected to vary from period to period.
As discussed further in Item 1A, Risk Factors, on April 8, 2013, our former independent registered public accounting firm, KPMG, resigned and has withdrawn their
audit opinions for the years ended December 31, 2012, 2011, and 2010. The Company engaged PricewaterhouseCoopers LLP, or PwC, as its new independent registered public
accounting firm and is currently undergoing a re-audit of its prior years’ financial statements. For the three and nine months ended September 30, 2013, we recorded
approximately $6.2 million and $9.6 million, respectively, in re-audit fees and expenses.
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Net Interest Expense
Net interest expense is as follows:
Three Months Ended
Nine Months Ended
September 30,
September 30,
September 30,
September 30,
2013
2012
2013
2012
(Dollars in millions)

Interest expense
Interest income
Net interest expense

$

6.7
(2.0)
4.7

$

5.0
(1.5)
3.5

$

21.1
(5.4)
15.7

$

12.4
(4.3)
8.1

The increase in net interest expense for the three and nine months ended September 30, 2013, as compared to the same periods in 2012, was primarily due to higher
outstanding balances on our Credit Facility discussed below.
Income Taxes
Income taxes were $45.5 million and $133.8 million for the three and nine months ended September 30, 2013, as compared to $45.4 million and $141.8 million for the
same periods in 2012. The effective income tax rate was 24.3% and 24.9% for the three and nine months ended September 30, 2013, as compared to 28.9% and 28.7% for the
same periods in 2012. The decrease in the effective tax rate for the three and nine months ended September 30, 2013, as compared to the same periods in 2012, was primarily
due to an increase of net benefits from discrete events, principally related to the expiration of statute of limitations related to certain tax contingencies and tax planning items
related to certain income tax return filings, partially offset by the impact of changes in the geographic mix of our income.
Liquidity and Capital Resources
We have historically met our working capital and capital expenditure requirements, including funding for expansion of operations, through net cash flows provided by
operating activities. Variations in sales of our products would directly affect the availability of funds. There are no material contractual restrictions on the ability to transfer and
remit funds among our international affiliated companies. However, there are foreign currency restrictions in certain countries, such as Venezuela as discussed below, which
could reduce our ability to timely obtain U.S. dollars. Even with these restrictions, we believe we will have sufficient resources, including cash flow from operating activities, to
meet debt service obligations in a timely manner and be able to continue to meet our objectives.
Our existing debt has not resulted from the need to fund our normal operations, but instead has resulted from our previous and ongoing share repurchase program. Since
inception in 2007, total share repurchases amounted to approximately $1.8 billion. While a significant net sales decline could potentially affect the availability of funds, many of
our largest expenses are variable in nature, which we believe protects our funding in all but a dramatic net sales downturn. Further, as discussed in greater detail below, we
maintain the Credit Facility, executed on March 9, 2011 and amended on July 26, 2012, which had $198.1 million of undrawn capacity as of September 30, 2013. As discussed
further below, on July 26, 2012, we amended the Credit Facility and entered into a $500.0 million term loan with a syndicate of financial institutions which matures in March
2016, or the Term Loan.
We utilized the majority of the proceeds from the Term Loan to pay down our outstanding balance on our revolving credit facility, which then provided us with
additional undrawn capacity. This available undrawn capacity, in addition to cash flow from operations, can be used to support general corporate purposes, including, our future
share repurchase programs, dividends, and strategic investment opportunities.
We also have a cash pooling arrangement with a financial institution for cash management purposes. This cash pooling arrangement allows certain of our participating
subsidiaries to withdraw cash from this financial institution based upon our aggregate cash deposits held by subsidiaries who participate in the cash pooling arrangement. We
did not owe any amounts to this financial institution under the pooling arrangement as of September 30, 2013 and December 31, 2012.
For the nine months ended September 30, 2013, we generated $577.0 million of operating cash flow, as compared to $399.9 million for the same period in 2012. The
increase in cash generated from operations was primarily due to an increase in operating income of $51.8 million driven by a 18.0% growth in net sales for the nine months
ended September 30, 2013 as compared to the same period in 2012.
Capital expenditures, including accrued capital expenditures, for the nine months ended September 30, 2013 and 2012 were $89.5 million and $59.9 million,
respectively. The majority of these expenditures represented investments in technology infrastructure and initiatives to develop web-based distributor tools, and the expansion of
our warehouses, sales centers and manufacturing facilities domestically and internationally. We expect to incur total capital expenditures of approximately $170 million to $180
million for the full year of 2013, which includes capital expenditures associated with the Herbalife Innovation and Manufacturing Winston-Salem, North Carolina facility that
was acquired in December 2012.
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In March 2013, Herbalife hosted its annual global Herbalife Summit event in Paris, France where President Team members from around the world met and shared best
practices, conducted leadership training and Herbalife management awarded distributors $61.7 million of Mark Hughes bonus payments related to 2012 performance.
On March 9, 2011, we entered into a $700 million senior secured revolving credit facility, or the Credit Facility, with a syndicate of financial institutions as lenders and
terminated our prior senior secured credit facility, or the Prior Credit Facility. The Credit Facility has a five year maturity and expires on March 9, 2016. Based on our
consolidated leverage ratio, U.S. dollar borrowings under the Credit Facility bear interest at either LIBOR plus the applicable margin between 1.50% and 2.50% or the base rate
plus the applicable margin between 0.50% and 1.50%. The base rate under the Credit Facility represents the highest of the Federal Funds Rate plus 0.50%, one-month LIBOR
plus 1.00%, and the prime rate offered by Bank of America. We, based on our consolidated leverage ratio, pay a commitment fee between 0.25% and 0.50% per annum on the
unused portion of the Credit Facility. The Credit Facility also permits us to borrow limited amounts in Mexican Peso and Euro currencies based on variable rates.
In March 2011, we used $196.0 million in U.S. dollar borrowings under the Credit Facility to repay all amounts outstanding under the Prior Credit Facility. We incurred
approximately $5.7 million of debt issuance costs in connection with the Credit Facility. These debt issuance costs were recorded as deferred financing costs on our consolidated
balance sheet and are being amortized over the term of the Credit Facility.
On July 26, 2012, we amended the Credit Facility to include the Term Loan and used all $500.0 million of the borrowings under the Term Loan to pay down amounts
outstanding under our revolving credit facility. The Term Loan is a part of the Credit Facility and is in addition to our current revolving credit facility. The Term Loan matures
on March 9, 2016. We will make regular scheduled payments for the Term Loan consisting of both principal and interest components. Based on our consolidated leverage ratio,
the Term Loan bears interest at either LIBOR plus the applicable margin between 1.50% and 2.50% or the base rate plus the applicable margin between 0.50% and 1.50%,
which are the same terms as our revolving credit facility.
We incurred approximately $4.5 million of debt issuance costs in connection with the Term Loan. The debt issuance costs are recorded as deferred financing costs on our
consolidated balance sheet and will be amortized over the life of the Term Loan. On September 30, 2013 and December 31, 2012, the weighted average interest rate for
borrowings under the Credit Facility, including borrowings under the Term Loan, was 2.18% and 1.96%, respectively.
The Credit Facility requires us to comply with a leverage ratio and a coverage ratio. In addition, the Credit Facility contains customary covenants, including covenants
that limit or restrict our ability to incur liens, incur indebtedness, make investments, dispose of assets, make certain restricted payments, pay dividends, repurchase our common
shares, merge or consolidate and enter into certain transactions with affiliates. As of September 30, 2013 and December 31, 2012, we were in compliance with the debt
covenants under the Credit Facility.
During the three months ended March 31, 2013, we borrowed $513.0 million and paid a total of $25.5 million under the Credit Facility. During the three months ended
June 30, 2013, we paid a total of $12.5 million under the Credit Facility. We did not make any borrowings under the Credit Facility during the three months ended June 30,
2013. During the three months ended September 30, 2013, we borrowed $250.0 million and paid a total of $262.5 million under the Credit Facility. Our borrowings primarily
related to the $272.4 million in repurchases of our common stock during the nine months ended September 30, 2013. The remaining outstanding borrowings have generated an
increase in our cash and cash equivalents, which provides us with greater flexibility to execute strategic initiatives and to be opportunistically responsive to future events. As of
September 30, 2013 and December 31, 2012, the U.S. dollar amount outstanding under the Credit Facility was $950.0 million and $487.5 million, respectively. Of the $950.0
million U.S. dollar amount outstanding under the Credit Facility as of September 30, 2013, $450.0 million was outstanding on the Term Loan and $500.0 million was
outstanding on the revolving credit facility. The $487.5 million U.S. dollar amount outstanding under the Credit Facility as of December 31, 2012, related to the Term Loan and
there were no amounts outstanding on the revolving credit facility. There were no outstanding foreign currency borrowings as of September 30, 2013 and December 31, 2012
under the Credit Facility.
We use our revolving credit facility to manage normal variations in cash created by significant cash items such as taxes, dividends, share repurchases, capital
expenditures and other large cash flow items. Our revolving credit facility provides us with the ability to access significant funds on a timely basis. We repay outstanding
balances from cash from operations.
As discussed further in Note 2, Significant Accounting Policies, to the Condensed Consolidated Financial Statements, our former independent registered public
accounting firm, KPMG, resigned and has withdrawn their audit opinions for the years ended December 31, 2012, 2011 and 2010. Although our Credit Facility is currently not
impacted, there is a possibility that this may impact our ability to obtain additional financing, if needed, from additional banks as audited financial statements are generally
required in order to obtain additional financing. If we do obtain additional financing, the interest rates on those new borrowings could be higher than expected because of
KPMG’s withdrawal of its audit opinions for the last three completed fiscal years. We believe we will have
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adequate cash flows from operations and continue to have access to our current Credit Facility in order to continue executing our current business objectives. We are assessing
our current situation and our recently selected independent registered public accounting firm, PricewaterhouseCoopers LLP, is re-auditing our financial statements for the fiscal
years ended December 31, 2012, 2011 and 2010.
Off-Balance Sheet Arrangements
At September 30, 2013 and December 31, 2012, we had no material off-balance sheet arrangements as defined in Item 303(a)(4)(ii) of Regulation S-K.
Dividends
The declaration of future dividends is subject to the discretion of our board of directors and will depend upon various factors, including our earnings, financial condition,
restrictions imposed by the Credit Facility and the terms of any other indebtedness that may be outstanding, cash requirements, future prospects and other factors deemed
relevant by our board of directors. The Credit Facility permits payments of dividends as long as no default or event of default exists and the consolidated leverage ratio specified
in the Credit Facility is not exceeded.
On February 19, 2013, we announced that our board of directors approved a cash dividend of $0.30 per common share in an aggregate amount of $30.9 million that was
paid to shareholders on March 19, 2013. On April 29, 2013, we announced that our board of directors approved a cash dividend of $0.30 per common share in an aggregate
amount of $30.9 million that was paid to shareholders on May 28, 2013. On July 29, 2013, we announced that our board of directors approved a cash dividend of $0.30 per
common share in an aggregate amount of $30.8 million that was paid to shareholders on August 27, 2013.
The aggregate amount of dividends declared and paid during the three months ended September 30, 2013 and 2012 were $30.8 million and $32.4 million, respectively.
The aggregate amount of dividends declared and paid during the nine months ended September 30, 2013 and 2012 were $92.6 million and $102.7 million, respectively.
Share Repurchases
On July 30, 2012, we announced that our board of directors authorized a new $1 billion share repurchase program that will expire on June 30, 2017. This share
repurchase program allows us to repurchase our common shares, at such times and prices as determined by our management as market conditions warrant, and to the extent
Herbalife Ltd.’s distributable reserves are available under Cayman Islands law. The Credit Facility permits us to repurchase our common shares as long as no default or event of
default exists and the consolidated leverage ratio specified in the Credit Facility is not exceeded.
During the three months ended March 31, 2013, we repurchased approximately 4.0 million of our common shares through open market purchases at an aggregate cost of
approximately $162.4 million or an average cost of $40.61 per share. We did not repurchase any common shares in the open market during the three months ended June 30,
2013. During the three months ended September 30, 2013, we repurchased approximately 1.7 million of our common shares through open market purchases at an aggregate cost
of approximately $110.0 million or an average cost of $63.85 per share. As of September 30, 2013, the remaining authorized capacity under our share repurchase program was
$677.6 million.
Working Capital and Operating Activities
As of September 30, 2013 and December 31, 2012, we had positive working capital of $710.9 million and $221.7 million, respectively, or an increase of $489.2 million.
This increase was primarily related to the increase in our cash and cash equivalents, the increase in our prepaid expenses and other current assets, the decrease in our income tax
payable, partially offset by increases in our accrued expenses, advance sales deposits and current portion of long-term debt.
We expect that cash and funds provided from operations and available borrowings under the Credit Facility will provide sufficient working capital to operate our
business, to make expected capital expenditures and to meet foreseeable liquidity requirements, including payment of amounts outstanding under the Credit Facility, for the next
twelve months and thereafter.
The majority of our purchases from suppliers are generally made in U.S. dollars, while sales to our distributors generally are made in local currencies. Consequently,
strengthening of the U.S. dollar versus a foreign currency can have a negative impact on net sales and contribution margins and can generate transaction losses on intercompany
transactions. For discussion of our foreign exchange contracts and other hedging arrangements, see Part I, Item 3 — Quantitative and Qualitative Disclosures about Market
Risk.
Venezuela
Currency Restrictions
Currency restrictions enacted by the Venezuelan government have become more restrictive and have impacted the ability of our subsidiary in Venezuela, Herbalife
Venezuela, to timely obtain U.S. dollars in exchange for Venezuelan Bolivars, or Bolivars, at the
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official foreign exchange rate from the Venezuelan government and its foreign exchange commission, CADIVI. The application and approval process continue to be delayed
and our ability to timely obtain U.S. dollars at the official exchange rate remains uncertain. In recent instances, we have been unsuccessful in obtaining U.S. dollars at the
official rate and it remains uncertain whether our current pending applications and future anticipated applications will be approved.
In February 2013, the Venezuela government announced that it devalued its Bolivar currency and will eliminate the SITME regulated system. The SITME 5.3 Bolivars
per U.S. dollar rate was eliminated and the CADIVI rate has been devalued from 4.3 Bolivars to 6.3 Bolivars per U.S. dollar. This new CADIVI rate is approximately 16% less
favorable than the previously published 5.3 SITME rate. We recognized approximately $15.1 million of net foreign exchange losses within our consolidated statement of
income during the first quarter of 2013, as a result of remeasuring our Bolivar denominated monetary assets and liabilities at this new CADIVI rate of 6.3 Bolivars per U.S.
dollar. The majority of these foreign exchange losses related to the approximately $16.9 million devaluation of Herbalife Venezuela’s Bolivar denominated cash and cash
equivalents. In March 2013, the Venezuelan government also announced they will introduce an additional complimentary exchange mechanism known as SICAD. It is currently
unknown whether Herbalife Venezuela will be able to access this new exchange mechanism and the Company is currently assessing and monitoring the restrictions and
exchange rates relating to this alternative mechanism.
During the nine months ended September 30, 2013, we also recognized $0.7 million of foreign exchange losses as a result of exchanging Bolivars for U.S. dollars using
alternative legal exchange mechanisms that were approximately 75% less favorable than the new CADIVI rate. During the nine months ended September 30, 2013, we
exchanged 5.6 million Bolivars for $0.2 million U.S. dollars using these alternative legal exchange mechanisms. We did not exchange Bolivars for U.S. dollars using these
alternative legal exchange mechanisms during the three months ended June 30, 2013 or the three months ended September 30, 2013. As of September 30, 2013, Herbalife
Venezuela’s net monetary assets and liabilities denominated in Bolivars were approximately $146.7 million, and included approximately $150.1 million in Bolivar denominated
cash and cash equivalents. The majority of these Bolivar denominated assets and liabilities were remeasured at the CADIVI rate. We remeasure our Bolivars at the official
published CADIVI rate given the limited availability of alternative exchange mechanisms and the uncertainty in the effective exchange rate for alternative exchange
mechanisms. These remeasured amounts, including cash and cash equivalents, being reported on our condensed consolidated balance sheet using the published CADIVI rate
may not accurately represent the amount of U.S. dollars that we could ultimately realize. While we continue to monitor the exchange mechanisms and restrictions under
CADIVI, and assess and monitor the current economic and political environment in Venezuela, there is no assurance that we will be able to exchange Bolivars into U.S. dollars
on a timely basis.
Consolidation of Herbalife Venezuela
We plan to continue our operation in Venezuela and to import products into Venezuela despite the foreign currency constraints that exist in the country. 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, we continue to
control Herbalife Venezuela and its operations. Therefore, we continue to consolidate Herbalife Venezuela in our consolidated financial statements.
We plan to utilize the CADIVI rate to the extent allowable under current restrictions in order to exchange Bolivars for U.S. dollars. We also plan to access government,
PDVSA bond offerings, SICAD, and other alternative legal exchange mechanisms when they are made available to us. As discussed above, these alternative legal exchange
mechanisms could cause us to recognize significant foreign exchange losses if they are less favorable than the CADIVI rate, which could also result in our Bolivar denominated
cash and cash equivalents reported on our consolidated balance sheet being significantly reduced. To illustrate our sensitivity to potential future changes in the CADIVI rate or
using unfavorable alternative legal exchange mechanisms to exchange Bolivars to U.S. dollars, if the exchange rate was approximately 75% less favorable than the current 6.3
CADIVI rate and this unfavorable exchange rate was used to convert our Bolivar denominated cash and cash equivalents as of September 30, 2013, our $150.1 million Bolivar
denominated cash and cash equivalents as of September 30, 2013 would be reduced by $112.3 million and result in a corresponding foreign exchange loss to our operating
profit. This 75% less favorable exchange rate is not necessarily representative of exchange rates which could be available to us for future exchanges, but is used for our
sensitivity analysis above as it represents the actual weighted average rate that we received when using alternative exchange mechanisms during the nine months ended
September 30, 2013. If Herbalife Venezuela’s ongoing operations were subject to the 75% less favorable exchange rate, Herbalife Venezuela would operate at a loss and this
could have a significant negative impact to our consolidated financial statements. Our ability to access the CADIVI rate could impact what exchange rates will be used for
remeasurement purposes in future periods. We continue to assess and monitor the current economic and political environment in Venezuela.
Herbalife Venezuela’s net sales represented approximately 5% and 3% of our consolidated net sales for the nine months ended September 30, 2013 and 2012,
respectively, and its total assets represented approximately 9% and 7% of our consolidated total assets as of September 30, 2013 and December 31, 2012, respectively. As of
September 30, 2013 and December 31, 2012, the majority of Herbalife Venezuela’s total assets consisted of Bolivar denominated cash and cash equivalents.
See the 2012 10-K for further information on Herbalife Venezuela and Venezuela’s highly inflationary economy.
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Subsequent Events
See Note 14, Subsequent Events, to the Condensed Consolidated Financial Statements included in Item 1 of Part I of this Quarterly Report on Form 10-Q, for
information regarding subsequent events.
Contingencies
See Note 5, Contingencies, to the Condensed Consolidated Financial Statements included in Item 1 of Part I of this Quarterly Report on Form 10-Q, for information on
our contingencies as of September 30, 2013.
Critical Accounting Policies
U.S. GAAP requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses during the year. We regularly evaluate our estimates and assumptions related to revenue
recognition, allowance for product returns, inventory, share-based compensation expense, goodwill and purchased intangible asset valuations, deferred income tax asset
valuation allowances, uncertain tax positions, tax contingencies, and other loss contingencies. We base our estimates and assumptions on current facts, historical experience and
various other factors that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities and the recording of revenue, costs and expenses. Actual results could differ from those estimates. We consider the following policies to be most critical in
understanding the judgments that are involved in preparing the financial statements and the uncertainties that could impact our operating results, financial condition and cash
flows.
We are a nutrition company that sells a wide range of weight management products, nutritional supplements, energy, sports & fitness products and personal care
products. Our products are manufactured by third party providers and in our Changsha, Hunan, China extraction facility, our Suzhou, China facility, and our Lake Forest,
California facility, and then are sold to independent distributors who consume and sell Herbalife products to retail consumers or other distributors. As of September 30, 2013,
we sold products in 88 countries throughout the world and we are organized and managed by geographic region. We have elected to aggregate our operating segments into one
reporting segment, except China, as management believes that our 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.
We generally recognize revenue upon delivery and when both the title and risk and rewards pass to the independent distributor or importer, or as products are sold in our
retail stores in China or through our independent service providers in China. Net sales include product sales and shipping and handling revenues. Product sales are recognized
net of product returns, and discounts referred to as “distributor allowances.” We generally receive the net sales price in cash or through credit card payments at the point of sale.
Related royalty overrides and allowances for product returns are recorded when revenue is recognized.
Allowances for product returns, primarily in connection with our buyback program, are provided at the time the product is shipped. This accrual is based upon historical
return rates for each country and the relevant return pattern, which reflects anticipated returns to be received over the buyback program period of up to 12 months following the
original sale. The buyback program has certain terms and conditions that may vary by market, but generally permits the return of unopened and marketable condition products
or sales materials purchased within the prior twelve month period, in exchange for a refund of the net price paid for the product. Historically, product returns and buybacks have
not been significant. Product returns and buybacks were approximately 0.2% and 0.3% of product sales for the three and nine months ended September 30, 2013, respectively,
as compared to 0.3% for both the same periods in 2012.
We adjust our inventories to lower of cost or market. Additionally, we adjust the carrying value of our inventory based on assumptions regarding future demand for our
products and market conditions. If future demand and market conditions are less favorable than management’s assumptions, additional inventory write-downs could be required.
Likewise, favorable future demand and market conditions could positively impact future operating results if previously written down inventories are sold. We have obsolete and
slow moving inventories which have been adjusted downward $26.2 million and $18.0 million to present them at their lower of cost or market in our consolidated balance
sheets as of September 30, 2013 and December 31, 2012, respectively.
Goodwill and marketing related intangible assets not subject to amortization are tested annually for impairment, and are tested for impairment more frequently if events
and circumstances indicate that the asset might be impaired. An impairment loss is recognized to the extent that the carrying amount exceeds the asset’s fair value. As discussed
below, for goodwill impairment testing, we have the option to perform a qualitative assessment of whether it is more likely than not that a reporting unit’s fair value is less than
its carrying amount before applying the two-step goodwill impairment test. If we conclude it is not more likely than not that the fair value of a reporting unit is less than its
carrying amount, then there is no need to perform the two-step impairment test. Currently, we do not use this qualitative assessment option but we could in the future elect to use
this option. For our marketing related intangible assets a similar qualitative option is also currently available. However, we currently use a discounted cash flow model, or the
income approach, to determine the fair value of our marketing related intangible assets in order to confirm there is no impairment required. For our marketing related intangible
assets, if we do not use this qualitative assessment option, we could still in the future elect to use this option.
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In order to estimate the fair value of goodwill, we also primarily use an income approach. The determination of impairment is made at the reporting unit level and
consists of two steps. First, we determine the fair value of a reporting unit and compare it to its carrying amount. The determination of the fair value of the reporting units
requires us to make significant estimates and assumptions. These estimates and assumptions include estimates of future revenues and expense growth rates, capital expenditures
and the depreciation and amortization related to these capital expenditures, discount rates, and other inputs. Due to the inherent uncertainty involved in making these estimates,
actual future results could differ. Changes in assumptions regarding future results or other underlying assumptions could have a significant impact on the fair value of the
reporting unit. Second, if the carrying amount of a reporting unit exceeds its fair value, an impairment loss is recognized for any excess of the carrying amount of the reporting
unit’s goodwill and other intangibles over the implied fair value as determined in Step 2 of the goodwill impairment test. Also, if during Step 1 of a goodwill impairment test we
determine we have reporting units with zero or negative carrying amounts, then we perform Step 2 of the goodwill impairment test if it is more likely than not that a goodwill
impairment exists. During Step 2 of a goodwill impairment test, the implied fair value of goodwill is determined in a similar manner as how the amount of goodwill recognized
in a business combination is determined, in accordance with FASB ASC Topic 805, Business Combinations. We would assign the fair value of a reporting unit to all of the
assets and liabilities of that reporting unit as if the reporting unit had been acquired in a business combination and the fair value of the reporting unit was the price paid to acquire
the reporting unit. The excess of the fair value of a reporting unit over the amounts assigned to its assets and liabilities is the implied fair value of goodwill. As of both
September 30, 2013 and December 31, 2012, we had goodwill of approximately $105.5 million and marketing related intangible assets of approximately $310.0 million. No
marketing related intangibles or goodwill impairment was recorded during the three and nine months ended September 30, 2013 and 2012.
Contingencies are accounted for in accordance with the FASB ASC Topic 450,Contingencies, or ASC 450. ASC 450 requires that we record an estimated loss from a
loss contingency when information available prior to issuance of our financial statements indicates that it is probable that an asset has been impaired or a liability has been
incurred at the date of the financial statements and the amount of the loss can be reasonably estimated. We also disclose material contingencies when we believe a loss is not
probable but reasonably possible as required by ASC 450. Accounting for contingencies such as legal and non-income tax matters requires us to use judgment related to both
the likelihood of a loss and the estimate of the amount or range of loss. Many of these legal and tax contingencies can take years to be resolved. Generally, as the time period
increases over which the uncertainties are resolved, the likelihood of changes to the estimate of the ultimate outcome increases.
Deferred income tax assets have been established for net operating loss and interest carryforwards of certain foreign subsidiaries and have been reduced by a valuation
allowance to reflect them at amounts estimated to be ultimately realized. Although realization is not assured, we believe it is more likely than not that the net carrying value will
be realized. The amount of the carryforwards that is considered realizable, however, could change if estimates of future taxable income are adjusted. In the ordinary course of
our business, there are many transactions and calculations where the tax law and ultimate tax determination is uncertain. As part of the process of preparing our consolidated
financial statements, we are required to estimate our income taxes in each of the jurisdictions in which we operate prior to the completion and filing of tax returns for such
periods. This process requires estimating both our geographic mix of income and our uncertain tax positions in each jurisdiction where we operate. These estimates involve
complex issues and require us to make judgments about the likely application of the tax law to our situation, as well as with respect to other matters, such as anticipating the
positions that we will take on tax returns prior to us actually preparing the returns and the outcomes of disputes with tax authorities. The ultimate resolution of these issues may
take extended periods of time due to examinations by tax authorities and statutes of limitations. In addition, changes in our business, including acquisitions, changes in our
international corporate structure, changes in the geographic location of business functions or assets, changes in the geographic mix and amount of income, as well as changes in
our agreements with tax authorities, valuation allowances, applicable accounting rules, applicable tax laws and regulations, rulings and interpretations thereof, developments in
tax audit and other matters, and variations in the estimated and actual level of annual pre-tax income can affect the overall effective income tax rate.
We account for uncertain income tax positions in accordance with the FASB ASC Topic 740,Income Taxes, or ASC 740, which provides guidance on the determination
of how tax benefits claimed or expected to be claimed on a tax return should be recorded in the financial statements. Under ASC 740, we must recognize the tax benefit from an
uncertain tax position only if it is more likely than not that the tax position will be sustained on examination by the taxing authorities, based on the technical merits of the
position. The tax benefits recognized in the financial statements from such a position are measured based on the largest benefit that has a greater than fifty percent likelihood of
being realized upon ultimate resolution.
We account for foreign currency transactions in accordance with ASC Topic 830,Foreign Currency Matters. In a majority of the countries where we operate, the
functional currency is the local currency. Our foreign subsidiaries’ asset and liability accounts are translated for consolidated financial reporting purposes into U.S. dollar
amounts at period-end exchange rates. Revenue and expense accounts are translated at the average rates during the year. Our foreign exchange translation adjustments are
included in accumulated other comprehensive loss on our accompanying consolidated balance sheets. Foreign currency transaction gains and losses and foreign currency
remeasurements are generally included in selling, general and administrative expenses in the accompanying consolidated statements of income.
39

Table of Contents
New Accounting Pronouncements
See discussion under Note 2, Significant Accounting Policies, to the Condensed Consolidated Financial Statements included in Item 1 of Part I of this Quarterly Report
on Form 10-Q, for information on new accounting pronouncements.
Item 3. Quantitative and Qualitative Disclosures About Market Risk
We are exposed to market risks, which arise during the normal course of business from changes in interest rates and foreign currency exchange rates. On a selected basis,
we use derivative financial instruments to manage or hedge these risks. All hedging transactions are authorized and executed pursuant to written guidelines and procedures.
We apply FASB ASC Topic 815, Derivatives and Hedging, or ASC 815, which established accounting and reporting standards for derivative instruments, including
certain derivative instruments embedded in other contracts, and for hedging activities. All derivatives, whether designated in hedging relationships or not, are required to be
recorded on the balance sheet at fair value. If the derivative is designated as a fair-value hedge, the changes in the fair value of the derivative and the underlying hedged item are
recognized concurrently in earnings. If the derivative is designated as a cash-flow hedge, changes in the fair value of the derivative are recorded in other comprehensive income
(loss) and are recognized in the condensed consolidated statements of income when the hedged item affects earnings. ASC 815 defines the requirements for designation and
documentation of hedging relationships as well as ongoing effectiveness assessments in order to use hedge accounting. For a derivative that does not qualify as a hedge,
changes in fair value are recognized concurrently in earnings.
A discussion of our primary market risk exposures and derivatives is presented below.
Foreign Exchange Risk
We transact business globally and are subject to risks associated with changes in foreign exchange rates. Our objective is to minimize the impact to earnings and cash
flow associated with foreign exchange rate fluctuations. We enter into foreign exchange derivatives in the ordinary course of business primarily to reduce exposure to currency
fluctuations attributable to intercompany transactions, translation of local currency revenue, inventory purchases subject to foreign currency exposure, and to partially mitigate
the impact of foreign currency rate fluctuations. Due to the volatility in foreign exchange markets, our current strategy, in general, is to hedge some of the significant exposures
on a short-term basis. We will continue to monitor the foreign exchange markets and evaluate our hedging strategy accordingly. With the exception of our foreign exchange
forward contracts relating to forecasted inventory purchases and intercompany management fees discussed below, all of our foreign exchange contracts are designated as free
standing derivatives for which hedge accounting does not apply. The changes in the fair value of the derivatives not qualifying as cash flow hedges are included in selling,
general and administrative expenses in our condensed consolidated statements of income.
The foreign exchange forward contracts designated as free standing derivatives are used to hedge advances between subsidiaries and to partially mitigate the impact of
foreign currency fluctuations. Foreign exchange average rate option contracts are also used to mitigate the impact of foreign currency rate fluctuations. The objective of these
contracts is to neutralize the impact of foreign currency movements on the operating results of our subsidiaries. The fair value of forward and option contracts is based on thirdparty quotes. Our foreign currency derivative contracts are generally executed on a monthly basis.
We also purchase foreign currency forward contracts in order to hedge forecasted inventory transactions and intercompany management fees that are designated as cashflow hedges and are subject to foreign currency exposures. We applied the hedge accounting rules as required by ASC 815 for these hedges. These contracts allow us to buy and
sell certain currencies at specified contract rates. As of September 30, 2013 and December 31, 2012, the aggregate notional amounts of these contracts outstanding were
approximately $243.2 million and $256.9 million, respectively. At September 30, 2013, the outstanding contracts were expected to mature over the next twelve months. Our
derivative financial instruments are recorded on the condensed consolidated balance sheet at fair value based on quoted market rates. For the forecasted inventory transactions,
the forward contracts are used to hedge forecasted inventory transactions over specific months. Changes in the fair value of these forward contracts, excluding forward points,
designated as cash-flow hedges are recorded as a component of accumulated other comprehensive income (loss) within shareholders’ equity, and are recognized in cost of sales
in the condensed consolidated statement of income during the period which approximates the time the hedged inventory is sold. We also hedge forecasted intercompany
management fees over specific months. Changes in the fair value of these forward contracts designated as cash flow hedges are recorded as a component of accumulated other
comprehensive loss within shareholders’ equity, and are recognized in selling, general and administrative expenses in the condensed consolidated statement of income in the
period when the hedged item and underlying transaction affects earnings. As of September 30, 2013, we recorded assets at fair value of $5.6 million and liabilities at fair value
of $4.2 million relating to all outstanding foreign currency contracts designated as cash-flow hedges. As of December 31, 2012, we recorded assets at fair value of $0.5 million
and liabilities at fair value of $3.3 million relating to all outstanding foreign currency contracts designated as cash-flow hedges. We assess hedge effectiveness and measure
hedge ineffectiveness at least quarterly. During the three and nine months ended September 30, 2013 and 2012, the ineffective portion relating to these hedges was immaterial
and the hedges remained effective as of September 30, 2013 and December 31, 2012.
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As of both September 30, 2013 and December 31, 2012, the majority of our outstanding foreign currency forward contracts had maturity dates of less than twelve
months, with the majority of freestanding derivatives expiring within one month. There were no foreign currency option contracts outstanding as of September 30, 2013 and
December 31, 2012.
The following table provides information about the details of our foreign exchange forward contracts:
Average
Contract
Rate

Foreign Currency

At September 30, 2013
Buy Chinese yuan sell Euro
Buy Euro sell Argentine peso
Buy Euro sell Australian dollar
Buy Euro sell Chilean peso
Buy Euro sell Chinese yuan
Buy Euro sell Indonesian rupiah
Buy Euro sell Mexican peso
Buy Euro sell Malaysian ringgit
Buy Euro sell Peruvian nuevo sol
Buy Euro sell Philippine peso
Buy Euro sell Russian ruble
Buy Euro sell U.S. dollar
Buy British pound sell Euro
Buy Japanese yen sell U.S. dollar
Buy Malaysian ringgit sell U.S. dollar
Buy New Taiwan dollar sell U.S. dollar
Buy U.S. dollar sell Brazilian real
Buy U.S. dollar sell Colombian peso
Buy U.S. dollar sell Euro
Buy U.S. dollar sell Indonesian rupiah
Buy U.S. dollar sell South Korean won
Buy U.S. dollar sell New Taiwan dollar
Total forward contracts

8.18
8.70
1.44
675.00
8.14
15,400.00
17.15
4.35
3.74
58.45
43.24
1.34
1.18
98.96
3.23
29.69
2.23
1,897.00
1.31
11,245.00
1,141.01
29.60

Notional
Amount
(In millions)

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

23.6
5.3
2.5
1.9
23.7
7.7
149.6
6.3
2.8
3.1
3.7
210.5
2.4
4.0
5.4
8.1
5.4
2.6
126.6
0.2
34.1
1.1
630.6

Fair
Value
Gain (Loss)
(In millions)

$

$
$
$
$
$
$
$
$
$
$
$
$

(0.4)
—
—
—
0.5
0.2
6.2
0.1
—
—
0.1
1.8
—
—
(0.1)
0.1
0.1
—
(3.7)
—
0.9
—
5.8

The majority of our foreign subsidiaries designate their local currencies as their functional currencies. At September 30, 2013 and December 31, 2012, the total amount
of our foreign subsidiary cash and cash equivalents was $502.8 million and $321.3 million, respectively, of which $10.7 million and $6.9 million was invested in U.S. dollars as
of September 30, 2013 and December 31, 2012, respectively. At September 30, 2013 and December 31, 2012, the total amount of cash and cash equivalents held by U.S. entities
was $389.7 million and $12.2 million, respectively.
Currency restrictions enacted by the Venezuelan government continue to be restrictive and have impacted the ability of Herbalife Venezuela to obtain U.S. dollars in
exchange for Bolivars at the official foreign exchange rates from the Venezuelan government. See Item 2 — Management’s Discussion and Analysis of Financial Condition
and Results of Operations, for discussion on how the currency restrictions in Venezuela have impacted Herbalife Venezuela’s operations.
Interest Rate Risk
As of September 30, 2013, the aggregate annual maturities of the Credit Facility were expected to be $18.8 million for the remainder of 2013, $81.2 million for 2014,
$100.0 million for 2015, and $750.0 million for 2016. The fair value of the outstanding borrowings on our revolving credit facility and Term Loan approximated their carrying
values of $950.0 million as of September 30, 2013. The fair value of the outstanding borrowings on our revolving credit facility and Term Loan approximated their carrying
values of $487.5 million as of December 31, 2012. The Credit Facility bears a variable interest rate, and on September 30, 2013 and December 31, 2012, the weighted average
interest rate of the Credit Facility, including borrowings under the Term Loan, was 2.18% and 1.96%, respectively.
During August 2009, we entered into four interest rate swap agreements with an effective date of December 31, 2009. The agreements collectively provided for us to pay
interest for less than a four-year period at a weighted average fixed rate of 2.78% on notional amounts aggregating to $140.0 million while receiving interest for the same period
at the one month LIBOR rate on the same notional amounts. These agreements expired in July 2013. These swaps at inception were designated as cash flow hedges against the
variability in the LIBOR interest rate on our term loan under the Prior Credit Facility or against the variability in the LIBOR interest
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rate on the replacement debt. Our term loan under the Prior Credit Facility was terminated in March 2011 and refinanced with the Credit Facility as discussed further in Note 4,
Long-Term Debt, to the Condensed Consolidated Financial Statements. Until their expiration in July 2013, the Company’s swaps were effective and were designated as cash
flow hedges against the variability in certain LIBOR interest rate borrowings under the Credit Facility at LIBOR plus 1.50% to 2.50%, fixing the Company’s weighted average
effective rate on the notional amounts at 4.28% to 5.28%. There was no hedge ineffectiveness recorded as result of this refinancing event.
We assess hedge effectiveness and measure hedge ineffectiveness at least quarterly. During the three and nine months ended September 30, 2013 and 2012, the
ineffective portion relating to these hedges was immaterial and the hedges remained effective until their expiration in July 2013 and as of December 31, 2012. Consequently, all
changes in the fair value of the derivatives were deferred and recorded in other comprehensive income (loss) until the related forecasted transactions were recognized in the
condensed consolidated statements of income. The fair value of the interest rate swap agreements are based on third-party quotes. At December 31, 2012, we recorded the
interest rate swaps as liabilities at their fair value of $2.0 million. No amount was recorded as of September 30, 2013 because the interest rate swaps had expired.
Item 4. Controls And Procedures
Evaluation of Disclosure Controls and Procedures. Our management, including our Chief Executive Officer and Chief Financial Officer, has evaluated the effectiveness
of our disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended, or the Exchange
Act) as of the end of the period covered by this Quarterly Report on Form 10-Q. Based on such evaluation, and notwithstanding the error disclosed in Note 2, Significant
Accounting Policies, to the Condensed Consolidated Financial Statements, our Chief Executive Officer and our Chief Financial Officer have concluded that our disclosure
controls and procedures were effective as of September 30, 2013.
Changes in Internal Control over Financial Reporting. There were no changes in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d15(f) under the Exchange Act) that occurred during the quarter ended September 30, 2013 that have materially affected, or are reasonably likely to materially affect, our internal
control over financial reporting.
FORWARD-LOOKING STATEMENTS
This document contains “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities
Exchange Act of 1934, as amended. All statements other than statements of historical fact are “forward-looking statements” for purposes of federal and state securities laws,
including any projections of earnings, revenue or other financial items; any statements of the plans, strategies and objectives of management for future operations; any
statements concerning proposed new services or developments; any statements regarding future economic conditions or performance; any statements of belief; and any
statements of assumptions underlying any of the foregoing. Forward-looking statements may include the words “may,” “will,” “estimate,” “intend,” “continue,” “believe,”
“expect” or “anticipate” and any other similar words.
Although we believe that the expectations reflected in any of our forward-looking statements are reasonable, actual results could differ materially from those projected
or assumed in any of our forward-looking statements. Our future financial condition and results of operations, as well as any forward-looking statements, are subject to change
and to inherent risks and uncertainties, such as those disclosed or incorporated by reference in our filings with the Securities and Exchange Commission. Important factors that
could cause our actual results, performance and achievements, or industry results to differ materially from estimates or projections contained in our forward-looking
statements include, among others, the following:
•

the resignation of our former independent registered public accounting firm, its withdrawal of its audit reports with respect to certain of our historical financial
statements, any difficulties PricewaterhouseCoopers LLP, our successor accounting firm encounters in the re-audits of such relevant historical financial
statements or any material modifications to such historical financial statements PricewaterhouseCoopers LLP believes should be made as a result of such reaudits;

•

any collateral impact resulting from the ongoing worldwide financial environment, including the availability of liquidity to us, our customers and our suppliers or
the willingness of our customers to purchase products in a difficult economic environment;

•

our relationship with, and our ability to influence the actions of, our distributors;

•

improper action by our employees or distributors in violation of applicable law;

•

adverse publicity associated with our products or network marketing organization, including our ability to comfort the marketplace and regulators regarding our
compliance with applicable laws;

•

changing consumer preferences and demands;

•

our reliance upon, or the loss or departure of any member of, our senior management team which could negatively impact our distributor relations and operating
results;
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•

the competitive nature of our business;

•

regulatory matters governing our products, including potential governmental or regulatory actions concerning the safety or efficacy of our products and network
marketing program, including the direct selling market in which we operate;

•

legal challenges to our network marketing program;

•

risks associated with operating internationally and the effect of economic factors, including foreign exchange, inflation, disruptions or conflicts with our third
party importers, pricing and currency devaluation risks, especially in countries such as Venezuela;

•

uncertainties relating to the application of transfer pricing, duties, value added taxes, and other tax regulations, and changes thereto;

•

uncertainties relating to interpretation and enforcement of legislation in China governing direct selling;

•

uncertainties relating to the interpretation, enforcement or amendment of legislation in India governing direct selling;

•

our inability to obtain the necessary licenses to expand our direct selling business in China;

•

adverse changes in the Chinese economy, Chinese legal system or Chinese governmental policies;

•

our dependence on increased penetration of existing markets;

•

contractual limitations on our ability to expand our business;

•

our reliance on our information technology infrastructure and outside manufacturers;

•

the sufficiency of trademarks and other intellectual property rights;

•

product concentration;

•

changes in tax laws, treaties or regulations, or their interpretation;

•

taxation relating to our distributors;

•

product liability claims;

•

whether we will purchase any of our shares in the open markets or otherwise; and

•

share price volatility related to, among other things, speculative trading and certain traders shorting our common shares.

Additional factors that could cause actual results to differ materially from our forward-looking statements are set forth in this Quarterly Report on Form 10-Q, including
under the heading “Risk Factors,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and in our Condensed Consolidated Financial
Statements and the related Notes.
Forward-looking statements in this Quarterly Report on Form 10-Q speak only as of the date hereof, and forward-looking statements in documents attached that are
incorporated by reference speak only as of the date of those documents. We do not undertake any obligation to update or release any revisions to any forward-looking
statement or to report any events or circumstances after the date hereof or to reflect the occurrence of unanticipated events, except as required by law.
PART II. OTHER INFORMATION
Item 1. Legal Proceedings
See discussion under Note 5, Contingencies, to the Condensed Consolidated Financial Statements included in Item 1 of Part I of this Quarterly Report on Form 10-Q,
which is incorporated herein by reference.
From time to time, the Company is subject to inquiries from and investigations by various governmental and other regulatory authorities with respect to the legality of
the Company’s network marketing program. Given the nature of recent allegations made by certain short sellers and related market events, the Company believes it may receive
governmental inquiries (such as the previously disclosed SEC inquiry). To the extent any of these inquiries are or become material they will be disclosed
individually. Consistent with its policies, the Company is and will fully cooperate with any inquiries and looks forward to resolving them in a timely manner.
Item 1A. Risk Factors
The resignation of our former independent registered public accounting firm, its withdrawal of its audit reports with respect to certain of our historical financial
statements, any modifications to such historical financial statements our successor accounting firm believes should be made as a result of the re-audit thereof, any
difficulties we or our successor accounting firm encounter moving forward and the costs related to the foregoing, may have a material adverse effect on us.
On April 8, 2013, KPMG notified us that KPMG was resigning, effective immediately, as our independent accountant. KPMG stated it had concluded it was not
independent because of alleged insider trading in our securities by one of KPMG’s former partners who, until April 5, 2013, was the KPMG engagement partner on our
audit. KPMG advised us it resigned as our independent accountant solely due to the impairment of KPMG’s independence resulting from its now former partner’s alleged
unlawful activities
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and not for any reason related to our financial statements, our accounting practices, the integrity of our management or for any other reason. As a result of the alleged insider
trading activity by its now former partner and KPMG’s resulting resignation, KPMG notified us that it had no option but to withdraw its audit reports regarding our financial
statements for the fiscal years ended December 31, 2010, 2011 and 2012 and the effectiveness of internal control over financial reporting as of December 31, 2010, 2011 and
2012 and that such reports should no longer be relied upon as a result of KPMG’s lack of independence created by the circumstances described above. Our Audit Committee
and management continue to believe that our financial statements covering the referenced periods, notwithstanding the revisions discussed in Note 2, Significant Accounting
Policies, to the Condensed Consolidated Financial Statements included in Item 1 of Part I of this Quarterly Report on Form 10-Q under the headingRevision of Prior Period
Financial Statements, fairly present, in all material respects, our financial condition and results of operations as of the end of and for the referenced periods and may continue to
be relied upon and that our internal control over financial reporting was effective during these periods. See Note 2, Significant Accounting Policies, to the Condensed
Consolidated Financial Statements for information on these matters.
The Audit Committee conducted a search for KPMG’s successor and, on May 21, 2013 engaged PricewaterhouseCoopers LLP, or PwC, as the Company’s new
independent registered accounting firm. As a result of the engagement of PwC, we, members of management and our Audit Committee will be required to expend significant
time, resources and capital in connection with the requisite re-audits, helping familiarize PwC and its personnel with our business and operations and other related matters.
As a result of KPMG’s resignation, we have suffered and will continue to suffer a number of difficulties in respect of our SEC filings and other matters. This Quarterly
Report on Form 10-Q as well as the Quarterly Reports on Form 10-Q for the first and second quarters of 2013, filed with the SEC on April 29, 2013 and July 29, 2013,
respectively, are technically considered deficient and we are no longer considered to be technically timely or current in our Exchange Act filings because the unaudited interim
financial information presented herein and therein has not been reviewed by an independent registered accounting firm in accordance with Accounting Standards Board
Statement on Accounting Standards 100, or SAS 100, as required by SEC rules. In addition, the absence of the SAS 100 reviews and KPMG’s withdrawal of its previous audit
reports required us to suspend the effectiveness of our registration statements on Form S-8 related to our equity incentive plans and our employee stock purchase plan. The
combination of these issues also renders us ineligible for the time being to use both shelf registration and “short-form” registration that allows us to incorporate our prior filings
by reference. We will not be able to file in a timely manner Quarterly Reports on Form 10-Q with the SEC that contain financial statements that have been reviewed by, or
Annual Reports on Form 10-K that contain financial statements that have been audited by, an independent registered public accounting firm until PwC completes its re-audits
and its SAS 100 reviews of the applicable periods. If we are unable to do so, among other things, we will continue to be untimely in our filings under the Exchange Act and our
ability to access the capital markets will be significantly limited. In addition, if PwC is unable to timely complete the re-audits of our historical financial statements for the fiscal
years ended December 31, 2010, 2011 and 2012 as well as the audit of fiscal 2013, or if PwC believes that modifications should be made to our historical financial statements
as a result of the re-audits thereof, we may encounter additional issues. The failure to deliver audited financial statements after 2013 year end could constitute an event of default
under our Credit Facility and may lead the New York Stock Exchange to commence delisting procedures with respect to our common shares. While we do not believe these
events will come to pass, there can be no assurances at this time.
To date we have incurred significant costs as a result of KPMG’s resignation in the form of legal and similar professional fees, in addition to the substantial diversion of
the time and attention of our officers, directors and members of our accounting department. We have also seen added volatility in the trading price of our common shares. We
expect to continue to suffer these additional costs, distractions and other issues, and we expect to continue to see greater volatility in the price of our common shares, until PwC
has completed its re-audits of our financial statements for the fiscal years ended December 31, 2010, 2011 and 2012, its review of the three months ended March 31, 2013, the
three and six months ended June 30, 2013, the three and nine months ended September 30, 2013, and any subsequent periods.
The worldwide financial and economic environment could negatively impact our access to credit and the sales of our products and could harm our financial condition and
operating results.
We are closely monitoring various aspects of the current worldwide financial and economic “crisis” and its potential impact on us, our liquidity, our access to capital,
our operations and our overall financial condition. While we have historically met our funding needs utilizing cash flow from operating activities and while we believe we will
have sufficient resources to meet current debt service obligations in a timely manner, no assurances can be given that the current overall downturn in the world economy will not
significantly adversely impact us and our business operations. We note economic and financial markets are fluid and we cannot ensure
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that there will not be in the near future a material adverse deterioration in our sales or liquidity. While our current senior secured variable credit facility can also be used to
support our current liquidity requirements, increases in interest rates could negatively affect the cost of financing our operations if our future borrowings were to increase.
Our failure to establish and maintain distributor relationships for any reason could negatively impact sales of our products and harm our financial condition and
operating results.
We distribute our products exclusively to and through approximately 3.6 million independent distributors, including 0.2 million in China, and we depend upon them
directly for substantially all of our sales. To increase our revenue, we must increase the number of, or the productivity of, our distributors. Accordingly, our success depends in
significant part upon our ability to recruit, retain and motivate a large base of distributors. The loss of a significant number of distributors for any reason could negatively impact
sales of our products and could impair our ability to attract new distributors. In our efforts to attract and retain distributors, we compete with other network marketing
organizations, including those in the weight management, dietary and nutritional supplement and personal care and cosmetic product industries. Our operating results could be
harmed if our existing and new business opportunities and products do not generate sufficient interest to retain existing distributors and attract new distributors.
Our distributor organization has a high turnover rate, which is a common characteristic found in the direct selling industry. In light of this fact, we have our sales leaders
re-qualify annually in order to maintain a more accurate count of their numbers. For the latest twelve month re-qualification period ending January 2013, approximately 51.8%
of our sales leaders, excluding China, re-qualified. Distributors who purchase our product for personal consumption or for short-term income goals may stay with us for several
months to one year. Sales leaders who have committed time and effort to build a sales organization will generally stay for longer periods. Distributors have highly variable
levels of training, skills and capabilities. The turnover rate of our distributors, and our operating results, can be adversely impacted if we, and our senior distributor leadership,
do not provide the necessary mentoring, training and business support tools for new distributors to become successful sales people.
We estimate that, of our approximately 3.6 million independent distributors, we had approximately 611,000 sales leaders as of September 30, 2013. These sales leaders,
together with their downline sales organizations, account for substantially all of our revenues. Our distributors, including our sales leaders, may voluntarily terminate their
distributor agreements with us at any time. The loss of a group of leading sales leaders, together with their downline sales organizations, or the loss of a significant number of
distributors for any reason, could negatively impact sales of our products, impair our ability to attract new distributors and harm our financial condition and operating results.
Since we cannot exert the same level of influence or control over our independent distributors as we could were they our own employees, our distributors could fail to
comply with applicable law or our distributor policies and procedures, which could result in claims against us that could harm our financial condition and operating
results.
Our distributors are independent contractors and, accordingly, we are not in a position to directly provide the same direction, motivation and oversight as we would if
distributors were our own employees. As a result, there can be no assurance that our distributors will participate in our marketing strategies or plans, accept our introduction of
new products, or comply with our distributor policies and procedures.
Extensive federal, state and local laws regulate our business, products and network marketing program. Because we have expanded into foreign countries, our policies
and procedures for our independent distributors differ due to the different legal requirements of each country in which we do business. While we have implemented distributor
policies and procedures designed to govern distributor conduct and to protect the goodwill associated with Herbalife trademarks and tradenames, it can be difficult to enforce
these policies and procedures because of the large number of distributors and their independent status. Violations by our independent distributors of applicable law or of our
policies and procedures in dealing with customers could reflect negatively on our products and operations and harm our business reputation. In addition, it is possible that a
court could hold us civilly or criminally accountable based on vicarious liability because of the actions of our independent distributors.
Adverse publicity associated with our products, ingredients or network marketing program, or those of similar companies, could harm our financial condition and
operating results.
The size of our distribution force and the results of our operations may be significantly affected by the public’s perception of the Company and similar companies. This
perception is dependent upon opinions concerning:
•

the safety and quality of our products and ingredients;

•

the safety and quality of similar products and ingredients distributed by other companies;

•

our distributors;

•

our network marketing program; and

•

the direct selling business generally.
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Adverse publicity concerning any actual or purported failure of our Company or our independent distributors to comply with applicable laws and regulations regarding
product claims and advertising, good manufacturing practices, the regulation of our network marketing program, the licensing of our products for sale in our target markets or
other aspects of our business, whether or not resulting in enforcement actions or the imposition of penalties, could have an adverse effect on the goodwill of our Company and
could negatively affect our ability to attract, motivate and retain distributors, which would negatively impact our ability to generate revenue. We cannot ensure that all of our
independent distributors will comply with applicable legal requirements relating to the advertising, labeling, licensing or distribution of our products.
In addition, our distributors’ and consumers’ perception of the safety and quality of our products and ingredients as well as similar products and ingredients distributed
by other companies can be significantly influenced by media attention, publicized scientific research or findings, widespread product liability claims and other publicity
concerning our products or ingredients or similar products and ingredients distributed by other companies. For example, in May 2008 public allegations were made that certain
of our products contain excessive amounts of lead thereby triggering disclosure and labeling requirements under California Proposition 65. Following an investigation, these
allegations were publicly withdrawn by the allegations initiator. While we have confidence in our products because they fall within FDA suggested guidelines as well as
applicable state regulations for the amount of lead that consumers can safely ingest and do not believe they trigger disclosure or labeling requirements under California
Proposition 65, negative publicity such as this can disrupt our business. Adverse publicity, whether or not accurate or resulting from consumers’ use or misuse of our products,
that associates consumption of our products or ingredients or any similar products or ingredients with illness or other adverse effects, questions the benefits of our or similar
products or claims that any such products are ineffective, inappropriately labeled or have inaccurate instructions as to their use, could lead to lawsuits or other legal challenges
and could negatively impact our reputation, the market demand for our products, or our general business.
From time to time we receive inquiries from government agencies and third parties requesting information concerning our products. We fully cooperate with these
inquiries including, when requested, by the submission of detailed technical dossiers addressing product composition, manufacturing, process control, quality assurance, and
contaminant testing. Further, we periodically respond to requests from regulators for additional information regarding product-specific adverse events. We are confident in the
safety of our products when used as directed. However, there can be no assurance that regulators in these or other markets will not take actions that might delay or prevent the
introduction of new products, or require the reformulation or the temporary or permanent withdrawal of certain of our existing products from their markets.
Adverse publicity relating to us, our products or our operations, including our network marketing program or the attractiveness or viability of the financial opportunities
provided thereby, has had, and could again have, a negative effect on our ability to attract, motivate and retain distributors, and it could also affect our share price. In the mid1980’s, our products and marketing program became the subject of regulatory scrutiny in the United States, resulting in large part from claims and representations made about
our products by our independent distributors, including impermissible therapeutic claims. The resulting adverse publicity caused a rapid, substantial loss of distributors in the
United States and a corresponding reduction in sales beginning in 1985. In addition, in late 2012, a hedge fund manager publicly raised allegations regarding the legality of our
network marketing program and announced that his fund had taken a significant short position regarding our common shares, leading to intense public scrutiny and significant
stock price volatility. We expect that negative publicity will, from time to time, continue to negatively impact our business in particular markets and may adversely affect our
share price.
Our failure to appropriately respond to changing consumer preferences and demand for new products or product enhancements could significantly harm our distributor
and customer relationships and product sales and harm our financial condition and operating results.
Our business is subject to changing consumer trends and preferences, especially with respect to weight management products. Our continued success depends in part on
our ability to anticipate and respond to these changes, and we may not respond in a timely or commercially appropriate manner to such changes. Furthermore, the nutritional
supplement industry is characterized by rapid and frequent changes in demand for products and new product introductions and enhancements. Our failure to accurately predict
these trends could negatively impact consumer opinion of our products, which in turn could harm our customer and distributor 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:
•

accurately anticipate customer needs;

•

innovate and develop new products or product enhancements that meet these needs;

•

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

•

price our products competitively;

•

manufacture and deliver our products in sufficient volumes and in a timely manner; and

•

differentiate our product offerings from those of our competitors.
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If we do not introduce new products or make enhancements to meet the changing needs of our customers in a timely manner, some of our products could be rendered
obsolete, which could negatively impact our revenues, financial condition and operating results.
Due to the high level of competition in our industry, we might fail to retain our customers and distributors, which would harm our financial condition and operating
results.
The business of marketing weight management and nutrition products is highly competitive and sensitive to the introduction of new products or weight management
plans, including various prescription drugs, which may rapidly capture a significant share of the market. These market segments include numerous manufacturers, distributors,
marketers, retailers and physicians that actively compete for the business of consumers both in the United States and abroad. In addition, we anticipate that we will be subject to
increasing competition in the future from sellers that utilize electronic commerce. Some of these competitors have longer operating histories, significantly greater financial,
technical, product development, marketing and sales resources, greater name recognition, larger established customer bases and better-developed distribution channels than we
do. Our present or future competitors may be able to develop products that are comparable or superior to those we offer, adapt more quickly than we do to new technologies,
evolving industry trends and standards or customer requirements, or devote greater resources to the development, promotion and sale of their products than we do. For example,
if our competitors develop other diet or weight management treatments that prove to be more effective than our products, demand for our products could be reduced.
Accordingly, we may not be able to compete effectively in our markets and competition may intensify.
We are also subject to significant competition for the recruitment of distributors from other network marketing organizations, including those that market weight
management products, dietary and nutritional supplements and personal care products as well as other types of products. We compete for global customers and distributors with
regard to weight management, nutritional supplement and personal care products. Our competitors include both direct selling companies such as NuSkin Enterprises, Nature’s
Sunshine, Alticor/Amway, Melaleuca, Avon Products, Oriflame, Omnilife, Tupperware and Mary Kay, as well as retail establishments such as Weight Watchers, Jenny Craig,
General Nutrition Centers, Wal-Mart and retail pharmacies.
In addition, because the industry in which we operate is not particularly capital intensive or otherwise subject to high barriers to entry, it is relatively easy for new
competitors to emerge who will compete with us for our distributors and customers. In addition, the fact that our distributors may easily enter and exit our network marketing
program contributes to the level of competition that we face. For example, a distributor can enter or exit our network marketing system with relative ease at any time without
facing a significant investment or loss of capital because (1) we have a low upfront financial cost to become a Herbalife distributor, (2) we do not require any specific amount of
time to work as a distributor, (3) we do not insist on any special training to be a distributor and (4) we do not prohibit a new distributor from working with another company.
Our ability to remain competitive therefore depends, in significant part, on our success in recruiting and retaining distributors through an attractive compensation plan, the
maintenance of an attractive product portfolio and other incentives. We cannot ensure that our programs for recruitment and retention of distributors will be successful and if
they are not, our financial condition and operating results would be harmed.
We are affected by extensive laws, governmental regulations, administrative determinations, court decisions and similar constraints both domestically and abroad, and our
failure or our distributors’ failure to comply with these constraints could lead to the imposition of significant penalties or claims, which could harm our financial
condition and operating results.
In both domestic and foreign markets, the formulation, manufacturing, packaging, labeling, distribution, advertising, importation, exportation, licensing, sale and storage
of our products are affected by extensive laws, governmental regulations, administrative determinations, court decisions and similar constraints. Such laws, regulations and
other constraints may exist at the federal, state or local levels in the United States and at all levels of government in foreign jurisdictions. There can be no assurance that we or
our distributors are in compliance with all of these regulations. Our failure or our distributors’ failure to comply with these regulations or new regulations could disrupt our
distributors’ sale of our products, or lead to the imposition of significant penalties or claims and could negatively impact our business. In addition, the adoption of new
regulations or changes in the interpretations of existing regulations may result in significant compliance costs or discontinuation of product sales and may negatively impact the
marketing of our products, resulting in significant loss of sales revenues.
The FTC revised its Guides Concerning the Use of Endorsements and Testimonials in Advertising, or Guides, which became effective on December 1, 2009. Although
the Guides are not binding, they explain how the FTC interprets Section 5 of the FTC Act’s prohibition on unfair or deceptive acts or practices. Consequently, the FTC could
bring a Section 5 enforcement action based on practices that are inconsistent with the Guides. Under the revised Guides, advertisements that feature a consumer and convey his
or her atypical experience with a product or service are required to clearly disclose the results that consumers can generally expect. In contrast to the 1980 version of the Guides,
which allowed advertisers to describe atypical results in a testimonial as long as they included a disclaimer such as “results not typical”, the revised Guides no longer contain
such a safe harbor. The revised Guides also add new examples to illustrate the long-standing principle that “material connections” between advertisers and endorsers (such as
payments or free products), connections that consumers might not expect, must be disclosed. Herbalife has revised its marketing materials to be compliant with the revised
Guides. However, it is possible that our use, and that of our independent distributors, of testimonials in the advertising and promotion of our products, including but not limited
to our weight management products and our income opportunity, will be significantly impacted and therefore might negatively impact our sales.
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Governmental regulations in countries where we plan to commence or expand operations may prevent or delay entry into those markets. In addition, our ability to sustain
satisfactory levels of sales in our markets is dependent in significant part on our ability to introduce additional products into such markets. However, governmental regulations in
our markets, both domestic and international, can delay or prevent the introduction, or require the reformulation or withdrawal, of certain of our products. Any such regulatory
action, whether or not it results in a final determination adverse to us, could create negative publicity, with detrimental effects on the motivation and recruitment of distributors
and, consequently, on sales.
We are subject to FDA rules for current good manufacturing practices, or cGMPs, for the manufacture, packing, labeling and holding of dietary supplements distributed
in the United States. Herbalife has implemented a comprehensive quality assurance program that is designed to maintain compliance with the cGMPs for dietary supplements
manufactured by or on behalf of Herbalife for distribution in the United States. However, if Herbalife should be found not to be in compliance with cGMPs for the products it
self-manufactures it could negatively impact our reputation and ability to sell our products even after any such situation had been rectified. Further, if contract manufacturers
whose products bear Herbalife labels fail to comply with the cGMPs, this could negatively impact Herbalife’s reputation and ability to sell its products even though Herbalife is
not directly liable under the cGMPs for such compliance. In complying with the dietary supplement cGMPs, we have experienced increases in production costs as a result of the
necessary increase in testing of raw ingredients, work in process and finished products.
From time to time, the Company is subject to inquiries from and investigations by various governmental and other regulatory authorities with respect to the legality of
the Company’s network marketing program. Given the nature of recent allegations made by certain short sellers and related market events, the Company believes it may receive
governmental inquiries (such as the previously disclosed SEC inquiry). To the extent any of these inquiries are or become material they will be disclosed
individually. Consistent with its policies, the Company is and will fully cooperate with any inquiries and looks forward to resolving them in a timely manner.
Our network marketing program could be found to be not in compliance with current or newly adopted laws or regulations in one or more markets, which could prevent
us from conducting our business in these markets and harm our financial condition and operating results.
Our network marketing program is subject to a number of federal and state regulations administered by the FTC and various state agencies in the United States as well as
regulations on direct selling in foreign markets administered by foreign agencies. We are subject to the risk that, in one or more markets, our network marketing program could
be found not to be in compliance with applicable law or regulations. Regulations applicable to network marketing organizations generally are directed at preventing fraudulent
or deceptive schemes, often referred to as “pyramid” or “chain sales” schemes, by ensuring that product sales ultimately are made to consumers and that advancement within an
organization is based on sales of the organization’s products rather than investments in the organization or other non-retail sales-related criteria. The regulatory requirements
concerning network marketing programs do not include “bright line” rules and are inherently fact-based and, thus, we are subject to the risk that these laws or regulations or the
enforcement or interpretation of these laws and regulations by governmental agencies or courts can change. The ambiguity surrounding these laws can also affect the public
perception of our company. Specifically, in late 2012, a hedge fund manager publicly raised allegations regarding the legality of our network marketing program and announced
that his fund had taken a significant short position regarding our common shares, leading to intense public scrutiny and significant stock price volatility. The failure of our
network marketing program to comply with current or newly adopted regulations could negatively impact our business in a particular market or in general and may adversely
affect our share price.
We are also subject to the risk of private party challenges to the legality of our network marketing program. Some multi-level marketing programs of other companies
have been successfully challenged in the past, while other challenges to multi-level marketing programs of other companies have been defeated. In 2004 Test Ankoop-Test
Achat, a Belgian consumer protection organization, sued Herbalife International Belgium, S.V., or HIB, challenging the legality of our network marketing program in Belgium.
On November 23, 2011, the Brussels Commercial Court rendered a judgment that HIB is in violation of the Belgian law on Unfair Commercial Practices by establishing,
operating or promoting a pyramid scheme where a consumer gives consideration for the opportunity to receive compensation that is derived primarily from the introduction of
other consumers into the scheme rather than from the sale or consumption of products. The court ordered cessation of the violation, and a penalty payment of EUR 5,000 per
infringement (limited to a total amount of penalty payments of EUR 250,000) starting two months from the official notification of the judgment. HIB has not yet been officially
notified of the judgment and therefore the conditions for possible penalty payments have not been fulfilled. The Company believes the trial court’s judgment is flawed legally
and factually and on March 8, 2012 filed an appeal of the judgment with the Court of Appeal of Brussels. A preliminary hearing was held on April 2, 2012 setting a briefing
schedule. Since then Test Aankoop filed its reply on July 6, 2012 and Herbalife’s response was filed on September 28, 2012. Test Aankoop filed its final brief on February 12,
2013. The date for the oral hearing before the Court of Appeals of Brussels has been set for November 4, 2013. We believe that we have a meritorious basis to appeal this
judgment. Nonetheless, the Company has implemented various relatively minor clarifications and changes which we believe are consistent with the trial court’s ruling pending
the appeal procedure. This or other adverse judicial determinations with respect to our network marketing program, or in proceedings not
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involving us directly but which challenge the legality of multi-level marketing systems, in Belgium or in any other market in which we operate, could negatively impact our
business. Additionally, Herbalife has been named as a defendant in a purported class action lawsuit filed April 8, 2013 in the U.S. District Court for the Central District of
California (Bostick v. Herbalife International of America, Inc., et al) challenging the legality of our network marketing program under various state and federal laws. On
May 30, 2013, we filed a motion to dismiss the lawsuit on a variety of grounds. On October 11, 2013, after plaintiff indicated his intention to dismiss certain claims brought
under federal law, the Court denied our motion to dismiss the remaining state claims. We believe the suit is without merit and plan to defend the suit vigorously.
A substantial portion of our business is conducted in foreign markets, exposing us to the risks of trade or foreign exchange restrictions, increased tariffs, foreign currency
fluctuations, disruptions or conflicts with our third party importers and similar risks associated with foreign operations.
Approximately 80% of our net sales for the year ended December 31, 2012, were generated outside the United States, exposing our business to risks associated with
foreign operations. For example, a foreign government may impose trade or foreign exchange restrictions or increased tariffs, or otherwise limit or restrict our ability to import
products into a country, any of which could negatively impact our operations. We are also exposed to risks associated with foreign currency fluctuations. For instance,
purchases from suppliers are generally made in U.S. dollars while sales to distributors are generally made in local currencies. Accordingly, strengthening of the U.S. dollar
versus a foreign currency could have a negative impact on us. Although we engage in transactions to protect against risks associated with foreign currency fluctuations, we
cannot be certain any hedging activity will effectively reduce our exchange rate exposure. Additionally we may be negatively impacted by conflicts with or disruptions caused
or faced by our third party importers, as well as conflicts between such importers and local governments or regulating agencies. Our operations in some markets also may be
adversely affected by political, economic and social instability in foreign countries. As we continue to focus on expanding our existing international operations, these and other
risks associated with international operations may increase, which could harm our financial condition and operating results.
Currency restrictions enacted by the Venezuelan government have become more restrictive and have impacted the ability of our subsidiary in Venezuela, or Herbalife
Venezuela, to obtain U.S. dollars in exchange for Venezuelan Bolivars, or Bolivars, at the official foreign exchange rate 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 remains uncertain. In certain instances, we have 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 recent instances we have been unsuccessful in obtaining U.S. dollars at the official rate
and it remains uncertain whether our current pending applications and future anticipated applications will be approved. As an alternative exchange mechanism, in prior years,
we have also participated in certain bond offerings from the Venezuelan government and from Petróleos de Venezuela, S.A. or PDVSA, a Venezuelan state-owned petroleum
company, where we effectively purchased bonds with our Bolivars and then sold the bonds for U.S. dollars. In other instances, we have also used other alternative legal
exchange mechanisms for currency exchanges, such as the legal parallel market mechanism which was discontinued in May 2010.
In June 2010, the Venezuelan government introduced additional regulations under a newly regulated system, SITME, which was controlled by the Central Bank of
Venezuela. SITME provided 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 was only available in certain limited circumstances. Specifically, SITME could only be used for product purchases and it was not available for other matters such as the
payment of dividends. Also, SITME could only be used for amounts of up to $50,000 per day and $350,000 per month and was generally only available to the extent that the
applicant had not exchanged and received U.S. dollars via the CADIVI process within the previous 90 days. While we currently plan 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 currency restrictions are not
lifted or eased, our product supplies in the Venezuelan market may be limited and we may make changes to Herbalife Venezuela’s operations each of which could negatively
impact our business.
In February 2013, the Venezuela government announced it devalued its Bolivar currency and will eliminate the SITME regulated system. The SITME 5.3 Bolivars per
U.S. dollar rate was eliminated and the CADIVI rate has been devalued from 4.3 Bolivars to 6.3 Bolivars per U.S. dollar. This new CADIVI rate is approximately 16% less
favorable than the previously published 5.3 SITME rate. We recognized approximately $15.1 million of net foreign exchange losses within our condensed consolidated
statements of income during the first quarter of 2013, as result of remeasuring our Bolivar denominated monetary assets and liabilities at this new CADIVI rate of 6.3 Bolivars
per U.S. dollar. See Note 2, Significant Accounting Policies, to the Condensed Consolidated Financial Statements included in Item 1 of Part I of this Quarterly Report on Form
10-Q for further information on the Bolivar devaluation.
If the foreign currency restrictions in Venezuela intensify or do not improve, we may be required to deconsolidate Herbalife Venezuela for U.S. GAAP purposes and
would be subject to the risk of impairment. In addition, if foreign currency restrictions do not improve, we may have to use alternative legal exchange mechanisms which are
significantly less favorable than the official rate which could cause the Company to incur significant foreign exchange losses. Due to the current political and economic
environment in Venezuela, there is also a risk that there could be additional foreign currency devaluations which could cause our cash and cash equivalents to decrease. If any of
these events were to occur it could result in a significant negative impact to our consolidated earnings. See Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations, within our 2012 Annual Report on Form 10-K, for a further discussion on Venezuela.
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Our expansion in China is subject to general, as well as industry-specific, economic, political and legal developments and risks in China and requires that we utilize a
different business model from that which we use elsewhere in the world.
Our expansion of operations into China is subject to risks and uncertainties related to general economic, political and legal developments in China, among other things.
The Chinese government exercises significant control over the Chinese economy, including but not limited to controlling capital investments, allocating resources, setting
monetary policy, controlling foreign exchange and monitoring foreign exchange rates, implementing and overseeing tax regulations, providing preferential treatment to certain
industry segments or companies and issuing necessary licenses to conduct business. Accordingly, any adverse change in the Chinese economy, the Chinese legal system or
Chinese governmental, economic or other policies could have a material adverse effect on our business in China and our prospects generally.
In 2005, China published regulations governing direct selling and prohibiting pyramid promotional schemes, and a number of administrative methods and proclamations
were issued in 2005 and in 2006. These regulations require us to use a business model different from that which we offer in other markets. To allow us to operate under these
regulations, we have created and introduced a model specifically for China. In China, we have Company-operated retail stores that can directly serve customers and preferred
customers. We also have sales representatives who are permitted by the terms of our direct selling licenses to sell away from fixed retail locations in the provinces of Jiangsu,
Guangdong, Shandong, Zhejiang, Guizhou, Beijing, Fujian, Sichuan, Hubei, Shanxi, Shanghai, Jiangxi, Liaoning, Jilin, Henan, Chongqing, Hebi, Shaanxi, Tianjin,
Heilongjiang, Hunan, Guangxi, Hainan, Anhui and Yunnan.
We have also engaged independent service providers that meet both the requirements to operate their own business under Chinese law as well as the conditions set forth
by Herbalife to sell products and provide marketing, sales and support services to Herbalife customers. These features are not common to the business model we employ
elsewhere in the world, and based on the direct selling licenses we have received and the terms of those which we hope to receive in the future to conduct a direct selling
enterprise in China, our business model in China will continue to incorporate some or all of these features. The direct selling regulations require us to apply for various
approvals to conduct a direct selling enterprise in China. The process for obtaining the necessary licenses to conduct a direct selling business is protracted and cumbersome and
involves multiple layers of Chinese governmental authorities and numerous governmental employees at each layer. While direct selling licenses are centrally issued, such
licenses are generally valid only in the jurisdictions within which related approvals have been obtained. Such approvals are generally awarded on local and provincial bases, and
the approval process requires involvement with multiple ministries at each level. Our participation and conduct during the approval process is guided not only by distinct
Chinese practices and customs, but is also subject to applicable laws of China and the other jurisdictions in which we operate our business, including the U.S., as well as our
internal code of ethics. There is always a risk that in attempting to comply with local customs and practices in China during the application process or otherwise, we will fail to
comply with requirements applicable to us in China itself or in other jurisdictions, and any such failure to comply with applicable requirements could prevent us from obtaining
the direct selling licenses or related local or provincial approvals. Furthermore, we rely on certain key personnel in China to assist us during the approval process, and the loss of
any such key personnel could delay or hinder our ability to obtain licenses or related approvals. For all of the above reasons, there can be no assurance that we will obtain
additional direct-selling licenses, or obtain related approvals to expand into any or all of the localities or provinces in China that are important to our business. Our inability to
obtain, retain, or renew any or all of the licenses or related approvals that are required for us to operate in China could negatively impact our business.
Additionally, although certain regulations have been published with respect to obtaining and operating under such approvals and otherwise conducting business in China,
other regulations are pending and there continues to be uncertainty regarding the interpretation and enforcement of Chinese regulations. The regulatory environment in China is
evolving, and officials in the Chinese government exercise broad discretion in deciding how to interpret and apply regulations. We cannot be certain that our business model
will continue to be deemed by national or local Chinese regulatory authorities to be compliant with any such regulations. The Chinese government rigorously monitors the direct
selling market in China, and in the past has taken serious action against companies that the government believed were engaging in activities they regarded to be in violation of
applicable law, including shutting down their businesses and imposing substantial fines. As a result, there can be no guarantee that the Chinese government’s current or future
interpretation and application of the existing and new regulations will not negatively impact our business in China, result in regulatory investigations or lead to fines or penalties
against us or our Chinese distributors.
Chinese regulations prevent persons who are not Chinese nationals from engaging in direct selling in China. We cannot guarantee that any of our distributors living
outside of China or any of our sales representatives or independent service providers in China have not engaged or will not engage in activities that violate our policies in this
market, or that violate Chinese law or other applicable law, and therefore result in regulatory action and adverse publicity.
China enacted a labor contract law which took effect January 1, 2008 and on September 18, 2008 an implementing regulation took effect. On October 28, 2010 China
enacted a social insurance law that came into effect on July 1, 2011. We have reviewed our employment contracts and contractual relations with employees in China, which
include certain of our employed sales personnel, and have transferred those employed sales personnel into independent service providers and have made such other changes as
we believe to be necessary or appropriate to bring these contracts and contractual relations into compliance with these laws and their implementing regulations. In addition, we
continue to monitor the situation to determine how these laws and regulations will be implemented in practice. There is no guarantee that these laws will not adversely impact
us, cause us to change our operating plan for China or otherwise have an adverse impact on our business operations in China.
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If our operations in China are successful, we may experience rapid growth in China, and there can be no assurances that we will be able to successfully manage rapid
expansion of manufacturing operations and a rapidly growing and dynamic sales force. If we are unable to effectively manage such growth and expansion of our retail stores
and manufacturing operations, our government relations may be compromised and our operations in China may be harmed.
If we fail to further penetrate existing markets and expand our business into new markets, then the growth in sales of our products, along with our operating results,
could be negatively impacted.
The success of our business is to a large extent contingent on our ability to further penetrate existing markets and to a much less extent enter into new markets. Our ability
to further penetrate existing markets or to expand our business into additional countries in Eastern Europe, Southeast Asia, South America, Africa or elsewhere, to the extent we
believe that we have identified attractive geographic expansion opportunities in the future, is subject to numerous factors, many of which are out of our control.
In addition, government regulations in both our domestic and international markets can delay or prevent the introduction, or require the reformulation or withdrawal, of
some of our products, which could negatively impact our business, financial condition and results of operations. Also, our ability to increase market penetration in certain
countries may be limited by the finite number of persons in a given country inclined to pursue a direct selling business opportunity or consumers willing to purchase Herbalife
products. Moreover, our growth will depend upon improved training and other activities that enhance distributor retention in our markets. While we have recently experienced
significant growth in certain of our markets, we cannot assure you that such growth levels will continue in the immediate or long term future. Furthermore, our efforts to support
growth in such international markets could be hampered to the extent that our infrastructure in such markets is deficient when compared to our more developed markets, such as
the U.S. Therefore, we cannot assure you that our general efforts to increase our market penetration and distributor retention in existing markets will be successful. If we are
unable to continue to expand into new markets or further penetrate existing markets, our operating results could suffer.
Our contractual obligation to sell our products only through our Herbalife distributor network and to refrain from changing certain aspects of our marketing plan may
limit our growth.
We are a party to an agreement with our distributors that provides assurances that we will not sell Herbalife products through any distribution channel other than our
network of independent Herbalife distributors. Thus, we are contractually prohibited from expanding our business by selling Herbalife products through other distribution
channels that may be available to our competitors, such as over the internet, through wholesale sales, by establishing retail stores or through mail order systems. Since this is an
open-ended commitment, there can be no assurance that we will be able to take advantage of innovative new distribution channels that are developed in the future.
In addition, this agreement with our distributors provides that we will not change certain aspects of our marketing plan without the consent of a specified percentage of
our distributors. For example, our agreement with our distributors provides that we may increase, but not decrease, the discount percentages available to our distributors for the
purchase of products or the applicable royalty override percentages, including roll-ups, and production and other bonus percentages available to our distributors at various
qualification levels within our distributor hierarchy. We may not modify the eligibility or qualification criteria for these discounts, royalty overrides and production and other
bonuses unless we do so in a manner to make eligibility and/or qualification easier than under the applicable criteria in effect as of the date of the agreement. Our agreement
with our distributors further provides that we may not vary the criteria for qualification for each distributor tier within our distributor hierarchy, unless we do so in such a way so
as to make qualification easier.
Although we reserved the right to make these changes to our marketing plan without the consent of our distributors in the event that changes are required by applicable
law or are necessary in our reasonable business judgment to account for specific local market or currency conditions to achieve a reasonable profit on operations, there can be
no assurance that our agreement with our distributors will not restrict our ability to adapt our marketing plan to the evolving requirements of the markets in which we operate.
As a result, our growth may be limited.
We depend on the integrity and reliability of our information technology infrastructure, and any related inadequacies may result in substantial interruptions to our
business.
Our ability to provide products and services to our distributors depends on the performance and availability of our core transactional systems. We upgraded our back
office systems globally to the Oracle Enterprise Suite which is supported by a robust hardware and network infrastructure. The Oracle Enterprise Suite is a scalable and stable
solution that provides a solid foundation upon which we are building our next generation Distributor facing Internet toolset. While we continue to invest in our information
technology infrastructure, there can be no assurance that there will not be any significant interruptions to such systems or that the systems will be adequate to meet all of our
future business needs.
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The most important aspect of our information technology infrastructure is the system through which we record and track distributor sales, volume points, royalty
overrides, bonuses and other incentives. We have encountered, and may encounter in the future, errors in our software or our enterprise network, or inadequacies in the software
and services supplied by our vendors, although to date none of these errors or inadequacies has had a meaningful adverse impact on our business. Any such errors or
inadequacies that we may encounter in the future may result in substantial interruptions to our services and may damage our relationships with, or cause us to lose, our
distributors if the errors or inadequacies impair our ability to track sales and pay royalty overrides, bonuses and other incentives, which would harm our financial condition and
operating results. Such errors may be expensive or difficult to correct in a timely manner, and we may have little or no control over whether any inadequacies in software or
services supplied to us by third parties are corrected, if at all.
Our ability to effectively manage our network of independent distributors, and to ship products, and track royalty and bonus payments on a timely basis, depends
significantly on our information systems. The failure of our information systems to operate effectively, or a breach in security of these systems, could adversely impact the
promptness and accuracy of our product distribution and transaction processing. We could be required to make significant additional expenditures to remediate any such failure,
problem or breach.
Anyone that is able to circumvent our security measures could misappropriate confidential or proprietary information, including that of third parties such as our
independent distributors, cause interruption in our operations, damage our computers or otherwise damage our reputation and business. We may need to expend significant
resources to protect against security breaches or to address problems caused by such breaches. Any actual security breaches could damage our reputation and expose us to a risk
of loss or litigation and possible liability under various laws and regulations. In addition, employee error or malfeasance or other errors in the storage, use or transmission of any
such information could result in a disclosure to third parties. If this should occur we could incur significant expenses addressing such problems. Since we collect and store
distributor and vendor information, including credit card information, these risks are heightened.
Since we rely on independent third parties for the manufacture and supply of certain of our products, if these third parties fail to reliably supply products to us at required
levels of quality and which are manufactured in compliance with applicable laws, including the dietary supplement cGMPs, then our financial condition and operating
results would be harmed.
The majority of our products are manufactured at third party contract manufacturers, with the exception of our products sold in China, which are manufactured in our
Suzhou China facility, and certain of our top selling products which are produced in our manufacturing facility located in Lake Forest, California. It is the Company’s intention
to expand the capacity of its existing manufacturing facilities, and add additional facilities, to produce additional products for our North America and international markets. In
December of 2012 we purchased a facility in Winston-Salem, North Carolina and are in the process of refurbishing this facility to become our largest finished goods
manufacturing facility. We expect this facility to become operational in June 2014. We cannot assure you that our outside contract manufacturers will continue to reliably
supply products to us at the levels of quality, or the quantities, we require, and in compliance with applicable laws, including under the FDA’s cGMP regulations and while
efforts are being made to ensure a smooth transition we cannot assure you that the transition from our third party contract manufacturers to this new Herbalife facility will not
result in possible inventory shortages. Additionally, while we are not presently aware of any current liquidity issues with our suppliers, we cannot assure you that they will not
experience financial hardship as a result of the current global financial crisis.
For the portion of our product supply that is self-manufactured, we believe we have significantly lowered the product supply risk, as the risk factors of financial health,
liquidity, capacity expansion, reliability and product quality are all within our control. However, a significant delay in completion of the Winston-Salem Facility, while unlikely,
could hamper our ability to support the continued growth in net sales.
Our supply contracts generally have a two-year term. Except for force majeure events such as natural disasters and other acts of God, and non-performance by Herbalife,
our manufacturers generally cannot unilaterally terminate these contracts. These contracts can generally be extended by us at the end of the relevant time period and we have
exercised this right in the past. Globally we have approximately 40 suppliers of our products. For our major products, we typically have both primary and secondary suppliers.
Our major suppliers include Fine Foods (Italy) for meal replacements, protein powders and nutritional supplements, Valentine Enterprises (U.S.) for meal replacements and
protein powders, Nature’s Bounty (U.S.) for meal replacements and nutritional supplements, and PharmaChem Labs (U.S.) for teas and Niteworks®. Additionally we use
contract manufacturers in India, Brazil, Korea, Japan, Taiwan and Germany to support our global business. In the event any of our contract manufacturers were to become
unable or unwilling to continue to provide us with products in required volumes and at suitable quality levels, we would be required to identify and obtain acceptable
replacement manufacturing sources. There is no assurance that we would be able to obtain alternative manufacturing sources on a timely basis. An extended interruption in the
supply of products would result in the loss of sales. In addition, any actual or perceived degradation of product quality as a result of reliance on contract manufacturers may
have an adverse effect on sales or result in increased product returns and buybacks. Also, as we experience ingredient and product price pressure in the areas of soy, fructose,
dairy products, gums, plastics, and transportation reflecting global economic trends, we believe that we have the ability to mitigate some of these cost increases through
improved optimization of our supply chain coupled with select increases in the retail prices of our products.
If we fail to protect our trademarks and tradenames, then our ability to compete could be negatively affected, which would harm our financial condition and operating
results.
The market for our products depends to a significant extent upon the goodwill associated with our trademark and tradenames. We own, or have licenses to use, the
material trademark and trade name rights used in connection with the packaging, marketing and
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distribution of our products in the markets where those products are sold. Therefore, trademark and trade name protection is important to our business. Although most of our
trademarks are registered in the United States and in certain foreign countries in which we operate, we may not be successful in asserting trademark or trade name protection. In
addition, the laws of certain foreign countries may not protect our intellectual property rights to the same extent as the laws of the United States. The loss or infringement of our
trademarks or tradenames could impair the goodwill associated with our brands and harm our reputation, which would harm our financial condition and operating results.
Unlike in most of the other markets in which we operate, limited protection of intellectual property is available under Chinese law. Accordingly, we face an increased
risk in China that unauthorized parties may attempt to copy or otherwise obtain or use our trademarks, copyrights, product formulations or other intellectual property. Further,
since Chinese commercial law is relatively undeveloped, we may have limited legal recourse in the event we encounter significant difficulties with intellectual property theft or
infringement. As a result, we cannot assure you that we will be able to adequately protect our product formulations or other intellectual property.
We permit the limited use of our trademarks by our independent distributors to assist them in the marketing of our products. It is possible that doing so may increase the
risk of unauthorized use or misuse of our trademarks in markets where their registration status differs from that asserted by our independent distributors, or they may be used in
association with claims or products in a manner not permitted under applicable laws and regulations. Were this to occur it is possible that this could diminish the value of these
marks or otherwise impair our further use of these marks.
If our distributors fail to comply with labeling laws, then our financial condition and operating results would be harmed.
Although the physical labeling of our products is not within the control of our independent distributors, our distributors must nevertheless advertise our products in
compliance with the extensive regulations that exist in certain jurisdictions, such as the United States, which considers product advertising to be labeling for regulatory
purposes.
Our products are sold principally as foods, dietary supplements and cosmetics and are subject to rigorous FDA and related legal regimens limiting the types of
therapeutic claims that can be made for our products. The treatment or cure of disease, for example, is not a permitted claim for these products. While we train our distributors
and attempt to monitor our distributors’ marketing materials, we cannot ensure that all such materials comply with applicable regulations, including bans on therapeutic claims.
If our distributors fail to comply with these restrictions, then we and our distributors could be subjected to claims, financial penalties, mandatory product recalls or relabeling
requirements, which could harm our financial condition and operating results. Although we expect that our responsibility for the actions of our independent distributors in such
an instance would be dependent on a determination that we either controlled or condoned a noncompliant advertising practice, there can be no assurance that we could not be
held vicariously liable for the actions of our independent distributors.
If our intellectual property is not adequate to provide us with a competitive advantage or to prevent competitors from replicating our products, or if we infringe the
intellectual property rights of others, then our financial condition and operating results would be harmed.
Our future success and ability to compete depend upon our ability to timely produce innovative products and product enhancements that motivate our distributors and
customers, which we attempt to protect under a combination of copyright, trademark and trade secret laws, confidentiality procedures and contractual provisions. However, our
products are generally not patented domestically or abroad, and the legal protections afforded by common law and contractual proprietary rights in our products provide only
limited protection and may be time-consuming and expensive to enforce and/or maintain. Further, despite our efforts, we may be unable to prevent third parties from infringing
upon or misappropriating our proprietary rights or from independently developing non-infringing products that are competitive with, equivalent to and/or superior to our
products.
Monitoring infringement and/or misappropriation of intellectual property can be difficult and expensive, and we may not be able to detect every infringement or
misappropriation of our proprietary rights. Even if we do detect infringement or misappropriation of our proprietary rights, litigation to enforce these rights could cause us to
divert financial and other resources away from our business operations. Further, the laws of some foreign countries do not protect our proprietary rights to the same extent as do
the laws of the United States.
Additionally, third parties may claim that products or marks that we have independently developed or which bear certain of our trademarks infringe upon their
intellectual property rights and there can be no assurance that one or more of our products or marks will not be found to infringe upon third party intellectual property rights in
the future.
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Since one of our products constitutes a significant portion of our retail sales, significant decreases in consumer demand for this product or our failure to produce a
suitable replacement should we cease offering it would harm our financial condition and operating results.
Our Formula 1 meal replacement product constitutes a significant portion of our sales, accounting for approximately 29%, 29%, and 28% of net sales for the fiscal years
ended December 31, 2012, 2011, and 2010, respectively. If consumer demand for this product decreases significantly or we cease offering this product without a suitable
replacement, then our financial condition and operating results would be harmed.
If we lose the services of members of our senior management team, then our financial condition and operating results could be harmed.
We depend on the continued services of our Chairman and Chief Executive Officer, Michael O. Johnson, and our current senior management team as they work closely
with the senior distributor leadership to create an environment of inspiration, motivation and entrepreneurial business success. Although 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 with us. The loss or departure of any member of our senior management team could adversely impact our distributor relations and operating
results. If any of these executives do not remain with us, our business could suffer. Also, the loss of key personnel, including our regional and country managers, could
negatively impact our ability to implement our business strategy, and our continued success will also be dependent on our ability to retain existing, and attract additional,
qualified personnel to meet our needs. We currently do not maintain “key person” life insurance with respect to our senior management team.
The covenants in our existing indebtedness limit our discretion with respect to certain business matters, which could limit our ability to pursue certain strategic objectives
and in turn harm our financial condition and operating results.
Our credit facility contains financial and operating covenants that restrict our and our subsidiaries’ ability to, among other things:
•

pay dividends, redeem share capital or capital stock and make other restricted payments and investments;

•

incur or guarantee additional debt;

•

impose dividend or other distribution restrictions on our subsidiaries;

•

create liens on our and our subsidiaries’ assets;

•

engage in transactions with affiliates; and

•

merge, consolidate or sell all or substantially all of our assets and the assets of our subsidiaries.

In addition, our credit facility requires us to meet certain financial ratios and financial conditions. Our ability to comply with these covenants may be affected by events
beyond our control, including prevailing economic, financial and industry conditions. Failure to comply with these covenants could result in a default causing all amounts to
become due and payable under our credit facility, which is secured by substantially all of our domestic assets, against which the lenders thereunder could proceed to foreclose.
If we do not comply with transfer pricing, customs duties, VAT, and similar regulations, then we may be subjected to additional taxes, duties, interest and penalties in
material amounts, which could harm our financial condition and operating results.
As a multinational corporation, in many countries including the United States we are subject to transfer pricing and other tax regulations designed to ensure that our
intercompany transactions are consummated at prices that have not been manipulated to produce a desired tax result, that appropriate levels of income are reported as earned by
our United States or local entities, and that we are taxed appropriately on such transactions. In addition, our operations are subject to regulations designed to ensure that
appropriate levels of customs duties are assessed on the importation of our products. We are currently subject to pending or proposed audits that are at various levels of review,
assessment or appeal in a number of jurisdictions involving transfer pricing issues, income taxes, customs duties, value added taxes, withholding taxes, sales and use and other
taxes and related interest and penalties in material amounts. In some circumstances, additional taxes, interest and penalties have been assessed and we will be required to pay the
assessments or post surety, in order to challenge the assessments.
The imposition of new taxes, even pass-through taxes such as VAT, could have an impact on our perceived product pricing and therefore a potential negative impact on
our business. We have reserved in the consolidated financial statements an amount that we believe represents the most likely outcome of the resolution of these disputes, but if
we are incorrect in our assessment we may have to pay the full amount asserted which could potentially be material. Ultimate resolution of these matters may take several years,
and the outcome is uncertain. If the United States Internal Revenue Service or the taxing authorities of any other jurisdiction were to successfully challenge our transfer pricing
practices or our positions regarding the payment of income taxes, customs duties, value added taxes, withholding taxes, sales and use, and other taxes, we could become subject
to higher taxes and our revenue and earnings could be adversely affected.
On May 13, 2011, the Mexican Tax Administration Service issued a resolution nullifying a prior assessment in an amount equivalent to approximately $87 million,
translated at the period ended spot rate, for various items, the majority of which was VAT allegedly owed on certain of our products imported into Mexico during years 2005
and 2006. Since, the Mexican Tax Administration Service can re-issue some or all of the original assessment, we commenced litigation in the Tax Court of Mexico in August
2011 to
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dispute the assertions made by the Mexican Tax Administration Service in the case. The Mexican Tax Administration Service filed a response which was received by us in April
2012. The response challenged the assertions that we made in our August 2011 filing. Litigation in this case is currently ongoing.
The Mexican Tax Administration Service commenced audits of our Mexican subsidiaries for the period from January to September 2007 and on May 10, 2013, we
received an assessment of approximately $22 million, translated at the period ended spot rate, related to that period. On July 11, 2013 the Company filed an administrative
appeal disputing the assessment.
The Mexican Tax Administration Service audited our Mexican subsidiaries for the 2011 year. The audit focused on importation and VAT issues. On June 25, 2013, the
Mexican Tax Administration Service closed the audit of the 2011 year without any assessment.
We have not recognized a loss with respect to any of these Mexican matters as we, based on our analysis and guidance from our advisors, do not believe a loss is
probable. Further, we are currently unable to reasonably estimate a possible loss or range of loss that could result from an unfavorable outcome if the assessment was re-issued
or any additional assessments were to be issued for these or other periods. We believe that we have meritorious defenses if the assessment is re-issued or would have
meritorious defenses if any additional assessment is issued. Any adverse outcomes in these matters could have a material impact on our financial condition and operating
results.
We could become a “controlled foreign corporation” for U.S. federal income tax purposes.
We believe that we are currently not a “controlled foreign corporation” for U.S. federal income tax purposes. However, this conclusion depends upon the composition of
shareholders who own 10% or more of our outstanding shares, applying special rules including constructive ownership rules (“10% shareholders”), and whether such 10%
shareholders who are United States persons or entities own in the aggregate more than 50% of our outstanding shares. If we were to be or become a “controlled foreign
corporation,” our 10% shareholders would be subject to special tax treatment. Any shareholders who contemplate owning 10% or more of our outstanding shares (taking into
account the impact of any share repurchases we may undertake pursuant to share repurchase programs) are urged to consult with their tax advisors with respect to the special
rules applicable to 10% shareholders of controlled foreign corporations.
Changes in tax laws, treaties or regulations, or their interpretation could adversely affect us.
A change in applicable tax laws, treaties or regulations or their interpretation could result in a higher effective tax rate on our worldwide earnings and such change could
be significant to our financial results. Tax legislative proposals intending to eliminate some perceived tax advantages of companies that have legal domiciles outside the U.S.
but have certain U.S. connections have repeatedly been introduced in the U.S. Congress. If these proposals are enacted, the result would increase our effective tax rate and could
have a material adverse effect on the Company’s financial condition and results of operations.
We may be held responsible for certain taxes or assessments relating to the activities of our distributors, which could harm our financial condition and operating results.
Our distributors are subject to taxation, and in some instances, legislation or governmental agencies impose an obligation on us to collect taxes, such as value added taxes
and social contributions, and to maintain appropriate records. In addition, we are subject to the risk in some jurisdictions of being responsible for social security, withholding or
other taxes with respect to payments to our distributors. For example, in Spain, Brazil and Italy, the Company received tax assessments from the authorities for withholding
taxes, social contributions, and related items in connection with payments made to distributors in those countries in prior periods. The Company has appealed the assessments.
In the case of Spain substantially all the assessment was withdrawn and in the case of Italy the assessment is anticipated to be withdrawn. The Company believes it has
meritorious defenses in other instances. In addition, in the event that local laws and regulations or the interpretation of local laws and regulations change to require us to treat
our independent distributors as employees, or that our distributors are deemed by local regulatory authorities in one or more of the jurisdictions in which we operate to be our
employees rather than independent contractors under existing laws and interpretations, we may be held responsible for social contributions, withholding and related taxes in
those jurisdictions, plus any related assessments and penalties, which could harm our financial condition and operating results.
We may incur material product liability claims, which could increase our costs and harm our financial condition and operating results.
Our products consist of vitamins, minerals and botanicals and other ingredients that are classified as foods or dietary supplements and are not subject to pre-market
regulatory approval in the United States. Our products could contain contaminated substances, and some of our products contain some ingredients that do not have long
histories of human consumption. We rely upon published and unpublished safety information including clinical studies on ingredients used in our products and conduct limited
clinical studies on some key products but not all products. Previously unknown adverse reactions resulting from human consumption of these ingredients could occur. As a
marketer of dietary and nutritional supplements and other products that are ingested by consumers or applied to their bodies, we have been, and may again be, subjected to
various product liability claims, including that the
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products contain contaminants, the products include inadequate instructions as to their uses, or the products include inadequate warnings concerning side effects and
interactions with other substances. It is possible that widespread product liability claims could increase our costs, and adversely affect our revenues and operating income.
Moreover, liability claims arising from a serious adverse event may increase our costs through higher insurance premiums and deductibles, and may make it more difficult to
secure adequate insurance coverage in the future. In addition, our product liability insurance may fail to cover future product liability claims, thereby requiring us to pay
substantial monetary damages and adversely affecting our business. Finally, given the higher level of self-insured retentions that we have accepted under our current product
liability insurance policies, which are as high as approximately $10 million, in certain cases we may be subject to the full amount of liability associated with any injuries, which
could be substantial.
Several years ago, a number of states restricted the sale of dietary supplements containing botanical sources of ephedrine alkaloids and on February 6, 2004, the FDA
banned the use of such ephedrine alkaloids. Until late 2002, we had sold Thermojetics® original green herbal tablets, Thermojetics® green herbal tablets and Thermojetics® gold
herbal tablets, all of which contained ephedrine alkaloids. Accordingly, we run the risk of product liability claims related to the ingestion of ephedrine alkaloids contained in
those products. Currently, we have been named as a defendant in product liability lawsuits seeking to link the ingestion of certain of the aforementioned products to subsequent
alleged medical problems suffered by plaintiffs. Although we believe that we have meritorious defenses to the allegations contained in these lawsuits, and are vigorously
defending these claims, there can be no assurance that we will prevail in our defense of any or all of these matters.
We are subject to, among other things, requirements regarding the effectiveness of internal controls over financial reporting. In connection with these requirements, we
conduct regular audits of our business and operations. Our failure to identify or correct deficiencies and areas of weakness in the course of these audits could adversely
affect our financial condition and operating results.
We are required to comply with various corporate governance and financial reporting requirements under the Sarbanes-Oxley Act of 2002, as well as new rules and
regulations adopted by the SEC, the Public Company Accounting Oversight Board and the New York Stock Exchange. In particular, we are required to include management
and auditor reports on the effectiveness of internal controls over financial reporting as part of our annual reports on Form 10-K, pursuant to Section 404 of the Sarbanes-Oxley
Act. We expect to continue to spend significant amounts of time and money on compliance with these rules. Our failure to correct any noted weaknesses in internal controls over
financial reporting could result in the disclosure of material weaknesses which could have a material adverse effect upon the market value of our stock.
On a regular and on-going basis, we conduct audits through our internal audit department of various aspects of our business and operations. These internal audits are
conducted to insure compliance with our policies and to strengthen our operations and related internal controls. The Audit Committee of our Board of Directors regularly
reviews the results of these internal audits and, when appropriate, suggests remedial measures and actions to correct noted deficiencies or strengthen areas of weakness. There
can be no assurance that these internal audits will uncover all material deficiencies or areas of weakness in our operations or internal controls. If left undetected and uncorrected,
such deficiencies and weaknesses could have a material adverse effect on our financial condition and results of operations.
From time to time, the results of these internal audits may necessitate that we conduct further investigations into aspects of our business or operations. In addition, our
business practices and operations may periodically be investigated by one or more of the many governmental authorities with jurisdiction over our worldwide operations. In the
event that these investigations produce unfavorable results, we may be subjected to fines, penalties or loss of licenses or permits needed to operate in certain jurisdictions, any
one of which could have a material adverse effect on our financial condition or operating results.
Holders of our common shares may face difficulties in protecting their interests because we are incorporated under Cayman Islands law.
Our corporate affairs are governed by our amended and restated memorandum and articles of association, by the Companies Law (2012 Revision), or the Companies
Law, and the common law of the Cayman Islands. The rights of our shareholders and the fiduciary responsibilities of our directors under Cayman Islands law are not as clearly
established as under statutes or judicial precedent in existence in jurisdictions in the United States. Therefore, shareholders may have more difficulty in protecting their interests
in the face of actions by our management or board of directors than would shareholders of a corporation incorporated in a jurisdiction in the United States, due to the
comparatively less developed nature of Cayman Islands law in this area.
Shareholders of Cayman Islands exempted companies such as Herbalife have no general rights under Cayman Islands law to inspect corporate records and accounts or to
obtain copies of lists of our shareholders. Our directors have discretion under our articles of association to determine whether or not, and under what conditions, our corporate
records may be inspected by our shareholders, but are not obliged to make them available to our shareholders. This may make it more difficult for you to obtain the information
needed to establish any facts necessary for a shareholder motion or to solicit proxies from other shareholders in connection with a proxy contest.
A shareholder can bring a suit personally where its individual rights have been, or are about to be, infringed. Where an action is brought to redress any loss or damage
suffered by us, we would be the proper plaintiff, and a shareholder could not ordinarily maintain
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an action on our behalf, except where it was permitted by the courts of the Cayman Islands to proceed with a derivative action. Our Cayman Islands counsel, Maples and Calder,
is not aware of any reported decisions in relation to a derivative action brought in a Cayman Islands court. However, based on English authorities, which would in all likelihood
be of persuasive authority in the Cayman Islands, a shareholder may be permitted to bring a claim derivatively on the Company’s behalf, where:
•

a company is acting or proposing to act illegally or outside the scope of its corporate authority;

•

the act complained of, although not acting outside the scope of its corporate authority, could be effected only if authorized by more than a simple majority vote; or

•

those who control the company are perpetrating a “fraud on the minority”.

Provisions of our articles of association and Cayman Islands corporate law may impede a takeover or make it more difficult for shareholders to change the direction or
management of the Company, which could reduce shareholders’ opportunity to influence management of the Company.
Our articles of association permit our board of directors to issue preference shares from time to time, with such rights and preferences as they consider appropriate. Our
board of directors could authorize the issuance of preference shares with terms and conditions and under circumstances that could have an effect of discouraging a takeover or
other transaction.
In addition, our articles of association contain certain other provisions which could have an effect of discouraging a takeover or other transaction or preventing or
making it more difficult for shareholders to change the direction or management of our Company, including a classified board, the inability of shareholders to act by written
consent, a limitation on the ability of shareholders to call special meetings of shareholders and advance notice provisions. As a result, our shareholders may have less input into
the management of our Company than they might otherwise have if these provisions were not included in our articles of association.
The Cayman Islands have provisions under the Companies Law to facilitate mergers and consolidations between Cayman Islands companies and non-Cayman Islands
companies. These provisions, contained within Part XVI of the Companies Law, are broadly similar to the merger provisions as provided for under Delaware Law.
There are however a number of important differences that could impede a takeover. First, the threshold for approval of the merger plan by shareholders is higher. The
threshold is a special resolution of the shareholders (being 66 2/3% of those present in person or by proxy and voting) together with such other authorization, if any, as may be
specified in the articles of association.
Additionally, the consent of each holder of a fixed or floating security interest (in essence a documented security interest as opposed to one arising by operation of law) is
required to be obtained unless the Grand Court of the Cayman Islands waives such requirement.
The merger provisions contained within Part XVI of the Companies Law do contain shareholder appraisal rights similar to those provided for under Delaware law. Such
rights are limited to a merger under Part XVI and do not apply to schemes of arrangement as discussed below.
The Companies Law also contains separate statutory provisions that provide for the merger, reconstruction and amalgamation of companies. These are commonly
referred to in the Cayman Islands as “schemes of arrangement.”
The procedural and legal requirements necessary to consummate these transactions are more rigorous and take longer to complete than the procedures typically required
to consummate a merger in the United States. Under Cayman Islands law and practice, a scheme of arrangement in relation to a solvent Cayman Islands company must be
approved at a shareholders’ meeting by a majority of each class of the company’s shareholders who are present and voting (either in person or by proxy) at such meeting. The
shares voted in favor of the scheme of arrangement must also represent at least 75% of the value of each relevant class of the company’s shareholders present and voting at the
meeting. The convening of these meetings and the terms of the amalgamation must also be sanctioned by the Grand Court of the Cayman Islands. Although there is no
requirement to seek the consent of the creditors of the parties involved in the scheme of arrangement, the Grand Court typically seeks to ensure that the creditors have consented
to the transfer of their liabilities to the surviving entity or that the scheme of arrangement does not otherwise materially adversely affect creditors’ interests. Furthermore, the
court will only approve a scheme of arrangement if it is satisfied that:
•

the statutory provisions as to majority vote have been complied with;

•

the shareholders who voted at the meeting in question fairly represent the relevant class of shareholders to which they belong;

•

the scheme of arrangement is such as a businessman would reasonably approve; and

•

the scheme of arrangement is not one that would more properly be sanctioned under some other provision of the Companies Law.
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If the scheme of arrangement is approved, the dissenting shareholder would have no rights comparable to appraisal rights, which would otherwise ordinarily be available
to dissenting shareholders of U.S. corporations, providing rights to receive payment in cash for the judicially determined value of the shares.
In addition, if an offer by a third party to purchase shares in us has been approved by the holders of at least 90% of our outstanding shares (not including such a third
party) pursuant to an offer within a four-month period of making such an offer, the purchaser may, during the two months following expiration of the four-month period, require
the holders of the remaining shares to transfer their shares on the same terms on which the purchaser acquired the first 90% of our outstanding shares. An objection can be made
to the Grand Court of the Cayman Islands, but this is unlikely to succeed unless there is evidence of fraud, bad faith, collusion or inequitable treatment of the shareholders.
There is uncertainty as to shareholders’ ability to enforce certain foreign civil liabilities in the Cayman Islands.
We are incorporated as an exempted company with limited liability under the laws of the Cayman Islands. A material portion of our assets are located outside of the
United States. As a result, it may be difficult for our shareholders to enforce judgments against us or judgments obtained in U.S. courts predicated upon the civil liability
provisions of the federal securities laws of the United States or any state of the United States.
We have been advised by our Cayman Islands counsel, Maples and Calder, that although there is no statutory enforcement in the Cayman Islands of judgments obtained
in the United States, the courts of the Cayman Islands will — based on the principle that a judgment by a competent foreign court imposes upon the judgment debtor an
obligation to pay the sum for which judgment has been given — recognize and enforce a foreign judgment of a court of competent jurisdiction if such judgment is final, for a
liquidated sum, not in respect of taxes or a fine or penalty, is not inconsistent with a Cayman Islands judgment in respect of the same matters, and was not obtained in a manner,
and is not of a kind, the enforcement of which is contrary to natural justice or the public policy of the Cayman Islands. There is doubt, however, as to whether the Grand Court
of the Cayman Islands will (1) recognize or enforce judgments of U.S. courts predicated upon the civil liability provisions of the federal securities laws of the United States or
any state of the United States, or (2) in original actions brought in the Cayman Islands, impose liabilities predicated upon the civil liability provisions of the federal securities
laws of the United States or any state of the United States, on the grounds that such provisions are penal in nature.
The Grand Court of the Cayman Islands may stay proceedings if concurrent proceedings are being brought elsewhere.
Our stock price may be affected by speculative trading, including those shorting our stock.
In late 2012, a hedge fund manager publicly raised allegations regarding the legality of our network marketing program and announced that his fund had taken a
significant short position regarding our common shares, leading to intense public scrutiny and significant stock price volatility. Following this public announcement in
December 2012, our stock price dropped significantly. This hedge fund manager continues to make allegations regarding the legality of our network marketing program, our
product safety, our accounting practices and other matters. Our stock price has continued to exhibit heightened volatility and the short interest in our common shares continues
to remain high. Short sellers expect to make a profit if our common shares decline in value, and their actions and their public statements may cause further volatility in our share
price. While a number of traders have publicly announced that they have taken long positions contrary to the hedge fund shorting our shares, the existence of such a significant
short interest position and the related publicity may lead to continued volatility. The volatility of our stock may cause the value of a shareholder’s investment to decline rapidly.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
(a)

On July 15, 2013, we issued 1,626 common shares to an employee in connection with a cashless exercise of stock options at an exercise price of $2.50 per share,
resulting in aggregate proceeds to us of $4,065. The issuance of the common shares was not registered under the Securities Act of 1933 and such common shares
were offered and sold in reliance on the exemption from registration afforded by Section 4(2) under the securities Act of 1933 for transactions by an issuer not
involving a public offering.

(b)

None.
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(c)

On July 30, 2012, we announced that our board of directors authorized a new $1 billion share repurchase program that will expire on June 30, 2017. This share
repurchase program allows us to repurchase our common shares, at such times and prices as determined by our management as market conditions warrant, and to
the extent Herbalife Ltd.’s distributable reserves are available under Cayman Islands law. The Credit Facility permits us to repurchase our common shares as long
as no default or event of default exists and the consolidated leverage ratio specified in the Credit Facility is not exceeded. As of September 30, 2013, the remaining
authorized capacity under the Company’s share repurchase program was approximately $677.6 million. The following is a summary of our repurchases of common
shares during the three months ended September 30, 2013:

Period

July 1 — July 31
August 1 — August 31
September 1 — September 30

Total
Number
of Shares
Purchased

Average
Price
Paid per
Share

Total Number
of Shares
Purchased as
Part of Publicly
Announced
Plans or
Programs

—
1,672,867
49,600
1,722,467

—
$63.95
$60.43
$63.85

—
1,672,867
49,600
1,722,467

Approximate
Dollar
Value of Shares
that May Yet Be
Purchased Under
the Plans or
Programs

$
$
$
$

787,602,817
680,618,588
677,621,449
677,621,449

Item 3. Defaults Upon Senior Securities
None.
Item 4. Mine Safety Disclosures
Not applicable.
Item 5. Other Information
(a)

None.

(b)

None.

Item 6. Exhibits
(a) Exhibit Index:
EXHIBIT INDEX
Exhibit
Number

Description

3.1

Form of Amended and Restated Memorandum and Articles of Association of Herbalife Ltd.

4.1

Reference

*

Form of Share Certificate

(d)

10.1

Form of Indemnity Agreement between Herbalife International Inc. and certain officers and directors of Herbalife International, Inc.

(a)

10.2#

Herbalife International of America, Inc.’s Senior Executive Deferred Compensation Plan, effective January 1, 1996, as amended

(a)

10.3#

Herbalife International of America, Inc.’s Management Deferred Compensation Plan, effective January 1, 1996, as amended

(a)

10.4#

Master Trust Agreement between Herbalife International of America, Inc. and Imperial Trust Company, Inc., effective January 1, 1996

(a)

10.5#

Herbalife International Inc. 401K Profit Sharing Plan and Trust, as amended

(a)

10.6

Notice to Distributors regarding Amendment to Agreements of Distributorship, dated as of July 18, 2002 between Herbalife International, Inc. and
each Herbalife Distributor

(a)

10.7

Indemnity agreement dated as of July 31, 2002, by and among WH Holdings (Cayman Islands) Ltd., WH Acquisition Corp., Whitney & Co., LLC,
Whitney V, L.P., Whitney Strategic Partners V, L.P., GGC Administration, L.L.C., Golden Gate Private Equity, Inc., CCG Investments (BVI),
L.P., CCG Associates-AI, LLC, CCG Investment Fund-AI, LP, CCG AV, LLC-Series C, CCG AV, LLC-Series C, CCG AV, LLC-Series E, CCG
Associates-QP, LLC and WH Investments Ltd.

(a)

10.8#

WH Holdings (Cayman Islands) Ltd. Stock Incentive Plan, as restated, dated as of November 5, 2003

(a)

10.9#

Non-Statutory Stock Option Agreement, dated as of April 3, 2003 between WH Holdings (Cayman Islands) Ltd. and Michael O. Johnson

(a)
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Number

Description

Reference

10.10#

Side Letter Agreement dated as of April 3, 2003 by and among WH Holdings (Cayman Islands) Ltd., Michael O. Johnson and the Shareholders
listed therein

(a)

10.11#

Form of Non-Statutory Stock Option Agreement (Non-Executive Agreement)

(a)

10.12#

Form of Non-Statutory Stock Option Agreement (Executive Agreement)

(a)

10.13

Indemnity Agreement, dated as of February 9, 2004, among WH Capital Corporation and Brett R. Chapman

(a)

10.14#

First Amendment to Amended and Restated WH Holdings (Cayman Islands) Ltd. Stock Incentive Plan, dated November 5, 2003

(a)

10.15

Registration Rights Agreement, dated as of July 31, 2002, by and among WH Holdings (Cayman Islands) Ltd., Whitney V, L.P., Whitney
Strategic Partners V, L.P., WH Investments Ltd., CCG Investments (BVI), L.P., CCG Associates-QP, LLC, CCG Associates-AI, LLC, CCG
Investment Fund-AI, L.P., CCG AV, LLC-Series C and CCG AV, LLC-Series E.

(b)

10.16

Share Purchase Agreement, dated as of July 31, 2002, by and among WH Holdings (Cayman Islands) Ltd., Whitney Strategic Partners V, L.P.,
WH Investments Ltd., Whitney V, L.P., CCG Investments (BVI), L.P., CCG Associates-QP, LLC, CCG Associates-AI, LLC, CCG Investment
Fund-AI, LP, CCG AV, LLC-Series C and CCG AV, LLC-Series E.

10.17

Form of Indemnification Agreement between Herbalife Ltd. and the directors and certain officers of Herbalife Ltd.

(c)

10.18#

Herbalife Ltd. 2004 Stock Incentive Plan, effective December 1, 2004

(c)

10.19

Indemnification Agreement, dated as of December 13, 2004, by and among Herbalife Ltd., Herbalife International, Inc., Whitney V, L.P.,
Whitney Strategic Partners V, L.P., CCG Investments (BVI), L.P., CCG Associates-QP, LLC, CCG Associates-AI, LLC, CCG Investment FundAI, LP, CCG AV, LLC-Series C, CCG AV, LLC-Series E, CCG CI, LLC and GGC Administration, LLC.

(d)

10.20#

Amendment No. 1 to Herbalife Ltd. 2004 Stock Incentive Plan

(e)

10.21#

Form of 2004 Herbalife Ltd. 2004 Stock Incentive Plan Stock Option Agreement

(j)

10.22#

Form of 2004 Herbalife Ltd. 2004 Stock Incentive Plan Non-Employee Director Stock Option Agreement

(j)

10.23#

Amended and Restated Herbalife Ltd. 2005 Stock Incentive Plan

(f)

10.24#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Unit Award Agreement

(n)

10.25#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Appreciation Right Award Agreement

(n)

10.26#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Unit Award Agreement applicable to Michael O. Johnson

(n)

10.27#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Appreciation Right Award Agreement applicable to Michael O. Johnson

(n)

10.28#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Unit Award Agreement applicable to Messrs. Richard P. Goudis and Brett R. Chapman

(n)

10.29#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Appreciation Right Award Agreement applicable to Messrs. Richard P. Goudis and Brett
R. Chapman

(n)

10.30#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Unit Award Agreement applicable to Mr. Michael O. Johnson

(q)

10.31#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Appreciation Right Award Agreement applicable to Mr. Michael O. Johnson

(q)

10.32#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Unit Award Agreement applicable to Messrs. Brett R. Chapman and Richard Goudis

(q)

10.33#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Appreciation Right Award Agreement applicable to Messrs. Brett R. Chapman and
Richard Goudis

(q)
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Description

Reference

10.34#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Unit Award Agreement

(q)

10.35#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Appreciation Right Award Agreement

(q)

10.36#

Herbalife Ltd. Employee Stock Purchase Plan

(s)

10.37#

Employment Agreement dated as of March 27, 2008 between Michael O. Johnson and Herbalife International of America, Inc.

(s)

10.38#

Stock Unit Award Agreement by and between Herbalife Ltd. and Michael O. Johnson, dated March 27, 2008.

(s)

10.39#

Stock Appreciation Right Award Agreement by and between Herbalife Ltd. and Michael O. Johnson, dated March 27, 2008.

(s)

10.40#

Stock Appreciation Right Award Agreement by and between Herbalife Ltd. and Michael O. Johnson, dated March 27, 2008.

(s)

10.41#

Amendment to Herbalife International Inc. 401K Profit Sharing Plan and Trust

(g)

10.42#

Form of Independent Directors Stock Appreciation Right Award Agreement

(h)

10.43#

Herbalife Ltd. Amended and Restated Independent Directors Deferred Compensation and Stock Unit Plan

10.44#

Amended and Restated Employment Agreement by and between Richard P. Goudis and Herbalife International of America, Inc., dated as of
January 1, 2010.

(i)

First Amendment to the Amended and Restated Employment Agreement by and between Richard P. Goudis and Herbalife International of
America, Inc., dated as of December 28, 2010.

(l)

10.46#

Amended and Restated Employment Agreement by and between Brett Chapman and Herbalife International of America, Inc., dated as of June 1,
2010.

(k)

10.47#

First Amendment to the Amended and Restated Employment Agreement by and between Brett R. Chapman and Herbalife International of
America, Inc., dated as of December 26, 2010.

(l)

10.48#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Stock Unit Award Agreement

(j)

10.49#

Amended and Restated Non-Management Directors Compensation Plan

(j)

10.50#

Form of Herbalife Ltd. 2005 Stock Incentive Plan Non-Employee Directors Stock Appreciation Right Award Agreement

(j)

10.51#

Severance Agreement by and between John DeSimone and Herbalife International of America, Inc., dated as of February 23, 2011.

(m)

10.52#

Amended and Restated Severance Agreement, dated as of February 23, 2011, by Desmond Walsh and Herbalife International of America, Inc.

(m)

10.53

Credit Agreement, dated as of March 9, 2011, by and among Herbalife International, Inc. (“HII”), Herbalife Ltd., Herbalife International
Luxembourg S.a.R.L., certain subsidiaries of HII as guarantors, the lenders from time to time party thereto, and Bank of America, N.A., as
Administrative Agent, Swing Line Lender and L/C Issuer.

(n)

10.54

First Amendment, dated July 26, 2012, to Credit Agreement, dated as of March 9, 2011, by and among Herbalife International, Inc. (“HII”),
Herbalife Ltd., Herbalife International Luxembourg S.a.R.L., certain subsidiaries of HII as guarantors, the lenders from time to time party thereto,
and Bank of America, N.A., as Administrative Agent, Swing Line Lender and L/C Issuer.

(q)

10.55#

Amendment to Amended and Restated Herbalife Ltd. 2005 Stock Incentive Plan

(o)

10.56#

Stock Appreciation Right Award Agreement, dated August 4, 2011, by and between Herbalife Ltd. and Michael O. Johnson

(p)

10.57

Confirmation between Merrill Lynch International and Herbalife Ltd.

(q)

10.58

Support Agreement, dated February 28, 2013, by and between Carl C. Icahn, Herbalife Ltd., Icahn Partners Master Fund LP, Icahn Partners
Master Fund II LP, Icahn Partners Master Fund III LP, Icahn Offshore LP, Icahn Partners LP, Icahn Onshore LP, Beckton Corp., Hopper
Investments LLC, Barberry Corp., High River Limited Partnership, Icahn Capital LP, IPH GP LLC, Icahn Enterprises Holdings L.P., and Icahn
Enterprises G.P. Inc.

(r)

10.45#

61

(h)

Table of Contents
Exhibit
Number

Description

Reference

31.1

Rule 13a-14(a) Certification of Chief Executive Officer

*

31.2

Rule 13a-14(a) Certification of Chief Financial Officer

*

101.INS

XBRL Instance Document

*

101.SCH

XBRL Taxonomy Extension Schema Document

*

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document

*

101.DEF

XBRL Taxonomy Extension Definition Linkbase Document

*

101.LAB

XBRL Taxonomy Extension Label Linkbase Document

*

101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document

*

*
#
(a)
(b)
(c)
(d)
(e)
(f)
(g)
(h)
(i)
(j)
(k)
(l)
(m)
(n)
(o)
(p)
(q)
(r)
(s)

Filed herewith.
Management contract or compensatory plan or arrangement.
Previously filed on October 1, 2004 as an Exhibit to the Company’s registration statement on Form S-1 (File No. 333-119485) and is incorporated herein by reference.
Previously filed on November 9, 2004 as an Exhibit to Amendment No. 2 to the Company’s registration statement on Form S-1 (File No. 333-119485) and is incorporated
herein by reference.
Previously filed on December 2, 2004 as an Exhibit to Amendment No. 4 to the Company’s registration statement on Form S-1 (File No. 333-119485) and is incorporated
herein by reference.
Previously filed on December 14, 2004 as an Exhibit to Amendment No. 5 to the Company’s registration statement on Form S-1 (File No. 333-119485) and is incorporated
herein by reference.
Previously filed on February 17, 2005 as an Exhibit to the Company’s registration statement on Form S-8 (File No. 333-122871) and is incorporated herein by reference.
Previously filed on April 30, 2010 as an Exhibit to the Company’s Current Report on Form 8-K and is incorporated herein by reference.
Previously filed on May 4, 2009 as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2009 and is incorporated by reference.
Previously filed on May 3, 2010 as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2010 and is incorporated by reference.
Previously filed on June 17, 2010 as an Exhibit to the Company’s Current Report on Form 8-K and is incorporated herein by reference.
Previously filed on August 2, 2010 as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2010 and is incorporated by reference.
Previously filed on August 3, 2010 as an Exhibit to the Company’s Current Report on Form 8-K and is incorporated herein by reference.
Previously filed on December 29, 2010 as an Exhibit to the Company’s Current Report on Form 8-K and is incorporated herein by reference.
Previously filed on March 1, 2011 as an Exhibit to the Company’s Current Report on Form 8-K and is incorporated herein by reference.
Previously filed on May 2, 2011 as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2011 and is incorporated by reference.
Previously filed on April 29, 2011 as an Exhibit to the Company’s Current Report on Form 8-K and is incorporated herein by reference.
Previously filed on August 10, 2011 as an Exhibit to the Company’s Current Report on Form 8-K, and is incorporated herein by reference.
Previously filed on July 30, 2012 as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2012 and is incorporated herein by
reference.
Previously filed on March 1, 2013 as an Exhibit to the Company’s Current Report on Form 8-K and is incorporated herein by reference.
Previously filed on April 29, 2013 as an Exhibit to the Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2013 and is incorporated herein by
reference.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto
duly authorized.
HERBALIFE LTD.
By: /s/ JOHN G. DESIMONE
John G. DeSimone
Chief Financial Officer
Dated: October 28, 2013
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Exhibit 3.1
THE COMPANIES LAW (2012 REVISION)
OF THE CAYMAN ISLANDS
COMPANY LIMITED BY SHARES
AMENDED AND RESTATED
MEMORANDUM AND ARTICLES
OF
ASSOCIATION
OF

HERBALIFE LTD.

THE COMPANIES LAW (2012 REVISION)
OF THE CAYMAN ISLANDS
COMPANY LIMITED BY SHARES
AMENDED AND RESTATED MEMORANDUM OF ASSOCIATION
OF
HERBALIFE LTD.
Amended and Restated by Special Resolution dated 1 December 2004
and as amended by Special Resolution dated 25 April 2013
1

The name of the Company is Herbalife Ltd.

2

The registered office of the Company shall be at the offices of M&C Corporate Services Limited, PO Box 309GT, Ugland House, South Church Street, George Town,
Grand Cayman, Cayman Islands or at such other place as the Board may from time to time decide.

3

The objects for which the Company is established are unrestricted and the Company shall have full power and authority to carry out any object not prohibited by the
Companies Law (2012 Revision) or as the same may be revised from time to time, or any other law of the Cayman Islands.

4

The liability of each Member is limited to the amount from time to time unpaid on such Member’s Shares.

5

The authorized share capital of the Company is US$1,015,000 divided into 1,000,000,000 Common Shares of a par value of US$0.001 per share, and 7,500,000 Preference
Shares of a par value of US$0.002 per share, in each case having the rights and preferences attached thereto as provided in the Company’s Articles of Association.

6

The Company has power to register by way of continuation as a body corporate limited by shares under the laws of any jurisdiction outside the Cayman Islands and to be
deregistered in the Cayman Islands.

7

Capitalised terms that are not defined in this Memorandum of Association bear the same meaning as those given in the Articles of Association of the Company.

AMENDED AND RESTATED ARTICLES OF ASSOCIATION
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THE COMPANIES LAW (2012 REVISION)
OF THE CAYMAN ISLANDS
COMPANY LIMITED BY SHARES
AMENDED AND RESTATED ARTICLES OF ASSOCIATION
OF
HERBALIFE LTD.
Amended and Restated by Special Resolution dated 1 December 2004
and as amended by Special Resolution dated 25 April 2013
INTERPRETATION
1

In these Articles Table A in the First Schedule to the Statute does not apply and, unless there is something in the subject or context inconsistent therewith:
“Articles”

means these articles of association of the Company, as amended from time to time by Special Resolution.

“Auditors”

means the persons for the time being performing the duties of auditors of the Company.

“Board”

means the board of directors of the Company.

“Common Shares”

has the meaning given in the Company’s Memorandum of Association.

“Company”

means the above-named company.

“Directors”

means the directors for the time being of the Company.

“dividend”

includes interim dividends and bonus dividends.

“Dividend Period”

shall bear the meaning given to it in the Articles under the heading “PREFERENCE SHARES”.

“Electronic Record”

has the same meaning as in the Electronic Transactions Law (2003 Revision).

“Exchange”

shall mean any securities exchange or other system on which the Shares of the Company may be listed or otherwise
authorised for trading from time to time.

“Independent Director”

shall mean a person recognised as such by the relevant code, rules and regulations applicable to the listing of the Shares
on the Exchange.

“Member”

has the same meaning as in the Statute.

“Memorandum”

means the memorandum of association of the Company as amended from time to time by Special Resolution.

“month”

means calendar month.

“Ordinary Resolution”

means a resolution passed by a simple majority of the Members as, being entitled to do so, vote in person or, where
proxies are allowed, by proxy at a general meeting. In computing the majority when a poll is demanded regard shall be
had to the number of votes to which each Member is entitled by the Articles.

“paid-up”

means paid-up and/or credited as paid-up.

“Preference Shares”

has the meaning given in the Company’s Memorandum of Association.

“Register of Members”

means the register maintained in accordance with the Statute and includes (except where otherwise stated) any duplicate
Register of Members.

“registered office”

means the registered office for the time being of the Company.

“Seal”

means the common seal of the Company and includes every duplicate seal.
2

“Secretary”

includes an assistant secretary and any person appointed to perform the duties of secretary of the Company.

“Share” and “Shares”

means a share or shares in the Company and includes a fraction of a share.

“Special Resolution”

has the same meaning as in the Statute provided that a Special Resolution may not be passed by way of an unanimous
written resolution.

“Statute”

means the Companies Law (2012 Revision) of the Cayman Islands.

“written” and “in writing”

include all modes of representing or reproducing words in visible form.

2

In the Articles:

2.1

words importing the singular number include the plural number and vice-versa;

2.2

words importing the masculine gender include the feminine gender;

2.3

words importing persons include corporations;

2.4

“written” and “in writing” include all modes of representing or reproducing words in visible form, including in the form of an Electronic Record;

2.5

references to provisions of any law or regulation shall be construed as references to those provisions as amended, modified, re-enacted or replaced from time to time;

2.6

any phrase introduced by the terms “including”, “include”, “in particular” or any similar expression shall be construed as illustrative and shall not limit the sense of the
words preceding those terms;

2.7

headings are inserted for reference only and shall be ignored in construing these Articles; and

2.8

in these Articles Section 8 of the Electronic Transactions Law shall not apply.
3

SHARE CAPITAL: ISSUE OF SHARES
3

The authorised share capital of the Company at the date of the adoption of these Articles is US$1,015,000 divided into 500,000,000 Common Shares of a par value of
US$0.002 per share, and 7,500,000 Preference Shares of a par value of US$0.002 per share.1

4

Subject to the provisions, if any, in the Memorandum and these Articles and to any direction that may be given by the Company in a general meeting and without
prejudice to any rights attached to any existing Shares, the Board may allot, issue, grant options, rights or warrants over or otherwise dispose of any Shares (including
fractions of any Share) with or without preferred, deferred, qualified or other rights or restrictions, whether in regard to dividend, voting, return of capital or otherwise,
and to such persons at such times and on such other terms as they think proper. Notwithstanding and without prejudice to the generality of the foregoing, the Board is
expressly authorised and empowered to implement or effect at its sole discretion the issuance of a preference share purchase right to be issued on a pro rata basis to
each holder of a Common Share with such terms and for such purposes, including the influencing of takeovers, as may be described in a rights agreement between the
Company and a rights agent.

5

Upon approval of the Board, such number of Common Shares, or other shares or securities of the Company, as may be required for such purposes shall be reserved for
issuance in connection with an option, right, warrant or other security of the Company or any other person that is exercisable for, convertible into, exchangeable for or
otherwise issuable in respect of such Common Shares or other shares or securities of the Company.

6

All Shares shall be issued fully paid as to their nominal value and any premium determined by the Board at the time of issue and shall be non-assessable.

7

The Company shall not issue Shares to bearer.

COMMON SHARES
8

The holders of the Common Shares shall be:

8.1

entitled to dividends in accordance with the relevant provisions of these Articles;

1

Please note that pursuant to an ordinary resolution of shareholders passed on April 28, 2011 there was a stock split now reflected in Clause 5 of the Memorandum of
Association.
4

8.2

entitled to and are subject to the provisions in relation to winding up of the Company provided for in these Articles;

8.3

entitled to attend general meetings of the Company and shall be entitled to one vote for each Common Share registered in his name in the Register of Members, both in
accordance with the relevant provisions of these Articles.

9

All Common Shares shall rank pari passu with each other in all respects.

PREFERENCE SHARES
10

Preference Shares may be issued from time to time in one or more series, each of such series to have such voting powers (full or limited or without voting powers),
designations, preferences and relative, participating, optional or other special rights and qualifications, limitations or restrictions thereof as are stated and expressed, or
in any resolution or resolutions providing for the issue of such series adopted by the Board as hereinafter provided.

11

Authority is hereby granted to the Board, subject to the provisions of the Memorandum, these Articles and applicable law, to create one or more series of Preference
Shares and, with respect to each such series, to fix by resolution or resolutions, without any further vote or action by the Members of the Company providing for the
issue of such series:

11.1

the number of Preference Shares to constitute such series and the distinctive designation thereof;

11.2

the dividend rate on the Preference Shares of such series, the dividend payment dates, the periods in respect of which dividends are payable (“Dividend Periods”),
whether such dividends shall be cumulative and, if cumulative, the date or dates from which dividends shall accumulate;

11.3

whether the Preference Shares of such series shall be convertible into, or exchangeable for, Shares of any other class or classes or any other series of the same or any
other class or classes of Shares and the conversion price or prices or rate or rates, or the rate or rates at which such exchange may be made, with such adjustments, if
any, as shall be stated and expressed or provided in such resolution or resolutions;

11.4

the preferences, if any, and the amounts thereof, which the Preference Shares of such series shall be entitled to receive upon the winding up of the Company;

11.5

the voting power, if any, of the Preference Shares of such series;
5

11.6

transfer restrictions and rights of first refusal with respect to the Preference Shares of such series; and

11.7

such other terms, conditions, special rights and provisions as may seem advisable to the Board.

12

Notwithstanding the fixing of the number of Preference Shares constituting a particular series upon the issuance thereof, the Board at any time thereafter may authorise
the issuance of additional Preference Shares of the same series subject always to the Statute and the Memorandum.

13

No dividend shall be declared and set apart for payment on any series of Preference Shares in respect of any Dividend Period unless there shall likewise be or have
been paid, or declared and set apart for payment, on all Preference Shares of each other series entitled to cumulative dividends at the time outstanding which rank senior
or equally as to dividends with the series in question, dividends rateably in accordance with the sums which would be payable on the said Preference Shares through
the end of the last preceding Dividend Period if all dividends were declared and paid in full.

14

If, upon the winding up of the Company, the assets of the Company distributable among the holders of any one or more series of Preference Shares which (i) are
entitled to a preference over the holders of the Common Shares upon such winding up, and (ii) rank equally in connection with any such distribution, shall be
insufficient to pay in full the preferential amount to which the holders of such Preference Shares shall be entitled, then such assets, or the proceeds thereof, shall be
distributed among the holders of each such series of the Preference Shares rateably in accordance with the sums which would be payable on such distribution if all
sums payable were discharged in full.

ISSUE OF WARRANTS AND OPTIONS
15

The Board may issue warrants or options to subscribe for any class of Shares or other securities of the Company on such terms as it may from time to time determine.
No warrants or options shall be issued to bearer.

CERTIFICATES FOR SHARES
16

Every person whose name is entered as a Member in the Register of Members shall be entitled without payment to receive, within twenty days, after allotment or
lodgement of transfer (or within such other period as the conditions of issue shall provide), one certificate for all his
6

Shares of each class or, upon payment of such reasonable fee as the Board shall prescribe, such number of certificates for Shares held as that person may request,
provided that in respect of a Share or Shares held jointly by several persons the Company shall not be bound to issue a certificate or certificates to each such person,
and the issue and delivery of a certificate or certificates to one of several joint holders shall be sufficient delivery to all such holders.
17

Every share certificate shall specify the number of Shares in respect of which it is issued and the amount paid thereon or the fact that they are fully paid, as the case
may be, and may otherwise be in such form as shall be determined by the Board. Such certificates may be under Seal. All certificates for Shares shall be consecutively
numbered or otherwise identified and shall specify the Shares to which they relate. The name and address of the person to whom the Shares represented thereby are
issued, with the number of Shares and date of issue, shall be entered in the Register of Members of the Company. All certificates surrendered to the Company for
transfer shall be cancelled and no new certificate shall be issued until the former certificate for a like number of Shares shall have been surrendered and cancelled. The
Board may authorise certificates to be issued with the seal and authorised signature(s) affixed by some method or system of mechanical process.

18

If a share certificate is defaced, worn out, lost or destroyed, it may be renewed on such terms (if any) as to evidence and indemnity and on the payment of such
expenses reasonably incurred by the Company in investigating such evidence, as the Board may prescribe, and (in the case of defacement or wearing out) upon delivery
of the old certificate.

REGISTER OF MEMBERS
19

The Company shall maintain or caused to be maintained a Register of its Members in accordance with the Statute.

20

If the Board considers it necessary or appropriate, the Company may establish and maintain a duplicate Register or Registers of Members at such location or locations
within or outside the Cayman Islands as the Board thinks fit. The original Register of Members shall be treated as the Register of Members for the purposes of these
Articles and the Statute.

21

The Company, or any agent(s) appointed by it to maintain the duplicate Register of Members in accordance with these Articles, shall as soon as practicable and on a
regular basis record or procure the recording in the original Register of Members all transfers of Shares effected on any duplicate Register of Members and shall at all
times maintain the original Register of Members in such manner as to show at all times the Members for the time being and the Shares respectively held by them, in all
respects in accordance with the Statute.
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22

The Company shall not be bound to register more than four persons as joint holders of any Share. If any Share shall stand in the names of two or more persons, the
person first named in the Register of Members shall be deemed the sole holder thereof as regards service of notices and, subject to the provisions of these Articles, all or
any other matters connected with the Company.

TRANSFER OF SHARES
23

All transfers of Shares may be effected by an instrument of transfer in the usual common form or in such other form as the Board may approve. All instruments of
transfer must be left at the registered office of the Company or at such other place as the Board may appoint and all such instruments of transfer shall be retained by the
Company.

24

The instrument of transfer shall be executed by or on behalf of the transferor and by or on behalf of the transferee provided that the Board may dispense with the
execution of the instrument of transfer by the transferee in any case which it thinks fit in its discretion to do so. The instrument of transfer of any Share shall be in
writing and shall be executed with a manual signature or facsimile signature (which may be machine imprinted or otherwise) by or on behalf of the transferor and
transferee provided that in the case of execution by facsimile signature by or on behalf of a transferor or transferee, the Board shall have previously been provided with
a list of specimen signatures of the authorised signatories of such transferor or transferee and the Board shall be reasonably satisfied that such facsimile signature
corresponds to one of those specimen signatures. The transferor shall be deemed to remain the holder of a Share until the name of the transferee is entered in the
Register of Members in respect thereof.

25

The Board may, in its absolute discretion, and without assigning any reason, refuse to register a transfer of any Share unless:

25.1

the instrument of transfer is lodged with the Company accompanied by the certificate for the Shares to which it relates (which shall upon registration of the transfer be
cancelled) and such other evidence as the Board may reasonably require to show the right of the transferor to make the transfer;

25.2

the instrument of transfer is in respect of only one class of Shares;

25.3

the instrument of transfer is properly stamped (in circumstances where stamping is required);

25.4

in the case of a transfer to joint holders, the number of joint holders to which the Share is to be transferred does not exceed four; and
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25.5

a fee of such maximum amount as the Exchange (if any) may from time to time determine to be payable (or such lesser sum as the Board may from time to time
require) is paid to the Company in respect thereof.

26

If the Board refuses to register a transfer of any Share, it shall, within two months after the date on which the transfer was lodged with the Company, send to each of the
transferor and the transferee notice of such refusal.

27

The Company shall not be obligated to make any transfer to an infant or to a person in respect of whom an order has been made by an competent court or official on
the grounds that he is or may be suffering from mental disorder or is otherwise incapable of managing his affairs or under other legal disability.

28

Upon every transfer of Shares the certificate held by the transferor shall be given up to be cancelled, and shall forthwith be cancelled accordingly, and a new certificate
shall be issued without charge to the transferee in respect of the Shares transferred to him, and if any of the Shares included in the certificate so given up shall be
retained by the transferor, a new certificate in respect thereof shall be issued to him without charge. The Company shall also retain the instrument(s) of transfer.

REDEMPTION AND REPURCHASE OF SHARES
29

Subject to the provisions of the Statute the Company may issue Shares that are to be redeemed or are liable to be redeemed at the option of the Member or the
Company. The redemption of Common Shares shall be effected in such manner as the Company may, by Special Resolution, determine before the issue of the Common
Shares and the redemption of Preference Shares shall be effected in such manner as the Board may, by resolution, determine before the issue of the Preference Shares
(this authorisation is in accordance with Section 37(1) of the Statute or any modification or re-enactment thereof for the time being in force).

30

Subject to the provisions of the Statute, the Company may purchase its own Shares (including any redeemable Shares) provided that the Members shall have approved
the manner of purchase by Ordinary Resolution or that the manner of purchase is in accordance with the following Articles (this authorisation is in accordance with
Section 37(2) of the Statute or any modification or re-enactment thereof for the time being in force).

31

Purchase of Common Shares listed on an Exchange. The Company is authorised to purchase any Common Share listed on such Exchange in accordance with the
following manner of purchase: The maximum number of Common Shares that may be repurchased shall be equal to the number of issued and outstanding Common
Shares less one Common Share; at such time; at
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such price and on such other terms as determined and agreed by the Board in their sole discretion, provided, however, that (i) such repurchase transactions shall be in
accordance with the relevant code, rules and regulations applicable to the listing of the Shares on the Exchange; and (ii) at the time of the repurchase the Company is
able to pay its debts as they fall due in the ordinary course of its business.
32

Purchase of Common Shares not listed on an Exchange. The Company is authorised to purchase any Common Share not listed on an Exchange in accordance with the
following manner of purchase: The Company shall serve a repurchase notice in a form approved by the Board on the Member from whom the Common Shares are to
be repurchased at least two (2) days prior to the date specified in the notice as being the repurchase date; the price for the Common Shares being repurchased shall be
such price agreed between the Board and the applicable Member; the date of repurchase shall be the date specified in the repurchase notice; and the repurchase shall be
on such other terms as specified in the repurchase notice as determined and agreed by the Board and the applicable Member in their sole discretion.

33

The purchase of any Share shall not be oblige the Company to purchase any other Share other than as may be required pursuant to applicable law and any other
contractual obligations of the Company.

34

The Company may make a payment in respect of the redemption or purchase of its own Shares in any manner permitted by the Statute, including out of capital.

35

The holder of the Shares being purchased shall be bound to deliver up to the Company at its registered office or such other place as the Board shall specify, the
certificate(s) (if any) thereof for cancellation and thereupon the Company shall pay to him the purchase or redemption monies or consideration in respect thereof.

VARIATION OF RIGHTS OF SHARES
36

If at any time the share capital of the Company is divided into different classes of Shares, the rights attached to any class (unless otherwise provided by the terms of
issue of the Shares of that class) may, whether or not the Company is being wound up, be varied with the sanction of a Special Resolution passed at a general meeting
of the holders of the Shares of that class.

37

The provisions of these Articles relating to general meetings shall apply to every such general meeting of the holders of one class of Shares except that the necessary
quorum shall be one person holding or representing by proxy at least one-third of the issued Shares of the class.
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38

The rights conferred upon the holders of the Shares of any class issued with preference or other rights shall not, unless otherwise expressly provided by the terms of
issue of the Shares of that class, be deemed to be varied by the creation or issue of further Shares ranking pari passu therewith. The rights of holders of Common
Shares shall not be deemed to be varied by the creation or issue of Shares with preference or other rights which may be effected by the Board as provided in these
Articles without any vote or consent of the holders of Common Shares.

COMMISSION ON SALE OF SHARES
39

The Company may in so far as the Statute permits pay a commission to any person in consideration of his subscribing or agreeing to subscribe whether absolutely or
conditionally for any Shares of the Company. Such commissions may be satisfied by the payment of cash and/or the issue of fully or partly paid-up Shares. The
Company may also on any issue of Shares pay such brokerage as may be lawful.

NON-RECOGNITION OF TRUSTS
40

The Company shall not be obligated to recognise any person as holding any Share upon any trust and the Company shall not be bound by or be compelled in any way
to recognise (even when having notice thereof) any equitable, contingent, future, or partial interest in any Share, or any interest in any fractional part of a Share, or
(except only as is otherwise provided by these Articles or the Statute) any other rights in respect of any Share except an absolute right to the entirety thereof in the
registered holder.

TRANSMISSION OF SHARES
41

In case of the death of a Member, the survivor or survivors where the deceased was a joint holder, and the legal personal representatives of the deceased where he was a
sole holder, shall be the only persons recognised by the Company as having any title to his interest in the Shares, but nothing herein contained shall release the estate of
any such deceased holder from any liability in respect of any Shares which had been held by him solely or jointly with other persons.

42

Any person becoming entitled to a Share in consequence of the death or bankruptcy or liquidation or dissolution of a Member (or in any other way than by transfer)
may, upon such evidence being produced as may from time to time be required by the Board and subject as
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hereinafter provided, elect either to be registered himself as holder of the Share or to make such transfer of the Share to such other person nominated by him and to have
such person registered as the transferee thereof, but the Board shall, in either case, have the same right to decline or suspend registration as they would have had in the
case of a transfer of the Share by that Member before his death or bankruptcy as the case may be.
43

If the person so becoming entitled shall elect to be registered himself as holder he shall deliver or send to the Company a notice in writing signed by him stating that he
so elects.

44

A person becoming entitled to a Share by reason of the death or bankruptcy or liquidation or dissolution of the holder (or in any other case than by transfer) shall be
entitled to the same dividends and other advantages to which he would be entitled if he were the registered holder of the Share, except that he shall not, before being
registered as a Member in respect of the Share, be entitled in respect of it to exercise any right conferred by membership in relation to meetings of the Company
provided however that the Board may at any time give notice requiring any such person to elect either to be registered himself or to transfer the Share and if the notice
is not complied with within ninety days the Board may thereafter withhold payment of all dividends, bonuses or other monies payable in respect of the Share until the
requirements of the notice have been complied with.

AMENDMENT OF MEMORANDUM AND ARTICLES OF ASSOCIATION AND ALTERATION OF CAPITAL
45

45.2

The Company may by Ordinary Resolution:
45.1.1

increase the share capital by such sum as the resolution shall prescribe and with such rights, priorities and privileges annexed thereto, as the Company in
general meeting may determine;

45.1.2

consolidate and divide all or any of its share capital into Shares of larger amount than its existing Shares;

45.1.3

by subdivision of its existing Shares or any of them divide the whole or any part of its share capital into Shares of smaller amount than is fixed by the
Memorandum or into Shares without par value; and

45.1.4

cancel any Shares that at the date of the passing of the resolution have not been taken or agreed to be taken by any person.

Subject to the provisions of the Statute, the Company may by Special Resolution change its name, alter or add to the Memorandum with respect to any objects, powers
or other matters specified therein or alter or add to these Articles.
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45.3

Subject to the provisions of the Statute, the Company may by Special Resolution reduce its share capital and any capital redemption reserve fund.

REGISTERED OFFICE
46

Subject to the provisions of the Statute, the Company may by resolution of the Directors change the location of its registered office.

CLOSING REGISTER OF MEMBERS OR FIXING RECORD DATE
47

For the purpose of determining Members entitled to notice of or to vote at any meeting of Members or any adjournment thereof, or Members entitled to receive payment
of any dividend, or in order to make a determination of Members for any other proper purpose, the Board may provide that the Register of Members shall be closed for
transfers for a stated period but not to exceed in any case forty (40) days. If the Register of Members shall be so closed for the purpose of determining Members entitled
to notice of or to vote at a meeting of Members such Register of Members shall be so closed for at least ten (10) days immediately preceding such meeting and the
record date for such determination shall be the date of the closure of the Register of Members.

48

In lieu of, or apart from, closing the Register of Members, the Board may fix in advance a date as the record date (a) for any such determination of Members entitled to
notice of or to vote at a meeting of the Members, which record date shall not be more than sixty (60) days nor less than ten (10) days before the date of such meeting,
and (b) for the purpose of determining the Members entitled to receive payment of any dividend, or in order to make a determination of Members for any other proper
purpose, which record date shall not be more than sixty (60) days prior to the date of payment of such dividend or the taking of any action to which such determination
of Members is relevant.

49

If the Register of Members is not so closed and no record date is fixed for the determination of Members entitled to notice of or to vote at a meeting of Members or
Members entitled to receive payment of a dividend, the date immediately preceding the date on which notice of the meeting is deemed given under these Articles or the
date on which the resolution of the Directors declaring such dividend is adopted, as the case may be, shall be the record date for such determination of Members. When
a determination of Members entitled to vote at any meeting of Members has been made as provided in this section, such determination shall apply to any adjournment
thereof; provided, however, that the Directors may fix a new record date of the adjourned meeting, if they think fit.
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GENERAL MEETINGS
50

The Company shall, if required by the Statute, other applicable law or the relevant code, rules or regulations applicable to the listing of any Shares on the Exchange,
hold a general meeting as its annual general meeting, and shall specify the meeting as such in the notices calling it. The annual general meeting shall be held at such
time and place as the Board shall appoint provided that the period between the date of one annual general meeting of the Company and that of the next shall not be
longer than such period as applicable law or the relevant code, rules and regulations applicable to the listing of the Shares on the Exchange permits. At these meetings
the report of the Board (if any) shall be presented.

51

The Board may whenever they think fit proceed to convene a general meeting of the Company.

52

General meetings of the Company (other than the annual general meeting) may be held at such place, either within or without the Cayman Islands, as determined by the
Board or pursuant to a Members requisition.

53

A Members requisition is a requisition of Members of the Company holding at the date of deposit of the requisition more than thirty (30) percent. of the issued and
outstanding share capital of the Company that as at that date carries the right of voting at general meetings of the Company.

54

The requisition must state the objects of the meeting and must be signed by the requisitionists and deposited at the Registered Office, and may consist of several
documents in like form each signed by one or more requisitionists.

55

If the Directors do not within twenty-one (21) days from the date of the deposit of the requisition duly proceed to convene a general meeting to be held within a further
twenty-one days, the requisitionists, or any of them representing more than one-half of the total voting rights of all of them, may themselves convene a general meeting,
but any meeting so convened shall not be held after the expiration of three months after the expiration of the said twenty-one days.

56

A general meeting convened as aforesaid by requisitionists shall be convened in the same manner as nearly as possible as that in which general meetings are to be
convened by Directors
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NOTICE OF GENERAL MEETINGS
57

At least five (5) days’ notice shall be given of any general meeting. Every notice shall be exclusive of the day on which it is given or deemed to be given and of the day
for which it is given and shall specify such details as are required by applicable law or the relevant code, rules and regulations applicable to the listing of the Shares on
the Exchange.

58

A general meeting of the Company shall, whether or not the notice specified in this regulation has been given and whether or not the provisions of the Articles
regarding general meetings have been complied with, be deemed to have been duly convened if applicable law so permits and it is so agreed.

58.1

in the case of a general meeting called as an annual general meeting by all the Members entitled to attend and vote thereat or their proxies; and

58.2

in the case of any other general meeting by such number of the Members having a right to attend and vote at the meeting, being a majority together holding not less
than two thirds of the Shares in issue that carry a right to vote or their proxies.

59

The notice convening an annual general meeting shall specify the meeting as such, and the notice convening a meeting to pass a special resolution shall specify the
intention to propose the resolution as a special resolution. Notice of every general meeting shall be given to all Members other than such as, under the provisions hereof
or the terms of issue of the Shares they hold, are not entitled to receive such notice from the Company.

60

There shall appear with reasonable prominence in every notice of general meetings of the Company a statement that a Member entitled to attend and vote is entitled to
appoint a proxy to attend and vote instead of him and that a proxy need not be a Member of the Company.

61

The accidental omission to give notice of a general meeting to, or thenon-receipt of notice of a meeting by any person entitled to receive notice shall not invalidate the
proceedings of that meeting.

62

In cases where instruments of proxy are sent out with notices, the accidental omission to send such instrument of proxy to, or thenon-receipt of such instrument of
proxy by, any person entitled to receive notice shall not invalidate any resolution passed or any proceeding at any such meeting.
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PROCEEDINGS AT GENERAL MEETINGS
63

No business shall be transacted at any general meeting unless a quorum is present. One or more Members present in person or by proxy holding not less than a majority
of the issued and outstanding Shares of the Company entitled to vote at the meeting in question shall be a quorum. Only business set out in the applicable notice may
be transacted at such general meeting.

64

A person may only participate at a general meeting in person or by proxy and shall not be permitted to attend by conference telephone or other communications
equipment.

65

If within one hour from the time appointed for the meeting a quorum is not present, the meeting, if convened upon the requisition of Members, shall be dissolved and in
any other case it shall stand adjourned to the same day in the next week at the same time and place or to such other time or such other place as the Board may determine
and if at the adjourned meeting a quorum is not present within one hour from the time appointed for the meeting the Members present shall be a quorum.

66

In order for business to be properly brought before a general meeting by a Member, the business must be legally proper and written notice thereof must have been filed
with the Secretary not less than 90 days prior the date of the meeting (or not later than the 10th day following the date of the first public announcement of the date of
such meeting, whichever is later) nor more than 120 days prior to the meeting. Each such notice shall set forth: (i) the name and address of the Member who intends to
make the proposal as the same appear in the Company’s records, (ii) the class and number of shares of the Company that are owned by such Member, and (iii) a clear
and concise statement of the proposal and the Member’s reasons for supporting it. The filing of a Member notice as required above shall not, in and of itself, constitute
the making of the proposal described therein. If the Chairman of the meeting determines that any proposed business has not been properly brought before the meeting,
he shall declare such business out of order, and such business shall not be conducted at the meeting.

67

The Chairman, if any, of the Board shall preside as Chairman at every general meeting of the Company, or if there is no such Chairman, or if he shall not be present
within one hour after the time appointed for the holding of the meeting, or is unwilling to act, the Directors present shall elect one of their number to be Chairman of the
meeting or if all of the Directors present decline to take the chair, then the Members present shall choose one of their own number to be chairman of the meeting.

68

If at any general meeting no Director is willing to act as Chairman or if no Director is present within one hour after the time appointed for holding the meeting, the
Members present shall choose one of their number to be Chairman of the meeting.
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69

The Chairman may, with the consent of any general meeting duly constituted hereunder, and shall if so directed by the meeting, adjourn the meeting from time to time
and from place to place, but no business shall be transacted at any adjourned meeting other than the business left unfinished at the meeting from which the adjournment
took place. When a general meeting is adjourned for thirty days or more, notice of the adjourned meeting shall be given as in the case of an original meeting; save as
aforesaid it shall not be necessary to give any notice of an adjournment or of the business to be transacted at an adjourned general meeting. No business shall be
transacted at any adjourned meeting other than the business which might have been transacted at the meeting from which the adjournment took place.

70

At any general meeting a resolution put to the vote of the meeting shall be decided on a poll.

71

A poll shall be taken in such manner and at such time and place, not being not being more than ten days from the date of the meeting or adjourned meeting at which the
vote was taken, as the Chairman directs. No notice need be given of a poll not taken immediately. The result of the poll shall be deemed to be the resolution of the
general meeting at which the poll was demanded. Any other business other than that upon which a poll is to be taken or is contingent thereon may be preceded with
pending the taking of the poll.

72

In the case of an equality of votes the Chairman of the general meeting at which the poll is taken shall not be entitled to a second or casting vote.

NOMINATIONS OF DIRECTORS
73

Nominations of persons for appointment to the Board (other than directors to be nominated by any series of Preferred Shares, voting separately as a class) at a general
meeting may only be made (a) pursuant to the Company’s notice of general meeting, (b) by or at the direction of the Board or any authorised committee—thereof or
(c) by any Member who (i) complies with the notice procedures set forth in the following Articles, and (ii) was a Member at the time such notice is delivered to the
Secretary and on the record date for the determination of Members entitled to vote at such general meeting, provided, however, that Members shall only be entitled to
nominate persons for appointment to the Board at annual general meetings or at general meetings called specifically for the purpose of appointing directors.

74

For nominations of persons for appointment to the Board (other than directors to be nominated by any series of Preference Shares, voting separately as a class) to be
properly brought before an annual general meeting by a Member, such annual general meeting must have been called for the purpose of, among other things,
appointing directors and such Member must have given timely notice thereof in writing to the Secretary. To be timely, a Member’s notice shall be delivered to the
Secretary at the registered office of the Company, or such other address as the
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Secretary may designate, not less than 90 days prior to the date of such meeting (or not later than the 10th day following the date of the first public announcement of
the date of such meeting, whichever is later) nor more than 120 days prior to such meeting. Such Member’s notice shall set forth (a) as to each person whom the
Member proposes to nominate for appointment or re-appointment as a director, all information relating to such person that is required to be disclosed in solicitations of
proxies for appointment of directors in an election contest, or is otherwise required, in each case pursuant to Regulation 14A under the Securities Exchange Act of
1934, of the United States of America, as amended, or any successor provisions thereto, including such person’s written consent to being named in the proxy statement
as a nominee and to serving as a director if appointed and (b) as to the Member giving the notice (i) the name and address of such Member, as they appear on the
Register of Members, (ii) the class and number of Shares that are owned beneficially and/or of record by such Member, (iii) a representation that the Member is a
registered holder of Shares entitled to vote at such meeting and intends to appear in person or by proxy at the meeting to propose such nomination and (iv) a statement
as to whether the Member intends or is part of a group that intends (x) to deliver a proxy statement and/or form of proxy to holders of at least the percentage of the
Company’s outstanding share capital required to approve or elect the nominee for appointment and/or (y) otherwise to solicit proxies from Members in support of such
nomination. The Board may require any proposed nominee to furnish such other information as it may reasonably require to determine the eligibility of such proposed
nominee to serve as a director of the Company, including such evidence satisfactory to the Board that such nominee has no interests that would limit such nominee’s
ability to fulfil his duties as a director.
75

For nominations of persons for appointment to the Board (other than directors to be nominated by any series of Preference Shares, voting separately as a class) to be
properly brought before a general meeting other than an annual general meeting by a Member, such Member must have given timely notice thereof in writing to the
Secretary. To be timely, a Member’s notice shall be delivered to the Secretary at the registered office of the Company or such other address as the Secretary may
designate, not earlier than the 120th day prior to such general meeting and not later than the 90th day prior to such general meeting or the 10th day following the day on
which public announcement is first made of the date of the general meeting and of the nominees proposed by the Board to be appointed at such meeting. Such
Member’s notice shall set forth the same information as is required by provisions (a) and (b) of the above Article.

76

Unless otherwise provided by the terms of any series of Preference Shares or any agreement among Members or other agreement approved by the Board, only persons
who are nominated in accordance with the procedures set forth above shall be eligible to serve as directors of the Company. If the Chairman of a general meeting
determines that a proposed nomination was not made in compliance with such Articles, he shall declare to the meeting that nomination is defective and such defective
nomination shall be disregarded. Notwithstanding the foregoing provisions of these Articles, if the Member (or a qualified representative of the Member) does not
appear at the general meeting to present his nomination, such nomination shall be disregarded.
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VOTES OF MEMBERS
77

Subject to any rights or restrictions for the time being attached to any class or classes of Shares, every Member of record present in person or by proxy shall have one
vote for each Share registered in his name in the Register of Members.

78

In the case of joint holders of record the vote of the senior holder who tenders a vote, whether in person or by proxy, shall be accepted to the exclusion of the votes of
the other joint holders, and for this purpose seniority shall be determined by the order in which the names stand in the Register of Members.

79

A Member of unsound mind, or in respect of whom an order has been made by any court, having jurisdiction in lunacy, may vote by his committee, receiver, curator
bonis, or other person in the nature of a committee, receiver or curator bonis appointed by that court, and any such committee, receiver, curator bonis or other persons
may vote by proxy.

80

No Member shall be entitled to vote at any general meeting unless he is registered as a Member on the record date for such meeting.

81

No objection shall be raised to the qualification of any voter except at the general meeting or adjourned general meeting at which the vote objected to is given or
tendered and every vote not disallowed at such general meeting shall be valid for all purposes. Any such objection made in due time shall be referred to the Chairman
of the general meeting whose decision shall be final and conclusive.

82

Votes may be given either personally or by proxy. A Member may appoint more than one proxy or the same proxy under one or more instruments to attend and vote at
a meeting and may appoint one proxy to vote both in favour of and against the same resolution in such proportion as specified in the instrument appointing the proxy.
Where a Member appoints more than one proxy the instrument of proxy shall state which proxy is entitled to vote on a show of hands.
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PROXIES
83

The rules and procedures relating to the form or a proxy, the depositing or filing of proxies and voting pursuant to a proxy and any other matter incidental thereto shall
be approved by the Board, subject to such rules and procedures as required by applicable law or the relevant code, rules and regulations applicable to the listing of the
Shares on the Exchange and as provided in the following Articles under this heading of “PROXIES”.

84

The instrument appointing a proxy shall be in writing and shall be executed under the hand of the appointor or of his attorney duly authorised in writing, or, if the
appointor is a corporation under the hand of an officer or attorney duly authorised in that behalf provided however, that a Member may also authorise the casting of a
vote by proxy pursuant to telephonic or electronically transmitted instructions (including, without limitation, instructions transmitted over the internet) obtained
pursuant to procedures approved by the Board which are reasonably designed to verify that such instructions have been authorised by such Member. A proxy need not
be a Member of the Company.

85

The instrument appointing a proxy may be in any usual or common form and may be expressed to be for a particular meeting or any adjournment thereof or generally
until revoked. An instrument appointing a proxy shall be deemed to include the power to demand or join or concur in demanding a poll.

CORPORATE MEMBERS
86

Any corporation or other non-natural person which is a Member may in accordance with its constitutional documents, or in the absence of such provision by resolution
of its directors or other governing body, authorise such person as it thinks fit to act as its representative at any meeting of the Company or of any class of Members, and
the person so authorised shall be entitled to exercise the same powers on behalf of the corporation which he represents as the corporation could exercise if it were an
individual Member.
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SHARES THAT MAY NOT BE VOTED
87

Shares in the Company that are beneficially owned by the Company shall not be voted, directly or indirectly, at any meeting and shall not be counted in determining
the total number of outstanding Shares at any given time.

DIRECTORS
88

There shall be a Board consisting of not less than one or more than fifteen persons provided however that the Board may from time to time increase or reduce the upper
and lower limits on the number of Directors and provided that so long as Shares of the Company are listed on an Exchange, the Board shall include such number of
Independent Directors as the relevant code, rules or regulations applicable to the listing of any Shares on the Exchange require.

CLASSIFICATION AND APPOINTMENT OF DIRECTORS
89

The Directors, other than those who may be appointed by the holders of shares of any class or series of shares having a preference over the Common Shares as to
Dividends or upon liquidation pursuant to the terms of any resolution or resolutions providing for the issuance of such shares adopted by the Board, shall be classified,
with respect to the time for which they severally hold office, into classes as follows: (i) the Directors appointed and classified into a class of Directors prior to the
annual general meeting held in 2013 shall remain appointed and classified in such class, with each class to hold office upon the terms of their original appointment
until its successors are appointed and qualified in accordance with the immediately following provisions; (ii) three (3) Directors shall be appointed at the annual
general meeting held in 2013 for a term expiring at the annual general meeting to be held in 2016 and two (2) Directors shall be appointed at the annual general
meeting held in 2013 for a term expiring at the annual general meeting to be held in 2015, another class of four (4) Directors shall be appointed at the annual general
meeting to be held in 2014 for a term expiring at the annual general meeting to be held in 2016, and another class of four (4) Directors shall be appointed at the
annual general meeting to held in 2015 for a term expiring at the annual general meeting to be held in 2016; and (iii) notwithstanding any other provision of the
Articles or any term of a prior appointment to the contrary, the term of office of all Directors (regardless of the appointment date or class of any Director) shall expire
at the annual general meeting to held in 2016, and from the annual general meeting to held in 2016 onwards, the
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Directors shall no longer be classified into classes and all Directors shall be appointed for a term of office of one year, commencing at the annual general meeting at
which such Director is appointed and expiring at the annual general meeting held in the immediately following calendar year, and a Director whose term expires at
such an annual general meeting shall be entitled to be re-nominated as a Director in accordance with the provisions of the Articles under the heading ‘NOMINATION
OF DIRECTORS’. Only for so long as the Directors are classified in classes in accordance with this Article, any newly created directorships resulting from any
increase in the number of Directors shall be allocated to the classes of Directors described in the immediately preceding sentence in such manner so as to maintain, as
nearly as possible, the equality in number of the Directors in each class. Only for so long as the Directors are classified in classes in accordance of this Article, in the
event that more than one vacant directorship exists and a director is appointed to fill a vacancy, any such vacant directorships shall be titled in such order so as to
maintain, as nearly as possible, the equality in number of the Directors in each class. No decrease in the number of Directors constituting the Board of Directors shall
shorten the terms of any incumbent Director.
90

INTENTIONALLY OMITTED

91

In any vote to appoint Directors, the persons receiving the largest number of votes cast, up to the number of Directors to be appointed in such vote, shall be deemed
appointed.

92

Subject to the rights of the holders of any class or series of shares having a preference over the Common Shares as to dividends or upon liquidation, nominations for the
appointment of Directors may be made in accordance with the provisions of the Articles under the heading “NOMINATION OF DIRECTORS”.

93

Subject to the rights of the holders of any class or series of shares having a preference over the Common Shares as to Dividends or upon liquidation, newly created
directorships resulting from any increase in the number of Directors may be filled by the Board, or if not so filled, by the Members at the next annual general meeting
or extraordinary general meeting called for the purpose of appointing such Director, and any vacancies on the Board resulting from death, resignation, removal or other
cause as specified in the Articles under the heading “VACATION OF OFFICE OF DIRECTORS” shall be filled only by the affirmative vote of a majority of the
remaining Directors then in office, even though less than quorum of the Board, or by a sole remaining Director, or if not so filled, by the Members at the next annual
general meeting or extraordinary general meeting called for the purpose of appointing such Director. Only for so long as the Directors are classified in classes in
accordance with Article 89, any Director appointed in accordance with the preceding sentence of this Article shall hold office for the remainder of the full term of the
class of Directors in which the new directorship was created or the vacancy occurred and until such Director’s successor shall have been appointed and qualified. Only
for so long as the Directors are classified in classes in accordance with Article 89, in the event that more than one vacant directorship exists and a director is appointed
to fill a vacancy, any such vacant directorships shall be filled in such order so as to maintain, as nearly as possible, the equality in number of the Directors in each class.
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REMOVAL OF DIRECTORS
94

The Company may by Ordinary Resolution remove any Director.

VACATION OF OFFICE OF DIRECTOR
95

The office of a Director shall be vacated:

95.1

if he gives notice in writing to the Company that he resigns the office of Director;

95.2

if he absents himself (without being represented by proxy appointed by him) from three consecutive meetings of the Board of Directors without special leave of
absence from the Directors, and they pass a resolution that he has by reason of such absence vacated office;

95.3

if he dies, becomes bankrupt or makes any arrangement or composition with his creditors generally;

95.4

if he is found a lunatic or becomes of unsound mind; and

95.5

on his being prohibited by any applicable law, or the relevant code, rules and regulations applicable to the listing of the Shares on the Exchange, from being a Director.

REMUNERATION OF DIRECTORS
96

The remuneration to be paid to the Directors shall be such remuneration as the Directors shall determine. Such remuneration shall be deemed to accrue from day to
day. The Directors shall also be entitled to be paid their traveling, hotel and other expenses properly incurred by them in going to, attending and returning from
meetings of the Board, or any committee of the Directors, or general meetings of the Company, or otherwise in connection with the business of the Company, or to
receive a fixed allowance in respect thereof as may be determined by the Board from time to time, or a combination partly of one such method and partly the other.
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97

The Board may approve additional remuneration to any Director undertaking any special work or services for, or undertaking any special mission on behalf of, the
Company other than his ordinary routine work as a Director. Any fees paid to a Director who is also counsel or solicitor to the Company, or otherwise serves it in a
professional capacity shall be in addition to his remuneration as a Director.

98

The Board may approve additional remuneration to any Director for any services other than his ordinary routine work as a Director. Any fees paid to a Director who is
also legal counsel to the Company, or otherwise serves it in a professional capacity shall be in addition to his remuneration as a Director.

NO MINIMUM SHAREHOLDING
99

No shareholding qualification is required to be held by a Director.

DIRECTORS’ INTERESTS
100

A Director may hold any other office or place of profit under the Company (other than the office of Auditor) in conjunction with his office of Director for such period
and on such terms as to remuneration and otherwise as the Board may determine.

101

A Director may act by himself or his firm in a professional capacity for the Company and he or his firm shall be entitled to remuneration for professional services as if
he were not a Director.

102

A Director of the Company may be or become a director, managing director, joint managing director, deputy managing director, executive director, manager or other
officer or member of any other company or otherwise interested in any company promoted by the Company or in which the Company may be interested as shareholder
or otherwise, and no such Director shall be accountable to the Company for any remuneration or other benefits received by him as a director, managing director, joint
managing director, deputy managing director, executive director, manager or other officer or member of such other company.

103

No person shall be disqualified from the office of Director or prevented by such office from contracting with the Company, either as vendor, purchaser or otherwise,
nor shall any such contract or any contract or transaction entered into by or on behalf of the Company in which any Director shall be in any way interested be or be
liable to be avoided, nor shall any Director so contracting or being so interested be liable to account to the Company for any profit realised by any
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such contract or transaction by reason of such Director holding office or of the fiduciary relation thereby established. A Director shall be at liberty to vote in respect of
any contract or transaction in which he is interested provided that the nature of the interest of any Director in any such contract or transaction shall be disclosed by him
at or prior to its consideration and any vote thereon.
104

A general notice that a Director is a shareholder, director, officer or employee of any specified firm or company and is to be regarded as interested in any transaction
with such firm or company shall be sufficient disclosure for the purposes of voting on a resolution in respect of a contract or transaction in which he has an interest, and
after such general notice it shall not be necessary to give special notice relating to any particular transaction.

POWERS AND DUTIES OF DIRECTORS
105

Subject to the provisions of the Statute, the Memorandum and the Articles and to any directions given by Special Resolution, the business of the Company shall be
managed by the Board which may exercise all the powers of the Company. No alteration of the Memorandum or Articles and no such direction shall invalidate any
prior act of the Directors which would have been valid if that alteration had not been made or that direction had not been given. A duly convened meeting of the Board
at which a quorum is present may exercise all powers exercisable by the Board

106

All cheques, promissory notes, drafts, bills of exchange and other negotiable instruments and all receipts for monies paid to the Company shall be signed, drawn,
accepted, endorsed or otherwise executed as the case may be in such manner as the Directors shall determine by resolution.

107

The Board on behalf of the Company may pay a gratuity or pension or allowance on retirement to any Director who has held any other salaried office or place of profit
with the Company or to his widow or dependants and may make contributions to any fund and pay premiums for the purchase or provision of any such gratuity, pension
or allowance.

108

The Board may exercise all the powers of the Company to borrow money and to mortgage or charge its undertaking, property and uncalled capital or any part thereof
and to issue debentures, debenture stock, mortgages, bonds and other such securities whether outright or as security for any debt, liability or obligation of the Company
or of any third party.
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RESTRICTIONS ON THE COMPANY ENGAGING IN BUSINESS COMBINATIONS
109

The Company shall not engage in any Business Combination with any Interested Member for a period of three (3) years following the date that such Member became
an Interested Member, unless:

109.1

prior to such date the Board of Directors approved either the Business Combination or the transaction which resulted in the Member becoming an Interested Member,
or

109.2

upon consummation of the transaction which resulted in the Member becoming an Interested Member, the Interested Member owned at least Eighty Five (85) percent
of the Voting Shares of the Company outstanding at the time the transaction commenced, excluding for purposes of determining the number of Voting Shares
outstanding (but not the outstanding Voting Shares owned by the Interested Member) those shares owned (i) by persons who are directors and also officers and
(ii) employee share plans in which employee participants do not have the right to determine confidentially whether shares held subject to the plan will be tendered in a
tender or exchange offer; or

109.3

on or subsequent to such date the Business Combination is approved by the Board of Directors and authorised at a general meeting of Members, and not by written
consent, by the affirmative vote of at least Sixty Six and two thirds (66 2/3) percent. of the outstanding Voting Shares which are not owned by the Interested Member.

110

The restrictions contained in the above Article shall not apply if:

110.1

a Member becomes an Interested Member inadvertently and (i) as soon as practicable divests itself of ownership of sufficient shares so that the Member ceases to be an
Interested Member and (ii) would not, at any time within the three (3) year period immediately prior to a Business Combination between the Company and such
Member, have been an Interested Member but for the inadvertent acquisition of ownership; or

110.2

the Business Combination is proposed prior to the consummation or abandonment of and subsequent to the earlier of the public announcement or the notice required
hereunder of a proposed transaction which (i) constitutes one of the transactions described in the second sentence of this sub-paragraph; (ii) is with or by a person who
either was not an Interested Member during the previous three (3) years or who became an Interested Member with the approval of the Board; and (iii) is approved or
not opposed by a majority of the members of the Board then in office (but not less than 1) who were Directors prior to any person becoming an Interested Member
during the previous 3 years or were recommended for appointment or appointed to succeed such Directors by a majority of such Directors. The proposed transactions
referred to in the preceding sentence are limited to a (A) a merger or consolidation of the Company (except for a merger in respect of which, pursuant to Section 251(f)
of the General
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Corporation Law of the State of Delaware, U.S., no vote of the Members would be required if the Company were incorporated under the law of such State); (B) a sale,
lease, exchange, mortgage, pledge, transfer or other disposition (in one transaction or a series of transactions) whether as part of a dissolution or otherwise of assets of
the Company or of any direct or indirect majority-owned subsidiary of the Company (other than to any direct or indirect wholly-owned subsidiary or to the Company)
having an aggregate market value equal to fifty (50) percent. or more of either that aggregate market value of all of the assets of the Company determined on a
consolidated basis or the aggregate market value of all the outstanding shares of the Company; or (C) a proposed tender or exchange offer for fifty (50) percent. or
more of the outstanding Voting Shares of the Company. The Company shall give not less than 20 days’ notice to all Interested Members prior to the consummation of
any of the transactions described in clauses (A) or (B) of the second sentence of this sub-paragraph.
110.3

As used in the Articles under the above heading “RESTRICTIONS ON THE COMPANY ENGAGING IN BUSINESS COMBINATIONS”, the term:
110.3.1

“affiliate” means a person that directly, or indirectly through one or more intermediaries, controls, or is controlled by, or is under common control
with, another person.

110.3.2

“associate” when used to indicate a relationship with any person means (A) any corporation, partnership, unincorporated association or other entity of
which such person is a director, officer or partner or is, directly or indirectly, the owner of twenty (20) percent. or more of any class of Voting Shares,
(B) any trust or other estate in which such person has at least a twenty (20) percent. beneficial interest or as to which such person serves as trustee or in
a similar fiduciary capacity, and (C) any relative or spouse of such person, or any relative of such spouse, who has the same residence as such person.

110.3.3

“Business Combination”, when used in reference to the Company and any Interested Member of the Company, means:
(a)

any merger or consolidation of the Company or any direct or indirect majority-owned subsidiary of the Company with (I) the Interested
Member, or (II) with any other corporation, partnership, unincorporated association or other entity if the merger or consolidation is caused by
the Interested Member and as a result of such merger or consolidation the prohibition in the immediately preceding Article is not applicable to
the surviving entity;

(b)

any sale, lease, exchange, mortgage, pledge, transfer or other disposition (in one transaction or a series of transactions), except
proportionately as a Member of the Company, to or with the
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Interested Member, whether as part of a dissolution or otherwise, of assets of the Company or of any direct or indirect majority-owned
subsidiary of the Company which assets have an aggregate market value equal to ten (10) percent or more of either the aggregate market value
of all the assets of the Company determined on a consolidated basis or the aggregate market value of all the outstanding shares of the
Company;
(c)

any transaction which results in the issuance or transfer by the Company or by any direct or indirect majority-owned subsidiary of the
Company of any shares of the Company or of such subsidiary to the Interested Member, except (I) pursuant to the exercise, exchange or
conversion of securities exercisable for, exchangeable for or convertible into shares of the Company or any such subsidiary which securities
were outstanding prior to the time that the Interested Member became such, (II) pursuant to a merger which could be accomplished under
Section 251(g) of the General Corporation Law of the State of Delaware, U.S. if the Company were incorporated under the laws of such State,
(III) pursuant to a dividend or distribution paid or made, or the exercise, exchange or conversion of securities exercisable for, exchangeable for
or convertible into shares of such Company or any such subsidiary which security is distributed, pro rata to all holders of a class or series of
shares of such Company subsequent to the time the Interested Shares became such, (IV) pursuant to an exchange offer by the Company to
purchase made on the same terms to all holders of said shares, or (V) any issuance or transfer of shares by the Company, provided however,
that in no case under (III)-(V) above shall there be an increase in the Interested Member’s proportionate share of the shares of any class or
series of the Company or of the Voting Shares of the Company;

(d)

any transaction involving the Company or any direct or indirect majority-owned subsidiary of the Company which has the effect, directly or
indirectly, of increasing the proportionate share of the shares of any class or series, or securities convertible into the shares of any class or
series, of the Company or of any such subsidiary which is owned by the Interested Member, except as a result of immaterial changes due to
fractional share adjustments or as a result of any purchase or redemption of any shares not caused, directly or indirectly, by the Interested
Member; or
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(e)

any receipt by the Interested Member of the benefit, directly or indirectly (except proportionately as a Member of the Company) of any loans,
advances, guarantees, pledges or other financial benefits (other than those expressly permitted in subparagraphs (a)-(d) above) provided by or
through the Company or any direct or indirect majority owned subsidiary.

110.3.4

“control,” including the term “controlling”, “controlled by” and “under common control with,” means the possession, directly or indirectly, of the
power to direct or cause the direction of the management and polices of a person whether through the ownership of Voting Shares, by contract or
otherwise. A person who is the owner of twenty (20) percent. or more of the outstanding Voting Shares of any corporation, partnership, unincorporated
association or other entity shall be presumed to have control of such entity in the absence of proof by a preponderance of the evidence to the contrary.
Notwithstanding the foregoing, a presumption of control shall not apply where such person holds Voting Shares, in good faith and not for the purpose of
circumventing this Article, as an agent, bank, broker, nominee, custodian or trustee for one or more owners who do not individually or as a group have
control of such entity.

110.3.5

“Interested Member” means any person (other than the Company and any direct or indirect majority-owned subsidiary of the Company) that
(a)

is the owner of fifteen (15) percent. or more of the outstanding Voting Shares of the Company, or

(b)

is an affiliate or associate of the Company and was the owner of fifteen (15) percent. or more of the outstanding Voting Shares of the
Company at any time within the 3 year period immediately prior to the date on which it is sought to be determined whether such person is an
Interested Member,

and the affiliates and associates of such person; provided, however, that the term “Interested Member” shall not include any person whose ownership of
shares in excess of the fifteen (15) percent. limitation set forth herein is the result of action taken solely by the Company provided that such person shall
be an Interested Member if thereafter such person acquires additional Voting Shares of the Company, except as a result of further corporate action not
caused, directly or indirectly, by such person. For the purpose of determining whether a person is an Interested Member, the Voting Shares of the
Company deemed to be outstanding shall include shares deemed to be owned by the person through application of the definition of beneficial owner
set out below under this Article but shall not include any other unissued shares of the Company which may be issuable pursuant to any agreement,
arrangement or understanding, or upon exercise of conversion rights, warrants or options, or otherwise.
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110.3.6

“person” means any individual, corporation, partnership, unincorporated association or other entity.

110.3.7

“Voting Shares” means with respect to any company or corporation, shares of any class or series entitled to vote generally in the appointment of
directors and, with respect to any entity that is not a company or corporation, any equity interest entitled to vote generally in the appointment of the
governing body of such entity. Every reference to a percentage of Voting Shares shall refer to such percentage of the votes of such Voting Shares.

110.3.8

“owner” including the terms “own” and “owned” when used with respect to any shares means a person that individually or with or through any of its
affiliates or associates:
(a)

beneficially owns such shares directly or indirectly; or

(b)

has (I) the right to acquire such shares (whether such right is exercisable immediately or only after the passage of time) pursuant to any
agreement, arrangement or understanding or upon the exercise of conversion rights, exchange rights, warrants or options, or otherwise;
provided, however, that a person shall not be deemed the owner of shares tendered pursuant to a tender or exchange offer made by such person
or any of such person’s affiliates or associates until such tendered stock is accepted for purchase or exchange; or (II) the right to vote such
shares pursuant to any agreement, arrangement or understanding; provided, however, that a person shall not be deemed the owner of any
shares because of such person’s right to vote such shares if the agreement, arrangement or understanding to vote such shares arises solely from
a revocable proxy or consent given in response to a proxy or consent solicitation made to 10 or more persons; or

(c)

has any agreement, arrangement or understanding for the purpose of acquiring, holding, voting (except voting pursuant to a revocable proxy or
consent as described in item (II) of clause (b) of this definition, or disposing of such shares with any other person that beneficially owns, or
whose affiliates or associates beneficially own, directly or indirectly, such shares.
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111

In addition to any approval of Members required pursuant to the terms of any class or series of shares other than Common Shares, the approval of the holders of a
majority of the issued shares generally entitled to vote at a meeting called for such purpose, following approval by the Board, shall be required in order for the
Company to “sell, lease, or exchange all or substantially all of its property and assets” (as that phrase is interpreted for the purposes of Section 271 of the General
Corporation Law of the State of Delaware, U.S., as amended or re-enacted from time to time), provided that the foregoing approval by Members shall not be required
in the case of any transaction between the Company and any entity the Company “directly or indirectly controls” (as that phrase is defined in Rule 405 under the
United States Securities Act of 1933, as amended or re-enacted from time to time).

MINUTES
112

The Board shall cause minutes to be made in books kept for the purpose of all appointments of officers made by the Board, all proceedings at meetings of the Company
or the holders of any class of Shares and of the Board, and of committees of the Board including the names of the Directors present at each meeting.

DELEGATION OF THE BOARD’S POWERS
113

The Board may delegate any of its powers (with power to sub-delegate) to any committee consisting of one or more Directors. The Board may also delegate to any
Director such of their powers as they consider desirable to be exercised by him. Any such delegation may be made subject to any conditions the Board may impose, and
either collaterally with or to the exclusion of their own powers and may be revoked or altered. Subject to any such conditions, the proceedings of a committee of the
Board shall be governed by the Articles regulating the proceedings of Directors, so far as they are capable of applying.

114

The Board may by power of attorney or otherwise appoint any person to be the agent of the Company on such conditions as the Board may determine, provided that the
delegation is not to the exclusion of their own powers and may be revoked by the Board at any time.

115

The Board may by power of attorney or otherwise appoint any company, firm, person or body of persons, whether nominated directly or indirectly by the Board, to be
the attorney or authorised signatory of the Company for such purpose and with such powers, authorities and discretions (not exceeding those vested in or exercisable
by the Directors under these Articles) and for such period and subject to such conditions as they may think fit, and any such powers of attorney or other
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appointment may contain such provisions for the protection and convenience of persons dealing with any such attorneys or authorised signatories as the Board may
think fit and may also authorise any such attorney or authorised signatory to delegate all or any of the powers, authorities and discretions vested in him.

EXECUTIVE OFFICERS
116

The Board may from time to time appoint one or more Chairman of the Board, President, Chief Executive Officer, Chief Financial Officer and such other officers as it
considers necessary in the management of the business of the Company and as it may decide for such period and upon such terms as it thinks fit and upon such terms as
to remuneration as it may decide in accordance with these Articles. Such officers need not also be a Director.

117

Every Director appointed to an office under the above Article hereof shall, without prejudice to any claim for damages that such Director may have against the
Company or the Company may have against such Director for any breach of any contract of service between him and the Company, be liable to be dismissed or
removed from such executive office by the Board. A Director appointed to an office under the above Article shall ipso facto and immediately cease to hold such
executive office if he shall cease to hold the office of Director for any cause.
PROCEEDINGS OF DIRECTORS

118

Except as otherwise provided by these Articles, the Directors shall meet together for the despatch of business, convening, adjourning and otherwise regulating their
meetings and procedures as they think fit. Questions arising at any meeting shall be decided by a majority of votes of the Directors present at a meeting at which there
is a quorum. In case of an equality of votes, the Chairman shall have a second or casting vote.

119

Regular meetings of the Board may be held at such times and places as may be provided for in resolutions adopted by the Board. No additional notice of a regularly
scheduled meeting of the Board shall be required

120

A Director may, and the Secretary on the requisition of a Director shall, at any time summon a meeting of the Directors by at least two days’ notice in writing to every
Director which notice shall set forth the general nature of the business to be considered unless notice is waived by all the Directors (or their alternates) either at,
before or after the meeting is held and provided further if notice is given in person, by telephone, cable, telex, telecopy or email the same shall
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be deemed to have been given on the day it is delivered to the Directors or transmitting organisation as the case may be. The accidental omission to give notice of a
meeting of the Directors to, or the non-receipt of notice of a meeting by any person entitled to receive notice shall not invalidate the proceedings of that meeting.
121

The quorum necessary for the transaction of the business of the Board may be fixed by the Board and unless so fixed shall be a majority of Directors in office. In no
event shall the Board fix a quorum that is less than one-third (1/3) of the total number of Directors, provided always that if there shall at any time be only a sole
Director the quorum shall be one.

122

The continuing Directors may act notwithstanding any vacancy in their body, but if and so long as their number is reduced below the number fixed by or pursuant to
these Articles as the necessary quorum of Directors the continuing Directors or Director may act for the purpose of increasing the number of Directors to that number,
or of summoning a general meeting of the Company, but for no other purpose.

123

The Directors may elect a chairman of their Board and determine the period for which he is to hold office; but if no such chairman is elected, or if at any meeting the
Chairman is not present within five (5) minutes after the time appointed for holding the same, the Directors present may choose one of their number to be chairman of
the meeting.

124

All acts done by any meeting of the Directors or of a committee of Directors shall, notwithstanding that it be afterwards discovered that there was some defect in the
appointment of any Director or that they or any of them were disqualified, be as valid as if every such person had been duly appointed and qualified to be a Director as
the case may be.

125

Members of the Board or of any committee thereof may participate in a meeting of the Board or of such committee by means of conference telephone or similar
communications equipment by means of which all persons participating in the meeting can hear each other and participation in a meeting pursuant to this provision
shall constitute presence in person at such meeting. Unless otherwise determined by the Directors the meeting shall be deemed to be held at the place where the
chairman is at the start of the meeting.

126

A resolution in writing (in one or more counterparts), signed by all the Directors for the time being or all the members of a committee of Directors shall be as valid and
effectual as if it had been passed at a meeting of the Directors or committee as the case may be duly convened and held.

127

A Director may be represented at any meetings of the board of Directors by a proxy appointed in writing by him. The proxy shall count towards the quorum and the
vote of the proxy shall for all purposes be deemed to be that of the appointing Director.
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PRESUMPTION OF ASSENT
128

A Director of the Company who is present at a meeting of the Board of Directors at which action on any Company matter is taken shall be presumed to have assented
to the action taken unless his dissent shall be entered in the Minutes of the meeting or unless he shall file his written dissent from such action with the person acting as
the Secretary of the meeting before the adjournment thereof or shall forward such dissent by registered mail to such person immediately after the adjournment of the
meeting. Such right to dissent shall not apply to a Director who voted in favour of such action.
SEAL

129

The Company may, if the Board so determines, have a Seal which shall only be used by the authority of the Board or of a committee of the Board authorised by the
Board in that behalf and every instrument to which the Seal has been affixed shall be signed by one person who shall be either a Director or the Secretary or
Secretary-Treasurer or some person appointed by the Directors for the purpose.

130

The Company may have for use in any place or places outside the Cayman Islands a duplicate Seal or Seals each of which shall be a facsimile of the Common Seal of
the Company and, if the Board so determines, with the addition on its face of the name of every place where it is to be used.

131

A Director, Secretary or other officer or representative or attorney may without further authority of the Directors affix the Seal of the Company over his signature alone
to any document of the Company required to be authenticated by him under Seal or to be filed with the Registrar of Companies in the Cayman Islands or elsewhere
wheresoever.
DIVIDENDS, DISTRIBUTIONS AND RESERVE

132

Subject to the Statute and these Articles, the Board may from time to time declare dividends (including interim dividends) and distributions on Shares of the Company
outstanding and authorise payment of the same out of the funds of the Company lawfully available therefor.

133

The Board may, before declaring any dividends or distributions, set aside such sums as they think proper as a reserve or reserves which shall at the discretion of the
Directors, be applicable for any purpose of the Company and pending such application may, at the like discretion, be employed in the business of the Company.
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134

No dividend or distribution shall be payable except out of the profits of the Company, realised or unrealised, or out of the share premium account or as otherwise
permitted by the Statute.

135

Subject to the rights of persons, if any, entitled to Shares with special rights as to dividends or distributions, if dividends or distributions are to be declared on a class of
Shares they shall be declared and paid according to the amounts paid or credited as paid on the Shares of such class outstanding on the record date for such dividend or
distribution as determined in accordance with these Articles.

136

The Board may declare that any dividend or distribution be paid wholly or partly by the distribution of specific assets and in particular of paid up Shares, debentures, or
debenture stock of any other company or in any one or more of such ways and where any difficulty arises in regard to such distribution, the Board may settle the same
as they think expedient and in particular may issue fractional certificates and fix the value for distribution of such specific assets or any part thereof and may determine
that cash payments shall be made to any Members upon the footing of the value so fixed in order to adjust the rights of all Members and may vest any such specific
assets in trustees as may seem expedient to the Board.

137

Any dividend, distribution, interest or other monies payable in cash in respect of Shares may be paid by cheque or warrant sent through the post or sent by any
electronic or other means of payment, directed to the registered address of the holder or, in the case of joint holders, to the holder who is first named on the Register of
Members or to such person and to such address as such holder or joint holders may in writing direct. Every such cheque or warrant or electronic or other payment shall
be made payable to the order of the person to whom it is sent. Any one of two or more joint holders may give effectual receipts for any dividends, bonuses, or other
monies payable in respect of the Share held by them as joint holders.

138

No dividend or distribution shall bear interest against the Company.

139

Any dividend which cannot be paid to a Member and/or which remains unclaimed after six months from the date of declaration of such dividend may, in the discretion
of the Directors, be paid into a separate account in the Company’s name, provided that the Company shall not be constituted as a trustee in respect of that account and
the dividend shall remain as a debt due to the Member. Any dividend which remains unclaimed after a period of six years from the date of declaration of such dividend
shall be forfeited and shall revert to the Company.
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CAPITALISATION
140

The Company may upon the recommendation of the Board by Ordinary Resolution authorise the Board to capitalise any sum standing to the credit of any of the
Company’s reserve accounts (including Share premium account and capital redemption reserve fund) or any sum standing to the credit of profit and loss account or
otherwise available for distribution and to appropriate such sum to Members in the proportions in which such sum would have been divisible amongst them had the
same been a distribution of profits by way of dividend and to apply such sum on their behalf in paying up in full unissued Shares for allotment and distribution credited
as fully paid up to and amongst them in the proportion aforesaid. In such event the Board shall do all acts and things required to give effect to such capitalisation, with
full power to the Board to make such provisions as they think fit for the case of Shares becoming distributable in fractions (including provisions whereby the benefit of
fractional entitlements accrue to the Company rather than to the Members concerned). The Board may authorise any person to enter on behalf of all of the Members
interested into an agreement with the Company providing for such capitalisation and matters incidental thereto and any agreement made under such authority shall be
effective and binding on all concerned.

BOOKS OF ACCOUNT
141

The Board shall cause proper books of account to be kept with respect to all sums of money received and expended by the Company and the matters in respect of which
the receipt or expenditure takes place, all sales and purchases of goods by the Company and the assets and liabilities of the Company. Proper books shall not be deemed
to be kept if there are not kept such books of account as are necessary to give a true and fair view of the state of the Company’s affairs and to explain its transactions.

142

The Board shall from time to time determine whether and to what extent and at what times and places and under what conditions or regulations the accounts and books
of the Company or any of them shall be open to the inspection of Members not being Directors and no Member (not being a Director) shall have any right of inspecting
any account or book or document of the Company except as conferred by Statute or authorised by the Board or by the Company in general meeting.

143

The Board may from time to time cause to be prepared and to be laid before the Company in general meeting profit and loss accounts, balance sheets, group accounts
(if any) and such other reports and accounts as may be required by law.
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AUDIT
144

The appointment of and provisions relating to Auditors shall be in accordance with applicable law and the relevant code, rules and regulations applicable to the listing
of the Shares on the Exchange.

145

In the event that no such code, rules and regulations referred to in the above Article apply, the appointment of and provisions relating to Auditors shall in accordance
with the following provisions:

145.1

The Board may appoint an Auditor who shall hold office until removed from office by a resolution of the Directors, and may fix his or their remuneration.

145.2

Every Auditor shall have a right of access at all times to the books and accounts and vouchers of the Company and shall be entitled to require from the Directors and
officers of the Company such information and explanation as may be necessary for the performance of the duties of the Auditor.

145.3

Auditors shall, if so required by the Directors, make a report on the accounts of the Company during their tenure of office at the next annual general meeting following
their appointment and at any other time during their term of office, upon request of the Directors or any general meeting of the Members.

NOTICES
146

Notices shall be in writing and shall be given by the Company in accordance with applicable law and the relevant code, rules and regulations applicable to the listing of
the Shares on the Exchange.

147

In the event that no such code, rules and regulations referred to in the above Article applies, notice shall be given in accordance with the following provisions:

147.1

notices to any Member shall be given either personally or by sending it by post, cable, telex, fax or e-mail to him or to his address as shown in the Register of Members
(or where the notice is given by e-mail by sending it to the e-mail address provided by such Member). Any notice, if posted from one country to another, is to be sent
airmail;

147.2

where a notice is sent by courier, service of the notice shall be deemed to be effected by delivery of the notice to a courier company, and shall be deemed to have
been received on the third day (not including Saturdays or Sundays or public holidays) following the day on which the notice was delivered to the courier. Where a
notice is sent by post, service of the notice shall be deemed to be effected by properly addressing, pre-paying and posting a letter containing the
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notice, and shall be deemed to have been received on the fifth day (not including Saturdays or Sundays or public holidays) following the day on which the notice was
posted. Where a notice is sent by cable, telex or fax, service of the notice shall be deemed to be effected by properly addressing and sending such notice and shall be
deemed to have been received on the same day that it was transmitted. Where a notice is given by e-mail service shall be deemed to be effected by transmitting the email to the e-mail address provided by the intended recipient and shall be deemed to have been received on the same day that it was sent, and it shall not be necessary
for the receipt of the e-mail to be acknowledged by the recipient;
147.3

a notice may be given by the Company to the person or persons which the Company has been advised are entitled to a Share or Shares in consequence of the death or
bankruptcy of a Member in the same manner as other notices which are required to be given under these Articles and shall be addressed to them by name, or by the title
of representatives of the deceased, or trustee of the bankrupt, or by any like description at the address supplied for that purpose by the persons claiming to be so entitled,
or at the option of the Company by giving the notice in any manner in which the same might have been given if the death or bankruptcy had not occurred;

147.4

notice of every general meeting shall be given in any manner hereinbefore authorised to every person shown as a Member in the Register of Members on the record date
for such meeting except that in the case of joint holders the notice shall be sufficient if given to the joint holder first named in the Register of Members and every
person upon whom the ownership of a Share devolves by reason of his being a legal personal representative or a trustee in bankruptcy of a Member of record where the
Member of record but for his death or bankruptcy would be entitled to receive notice of the meeting, and no other person shall be entitled to receive notices of general
meetings.

WINDING UP
148

If the Company shall be wound up the liquidator may, with the sanction of a Special Resolution of the Company and any other sanction required by the Statute, divide
amongst the Members in kind the whole or any part of the assets of the Company (whether they shall consist of property of the same kind or not) and may for that
purpose value any assets and determine how the division shall be carried out as between the Members or different classes of Members. The liquidator may, with the
like sanction, vest the whole or any part of such assets in trustees upon such trusts for the benefit of the Members as the liquidator, with the like sanction, shall think fit,
but so that no Member shall be compelled to accept any asset upon which there is a liability.
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149

If the Company shall be wound up, and the assets available for distribution amongst the Members shall be insufficient to repay the whole of the share capital, such
assets shall be distributed so that, as nearly as may be, the losses shall be borne by the Members in proportion to the par value of the Shares held by them. If in a
winding up the assets available for distribution amongst the Members shall be more than sufficient to repay the whole of the share capital at the commencement of the
winding up, the surplus shall be distributed amongst the Members in proportion to the par value of the Shares held by them at the commencement of the winding up.
This Article is without prejudice to the rights of the holders of Shares issued upon special terms and conditions.

INDEMNITY
150

To the fullest extent permitted by law, no Director, officer of the Company or trustee acting in relation to any of the affairs of the Company shall be personally liable to
the Company or its Members for any loss arising or liability attaching to such Director or officer by virtue of any rule of law in respect of any negligence, default,
breach of duty or breach of trust of which such Director or officer may be guilty in relation to the Company; provided, however, that this shall not apply to (a) any
fraud or dishonesty of such Director or officer, (b) such Director’s or officer’s conscious, intentional or wilful breach of his obligation to act honestly, lawfully and in
good faith with a view to the best interests of the Company, or (c) any claims or rights of action to recover any gain, personal profit, or other advantage to which the
Director or officer is not legally entitled. Notwithstanding the preceding sentence, this section shall not extend to any matter that would render it void pursuant to the
Statute or to any person holding the office of auditor in relation to the Company.

151

To the fullest extent permitted by law, the Company shall indemnify any current or former Director, officer of the Company, or any person who is serving or has
served at the request of the Company as a director or officer and any trustee acting in relation to any of the affairs of the Company and their respective heirs, executors,
administrators and personal representatives (each individually, a “Covered Person”), against any expenses, including attorneys’ fees, judgments, fines and amounts
paid in settlement actually and reasonably incurred by him in connection with any threatened, pending, or completed action, suit or proceeding, whether civil, criminal,
administrative or investigative (other than a proceeding by, or in the name or on behalf of, the Company), to which he was, is, or is threatened to be made, a party or in
which he is otherwise involved, (a “proceeding”) by reason of the fact that he is or was a Covered Person; provided, however, that this provision shall not indemnify
any Covered Person against any liability arising out of (a) any fraud or dishonesty in the performance of such Covered Person’s duty to the Company, or (b) such
Covered Person’s conscious, intentional or wilful breach of his obligation to act honestly, lawfully and in good faith with a view to the best interests of the Company.
Notwithstanding the preceding sentence, this section shall not extend to any matter which would render it void pursuant to the Statute, applicable law or to any person
holding the office of auditor in relation to the Company.
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152

In the case of any threatened, pending or completed proceeding by, or in the name or on behalf of, the Company, to the fullest extent permitted by law, the Company
shall indemnify each Covered Person against expenses, including attorneys’ fees, but excluding judgments, fines and amounts paid in settlement, actually and
reasonably incurred by him in connection with the defence or settlement thereof, except that no indemnification for expenses shall be made in respect of any claim,
issue or matter as to which such Covered Person shall have been finally adjudged to be liable for fraud or dishonesty in the performance of his duty to the Company, or
for conscious, intentional or wilful breach of his obligation to act honestly, lawfully and in good faith with a view to the best interests of the Company, unless and only
to the extent that the Grand Court in the Cayman Islands or the court in which such proceeding was brought shall determine upon application that despite the
adjudication of liability, but in view of all the circumstances of the case, such Covered Person is fairly and reasonably entitled to indemnity for such expenses as the
court shall deem proper. Notwithstanding the preceding sentence, this section shall not extend to any matter that would render it void pursuant to the Statute or to any
person holding the office of auditor in relation to the Company.

153

To the fullest extent permitted by law, expenses, including attorneys’ fees, incurred by a Covered Person in defending any proceeding for which indemnification is
permitted pursuant to these Articles shall be paid by the Company in advance of the final disposition of such proceeding upon receipt by the Board of an undertaking by
or on behalf of such Covered Person to repay such amount if it shall ultimately be determined that he is not entitled to be indemnified by the Company pursuant to
these Articles.

154

Any indemnification pursuant to these Articles (unless ordered by a court of competent jurisdiction) shall be made by the Company only as authorized in the specific
case upon a determination that indemnification of the Covered Person is proper in the circumstances because such person has met the applicable standard of conduct set
forth in these Articles, as the case may be. Such determination shall be made, with respect to a Covered Person who is a Director or officer of the Company at the time
of such determination, (a) by a majority vote of the Directors who are not parties to such proceeding, even though less than a quorum; (b) by a committee of such
Directors designated by a majority vote of such Directors, even though less than a quorum; (c) if there are no such Directors, or if such Directors so direct, by
independent legal counsel in a written opinion; or (d) by the Members by Ordinary Resolution. Such determination shall be made, with respect to any other Covered
Person, by any person or persons having the authority to act on the matter on behalf of the Company. To the extent, however, that any Covered Person has been
successful on the merits or otherwise in defence of any proceeding, or in defence of any claim, issue or matter therein, such Covered Person shall be indemnified
against expenses (including attorneys’ fees) actually and reasonably incurred by such person in connection therewith, without the necessity of authorization in the
specific case. Notwithstanding the any provision of these Articles relating to indemnification, the Company shall be required to indemnify or advance expenses to a
Covered Person in connection a proceeding commenced by such Covered Person only if the commencement of such proceeding by such person was authorized by the
Board.
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155

It being the policy of the Company that indemnification of the persons specified in these Articles shall be made to the fullest extent permitted by law, the
indemnification and advancement of expenses provided for by these Articles shall not be deemed exclusive (a) of any other rights to which those seeking
indemnification or advancement of expenses may be entitled under these Articles, any agreement, any insurance purchased by the Company, vote of Members or
disinterested Directors, or pursuant to the direction (however embodied) of any court of competent jurisdiction, or otherwise, both as to action in his official capacity
and as to action in another capacity while holding such office, or (b) of the power of the Company to indemnify any person who is or was an employee or agent of the
Company or of another corporation, joint venture, trust or other enterprise which he is serving or has served at the request of the Company, to the same extent and in the
same situations and subject to the same determinations as are hereinabove set forth with respect to a Covered Person.

156

The Board may, notwithstanding any interest of the Directors in such action, authorize the Company to purchase and maintain insurance on behalf of any Covered
Person, against any liability asserted against him and incurred by him in any such capacity, or arising out of his status as such, whether or not the Company would have
the power to indemnify him against such liability under the provisions of these Articles. As used in these Articles relating to indemnification, references to the
“Company” include all constituent corporations in an amalgamation, consolidation or merger or similar arrangement in which the Company or a predecessor to the
Company by amalgamation, consolidation or merger or similar arrangement was involved.

FINANCIAL YEAR
157

The financial year of the Company shall be as prescribed by the Board from time to time.

TRANSFER BY WAY OF CONTINUATION
158

If the Company is exempted as defined in the Statute, it shall, subject to the provisions of the Statute and with the approval of a Special Resolution, have the power to
register by way of continuation as a body corporate under the laws of any jurisdiction outside the Cayman Islands and to be deregistered in the Cayman Islands.
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Exhibit 31.1
Section 302 Certification
I, Michael O. Johnson, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Herbalife Ltd.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a -15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.
By: /s/ MICHAEL O. JOHNSON
Michael O. Johnson
Chief Executive Officer
Dated: October 28, 2013

Exhibit 31.2
Section 302 Certification
I, John G. DeSimone, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Herbalife Ltd.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a -15(f) and 15d-15(f)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.
By: /s/ JOHN G. DESIMONE
John G. DeSimone
Chief Financial Officer
Dated: October 28, 2013

