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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K, in particular “Item 7.  Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” and “Item 1.  Business,” include “forward-looking statements” within the meaning of
section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”).  When used in this report, the
words or phrases “will likely result,” “expect,” “intend,” “will continue,” “anticipate,” “estimate,” “project,” “believe” and similar
expressions are intended to identify “forward-looking statements” within the meaning of the Exchange Act.  These
statements represent our expectations or beliefs concerning, among other things, future revenue, earnings, growth
strategies, new products and initiatives, future operations and operating results, and future business and market
opportunities.

Forward-looking statements in this report speak only as of the date hereof, and forward looking statements in
documents incorporated by reference speak only as of the date of those documents.  We undertake no obligation to
publicly update or revise any forward-looking statement, whether as a result of new information, future events or
otherwise, except as required by law.  We caution and advise readers that these statements are based on certain
assumptions that may not be realized and involve risks and uncertainties that could cause actual results to differ
materially from the expectations and beliefs contained herein.

For a summary of certain risks related to our business, see “Item 1A.  Risk Factors” in this report.  Additional factors
that could cause actual results to differ materially from our forward-looking statements are set forth in this report,
including under the heading “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and in our financial statements and the related notes.

Unless otherwise noted, the terms “we,” “our,” “us,” and “Company,” refer to Natural Health Trends Corp. and its
subsidiaries.  References to “dollars” and “$” are to United States dollars.
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Part I

Item 1.         BUSINESS

Overview of Business

Natural Health Trends Corp. is an international direct-selling and e-commerce company headquartered in Dallas,
Texas. Subsidiaries controlled by the Company sell personal care, wellness, and “quality of life” products under the
“NHT Global” brand.  In most markets, we sell our products to a network of consumers or business builders that either
uses the products themselves or resells them to consumers.

Our majority-owned subsidiaries have an active physical presence in the following markets:  North America; Greater
China, which consists of Hong Kong, Taiwan and China; Russia; South Korea; Japan; and Europe, which consists of
Italy and Slovenia.

We seek to sell our products into many markets, primarily through our direct selling marketing operations.  Our
objectives are to enrich the lives of the users of our products and enable our distributors to benefit financially from the
sale of our products.

We were originally incorporated as a Florida corporation in 1988.  We merged into one of our subsidiaries and
re-incorporated in Delaware effective June 29, 2005.

Our common stock is quoted under the trading symbol “NHTC” on the OTCQB tier of the OTC market, a centralized
electronic quotation service run by the OTC Markets Group, Inc.

Available Information

We maintain executive offices at 4514 Cole Avenue, Suite 1400, Dallas, Texas 75205 and our telephone number is
(972) 241-4080.  We maintain a corporate website located at www.naturalhealthtrendscorp.com.  Our annual reports
on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to such reports are
available, free of charge, on our website as soon as reasonably practicable after we file electronically such material
with, or furnish it to, the United States Securities and Exchange Commission, or SEC.  Our Code of Ethics for Senior
Financial Officers can also be found on our website.  The information provided on our website should not be
considered part of this report. The public may read and copy any materials we file with the SEC at the SEC’s Public
Reference Room at 100 F Street, NE, Washington, DC 20549.  The public may obtain information on the operation of
the Public Reference Room by calling the SEC at 1–800–SEC–0330.  The SEC maintains an internet website at
http://www.sec.gov that contains reports, proxy and information statements, and other information regarding issuers
that file electronically with the SEC.

Our Principal Products

We offer a line of “NHT Global” branded products in three distinct categories including wellness, skincare and
lifestyle.  These three product categories, along with the business opportunity we offer in most of our markets, provide
our members a platform to further their goal of achieving and maintaining healthy, quality lifestyles complete with
product supplementation and the opportunity for financial rewards.

NHT Global Essentials, the wellness and nutritional supplementation product line, includes:

•
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Premium Noni Juice™ is a reconstituted morinda citrifolia fruit juice, made from organic noni puree. Noni is a fruit
native in the Samoan Islands of the South Pacific.  Marketed as a refreshing and energizing beverage, its natural
flavor has been enhanced with white grape concentrate, concord grape concentrate, pineapple juice puree and other
natural flavors.

•Triotein™ is a lactose-free whey protein powder that provides amino acid substrates needed to stimulate the body’s
production of an anti-oxidant, intracellular glutathione peroxidase, in an effort to optimize the body’s ability to
increase immunity.

•Cluster X2™ is a product created for increased and more efficient cell hydration, improved cellular function and
communication and release of cellular toxins.

•Trifusion Max™ is a beverage with a unique blend of exotic fruits and berries rich in antioxidants, lycopene, and
more.  Its main ingredients are Acai berry, Goji berry, the Mangosteen fruit, and the Gac fruit; each containing
phytonutrients.  Phytonutrients are compounds having antioxidative properties found naturally in plant-based foods
such as fruit and vegetables.  Trifusion Max also contains calcium as well for improved health benefits.

1
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• Glucosamine 2200™ is a great source of daily glucosamine to assist with joint and cartilage health and
reduce inflammation and swelling in the joints, a primary cause of pain. The consumption of Glucosamine
2200 can directly stimulate cartilage cells to produce more collagen and proteoglycan of the articular
cartilage and help prevent loss of synovial fluid to support normal functionality of the joints.

•FibeRich™ is a dietary supplement high in dietary fiber to assist with proper digestive health and more. Every
teaspoon of FibeRich contains more than 6 grams of dietary fiber helping to ease bowel movements and remove
toxic substances from our bodies. FibeRich also contains 8 billion compound high-density probiotics including L.
rhamnosus, L. acidophilus, B. longum and B. bifidum. These probiotics protect the digestive tract and can help the
body to absorb vitamins, minerals and nutrients. 

•Energin™ is a dietary supplement to help increase metabolism and energy and improve brain function.  The key
ingredient in Energin is Korean ginseng, which helps to promote a healthy physical, as well as active mental
lifestyle. Studies show that Korean ginseng helps stimulate the formation of blood vessels and improves blood
circulation in the brain, thereby improving memory and cognitive abilities.

•Essential Probiotics™ helps maintain the ecological balance of intestinal micro flora, helps peristalsis in the intestinal
tract and supports overall intestinal health. Essential Probiotics is a great-tasting powder which dissolves easily and
is conveniently packaged in a foil stick pack for portability. One pouch taken daily following a meal is all that is
required to restore a healthy balance to the intestinal tract.

•ReStor™ is a patent-pending liquid dietary supplement targeted to help the body replace a critical enzyme called
Ca2+ATPase, which naturally declines as we age. This enzyme is important for optimal cellular function and has
been known to assist with improved sleep function and efficiency, reduced joint and muscular pain and soreness,
improved bladder function and, increased muscle endurance and strength.

•HerBalance™ is a daily supplement rich in Gamma linolenic acid, isoflavones, vitamins and herbal extracts to
improve menopausal symptoms, increase energy and support healthy blood circulation in women.

NHT Global Beauty, the skincare product line, includes:

•Skindulgence™ 30-Minute Non-Surgical Facelift System is a skin care system that includes a daily cleanser and
moisturizer, as well as a specialty mask to lift and reduce the appearance of fine lines and wrinkles in just 30
minutes and after just one use.  The 30-Minute Non-Surgical Facelift is designed to help tone and firm facial
muscles as it dries and tightens on the skin.

•Time Restore™ series is comprised of the Time Restore Essence and Time Restore Eye Cream and is specifically
targeted toward anti-aging benefits and long-term wrinkle reduction. Skindulgence Time Restore products combine
the Skindulgence herbal aromatherapy technology and dermatology technology such as Adenosine, Argireline,
Matrixyle3000, Polylift and Regu-Age to create and sustain healthier, more beautiful, younger looking skin.

• BioCell™ is a patented skincare treatment product providing hydration and skin brightening.  The
patented bio-cellulose mask material helps BioCell’s essence gel penetrate deep into the skin, locking in
moisture and resulting in a more even skin tone, skin clarity and providing the nutrition a user’s skin
needs to maintain a youthful glow.

•24K Renaissance Skin Rejuvenation Serum™ facilitates moisture absorption and storage to bring your skin healthy
hydration. Formulated with real 24K gold flakes, NHT Global has found that ingredients EGF and TRF combined
with Hyaluronate form an all-natural bionic protective layer to a user’s skin’s surface increasing water retention and
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ultimately diminishing the appearance of fine lines and wrinkles and helping restore elasticity.

•Soothe™ is an all-over body cream ideal for use in extreme and harsh weather conditions. When used daily it softens,
smoothes and helps alleviate dryness and redness associated with chapped, chafed skin.

2
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NHT Global Lifestyle, the lifestyle enhancing product line, includes:

• Alura™ by NHT Global is an intimacy enhancing cream for women.

• Valura™ is topical male intimacy enhancing gel to improve and stimulate male sexual performance and desire.

•La Vie™ is an energy-boosting dietary supplement with a proprietary herbal blend and natural flavors formulated to
increase energy and vitality and assist with mental clarity and focus.

•Twin Slim™ is an easy to use weight management program targeted to reduce unwanted pounds and help increase
metabolism, burn fat and curb appetite. Complete with a weight management guide encouraging proper diet and
nutrition along with regular exercise, Twin Slim offers a jump start slimming solution many need to achieve their
desired weight loss goals.  The proprietary Twin Slim products, GC Slim and Magic Drop, target subcutaneous fat
reduction and increase energy throughout the day.

In addition, some of our subsidiaries offer products specific to their local markets.

NHT Global continuously sources unique, proprietary and immediate impact products to offer to our members and
customers. Product development is an ongoing process at NHT Global that is fueled by marketplace trends and new
scientific findings and research.

Working closely with raw material manufacturers and leading domestic and international contract manufacturers,
NHT Global’s mission is to co-develop and bring to market the highest quality products. Our manufacturers are
primarily located in the United States and some in Asia.  Our raw materials (including botanical ingredients) are
sourced from reputable suppliers around the world. In addition, raw material Certificates of Analysis are reviewed in
our effort to assure that the appropriate testing has been performed and are within ingredient specification
requirements.

Operations of the Business

Operating Strategy

Our objective is to help our members succeed in achieving their life objectives; be it personal health, beauty,
happiness or financial security.  The Company consists of professionals who focus on assisting our members in
attaining their goals.

We believe that, since early 2010, we have completely changed our corporate identity and are building a competitive
business model applicable to the markets we operate in based on six key competencies:

•Our field leaders are experienced and culturally coherent.  They work effectively with the Company’s management,
implementing our strategies and providing continuous feedback to improve the Company’s services.  Most of them
have been with the Company for seven years or more and are fiercely loyal to the Company.

•The Company has implemented a commission structure that makes it as easy as possible to join the Company’s
business, while giving existing members a chance to start making money as quickly as possible in a number of
different ways.

•We have developed and rolled out a comprehensive training system that provides a complete career path appropriate
for our members.  Our training material covers the needs of all of our members, be they prospects, new recruits,
product evangelists, sales leaders or dream builders.

•
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The continuously improving mentality and methodology we have instilled in our field leaders and personnel have
not only distinguished us as an organization, but have also given us a constant flow of information as to how we can
do better to service our members.

•We have developed a year-round, multi-faceted promotional plan that targets different segments of our membership
and has proven most effective in the last few years.

•Last, but perhaps most importantly, a discipline and capability has been established to continue launching
high-quality consumer products that are designed to facilitate the accomplishment of our corporate objective.

Sourcing of Products

Our corporate staff works with research and development personnel of our manufacturers and other prospective
vendors to create product concepts and develop the product ideas into actual products.  Each of our three current major
product lines - Skindulgence™, Alura™ and Premium Noni Juice™ - were originally conceived by our manufacturing
vendors.  We then enter into supply agreements with the vendors pursuant to which we obtain rights to sell the
products under private labels (or trademarks) that are owned by us.  Because our current main products all came to us
originally as proposals from our vendors, we have incurred minimal “out-of-pocket” research and development costs
through December 31, 2012.  In addition, some of our local markets introduce their own products from time to time
and these products are sometimes adopted by our other markets.

3
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We or certain of our subsidiaries generally purchase finished goods from manufacturers and sell them to our
distributors for their resale or personal consumption.  Alix Technologies (for Skindulgence™ and LaVie™), 40Js LLC (for
Alura™) and Two Harbors Trading Company (for Premium Noni Juice™) are our three most significant vendors,
accounting for a majority of our product purchases.  We believe that in the event we are unable to source products
from our current or alternate suppliers, our revenue, income and cash flow could be adversely and materially
impacted.  We have a contract with Two Harbors Trading Company that has annual renewal rights and a contract with
40Js LLC through December 2014.  We do not currently have a long term contract with Alix Technologies.

Marketing and Distribution

We distribute our products internationally primarily through a network marketing system, which is a form of
person-to-person direct selling.  Under this system, distributors purchase products at wholesale prices for resale to
consumers and for personal consumption.  The concept of network marketing is based on the strength of personal
recommendations that frequently come from friends, neighbors, relatives, and close acquaintances.  We believe that
network marketing is an effective way to distribute our products because it allows person-to-person product education
and testimonials as well as higher levels of customer service, all of which are not as readily available through other
distribution channels.  In some markets, like China, we distribute our products directly to consumers using an
e-commerce platform.  In those markets, we refer to these consumers as “members” rather than distributors.  In this
document, we generically use the term “distributor” to refer to distributors who purchase for their own consumption or
for resale, or both, as well as to members who only sign up to consume our products.

Our distributors are independent full-time or part-time contractors who purchase products directly from our
subsidiaries via the internet for resale to retail consumers (other than in China and certain other markets) or for their
own personal consumption.  Purchasers of our products in China and certain other markets may purchase only for
their own personal consumption and not for resale.

The following table sets forth the number of active distributors by market for the time periods indicated.  We consider
a distributor “active” if they have placed at least one product order with us during the preceding year.

December 31,
2011 2012

North America 1,190 1,310
Hong Kong 11,960 14,130
Taiwan 1,380 1,350
South Korea 450 270
Japan 220 150
Russia 2,880 3,100
Europe 330 370
Total 18,410 20,680

NHT Global distributors must agree to the terms and conditions of our distributor agreement posted on our
website.  NHT Global distributors generally pay an annual enrollment fee.  The distributor agreement sets forth our
policies and procedures, and we may elect to terminate a distributor for non-compliance.

We pay commissions to eligible NHT Global distributors based on sales by such distributors’ down-line distributors
during a given commission period.  To be eligible to receive commissions, distributors in some countries may be
required to make nominal monthly or other periodic purchases of products.  See “Working with Distributors.”
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Distributors generally place orders through the internet and pay by credit card prior to shipment.  Accordingly, we
carry minimal accounts receivable and credit losses are historically minimal.

4
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We sponsor promotional meetings and motivational training events for current and potential NHT Global
distributors.  These events are designed to inform prospective and existing distributors about both existing and new
product lines as well as selling techniques.  Distributors typically share their direct selling experiences, their
individual selling styles and their recruiting methods at these promotional or training events.  Prospective distributors
are educated about the structure, dynamics and benefits of the direct selling industry.  We are continually developing
or updating our marketing strategies and programs to motivate our distributors.  These programs are designed to
increase distributors' monthly product sales and the recruiting of new distributors in their down-lines.

Management Information Systems

The NHT Global business uses a proprietary web-based system to process orders and to communicate business
volume activity and commissions to distributors.  Other than this proprietary system, we have not fully automated and
integrated other critical business processes such as inventory management.  We automated a substantial amount of our
financial reporting processes with the implementation of Oracle’s E-Business Suite in the fourth quarter of 2005.  We
expect to implement further functionality provided we have adequate operating cash flows to reinvest.

Employees

At December 31, 2012, we employed 98 total full-time employees worldwide, of which 14 were located in the United
States, 58 in Hong Kong and China, 13 in Taiwan, five in South Korea, four in Russia, three in Europe, and one in
Japan.

Seasonality

From quarter to quarter, we are somewhat impacted by seasonal factors and trends such as major cultural events and
vacation patterns.  For example, most Asian markets celebrate their respective local New Year in the first quarter,
which generally has a significant negative impact on that quarter.  We believe that direct selling is also generally
negatively impacted during the third quarter, when many individuals, including our distributors, traditionally take time
off for vacations.  In addition, the national holidays in Hong Kong, China and Taiwan in early October tend to have a
significant adverse effect on sales in those markets.

Our spending is materially affected by the major events planned at different times of the year.  A major promotional
event could significantly increase the reported expenses during the quarter in which the event actually takes place,
while the revenue that might be generated by the event may not occur in the same reporting period.

Intellectual Property

Most of our products are packaged under a "private label" arrangement.  We have obtained or applied for trademark
registration for certain names, logos and various product names in several countries in which we are doing business or
considering expanding into.  We also rely on common law trademark rights to protect our unregistered
trademarks.  These common law trademark rights do not provide us with the same level of protection as afforded by a
United States federal trademark.  Common law trademark rights are limited to the geographic area in which the
trademark is actually utilized, while a United States federal registration of a trademark enables the registrant to
discontinue the unauthorized use of the trademark by a third party anywhere in the United States even if the registrant
has never used the trademark in the geographic area where the trademark is being used; provided, however, that the
unauthorized third party user has not, prior to the registration date, perfected its common law rights in the trademark
within that geographic area.
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In 2005, we implemented a foreign holding and operating company structure for our non-United States businesses,
which involved the division of our United States and non-United States operations.  As part of implementing this
structure, we and some of our United States subsidiaries granted an exclusive license to some of our non-United States
subsidiaries to use outside of the United States all of their intangible property, including trademarks, trade secrets and
other proprietary information.

Working with Distributors

Sponsorship

Sponsoring new distributors creates multiple levels in the direct selling structure of NHT Global.  The persons that a
distributor sponsors within the network are referred to as "sponsored" distributors, who may purchase solely for their
own personal consumption, for resale, or both.  Persons newly recruited are assigned by sponsoring distributors into
network positions that can be “under” other distributors, thus they can be called “down-line” distributors.  If down-line
distributors also sponsor new distributors, they create additional levels within the structure, but their down-line
distributors remain in the same down-line network as their original sponsoring distributor.

5

Edgar Filing: NATURAL HEALTH TRENDS CORP - Form 10-K

15



While we provide product samples, brochures and other sales materials, distributors are primarily responsible for
recruiting and educating their new distributors with respect to products, the compensation plan and how to build a
successful distributorship network.

Distributors are not required to sponsor other distributors as their down-line, and we do not pay any commissions for
sponsoring new distributors.  However, because of the financial incentives provided to those who succeed in building
a distributor network that consumes and resells products, we believe that many of our distributors attempt, with
varying degrees of effort and success, to sponsor additional distributors.  Because they are seeking new opportunities
for income, people are often attracted to become distributors after using our products or after attending introductory
seminars.  Once a person becomes a distributor, he or she is able to purchase products directly from us at wholesale
prices via the internet.  The distributor is also entitled to sponsor other distributors in order to build a network of
distributors and product users.

Compensation Plans

NHT Global employs what is commonly referred to as a binary compensation plan, enhanced with certain unilevel
features.  Under the NHT Global compensation plan, distributors are paid weekly commissions for product sold by
their down-line distributor network across all geographic markets, except China, where in the second quarter of 2007
we launched an e-commerce retail platform and do not pay any commissions.  This “seamless” compensation plan
enables a distributor located in one country to sponsor other distributors located in other countries.  Currently, there
are basically two ways in which NHT Global distributors can earn income:

•Through retail markups on sales of products purchased by distributors at wholesale prices (in some markets, sales
are for personal consumption only and income may not be earned through retail mark-ups on sales in that market);
and

•Through commissions paid on product purchases made by their down-line distributors.

Each of our products is designated a specified number of sales volume points, also called bonus volume or
“BV.”  Commissions are based on total personal and group sales volume points per sales period.  Sales volume points
are essentially a percentage of a product’s wholesale price.  As the distributor’s business expands, the distributor
receives higher commissions from purchases made by an expanding down-line network.  To be eligible to receive
commissions, a distributor may be required to make nominal monthly or other periodic purchases of our
products.  Certain of our subsidiaries do not require these nominal purchases for a distributor to be eligible to receive
commissions.  In determining commissions, the number of levels of down-line distributors included within the
distributor's commissionable group increases as the number of distributorships directly below the distributor
increases.  Under our current compensation plan, certain of our commission payout may be limited to a hard cap in
terms of a specific percentage of the total product sales.  In some markets, commissions may be further limited.

In some markets, we also pay certain bonuses on purchases by several generations of personally sponsored
distributors, as well as bonuses on commissions earned by several generations of personally sponsored
distributors.  Distributors can also earn income, trips and other prizes in specific time-limited promotions and contests
we hold from time to time.

From time to time we make modifications and enhancements to our compensation plan to help motivate distributors,
which can have an impact on distributor commissions.   From time to time we also enter into agreements for business
or market development, which may result in additional compensation to specific distributors.

Distributor Support
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We are committed to providing a high level of support services tailored to the needs of our distributors in each
marketplace we are serving.  We attempt to meet the needs and build the loyalty of distributors by providing
personalized distributor services and by maintaining a generous product return policy (see “Product Warranties and
Returns”).  We believe that maximizing a distributor’s efforts by providing effective distributor support has been, and
could continue to be, important to our success.

Through training meetings, annual conventions, web-based messages, distributor focus groups, regular telephone
conference calls and other personal contacts with distributors, we seek to understand and satisfy the needs of our
distributors.  Via our websites, we provide product fulfillment and tracking services that result in user-friendly and
timely product distribution.

6
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To help maintain communication with our distributors, we offer the following support programs:

•Teleconferences – we hold teleconferences with company management and associate field leadership on various
subjects such as technical product discussions, distributor organization building and management techniques.

•Internet – we maintain a website at www.nhtglobal.com.  On this website, the user can read company news, learn
more about various products, sign up to be a distributor, place orders, and track the fulfillment and delivery of their
orders.

•Product Literature – we offer a variety of literature to distributors, including product catalogs, informational
brochures, pamphlets and posters for individual products.

•Broadcast E-mail and Text Messages – we send announcements via e-mail and/or text messages to all active
distributors.

Technology and Internet Initiatives

We believe that the internet is important to our business as more consumers communicate online and purchase
products over the internet as opposed to traditional retail and direct sales channels.  As a result, we have committed
significant resources to our e-commerce capabilities and the abilities of our distributors to take advantage of the
internet.  Substantially all of our sales have occurred via the internet.  NHT Global offers a global web page that
allows a distributor to have a personalized website through which he or she can sell products in all of the countries in
which we do business.  Links to these websites can be found at our main website for distributors at
www.nhtglobal.com.  The information provided on these websites should not be considered part of this report.

Rules Affecting Distributors

Our distributor policies and procedures establish the rules that distributors must follow in each market.  We also
monitor distributor activity in an attempt to provide our distributors with a “level playing field” so that one distributor
may not be disadvantaged by the activities of another.  We require our distributors to present products and business
opportunities in an ethical and professional manner.  Distributors further agree that their presentations to customers
must be consistent with, and limited to, the product claims and representations made in our literature.

We require that we produce or pre-approve all sales aids used by distributors such as videotapes, audiotapes,
brochures and promotional clothing.  Further, distributors may not use any form of media advertising to promote
products unless it is pre-approved by us.  Products may be promoted only by personal contact or by literature
produced or approved by us.  Distributors are not entitled to use our trademarks or other intellectual property without
our prior consent.

Our compliance department reviews reports of alleged distributor misbehavior.  If we determine that a distributor has
violated our distributor policies or procedures, we may terminate the distributor’s rights completely.  Alternatively, we
may impose sanctions, such as warnings, probation, withdrawal or denial of an award, suspension of privileges of the
distributorship, fines, withholding commissions, until specified conditions are satisfied or other appropriate injunctive
relief.  Our distributors are independent contractors, not employees, and may act independently of us. Further, our
distributors may resign or terminate their distributorship at any time without notice. See “Item 1A. Risk Factors.”

Government Regulations

Direct Selling Activities
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Direct selling, or multi-level marketing, activities are regulated by various federal, state and local governmental
agencies in the United States and foreign countries.  These laws and regulations are generally intended to prevent
fraudulent or deceptive schemes, often referred to as “pyramid” schemes, which compensate participants for recruiting
additional participants irrespective of product sales, use high-pressure recruiting methods and/or do not involve
legitimate products.  The laws and regulations in our current markets often:

• impose cancellation/product return, inventory buy-backs and cooling-off rights for consumers and distributors;
• require us or our distributors to register with governmental agencies;

• impose reporting requirements; and
• impose upon us requirements, such as requiring distributors to maintain levels of retail sales to qualify to receive
commissions, to ensure that distributors are being compensated for sales of products and not for recruiting new
distributors.

7
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The laws and regulations governing direct selling are modified from time to time, and, like other direct selling
companies, we are subject from time to time to government investigations in our various markets related to our direct
selling activities.  This can require us to make changes to our business model and aspects of our global compensation
plan in the markets impacted by such changes and investigations.

Based on advice of our engaged outside professionals in existing markets, the nature and scope of inquiries from
government regulatory authorities and our history of operations in those markets to date, we believe our method of
distribution complies in all material respects with the laws and regulations related to direct selling of the countries in
which we currently operate.

As a result of restrictions in China on direct selling activities, we are not conducting direct selling in
China.  Consumers and members purchase the Company’s products via our Hong Kong-based web site or our
e-commerce platform in China.  The regulatory environment in China is complex.  Because we operate a direct selling
model outside of China, our operations in China have attracted constant and significant regulatory and media
scrutiny.  At the end of 2005, China adopted new direct selling and anti-pyramiding regulations that are restrictive and
contain various limitations, including a restriction on the ability to pay multi-level compensation to independent
distributors.  Regulations are subject to discretionary interpretation by municipal and provincial level
regulators.  Interpretations of what constitutes permissible activities by regulators can vary from province to province
and can change from time to time because of the lack of clearly defined rules regarding direct selling activities.

Because of the Chinese government’s significant concerns about direct selling activities and its adoption of direct
selling and anti-pyramiding regulations, it scrutinizes very closely activities of direct selling companies.  Our business
continues to be subject to reviews and investigations by municipal and provincial level regulators.  At times,
investigations and related actions by government regulators have caused an obstruction to our members’ activities in
certain locations, and have resulted in a few cases of enforcement actions.  In each of these cases, we helped our
members with their defense in the legality of their conduct.  So far, no material changes to our business model have
been required.  We expect to receive continued guidance and direction as we work with regulators to address our
business model and any changes that need to be made to comply with the direct selling regulations.

To augment our business in China, our Chinese subsidiary applied for a direct selling license first in 2005, provided a
revised version in June 2006, and then updated again our application in November 2007.  After the approval from the
municipal and the provincial authorities, the application did not progress further with the central government.
Eventually, the information contained in our most recent application became stale and we withdrew the license
application in February 2009 with the intention of filing an updated application in the future.  As the Company is
working to complete changes in the management, location and nature of its business in China, the Company plans to
re-apply but has not yet filed an updated application.

Regulation of Our Products

Our products and related promotional and marketing activities are subject to extensive governmental regulation by
numerous governmental agencies and authorities in the United States, including the U.S. Food and Drug
Administration (the “FDA”), the Federal Trade Commission (the “FTC”), the Consumer Product Safety Commission, the
United States Department of Agriculture, State Attorneys General and other state regulatory agencies.  In our foreign
markets, the products are generally regulated by similar government agencies.

Our personal care products are subject to various laws and regulations that regulate cosmetic products and set forth
regulations for determining whether a product can be marketed as a “cosmetic” or requires further approval as an
over-the-counter drug.  In the United States, regulation of cosmetics is under the jurisdiction of the FDA.  The Food,
Drug and Cosmetic Act defines cosmetics by their intended use, as “articles intended to be rubbed, poured, sprinkled,
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or sprayed on, introduced into, or otherwise applied to the human body . . . for cleansing, beautifying, promoting
attractiveness, or altering the appearance.”  Among the products included in this definition are skin moisturizers, eye
and facial makeup preparations, perfumes, lipsticks, fingernail polishes, shampoos, permanent waves, hair colors,
toothpastes and deodorants, as well as any material intended for use as a component of a cosmetic
product.  Conversely, a product will not be considered a cosmetic, but may be considered a drug if it is intended for
use in the diagnosis, cure, mitigation, treatment, or prevention of disease, or is intended to affect the structure or any
function of the body.  A product’s intended use can be inferred from marketing or product claims.  The other markets
in which we operate have similar regulations.  In Japan, the Ministry of Health, Labour and Welfare regulates the sale
and distribution of cosmetics and requires us to have an import business license and to register each personal care
product imported into Japan.  In Taiwan, all “medicated” cosmetic products require registration.  In China, personal care
products are placed into one of two categories, “general” and “drug.”  Products in both categories require submission of
formulas and other information with the health authorities, and drug products require human clinical studies.  The
product registration process in China for these products can take from nine to more than 18 months or longer.  Such
regulations in any given market can limit our ability to import products and can delay product launches as we go
through the registration and approval process for those products.  The sale of cosmetic products is regulated in the
European Union under the European Union Cosmetics Directive, which requires a uniform application for foreign
companies making personal care product sales.
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The markets in which we operate all have varied regulations that distinguish foods and nutritional health supplements
from “drugs” or “pharmaceutical products.”  Because of the varied regulations, some products or ingredients that are
recognized as a “food” in certain markets may be treated as a “pharmaceutical” in other markets.  That sometimes requires
us to either modify a product or refrain from selling the product in that market.  As a result, we must often modify the
ingredients and/or the levels of ingredients in our products for certain markets.  In some circumstances, the regulations
in foreign markets may require us to obtain regulatory approval prior to introduction of a new product or limit our
uses of certain ingredients altogether.  Because of negative publicity associated with some supplements, there has
been an increased movement in the United States and other markets to expand the regulation of dietary supplements,
which could impose additional restrictions or requirements in the future.  In general, the regulatory environment is
becoming more complex with increasingly strict regulations each year.

Effective June 2008, the FDA established regulations to require current good manufacturing practices (cGMP) for
dietary supplements.  The regulations ensure that dietary supplements are produced in a quality manner, do not
contain contaminants or impurities, and are accurately labeled. The regulations include requirements for establishing
quality control procedures for us and our vendors and suppliers, designing and constructing manufacturing plants, and
testing ingredients and finished products.  The regulations also include requirements for record keeping and handling
consumer product complaints.  If dietary supplements contain contaminants or do not contain the type or quantity of
dietary ingredient they are represented to contain, the FDA would consider those products to be adulterated or
misbranded.  

Our business is subject to additional FDA regulations, such as those implementing an adverse event reporting system
(“AER’s”) effective December 2007, which requires us to document and track adverse events and report serious adverse
events, which are events involving hospitalization or death, associated with consumers’ use of our products.  

Most of our major markets also regulate advertising and product claims regarding the efficacy of products. This is
particularly true with respect to our dietary supplements because we typically market them as foods or health
foods.  For example, in the United States, we are unable to claim that any of our nutritional supplements will
diagnose, cure, mitigate, treat or prevent disease.  In the United States, the Dietary Supplement Health and Education
Act, however, permits substantiated, truthful and non-misleading statements of nutritional support to be made in
labeling, such as statements describing general well-being resulting from consumption of a dietary ingredient or the
role of a nutrient or dietary ingredient in affecting or maintaining a structure or a function of the body. Most of the
other markets in which we operate have not adopted similar legislation and we may be subject to more restrictive
limitations on the claims we can make about our products in these markets.

Other Regulatory Issues

As a United States entity operating through subsidiaries in foreign jurisdictions, we are subject to foreign exchange
control, transfer pricing and custom laws that regulate the flow of funds between our subsidiaries and us for product
purchases, management services and contractual obligations, such as the payment of distributor commissions. As is
the case with most companies that operate in our product categories, we might receive inquiries from time to time
from government regulatory authorities regarding the nature of our business and other issues, such as compliance with
local direct selling, transfer pricing, customs, taxation, foreign exchange control, securities and other laws.

Product Warranties and Returns

NHT Global refund policies and procedures closely follow industry and country-specific standards, which vary greatly
by country.  For example, in the United States, the Direct Selling Association recommends that direct sellers permit
returns during the twelve-month period following the sale, while in Hong Kong the standard return policy is 14 days
following the sale.  Our return policies have conformed to local laws or the recommendation of the local direct selling
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association.  In most cases, distributors who timely return unopened product that is in resalable condition may receive
a refund.  The amount of the refund may be dependent on the country in which the sale occurred, the timeliness of the
return, and any applicable re-stocking fee.  NHT Global must be notified of the return in writing and such written
requests would be considered a termination notice of the distributorship.  From time to time, we may alter our return
policy in response to special circumstances.

9

Edgar Filing: NATURAL HEALTH TRENDS CORP - Form 10-K

23



Our Industry

We are engaged in the direct selling industry, selling lifestyle enhancement products, cosmetics, personal care and
dietary supplements.   More specifically, we are engaged in what is called network marketing or multi-level
marketing.  This type of organizational structure and approach to marketing and sales include companies selling
lifestyle enhancement products, cosmetics and dietary supplements, or selling other types of consumer
products.  Generally, direct selling is based upon an organizational structure in which independent distributors of a
company’s products are compensated for sales made directly to consumers.

NHT Global distributors are compensated based on sales generated by distributors they have recruited and all
subsequent distributors recruited by their "down-line" network of distributors.  The experience of the direct selling
industry has been that once a sizeable network of distributors is established, new and alternative products and services
can be offered to those distributors for sale to consumers and additional distributors.

Competition

We compete with a significant number of other retailers that are engaged in similar lines of business, including sellers
of health-related products and other network marketing companies such as Nu Skin Enterprises, Inc., USANA Health
Sciences, Inc., Mannatech, Inc., Reliv’ International, Inc, and Herbalife, Ltd.  Many of our competitors have greater
name recognition and financial resources than we do and also have many more distributors.  A number of our former
employees and distributors now work for competitors, and sometimes try to use relationships and knowledge obtained
with us to compete with us.

Our ability to compete with other network marketing companies depends, in significant part, on our success in
attracting and retaining distributors.  There can be no assurance that our programs for attracting and retaining
distributors will be successful.  The pool of individuals interested in network marketing is limited in each market and
is reduced to the extent other network marketing companies successfully attract these individuals into their
businesses.  Although we believe that we offer an attractive opportunity for our distributors, there can be no assurance
that other network marketing companies will not be able to recruit our existing distributors or deplete the pool of
potential distributors in a given market.

The direct selling channel tends to sell products at a higher price compared to traditional retailers, which poses a
degree of competitive risk.  There is no assurance that we would continue to compete effectively against retail stores,
internet-based retailers or other direct sellers.

Item 1A.       RISK FACTORS

We are exposed to a variety of risks that are present in our business and industry.  The following are some of the more
significant factors that could affect our business, results of operations and financial condition.

We may experience substantial negative cash flows, which may have a significant adverse effect on our business and
could threaten our solvency.

We experienced substantial negative cash flows during the years ended December 31, 2008 and 2009, primarily due to
declines in our revenues greater than the decreases in expenditures we could manage.  If we again experience negative
cash flows, any resulting decreasing cash balance could impair our ability to support our operations and, eventually,
threaten our solvency, which would have a material adverse effect on our business, results of operations and financial
condition, as well as our stock price.  Negative cash flows and the related adverse market perception associated
therewith may have negatively affected, and may in the future negatively affect, our ability to attract new distributors
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and/or sell our products.  There can be no assurance that we will be successful in maintaining an adequate level of
cash resources and we could be forced to act more aggressively in the area of expense reduction in order to conserve
cash resources as we look for alternative solutions.

If we experience negative cash flows, we may need to seek additional debt or equity financing, which may not be
available on acceptable terms or at all.  If available, it could have a highly dilutive effect on the holdings of existing
stockholders.

Unless we are able to stabilize or grow revenues, control expenses and achieve positive cash flows, our ability to
support our obligations could be impaired and our liquidity could be adversely affected and our solvency and our
ability to repay our debts when they come due could be threatened.  We may need to seek additional debt or equity
financing on acceptable terms in order to improve our liquidity.  However, we may not be able to obtain additional
debt or equity financing on satisfactory terms, or at all, and any new financing could have a dilutive effect to our
existing stockholders.
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The anti-dilution provisions of warrants to purchase 1,645,547 shares of our common stock would, if triggered, cause
substantial dilution and may, therefore, make it particularly difficult to obtain new equity financing.  The warrants
were originally issued under a Securities Purchase Agreement dated October 19, 2007.  The warrants have an exercise
price of $3.52 per share, subject to certain anti-dilution provisions that reduce the exercise price and increase the
number of shares underlying the warrants if the Company issues its common stock or equivalent securities at below
the exercise price for the warrants (with certain transactions exempted).  Warrants to purchase 149,595 shares of our
common stock expire on April 21, 2013, and the remaining warrants for the purchase of 1,495,952 shares of our
common stock expire on April 21, 2015.

We could be adversely affected by management changes or an inability to attract and retain key management,
directors and consultants.

Our future success depends to a significant degree on the skills, experience and efforts of our top management and
directors.  We also depend on the ability of our executive officers and other members of senior management to work
effectively as a team.  The loss of one or more of our executive officers, members of our senior management or
directors could have a material adverse effect on our business, results of operations and financial
condition.  Moreover, as our business evolves, we may require additional or different management members, directors
or consultants, and there can be no assurance that we will be able to locate, attract and retain them if and when they
are needed.

Because our Hong Kong operations account for a majority of our overall business, and most of our Hong Kong
business is derived from the sale of products to members in China, any material adverse change in our business
relating to either Hong Kong or China would likely have a material adverse impact on our overall business.

In 2011 and 2012 approximately 68% and 70% of our revenue, respectively, was generated in Hong Kong.  Most of
our Hong Kong revenues are derived from the sale of products that are delivered to members in China.    This
geographic concentration in our business means that events or conditions that could negatively impact this geographic
region or our operations in this region would have a greater adverse impact upon our overall business and financial
results than would be the case with a company having greater geographic diversification.

In contrast to our operations in other parts of the world, we have not implemented a direct sales model in China. The
Chinese government permits direct selling only by organizations that have a license that we do not have, and has also
adopted anti-multilevel marketing legislation.   We operate an e-commerce direct selling model in Hong Kong and
recognize the revenue derived from sales to both Hong Kong and Chinese members as being generated in Hong
Kong.   Products purchased by members in China are delivered by us to one or more third parties that act as the
importers of record under agreements to pay applicable duties.   In addition, through a Chinese entity we sell products
in China using an e-commerce retail model.  The Chinese entity operates separately from the Hong Kong entity,
although a Chinese member may elect to participate separately in both.

We believe that the laws and regulations in China regarding direct selling and multi-level marketing are not
specifically applicable to our Hong Kong based e-commerce activity, and that our Chinese entity is operating in
compliance with applicable Chinese laws.   However, there can be no assurance that the Chinese authorities will agree
with our interpretations of applicable laws and regulations or that China will not adopt new laws or
regulations.   Should the Chinese government determine that our e-commerce activity violates China’s direct selling or
anti-multilevel marketing legislation, or should new laws or regulations be adopted, there could be a material adverse
effect on our business, financial condition and results of operations.

Because of the Chinese government’s significant concerns about direct selling activities, it scrutinizes very closely
activities of direct selling companies. At times, investigations and related actions by government regulators have
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resulted in a few cases where we have paid substantial fines.  In each of these cases, we have been allowed to
recommence operations after the government’s investigation, and no material changes to our business model were
required in connection with these fines and impediments. 

Although we attempt to work closely with both national and local Chinese governmental agencies in conducting our
business, our efforts to comply with national and local laws may be harmed by a rapidly evolving regulatory climate,
concerns about activities resembling violations of direct selling or anti-multi-level marketing legislation, subjective
interpretations of laws and regulations, and activities by individual distributors that may violate laws notwithstanding
our strict policies prohibiting such activities. Any determination that our operations or activities, or the activities of
our individual distributors or employee sales representatives, or importers of record are not in compliance with
applicable laws and regulations could result in the imposition of substantial fines, extended interruptions of business,
restrictions on our future ability to obtain business licenses or expand into new locations, changes to our business
model, the termination of required licenses to conduct business, or other actions, any of which could materially harm
our business, financial condition and results of operations.
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Various other factors could harm our business in Hong Kong and China, such as worsening economic conditions in
Hong Kong or China, adverse local publicity or other events that may be out of our control.  For example, we were
advised to voluntarily suspend marketing activities in China during the third quarter of 2007 when the Chinese
government was expected to impose a more intense enforcement program against illegal chain sales activities.  We did
not want to run the risk of being inadvertently entangled in the government enforcement actions and voluntarily
withdrew all marketing activities from China during that period.  It may be necessary or advisable to repeat this or
similar actions from time to time in the future, and such periods of reduced activity could have a material adverse
effect on our business.

Our failure to maintain and expand our distributor relationships could adversely affect our business.

We distribute our products through independent distributors, and we depend upon them directly for all of our sales in
most of our markets.  Accordingly, our success depends in significant part upon our ability to attract, retain and
motivate a large base of distributors.  Our direct selling organization is headed by a relatively small number of key
distributors.  The loss of a significant number of distributors, especially key distributors, could materially and
adversely affect sales of our products and could impair our ability to attract new distributors.  Moreover, the
replacement of distributors could be difficult because, in our efforts to attract and retain distributors, we compete with
other direct selling organizations, including but not limited to those in the personal care, cosmetic product and
nutritional supplement industries.  Our distributors may terminate their services with us at any time and, in fact, like
most direct selling organizations we have a high rate of attrition.

The number of active distributors or their productivity may not increase and could decline in the future.  We cannot
accurately predict any fluctuation in the number and productivity of distributors because we primarily rely upon
existing distributors to sponsor and train new distributors and to motivate new and existing distributors. Operating
results could be adversely affected if our existing and new business opportunities and products do not generate
sufficient economic incentive or interest to retain existing distributors and to attract new distributors.

The number and productivity of our distributors could be harmed by several factors, including:

•adverse publicity or negative perceptions regarding us, our products, our distribution channel, our method of
distribution or our competitors;

•lack of interest in, or the technical failure of, existing or new products;
•lack of interest in our existing compensation plan for distributors or in enhancements or other changes to that
compensation plan;

•our actions to enforce our policies and procedures;
•regulatory actions or charges or private actions against us or others in our industry;

•general economic and business conditions;
•changes in management or the loss of one or more key distributor leaders;

•entry of new competitors, or new products or compensation plan enhancements by existing competitors, in our
markets; and

•potential saturation or maturity levels in a given country or market which could negatively impact our ability to
attract and retain distributors in such market.

The high level of competition in our industry could adversely affect our business.

The business of marketing personal care, cosmetic, nutritional supplements, and lifestyle enhancement products is
highly competitive.  This market segment includes numerous manufacturers, distributors, marketers, and retailers that
actively compete for the business of consumers both in the United States and abroad.  The market is highly sensitive
to the introduction of new products, which may rapidly capture a significant share of the market.  Sales of similar
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products by competitors may materially and adversely affect our business, financial condition and results of
operations.

We are subject to significant competition for the recruitment of distributors from other direct selling organizations,
including those that market similar products.  Many of our competitors are substantially larger than we are, offer a
wider array of products, have far greater financial resources and many more active distributors than we have.  Our
ability to remain competitive depends, in significant part, on our success in recruiting and retaining distributors with
our products, attractive compensation plan and other incentives.  We believe that we have an attractive product line
and that our compensation and incentive programs provide our distributors with significant earning
potential.  However, we cannot be sure that our programs for recruitment and retention of distributors would be
successful.

12

Edgar Filing: NATURAL HEALTH TRENDS CORP - Form 10-K

29



Some of our competitors have employed or otherwise contracted for the services of our former officers, employees,
consultants, and distributors, who may try to use information and contacts obtained while under contract with us for
competitive advantage.  While we seek to protect our information through contractual and other means, there can be
no assurance that we will timely learn of such activity, have the resources to attempt to stop it, or have adequate
remedies available to us.

An increase in the amount of compensation paid to distributors would reduce profitability.

A significant expense is the payment of compensation to our distributors, which represented approximately 38% and
42% of net sales during 2011 and 2012, respectively.  We compensate our distributors by paying commissions,
bonuses, and certain awards and prizes.  Factors impacting the overall commission payout include the growth and
depth of the distributor network, the distributor retention rate, the level of promotions, local promotional programs and
business development agreements.  Any increase in compensation payments to distributors as a percentage of net sales
will reduce our profitability.

Our compensation plan includes a cap on distributor compensation paid out as a percentage of product sales.  We have
enforced that cap from December 2008, when we diluted commissions payable to certain highly-paid
distributors.   There can be no assurance that enforcement of this cap will ensure profitability (which depends on many
other factors).  Moreover, enforcement of this cap could cause key distributors affected by the cap to leave and join
other companies.

Failure of new products to gain distributor and market acceptance could harm our business.

An important component of our business is our ability to develop new products that create enthusiasm among our
distributor force.  If we fail to introduce new products on a timely basis, our distributor productivity could be
harmed.  In addition, if any new products fail to gain market acceptance, are restricted by regulatory requirements, or
have quality problems, this would harm our results of operations.  Factors that could affect our ability to continue to
introduce new products include, among others, limited capital and human resources, government regulations,
proprietary protections of competitors that may limit our ability to offer comparable products and any failure to
anticipate changes in consumer tastes and buying preferences.

Direct-selling laws and regulations may prohibit or severely restrict our direct sales efforts and cause our revenue and
profitability to decline, and regulators could adopt new regulations that harm our business.

Our direct selling system is subject to extensive laws, governmental regulations, administrative determinations, court
decisions and similar constraints.  These laws and regulations are generally intended to prevent fraudulent or
deceptive schemes, often referred to as “pyramid” schemes, which compensate participants for recruiting additional
participants irrespective of product sales, use high pressure recruiting methods and/or do not involve legitimate
products.

Complying with these widely varying and sometimes inconsistent rules and regulations can be difficult and may
require the devotion of significant resources on our part.  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 lead to the imposition of significant penalties or claims and could negatively impact our
business.  If we are unable to continue business in existing markets or commence operations in new markets because
of these laws, our revenue and profitability may decline.

We are also subject to the risk that new laws or regulations might be implemented or that current laws or regulations
might change, which could require us to change or modify the way we conduct our business in certain markets.  This
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could be particularly detrimental to us if we had to change or modify the way we conduct business in markets that
represent a significant percentage of our net sales.  For example, the FTC released a proposed New Business
Opportunity Rule in April 2006.  As initially drafted, the proposed rule would have required pre-sale disclosures for
all business opportunities, which may have included network marketing compensation plans such as ours.  However,
in November 2011, the FTC issued a final rule that will not apply to multi-level marketing companies that do not
represent that they or another designated person will do any of the following:  (a) provide locations for the operation
of equipment, displays, vending machines or similar devices owned, leased, controlled or paid for by the purchaser of
the opportunity; (b) provide outlets, accounts, or customers (including but not limited to internet outlets, accounts, or
customers) for the purchaser’s goods or services (advertising and general advice about business development and
training is not considered as “providing locations, outlets, accounts, or customers.”); or (c) buy back any or all of the
goods or services that the purchaser makes or provides.  As we understand the final regulation, it does not make any of
these representations and therefore is not covered by the final rule, which took effect on March 1, 2012.
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Challenges by third parties to the form of our business model could harm our business.

We are also subject to the risk of private party challenges to the legality of our direct selling system.  The regulatory
requirements concerning direct selling systems do not include “bright line” rules and are inherently fact-based and
subject to judicial interpretation. An adverse judicial determination against us with respect to our direct selling system,
or in proceedings not involving us directly but which challenge the legality of other direct selling marketing systems,
could have a material adverse effect on our business.  There is also risk that challenges and settlements involving
other parties could provide incentives for similar actions by distributors against us and other direct selling
companies.  Moreover, challenges to our business system and operations in important markets may come from short
sellers, hedge funds and other investors.  Other companies in our industry have recently faced such challenges.  Any
challenges regarding us or others in our industry could harm our business if such challenges result in the
investigations of our business model and operations, the imposition of any fines or damages on our business, create
adverse publicity, increase scrutiny of our industry, detrimentally affect our efforts to recruit or motivate distributors
and attract customers, or interpret laws in a manner inconsistent with our current business practices.

Our products and related activities are subject to extensive government regulation, which could delay, limit or prevent
the sale of some of our products in some markets. 

The formulation, manufacturing, packaging, labeling, importation, advertising, distribution, sale and storage of certain
of our products are subject to extensive regulation by various federal agencies, including the FDA, the FTC, the
Consumer Product Safety Commission and the United States Department of Agriculture and by various agencies of
the states, localities and foreign countries in which our products are manufactured, distributed and sold.  For example,
the FDA requires us and our suppliers to meet relevant current good manufacturing practice, or cGMP, regulations for
the preparation, packing and storage of foods and over-the-counter (OTC) drugs.  We are also now required to report
serious adverse events associated with consumer use of certain of our products.  Other laws and regulations govern or
restrict the claims that may be made about our products and the information that must be included and excluded on
labels.

In markets outside the United States, prior to commencing operations or marketing new products, we may be required
to obtain approvals, licenses, or certifications from a ministry of health or a comparable agency.   Moreover, a foreign
jurisdiction may pass laws that would prohibit the use of certain ingredients in their particular market.  Compliance
with these regulations can create delays and added expense in introducing new products to certain markets.

Failure by our distributors or us to comply with those regulations could lead to the imposition of significant penalties
or claims and could materially and adversely affect our business.  If we are not able to satisfy the various regulations,
then we would have to cease sales of that product in that market.  In addition, the adoption of new regulations or
changes in the interpretation of existing regulations may result in significant compliance costs or discontinuation of
product sales and may adversely affect the marketing of our products, resulting in significant loss of sales revenues.

We cannot predict the nature of any future laws, regulations, interpretations, or applications, nor can we determine
what effect additional governmental regulations or administrative orders, when and if promulgated, could have on our
business.  These potential effects could include, however, requirements for the reformulation of certain products to
meet new standards, the recall or discontinuance of certain products, additional record keeping and reporting
requirements, expanded documentation of the properties of certain products, expanded or different labeling, or
additional scientific substantiation.  Any or all of these requirements could have a material adverse effect on our
business, financial condition, or results of operations.

New regulations governing the marketing and sale of nutritional supplements could harm our business.
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There has been an increasing movement in the United States and other markets to increase the regulation of dietary
supplements, which could impose additional restrictions or requirements in the future.  In the United States, for
example, some legislators and industry critics continue to push for increased regulatory authority by the FDA over
nutritional supplements.  Our business could be harmed if more restrictive legislation is successfully introduced and
adopted in the future.  In particular, the adoption of legislation requiring FDA approval of supplements or ingredients
could delay or inhibit our ability to introduce new supplements.  We face similar pressures in our other markets.  In
the United States, effective December 1, 2009, the FTC approved revisions to its Guides Concerning the Use of
Endorsements and Testimonials in Advertising, or Guides, that require disclosure of material connections between an
endorser and the company they are endorsing and do not allow marketing using atypical results.  The requirements
and restrictions of the revised Guides may diminish the impact of our marketing efforts and negatively impact our
sales results.  If we or our distributors fail to comply with these Guides, the FTC could bring an enforcement action
against us and we could be fined and/or forced to alter our operations.  Our operations also could be harmed if new
laws or regulations are enacted that restrict our ability to market or distribute nutritional supplements or impose
additional burdens or requirements on nutritional supplement companies or require us to reformulate our products.
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Regulations governing the production and marketing of our personal care products could harm our business.

Our personal care products are subject to various domestic and foreign laws and regulations that regulate cosmetic
products and set forth regulations for determining whether a product can be marketed as a “cosmetic” or requires further
approval as an over-the-counter drug.  A determination that our cosmetic products impact the structure or function of
the human body, or improper marketing claims by our distributors may lead to a determination that such products
require pre-market approval as a drug.  Such regulations in any given market can limit our ability to import products
and can delay product launches as we go through the registration and approval process for those
products.  Furthermore, if we fail to comply with these regulations, we could face enforcement action against us and
we could be fined, forced to alter or stop selling our products and/or required to adjust our operations.  Our operations
also could be harmed if new laws or regulations are enacted that restrict our ability to market or distribute our personal
care products or impose additional burdens or requirements on the contents of our personal care products or require us
to reformulate our products.

If we are found not to be in compliance with good manufacturing practices our operations could be harmed.

FDA regulations on Good Manufacturing Practices and Adverse Event Reporting requirements for the nutritional
supplement industry have recently gone into effect and require good manufacturing processes for us and our vendors,
including stringent vendor qualifications, ingredient identification, manufacturing controls and record keeping.   We
are also now required to report serious adverse events associated with consumer use of our products.  Our operations
could be harmed if regulatory authorities make determinations that we or our vendors are not in compliance with the
new regulations.  A finding of noncompliance may result in administrative warnings, penalties or actions impacting
our ability to continue selling certain of our products.  In addition, compliance with these regulations has increased
and may further increase the cost of manufacturing certain of our products as we work with our vendors to assure they
are qualified and in compliance.

Failure to comply with domestic and foreign laws and regulations governing product claims and advertising could
harm our business.

     Our failure to comply with FTC or state regulations, or with regulations in foreign markets that cover our product
claims and advertising, including direct claims and advertising by us, as well as claims and advertising by distributors
for which we may be held responsible, may result in enforcement actions and imposition of penalties or otherwise
materially and adversely affect the distribution and sale of our products.  Distributor activities in our existing markets
that violate applicable governmental laws or regulations could result in governmental or private actions against us in
markets where we operate.  Given the size of our distributor force, we cannot ensure that our distributors would
comply with applicable legal requirements.

Although our distributors are independent contractors, improper distributor actions that violate laws or regulations
could harm our business.

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, our products and our 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 our trademarks and trade names, it can be difficult to
enforce these policies and procedures because of the large number of distributors and their independent status.  Given
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the size and diversity of our distributor force, we experience problems with distributors from time to time, especially
with respect to our distributors in foreign markets.  Distributors often desire to enter a market, before we have
received approval to do business, to gain an advantage in the marketplace.  Improper distributor activity in new
geographic markets could result in adverse publicity and can be particularly harmful to our ability to ultimately enter
these markets.  Violations by our 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.  If any of these events occur, the value of an investment in our common shares could
be impaired.
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Adverse publicity associated with our products, ingredients or network marketing program, or those of similar
companies, could harm our financial condition and operating results.

Adverse publicity concerning any actual or claimed failure by us or our 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 our
goodwill 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 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 national
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.  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 negatively impact our reputation or the market demand
for our products.

We have a limited product line.

We offer a limited number of products under our NHT Global brand.  Our Premium Noni Juice™ , Skindulgence™ ,
Alura™ and La Vie™ products each account for a significant portion of our total sales and, together, account for a
significant majority of our total sales.  If demand for any of these four products decreases significantly, government
regulation restricts the sale of these products, we are unable to adequately source or deliver these products (we
currently source two of these products from a single supplier and the other two products from two other suppliers), or
we cease offering any of these products for any reason without a suitable replacement, our business, financial
condition and results of operations could be materially and adversely affected.

We rely on a limited number of independent third parties to manufacture and supply our products.

All of our products are manufactured by a limited number of independent third parties.  There is no assurance that our
current manufacturers will continue to reliably supply products to us at the level of quality we require.  In particular,
the ongoing economic crisis creates risk for us if any of these third parties suffer liquidity or operational problems.  If
a key manufacturer becomes insolvent or is forced to lay off employees assisting with our projects, our results could
suffer.  In the event any of our third-party manufacturers become unable or unwilling to continue to provide the
products in required volumes and quality levels at acceptable prices, we will be required to identify and obtain
acceptable replacement manufacturing sources or replacement products.  There is no assurance that we will be able to
obtain alternative manufacturing sources or products or be able to do so on a timely basis.  An extended interruption in
the supply of our products will result in a substantial loss of sales.  In addition, any actual or perceived degradation of
product quality as a result of our reliance on third party manufacturers may have an adverse effect on sales or result in
increased product returns and buybacks.

Growth may be impeded by the political and economic risks of entering and operating foreign markets.

Our ability to achieve future growth is dependent, in part, on our ability to continue our international expansion
efforts.  However, there can be no assurance that we would be able to grow in our existing international markets, enter
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new international markets on a timely basis, or that new markets would be profitable.  We must overcome significant
regulatory and legal barriers before we can begin marketing in any foreign market.

Also, it is difficult to assess the extent to which our products and sales techniques would be accepted or successful in
any given country.  In addition to significant regulatory barriers, we may also encounter problems conducting
operations in new markets with different cultures and legal systems from those encountered elsewhere.  We may be
required to reformulate certain of our products before commencing sales in a given country.  Once we have entered a
market, we must adhere to the regulatory and legal requirements of that market.  No assurance can be given that we
would be able to successfully reformulate our products in any of our current or potential international markets to meet
local regulatory requirements or attract local customers.  The failure to do so could have a material adverse effect on
our business, financial condition, and results of operations.  There can be no assurance that we would be able to obtain
and retain necessary permits and approvals.
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In many markets, other direct selling companies already have significant market penetration, the effect of which could
be to desensitize the local distributor population to a new opportunity, or to make it more difficult for us to recruit
qualified distributors. There can be no assurance that, even if we are able to commence operations in foreign
countries, there would be a sufficiently large population of potential distributors inclined to participate in a direct
selling system offered by us.  We believe our future success could depend in part on our ability to seamlessly integrate
our business methods, including distributor compensation plan, across all markets in which our products are
sold.  There can be no assurance that we would be able to further develop and maintain a seamless compensation
program.

Currency exchange rate fluctuations could lower our revenue and net income.

In 2011 and 2012, approximately 95% of our revenue was recorded by subsidiaries located outside of North
America.  Revenue transactions and related commission payments, as well as other incurred expenses, are typically
denominated in the local currency.  Accordingly, our international subsidiaries use the local currency as their
functional currency.  The results of operations of our international subsidiaries are exposed to foreign currency
exchange rate fluctuations during consolidation since we translate into U.S. dollars using the average exchanges rates
for the period.  As exchange rates vary, revenue and other operating results may differ materially from our
expectations.  Additionally, we may record significant gains or losses related to foreign-denominated cash and cash
equivalents and the re-measurement of inter-company balances.

We believe that our foreign currency exchange rate exposure is somewhat limited since the Hong Kong dollar is
pegged to the U.S. dollar.  We also purchase almost all inventories in U.S. dollars.  Our foreign currency exchange
rate exposure, mainly to South Korean won, Taiwan dollar, Japanese yen, Chinese yuan, Russian ruble and European
euro, represented approximately 28% and 25% of our revenue in 2011 and 2012, respectively.  Our foreign currency
exchange rate exposure may increase in the near future as our Greater China, Russia and European subsidiaries
expand operations and we develop new markets.  Additionally, our foreign currency exchange rate exposure would
significantly increase if the Hong Kong dollar were no longer pegged to the U.S. dollar.

Given our inability to predict the degree of exchange rate fluctuations, we cannot estimate the effect these fluctuations
may have upon future reported results, product pricing or our overall financial condition.  Further, to date we have not
attempted to reduce our exposure to short-term exchange rate fluctuations by using foreign currency exchange
contracts.

Transfer pricing, duties and other tax regulations affect our business.

In many countries, including the United States, we are subject to transfer pricing and other tax regulations designed to
ensure that appropriate levels of income are reported as earned by our United States or local entities and are taxed
accordingly.  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.

Our principal domicile is the United States.  Under tax treaties, we are eligible to receive foreign tax credits in the
United States for taxes paid abroad.  Taxes paid to foreign taxing authorities may exceed the credits available to us,
resulting in the payment of a higher overall effective tax rate on our worldwide operations.

We have adopted transfer pricing agreements with our subsidiaries to regulate inter-company transfers, which
agreements are subject to transfer pricing laws that regulate the flow of funds between the subsidiaries and the parent
corporation for product purchases, management services, and contractual obligations, such as the payment of
distributor compensation. We believe that we operate in compliance with all applicable transfer pricing laws and we
intend to continue to operate in compliance with such laws.  However, there can be no assurance that we will continue
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to be found to be operating in compliance with transfer pricing laws, or that those laws would not be modified, which,
as a result, may require changes in our operating procedures or otherwise may have a material adverse effect on our
financial results or operations.

Failure to properly pay business taxes or customs duties, including those in China, could have a material adverse
effect.

In the course of doing business we may be subject to various taxes, such as sales and use, value-added, franchise,
income, and import duties.  The failure to properly calculate, report and pay such taxes or duties when we are subject
to them could have a material adverse effect on our financial condition and results of operations.  Moreover, any
change in the law or regulations regarding such taxes or duties, or any interpretation thereof, could result in an
increase in the cost of doing business.
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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 the taxes, such as value added taxes, and to maintain appropriate records.  In addition, we
are subject to the risk in some jurisdictions of being responsible for social security and similar taxes with respect to
our distributors.

We may face litigation that could harm our business.

We have been parties to lawsuits and other proceedings in the past.  Prosecuting and defending potential litigation and
other governmental proceedings may continue to require significant expense and attention of our management.  There
can be no assurance that the significant money, time and effort spent will not adversely affect our business, financial
condition and results of operations.

We may be unable to protect or use our intellectual property rights.

We rely on trade secret, copyright and trademark laws and confidentiality agreements with employees and third
parties, all of which offer only limited protection of our confidential information and trademarks.  Moreover, the laws
of some countries in which we market our products may afford little or no effective protection of our intellectual
property rights.  The unauthorized copying, use or other misappropriation of our confidential information, trademarks
and other intellectual property could enable third parties to benefit from such property without paying us for it.  This
could have a material adverse effect on our business, operating results and financial condition.  If we resort to legal
proceedings to enforce our intellectual property rights, the proceedings could be burdensome, expensive and result in
inadequate remedies.  It is also possible that our use of our intellectual property rights could be found to infringe on
prior rights of others and, in that event, we could be compelled to stop or modify the infringing use, which could be
burdensome and expensive.

We do not have product liability insurance and product liability claims could hurt our business.

Currently, we do not have product liability insurance, although the insurance carried by our suppliers may cover
certain product liability claims against us.  As a marketer of dietary supplements, cosmetics and other products that
are ingested by consumers or applied to their bodies, we may become subjected to various product liability claims,
including that:

• our products contain contaminants or unsafe ingredients;
• our products include inadequate instructions as to their uses; or

• our products include inadequate warnings concerning side effects and interactions with other substances.

If our suppliers’ product liability insurance fails to cover product liability claims or other product liability claims, or
any product liability claims exceeds the amount of coverage provided by such policies or if we are unsuccessful in any
third party claim against the manufacturer or if we are unsuccessful in collecting any judgment that may be recovered
by us against the manufacturer, we could be required to pay substantial monetary damages which could materially
harm our business, financial condition and results of operations. As a result, we may become required to pay high
premiums and accept high deductibles in order to secure adequate insurance coverage in the future.  Especially since
we do not have direct product liability insurance, it is possible that product liability claims and the resulting adverse
publicity could negatively affect our business.

Our internal controls and accounting methods may require modification.
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We continue to develop controls and procedures and plan to implement additional controls and procedures sufficient
to accurately report our financial performance on a timely basis in the foreseeable future.  If we do not develop and
implement effective controls and procedures, we may not be able to report our financial performance on a timely basis
and our business and stock price would be adversely affected.
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If we fail to achieve and maintain an effective system of internal controls in the future, we may not be able to
accurately report our financial results or prevent fraud.  As a result, investors may lose confidence in our financial
reporting.

The Sarbanes-Oxley Act of 2002 requires that we report annually on the effectiveness of our internal control over
financial reporting.  Among other things, we must perform systems and processes evaluation and testing.  We must
also conduct an assessment of our internal controls to allow management to report on our assessment of our internal
control over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act.  We are required to provide
management’s assessment of internal controls in conjunction with the filing of this report.  As disclosed under Item 9A
of this report, our management concluded that our internal control over financial reporting was effective at
December 31, 2012.  In the future, our continued assessment, or the assessment by our independent registered public
accounting firm, could reveal significant deficiencies or material weaknesses in our internal controls, which may need
to be disclosed in future Annual Reports on Form 10-K.  We believe, at the current time, that we are taking
appropriate steps to mitigate these risks.  However, disclosures of this type can cause investors to lose confidence in
our financial reporting and may negatively affect the price of our common stock.  Moreover, effective internal
controls are necessary to produce reliable financial reports and to prevent fraud.  Deficiencies in our internal controls
over financial reporting may negatively impact our business and operations.

We rely on and are subject to risks associated with our reliance upon information technology systems.

     Our success is dependent on the accuracy, reliability, and proper use of information processing systems and
management information technology.  Our information technology systems are designed and selected to facilitate
order entry and customer billing, maintain distributor records, accurately track purchases and distributor compensation
payments, manage accounting operations, generate reports, and provide customer service and technical support.  Any
interruption in these systems could have a material adverse effect on our business, financial condition, and results of
operations.

Although we believe that the members of our software development team have the qualifications, know-how and
experience to perform the necessary software development and other information technology services, there can be no
assurance that there will not be delays or interruptions in these services.  An interruption or delay in availability of
these services could, if it lasted long enough, prevent us from making sales, cause distributors to leave our business, or
otherwise materially adversely affect our business.

System failures and attacks could harm our business.

Because of our diverse geographic operations and our internationally applicable distributor compensation plans, our
business is highly dependent on the efficient functioning of our information technology systems and operations, which
are vulnerable to damage or interruption from fires, earthquakes, telecommunications failures, computer viruses and
worms, hacking, denial of service attacks, software defects and other events.  They are also subject to break-ins,
sabotage, acts of vandalism and similar misconduct, as well as human error.  Despite precautions implemented by our
information technology staff, problems could result in interruptions in services and materially and adversely affect our
business, financial condition and results of operations.

Moreover, hackers could attack our system seeking to retrieve personal or confidential information of the company or
of third parties, such as credit card information used to purchase our products on-line.  Although we take steps to
prevent such loss of information, there can be no assurance that our system will not be successfully hacked.  Laws in
the United States and other jurisdictions where we do business require prompt notice of any such loss of
information.  Failure to comply with those reporting obligations could result in material penalties.  In addition, if our
system were hacked, we could incur material costs in investigating the incidents and could be liable for damages.  Any
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such damages may or may not be covered by insurance.

Terrorist attacks, cyber attacks, acts of war, epidemics or other communicable diseases or any other natural disasters
may seriously harm our business.

Terrorist attacks, cyber attacks, or acts of war or natural disasters may cause damage or disruption to us, our
employees, our facilities and our distributors and customers, which could impact our revenues, expenses and financial
condition.  The potential for future terrorist attacks, the national and international responses to terrorist attacks, and
other acts of war or hostility, such as the Chinese objection to the Taiwan independence movement and its resultant
tension in the Taiwan Strait, could materially and adversely affect our business, results of operations, and financial
condition in ways that we currently cannot predict.  Additionally, natural disasters less severe than the Indian Ocean
tsunami that occurred in December 2004 may adversely affect our business, financial condition and results of
operations.

Because our system, software and data reside on third-party servers, our access could be temporarily or permanently
interrupted.

Beginning in 2012, most of our system, software and data reside in the “cloud” on third-party servers to which we have
contractual access.  Cyber attacks or hacking on these servers unrelated to us, or system or hardware failures
experienced by the third party vendor, could result in disclosure of or damage to our system, software and
data.  Moreover, any delay or failure in payment of the third party vendor, disputes with such vendors, or business
interruption or failure of the third party vendor could result in loss of or interruption in access to our system, software
or data.  It is possible that our system, software and data could in the future be moved to servers of a different third
party or to our own servers.  Any such move could result in temporary or permanent loss of access to our system,
software or data.  Any protracted loss of such access would materially and adversely affect our business, financial
condition and results of operations.
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Disappointing quarterly revenue or operating results could cause the price of our common stock to fall.

Our quarterly revenue and operating results are difficult to predict and may fluctuate significantly from quarter to
quarter.  If our quarterly revenue or operating results fall below the expectations of investors or securities analysts, the
price of our common stock could fall substantially.

Our common stock is particularly subject to volatility because of the industry in which we operate.

The market prices of securities of direct selling companies have been extremely volatile, and have experienced
fluctuations that have often been unrelated or disproportionate to the operating performance of such
companies.  These broad market fluctuations could adversely affect the market price of our common stock.

There is no assurance of an active public trading market.

There can be no assurance of an active public trading market for our common stock.  If for any reason an active public
trading market is not available, purchasers of the shares of our common stock may have difficulty in selling their
securities should they desire to do so and the price of our common stock may decline.

The exercise of our warrants may result in substantial dilution and may depress the market price of our common stock.

As of March 5, 2013, we had outstanding 11,317,833 shares of common stock and also (i) warrants outstanding from
our May 2007 private placement exercisable for 2,059,307 shares of our common stock at an exercise price of $5.00
per share, (ii) 138,400 shares of Series A preferred stock, convertible into the same number of shares of common stock
and (iii) warrants issued in our October 2007 private placement exercisable for 1,645,547 shares of common stock at
an exercise price of $3.52 per share. If these convertible securities are exercised or converted, and the shares of
common stock issued upon such exercise or conversion are sold, our common stockholders may experience
substantial dilution and the market price of our shares of common stock could decline.  Further, the perception that
such convertible securities might be exercised or converted could adversely affect the market price of our shares of
common stock.  In addition, holders of our warrants are likely to exercise them when, in all likelihood, we could
obtain additional capital on terms more favorable to us than those provided by the warrants and options.  The
anti-dilution provisions of warrants to purchase 1,645,547 shares of our common stock would, if triggered, cause
substantial dilution and may, therefore, make it particularly difficult to obtain new equity financing.

Future sales by us or our existing stockholders could depress the market price of our common stock.

If we or our existing stockholders sell a large number of shares of our common stock, the market price of our common
stock could decline significantly.  Further, even the perception in the public market that we or our existing
stockholders might sell shares of common stock could depress the market price of the common stock.

Penny stock regulations are applicable to investment in our shares of common stock.

Broker-dealer practices in connection with transactions in "penny stocks" are regulated by certain penny stock rules
adopted by the SEC.  Penny stocks generally are equity securities with a price of less than $5.00 (other than securities
registered on certain national securities exchanges, provided that current prices and volume information with respect
to transactions in such securities are provided by the exchange or system).  Penny stock rules require a broker-dealer,
prior to a transaction in a penny stock not otherwise exempt from the rules, to deliver a standardized risk disclosure
document that provides information about penny stocks and the risks in the penny stock market.  The broker-dealer
also must provide the customer with current bid and offer quotations for the penny stock, the compensation of the
broker-dealer and its salesperson in the transaction, and monthly account statements showing the market value of each
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penny stock held in the customer's account.  In addition, penny stock rules generally require that prior to a transaction
in a penny stock, the broker-dealer make a special written determination that the penny stock is a suitable investment
for the purchaser and receive the purchaser's written agreement to the transaction.  These disclosure requirements may
have the effect of reducing the level of trading activity in the secondary market for a stock that becomes subject to
penny stock rules.  Many brokers will not deal with penny stocks, restricting the market for our shares of common
stock.
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Item 1B.       UNRESOLVED STAFF COMMENTS

Not applicable.

Item 2.          PROPERTIES

We lease approximately 3,800 square feet in Dallas, Texas for our corporate headquarters.  Outside the United States,
we lease office space in Hong Kong, China, Japan, Taiwan and South Korea.  In China, we also lease a
multi-purposed facility north of the city of Dalian with the intention of serving the needs of our Chinese consumers.
We intend to provide notice to terminate this lease and relocate into a similar multi-purposed facility located within
the Guangdong province.  We contract with third parties for fulfillment and distribution operations in most of our
international markets.  We believe that our existing office space is in good condition, suitable and adequate for the
conduct of our business.

Item 3.          LEGAL PROCEEDINGS

None.

Item 4.          MINE SAFETY DISCLOSURES

Not applicable.
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Part II

Item 5.         MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock is currently quoted under the trading symbol “NHTC” on the OTCQB tier of the OTC market.  The
following table sets forth the composite of the high and low bid quotations of our common stock as reported by the
OTC Markets Group, Inc.  The bid quotations reflect inter-dealer prices, without retail mark-up, mark-down or
commission and may not necessarily represent actual transactions.

2011 2012
High Low High Low

March 31 $0.20 $0.09 $1.88 $0.65
June 30 0.88 0.14 1.50 1.10
September 30 0.71 0.30 1.60 1.10
December 31 1.00 0.50 1.34 0.51

On March 5, 2013, the last reported closing price of our common stock on the OTCQB was $1.24 per share.

Holders of Record

At March 5, 2013, there were approximately 180 record holders of our common stock (although we believe that the
number of beneficial owners of our common stock is substantially greater).

Dividends

We have never declared or paid any cash dividend on our common stock.  We currently intend to retain earnings, if
any, to finance the growth and development of our business.  We do not expect to pay any dividends in the foreseeable
future.  Payment of any future dividends on shares of our common stock will be at the discretion of our Board of
Directors.  At December 31, 2012, we had accrued unpaid dividends of $174,000 with respect to the Series A
preferred stock, but such dividends have not been declared and we are under no obligation to pay such accrued
dividends except in certain extraordinary circumstances.

Equity Compensation Plan Information

The following table sets forth information regarding all compensation plans under which Company equity securities
are authorized for issuance as of December 31, 2012:

Plan Category Number of
securities to
be issued
upon

exercise of
outstanding
options,

warrants and

Weighted-average
exercise price of
outstanding

options, warrants
and rights

(b)

Number of
securities
remaining
available for

future
issuance

under equity
compensation
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rights
(a)

plans
(excluding
securities
reflected in
column (a))

(c)

Equity compensation plans approved by security holders – $ – 1,083
Equity compensation plans not approved by security holders – – –
Total – – 1,083
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Purchases of Equity Securities by the Issuer and Affiliated Purchasers

A summary of the Company’s purchases, as Trustee, of shares of its common stock during the quarter ended December
31, 2012 is as follows:

Period

Total Number
of Shares
Purchased (a)

Average Price
Paid Per Share

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

Maximum
Number (or
Approximate
Dollar Value)
of Shares that
May Yet Be
Purchased
Under the
Plans or
Programs (c)

October 1–31, 2012 9,660 $ 1.35 44,430 100,000
November 1—30, 2012 – – 44,430 100,000
December 1—31, 2012 2,275 1.24 46,705 97,725

(a)      The shares were purchased in open market transactions under the Distributor and Employee Plans described in
footnote (b) below.

(b)      On August 13, 2012, the Company disclosed in its Quarterly Report on Form 10-Q that its board of directors
had, on that day, authorized the Company, acting as trustee for certain of its distributors, to execute a Rule 10b5-1
plan to purchase up to $60,000 of its common stock (less commissions and other transaction costs) in accordance with
guidelines specified under Rule 10b5-1 of the Securities Exchange Act of 1934 and the Company's policies regarding
stock transactions (the “Distributor Plan”) and that, on that same date, the Company’s board of directors further
authorized the Company, acting as trustee for certain of its employees, to execute a Rule 10b5-1 plan to purchase
100,000 shares of its common stock in accordance with guidelines specified under Rule 10b5-1 of the Securities
Exchange Act of 1934 and the Company's policies regarding stock transactions (the “Employee Plan”).  The Company
may terminate the plans at any time.  The distributors for whom the Company will purchase the stock as trustee under
the Distributor Plan will receive the stock as compensation under a special incentive plan offered to certain
distributors who are not citizens or residents of the United States.  The employees for whom the Company will
purchase stock as trustee under the Employee Plan will receive the stock as incentive compensation in quarterly
increments over three years beginning March 15, 2013, provided that they are employees of the Company on the date
of the distribution.  Any stock that is purchased under the Employee Plan that is forfeited by an employee whose
employment terminates will be delivered to the Company and held by it as treasury stock.

(c)      The Company, as Trustee, completed its purchases under the Distributor Plan in October 2012, and began
purchasing under the Employee Plan in December 2012.  Under the 10b5-1 plan executed by the Company, as
Trustee, with the Board’s authorization, the Company, as Trustee, will not purchase more than 2,800 shares per
month.  The current 10b5-1 plan for the Employee Plan shares will expire on November 30, 2013, unless terminated
earlier, and the Company, as Trustee, intends at or after that time to enter into a new 10b5-1 plan or plans to complete
the Employee Plan purchases authorized by the Board.

Item 6.         SELECTED FINANCIAL DATA

Not applicable under smaller reporting company disclosure rules.
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Item 7.           MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

Business Overview

We are an international direct-selling and e-commerce company.  Subsidiaries controlled by us sell personal care,
wellness, and “quality of life” products under the “NHT Global” brand.  In most markets, we sell our products to an
independent distributor network that either uses the products themselves or resells them to consumers.  Our
majority-owned subsidiaries have an active physical presence in the following markets:  North America; Greater
China, which consists of Hong Kong, Taiwan and China; Russia; South Korea; Japan; and Europe, which consists of
Italy and Slovenia.

Our distributor network operates in a seamless manner from market to market, except for the Chinese market.  We
believe that each of our operating segments should be aggregated into a single reportable segment as they have similar
economic characteristics.  Additionally, we believe that each of the operating segments are similar in the nature of the
products sold, the product acquisition process, the types of customers products are sold to, the methods used to
distribute the products, and the nature of the regulatory environment.  Our e-commerce retail business in China does
not require a direct selling license and allows for discounts on volume purchases.  There is no separate segment
manager who is held accountable by our chief operating decision-makers, or anyone else, for operations, operating
results and planning for the Chinese market on a stand-alone basis.  Accordingly, we consider ourselves to be in a
single reporting segment and operating unit structure.

As of December 31, 2012, we were conducting business through 20,680 active distributors.  We consider a distributor
“active” if they have placed at least one product order with us during the preceding year.  Currently we do not intend to
devote material resources to opening any additional foreign markets in the near future.  Our priority is to focus our
resources in our most promising markets, which we consider to be Greater China and certain Commonwealth of
Independent States (“CIS”) countries, namely Russia, Ukraine and Kazakhstan.  Currently, orders received from
members located in Ukraine and Kazakhstan are fulfilled by our North American subsidiary.

We generate about 95% of our net sales from subsidiaries located outside North America, with sales in Hong Kong
representing 70% of net sales in the latest fiscal year.  Because of the size of our foreign operations, operating results
can be impacted negatively or positively by factors such as foreign currency fluctuations, and economic, political and
business conditions around the world.  In addition, our business is subject to various laws and regulations, in particular
regulations related to direct selling activities that create certain risks for our business, including improper claims or
activities by our distributors and potential inability to obtain necessary product registrations.

China has been and continues to be our most important business development project.  In June 2004, NHT Global
obtained a general business license in China.  Direct selling is prohibited in China without a direct selling license that
we do not have.  In December 2005, we submitted a preliminary application for a direct selling license.  In June 2006,
we submitted a revised application package in accordance with new requirements issued by the Chinese
government.  In June 2007, we launched a new e-commerce retail platform in China that does not require a direct
selling license and is separate from our current worldwide platform.  We believe this model, which offers discounts
based on volume purchases, will encourage repeat purchases of our products for personal consumption in the Chinese
market.  The platform is designed to be in compliance with our understanding of current laws and regulations in
China.  In November 2007, we filed a new, revised direct selling application incorporating a name change, our new
e-commerce model and other developments.  These direct selling applications were not approved or rejected by the
pertinent authorities, but did not appear to materially progress.  By now, the information contained in the most recent
application is stale.  The Company applied to temporarily withdraw the license application in February 2009 to furnish
new information and intends to amend its application with the goal to re-apply in the future.   We are unable to predict
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whether we will be successful in obtaining a direct selling license to operate in China, and if we are successful, when
we will be permitted to enhance our e-commerce retail platform with direct selling operations.

Most of the Company’s Hong Kong revenue is derived from the sale of products that are delivered to members in
China.  After consulting with outside professionals, the Company believes that its Hong Kong e-commerce business
does not violate any applicable laws in China even though it is used for the internet purchase of our products by
buyers in China.  But the government in China could, in the future, officially interpret its laws and regulations – or
adopt new laws and regulations – to prohibit some or all of our e-commerce activities with China and, if our members
engage in illegal activities in China, those actions could be attributed to us.  In addition, other Chinese laws regarding
how and when members may assemble and the activities that they may conduct, or the conditions under which the
activities may be conducted, in China are subject to interpretations and enforcement attitudes that sometimes vary
from province to province, among different levels of government, and from time to time.  Members sometimes violate
one or more of the laws regulating these activities, notwithstanding training that the Company attempts to
provide.  Enforcement measures regarding these violations, which can include arrests, raise the uncertainty and
perceived risk associated with conducting this business, especially among those who are aware of the enforcement
actions but not the specific activities leading to the enforcement.  The Company believes that this has led some
existing members in China – who are signed up as distributors in Hong Kong - to leave the business or curtail their
selling activities and has led some potential members to choose not to participate.  Among other things, the Company
is combating this with more training and public relations efforts that are designed, among other things, to distinguish
the Company from businesses that make no attempt to comply with the law.  This environment creates uncertainty
about the future of doing this type of business in China generally and under our business model, specifically.  See
“Item 1A.  Risk Factors—Because our Hong Kong operations account for a majority of our overall business….”
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Income Statement Presentation

We derive revenue from sales of products, enrollment packages, and shipping charges.  Substantially all of our
product sales are to independent distributors at published wholesale prices.  Product sales are recorded when the
products are shipped and title passes to independent distributors, which generally is upon our delivery to the carrier
that completes delivery to the distributors.  We estimate and accrue a reserve for product returns based on our return
policies and historical experience.  Enrollment package revenue, including any nonrefundable set-up fees, is deferred
and recognized over the term of the arrangement, generally twelve months.

Cost of sales consists primarily of products purchased from third-party manufacturers, freight cost for shipping
products to distributors, import duties, costs of promotional materials sold to the Company’s distributors at or near
cost, and provisions for slow moving or obsolete inventories.  Cost of sales also includes purchasing costs, receiving
costs, inspection costs and warehousing costs.

Distributor commissions are typically our most significant expense and are classified as an operating expense.  Under
our compensation plan, distributors are paid weekly commissions, generally in their home country currency, for
product sold by their down-line distributor network across all geographic markets, except China, where we launched
an e-commerce retail platform and do not pay any commissions.  Distributors are not paid commissions on purchases
or sales of our products made directly by them.  This "seamless" compensation plan enables a distributor located in
one country to sponsor other distributors located in other countries where we are authorized to conduct our
business.  Currently, there are basically two ways in which our distributors can earn income:

•Through retail markups on sales of products purchased by distributors at wholesale prices (in some markets, sales
are for personal consumption only and income may not be earned through retail mark-ups on sales in that market);
and

• Through commissions paid on product purchases made by their down-line distributors.

Each of our products is designated a specified number of sales volume points, also called bonus volume or
“BV.”  Commissions are based on total personal and group sales volume points per sales period.  Sales volume points
are essentially a percentage of a product’s wholesale cost.  As the distributor’s business expands from successfully
sponsoring other distributors who in turn expand their own businesses by sponsoring other distributors, the distributor
receives higher commissions from purchases made by an expanding down-line network.  To be eligible to receive
commissions, a distributor may be required to make nominal monthly or other periodic purchases of our
products.  Certain of our subsidiaries do not require these nominal purchases for a distributor to be eligible to receive
commissions.  In determining commissions, the number of levels of down-line distributors included within the
distributor's commissionable group increases as the number of distributorships directly below the distributor
increases.  Under our current compensation plan, certain of our commission payouts may be limited to a hard cap in
terms of a specific percentage of total product sales.  In some markets, commissions may be further limited.  In some
markets, we also pay certain bonuses on purchases by several generations of personally sponsored distributors, as well
as bonuses on commissions earned by several generations of personally sponsored distributors.  Distributors can also
earn income, trips and other prizes in specific time-limited promotions and contests we hold from time to
time.  Distributor commissions are dependent on the sales mix and, for fiscal 2011 and 2012, represented 38% and
42% of net sales, respectively.  From time to time we make modifications and enhancements to our compensation plan
to help motivate distributors, which can have an impact on distributor commissions.  From time to time we also enter
into agreements for business or market development, which may result in additional compensation to specific
distributors.

Selling, general and administrative expenses consist of administrative compensation and benefits (including
stock-based compensation), travel, credit card fees and assessments, professional fees, certain occupancy costs, and
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other corporate administrative expenses.  In addition, this category includes selling, marketing, and promotion
expenses including costs of distributor conventions, which are designed to increase both product awareness and
distributor recruitment.  Because our various distributor conventions are not always held at the same time each year,
interim period comparisons will be impacted accordingly.

The functional currency of our international subsidiaries is generally their local currency.  Local currency assets and
liabilities are translated at the rates of exchange on the balance sheet date, and local currency revenues and expenses
are translated at average rates of exchange during the period.  Equity accounts are translated at historical rates.  The
resulting translation adjustments are recorded directly into a separate component of stockholders’ equity and represent
the only component of accumulated other comprehensive income.
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Sales by our foreign subsidiaries are transacted in the respective local currencies and are translated into U.S. dollars
using average rates of exchange for each monthly accounting period to which they relate.  Most of our product
purchases from third-party manufacturers are transacted in U.S. dollars.  Consequently, our sales and net earnings are
affected by changes in currency exchange rates, with sales and earnings generally increasing with a weakening U.S.
dollar and decreasing with a strengthening U.S. dollar. 

Results of Operations

The following table sets forth our operating results as a percentage of net sales for the periods indicated.

Year Ended December 31,
2011 2012

Net sales 100.0 % 100.0 %
Cost of sales 26.2 25.8
Gross profit 73.8 74.2
Operating expenses:
Distributor commissions 38.0 41.9
Selling, general and administrative expenses 29.0 25.1
Depreciation and amortization 1.0 0.1
Total operating expenses 68.0 67.1
Income from operations 5.8 7.1
Other income (expense), net 1.1 (0.1 )
Income before income taxes 6.9 7.0
Income tax benefit (0.9 ) –
Net income
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