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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
Form 10-Q
(Mark One)
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2011
OR
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to .
Commission file number: 1-32381
HERBALIFE LTD.
(Exact name of registrant as specified in its charter)
Cayman Islands 98-0377871
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
P.O. Box 309GT

Ugland House, South Church Street
Grand Cayman, Cayman Islands
(Address of principal executive offices) (Zip code)
(213) 745-0500
(Registrant s telephone number, including area code)
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). Yes p No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated Accelerated filer o Non-accelerated filer o Smaller reporting
filer p company o
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
oNop
Number of shares of registrant s common shares outstanding as of October 26, 2011 was 116,322,699
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PART I. FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

HERBALIFE LTD.

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

CURRENT ASSETS:
Cash and cash equivalents

Receivables, net of allowance for doubtful accounts of $2,199 (2011) and

$3,202 (2010)
Inventories

Prepaid expenses and other current assets

Deferred income taxes

Total current assets

(Unaudited)

Property, at cost, net of accumulated depreciation and amortization of

$179,713 (2011) and $166,912 (2010)
Deferred compensation plan assets
Deferred financing costs, net

Other assets

Marketing related intangibles and other intangible assets, net

Goodwill

Total assets

LIABILITIES AND SHAREHOLDERS EQUITY

CURRENT LIABILITIES:
Accounts payable

Royalty overrides

Accrued compensation

Accrued expenses

Current portion of long-term debt
Advance sales deposits

Income taxes payable

Total current liabilities

NON-CURRENT LIABILITIES:
Long-term debt, net of current portion
Deferred compensation plan liability
Deferred income taxes

Other non-current liabilities

Table of Contents

September 30,
2011

December 31,

2010

(In thousands, except share
amounts)

$ 261,521

112,475
222,501
93,715
43,662

733,874

182,772
19,063
5,091
29,833
311,935
105,488

$ 1,388,056

$ 61,857
190,697

69,646

145,150

1,762

60,129

21,304

550,545

220,298
22,290
55,844
22,600

$

$

190,550

85,612
182,467
93,963
42,994

595,586

177,427
18,536
998
25,880
310,894
102,899

1,232,220

43,784
162,141
69,376
141,867
3,120
35,145
15,383

470,816

175,046
20,167
55,572
23,407
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Total liabilities 871,577 745,008

CONTINGENCIES
SHAREHOLDERS EQUITY:
Common shares, $0.001 par value; 1.0 billion shares authorized;

116.1 million (2011) and 117.8 million (2010) shares outstanding 116 118
Paid-in-capital in excess of par value 280,515 248,693
Accumulated other comprehensive loss (36,012) (27,285)
Retained earnings 271,860 265,686
Total shareholders equity 516,479 487,212
Total liabilities and shareholders equity $ 1,388,056 $ 1,232,220

See the accompanying notes to unaudited condensed consolidated financial statements.
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HERBALIFE LTD.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)
Three Months Ended Nine Months Ended
September September
30, September 30, September 30, 30,
2011 2010 2011 2010
(In thousands, except per share
amounts)

Product sales $ 763272 $ 588,635 $ 2,190,153 $ 1,705,230
Shipping & handling revenues 131,946 99,796 379,815 290,640
Net sales 895,218 688,431 2,569,968 1,995,870
Cost of sales 175,308 133,265 509,124 410,298
Gross profit 719,910 555,166 2,060,844 1,585,572
Royalty overrides 290,842 224,061 844,451 656,160
Selling, general & administrative
expenses 277,721 230,150 788,472 648,143
Operating income 151,347 100,955 427,921 281,269
Interest expense, net 345 2,192 3,848 6,291
Income before income taxes 151,002 98,763 424,073 274,978
Income taxes 42,980 19,879 116,852 62,048
NET INCOME $ 108,022 % 78,884 $ 307,221 $ 212,930
Earnings per share:
Basic $ 092 $ 0.67 $ 260 $ 1.79
Diluted $ 087 $ 0.63 $ 244 % 1.69
Weighted average shares outstanding:
Basic 116,975 118,442 118,059 119,286
Diluted 124,275 125,613 125,889 126,216
Dividends declared per share $ 020 $ 0.13 $ 053 $ 0.33

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization

Excess tax benefits from share-based payment arrangements

Share-based compensation expenses

Amortization of discount and deferred financing costs
Deferred income taxes

Unrealized foreign exchange transaction loss (gain)
Write-off of deferred financing costs

Foreign exchange loss from adoption of highly inflationary accounting in

Venezuela

Other

Changes in operating assets and liabilities:
Receivables

Inventories

Prepaid expenses and other current assets
Other assets

Accounts payable

Royalty overrides

Accrued expenses and accrued compensation
Advance sales deposits

Income taxes payable

Deferred compensation plan liability

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property

Proceeds from sale of property

Deferred compensation plan assets

NET CASH USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid

Borrowings from long-term debt

Principal payments on long-term debt

Deferred financing costs

Share repurchases

Table of Contents

Nine Months Ended
September
30, September 30,
2011 2010
(In thousands)
$ 307,221 212,930
54,440 51,755
(24,030) (6,572)
17,244 16,870
721 374
(7,000) (16,989)
8,324 (7,536)
914
15,131
1,383 2,911
(31,834) (13,965)
(51,649) (32,921)
(3,733) 5,744
(4,742) (2,328)
19,484 12,852
33,851 3,601
7,579 11,622
27,416 32,399
35,914 (16,955)
2,123 2,198
393,626 271,121
(61,514) (42,199)
213 64
(527) (371)
(61,828) (42,506)
(62,177) (38,934)
791,700 338,000
(747,896) (379,465)
(5,728)
(268,795) (106,163)
9
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Excess tax benefits from share-based payment arrangements 24,030 6,572
Proceeds from exercise of stock options and sale of stock under employee stock

purchase plan 15,947 11,521
NET CASH USED IN FINANCING ACTIVITIES (252,919) (168,469)
EFFECT OF EXCHANGE RATE CHANGES ON CASH (7,908) (17,457)
NET CHANGE IN CASH AND CASH EQUIVALENTS 70,971 42,689
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 190,550 150,801
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 261,521 $ 193,490
CASH PAID DURING THE PERIOD

Interest paid $ 6,457 $ 7,195
Income taxes paid $ 88,079 $ 84,120

See the accompanying notes to unaudited condensed consolidated financial statements.
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HERBALIFE LTD.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Organization
Herbalife Ltd., a Cayman Islands exempt limited liability company, or Herbalife, was incorporated on April 4, 2002.
Herbalife Ltd. (and together with its subsidiaries, the Company ) is a leading global network marketing company that
sells weight management, nutritional supplements, energy, sports & fitness products and personal care products
through a network of approximately 2.5 million independent distributors, except in China, where the Company sells
its products through retail stores, sales representatives and independent service providers. The Company reports
revenue in six geographic regions: North America; Mexico; South and Central America; EMEA, which consists of
Europe, the Middle East and Africa; Asia Pacific (excluding China); and China.
2. Significant Accounting Policies
Basis of Presentation
The unaudited interim financial information of the Company has been prepared in accordance with Article 10 of the
Securities and Exchange Commission s, or the SEC, Regulation S-X. Accordingly, it does not include all of the
information required by generally accepted accounting principles in the U.S., or U.S. GAAP, for complete financial
statements. The condensed consolidated balance sheet at December 31, 2010 was derived from the audited financial
statements at that date and does not include all the disclosures required by U.S. GAAP. The Company s unaudited
condensed consolidated financial statements as of September 30, 2011, and for the three and nine months ended
September 30, 2011 and 2010, include Herbalife and all of its direct and indirect subsidiaries. In the opinion of
management, the accompanying financial information contains all adjustments, consisting of normal recurring
adjustments, necessary to present fairly the Company s unaudited condensed consolidated financial statements as of
September 30, 2011, and for the three and nine months ended September 30, 2011 and 2010. These unaudited
condensed consolidated financial statements should be read in conjunction with the Company s Annual Report on
Form 10-K for the year ended December 31, 2010, or the 2010 10-K. Operating results for the three and nine months
ended September 30, 2011, are not necessarily indicative of the results that may be expected for the year ending
December 31, 2011.
On April 28, 2011, the Company s shareholders approved a two-for-one stock split, or the stock split, of the Company s
common shares. One additional common share was distributed to the Company s shareholders on or around May 17,
2011, for each common share held on May 10, 2011. All references in the financial statements and notes to number of
shares and per share amounts have been retrospectively adjusted for all periods presented to reflect the stock split.
New Accounting Pronouncements
In September 2011, the Financial Accounting Standards Board, or FASB, issued Accounting Standards Update, or
ASU, No. 2011-08, Testing Goodwill for Impairment. This ASU permits an entity to make a qualitative assessment of
whether it is more likely than not that a reporting unit s fair value is less than its carrying amount before applying the
two-step goodwill impairment test. If an entity concludes it is not more likely than not that the fair value of a reporting
unit is less than its carrying amount, then there is no need to perform the two-step impairment test. This ASU is
effective for annual and interim goodwill impairment tests performed for fiscal years beginning after December 15,
2011. Early adoption is permitted. The adoption of this ASU will not have a material impact on the Company s
consolidated financial statements, as it is intended to simplify the assessment for goodwill impairment.
In June 2011, the FASB issued ASU No. 2011-05, Comprehensive Income (Topic 220): Presentation of
Comprehensive Income. This ASU will require companies to present the components of net and comprehensive
income in either one or two consecutive financial statements and eliminates the option to present other comprehensive
income in the statement of changes in shareholders equity. This ASU is effective for fiscal years and interim periods
within those years, beginning after December 15, 2011. The Company is currently evaluating the potential impact of
this adoption on its consolidated financial statements.
In May 2011, the FASB issued ASU No. 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve
Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs. This ASU expands
existing disclosure requirements for fair value measurements and provides additional information on how to measure
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fair value. The Company is required to apply this ASU prospectively for interim and annual periods beginning after
December 15, 2011. The Company is currently evaluating the potential impact of this adoption on its consolidated
financial statements.
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Change in Accounting Principle
In the second quarter of 2011, the Company changed its method of accounting for excess tax benefits recognized as a
result of the exercise of employee stock options, stock appreciation rights, or SARs, and other share-based equity
grants, from the tax-law-ordering method to the with-and-without method. Under the tax law ordering method, the
deduction for share-based compensation is applied against income tax liabilities before other credits are applied, such
as foreign tax credits. The with-and-without method applies the deduction for share-based compensation against
taxable income after other credits have been applied against taxable income, to the extent allowable and subject to
applicable limitations. The with-and-without method separately determines the impact of the tax benefit from
share-based compensation after considering the tax effects related to the Company s on-going operations. A benefit is
recorded when deductions for share-based compensation reduces income taxes payable or increases income taxes
refund receivable. The Company believes that the with-and-without method is a preferable method of determining the
benefit applicable to share-based compensation because it better reflects the Company s ongoing operations. This
change in accounting method primarily impacts the allocation of income taxes and tax benefits between continuing
operations, deferred tax items, and additional paid in capital for financial reporting purposes, but it does not have any
impact on the ultimate amount of income tax reported on the Company s income tax returns and it does not impact the
Company s income taxes payable included within its accompanying consolidated balance sheet. This change in
accounting principle does not impact the consolidated financial statements related to fiscal years prior to 2010.
This change in accounting principle is applied to all periods presented and the following tables summarize the impact
of this change on the Company s consolidated financial statements, and as applicable, to the notes to the consolidated
financial statements:

Consolidated Balance Sheet

December 31, 2010
As
Previously
Reported As Adjusted
(in thousands)

Paid-in capital in excess of par value $ 257,375 $ 248,693
Retained earnings $ 257,004 $ 265,686
Consolidated Statements of Income
Three Months Ended Nine Months Ended
September 30, 2010 September 30, 2010
As As
Previously Previously

Reported As Adjusted Reported As Adjusted
(In thousands, except per share amount)

23,024 $ 19,879 $ 65435 $ 62,048

75,739 $ 78,884 $ 209,543 $ 212,930

0.64 $ 0.67 $ 1.76 $ 1.79

0.61 $ 0.63 $ 1.68 $ 1.69

Income Taxes $
Net Income $
Basic earnings per share (1) $
Diluted earnings per share (1) $
(1) Basic and diluted earnings per share, as previously reported, for the three and nine months ended September 30,

2010, have also been adjusted to reflect the stock split.
Common Share Amounts Used to Compute Basic and Diluted Earnings Per Share

Three Months Ended Nine Months Ended
September 30, 2010 September 30, 2010

Table of Contents 13
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As As
Previously Previously
Reported Reported
€)) As Adjusted €)) As Adjusted
(In thousands)
Weighted average shares used in basic
computations 118,442 118,442 119,286 119,286
Dilutive effect of exercise of equity grants
outstanding 5,010 6,731 4,800 6,516
Dilutive effect of warrants 440 440 414 414
Weighted average shares used in diluted
computations 123,892 125,613 124,500 126,216

(1) Basic and diluted weighted shares outstanding, as previously reported, for the three and nine months ended
September 30, 2010, have been adjusted to reflect the stock split.
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Consolidated Statement of Cash Flows

Nine Months Ended
September 30, 2010
As
Previously
Reported As Adjusted
(In thousands)
Net Income $ 209,543 $ 212,930
Excess tax benefits from share-based payment arrangements $ 9,959) $ (6,572)
Income taxes payable $ (13,568) $ (16,955)
Net cash provided by operating activities $ 267,734 $ 271,121
Excess tax benefits from share-based payment arrangements $ 9,959 $ 6,572
Net cash used in financing activities $ (165,082) $ (168,469)

If the Company had not changed from the prior tax law ordering method of accounting for excess tax benefits in the
second quarter of fiscal year 2011, income taxes, net income and earnings per share would have been reflected as
noted below:

Consolidated Statements of Income

Three Months Nine Months
Ended Ended
September 30, September 30,
2011 2011

As Computed Under Prior Method
(In thousands, except per share amount)

Income Taxes $ 44,594 $ 120,800
Net Income $ 106,408 $ 303,273
Basic earnings per share $ 0.91 $ 2.57
Diluted earnings per share $ 0.87 $ 2.45
Venezuela

In February 2011, Herbalife Venezuela purchased U.S. dollar denominated bonds with a face value of $20 million
U.S. dollars in a bond offering from Petrdleos de Venezuela, S.A., a Venezuelan state-owned petroleum company, for
86 million Bolivars and then immediately sold the bonds for $15 million U.S. dollars, resulting in an average effective
conversion rate of 5.7 Bolivars per U.S. dollar. The 86 million Bolivars were previously remeasured at the regulated
system rate, or SITME rate, of 5.3 Bolivars per U.S. dollar and recorded as cash and cash equivalents of $16.3 million
on the Company s consolidated balance sheet at December 31, 2010. This Bolivar to U.S. dollar conversion resulted in
the Company recording a net pre-tax loss of $1.3 million U.S. dollars during the first quarter of 2011 which is
included in its condensed consolidated statement of income for the nine months ended September 30, 2011.

As of September 30, 2011, Herbalife Venezuela s net monetary assets and liabilities denominated in Bolivars was
approximately $21.5 million, and included approximately $29.0 million in Bolivar denominated cash and cash
equivalents. The majority of these Bolivar denominated assets and liabilities were remeasured at the SITME rate.
Although Venezuela is an important market in the Company s South and Central America region, Herbalife
Venezuela s net sales represented less than 2% of the Company s consolidated net sales for both the nine months ended
September 30, 2011 and 2010, and its total assets represented less than 3% of the Company s consolidated total assets
as of both September 30, 2011 and December 31, 2010.

See the Company s 2010 10-K for further information on Herbalife Venezuela and Venezuela s highly inflationary
economy.

3. Inventories
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Inventories consist primarily of finished goods available for resale and the following are the major classes of
inventory:

September
30, December 31,
2011 2010
(In millions)
Raw materials $ 233 $ 13.7
Work in process 2.0 0.6
Finished goods 197.2 168.2
Total $ 222.5 $ 182.5

Table of Contents 16



Edgar Filing: HERBALIFE LTD. - Form 10-Q

Table of Contents

4. Long-Term Debt
Long-term debt consists of the following:

September
30, December 31,
2011 2010
(In millions)
Borrowings under the prior senior secured credit facility $ $ 174.9
Borrowings under the new senior secured revolving credit facility 220.0
Capital leases 1.9 2.9
Other debt 0.2 0.3
Total 222.1 178.1
Less: current portion 1.8 3.1
Long-term portion $ 220.3 $ 175.0

Interest expense was $3.1 million and $2.7 million for the three months ended September 30, 2011 and 2010,
respectively, and $9.5 million and $7.7 million for the nine months ended September 30, 2011 and 2010, respectively.
Interest expense for the nine months ended September 30, 2011 included a $0.9 million write-off of unamortized
deferred financing costs resulting from the extinguishment of the prior senior secured credit facility, or the Prior
Credit Facility, as discussed below.

On March 9, 2011, the Company entered into a $700.0 million senior secured revolving credit facility, or the New
Credit Facility, with a syndicate of financial institutions as lenders and terminated its Prior Credit Facility that
consisted of a term loan and a revolving credit facility. The New Credit Facility has a five year maturity and expires
on March 9, 2016. During March 2011, U.S. dollar borrowings under the New Credit Facility incurred interest at the
base rate plus a margin of 0.75% or LIBOR plus a margin of 1.75%. After March 2011, based on the Company s
consolidated leverage ratio, U.S. dollar borrowings under the New Credit Facility bear interest at either LIBOR plus
the applicable margin between 1.50% and 2.50% or the base rate plus the applicable margin between 0.50% and
1.50%. The Company, based on its consolidated leverage ratio, pays a commitment fee between 0.25% and 0.50% per
annum on the unused portion of the New Credit Facility. The New Credit Facility also permits the Company to
borrow limited amounts in Mexican Peso and Euro currencies based on variable rates. The base rate under the New
Credit Facility represents the highest of the Federal Funds Rate plus 0.50%, one-month LIBOR plus 1.00%, and the
prime rate offered by Bank of America.

In March 2011, the Company used $196.0 million in U.S. dollar borrowings under the New Credit Facility to repay all
amounts outstanding under the Prior Credit Facility. The Company incurred approximately $5.7 million of debt
issuance costs in connection with the New Credit Facility. These debt issuance costs were recorded as deferred
financing costs on the Company s condensed consolidated balance sheet and are being amortized over the term of the
New Credit Facility. On September 30, 2011 and December 31, 2010, the weighted average interest rate for
borrowings under the New Credit Facility and the Prior Credit Facility was 1.72% and 1.75%, respectively.

The New Credit Facility requires the Company to comply with a leverage ratio and an interest coverage ratio. In
addition, the New Credit Facility contains customary covenants, including covenants that limit or restrict the
Company s ability to incur liens, incur indebtedness, make investments, dispose of assets, make certain restricted
payments, pay dividends, repurchase its common shares, merge or consolidate and enter into certain transactions with
affiliates. As of September 30, 2011, the Company was compliant with its debt covenants.

During the three months ended March 31, 2011, the Company borrowed $235.7 million and $54.0 million under the
New Credit Facility and Prior Credit Facility, respectively, and paid a total of $55.7 million and $228.9 million of the
New Credit Facility and Prior Credit Facility, respectively. During the three months ended June 30, 2011, the
Company borrowed $101.0 million under the New Credit Facility and paid a total of $123.0 million of the New Credit
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Facility. During the three months ended September 30, 2011, the Company borrowed $401.0 million under the New
Credit Facility and paid a total of $339.0 million of the New Credit Facility. As of September 30, 2011, the U.S. dollar
amount outstanding under the New Credit Facility was $220.0 million. There were no outstanding foreign currency
borrowings as of September 30, 2011 under the New Credit Facility. As of December 31, 2010, the amounts
outstanding under the Prior Credit Facility, consisting of a term loan and revolving facility, were $143.9 million and
$31.0 million, respectively.
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5. Contingencies

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

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

Certain of the Company s subsidiaries have been subject to tax audits by governmental authorities in their respective
countries. In certain of these tax audits, governmental authorities are proposing that significant amounts of additional
taxes and related interest and penalties are due. The Company and its tax advisors believe that there are substantial
defenses to their allegations that additional taxes are owed, and the Company is vigorously contesting the additional
proposed taxes and related charges. On May 7, 2010, the Company received an assessment from the Mexican Tax
Administration Service in an amount equivalent to approximately $84 million, translated at the period ended spot rate,
for various items, the majority of which was Value Added Tax, or VAT, allegedly owed on certain of the Company s
products imported into Mexico during the years 2005 and 2006. This assessment is subject to interest and inflationary
adjustments. On July 8, 2010, the Company initiated a formal administrative appeal process. On May 13, 2011, the
Mexican Tax Administration Service issued a resolution on the Company s administrative appeal. The resolution
nullified the assessment. Since, the Mexican Tax Administration Service can further review the tax audit findings and
re-issue some or all of the original assessment, the Company commenced litigation in the Tax Court of Mexico in
August 2011 to dispute the assertions made by the Mexican Tax Administration Service in the case. Prior to the
nullification the Company entered into agreements with certain insurance companies to allow for the potential
issuance of surety bonds in support of its appeal of the assessment. Such surety bonds, if issued, would not affect the
availability of the Company s New Credit Facility. These arrangements with the insurance companies remain in place
in the event that the assessment is re-issued. The Company has not recorded a provision as the Company, based on its
analysis and guidance from its advisors, does not believe a loss would be probable if the assessment is re-issued or if
any additional assessment is issued. Further, the Company is currently unable to reasonably estimate a possible loss or
range of loss that could result from an unfavorable outcome if the assessment was re-issued or any additional
assessments were to be issued for these or other periods. The Company believes that it has meritorious defenses if the
assessment is re-issued or would have meritorious defenses if any additional assessment is issued.

These matters may take several years to resolve. While the Company believes it has meritorious defenses, it cannot be
sure of their ultimate resolution. Although the Company has reserved amounts for certain matters that the Company
believes represent the most likely outcome of the resolution of these related disputes, if the Company is incorrect in
the assessment, the Company may have to record additional expenses, when it becomes probable that an increased
potential liability is warranted.

6. Comprehensive Income

Total comprehensive income consisted of the following:

Three Months Ended Nine Months Ended
September September September September
30, 30, 30, 30,
2011 2010 2011 2010
(In millions)

Net income $ 1080  $ 789 % 3072 $ 212.9
Unrealized gain (loss) on derivative
instruments, net of taxes 3.6 9.3) 3.8 4.7
Foreign currency translation adjustment (32.7) 23.8 (12.5) 3.5
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7. Segment Information

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

As of September 30, 2011, the Company sold products in 78 countries throughout the world and is organized and
managed by geographic regions. The Company aggregates its operating segments, excluding China, into one reporting
segment, or the Primary Reporting Segment, as management believes that the Company s operating segments have
similar operating characteristics and similar long term operating performance. In making this determination,
management believes that the operating segments are similar in the nature of the products sold, the product acquisition
process, the types of customers to whom products are sold, the methods used to distribute the products, and the nature
of the regulatory environment. China has been identified as a separate reporting segment as it does not meet the
criteria for aggregation. The operating information for the Primary Reporting Segment and China, and sales by
product line are as follows:

Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,
2011 2010 2011 2010
(In millions)

Net Sales:
Primary Reporting Segment
United States $ 175.1 $ 150.6 $ 516.7 $ 458.9
Mexico 112.9 83.5 330.7 236.3
Others 552.2 402.7 1,570.5 1,165.5
Total Primary Reporting Segment 840.2 636.8 2,417.9 1,860.7
China 55.0 51.6 152.1 135.2
Total Net Sales $ 895.2 $ 638.4 $ 2,570.0 $ 1,995.9

Contribution Margin(1)(2):
Primary Reporting Segment

United States $ 79.2 $ 64.9 $ 2253 $ 196.0
Mexico 48.1 36.4 139.5 93.5
Others 252.5 183.9 717.0 517.4
Total Primary Reporting Segment 379.8 285.2 1,081.8 806.9
China 49.2 46.0 134.6 122.5
Total Contribution Margin $ 429.0 $ 331.2 $ 1,216.4 $ 929.4
Selling, general and administrative

expenses 2717.7 230.2 788.5 648.1
Interest expense, net 0.3 2.2 3.8 6.3
Income before income taxes 151.0 98.8 4241 275.0
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Income taxes 43.0 19.9 116.9 62.1
Net Income 108.0 78.9 $ 307.2 212.9
Net sales by product line:
Weight Management 560.1 428.1 $ 1,611.0 1,245.8
Targeted Nutrition 205.3 160.4 582.8 458.9
Energy, Sports and Fitness 45.7 31.9 124.6 87.8
Outer Nutrition 354 30.2 109.0 92.2
Literature, promotional and other(3) 48.7 37.8 142.6 111.2
Total Net Sales 895.2 688.4 $ 2,570.0 1,995.9
Net sales by geographic region:
North America 180.7 155.5 $ 532.9 473.2
Mexico 112.9 83.5 330.7 236.3
South and Central America 143.7 95.0 399.1 269.2
EMEA 147.7 121.2 463.6 387.6
Asia Pacific 255.2 181.6 691.6 494 4
China 55.0 51.6 152.1 135.2
Total Net Sales 895.2 638.4 $ 2,570.0 1,995.9
11
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(1) Contribution margin consists of net sales less cost of sales and royalty overrides. See Part I, Item 2 Management s
Discussion and Analysis of Financial Condition and Results of Operations in this Quarterly Report on Form 10-Q
for a description of net sales, cost of sales and royalty overrides.

(2) Compensation to China sales employees and service fees to China independent service providers totaling
$25.2 million and $24.0 million for the three months ended September 30, 2011 and 2010, respectively, and
$70.7 million and $64.4 million for the nine months ended September 30, 2011 and 2010, respectively, is
included in selling, general and administrative expenses while distributor compensation for all other countries is
included in contribution margin.

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

As of September 30, 2011 and December 31, 2010, total assets for the Company s Primary Reporting Segment were

$1,305.9 million and $1,162.1 million, respectively. As of September 30, 2011 and December 31, 2010, total assets

for the China segment were $82.2 million and $70.1 million, respectively.

8. Share-Based Compensation

The Company has share-based compensation plans, which are more fully described in Note 9, Share-based

Compensation, to the Consolidated Financial Statements in the 2010 10-K. During the nine months ended

September 30, 2011, the Company granted stock awards subject to continued service, consisting of stock units and

SARs, with vesting terms fully described in the 2010 10-K. There were no stock options granted during the three and

nine months ended September 30, 2011 and 2010.

In August 2011, the Company granted 0.9 million SARS subject to service, market and performance conditions to its

Chairman and Chief Executive Officer. These awards will vest on December 31, 2014, subject to his continued

employment through that date, the Company s stock price appreciating and exceeding a targeted price, and the

Company s achievement of certain volume point performance targets. The fair value of these SARS was determined on

the date of the grant using the Monte Carlo lattice model.

For the three months ended September 30, 2011 and 2010, share-based compensation expense amounted to

$6.1 million each period. For the nine months ended September 30, 2011 and 2010, share-based compensation

expense amounted to $17.2 million and $16.9 million, respectively. As of September 30, 2011, the total unrecognized

compensation cost related to all non-vested stock awards was $47.3 million and the related weighted-average period

over which it is expected to be recognized is approximately 2.0 years.

All share and per share data have been adjusted for the two-for-one stock split discussed in Note 2, Significant

Accounting Policies.

The following tables summarize the activity under all share-based compensation plans for the nine months ended

September 30, 2011:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Stock Options & SARs Awards Price Term Value
(In (In
thousands) millions)
Outstanding at December 31, 2010 12,780 $ 14.38 5.7 years $ 253.1
Granted(1) 2,081 $ 54.82
Exercised (2,826) $ 12.54
Forfeited 132) $ 19.83
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Outstanding at September 30, 2011 11,903 $ 21.83 5.6 years $ 382.1

Exercisable at September 30, 2011 5,094 $ 12.98 4.1 years $ 206.9

(1) Includes 0.9 million SARs which are subject to service, market and performance conditions.

The weighted-average grant date fair value of SARs granted during the three months ended September 30, 2011 and
2010 was $17.40 and $11.02, respectively. The weighted-average grant date fair value of SARs granted during the
nine months ended September 30, 2011 and 2010 was $19.63 and $9.31, respectively. The total intrinsic value of
stock options and SARs exercised during the three months ended September 30, 2011 and 2010, was $36.8 million
and $25.8 million, respectively. The total intrinsic value of stock options and SARs exercised during the nine months
ended September 30, 2011 and 2010, was $100.9 million and $39.3 million, respectively.

12
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Weighted
Average
Grant
Date
Incentive Plan and Independent Directors Stock Units Shares Fair Value
(In
thousands)

Outstanding and nonvested December 31, 2010 1,160.5 $ 13.76
Granted 243 % 42.55
Vested 4535) $ 17.77
Forfeited (10.8) $ 12.18
Outstanding and nonvested at September 30, 2011 720.5 $ 12.23

The total vesting date fair value of stock units which vested during the three months ended September 30, 2011 and
2010, was $0.5 million and $0.4 million, respectively. The total vesting date fair value of stock units which vested
during the nine months ended September 30, 2011 and 2010, was $8.1 million and $7.3 million, respectively.

The Company recognizes excess tax benefits associated with share-based compensation to shareholders equity only
when realized. When assessing whether excess tax benefits relating to share-based compensation have been realized,
the Company follows the with-and-without approach which was adopted in the second quarter of 2011. Under this
approach, excess tax benefits related to share-based compensation are not deemed to be realized until after the
utilization of all other tax benefits available to the Company, which are also subject to applicable limitations. As of
September 30, 2011, and December 31, 2010, the Company had $12.6 million and $8.7 million, respectively, of
unrealized excess tax benefits. See Note 2, Significant Accounting Policies, for further discussion of the Company s
change in accounting principle from the tax-law-ordering method to the with-and-without approach.

9. Income Taxes

As of September 30, 2011, the total amount of unrecognized tax benefits, related interest and penalties was
$32.4 million, $5.6 million and $1.3 million, respectively. During the nine months ended September 30, 2011, the
Company recorded tax, interest and penalties related to uncertain tax positions of $5.1 million, $1.2 million and
$0.2 million, respectively, and reduced uncertain tax positions due to the expiration of statutes of limitations for tax,
interest and penalties of $3.6 million, $1.1 million and $0.1 million, respectively. During the nine months ended
September 30, 2011, uncertain tax positions were also reduced by foreign currency translation adjustments of $0.9
million, resulting in a year to date net increase in unrecognized tax benefits and related interest and penalties of
$0.8 million. The unrecognized tax benefits relate primarily to uncertainties from international transfer pricing issues
and the deductibility of certain operating expenses in various jurisdictions. If the total amount of unrecognized tax
benefits were recognized, $32.4 million of unrecognized tax benefits, $5.6 million of interest and $1.3 million of
penalties would impact the effective tax rate.

During the nine months ended September 30, 2011, the Company benefited from the terms of a tax holiday in the
People s Republic of China. The tax holiday commenced on January 1, 2008 and will conclude on December 31, 2012.
Under the terms of the holiday, the Company was subject to a zero tax rate in China during 2008 and 2009, 11% tax
rate in 2010, and is subject to a graduated rate of 12% in 2011. The tax rate will gradually increase to a maximum rate
of 25% in 2013.

10. Derivative Instruments and Hedging Activities

Interest Rate Risk Management

The Company engages in an interest rate hedging strategy for which the hedged transactions are forecasted interest
payments on the Company s New Credit Facility, which is a variable rate credit facility. The hedged risk is the
variability of forecasted interest rate cash flows, where the hedging strategy involves the purchase of interest rate
swaps. For the outstanding cash flow hedges on interest rate exposures at September 30, 2011, the Company is
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During August 2009, the Company entered into four interest rate swap agreements with an effective date of
December 31, 2009. The agreements collectively provide for the Company to pay interest for less than a four-year
period at a weighted average fixed rate of 2.78% on notional amounts aggregating to $140.0 million while receiving
interest for the same period at the one month LIBOR rate on the same notional amounts. These agreements will expire
in July 2013. These swaps at inception were designated as cash flow hedges against the variability in the LIBOR
interest rate on the Company s term loan under the Prior Credit Facility or against the variability in the LIBOR interest
rate on the replacement debt. The Company s term loan under the Prior Credit Facility was terminated in March 2011
and refinanced with the New Credit Facility as discussed further in Note 4, Long-Term Debt. The Company s swaps
remain effective and continue to be designated as cash flow hedges against the variability in certain LIBOR interest
rate borrowings under the New Credit Facility at LIBOR plus 1.50% to 2.50%, fixing the Company s weighted average
effective rate on the notional amounts at 4.28% to 5.28%. There was no hedge ineffectiveness recorded as result of
this refinancing event.

The Company assesses hedge effectiveness and measures hedge ineffectiveness at least quarterly. During the three and
nine months ended September 30, 2011 and 2010, the ineffective portion relating to these hedges was immaterial and
the hedges remained effective as of September 30, 2011. Consequently, all changes in the fair value of the derivatives
are deferred and recorded in other comprehensive income (loss) until the related forecasted transactions are
recognized in the consolidated statements of income. The fair value of the interest rate swap agreements are based on
third-party bank quotes. At September 30, 2011 and December 31, 2010, the Company recorded the interest rate
swaps as liabilities at their fair value of $6.0 million and $6.6 million, respectively.

Foreign Currency Instruments

The Company also designates certain foreign currency derivatives, such as certain foreign currency forward and
option contracts, as freestanding derivatives for which hedge accounting does not apply. The changes in the fair
market value of these freestanding derivatives are included in selling, general and administrative expenses in the
Company s consolidated statements of income. The Company uses foreign currency forward contracts to hedge
foreign-currency-denominated intercompany transactions and to partially mitigate the impact of foreign currency
fluctuations. The Company also uses foreign currency option contracts to partially mitigate the impact of foreign
currency fluctuations. The fair value of the forward and option contracts are based on third-party bank quotes.

The Company designates as cash-flow hedges those foreign currency forward contracts it entered into to hedge
forecasted inventory purchases and intercompany management fees that are subject to foreign currency exposures.
Forward contracts are used to hedge forecasted inventory purchases over specific months. Changes in the fair value of
these forward contracts, excluding forward points, designated as cash-flow hedges are recorded as a component of
accumulated other comprehensive income (loss) within shareholders equity, and are recognized in cost of sales in the
consolidated statement of income during the period which approximates the time the hedged inventory is sold. The
Company also hedges forecasted intercompany management fees over specific months. These contracts allow the
Company to sell Euros in exchange for U.S. dollars at specified contract rates. Changes in the fair value of these
forward contracts designated as cash flow hedges are recorded as a component of accumulated other comprehensive
income (loss) within shareholders equity, and are recognized in selling, general and administrative expenses in the
consolidated statement of income during the period when the hedged item and underlying transaction affect earnings.
As of September 30, 2011, and December 31, 2010, the aggregate notional amounts of cash-flow designated hedge
foreign currency contracts outstanding were approximately $41.2 million and $32.1 million, respectively. At
September 30, 2011, these outstanding contracts were expected to mature over the next twelve months. The
Company s derivative financial instruments are recorded on the consolidated balance sheet at fair value based on
third-party bank quotes. As of September 30, 2011, the Company recorded assets at fair value of $2.1 million and
liabilities at fair value of $0.2 million relating to all outstanding foreign currency contracts designated as cash-flow
hedges. As of December 31, 2010, the Company recorded assets at fair value of $0.6 million and liabilities at fair
value of $0.8 million relating to all outstanding foreign currency contracts designated as cash-flow hedges. The
Company assesses hedge effectiveness and measures hedge ineffectiveness at least quarterly. During the three and
nine months ended September 30, 2011 and 2010, the ineffective portion relating to these hedges was immaterial and
the hedges remained effective as of September 30, 2011.

Table of Contents 27



Edgar Filing: HERBALIFE LTD. - Form 10-Q

As of September 30, 2011, and December 31, 2010, the majority of the Company s outstanding foreign currency
forward contracts had maturity dates of less than twelve months with the majority of freestanding derivatives expiring
within one month and three months, respectively. There were no foreign currency option contracts outstanding as of
September 30, 2011, and December 31, 2010. See Part I, Item 3  Quantitative and Qualitative Disclosures About

Market Risk in this Quarterly Report on Form 10-Q for foreign currency instruments outstanding as of September 30,
2011.
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Gains and Losses on Derivative Instruments
The following table summarizes gains (losses) relating to derivative instruments recorded in other comprehensive
income (loss) during the three and nine months ended September 30, 2011 and 2010:

Amount of Gain (Loss) Recognized
in Other Comprehensive Income (Loss)

For the Three Months Ended For the Nine Months Ended
September September 30, September September 30,
30, 2011 2010 30, 2011 2010

(In millions)
Derivatives designated as hedging
instruments:
Foreign exchange currency contracts
relating to inventory and intercompany
management fee hedges $ 35  $ 8.1 $ 1.0 $ 53
Interest rate swaps $ 07 $ 24 $ 22 $ 8.2)
The following table summarizes gains (losses) relating to derivative instruments recorded to income during the three
and nine months ended September 30, 2011 and 2010:

Amount of Gain (Loss)

Location of Gain Recognized in Income
For the Three Months
(Loss) Ended For the Nine Months Ended
September
30, September 30, September September 30,
Recognized in Income 2011 2010 30, 2011 2010

(In millions)
Derivatives designated
as hedging instruments:
Foreign exchange Selling, general and $03) $ 0.1$ (0.3) $
currency contracts relating administrative expenses
to inventory hedges and
intercompany
management fee hedges
ey
Derivatives not
designated as hedging

instruments:
Foreign exchange Selling, general and $ 27 § 20 % 3.8 $ (7.3)
currency contracts administrative expenses

(1) For foreign exchange contracts designated as hedging instruments, the amounts recognized in income
(loss) represent the amounts excluded from the assessment of hedge effectiveness. There were no ineffective
amounts recorded for derivatives designated as hedging instruments.
The following table summarizes gains (losses) relating to derivative instruments reclassified from accumulated other
comprehensive loss into income during the three and nine months ended September 30, 2011 and 2010:

Location of Gain
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(Loss) Amount of Gain (Loss) Reclassified
Reclassified from Accumulated
from Accumulated Other Comprehensive
Other Comprehensive Loss into Income

For the Three Months For the Nine Months

Loss into Income Ended Ended

September September September September

(Effective Portion) 30, 2011 30, 2010 30, 2011 30, 2010

(In millions)
Derivatives designated as
hedging instruments:
Foreign exchange currency Cost of sales $ $ .1 $ 0.3) $ 04
contracts relating to
inventory hedges

Foreign exchange currency Selling, general and $ 07 $ 19 $ 22) $ 6.5
contracts relating to administrative expenses

intercompany management

fee hedges

Interest rate contracts Interest expense, net $ 09 $ 09 $ Q27 % 2.7

The Company reports its derivatives at fair value as either assets or liabilities within its condensed consolidated
balance sheet. See Note 13, Fair Value Measurements, for information on derivative fair values and their condensed
consolidated balance sheet location as of September 30, 2011, and December 31, 2010.
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11. Shareholders Equity

Dividends

The declaration of future dividends is subject to the discretion of the Company s board of directors and will depend
upon various factors, including the Company s earnings, financial condition, restrictions imposed by the New Credit
Facility and the terms of any other indebtedness that may be outstanding, cash requirements, future prospects and
other factors deemed relevant by its board of directors. The New Credit Facility entered into on March 9, 2011,
permits payments of dividends as long as no default or event of default exists and the consolidated leverage ratio
specified in the New Credit Facility is not exceeded.

On February 22, 2011, the Company announced that its board of directors approved a cash dividend of $0.13 per
common share in an aggregate amount of $14.8 million that was paid to shareholders on March 22, 2011. On May 2,
2011, the Company announced that its board of directors approved a cash dividend of $0.20 per common share in an
aggregate amount of $23.9 million that was paid to shareholders on June 7, 2011. On August 1, 2011, the Company
announced that its board of directors approved a cash dividend of $0.20 per common share in an aggregate amount of
$23.5 million that was paid to shareholders on August 29, 2011.

The aggregate amount of dividends declared and paid during the three months ended September 30, 2011 and 2010,
were $23.5 million and $14.9 million, respectively. The aggregate amount of dividends declared and paid during the
nine months ended September 30, 2011 and 2010, were $62.2 million and $39.0 million, respectively.

Share Repurchases

On April 30, 2009, the Company announced that its board of directors authorized a program for the Company to
repurchase up to $300 million of Herbalife common shares during the next two years, at such times and prices as
determined by the Company s management. On May 3, 2010, the Company s board of directors approved an increase to
the share repurchase authorization from $300 million to $1 billion. In addition, the Company s board of directors
approved the extension of the expiration date of the share repurchase program from April 2011 to December 2014.
The New Credit Facility permits repurchase of common shares as long as no default or event of default exists and the
consolidated leverage ratio specified in the New Credit Facility is not exceeded.

The Company did not repurchase any common shares in the open market during the three months ended March 31,
2011. During the three months ended June 30, 2011, the Company repurchased approximately 1.8 million of its
common shares through open market purchases at an aggregate cost of approximately $98.8 million or an average cost
of $54.15 per share. During the three months ended September 30, 2011, the Company repurchased approximately
2.8 million of its common shares through open market purchases at an aggregate cost of approximately $150.0 million
or an average cost of $54.06 per share. As of September 30, 2011, the remaining authorized capacity under the
Company s share repurchase program was approximately $527.9 million.

The aggregate purchase price of any common shares repurchased is reflected as a reduction to shareholders equity.
The Company allocates the purchase price of the repurchased shares as a reduction to retained earnings, common
shares and additional paid-in-capital.

The number of shares issued upon vesting or exercise for certain restricted stock units and SARs granted, pursuant to
the Company s share-based compensation plans, is net of the minimum statutory withholding requirements that the
Company pays on behalf of its employees. Although shares withheld are not issued, they are treated as common share
repurchases in the Company s condensed consolidated financial statements, as they reduce the number of shares that
would have been issued upon vesting. These shares do not count against the authorized capacity under the Company s
share repurchase program described above.

Stock Split

On April 28, 2011, the Company s shareholders approved a 2-for-1 split of the Company s common shares. One
additional common share was distributed to the Company s shareholders on or around May 17, 2011, for each common
share held on May 10, 2011. All common shares subject to outstanding equity awards and warrants, as well as the
number of common shares reserved for issuance under the Company s share-based compensation plans, were adjusted
proportionately.
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12. Earnings Per Share

Basic earnings per share represents net income for the period common shares were outstanding, divided by the
weighted average number of common shares outstanding for the period. Diluted earnings per share represents net
income divided by the weighted average number of common shares outstanding, inclusive of the effect of dilutive
securities such as outstanding stock options, SARs, stock units and warrants.

The following are the common share amounts used to compute the basic and diluted earnings per share for each
period:

For the Three Months For the Nine Months
Ended September 30, Ended September 30,
2011 2010 2011 2010

(in thousands)
Weighted average shares used in basic

computations 116,975 118,442 118,059 119,286
Dilutive effect of exercise of equity grants

outstanding 7,034 6,731 7,572 6,516