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FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K (this "Annual Report") contains forward-looking statements within the meaning of
the Private Securities Litigation Reform Act of 1995 with respect to our financial condition, results of operations and
business. Forward-looking statements include statements that may relate to our plans, objectives, goals, strategies,
future events, future revenues or performance, capital expenditures, financing needs and other information that is not
historical information. Discussions containing such forward-looking statements may be found in Items 1, 2, 3, 7 and
7A hereof, as well as within this report generally. Forward-looking statements can often be identified by the use of
terminology such as "subject to," "believe," "anticipate,” "plan,” "expect," "intend," "estimate," "project," "may,"
"will," "should," "would," "could," "can," the negatives thereof, variations thereon and similar expressions, or by
discussions of strategy.

All forward-looking statements, including, without limitation, our examination of historical operating trends, are
based upon our current expectations and various assumptions. We believe there is a reasonable basis for our
expectations and beliefs, but they are inherently uncertain. We may not realize our expectations and our beliefs may
not prove correct. Actual results could differ materially from those described or implied by such forward-looking
statements. The following uncertainties and factors, among others (including those set forth under "Risk Factors"),
could affect future performance and cause actual results to differ materially from those matters expressed in or implied
by forward-looking statements:

significant and growing competition in our industry;

unfavorable publicity or consumer perception of our industry or products, as well as general changes in consumer
behaviors and trends;

tncreases in the cost of borrowings and limitations on availability of additional debt or equity capital;

our debt levels and restrictions in our debt agreements;

tncurrence of material product liability and product recall costs;

{oss or retirement of key members of management;

costs of compliance or any failure on our part to comply with new and existing governmental regulations governing
our products, including, but not limited to, proposed dietary supplement legislation and regulations;

changes in our tax obligations;

costs of litigation or investigations involving our company and any failure to successfully defend lawsuits and other
claims against us;

failure of our franchisees to conduct their operations profitably and limitations on our ability to terminate or replace
under-performing franchisees;

economic, political and other risks associated with our international operations, including fluctuations in foreign
exchange rates relative to the U.S. dollar;

failure to keep pace with the demands of our customers for new products and services;

{imitations of or disruptions in our manufacturing system or losses of manufacturing certifications;

{imitations of or disruptions in our distribution network;

tack of long-term experience with human consumption of ingredients in some of our products;

tncreases in the frequency and severity of insurance claims, particularly claims for which we are self-insured;

failure to adequately protect or enforce our intellectual property rights against competitors;

changes in raw material costs and pricing of our products;

failure to successfully execute our growth strategy, including any delays in our planned future growth, any inability to
expand our franchise operations or attract new franchisees, any inability to expand our company-owned retail
operations, any inability to grow our international footprint, or any inability to expand our e-commerce business;
any failure by our current marketing initiatives to timely produce the results that we anticipate;

nn non non nn nn
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changes in applicable laws relating to our franchise operations;

damage or interruption to our information systems;

risks and costs associated with data loss, credit card fraud and identity theft;

tmpact of current economic conditions on our business;

uanusually adverse weather conditions;

natural disasters, pandemic outbreaks, boycotts, and geo-political events; and

failure to maintain effective internal controls.

Consequently, forward-looking statements should be regarded solely as our current plans, estimates and beliefs. You
should not place undue reliance on forward-looking statements. We cannot guarantee future results, events, levels of
activity, performance or achievements. We do not undertake and specifically decline any obligation to update,
republish or revise forward-looking statements to reflect future events or circumstances or to reflect the occurrences of
unanticipated events.

Throughout this Annual Report, we use market data and industry forecasts and projections that were obtained from
surveys and studies conducted by third parties, including the Nutrition Business Journal, and from publicly available
industry and general publications. Although we believe that the sources are reliable, and that the information
contained in such surveys and studies conducted by third parties is accurate and reliable, we have not independently
verified the information contained therein. We note that estimates, in particular as they relate to general expectations
concerning our industry, involve risks and uncertainties and are subject to change based on various factors, including
those discussed under the heading "Risk Factors" in this Annual Report.
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PART 1

Item 1. BUSINESS.

GNC Holdings, Inc. ("Holdings") is headquartered in Pittsburgh, Pennsylvania and its common stock trades on the
New York Stock Exchange (the "NYSE") under the symbol "GNC." Based on our worldwide network of more than
8,900 locations and our online channels, we believe that we are the leading global specialty retailer of health, wellness
and performance products, including vitamins, minerals and herbal supplement products ("VMHS"), sports nutrition
products and diet products. Our diversified, multi-channel business model derives revenue from product sales through
company-owned retail stores, domestic and international franchise activities, third-party contract manufacturing,
e-commerce and corporate partnerships. We believe that the strength of our GNC brand, which is distinctively
associated with health and wellness, combined with our stores and online channels, gives us broad access to
consumers and uniquely positions us to benefit from the favorable trends driving growth in the nutritional
supplements industry and the broader health and wellness sector. Our broad and deep product mix, which is focused
on high-margin, premium, value-added nutritional products, is sold under our GNC proprietary brands, including
Mega Men®, Ultra Mega®, Total Lean™, Pro Performance® and Pro Performance® AMP, Beyond Raw®, GNC
Puredge™, GNC GenetixHD®, Herbal Plus®, and under nationally recognized third-party brands.

Based on the information we compiled from the public securities filings of our primary competitors, our network of
domestic retail locations is approximately ten times larger than the next largest United States specialty retailer of
nutritional supplements and provides a leading platform for our vendors to distribute their products to their target
consumers. Our close relationships with our vendor partners have enabled us to negotiate first-to-market
opportunities. In addition, our in-house product development capabilities enable us to offer our customers high-quality
proprietary merchandise that can only be purchased through our locations or through GNC.com. Because the
nutritional supplement consumer often requires knowledgeable customer service, we also differentiate ourselves from
mass and drug retailers with our well-trained sales associates who are aided by in-store technology. We believe that
our expansive retail network, differentiated merchandise offering and quality, engaged customer service result in a
unique shopping experience that is distinct from that of our competitors.

Our principal executive office is located at 300 Sixth Avenue, Pittsburgh, Pennsylvania 15222, and our telephone
number is (412) 288-4600. We maintain and make available on GNC.com, free of charge, our Annual Reports on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and amendments to those reports as soon
as reasonably practical after we electronically file or furnish them to the United States Securities and Exchange
Commission (the "SEC"). In addition to GNC.com, our electronic SEC filings can be accessed from the SEC's internet
site at www.sec.gov.

In this Annual Report, unless the context requires otherwise, references to "we," "us," "our," "Company" or "GNC"
refer collectively to Holdings and its subsidiaries.

Corporate History

Our business was founded in 1935 by David Shakarian who opened our first health food store in Pittsburgh,
Pennsylvania. Since that time, the number of stores has continued to grow, and we began producing our own vitamin
and mineral supplements as well as foods, beverages and cosmetics. Holdings is a holding company and all of its
operations are conducted through its operating subsidiaries.

Our Growth Strategy

We plan to execute several strategies in the future to promote growth in revenue and operating income, and capture
market share, including:

Growing company-owned domestic retail earnings. We believe that growth in our domestic retail business will be
supported by continued same store sales growth and positive operating leverage. Our existing store base and the
supporting infrastructure enable us to convert a high percentage of our incremental sales volume into operating
income, providing the opportunity to further expand our company-owned retail operating income margin.

Growing company-owned domestic retail square footage. We believe that (i) the expansion of our store base will
allow us to increase our market share and our appeal to a wider range of consumers as we enter new markets and grow
within existing markets, and (ii) the United States market can support a significant number of additional GNC stores.
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Growing our international footprint. Our international business has been a key driver of growth in recent years. We
expect to continue capitalizing on international revenue growth opportunities through additions of franchise stores in
existing markets, expansion into new high growth markets and the growth of product distribution in both existing and

new markets.
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Expanding our e-commerce businesses. We believe that GNC.com, LuckyVitamin.com, and
DiscountSupplements.co.uk are well-positioned to continue capturing market share online, which represents one of
the fastest growing channels of distribution in the nutritional supplements industry. We intend to continue to
capitalize on the growth of our e-commerce businesses.

Further leveraging of the GNC brand. Our partnerships with Rite Aid, Sam's Club and PetSmart create additional
streams of revenue and expand our customer base by leveraging the GNC brand outside of our other distribution
channels.

Competitive Strengths

We believe that we are well-positioned to capitalize on favorable industry trends as a result of the following
competitive strengths:

Highly-valued and well-recognized brand. We believe our broad portfolio of proprietary products, which are
available in our locations or on GNC.com, advances GNC's brand presence and our general reputation as a leading
retailer of health and wellness products. We continue to modernize the GNC brand in an effort to further advance its
positioning.

Attractive, loyal customer base. Our large customer base includes approximately 7.1 million active Gold Card
members in the United States and Canada who account for over 80% of company-owned retail sales and spend
approximately two times more than other GNC customers. We believe that our customer base is attractive as our
shoppers tend to be gender balanced, relatively young, well-educated and affluent. Recent surveys, commissioned by
us, reflect a high satisfaction rate among our shoppers with respect to selection, product innovation, quality and
overall experience.

Commanding market position. Based on our broad global footprint of more than 8,900 locations in the United States
.and over 50 international countries (including distribution centers where retail sales are made), and on our
e-commerce channels, we believe that we are the leading global specialty retailer of health and wellness products
within a fragmented industry.

Unique product offerings and robust innovation capabilities. Product innovation is critical to our growth, brand image
superiority and competitive advantage. We have internal product development teams located in our corporate
headquarters in Pittsburgh, Pennsylvania and our manufacturing facility in Greenville, South Carolina, which
collaborate on the development and formulation of proprietary nutritional supplements with a focus on high growth
categories. We seek to maintain the pace of GNC's proprietary product innovation to stay ahead of our competitors
and provide consumers with unique reasons to shop at our stores. Our in-house product development teams and
vertically integrated infrastructure enable us to quickly take a concept for a new product from the idea stage, to
product development, to testing and trials and ultimately to the shelf to be sold to our customers.

Diversified business model. Our omni-channel approach is unlike many other specialty retailers as we derive
revenues across a number of distribution channels in multiple geographies, including retail sales from
company-owned retail stores (including 147 stores on United States military bases), retail sales from GNC.com,
LuckyVitamin.com, and DiscountSupplements.co.uk, royalties, wholesale sales and fees from both domestic and
international franchisees, revenue from third-party contract manufacturing, wholesale revenue and fees from our Rite
Aid store-within-a-store locations. Our business is further diversified by our broad merchandise assortment, providing
our customers with access to the GNC-branded customer experience wherever they desire. Our retail stores generally
offer over 1,800 SKUs across multiple product categories.

Vertically integrated operations that underpin our business strategy. To support our company-owned and franchise
store bases, we have developed sophisticated manufacturing, warehousing and distribution facilities, including a
.manufacturing facility in Greenville, South Carolina and distribution facilities in Leetsdale, Pennsylvania,
Whitestown, Indiana, Anderson, South Carolina, and Phoenix, Arizona. Our vertically integrated business model
allows us to control the production and timing of new product introductions, control costs, maintain high standards of
product quality, monitor delivery times, manage inventory levels and enhance profitability.

Differentiated service model that fosters an exceptional customer experience. We believe we distinguish ourselves
from mass and drug retailers with our well-trained sales associates, who offer educated service and trusted advice. We
plan to invest considerable capital and human resources in providing comprehensive associate training. We believe
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unique shopping experience.
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Highly-experienced management team. We underwent significant management realignment during the latter part of
2014, and we continue to grow our highly experienced and talented management team. We believe that our
management team has the expert knowledge, drive and experience across the retail industry necessary to successfully

execute on our key initiatives, effectively address the challenges that we face and continue to grow our business in an
increasingly competitive environment.

7

10



Edgar Filing: GNC HOLDINGS, INC. - Form 10-K

Table of Contents

Business Overview
The following charts illustrate the percentage of our net revenue generated by our three segments and the percentage

of our net United States retail nutritional supplements revenue generated by our product categories for the year ended
December 31, 2014:

* Includes domestic retail and GNC.com, but excludes Lucky Vitamin
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In 2014, we did not have a material concentration of sales from any single product or product line.
Segments
We generate revenues from our three segments, Retail, Franchise and Manufacturing/Wholesale. The following chart
outlines our segments and the historical contribution to our consolidated revenues by those segments, after
intercompany eliminations. For a description of operating income (loss) by segment, our total assets by segment, total
revenues by geographic area, and total assets by geographic area, see Note 16, "Segments," to our audited
consolidated financial statements included in this Annual Report.

Year ended December 31,

2014 2013 2012
(dollars in millions)
Retail $1,939.2 742 % $1,9268  73.4 % $1,7850 735 %
Franchise 432.8 16.6 % 436.9 16.6 % 406.3 16.8 %
xar‘?y“)fa““rmglw holesale (Third , ,, 9.2 % 263.1 10.0 % 236.9 9.7 %
Total revenue $2,6132 1000 % $2,6268  100.0 % $24282 1000 %

Although we believe that none of our segments are seasonal in nature, historically we have experienced, and expect to
continue to experience, a variation in our net sales and operating results from quarter to quarter. We believe that the
factors that influence this variability of quarterly results include general economic and weather conditions that affect
consumer spending, changing customer demands, the introduction of new merchandise or promotions, and actions of
competitors.
Retail

Our Retail segment generates revenues primarily from sales of products to customers at our company-owned
stores in the United States, Canada, Puerto Rico and Ireland and through our websites, GNC.com, LuckyVitamin.com
and DiscountSupplements.co.uk.
Locations
As of December 31, 2014, we operated 3,497 company-owned stores across all 50 states and the District of Columbia
in the United States, Canada, Puerto Rico and Ireland. Most of our company-owned stores in the United States are
between 1,000 and 2,000 square feet and are located primarily in shopping malls and strip shopping centers.
Traditional shopping mall and strip shopping center locations generate a large percentage of our total retail sales. With
the exception of our downtown stores, virtually all of our company-owned stores follow one of two consistent
formats, including one for mall locations and one for strip shopping center locations.
We periodically redesign our store graphics to better identify with our GNC customers and provide product
information to allow those customers to make educated decisions regarding product purchases and usage. Our product
labeling is consistent within our product lines, and our stores are designed to present a unified approach to packaging
with emphasis on added information for the customer. As an ongoing practice, we continue to reset all of our
company-owned stores to maintain a more modern and customer-friendly layout, while promoting our GNC Live
Well® theme.
Websites
GNC.com has become an increasingly significant part of our business. We may offer products on our website that are
not available at our retail locations, enabling us to broaden the assortment of products available to our customers. The
ability to purchase our products through the internet also offers a convenient method for repeat customers to evaluate
and purchase new and existing products. This additional sales channel has enabled us to market and sell our products
in regions where we have limited or no retail operations. Internet purchases are fulfilled and shipped directly from our
distribution centers to our consumers using a third-party courier service. In August 2011, we acquired S&G
Properties, LLC d/b/a LuckyVitamin.com and What's the Big Deal?, Inc. d/b/a Gary's "World of Wellness"
(collectively referred to as "Lucky Vitamin"), an online retailer of health and wellness products. The addition of the
Lucky Vitamin platform provides a wide range of nationally branded nutritional supplements with diverse selection of
wellness oriented products. In October 2013, we acquired Discount Supplements, a leading multi-brand sports

12
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nutrition e-commerce retailer in the United Kingdom. The addition of the DiscountSupplements.co.uk platform
expands our reach and growth opportunities in the e-commerce channel while broadening our customer demographics
and product offerings online.
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Franchise

Our Franchise segment is comprised of our domestic and international franchise operations, and generates revenues
primarily through product sales to franchisees, royalties on franchise retail sales and franchise fees.

As of December 31, 2014, there were 3,210 franchise stores, including 1,070 stores operating in the U.S. and 2,140
international franchise stores operating in over 50 international countries (including distribution centers where retail
sales are made). Our franchise stores in the United States are typically between 1,000 and 2,000 square feet, and
approximately 90% are located in strip shopping centers. The international franchise stores are typically smaller and,
depending upon the country and cultural preferences, are located in mall, strip shopping center, street or
store-within-a-store locations. In addition, some international franchisees sell on the internet and distribute to other
retail outlets in their respective countries. Typically, our international stores have a store format and signage similar to
our United States franchise stores. We believe that our franchise program enhances our brand awareness and market
presence and will enable us to continue to expand our store base internationally with limited capital expenditures. We
believe we have good relationships with our franchisees, as evidenced by our domestic franchisee renewal rate of
approximately 96% between 2009 and 2014. Currently we have approximately 500 franchisees operating stores in the
United States. We do not rely heavily on any single franchise operator in the United States, where our largest
franchisee owns and/or operates 20 store locations.

All of our franchise stores in the United States offer both our proprietary products and third-party products, with a
product selection similar to that of our company-owned stores. Our international franchise stores offer a more limited
product selection than our franchise stores in the United States, primarily due to regulatory constraints.

Franchises in the United States

Revenues from our franchisees in the United States accounted for approximately 62% of our total franchise revenues
for the year ended December 31, 2014. New franchisees in the United States are generally required to pay an initial
fee of $40,000 for a franchise license. Existing GNC franchise operators may purchase an additional franchise license
for a $30,000 fee. We typically offer limited financing to qualified franchisees in the United States for terms of up to
five years. Once a store begins operations, franchisees are required to pay us a continuing royalty of 6% of sales and
contribute 3% of sales to a national advertising fund. Our standard franchise agreements for the United States are
effective for an initial ten-year period with unlimited five-year renewal options. At the end of the initial term and each
of the renewal periods, the renewal fee is generally 33% of the franchisee fee that is then in effect. The franchisee
renewal option is generally at our election. Franchisees must meet certain conditions to exercise the franchisee
renewal option. Our franchisees in the United States receive limited geographical exclusivity and are required to
utilize the standard GNC store format.

Generally, we negotiate lease terms to secure locations at cost-effective rates, most of which we sublease to our
franchisees at cost. Franchisees must meet certain minimum standards and duties prescribed by our franchise
operations manual, and we conduct periodic field visit reports to ensure our minimum standards are maintained. If a
franchisee does not meet specified performance and appearance criteria, we are permitted to terminate the franchise
agreement. In these situations, we may take possession of the location, inventory and equipment, and operate the store
as a company-owned store or re-franchise the location.

International Franchises

Revenues from our international franchisees accounted for approximately 38% of our total franchise revenues for the
year ended December 31, 2014. In 2014, new international franchisees were required to pay an initial fee of
approximately $25,000 for a franchise license for each full size store and continuing royalty fees that vary depending
on the country. Our international franchise program has enabled us to expand into international markets with limited
capital expenditures. We expanded our international presence from 1,307 international franchise locations at the end
of 2009 to 2,140 international locations (including distribution centers where retail sales are made) as of December 31,
2014.

We enter into development agreements with international franchisees for either full-size stores or store-within-a-store
locations. We enter into distribution agreements for wholesale distribution centers and internet distribution. The
development agreement grants the franchisee the right to develop a specific number of stores in a territory, often the
entire country. The franchisee then enters into a franchise agreement for each location. The full-size store franchise

14
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agreement has an initial ten-year term with two five-year renewal options. At the end of the initial term and renewal
periods, the franchisee typically has the option to renew the agreement at 33% of the current initial franchise fee that
is then being charged to new franchisees. Franchise agreements for international store-within-a-store locations have an
initial term of five years, with two five-year renewal options. At the end of the initial term and each of the renewal
periods, the franchisee has the option to renew the agreement for up to a maximum of 50% of the franchise fee that is
then in effect. Our international franchisees often receive exclusive franchising rights to the entire country, excluding
United States military bases. Our international franchisees must meet minimum standards and duties similar to our
United States franchisees.
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Manufacturing/Wholesale

Our Manufacturing/Wholesale segment is comprised of our manufacturing operations in South Carolina and our
wholesale sales business. This segment supplies our Retail and Franchise segments as well as various third parties
with finished products. Our Manufacturing/Wholesale segment generates revenues through sales of manufactured
products to third parties, and the sale of our proprietary and third-party brand products to Rite Aid, Sam's Club,
PetSmart and www.drugstore.com. Our wholesale operations are supported primarily by our Anderson, South
Carolina distribution center.

Manufacturing

Our sophisticated manufacturing and warehousing facilities provide finished products to our Retail and Franchise
segments and enable us to control the production and distribution of our proprietary products, better control costs,
protect product quality, monitor delivery times and maintain appropriate inventory levels. Our combination of
in-house development of products, vertically integrated infrastructure and innovation capabilities support our business
strategy and enable the rapid development of proprietary products.

We operate two main manufacturing facilities in the United States, which are located in Greenville, South Carolina
and Anderson, South Carolina. We utilize our plants primarily for the production of proprietary products. Our
manufacturing operations are designed to ensure low-cost production of a variety of products of different quantities,
sizes and packaging configurations while maintaining strict levels of quality control. Our manufacturing procedures
are designed to promote consistency and quality in our finished goods. We conduct sample testing on raw materials
and finished products, including weight, purity and micro bacterial testing. Our manufacturing facilities also service
our wholesale operations, including the manufacture and supply of our proprietary and third-party brand products to
Rite Aid, Sam's Club, PetSmart and www.drugstore.com. Additionally, we use a portion of our capacity at these
facilities to produce products for sale to third-party customers.

The principal raw materials used in the manufacturing process are natural and synthetic vitamins, herbs, minerals and
gelatin. We maintain multiple sources for the majority of our raw materials, although certain materials are
single-sourced due to the unique nature of the material. In 2014, no single vendor supplied more than 10% of our raw
materials.

In 2013, we began to utilize a third-party transportation network that delivers raw materials and components to our
manufacturing facilities and also delivers our finished goods and third-party products to our distribution centers in lieu
of maintaining our own transportation fleet (herein referred to as the "Transportation Network Transition").
Wholesale

Franchise Store-Within-a-Store Locations. To increase brand awareness and promote access to customers who may
not frequent specialty nutrition stores, we entered into a strategic alliance with Rite Aid in December 1998 to open
GNC franchise "store-within-a-store" locations. As of December 31, 2014, we had 2,269 Rite Aid store-within-a-store
locations. Through this strategic alliance, we generate revenues from sales to Rite Aid of our products at wholesale
prices, the manufacture of Rite Aid private label products, retail sales of certain consigned inventory and license fees.
We are Rite Aid's sole supplier for a number of Rite Aid private label supplements. We recently extended our alliance
with Rite Aid through 2019 by exercising a five year option in the contract. Rite Aid has committed to open 50 new
stores each year from 2015 through 2019.

Products

We offer a wide range of high-quality nutritional supplements sold under our GNC proprietary brand names, including
Mega Men®, Ultra Mega®, Total Lean™, Pro Performance® and Pro Performance® AMP, Beyond Raw®, GNC
Puredge™, GNC GenetixHD®, Herbal Plus®, and under nationally recognized third-party brand names. We report our
sales in four major nutritional supplement categories: vitamins, minerals and herbal supplements ("VMHS"); sports
nutrition; diet; and other wellness. In addition, our retail sales offer an extensive mix of brands, including over 1,800
SKUs across multiple categories and products. Through our online channels, GNC.com, LuckyVitamin.com and
DiscountSupplements.co.uk, we offer additional SKUs to online customers. This variety is designed to provide our
customers with a wide selection of products to fit their specific needs and to generate a high number of transactions
with purchases from multiple product categories. Sales of our proprietary brands at our company-owned stores
represented over 55% of our net retail product revenues in each of the years ended 2014, 2013, and 2012. We have
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arrangements with our vendors to provide third-party products on an as-needed basis. We are not dependent on any
one vendor for a material portion of our third-party products.

Consumers may purchase a GNC Gold Card in any United States GNC store or at GNC.com for a $15.00 annual fee.
During 2013, we expanded our Gold Card Member Pricing model to be nationwide, evolving Gold Card from a fixed
20% discount during the first week of each month to an everyday variable discount Member Pricing model. Gold Card
members also receive personalized mailings and e-mails with product news, nutritional information and exclusive
offers.

11
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Based on data collected from our point of sales systems in our GNC stores and from GNC.com, the following table
compares our company-owned domestic retail product sales by major product category, and the percentages of our

company-owned domestic retail product sales for the years shown:

Year ended December 31,

U.S Retgll Product 2014 2013 2012
Categories:

($ in millions)
VMHS $649.1 37.9 % $663.6 38.6 % $624.6 38.8 %
Sports Nutrition Products 759.8 44.3 % 764.9 44.5 % 686.2 42.6 %
Diet Products 193.9 11.3 % 198.8 11.6 % 192.3 12.0 %
Other Wellness Products 110.6 6.5 % 92.1 53 % 105.9 6.6 %

Total U.S. Retail
revenues

The foregoing table shows revenue reported for the domestic portion of our retail segment and excludes additional
revenue, primarily wholesale sales revenue to our military commissary locations, revenue from Lucky Vitamin, whose
sales categories are not consistent with our point of sales system, and certain revenue adjustments that are recorded to
ensure conformity with generally accepted accounting principles in the United States, including deferral of our Gold
Card revenue to match the membership discount period of the card, and a reserve for customer returns. These
excluded amounts were, in the aggregate, $67.2 million for 2014 (including $68.5 million related to Lucky Vitamin);
$78.4 million for 2013 (including $63.1 million related to Lucky Vitamin); and $64.8 million for 2012 (including
$56.7 million related to Lucky Vitamin). These items are recurring in nature, and we expect to record similar
adjustments in the future.

VMHS

We sell vitamins and minerals in single vitamin and multi vitamin form and in different potency levels. Our vitamin
and mineral products are available in liquid, tablets, soft gelatin, hard-shell capsules and powder forms, and are
available in traditional bottle packaging form or in customized daily packet form ("Vitapak®"). Many of our special
vitamin and mineral formulations, such as Mega Men®, Ultra Mega® and Triple Strength Fish Oil are available at our
locations, select wholesale partner locations, and on GNC.com. In addition to our selection of VMHS products with
unique formulations, we also offer the full range of standard "alphabet" vitamins. We sell herbal supplements in
various solid dosage and soft gelatin capsules, tea and liquid forms. We have consolidated our traditional herbal
offerings under a single umbrella brand, Herbal Plus®. In addition to the Herbal Plus® line, we offer a full line of
whole-food-based supplements and herb and natural remedy products.

We also offer a variety of specialty products in our GNC and Preventive Nutrition® product lines. These products
emphasize third-party research and literature regarding the positive benefits from certain ingredients and include
products designed to provide nutritional support to specific areas of the body, such as joints, the heart and blood
vessels and the digestive system. Overall, GNC-branded proprietary products constituted approximately 80% of our
VMHS sales in 2014.

Sports Nutrition Products

Sports nutrition products are designed to be taken in conjunction with an exercise and fitness regimen. We typically
offer a broad selection of sports nutrition products, such as protein and weight gain powders, sports drinks, sports bars
and high potency vitamin formulations, including GNC brands such as Pro Performance®, Pro Performance® AMP
and Beyond Raw®, and popular third-party products. Our GNC-branded proprietary products, including Pro
Performance® branded products, represented approximately 34% of our sports nutrition product sales in 2014, and are
available at our locations, select wholesale partner locations, and on GNC.com. With a broad array of products and
our global retail footprint, we believe we are recognized as one of the leading retailers of sports nutrition products.
Diet Products

Our wide variety of diet products consist of various formulas designed to supplement the diet and exercise plans of
weight conscious consumers. We typically offer a variety of diet products, including pills, meal replacements, shakes,

$1,713.4 100.0 % $1,719.4 100.0 % $1,609.0 100.0 %
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diet bars, energy tablets and cleansing products. Our retail stores offer our proprietary and third-party brand products
suitable for different diet and weight management approaches, including products designed to increase thermogenesis
(a change in the body's metabolic rate measured in terms of calories) and metabolism. The diet category is cyclical,
with new products generating short-term sales growth before generally declining over time, making sales trends
within this category less predictable than in our other product categories. We have reduced our exposure to the diet
category with our GNC proprietary line, Total Lean™, which is more focused on meal replacement and represents a
more stable line of business. In 2014, company-owned domestic retail sales from diet products

12
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accounted for approximately 11% of sales, down significantly from 27% of sales in 2001. Overall, we estimate that
GNC-branded proprietary products constituted approximately 51% of our diet product sales in 2014.

Other Wellness Products

Our other wellness products category consists of sales of our Gold Card preferred membership and sales of other
non-supplement products, including cosmetics, food items, health management products, books, DVDs and
equipment.

Product Development

We believe that the introduction of innovative, high quality, clinically proven, superior performing products is a key
driver of our business. Customers widely credit us as being a leader in offering premium health products and rate the
availability of a wide variety of products as one of our biggest strengths. We work to identify shifting consumer trends
through market research and through interactions with our customers and leading industry vendors to assist in the
development, manufacturing and marketing of our new products. Our dedicated innovation team is the primary
facilitator of the development of proprietary products by collaborating with vendors to provide raw materials, clinical
and product development for proprietary GNC-branded products. Average development time for products is four to
seven months, but we may require six to 18 months (or longer) when development involves clinical trials. We also
work with our vendors to ensure a steady flow of third-party products for which we have preferred distribution rights.
In 2014, we targeted the development of specialty vitamins, diet solutions for the weight conscious, and sports
nutrition products. These efforts resulted in the introduction of several new Vitapak® Programs for wellness and
performance and the introduction of GNC Puredge™, a new brand consisting of whole-food-based sports nutrition
products. In addition, GNC developed condition specific formulations for the GNC Ultra Probiotic Complex line and
expanded sports offerings under the Pro Performance® AMP and Beyond Raw® brands. In 2014, we estimate that
GNC-branded products generated more than $1.2 billion of retail sales across company-owned retail, domestic
franchise locations, GNC.com and Rite Aid store-within-a-store locations.

Product Distribution

Products are delivered to our retail stores through our distribution centers located in Leetsdale, Pennsylvania,
Whitestown, Indiana, Anderson, South Carolina, and Phoenix, Arizona. Our distribution centers support our
company-owned stores as well as franchise stores and Rite Aid locations. Each of our distribution centers has a quality
control department that monitors products received from our vendors to ensure they meet our quality standards. Lucky
Vitamin is supported by a separate distribution center in Leetsdale, Pennsylvania that began operating in December
2011. In 2013, GNC transitioned from the use of a company-owned fleet to a third-party product transportation
network. In conjunction with the acquisition of Discount Supplements in October 2013, we lease an approximately
24,000 square foot facility in Braintree, Essex, U.K where Discount Supplements maintains its corporate headquarters
and fulfills the distribution of its products.

Research and Development

We have an internal research and development group that performs scientific research on potential new products and
enhancements to existing products, in part to assist our product development team in creating new products, and in
part to support claims that may be made as to the purpose and function of the product.

Employees

As of December 31, 2014, we had approximately 6,200 full-time and 10,300 part-time employees, of whom
approximately 14,500 were employed in our Retail segment, approximately 50 were employed in our Franchise
segment, approximately 1,400 were employed in our Manufacturing/Wholesale segment, and approximately 550 were
employed in corporate support functions. None of our employees belongs to a union or is a party to any collective
bargaining or similar agreement. We consider our relationship with our employees to be good.

Competition

The United States nutritional supplements retail industry is a large, highly fragmented and growing industry, with no
single industry participant accounting for a majority of total industry retail sales. Competition is based on price,
quality and assortment of products, customer service, convenience of store locations and websites, marketing support
and availability of new products. In addition, the market is highly sensitive to the introduction of new products.
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We compete with both publicly and privately owned companies, which are highly fragmented in terms of
geographical market coverage and product categories. We also compete with other specialty retailers, supermarkets,
drugstores, mass merchants, multi-level marketing organizations, mail-order companies, other internet sites and a
variety of other smaller participants. In the United States, many of our competitors have national brands that are
heavily advertised and are manufactured by large pharmaceutical and food companies and other retailers. Most
supermarkets, drugstores and mass merchants have narrow product offerings limited primarily to simple vitamins,
herbs and popular third-party diet products. Our international competitors also
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include large international pharmacy chains and major international supermarket chains, as well as other large
U.S.-based companies with international operations. Our wholesale and manufacturing operations compete with other
wholesalers and manufacturers of third-party nutritional supplements.

Trademarks and Other Intellectual Property

We believe trademark protection is particularly important to the maintenance of the recognized brand names under
which we market our products. We own or have rights to material trademarks or trade names that we use in
conjunction with the sale of our products, including the GNC brand name. We also rely upon trade secrets, know-how,
continuing technological innovations and licensing opportunities to develop and maintain our competitive position.
We protect our intellectual property rights through a variety of methods, including trademark, patent and trade secret
laws, as well as confidentiality agreements and proprietary information agreements with vendors, employees,
consultants and others who have access to our proprietary information. Protection of our intellectual property often
affords us the opportunity to enhance our position in the marketplace by precluding our competitors from using or
otherwise exploiting our technology and brands. We are also a party to several intellectual property license
agreements relating to certain of our products. The duration of our trademark registrations is generally 10, 15 or

20 years, depending on the country in which the marks are registered, and we can renew the registrations. The scope
and duration of our intellectual property protection varies throughout the world by jurisdiction and by individual
product.

Insurance and Risk Management

We purchase insurance to cover standard risks in the nutritional supplements industry, including policies to cover
general and product liability, workers' compensation, auto liability, network security and privacy liability and other
casualty and property risks. Our insurance rates are dependent upon our safety record and trends in the insurance
industry. We also maintain workers' compensation insurance and auto insurance policies that are retrospective in that
the cost per year will vary depending on the frequency and severity of claims in the policy year.

We face an inherent risk of exposure to product liability claims in the event that, among other things, the use of
products sold by us results in injury. We carry product liability insurance coverage typical of our industry and product
lines. Our coverage involves self-insured retentions with primary and excess liability coverage above the retention
amount. We have the ability to refer claims to most of our vendors and their insurers to pay the costs associated with
any claims arising from such vendors' products. In most cases, our insurance covers such claims that are not
adequately covered by a vendor's insurance and provides for excess secondary coverage above the limits provided by
our product vendors.

We self-insure certain property and casualty risks due to our analysis of the risk, the frequency and severity of a loss
and the cost of insurance for the risk. We believe that the amount of self-insurance is not significant and will not have
an adverse impact on our performance. In addition, we may from time to time self-insure liability with respect to
specific ingredients in products that we may sell.

Government Regulation

Product Regulation

Domestic

The processing, formulation, safety, manufacturing, packaging, labeling, advertising and distribution of our products
are subject to regulation by one or more federal agencies, including the Federal Drug Administration (the "FDA"), the
Federal Trade Commission (the "FTC"), the Consumer Product Safety Commission (the "CPSC"), the United States
Department of Agriculture (the "USDA") and the Environmental Protection Agency (the "EPA"), and by various
agencies of the states and localities in which our products are sold.

The Dietary Supplement Health and Education Act of 1994 ("DSHEA") amended the Federal Food, Drug, and
Cosmetic Act (the "FDC Act") to establish a new framework governing the composition, safety, labeling,
manufacturing and marketing of dietary supplements. Generally, under the FDC Act, dietary ingredients that were
marketed in the United States prior to October 15, 1994 may be used in dietary supplements without notifying the
FDA. "New" dietary ingredients (i.e., dietary ingredients that were "not marketed in the United States before

October 15, 1994") must be the subject of a new dietary ingredient notification submitted to the FDA unless the
ingredient has been "present in the food supply as an article used for food" without being "chemically altered." A new
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dietary ingredient notification must provide the FDA evidence of a "history of use or other evidence of safety"
establishing that use of the dietary ingredient "will reasonably be expected to be safe." A new dietary ingredient
notification must be submitted to the FDA at least 75 days before the initial marketing of the new dietary ingredient.
The FDA may determine that a new dietary ingredient notification does not provide an adequate basis to conclude that
a dietary ingredient is reasonably expected to be safe. Such a determination could prevent the marketing of such
dietary ingredient. In 2011, the FDA issued draft guidance governing the notification of new dietary ingredients.
Although FDA guidance is not mandatory, and companies are free to use
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an alternative approach if the approach satisfies the requirements of applicable laws and regulations, FDA guidance is
a strong indication of the FDA's "current thinking" on the topic discussed in the guidance, including its position on
enforcement. At this time, it is difficult to determine whether the draft guidance, if finalized, would have a material
impact on our operations. However, if the FDA were to enforce the applicable statutes and regulations in accordance
with the draft guidance as written, such enforcement could require us to incur additional expenses, which could be
significant, and negatively impact our business in several ways, including, but not limited to, enjoining the
manufacturing of our products until the FDA determines that we are in compliance and can resume manufacturing,
increasing our liability and reducing our growth prospects.

The Dietary Supplement Labeling Act of 2013, which was introduced in August 2013 (S142510), would amend the
FDC Act to, among other things, (i) require dietary supplement manufacturers to register the dietary supplements that
they manufacture with the FDA (and provide a list of the ingredients in and copies of the labels and labeling of the
supplements), (ii) mandate the FDA and the Institute of Medicine to identify dietary ingredients that cause potentially
serious adverse effects and (iii) require warning statements for dietary supplements containing potentially unsafe
ingredients. If the bill is reintroduced and enacted, it could restrict the number of dietary supplements available for
sale, increase our costs, liabilities and potential penalties associated with manufacturing and selling dietary
supplements, and reduce our growth prospects.

The FDA or other agencies could take actions against products or product ingredients that in its determination present
an unreasonable health risk to consumers that would make it illegal for us to sell such products. In addition, the FDA
could issue consumer warnings with respect to the products or ingredients in such products that are sold in our stores.
Such actions or warnings could be based on information received through FDC Act-mandated reporting of serious
adverse events. For example, the FDC Act requires that reports of serious adverse events be submitted to the FDA,
and based in part on such reports, in May 2009, the FDA warned consumers to stop using Hydroxycut diet products,
which are produced by lovate Health Sciences, Inc. ("lovate") and were sold in our stores. lovate issued a voluntary
recall, with which we fully complied. Sales of the recalled Hydroxycut products amounted to approximately

$57.8 million, or 4.7% of our retail sales in 2008, and $18.8 million, or 4.2% of our retail sales in the first four months
of 2009. Through December 31, 2014, we estimate that we had refunded approximately $3.5 million to our retail
customers and approximately $1.6 million to our wholesale customers for Hydroxycut product returns.

As is common in our industry, we rely on our third-party vendors to ensure that the products they manufacture and sell
to us comply with all applicable regulatory and legislative requirements. In general, we seek representations and
warranties, indemnification and/or insurance from our vendors. However, even with adequate insurance and
indemnification, any claims of non-compliance could significantly damage our reputation and consumer confidence in
our products. In addition, the failure of such products to comply with applicable regulatory and legislative
requirements could prevent us from marketing the products or require us to recall or remove such products from the
market, which in certain cases could materially and adversely affect our business, financial condition and results of
operations. In the past, we have attempted to offset any losses related to recalls and removals with reformulated or
alternative products; however, there can be no assurance that we would be able to offset all or any portion of losses
related to any future removal or recall.

The FDC Act permits "statements of nutritional support” to be included in labeling for dietary supplements without
FDA pre-market approval. Such statements must be submitted to the FDA within 30 days of marketing. Such
statements may describe how a particular dietary ingredient affects the structure, function or general well-being of the
body, or the mechanism of action by which a dietary ingredient may affect body structure, function or well-being, but
may not expressly or implicitly represent that a dietary supplement will diagnose, cure, mitigate, treat or prevent a
disease. A company that uses a statement of nutritional support in labeling must possess scientific evidence
substantiating that the statement is truthful and not misleading. If the FDA determines that a particular statement of
nutritional support is an unacceptable drug claim, conventional food claim or an unauthorized version of a "health
claim," or, if the FDA determines that a particular claim is not adequately supported by existing scientific data or is
false or misleading, we would be prevented from using the claim.

In addition, DSHEA provides that so-called "third-party literature," e.g., a reprint of a peer-reviewed scientific
publication linking a particular dietary ingredient with health benefits, may be used "in connection with the sale of a
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dietary supplement to consumers" without the literature being subject to regulation as labeling. The literature: (1) must
not be false or misleading; (2) may not "promote” a particular manufacturer or brand of dietary supplement; (3) must
present a balanced view of the available scientific information on the subject matter; (4) if displayed in an
establishment, must be physically separate from the dietary supplements; and (5) should not have appended to it any
information by sticker or any other method. If the literature fails to satisfy each of these requirements, we may be
prevented from disseminating such literature with our products, and any dissemination could subject our product to
regulatory action as an illegal drug.

In June 2007, pursuant to the authority granted by the FDC Act as amended by DSHEA, the FDA published detailed
current Good Manufacturing Practice ("cGMP") regulations that govern the manufacturing, packaging, labeling and
holding operations of dietary supplement manufacturers. The cGMP regulations, among other things, impose
significant recordkeeping requirements on manufacturers. The cGMP requirements are in effect for all manufacturers,
and the FDA is conducting inspections of dietary supplement manufacturers pursuant to these requirements. There
remains considerable uncertainty with respect to the FDA's
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interpretation of the regulations and their actual implementation in manufacturing facilities. In addition, the FDA's
interpretation of the regulations will likely change over time as the agency becomes more familiar with the industry
and the regulations. The failure of a manufacturing facility to comply with the cGMP regulations renders products
manufactured in such facility "adulterated," and subjects such products and the manufacturer to a variety of potential
FDA enforcement actions. In addition, under the Food Safety Modernization Act ("FSMA"), which was enacted in
January 2011, the manufacturing of dietary ingredients contained in dietary supplements will be subject to similar or
even more burdensome manufacturing requirements, which will likely increase the costs of dietary ingredients and
will subject suppliers of such ingredients to more rigorous inspections and enforcement. The FSMA will also require
importers of food, including dietary supplements and dietary ingredients, to conduct verification activities to ensure
that the food they might import meets applicable domestic requirements.

The FDA has broad authority to enforce the provisions of federal law applicable to dietary supplements, including
powers to issue a public warning or notice of violation letter to a company, publicize information about illegal
products, detain products intended for import, require the reporting of serious adverse events, require a recall of illegal
or unsafe products from the market, and request the Department of Justice to initiate a seizure action, an injunction
action or a criminal prosecution in the United States courts. The FSMA expands the reach and regulatory powers of
the FDA with respect to the production and importation of food, including dietary supplements. The expanded reach
and regulatory powers include the FDA's ability to order mandatory recalls, administratively detain domestic products,
require certification of compliance with domestic requirements for imported foods associated with safety issues and
administratively revoke manufacturing facility registrations, effectively enjoining manufacturing of dietary ingredients
and dietary supplements without judicial process. The regulation of dietary supplements may increase or become more
restrictive in the future.

The FTC exercises jurisdiction over the advertising of dietary supplements and over-the-counter drugs and has
instituted numerous enforcement actions against dietary supplement companies for failure to have adequate
substantiation for claims made in advertising or for the use of false or misleading advertising claims. We continue to
be subject to a consent order issued by the FTC. In 1984, the FTC instituted an investigation of General Nutrition,
Incorporated ("GNI"), one of our then existing subsidiaries, alleging deceptive acts and practices in connection with
the advertising and marketing of certain of its products. GNI accepted a proposed consent order, under which it agreed
to refrain from, among other things, making certain claims with respect to certain of its products unless the claims are
based on and substantiated by competent and reliable scientific evidence. We also entered into a consent order in 1970
with the FTC, which generally addressed "iron deficiency anemia" type products. As a result of routine monitoring by
the FTC, disputes arose concerning our compliance with these orders and with regard to advertising for certain hair
care products. While we believe that GNI, at all times, operated in material compliance with the orders, it entered into
a settlement in 1994 with the FTC to avoid protracted litigation. As a part of this settlement, GNI entered into a
consent decree and paid, without admitting liability, a civil penalty in the amount of $2.4 million and agreed to adhere
to the terms of the 1970 and 1989 consent orders and to abide by the provisions of the settlement document
concerning hair care products.

The FTC continues to monitor our advertising and, from time to time, requests substantiation with respect to such
advertising to assess compliance with the outstanding consent decree and with the Federal Trade Commission Act.
Our policy is to use advertising that complies with the consent decree and applicable regulations. Nevertheless, there
can be no assurance that inadvertent failures to comply with the consent decree and applicable regulations will not
occur.

Some of the products sold by franchise stores are purchased by franchisees directly from other vendors and these
products do not flow through our distribution centers. Although franchise contracts contain strict requirements for
store operations, including compliance with federal, state and local laws and regulations, we cannot exercise the same
degree of control over franchisees as we do over our company-owned stores.

As a result of our efforts to comply with applicable statutes and regulations, we have from time to time reformulated,
eliminated or relabeled certain of our products and revised certain provisions of our sales and marketing program.
Foreign
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Our products sold in foreign countries are also subject to regulation under various national, local and international
laws that include provisions governing, among other things, the formulation, manufacturing, packaging, labeling,
advertising and distribution of dietary supplements and over-the-counter drugs. Government regulations in foreign
countries may prevent or delay the introduction, or require the reformulation, of certain of our products.

New Legislation or Regulation

Legislation may be introduced which, if passed, would impose substantial new regulatory requirements on dietary
supplements. For example, although not yet reintroduced in this session of Congress, bills have been repeatedly

proposed in past sessions of Congress which would subject the dietary ingredient dehydroepiandrosterone ("DHEA")
to the requirements of the Controlled Substances Act, which would prevent the sale of products containing DHEA. In
March 2009, the General Accounting Office (the "GAQ") issued a report that made four recommendations to enhance

the FDA's oversight of dietary supplements. The
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GAO recommended that the Secretary of the Department of Health and Human Services direct the Commissioner of
the FDA to: (1) request authority to require dietary supplement companies to identify themselves as a dietary
supplement company and update this information annually, provide a list of all dietary supplement products they sell
and a copy of the labels and update this information annually, and report all adverse events related to dietary
supplements, not just serious adverse events; (2) issue guidance to clarify when an ingredient is considered a new
dietary ingredient, the evidence needed to document the safety of new dietary ingredients, and appropriate methods for
establishing ingredient identity; (3) provide guidance to the industry to clarify when products should be marketed as
either dietary supplements or conventional foods formulated with added dietary ingredients; and (4) coordinate with
stakeholder groups involved in consumer outreach to identify additional mechanisms for educating consumers about
the safety, efficacy, and labeling of dietary supplements, implement these mechanisms, and assess their effectiveness.
These recommendations could lead to increased regulation by the FDA or future legislation concerning dietary
supplements.

We cannot determine what effect additional domestic or international governmental legislation, regulations, or
administrative orders, when and if promulgated, would have on our business in the future. New legislation or
regulations may require the reformulation of certain products to meet new standards, require the recall or
discontinuance of certain products not capable of reformulation, impose additional record keeping or require expanded
documentation of the properties of certain products, expanded or different labeling or scientific substantiation.
Franchise Regulation

We must comply with regulations adopted by the FTC and with the laws of several states that regulate the offer and
sale of franchises. The FTC's Trade Regulation Rule on Franchising and certain state laws require that we furnish
prospective franchisees with a franchise offering circular containing information prescribed by the Trade Regulation
Rule on Franchising and applicable state laws and regulations.

We also must comply with a number of state laws that regulate some substantive aspects of the franchisor-franchisee
relationship. These laws may limit a franchisor's business practices in a number of ways, including limiting the ability
to:

terminate or not renew a franchise without good cause;

tnterfere with the right of free association among franchisees;

disapprove the transfer of a franchise;

discriminate among franchisees with regard to franchise terms and charges, royalties and other fees; and

place new stores near existing franchises.

To date, these laws have not precluded us from seeking franchisees in any given area and have not had a material
adverse effect on our operations. Bills concerning the regulation of certain aspects of franchise relationships have been
introduced into Congress on several occasions during the last decade, but none have been enacted. Revisions to the
FTC rule have also been proposed by the FTC and currently are in the comment stage of the rulemaking process.

Our international franchise agreements and franchise operations are regulated by various foreign laws, rules and
regulations. These laws may limit a franchisor's business practices in a number of ways. To date, these laws have not
precluded us from seeking franchisees in any given area and have not had a material adverse effect on our operations.
Environmental Compliance

In March 2008, the South Carolina Department of Health and Environmental Control (the "DHEC") requested that we
investigate contamination associated with historical activities at our South Carolina facility. These investigations have
identified chlorinated solvent impacts in soils and groundwater that extend offsite from our facility. We entered into a
Voluntary Cleanup Contract with the DHEC regarding the matter on September 24, 2012. Pursuant to such contract,
we will submit a plan for additional investigations to the DHEC and will implement the plan upon DHEC's approval.
After we complete the investigations to understand the extent of the chlorinated solvent impacts, we will develop
appropriate remedial measures for DHEC approval. At this stage of the investigation, however, it is not possible to
estimate the timing and extent of any remedial action that may be required, the ultimate cost of remediation, or the
amount of our potential liability.

In addition to the foregoing, we are subject to numerous federal, state, local and foreign environmental and health and
safety laws and regulations governing its operations, including the handling, transportation and disposal of our
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non-hazardous and hazardous substances and wastes, as well as emissions and discharges from its operations into the
environment, including discharges to air, surface water and groundwater. Failure to comply with such laws and
regulations could result in costs for remedial actions, penalties or the imposition of other liabilities. New laws,
changes in existing laws or the interpretation thereof, or the development of new facts or changes in their processes
could also cause us to incur additional capital and operating expenditures to maintain
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compliance with environmental laws and regulations and environmental permits. We are also subject to laws and
regulations that impose liability and cleanup responsibility for releases of hazardous substances into the environment
without regard to fault or knowledge about the condition or action causing the liability. Under certain of these laws
and regulations, such liabilities can be imposed for cleanup of previously owned or operated properties, or for
properties to which substances or wastes that were sent in connection with current or former operations at its facilities.
The presence of contamination from such substances or wastes could also adversely affect our ability to sell or lease
our properties, or to use them as collateral for financing. From time to time, we have incurred costs and obligations for
correcting environmental and health and safety noncompliance matters and for remediation at or relating to certain of
our properties or properties at which our waste has been disposed. However, compliance with the provisions of
national, state and local environmental laws and regulations has not had a material effect upon our capital
expenditures, earnings, financial position, liquidity or competitive position. We believe we have complied with, and
are currently complying with, our environmental obligations pursuant to environmental and health and safety laws and
regulations and that any liabilities for noncompliance will not have a material adverse effect on our business, financial
performance or cash flows. However, it is difficult to predict future liabilities and obligations, which could be
material.
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Item 1A. RISK FACTORS.

The following risk factors could cause our financial performance to differ significantly from the goals, plans,
objectives, intentions and expectations expressed in this Annual Report. If any of the following risks and uncertainties
actually occur, our business, financial condition, results of operations or cash flows could be materially and adversely
affected.

Risks Relating to Our Business and Industry

We may not effectively manage our growth, which could materially harm our business.

We expect that our business will continue to grow, which may place a significant strain on our management,
personnel, systems and resources. We must continue to improve our operational and financial systems and managerial
controls and procedures, and we will need to continue to expand, train and manage our technology and workforce. We
must also maintain close coordination among our technology, compliance, accounting, finance, marketing and sales
organizations. We cannot assure you that we will manage our growth effectively. If we fail to do so, our business
could be materially harmed.

Our continued growth will require an increased investment by us in technology, facilities, personnel and financial and
management systems and controls. It also will require expansion of our procedures for monitoring and assuring our
compliance with applicable regulations, and we will need to integrate, train and manage a growing employee base.
The expansion of our existing businesses, any expansion into new businesses and the resulting growth of our
employee base will increase our need for internal audit and monitoring processes that are more extensive and broader
in scope than those we have historically required. We may not be successful in identifying or implementing all of the
processes that are necessary. Further, unless our growth results in an increase in our revenues that is proportionate to
the increase in our costs associated with this growth, our operating margins and profitability will be adversely
affected.

We operate in a highly competitive industry. Our failure to compete effectively could adversely affect our market
share, revenues and growth prospects.

The United States nutritional supplements retail industry is large and highly fragmented. Participants include specialty
retailers, supermarkets, drugstores, mass merchants, multi-level marketing organizations, on-line merchants,
mail-order companies and a variety of other smaller participants. We believe that the market is also highly sensitive to
the introduction of new products, which may rapidly capture a significant share of the market. In the United States, we
compete for sales with heavily advertised national brands manufactured by large pharmaceutical and food companies,
as well as other retailers. In addition, as some products become more mainstream, we experience increased price
competition for those products as more participants enter the market. Our international competitors include large
international pharmacy chains, major international supermarket chains and other large U.S.-based companies with
international operations. Our wholesale and manufacturing operations compete with other wholesalers and
manufacturers of third-party nutritional supplements. We may not be able to compete effectively and our attempts to
do so may require us to reduce our prices, which may result in lower margins. Failure to effectively compete could
adversely affect our market share, revenues and growth prospects.

Unfavorable publicity or consumer perception of our products, the ingredients they contain and any similar products
distributed by other companies could cause fluctuations in our operating results and could have a material adverse
effect on our reputation, the demand for our products and our ability to generate revenues and the market price of our
common stock.

We are highly dependent upon consumer perception of the safety and quality of our products and the ingredients they
contain, as well as that of similar products distributed by other companies. Consumer perception of products and the
ingredients they contain can be significantly influenced by scientific research or findings, national media attention and
other publicity about product use. A product may be received favorably, resulting in high sales associated with that
product that may not be sustainable as consumer preferences change. Future scientific research or publicity could be
unfavorable to our industry or any of our particular products or the ingredients they contain and may not be consistent
with earlier favorable research or publicity. A future research report or publicity that is perceived by our consumers as
less favorable or that questions earlier research or publicity could have a material adverse effect on our ability to
generate revenues. As such, period-to-period comparisons of our results should not be relied upon as a measure of our
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future performance. Adverse publicity in the form of published scientific research or otherwise, whether or not
accurate, that associates consumption of our products or the ingredients they contain or any other similar products
distributed by other companies with illness or other adverse effects, that questions the benefits of our or similar
products, or that claims that such products are ineffective could have a material adverse effect on our reputation, the
demand for our products, our ability to generate revenues and the market price of our common stock.
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Our failure to appropriately respond to changing consumer preferences and demand for new products could
significantly harm our customer relationships and product sales.

Our business is particularly subject to changing consumer trends and preferences. Our continued success depends in
part on our ability to anticipate and respond to these changes, and we may not be able to respond in a timely or
commercially appropriate manner to these changes. If we are unable to do so, our customer relationships and product
sales could be harmed significantly.

Furthermore, the nutritional supplements industry is characterized by rapid and frequent changes in demand for
products and new product introductions. Our failure to accurately predict these trends could negatively impact
consumer opinion of our stores as a source for the latest products. This could harm our customer relationships and
cause losses to our market share. The success of our new product offerings depends upon a number of factors,
including our ability to: accurately anticipate customer needs; innovate and develop new products; successfully
commercialize new products in a timely manner; price our products competitively; manufacture and deliver our
products in sufficient volumes and in a timely manner; and differentiate our product offerings from those of our
competitors.

If we do not introduce new products or make enhancements to meet the changing needs of our customers in a timely
manner, some of our products could become obsolete, which could have a material adverse effect on our revenues and
operating results.

Our substantial debt could adversely affect our results of operations and financial condition and otherwise adversely
impact our operating income and growth prospects.

As of December 31, 2014, our total consolidated long-term debt (including current portion) was $1,342.4 million, and
we had an additional $128.9 million available under our $130.0 million revolving credit facility (the "Revolving
Credit Facility") after giving effect to $1.1 million utilized to secure letters of credit. Our term loan facility (the "Term
Loan Facility" and, together with the Revolving Credit Facility, our "Senior Credit Facility") requires amortization
payments in a principal amount equal to $1.1 million quarterly.

All of the debt under our Senior Credit Facility bears interest at variable rates. Our unhedged debt is subject to
additional interest expense if these rates increase significantly, which could also reduce our ability to borrow
additional funds.

Our substantial debt could have material consequences on our financial condition. For example, it could:

tncrease our vulnerability to general adverse economic and industry conditions;

require us to use all or a large portion of our cash flow from operations to pay principal and interest on our debt,
thereby reducing the availability of our cash flow to fund working capital, capital expenditures and other business
activities;

4imit our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate;
restrict us from making strategic acquisitions or exploiting business opportunities;

place us at a competitive disadvantage compared to our competitors that have less debt; and

{imit our ability to borrow additional funds or pay cash dividends.

For additional information regarding the interest rates and maturity dates of our existing debt, see Item 7,
"Management's Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital
Resources."

We may be able to incur additional debt in the future, including collateralized debt. Although the Senior Credit
Facility contains restrictions on the incurrence of additional debt, these restrictions are subject to a number of
qualifications and exceptions. If we add to our current level of debt, the risks described above would be greater.

Our ability to continue to access credit on the terms previously obtained for the funding of our operations and capital
projects may be limited due to changes in credit markets.

In the past, the credit markets and the financial services industry have experienced disruption characterized by the
bankruptcy, failure, collapse or sale of various financial institutions, increased volatility in securities prices,
diminished liquidity and credit availability and intervention from the United States and other governments. Continued
concerns about the systemic impact of potential long-term or widespread downturn, energy costs, geopolitical issues,
the availability and cost of credit, the global commercial and residential real estate markets and related mortgage
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markets and reduced consumer confidence have contributed to increased market volatility. The cost and availability of
credit has been and may continue to be adversely affected by these conditions. We cannot be certain that funding for
our capital needs will be available from our existing financial institutions and the credit markets if needed, and if
available, to the extent required and on acceptable terms. The Revolving Credit Facility matures in March 2017. If we
cannot renew or refinance this facility upon its maturity or, more generally, obtain funding when needed, in

20

34



Edgar Filing: GNC HOLDINGS, INC. - Form 10-K

Table of Contents

each case on acceptable terms, we may be unable to continue our current rate of growth and store expansion, which
may have an adverse effect on our revenues and results of operations.

We require a significant amount of cash to service our debt. Our ability to generate cash depends on many factors,
some of which are beyond our control, and, as a result, we may not be able to make payments on our debt obligations.
We may be unable to generate sufficient cash flow from operations or to obtain future borrowings under our credit
facilities or otherwise in an amount sufficient to enable us to pay our debt or to fund our other liquidity needs. In
addition, because we conduct our operations through our operating subsidiaries, we depend on those entities for
dividends and other payments to generate the funds necessary to meet our financial obligations, including payments
on our debt. Under certain circumstances, legal and contractual restrictions, as well as the financial condition and
operating requirements of our subsidiaries, may limit our ability to obtain cash from our subsidiaries. If we do not
have sufficient liquidity, we may need to refinance or restructure all or a portion of our debt on or before maturity, sell
assets or borrow more money, which we may not be able to do on terms satisfactory to us or at all. In addition, any
refinancing could be at higher interest rates and may require us to comply with more onerous covenants which could
further restrict our business operations.

A default on any of our debt obligations could trigger certain acceleration clauses and cause those and our other
obligations to become immediately due and payable. Upon an acceleration of any of our debt, we may not be able to
make payments under our other outstanding debt.

Restrictions in the agreements governing our existing and future indebtedness may prevent us from taking actions that
we believe would be in the best interest of our business.

The agreements governing our existing indebtedness contain, and the agreements governing our future indebtedness
will likely contain, customary restrictions on us or our subsidiaries, including covenants that restrict us or our
subsidiaries, as the case may be, from:

tncurring additional indebtedness and issuing preferred stock;

eranting liens on our assets;

making investments;

consolidating or merging with, or acquiring, another business;

selling or otherwise disposing of our assets;

paying dividends and making other distributions to our stockholders;

entering into transactions with our affiliates; and

tncurring capital expenditures in excess of limitations set within the agreement.

The Revolving Credit Facility also requires that, to the extent borrowings thereunder (excluding outstanding letters of
credit) exceed $25 million, we meet a senior secured debt ratio of consolidated senior secured debt to consolidated
earnings before interest, taxes, depreciation and amortization, or EBITDA. If we fail to satisfy such ratio, then we will
be restricted from drawing the remaining $105 million of available borrowings under the Revolving Credit Facility,
which may impair our liquidity.

Our ability to comply with these covenants and other provisions of the Senior Credit Facility may be affected by
changes in our operating and financial performance, changes in general business and economic conditions, adverse
regulatory developments or other events beyond our control. The breach of any of these covenants could result in a
default under our debt, which could cause those and other obligations to become immediately due and payable. In
addition, these restrictions may prevent us from taking actions that we believe would be in the best interest of our
business and may make it difficult for us to successfully execute our business strategy or effectively compete with
companies that are not similarly restricted.

Our use of derivative instruments for hedging purposes may result in financial losses.

Beginning in 2015, we may from time to time utilize derivative instruments to manage our exposure to fluctuations in
fuel and certain other commodity prices, interest rates and foreign currency exchange rates. We could recognize losses
on these contracts as a result of volatility in the market values of the underlying commodities or to the extent that a
counterparty fails to perform. In the absence of actively-quoted market prices and pricing information from external
sources, the valuation of these instruments involves management’s judgment or use of estimates. Furthermore, changes
in the value of derivatives designated under hedge accounting to the extent not fully offset by changes in the value of
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We depend on the services of key executives and any failure to attract or retain key executives or other skilled
professionals could affect our business strategy and adversely impact our performance and results of operations.

Our senior executives are instrumental in setting our strategic direction, operating our business, identifying, recruiting
and training key personnel, identifying opportunities and arranging necessary financing. Losing the services of any of
these individuals could adversely affect our business. Furthermore, to the extent that we must replace one or more
executives or hire additional senior executives or other professionals to support our growing business, we may be
unable to identify candidates of sufficient experience and capabilities in a timely fashion, which could negatively
impact our business and operations.

If our risk management methods are not effective, our business, reputation and financial results may be adversely
affected.

We have methods to identify, monitor and manage our risks; however, these methods may not be fully effective. Some
of our risk management methods may depend upon evaluation of information regarding markets, customers or other
matters that are publicly available or otherwise accessible by us. That information may not in all cases be accurate,
complete, up-to-date or properly evaluated. If our methods are not fully effective or we are not successful in
monitoring or evaluating the risks to which we are or may be exposed, our business, reputation, financial condition
and operating results could be materially and adversely affected. In addition, our insurance policies may not provide
adequate coverage.

Compliance with new and existing governmental regulations could increase our costs significantly and adversely
affect our results of operations.

The processing, formulation, safety, manufacturing, packaging, labeling, advertising and distribution of our products
are subject to federal laws and regulation by one or more federal agencies, including the FDA, the FTC, the CPSC, the
USDA, and the EPA. These activities are also regulated by various state, local and international laws and agencies of
the states and localities in which our products are sold. Government regulations may prevent or delay the introduction,
or require the reformulation, of our products, which could result in lost revenues and increased costs to us. For
instance, the FDA regulates, among other things, the composition, safety, manufacture, labeling and marketing of
dietary supplements (including vitamins, minerals, herbs, and other dietary ingredients for human use). The FDA may
not accept the evidence of safety for any new dietary ingredient that we may wish to market, may determine that a
particular dietary supplement or ingredient presents an unacceptable health risk based on the required submission of
serious adverse events or other information, and may determine that a particular claim or statement of nutritional
value that we use to support the marketing of a dietary supplement is an impermissible drug claim, is not
substantiated, or is an unauthorized version of a "health claim." See Item 1, "Business—Government Regulation—Product
Regulation" for additional information. Any of these actions could prevent us from marketing particular dietary
supplement products or making certain claims or statements with respect to those products. The FDA could also
require us to remove a particular product from the market. Any future recall or removal would result in additional
costs to us, including lost revenues from any products that we are required to remove from the market, any of which
could be material. Any product recalls or removals could also lead to an increased risk of litigation and liability,
substantial costs, and reduced growth prospects.

Additional or more stringent laws and regulations of dietary supplements and other products have been considered
from time to time. These developments could require reformulation of some products to meet new standards, recalls or
discontinuance of some products not able to be reformulated, additional record-keeping requirements, increased
documentation of the properties of some products, additional or different labeling, additional scientific substantiation,
or other new requirements. Any of these developments could increase our costs significantly. In addition, regulators'
evolving interpretation of existing laws could have similar effects.

Our failure to comply with FTC regulations and the consent decree imposed on us by the FTC could result in
substantial monetary penalties and could adversely affect our operating results.

The FTC exercises jurisdiction over the advertising of dietary supplements and has instituted numerous enforcement
actions against dietary supplement companies, including us, for failure to have adequate substantiation for claims
made in advertising or for the use of false or misleading advertising claims. As a result of these enforcement actions,
we are currently subject to a consent decree that limits our ability to make certain claims with respect to our products
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and that, together with two other consent decrees that are no longer in force, required us in the past to pay civil
penalties and other amounts in the aggregate amount of $3.0 million. See Item 1, "Business—Government
Regulation—Product Regulation" for more information. Failure by us or our franchisees to comply with the consent
decree and applicable regulations could result in substantial monetary penalties, which could have a material adverse
effect on our financial condition or results of operations.
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We may incur material product liability claims, which could increase our costs and adversely affect our reputation,
revenues and operating income.

As a retailer, distributor and manufacturer of products designed for human consumption, we are subject to product
liability claims if the use of our products is alleged to have resulted in injury. Our products consist of vitamins,
minerals, herbs and other ingredients that are classified as foods or dietary supplements and are not subject to
pre-market regulatory approval in the United States. Our products could contain contaminated substances, and some
of our products contain ingredients that do not have long histories of human consumption. Previously unknown
adverse reactions resulting from human consumption of these ingredients could occur.

In addition, third-party manufacturers produce many of the products we sell. We rely on these manufacturers to ensure
the integrity of their ingredients and formulations. As a distributor of products manufactured by third parties, we may
also be liable for various product liability claims for products we do not manufacture. Although our purchase
agreements with our third-party vendors typically require the vendor to indemnify us to the extent of any such claims,
any such indemnification is limited by its terms. Moreover, as a practical matter, any such indemnification is
dependent on the creditworthiness of the indemnifying party and its insurer, and the absence of significant defenses by
the insurers. We may be unable to obtain full recovery from the insurer or any indemnifying third-party in respect of
any claims against us in connection with products manufactured by such third-party.

We have been and may be subject to various product liability claims, including, among others, that our products
include inadequate instructions for use or inadequate warnings concerning possible side effects and interactions with
other substances. See Item 3, "Legal Proceedings."

Even with adequate insurance and indemnification, product liability claims could significantly damage our reputation
and consumer confidence in our products. Our litigation expenses could increase as well, which also could have a
material adverse effect on our results of operations even if a product liability claim is unsuccessful or is not fully
pursued.

We may experience product recalls, which could reduce our sales and margin and adversely affect our results of
operations.

We may be subject to product recalls, withdrawals or seizures if any of the products we formulate, manufacture or sell
are believed to cause injury or illness or if we are alleged to have violated governmental regulations in the
manufacturing, labeling, promotion, sale or distribution of such products. For example, in May 2009, the FDA warned
consumers to stop using Hydroxycut diet products, which are produced by lovate and were sold in our stores. lovate
issued a voluntary recall, with which we fully complied. Sales of the recalled Hydroxycut products amounted to
approximately $57.8 million, or 4.7% of our retail sales in 2008, and $18.8 million, or 4.2% of our retail sales in the
first four months of 2009. We provided refunds or gift cards to consumers who returned these products to our stores.
In the second quarter of 2009, we experienced a reduction in sales and margin due to this recall as a result of accepting
returns of products from customers and a loss of sales as a replacement product was not available. Through

December 31, 2014, we estimate that we have refunded approximately $3.5 million to our retail customers and
approximately $1.6 million to our wholesale customers for Hydroxycut product returns. Any additional recall,
withdrawal or seizure of any of the products we formulate, manufacture or sell would require significant management
attention, could result in substantial and unexpected expenditures and could materially and adversely affect our
business, financial condition or results of operations. Furthermore, a recall, withdrawal or seizure of any of our
products could materially and adversely affect consumer confidence in our brands and decrease demand for our
products and the market price of our common stock.

As is common in our industry, we rely on our third-party vendors to ensure that the products they manufacture and sell
to us comply with all applicable regulatory and legislative requirements as well as the integrity of ingredients and
proper formulation. In general, we seek representations and warranties, indemnification and/or insurance from our
vendors. However, even with adequate insurance and indemnification, any claims of non-compliance could
significantly damage our reputation and consumer confidence in our products, and could materially and adversely
affect the market price of our common stock. In addition, the failure of such products to comply with the
representations and warranties regarding such products that we receive from our third-party vendors, including
compliance with applicable regulatory and legislative requirements, could prevent us from marketing the products or
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require us to recall or remove such products from the market, which in certain cases could materially and adversely
affect our business, financial condition and results of operation. In the past, due to frequently changing consumer
preferences in the dietary supplement space, we have offset losses related to recalls and removals with reformulated or
alternative products; however, there can be no assurance that we would be able to offset all or any portion of losses
related to any future removal or recall. As a result of the indeterminable level of product substitution and reformulated
product sales, we cannot reliably determine the potential impact of any such recall or removal on our business,
financial condition or results of operation.

Our operations are subject to environmental and health and safety laws and regulations that may increase our cost of
operations or expose us to environmental liabilities.

Our operations are subject to environmental and health and safety laws and regulations, and some of our operations
require environmental permits and controls to prevent and limit pollution of the environment. We could incur
significant costs as a result
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of violations of, or liabilities under, environmental laws and regulations, or to maintain compliance with such
environmental laws, regulations or permit requirements. For example, in March 2008, the DHEC requested that we
investigate contamination associated with historical activities at one of our South Carolina facilities. These
investigations have identified chlorinated solvent impacts in soils and groundwater that extend offsite from our
facility. We entered into a Voluntary Cleanup Contract with the DHEC regarding the matter on September 24, 2012.
Pursuant to such contract, we will submit a plan for additional investigations to the DHEC and will implement the
plan upon DHEC's approval. After we complete the investigations to understand the extent of the chlorinated solvent
impacts, we will develop appropriate remedial measures for DHEC approval. At this stage of the investigation,
however, it is not possible to estimate the timing and extent of any remedial action that may be required, the ultimate
cost of remediation, or the amount of our potential liability.

In addition to the foregoing, we are subject to numerous federal, state, local and foreign environmental and health and
safety laws and regulations governing our operations, including the handling, transportation and disposal of our
non-hazardous and hazardous substances and wastes, as well as emissions and discharges from its operations into the
environment, including discharges to air, surface water and groundwater. Failure to comply with such laws and
regulations could result in costs for remedial actions, penalties or the imposition of other liabilities. New laws,
changes in existing laws or the interpretation thereof, or the development of new facts or changes in their processes
could also cause us to incur additional capital and operating expenditures to maintain compliance with environmental
laws and regulations and environmental permits. We also are subject to laws and regulations that impose liability and
cleanup responsibility for releases of hazardous substances into the environment without regard to fault or knowledge
about the condition or action causing the liability. Under certain of these laws and regulations, such liabilities can be
imposed for cleanup of previously owned or operated properties, or for properties to which substances or wastes that
were sent in connection with current or former operations at its facilities. The presence of contamination from such
substances or wastes could also adversely affect our ability to sell or lease our properties, or to use them as collateral
for financing.

We are not insured for a significant portion of our claims exposure, which could materially and adversely affect our
operating income and profitability.

We have procured insurance independently for the following areas: (1) general liability; (2) product liability;

(3) directors and officers liability; (4) network security and privacy liability; (5) property losses; (6) workers'
compensation; and (7) various other areas. In addition, although we believe that we will continue to be able to obtain
insurance in these areas in the future, because of increased selectivity by insurance providers, we may only be able to
obtain such insurance at increased rates and/or with reduced coverage levels. Furthermore, we are self-insured for
other areas, including: (1) medical benefits; (2) physical damage to our vehicles for field personnel use; and

(3) physical damages that may occur at company-owned stores. We are not insured for some property and casualty
risks due to the frequency and severity of a loss, the cost of insurance and the overall risk analysis. In addition, we
carry product liability insurance coverage that requires us to pay deductibles/retentions with primary and excess
liability coverage above the retention amount. Because of our deductibles and self-insured retention amounts, we have
significant exposure to fluctuations in the number and severity of claims. We currently maintain product liability
insurance with a retention of $4.0 million per claim with an aggregate cap on retained loss of $10.0 million. We could
raise our deductibles/retentions, which would increase our already significant exposure to expense from claims. If any
claim exceeds our coverage, we would bear the excess expense, in addition to our other self-insured amounts. If the
frequency or severity of claims or our expenses increase, our operating income and profitability could be materially
and adversely affected.

Because we rely on our manufacturing operations to produce a significant amount of the products we sell, disruptions
in our manufacturing system or losses of manufacturing certifications could adversely affect our sales and customer
relationships.

Our manufacturing operations produced approximately 30% and 31% of the products we sold for the years ended
December 31, 2014 and 2013, respectively. Other than powders and liquids, nearly all of our proprietary products are
produced in our manufacturing facility located in Greenville, South Carolina. In 2014, no single vendor supplied more
than 10% of our raw materials. However, in the event any of our third-party suppliers or vendors becomes unable or
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unwilling to continue to provide raw materials in the required volumes and quality levels or in a timely manner, we
would be required to identify and obtain acceptable replacement supply sources. If we are unable to identify and
obtain alternative supply sources in a timely manner or at all, our business could be adversely affected. Any
significant disruption in our operations at our Greenville, South Carolina facility for any reason, including regulatory
requirements, an FDA determination that the facility is not in compliance with the cGMP regulations, the loss of
certifications, power interruptions, fires, hurricanes, war or other force of nature, could disrupt our supply of products,
adversely affecting our sales and customer relationships.

An increase in the price and shortage of supply of key raw materials could adversely affect our business.

Our products are composed of certain key raw materials. If the prices of these raw materials were to increase
significantly, the prices our contract manufacturers and third-party manufacturers charge us for our GNC-branded
products and third-party products could increase significantly and we may not be able to pass on such increases to our
customers. A significant increase in the price of raw materials that cannot be passed on to customers could have a
material adverse effect on our results of operations
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and financial condition. In addition, if we no longer are able to obtain products from one or more of our suppliers on
terms reasonable to us or at all, our revenues could suffer. Events such as the threat of political or social unrest, or the
perceived threat thereof, may also have a significant impact on raw material prices and transportation costs for our
products. In addition, the interruption in supply of certain key raw materials essential to the manufacturing of our
products may have an adverse impact on our suppliers' ability to provide us with the necessary products needed to
maintain our customer relationships and an adequate level of sales.

A significant disruption to our distribution network or to the timely receipt of inventory could adversely impact sales
or increase our transportation costs, which would decrease our profits.

We rely on our ability to replenish depleted inventory in our stores through deliveries to our distribution centers from
vendors and then from the distribution centers or direct ship vendors to our stores by various means of transportation,
including shipments by sea and truck. Unexpected delays in those deliveries or increases in transportation costs
(including through increased fuel costs) could significantly decrease our ability to make sales and earn profits. In
addition, labor shortages in the transportation industry or long-term disruptions to the national and international
transportation infrastructure that lead to delays or interruptions of deliveries could negatively affect our business.

If we fail to protect our brand name, competitors may adopt trade names that dilute the value of our brand name, and
prosecuting or defending infringement claims could cause us to incur significant expenses or prevent us from
manufacturing, selling or using some aspect of our products, which could adversely affect our revenues and market
share.

We have invested significant resources to promote our GNC brand name in order to obtain the public recognition that
we have today. Because of the differences in foreign trademark laws concerning proprietary rights, our trademarks
may not receive the same degree of protection in foreign countries as they do in the United States. Also, we may not
always be able to successfully enforce our trademarks against competitors or against challenges by others. For
example, we are currently engaged in trademark disputes in foreign jurisdictions over "GNC", "LIVE WELL" and
other similar trademarks and trademark applications. Our failure to successfully protect our trademarks could diminish
the value and effectiveness of our past and future marketing efforts and could cause customer confusion. This could in
turn adversely affect our revenues, profitability and the market price of our common stock.

We are currently and may in the future be subject to intellectual property litigation and infringement claims, which
could cause us to incur significant expenses or prevent us from manufacturing, selling or using some aspect of our
products. Claims of intellectual property infringement also may require us to enter into costly royalty or license
agreements. However, we may be unable to obtain royalty or license agreements on terms acceptable to us or at all.
Claims that our technology or products infringe on intellectual property rights could be costly and would divert the
attention of management and key personnel, which in turn could adversely affect our revenues and profitability.

A substantial amount of our revenue is generated from our franchisees, and our revenues could decrease significantly
if our franchisees do not conduct their operations profitably or if we fail to attract new franchisees.

As of December 31, 2014 and 2013, approximately 36% and 35%, respectively, of our retail locations were operated
by franchisees. Our franchise operations generated approximately 17% of our revenues for each of the years ended
December 31, 2014 and 2013. Our revenues from franchise stores depend on the franchisees' ability to operate their
stores profitably and adhere to our franchise standards. During the year ended December 31, 2014, 95 domestic
franchise stores were opened and 37 were closed. The closing of franchise stores or the failure of franchisees to
comply with our policies could adversely affect our reputation and could reduce the amount of our franchise revenues.
These factors could have a material adverse effect on our revenues and operating income.

If we are unable to attract new franchisees or to convince existing franchisees to open additional stores, any growth in
royalties from franchise stores will depend solely upon increases in revenues at existing franchise stores. In addition,
our ability to open additional franchise locations is limited by the territorial restrictions in our existing franchise
agreements as well as our ability to identify additional markets in the United States and other countries. If we are
unable to open additional franchise locations, we will have to sustain additional growth internally by attracting new
and repeat customers to our existing locations.

Franchisee support of our marketing and advertising programs is critical to our success.
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The support of our franchisees is critical for the success of our marketing programs and other strategic initiatives we
seek to undertake, and the successful execution of these initiatives will depend on our ability to maintain alignment
with our franchisees. While we can mandate certain strategic initiatives through enforcement of our franchise
agreements, we need the active support of our franchisees if the implementation of these initiatives is to be successful.
In addition, our efforts to build alignment with franchisees may result in a delay in the implementation of our
marketing and advertising programs and other key initiatives. Although we believe that our current relationships with
our franchisees are generally good, there can be no assurance that our
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franchisees will continue to support our marketing programs and strategic initiatives. The failure of our franchisees to
support our marketing programs and strategic initiatives could adversely affect our ability to implement our business
strategy and could materially harm our business, results of operations and financial condition.

Our franchisees are independent operators and we have limited influence over their operations.

Our revenues substantially depend upon our franchisees' sales volumes, profitability and financial viability. However,
our franchisees are independent operators and we cannot control many factors that impact the profitability of their
stores. Pursuant to the franchise agreements, we can, among other things, mandate signage, equipment and hours of
operation, establish operating procedures and approve suppliers, distributors and products. However, the quality of
franchise store operations may be diminished by any number of factors beyond our control. Consequently, franchisees
may not successfully operate stores in a manner consistent with our standards and requirements or standards set by
federal, state and local governmental laws and regulations. In addition, franchisees may not hire and train qualified
managers and other personnel. While we ultimately can take action to terminate franchisees that do not comply with
the standards contained in our franchise agreements, any delay in identifying and addressing problems could harm our
image and reputation, and our franchise revenues and results of operations could decline.

Franchise regulations could limit our ability to terminate or replace underperforming franchises, which could
adversely impact franchise revenues.

Our franchise activities are subject to federal, state and international laws regulating the offer and sale of franchises
and the governance of our franchise relationships. These laws impose registration, extensive disclosure requirements
and bonding requirements on the offer and sale of franchises. In some jurisdictions, the laws relating to the
governance of our franchise relationship impose fair dealing standards during the term of the franchise relationship
and limitations on our ability to terminate or refuse to renew a franchise. We may, therefore, be required to retain an
under-performing franchise and may be unable to replace the franchisee, which could adversely impact franchise
revenues. In addition, we cannot predict the nature and effect of any future legislation or regulation on our franchise
operations.

We have limited influence over the decision of franchisees to invest in other businesses or incur excessive
indebtedness.

Our franchisees are independent operators and, therefore, we have limited influence over their ability to invest in other
businesses or incur excessive indebtedness. In some cases, these franchisees have used the cash generated by their
stores to expand their other businesses or to subsidize losses incurred by such businesses. Additionally, as independent
operators, franchisees do not require our consent to incur indebtedness. Consequently, our franchisees have in the
past, and may in the future, experience financial distress as a result of over leveraging. To the extent that our
franchisees use the cash from their stores to subsidize their other businesses or experience financial distress, due to
over-leverage or otherwise, it could negatively affect (1) our operating results as a result of delayed or reduced
payments of royalties, advertising fund contributions and rents for properties we lease to them, (2) our future revenue,
earnings and cash flow growth and (3) our financial condition. In addition, lenders that are adversely affected by
franchisees who default on their indebtedness may be less likely to provide current or prospective franchisees
necessary financing on favorable terms or at all.

If we cannot open new company-owned stores on schedule and profitably, our planned future growth will be impeded,
which would adversely affect sales and profitability.

Our growth is dependent on both increases in sales in existing stores and the ability to open profitable new stores.
Increases in sales in existing stores are dependent on factors such as competition, store operations and other factors
discussed in these Risk Factors. Our ability to timely open new stores and to expand into additional market areas
depends in part on the following factors: the availability of attractive store locations; the absence of occupancy delays;
the ability to negotiate acceptable lease terms; the ability to identify customer demand in different geographic areas;
the hiring, training and retention of competent sales personnel; the effective management of inventory to meet the
needs of new and existing stores on a timely basis; general economic conditions; and the availability of sufficient
funds for expansion. Many of these factors are beyond our control. Delays or failures in opening new stores, achieving
lower than expected sales in new stores or drawing a greater than expected proportion of sales in new stores from our
existing stores, could materially adversely affect our growth and profitability. In addition, we may not anticipate all of
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the challenges imposed by the expansion of our operations and, as a result, may not meet our targets for opening new
stores, remodeling or relocating stores or expanding profitably.

Some of our new stores may be located in areas where we have little or no meaningful experience or brand
recognition. Those markets may have different competitive conditions, market conditions, consumer tastes and
discretionary spending patterns than our existing markets, which may cause our new stores to be less successful than
stores in our existing markets. Alternatively, many of our new stores will be located in areas where we have existing
stores. Although we have experience in these markets, increasing the number of locations in these markets may result
in inadvertent over-saturation of markets and temporarily or permanently divert customers and sales from our existing
stores, thereby adversely affecting our overall financial performance.
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Economic, political and other risks associated with our international operations could adversely affect our revenues
and international growth prospects.

As of December 31, 2014, we had 188 company-owned Canadian stores, 10 company-owned The Health Store stores
located in Ireland and 2,140 international franchise stores in over 50 international countries (including distribution
centers where retail sales are made), as well as e-commerce sales from Discount Supplements, which is located in the
United Kingdom. We derived 12.4% and 12.0% of our revenues for the years ended December 31, 2014 and 2013,
respectively, from our international operations. As part of our business strategy, we intend to expand our international
franchise presence. Our international operations are subject to a number of risks inherent to operating in foreign
countries, and any expansion of our international operations will increase the effects of these risks. These risks
include, among others:

political and economic instability of foreign markets;

foreign governments' restrictive trade policies;

tnconsistent product regulation or sudden policy changes by foreign agencies or governments;

the imposition of, or increase in, duties, taxes, government royalties or non-tariff trade barriers;

difficulty in collecting international accounts receivable and potentially longer payment cycles;

difficulty of enforcing contractual obligations of foreign franchisees;

tncreased costs in maintaining international franchise and marketing efforts;

problems entering international markets with different cultural bases and consumer preferences;

compliance with laws and regulations applicable to international operations, such as the Foreign Corrupt Practices Act
and regulations promulgated by the Office of Foreign Asset Control;

fluctuations in foreign currency exchange rates; and

operating in new, developing or other markets in which there are significant uncertainties regarding the interpretation,
application and enforceability of laws and regulations relating to contract and intellectual property rights.

Any of these risks could have a material adverse effect on our international operations and our growth strategy.

We may be unable to successfully expand our operations into new international markets.

If the opportunity arises, we may expand our operations into new and high-growth international markets. However,
there is no assurance that we will expand our operations in such markets in our desired time frame. To expand our
operations into new international markets, we may enter into business combination transactions, make acquisitions or
enter into strategic partnerships, joint ventures or alliances, any of which may be material. We may enter into these
transactions to acquire other businesses or products to expand our products or take advantage of new developments
and potential changes in the industry. Our lack of experience operating in new international markets and our lack of
familiarity with local economic, political and regulatory systems could prevent us from achieving the results that we
expect on our anticipated time frame or at all. If we are unsuccessful in expanding into new or high-growth
international markets, it could adversely affect our operating results and financial condition.

Our network and communications systems are dependent on third-party providers and are vulnerable to system
interruption and damage, which could limit our ability to operate our business and could have a material adverse effect
on our business, financial condition or results of operations.

Our systems and operations and those of our third-party internet service providers are vulnerable to damage or
interruption from fire, flood, earthquakes, power loss, server failure, telecommunications and Internet service failure,
acts of war or terrorism, computer viruses and denial-of-service attacks, physical or electronic breaches, sabotage,
human error and similar events. Any of these events could lead to system interruptions, processing and order
fulfillment delays and loss of critical data for us, our suppliers or our Internet service providers, and could prevent us
from processing customer purchases. Any significant interruption in the availability or functionality of our website or
our customer processing, distribution or communications systems, for any reason, could seriously harm our business,
financial condition and operating results. The occurrence of any of these factors could have a material adverse effect
on our business, financial condition or results of operations.

Because we are dependent on third-party service providers for the implementation and maintenance of certain aspects
of our systems and operations and because some of the causes of system interruptions may be outside of our control,
we may not be able to remedy such interruptions in a timely manner, if at all. As we rely on our third-party service
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communications systems and the Internet to conduct our business, any system disruptions could have a material
adverse effect on our business, financial condition or results of operations.

We must successfully maintain and/or upgrade our information technology systems, and our failure to do so could
have a material adverse effect on our business, financial condition or results of operations.

We rely on various information technology systems to manage our operations. Over the last several years, we have
implemented, and we continue to implement, modifications and upgrades to such systems, including changes to
legacy systems, replacing legacy systems with successor systems with new functionality, and acquiring new systems
with new functionality. These types of activities subject us to inherent costs and risks associated with replacing and
changing these systems, including impairment of our ability to fulfill customer orders, potential disruption of our
internal control structure, substantial capital expenditures, additional administration and operating expenses, retention
of sufficiently skilled personnel to implement and operate the new systems, demands on management time and other
risks and costs of delays or difficulties in transitioning to or integrating new systems into our current systems. These
implementations, modifications and upgrades may not result in productivity improvements at a level that outweighs
the costs of implementation, or at all. In addition, the difficulties with implementing new technology systems may
cause disruptions in our business operations and have a material adverse effect on our business, financial condition or
results of operations.

Privacy protection is increasingly demanding, and we may be exposed to risks and costs associated with security
breaches, data loss, credit card fraud and identity theft that could cause us to incur unexpected expenses and loss of
revenue as well as other risks.

The protection of customer, employee, vendor, franchisee and other business data is critical to us. Federal, state,
provincial and international laws and regulations govern the collection, retention, sharing and security of data that we
receive from and about our employees, customers, vendors and franchisees. The regulatory environment surrounding
information security and privacy has been increasingly demanding in recent years, and may see the imposition of new
and additional requirements by states and the federal government as well as foreign jurisdictions in which we do
business. Compliance with these requirements may result in cost increases due to necessary systems changes and the
development of new processes to meet these requirements by us and our franchisees. In addition, customers and
franchisees have a high expectation that we will adequately protect their personal information. If we or our service
provider fail to comply with these laws and regulations or experience a significant breach of customer, employee,
vendor, franchisee or other company data, our reputation could be damaged and result in an increase in service
charges, suspension of service, lost sales, fines or lawsuits.

The use of credit payment systems makes us more susceptible to a risk of loss in connection with these issues,
particularly with respect to an external security breach of customer information that we or third parties (including
those with whom we have strategic alliances) under arrangements with us control. A significant portion of our sales
require the collection of certain customer data, such as credit card information. In order for our sales channel to
function, we and other parties involved in processing customer transactions must be able to transmit confidential
information, including credit card information, securely over public networks. In the event of a security breach, theft,
leakage, accidental release or other illegal activity with respect to employee, customer, vendor, franchisee third-party,
with whom we have strategic alliances or other company data, we could become subject to various claims, including
those arising out of thefts and fraudulent transactions, and may also result in the suspension of credit card services.
This could cause consumers to lose confidence in our security measures, harm our reputation as well as divert
management attention and expose us to potentially unreserved claims and litigation. Any loss in connection with these
types of claims could be substantial. In addition, if our electronic payment systems are damaged or cease to function
properly, we may have to make significant investments to fix or replace them, and we may suffer interruptions in our
operations in the interim. In addition, we are reliant on these systems, not only to protect the security of the
information stored, but also to appropriately track and record data. Any failures or inadequacies in these systems could
expose us to significant unreserved losses, which could materially and adversely affect our earnings and the market
price of our our common stock. Our brand reputation would likely be damaged as well.

Complying with recently enacted healthcare reform legislation could increase our costs and have a material adverse
effect on our business, financial condition or results of operations.
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Recently enacted healthcare reform legislation could significantly increase our costs and have a material adverse
effect on our business, financial condition and results of operations by requiring us either to provide health insurance
coverage to our employees or to pay certain penalties for electing not to provide such coverage. Because these new
requirements are broad, complex, subject to certain phase-in rules and may be challenged by legal actions in the
coming months and years, it is difficult to predict the ultimate impact that this legislation will have on our business
and operating costs. We cannot assure you that this legislation or any alternative version that may ultimately be
implemented will not materially increase our operating costs. This legislation could also adversely affect our
employee relations and ability to compete for new employees if our response to this legislation is considered less
favorable than the responses or health benefits offered by employers with whom we compete for talent.
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General economic conditions, including a prolonged weakness in the economy, may affect consumer purchases, which
could adversely affect our sales and the sales of our business partners.

Our results, and those of our business partners to whom we sell, are dependent on a number of factors impacting
consumer spending, including general economic and business conditions; consumer confidence; wages and
employment levels; the housing market; consumer debt levels; availability of consumer credit; credit and interest
rates; fuel and energy costs; energy shortages; taxes; general political conditions, both domestic and abroad; and the
level of customer traffic within department stores, malls and other shopping and selling environments. Consumer
product purchases, including purchases of our products, may decline during recessionary periods. A prolonged
downturn or an uncertain outlook in the economy may materially adversely affect our business, revenues and profits
and the market price of our common stock.

Natural disasters (whether or not caused by climate change), unusually adverse weather conditions, pandemic
outbreaks, terrorist acts and global political events could cause permanent or temporary distribution center or store
closures, impair our ability to purchase, receive or replenish inventory or cause customer traffic to decline, all of
which could result in lost sales and otherwise adversely affect our financial performance.

The occurrence of one or more natural disasters, such as hurricanes, fires, floods and earthquakes (whether or not
caused by climate change), unusually adverse weather conditions, pandemic outbreaks, terrorist acts or disruptive
global political events, such as civil unrest in countries in which our suppliers are located, or similar disruptions could
adversely affect our operations and financial performance. To the extent these events result in the closure of one or
more of our distribution centers, a significant number of stores, a manufacturing facility or our corporate headquarters,
or impact one or more of our key suppliers, our operations and financial performance could be materially adversely
affected through an inability to make deliveries to our stores and through lost sales. In addition, these events could
result in increases in fuel (or other energy) prices or a fuel shortage, delays in opening new stores, the temporary lack
of an adequate work force in a market, the temporary or long-term disruption in the supply of products from some
local and overseas suppliers, the temporary disruption in the transport of goods from overseas, delay in the delivery of
goods to our distribution centers or stores, the temporary reduction in the availability of products in our stores and
disruption to our information systems. These events also could have indirect consequences, such as increases in the
cost of insurance, if they were to result in significant loss of property or other insurable damage.

Our holding company structure makes us dependent on our subsidiaries for our cash flow and subordinates the rights
of our stockholders to the rights of creditors of our subsidiaries in the event of an insolvency or liquidation of any of
our subsidiaries.

Holdings is a holding company and, accordingly, substantially all of our operations are conducted through its
subsidiaries. Holdings' subsidiaries are separate and distinct legal entities. As a result, Holdings' cash flow depends
upon the earnings of its subsidiaries. In addition, Holdings depends on the distribution of earnings, loans or other
payments by its subsidiaries. Holdings' subsidiaries have no obligation to provide it with funds for its payment
obligations. If there is an insolvency, liquidation or other reorganization of any of Holdings' subsidiaries, Holdings'
stockholders will have no right to proceed against their assets. Creditors of those subsidiaries will be entitled to
payment in full from the sale or other disposal of the assets of those subsidiaries before Holdings, as a stockholder,
would be entitled to receive any distribution from that sale or disposal.

Item 1B. UNRESOLVED STAFF COMMENTS.

None.
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Item 2. PROPERTIES.

As of December 31, 2014, there were 8,976 GNC store locations globally (including distribution centers where retail
sales are made). In our Retail segment, all but one of our company-owned stores are located on leased premises that
typically range in size from 1,000 to 2,000 square feet. In our Franchise segment, primarily all of our franchise stores
in the United States are located on premises we lease and then sublease to our respective franchisees. All of our
franchise stores in the international markets are owned or leased directly by our franchisees. No single store is
material to our operations.

As of December 31, 2014, our company-owned and franchise stores in the United States, Canada, Puerto Rico and
Ireland (excluding store-within-a-store locations) and our other international franchise stores consisted of:

Company-Owned

Location Domestic Franchise International Franchise*

Retail
Alabama 35 15 Aruba 1
Alaska 14 3 Australia 27
Arizona 71 5 Bahamas 3
Arkansas 25 3 Bahrain 4
California 288 139 Bangladesh 1
Colorado 74 10 Bolivia 22
Connecticut 44 5 Brazil 19
Delaware 17 3 Brunei
District of Columbia 7 1 Bulgaria 5
Florida 279 111 Cayman Islands
Georgia 113 42 Chile 185
Hawaii 27 — China
Idaho 10 3 Colombia 5
Illinois 115 63 Costa Rica 36
Indiana 67 23 Cyprus
Towa 29 4 El Salvador 11
Kansas 32 7 Finland
Kentucky 41 8 Guam
Louisiana 46 15 Guatemala 49
Maine 11 — Honduras 9
Maryland 63 24 Hong Kong 77
Massachusetts 73 6 India 92
Michigan 86 38 Indonesia 52
Minnesota 67 17 Kuwait 2
Mississippi 23 17 Latvia 1
Missouri 62 14 Lebanon 10
Montana 7 4 Lithuania 1
Nebraska 13 10 Malaysia 91
Nevada 27 13 Mexico 668
New Hampshire 18 6 Mongolia 8
New Jersey 97 48 Nigeria 7
New Mexico 22 2 Oman 3
New York 211 53 Pakistan 7
North Carolina 123 24 Panama 19
North Dakota 10 — Paraguay 1
Ohio 125 42 Peru 99
Oklahoma 28 14 Philippines 41
Oregon 40 5 Qatar 7
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Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
Puerto Rico

Military bases in other U.S.

territories
Canada
Ireland
Total
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173
14
40
8
50
220
37
5
102
64
23
72
9
35

7

188
10
3,497

36
26
2
27
129
6
25
16

1,070

Romania
Saudi Arabia
Singapore
South Africa
South Korea
Spain
Taiwan
Thailand
Trinidad
Turkey
Turks & Caicos
UAE
Ukraine
Venezuela

Vietnam

Total

* Includes distribution centers where retail sales are made and retail stores in China.
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57
67

174
15
51
36
91
13

28
11

2,140
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In our Manufacturing/Wholesale segment, there are 2,269 GNC franchise "store-within-a-store" locations under our
strategic alliance with Rite Aid. Also, in our Manufacturing/Wholesale segment, we lease facilities for manufacturing,
packaging, warehousing and distribution operations. We manufacture a majority of our proprietary products at an
approximately 300,000 square foot facility in Greenville, South Carolina. We also lease an approximately 630,000
square foot complex located in Anderson, South Carolina, for packaging, materials receipt, lab testing, warehousing
and distribution. Both the Greenville and Anderson facilities are leased on a long-term basis pursuant to
"fee-in-lieu-of-taxes" arrangements with the counties in which the facilities are located, but we retain the right to
purchase each of the facilities at any time during the lease for $1.00, subject to a loss of tax benefits. We lease an
approximately 217,000 square foot distribution center in Leetsdale, Pennsylvania and a 112,000 square foot
distribution center in Phoenix, Arizona. We lease an approximately 350,000 square foot distribution center near
Indianapolis, Indiana, which began operations in October 2014. We also lease space at a distribution center in Canada.
We lease an approximately 60,000 square foot distribution center near our current distribution center in Leetsdale,
Pennsylvania where the distribution of Lucky Vitamin products is fulfilled.

In conjunction with the acquisition of Discount Supplements, we lease an approximately 24,000 square foot facility in
Braintree, Essex, U.K where Discount Supplements maintains its corporate headquarters and fulfills the distribution of
its products. During 2013, an additional 7,800 square feet were added to provide capacity for inventory.

We own our 253,000 square foot corporate headquarters located in Pittsburgh, Pennsylvania. We lease four small
regional sales offices in Fort Lauderdale, Florida, Tustin, California, Mississauga, Ontario, and Shanghai, China.
None of the regional sales offices is larger than 6,500 square feet.

Item 3. LEGAL PROCEEDINGS.

We are engaged in various legal actions, claims and proceedings arising in the normal course of business, including
claims related to breach of contracts, products liabilities, intellectual property matters and employment-related matters
resulting from our business activities.

We record accruals for outstanding legal matters when we believe that it is probable that a loss will be incurred and
the amount of such loss can be reasonably estimated. We evaluate, on a quarterly basis, developments in legal matters
that could affect the amount of any accrual and developments that would make a loss contingency both probable and
reasonably estimable. If a loss contingency is not both probable and estimable, we do not establish an accrued
liability. Currently, none of our accruals for outstanding legal matters are material individually or in the aggregate to
our financial position. However, if we ultimately are required to make a payment in connection with an adverse
outcome in any of the matters discussed below, it is possible that it could have a material adverse effect on our
business, financial condition, results of operations or cash flows.

Our contingencies are subject to substantial uncertainties, including for each such contingency the following, among
other factors: (i) the procedural status of the case; (ii) whether the case has or may be certified as a class action suit;
(iii) the outcome of preliminary motions; (iv) the impact of discovery; (v) whether there are significant factual issues
to be determined or resolved; (vi) whether the proceedings involve a large number of parties and/or parties and claims
in multiple jurisdictions or jurisdictions in which the relevant laws are complex or unclear; (vii) the extent of potential
damages, which are often unspecified or indeterminate; and (viii) the status of settlement discussions, if any, and the
settlement posture of the parties. Consequently, except as otherwise noted below with regard to a particular matter, we
cannot predict with any reasonable certainty the timing or outcome of the legal matters described below, and we are
unable to estimate a possible loss or range of loss.

As a manufacturer and retailer of nutritional supplements and other consumer products that are ingested by consumers
or applied to their bodies, we have been and are currently subjected to various product liability claims. Although the
effects of these claims to date have not been material to us, it is possible that current and future product liability
claims could have a material adverse effect on our business or financial condition, results of operations or cash flows.
We currently maintain product liability insurance with a deductible/retention of $4.0 million per claim with an
aggregate cap on retained loss of $10.0 million. We typically seek and have obtained contractual indemnification from
most parties that supply raw materials for our products or that manufacture or market products we sell. We also
typically seek to be added, and have been added, as an additional insured under most of such parties' insurance
policies. We are also entitled to indemnification by Numico for certain losses arising from claims related to products
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containing ephedra or Kava Kava sold prior to December 5, 2003. However, any such indemnification or insurance is
limited by its terms and any such indemnification, as a practical matter, is limited to the creditworthiness of the
indemnifying party and its insurer, and the absence of significant defenses by the insurers. Consequently, we may

incur material products liability claims, which could increase our costs and adversely affect our reputation, revenue

and operating income.

Hydroxycut Claims. In 2009, the FDA issued a warning on several Hydroxycut-branded products manufactured by
Iovate Health Sciences U.S.A., Inc. (“lovate”) based on 23 reports of liver injuries from consumers who claimed to have
used the products between 2002 and 2009. As a result, Iovate voluntarily recalled 14 Hydroxycut-branded products.
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Following the recall, the Company was named, among other defendants, in multiple lawsuits related to
Hydroxycut-branded products in several states. The United States Judicial Panel on Multidistrict Litigation
consolidated pretrial proceedings of many of the pending actions in the Southern District of California (In re:
Hydroxycut Marketing and Sales Practices Litigation, MDL No. 2087), and Iovate previously accepted the Company’s
tender request for defense and indemnification under its purchasing agreement with the Company in these matters.
In all, GNC was named in a total of 93 lawsuits related to Hydroxycut, including 87 individual, largely personal injury
claims and six putative class action cases. All of the personal injury cases were resolved through a global settlement
agreement and the allocation of settlement funds by a special master. Settlement payments were made exclusively by
Iovate, and dismissals of the personal injury actions were entered on November 18, 2014. The parties in the
consolidated class actions reached a settlement, which was approved by the Court on October 15, 2014 and which did
not require the Company to make any payments.
DMAA/Aegeline Claims. Prior to December 2013, we sold products manufactured by third parties that contained
derivatives from geranium known as 1.3-dimethylpentylamine/ dimethylamylamine/ 13-dimethylamylamine, or
"DMAA," which were recalled from our stores in November 2013, and/or Aegeline, a compound extracted from bael
trees. As of December 31, 2014 we were named in the following 27 lawsuits involving products containing DMAA,
including 25 personal injury cases and two putative class action cases:
Personal Injury Claims:
§hirley Davila Trustee Ad Litem for the Estate of Jessica Davila v. General Nutrition Centers, Inc. and USPLabs,
Court of the Common Pleas of Philadelphia County, PA (Case No.12-0602113), filed June 18, 2012
Leanne Sparling and Michael Sparling on behalf of Michael Sparling, deceased v. USPLabs, GNC Corporation, et al.
Superior Court of California, County of San Diego (Case No. 2013-00034663-CU-PL-CTL), filed February 13, 2013
Justin Carolyne, et al. v. USP Labs, GNC Corporation, et al. Superior Court of California, County of Los
Angeles (Case No. BC508212), filed May 22, 2013
Everine Van Huoten vs. USP Labs, LLC and GNC Holdings, United States District Court for the District of Hawaii
(Case No. 13 CV 00635 LEK KSCO), filed November 19, 2013
.Jeremy Reed, Timothy Anderson, Dan Anderson, Nadia Black, et al. v. USPLabs, LLC, et al., GNC, Superior Court
for California, County of San Diego (Case No. 37-2013-00074052-CU-PL-CTL), filed November 1, 2013
.Kenneth Waikiki v. USP Labs, Doyle, Geissler, USP Labs OxyElite, LLC, et al. and GNC Corporation, et al., United
States District Court for the District of Hawaii (Case No. 3-00639 DMK), filed November 21, 2013
Nicholas Akau v. USP Labs, GNC Corporation, et al., United States District Court for the District of Hawaii (Case
No. CV 14-00029), filed January 23, 2014
Malissa Igafo v. USP Labs, GNC Corporation, et al., United States District Court for the District of Hawaii (Case
No. CV 14- 00030), filed January 23, 2013
Calvin Ishihara v. USP Labs, GNC Corporation, et al., United States District Court for the District of Hawaii
(Case No. CV 14-00031), filed January 23, 2014
.Gaye Anne Mattson v. USP Labs, GNC Corporation, et al., United States District for the District of Hawaii (Case
No. CV 14-00032), filed January 23, 2014
Jamie Franco v. USP Labs, GNC Corporation, et al., United States District Court for the Central District of California
(Case No. CV-14-00592), filed January 24, 2014
Roel Vista v. USP Labs, GNC Corporation, et al. United States District Court for the Northern District of California
(Case No. CV-14-0037), filed January 24, 2014
Michelle Cayton v. GNC Holdings, Inc., et al., USP Labs, LLC, Superior Court of California, County of Los Angeles
(Case No. BC555230) filed August 19, 2014
Dominic Little v. GNC Corporation, USP Labs, LLC, Superior Court of California, County of Los Angeles (Case No.
BC534065) filed January 23, 2014
Thomas Park v. GNC Holdings, Inc., USP Labs, LLC, Superior Court of California, County of San Diego (Case No.
37-2014- 110924), filed September 8, 2014
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Nicholas Olson, Adrian Chavez, Rebecca Fullerton, Robert Gunter, Davina Maes and Edwin Palm v. GNC
Corporation, USP Labs, LLC, Superior Court of California, County of Orange (Case No. 2014-00740258) filed
August 18, 2014
§usan Straub and the Estate of Shane Staub v. General Nutrition Centers, Inc., USP Labs, LLC, Common Pleas Court
of Philadelphia County, Pennsylvania (Case No. 140502403), filed May 20, 2014
.Karina Lujon v. General Nutrition Centers, Inc., USP Labs LLC, District Court of Dallas County, 298th Judicial
District (Case No. DC-13-05677-M), filed March 25, 2014
Janice Favella, Christiano Mariano, Chanelle Valdez v. GNC Corporation and USP Labs LLC, United States District
Court for the District of Hawaii (Case No. 14-cv-00363) filed October 24, 2014
Nichole Davidson v. GNC Corporation and USP Labs LLC, United States District Court for the District of Hawaii
(Case No. 14-cv-00364) filed October 24, 2014
Christine Mosca, Gina Pia, Kimberlynn Tom, Faituitasi Tuioti, Irineo Rabang, Tihane Laupola v. GNC Corporation
and USP Labs LLC, United States District Court for the District of Hawaii (Case No. 14-cv-00366) filed October 24,
2014

Keahi Paveo v. GNC Corporation, USP Labs, LLC, United States District Court for the District of Hawaii

(Case No. 14-cv-00367) filed October 24, 2014
Phetsamone Senevoravong v. GNC Holdings, Inc., USP Labs, United States District Court for the Northern District of
Oth (Case No. 14-cv-02419) filed October 31, 2014
;Iohn McCutchen v. GNC Corporation, USP Labs, Superior Court of California, County of Los Angeles (Case No.
BC559542), filed October 6, 2014
Putative Class Action Claims:
Michael Campos, Jennifer Southwick, and others v. USPLabs, LL.C and GNC Corp., United States District Court for
the Southern District of California (Case No. 13CV2891 DMS BLM), filed December 5, 2013
.Richard Carlson, Brianne Nicole Payne v. USPLabs, LLC and GNC Corp., United States District Court for the
Northern District of Florida (Case No. 4:13-cv-00627-RH-CAS), filed November 13, 2013
The Company previously was named in a third putative class action case in the United States District Court for the
Disctrict of New Jersey, which was dismissed with prejudice in December 2014. The two remaining class action
claims were consolidated and, in October 2014, the United States District Court for the Northern District of Florida
preliminarily a settlement agreement among the parties. A final hearing with regard to the proposed settlement, which
does not require any payment by the Company, currently is scheduled for February 26, 2015.
The proceedings associated with the majority of the individual personal injury cases in which the Company has been
named, and which generally seek indeterminate money damages, are in the early stages, and any liabilities that may
arise from these matters are not probable or reasonably estimable at this time. We are contractually entitled to
indemnification by our third-party vendor with regard to these matters, although our ability to obtain full recovery in
respect of any such claims against us is dependent upon the creditworthiness of our vendor and/or its insurance
coverage and the absence of any significant defenses available to its insurer.
California Wage and Break Claim. In November 2008, 98 plaintiffs filed individual claims against the Company in
the Superior Court of the State of California for the County of Orange, alleging that they were not provided all of the
rest and meal periods to which they were entitled under California law, and that the Company failed to pay them split
shift and overtime compensation to which they were entitled under California law. The plaintiffs also allege derivative
claims for inaccurate wage statements, failure to pay wages due at termination, and penalty claims under the
California Labor Code. The cases were removed to the U.S. District Court for the Central District of California, and in
June 2013, a trial was conducted that resulted in a verdict in favor of the Company with respect to the claims of seven
of the plaintiffs. Subsequently, a number of other plaintiffs were dismissed from the action pursuant to stipulation
and/or Court order. The remaining plaintiffs entered into a settlement agreement with the Company in December
2014, and on December 8, 2014, the Court entered a final order dismissing the action with prejudice.
In July 2011, Charles Brewer, on behalf of himself and all others similarly situated, sued General Nutrition
Corporation in federal court, alleging state and federal wage and hour claims (U.S. District Court, Northern District of
California, Case No. 11CV3587). In October 2011, Mr. Brewer filed an amended complaint alleging, among other
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Act ("FLSA") class with respect to one of Plaintiff’s claims. On November 12, 2014, the Court granted in part and
denied in part the plaintiff's motion to certify a California class and granted the Company's motion for decertification
of the FLSA class. As any liabilities that may arise from these matters are not probable or reasonably estimable at this
time, no liability has been accrued in the accompanying financial statements.

In February 2012, former Senior Store Manager, Elizabeth Naranjo, individually and on behalf of all others similarly
situated sued General Nutrition Corporation in the Superior Court of the State of California for the County of
Alameda (Case No. RG 12619626), alleging, among other matters, meal, rest break, and overtime violations. On
October 22, 2014, the Court granted the plaintiff's motion to certify a class of approximately 900 current and former
managers. As any liabilities that may arise from these matters are not probable or reasonably estimable at this time, no
liability has been accrued in the accompanying financial statements.

FLSA Matters. On June 29, 2010, Dominic Vargas and Anne Hickok, on behalf of themselves and all others similarly
situated, sued General Nutrition Corporation and the Company in federal court (U.S. District Court, Western District
of Pennsylvania, Case No. 2:05-mc-02025). The two-count complaint alleged, generally, that plaintiffs were required
to perform work on an uncompensated basis and that the Company failed to pay overtime for such work. The parties
to the case reached a tentative settlement on December 3, 2014. The settlement remains subject to Court approval.
Jason Olive v. General Nutrition Corp. In April 2012, Jason Olive filed a complaint in the Superior Court of
California, County of Los Angeles (Case No. BC482686), for misappropriation of likeness in which he alleges that the
Company continued to use his image in stores after the expiration of the license to do so in violation of common law
and California statutes. Mr. Olive is seeking compensatory, punitive and statutory damages and attorneys’ fees and
costs. The trial in this matter previously scheduled for December 2014 was postponed and no new trial date has been
set. As of December 31, 2014, an immaterial liability has been accrued in the accompanying financial statements.
Item4. MINE SAFETY DISCLOSURES

This Item 4 is not applicable.
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PART II

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

Market Information

Since March 31, 2011, our common stock has been traded on the NYSE under the symbol "GNC." As of February 6,
2015, there were 87,864,420 shares of common stock outstanding, the closing price of our common stock was $43.31
per share, and we had approximately 59 stockholders of record (including 50 holders of restricted stock).

The following table presents the high and low sales prices and dividend declared by quarter for the common stock, as
reported by the NYSE:

. Dividend per

2014 quarter ended High Low Share
March 31 $58.55 $42.54 $0.16
June 30 $47.35 $33.70 $0.16
September 30 $42.01 $30.84 $0.16
December 31 $47.40 $35.44 $0.16
2013 quarter ended High Low E;:?;;i
March 31 $42.83 $30.92 $0.15
June 30 $48.12 $38.59 $0.15
September 30 $55.16 $44.66 $0.15
December 31 $60.98 $51.82 $0.15
2012 quarter ended High Low Il))el:?s;i
March 31 $35.20 $25.60 $0.11
June 30 $41.85 $33.15 $0.11
September 30 $42.70 $34.50 $0.11
December 31 $41.22 $31.57 $0.11
Dividends

On January 29, 2015, our Board of Directors authorized and declared a cash dividend for the first quarter of 2015 of
$0.18 per share of common stock, payable on or about March 27, 2015 to stockholders of record as of the close of
business on March 13, 2015. We currently intend to continue to pay regular quarterly dividends; however, the
declaration of such future dividends and the establishment of the per share amount, record dates and payment dates for
such future dividends are subject to the final determination and approval of our Board of Directors and will depend on
many factors, including, without limitation, our financial condition, future earnings and cash flows, legal
requirements, taxes and any other factors that the Board of Directors deems relevant.
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Issuer Purchases of Equity Securities

Total Number of  Average Price

Period(1) Shares (or Units) Paid per Share
Purchased (or Unit)

October 1 to October 31, 2014796,107 $37.68

November 1 to November 30, o $—

2014

December 1 to December 31, 548.749 $42.35

2014

Total 1,344,856 $39.59

Total Number of
Shares (or Units)
Purchased as
Part of Publicly
Announced Plans
or Programs(2)

796,107

548,749
1,344,856

Maximum Number (or
Approximate Dollar
Value) of

Shares (or Units) that May
Yet Be Purchased under
the

Plans or Programs(2)
$430,000,048

$430,000,048

$406,762,075

(1) Other than as set forth in the table above, we made no purchases of shares of Class A common stock for the quarter

ended December 31, 2014.

(2) In August 2014, we announced that our Board of Directors approved a multi-year share repurchase program
pursuant to which we may purchase up to an aggregate of $500.0 million shares of our common stock during the

twenty-four month period ending August 31, 2016.
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Stock Performance Graph

The line graph below compares the cumulative total stockholder return on our common stock with the S&P Retail
Index and the S&P 500 Index for the period from the completion of our initial public offering on April 6, 2011
through December 31, 2014. The graph assumes an investment of $100 made at the closing of trading on April 6,
2011 in (i) our common stock, (ii) the stocks comprising the S&P Retail Index and (iii) the stocks comprising the
S&P 500 Index. All values assume reinvestment of the full amount of all dividends, if any, into additional shares of
the same class of equity securities at the frequency with which dividends were paid on such securities during the
applicable time period. The stock price performance included in the line graph below is not necessarily indicative of
future stock price performance.
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Item 6. SELECTED FINANCIAL DATA.
The selected consolidated financial data presented below as of December 31, 2014 and 2013 and for the years ended
December 31, 2014, 2013 and 2012 are derived from our audited consolidated financial statements and footnotes
included in this Annual Report. The selected consolidated financial data presented below as of December 31, 2012,
2011 and 2010 and for the years ended December 31, 2011 and 2010 are derived from our audited consolidated
financial statements and footnotes not included in this Annual Report.
You should read the following financial information together with the information under Item 7, "Management's
Discussion and Analysis of Financial Condition and Results of Operations" and our audited consolidated financial
statements and their related notes.

As of and for the Year ended December 31,
(dollars in millions, except per

2014 2013 2012 2011 2010
share data)
Statement of Operations Data:
Revenue:
Retail $1,939.2 $1,926.8 $1,785.0 $1,518.5 $1,344.4
Franchising 432.8 436.9 406.3 334.8 293.6
Manufacturing/Wholesale 241.2 263.1 236.9 218.9 184.2
Total revenue 2,613.2 2,626.8 2,428.2 2,072.2 1,822.2
Cost of sales, including costs of
warehousing, distribution and 1,632.9 1,636.3 1,499.2 1,318.4 1,179.9
occupancy
Gross profit 980.3 990.5 929.0 753.8 642.3
Compensation and related benefits 329.1 3219 314.3 291.3 273.8
Advertising and promotion 70.5 67.2 62.3 52.9 51.7
Other selling, general and 143.3 131.8 123.8 113.5 100.7
administrative
Other (income) expense, net (D 2.1 ) 9.1 0.7 13.6 37
Operating income 439.5 460.5 427.9 282.5 2124
Interest expense, net 46.7 53.0 47.6 74.9 65.4
Income before income taxes 392.8 407.5 380.3 207.6 147.0
Income tax expense 136.9 142.5 140.1 75.3 50.4
Net income $255.9 $265.0 $240.2 $132.3 $96.6
Weighted average shares
outstanding (in thousands):
Basic 90,493 96,481 103,503 100,261 87,339
Diluted 90,918 97,383 104,911 103,010 88,917
Net income per share:
Basic $2.83 $2.75 $2.32 $1.27 $0.87
Diluted $2.81 $2.72 $2.29 $1.24 $0.85
Dividends declared per share $0.64 $0.60 $0.44 $— $—
Balance Sheet Data:
Cash and cash equivalents $133.8 $226.2 $158.5 $128.4 $193.9
Working capital @ 636.0 719.0 573.5 474.5 484.5
Total assets 2,677.8 2,740.3 2,552.0 2,429.6 2,425.1
Total current and non-current 5, 3 1,347.1 1,098.6 901.5 1,058.5
long-term debt
Preferred stock — — — — 218.4
Stockholders' equity 756.0 815.6 882.0 978.5 619.5
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Statement of Cash Flows:
Net cash provided by operating

.. $303.8 $239.5 $223.0 $174.7 $141.5
activities
Net cash used in investing activities (75.5 ) (78.3 ) (43.2 ) (65.5 ) (36.1 )
Net cash used in financing activities(321.0 ) (94.3 ) (149.3 ) (173.6 ) (1.5 )
Capital expenditures 70.5 50.2 41.9 43.8 32.5

Note: The presentation of certain immaterial amounts in our consolidated financial statements of prior periods have
been revised to conform to the current periods presented.

In 2014, other income principally related to $9.9 million of gains related to the sale of company-owned stores to
franchisees and $4.4 million of income related to the reversal of a contingent purchase price liability partially offset
by $7.8 million of expense related to management realignment and $4.2 million of expense related to an increase in
the allowance on international franchise receivables.

In 2013, other expense principally related to the Transportation Network Transition for which charges of

$12.2 million were recorded ($9.8 million related to the termination of truck leases and $2.4 million related to
severance and other costs) partially offset by $2.7 million of gains from the sale of company-owned stores to
franchisees.

In 2012, 2011 and 2010, other expense principally related to charges of $1.9 million, $13.5 million and $4.0 million,
respectively, recorded in connection with equity offerings and amendments to the Senior Credit Facility.

(2) Working capital represents current assets less current liabilities.

ey
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The following table summarizes our stores for the periods indicated:

Year Ended December 31,

2014 2013 2012 2011 2010
Company-owned stores:
Beginning of period balance 3,342 3,188 3,046 2,917 2,832
New store openings 183 170 147 145 101
Franchise conversions @ 25 16 29 30 24
Store closings ® (53 ) (32 ) (34 ) (46 ) (40
End of period balance 3,497 3,342 3,188 3,046 2,917
Franchised stores:
Domestic
Beginning of period balance 1,012 949 924 903 909
Store openings ) 95 83 65 63 42
Store closings © (37 ) (20 ) (40 ) (42 ) (48
End of period balance 1,070 1,012 949 924 903
International
Beginning of period balance 2,024 1,830 1,590 1,437 1,307
Store openings 208 325 300 195 232
Store closings (92 ) (131 ) (60 ) (42 ) (102
End of period balance 2,140 2,024 1,830 1,590 1,437
Store-within-a-store (Rite Aid):
Beginning of period balance 2,215 2,181 2,125 2,003 1,869
Store openings 60 41 63 127 150
Store closings (6 ) (7 ) (7 ) (5 ) (16
End of period balance 2,269 2,215 2,181 2,125 2,003
Total Stores 8,976 8,593 8,148 7,685 7,260

(a)Represents stores that were acquired from franchisees and subsequently converted into company-owned stores.
(b)Includes company-owned store locations sold to franchisees.
(c)Includes franchise stores closed and acquired by us.
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

You should read the following discussion in conjunction with Item 6, "Selected Financial Data" and our audited
consolidated financial statements and the related notes thereto. The discussion in this section contains forward-looking
statements that involve risks and uncertainties. See Part I, Item 1A, "Risk Factors" in this Annual Report for a
discussion of important factors that could cause actual results to differ materially from those described or implied by
the forward-looking statements contained herein. We urge you to review the information set forth in "Forward
Looking Statements" and Item 1A, "Risk Factors" included elsewhere in this Annual Report.

Overview

We are a global specialty retailer of health and wellness products. We derive our revenues principally from product
sales through our company-owned stores and online through GNC.com, LuckyVitamin.com and
DiscountSupplements.co.uk, domestic and international franchise activities and sales of products manufactured in our
facilities to third parties. We sell products through a worldwide network of more than 8,900 locations operating under
the GNC brand name.

We benefit from significant competitive strengths that we believe drive our business and position us for ongoing
success, including our:

Highly-valued and well-recognized brand;

Attractive, loyal customer base;

€Commanding market position;

Unique product offerings and robust innovation capabilities;

Diversified business model;

Vertically integrated operations that underpin our business strategy;

Differentiated service model that fosters an exceptional customer experience; and

Highly-experienced management team.

See Part I, Item 1, "Business -- Competitive Strengths" for more information. In 2014, we continued to focus on:
growing our company-owned domestic retail business; growing our company-owned domestic retail square footage;
growing our international footprint; expanding our e-commerce business; and leveraging the GNC brand. Our efforts
produced the following positive outcomes:

revenue from our GNC.com business increased 6.2% compared with the prior year;

we increased our company-owned domestic store count by 129 net new stores, or 3.9%, compared with the prior year;
we improved our gross margin rate by reducing our dependence on promotional activity; and

domestic franchising revenue grew by 6.4% compared with the prior year, and we added 58 net new domestic
franchise locations.

During 2014, we generated net cash flow from operating activities of $303.8 million, repurchased $284.0 million in
common stock and paid $57.5 million in stock dividends.

However, while our business remains profitable and we continue to recognize strong cash flow, with approximately
95% of our company-owned stores' cash flow exceeding our weighted average cost of capital, we also faced
significant challenges to our strategy and our business during 2014, including increased competition, marketing results
that did not meet with our expectations, year-over-year declines in same store sales and increased inventory.
Therefore, with respect to our results for the year ended December 31, 2014 as compared to the year ended December
31,2013:

our total revenue decreased 0.5%, and our total operating income decreased 4.6%;

our company-owned domestic same store sales decreased by 2.8%;

tn spite of a slight increase in our retail segment sales, operating income for the segment decreased by 3.8%;
tnternational franchise revenue decreased by 10.9%, despite the addition of 116 net new international franchise stores;
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although total operating income for our franchise segment increased by 2.5%, revenue for the segment decreased
0.9%; and

sales decreased in our wholesale/manufacturing segment by 8.3% due to reduced purchases from our large wholesale
customers, and operating income for the segment decreased 14.1%.

During the second half of 2014, we underwent a management realignment that included the appointment of a new
chief executive officer and other key executive changes. We initiated a number of key, cross-functional initiatives and
other efforts to address the challenges facing our business. For example, we began:

a customer-focused brand evolution that is centered on quality and one-on-one customer engagement and is intended
¢o reach a broader, wellness-focused customer audience while remaining loyal to our existing, performance-focused
customer base;

taking a more disciplined and analytical approach to product promotions and discounting;

a transition toward more product-focused marketing and an initiative to improve the overall effectiveness of our
marketing efforts while continuing to expand and improve upon the customized direct-marketing strategies that we
initiated during the latter half of 2014;

an effort to re-set our stores with an enhanced focus on plant and nature based proteins, women's beauty products and
functional foods;

to implement a rigorous, customer-focused testing process in our merchandising, marketing, store operations and
other decisions relevant to our business; and

a process to better align our inventory levels with current trends in our business.

We believe that beginning in 2015, our combined efforts on these fronts will enable us to better leverage the
competitive strengths that remain at the core of our business and will drive future success.

Revenues and Operating Performance from our Segments

We measure our operating performance primarily through revenues and operating income from our three segments,
Retail, Franchise and Manufacturing/Wholesale, and through the management of unallocated costs from warehousing,
distribution and corporate, as follows:

Retail: Retail revenues are generated by sales to consumers at our company-owned stores and online through our
websites GNC.com, LuckyVitamin.com, and DiscountSupplements.co.uk. Although we believe that our retail and
franchise businesses are not seasonal in nature, historically we have experienced, and expect to continue to
experience, a variation in our net sales and operating results from quarter to quarter.

Franchise: We generate franchise revenues primarily by:

(1) product sales to our franchisees;

(2) royalties on franchise retail sales; and

(3) franchise fees, which we charge for initial franchise awards, renewals and transfers of franchises.

Although we do not anticipate the number of our domestic franchise stores to grow substantially, we expect to achieve
domestic franchise store revenue growth consistent with projected industry growth, which we expect to generate from
royalties on franchise retail sales and product sales to our existing franchisees. As a result of our efforts to expand our
international presence and provisions in our international franchising agreements requiring franchisees to open
additional stores, we have increased our international store base in recent periods and expect to continue to increase
the number of our international franchise stores over the next five years. We believe this will result in additional
franchise fees associated with new store openings and increased revenues from product sales to, and royalties from,
franchisees. Since our international franchisees pay royalties to us in U.S. dollars, any strengthening of the U.S. dollar
relative to our franchisees' local currency may offset some of the growth in royalty revenue.
Manufacturing/Wholesale: Manufacturing/wholesale revenues are generated by sales of manufactured products to
third parties generally for third-party private label brands, the sale of our proprietary and third-party products to and
through Rite Aid and www.drugstore.com and the sale of our proprietary products to PetSmart and Sam's Club. We
also record license fee revenue from the opening of franchise store-within-a-store locations within Rite Aid stores.
Our
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revenues generated by our manufacturing and wholesale operations are subject to our available manufacturing
capacity.

A significant portion of our business infrastructure is comprised of fixed operating costs. Our vertically-integrated
distribution network, manufacturing capacity, and ability to outsource production can support higher sales volume.
We opened a fourth distribution center in October 2014. This distribution center is located in Whitestown, Indiana,
and we believe that it will provide the incremental distribution capacity necessary for the foreseeable future.

The following trends and uncertainties in our industry could affect our operating performance as follows:

broader consumer awareness of health and wellness issues and rising healthcare costs may increase the use of the
products we offer and positively affect our operating performance;

interest in, and demand for, condition-specific products based on scientific research may positively affect our
operating performance if we can timely develop and offer such condition-specific products;

the effects of favorable and unfavorable publicity on consumer demand with respect to the products we offer may
have similarly favorable or unfavorable effects on our operating performance;

a lack of long-term experience with human consumption of ingredients in some of our products could create
uncertainties with respect to the health risks, if any, related to the consumption of such ingredients and negatively
affect our operating performance;

increased costs associated with complying with new and existing governmental regulation may negatively affect our
operating performance;

consolidation within our industry and increasing participation in our market by mass market retailers and consumer
product manufacturers could continue to intensify competition within our industry and could continue to negatively
affect our market performance; and

a decline in disposable income available to consumers may lead to a reduction in consumer spending and negatively
affect our operating performance.

Results of Operations

The following information presented as of December 31, 2014 and 2013 and for the years ended December 31, 2014,
2013 and 2012 was derived from our audited consolidated financial statements and accompanying notes.

As discussed in Note 16, "Segments," to our audited consolidated financial statements, we evaluate segment operating
results based on several indicators. The primary key performance indicators are revenues and operating income or loss
for each segment. Segment revenues and operating income or loss, as evaluated by management, exclude certain items
that are managed at the consolidated level, such as warehousing, transportation costs and other corporate costs. The
following discussion compares the revenues and the operating income or loss by segment, as well as those items
excluded from the segment totals.

Same store sales growth represents the percentage change in same store sales in the period presented compared to the
prior year period. Same store sales are calculated on a daily basis for each store and exclude the net sales of a store for
any period if the store was not open during the same period of the prior year. We also include our internet sales, as
generated only through GNC.com and www.drugstore.com, in our domestic retail company-owned same store sales
calculation. When a store's square footage has been changed as a result of reconfiguration or relocation in the same
mall or shopping center, the store continues to be treated as a same store. If, during the period presented, a store was
closed, relocated to a different mall or shopping center, or converted to a franchise store or a company-owned store,
sales from that store up to and including the closing day or the day immediately preceding the relocation or conversion
are included as same store sales as long as the store was open during the same period of the prior year. We exclude
from the calculation sales during the period presented that occurred on or after the date of relocation to a different mall
or shopping center or the date of a conversion.
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Results of Operations
(Dollars in millions except for per share amounts and percentages expressed as a percentage of total net revenue)

Year Ended December 31,

2014 2013 2012
Revenues:
Retail $1,9392 742 % $1,9268 734 % $1,785.0 735 %
Franchise 432.8 16.6 % 4369 16.6 % 406.3 168 %
Manufacturing / Wholesale:
Intersegment revenues 244.3 9.3 % 269.5 103 % 263.2 10.8 %
Third Party 241.2 9.2 % 263.1 100 % 2369 9.7 %
Subtotal Manufacturing / Wholesale 485.5 185 % 532.6 203 % 500.1 205 %
Elimination of intersegment revenue 2443 ) 93 Y% (2695 ) (103 )% (2632 ) (10.8 )%
Total revenues 2,613.2 1000 % 2,626.8 1000 % 2,428.2 1000 %

Operating expenses:
Cost of sales, including warehousing,

e 1,6329 625 % 1,6363 623 % 14992 617 %
distribution and occupancy costs

Compensation and related benefits 320.1 126 % 3219 122 % 3143 129 %

Advertising and promotion 70.5 2.7 % 67.2 2.6 % 62.3 2.6 %

Other selling, general and administrative 1324 51 % 122.8 47 % 1152 47 %

expenses

Amortization expense 10.9 0.4 % 9.0 0.3 % 8.6 0.4 %

Transaction and restructuring related costs — — 12.4 0.5 % 1.9 0.1 %

Management realignment 7.8 0.3 % — — — —

International franchise receivable reserves 4.2 0.2 % 0.4 0.0 % (0.3 ) (0.0 )%

Reversal of contingent purchase price 4.4 ) (0.2 )% (0.9 ) (0.0 )Y — —

Other (income) expense, net (9.7 ) (04 H% (2.8 ) (0.1 )% (0.9 ) (0.0 )%

Total operating expenses 2,173.7 83.2 % 2,166.3 82.5 % 2,000.3 82.4 %

Operating income:

Retail 349.0 13.4 % 362.7 13.8 % 349.2 14.4 %

Franchise 157.3 6.0 % 153.5 5.8 % 133.7 5.5 %

Manufacturing / Wholesale 89.9 34 % 104.7 4.0 % 95.5 3.9 %

Unallocated corporate and other costs:

Warehousing and distribution costs (68.3 ) (2.6 )% (66.6 ) 2.5 )% (633 ) 2.6 )%

Corporate costs (80.6 ) (3.1 )% (81.4 ) (3.1 )% (85.3 ) 35 )%
Transaction and restructuring related costs — — (12.4 ) (0.5 )% (1.9 ) (0.1 )%
Management realignment (7.8 ) (0.3 )% — — — —

ISlstbtotal unallocated corporate and other costs, (1567 ) 6.0 )% (1604 ) (6.1 V% (1505 ) (62 )%

Total operating income 439.5 16.8 % 460.5 175 % 4279 176 %

Interest expense, net 46.7 53.0 47.6

Income before income taxes 392.8 407.5 380.3

Income tax expense 136.9 142.5 140.1

Net income $255.9 $265.0 $240.2

Diluted earnings per share $2.81 $2.72 $2.29

Note: The numbers in the table above have been rounded in millions. All calculations related to the Results of
Operations for the year-over-year comparisons below were derived from amounts rounded in thousands. As a result,
immaterial rounding differences may exist for year-over-year changes calculated in the table above as compared to
what is presented below.

73



44

Edgar Filing: GNC HOLDINGS, INC. - Form 10-K

74



Edgar Filing: GNC HOLDINGS, INC. - Form 10-K

Table of Contents

Comparison of the Years Ended December 31, 2014 and 2013

Revenues

Our consolidated net revenues decreased $13.6 million, or 0.5%, to $2,613.2 million for the year ended December 31,
2014 compared to $2,626.8 million in 2013. Revenue increased in the our Retail segment and decreased in both our
Franchise and Manufacturing/Wholesale segments.

Retail. Revenues in our Retail segment increased $12.4 million, or 0.6%, to $1,939.2 million for the year ended
December 31, 2014 compared to $1,926.8 million in 2013, which was driven primarily by an increase in sales from
our e-commerce businesses (principally due to the acquisition of A1 Sport Limited d/b/a Discount Supplements
("Discount Supplements"), which occurred in October 2013), and $44.4 million from the addition of 145 net new
company-owned stores and 10 The Health Store locations in Ireland, acquired in April 2014. These increases were
partially offset by negative domestic retail same store sales, which includes GNC.com, of 2.8%, approximately $8.7
million due the exchange rate trend of the Canadian dollar, and the negative effect due to the Gold Card giveaway
associated with the Member Pricing launch in 2013. Our company-owned store base increased by 155 stores to 3,497
at December 31, 2014 compared to 3,342 at December 31, 2013, which includes 16 new Canadian stores and 10 new
stores as a result of the acquisition of The Health Store.

Franchise. Revenues in our Franchise segment decreased $4.1 million, or 0.9%, to $432.8 million for the year ended
December 31, 2014 compared to $436.9 million in 2013. Domestic franchise revenues increased $16.1 million to
$267.5 million for the year ended December 31, 2014 compared to $251.4 million in 2013, primarily due to higher
product sales of $14.5 million. Our domestic franchise same store sales for the year ended December 31, 2014
decreased by 3.3% from 2013. There were 1,070 domestic franchise stores at December 31, 2014 compared to 1,012
stores at December 31, 2013. International franchise revenue decreased by $20.2 million, to $165.3 million for the
year ended December 31, 2014 compared to $185.5 million in 2013, primarily due to lower product sales of $19.6
million, particularly due to regulatory and macroeconomic factors in several key franchise markets. Our international
franchisees reported a 0.8% same store sales increase during the year, on a local currency basis. Our international
franchise store base increased by 116 stores to 2,140 at December 31, 2014 compared to 2,024 at December 31, 2013.
Manufacturing/Wholesale. Revenues in our Manufacturing/Wholesale segment, which includes third-party sales
from our manufacturing facilities in South Carolina, as well as wholesale sales to Rite Aid, PetSmart, Sam's Club and
www.drugstore.com, decreased by $21.9 million, or 8.3%, to $241.2 million for the year ended December 31, 2014
compared to $263.1 million in 2013. Third-party contract manufacturing sales from our South Carolina manufacturing
plant decreased by $9.5 million, or 7.0%, to $125.1 million for the year ended December 31, 2014 compared to
$134.6 million in 2013. Wholesale revenue decreased $12.5 million, or 9.7%, due to lower shipments to our wholesale
customers from softer market trends.

Cost of Sales

Cost of sales, which includes product costs, costs of warehousing and distribution and occupancy costs, decreased
$3.4 million, or 0.2%, to $1,632.9 million for the year ended December 31, 2014 compared to $1,636.3 million in
2013. Cost of sales, as a percentage of net revenue, was 62.5% and 62.3% for the year ended December 31, 2014 and
2013, respectively. Improved product gross margin was offset by occupancy expense deleveraging associated with
negative same store sales.

Selling, General and Administrative ("SG&A") Expenses

SG&A expenses, including compensation and related benefits, advertising and promotion expense, and other SG&A
expenses, including amortization expense, increased $22.0 million, or 4.2%, to $542.9 million, for the year ended
December 31, 2014 compared to $520.9 million in 2013. These expenses, as a percentage of net revenue, were 20.8%
for the year ended December 31, 2014 compared to 19.8% in 2013.

Compensation and related benefits. Compensation and related benefits increased $7.2 million, or 2.2%, to $329.1
million for the year ended December 31, 2014 compared to $321.9 million in 2013. The increase was due primarily to
our increased store base, partially offset by lower incentive and non-cash stock-based compensation expenses.
Advertising and promotion. Advertising and promotion expenses increased $3.3 million, or 4.9%, to $70.5 million
for the year ended December 31, 2014 compared to $67.2 million in 2013. These expenses, as a percentage of net
revenue, were 2.7% and 2.6% for the years ended December 31, 2014 and 2013, respectively.
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Other SG&A. Other SG&A expenses, including amortization expense, increased $11.5 million, or 8.7%, to $143.3
million for the year ended December 31, 2014 compared to $131.8 million in 2013. This increase principally relates to
expenses from our recently acquired retail businesses and higher legal related expenses.
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Other

Transaction and restructuring related costs. We did not incur any transaction or restructuring related costs during
2014. For the year ended December 31, 2013, we incurred $12.2 million related to the Transportation Network
Transition during the fourth quarter of 2013, and $0.2 million related to the Term Loan Facility transaction.
Management realignment. For the year ended December 31, 2014, we incurred $7.8 million associated with the
changes among our executive leadership team. This expense primarily related to $6.3 million in executive severance,
$0.2 million of accelerated non-cash stock-based compensation net of forfeitures, and $1.3 million for the recruiting
and hiring of new executive leadership.

International franchise receivable reserve. For the year ended December 31, 2014, we recorded a $4.2 million
reserve against receivables with our international franchisees, compared to $0.4 million for the same period in 2013.
The collectability of receivables principally from one franchisee has become uncertain due to its current financial
position.

Reversal of contingent purchase price. During the year ended December 31, 2014, it was determined that certain
conditions required to be met by the sellers in the purchase agreement of Discount Supplements and Lucky Vitamin,
Corp. ("Lucky Vitamin") were not achieved, and as such, we reversed a $4.4 million contingent purchase price
liability. We reversed a $0.9 million contingent purchase price liability related to Lucky Vitamin for the year ended
December 31, 2013.

Other (income) expense, net. Other (income) expense, which includes the gain on sale of company-owned stores to
franchisees and foreign currency (gain) loss, increased $6.9 million to a gain of $9.7 million for the year ended
December 31, 2014 compared to a gain of $2.8 million for the same period in 2013. The increase in other (income)
expense was a result of more sales of company-owned stores to franchisees for the year ended December 31, 2014
compared to the same period in 2013.

Operating Income

As a result of the foregoing, consolidated operating income decreased $21.0 million, or 4.6%, to $439.5 million for
the year ended December 31, 2014 compared to $460.5 million in 2013. Operating income, as a percentage of net
revenue, was 16.8% and 17.5% for the years ended December 31, 2014 and 2013, respectively.

Retail. Operating income decreased $13.7 million, or 3.8%, to $349.0 million for the year ended December 31, 2014
compared to $362.7 million in 2013. The decrease in operating income was driven by expense deleveraging associated
with negative same store sales and higher media spend, partially offset by a higher gross margin and the reversal of
the contingent purchase price liability explained above.

Franchise. Operating income increased $3.8 million, or 2.5%, to $157.3 million for the year ended December 31,
2014 compared to $153.5 million in 2013. The increase was primarily due to more sales of company-owned stores to
franchisees, partially offset by lower product sales.

Manufacturing/Wholesale. Operating income decreased $14.8 million, or 14.1%, to $89.9 million for the year ended
December 31, 2014 compared to $104.7 million in 2013. The decrease in operating income was generally due to lower
shipments to wholesale customers from softer market trends as well as lower proprietary sales.

Warehousing and distribution costs. Unallocated warehousing and distribution costs increased $1.7 million, or 2.5%,
to $68.3 million for the year ended December 31, 2014 compared to $66.6 million in 2013. This increase was
primarily due to an increase in occupancy expense related to the new distribution center located in Whitestown,
Indiana, partially offset by transportation savings related to the transition to a third-party transportation network
during the fourth quarter of 2013.

Corporate costs. Corporate overhead costs decreased $0.8 million, or 1.0%, to $80.6 million for the year ended
December 31, 2014 compared to $81.4 million in 2013, as the decrease in salaries and benefits of $6.9 million, which
was principally related to the reversal of incentive and non-cash stock-based compensation expense accruals, was
partially offset by higher legal and other SG&A expenses.

Interest Expense

Interest expense decreased $6.3 million, or 11.9%, to $46.7 million for the year ended December 31, 2014 compared
to $53.0 million million in 2013. This decrease was primarily related to $8.1 million of costs in 2013 related to an
amendment to the Senior Credit Facility that impacted interest expense, partially offset by higher debt outstanding.

77



Edgar Filing: GNC HOLDINGS, INC. - Form 10-K

The debt extinguishment costs consisted of a write-off of deferred financing fees and original issue discount of $5.7
million and incurred financing fees of $2.4 million.
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Income Tax Expense
We recognized $136.9 million (or 34.9% of pre-tax income) of income tax expense for the year ended December 31,
2014 compared to $142.5 million (or 35.0% of pre-tax income) in 2013. Income tax expense for the years ended
December 31, 2014 and 2013 was reduced by net valuation allowance adjustments of $1.6 million and $1.4 million,
respectively. The valuation allowance was adjusted based on a change in circumstances, including anticipated future
earnings and a tax law change, which caused a change in judgment about the realizability of certain deferred tax assets
related to net operating losses. The income tax rates for the years ended December 31, 2014 and 2013 also included
the recognition of $3.0 million and $4.9 million, respectively, of other net discrete tax benefits related primarily to
state tax positions in 2014 and the reduction of certain deferred tax liabilities and reserves in 2013.
Net Income
As aresult of the foregoing, consolidated net income decreased $9.1 million, or 3.4%, to $255.9 million million for
the year ended December 31, 2014 compared to $265.0 million million in 2013.
Diluted Earnings Per Share

Diluted earnings per share increased 3.3% from $2.72 in the prior year to $2.81 in the current year due to a 6.6%
decrease in the weighted average diluted shares outstanding in the current year as a result of the share repurchase
program, which was partially offset by a 3.4% decrease in net income.
Comparison of the Years Ended December 31, 2013 and 2012
Revenues
Our consolidated net revenues increased $198.6 million, or 8.2%, to $2,626.8 million for the year ended December 31,
2013 compared to $2,428.2 million in 2012. The increase was the result of increased sales in each of our segments.
Retail. Revenues in our Retail segment increased $12.4 million, or 7.9%, to $1,926.8 million for the year ended
December 31, 2013 compared to $1,785.0 million in 2012. Domestic retail revenue increased $117.8 million due to
the opening of new stores which accounted for approximately $39.5 million of the increase, sales increase in our
sports nutrition and vitamin product categories, and a 4.3% increase in our same store sales, which includes an
increase in sales from GNC.com of $27.8 million, or 26.6%, to $132.3 million in 2013 compared to $104.5 million for
2012. The nationwide rollout of Member Pricing included the giveaway of free Gold Cards, which negatively
impacted same store sales. In addition, sales from Lucky Vitamin and DiscountSupplements.com contributed
$6.4 million and $6.6 million, respectively, to the increase in domestic retail revenue. Canadian sales increased by
$11.0 million in U.S. dollars in 2013 compared to 2012. Our company-owned store base increased by 149 domestic
stores to 3,170 at December 31, 2013 compared to 3,021 at December 31, 2012, due to new store openings and
franchise store acquisitions. Our company-owned Canadian store base increased by 5 stores to 172 at December 31,
2013 compared to 167 at December 31, 2012.
Franchise. Revenues in our Franchise segment increased $30.6 million, or 7.5%, to $436.9 million for the year
ended December 31, 2013 compared to $406.3 million in 2012. Domestic franchise revenues increased $13.3 million
to $251.4 million for the year ended December 31, 2013 compared to $238.1 million in 2012, primarily due to higher
product sales of $12.0 million and royalties. Our domestic franchise same store sales for the year ended December 31,
2013 increased by 4.2% from 2012. There were 1,012 domestic franchise stores at December 31, 2013 compared to
949 stores at December 31, 2012. International franchise revenue increased by $17.3 million, to $185.5 million for the
year ended December 31, 2013 compared to $168.2 million in 2012, primarily as a result of increases in product sales
of $10.2 million and royalties. Our international franchisees reported a 10.2% same store sales increase during the
year, on a local currency basis. Our international franchise store base increased by 194 stores to 2,024 at
December 31, 2013 compared to 1,830 at December 31, 2012.
Manufacturing/Wholesale. Revenues in our Manufacturing/Wholesale segment, which includes third-party sales
from our manufacturing facilities in South Carolina, as well as wholesale sales to Rite Aid, PetSmart, Sam's Club and
www.drugstore.com, increased by $26.2 million, or 11.1%, to $263.1 million for the year ended December 31, 2013
compared to $236.9 million in 2012. Third-party contract manufacturing sales from our South Carolina manufacturing
plant increased by $10.7 million, or 8.6%, to $134.6 million for the year ended December 31, 2013 compared to
$123.9 million in 2012. Wholesale revenue increased $15.5 million, or 13.7%, due to timing of purchase orders and
shipments with key wholesale customers.
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Cost of Sales
Cost of sales, which includes product costs, costs of warehousing and distribution and occupancy costs, increased
$137.1 million, or 9.1%, to $1,636.3 million for the year ended December 31, 2013 compared to $1,499.2 million in

2012. Cost of sales, as a percentage of net revenue, was 62.3% and 61.7% for the year ended December 31, 2013 and
2012, respectively. The
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higher cost of sales percentage for the year ended December 31, 2013 compared to the same period in 2012 was due to
the planned pricing investments with the rollout of Member Pricing, which evolved the Gold Card from a fixed 20%
discount the first week of each month to an everyday variable discount Member Pricing model.

SG&A

SG&A expenses, including compensation and related benefits, advertising and promotion expense, and other SG&A
expenses including amortization expense, increased $20.6 million, or 4.1%, to $520.9 million, for the year ended
December 31, 2013 compared to $500.4 million in 2012. These expenses, as a percentage of net revenue, were 19.8%
for the year ended December 31, 2013 compared to 20.6% in 2012.

Compensation and related benefits. Compensation and related benefits increased $7.6 million, or 2.4%, to $321.9
million for the year ended December 31, 2013 compared to $314.3 million million in 2012. The increase was due
primarily to our increased store base and sales volume, offset by a decrease in incentive expense.

Advertising and promotion. Advertising and promotion expenses increased $4.9 million, or 8.0%, to $67.2 million
for the year ended December 31, 2013 compared to $62.3 million in 2012. The increase in advertising and promotion
expense resulted primarily from increases in media and print expense from our investment in the nationwide launch of
Member Pricing. These expenses, as a percentage of net revenue, were 2.6% in each of the years ended December 31,
2013 and 2012.

Other SG&A. Other SG&A expenses, including amortization expense, increased $8.0 million, or 6.4%, to $131.8
million million for the year ended December 31, 2013 compared to $123.8 million in 2012. This increase was due to
increases in sales volume and other SG&A expenses.

Other

Transaction and restructuring related costs. For the year ended December 31, 2013, we incurred $12.2 million
related to the Transportation Network Transition during the fourth quarter of 2013, and $0.2 million related to the
Term Loan Facility transaction. In 2012, we incurred $1.9 million of expenses principally related to equity offerings
and a debt refinancing.

International franchise receivable reserve. For the year ended December 31, 2013, we recorded a $0.4 million
reserve against receivables with our international franchisees, compared to a gain of $0.3 million in 2012.

Reversal of contingent purchase price. During the year ended December 31, 2013, it was determined that certain
conditions required to be met by the seller in the purchase agreement of Lucky Vitamin were not achieved and as
such, we reversed a $0.9 million contingent purchase price liability.

Other (income) expense, net. Other (income) expense which includes the gain on sale of company-owned stores to
franchisees and foreign currency (gain) loss, increased $1.9 million to a gain of $2.8 million for the year ended
December 31, 2013, compared to a gain of $0.9 million in 2012. The increase in other (income) expense was a result
of more sales of company-owned stores to franchisees for the year ended December 31, 2013 compared to 2012.
Operating Income

As a result of the foregoing, consolidated operating income increased $32.6 million, or 7.6%, to $460.5 million for the
year ended December 31, 2013 compared to $427.9 million in 2012. Operating income, as a percentage of net
revenue, was 17.5% and 17.6% for the years ended December 31, 2013 and 2012, respectively.

Retail. Operating income increased $13.5 million, or 3.9%, to $362.7 million for the year ended December 31, 2013
compared to $349.2 million in 2012. The increase in operating income was primarily due to the same store sales
increase partially offset by planned investments in marketing spend and pricing with the nationwide rollout of
Member Pricing.

Franchise. Operating income increased $19.8 million, or 14.8%, to $153.5 million for the year ended December 31,
2013 compared to $133.7 million in 2012. The increase was primarily due to increased wholesale product sales and
royalty income.

Manufacturing/Wholesale. Operating income increased $9.2 million, or 9.7%, to $104.7 million for the year ended
December 31, 2013 compared to $95.5 million in 2012. The increase was primarily due to a higher gross product
margin resulting from improved wholesale margins and increased shipments of proprietary products.

Warehousing and distribution costs. Unallocated warehousing and distribution costs increased $3.3 million, or 5.2%,
to $66.6 million for the year ended December 31, 2013 compared to $63.3 million in 2012. This increase was
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primarily due to an increase in shipping and increased wages to support higher sales volumes.
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Corporate costs. Corporate overhead costs decreased $3.9 million, or 4.5%, to $81.4 million for the year ended
December 31, 2013 compared to $85.3 million in 2012 due to a decrease in incentives expense, partially offset by
increases in compensation expense, health insurance, and travel expense.

Interest Expense

Interest expense increased $5.4 million, or 11.5%, to $53.0 million for the year ended December 31, 2013 compared
to $47.6 million in 2012. This increase was primarily related to $8.1 million of costs in 2013 related to an amendment
to the Senior Credit Facility that impacted interest expense, partially offset by lower interest rates. The debt
extinguishment costs consisted of a write-off of deferred financing fees and original issue discount of $5.7 million and
incurred financing fees of $2.4 million.

Income Tax Expense

We recognized $142.5 million (or 35.0% of pre-tax income) of income tax expense for the year ended December 31,
2013 compared to $140.1 million (or 36.8%
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