Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

WEIGHT WATCHERS INTERNATIONAL INC
Form 10-K
February 26, 2019

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 29, 2018.

or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF

1934
For the transition period from to

Commission file number 001-16769
WEIGHT WATCHERS INTERNATIONAL, INC.

(Exact name of registrant as specified in its charter)

Virginia
(State or other jurisdiction of incorporation or organization)

675 Avenue of the Americas, 6t Floor, New York, New York 10010
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code:

(212) 589-2700

Securities registered pursuant to Section 12(b) of the Act:

11-6040273
(I.R.S. Employer
Identification No.)



Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

Title of each class Name of each exchange on which registered
Common Stock, no par value The Nasdaq Stock Market LLC
Securities registered pursuant to Section 12(g) of the Act:

None

(Title of class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.

Yes No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes No

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files).

Yes No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer
Non-accelerated filer ~ Smaller reporting company
Emerging growth company

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).



Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K
Yes No

The aggregate market value of the registrant’s common stock held by non-affiliates as of June 29, 2018 (based upon
the closing price of $101.10 per share of common stock as of June 29, 2018, the last business day of the registrant’s
second fiscal quarter of 2018, as quoted on the New York Stock Exchange) was $4,004,158,613. For purposes of this
computation, it is assumed that shares of common stock held by our directors, executive officers and certain
shareholders as of June 29, 2018 would be deemed stock held by affiliates.

The number of shares outstanding of common stock as of February 1, 2019 was 66,960,122.
DOCUMENTS INCORPORATED BY REFERENCE
Portions of the registrant’s definitive Proxy Statement for its 2019 annual meeting of shareholders are incorporated

herein by reference in Part III, Items 10-14. Such Proxy Statement will be filed with the SEC no later than 120 days
after the registrant’s fiscal year ended December 29, 2018.




Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

Weight Watchers International, Inc.
Annual Report on Form 10-K

Table of Contents

Page

Part [
Item 1. Business 1
Item 1A.Risk Factors 11
Item 1B. Unresolved Staff Comments 21
Item 2. Properties 21
Item 3. Legal Proceedings 21
Item 4. Mine Safety Disclosures 21

Executive Officers and Directors of the Company 22
Part 11
Item 5. Market for Registrant’s Common Equity. Related Shareholder Matters and Issuer Purchases of Equity

Securities 26
Item 6. Selected Financial Data 28
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations 32
Item 7A.Quantitative and Qualitative Disclosures About Market Risk 61
Item 8. Financial Statements and Supplementary Data 62
Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure 62
Item 9A. Controls and Procedures 62
Item 9B. Other Information 62
Part 111
Item 10. Directors. Executive Officers and Corporate Governance 63
Item 11. Executive Compensation 63
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Shareholder Matters 63
Item 13. Certain Relationships and Related Transactions. and Director Independence 63
Item 14. Principal Accountant Fees and Services 63
Part IV
Item 15. Exhibits and Financial Statement Schedules 65
Item 16. Form 10-K Summary 70




Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

BASIS OF PRESENTATION

Weight Watchers International, Inc. is a Virginia corporation with its principal executive offices in New York, New

York. In this Annual Report on Form 10-K unless the context indicates otherwise: “we,” “us,” “our,” the “Company” and “WV
refer to Weight Watchers International, Inc. and all of its operations consolidated for purposes of its financial

statements; “North America” refers to our North American Company-owned operations; “Continental Europe” refers to

our Continental Europe Company-owned operations; “United Kingdom” refers to our United Kingdom Company-owned
operations; and “Other” refers to Australia, New Zealand and emerging markets operations and franchise revenues and

related costs. Each of North America, Continental Europe, United Kingdom and Other is also a reportable segment.

Our fiscal year ends on the Saturday closest to December 31st and consists of either 52- or 53-week periods. In this
Annual Report on Form 10-K:

#fiscal 2008 refers to our fiscal year ended January 3, 2009 (included a 58week);
#fiscal 2009” refers to our fiscal year ended January 2, 2010;

#fiscal 2014 refers to our fiscal year ended January 3, 2015 (included a 58week);
#fiscal 2015 refers to our fiscal year ended January 2, 2016;

#fiscal 2016” refers to our fiscal year ended December 31, 2016;

#fiscal 2017 refers to our fiscal year ended December 30, 2017;

#fiscal 2018 refers to our fiscal year ended December 29, 2018;

#fiscal 2019” refers to our fiscal year ended December 28, 2019;

#fiscal 2020 refers to our fiscal year ended January 2, 2021 (includes a $3week);
#fiscal 2021” refers to our fiscal year ended January 1, 2022;

#fiscal 2022” refers to our fiscal year ended December 31, 2022;

#fiscal 2023 refers to our fiscal year ended December 30, 2023;

#fiscal 2024” refers to our fiscal year ended December 28, 2024; and

#fiscal 2025 refers to our fiscal year ended January 3, 2026 (includes a 53week).

The following terms used in this Annual Report on Form 10-K are our trademarks: Weight Watchers®, SmartPoints®,
Points®, WW Freestyle™, FitPoints®, WellnessWins™, ZeroPoint™ and the WW logo.

ii
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PART I

Item 1.Business
Overview

We are a global wellness company and the world’s leading commercial weight management program. We are focused
on inspiring people to adopt healthy habits for real life. With over five decades of weight management experience,
expertise and know-how, we have established Weight Watchers as one of the most recognized and trusted brand

names among weight-conscious consumers. In 2018, we announced new articulations of our brands, including our
evolving focus on WW, to further reinforce our mission to focus on overall health and wellness. We educate our
members and provide them with guidance and an inspiring community to enable them to develop healthy habits.
WW-branded services and products include digital offerings provided through our websites, mobile sites and apps,
workshops conducted by us and our franchisees, consumer products sold direct to consumers, licensed and endorsed
products sold in retail channels, and publications. Our primary sources of revenue are subscriptions for our digital
products and for our workshops. Our “Digital” business refers to providing subscriptions to our digital product offerings,
including the Personal Coaching + Digital product. Our “Studio + Digital” business refers to providing access to our
weekly in-person workshops combined with our digital subscription product offerings to commitment plan

subscribers. Our “Studio + Digital” business also includes the provision of access to workshops for members who do not
subscribe to commitment plans, including our “pay-as-you-go” members.

We believe that the power of our communities, both digitally via our Connect platform and in workshops, increases
accountability and provides our members with inspiration, human connection, and support, which inspires them and
enables them to build healthier and more fulfilling food, activity and lifestyle habits. Our brands enjoy high awareness
and credibility among all types of consumers—women and men, consumers online and offline, the support-inclined and
the self-help-inclined. We believe that our program conveys an image of healthy, livable, sustainable and effective
weight management in a supportive environment. The efficacy of our commercial weight management programs has
been clinically proven in numerous studies and trials. As the number of overweight and obese people worldwide

grows, the demand for an effective, scalable and consumer-friendly weight management program increases. We

believe our global presence and brand awareness uniquely position us in the global weight management market, and
thereby provide us a unique platform to impact the wellness market.

We have built our business by helping millions of people around the world lose weight through a sensible, sustainable
and livable approach to food, activity and mindset. We believe we are the leading global provider of paid digital
subscription weight management products. As of the end of fiscal 2018, we had a total of approximately 3.9 million
subscribers, of which approximately 2.6 million were Digital subscribers. At that time, we also had approximately 1.3
million Studio + Digital subscribers, who could attend approximately 31,000 workshops each week around the world,
which were run by approximately 8,300 coaches. Our strong brands, together with the effectiveness of our program,
loyal customer base, strong digital offerings and unparalleled network of workshops and coaches, enable us to attract
new and returning customers.

Business Organization and Global Operations

We have four reportable segments based on an integrated geographical structure as follows: North America,
Continental Europe (CE), United Kingdom and Other. Each reportable segment provides similar services and

products. We operate in numerous countries around the world. Our “North America” reportable segment consists of our
United States and Canada Company-owned operations; our “Continental Europe” reportable segment consists of our
Germany, Switzerland, France, Belgium, Netherlands and Sweden Company-owned operations; our “United Kingdom”
reportable segment consists of our United Kingdom Company-owned operations; and our “Other” reportable segment
consists of our Australia, New Zealand, Mexico (operations ceased in the first quarter of fiscal 2018), and Brazil
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Company-owned operations, as well as revenues and costs from our franchises in the United States and certain other
countries.

1
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Our Services and Products
Our Program and Food Plan

In each of our major markets, we offer services and products that are based on our healthy weight management
program, known as WW Freestyle in the majority of our markets. The program encompasses a holistic approach for
the body and mind to help our members lead a healthier, more active, more fulfilling life, and provides flexibility to
make significant changes towards that life. It is comprised of a range of nutritional, activity, behavioral and lifestyle
tools and approaches that can be personalized for maximum livability. Our program also gives members science-based
techniques that guide them to a helpful mindset. Our food plan, known as SmartPoints, was developed from a
combination of advancements in scientific research and consumer insights, including from customers who
experienced prior WW plans. With the SmartPoints system, each food has a SmartPoints value determined by the
food’s calorie, saturated fat, sugar and protein content. Customers following the SmartPoints system can eat any food
as long as the SmartPoints value of their total food consumption stays within their personalized SmartPoints “budget”.
Since the program has designated over 200 zeroPoint foods, and nutritious foods generally have lower SmartPoints
values, this approach guides customers toward healthier eating patterns. Based on a personalized assessment included
in the program, members get daily and weekly SmartPoints targets. Prior to the launch of WW Freestyle in December
2017, we offered a weight management program known as Beyond the Scale in North America.

In addition to focusing on healthy eating habits, and in furtherance of our mission to focus on overall health and
wellness, WW Freestyle also addresses other aspects of a healthy and fulfilled life, such as mindset, activity and
community. In 2018, we enhanced our offerings with tools focused on these wellness areas. As part of this
enhancement, we carefully selected partners in the mindset and activity spaces with services that could aid our
members. For example, in both our workshops and our digital experiences, members can typically access meditation
and/or mindfulness content to assist them in developing and maintaining a helpful mindset on their wellness journeys.
Our customized FitPoints system accounts for height, weight, age and sex. This personalization allows members to
know exactly what each activity is worth to them and then track their activities and routines within the WW app.
WW’s Connect Groups, a part of our digital community, foster meaningful relationships that inspire healthy habits by
helping people find communities based on food, life stages, wellness journey, activity, mindset and hobbies. Finally,
to further inspire and reinforce healthy habits, we recently launched WellnessWins, our rewards program that inspires
members to build, and recognizes members for building, healthy habits. Members can earn “Wins” and redeem them for
exclusive products and experiences.

Our Businesses

The two main ways our customers can participate in our program are digitally and through in-person group
workshops. Within these two channels, we offer a variety of services and products to meet each customer’s
preferences. Additionally, our wellness coaches educate members on our program and provide inspiration and support
to members in developing healthy habits.

Digital Business

In our Digital business, we offer digital subscription products based on the WW approach to wellness and weight
management. These products provide interactive and personalized resources that allow users to follow our weight
management program via our web-based and mobile app products. They help subscribers adopt a healthier and more
active lifestyle, a helpful mindset, and healthy habits, with a view toward long-term behavior modification — a key
aspect of the WW approach toward healthy and sustainable weight loss. These products provide subscribers with
content, functionality and resources and interactive weight management plans and wellness tools. We believe our
personalized and interactive Digital subscription products give subscribers an engaging experience. Our online
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community, which can be accessed via the web and the Connect feature in our mobile app, gives our subscribers a
way to stay virtually connected, and support and inspire each other. We continue to upgrade the design, usability,
features and capabilities of our digital products. As of the end of fiscal 2018, we had approximately 2.6 million Digital
subscribers.

2
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Studio + Digital Business

In our Studio + Digital business, we present our program in regular weekly workshops of 30 to 45 minutes in duration,
conveniently scheduled throughout the day. Our interactive, in-person community remains the cornerstone of our
workshops. Wellness coaches facilitate interactive workshops that encourage learning and inspire members to make
positive changes towards their individual goals. Members provide each other inspiration and support by sharing their
experiences with, and by providing encouragement and empathy to, other people on weight management and wellness
journeys. In addition, our members can choose to access our digital tools to assist them on their journeys. The primary
payment structure for our Studio + Digital business globally is through commitment plans. Under these plans,
members generally receive unlimited access to workshops at a monthly price plus access to our Digital products.
Pursuant to these plans, a member is automatically charged on a monthly basis until the member elects to cancel. As
of the end of fiscal 2018, we had approximately 1.3 million subscribers to these commitment plans.

We have franchisees in certain territories. Pursuant to long-standing agreements, we typically pay each other
commissions and other fees. In fiscal 2018, revenues from our franchisees represented less than 1% of our total
revenues. We have enjoyed a mutually beneficial relationship with our franchisees over many years. Most franchise
agreements are perpetual and can be terminated only upon a material breach or bankruptcy of the franchisee.

Our Consumer Product Sales

We sell a range of consumer products, including bars, snacks, cookbooks, kitchen tools and other products from time
to time. These products complement our weight management program and help our customers in their weight
management and wellness efforts. We have focused on selling products that drive recurring purchases. Our products
are designed to be high quality and offer benefits related to the WW program.

We sell our products primarily at our workshops, online through our ecommerce platforms and to our franchisees.
Excluding sales to or by our franchisees, in fiscal 2018, direct sales of products to consumers represented
approximately 12.6% of our revenues. We seek to optimize our product offerings by updating existing products,
selectively introducing new products and sharing best practices across geographies.

Licensing and Endorsements

We license our trademarks and other intellectual property in certain categories of food, beverages and other relevant
consumer products and services. We also endorse or co-brand with carefully selected branded consumer products and
services. By partnering with carefully selected companies in categories relevant and helpful to weight- and
health-conscious consumers, we have a high margin licensing business that gives us access to these consumers and
also increases the awareness of our brands. In connection with our acquisition from The Kraft Heinz Company
(successor to H.J. Heinz Company), or Heinz, in September 1999, Heinz received a perpetual royalty-free license to
continue using our brand in certain food categories. We believe that the strength of the WW brands will create new
long-term licensing and partnership opportunities for us.

Health Solutions

As healthcare costs continue to be a significant concern on the minds of employers and their employees, we believe
that our broad range of services and products uniquely positions us to serve the market and help employers reduce
their healthcare costs and improve the overall well-being of their employees. Our strategy is focused on leveraging our
organizational capability to serve companies of every size and type with offerings that include workplace workshops,
local community workshops and access to our Digital products.

10
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We believe the healthcare market represents an important channel to reach new consumers. We continue to explore
different approaches to this market.

3
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Our Clinical Efficacy and Reputation in the Marketplace

WW is one of the most clinically-studied commercial weight management programs, with dozens of peer-reviewed
publications in the last 20 years. For example, in 2017, a randomized controlled trial conducted by research teams at
the University of Cambridge, the University of Liverpool and the University of Oxford and partially funded by us was
published in The Lancet and found that adults with obesity referred to WW for one year lost significantly more weight
and were able to keep it off for longer compared to those who either received brief advice and self-help materials, or
who were referred to a 12-week WW program. In addition, compared to adults receiving brief advice and self-help,
adults who followed either the 12- or 52-week WW program achieved greater reductions in body fat; those who
followed 52 weeks of WW also achieved greater blood sugar control. Research has shown that WW has impact that
reaches beyond our members. In 2018, a 6-month randomized controlled trial conducted by researchers at the
University of Connecticut funded by WW and published in Obesity showed a “ripple effect” of WW — significant weight
loss among untreated spouses of WW members.

WW also has demonstrated efficacy among individuals with diabetes and prediabetes. In 2016, a randomized
controlled trial conducted by the Indiana University School of Medicine and funded by us was published in the
American Journal of Public Health and found that adults with prediabetes following our Diabetes Prevention Program,
or DPP, lost significantly more weight and experienced better blood sugar control than those following a self-initiated
diabetes prevention program using supplemental counseling materials. A continuation study published in 2018
showed that these outcomes were maintained at 18 and 24 months and that our DPP was highly cost-effective.
Another randomized controlled trial conducted by The Medical University of South Carolina, funded by us and
published in Obesity in 2016, found that adults with Type 2 diabetes who followed our diabetes program lost
significantly more weight and experienced better blood sugar control than those in a standard diabetes care program.

In 2017, a six-month clinical trial of the WW Freestyle program conducted by the University of North Carolina

Weight Research Lab and funded by us found that participants on the program experienced an average weight loss of
7.9% and reported significantly improved sleep quality and happiness after six months. Among participants who
reported trying to lose weight in the past, 82.2% reported that the program is easier to do and 92.6% reported that it
gives them more flexibility in their food choices compared to other times they have tried to lose weight in the past.

Our efficacy and the value of our offerings are also well-acknowledged in the marketplace. For instance, in 2019, we
again were recognized by U.S. News & World Report in the “Best Diets” rankings, including ranking #1 for “Best
Weight-Loss Diets” and “Best Commercial Diet Plans” and tying for #2 for “Best Fast Weight-Loss Diets” and “Easiest
Diets to Follow.”

Marketing and Promotion

Our communications with consumers and other promotional efforts enhance our brand image and awareness, and
motivate both former and potential new customers to join WW. In October 2015, we entered into a Strategic
Collaboration Agreement with Oprah Winfrey, pursuant to which, among other things, Ms. Winfrey provides us with
services in her discretion to promote the Company and our programs, products and services, including in
advertisements and promotions, and making personal appearances on our behalf. For example, in fiscal 2019, as part
of our collaboration with Ms. Winfrey, she is appearing in our global advertising campaign. Further information on
this agreement and our partnership with Ms. Winfrey can be found below under “—History—Winfrey Transaction.”

Our advertising campaigns are supported across multiple platforms (e.g. broadcast, digital, electronic customer

relationship marketing (eCRM), direct mail, social media and public relations). We develop and maintain a high level
of engagement with current and potential customers on various social media platforms including Facebook, Instagram

12
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and Twitter. Also, we utilize brand ambassadors, spokespersons and social media influencers, including celebrities, as
part of our advertising and marketing.

In addition to the above advertising channels, we take advantage of other channels for which we are uniquely
positioned given our long history and network of WW coaches and members. The word of mouth generated by our
current and former customers, combined with our strong brand and known effectiveness, enable us to attract new and
returning customers. We also carry out many of our key public relations initiatives through the efforts of current and
former WW coaches and members, and celebrity brand ambassadors.

4
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Seasonality

Our business is seasonal due to the importance of the winter season to our overall member recruitment environment.
Historically, we experience our highest level of recruitment during the first quarter of the year, which is supported
with the highest concentration of advertising spending. Therefore, our number of End of Period Subscribers (as
defined below) in the first quarter of the year is typically higher than the number in other quarters of the year,
reflecting a decline over the course of the year.

Competition

We compete in the global weight management and wellness market. The weight management and wellness industries
include commercial weight management programs; hardware and software-based mobile app and web-based weight
management programs and approaches; surgical procedures; the pharmaceutical industry; self-help weight
management regimens and other self-help weight management products, services and publications, such as books,
magazines, websites and social media groups; dietary supplements and meal replacement products; healthy living
services, products and publications; weight management services administered by doctors, nutritionists and dieticians;
government agencies and non-profit groups that offer weight management services; fitness centers and national drug
store chains.

Competition among commercial weight management programs is largely based on program recognition and reputation
and the effectiveness, safety and price of the program. In the United States, we compete with several other companies
in the commercial weight management industry, although we believe that their businesses are not comparable to ours.
For example, many of these competitors’ businesses are based on the sale of pre-packaged meals and meal
replacements. In conjunction with a flexible food plan that allows customers the freedom to choose what they eat, we
believe that the power of our communities, both digitally via our Connect platform and in workshops, increases
accountability and provides our members with inspiration, human connection, and support, which inspires them and
enables them to build healthier and more fulfilling food, activity and lifestyle habits. There are no significant group
education-based competitors in any of our major markets, except in the United Kingdom.

We believe that food manufacturers that produce meal replacement products are not comparable competition because
these businesses’ meal replacement products do not engender behavior modification through education in conjunction
with a flexible, healthy food plan.

We also compete with various self-help diets, products, services and publications, such as free mobile and other
weight management apps.

Trademarks, Patents and Other Proprietary Rights

We own numerous domestic and international trademarks, patents and other proprietary rights that are valuable assets
and are important to our business. Depending upon the jurisdiction, trademarks are valid as long as they are used in
the regular course of trade and/or their registrations are properly maintained. Patent protection extends for varying
periods according to the date of patent filing or grant and the legal term of patents in the jurisdiction in which the
patent is granted. The actual protection afforded by a patent may vary from country to country depending upon the
type of patent, the scope of its coverage and the availability of legal remedies in the country. We believe the
protection of our trademarks, copyrights, patents, domain names, trade dress and trade secrets is important to our
success. We aggressively protect our intellectual property rights by relying on a combination of trademark, copyright,
patent, trade dress, trade secret and other intellectual property laws, and through domain name dispute resolution
systems.
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History
Early Development

In 1961, Jean Nidetch, our founder, attended a New York City obesity clinic and took what she learned from her
personal experience at the obesity clinic and began weight-loss meetings with a group of her overweight friends in the
basement of a New York apartment building. Under Ms. Nidetch’s leadership, the group members supported each
other in their weight-loss efforts, and word of the group’s success quickly spread. Ms. Nidetch and Al and Felice
Lippert, who all successfully lost weight through these efforts, formally launched our business in 1963. Weight
Watchers International, Inc. was incorporated as a Virginia corporation in 1974 and succeeded to the business started
in New York in 1963. Heinz acquired us in 1978.

Artal Ownership

In September 1999, Artal Luxembourg S.A., or Artal Luxembourg, acquired us from Heinz. Artal Luxembourg is an
indirect subsidiary of Artal Group S.A., or Artal Group, which together with its parents and its subsidiaries is referred

to in this Annual Report on Form 10-K as Artal. Currently, Artal Luxembourg is the record holder of all our shares
owned by Artal. As a result of Artal selling a portion of its shares of our common stock in fiscal 2018, the Voting
Agreement described below under “Winfrey Transaction” terminated and we are no longer a “controlled company” under
the rules of The Nasdaq Global Select Market, or Nasdaq.

Winfrey Transaction

On October 18, 2015, we entered into a Strategic Collaboration Agreement with Ms. Winfrey, or the Strategic
Collaboration Agreement, pursuant to which Ms. Winfrey granted us the right to use, subject to her approval, her
name, image, likeness and endorsement for and in connection with the Company and its programs, products and
services (including in advertising, promotion, materials and content), and we granted Ms. Winfrey the right to use our
trademarks and service marks to collaborate with and promote the Company and its programs, products and services.
The Strategic Collaboration Agreement has an initial term of five years, with additional successive one year renewal
terms. During this period, Ms. Winfrey will consult with us and participate in developing, planning, executing and
enhancing the WW program and related initiatives, and provide us with services in her discretion to promote the
Company and its programs, products and services, including in advertisements and promotions, and making personal
appearances on our behalf. Ms. Winfrey will not grant anyone but the Company the right to use her name, image,
likeness or endorsement for or in connection with any other weight loss or weight management programs during the
term of the Strategic Collaboration Agreement, and she will not engage in any other weight loss or weight
management business, program, products, or services during the term of the Strategic Collaboration Agreement and
for one year thereafter.

On that same date, we entered into a Share Purchase Agreement with Ms. Winfrey, or the Winfrey Purchase
Agreement, pursuant to which we issued and sold to Ms. Winfrey an aggregate of 6,362,103 shares of our common
stock for an aggregate cash purchase price of $43,198,679. The purchased shares are subject to certain transfer
restrictions and a right of first offer and right of first refusal held by the Company. Under the Winfrey Purchase
Agreement, Ms. Winfrey has certain demand registration rights and piggyback rights with respect to these purchased
shares. The Winfrey Purchase Agreement also provides Ms. Winfrey with the right to be nominated as director of the
Company for so long as she and certain permitted transferees own at least 3% of our issued and outstanding common
stock.
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In consideration of Ms. Winfrey entering into the Strategic Collaboration Agreement and the performance of her
obligations thereunder, on October 18, 2015, we granted Ms. Winfrey a fully vested option to purchase 3,513,468
shares of our common stock, or the Winfrey Option. The term sheet for the Winfrey Option, which includes the terms
and conditions appended thereto, relating to the grant of the Winfrey Option is referred to herein as the Winfrey
Option Agreement. The Winfrey Option is exercisable at a price of $6.97 per share, in whole or in part, at any time
prior to October 18, 2025, subject to earlier termination under certain circumstances, including if (i) the Strategic
Collaboration Agreement expires as a result of Ms. Winfrey’s decision not to renew the term of such agreement and
(i) a change in control (as defined in the Winfrey Option Agreement) of the Company occurs. The shares issuable
upon exercise of the Winfrey Option are subject to certain transfer restrictions and a right of first offer and right of
first refusal held by the Company.

6
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In March 2018, as permitted under the Winfrey Purchase Agreement and the Winfrey Option Agreement transfer
provisions, Ms. Winfrey sold 954,315 of the purchased shares discussed above and exercised a portion of the Winfrey
Option resulting in the sale of 1,405,387 shares issuable under such option, respectively.

In connection with Ms. Winfrey’s purchase of our common stock and the grant of the Winfrey Option described above,
Artal Luxembourg entered into a Voting Agreement with Ms. Winfrey on October 18, 2015, or the Voting Agreement,
pursuant to which Ms. Winfrey agreed to vote all of her common stock or preferred stock of the Company and other
securities convertible into or exercisable or exchangeable for any common stock or preferred stock of the Company so
as to elect as directors such nominees designated by Artal. The Voting Agreement terminated pursuant to its terms on
May 15, 2018 in connection with Artal’s sale of our common stock on that same date.

The transactions contemplated by the Strategic Collaboration Agreement, Winfrey Purchase Agreement and Winfrey
Option Agreement are collectively referred to herein as the Winfrey Transaction.

Regulation

A number of laws and regulations govern our advertising and marketing, services, products, operations and relations
with consumers, licensees, franchisees, coaches, guides, employees and government authorities in the countries in
which we operate. Certain federal, state and foreign agencies, such as the U.S. Federal Trade Commission, or FTC,
and the U.S. Food and Drug Administration, or FDA, regulate and enforce such laws and regulations relating to
advertising and marketing, promotions, packaging, privacy, consumer pricing and billing arrangements and other
consumer protection matters. We are subject to many distinct employment, labor, commercial, benefits and tax laws
and regulations in each country in which we operate, including regulations affecting our employment and wage and
hour practices and our relations with our coaches, guides and employees. Laws and regulations directly applicable to
data protection and communications, operations or commerce over the Internet, such as those governing intellectual
property, privacy and taxation, continue to evolve. Our operations are subject to these laws and regulations and we
continue to monitor their development and our compliance. In addition, we are subject to other laws and regulations in
the United States and internationally.

During the mid-1990s, the FTC filed complaints against a number of commercial weight management providers
alleging violations of federal law in connection with the use of advertisements that featured testimonials, claims for
program success and program costs. In 1997, we entered into a consent order with the FTC settling all contested issues
raised in the complaint filed against us. The consent order required us to comply with certain procedures and
disclosures in connection with our advertisements of services and products and expired by its terms in 2017. From
time to time, we have been in discussions with the FTC regarding such matters.

Employees

As of December 29, 2018, we had approximately 18,000 employees, a majority of whom were part-time employees.
In addition, in certain of our markets, our coaches and guides are self-employed and are not included in this total. We
consider our relations with our employees, coaches and guides to be satisfactory.

Available Information

Corporate information and our press releases, Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and
Current Reports on Form 8-K, and amendments thereto, are available free of charge on our corporate website at
corporate.ww.com as soon as reasonably practicable after such material is electronically filed with or furnished to the
Securities and Exchange Commission (i.e., generally the same day as the filing), or the SEC. Moreover, we also make
available at that site the Section 16 reports filed electronically by our officers, directors and 10 percent shareholders.
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We use our corporate website at corporate.ww.com and our corporate Facebook page (www.facebook.com/WW),
Instagram account (Instagram.com/WW) and Twitter account (@ww_us) as channels of distribution of Company
information. The information we post through these channels may be deemed material. Accordingly, investors should
monitor these channels, in addition to following our press releases, SEC filings and public conference calls and
webcasts. The contents of our website and social media channels shall not be deemed to be incorporated herein by
reference.

Our Amended and Restated Code of Business Conduct and Ethics, or the Code of Business Conduct and Ethics, and
our Corporate Governance Guidelines are also available on our corporate website at corporate.ww.com.
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CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS

Except for historical information contained herein, this Annual Report on Form 10-K includes “forward-looking
statements,” within the meaning of Section 27A of the Securities Act of 1933, as amended, or the Securities Act, and
Section 21E of the Exchange Act, including, in particular, the statements about our plans, strategies and prospects
under the headings “Business” and “Management’s Discussion and Analysis of Financial Condition and Results of
Operations.” We have generally used the words “may,” “will,” “could,” “expect,” “anticipate,” “believe,” “estimate,
similar expressions in this Annual Report on Form 10-K and the documents incorporated by reference herein to
identify forward-looking statements. We have based these forward-looking statements on our current views with
respect to future events and financial performance. Actual results could differ materially from those projected in these
forward-looking statements. These forward-looking statements are subject to risks, uncertainties and assumptions,
including, among other things:

9 ¢ LT3 99 ¢

plan,

competition from other weight management and wellness industry participants or the development of more effective
or more favorably perceived weight management methods;
our ability to continue to develop new, innovative services and products and enhance our existing services and
products or the failure of our services, products or brands to continue to appeal to the market, or our ability to
successfully expand into new channels of distribution or respond to consumer trends;
the ability to successfully implement new strategic initiatives;
the effectiveness of our advertising and marketing programs, including the strength of our social media presence;
the impact on our reputation of actions taken by our franchisees, licensees, suppliers and other partners;
the impact of our substantial amount of debt, and our debt service obligations and debt covenants;
the inability to generate sufficient cash to service our debt and satisfy our other liquidity requirements;
uncertainties regarding the satisfactory operation of our technology or systems;
the impact of security breaches or privacy concerns;
the recognition of asset impairment charges;
the loss of key personnel, strategic partners or consultants or failure to effectively manage and motivate our
workforce;
the inability to renew certain of our licenses, or the inability to do so on terms that are favorable to us;
the expiration or early termination by us of leases;
risks and uncertainties associated with our international operations, including regulatory, economic, political and
social risks and foreign currency risks;
uncertainties related to a downturn in general economic conditions or consumer confidence;
our ability to successfully make acquisitions or enter into joint ventures, including our ability to successfully
integrate, operate or realize the anticipated benefits of such businesses;
the seasonal nature of our business;
the impact of events that discourage or impede people from gathering with others or accessing resources;
our ability to enforce our intellectual property rights both domestically and internationally, as well as the impact of
our involvement in any claims related to intellectual property rights;
the outcomes of litigation or regulatory actions;
the impact of existing and future laws and regulations;
our failure to maintain effective internal control over financial reporting;

9
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the possibility that the interests of Artal, the largest holder of our common stock and a shareholder with significant

influence over us, will conflict with our interests or the interests of other holders of our common stock;

the impact that the sale of substantial amounts of our common stock by existing large shareholders, or the perception

that such sales could occur, could have on the market price of our common stock; and

other risks and uncertainties, including those detailed from time to time in our periodic reports filed with the SEC.
You should not put undue reliance on any forward-looking statements. You should understand that many important
factors, including those discussed under the headings “Risk Factors” and “Management’s Discussion and Analysis of
Financial Condition and Results of Operations,” could cause our results to differ materially from those expressed or
suggested in any forward-looking statement. Except as required by law, we do not undertake any obligation to update
or revise these forward-looking statements to reflect new information or events or circumstances that occur after the
date of this Annual Report on Form 10-K or to reflect the occurrence of unanticipated events or otherwise.

10
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Item 1A.Risk Factors

You should consider carefully, in addition to the other information contained in this Annual Report on Form 10-K and
the exhibits hereto, the following risk factors in evaluating our business. Our business, financial condition or results of
operations could be materially adversely affected by any of these risks. The following discussion of risks is not all
inclusive but is designed to highlight what we believe are the most significant risks that we face. Additional risks and
uncertainties, not presently known to us or that we currently deem immaterial, may also impair our business, financial
condition or results of operations.

Competition from other weight management and wellness industry participants or the development of more effective
or more favorably perceived weight management methods could result in decreased demand for our services and
products.

The weight management and wellness marketplace is highly competitive. We compete against a wide range of
providers of weight management services and products. Our competitors include: commercial weight management
programs; hardware and software-based mobile app and web-based weight management programs and approaches;
surgical procedures; the pharmaceutical industry; self-help weight management regimens and other self-help weight
management products, services and publications, such as books, magazines, websites and social media groups; dietary
supplements and meal replacement products; healthy living services, products and publications; weight management
services administered by doctors, nutritionists and dieticians; government agencies and non-profit groups that offer
weight management services; fitness centers and national drug store chains. Additional competitors may emerge as
new or different weight management services, products or methods are developed and marketed. Furthermore,
existing competitors may enter new markets or expand their offerings. More effective or more favorably perceived
diet and weight and healthy living management methods, including pharmaceutical treatments, fat and sugar
substitutes or other technological and scientific advancements in weight management methods, also may be
developed. This competition may reduce demand for our services and products.

The purchasing decisions of weight management and healthy living consumers are highly subjective and can be
influenced by many factors, such as brand image, marketing programs, cost, consumer trends and perception of the
efficacy of the service and product offerings. Moreover, consumers can, and frequently do, change approaches easily
and at little cost. For example, fad diets and weight loss trends, such as low-carbohydrate diets, have adversely
affected our revenues from time to time. Also, in recent years, our revenue was adversely affected by the popularity of
mobile technology, which has led to increased trial of free mobile and other weight management apps and activity
monitors. Any decrease in demand for our services and products may adversely affect our business, financial
condition or results of operations.

If we do not continue to develop new, innovative services and products or if our services, products or brands do not
continue to appeal to the market, or if we are unable to successfully expand into new channels of distribution or
respond to consumer trends, our business may suffer.

The weight management and wellness marketplace is subject to changing consumer demands based, in large part, on
the efficacy and popular appeal of weight management and healthy living programs. The popularity of weight
management and healthy living programs is dependent, in part, on their ease of use, cost and channels of distribution
as well as consumer trends. For example, consumers are increasingly focusing on more integrated lifestyle and fitness
approaches and may associate our program with just food, nutrition and diet, which could adversely impact its
popularity. Our future success depends on our ability to continue to develop and market new, innovative services and
products and to enhance our existing services and products, each on a timely basis, to respond to new and evolving
consumer demands, achieve market acceptance and keep pace with new nutritional, weight management, healthy
living, technological and other developments. We may not be successful in developing, introducing on a timely basis
or marketing any new or enhanced services and products. Additionally, new or enhanced services or products may not
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appeal to the market or the market’s perception of us. As we announce new articulations of our brands, including our
evolving focus on WW, and we adopt new trademarks, the marketplace may not embrace or accept them and it may
take time to build their reputation and goodwill, both with consumers and with our partners. Our future success also
will depend, in part, on our ability to successfully distribute our services and products through appealing channels of
distribution, such as mobile or social media. Our failure to develop new, innovative services and products and to
enhance our existing services and products, the failure of our services, products or brands to continue to appeal to the
market or the failure to expand into appealing new channels of distribution could have an adverse impact on our
ability to attract and retain members and subscribers and thus adversely affect our business, financial condition or
results of operations.

11
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We may not be able to successfully implement new strategic initiatives, which could adversely impact our business.

We are continuously evaluating changing consumer preferences and the competitive environment of the weight
management and healthy living marketplace and seeking out opportunities to improve our performance through the
implementation of selected strategic initiatives. The goal of these efforts is to develop and implement a comprehensive
and competitive business strategy that addresses the continuing changes in the weight management and healthy living
marketplace and our position within that marketplace. Over the past several years, we have increased our focus on
overall health and wellness. We may not be able to successfully implement our strategic initiatives and realize the
intended business opportunities, growth prospects, including new business channels, and competitive advantages. Our
efforts to capitalize on business opportunities may not bring the intended results. Assumptions underlying expected
financial results or consumer demand and receptivity may not be met or economic conditions may deteriorate. We
also may be unable to attract and retain highly qualified and skilled personnel to implement our strategic initiatives. If
these or other factors limit our ability to successfully execute our strategic initiatives, our business activities, financial
condition or results of operations may be adversely affected.

Our business depends on the effectiveness of our advertising and marketing programs, including the strength of our
social media presence, to attract and retain members and subscribers.

Our business success depends on our ability to attract and retain members and subscribers. Our ability to attract and
retain members and subscribers depends significantly on the effectiveness of our advertising and marketing practices.
For example, if our advertising and marketing programs are not effective and fail to attract sufficient recruitments
during the first quarter of the fiscal year, our most important period for recruitments, it historically has had an outsized
negative impact on our performance for the remainder of the year. In addition, from time-to-time, we use the success
stories of our members and subscribers, and utilize brand ambassadors, spokespersons and social media influencers,
including in some cases celebrities, in our advertising and marketing programs to communicate on a personal level
with consumers. Actions taken by these individuals that harm their personal reputation or image, or include the
cessation of using our services and products, could have an adverse impact on the advertising and marketing
campaigns in which they are featured. We and our brand ambassadors, spokespersons and social media influencers
also use social media channels as a means of communicating with consumers. Unauthorized or inappropriate use of
these channels could result in harmful publicity or negative consumer experiences, which could have an adverse
impact on the effectiveness of our marketing in these channels. In addition, substantial negative commentary by others
on social media platforms could have an adverse impact on our reputation and ability to attract and retain members
and subscribers. If our advertising and marketing campaigns do not generate a sufficient number of members and
subscribers, our business, financial condition and results of operations will be adversely affected.

Our reputation could be impaired due to actions taken by our franchisees, licensees, suppliers and other partners.

We believe that our brands, including their widespread recognition and strong reputation and goodwill in the market,
are one of our most valuable assets and they provide us with a competitive advantage. Our franchisees operate their
businesses under our brands. In addition, we license our trademarks to third parties for the manufacture and sale in
retail stores by such parties of a variety of goods, including food products, and also endorse third-party branded
consumer products and services. We also sell through a variety of channels, including in our studios, food and
non-food products manufactured by third-party suppliers. Our franchisees, licensees, suppliers and other partners are
independent third parties with their own financial objectives, third-party relationships and brand associations. Actions
taken by them, including violations of generally accepted ethical business practices or breaches of law or contractual
obligations, such as not following our program or not maintaining our quality and safety standards, could harm our
reputation. Also, our products may be subject to product recalls, brand confusion, litigation or other deficiencies,
which could harm our brands. Any negative publicity associated with these actions or these third parties would
adversely affect our reputation and may result in decreased recruitment, workshop attendance, Digital product
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subscriptions and product sales and, as a result, lower revenues and profits.
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Our substantial amount of debt and our debt service obligations could adversely affect our financial condition, and the
restrictions of our debt covenants could impede our operations and flexibility.

As of December 29, 2018, our total debt was $1,782.3 million. In addition, at December 29, 2018, we had $148.8
million available under our revolving credit facility. $1,482.3 million of our debt consists of variable-rate instruments
so we are subject to the risk of higher interest rates. We seek to manage our exposure to interest rates through interest
rate swaps. At the end of fiscal 2018, we had in effect an interest rate swap with a notional amount of $1.25 billion.

Our high degree of debt leverage could have significant consequences, including the following:

requiring a substantial portion of our cash flow from operations to be dedicated to the payment of principal and
interest on our indebtedness, therefore reducing our ability to use our cash flow to fund our operations, capital
expenditures and future business opportunities;

exposing us to the risk of increased interest rates because certain of our borrowings, including the borrowings under
our credit facilities, are at variable rates of interest;

making it more difficult for us to make payments and otherwise satisfy our obligations with respect to our
indebtedness, and any failure to comply with the obligations of any of our debt instruments, including restrictive
covenants and borrowing conditions, could result in an event of default;

restricting our ability and flexibility to make strategic acquisitions and to take advantage of other strategic
opportunities to grow our business funded by significant additional indebtedness or causing us to make non-strategic
divestitures;

{imiting our ability to obtain additional financing for working capital, capital expenditures, product development,
debt service requirements, acquisitions and other general corporate purposes;

{imiting our ability to adjust to changing market conditions and placing us at a competitive disadvantage compared to
our competitors who may be less leveraged or may have greater financial resources than us;

tncreasing our vulnerability to general adverse economic and industry conditions; and

timiting, along with the financial and other restrictive covenants in our indebtedness, among other things, our ability
to borrow additional funds on commercially reasonable terms, if at all.
Our credit facilities and the indenture governing our notes permit us to incur additional indebtedness in the future. If
we incur additional indebtedness, the risks we face as a result of our leverage could intensify.

While there is no net debt to EBITDA (earnings before interest, taxes, depreciation and amortization) leverage ratio
maintenance requirement on the debt outstanding under our credit facilities (other than when the aggregate principal
amount of our outstanding revolving loans plus letters of credit exceeds 33 1/3% of the amount of the lenders’
revolving commitments, as further discussed below), our credit facilities and the indenture governing our notes
contain customary covenants for a non-investment grade company, including covenants that in certain circumstances
restrict our ability to incur additional indebtedness and liens, pay dividends on and redeem capital stock, make
investments, sell our assets and enter into acquisitions, mergers and transfers of all or substantially all of our assets,
prepay subordinated debt and enter into transactions with affiliates, in each case subject to baskets, thresholds and
other exceptions. Under the terms of our credit facilities, depending on our leverage ratio, we are obligated to offer to
prepay our term loan facilities in an aggregate amount determined by our excess cash flow. In addition, our revolving
credit facility includes a maintenance covenant that requires compliance with certain first lien secured net leverage
ratios when the aggregate principal amount of all revolving loans plus available, undrawn letters of credit and
unreimbursed letters of credit (subject to customary exceptions and thresholds) exceeds 33 1/3% of the amount of the
lenders’ revolving commitments.
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Our failure to comply with these covenants could result in an acceleration of our debt, cause cross-defaults under our
other debt, lead to the foreclosure on assets collateralizing secured debt (and the lenders of that secured debt would
rank ahead of the holders of unsecured debt, including our notes, in the proceeds of those assets) and result in our
lenders terminating all commitments to extend further credit. If our indebtedness is accelerated, we may not be able to
repay our indebtedness, and we may not be able to borrow sufficient funds to refinance such indebtedness. Any such
prepayment or refinancing could adversely affect our financial condition and liquidity. In addition, if we incur
additional debt in the future, we may be subject to additional covenants, which may be more restrictive than those to
which we are currently subject.

We may not be able to generate sufficient cash to service all of our debt and satisfy our other liquidity requirements.

Our ability to make scheduled payments on or to refinance our debt obligations and to fund our planned capital
expenditures and other ongoing liquidity needs depends on our future performance, which may be affected by
financial, business, economic, demographic and other factors, such as attitudes toward weight management and
wellness programs and pressure from our competitors. As of the end of fiscal 2018, we have a term loan facility with
an outstanding aggregate principal amount of $1,482.3 million due in November 2024, a revolving credit facility with
availability of $148.8 million and $300.0 million in aggregate principal amount of outstanding 8.625% senior notes
due in December 2025. We expect to pay the principal and interest due on the term loan facility and our notes from a
combination of our cash flows provided by operating activities and by opportunistically using other means to repay or
refinance our obligations as we determine appropriate. There can be no assurance that we will maintain a level of cash
flows provided by operating activities in an amount sufficient to permit us to pay the principal and interest on all of
our outstanding debt.

If our cash flows and capital resources are insufficient to fund our debt service obligations, we may be forced to
reduce or delay investments and capital expenditures, or to sell assets, seek additional capital or restructure or
refinance our indebtedness. Our ability, if any, to restructure or refinance our debt will depend on the condition of the
capital markets and our financial condition at such time. Any refinancing of our debt, if available on acceptable terms
or at all, could be at higher interest rates and may require us to comply with more onerous covenants, which could
further restrict our business operations. The terms of existing or future debt instruments may restrict us from adopting
some of these alternatives. In addition, any deterioration in our performance may result in a reduction of our credit
rating, which could harm our ability to incur additional indebtedness or our ability to refinance our debt obligations on
favorable terms or at all.

Any failure of our technology or systems to perform satisfactorily could result in an adverse impact on our business.

We rely on software, hardware, network systems and similar technology, including cloud-based technology, that is
either developed by us or licensed from or maintained by third parties to operate our websites, Digital subscription
product offerings and other services and products such as the recurring billing system associated with certain of our
commitment plans, and to support our business operations. As much of this technology is complex, there may be
future errors, defects or performance problems, including when we update our technology or integrate new technology
to expand and enhance our capabilities. Our technology may malfunction or suffer from defects that become apparent
only after extended use. The integrity of our technology may also be compromised as a result of third-party
cyber-attacks, such as hacking, spear phishing campaigns and denial of service (DOS) attacks, which are increasingly
negatively impacting companies. In addition, our operations depend on our ability to protect our information
technology systems against damage from third-party cyber-attacks, fire, power loss, water, earthquakes,
telecommunications failures and similar unexpected adverse events. Interruptions in our websites, services and
products or network systems could result from unknown technical defects, insufficient capacity or the failure of our

28



Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

third party providers to provide continuous and uninterrupted service. While we maintain disaster recovery
capabilities to return to normal operation in a timely manner, we do not have a fully redundant system that includes an
instantaneous recovery capability.
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As a result of such possible defects, failures, interruptions or other problems, our services and products could be
rendered unreliable or be perceived as unreliable by customers, which could result in harm to our reputation and
brands. Any failure of our technology or systems could result in an adverse impact on our business.

Our reputation and the appeal of our services and products may be harmed by security breaches or privacy concerns.

Breaches of security, vandalism and other malicious acts, which are increasingly negatively impacting companies,
could result in unauthorized access to proprietary or customer information or data, including credit card transaction
data, or cause interruptions to our services and products. Such unauthorized access or interruptions could harm our
reputation and brands and expose us to liability claims, and may result in the loss of existing or potential customers.
We rely upon sophisticated information technology systems to operate our business. In the ordinary course of
business, we collect, store and utilize confidential information (including, but not limited to, personal customer
information and data), and it is critical that we do so in a secure manner to maintain the confidentiality and integrity of
such confidential information as well as comply with applicable regulatory requirements and contractual obligations.

We also have outsourced significant elements of our information technology infrastructure and, as a result, we are
managing many independent vendor relationships with third parties who may or could have access to our confidential
information. The size and complexity of our information technology and information security systems, and those of
our third-party vendors with whom we contract, make such systems potentially vulnerable to security breaches. While
we have invested and developed systems and processes designed to protect such proprietary or customer information
or data, there can be no assurance that our efforts will prevent service interruptions or security breaches.

Many jurisdictions require that customers be notified if a security breach results in the disclosure of their personal
financial account or other information, and additional jurisdictions and governmental entities are considering such
laws. In addition, other public disclosure laws may require that material security breaches be reported. If we
experience a security breach and such notice or public disclosure is required in the future, our reputation, brands and
business may be harmed. Prospective and existing customers and clients may have concerns regarding our use of
private information or data collected on our websites or through our services and products, such as weight
management information, financial data, email addresses and home addresses. These privacy concerns could keep
customers and clients from using our websites or purchasing our services or products, and third parties from
partnering with us.

In addition, the transmission of computer viruses, or similar malware, could adversely affect our information
technology systems and harm our business operations. As a result, it may become necessary to expend significant
additional amounts of capital and other resources to protect against, or to alleviate, problems caused by security
breaches. These expenditures, however, may not prove to be a sufficient remedy.

We may be required to recognize asset impairment charges for indefinite- and definite-lived assets.

In accordance with GAAP (as defined hereafter), we perform impairment reviews of our indefinite-lived assets, which
include franchise rights acquired and goodwill, on at least an annual basis or more often if events so require. We also
continually evaluate whether current factors or indicators, such as the deterioration in relevant, country
macroeconomic conditions, an increased competitive environment, a decline in our financial performance, and/or
other prevailing conditions in the capital markets, require the performance of an interim impairment assessment of
those assets. The process of testing franchise rights acquired, goodwill and other indefinite-lived assets for impairment
involves numerous judgments, assumptions and estimates made by management which inherently reflect a high
degree of uncertainty. Certain factors, including the future profitability of our businesses, the price of our common
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stock, the market value of our debt and macroeconomic conditions (both at the global and local levels), might have a
negative impact on the fair value of these assets. In fiscal 2017, we recorded a $13.3 million impairment charge for
goodwill related to our Brazil reporting unit. We may incur additional impairment charges in the future, which would
have an adverse impact on our results of operations. See “Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Ceritical Accounting Policies” in Part II of this Annual Report on Form 10-K for
additional information.
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Additionally, we evaluate definite-lived assets, both tangible, which includes our physical plant and equipment, and
intangible, which includes both internally developed and purchased software, for impairment by comparing the net
realizable value of the asset to the carrying value of the capitalized cost. If the value of those assets is not deemed to
be recoverable, an assessment of the fair value of those assets is performed and, to the extent the carrying value
exceeds the fair value, an impairment charge is recognized. Should our investment in capitalized definite-lived assets
become impaired, there would also be an adverse impact on our results of operations.

Loss of key personnel, strategic partners or consultants or failure to effectively manage and motivate our workforce
could negatively impact our sales of services and products, business, financial condition and results of operations.

We depend on senior management and other key personnel and consultants, and the loss of certain personnel or
consultants could result in the loss of management continuity and institutional knowledge and negatively affect our
operations, brand image and goodwill. In October 2015, Ms. Winfrey and the Company entered into a long-term,
strategic partnership, which included her making a substantial equity investment in the Company, joining our Board of
Directors, providing certain consulting services and granting us the right to use her name and marks. Our ability to
maintain our brand image and leverage the goodwill associated with Ms. Winfrey’s name may be damaged if we were
to lose her services or if the nature of our partnership changes. The loss of Ms. Winfrey’s services or partnership with
us for any reason (including as a result of her death or disability), any negative market or industry perception with
respect to her or her participation in the Company’s programs, or the failure by Ms. Winfrey to provide services in her
discretion to promote the Company, our programs, services and products or to consult with us and participate in
developing, planning, executing and enhancing our programs and related initiatives, all in accordance with our
strategic partnership arrangements with her, could have an adverse effect on our business, financial condition and
results of operations.

We also depend heavily upon our coaches and guides to support our customers in their weight management efforts. If
we fail to appropriately manage and motivate our coaches and guides, we may not be able to adequately service our
customers which could negatively impact our sales of services and products. Changes in factors such as overall
unemployment levels, local competition for qualified personnel, prevailing wage rates and employment law, as well as
rising employee benefits costs, including insurance in the areas in which we operate, could increase our labor costs
and interfere with our ability to adequately retain qualified individuals to provide support to customers. Additionally,
our inability to attract and retain qualified coaches and guides could delay or hinder our successfully executing our
strategic initiatives.

The inability to renew certain of our licenses, or the inability to do so on terms that are favorable to us, could have a
material adverse effect on our financial results.

We have entered into licensing and endorsement relationships with numerous partners for the distribution and sale of
certain products and services that are relevant and helpful to weight- and health-conscious consumers. These
arrangements are typically for fixed terms, following which the parties decide whether to extend the term of the
arrangement. There is no guarantee that we will reach mutually agreeable terms with our partners for extending an
arrangement. Similarly, in those instances where a licensee enjoys the option to extend the term of a license as a result
of having achieved certain conditions, there is no guarantee that the licensee will avail itself of such option. Our
financial results could be materially adversely affected if we are unable to extend a licensing or endorsement
arrangement, if we are unable to do so on terms favorable to us, or if we cannot locate a suitable alternative to an
incumbent licensee who has decided not to renew its arrangement.

Expiration or early termination by us of leases could have an adverse impact on our financial results.
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Our operations, including corporate headquarters and back-office and customer service operations, are located in

leased office space and many of our workshops are held in leased space in retail centers. As leases expire, we may not
be able to renew them on acceptable terms or secure suitable replacement locations. If we decide to relocate or close
studios before the expiration of the applicable lease term, we may incur payments to landlords to terminate or “buy out”
the remaining term of the lease. Any of the above events could adversely impact our financial results.
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Our international operations expose us to regulatory, economic, political and social risks in the countries in which we
operate.

The international nature of our operations involves a number of risks, including changes in U.S. and foreign
regulations, tariffs, taxes and exchange controls, economic downturns, inflation and political and social instability in
the countries in which we operate and our dependence on foreign personnel. Foreign regulations may also restrict our
ability to operate in some countries, acquire new businesses, recur bill our customers or repatriate cash from foreign
subsidiaries back to the United States. If we expand our operations into additional foreign countries, we may be
subject to additional risks, including the ability to successfully adapt to local culture and navigate regulatory,
economic, political and social risks. We cannot be certain that we will be able to enter and successfully compete in
additional foreign markets or that we will be able to continue to compete in the foreign markets in which we currently
operate.

We are exposed to foreign currency risks from our international operations that could adversely affect our financial
results.

A significant portion of our revenues and operating costs are denominated in foreign currencies. We are therefore
exposed to fluctuations in the exchange rates between the U.S. dollar and the currencies in which our foreign
operations receive revenues and pay expenses. We do not currently hedge, and have not historically hedged, our
exposure to foreign currency fluctuations. Our consolidated financial results are presented in U.S. dollars and
therefore, during times of a strengthening U.S. dollar, our reported international revenues and earnings will be reduced
because the local currency will translate into fewer U.S. dollars. In addition, the assets and liabilities of our non-U.S.
subsidiaries are translated into U.S. dollars at the exchange rates in effect at the balance sheet date. Revenues and
expenses are translated into U.S. dollars at the average exchange rate for the period. Translation adjustments arising
from the use of differing exchange rates from period to period are recorded in shareholders’ equity as accumulated
other comprehensive income (loss). Translation adjustments arising from intercompany receivables and payables with
our foreign subsidiaries are generally recorded as a component of other expense (income). Accordingly, changes in
currency exchange rates will cause our revenues, operating costs, net income and shareholders’ equity to fluctuate. For
example, these changes had a negative impact on our fiscal 2016 financial results.

Our business may decline as a result of a downturn in general economic conditions or consumer confidence.

Our business is highly dependent on product subscriptions, workshop fees and product sales. A downturn in general
economic conditions or consumer confidence in any of our markets could result in people curtailing or reallocating
their discretionary spending which, in turn, could reduce product subscriptions, attendance at our workshops and
product sales. Any reduction in consumer spending may adversely affect our business, financial condition or results of
operations.

We may not successfully make acquisitions or enter into joint ventures and we may not successfully integrate, operate
or realize the anticipated benefits of such businesses.

As part of our strategic initiatives, we may pursue selected acquisitions or joint ventures. We may not be able to effect
these transactions on commercially reasonable terms or at all. Any future acquisitions or joint ventures may require
access to additional capital, and we may not have access to such capital on commercially reasonable terms or at all.
Even if we enter into these transactions, we may not realize the benefits we anticipate or we may experience
difficulties in integrating any acquired companies, technologies and products into our existing business or in providing
our services and products in newly acquired markets; attrition of key personnel from acquired businesses; significant
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charges or expenses; higher costs of integration than we anticipated; or unforeseen operating difficulties that require

significant financial and managerial resources that would otherwise be available for the ongoing development of our
services and products or the expansion of our existing operations.
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Our ability to influence the control of, or distributions from, our joint ventures may be limited by contract or
otherwise. If any of the other investors in one of our joint ventures fails to observe its commitments, or its interests are
different than ours, the joint venture may not be able to operate according to its business plan, we may be required to
increase our level of commitment, or such entities may take actions which are not in our best interest. If we are unable
to maintain our relationships with our joint venture partners, we could lose our ability to operate in the geographies
and/or markets in which they operate, which could have an adverse effect on our business, financial condition or
results of operations.

Consummating these transactions could also result in the incurrence of additional debt and related interest expense, as
well as unforeseen contingent liabilities, all of which could have an adverse effect on our business, financial condition
or results of operations. We may also issue additional equity in connection with these transactions, which would dilute
our existing shareholders.

The seasonal nature of our business could cause our operating results to fluctuate.

We have experienced and expect to continue to experience fluctuations in our quarterly results of operations due to the
seasonal nature of our business. Typically, the first quarter of the fiscal year, known as our winter season, is the most
important quarter for recruitments. Given the subscription nature of our products, failure to realize recruitments during
the winter season could negatively impact our performance for the remainder of the year. This seasonality could cause
our share price to fluctuate as the results of an interim financial period may not be indicative of our full year results.
Seasonality also impacts relative revenue and profitability of each quarter of the year, both on a quarter-to-quarter and
year-over-year basis.

Any event that discourages or impedes people from gathering with others or accessing resources could adversely
affect our business.

Our business is subject to conditions beyond our control, including extreme weather, terrorism, health epidemics, loss
of resources such as electricity and internet connections, national disasters and other extraordinary events, that may
prevent or impede workshop attendance or accessing our Digital products. The occurrence of any event that
discourages people from gathering with others or impedes their ability to access our services and products could
adversely affect our business, financial condition or results of operations.

Third parties may infringe on our brands and other intellectual property rights, which may have an adverse impact on
our business.

We currently rely on a combination of trademark, copyright, trade dress, trade secret, patent and other intellectual
property laws and domain name dispute resolution systems to establish and protect our proprietary rights, including
our brands. If we fail to successfully enforce our intellectual property rights, the value of our brands, services and
products could be diminished and our business may suffer. Our precautions may not prevent misappropriation of our
intellectual property, particularly in foreign countries where laws or law enforcement practices may not protect our
proprietary rights as fully as in the United States. Any legal action that we may bring to protect our brands and other
intellectual property could be unsuccessful and expensive and could divert management’s attention from other business
concerns. In addition, legal standards relating to the validity, enforceability and scope of protection of intellectual
property, especially in Internet-related businesses, are uncertain and evolving. These evolving legal standards may not
sufficiently protect our intellectual property rights in the future.
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We may be subject to intellectual property rights claims.

Third parties may make claims against us alleging infringement of their intellectual property rights. Any intellectual
property claims, regardless of merit, could be time-consuming and expensive to litigate or settle and could
significantly divert management’s attention from other business concerns. In addition, if we were unable to
successfully defend against such claims, we may have to pay damages, stop selling the service or product or stop
using the software, technology or content found to be in violation of a third party’s rights, seek a license for the
infringing service, product, software, technology or content or develop alternative non-infringing services, products,
software, technology or content. If we cannot license on reasonable terms, develop alternatives or stop using the
service, product, software, technology or content for any infringing aspects of our business, we may be forced to limit
our service and product offerings. Any of these results could reduce our revenues or our ability to compete effectively,
increase our costs or harm our business.

Outcomes of litigation or regulatory actions could adversely impact our financial condition.

From time to time, we may be a party to lawsuits and regulatory actions relating to our business operations. Due to the
inherent uncertainties of legal actions and regulatory proceedings, we cannot predict their outcomes with certainty.
Therefore, it is possible that our results of operations, financial condition or cash flows could be adversely affected by
the unfavorable resolution of one or more legal or regulatory actions. As we expand our wellness offerings, consumers
may misconstrue our program as providing medical advice. As we clearly state in our consumer communications,
most of our coaches and guides do not have extensive training or certification in nutrition, diet or health fields beyond
the training they receive from us. Despite our disclaimers, as more customers come to us seeking a healthy lifestyle,
they may misperceive that our coaches and guides are providing medical advice regarding weight loss and related
topics. We may also be subject to claims that our coaches and guides have provided inappropriate advice or have
inappropriately referred or failed to refer customers to health care providers when needed. Regardless of the outcome
of any legal action or regulatory proceeding, such actions and proceedings could result in substantial costs and may
require that our management devote substantial time and resources to defend us. For example, the previously
disclosed adverse UK tax ruling relating to our self-employment model in the United Kingdom resulted in an
aggregate adverse charge of approximately $37.0 million in fiscal 2009.

Our business is subject to legislative and regulatory restrictions.

A number of laws and regulations govern our advertising and marketing, services, products, operations and relations
with consumers, licensees, franchisees, coaches, guides, employees and government authorities in the countries in
which we operate.

Certain federal, state and foreign agencies, such as the FTC and FDA, regulate and enforce such laws and regulations
relating to advertising and marketing, promotions, packaging, privacy, consumer pricing and billing arrangements,
and other consumer protection matters. A determination by a federal, state or foreign agency, or a court in connection
with a governmental enforcement action or private litigation, that any of our practices do not meet existing or new
laws or regulations could result in liability, adverse publicity, and restrictions on our business operations. For
example, during the mid-1990s, the FTC filed complaints against a number of commercial weight management
providers alleging violations of federal law in connection with the use of advertisements that featured testimonials,
claims for program success and program costs. In 1997, we entered into a consent order with the FTC settling all
contested issues raised in the complaint filed against us. The consent order required us to comply with certain
procedures and disclosures in connection with our advertisements of services and products and expired by its terms in
2017.
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We are subject to many distinct employment, labor, commercial, benefits and tax laws and regulations in each country
in which we operate, including regulations affecting our employment and wage and hour practices and our relations
with our employees, coaches and guides. If we are required to comply with new laws or regulations or interpretations
of existing laws and regulations that differ from our interpretations, are unable to comply with these laws, regulations
or interpretations, or are subject to litigation with respect to these laws, regulations or interpretations, our business and
results of operations could be adversely affected.
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Laws and regulations directly applicable to communications, operations or commerce over the Internet, such as those
governing intellectual property, privacy and taxation, continue to evolve. For example, a new general data protection
regulation took effect in the European Union in 2018. If we are required to comply with new laws or regulations or
interpretations of existing laws or regulations that differ from our interpretations, or if we are unable to comply with
these laws, regulations or interpretations, our business and results of operations could be adversely affected.

Future laws or regulations, including laws or regulations affecting our advertising and marketing practices, consumer
pricing and billing arrangements, relations with consumers, employees, coaches, guides, licensees or franchisees, or
our services and products, may have an adverse impact on us.

If we do not maintain effective internal control over financial reporting, we could fail to report our financial results
accurately.

Effective internal control over financial reporting is necessary for us to provide reliable financial reports. In the past
we have discovered, and in the future we may discover, areas of our internal control over financial reporting that need
improvement. In the future, if we identify a control deficiency that rises to the level of a material weakness in our
internal controls over financial reporting, this material weakness may adversely affect our ability to record, process,
summarize and report financial information timely and accurately and, as a result, our financial statements may
contain material misstatements or omissions. A material weakness is defined as a deficiency, or a combination of
deficiencies, in internal control over financial reporting, such that there is reasonable possibility that a material
misstatement of the annual or interim financial statements will not be prevented or detected on a timely basis.

Artal has significant influence over us and may have conflicts of interest with us or the holders of our common stock.

Artal owns approximately 22% of our outstanding common stock and has the ability to exercise significant influence
over the election and removal of our directors and our corporate and management policies, including potential mergers
or acquisitions, payment of dividends, asset sales, the amendment of our articles of incorporation or bylaws and other
significant corporate transactions. This concentration of our ownership may delay or deter possible changes in control
of our company, which may reduce the value of an investment in our common stock. So long as Artal owns 3% or
more of our common stock, Artal will have the right pursuant to an agreement with us to nominate directors to our
Board of Directors in proportion to its stock ownership. The interests of Artal may not coincide with our interests or
the interests of other holders of our common stock.

If our existing large shareholders sell a substantial amount of shares of our common stock, the market price of our
common stock could decline.

The sale of substantial amounts of shares of our common stock by existing large shareholders, or the perception that
such sales could occur, including sales by Artal or Ms. Winfrey, could harm the prevailing market price of shares of
our common stock. In fiscal 2018, Artal sold 14,625,000 shares of our common stock and Ms. Winfrey sold 2,359,702
shares of our common stock (including shares transferred by Ms. Winfrey as a gift to The Oprah Winfrey Charitable
Foundation that were subsequently sold by such foundation). These sales, and the possibility that additional sales may
occur in the future, also might make it more difficult for us to sell equity securities in the future at a time and at a price
that we deem appropriate. As of December 29, 2018, we have a total of 66,955,161 shares of our common stock
outstanding. Substantially all of our outstanding shares of common stock are freely tradable without restriction or
further registration under the Securities Act, except that any shares held by our affiliates, as that term is defined under
Rule 144 of the Securities Act and including Artal and Ms. Winfrey, may be sold only in compliance with certain
limitations applicable to affiliates.
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Our articles of incorporation and bylaws and Virginia corporate law contain provisions that may discourage a takeover
attempt.

Provisions contained in our articles of incorporation and bylaws and the laws of Virginia, the state in which we are
incorporated, could make it more difficult for a third party to acquire us, even if doing so might be beneficial to our
shareholders. Provisions of our articles of incorporation and bylaws impose various procedural and other
requirements, which could make it more difficult for shareholders to effect certain corporate actions. For example, our
articles of incorporation authorize our Board of Directors to determine the rights, preferences, privileges and
restrictions of unissued series of preferred stock, without any vote or action by our shareholders. Thus, our Board of
Directors can authorize and issue shares of preferred stock with voting or conversion rights that could adversely affect
the voting or other rights of holders of our common stock. These rights may have the effect of delaying or deterring a
change of control of our company. In addition, a change of control of our company may be delayed or deterred as a
result of our having three classes of directors. These provisions could limit the price that certain investors might be
willing to pay in the future for shares of our common stock.

Item 1B.Unresolved Staff Comments
None.

Item 2.Properties

We are currently headquartered in New York, New York in a leased office and in shared office space, with our US
back-office, customer support and certain other operations located in leased office spaces elsewhere in the United
States. Each of our foreign country operations generally also has leased office space to support its operations. Our
meetings are typically held in third-party locations (usually meeting rooms in well-located civic or other community
centers) or space leased in retail centers.

Our website and digital products and services are hosted by third-party cloud service providers with facilities in
various locations around the United States and on hardware and software co-located at a third-party facility in
Massachusetts. We also maintain a disaster recovery site with hardware and software co-located at a third-party
facility in Arizona.

Item 3.Legal Proceedings

Due to the nature of the Company’s activities, it is, at times, subject to pending and threatened legal actions, including
patent and other intellectual property actions, that arise out of the ordinary course of business. In the opinion of
management, the disposition of any such matters is not expected, individually or in the aggregate, to have a material
adverse effect on the Company’s results of operations, financial condition or cash flows. However, the results of legal
actions cannot be predicted with certainty. Therefore, it is possible that the Company’s results of operations, financial
condition or cash flows could be materially adversely affected in any particular period by the unfavorable resolution
of one or more legal actions.

Item 4.Mine Safety Disclosures
Not applicable.
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EXECUTIVE OFFICERS AND DIRECTORS OF THE COMPANY

Pursuant to General Instruction G(3) to Form 10-K, certain of the information regarding our directors and executive
officers required by Items 401(a), (b) and (e) of Regulation S-K is hereby included in Part I of this Annual Report on
Form 10-K.

Set forth below are the names, ages as of December 29, 2018 and current positions of our executive officers and
directors. Directors are elected at the annual meeting of shareholders. Executive officers are appointed by, and hold
office at, the discretion of our Board of Directors.

Name AgePosition

Mindy Grossman 61 President and Chief Executive Officer, Director
Nicholas P. Hotchkin 53 Chief Financial Officer and President, Emerging Markets
Michael F. Colosi 53 General Counsel and Secretary

Stacey Mowbray 56 President, North America

Corinne Pollier(-Bousquet) 54 President, International

Raymond Debbane(!) 63 Chairman of the Board of Directors

Steven M. Altschuler, M.D.(D®) 65 Director

Philippe J. Amouyal() 60 Director

Cynthia Elkins®(3) 53 Director

Jonas M. Fajgenbaum 46 Director

Denis F. Kelly® 69 Director

Julie Rice 48 Director

Thilo Semmelbauer(® 53 Director

Christopher J. Sobecki® 60 Director

Oprah Winfrey 64 Director

(1)Member of Compensation and Benefits Committee.

(2)Member of Audit Committee.

(3)Member of Nominating and Corporate Governance Committee.

Mindy Grossman. Ms. Grossman has served as a director and our President and Chief Executive Officer since July
2017. Prior to joining us, she served as Chief Executive Officer of HSN, Inc., an interactive, multichannel retailer of
fashion, household and lifestyle products, and a member of its Board of Directors from August 2008 to May 2017.
Prior to joining HSN, she served as Chief Executive Officer of IAC Retailing, a business segment of HSN’s former
parent company, IAC/InterActiveCorp, a media and Internet company, from April 2006 to August 2008, and Global
Vice President of Nike, Inc.’s apparel business from October 2000 to March 2006. Earlier in her career, Ms. Grossman
held various other executive positions in the retail industry, including President and CEO of Polo Jeans Company,
Vice President of New Business Development at Polo Ralph Lauren Corporation, President of Chaps Ralph Lauren,
and Senior Vice President of Menswear for Warnaco, Inc. Ms. Grossman is a director of Bloomin’ Brands, Inc. and
Fanatics, Inc. She also serves as Vice Chairman for UNICEF USA.

Nicholas P. Hotchkin. Mr. Hotchkin has served as our Chief Financial Officer since August 2012. In addition to his

role as Chief Financial Officer, he was appointed as our President, Emerging Markets in March 2018. He also served
as a member of our former Interim Office of the Chief Executive Officer from September 2016 to July 2017. Prior to
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joining us, Mr. Hotchkin had spent several years at Staples, Inc., a global leader in the office supply industry. Most
recently, Mr. Hotchkin served as Senior Vice President of Finance for the U.S. Retail division of Staples based in
Massachusetts, a position he held from May 2010 to August 2012. Before assuming that position, he had been Senior
Vice President of Finance and Treasurer of Staples, a position he held from November 2006 to April 2010. Prior to
joining Staples, Mr. Hotchkin held several corporate finance positions with Delphi Corporation and General Motors
Corporation including assignments in the United States, Asia and Europe. Mr. Hotchkin received a B.A. in Economics
from Harvard College and an M.B.A. from the Harvard Business School.
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Michael F. Colosi. Mr. Colosi has served as our General Counsel and Secretary since May 2014. Prior to joining us,
Mr. Colosi most recently served as Senior Vice President, General Counsel and Corporate Secretary of Kenneth Cole
Productions, Inc. (KCP), a multi-brand retail, wholesale and licensing company, from March 2007 to February 2014.
His service as General Counsel and Secretary of KCP commenced in July 2000 and July 2004, respectively. He also
served as Corporate Vice President of KCP from July 2000 to February 2007. Prior to joining KCP, Mr. Colosi was
Associate General Counsel and Assistant Secretary for The Warnaco Group, Inc., an international apparel company,
from 1996 to 2000. Mr. Colosi received a B.A. in Economics and English from Cornell University and a J.D. from
The University of Michigan Law School.

Stacey Mowbray. Ms. Mowbray has served as our President, North America (previously called President, Americas)
since March 2016. Prior to that time, Ms. Mowbray served as President and General Manager of Weight Watchers
Canada from November 2014 to March 2016. Prior to joining us, Ms. Mowbray was with Second Cup Ltd., a
Canadian, publicly traded, specialty coffee business, where she served as Chief Executive Officer from May 2009 to
February 2014 and President from February 2008 to May 2009. Prior to joining Second Cup Ltd., Ms. Mowbray was
Chief Marketing Officer at Molson Coors Brewing Company and held various senior roles at Cara Operations Limited
and PepsiCo Canada. Ms. Mowbray received a Bachelor of Business degree from Wilfrid Laurier University and an
M.B.A. from the Schulich School of Business at York University.

Corinne Pollier(-Bousquet). Ms. Pollier has served as our President, International since March 2016. Prior to that
time, Ms. Pollier served as our President, Continental Europe & Australia-New Zealand from January 2014 to March
2016, our President, Continental Europe from May 2013 to January 2014, our Senior Vice President of France and
Switzerland from October 2008 to May 2013 and our General Manager of France from October 2003 to October 2008.
Prior to joining us, from 1991 to 2003, Ms. Pollier was with VIVARTE Group (France), a European retailer of
footwear and apparel, where she held various positions in the finance and planning analysis department from 1991 to
1995, various senior positions in the organization and strategy department from 1995 to 2000 and as General Manager
of Kookai from 2001 to 2003. Ms. Pollier also held various product management and project management positions
for the central buying office of Le Printemps department stores from 1987 to 1991. Ms. Pollier holds a Masters in
Management from the HEC Business School Paris.

Raymond Debbane. Mr. Debbane has been the Chairman of our Board of Directors since our acquisition by Artal
Luxembourg on September 29, 1999. Mr. Debbane is a co-founder and the Chief Executive Officer of The Invus
Group, LLC. Prior to forming The Invus Group, LLC in 1985, Mr. Debbane was a manager and consultant for The
Boston Consulting Group in Paris, France. He holds an M.B.A. from Stanford Graduate School of Business, an M.S.
in Food Science and Technology from the University of California, Davis and a B.S. in Agricultural Sciences and
Agricultural Engineering from American University of Beirut. Mr. Debbane is the Chairman of the Board of Directors
of Lexicon Pharmaceuticals, Inc. He is also the Chief Executive Officer and a director of Artal Group S.A., and the
Chairman of the Board of Directors of a number of private companies of which Artal or Invus, L.P. are shareholders.
Mr. Debbane was previously a director of Ceres, Inc. and Blue Buffalo Pet Products, Inc.

Steven M. Altschuler, M.D. Dr. Altschuler has been a director since September 2012. Since May 2018, Dr. Altschuler
has served as a Managing Director, Healthcare Ventures, of Ziff Capital Partners, a private investment firm. He
previously served as a consultant to the University of Miami Health Care System from September 2017 through
December 2017, the Chief Executive Officer of University of Miami Health Care System and Executive Vice
President for Healthcare at the University of Miami from January 2016 to September 2017, and the Chief Executive
Officer of The Children's Hospital of Philadelphia (CHOP) from April 2000 until June 2015. Prior to assuming the
role of Chief Executive Officer, Dr. Altschuler held several positions at CHOP and the Perelman School of Medicine
at the University of Pennsylvania, including Physician-in-Chief/Chair of Pediatrics and chief of the Division of
Gastroenterology, Hepatology and Nutrition. Dr. Altschuler received a B.A. in mathematics and an M.D. from Case
Western Reserve University. Dr. Altschuler currently serves as Chair of the Board of Directors of Spark Therapeutics,
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Inc. and as a director of Adtalem Global Education Inc.

Philippe J. Amouyal. Mr. Amouyal has been a director since November 2002. Mr. Amouyal is a Managing Director
of The Invus Group, LLC, a position he has held since 1999. Previously, Mr. Amouyal was a Vice President and
Director of The Boston Consulting Group in Boston, MA. He holds an M.S. in Engineering and a DEA in
Management from Ecole Centrale de Paris and was a Research Fellow at the Center for Policy Alternatives of the
Massachusetts Institute of Technology. Mr. Amouyal is a director and member of the Compensation Committee of
Lexicon Pharmaceuticals, Inc. as well as a number of private companies of which Artal or Invus, L.P. are
shareholders. Mr. Amouyal was previously a director of Blue Buffalo Pet Products, Inc.
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Cynthia Elkins. Ms. Elkins has been a director since March 2014. Since March 2018, Ms. Elkins has served as
Executive Vice President and Global Head of Cell Therapy Patient Experience of biopharmaceutical company Juno
Therapeutics (a Celgene company). Previously, Ms. Elkins served as Chief Information Officer of Juno Therapeutics
from December 2017 to March 2018. Prior to joining Juno Therapeutics, Ms. Elkins served as Vice President of IT
Americas from March 2011 through December 2016 and Senior Director of IT Enterprise Applications from
December 2007 to February 2011 at Genentech, Inc., a biotechnology company and member of the Roche Group.
Prior to that, she held various technology leadership positions at Ariba, Inc., ATP Inc., Aspect Telecommunications,
VeriFone and Digital Equipment Corporation. Ms. Elkins received a B.S. in Applied Mathematics from the University
of California, Los Angeles and an M.B.A. from Santa Clara University.

Jonas M. Fajgenbaum. Mr. Fajgenbaum has been a director since our acquisition by Artal Luxembourg on September
29, 1999. Mr. Fajgenbaum is a Managing Director of The Invus Group, LLC, which he joined in 1996. Prior to joining
The Invus Group, LLC, Mr. Fajgenbaum was a consultant for McKinsey & Company in New York from 1994 to
1996. He graduated with a B.S. in Economics with a concentration in Finance from The Wharton School of the
University of Pennsylvania and a B.A. in Economics from the University of Pennsylvania. Mr. Fajgenbaum is a
director of a number of private companies of which Artal or Invus, L.P. are shareholders.

Denis F. Kelly. Mr. Kelly has been a director since May 2015. Mr. Kelly is affiliated with, and has served as a
Managing Partner of, Scura Partners Securities LLC, a private investment banking firm which he co-founded, since
2001. In addition, Mr. Kelly is a Hearing Officer for National Arbitration and Mediation (NAM), one of the leading
dispute resolution institutions in the United States. From 1993 to 2001, he was a Managing Director of Prudential
Securities Incorporated. Previously, he served as the President and Chief Executive Officer of Denbrook Capital
Corporation, a merchant banking firm, from 1991 to 1993. From 1980 to 1991, Mr. Kelly held various positions at
Merrill Lynch, including Managing Director of Mergers and Acquisitions and Managing Director of Merchant
Banking. Mr. Kelly began his investment banking career at Lehman Brothers in 1974. Mr. Kelly received a B.A. from
Ambherst College and an M.B.A. from the Wharton School of Business of the University of Pennsylvania. Mr. Kelly is
also a director of MSC Industrial Direct Co., Inc., where he serves as a member of the Audit Committee and the
chairman of the Compensation Committee. Mr. Kelly previously served as a director of Kenneth Cole Productions,
Inc., which is no longer a public company.

Julie Rice. Ms. Rice has been a director since August 2018. Since November 2017, Ms. Rice has served as a Partner at
WeWork, a shared workspace company. Since June 2016, she has also served as the Co-Founder of LifeShop LLC, a
private investment firm. After co-founding SoulCycle Inc., a fitness company, in 2006, Ms. Rice served as Co-Chief
Executive Officer from 2006 to 2015, Chief Talent and Creative Officer from 2015 to 2016 and a member of the
board of directors from 2010 to 2018. Previously, Ms. Rice was a Talent Manager at Handprint Entertainment from
1997 to 2004. Ms. Rice received a B.A. in English and Theater from the State University of New York at Binghamton.

Thilo Semmelbauer. Mr. Semmelbauer has been a director since September 2016. He served as a member of our
former Interim Office of the Chief Executive Officer from September 2016 to July 2017. He has been involved in
technology ventures for over 25 years. From 2015 to 2017, Mr. Semmelbauer was a Venture Partner of Insight
Venture Partners, a global private equity and venture capital firm, and he currently continues to act as Senior Advisor
to Insight. From 2010 to 2015, he served as President and Chief Operating Officer of Shutterstock, Inc., a global
marketplace for licensing images, videos, and music to businesses worldwide. From 2009 to 2010, he served as
Executive Vice President, Consumer Business, of TheLadders.com, a career management company. Mr. Semmelbauer
was also Weight Watchers International, Inc.’s Global Chief Operating Officer from 2006 to 2008 and Chief Operating
Officer for North America from 2004 to 2006, after serving as President and Chief Operating Officer of
WeightWatchers.com from 2000 to 2004 where he was part of the founding team. He holds an A.B. in Electrical
Engineering and Computer Science from Dartmouth College and a dual M.S. in Management and Electrical
Engineering from the Massachusetts Institute of Technology.
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Christopher J. Sobecki. Mr. Sobecki has been a director since our acquisition by Artal Luxembourg on September 29,
1999. He served as a member of our former Interim Office of the Chief Executive Officer from September 2016 to
July 2017. Mr. Sobecki is a Managing Director of The Invus Group, LLC, which he joined in 1989. He received an
M.B.A. from the Harvard Business School. He also obtained a B.S. in Industrial Engineering from Purdue University.
Mr. Sobecki is a director of Lexicon Pharmaceuticals, Inc. and a number of private companies of which Artal or
Invus, L.P. are shareholders.

Oprah Winfrey. Ms. Winfrey has been a director since October 2015. Since January 2009, Ms. Winfrey has served as
the Chairman of her cable network, OWN: Oprah Winfrey Network, taking on the role of Chief Executive Officer in
July 2011. Previously, she founded Harpo, Inc. in 1986, under which she has launched numerous media and
entertainment businesses, including O, The Oprah Magazine and Harpo Films, in addition to producing the
award-winning talk show 'The Oprah Winfrey Show' for 25 years. Ms. Winfrey is a global media leader,
philanthropist, producer and actress. She also has been serving as a member of the Smithsonian's advisory council
since 2004.
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PART II

Item 5.Market for Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases of Equity
Securities

Our common stock has been listed on Nasdaq since October 15, 2018, prior to which it was listed on the New York

Stock Exchange. Our common stock trades on Nasdaq under the symbol “WTW.”

On October 9, 2003, our Board of Directors authorized, and we announced, a program to repurchase up to

$250.0 million of our outstanding common stock. On each of June 13, 2005, May 25, 2006 and October 21, 2010, our
Board of Directors authorized, and we announced, adding $250.0 million to this program. The repurchase program
allows for shares to be purchased from time to time in the open market or through privately negotiated transactions.
No shares will be purchased from Artal Holdings Sp. z 0.0., Succursale de Luxembourg, or Artal Holdings, and its
parents and subsidiaries under this program. The repurchase program currently has no expiration date. We
repurchased no shares of our common stock during the fourth quarter of fiscal 2018. As of the end of fiscal 2018,
$208.9 million remained available to purchase shares of our common stock under the repurchase program.

Holders

The approximate number of holders of record of our common stock as of February 1, 2019 was 194. This number
does not include beneficial owners of our securities held in the name of nominees.

Dividends
We do not currently pay a dividend and we have no current plans to pay dividends in the foreseeable future.
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Stock Performance Graph

The following graph sets forth the cumulative return on our common stock from December 27, 2013, the last trading
day of our 2013 fiscal year, through December 28, 2018, the last trading day of our 2018 fiscal year, as compared to
the cumulative return of the Standard & Poor’s 500 Index, or the S&P 500 Index, and the cumulative return of the
Standard & Poor’s MidCap 400 Index, or the S&P MidCap 400 Index. We selected the S&P 500 Index because it is a
broad index of equity markets. We selected the S&P MidCap 400 Index, which is generally comprised of issuers
having a similar market capitalization with the Company at the times presented and of which we are currently a
member, because we believe that there are no other lines of business or published industry indices or peer groups that
provide a more meaningful comparison of the cumulative return of our stock. The graph assumes that $100 was
invested on December 27, 2013 in each of (1) our common stock, (2) the S&P 500 Index and (3) the S&P MidCap
400 Index, and that all dividends, as applicable, were reinvested.

Cumulative Total Return ($)

Company/Index 12.27.13 1.2.15 12.31.15 12.30.16 12.29.17 12.28.18
Weight Watchers International, Inc. 100.00 65.80 69.68 34.99 135.33 126.19
S&P 500 Index 100.00 114.11 115.71 129.55 157.83 149.62
S&P MidCap 400 Index 100.00 110.22 107.91 130.29 151.44 133.29
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Item 6. Selected Financial Data

The following schedule sets forth our selected financial data for the last five fiscal years.

SELECTED FINANCIAL DATA

(in millions, except per share amounts)

Fiscal Fiscal Fiscal Fiscal Fiscal
2018 2017 2016 2015 2014
(52 (52 (52 (52 (53
weeks)  weeks)  weeks)  weeks)  weeks)
Revenues, net $1,514.1 $1,306.9 $1,1649 $1,164.4 $1,479.9
Net income attributable to the
Company $223.7 $1635 $67.7 $32.9 $117.8
Working capital surplus (deficit) (D $25.1 $(134.0 ) $(57.2 ) $(151.7 ) $(29.7 )
Total assets(!) $1,4145 $1,246.0 $1,271.0 $1,394.3 $1,479.8
Long-term debt(! $1,669.7 $1,740.6 $1,981.3 $1,996.4 $2,244.9
Earnings per share:
Basic $3.38 $2.54 $1.06 $0.56 $2.08
Diluted $3.19 $2.40 $1.03 $0.56 $2.08
@) Pursuant to the retrospective adoption in the first quarter of fiscal 2016 of the Financial Accounting

Standards Board guidance on debt issuance costs and classification of deferred tax assets, the Company has
reclassified unamortized debt issuance costs and deferred tax assets, respectively, in fiscal 2015 and 2014

from what had been previously reported.
Items Affecting Comparability

Several events occurred during each of the last five fiscal years that affect the comparability of our financial
statements. The nature of these events and their impact on underlying business trends are as follows:

Long-Term Debt

During the fourth quarter of fiscal 2017, we incurred fees of $53.8 million in connection with the refinancing of
$1,930.4 million of borrowings under our then-existing term loan facility. We wrote-off fees associated with this
refinancing which resulted in the Company recording a charge of $10.5 million in early extinguishment of debt in the

fourth quarter of fiscal 2017.

On April 1, 2016, we paid in full, with cash on hand, a principal amount of loans equal to $144.3 million, which
constituted the entire remaining principal amount of loans outstanding under our then-existing tranche B-1 term

facility due April 2, 2016.

During the first quarter of fiscal 2015, we wrote-off fees of $0.3 million, incurred fees of $0.6 million and recorded a
gain on early extinguishment of debt of $4.7 million, inclusive of these fees, in connection with the prepayment of
$65.6 million in aggregate principal amount of term loans outstanding under our then-existing tranche B-1 term
facility. During the second quarter of fiscal 2015, we wrote-off fees of $0.3 million, incurred fees of $0.6 million and
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recorded a gain on early extinguishment of debt of $6.7 million, inclusive of these fees, in connection with our
prepayment of $84.9 million in aggregate principal amount of term loans under our then-existing tranche B-1 term
facility.

During the third quarter of fiscal 2014, we wrote-off deferred financing fees of $1.6 million in connection with an
amendment to our then-existing revolving credit facility. Concurrently with and in order to effect this amendment, we
reduced the amount of our then-existing revolving credit facility from $250.0 million to $50.0 million.

For additional details on the New Credit Facilities entered into during the fourth quarter of fiscal 2017, see “Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital

Resources—Long-Term Debt” of this Annual Report on Form 10-K.

28

54



Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

Early Extinguishment of Debt, Net

Net income and earnings per fully diluted share, or EPS, for the full year of fiscal 2017 were impacted by a $10.5
million ($6.4 million after tax or $0.09 per fully diluted share) early extinguishment of debt charge recorded in the
fourth quarter of fiscal 2017 resulting from the write-off of fees in connection with our November 2017 debt
refinancing, or the November 2017 debt refinancing. For additional details on this refinancing, see “Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity and Capital
Resources—Long-Term Debt” of this Annual Report on Form 10-K. This charge was offset in part by a $1.6 million
($0.9 million after tax or $0.01 per fully diluted share) gain on early extinguishment of debt recorded in the second
quarter of fiscal 2017 in connection with the payment of an aggregate amount of cash proceeds totaling $73.0 million
plus an amount sufficient to pay accrued and unpaid interest on the amount prepaid to prepay $75.5 million in
aggregate principal amount of term loans under our then-existing tranche B-2 term facility.

Net income and EPS for the full year of fiscal 2015 were impacted by an $11.4 million ($7.0 million after tax or $0.12
per fully diluted share) gain on early extinguishment of debt in connection with the payment of an aggregate amount
of cash proceeds totaling $134.6 million plus an amount sufficient to pay accrued and unpaid interest on the amount
prepaid to prepay $148.0 million in aggregate principal amount of term loans under our then-existing tranche B-1 term
facility.

Net Tax Benefit

In fiscal 2018, we recognized (i) a $25.3 million, or $0.36 per fully diluted share, tax benefit related to tax windfalls
from stock compensation, (ii) an $8.5 million, or $0.12 per fully diluted share, tax benefit due to the reversal of a
valuation allowance on foreign tax credits that have been fully utilized, (iii) a $4.3 million, or $0.06 per fully diluted
share, tax benefit related to favorable tax return adjustments, (iv) a $3.4 million, or $0.05 per fully diluted share, tax
benefit primarily related to the reversal of tax reserves resulting from the closure of various tax audits, (v) a $3.4
million, or $0.05 per fully diluted share, tax benefit due to the reversal of a valuation allowance related to certain net
operating losses that are now expected to be realized, and (vi) a $1.9 million, or $0.03 per fully diluted share, tax
benefit related to the cessation of operations of our Mexican subsidiary.

In fiscal 2017, we recognized a $56.6 million, or $0.83 per fully diluted share, tax benefit due to the 2017 Tax Act
(defined hereafter). We also recognized (i) an $11.6 million, or $0.17 per fully diluted share, tax benefit related to the
cessation of operations of our Spanish subsidiary, (ii) a $3.7 million, or $0.05 per fully diluted share, tax benefit due to
a change in estimate related to the availability of certain foreign tax credits and (iii) a $2.3 million, or $0.03 per fully
diluted share, tax benefit related to the reversal of tax reserves resulting from an updated transfer pricing study.

In fiscal 2016, we recognized (i) an $11.4 million, or $0.17 per fully diluted share, net tax benefit due to a research
and development credit and a Section 199 deduction for the tax years 2012 through 2015 and (ii) a reversal of a

$2.5 million, or $0.04 per fully diluted share, valuation allowance related to tax benefits for foreign losses that are
now expected to be realized. These benefits were partially offset by a $2.0 million, or $0.03 per fully diluted share, tax
expense for out-of-period adjustments in income taxes in the third quarter of fiscal 2016.

In fiscal 2014, we recognized a $2.4 million, or $0.04 per fully diluted share, net tax benefit related to an
intercompany loan write-off in connection with the closure of our China business, partially offset by the recognition of
a valuation allowance related to tax benefits for foreign losses not expected to be realized.

Impairment of Goodwill
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In fiscal 2017, we recorded a $13.3 million, or $0.20 per fully diluted share, impairment charge for goodwill related to
our Brazil reporting unit.

Working Capital

In fiscal 2018, the change in working capital was driven primarily by the increase in cash on hand.

In fiscal 2017, the change in working capital was driven primarily by the November 2017 debt refinancing which
resulted in higher debt repayments due in fiscal 2018 (increase in current portion of long-term debt). This, coupled
with cash on hand used in connection with debt payments in the second quarter of fiscal 2017 and for such
refinancing, increased our working capital deficit.
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In fiscal 2016, the change in working capital was driven primarily by the April 1, 2016 payment of a principal amount
of loans equal to $144.3 million, which constituted the entire remaining principal amount of loans outstanding under
our then-existing tranche B-1 term facility and paying down in the aggregate the outstanding principal amount of
$48.0 million on our then-existing revolving credit facility.

In fiscal 2015, the change in working capital was driven in large part by the increase in short-term debt due within one
year and the decline in cash resulting from the prepayment of debt during the fiscal year.

Other Comprehensive (Loss) Income

Other comprehensive loss, net of taxes, was $3.2 million in fiscal 2018 as compared to other comprehensive income
of $16.6 million in fiscal 2017 primarily due to the negative impact of foreign currency translation adjustments, offset
by the positive mark to market of our interest rate swap. In fiscal 2018, foreign currency translation adjustments
negatively impacted results by $11.5 million ($8.6 million after tax) as compared to a favorable impact of $9.8 million
($6.0 million after tax) in fiscal 2017 primarily due to the currency revaluation of intercompany receivables and
payables. In addition, due to hedge accounting, changes in other comprehensive income increased to $7.2 million
($5.4 million after tax) in fiscal 2018 as compared to an increase of $17.4 million ($10.6 million after tax) in fiscal
2017.

Other comprehensive income, net of taxes, was $16.6 million in fiscal 2017 as compared to $10.6 million in fiscal
2016 primarily due to the positive mark to market of our interest rate swap and to a lesser extent the favorable impact
of foreign currency translation adjustments. In fiscal 2017, due to hedge accounting, changes in other comprehensive
income increased to $17.4 million ($10.6 million after tax) as compared to an increase of $11.8 million ($7.1 million
after tax) in fiscal 2016. In addition, foreign currency translation adjustments favorably impacted results by $9.8
million ($6.0 million after tax) in fiscal 2017 as compared to a favorable impact of $5.6 million ($3.5 million after tax)
in fiscal 2016 primarily due to the currency revaluation of intercompany receivables and payables.

Other comprehensive income, net of taxes, was $10.6 million in fiscal 2016 as compared to other comprehensive loss,
net of taxes, of $18.3 million in fiscal 2015 primarily due to the positive mark to market of our interest rate swap and
to a lesser extent the favorable impact of foreign currency translation adjustments. In fiscal 2016, due to hedge
accounting, changes in other comprehensive income increased to $11.8 million ($7.1 million after tax) as compared to
a loss of $2.1 million ($1.3 million after tax) in fiscal 2015. In addition, foreign currency translation adjustments
favorably impacted results by $5.6 million ($3.5 million after tax) in fiscal 2016 as compared to a loss of

$27.8 million ($17.0 million after tax) in fiscal 2015 primarily due to the currency revaluation of intercompany
receivables and payables.

Other comprehensive loss, net of taxes, was $18.3 million in fiscal 2015 as compared to $28.9 million in fiscal 2014
primarily due to the unfavorable impact of foreign currency translation adjustments and to a lesser extent the mark to
market of our interest rate swap. In fiscal 2015, foreign currency translation adjustments unfavorably impacted results
by $27.8 million ($17.0 million after tax) as compared to $19.2 million ($11.7 million after tax) in fiscal 2014
primarily due to the devaluation of the Euro, Canadian dollar, and the British Pound. In addition, due to hedge
accounting, changes in other comprehensive loss decreased to $2.1 million ($1.3 million after tax) in fiscal 2015 as
compared to $28.3 million ($17.3 million after tax) in fiscal 2014.

Winfrey Transaction

57



Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

On October 19, 2015, pursuant to the Winfrey Purchase Agreement, we issued and sold to Ms. Winfrey an aggregate
of 6.4 million shares of our common stock for an aggregate cash purchase price of $43.2 million.

In consideration of Ms. Winfrey entering into the Strategic Collaboration Agreement and the performance of her
obligations thereunder, on October 18, 2015, we granted Ms. Winfrey the Winfrey Option to purchase 3.5 million
shares of our common stock at an exercise price of $6.97 per share.

In fiscal 2015, net income and EPS were negatively impacted by expenses of $8.3 million after tax, or $0.14 per fully
diluted share, in connection with the Winfrey Transaction. More specifically, we recorded compensation expense of
$7.8 million after tax for the full value of the Winfrey Option in the fourth quarter of fiscal 2015 (based on the Black
Scholes option pricing model), as well as $0.5 million after tax of expenses for legal, compliance and other fees in
connection with the Winfrey Transaction.
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See “Item 1. Business—History—Winfrey Transaction” for additional details on the Winfrey Transaction, the purchased
shares and the Winfrey Option.

Restructuring Charges

In fiscal 2015 and fiscal 2014, we recorded $8.4 million ($5.1 million after tax or $0.09 per fully diluted share) and
$11.8 million ($7.2 million after tax or $0.13 per fully diluted share) of charges, respectively, associated with the
previously disclosed restructuring of our organization.

Acquisition of Additional Equity Interest in Brazil and Gain on Brazil Acquisition

Prior to March 12, 2014, the Company had owned 35% of Vigilantes do Peso Marketing Ltda., or VPM, a Brazilian
limited liability partnership. On March 12, 2014, the Company acquired an additional 45% equity interest in VPM for
a net purchase price of $14.2 million. VPM was converted into a joint-stock corporation prior to closing and
subsequently operates as a subsidiary of the Company with rights to conduct typical business lines. As a result of the
acquisition, the Company gained a direct controlling financial interest in VPM and began to consolidate this entity as
of the date of acquisition.

As a result of our Brazil acquisition, we adjusted our previously held equity interest to fair value of $11.0 million and
recorded a charge of $0.5 million associated with the settlement of the royalty-free arrangement of the Brazilian
partnership. The net effect of these items resulted in our recognizing a gain of $10.5 million ($6.4 million after tax or
$0.11 per fully diluted share) in fiscal 2014.

Acquisition of Wello

On April 16, 2014, the Company acquired Knowplicity, Inc., d/b/a Wello, an online fitness and personal training
company for a net purchase price of $9.0 million. Payment was in the form of common stock issued of $4.2 million
and cash of $4.8 million. As a result of the acquisition, Wello became a wholly-owned subsidiary of the Company and
the Company began to consolidate the entity as of the date of acquisition.

Acquisition of Weilos

On March 11, 2015, the Company acquired for a purchase price of $6.7 million Weilos, Inc., or Weilos, a
California-based startup with an online social platform. Payment was in the form of common stock issued of

$2.8 million, restricted stock issued of $0.1 million and cash of $2.8 million plus cash in reserves of $1.0 million. As a
result of the acquisition, Weilos became a wholly owned subsidiary of the Company and the Company began to
consolidate the entity as of the date of acquisition.

Acquisition of Kurbo

On August 10, 2018, the Company acquired substantially all of the assets of Kurbo Health, Inc., or Kurbo, a
family-based healthy lifestyle coaching program, for a net purchase price of $3.1 million. Payment was in the form of
cash. The acquisition of Kurbo has been accounted for under the purchase method of accounting. Kurbo became a
wholly owned subsidiary of the Company and the Company began to consolidate the entity as of the date of
acquisition.

Franchisee Acquisitions

The following are our acquisitions since the beginning of fiscal 2014:
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Acquisition of South Carolina Franchise. On December 10, 2018, we acquired substantially all of the assets of our
franchisee for certain territories in South Carolina, At Goal, Inc., for a purchase price of $4.0 million.

Acquisition of Miami Franchise. On June 27, 2016, we acquired substantially all of the assets of our franchisee for
certain territories in South Florida, Weight Watchers of Greater Miami, Inc., for a purchase price of $3.3 million, or
the Miami Acquisition.

These acquisitions were financed through cash from operations. These acquisitions have been accounted for as
purchases and financial results have been included in our consolidated operating results since their respective dates of

acquisition.
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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 the “Selected Financial Data” included in Item 6 of this
Annual Report on Form 10-K and our consolidated financial statements and related notes included in Item 15 of this
Annual Report on Form 10-K. This discussion contains forward-looking statements that involve risks and
uncertainties, such as statements of our plans, objectives, expectations and intentions. The cautionary statements
discussed in “Cautionary Notice Regarding Forward-Looking Statements” and elsewhere in this Annual Report on
Form 10-K should be read as applying to all forward-looking statements wherever they appear in this Annual Report
on Form 10-K. Our actual results could differ materially from those discussed here. Factors that could cause or
contribute to these differences include, without limitation, those discussed in “Risk Factors” included in Item 1A of this
Annual Report on Form 10-K.

Overview

We are a global wellness company and the world’s leading commercial weight management program. We are focused
on inspiring people to adopt healthy habits for real life. With over five decades of weight management experience,
expertise and know-how, we have established Weight Watchers as one of the most recognized and trusted brand

names among weight-conscious consumers. In 2018, we announced new articulations of our brands, including our
evolving focus on WW, to further reinforce our mission to focus on overall health and wellness. We educate our
members and provide them with guidance and an inspiring community to enable them to develop healthy habits.
WW-branded services and products include digital offerings provided through our websites, mobile sites and apps,
workshops conducted by us and our franchisees, consumer products sold direct to consumers, licensed and endorsed
products sold in retail channels, and publications. Our primary sources of revenue are subscriptions for our digital
products and for our workshops. Our “Digital” business refers to providing subscriptions to our digital product offerings,
including the Personal Coaching + Digital product. Our “Studio + Digital” business refers to providing access to our
weekly in-person workshops combined with our digital subscription product offerings to commitment plan

subscribers. Our “Studio + Digital” business also includes the provision of access to workshops for members who do not
subscribe to commitment plans, including our “pay-as-you-go” members.

We operate in numerous countries around the world, including through our franchise operations. We have four
reportable segments based on an integrated geographical structure as follows: North America, Continental Europe

(CE), United Kingdom and Other. See the section entitled “Business—Business Organization and Global Operations” in
Item 1 of this Annual Report on Form 10-K for further information on these reportable segments and the countries in
which we operate.

Components of our Results of Operations

Revenues

We derive our revenues principally from:
Service Revenues. Our “Service Revenues” consist of “Digital Subscription Revenues” and “Studio + Digital Fees”.
“Digital Subscription Revenues” consist of the fees associated with subscriptions for our Digital offerings, including
our Personal Coaching + Digital product. “Studio + Digital Fees” consist of the fees associated with our subscription
plans for combined workshops and digital offerings and other payment arrangements for access to workshops.

dn-workshop product sales. We sell a range of consumer products, including bars, snacks, cookbooks, kitchen tools
and other products from time to time.

61



Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

Licensing, franchise royalties and other. We license our trademarks and other intellectual property in certain

categories of food, beverages and other relevant consumer products and services. We also endorse or co-brand with
carefully selected branded consumer products and services. In addition, our franchisees typically pay us a royalty fee
of 10% of their Studio + Digital fee revenues as well as purchase products for sale in their workshops.
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We also generate other revenues including revenues from sales of products online through our ecommerce platform,
magazine subscriptions, publishing and third-party advertising in publications and on our websites and sales from the
By Mail product.

The following table sets forth our revenues by category for the past three fiscal years.

Revenue Sources

(in millions)

Fiscal Fiscal Fiscal
2018 2017 2016

Service Revenues $1,273.2 $1,081.7 $949.1
In-workshop product sales 148.9 137.9 125.5
Licensing, franchise royalties and other ~ 92.1 87.3 90.3
Total $1,514.1 $1,306.9 $1,164.9

Note: Totals may not sum due to rounding.

From fiscal 2016 through fiscal 2018, our revenues increased at a compound annual rate of 14.0% driven primarily by
an increase in Service Revenues. Additional revenue details are as follows:

Service Revenues. Service Revenues increased at a compound annual rate of 15.8% from fiscal 2016 through fiscal
2018 due to an increase in Total Paid Weeks. Total Paid Weeks increased as a result of year-over-year recruitment
growth and a higher number of End of Period Subscribers, in each case on a year-over-year basis. Led by our North
America business, recruitment growth in fiscal 2016 was driven by the successful launch of our Beyond the Scale
program, coupled with the successful response to our advertising, including television advertising featuring
Ms. Winfrey in certain key markets. In fiscal 2017, recruitment growth continued in North America and expanded to
all of our other major markets. In fiscal 2018, recruitment growth continued in all of our major markets driven by the
successful launch of our new program known as WW Freestyle in the majority of our markets. In addition, member
retention improved in both fiscal 2017 and fiscal 2018 across all our major markets. Recruitment and retention
continue to be a key strategic focus.
dn-workshop product sales. In-workshop product sales increased at a compound annual rate of 8.9% from fiscal 2016
through fiscal 2018. This increase was driven primarily by an increase in the number of our Studio + Digital
subscribers.
Licensing, franchise royalties and other. All other revenues increased 1.0% on a compound annual rate from fiscal
2016 through fiscal 2018. This increase was driven primarily by our franchisees’ performance during this period. This
increase was offset in part by a decrease in licensing revenues which declined at a compound annual rate of 15.2%
from fiscal 2016 through fiscal 2018. Our licensing business was negatively impacted by increased competition in
the category.

Cost of Revenues

Total cost of revenues primarily consists of expenses to operate our studios and workshops, costs to sell consumer
products and costs to develop and operate our websites and digital products. Operating costs primarily consist of
salary expense paid to operations management, commissions and expenses paid to our employees, coaches and guides,
studio room rent, customer service costs (both in-house and third-party), program material expenses, depreciation and
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amortization associated with field automation, credit card and fulfillment fees and training and other expenses.
Operating costs also include costs associated with our 24/7 Expert Chat and Personal Coaching + Digital offerings.
Cost to sell products includes costs of products purchased from our third-party suppliers, inventory reserves, royalties,
and inbound and outbound shipping and related costs incurred in making our products available for sale or use. Costs
to operate our websites include salaries and related benefits, depreciation and amortization of website development,
credit card processing fees and other costs incurred in developing our digital offerings.
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Marketing Expenses

Marketing expenses primarily consist of costs to produce advertising and marketing materials as well as media costs
to advertise our brand and products across multiple platforms (e.g. broadcast, digital, electronic customer relationship
marketing (¢CRM), direct mail, social media and public relations), costs paid to third-party agencies who help us
develop our marketing campaigns and strategy, expenses in support of market research, as well as costs incurred in
connection with local marketing and promotions.

Selling, General and Administrative Expenses

Selling, general and administrative expenses consist of compensation, benefits and other related costs, including
stock-based compensation, third-party consulting, temp help, audit, legal and litigation expenses as well as facility
costs and depreciation and amortization of systems in support of the business infrastructure and offices globally.
Selling, general and administrative expenses also include amortization expense of certain of our intangible assets and
certain one-time transaction expenses.

Gross Margin

The following table sets forth our gross profit and gross margin for the past three fiscal years:

(in millions except percentages)

2018 2017 2016
Gross Profit $866.4 $692.6 $585.5
Gross Margin 572 % 530 % 503 %

Note: Totals may not sum due to rounding.
In fiscal 2017, the gross margin increase from fiscal 2016 was driven primarily by improved operating leverage and a
mix shift to the higher margin Digital business. This expansion was partially offset by lower revenues in our high

margin licensing business.

In fiscal 2018, the gross margin increase from fiscal 2017 was driven primarily by the mix shift to the higher margin
Digital business and improved operating leverage across our businesses.

Operating Income Margin

The following table sets forth our operating income for the past three fiscal years, as adjusted to exclude the
impairment charge for goodwill related to our Brazil reporting unit:

(in millions except percentages) 2018 2017 2016
Operating Income $389.0 $267.3  $200.8
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Operating Income Margin 257 % 205 % 172 %
Adjustments to Reported Amounts (1)

Goodwill impairment — 13.3 —
Operating Income, as adjusted (1) $389.0 $280.6  $200.8

Operating Income Margin impact

from above adjustment (1) 00 % (10 %) 00 %
Operating Income Margin, as

adjusted (D 257 % 215 % 172 %

Note: Totals may not sum due to rounding.

(DThe “As adjusted” measure is a non-GAAP financial measure that adjusts the consolidated statements of net income
for fiscal 2017 to exclude the $13.3 million goodwill impairment charge related to our Brazil reporting unit. See
“Non-GAAP Financial Measures” below for an explanation of our use of non-GAAP financial measures.
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In fiscal 2017, the increase in operating income margin from fiscal 2016 was driven by an increase in gross margin
and a decrease in marketing expenses as a percentage of revenue, both as compared to the prior year.

In fiscal 2018, the increase in operating income margin from fiscal 2017 was driven primarily by an increase in gross
margin as compared to the prior year.

Material Trends
Performance Indicators

Our management reviews and analyzes several key performance indicators in order to manage our business and assess
the quality and potential variability of our cash flows and earnings. These key performance indicators include:

Revenues— Our “Service Revenues” consist of “Digital Subscription Revenues” and “Studio + Digital Fees”. “Digital
Subscription Revenues” consist of the fees associated with subscriptions for our Digital offerings, including our
Personal Coaching + Digital product. “Studio + Digital Fees” consist of the fees associated with our subscription plans
for combined workshops and digital offerings and other payment arrangements for access to workshops. In addition,
“product sales and other” consists of sales of consumer products in workshops and via ecommerce, revenues from
licensing, magazine subscriptions, publishing and third-party advertising in publications and on our websites and
sales from the By Mail product, other revenues, and, in the case of the consolidated financial results and Other
reportable segment, franchise fees with respect to commitment plans and commissions.
Paid Weeks—The “Paid Weeks” metric reports paid weeks by WW customers in Company-owned operations for a given
period as follows: (i) “Digital Paid Weeks” is the total paid subscription weeks for our digital subscription products
(including Personal Coaching + Digital); (ii) “Studio + Digital Paid Weeks” is the sum of total paid commitment plan
weeks which include workshops and digital offerings and total "pay-as-you-go" weeks; and (iii) “Total Paid Weeks” is
the sum of Digital Paid Weeks and Studio + Digital Paid Weeks.
dncoming Subscribers—*“Subscribers” refer to Digital subscribers and Studio + Digital subscribers who participate in
recur bill programs in Company-owned operations. The “Incoming Subscribers” metric reports WW subscribers in
Company-owned operations at a given period start as follows: (i) “Incoming Digital Subscribers” is the total number of
Digital, including Personal Coaching + Digital, subscribers; (ii) “Incoming Studio + Digital Subscribers” is the total
number of commitment plan subscribers that have access to combined workshops and digital offerings; and
(ii1) “Incoming Subscribers” is the sum of Incoming Digital Subscribers and Incoming Studio + Digital Subscribers.
Recruitment and retention are key drivers for this metric.
€nd of Period Subscribers—The “End of Period Subscribers” metric reports WW subscribers in Company-owned
operations at a given period end as follows: (i) “End of Period Digital Subscribers” is the total number of Digital,
including Personal Coaching + Digital, subscribers; (ii) “End of Period Studio + Digital Subscribers” is the total
number of commitment plan subscribers that have access to combined workshops and digital offerings; and (iii) “End
of Period Subscribers” is the sum of End of Period Digital Subscribers and End of Period Studio + Digital
Subscribers. Recruitment and retention are key drivers for this metric.
Gross profit and operating expenses as a percentage of revenue.
Market Trends

We believe that our revenues and profitability can be sensitive to major trends in the wellness and weight management
industries. In particular, we believe that our business could be adversely impacted by:

tncreased competition from hardware and software-based mobile app and web-based programs and approaches;
tncreased consumer interest in fad diets and weight loss trends;

the development of more effective or more favorably perceived weight management methods, including
pharmaceuticals;

67



35

Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

68



Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

« failure to develop and market new, innovative services and products or to successfully expand into new channels of
distribution or respond to consumer trends, including consumer focus on integrated lifestyle and fitness approaches;
a failure to successfully implement new strategic initiatives;
o decrease in the effectiveness of our marketing, advertising, and social media programs;
an impairment of our brands and other intellectual property;
o failure of our technology or systems to perform as designed; and
a downturn in general economic conditions or consumer confidence.
North America Metrics and Business Trends

In fiscal 2016, North America Total Paid Weeks increased 9.2% versus the prior year. The increase in North America
Total Paid Weeks primarily resulted from higher recruitments in each quarter of fiscal 2016 versus the comparable
prior year quarter. This increase in recruitments was driven by the successful launch of our Beyond the Scale program,
which included the launch of SmartPoints, in late fiscal 2015 and to a lesser extent increased promotional activities.
This launch, coupled with the successful response to our strategic collaboration with Ms. Winfrey, drove momentum
in our North America business.

In fiscal 2017, North America Total Paid Weeks increased 18.4% versus the prior year. The increase in North
America Total Paid Weeks was driven by both the higher number of Incoming Subscribers at the beginning of fiscal
2017 versus the beginning of fiscal 2016 and higher recruitments in fiscal 2017 versus the prior year. The higher
recruitments were a continuation of the positive trend which began in the fourth quarter of fiscal 2015. This
recruitment increase was further accelerated by the successful launch of our WW Freestyle program in late fiscal
2017.

In fiscal 2018, North America Total Paid Weeks increased 26.3% versus the prior year. The increase in North
America Total Paid Weeks was driven by the higher number of Incoming Subscribers at the beginning of fiscal 2018
versus the beginning of fiscal 2017, higher Digital recruitments versus the prior year driven by the successful launch
of our new WW Freestyle program, and improved retention versus the prior year.

Continental Europe Metrics and Business Trends

In fiscal 2016, Continental Europe Total Paid Weeks declined 0.2% versus the prior year, driven by a decline in
Studio + Digital Paid Weeks of 5.1% partially offset by an increase in Digital Paid Weeks of 2.4% versus the prior
year. This decline in Studio + Digital Paid Weeks was driven by the lower number of Incoming Studio + Digital
Subscribers at the start of fiscal 2016 versus the start of fiscal 2015 coupled with lower Studio + Digital recruitments
in fiscal 2016 as compared to the prior year. The increase in Digital Paid Weeks was driven by improved recruitments
in the Digital business in fiscal 2016 versus the prior year.

In fiscal 2017, Continental Europe Total Paid Weeks increased 20.4% versus the prior year, driven by the higher
number of Incoming Subscribers at the beginning of fiscal 2017 versus the beginning of fiscal 2016, improved
retention in fiscal 2017 versus the prior year and recruitment strength in our Digital business in fiscal 2017 versus the
prior year.

In fiscal 2018, Continental Europe Total Paid Weeks increased 30.6% versus the prior year, driven by the higher
number of Incoming Subscribers at the beginning of fiscal 2018 versus the beginning of fiscal 2017, higher
recruitments versus the prior year driven by the successful launch of our new program, and improved retention versus

the prior year.

United Kingdom Metrics and Business Trends
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In fiscal 2016, UK Total Paid Weeks declined 5.0% versus the prior year. Total Paid Weeks performance in fiscal
2016 was driven by the lower number of Incoming Subscribers at the beginning of fiscal 2016 versus the beginning of
fiscal 2015 coupled with lower recruitments, primarily in the Studio + Digital business in fiscal 2016 as compared to
the prior year reflecting the impact of a direct competitor.
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In fiscal 2017, UK Total Paid Weeks increased 6.4% versus the prior year. Total Paid Weeks performance in fiscal
2017 was driven primarily by recruitment strength in our Digital business.

In fiscal 2018, UK Total Paid Weeks increased 13.2% versus the prior year. The increase in UK Total Paid Weeks
was driven by the higher number of Incoming Subscribers at the beginning of fiscal 2018 versus the beginning of
fiscal 2017, recruitment strength in our Digital business versus the prior year driven by the successful launch of our
new program, and improved retention versus the prior year.

Non-GAAP Financial Measures

To supplement our consolidated results presented in accordance with accounting principles generally accepted in the
United States, or GAAP, we have disclosed non-GAAP financial measures of operating results that exclude or adjust
certain items. Operating income and operating income margin are discussed in this Annual Report on Form 10-K both
as reported (on a GAAP basis) and as adjusted (on a non-GAAP basis), as applicable, for fiscal 2017 to exclude the
impairment charge for our goodwill related to our Brazil reporting unit. We generally refer to such non-GAAP
measures as excluding or adjusting for the impact of the goodwill impairment charge. We also present within this
Annual Report on Form 10-K the non-GAAP financial measures earnings before interest, taxes, depreciation,
amortization and stock-based compensation (“EBITDAS”), earnings before interest, taxes, depreciation, amortization,
stock-based compensation and goodwill impairment (“Adjusted EBITDAS”) and net debt. See “—Liquidity and Capital
Resources—EBITDAS, Adjusted EBITDAS and Net Debt” for the calculations. Our management believes these
non-GAAP financial measures provide useful supplemental information to investors regarding the performance of our
business and are useful for period-over-period comparisons of the performance of our business. While we believe that
these non-GAAP financial measures are useful in evaluating our business, this information should be considered as
supplemental in nature and is not meant to be considered in isolation or as a substitute for the related financial
information prepared in accordance with GAAP. In addition, these non-GAAP financial measures may not be the
same as similarly entitled measures reported by other companies.

Use of Constant Currency

As exchange rates are an important factor in understanding period-to-period comparisons, we believe in certain cases
the presentation of results on a constant currency basis in addition to reported results helps improve investors’ ability to
understand our operating results and evaluate our performance in comparison to prior periods. Constant currency
information compares results between periods as if exchange rates had remained constant period-over-period. We use
results on a constant currency basis as one measure to evaluate our performance. In this Annual Report on Form 10-K,
we calculate constant currency by calculating current-year results using prior-year foreign currency exchange rates.
We generally refer to such amounts calculated on a constant currency basis as excluding or adjusting for the impact of
foreign currency or being on a constant currency basis. These results should be considered in addition to, not as a
substitute for, results reported in accordance with GAAP and are not meant to be considered in isolation. Results on a
constant currency basis, as we present them, may not be comparable to similarly titled measures used by other
companies and are not measures of performance presented in accordance with GAAP.

Critical Accounting Policies

“Management’s Discussion and Analysis of Financial Condition and Results of Operations” is based upon our
consolidated financial statements, which have been prepared in accordance with GAAP. The preparation of these
financial statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities,
revenues and expenses, and related disclosure of contingent assets and liabilities. On an ongoing basis, we evaluate
our estimates and judgments, including those related to inventories, the impairment analysis for goodwill and other
indefinite-lived intangible assets, share-based compensation, income taxes, tax contingencies and litigation. We base
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our estimates on historical experience and on various other factors and assumptions that we believe to be reasonable
under the circumstances, the results of which form the basis for making judgments about the carrying values of assets
and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.

We believe the following accounting policies are most important to the portrayal of our financial condition and results
of operations and require our most significant judgments and estimates.
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Revenue Recognition

We earn revenue from subscriptions for our digital products and by conducting workshops, for which we charge a fee,
predominantly through commitment plans, prepayment plans or the “pay-as-you-go” arrangement. We also earn revenue
by selling consumer products (including publications) in our workshops, online through our ecommerce platform and

to our franchisees, collecting commissions from franchisees, collecting royalties related to licensing agreements,

selling magazine subscriptions, publishing, selling advertising space on our websites and in copies of our publications
and By Mail product sales.

Commitment plan revenues, prepaid workshop fees and magazine subscription revenue is recorded to deferred

revenue and amortized into revenue as control is transferred over the period earned since these performance
obligations are satisfied over time. Digital subscription revenues, consisting of the fees associated with subscriptions
for our Digital products, including our Personal Coaching + Digital product, are deferred and recognized on a
straight-line basis as control is transferred over the subscription period. One-time Digital sign-up fees are considered
immaterial in the context of the contract and the related revenue is recorded to deferred revenue and amortized into
revenue over the commitment period. In the Studio + Digital business, we generally charge non-refundable

registration and starter fees in exchange for access to our digital subscription products, an introductory information
session and materials we provide to new members. Revenue from these registration and starter fees is considered
immaterial in the context of the contract and is recorded to deferred revenue and amortized into revenue over the
commitment period. Revenue from “pay-as-you-go” workshop fees, consumer product sales and By Mail, commissions
and royalties is recognized at the point in time control is transferred, which is when services are rendered, products are
shipped to customers and title and risk of loss passes to the customers, and commissions and royalties are earned,
respectively. Revenue from advertising in magazines is recognized when advertisements are published. Revenue from
magazine sales is recognized when the magazine is sent to the customer. For revenue transactions that involve

multiple performance obligations, the amount of revenue recognized is determined using the relative fair value
approach, which is generally based on each performance obligation’s stand-alone selling price. Discounts to customers,
including free registration offers, are recorded as a deduction from gross revenue in the period such revenue was
recognized. Revenue from advertising on our websites is recognized when the advertisement is viewed by the user.

We grant refunds in aggregate amounts that historically have not been material. Because the period of payment of the
refund generally approximates the period revenue was originally recognized, refunds are recorded as a reduction of
revenue over the same period.

Goodwill and Franchise Rights Acquired Impairment Test

We review goodwill and other indefinite-lived intangible assets, including franchise rights acquired with indefinite
lives, for potential impairment on at least an annual basis or more often if events so require. We performed fair value
impairment testing as of May 6, 2018 and May 7, 2017, each the first day of fiscal May, on our goodwill and other
indefinite-lived intangible assets. In addition, for our Brazil reporting unit only, given the ongoing challenging
economic environment, the negative performance trends and our reduced expectations regarding the future impact of
our business growth strategies in the country, we performed an interim goodwill impairment analysis at December 30,
2017. In performing the interim goodwill impairment analysis for our Brazil reporting unit at December 30, 2017, we
recorded a $13.3 million impairment charge.

In performing our goodwill impairment analysis for our reporting units for fiscal 2018 and fiscal 2017 no impairment

was identified as the respective fair values of each reporting unit exceeded its carrying value. In performing the
impairment analysis for our franchise rights acquired with indefinite lives for fiscal 2018 and fiscal 2017, we
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determined that the carrying amounts of these units of account did not exceed their respective fair values and therefore
no impairment existed.

With respect to our impairment analysis, a change in the underlying assumptions would likely cause a change in the
results of the impairment assessments and, as such, could result in an impairment of those assets, which would impact
earnings. We would also be required to reduce the carrying amounts of the related assets on our balance sheet. We
continue to evaluate these assumptions and believe that they are appropriate.
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In performing our annual impairment analysis, we also considered the trading value of both our equity and debt. If the
trading values of both our equity and debt were to significantly decline from their current levels, we may have to take
an impairment charge at the appropriate time, which could be material. For additional information on risks associated
with our recognizing asset impairment charges, see “Item 1A. Risk Factors” of this Annual Report on Form 10-K.

The following is a more detailed discussion of our goodwill and franchise rights acquired impairment analysis.
Goodwill

In performing the impairment analysis for goodwill, the fair value for our reporting units is estimated using a
discounted cash flow approach. This approach involves projecting future cash flows attributable to the reporting unit
and discounting those estimated cash flows using an appropriate discount rate. The estimated fair value is then
compared to the carrying value of the reporting unit. We have determined the appropriate reporting unit for purposes
of assessing annual impairment to be the country for all reporting units. The values of goodwill in the United States,
Canada, Brazil and other countries as of the December 29, 2018 balance sheet date were $98.9 million, $39.3 million,
$4.6 million and $9.7 million, respectively.

Based on the results of our annual impairment test performed for all of our reporting units, except for Brazil, as of the
December 29, 2018 balance sheet date, we estimated that for reporting units that hold 97.0% of our goodwill, those
units had a fair value at least 50% higher than the respective reporting unit’s carrying amount. Based on the results of
our annual impairment test performed for our Brazil reporting unit as of the December 29, 2018 balance sheet date, we
estimated that this reporting unit holds 3.0% of our goodwill, and the fair value of this reporting unit was
approximately 10% higher than its carrying value.

For all of our reporting units except for Brazil (see below), we estimated future cash flows by utilizing the historical
debt-free cash flows (cash flows provided by operating activities less capital expenditures) attributable to that country
and then applied expected future operating income growth rates for such country. We utilized operating income as the
basis for measuring our potential growth because we believe it is the best indicator of the performance of our business.
We then discounted the estimated future cash flows utilizing a discount rate which was calculated using the average
cost of capital, which included the cost of equity and the cost of debt. The cost of equity was determined by
combining a risk-free rate of return and a market risk premium for the Company’s peer group. The risk-free rate of
return was determined based on the average rate of long-term U.S. Treasury securities. The market risk premium was
determined by reviewing external market data. The cost of debt was determined by estimating our current borrowing
rate.

The following are the more significant assumptions utilized in our annual impairment analyses (except for Brazil) for
fiscal 2018 and fiscal 2017:

June 30, July 1,
2018 2017
Debt-Free Cumulative Annual Cash Flow
Growth Rate 3.8% t05.4% 3.6% to4.1%
Discount Rate 8.7% 8.9%
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As it relates to our impairment analysis for Brazil, we estimated future debt free cash flows in contemplation of our
growth strategies for that market. In developing these projections, we considered the historical impact of similar
growth strategies in other markets as well as the current market conditions in Brazil. We then discounted the estimated
future cash flows utilizing a discount rate which was calculated using the average cost of capital, which included the
cost of equity and the cost of debt. The cost of equity was determined by combining a risk-free rate of return and a
market risk premium for the Company’s peer group. The risk-free rate of return was determined based on the average
rate of long-term U.S. Treasury securities. The market risk premium was determined by reviewing external market
data including the current economic conditions in Brazil and the country specific risk thereon, all as reflected in the
discount rate. A further risk premium was included to reflect the risk associated with the significantly higher growth
rates projected in the May 7, 2017 annual impairment test. The cost of debt was determined by estimating the
Company’s current borrowing rate.
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For Brazil, the following are the more significant assumptions utilized in our interim impairment analysis as of
December 30, 2017 and our annual impairment analyses for fiscal 2018 and fiscal 2017:

June 30, December 30, July 1,
2018 2017 2017
Cumulative Annual Revenue Cash
Flow Growth Rate 14.8% 16.8% 19.4%
Average Operating Income Margin 3.7% (0.4%) 18.6%
Average Operating Income Margin
Range (17.3%) t0 16.5% (16.3%) to 13.8% (10.8%) to 31.0%
Discount Rate 16.2% 17.0% 16.9%

Franchise Rights Acquired

Finite-lived franchise rights acquired are amortized over the remaining contractual period, which is generally less than
one year. Indefinite-lived franchise rights acquired are tested on an annual basis for impairment. In performing the
impairment analysis for our indefinite-lived franchise rights acquired, the fair value for our franchise rights acquired is
estimated using a discounted cash flow approach referred to as the hypothetical start-up approach for our franchise
rights related to our Studio + Digital business and a relief from royalty methodology for our franchise rights related to
our Digital business. The aggregate estimated fair value for these rights is then compared to the carrying value of the
unit of account for those franchise rights. We have determined the appropriate unit of account for purposes of
assessing impairment to be the combination of the rights in both the Studio + Digital business and Digital business in
the country in which the acquisitions have occurred. The book values of these franchise rights in the United States,
Canada, United Kingdom, Australia, and New Zealand at December 29, 2018 were $671.9 million, $52.9 million,
$11.4 million, $6.3 million, and $4.7 million, respectively.

Based on the results of our fiscal 2018 annual impairment analysis, none of our material franchise rights acquired are
at risk of impairment.

In our hypothetical start-up approach analysis for fiscal 2018, we assumed that the year of maturity was reached after
7 years. Subsequent to the year of maturity, we estimated future cash flows for the Studio + Digital business in each
country based on assumptions regarding revenue growth and operating income margins. The cash flows associated
with the Digital business were based on the expected Digital revenue for such country and the application of a
market-based royalty rate. The cash flows for the Studio + Digital and Digital businesses were discounted utilizing
rates consistent with those utilized in the goodwill impairment analysis.

In performing this impairment analysis for fiscal 2018, for the year of maturity, we assumed Studio + Digital revenue
(comprised of Studio + Digital Fees and revenues from products sold to members in workshops) growth of 37.2% to
59.3% in the year of maturity from fiscal 2017, in each case, earned in the applicable country and assumed cumulative
annual revenue growth rates for the years beyond the year of maturity of 1.7%. For the year of maturity and beyond,
we assumed operating income margin rates of 7.7% to 24.9%.

Other Significant Accounting Policies

77



Edgar Filing: WEIGHT WATCHERS INTERNATIONAL INC - Form 10-K

Information concerning other significant accounting policies affecting us is set forth in Note 2 of our audited
consolidated financial statements, contained in Part IV, Item 15 of this Annual Report on Form 10-K.
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RESULTS OF OPERATIONS FOR FISCAL 2018 (52 weeks) COMPARED TO FISCAL 2017 (52 weeks)
The table below sets forth selected financial information for fiscal 2018 from our consolidated statements of net
income for fiscal 2018 versus selected financial information for fiscal 2017 from our consolidated statements of net

income for fiscal 2017.

Summary of Selected Financial Data

(In millions, except per share

amounts) % Change
Increase/ % Constant
Fiscal Fiscal
2018 2017 (Decrease) Change Currency
Revenues, net $1,514.1 $1,3069 $ 207.2 159 % 147 %
Cost of revenues 647.7 614.3 334 54 % 45 %
Gross profit 866.4 692.6 173.8 251 % 238 %
Gross Margin % 572 % 530 %
Marketing expenses 226.3 200.8 25.5 12.7 % 103 %
Selling, general & administrative
expenses 251.1 211.2 39.9 189 % 18.6 %
Goodwill Impairment 0.0 13.3 (13.3 ) (100.0%) (100.0%)
Operating income 389.0 267.3 121.7 455 % 442 %
Operating Income Margin % 257 % 205 %
Interest expense 142.3 112.8 29.6 262 % 262 %
Other expense, net 2.6 0.5 2.1 100.0 % * 100.0% *
Early extinguishment of debt, net 0.0 9.0 9.0 ) (100.0%) (100.0%)
Income before income taxes 244.1 145.1 99.0 682 % 658 %
Provision for (benefit from) income taxes  20.5 (18.2 ) 38.7 (100.0%)* (100.0%)*
Net income 223.6 163.3 60.3 369 % 354 %
Net loss attributable to the
noncontrolling interest 0.2 0.2 0.0 ) 82 %) 44 %
Net income attributable to Weight
Watchers International, Inc. $223.7 $163.5 $ 60.2 36.8 % 354 %
Weighted average diluted shares
outstanding 70.1 68.2 1.9 27 % 270 %

Diluted earnings per share $3.19 $2.40 $ 0.80 332 % 318 %
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Note: Totals may not sum due to rounding.
*Note: Percentage in excess of 100.0%.
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Certain results for fiscal 2017 are adjusted to exclude the $13.3 million impairment charge for goodwill related to our
Brazil reporting unit. See “Non-GAAP Financial Measures” above. The table below sets forth a reconciliation of certain
of those components of our selected financial data for the fiscal year ended December 30, 2017 which have been
adjusted.

Operating

(in millions except percentages) Operating Income

Income  Margin
Fiscal 2017 $ 267.3 205 %
Adjustments to Reported Amounts (1)
Goodwill impairment 13.3
Total Adjustments () 13.3
Fiscal 2017, as adjusted (1) $ 280.6 21.5 %

Note: Totals may not sum due to rounding.

(DThe “As adjusted” measure is a non-GAAP financial measure that adjusts the consolidated statements of net income
for fiscal 2017 to exclude the $13.3 million impairment charge for goodwill related to our Brazil reporting unit. See
“Non-GAAP Financial Measures” above for an explanation of our use of non-GAAP financial measures.

Consolidated Results

Revenues

Revenues in fiscal 2018 were $1,514.1 million, an increase of $207.2 million, or 15.9%, versus fiscal 2017. Excluding
the impact of foreign currency, which positively impacted our revenues for fiscal 2018 by $14.9 million, revenues in
fiscal 2018 would have increased 14.7% versus the prior year. This increase was driven by revenue growth in all
major markets. See “—Segment Results” for additional details on revenues.

Cost of Revenues and Gross Profit

Total cost of revenues in fiscal 2018 increased $33.4 million, or 5.4%, versus the prior year. Gross profit increased
$173.8 million, or 25.1%, in fiscal 2018 compared to fiscal 2017 primarily due to the increase in revenues. Excluding
the impact of foreign currency, which positively impacted gross profit for fiscal 2018 by $9.1 million, gross profit in
fiscal 2018 would have increased 23.8% versus the prior year. Gross margin in fiscal 2018 increased 4.2% to 57.2%
versus 53.0% in fiscal 2017. Gross margin expansion was driven primarily by improved operating leverage and a mix
shift to the higher margin Digital business.

Marketing

Marketing expenses for fiscal 2018 increased $25.5 million, or 12.7%, versus fiscal 2017. Excluding the impact of
foreign currency, which increased marketing expenses for fiscal 2018 by $4.8 million, marketing expenses in fiscal
2018 would have increased 10.3% versus fiscal 2017. This increase in marketing expense was largely due to
investments in both digital marketing initiatives and evolving our brand. Marketing expenses as a percentage of
revenue decreased to 14.9% in fiscal 2018 as compared to 15.4% in fiscal 2017.
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Selling, General and Administrative

Selling, general and administrative expenses for fiscal 2018 increased $39.9 million, or 18.9%, versus fiscal 2017.
Excluding the impact of foreign currency, which increased selling, general and administrative expenses for fiscal 2018
by $0.7 million, selling, general and administrative expenses for fiscal 2018 would have increased 18.6% versus the
prior year. The increase in selling, general and administrative expenses in fiscal 2018 was driven primarily by higher
compensation and incentive-related costs as well as investments in strategic initiatives. Selling, general and
administrative expenses as a percentage of revenue for fiscal 2018 increased to 16.6% from 16.2% for fiscal 2017.
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Impairment

In performing our interim impairment analysis for our Brazil reporting unit, we determined that, based on the fair
values calculated, the carrying amount of goodwill related to our Brazil reporting unit exceeded our fair value and
recorded an impairment charge of $13.3 million for fiscal 2017.

Operating Income

Operating income for fiscal 2018 increased $121.7 million, or 45.5%, versus fiscal 2017. Excluding the $13.3 million
impairment charge for goodwill related to our Brazil reporting unit from fiscal 2017 and the impact of foreign
currency, which positively impacted operating income for fiscal 2018 by $3.6 million, operating income in fiscal 2018
would have increased 37.3% versus the prior year. This increase in operating income was driven by higher operating
income in both North America and Continental Europe as compared to the prior year. Operating income margin for
fiscal 2018 increased 5.2% to 25.7% from 20.5% for fiscal 2017. This increase in operating income margin was driven
by an increase in gross margin as compared to the prior year.

Interest Expense

Interest expense in fiscal 2018 increased $29.6 million, or 26.2%, versus fiscal 2017. The increase in interest expense
was driven primarily by higher interest expense arising from the interest rates under our New Term Loan Facility and
on our Notes in connection with our November 2017 debt refinancing. The effective interest rate on our debt, based
on interest incurred (which includes amortization of our deferred financing costs and debt discount) and our average
borrowings during fiscal 2018 and fiscal 2017 and excluding the impact of our interest rate swap, increased to 7.63%
per annum at fiscal 2018 year end from 4.96% per annum at fiscal 2017 year end. Including the impact of our interest
rate swap, the effective interest rate on our debt, based on interest incurred (which includes amortization of our
deferred financing costs and debt discount) and our average borrowings during fiscal 2018 and fiscal 2017, increased
to 7.79% per annum at fiscal 2018 year end from 5.78% per annum at fiscal 2017 year end. See “—Liquidity and Capital
Resources—Long-Term Debt” for additional details regarding our current and prior credit facilities and our Notes,
including interest rates on our debt outstanding, and payments on our debt. For additional details on our interest rate
swap, see “Item 7A. Quantitative and Qualitative Disclosures about Market Risk” in this Annual Report on Form 10-K.

Other Expense, Net

Other expense, net, which consists primarily of the impact of foreign currency on intercompany transactions,
increased by $2.1 million in fiscal 2018 to $2.6 million from $0.5 million in the prior year.

Tax

Our effective tax rate for fiscal 2018 was 8.4% as compared to (12.6%) for fiscal 2017. The effective tax rate in fiscal
2018 was impacted by (i) a $25.3 million tax benefit related to tax windfalls from stock compensation, (ii) an $8.5
million tax benefit due to the reversal of a valuation allowance related to foreign tax credits that have been fully
utilized, (iii) a $4.3 million tax benefit related to favorable tax return adjustments, (iv) a $3.4 million tax benefit
primarily related to the reversal of tax reserves resulting from the closure of various tax audits, (v) a $3.4 million tax
benefit due to the reversal of a valuation allowance related to certain net operating losses that are now expected to be
realized, and (vi) a $1.9 million tax benefit related to the cessation of operations of our Mexican subsidiary.
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As previously disclosed, on December 22, 2017, the Tax Cuts and Jobs Act of 2017, or the 2017 Tax Act, was signed
into law making significant changes to the Internal Revenue Code. For additional details on the 2017 Tax Act, see
Note 12 of our consolidated financial statements, contained in Part IV, Item 15 of this Annual Report on Form 10-K.
The 2017 Tax Act benefited our tax expense by $56.6 million for fiscal 2017, such benefit being comprised of the
following items: (i) a $68.7 million tax benefit related to the revaluation of deferred tax liabilities to reflect the
decrease in the corporate tax rate from 35% to 21%, (ii) a $9.0 million charge to record a valuation allowance against
foreign tax credit carryforwards that as a result of the 2017 Tax Act are no longer expected to be realized, and (iii) a
net charge of $3.1 million related to other 2017 Tax Act items, which include the transition tax on foreign earnings.
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In addition, the effective tax rate for fiscal 2017 was impacted by the following one-time discrete items: (i) an $11.6
million tax benefit related to the cessation of operations of our Spanish subsidiary; (ii) a $3.7 million tax benefit due to
a change in estimate related to the availability of certain foreign tax credits; and (iii) a $2.3 million tax benefit related
to the reversal of tax reserves resulting from an updated transfer pricing study.

Net Income Attributable to the Company and Earnings Per Share

Net income attributable to the Company in fiscal 2018 increased $60.2 million, or 36.8%, from fiscal 2017. Excluding
the impact of foreign currency, which positively impacted net income attributable to the Company in fiscal 2018 by
$2.4 million, net income attributable to the Company in fiscal 2018 would have increased by 35.4% versus the prior
year.

Earnings per fully diluted share, or EPS, in fiscal 2018 was $3.19 compared to $2.40 in fiscal 2017. EPS for fiscal
2018 included: (i) a $0.25 tax benefit from Ms. Winfrey’s exercise of a portion of her stock options; (ii) a $0.12 tax
benefit due to the reversal of a valuation allowance related to foreign tax credits that have been fully utilized; (iii) a
$0.06 tax benefit related to favorable tax return adjustments; and (iv) a $0.05 tax benefit due to the reversal of a
valuation allowance related to certain net operating losses that are now expected to be realized.

EPS for fiscal 2017 included an $0.83 tax benefit related to the 2017 Tax Act and the following additional significant
items: (i) a tax benefit of $0.18 that was offset by $0.01 of expense, both related to the cessation of operations of our
Spanish subsidiary; (ii) a $0.05 tax benefit due to a change in estimate related to the availability of certain foreign tax
credits; and (iii) a $0.03 tax benefit related to the reversal of tax reserves resulting from an updated transfer pricing
study. EPS for fiscal 2017 also included the following one-time items: (i) a $0.20 impairment charge for goodwill
related to our Brazil reporting unit and (ii) a $0.09 write-off due to our November 2017 debt refinancing that was
offset by a $0.01 gain related to our previously disclosed debt prepayment in the second quarter of fiscal 2017.
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Segment Results
Metrics and Business Trends

The following tables set forth key metrics by reportable segment for fiscal 2018 and the percentage change in those
metrics versus the prior year:

(in millions except percentages and as noted)

Fiscal 2018
GAAP Constant Currency
Product Product Total
Service Sales & Total Service Sales & Total Paid  Incoming EOP
Revenue©Other  Revenues RevenueOther Revenues Weeks SubscribeiSubscribers
(in thousands)

North America $901.1 $146.2 $1,047.3 $900.8 $146.1 $1,047.0 1512 2,1164 2,558.5
CE 257.1 472 304.3 2479 44.6 292.5 51.4 723.2



