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Numbers From Our Fiscal Year End

Financial Highlights 2010

OPERATING INCOME FROM CONTINUING OPERATIONS
Dollars in Millions

$5.4

NET INCOME (LOSS) PER COMMON SHARE - DILUTED
In Dollars

$(0.74)
$(0.58)
$0.58

(IN THOUSANDS, EXCEPT PER SHARE DATA) 2006 2007 2008 2009 2010
STATEMENT OF OPERATIONS

Net sales - Continuing Operations $ 93,878 $ 86,566 $ 81,755 $ 73,919 $ 65,553
Operating income - Continuing Operations $ 5449 $ 3,766 $ 1,074 $ 397 $ 3,272
Net income (loss) $ 2670 $ (5,285) $ ((371) $ (4,080) S 4127
Net income (loss) per common share - Basic S (0 S (0.77) $ (0.05) $ (0.58) $ 058
Net income (loss) per common share - Diluted $  0.39 $ (0.74) $ (0.05) $ (0.58) $ 058
BALANCE SHEET

Working capital $ 13,172 $ 16,216 $ 18,442 $ 13,897 $ 18,353
Total assets $ 62,453 $ 47,380 $ 45,913 $ 36,439 $ 36,148
Total debt $ 15,936 $ 4,581 $ 2730 $ 1,267 S (0]
Stockholders’ equity $ 33,291 $ 30,022 $ 30,002 $ 26,032 $ 30,610
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Fiscal year ended June 30, 2010
San Marcos, California

Dear Stockholder,

What a difference a year makes. With a renewed sense of vigor, a clear set of objectives, and a
superb team of colleagues, your company made significant strides in the quest for excellence.

By refocusing our efforts on our key competencies and eliminating the distractions to the proper
use of our assets, we succeeded in our primary mission to achieve profitability from operations while
better managing our inventories, personnel and debt. At the end of our fiscal year, I am happy to report
we achieved the enviable status of a debt-free company. In these challenging times, our judicious
reduction in excess inventories and their associated costs combined with our attack on non-essential
spending yielded positive results.

As I predicted in my stockholder letter from last fiscal year, the Food and Drug Administration
has been actively engaged in enforcing the provisions of the Dietary Supplement Health and Education
Act of 1994 and auditing businesses that make dietary supplements in the United States. As compliance
audits for the new good manufacturing requirements unfold, we anticipate it will become clear that many
of our competitors must make immediate and significant added investments in their processes, training,
quality audits and facilities. Your company anticipated these costs and budgeted for them over the last
decade. We believe our continued certification by the Therapeutic Goods Administration of Australia, our
NSF Sports Certification, our SwissMedic licensure in Lugano, and our steadfast adherence to
international standards of excellence have set the stage for sustainable success.

The previous year was filled with challenges to the dietary supplement world from a variety of
quarters. In my role as Chairman of the Board of the Council for Responsible Nutrition (CRN)
(www.crnusa.org), I am pleased with the results of our efforts to dispel misconceptions about the
regulatory environment for our industry and rebuff misguided legislative initiatives from taking root.

I am honored to have served as Chairman of this illustrious board of industry leaders, and have
just been awarded the honor of election to the Board of Directors for the Natural Products Association
(NPA) in Washington D.C. The objectives of both the CRN and NPA are often aligned, and I look
forward to helping, along with other committed industry leaders, to shape regulatory policy both in the
USA and overseas to help grow the consumer marketplace for well-designed and properly manufactured
dietary supplements and related natural products. After all, one of our credos states that NAI is committed
to ‘Enriching the World Through the Best of Nutrition.” This charge is further strengthened in my added
role as Chairman of the newly formed CRN International based in Switzerland.

While many challenges to growth remain, we believe the demographics and increased amount of
positive research on key ingredients, including components of our own patent estate, continue to
foreshadow opportunities for growth for our company.

We appreciate your continued confidence in our longstanding efforts.

Sincerely,

\—Zf({LeDoux

Chairman, CEO & Founder
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SPECIAL NOTE ABOUT FORWARD-LOOKING STATEMENTS

Certain statements in this report, including information incorporated by reference, are “forward-looking statements” within the
meaning of Section 27A of the Securities Act of 1933, Section 21E of the Securities Exchange Act of 1934, and the Private
Securities Litigation Reform Act of 1995. Forward-looking statements reflect current views about future events and financial
performance based on certain assumptions. They include opinions, forecasts, intentions, plans, goals, projections, guidance,
expectations, beliefs or other statements that are not statements of historical fact. Words such as “may,” “will,” “should,” “could,”
“would,” “expects,” “plans,” “believes,” “anticipates,” “intends,” “estimates,” “approximates,” “predicts,” or “projects,” or the
negative or other variation of such words, and similar expressions may identify a statement as a forward-looking statement. Any
statements that refer to projections of our future financial performance, our anticipated growth and trends in our business, our
goals, strategies, focus and plans, and other characterizations of future events or circumstances, including statements expressing
general optimism about future operating results, are forward-looking statements. Forward-looking statements in this report may
include statements about:
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. future financial and operating results, including projections of net sales, revenue, income or loss, net income or loss
per share, profit margins, expenditures, liquidity, and other financial items;

. our ability to develop relationships with new customers and maintain or improve existing customer relationships;

. future levels of our revenue concentration risk:

. development of new products and marketing strategies;

. the effect of the discontinuance of Dr. Cherry’s television program and our ability to develop a new marketing plan
for, and to sustain, our Pathway to Healing® product line;

. distribution channels, product sales and performance, and timing of product shipments;

. inventories and the adequacy and intended use of our facilities;

. current or future customer orders;

. the impact on our business and results of operations and variations in quarterly net sales from cost reduction
programs, seasonal and other factors;

. management’s goals and plans for future operations;

. our ability to improve operational efficiencies, manage costs and business risks and improve or maintain profitability;

. growth, expansion, diversification, acquisition, divestment and consolidation strategies, the success of such strategies,
and the benefits we believe can be derived from such strategies;

. personnel;

. the outcome of regulatory, tax and litigation matters;

. our ability to operate within the standards set by the Food and Drug Administration’s Good Manufacturing Practices;

. sources and availability of raw materials;

. operations outside the United States (U.S.);

. the adequacy of reserves and allowances;

. overall industry and market performance;

. competition and competitive advantages resulting from our quality commitment;

. current and future economic and political conditions;

. the impact of accounting pronouncements; and

. other assumptions described in this report underlying or relating to any forward-looking statements.

The forward-looking statements in this report speak only as of the date of this report and caution should be taken not to place
undue reliance on any such forward-looking statements. Forward-looking statements are subject to certain events, risks, and
uncertainties that may be outside of our control. When considering forward-looking statements, you should carefully review the
risks, uncertainties and other cautionary statements in this report as they identify certain important factors that could cause actual
results to differ materially from those expressed in or implied by the forward-looking statements. These factors include, among
others, the risks described under Item 1A of Part I and elsewhere in this report, as well as in other reports and documents we file
with the United States Securities and Exchange Commission (SEC).



PART I
ITEM 1. BUSINESS

General

Our vision is to enrich the world through the best of nutrition.

We are a leading formulator, manufacturer and marketer of nutritional supplements and provide strategic partnering services to
our customers. Our comprehensive partnership approach offers a wide range of innovative nutritional products and services to our
clients including: scientific research, clinical studies, proprietary ingredients, customer-specific nutritional product formulation,
product testing and evaluation, marketing management and support, packaging and delivery system design, regulatory review and
international product registration assistance.

As our primary business activity, we provide private label contract manufacturing services to companies that market and
distribute vitamins, minerals, herbs, and other nutritional supplements, as well as other health care products, to consumers both
within and outside the United States. Additionally, we develop, manufacture and market our own branded products under the
Pathway to Healing® product line, which is aimed at restoring, maintaining and improving health.

History

Originally founded in 1980, Natural Alternatives International, Inc. reorganized as a Delaware corporation in 1989. Our principal
executive offices are located at 1185 Linda Vista Drive, San Marcos, California, 92078.

On January 22, 1999, Natural Alternatives International Europe S.A. (NAIE) was formed as our wholly owned subsidiary, based
in Manno, Switzerland. In September 1999, NAIE opened its manufacturing facility and possesses manufacturing capability in
encapsulation, powders, and tablets, finished goods packaging, quality control laboratory testing, warehousing, distribution and
administration.

On December 5, 2005, we acquired Real Health Laboratories, Inc. (RHL), which primarily marketed branded nutritional
supplements. On August 4, 2008, we sold certain assets related to RHL’s catalog and internet business conducted under the name
“As We Change®” to Miles Kimball Company for a cash purchase price of $2.3 million. On July 31, 2009, we sold substantially
all of the remaining assets of RHL related to its wholesale and direct-to-consumer business to PharmaCare US Inc. and
PharmaCare Laboratories Pty Ltd. for a purchase price of $500,000. We had the potential to receive up to an additional $500,000
from the buyers as a conditional earn-out if the RHL business acquired by the buyers met or exceeded certain budgeted
profitability criteria during the period August 1, 2009 through July 31, 2010. Effective as of February 12, 2010, based on the loss
of one or more customers, the results of operation of the RHL business since the closing date of the sale, the anticipated results of
operation of the RHL business through July 31, 2010, and the corresponding anticipated reduction in and/or elimination of the
conditional earn-out amount, and in an effort to avoid the time and expense associated with the procedures required in connection
with the earn-out, including, without limitation, the time and expense associated with the preparation of the required reports and a
review of the books and records of PharmaCare US and PharmaCare Australia, we entered into an agreement with PharmaCare to
eliminate the potential earn-out compensation. Following the sale of substantially all of the assets of RHL on July 31, 2009, we
changed the name of RHL to Disposition Company, Inc. The financial information presented in this report has been reclassified to
reflect the legacy RHL business as discontinued operations.

Unless the context requires otherwise, all references in this report to the “Company,” “NAL” “we,” “our,” and “us” refer to
Natural Alternatives International, Inc. and, as applicable, NAIE and our other wholly owned subsidiaries.

Overview of our Facilities and Operations

Our U.S.-based operations are located in San Marcos and Vista, California and include manufacturing and distribution, sales and
marketing, in-house formulation, laboratory and other research and development services. Our manufacturing facilities were
recertified on June 3, 2009 by the Therapeutic Goods Administration (TGA) of Australia after its audit of our Good
Manufacturing Practices (GMP). TGA evaluates new therapeutic products, prepares standards, develops testing methods and
conducts testing programs to ensure that products are high in quality, safe and effective. The TGA also conducts a range of
assessment and monitoring activities including audits of the manufacturing practices of companies who export and sell products
to Australia. TGA certification enables us to manufacture products for export into countries that have signed the Pharmaceutical
Inspection Convention, which include most European countries as well as several Pacific Rim countries. TGA certifications are
generally reviewed every eighteen months.



Our California facilities also have been awarded GMP registration annually by NSF International (NSF) through the NSF Dietary
Supplements Certification Program since October 2002 and received “GMP for Sport” NSF Certified registration on February 16,
2009. GMP requirements are regulatory standards and guidelines establishing necessary processes, procedures and documentation
for manufacturers in an effort to assure the products produced by that manufacturer have the identity, strength, composition,
quality and purity they are represented to possess.

NALIE also operates a manufacturing, warehousing, packaging and distribution facility in Manno, Switzerland. In January 2004,
NALIE obtained a pharmaceutical license to process pharmaceuticals for packaging, importation, export and sale within
Switzerland and other countries from the Swissmedic Authority of Bern, Switzerland. In March 2007, following the expansion of
NAIE’s manufacturing facilities to include powder filling capabilities, NAIE obtained an additional pharmaceutical license from
the Swissmedic Authority certifying NAIE’s expanded facilities conform to GMP. We believe these licenses and NAIE’s
manufacturing capabilities help strengthen our relationships with existing customers and can improve our ability to develop
relationships with new customers. The licenses are valid until February 2014.

In addition to our operations in the United States and Switzerland, we have a part-time representative in Japan who provides a
range of services to our customers currently present in or seeking to expand into the Japanese market and other markets in the
Pacific Rim. These services include regulatory and marketing assistance along with guidance and support in adapting products to
these markets.

Business Strategy

Our goals are to achieve long-term growth and profitability and to diversify our sales base. To accomplish these goals, we have
sought and intend to continue to seek to:

. leverage our state of the art, certified facilities to increase the value of the goods and services we provide to our
highly valued private label contract manufacturing customers and assist in developing relationships with additional
quality oriented customers;

. provide strategic partnering services to our private label contract manufacturing customers, including, but not limited
to, customized product formulation, clinical studies, regulatory assistance and product registration in foreign markets;

. develop and grow our own line of branded products primarily through direct-to-consumer channels;

. commercialize our patent estate through contract manufacturing, royalty and sub-license agreements and protect our

proprietary rights; and

. improve operational efficiencies and manage costs and business risks to improve profitability.

Overall, we believe there is an opportunity to enhance consumer confidence in the quality of our nutritional supplements and their
adherence to label claims through the education provided by direct sales and direct-to-consumer marketing programs. We believe
our GMP and TGA certified manufacturing operations, science based product formulations, peer-reviewed clinical studies and
regulatory expertise provide us with a sustainable competitive advantage by providing our customers with a high degree of
confidence in the products we manufacture.

While today’s consumer may have access to a variety of information, we believe many consumers remain uneducated about
nutrition and nutritional supplementation, uncertain about the relevance or reliability of the information they have or are

confused about conflicting claims or information, which we believe creates a significant opportunity for the direct sales marketing
channel. The direct sales marketing channel has proved, and we believe will continue to prove, to be a highly effective method for
marketing high quality nutritional supplements as associates or other personalities educate consumers on the benefits of science
based nutritional supplements. Our largest customers operate in the direct sales marketing channel. Thus, the majority of our
business has been fueled primarily by the effectiveness of our customers in this marketing channel.

With the acquisition of RHL in 2005, we expanded our banded products segment to include the legacy RHL business, which
included the internet and catalog business “As We Change® ” (AWC) and certain branded products primarily marketed through
mass retail, with distribution to Food, Drug and Mass Market (FDM) retailers, as well as NAI’s branded products primarily sold
directly to consumers under the Pathway to Healing® product line. During the fourth quarter of fiscal 2008, however, we
undertook a careful review of our branded products portfolio and operations and decided to narrow our branded products focus
and developed and approved a plan to sell the legacy RHL business in an effort to enhance stockholder value, improve working
capital and enable us to focus on our core contract manufacturing business. As of July 31, 2009, we had sold substantially all of
the assets of RHL.



Following the completion of the sale of substantially all of the assets of RHL, our branded products segment consists primarily of
the products sold under our Pathway to Healing® product line. During fiscal 2009, we revamped our website for this product line
and increased our direct-to-consumer marketing and advertising efforts. During fiscal 2010, we further increased our marketing
and advertising efforts with respect to our Pathway to Healing” product line and continue to evaluate alternative sales growth
initiatives to support this branded business.

In the third quarter of fiscal 2009, we took steps to further commercialize our patent estate and entered into a sublicense
agreement with Compound Solutions, Inc. (CSI) under which we agreed to grant a sublicense of certain of our patent and
trademark rights to customers of CSI who purchase the raw ingredient beta-alanine under the CarnoSyn® trade name from CSI.
The sublicense allows CSI’s customers to manufacture, offer for sale and/or sell products incorporating, using or made in
accordance with our patent and trademark rights. We receive a fee from CSI that varies based on the amount of net sales of beta-
alanine sold by CSI, less CSI’s costs and other agreed upon expenses.

We believe our comprehensive approach to customer service is unique within our industry. We believe this approach, together
with our commitment to high quality, innovative products and investment in our continuing branded products, will provide the
means to implement our strategies and achieve our goals. There can be no assurance, however, that we will successfully
implement any of our business strategies or that we will increase or diversify our sales, develop and grow our branded products
segment, successfully commercialize our patent estate or improve our overall financial results.

Products, Principal Markets and Methods of Distribution

Our primary business activity is to provide private label contract manufacturing services to companies that market and distribute
vitamins, minerals, herbs, and other nutritional supplements, as well as other health care products, to consumers both within and
outside the United States. Our private label contract manufacturing customers include companies that market nutritional
supplements through direct sales marketing channels, direct response television and retail stores. We manufacture products in a
variety of forms, including capsules, tablets, chewable wafers and powders to accommodate a variety of consumer preferences.

We provide strategic partnering services to our private label contract manufacturing customers, including the following:

. customized product formulation;

. clinical studies;

. manufacturing;

. marketing support;

. international regulatory and label law compliance;
. international product registration; and

. packaging in multiple formats and labeling design.

Additionally, we develop, manufacture and market our own branded products and work with a nationally recognized physician to
develop brand name products that reflect his individual approach to restoring, maintaining or improving health. These products
are currently sold through print media and internet distribution channels.

For the last two fiscal years ended June 30, our net sales were derived from the following (in thousands):

2010 2009
3 % _Ss$ %
Private Label Contract Manufacturing ...........ccceecveveveiiereeneenieeieeieseesreesreeneenesseesseessens $63,346 96 $71,242 93
Branded PrOQUCES ........oooiiiiieiiiieeeeeeeeeeee ettt ettt e e e e e seaaatteeeseseeanaeeeeeesessnnnees 2,207 3 2,677 3
Discontinued Operations (legacy RHL DUSINESS).....ccovveoverierieiiiiiiierieie e 323 1 2913 4
TOtAl INEE SALES....eeiiueiii ittt ettt e s ettt e e e eaaeeeseaaaeessaaeeeens $65,876 100 $76,832 100



Research and Development

We are committed to quality research and development. We focus on the development of new science based products and the
improvement of existing products. We periodically test and validate our products to help ensure their stability, potency, efficacy
and safety. We maintain quality control procedures to verify that our products comply with applicable specifications and
standards established by the U. S. Food and Drug Administration (FDA) and other regulatory agencies. We also direct and
participate in clinical research studies, often in collaboration with scientists and research institutions, to validate the benefits of a
product and provide scientific support for product claims and marketing initiatives. We believe our commitment to research and
development, as well as our facilities and strategic alliances with our suppliers and customers, allow us to effectively identify,
develop and market high-quality and innovative products.

As part of the services we provide to our private label contract manufacturing customers, we may perform, but are not required to
perform, certain research and development activities related to the development or improvement of their products. While our
customers typically do not pay directly for this service, the cost of this service is included as a component of the price we charge
to manufacture and deliver their products. Research and development costs, which include costs associated with international
regulatory compliance services we provide to our customers, are expensed as incurred.

Our research and development expenses for the last two fiscal years ended June 30 were $1.3 million for 2010 and $1.2 million
for 2009.

Sources and Availability of Raw Materials

We use raw materials in our operations including powders, excipients, empty capsules, and components for packaging and
distributing our finished products. We conduct identity testing for all raw materials we purchase and, on a predetermined testing
protocol basis, we evaluate raw materials to ensure their quality, purity and potency before we use them in our products. We
typically buy raw materials in bulk from qualified vendors located both within and outside the United States. During fiscal 2010,
Mannatech, Incorporated accounted for 11% of our total raw material purchases. We did not experience any significant shortages
or difficulties obtaining adequate supplies of raw materials during fiscal 2010 and we do not anticipate any significant shortages
or difficulties in the near term. During early fiscal 2009, however, we experienced increases in various product raw material costs,
transportation costs and the cost of petroleum based raw materials and packaging supplies used in our business, which were
associated with higher oil and fuel costs. We currently believe petroleum related raw material and product cost pricing pressures
have stabilized and will remain relatively constant throughout fiscal 2011.

Major Customers

NSA International, Inc. (NSA) has been our largest customer over the past several years. During the fiscal year ended June 30,
2010, NSA accounted for approximately 52% of our net sales from continuing operations. We have a Manufacturing Agreement
with NSA dated April 1, 2005, as amended. Under the terms of our agreement with NSA, we develop, manufacture, produce and
package certain nutritional products for NSA based on monthly purchase orders submitted to us by NSA and provide certain
consulting services, at such prices as are agreed upon from time to time. The agreement requires that NSA purchase at least 75%
of NSA’s monthly domestic requirements for certain of its products from us. The agreement expires on April 1, 2012, and may
only be terminated in the event of a default under the agreement by either party. The agreement prohibits us from manufacturing
or distributing any products that are substantially similar to the products we manufacture for NSA during the term of the
agreement and for a period of three years thereafter.

Our second largest customer was Mannatech, Incorporated (Mannatech), which accounted for approximately 30% of our net sales
from continuing operations during fiscal 2010. We have a Manufacturing Agreement with Mannatech and its affiliates dated
April 22, 1998, as amended. Under the terms of our agreement with Mannatech, we manufacture, produce and bulk package
certain nutritional products for Mannatech based on purchase orders submitted to us by Mannatech, at such prices as are agreed
upon from time to time. The agreement automatically extends for successive one year periods unless terminated by either party in
the event of a breach of the agreement by the other party or on at least 60 days written notice prior to the expiration of the then
current term. We also have a Manufacturing Sales Agreement with Mannatech and its affiliates dated November 19, 2004, under
which we have the exclusive right to develop and manufacture certain products for Mannatech to be sold in Germany and
Denmark. This agreement automatically extends for successive one year periods unless terminated by either party for cause or in
the event of a breach of the agreement by the other party or upon written notice prior to the expiration of the then current term.

Both NSA International, Inc. and Mannatech, Incorporated are private label contract manufacturing customers. No other customer
accounted for 10% or more of our net sales during fiscal 2010. We continue to focus on obtaining new private label contract
manufacturing customers and growing our remaining branded products to reduce the risks associated with deriving a significant
portion of our sales from a limited number of customers.



Competition

We compete with other manufacturers, distributors and marketers of vitamins, minerals, herbs, and other nutritional supplements
both within and outside the United States. The nutritional supplement industry is highly fragmented and competition for the sale
of nutritional supplements comes from many sources. These products are sold primarily through retailers (drug store chains,
supermarkets, and mass market discount retailers), health and natural food stores, and direct sales channels (mail order, network
marketing and e-marketing companies). The products we produce for our private label contract manufacturing customers may
compete with our own branded products, although we believe such competition is limited.

We believe private label contract manufacturing competition in our industry is based on, among other things, customized services
offered, product quality and safety, innovation, price and customer service. We believe we compete favorably with other
companies because of our ability to provide comprehensive turnkey solutions for customers, our certified manufacturing
operations and our commitment to quality and safety through our research and development activities.

Our future competitive position for both private label contract manufacturing and branded products will likely depend on, but not
be limited to, the following:

. the continued acceptance of our products by our customers and consumers;

. our ability to continue to manufacture high quality products at competitive prices;

. our ability to attract and retain qualified personnel;

. the effect of any future governmental regulations on our products and business;

. the results of, and publicity from, product safety and performance studies performed by governments and other
research institutions;

. the continued growth of the global nutrition industry; and

. our ability to respond to changes within the industry and consumer demand, financially and otherwise.

The nutritional supplement industry is highly competitive and we expect the level of competition to remain high over the near
term. We do not believe it is possible to accurately estimate the total number or size of our competitors. The nutritional
supplement industry has undergone consolidation in the recent past and we expect that trend to continue in the near term.

Government Regulation

Our business is subject to varying degrees of regulation by a number of government authorities in the U.S., including the FDA,
the Federal Trade Commission (FTC), the Consumer Product Safety Commission, the U.S. Department of Agriculture, and the
Environmental Protection Agency. Various agencies of the states and localities in which we operate and in which our products are
sold also regulate our business, such as the California Department of Health Services, Food and Drug Branch. The areas of our
business that these and other authorities regulate include, among others:

. product claims and advertising;

. product labels;

. product ingredients; and

. how we manufacture, package, distribute, import, export, sell and store our products.
The FDA, in particular, regulates the formulation, manufacturing, packaging, storage, labeling, promotion, distribution and sale of
vitamin and other nutritional supplements in the U.S., while the FTC regulates marketing and advertising claims. In August 2007,
a new rule issued by the FDA went into effect requiring companies that manufacture, package, label, distribute or hold nutritional
supplements to meet certain GMPs to ensure such products are of the quality specified and are properly packaged and labeled. We

are committed to meeting or exceeding the standards set by the FDA and believe we are currently operating within the FDA
mandated GMPs.

The FDA also regulates the labeling and marketing of dietary supplements and nutritional products, including:

. the identification of dietary supplements or nutritional products and their nutrition and ingredient labeling;

. requirements related to the wording used for claims about nutrients, health claims, and statements of nutritional
support;

. labeling requirements for dietary supplements or nutritional products for which “high potency” and “antioxidant”
claims are made;

. notification procedures for statements on dietary supplements or nutritional products; and

. premarket notification procedures for new dietary ingredients in nutritional supplements.



The Dietary Supplement Health and Education Act of 1994 (DSHEA) revised the provisions of the Federal Food, Drug and
Cosmetic Act concerning the composition and labeling of dietary supplements and defined dietary supplements to include
vitamins, minerals, herbs, amino acids and other dietary substances used to supplement diets. DSHEA generally provides a
regulatory framework to help ensure safe, quality dietary supplements and the dissemination of accurate information about such
products. The FDA is generally prohibited from regulating active ingredients in dietary supplements as drugs unless product
claims, such as claims that a product may heal, mitigate, cure or prevent an illness, disease or malady, trigger drug status.

In December 2006, the Dietary Supplement and Nonprescription Drug Consumer Protection Act was passed, which further
revised the provisions of the Federal Food, Drug and Cosmetic Act. Under the act, manufacturers, packers or distributors whose
name appears on the product label of a dietary supplement or nonprescription drug are required to include contact information on
the product label for consumers to use in reporting adverse events associated with the product’s use and to notify the FDA of
any serious adverse event report within 15 business days of receiving such report. Events reported to the FDA would not be
considered an admission from a company that its product caused or contributed to the reported event. We are committed to
meeting or exceeding the provisions of this act.

We are also subject to a variety of other regulations in the U.S., including those relating to bioterrorism, taxes, labor and
employment, import and export, the environment and intellectual property.

Our operations outside the U.S. are similarly regulated by various agencies and entities in the countries in which we operate and
in which our products are sold. The regulations of these countries may conflict with those in the U.S. and may vary from country
to country. The sale of our products in certain European countries is subject to the rules and regulations of the European Union,
which may be interpreted differently among the countries within the European Union. In markets outside the U.S., we may be
required to obtain approvals, licenses or certifications from a country’s ministry of health or comparable agency before we begin
operations or the marketing of products in that country. Approvals or licenses may be conditioned on reformulation of our
products for a particular market or may be unavailable for certain products or product ingredients. These regulations may limit
our ability to enter certain markets outside the U.S.

Intellectual Property

Trademarks . We have developed and use registered trademarks in our business, particularly relating to corporate, brand and
product names. We own 16 trademark registrations, including nine incontestable registrations, in the U.S. and have two trademark
applications pending with the U.S. Patent and Trademark Office. Federal registration of a trademark affords the owner nationwide
exclusive trademark rights in the registered mark and the ability to prevent others from using the same or similar marks.
However, to the extent a common law user has made prior use of the mark in connection with similar goods or services in a
particular geographic area, the nationwide rights conferred by federal registration would be subject to that geographic area.

We have one trademark registered with the Japanese Patent and Trademark Office and intend to register additional trademarks in
foreign countries where our products are or may be sold in the future. We also claim common law ownership and protection of
certain unregistered trademarks and service marks. Trademark rights are based on use of a mark. Common law use of a mark
offers protection of a mark within the particular geographic area in which it is used. We believe our registered and unregistered
trademarks constitute valuable assets, adding to the recognition of our products and services in the marketplace. These and other
proprietary rights have been and will continue to be important in enabling us to compete.

Trade Secrets. We own certain intellectual property, including trade secrets we seek to protect, in part, through confidentiality
agreements with employees and other parties. Although we regard our proprietary technology, trade secrets, trademarks and
similar intellectual property as critical to our success, we rely on a combination of trade secrets, contract, patent, copyright and
trademark law to establish and protect the rights in our products and technology. In addition, the laws of certain foreign countries
may not protect our intellectual property rights to the same extent as the laws of the U.S.

Patents and Patent Licenses. Our business is not significantly dependent on our patents or patent licenses. We currently have
exclusive worldwide rights to five U.S. patents, and each patent’s corresponding foreign patents and applications, which include
patents and applications in fifteen countries in Europe and Asia. Our rights continue until the expiration of the patents and we are
required to make certain royalty payments to the original patent holders. All of these patents and patent rights relate to the
ingredient known as beta-alanine marketed and sold under the CarnoSyn® trade name. We have sold this ingredient to customers
for use in a limited market, and in March 2009 entered into an agreement to sublicense with Compound Solutions, Inc. (CSI)
under which we agreed to grant a sublicense of certain of our patent rights to customers of CSI who purchase beta-alanine under
the CaronSyn® trade name from CSI. The sublicense allows CSI’s customers to manufacture, offer for sale and/or sell products
incorporating, using or made in accordance with our patent rights. We receive a fee from CSI that varies based on the amount of
net sales of beta-alanine sold by CSI less CSI’s costs and other agreed upon expenses. Four of the patents expire in August 2017
and one patent expires in July 2026. Other patent applications, including those directed to controlled release formulations of beta-
alanine and methods of treating certain muscle disorders and for improvement of muscle function using beta-alanine, are pending
in the U.S. and in foreign jurisdictions. These patent applications have been assigned to NAIL



Other Intellectual Property. We have license agreements with Dr. Cherry and his ministries pursuant to which we have the right
to use the names, likenesses, styles, personas and certain other intellectual property and attributes of Dr. Cherry to market and
distribute nutritional and dietary supplements and related products and materials, including the Pathway to Healing” product line.
The license agreements require the payment of certain royalties based on net sales. The licenses are in effect until December 31,
2011, and automatically extend for successive one (1) year periods unless terminated by either party at least 120 days before the
expiration of the then current term.

Employees

As of June 30, 2010, from continuing operations we employed 136 full-time employees in the U.S., two of whom held executive
management positions. Of the remaining full-time employees, 24 were employed in research, laboratory and quality control, six
in sales and marketing, and 104 in manufacturing and administration. From time to time we use temporary personnel to help us
meet short-term operating requirements. These positions typically are in manufacturing and manufacturing support. As of

June 30, 2010, we had 2 temporary personnel.

As of June 30, 2010, NAIE employed an additional 26 full-time employees. Most of these positions were in the areas of
manufacturing and manufacturing support.

Our employees are not represented by a collective bargaining agreement and we have not experienced any work stoppages as a
result of labor disputes. We believe our relationship with our employees is good.

Seasonality

Although we believe there is no material impact on our business or results of operations from seasonal factors, we have
experienced and expect to continue to experience variations in quarterly net sales due to the timing of private label contract
manufacturing orders.

Financial Information about Our Business Segments and Geographic Areas
Our operations are comprised of two reportable segments:

. Private label contract manufacturing, in which we primarily provide manufacturing services to companies that market
and distribute nutritional supplements and other health care products; and

. Branded products, in which we market and distribute branded nutritional supplements through direct-to-consumer
marketing programs, and under which we develop, manufacture and market our own products and work with a
nationally recognized physician to develop brand name products that reflect his individual approach to restoring,
maintaining or improving health. These products are currently sold through print media and the internet.

Our private label contract manufacturing products are sold both in the U.S. and in markets outside the U.S., including Europe,
Australia and Asia. The primary market outside the U.S. is Europe. Our branded products are only sold in the U.S.

For additional financial information, including financial information about our business segment and geographic areas, please see
the consolidated financial statements and accompanying notes to the consolidated financial statements included under Item 8 of
this report.

Our activities in markets outside the U.S. are subject to political, economic and other risks in the countries in which our products
are sold and in which we operate. For more information about these and other risks, please see Item 1A in this report.



ITEM 1A. RISK FACTORS

You should carefully review and consider the risks described below, as well as the other information in this report and in other
reports and documents we file with the SEC when evaluating our business and future prospects. The risks and uncertainties
described below are not the only ones we face. Additional risks and uncertainties, not presently known to us, or that we currently
see as immaterial, may also occur. If any of the following risks or any additional risks and uncertainties actually occur, our
business, financial condition and results of operations could be seriously harmed. In that event, the market price of our common
stock could decline and you could lose all or a portion of the value of your investment in our common stock. You should not draw
any inference as to the magnitude of any particular risk from its position in the following discussion.

Because we derive a significant portion of our revenues from a limited number of customers, our revenues would be adversely
affected by the loss of a major customer or a significant change in its business, personnel or the timing or amount of its
orders.

We have in the past and expect to continue to derive a significant portion of our revenues from a relatively limited number of
customers. During the fiscal year ended June 30, 2010, sales to one customer, NSA International, Inc., were approximately 52%
of our total net sales from continuing operations. Our second largest customer was Mannatech, Incorporated, which accounted for
approximately 30% of our net sales from continuing operations during fiscal 2010. The loss of one of these customers or other
major customers, a significant decrease in sales or the growth rate of sales to these customers, or a significant change in their
business or personnel, would materially affect our financial condition and results of operations. Furthermore, the timing of our
customers’ orders is impacted by, among others, their marketing programs, supply chain management, entry into new markets and
new product introductions, all of which are outside of our control. All of these attributes have had and will have a significant
impact on our business.

Our future growth and stability depends, in part, on our ability to diversify our sales. Our efforts to establish new sales from
existing customers and new customers and develop and grow our branded products could require significant initial
investments, which may or may not result in higher sales and improved financial results.

Our business strategy depends in large part on our ability to develop new product sales from current and new customer
relationships. These activities often require a significant up-front investment including, among others, customized formulations,
regulatory compliance, product registrations, package design, product testing, pilot production runs, and the build up of initial
inventory. In addition, we may incur increased marketing and advertising costs to the extent we seek to develop and grow our
branded products. We may experience significant delays from the time we increase our operating expenses and make investments
in inventory until the time we generate net sales from new products or customers, and it is possible that we may never generate
any revenue from new products or customers after incurring such expenditures. If we incur significant expenses and investments
in inventory that we are not able to recover, and we are not able to compensate for those expenses, our operating results could be
adversely affected.

Our operating results will vary. We have experienced a decline in net sales and incurred losses in recent years and there is no
guarantee that our sales will improve or that we will earn a profit in future years. Fluctuations in our operating results may
adversely affect the share price of our common stock.

Our net sales from continuing operations declined during fiscal 2010 as compared to fiscal 2009 and there can be no assurance
that our net sales will improve in the near term, or that we will earn a profit in any given year. We have experienced net losses in
the past, including fiscal years 2009 and 2008, and may incur losses in the future. Our operating results will fluctuate from year to
year and/or from quarter to quarter due to various factors including differences related to the timing of revenues and expenses for
financial reporting purposes and other factors described in this report. At times, these fluctuations may be significant. We
currently anticipate generating positive net income during the first quarter of fiscal 2011, although there is no assurance we will
be able to do so. Fluctuations in our operating results may adversely affect the share price of our common stock.

A significant or prolonged economic downturn, such as the one the global economy has recently experienced, could have, and
recently has had, a material adverse effect on our results of operations.

Our results of operations are affected by the level of business activity of our customers and sublicensees, which in turn is affected
by the level of consumer demand for their products. A significant or prolonged economic downturn may adversely affect the
disposable income of many consumers and may lower demand for the products we produce for our private label contract
manufacturing customers, as well as our branded products. During fiscal 2010, the decline in economic conditions in the U.S. and
the various foreign markets in which our customers operate negatively impacted our customers’ businesses and our operations. A
continued or further decline in consumer demand and the level of business activity of our customers due to economic conditions
could have a material adverse effect on our revenues and profit margins.



Because our direct-to-consumer sales rely on the marketability of key personalities, the inability of a key personality to
perform his or her role or the existence of negative publicity surrounding a key personality may adversely affect our revenues.

Direct-to-consumer products may be marketed with a key personality through a variety of distribution channels. The inability or
failure of a key personality to fulfill his or her role, or the ineffectiveness of a key personality as a spokesperson for a product, a
reduction in the exposure of a key personality due to the discontinuance of a marketing program or otherwise or negative
publicity about a key personality may adversely affect the sales of our product associated with that personality and could affect
the sale of other products. A decline in sales would negatively affect our results of operations and financial condition.

Our industry is highly competitive and we may be unable to compete effectively. Increased competition could adversely affect
our financial condition.

The market for our products is highly competitive. Many of our competitors are substantially larger and have greater financial
resources and broader name recognition than we do. Our larger competitors may be able to devote greater resources to research
and development, marketing and other activities that could provide them with a competitive advantage. Our market has relatively
low entry barriers and is highly sensitive to the introduction of new products that may rapidly capture a significant market share.
Increased competition could result in price reductions, reduced gross profit margins or loss of market share, any of which could
have a material adverse effect on our financial condition and results of operations. There can be no assurance that we will be able
to compete in this intensely competitive environment.

We may not be able to raise additional capital or obtain additional financing if needed.

Our cash from operations may not be sufficient to meet our working capital needs and/or to implement our business strategies.
Additionally, there can be no assurance that our existing line of credit will be sufficient to meet our working capital needs.
Furthermore, if we fail to maintain certain loan covenants we may no longer have access to the credit line. During fiscal 2009, we
failed to meet certain of our loan covenants under our credit facility. While in each case our lender agreed to waive its default
rights resulting from these covenant violations, there is no guarantee that the lender will continue to do so if we do not meet
future covenant requirements. The credit line terminates in November 2011.

At any given time it may be difficult for companies to raise capital due to a variety of factors, some of which may be outside a
company’s control, including a tightening of credit markets, overall poor performance of stock markets, and/or an economic
slowdown in the U.S. or other countries. Thus, there is no assurance we would be able to raise additional capital if needed. To the
extent we do raise additional capital the ownership position of existing stockholders could be diluted. Similarly, there can be no
assurance that additional financing will be available if needed or that it will be available on favorable terms. Under the terms of
our credit facility, there are limits on our ability to create, incur or assume additional indebtedness without the approval of our
lender.

Recent economic conditions have made it more difficult for companies to raise capital and obtain financing. Our inability to raise
additional capital or to obtain additional financing if needed would negatively affect our ability to implement our business
strategies and meet our goals. This, in turn, would adversely affect our financial condition and results of operations.

The failure of our suppliers to supply quality materials in sufficient quantities, at a favorable price, and in a timely fashion
could adversely affect the results of our operations.

We buy our raw materials from a limited number of suppliers. During fiscal 2010, approximately 25% of our total raw material
purchases were from two suppliers. The loss of any of our major suppliers or of a supplier that provides any hard to obtain
materials could adversely affect our business operations. Although we believe that we could establish alternate sources for most
of our raw materials, any delay in locating and establishing relationships with other sources could result in product shortages,
with a resulting loss of sales and customers. In certain situations we may be required to alter our products or to substitute different
materials from alternative sources.

We rely solely on one supplier to process certain raw materials that we use in the product line of our largest customer. The loss of
or unexpected interruption in this service would materially adversely affect our results of operations and financial condition.

A shortage of raw materials or an unexpected interruption of supply could also result in higher prices for those materials. During
early fiscal 2009, we experienced increases in various product raw material costs, transportation costs and the cost of petroleum
based raw materials and packaging supplies used in our business, which were associated with higher oil and fuel costs. We
currently believe petroleum related raw material and product cost pricing pressures have stabilized and will remain relatively
constant throughout fiscal 2011, although there is no assurance this will occur. Although we may be able to raise our prices in
response to significant increases in the cost of raw materials, we may not be able to raise prices sufficiently or quickly enough to
offset the negative effects of the cost increases on our results of operations or financial condition.
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There can be no assurance that suppliers will provide the quality raw materials needed by us in the quantities requested or at a
price we are willing to pay. Because we do not control the actual production of these raw materials, we are also subject to delays
caused by interruption in production of materials based on conditions outside of our control, including weather, transportation
interruptions, strikes and natural disasters or other catastrophic events.

In addition, under our sublicense agreement with CSI, we grant certain rights to customers of CSI who purchase the raw
ingredient beta-alanine under the CarnoSyn® trade name from CSI and we receive a sublicense fee from CSI based on, among
others, the amount of net sales of beta-alanine sold by CSI. CSI’s ability to provide such raw ingredient to its customers could be
negatively impacted by shortages, interruptions and similar risks described above, which could in turn adversely affect the
amount of fees we receive from CSI.

Our business is subject to the effects of adverse publicity, which could negatively affect our sales and revenues.

Our business can be affected by adverse publicity or negative public perception about our industry, our competitors, our
customers, or our business generally. This adverse publicity may include publicity about the nutritional supplements industry
generally, the efficacy, safety and quality of nutritional supplements and other health care products or ingredients in general or
our products or ingredients specifically, and regulatory investigations, regardless of whether these investigations involve us or the
business practices or products of our competitors, or our customers. Any adverse publicity or negative public perception will
likely have a material adverse effect on our business, financial condition and results of operations. Our business, financial
condition and results of operations also could be adversely affected if any of our products or any similar products distributed by
other companies are alleged to be or are proved to be harmful to consumers or to have unanticipated health consequences.

We could be exposed to product liability claims or other litigation, which may be costly and could materially adversely affect
our operations.

We could face financial liability due to product liability claims if the use of our products results in significant loss or injury.
Additionally, the manufacture and sale of our products involves the risk of injury to consumers from tampering by unauthorized
third parties or product contamination. We could be exposed to future product liability claims that, among others: our products
contain contaminants; we provide consumers with inadequate instructions about product use; or we provide inadequate warning
about side effects or interactions of our products with other substances. Even if we were to prevail in any such claims, the cost of
negotiations, settlement and litigation could be significant.

We maintain product liability insurance coverage, including primary product liability and excess liability coverage. The cost of
this coverage has increased dramatically in recent years, while the availability of adequate insurance coverage has decreased.
While we currently expect to be able to continue our product liability insurance, there can be no assurance that we will in fact be
able to continue such insurance coverage, that our insurance will be adequate to cover any liability we may incur, or that our
insurance will continue to be available at an economically reasonable cost.

Additionally, it is possible that one or more of our insurers could exclude from our coverage certain ingredients used in our

products. In such event, we may have to stop using those ingredients or rely on indemnification or similar arrangements with our
customers who wish to continue to include those ingredients in their products. A substantial increase in our product liability risk
or the loss of customers or product lines could have a material adverse effect on our results of operations and financial condition.

If we or our private label contract manufacturing customers expand into additional markets outside the United States or our
or their sales in markets outside the U.S. increase, our business would become increasingly subject to political, economic,
regulatory and other risks in those markets, which could adversely affect our business.

Our future growth may depend, in part, on our ability and the ability of our private label contract manufacturing customers to
expand into additional markets outside the U.S. or to improve sales in markets outside the U.S. There can be no assurance that we
or our customers will be able to expand in existing markets outside the U.S., enter new markets on a timely basis, or that new
markets outside the U.S. will be profitable. There are significant regulatory and legal barriers in markets outside the U.S. that
must be overcome. We will be subject to the burden of complying with a wide variety of national and local laws, including
multiple and possibly overlapping and conflicting laws. We also may experience difficulties adapting to new cultures, business
customs and legal systems. Our sales and operations outside the U.S. are subject to political, economic and social uncertainties
including, among others:

. changes and limits in import and export controls;

. increases in custom duties and tariffs;

. changes in government regulations and laws;

. coordination of geographically separated locations;

. absence in some jurisdictions of effective laws to protect our intellectual property rights;
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. changes in currency exchange rates;

. economic and political instability; and
. currency transfer and other restrictions and regulations that may limit our ability to sell certain products or repatriate
profits to the U.S.

Any changes related to these and other factors could adversely affect our business, profitability and growth prospects. If we or our
customers expand into additional markets outside the U.S. or improve sales in markets outside the U.S., these and other risks
associated with operations outside the U.S. are likely to increase.

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

The manufacturing, packaging, labeling, advertising, promotion, distribution, and sale of our products are subject to regulation by
numerous national and local governmental agencies in the U.S. and in other countries. Failure to comply with governmental
regulations may result in, among other things, injunctions, product withdrawals, recalls, product seizures, fines, and criminal
prosecutions. Any action of this type by a governmental agency could materially adversely affect our ability to successfully
market our products. In addition, if the governmental agency has reason to believe the law is being violated (for example, if it
believes we do not possess adequate substantiation for product claims), it can initiate an enforcement action. Governmental
agency enforcement could result in orders requiring, among other things, limits on advertising, consumer redress, divestiture of
assets, rescission of contracts, and such other relief as may be deemed necessary. Violation of these orders could result in
substantial financial or other penalties. Any action by the governmental agency could materially adversely affect our ability and
our customers’ ability to successfully market those products.

In markets outside the U.S., before commencing operations or marketing our products, we may be required to obtain approvals,
licenses, or certifications from a country’s ministry of health or comparable agency. Approvals or licensing may be conditioned
on reformulation of products or may be unavailable with respect to certain products or product ingredients. We must also comply
with product labeling and packaging regulations that vary from country to country. Furthermore, the regulations of these countries
may conflict with those in the U.S. and with each other. The sale of our products in certain European countries is subject to the
rules and regulations of the European Union, which may be interpreted differently among the countries within the European
Union. The cost of complying with these various and potentially conflicting regulations can be substantial and can adversely
affect our results of operations.

We cannot predict the nature of any future laws, regulations, interpretations, or applications, nor can we determine what effect
additional governmental regulations, when and if adopted, would have on our business. They could include requirements for the
reformulation of certain products to meet new standards, the recall or discontinuance of certain products, additional record
keeping, expanded or different labeling, and additional scientific substantiation. Any or all of these requirements could have a
material adverse effect on our operations.

If we are unable to attract and retain qualified management personnel, our business will suffer.

Our executive officers and other management personnel are primarily responsible for our day-to-day operations. We believe our
success depends largely on our ability to attract, maintain and motivate highly qualified management personnel. Competition for
qualified individuals can be intense, and we may not be able to hire additional qualified personnel in a timely manner and on
reasonable terms. Our inability to retain a skilled professional management team could adversely affect our ability to successfully
execute our business strategies and achieve our goals.

Our manufacturing and third party fulfillment and call center activities are subject to certain risks.

We manufacture the vast majority of our products at our manufacturing facility in California. As a result, we are dependent on the
uninterrupted and efficient operation of these facilities. Our manufacturing operations are subject to power failures, blackouts, the
breakdown, failure or substandard performance of equipment, the improper installation or operation of equipment, natural or
other disasters, and the need to comply with the requirements or directives of governmental agencies, including the FDA. In
addition, we may in the future determine to expand or relocate our facilities, which may result in slow downs or delays in our
operations. While we have implemented and are evaluating various emergency, contingency and disaster recovery plans and
maintain business interruption insurance, there can be no assurance that the occurrence of these or any other operational problems
at our facilities in California or at NAIE’s facility in Switzerland would not have a material adverse effect on our business,
financial condition and results of operations. Furthermore, there can be no assurance that our contingency plans will prove to be
adequate or successful if needed or that our insurance will continue to be available at a reasonable cost or, if available, will be
adequate to cover any losses that we may incur from an interruption in our manufacturing and distribution operations.
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During fiscal 2009, we outsourced our branded products fulfillment and call center activities. The operation of the third party
service provider’s facilities is subject to the interruption and similar risks described above for our facilities and there can be no
assurance that these interruptions or any other operational problem at such third party’s facilities would not have a material
adverse effect on our business, financial condition and results of operations.

We may be unable to protect our intellectual property rights or may inadvertently infiringe on the intellectual property rights of
others.

We possess and may possess in the future certain proprietary technology, trade secrets, trademarks, trade names, licenses, patents
and similar intellectual property. There can be no assurance that we will be able to protect our intellectual property adequately. In
addition, the laws of certain foreign countries may not protect our intellectual property rights to the same extent as the laws of the
U.S. Litigation in the U.S. or abroad may be necessary to enforce our intellectual property rights, to determine the validity and
scope of the proprietary rights of others or to defend against claims of infringement. This litigation, even if successful, could
result in substantial costs and diversion of resources and could have a material adverse effect on our business, results of operation
and financial condition. If any such claims are asserted against us, we may seek to obtain a license under the third party’s
intellectual property rights. There can be no assurance, however, that a license would be available on terms acceptable or
favorable to us, if at all.

We may, in the future, pursue acquisitions of other companies that, if not successful, could adversely affect our business,
financial condition and results of operations.

In the future, we may pursue acquisitions of companies that we believe could complement or expand our business, augment our
market coverage, provide us with important relationships or otherwise offer us growth opportunities. Acquisitions involve
numerous risks, including:

. potential difficulties related to integrating the products, personnel and operations of the acquired company;

. failure to operate as a combined organization utilizing common information and communication systems, operating
procedures, financial controls and human resources practices;

. diverting management’s attention from the normal daily operations of the business;

. entering markets in which we have no or limited prior direct experience and where competitors in such markets have
stronger market positions;

. potential loss of key employees of the acquired company;

. potential inability to achieve cost savings and other potential benefits expected from the acquisition;

. an uncertain sales and earnings stream from the acquired company; and

. potential impairment charges, which may be significant, against goodwill and purchased intangible assets acquired in

the acquisition due to changes in conditions and circumstances that occur after the acquisition, many of which may be
outside of our control.

There can be no assurance that acquisitions that we may pursue will be successful. If we pursue an acquisition but are not
successful in completing it, or if we complete an acquisition but are not successful in integrating the acquired company’s
employees, products or operations successfully, our business, financial position or results of operations could be adversely
affected.

Collectively, our officers and directors own a significant amount of our common stock, giving them influence over corporate
transactions and other matters and potentially limiting the influence of other stockholders on important policy and
management issues.

Our officers and directors, together with their families and affiliates, beneficially owned approximately 19% of our outstanding
shares of common stock as of June 30, 2010, including approximately 18% of our outstanding shares of common stock
beneficially owned by Mark LeDoux, our Chief Executive Officer and the Chairman of the Board, and his family and affiliates.
As aresult, our officers and directors, and in particular Mr. LeDoux, could influence such business matters as the election of
directors and approval of significant corporate transactions.

Various transactions could be delayed, deferred or prevented without the approval of stockholders, including;:

. transactions resulting in a change in control;
. mergers and acquisitions;

. tender offers;

. election of directors; and

. proxy contests.
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There can be no assurance that conflicts of interest will not arise with respect to the officers and directors who own shares of our
common stock or that conflicts will be resolved in a manner favorable to us or our other stockholders.

If our information technology system fails, our operations could suffer.

Our business depends to a large extent on our information technology infrastructure to effectively manage and operate many of
our key business functions, including order processing, customer service, product manufacturing and distribution, cash receipts
and payments and financial reporting. A long term failure or impairment of any of our information technology systems could
adversely affect our ability to conduct day-to-day business.

If certain provisions of our Certificate of Incorporation, Bylaws and Delaware law are triggered, the future price investors
might be willing to pay for our common stock could be limited.

Certain provisions in our Certificate of Incorporation, Bylaws and Delaware corporate law help discourage unsolicited proposals
to acquire our business, even if the proposal would benefit our stockholders. Our Board of Directors is authorized, without
stockholder approval, to issue up to 500,000 shares of preferred stock having such rights, preferences, and privileges, including
voting rights, as the Board of Directors designates. The rights of our common stockholders will be subject to, and may be
adversely affected by, the rights of holders of any preferred stock that may be issued in the future. Any or all of these provisions
could delay, deter or prevent a takeover of our company and could limit the price investors are willing to pay for our common
stock.

Our stock price could fluctuate significantly.

Stock prices in general have been historically volatile and ours is no different. The trading price of our stock may fluctuate in
response to the following, as well as other, factors:

. broad market fluctuations and general economic and/or political conditions;
. fluctuations in our financial results;

. relatively low trading volumes;

. future offerings of our common stock or other securities;

. the general condition of the nutritional supplement product industries;

. increased competition;

. regulatory action;

. adverse publicity;

. manipulative or illegal trading practices by third parties; and

. product and other public announcements.

The stock market has historically experienced significant price and volume fluctuations. There can be no assurance that an active
market in our stock will continue to exist or that the price of our common stock will not decline. Our future operating results may
be below the expectations of securities analysts and investors. If this were to occur, the price of our common stock would likely
decline, perhaps substantially.

From time to time our shares may be listed for trading on one or more foreign exchanges, with or without our prior knowledge or
consent. Certain foreign exchanges may have less stringent listing requirements, rules and enforcement procedures than the
Nasdaq Global Market or other markets in the U.S., which may increase the potential for manipulative trading practices to occur.
These practices, or the perception by investors that such practices could occur, may increase the volatility of our stock price or
result in a decline in our stock price, which in some cases could be significant.
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ITEM 2. PROPERTIES

This table summarizes our facilities as of June 30, 2010. We believe our facilities are adequate to meet our operating
requirements for the foreseeable future.

Lease
Square Expiration
Location Nature of Use Feet How Held Date
San Marcos, CA USA  NAI corporate headquarters and branded products operations 29,500 Owned N/A
Vista, CA USA® Manufacturing, warehousing, packaging and distribution® 162,000 Leased  March 2014
Manno, Switzerland® Manufacturing, warehousing, packaging and distribution 46,000 Leased December 2015

(1) This facility is used by NAI primarily for its private label contract manufacturing segment.

(2) This facility is used by NAIE, our wholly owned Swiss subsidiary, in connection with our private label contract
manufacturing segment.

(3) We use approximately 93,000 square feet for production, 60,000 square feet for warehousing and 9,000 square feet for
administrative functions.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we become involved in various investigations, claims and legal proceedings that arise in the ordinary course of
our business. These matters may relate to product liability, employment, intellectual property, tax, regulation, contract or other
matters. The resolution of these matters as they arise will be subject to various uncertainties and, even if such claims are without
merit, could result in the expenditure of significant financial and managerial resources. While unfavorable outcomes are possible,
based on available information, we generally do not believe the resolution of these matters will result in a material adverse effect
on our business, consolidated financial condition, or results of operation. However, a settlement payment or unfavorable outcome
could adversely impact our results of operation. Our evaluation of the likely impact of these actions could change in the future
and we could have unfavorable outcomes that we do not expect.

As of September 17, 2010, neither NAI nor its subsidiaries were a party to any material pending legal proceeding nor was any of
their property the subject of any material pending legal proceeding.
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PART II
ITEM 5. MARKET FOR OUR COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES
Market Information

Our common stock trades on the Nasdaq Global Market under the symbol “NAII.” Below are the high and low closing prices of
our common stock as reported on the Nasdaq Global Market for each quarter of the fiscal years ended June 30, 2010 and 2009:

Fiscal 2010 Fiscal 2009
High Low High Low
FIIST QUATTET ......vevieeeeeeteeeee ettt ettt ettt ettt ae et et eae et et eseete s eseeteseseeseaseseesenneneas $785 $6.42  §$8.00 $7.00
SECONA QUATTET .......vviveeeeeeeeeeeeee ettt ettt e ettt ne et e e ese et essese et eneeseesenseseesensereeseneens $790 §$7.05 §755  $5.70
THIird QUATTET .....vieeiieeiie ettt ettt e et e e e s ae e et eesbeesabeessbeessbeessseesseessseensseensseennsas $8.45 $7.47 $6.19 $5.78
FOUth QUATTET .......oviiviieeeeeeeeeeeeeeeee ettt ettt ettt ene et et eneeteneneas $8.05 $6.09 $6.75  $5.84

Holders

As of September 16, 2010, there were approximately 308 stockholders of record of our common stock.

Dividends

We have never paid a dividend on our common stock and we do not intend to pay a dividend in the foreseeable future. Our
current policy is to retain all earnings to help provide funds for future growth. Additionally, under the terms of our credit facility,
we are precluded from paying a dividend.

Recent Sales of Unregistered Securities

During the fiscal year ended June 30, 2010, we did not sell any unregistered securities.

Repurchases

During the fourth quarter of the fiscal year ended June 30, 2010, we did not repurchase any shares of our common stock, nor were
any repurchases made on our behalf.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATION

The following discussion and analysis is intended to help you understand our financial condition and results of operations as of
June 30, 2010 and 2009 and for each of the last two fiscal years then ended. You should read the following discussion and
analysis together with our audited consolidated financial statements and the notes to the consolidated financial statements
included under Item 8 in this report. Our future financial condition and results of operations will vary from our historical financial
condition and results of operations described below based on a variety of factors. You should carefully review the risks described
under Item 1A and elsewhere in this report, which identify certain important factors that could cause our future financial
condition and results of operations to vary.

Executive Overview

The following overview does not address all of the matters covered in the other sections of this Item 7 or other items in this report
or contain all of the information that may be important to our stockholders or the investing public. This overview should be read
in conjunction with the other sections of this Item 7 and this report.

Our primary business activity is providing private label contract manufacturing services to companies that market and distribute
vitamins, minerals, herbs and other nutritional supplements, as well as other health care products, to consumers both within and
outside the U.S. Historically, our revenue has been largely dependent on sales to one or two private label contract manufacturing
customers and subject to variations in the timing of such customers’ orders, which in turn is impacted by such customers’ internal
marketing programs, supply chain management, entry into new markets and new product introductions, as well as general
industry and economic conditions.

A cornerstone of our business strategy is to achieve long-term growth and profitability and to diversify our sales base. We have
sought and expect to continue to seek to diversify our sales by developing relationships with additional, quality-oriented, private
label contract manufacturing customers, developing and growing our own line of branded products and commercializing our
patent estate through contract manufacturing, royalty and sub-license agreements.

In an effort to enhance stockholder value, improve working capital and enable us to focus on our core contract manufacturing
business, during the fourth quarter of fiscal 2008 we developed a plan to narrow our branded products focus and portfolio and to
sell our legacy RHL business. On August 4, 2008, we sold certain assets related to RHL’s catalog and internet business conducted
under the name “As We Change™” to Miles Kimball Company for a cash purchase price of $2.3 million. We recorded a loss of
$226,000 as a result of this sale and recognized $221,000 in severance and related payroll costs during fiscal 2009.

On July 31, 2009, we sold substantially all of the remaining assets of RHL related to its wholesale and direct-to-consumer
business to PharmaCare US Inc. and PharmaCare Laboratories Pty Ltd. for a cash purchase price of $500,000. We had the
potential to receive up to an additional $500,000 from the buyers as a conditional earn-out if the RHL business acquired by the
buyers met or exceeded certain budgeted profitability criteria during the period August 1, 2009 through July 31, 2010. Effective
as of February 12, 2010, based on the loss of one or more customers, the results of operation of the RHL business since the
closing date of the sale, the anticipated results of operation of the RHL business through July 31, 2010, and the corresponding
anticipated reduction in and/or elimination of the conditional earn-out amount, and in an effort to avoid the time and expense
associated with the procedures required in connection with the earn-out, including, without limitation, the time and expense
associated with the preparation of the required reports and a review of the books and records of PharmaCare US and PharmaCare
Australia, we entered into an agreement with PharmaCare to eliminate the potential earn-out compensation. We recorded a loss of
$6,000 as a result of this sale. The financial information presented in this report has been reclassified to reflect the legacy RHL
business as discontinued operations.

As a result of our decision to sell the legacy RHL business, we initiated an operational consolidation program during the first
quarter of fiscal 2009 that transitioned the remaining branded products business operations to our corporate offices. We
substantially completed this operational consolidation program as of September 30, 2008. The program resulted in a charge to
discontinued operations of $823,000 in severance and other business related exit costs during fiscal 20009.

During fiscal 2010, our net sales from continuing operations were 11.3% lower than in fiscal 2009. Private label contract
manufacturing sales declined 11.1% due primarily to lower volumes of existing products in existing markets sold to our two
largest customers and the discontinuance of a relationship with one of our smaller customers. This decline was partially offset by
increased sales to other existing customers and income related to our sub-license agreement for the distribution of beta-alanine.
Net sales from our branded products declined 17.6% in fiscal 2010 as compared to fiscal 2009 due to the continued softening of
sales of our Pathway to Healing® product line.
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Revenue concentration to our two largest private label contract manufacturing customers as a percentage of our total sales from
continuing operations increased to 82% in fiscal 2010 from 79% for fiscal 2009. We expect our contract manufacturing revenue
concentration percentage for our two largest customers to decrease marginally during fiscal 2011 with the anticipated addition of
new customer sales.

During fiscal 2009, we invested substantial time and incurred substantial costs associated with hiring and training new quality
assurance and other manufacturing support personnel, increased testing activity, and documentation and validation processes
related to our GMPs compliance programs. These additional expenses negatively impacted our operating income from continuing
operations during fiscal 2009. Although the cost of GMP compliance is significant, we believe the majority of our
implementation investment costs have been incurred. Going forward, our commitment to quality and our steadfast support of the
FDA mandated GMPs makes us well positioned to operate within the higher standards of the FDA’s GMPs and we believe
differentiates us from our competitors.

During fiscal 2009, the continued decline in economic conditions in the U.S. and the various foreign markets we service
negatively impacted our customers’ businesses and our operations. As a result, during the second quarter of fiscal 2009 we
implemented a cost reduction program that resulted in the elimination of certain personnel and business activities. This program
resulted in a charge to our continuing operations of $558,000 during the second quarter of fiscal 2009. During the second half of
fiscal 2009, our cost reduction program resulted in a savings of $3.0 million compared to the cost structure in the comparable
prior year period. This cost reduction program reduced our operating overhead costs during fiscal 2010 by approximately $2.9
million as compared to fiscal 2009.

Following the completion of the sale of substantially all of the assets of RHL, our branded products segment consists primarily of
the products sold under our Pathway to Healing” product line. Beginning in April 2007, Dr. Cherry ceased airing his weekly
television program, which had served as the primary customer acquisition vehicle in marketing the Pathway to Healing® product
line. While sales of the product line have been primarily generated by continuity orders from long-standing repeat customers, the
loss of the television program has had a negative impact on our ability to acquire new customers and retain existing customers.
During fiscal 2009, we revamped our Dr. Cherry website and increased our direct-to-consumer marketing and advertising efforts.
These activities helped reduce the decline in our Dr. Cherry sales volumes during fiscal 2009 and 2010.

During the remainder of fiscal 2011, we plan to continue to focus on:

. Leveraging our state of the art, certified facilities to increase the value of the goods and services we provide to our
highly valued private label contract manufacturing customers, and assist us in developing relationships with
additional quality oriented customers;

. Implementing focused initiatives to grow our Pathway to Healing® product line;

. Commercializing our patent estate through contract manufacturing, royalties and sublicense agreements and
protecting our proprietary rights; and

. Improving operational efficiencies and managing costs and business risks to improve profitability.

Critical Accounting Policies and Estimates

Our consolidated financial statements included under Item 8 in this report have been prepared in accordance with U.S. generally
accepted accounting principles (GAAP). Our significant accounting policies are described in the notes to our consolidated
financial statements. The preparation of financial statements in accordance with GAAP requires that we make estimates and
assumptions that affect the amounts reported in our financial statements and their accompanying notes. We have identified certain
policies that we believe are important to the portrayal of our financial condition and results of operations. These policies require
the application of significant judgment by our management. We base our estimates on our historical experience, industry
standards, and various other assumptions that we believe are reasonable under the circumstances. Actual results could differ from
these estimates under different assumptions or conditions. An adverse effect on our financial condition, changes in financial
condition, and results of operations could occur if circumstances change that alter the various assumptions or conditions used in
such estimates or assumptions. Our critical accounting policies include those listed below.
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Revenue Recognition

To recognize revenue, four basic criteria must be met: 1) there is evidence that an arrangement exists; 2) delivery has occurred; 3)
the fee is fixed or determinable; and 4) collectability is reasonably assured. Revenue from sales transactions where the buyer has
the right to return the product is recognized at the time of sale only if (1) the seller’s price to the buyer is substantially fixed or
determinable at the date of sale; (2) the buyer has paid the seller, or the buyer is obligated to pay the seller and the obligation is
not contingent on resale of the product; (3) the buyer’s obligation to the seller would not be changed in the event of theft or
physical destruction or damage of the product; (4) the buyer acquiring the product for resale has economic substance apart from
that provided by the seller; (5) the seller does not have significant obligations for future performance to directly bring about resale
of the product by the buyer; and (6) the amount of future returns can be reasonably estimated. We recognize revenue upon
determination that all criteria for revenue recognition have been met. The criteria are usually met at the time title passes to the
customer, which usually occurs upon shipment. Revenue from shipments where title passes upon delivery is deferred until the
shipment has been delivered.

We record reductions to gross revenue for estimated returns of private label contract manufacturing products and branded
products. The estimated returns are based on the trailing six months of private label contract manufacturing gross sales and our
historical experience for both private label contract manufacturing and branded product returns. However, the estimate for
product returns does not reflect the impact of a potential large product recall resulting from product nonconformance or other
factors as such events are not predictable nor is the related economic impact estimable.

As part of the services we provide to our private label contract manufacturing customers, we may perform, but are not required to
perform, certain research and development activities related to the development or improvement of their products. While our
customers typically do not pay directly for this service, the cost of this service is included as a component of the price we charge
to manufacture and deliver their products. These costs are recorded in selling, general and administrative expenses.

We currently have rights to certain U.S. patents, and each patent’s corresponding foreign patent applications. All of these patents
and patent rights relate to the ingredient known as beta-alanine marketed and sold under the CarnoSyn® trade name. We have
sold this ingredient to a customer for use in a limited market, and in March 2009 entered into an agreement to sublicense with CSI
under which we agreed to grant a sublicense of certain of our patent rights to customers of CSI who purchase beta-alanine from
CSI. We receive a fee from CSI that varies based on the amount of net sales of beta-alanine sold by CSI less CSI’s costs and other
agreed upon expenses. We recorded royalty income as a component of revenue in the amount of $958,000 in fiscal 2010 and
$515,000 in fiscal 2009. These royalty income amounts are offset by royalty expense paid to the original patent holders. We
recognized royalty expense as a component of cost of goods sold in the amount of $187,000 in fiscal 2010 and $107,000 in fiscal
2009.

Inventory Reserve

We operate primarily as a private label contract manufacturer that builds products based upon anticipated demand or following
receipt of customer specific purchase orders. From time to time, we build inventory for private label contract manufacturing
customers under a specific purchase order with delivery dates that may subsequently be rescheduled or canceled at the customer’s
request. We value inventory at the lower of cost or market on an item-by-item basis and establish reserves equal to all or a portion
of the related inventory to reflect situations in which the cost of the inventory is not expected to be recovered. This requires us to
make estimates regarding the market value of our inventory, including an assessment for excess and obsolete inventory. Once we
establish an inventory reserve amount in a fiscal period, the reduced inventory value is maintained until the inventory is sold or
otherwise disposed of. In evaluating whether inventory is stated at the lower of cost or market, management considers such
factors as the amount of inventory on hand, the estimated time required to sell such inventory, the remaining shelf life and
efficacy, the foreseeable demand within a specified time horizon and current and expected market conditions. Based on this
evaluation, we record adjustments to cost of goods sold to adjust inventory to its net realizable value. These adjustments are
estimates, which could vary significantly, either favorably or unfavorably, from actual requirements if future economic
conditions, customer demand or other factors differ from expectations.

Accounting for Income Taxes

We account for uncertain tax positions using the more-likely-than-not recognition threshold. Our practice is to recognize interest
and/or penalties related to income tax matters in income tax expense. As of June 30, 2010 and June 30, 2009, we had not recorded
any tax liabilities for uncertain tax positions.

We estimate income taxes in each of the jurisdictions in which we operate. This process involves estimating our actual current tax
exposure, together with assessing temporary differences resulting from differing treatment of items, such as property and
equipment depreciation, for tax and financial reporting purposes. Actual income taxes could vary from these estimates due to
future changes in income tax law or results from final tax examination reviews.
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We record valuation allowances to reduce our deferred tax assets to an amount that we believe is more likely than not to be
realized. We consider estimated future taxable income and ongoing prudent and feasible tax planning strategies in assessing the
need for a valuation allowance. If we determine that it is more likely than not that we will not realize all or part of our deferred
tax assets in the future, we will record an adjustment to the carrying value of the deferred tax asset, which would be reflected as
income tax expense. Conversely, if we determine we will realize a deferred tax asset, which currently has a valuation allowance,
we will reverse the valuation allowance, which would be reflected as an income tax benefit.

During fiscal 2009, we recorded a valuation allowance against deferred income tax assets of $1.8 million, representing the
amount of our deferred income tax assets in excess of our deferred income tax liabilities. We recorded the valuation allowance
because management was unable to conclude, in light of the cumulative loss we realized related to our U.S.-based operations for
the three year period ended June 30, 2009, that realization of the net deferred income tax asset was more likely than not. The
valuation allowance recorded during fiscal 2009 primarily related to fiscal 2009 net operating loss carry forwards and changes in
other deferred tax items recognized during fiscal 2009.

During fiscal 2010, we recorded U.S.-based federal tax benefit of $2.6 million on U.S.-based income from continuing operations
before income taxes, which was partially offset by a deferred tax asset valuation adjustment of $1.5 million resulting in a net
federal tax benefit of $1.1 million. The federal tax benefit included a tax benefit of $3.2 million that was recorded as a result of
the write-off of our tax basis in RHL’s stock which we determined had become worthless during the third quarter of fiscal 2010.
This tax benefit was recognized based on our intent to carry back our current year tax loss in accordance with the Worker,
Homeownership, and Business Assistance Act of 2009 signed by the President on November 6, 2009, which increases the
allowable carry back period to five years (previously limited to a two-year carry back). In addition, during fiscal 2010, we
recorded a state tax benefit of $476,000 on U.S.-based income from continuing operations before income taxes, which was offset
by a deferred tax asset valuation adjustment of $482,000 resulting in net state tax expense of $6,000. The state tax benefit
included a tax benefit of $545,000 that was recorded as a result of the write-off of our tax basis in RHL’s stock.

As of June 30, 2010 we had a $3.5 million gross deferred tax asset offset by a deferred tax liability of $163,000 and a valuation
allowance of $3.3 million resulting in a net deferred tax asset of $0. This valuation allowance did not have any affect on the tax
expense and related liability recorded for operating income recognized by NAIE during fiscal 2010.

Additionally, we have not recorded U.S. income tax expense for NAIE’s retained earnings that we have declared as indefinitely
reinvested offshore, thus reducing our overall income tax expense. The earnings designated as indefinitely reinvested in NAIE are
based on the actual deployment of such earnings in NAIE’s assets and our expectations of the future cash needs of NAIE and
NALI Income tax laws also are a factor in determining the amount of foreign earnings to be indefinitely reinvested offshore.

We carefully review several factors that influence the ultimate disposition of NAIE’s retained earnings declared as reinvested
offshore, and apply stringent standards to overcome the presumption of repatriation. Despite this approach, because the
determination involves our future plans and expectations of future events, the possibility exists that amounts declared as
indefinitely reinvested offshore may ultimately be repatriated. For instance, NAI’s actual cash needs may exceed our current
expectations or NAIE’s actual cash needs may be less than our current expectations. Additionally, changes may occur in tax laws
and/or accounting standards that could change our determination of the status of NAIE’s retained earnings. This would result in
additional income tax expense in the fiscal year in which we determine that amounts are no longer indefinitely reinvested
offshore.

On an interim basis, we estimate what our effective tax rate will be for the full fiscal year and record a quarterly income tax
provision in accordance with the anticipated annual rate. As the fiscal year progresses, we refine our estimate based upon actual
events and earnings by jurisdiction during the year. This continual estimation process periodically results in a change to our
expected effective tax rate for the fiscal year. When this occurs, we adjust the income tax provision during the quarter in which
the change in estimate occurs so that the year-to-date provision equals the expected annual rate.

We establish reserves based on management’s assessment of exposure for certain positions taken in previously filed tax returns
that may become payable upon audit by tax authorities. The tax reserves are analyzed at least annually, generally in the fourth
quarter of each year, and adjustments are made as events occur that warrant adjustments to the reserve.

Derivative Financial Instruments

We may use derivative financial instruments in the management of our foreign currency exchange risk inherent in our forecasted
transactions denominated in Euros. We may hedge our foreign currency exposures by entering into offsetting forward exchange
contracts and currency options. To the extent we use derivative financial instruments, we account for them using the deferral
method, when such instruments are intended to hedge identifiable, firm foreign currency commitments or anticipated transactions
and are designated as, and effective as, hedges. Foreign exchange exposures arising from certain transactions that do not meet the
criteria for the deferral method are marked-to-market.
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We recognize any unrealized gains and losses associated with derivative instruments in income in the period in which the
underlying hedged transaction is realized. In the event the derivative instrument is deemed ineffective we would recognize the
resulting gain or loss in income at that time. As of June 30, 2010, we did not have any derivative financial instruments.

Allowance for Doubtful Accounts

We maintain an allowance for doubtful accounts to reflect our estimate of current and past due receivable balances that may not
be collected. The allowance for doubtful accounts is based upon our assessment of the collectability of specific customer
accounts, the aging of accounts receivable and our history of bad debts. We believe that the allowance for doubtful accounts is
adequate to cover anticipated losses in the receivable balance under current conditions. However, significant deterioration in the
financial condition of our customers, resulting in an impairment of their ability to make payments, could materially change these
expectations and an additional allowance may be required.

Defined Benefit Pension Plan

We sponsor a defined benefit pension plan. Effective June 21, 1999, we adopted an amendment to freeze benefit accruals to the
participants. The plan obligation and related assets of the plan are presented in the notes to the consolidated financial statements.
Plan assets, which consist primarily of marketable equity and debt instruments, are valued based upon third party market
quotations. Independent actuaries, through the use of a number of assumptions, determine plan obligation and annual pension
expense. Key assumptions in measuring the plan obligation include the discount rate and estimated future return on plan assets. In
determining the discount rate, we use an average long-term bond yield. Asset returns are based on the historical returns of
multiple asset classes to develop a risk free rate of return and risk premiums for each asset class. The overall rate for each asset
class was developed by combining a long-term inflation component, the risk free rate of return and the associated risk premium.
A weighted average rate is developed based on the overall rates and the plan’s asset allocation.

Impairment of Assets

Our policy is to evaluate whether there has been a permanent impairment in the value of long-lived assets and certain identifiable
intangibles when certain events have taken place that indicate the remaining unamortized balance may not be recoverable. When
factors indicate that the intangible assets should be evaluated for possible impairment, we use an estimate of related undiscounted
cash flows. Factors considered in the valuation include current operating results, trends and anticipated undiscounted future cash
flows. During fiscal 2010, we recorded an impairment loss of $325,000 related to manufacturing equipment that was determined
to be obsolete. Due to the sale of substantially all of the remaining assets of RHL related to its wholesale and direct-to-consumer
business on July 31, 2009, we are no longer carrying any intangible assets.

Goodwill and Intangible Asset Valuation

The purchase method of accounting for acquisitions requires extensive use of accounting estimates and judgments to allocate the
purchase price to the fair value of the net tangible and intangible assets acquired. Goodwill and intangible assets deemed to have
indefinite lives are not amortized, but are subject to annual impairment tests. The amounts and useful lives assigned to other
intangible assets impact future amortization. Determining the fair values and useful lives of intangible assets requires the use of
estimates and the exercise of judgment. While there are a number of different generally accepted valuation methods to estimate
the value of intangible assets acquired, we primarily use the discounted cash flow method and relief-from-royalty method. These
methods require significant management judgment to forecast the future operating results used in the analysis. In addition, other
significant estimates are required such as residual growth rates and discount factors. The estimates we use to value and amortize
intangible assets are consistent with the plans and estimates that we use to manage our business and are based on available
historical information and industry estimates and averages. These judgments can significantly affect our net operating results.

We are required to assess goodwill impairment annually. Goodwill is tested for impairment at the reporting unit level on an
annual basis or more frequently if we believe indicators of impairment exist. Application of the goodwill impairment test requires
judgment, including the identification of reporting units, assigning assets and liabilities to reporting units, assigning goodwill to
reporting units and determining the fair value of each reporting unit. Goodwill impairment is determined using a two-step
process. The first step of the goodwill impairment test is used to identify potential impairment by comparing the fair value of a
reporting unit with the net book value (or carrying amount), including goodwill. If the fair value of the reporting unit exceeds the
carrying amount, goodwill of the reporting unit is considered not impaired and the second step of the impairment test is
unnecessary. If the carrying amount of the reporting unit exceeds the fair value, the second step of the goodwill impairment test is
performed to measure the amount of impairment loss, if any. The second step of the goodwill impairment test compares the
implied fair value of the reporting unit’s goodwill with the carrying amount of that goodwill. If the carrying amount of the
reporting unit’s goodwill exceeds the implied fair value of that goodwill, an impairment loss is recognized in an amount equal to
that excess. The implied fair value of goodwill is determined in the same manner as the amount of goodwill recognized in a
business combination, accordingly the fair value of the reporting unit is allocated to all of the assets and liabilities of that unit as if
the reporting unit had been acquired in a business combination and the fair value of the reporting unit was the purchase price paid
to acquire the reporting unit. We have selected April 1 as the annual date to test for impairment.
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Determining the fair value of the reporting unit under the first step of the goodwill impairment test and determining the fair value
of individual assets and liabilities of a reporting unit under the second step of the goodwill impairment test is judgmental in nature
and often involves the use of significant estimates and assumptions. These estimates and assumptions could have a significant
impact on whether or not an impairment charge is recognized and also the magnitude of any such charge. Estimates of fair value
are primarily determined using discounted cash flows and market comparisons. These approaches use significant estimates and
assumptions, including projection and timing of future cash flows, discount rates reflecting the risk inherent in future cash flows,
perpetual growth rates, determination of appropriate market comparables, and determination of whether a premium or discount
should be applied to comparables. It is reasonably possible that the plans and estimates used to value these assets may be
incorrect. If our actual results, or the plans and estimates used in future impairment analyses, are lower than the original estimates
used to assess the recoverability of these assets, we could incur additional impairment charges.

During the third quarter of fiscal 2009, RHL’s wholesale operation experienced a decline in sales activity from one of its largest
customers as a result of the discontinuance of certain RHL product lines. Historically these product sales represented a significant
portion of RHL’s overall annual sales to this customer. Additionally, during this same period, we received feedback from multiple
parties related to their preliminary interest in acquiring the remaining assets of RHL. Due in part to the expected decline in future
RHL sales as noted above and the current depressed worldwide economic conditions, the preliminary purchase price valuations
provided by these third parties provided us with an indication that an impairment of the RHL net asset carrying values may exist.

We performed an analysis that compared the fair value of RHL’s net assets as indicated by the third party purchase price
valuations noted above to the current carrying amounts to determine if an impairment of value was evident. As a result of this
analysis, we determined that as of the related measurement date the book value of RHL’s net assets exceeded the fair value by
approximately $1.8 million and recorded an impairment charge for this amount to discontinued operations during the third quarter
of fiscal 2009. Based on the required analysis performed as of the annual test date, no additional impairment losses were recorded
in the fourth quarter of fiscal 2009. With the sale of substantially all of the remaining assets of RHL related to its wholesale and
direct-to-consumer business on July 31, 2009, we are no longer carrying any goodwill.

We have discussed the development and selection of these critical accounting policies with the Audit Committee of our Board of
Directors and the Audit Committee has reviewed our disclosure relating to these policies.

Results of Operations

The following table sets forth selected consolidated operating results for each of the last two fiscal years, presented as a
percentage of net sales (dollars in thousands).

Fiscal Year Ended
June 30, 2010 June 30, 2009 Increase (Decrease)

Private label contract manufacturing............c.cccocveevennenne. $63,346 97% $71,242 96% $(7,896) (11D)%
Branded products ..........cccoeveviieiieienieieeeeeee e 2,207 3% 2,677 4% (470) (18)%
Total Net SAlES.....cceveeieiiiiierererrceeeeeeee 65,553 100% 73,919 100% (8,366) (11D)%
Cost of 200ds SOId.......ccceeiiriinininiinineeeeecee 54,702 83% 64,514 87% (9,812) (15)%
GIOSS PLOTIE eeeneieiieieee e 10,851 17% 9,405 13% 1,446 15%
Selling, general & administrative expenses .................... 7,579 12% 9,008 12% (1,429) (16)%
Operating income from continuing operations................ 3,272 5% 397 1% 2,875 724%
Other eXPenses, NEt ........ccevvieeieeerreereereeeesreereereeneneees 245 0% 524 1% (279) (53)%
Income (loss) from continuing operations before

INCOIME TAXES ...evvveeenreeeeeeeeeeeeeeeeeeeteeeeerareeeeeneeeeseareeeas 3,027 5% (127) 0% 3,154 2,484%
Income tax (benefit) eXPense .......cccvecveevereerreereerirerenennes (943) (H)% 93 0% (1,036) (1,114)%
Income (loss) from continuing operations....................... 3,970 6% (220) 0)% 4,190 1,905%
Income (loss) from discontinued operations, net of tax .... 157 0% (3,860) %)% 4,017 104%
Net inCOME (10SS) ...veuvevieeieeriereeeteeeeee e eeee e $ 4,127 6% $ (4,080) (6)% $ 8,207 201%
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Fiscal 2010 Compared to Fiscal 2009

The percentage decrease in private label contract manufacturing net sales was primarily attributed to the following:

Percentage
Change
NSA International, INC. (INSA) ...oieiiiiiieeie ettt ettt s e e st esbe e s sbeesaaeessseeseeenees 4™
Mannatech, INCOTPOTALEA .........cceiirieiieiieteceese ettt ettt et re e b e b e eabe s e e sbeesbeesseernesaeeseenns 3)@
OthET CUSLOIMETS ....e.vvivievieieeie et ettt te et e et e et e e teesteesteesbeesbeesseeseesseesbeesseessesssesssesseesseessesssesseenseenns 4)®
TOLAL ettt bbbttt bbbt a et e e nh e bbbt e bt beebt et et et enaen an

! The decrease in net sales to NSA International, Inc. for fiscal 2010 included an increase in international sales of 13.6% and a
decline in domestic sales of 18.3%. The international sales increase was due primarily to higher demand as a result of new
product packaging configurations. The domestic sales decline was due to lower demand by NSA’s consumers, lower average
sales prices, and NSA’s inventory management program.

2 Net sales to Mannatech, Incorporated decreased in fiscal 2010 primarily as a result of lower volumes of established products
in existing markets along with a shift in sales mix to lower priced products.

*  The decrease in net sales for fiscal 2010 to other customers was primarily related to the discontinuance of a customer
relationship offset by sales to new customers and royalty income related to our sublicense agreement for the distribution of
beta-alanine.

Net sales from our continuing branded products segment decreased 17.6% during fiscal 2010 due primarily to the continued
softening of sales of the Pathway to Healing® product line following the cessation of Dr. Cherry’s weekly television program in
April 2007, which had served as the primary acquisition vehicle in marketing the Pathway to Healing® product line.

Gross profit margin from continuing operations increased 3.9 percentage points primarily due to the following:

Percentage
Change

STt 1N SALES TIX .veevieiieiieieeieseesteete et e st e st e bt et e et e eteesteesbeesseessessaesseesseessesseesssesseesseessenssenssenseens 35
Changes in OVErhead EXPEISES ........cvervieiieiirieriierieeteeteseeeseesteesseesresssesseeseesseessesssesseessesssesssesses 0.2
Incremental direct and INdireCt 1aDOT ..........cceevviiciiiiiiiiecc e 0.2
Branded products OPETAtIONS .........c.cceeiueerieeriieeieeieeeete et ereeereeeestee e eseeseesaesaeesreesseesseensessseseenns 0.3)
Cost 1eduction Program (SEVEIANCE) .......ccueeruerueriertierteeieeteseesteenteenteettesseenteenteentesseesseenseesesssesaees 0.3
] | PRSP 3.9

Private label contract manufacturing gross profit margin increased 4.5 percentage points to 15.7% in fiscal 2010 compared to
11.2% in fiscal 2009. The increase in gross profit as a percentage of sales was primarily due to lower labor and overhead
expenses, reduced raw material and inventory obsolescence costs, and a shift in sales mix towards higher margin products as
compared to the prior year along with favorable currency exchange rates associated with our international sales.

Branded products gross profit margin decreased 13.1 percentage points to 40.6% in fiscal 2010 from 53.8% in fiscal 2009 due
primarily to increased material costs as a percentage of sales.

Selling, general and administrative expenses from continuing operations decreased $1.4 million, or 15.9% during fiscal 2010. The
decrease from the comparable fiscal year was attributed to a reduction in selling, general and administrative expenses primarily
from our branded products business totaling $559,000 associated with our operational consolidation, and a $870,000 decrease in
operating costs from our domestic contract manufacturing operation as a result of our cost reduction programs implemented
during the second half of fiscal 2009.

Other expense, net decreased $279,000 primarily due to a $157,000 reduction in foreign currency exchange losses related to the
strengthening of the Euro and the corresponding impact on the translation of Euro denominated cash and receivables, a $101,000
reduction in interest expense due to lower borrowings and interest rates during fiscal 2010, and $21,000 in other income amounts.

Our income tax benefit from continuing operations during fiscal 2010 of $943,000 was primarily due to a tax benefit from a tax
loss recognized as a result of the write-off of our tax basis in RHL’s stock during fiscal 2010. The net tax benefit from continuing
operations for fiscal 2010 included tax expense from NAIE and a $1.1 million federal tax benefit equal to the amount of taxable
loss that will be carried back to previous tax years.
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Net Income (Loss) from Discontinued Operations

In an effort to enhance stockholder value, improve working capital and enable us to focus on our core contract manufacturing
business, during the fourth quarter of fiscal 2008 we developed a plan to narrow our branded products focus and portfolio and to
sell our legacy RHL business. On August 4, 2008, we sold certain assets related to RHL’s catalog and internet business conducted
under the name “As We Change®” to Miles Kimball Company for a cash purchase price of $2.3 million. We recorded a loss of
$226,000 as a result of this sale and recognized $221,000 in severance and related payroll costs during fiscal 2009.

On July 31, 2009, we sold substantially all of the remaining assets of RHL related to its wholesale and direct-to-consumer
business to PharmaCare US Inc. and PharmaCare Laboratories Pty Ltd. for a cash purchase price of $500,000. We had the
potential to receive up to an additional $500,000 from the buyers as a conditional earn-out if the RHL business acquired by the
buyers met or exceeded certain budgeted profitability criteria during the period August 1, 2009 through July 31, 2010. Effective
as of February 12, 2010, based on the loss of one or more customers, the results of operation of the RHL business since the
closing date of the sale, the anticipated results of operation of the RHL business through July 31, 2010, and the corresponding
anticipated reduction in and/or elimination of the conditional earn-out amount, and in an effort to avoid the time and expense
associated with the procedures required in connection with the earn-out, including, without limitation, the time and expense
associated with the preparation of the required reports and a review of the books and records of PharmaCare US and PharmaCare
Australia, we entered into an agreement with PharmaCare to eliminate the potential earn-out compensation. We recorded a loss of
$6,000 as a result of this sale. The financial information presented in this report has been reclassified to reflect the legacy RHL
business as discontinued operations.

As aresult of our decision to sell the legacy RHL business, we initiated an operational consolidation program during the first
quarter of fiscal 2009 that transitioned the remaining branded products business operations to our corporate offices. This
operational consolidation program was substantially complete as of September 30, 2008 and resulted in a charge to discontinued
operations of $823,000 in severance and other business related exit costs during the year ended June 30, 2009.

For fiscal 2010, net income from discontinued operations was $157,000, or $0.02 per diluted share. For fiscal 2009, net loss from
discontinued operations was $3.9 million or $0.55 per basic share and included a $1.8 million impairment charge.

Liquidity and Capital Resources

Our primary sources of liquidity and capital resources are cash flows provided by operating activities and the availability of
borrowings under our credit facility. Net cash provided by operating activities was $7.1 million in fiscal 2010 compared to net
cash provided by operating activities of $4.9 million in fiscal 2009.

Income before discontinued operations increased to $4.0 million during fiscal 2010 as compared to a loss before discontinued
operations of $220,000 in the prior fiscal year. At June 30, 2010, changes in accounts receivable, consisting primarily of amounts
due from our private label contract manufacturing customers, provided $1.1 million in cash during fiscal 2010 compared to
providing $706,000 in fiscal 2009. The increase in cash provided by accounts receivable during fiscal 2010 was primarily due to
the timing of shipments and collection of receivables combined with decreased days sales outstanding as compared to fiscal 2009.
Days sales outstanding was 29 days during fiscal 2010, as compared to 30 days for fiscal 2009.

At June 30, 2010, changes in inventory provided $2.0 million in cash during fiscal 2010 compared to $4.8 million of cash
provided in fiscal 2009. The decrease in inventory in fiscal 2010 was primarily related to declining sales demand and
management’s continued efforts to reduce our working capital investment in inventory.

Approximately $1.6 million of our operating cash flow was generated by NAIE in fiscal 2010. As of June 30, 2010, NAIE’s
undistributed retained earnings were considered indefinitely reinvested.

Cash used in investing activities in fiscal 2010 was $1.3 million compared to $3.0 million in fiscal 2009. Capital expenditures
were $2.5 million during fiscal 2010 compared to $4.5 million in fiscal 2009. Capital expenditures during fiscal 2010 and fiscal
2009 were primarily for manufacturing equipment in our Vista, California and Manno, Switzerland facilities. Additionally, during
fiscal 2010, we received $500,000 in proceeds related to the sale of the remaining assets of the legacy RHL business as compared
to $2.2 million in proceeds related to the sale of our As We Change business in fiscal 2009. We also invested $699,000 in a six
month certificate of deposit during fiscal 2009 that was converted to an interest bearing cash account during fiscal 2010.

At June 30, 2010, we had no consolidated debt due to the early pay-off of our two remaining term loans, compared to
consolidated debt of $1.3 million at June 30, 2009.
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We have a $7.5 million working capital line of credit as of June 30, 2010. The working capital line of credit has a maturity date of
November 1, 2011, is secured by our accounts receivable and other rights to payment, general intangibles, inventory and
equipment, has a fluctuating or fixed interest rate as elected by NAI from time to time and borrowings are subject to eligibility
requirements for current accounts receivable and inventory balances. As of June 30, 2010 and 2009, we did not have any amounts
outstanding on our working capital line of credit.

On June 30, 2010, we were in compliance with all of the financial and other covenants required under our credit facility.

On September 22, 2006, NAIE, our wholly owned subsidiary, entered into a credit facility, as amended, to provide it with a credit
line of up to CHF 1.3 million, or approximately $1.2 million, which was the initial maximum aggregate amount that could be
outstanding at any one time under the credit facility. This maximum amount is reduced annually by CHF 160,000, or
approximately $147,000. On February 19, 2007, NAIE amended its credit facility to provide that the maximum aggregate amount
that may be outstanding under the facility cannot be reduced below CHF 500,000, or approximately $461,000. As of June 30,
2010, there was no outstanding balance under this credit facility.

Under its credit facility, NAIE may draw amounts either as current account loan credits to its current or future bank accounts or as
fixed loans with a maximum term of 24 months. Current account loans will bear interest at the rate of 5% per annum. Fixed loans
will bear interest at a rate determined by the parties based on current market conditions and must be repaid pursuant to a
repayment schedule established by the parties at the time of the loan. If a fixed loan is repaid early at NAIE’s election or in
connection with the termination of the credit facility, NAIE will be charged a pre-payment penalty equal to 0.1% of the principal
amount of the fixed loan or CHF 1,000 (approximately $922), whichever is greater. The bank reserves the right to refuse
individual requests for an advance under the credit facility, although its exercise of such right will not have the effect of
terminating the credit facility as a whole.

As of June 30, 2010, we had $8.5 million in cash and cash equivalents and $3.9 million available under our working capital line
of credit. We believe our available cash, cash equivalents and potential cash flows from operations will be sufficient to fund our
current working capital needs and capital expenditures through at least the next twelve months.

Off-Balance Sheet Arrangements

As of June 30, 2010, we did not have any significant off-balance sheet debt nor did we have any transactions, arrangements,
obligations (including contingent obligations) or other relationships with any unconsolidated entities or other persons that have or
are reasonably likely to have a material current or future effect on our financial condition, changes in financial condition, results
of operations, liquidity, capital expenditures, capital resources, or significant components of revenue or expenses material to
investors.

Inflation

During early fiscal 2009, we experienced increases in various product raw material costs, transportation costs and the cost of
petroleum based raw materials and packaging supplies used in our business, which were associated with higher oil and fuel costs.
We currently believe petroleum related raw material and product cost pricing pressures have stabilized and will remain relatively
constant throughout fiscal 2011, although there is no assurance this will occur. We do not believe current inflation rates will have
a material impact on our future operations or profitability.

Recent Accounting Pronouncements

A discussion of recent accounting pronouncements is included under Note A in the notes to our consolidated financial statements
included under Item 8 of this report.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Natural Alternatives International, Inc.

We have audited the accompanying consolidated balance sheets of Natural Alternatives International, Inc. as of June 30, 2010 and
2009, and the related consolidated statements of operations and comprehensive income (loss), stockholders’ equity, and cash
flows for the years then ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. We were not engaged to perform an audit of the Company’s internal control over financial
reporting. Our audits included consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position
of Natural Alternatives International, Inc. at June 30, 2010 and 2009, and the consolidated results of its operations and its cash
flows for the years then ended, in conformity with U.S. generally accepted accounting principles.

/s/ Ernst & Young LLP

San Diego, California
September 17, 2010
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Natural Alternatives International, Inc.
Consolidated Balance Sheets
As of June 30
(Dollars in thousands, except share and per share data)

2010 2009
Assets
Current assets:
Cash and cash SQUIVAISIILS .........cccecuieiiiieitieiieieet ettt et ebeeae st esteesteessesseesseesseesseesseessesssessaensenssans $ 8,547 $ 3,995
CertifiCate OF AEPOSIt....viiiiiieiiieiiieie ettt ettt ettt et e et e e ae st e sreesaeesseessessseeseesseesseessensaenseensens — 699
Accounts receivable - less allowance for doubtful accounts of
$26 at June 30, 2010 and $27 at June 30, 2009.........c.ccoeeieerieirieeieeeeereeere ettt ens 4,632 5,685
LTS 1110 6 (= TN 1 =1 AR 7,310 9,320
INCOME tAX TECEIVADIE ...ttt e e e e e e s et e e eenaeeeeenneees 1,142 2
Prepaids and Other CUITENT @SSELS .......c.ievieieriieriieiieeieeiieieeteetesteesteesteeaesseeseeesaeesseessesseesseesseesseensens 1,354 1,259
Assets 0f diSCONTINUEA OPETALIONS.........ccvievieierieitierieeteeteetesteesteeaeeeeeeeesseesseesseesseesaesseesseessesseensens — 1,187
TOtAL CUITENE ASSEES....ecveeeeeiereeeeeitreeeeeeeeeeeteee e et e eeereeeeeaaeeeeeteeeseeseeeseeareeeeenseeeeensseeeennneesenrneean 22,985 22,147
Property and @qUIPIMENE, NMET........ccuiiiiiieiieie ettt ettt ettt et et e e ee st e saeeseeeteeneeeseesseeseeneesseenseeneenseans 12,968 14,133
0 Yo [ 4 01 4 1034 B R F PP R 36 —
Other NONCUITENT ASSEES, TIEL .....vvveiiiiiiieiiieieeeeeeieieeeeeeeeeeeeeeeeeeeeeeseaeeeteeeeseeetateeeeeessssaasseeessssensesseesssessnreaeees 159 159
TOLAL ASSEES .. vveeeeeeeereeeeeeeeeeee et et et et eeseeeeeeeeseseeese et ea e et ee e seeeeaseseeeseeueeeeene et enensenseanesaeeeeaeeneanen $36,148 $36,439
Liabilities and Stockholders’ Equity
Current liabilities:
ACCOUNES PAYADIE .......viiceivieietictie ettt ettt ettt ettt et et ae et e s eae et e s essesessesseseasesseteaseseesessesens $ 2,049 $ 4,327
ACCTUEA THADIIIEIES ...ttt et e e e et e e e eaaeeesenaaeeseaaeesenneeeenaeeeas 850 1,001
Accrued compensation and employee DEnefits..........ccoocvevieriiiciiiierieieieeeeee e 1,366 1,164
INCOME tAXES PAYADIC.......eiitiiiieiieie ettt ettt te et e ae st esteesbeesbeesbeessesseeseesseessessseseensenssans 289 490
Current portion Of Iong-terM debt.........ccvevvieiieiiirieiieieeie ettt e e e e essesseenseas — 669
Liabilities of discONtinUed OPEIAtIONS .........ccvervieriieiieeieieerteesteeteeeesreesteesreereeeeeereesreesbeesseesnesssesens 78 599
Total CUITENt LADIIITIES ......vveeiieeiee et e e e e e e e e e e eenneeeeenneeeens 4,632 8,250
Long-term debt, 165S CUITENT POTLION ......eevieevieiiieiieiieteeteeiesteeieetestesteeaeesaeseeesseesseesseessesssensesssesssensenssens — 598
| D ICa S w (=t I g, 1L SRR 906 1,054
Long-term pension HADIIILY .........coiieiiiiierieiicie ettt ettt ettt e st ebeebessaesaeesaeessesseesseesssessaesseessenseens — 505
TOtAl LIADIIILIES ..cvvvieeeeeeeee ettt e e e e e e et eeeeaaeeeeenaaeeeeareeeenneeseenneeseneeean 5,538 10,407
Commitments and contingencies
Stockholders’ equity:
Preferred stock; $.01 par value; 500,000 shares authorized; none issued or outstanding .................. — —
Common stock; $.01 par value; 20,000,000 shares authorized at June 30, 2010 and June 30, 2009,
issued and outstanding 7,290,677 at June 30, 2010 and 7,249,734 at June 30, 2009.................... 72 71
Additional paid-in CAPItAL .........ccceirieriieiieiieiereete ettt et et ste et et e b e esbesta e seebeenbesreensensaens 19,199 18,899
Accumulated other cOMPreNenSiVe 10SS......iviiiieiieriieiicie ettt seees (415) (565)
REtAINEA CAIMINES. ....eeetetietieteete ettt ettt st b et e bttt ea e sae e st e e bt enteestesbeebeeneeabeens 12,853 8,726
Treasury stock, at cost, 180,941 shares at June 30, 2010 and June 30, 2009.........ccccevirerereeincnnen. (1,099) (1,099)
Total StOCKNOIAEIS™ EQUILY ...euveeeieeeieiieii et eie ettt et e te sttt ae et e st esseesseeneeenseenaessaenseensens 30,610 26,032
Total liabilities and Stockholders” €QUILY .........cceeeieieiieiieieiee e $36,148 $36,439

See accompanying notes to consolidated financial statements.
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Natural Alternatives International, Inc.
Consolidated Statements Of Operations And Comprehensive Income (Loss)
For the Years Ended June 30
(Dollars in thousands, except share and per share data)

2010 2009
INEE SALES. ..ttt ettt ettt et e et e e et e e et e et e e et e et et e e ete et e eateeateeae et e et e eat e teeteeae e eearean $ 65,553 $ 73919
COSt OF ZOOAS SOLA ...cuveeeiiiieii ettt ettt e e ste e be e b e e abeeseesseesseesseesseessessaessaessensnans 54,702 64,514
GTOSS PLOTIE ..1ttiiietieteete ettt sttt et et et e et e et e st esteesseesaessaesseesseenseensesnsesseeseenseensennsessaeseensennsensnens 10,851 9,405
Selling, general & adminiStratiVve EXPEISES ......eeuveerrerrierreerieteeseesseesseesseeseseesseesseessessesseesseessesssenns 7,579 9,008
Operating income from continuing OPEratioNns .........cecueeeerieriereerieeieeieeeesteeteeeeenee e sreenseeeeeneas 3,272 397
Other expense:
INEEIEST INCOIMIE ... .ottt ettt ettt ettt et e et e et e et em b e eneesseesseenseeaeeneeeneesaeenaeenseans 15 14
Lo (T 1 40 1<) 1 1 PSP (109) (210)
FOreign eXchange 10SS .....c.eeouiiiiiiiiiee ettt ettt (203) (360)
(07113 T 1 1< SRRSO 52 32
(245) (524)
Income (loss) from continuing operations before INCOME taXES .......cccvervvervieieeierieerieeieseesieereeenens 3,027 (127)
(Benefit) provision fOr iNCOME tAXES .......cuervierrieiierieiieiiesieeteseeseeesteesseeseessesseesseesseesseessessaessesssens (943) 93
Income (10ss) from CONtINUING OPETALIONS .....eevevereieiieieeteeieeiesteeieeteeeeeseeesteeseessessaesseesseeseensesnnas 3,970 (220)
Income (loss) from discontinued operations, Nt Of taX.........ccevcveriierieriierieri e 157 (3,860)
NEL INCOIMIE (10SS) 1..vvveeeeeeeteeeeteeteee ettt eee et et et ete et et ete et eeese et eeeseetesseseesesseseesesseseesenseseesenseseeseneerenserens $ 4,127 $  (4,080)
Change in minimum pension liability, Net 0f taX.........ccecieiiiiirieieeee e 150 (304)
Comprehensive INCOME (0SS).....ievieiirierieriieieeieiie st et ete et esreesreesseebeesaessaesseesseessesssesssesseessens $ 4277 $ (4,384)
Net income (loss) per common share:
Basic:
CONtINUING OPETALIONS. ....eeuvreerieereeeieseieieeteeteaetesteesseessessessaesseesseesseessesssesseesseensesssesnens $ 0.56 $ (0.03)
DiScONtINUEd OPEIALIONS .....eevieerieeiieriesiieteeteettesteesreeseetesseesseessesseesseesseessesssesssesseessenns 0.02 (0.55)
NEL INCOME (10SS) ..veveeveriereeeeeeteeeteeteeteteete et ete et et eteete e ete et eeete et eseeseeseneeseesesseseeseneeseeseneas $ 0.58 $ (0.58)
Diluted:
CONtINUING OPETATIONS. ......vcveevvieiieteeeeeteeeeeetesetetese et esese s ebessesesesssesess et esessssesesssesesnaens $ 0.56 §  (0.03)
DiScontinued OPEIATIONS .......cc.eerieeierierieerteee ettt te et et eee et e eneesseesseenteeneeenaenneas 0.02 (0.55)
NELINCOME (0SS ..vvievvieieeteeeeeeteeeeeeeeeeee ettt ettt ee ettt s st et aeeseaees s aeneeseeens $ 0.58 $  (0.58)
Weighted average common shares outstanding
BaSIC .ttt bbbt h et he bbbttt enee 7,080,516 7,055,952
DIHIUEEA. ..ottt ettt b et b e bt e s ettt et b et eb et et enee 7,108,661 7,055,952

See accompanying notes to consolidated financial statements.
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Natural Alternatives International, Inc.
Consolidated Statements Of Stockholders’ Equity
For the Years Ended June 30
(Dollars in thousands)

Accumulated

Additional Other
Common Stock Paid-in Retained Treasury Comprehensive
Shares Amount Capital Earnings Stock Loss Total

Balance, June 30, 2008 .........ccccocevireeieieieienenne. 7,210,937 $ 71 §$ 18,485 $12,806 $(1,099) $ (261) $30,002
Issuance of common stock for employee stock

purchase plan and stock option exercises.......... 38,797 — — — — —
Compensation expense related to stock options

and employee stock purchase plan.................... — — 325 — — — 325
Tax benefit from exercise of stock options............ — — 89 — — — 89
Change in minimum pension liability, net of tax... — — — — — (304) (304)
INEL LOSS 1ttt — — — (4,080) — — (4,080)
Balance, June 30, 2009 .........ccccoceviriiiiieieienee. 7,249,734 71 18,899 8,726  (1,099) (565) 26,032
Issuance of common stock for employee stock

purchase plan and stock option exercises.......... 40,943 1 49 — — — 50
Compensation expense related to stock options

and employee stock purchase plan.................... — — 251 — — — 251
Change in minimum pension liability, net of tax..... — — — — — 150 150
NEt INCOME ...vvvviiiiieiiiiiieee e — — — 4,127 — — 4,127
Balance, June 30, 2010 .......cccoceviviiiniiieieienee. 7,290,677 $ 72 $19,199 $12,853 $(1,099) $ (415) $30,610

See accompanying notes to consolidated financial statements.
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Natural Alternatives International, Inc.
Consolidated Statements Of Cash Flows
For the Years Ended June 30
(in thousands)

2010 2009
Cash flows from operating activities
Income (loss) before disCONtINUEd OPEIALIONS .......ccveevireereieriieriieieeeiesteesreereeresseesteeseessesssesseesseesesssensens $ 3,970 $ (220)
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Provision for uncollectible accounts reCeivVable..........ccviviieeiiiierieiieie ettt (1) 10
Depreciation and amOTtIZATION .........ccverieriierieeieetiesteeteeteeeesteesseesesaesseesseesseessesssesseesseessesssesssenseens 3,346 3,143
Non-cash equipment impPairmMent CRATEE. .........ccverviecieeieriereeie e reereesreereeaesreesseeseesseesaessaesseessens 325 —
Tax benefit from exercise of StOCK OPLIONS ....cccveiiviieiiieiiieeieecieeee e seve e e — (89)
DEferred INCOME tAXES. ... .ecvieeiieiieitieiteeie et ste ettt et e ett e e e e teebeesbeesseesaesesesseesseesseesseessessaessessseseans — (61)
NON-CASH COMPENSALION ......veieiiiieiiieiiieieeete ettt ettt et e e et e et eeteesbeesbeeebeeasessseseesseessesssesaeessesseas 251 325
PONSION ©XPEIISE ...eeeuvieeiiiieiieeiieeieeeieeeteeeteeeteeebeesteeesbeessseessseesssaeasseesssaeasseessseeasseesssaeassesnseeenseennses 59 3
L 0SS 0N dISPOSAL OF ASSELS .....evieiieuieiieieieete ettt ettt sttt et et bt eebe et e st et e e et e sbeaneeaea 12 39
Changes in operating assets and liabilities:
ACCOUNTS TECEIVADIE. .....oiiiiiiiiiiiiiii it e e ettt e e e e e eetaa e e e e e e e eeaaaaeeeseeeannes 1,054 706
TOVEINTOTIES ..ot e e e ettt e e e e e e ettt e e e e e e e eesaaaeseeesseannsaaeeeeeeeeannnres 2,010 4815
(0111 T3 QT USRSt 95) (35)
Accounts payable and accrued lHabilities . .........ccooiririiieieeee e (2,577) (3,075)
INCOME tAXES PAYADIC. .....eiuieiieiiee ettt ettt ettt et eneens (1,341) 1,522
Accrued compensation and employee benefits..........ocovevieiiriiiienienieeeeeee e 202 (168)
Contribution t0 PENSION PLAN .....eeouiiiiiiiiiei ettt e (450) —
Net cash provided by operating activities from continuing OpPerations............cceeevueerueruenieneeneerierreeneennes 6,765 6,915
Net cash provided (used) by operating activities from discontinued operations ............cccceceevuereereereeneennene 323 (2,028)
Net cash provided by Operating aCtIVILIES .......cverviervieriieieeierieseeteeteeeeeeeseeesseesseesseesseessesssesseesseesesssesses 7,088 4,887
Cash flows from investing activities
Capital EXPENAITUIES ....o.eiieiieietieieee ettt ettt ettt e st e e te et e eateeseees e e beeseenaebeeneeeneenseensesneens (2,533) (4,530)
Proceeds from sale of property & SqUIPIMENT ........coceeruieiireieeiertieie ettt et eteeiee st eseeeee e saeeeeeneas 15 38
Sale (redemption) of certificate Of AEPOSIt........ccueruiiiiiiiieieriee et e 699 (699)
Net cash used in investing activities from continuing OPErations..........cceecueveeriieniiriienieneeneee e neenees (1,819) (5,191)
Net cash provided by investing activities from discontinued operations, including proceeds
TOIMN ASSEL SALES ...ttt ettt ettt bttt b e st e st e st et e s et e beeaeebeeneente e e teabeeeeenes 500 2,155
Net cash used in INVESING ACHIVILIES .....eoverierieriieii et eieeiee ettt et ebesaesaeseeesseeseessesseesseenseennenseennes (1,319) (3,036)
Cash flows from financing activities
Payments on 1ong-term debt .........cooiiiiiiieiee et sttt (1,267) (1,463)
Issuance Of COMMON SEOCK .........eiiuiiiieie ettt ettt ettt e e e bt e beenseeneeeneas 50 —
Tax benefit from exercise 0f StOCK OPTIONS........uiiiiiiiiei et — 89
Net cash used in fINANCING ACHIVILIES . .....eruirtiieiietiee ettt ettt ettt sttt sb e s e st e b eseeaeeseeneene (1,217) (1,374)
Net increase in cash and cash eQUIVAIENLS ..........ccuevieiiiiiieiieiieie et be e eeees 4,552 477
Cash and cash equivalents at beginning Of YEAT .........ccevviiriiriiriieiicieeeeetee et 3,995 3,518
Cash and cash equivalents at €nd Of YEAT.........ceecuiiieiieiieiiee e ae e seeas $ 8,547 $ 3,995
Supplemental disclosures of cash flow information
Cash paid during the year for:
TAXES.cvuvveeeeeeteteeet et et te e et et e s et et et essas et e st et et s et et et e ettt e ettt e et et et eet et et e ettt eat et et eat et etnen st etees et et esnas et eteretenas § 411 § 109
TIEEIESE ...ttt ettt ettt ettt et ettt et ee bt e et et eee e b et e ae et eteee e s et et et et eet et et eas et et ees s e s et ees st eseatesetesesenan § 119 § 267
Disclosure of non-cash activities:
Change in minimum pension liability, Net 0f taX.........ccoeoiiiiiiiiiei e $§ (150) $ 304

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A. Organization and Summary of Significant Accounting Policies
Organization

We provide private label contract manufacturing services to companies that market and distribute vitamins, minerals, herbs, and
other nutritional supplements, as well as other health care products, to consumers both within and outside the U.S. We also
develop, manufacture and market our own branded products.

Subsidiaries

On January 22, 1999, Natural Alternatives International Europe S.A. (NAIE) was formed as our wholly owned subsidiary, based
in Manno, Switzerland. In September 1999, NAIE opened its manufacturing facility and possesses manufacturing capability in
encapsulation, powders, tablets, finished goods packaging, quality control laboratory testing, warehousing, distribution and
administration.

On December 5, 2005, we acquired Real Health Laboratories, Inc. (RHL), which primarily marketed branded nutritional
supplements. RHL’s operations included in-house creative, supply chain management and call center and fulfillment activities.
During the fourth quarter of fiscal 2008, we undertook a careful review of our branded products portfolio and operations. As a
result of this review, we decided to narrow our branded products focus and portfolio. On August 4, 2008, we sold certain assets
related to RHL’s catalog and internet business conducted under the name “As We Change®” and on July 31, 2009, we sold
substantially all of the remaining assets of RHL related to its wholesale and direct-to-consumer business. As a result, the current
and prior periods presented in this report have been reclassified to reflect the originally acquired RHL operations as discontinued
operations.

Principles of Consolidation

The consolidated financial statements include the accounts of Natural Alternatives International, Inc. (NAI) and our wholly
owned subsidiary, NAIE. All significant intercompany accounts and transactions have been eliminated. The functional currency
of NAIE, our foreign subsidiary, is the U.S. dollar. The financial statements of NAIE have been translated at either current or
historical exchange rates, as appropriate, with gains and losses included in the consolidated statements of operations.

Recent Accounting Pronouncements

During the first quarter of 2010, the Company adopted the Accounting Standards Codification (ASC) as issued by the Financial
Accounting Standards Board (FASB). The ASC has become the source of authoritative GAAP recognized by the FASB to be
applied by nongovernmental entities. The ASC is not intended to change or alter existing GAAP. The adoption of the ASC did
not have a material impact on our consolidated financial statements.

Effective June 15, 2009, the Company adopted the updated guidance related to subsequent events issued by the FASB, which
establishes general standards of accounting for and disclosure of events that occur after the balance sheet date but before financial
statements are issued or are available to be issued. The updated guidance initially required the disclosure of the date through
which an entity has evaluated subsequent events and the basis for that date — that is, whether that date represents the date the
financial statements were issued or were available to be issued. However, in February 2010, the FASB amended the guidance to
remove the requirement to disclose the date through which subsequent events were evaluated. Adoption of the updated guidance
did not have a material impact on the Company’s consolidated financial condition, results of operations or statements of cash
flows.

In January 2010, the FASB issued a new accounting standard which amends guidance on fair value measurements and
disclosures. The new guidance requires disclosure of transfers into and out of Level 1 and Level 2 fair value measurements, and
also requires more detailed disclosure about the activity within Level 3 fair value measurements. This standard is effective for
annual and interim reporting periods beginning after December 15, 2009, except for the requirements related to Level 3
disclosures, which are effective for annual and interim reporting periods beginning after December 15, 2010. The Company
adopted the relevant provisions of this guidance, and the adoption did not have a material impact on the Company’s financial
statements.

Cash and Cash Equivalents

We consider all highly liquid investments with a maturity of three months or less when purchased to be cash equivalents.
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Fair Value of Financial Instruments

Our financial statements include the following financial instruments: cash and cash equivalents, certificates of deposit, accounts
receivable, accounts payable, and accrued expenses. We believe the carrying amounts of these assets and liabilities in the
financial statements approximate the fair values of these financial instruments at June 30, 2010 and June 30, 2009. Fair value is
defined as the exchange price that would be received to sell an asset or paid to transfer a liability (i.e., the “exit price”) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants at the
measurement date.

We use a three-level hierarchy for inputs used in measuring fair value that maximizes the use of observable inputs and minimizes
the use of unobservable inputs by requiring that observable inputs be used when available. Observable inputs are inputs that
market participants would use in pricing the asset or liability based on market data obtained from independent sources.
Unobservable inputs are inputs that reflect our assumptions about the inputs that market participants would use in pricing the
asset or liability and are developed based on the best information available under the circumstances.

The fair value hierarchy is broken down into three levels based on the source of inputs. In general, fair values determined by
Level 1 inputs use quoted prices (unadjusted) in active markets for identical assets or liabilities that the Company has the ability
to access. We classify cash, cash equivalents, and marketable securities balances as Level 1 assets. Fair values determined by
Level 2 inputs are based on quoted prices for similar assets or liabilities in active markets, quoted prices for identical or similar
assets or liabilities in markets that are not active and models for which all significant inputs are observable or can be
corroborated, either directly or indirectly by observable market data. Level 3 inputs are unobservable inputs for the asset or
liability, and include situations where there is little, if any, market activity for the asset or liability. These include certain pricing
models, discounted cash flow methodologies and similar techniques that use significant unobservable inputs. As of June 30, 2010
and June 30, 2009, we did not have any financial assets or liabilities classified as Level 2 or 3.

Accounts Receivable

We perform ongoing credit evaluations of our customers and adjust credit limits based on payment history and customer credit-
worthiness. An allowance for estimated doubtful accounts is maintained based on historical experience and identified customer
credit issues. We monitor collections regularly and adjust the allowance for doubtful accounts as necessary to recognize any
changes in credit exposure. Upon conclusion that a receivable is uncollectible, we record the respective amount as a charge
against allowance for doubtful accounts.

Inventories

Our inventories are recorded at the lower of cost (first-in, first-out) or market (net realizable value). Such costs include raw
materials, labor and manufacturing overhead.

Property and Equipment

We state property and equipment at cost. Depreciation of property and equipment is provided using the straight-line method over
their estimated useful lives, generally ranging from 1 to 39 years. We amortize leasehold improvements using the straight-line
method over the shorter of the life of the improvement or the term of the lease. Maintenance and repairs are expensed as incurred.
Significant expenditures that increase economic useful lives are capitalized.

Impairment of Long-Lived Assets

We periodically evaluate the carrying value of long-lived assets to be held and used, including certain identifiable intangible
assets, when events and circumstances indicate that the carrying amount of an asset may not be recovered. Recoverability of
assets to be held and used is measured by a comparison of the carrying amount of an asset to future net cash flows expected to be
generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured by the amount
by which the carrying amount of the assets exceeds the fair value of the assets. Assets to be disposed of are reported at the lower
of the carrying amount or fair value less costs to sell. During fiscal 2010, we recorded an impairment loss of $325,000 included in
cost of goods sold related to manufacturing equipment that was determined to be obsolete.

Goodwill and Other Intangible Assets

Goodwill and other intangible assets with indefinite useful lives are not amortized, but are reviewed annually for impairment or
more frequently if impairment indicators arise. Separable intangible assets that have finite lives are amortized over their useful
lives. Goodwill and other intangible assets with indefinite useful lives resulting from acquisitions are not amortized. We did not
have any goodwill or other intangibles as of June 30, 2010.
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Derivative Financial Instruments

We may use derivative financial instruments in the management of our foreign currency exchange risk inherent in our forecasted
transactions denominated in Euros. We may hedge our foreign currency exposures by entering into offsetting forward exchange
contracts and currency options. To the extent we use derivative financial instruments, we account for them using the deferral
method when such instruments are intended to hedge identifiable, firm foreign currency commitments or anticipated transactions
and are designated as, and effective as, hedges. Foreign exchange exposures arising from certain transactions that do not meet the
criteria for the deferral method are marked-to-market.

We recognize any unrealized gains and losses associated with derivative instruments in income in the period in which the
underlying hedged transaction is realized. In the event the derivative instrument is deemed ineffective we would recognize the
resulting gain or loss in income at that time. As of June 30, 2010, we did not have any derivative financial instruments.

Revenue Recognition

To recognize revenue four basic criteria must be met: 1) there is evidence that an arrangement exists; 2) delivery has occurred; 3)
the fee is fixed or determinable; and 4) collectability is reasonably assured. Revenue from sales transactions where the buyer has
the right to return the product is recognized at the time of sale only if (1) the seller’s price to the buyer is substantially fixed or
determinable at the date of sale; (2) the buyer has paid the seller, or the buyer is obligated to pay the seller and the obligation is
not contingent on resale of the product; (3) the buyer’s obligation to the seller would not be changed in the event of theft or
physical destruction or damage of the product; (4) the buyer acquiring the product for resale has economic substance apart from
that provided by the seller; (5) the seller does not have significant obligations for future performance to directly bring about resale
of the product by the buyer; and (6) the amount of future returns can be reasonably estimated. We recognize revenue upon
determination that all criteria for revenue recognition have been met. The criteria are usually met at the time title passes to the
customer, which usually occurs upon shipment. Revenue from shipments where title passes upon delivery is deferred until the
shipment has been delivered.

We record reductions to gross revenue for estimated returns of private label contract manufacturing products and branded
products. The estimated returns are based on the trailing six months of private label contract manufacturing gross sales and our
historical experience for both private label contract manufacturing and branded product returns. However, the estimate for
product returns does not reflect the impact of a large product recall resulting from product nonconformance or other factors as
such events are not predictable nor is the related economic impact estimable.

We currently have rights to certain U.S. patents, and each patent’s corresponding foreign patent applications. All of these patents
and patent rights relate to the ingredient known as beta-alanine marketed and sold under the CarnoSyn® trade name. We have
sold this ingredient to a customer for use in a limited market, and in March 2009 entered into an agreement to sublicense with CSI
under which we agreed to grant a sublicense of certain of our patent rights to customers of CSI who purchase beta-alanine from
CSI. We receive a fee from CSI that varies based on the amount of net sales of beta-alanine sold by CSI less CSI’s costs and other
agreed upon expenses. We recorded royalty income as a component of revenue in the amount of $958,000 in fiscal 2010 and
$515,000 in fiscal 2009. These royalty income amounts are offset by royalty expense paid to the original patent holders. We
recognized royalty expense as a component of cost of goods sold in the amount of $187,000 in fiscal 2010 and $107,000 in fiscal
20009.

Cost of Goods Sold

Cost of goods sold includes raw material, labor, manufacturing overhead, and royalty expense.

Shipping and Handling Costs

We include fees earned on the shipment of our products to customers in sales and include costs incurred on the shipment of
product to customers in costs of goods sold.

Research and Development Costs

As part of the services we provide to our private label contract manufacturing customers, we may perform, but are not obligated
to perform, certain research and development activities related to the development or improvement of their products. While our
customers typically do not pay directly for this service, the cost of this service is included as a component of the price we charge
to manufacture and deliver their products.

Research and development costs are expensed when incurred. Our research and development expenses for the last two fiscal years
ended June 30 were $1.3 million for 2010 and $1.2 million for 2009. These costs are included in selling, general and
administrative expenses.
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Advertising Costs

We expense the production costs of advertising the first time the advertising takes place. We incurred and expensed advertising
costs in continuing operations in the amount of $65,000 during the fiscal year ended June 30, 2010 and $118,000 during fiscal
2009. These costs were included in selling, general and administrative expenses in the accompanying statements of operations.

Income Taxes

We account for income taxes using the asset and liability method. Under this method, deferred tax assets and liabilities are
recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases and operating loss and tax credit carry forwards. Deferred tax assets
and liabilities are measured using enacted tax rates, for each of the jurisdictions in which we operate, expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets
and liabilities of a change in tax rates is recognized in operations in the period that includes the enactment date.

We account for uncertain tax positions using the more-likely-than-not recognition threshold. Our practice is to recognize interest
and/or penalties related to income tax matters in income tax expense. As of June 30, 2010 and June 30, 2009, we had not recorded
any tax liabilities for uncertain tax positions.

We are subject to taxation in the U.S., Switzerland and various state jurisdictions. Our tax years for the fiscal year ended June 30,
2006 and forward are subject to examination by the U.S. and state tax authorities and our tax years for the fiscal year ended
June 30, 2007 and forward are subject to examination by the Switzerland tax authorities.

We do not record U.S. income tax expense for NAIE’s retained earnings that are declared as indefinitely reinvested offshore, thus
reducing our overall income tax expense. The amount of earnings designated as indefinitely reinvested in NAIE is based on the
actual deployment of such earnings in NAIE’s assets and our expectations of the future cash needs of our U.S. and foreign
entities. Income tax laws are also a factor in determining the amount of foreign earnings to be indefinitely reinvested offshore.

It is our policy to establish reserves based on management’s assessment of exposure for certain positions taken in previously filed
tax returns that may become payable upon audit by tax authorities. The tax reserves are analyzed at least annually, generally in
the fourth quarter of each year, and adjustments are made as events occur that warrant adjustments to the reserve.

Stock-Based Compensation

We have a new omnibus incentive plan that was approved by our Board of Directors effective as of October 15, 2009 and
approved by our stockholders at the Annual Meeting of Stockholders held on November 30, 2009. Under the plan, we may grant
nonqualified and incentive stock options and other stock-based awards to employees, non-employee directors and consultants. As
of June 30, 2010, no awards had been granted under the plan. Our prior equity incentive plan was terminated effective as of
November 30, 2009. We also had an employee stock purchase plan that was terminated effective as of June 30, 2009.

We estimate the fair value of stock option awards at the date of grant and estimated employee stock purchase plan shares at the
beginning of the offering period using the Black-Scholes option valuation model. The Black-Scholes option valuation model was
developed for use in estimating the fair value of traded options that have no vesting restrictions and are fully transferable. Option
valuation models require the input of highly subjective assumptions. Black-Scholes uses assumptions related to volatility, the
risk-free interest rate, the dividend yield (which we assume to be zero, as we have not paid any cash dividends) and employee
exercise behavior. Expected volatilities used in the model are based mainly on the historical volatility of our stock price. The risk-
free interest rate is derived from the U.S. Treasury yield curve in effect in the period of grant. The expected life of stock option
grants is derived from historical experience.

The per share fair value of options granted in connection with stock option plans and rights granted in connection with the
employee stock purchase plan reported below has been estimated at the date of grant or beginning of the offering period, as
applicable, with the following weighted average assumptions:

Employee Stock Options Employee Stock Purchase Plan
Fiscal Years Ended June 30, Fiscal Years Ended June 30,
2010 2009 2010 2009
Expected 1ife (YarS) ..ccvevierierierieieeieeieeeeeeieeie e (a) 4.0 (a) 0.5
Risk-free interest rate..........ocveveeveeeierieniieieeieseee e (a) 2.53-3.45% (a) 0.28-3.32%
VOIatility c.eeeneeeiieieeie e (a) 34% (a) 33%
Dividend yield .....c.ccccovieriieriiiiieiecieeete e e (a) 0% (a) 0%

(a) No options granted during fiscal 2010.
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The weighted average fair value of options granted during fiscal 2009 was $1.80. We did not issue any options during fiscal 2010.
The weighted average fair value of shares issued in connection with our employee stock purchase plan during fiscal 2009 was
$0.63. We did not issue any shares under the employee stock purchase plan during fiscal 2010 as it was terminated effective

June 30, 20009.

We have amortized the estimated fair value of our stock option awards to expense over the options’ vesting periods and of our
employee stock purchase plan shares to expense over the offering period. No new options were granted during fiscal 2010.

The aggregate intrinsic value of awards outstanding as of June 30, 2010 was $62,000. The aggregate intrinsic value of awards
exercisable as of June 30, 2010 was also $62,000. In addition, the aggregate intrinsic value of awards exercised was $278,000
during fiscal 2010 and $255,000 during fiscal 2009. The total remaining unrecognized compensation cost related to unvested
awards amounted to $239,000 at June 30, 2010 and is expected to be recognized over the next 2.0 years. The weighted average
remaining requisite service period of the unvested awards was 1.1 years. The total fair value of shares vested during the fiscal
year ended June 30, 2010 was $275,000. The total fair value of shares vested during the fiscal year ended June 30, 2009 was
$419,000.

Use of Estimates

Our management has made a number of estimates and assumptions relating to the reporting of assets and liabilities, revenue and
expenses, and the disclosure of contingent assets and liabilities to prepare these consolidated financial statements in conformity
with GAAP. Actual results could differ from those estimates.

Net Income (Loss) per Common Share

We compute basic net income per common share using the weighted average number of common shares outstanding during the
period, and diluted net income per common share using the additional dilutive effect of all dilutive securities. The dilutive impact
of stock options account for the additional weighted average shares of common stock outstanding for our diluted net income per
common share computation. We calculated basic and diluted net income per common share as follows (in thousands, except per
share data):

For the Years Ended June 30,

2010 2009
Numerator
NEL TNCOME (10SS) ovevevieteeeee et et ettt ettt et et et e ettt e et et ete et eaeeteeseseeteesensese et esseseesesseseeseseesesseseeseseeseneesenna $ 4,127 $ (4,080)
Denominator
Basic weighted average common shares oUutStanding...........cceceeeuerierieriiereee et 7,081 7,056
Dilutive effect 0f StOCK OPLIONS ...cveeiiiiiiiiiecie ettt re et b e e aeesreesbeebeesbeessessseeeens 28 —
Diluted weighted average common shares outStanding.............cccvecueeeiervierieneenieeiee et 7,109 7,056
Basic net income (10SS) Per COMMON SHATE ...........ccovieiieiiiieitieieeie ettt ettt b e steesbeereereees $ 0.58 $ (0.58)
Diluted net income (10SS) PEr COMMON SNATE .........cceeeieriieriieiieiieiereeseeie et ete st e steesteebeesseeraesseesseesseseens $ 058 §  (0.58)

Shares related to stock options of 433,000 for the fiscal year ended June 30, 2010 and 715,000 for fiscal 2009, were excluded
from the calculation of diluted net loss per common share, as the effect of their inclusion would be anti-dilutive.

Concentrations of Credit Risk

Financial instruments that subject us to concentrations of credit risk consist primarily of cash and cash equivalents and accounts
receivable. We place our cash and cash equivalents with highly rated financial institutions. Credit risk with respect to receivables
is concentrated with our two largest customers, whose receivable balances collectively represented 70% of gross accounts
receivable at June 30, 2010 and 77% at June 30, 2009. Concentrations of credit risk related to the remaining accounts receivable
balances are limited due to the number of customers comprising our remaining customer base.

B. Discontinued Operations

In an effort to enhance stockholder value, improve working capital and enable us to focus on our core contract manufacturing
business, during the fourth quarter of fiscal 2008 we undertook a careful review of our branded products portfolio and operations.
As aresult, we decided to narrow our branded products focus and portfolio and developed a plan to do so, which included a
decision to sell the legacy business of RHL. On August 4, 2008, RHL sold certain assets related to its catalog and internet
business conducted under the name “As We Change®” to Miles Kimball Company for a cash purchase price of $2.3 million. We
recorded a loss of $226,000 as a result of this sale and recognized $221,000 in severance and related payroll costs during fiscal
2009.
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On July 29, 2009, we entered into an Asset Purchase Agreement with PharmaCare US Inc. and PharmaCare Laboratories Pty Ltd.
for the sale of substantially all of the remaining assets of RHL related to its wholesale and direct-to-consumer business. The sale
closed on July 31, 2009 for a cash purchase price of $500,000. NAI provided a guarantee of RHL’s indemnity obligations under
the Asset Purchase Agreement, which potential liability is capped at the amount of the purchase price paid by the buyers to RHL.
We recorded a loss of $6,000 as a result of this sale during the first quarter of fiscal 2010. RHL agreed to provide certain
transition services and support to the buyers for a period of up to six months and received an amount equal to $9,000 per month
for such services. Following the sale of substantially all of the assets of RHL, we changed the name of RHL to Disposition
Company, Inc.

As part of the original Asset Purchase Agreement, we had the potential to receive up to an additional $500,000 from the buyers as
a conditional earn-out if the RHL business acquired by the buyers met or exceeded certain budgeted profitability criteria during
the period August 1, 2009 through July 31, 2010. Effective as of February 12, 2010, based on the loss of one or more customers,
the results of operation of the RHL business since the closing date of the sale, the anticipated results of operation of the RHL
business through July 31, 2010, and the corresponding anticipated reduction in and/or elimination of the conditional earn-out
amount, and in an effort to avoid the time and expense associated with the procedures required in connection with the earn-out,
including, without limitation, the time and expense associated with the preparation of the required reports and a review of the
books and records of PharmaCare US and PharmaCare Australia, we amended the Asset Purchase Agreement to eliminate the
potential earn-out compensation.

As a result of our decision to sell the legacy RHL business, we initiated an operational consolidation program during the first
quarter of fiscal 2009 that transitioned the remaining branded products business operations to our corporate offices. We
substantially completed this operational consolidation program as of September 30, 2008. The program resulted in a charge to
discontinued operations of $823,000 in severance and other business related exit costs during the year ended June 30, 2009.

As the plan to dispose of the legacy RHL business met the criteria of accounting for the impairment or disposal of long-lived
assets, the current and prior periods presented in this report have been reclassified to reflect the legacy RHL business as
discontinued operations.

During the third quarter of fiscal 2009, RHL’s wholesale operation experienced a decline in sales activity from one of its largest
customers as a result of the discontinuance of certain RHL product lines. Historically these product sales represented a significant
portion of RHL’s overall annual sales to this customer. Additionally, during this same period we received feedback from multiple
parties related to their preliminary interest in acquiring the then remaining RHL operations. Due in part to the expected decline in
future RHL sales as noted above and the current depressed worldwide economic conditions, the preliminary purchase price
valuations provided by these third parties provided us with an indication that an impairment of the RHL net asset carrying values
may exist.

We performed an analysis that compared the fair value of RHL’s net assets as indicated by the third party purchase price
valuations noted above to the current carrying amounts to determine if an impairment of value was evident. As a result of this
analysis, we determined that as of the related measurement date the book value of RHL’s net assets exceeded the fair value by
approximately $1.8 million and recorded an impairment charge for this amount to discontinued operations during the third quarter
of fiscal 20009.

The following table presents the activity and the reserve balances related to the restructuring programs described above for the
years ended June 30, 2010 and June 30, 2009 (in thousands):

Balance at Charges to Cash Balance at
June 30, 2009 Expense Payments June 30, 2010
Employee termination COSS.........coviuivieiiriveeriirieereereeereeeeeseseeseeeevenenns $ 19 $ 1 $ 20 $ —
Lease liabilities and related facility closure Costs.........ccevvevverriecvennnnns 15 1 (16) —
TOAL e e e s e s e s e e s s e es e es e eeseeeerens $ 34 8 2 8 36 $ —
Balance at Charges to Cash Balance at
June 30, 2008 Expense Payments June 30, 2009
Employee termination COSES.........cviirieirririeirrieeriireeeresseeeesesseeerenenes $ — $ 936 $ 917) 3 19
Lease liabilities and related facility closure costs.........ccoevververieecuennnnns — 108 93) 15
TOAL oo e e e e e $ —  $ 1,044 $(1,0100 $ 34
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The following table summarizes the results of discontinued operations for the years ended June 30 (in thousands):

2010 2009

INEE SALES ...ttt ettt ettt e e et e et e et e et e et e eaaeeet e et e et et e et e eat e et s et e et e enteete et s et e eatenreeteenreereen $ 323 $ 2,913
Cost of g200ds s0ld and OPETrating EXPEINSES ......ecvierverrerieriieieeieeeienteeteeteestesseenseesessessaesseesesssesssesseesseessennes 155 3,648
RESIIUCTUIING ©XPEIISES ...vveuvienvieereieieieteettertteteeteesteesaesteesseesseessesssesssesseesseesseesseasseassesssesssesseessesssesssesseessesnsenses 2) 1,044
Intangible IMPAIrMEnt CRHATZES .......ccccvieiieiieieicie ettt e e s te e b e e seesbesssessnesseenseensennes — 1,804
L 0SS 0N Sale Of AS WE CRANGE™ ......ocviiiiiiiieiieiieieeie ettt ste ettt st e steesbeesbeesbeesbessaesseessaessesssesssesssesseenns — 226
Loss on sale of remaining legacy RHL @SSELS .......c.cccveviiriiiiieiieiesiieieeie ettt sreesre s sseesne e 6 —
OtHET EXPEIISE ...evvieteetieitiesteeieeteete et eett e st esteesbeesbeesaessaessaesseessesssesssesseeseesseesseesseasseassensaesseessesssesssenseensenssenses 7 51
Income (10SS) DEfOre INCOME TAXES ...euvieuvieerieiieriieriieieerieetestesttesteeteesteeseesseesseeseensesnsesssesseenseensesnsesseensesnsesses 157 (3,860)
INCOME tAX DENETIL ....e.viiiiieiieiie ettt et ettt b e bttt b e bt bttt ese e et — —
Income (loss) from disCONtINUEd OPEIALIONS. ......c.eeiiieieiiiiseeteee ettt et et e et ee ettt eneeneeseenseseeneeneeseenes $ 157 $(3,860)

Assets and liabilities of discontinued operations included in the consolidated balance sheets are summarized as follows at June 30
(in thousands):

2010 2009
Assets
CASN ettt ettt ettt et et ettt et et ettt e et et et et eas et et ete et eaeetnsens $— $ 144
ACCOUNES TECEIVADIE, TEE.....eiiieiiiiiiiiie ettt et e e et e e s et e e e at e e e seaaeeeseaaaeessaeeessnnaeesaaeeeas — 510
BTN 1170) o 280 1 1< O OO — 286
OtRET CUITENE ASSELS....eeuviieiieiiieeitieeiteeestteeitte et e eteeeteeeteesbeessteessseeasseesssaeasseessseensseesssaensseesnseessseesnseenseens — 39
Plant and €qQUIPIMENT, NET.......cceiiuieriieiiiieiieite ettt ettt e teeteebeeesestsesreesseesseessesseesssesseesseesseessesssesssesseesens — —
G0oodwill and INtANGIDIE ASSELS .....eeueeeiiieieiietiee ettt ettt et et a ettt e et esne et e e eneea — 208
TOAL @SSEES ...ttt ettt a e st e et e e et eea e et e et e ee e e e et e et eaaeeaaeeateea e e e e eaesatesatesateeaeetesatenae et e satesaeeaeen $— $1,187
Liabilities
ACCIUEA THADIIEIES ...vvieceietiiceietit ettt ettt ettt ettt ettt ss et et e st et e s eseeba b eseebessesesbessesessensesesens $§ 78 § 599
TOTA] THADIIITIES. ...eeeveeeiieeiie et ettt ettt et e ettt e et eetbeestae e tbeessaeesseessaeessseessseensseesssaasseesssaeasseesssaensseessseansseenses 78 599
Net assets of diSCONtINUEA OPETALIONS. ........eevieieerieriieteereiteseereesteetestesteesseeseesseessesseesseessesssassesseessesssesssessenns $ 78 $ 3588
C. Inventories
Inventories, net, consisted of the following at June 30 (in thousands):
2010 2009
RAW INALETIALS ...ttt et ettt a e e e et e e et e eaeeeaeste st esateeteeeeeaaeensesseeaeensesaesaneses $5,541 $6,368
WOTK 111 PIOZIESS ...vvvevieiieiiieiiieiteete st et e eteeteeetesteesteesbeesseesbeesaesseesseessesssesssesseesseessaasseassenssenseenseessenssessnenses 1,000 1,445
FINISNEA ZOO0MS....c.uiiiieiiieiieciieieee ettt et ettt ettt e e saesaaesae e beesseessesseeeseessaesseesseessenseessanssessnesseenees 1,605 2,287
RESEIVE ..ottt ettt ettt ettt e et este e be e beeaseesb e et b esbeesseesbeesaesseeeae e st enbeanbeess et e enseesbeenbeenaenaeennes (836) (780)

$7,310 $9,320
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D. Property and Equipment

Property and equipment consisted of the following at June 30 (dollars in thousands):

Depreciable Life
In Years 2010 2009
LANG ...ttt ettt ettt sttt ettt ettt nee e s NA $ 393 § 393
Building and building improvements.............ccceoererereeieieieieese e 7-39 2,755 2,679
Machinery and eqUIPIMENL..........ccuerieiieiireie ettt ettt see e see e e 3-12 25,403 23,681
Office equipment and fUIMItULE. .........ccveiiiiiiiiicii et 3-5 3,203 3,419
VBHICIES ...ttt sttt ettt et sttt e ate bt nbean 3 136 204
Leasehold IMProVEMENES ........c..ccviiieiiieiiieieeie ettt ettt sre v eeeesveebeesbeeeneeeeas 1-15 10,067 10,067
Total property and SQUIPMENL .........c.ecverierieeieiiereerteete e seesreereeeeesreeseesseessessaesens 41,957 40,443
Less: accumulated depreciation and amortization ...............eceevvereerieeeeseeseessesnennnns (28,989) (26,310)
Property and eqUIPMENt, NEL ...........ccveerieieririeieriiieeeteereee et ere st e eee st eressessevesseses $ 12968 § 14,133

E. Goodwill and Purchased Intangibles

All previously reported goodwill and intangibles balances were related to our legacy RHL business and have been reclassified as
discontinued operations.

F. Debt

We have a $7.5 million working capital line of credit as of June 30, 2010. The working capital line of credit has a maturity date of
November 1, 2011, is secured by our accounts receivable and other rights to payment, general intangibles, inventory and
equipment, has a fluctuating or fixed interest rate as elected by NAI from time to time and borrowings are subject to eligibility
requirements for current accounts receivable and inventory balances. As of June 30, 2010 and 2009, we did not have any amounts
outstanding on our working capital line of credit.

On June 30, 2010, we were in compliance with all of the financial and other covenants required under our credit facility.

On September 22, 2006, NAIE, our wholly owned subsidiary, entered into a credit facility, as amended, to provide it with a credit
line of up to CHF 1.3 million, or approximately $1.2 million, which was the initial maximum aggregate amount that could be
outstanding at any one time under the credit facility. This maximum amount is reduced annually by CHF 160,000, or
approximately $147,000. On February 19, 2007, NAIE amended its credit facility to provide that the maximum aggregate amount
that may be outstanding under the facility cannot be reduced below CHF 500,000, or approximately $461,000. As of June 30,
2010, there was no outstanding balance under this credit facility.

Under its credit facility, NAIE may draw amounts either as current account loan credits to its current or future bank accounts or as
fixed loans with a maximum term of 24 months. Current account loans will bear interest at the rate of 5% per annum. Fixed loans
will bear interest at a rate determined by the parties based on current market conditions and must be repaid pursuant to a
repayment schedule established by the parties at the time of the loan. If a fixed loan is repaid early at NAIE’s election or in
connection with the termination of the credit facility, NAIE will be charged a pre-payment penalty equal to 0.1% of the principal
amount of the fixed loan or CHF 1,000 (approximately $922), whichever is greater. The bank reserves the right to refuse
individual requests for an advance under the credit facility, although its exercise of such right will not have the effect of
terminating the credit facility as a whole.

As of June 30, 2010 we did not have any outstanding long-term debt.

The composite interest rate on all of our debt outstanding during the year was 15.50% for fiscal 2010 and 6.94% for fiscal 2009.
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G. Income Taxes

During fiscal 2009, we recorded a valuation allowance against deferred income tax assets of $1.8 million, representing the
amount of our deferred income tax assets in excess of our deferred income tax liabilities. We recorded the valuation allowance
because management was unable to conclude, in light of the cumulative loss we have realized related to our U.S.-based
operations for the three year period ended June 30, 2009, that realization of the net deferred income tax asset was more likely than
not. The valuation allowance recorded during fiscal 2009 primarily related to fiscal 2009 net operating loss carry forwards and
changes in other deferred tax items recognized during fiscal 2009. As a result of the recognition of these valuation adjustments,
we had a $1.8 million net deferred tax asset offset by a valuation allowance of $1.8 million resulting in a net deferred tax asset of
$0 as of June 30, 2009. This valuation allowance did not have any affect on the tax expense and related liability recorded for
operating income recognized by NAIE during the year ended June 30, 2009.

During fiscal 2010, we recorded a U.S.-based federal tax benefit of $2.6 million on U.S.-based income from continuing
operations before income taxes, which was partially offset by a deferred tax asset valuation adjustment of $1.5 million resulting in
a net federal tax benefit of $1.1 million. The federal tax benefit included a tax benefit of $3.2 million that was recorded as a result
of the write-off of our tax basis in RHL’s stock, which we determined had become worthless during the third quarter of fiscal
2010. This tax benefit was recognized based on our intent to carry back our current year tax loss in accordance with the Worker,
Homeownership, and Business Assistance Act of 2009 signed by the President on November 6, 2009, which increases the
allowable carry back period to five years (previously limited to a two-year carry back). In addition, during fiscal 2010, we
recorded a state tax benefit of $476,000 on U.S.-based income from continuing operations before income taxes, which was offset
by deferred tax asset valuation adjustment of $482,000 resulting in net state tax expense of $6,000. The state tax benefit included
a tax benefit of $545,000 that was recorded as a result of the write-off of our tax basis in RHL’s stock.

The provision for income taxes for the years ended June 30 consisted of the following (in thousands):

2010 2009
Current:
FEACTAL ...ttt ettt ettt et et et e s et et e s e et e st et et et e re et entete et eneereeteneereeeens $(1,142) $ 381
SEALE .evteteeeietete ettt ettt et et et e e et e e te st et e eaeea e e st et et et e et e eR e eRtea s et ente sttt eReeRtententensenseeseeseeseestentensesesearenreas 6 (168)
203 (<3 4 SRR PRRSPRN 193 180
(943) 93
Deferred:
FOACTAL .....eeieiiei ettt ettt e st e et e et e e s b e esbeesbessaesse e beesseesseasseeseenseenseenseesseesaenreens (1,534) (550)
SEALE ..ttt ettt b e bt h e a e ettt b ekt e bt e bt bt e a e ea b et et e ebeebeeb e e st en s et e tenbentea (482) (100)
ValUation AlIOWAINCE ......ccovviiiieeieeieeie ettt e et ee e e et e e e et e e eaaeeeseaaeeesenaeeesenaseeeenseeesenaeeeeanns 2,016 650
Stock option benefit recorded to additional paid in capital ............ccceeevieiiiiiiieniieie e — —
ProviSion fOr INCOME tAXES .....eciveeiiereiteiiesieeteeteetesteesseeseesseessesseesseesseessesssesssesseessesssesssesseesseesseessesssenssesssens $§ (943) $ 93
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Deferred tax assets:

Net deferred tax assets and deferred tax liabilities as of June 30 were as follows (in thousands):

Allowance for doubtful ACCOUNTS.............oivvieieeiii e

Accrued vacation

(55024 L

Tax credit carry fOrward.........c..coueriririninineeeee e
AllOWaNCE fOr INVENLOTIES ...c..eoveeuieireiiieniintieieeieeetet ettt sttt ettt sb e eae e
Stock-base COMPENSALION .......cecveevirieiieriieieeteeteeeesteeteeseesaesseesseesesssesssesseesseensesssenses

Pension liability ..
Other, net............

DETRITEA TENL....cuiiitiiiieiiee ettt ettt s be st ebt e e e
Accumulated depreciation and amMOTtiZAtION ..........c.cccverveerveeierierieeieeeeseesieeeeseeseeenaens
Net operating 108 Carry fOrward ...........cvevvieeiiriiiiienieieee et sie e

Total gross deferred tax
Deferred tax liabilities:
Prepaid expenses

ASSEES ettt e e et e e e

Accumulated depreciation and amMOTtiZAtION ...........cuerevereerieerieriereeie e

Deferred tax HADIIITIES . ....ccoieueeeiieeie ettt e et e e e e e e e e aaaeeeeeeseennaaeeeeesseanns

Valuation allowance.....
Net deferred tax assets .

2010 2009
$ 7 $ 30
120 143
62 39
286 277
267 287
242 302
217 479
361 203
264 40
1,677 305
$ 3,503 $ 2,105
(163) (272)
— (83)
(163) (355)
(3,340) (1,750)

$ — $ —

At June 30, 2010, we had federal tax net operating loss carry forwards of approximately $3.4 million. The federal tax loss carry
forwards will begin to expire in 2028, unless previously utilized. At June 30, 2010, we had state tax net operating loss carry
forwards of approximately $8.8 million. The state tax loss carry forwards will begin to expire in 2016, unless previously utilized.
Included in these amounts are federal and state net operating losses of approximately $360,000 attributable to stock option
deductions of which the tax benefit will be credited to equity when realized.

At June 30, 2010, we had federal research and development credit carry forwards of approximately $59,000. The federal research
and development credit carry forwards will begin to expire in 2027, unless previously utilized. At June 30, 2010, we had state
research and development credit carry forwards of approximately $6,000. The state research and development credits carry
forward indefinitely until utilized.

Pursuant to Code Section 382 of the Internal Revenue Code of 1986, as amended (the “Code”), the annual use of the net operating
loss carry forwards and research and development tax credits could be limited by any greater than 50% ownership change during
any three-year testing period.

NAIE’s effective tax rate for Swiss federal, cantonal and communal taxes is approximately 18.63%. NAIE had net income of $1.1
million for the fiscal year ended June 30, 2010. Undistributed earnings of NAIE amounted to approximately $7.4 million at

June 30, 2010. These earnings are considered to be indefinitely reinvested and, accordingly, no provision for U.S. federal taxes
has been provided thereon.

A reconciliation of income tax (benefit) expense computed by applying the statutory federal income tax rate of 34% to net income
before income taxes for the year ended June 30 is as follows (dollars in thousands):

2010 2009
Income taxes computed at statutory federal income tax rate..........occeverereeieieieierieeseseee e $ 1,029 $ 43
State income taxes, net of federal iINCOME taX EXPENSE .....ecvvirveereieriieiieieceeeeete et veeenens (425) (111)
Expenses not deductible fOr taX PUIPOSES ....cc.eevvieeiiiiirieitieieereee ettt et steesreeaeesneseaesreesaeennas 75 45
RHL WOIthIess STOCK 10SS ... ..ciuiiiiiiiiiiieiiiciiecteeieete ettt ettt eabeesbestaesaeesaeebeesnesaeennas (3,178) —
Foreign tax rate differential.............coooiiiiiiiiiie e (245) (126)
Return to provision — differeNCeS .......c.vivvieciieiiciieciecicce ettt st eaeennas (282) (52)
Change in valuation alloWance, NET............ceecieiirierieieeeee ettt 2,077 379
L 1151 PSSP 6 1
Income tax (benefit) eXpense as rePOTted.........ccvivuieiieieiieiieeriere ettt ere e eee e sreebeeaesreesaeenees $ (943) $ 93
EfFECHIVE TAX TALE ..veevieiieiiieiiecteeteeie ettt ettt et e et e s bt et e ebeesbeesseesaesaesseesseessesssessaesseensesssesssesseenses (31.2)% (73.2)%




H. Employee Benefit Plans

We have a profit sharing plan pursuant to Section 401(k) of the Code, whereby participants may contribute a percentage of
compensation not in excess of the maximum allowed under the Code. All employees with six months of continuous employment
are eligible to participate in the plan. Effective January 1, 2004, the plan was amended to require that we match 100% of the first
3% and 50% of the next 2% of a participant’s compensation contributed to the plan. Effective January 1, 2009, we elected to
temporarily discontinue the company match program. The total contributions under the plan charged to continuing operations
totaled $1,000 for the fiscal year ended June 30, 2010 and $153,000 for fiscal 2009.

We have a “Cafeteria Plan” pursuant to Section 125 of the Code, whereby health care benefits are provided for active employees
through insurance companies. Substantially all active full-time employees are eligible for these benefits. We recognize the cost of
providing these benefits by expensing the annual premiums, which are based on benefits paid during the year. The premiums
expensed to continuing operations for these benefits totaled $837,000 for the fiscal year ended June 30, 2010 and $864,000 for
fiscal 2009.

In December 1999, we adopted an employee stock purchase plan that initially provided for the issuance of up to 150,000 shares of
our common stock. Beginning July 1, 2004, the number of shares available for purchase under the plan increased by 25,000 each
year on July 1. The plan was intended to qualify under Section 423 of the Code and was for the benefit of qualifying employees.
Under the terms of the plan, participating employees had up to 15% of their compensation withheld through payroll deductions to
purchase shares of our common stock at 85% of the closing sale price for the stock as quoted on the Nasdaq Global Market on
either the first or last trading day in the offering period, whichever was lower. As of June 30, 2009, 183,037 shares of common
stock were issued pursuant to this plan. Effective June 30, 2009 the employee stock purchase plan was discontinued.

We sponsor a defined benefit pension plan, which provides retirement benefits to employees based generally on years of service
and compensation during the last five years before retirement. Effective June 21, 1999, we adopted an amendment to freeze
benefit accruals to the participants. We contribute an amount not less than the minimum funding requirements of the Employee
Retirement Income Security Act of 1974 nor more than the maximum tax-deductible amount.

Disclosure of Funded Status

The following table sets forth the defined benefit pension plan’s funded status and amount recognized in our consolidated balance
sheets at June 30 (in thousands):

2010 2009
Change in Benefit Obligation
Benefit obligation at be@inning Of YEAT ..........ccooveveviieieuieiietieieiereet ettt $1,533 $1,439
TIEETEST COSE -ttt ettt ettt ettt ettt e bt et et es b ebeesbee b e enbeenaesaeenae 84 79
AcCtUArial (ZAIN) 10SS .. .veeueeuienieiie ittt ettt ettt ettt b e eae bttt et besbe et neeneans 4 15
BeNefits PAIA ...ooueeieieiiieieee ettt ettt e n e n e n et b ae e ens — —
Benefit obligation at end Of YEaT.......cccoeiiiiiiiieie e $1,613 $1,533
Change in Plan Assets
Fair value of plan assets at beginning 0f YEar ..........ccoevverieriieiiiicieiiereee e $1,027 $1,240
ACtual TETUIN ON PLAN ASSELS ...vvevvieerieeieieieiiete e seeseeste et et e st e sreeseesbeessessaeseesseessesssesseesseensesees 172 (213)
EMPlOYer CONIIDULIONS.......eovieiiieiiieiieieete e ete st et eaeseesetesreebe e s e eeeesseessaesseessesssesseeseessesssenees 450 —
Fair value of plan assets at €nd Of YEar ..........ccocveiiiriiieriicicieeee et $1,649 $1,027
Reconciliation of Funded Status
Benefit obligation in excess of fair value of plan assets ............cecvvieieieiiecienieieeee e $ 36 $ (505)
Unrecognized net actuarial 10SS ........ooueeruieiiieiiieiesieeee et 607 758
Net amMOUNE TECOZNMIZED ......ouvvieiierieiietieiieteecte ettt ettt es ettt setese s etese s sessesesesesesessnas $ 643 $ 253
Additional Minimum Liability Disclosures
Accrued benefit asset (HADIIILY) .....e.eveveriririeriieieieieieieeieteee ettt eb e sa s $ 36 $ (505)

The weighted-average discount rate used for the years ended June 30, 2010 and 2009 in determining the projected benefit
obligations for the defined benefit pension plan was 5.50%.
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Net Periodic Benefit Cost

The components included in the defined benefit pension plan’s net periodic benefit expense for the fiscal years ended June 30
were as follows (in thousands):

2010 2009
INEETEST COSE..vvrviurriairetetetetetctcteee e ee ettt etete st teeseeee s st e s et et et et et etessss e st et et et esessessssssess st esesesesesesssnsnsssnsasana, $8 § 78
EXpected return 0N PIan @SSEES.......ccuiciiiieriieiieteeeeite et eteete st esteesteeaeeseeeteesteebeesseessesteesseesbesssesssesseereenns (82) (103)
Recognized aCtUATIAL 10SS......coueiuiiiiieitiete ettt sttt b et ettt be et ebe et et e eneeeeene s 57 28
Net PEriodic DENETIL EXPENSE ...c.vvevieiiiieiieieerteeteette st e it ete et e e ttesteeseessesssessaesseessesssesssesseesseesseesseesseassesssesseensennns $ 59 $ 3
We do not expect to make any contribution to our defined benefit pension plan in fiscal 2011.
The following benefit payments are expected to be paid:
0 OSSP $ 13
20 ettt h e ea e et et et et ekt bt Rt eheea e e a s en s e te bt Rt eheeReeatent e teabeeeeebeeneeneeneeneenes 20
(G SOOI 24
OO OSSPSR 24
(T OSSR 41
2071672020 ...ttt ettt ettt ettt ettt ettt ettt ekt eaeea e ea e et e te R ekt beeheeheenten s et e teebeeheeneeneeneeneeneenes 415
$537

The weighted-average rates used for the years ended June 30 in determining the defined benefit pension plan’s net pension costs,
were as follows:

2010 2009
DISCOUNT TALE ...c.eveiieiieiieiietenteet ettt sttt sttt ettt b s bbbt e st et et et e nbesa e bt e aeeas et et e benaeebesaeeunennennen 550%  5.50%
Expected 10ng-term 1ate Of TETUIML.....co.eiiiiiiiiiiirtieercetee ettt ettt sttt et st enees 7.00%  8.00%
COMPENSALION INCIEASE TALE ......veeuietietieteeteeteetterteesteeteeeeeueesseasteanteeseeeseeaseeseensesnsesneesseesseesseanseenseensenseenseansenn N/A N/A

Our expected rate of return is determined based on a methodology that considers historical returns of multiple classes analyzed to
develop a risk free real rate of return and risk premiums for each asset class. The overall rate for each asset class was developed
by combining a long-term inflation component, the risk free real rate of return, and the associated risk premium. A weighted
average rate was developed based on those overall rates and the target asset allocation of the plan.

Our defined benefit pension plan’s weighted average asset allocation at June 30 and weighted average target allocation were as
follows:

Target
2010 2009 Allocation
EQUILY SECUTIEIES ...evvievieiieeieeiieetieieeteeteettesteesteeteesbeseteseeesseesseesseessesssesseesseensenssesssenseessanssenseenns 31% 65% 32%
DIEDLE SECUITLIES ...ttt ettt ettt b e bbbt a et et et sbesbe e bt eb e es e et et e st e benbesee b 67% 32% 66%
Cash and money market funds.........c.coceveiriiriniinin e 2% 3% 2%
100% 100% 100%

The underlying basis of the investment strategy of our defined benefit pension plan is to ensure that pension funds are available to
meet the plan’s benefit obligations when they are due. Our investment strategy is a long-term risk controlled approach using
diversified investment options with relatively minimal exposure to volatile investment options like derivatives.
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The fair values by asset category of our defined benefit pension plan at June 30, 2010 were as follows (in thousands):

Quoted Prices in Significant Significant

Active Markets for Observable Unobservable
Identical Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

Cash and money market funds..........c.cooevrvrrnnne. $ 38 $ 38 8 — $ —
Equity securities? .........ccocovererererererenniesiennnns $ 503 $ 503 58 — $ —
Dbt SECULTHES® ..ot eeeeeeeeeeeens $ 1,108 $ 1,108 $ — $ —
Total e $ 1,649 $ 1,649 $ — $ —

(1)  This category is comprised of publicly traded funds, of which 67% are large-cap funds, 17% are mid-cap funds, and 16%
are international equity funds.

(2) This category is comprised of publicly traded funds, of which 37% are short-term fixed income funds, 25% are intermediate

fixed income funds, 18% are long-term fixed income funds, 11% are high-yield fixed income funds, 7% are
international/emerging markets debt funds, and 2% other debt funds.

I. Stockholders’ Equity
Stock Option Plans

On December 6, 1999, our stockholders approved the adoption of the 1999 Omnibus Equity Incentive Plan (the “1999 Plan”). As
of June 30, 2009, a total of 2.5 million shares of common stock were reserved under the 1999 Plan for issuance to our directors,
officers, other employees, and consultants. The 1999 Plan was terminated effective as of November 30, 2009.

We have a new omnibus incentive plan that was approved by our Board of Directors effective as of October 15, 2009 and
approved by our stockholders at the Annual Meeting of Stockholders held on November 30, 2009. Under the plan, we may grant
nonqualified and incentive stock options and other stock-based awards to employees, non-employee directors and consultants. As
of June 30, 2010, no awards had been granted under the plan and 500,000 shares were available for grant under this plan.

Stock option activity for the year ended June 30, 2010 was as follows:

Weighted
Average
Weighted Contractual
1999 Average Term Aggregate Intrinsic
Plan Exercise Price (in years) Value
Outstanding at June 30, 2009............cccovveeeeee. 714,942 $ 7.96
EXErciSed .....ovoveveueeeeieeeeeeeceeeeeeeeean (84,000) $ 4.73
FOrfeited .......ooveveeeeeereeeeeeceeeeeeeeea (158,864) $ 8.60
Granted.........oeveveveeeiieeeeeeerererereenens — $ —
Outstanding at June 30, 2010........c.ccceveneeene. 472,078 $ 8.31 2.80 $ 62,000
Vested and exercisable at June 30, 2010......... 328,528 2.56 $ 62,000

Available for grant at June 30, 2010 ............... —

J. Restructuring Costs

During the fiscal year ended June 30, 2009, the continued decline in economic conditions in the U.S. and the various foreign
markets we service negatively impacted our customers’ businesses and our operations. As a result, during the second quarter of
fiscal 2009 we implemented a cost reduction program that resulted in the elimination of certain personnel and business activities.
This program resulted in a charge to our continuing operations of $558,000 in severance from a reduction in force during the
second quarter of fiscal 2009. All payments related to this cost reduction program have been paid.
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The following table presents the activity and the reserve balance related to this restructuring program for the years ended June 30,
2010 and June 30, 2009 (in thousands):

Balance at Balance at
June 30, Charges to Cash June 30,
2009 Expense Adjustments Payments 2010
Employee termination costs recorded to selling, general &
administrative eXPenses.........ovoveveveveverevereuereseeeenenenennas, 76 $ — $ — 7)) §$ —
TOMAL ..o, $ 76 8 — $ — $ @76 $ —
Balance at Balance at
June 30, Charges to Cash June 30,
2008 Expense Adjustments Payments 2009
Employee termination costs recorded to cost of goods sold §  — $ 187  $ 25 $ (162 $ —
Employee termination costs recorded to selling, general
& administrative EXPEeNSES........vereerreerreerveeeeseerseesseenens — 371 17 (278) 76
TOLAL ..ttt $§  — $ 558 $ 42) § 4400 S 76

K. Commitments

We lease a total of 162,000 square feet at our manufacturing facility in Visa, California from an unaffiliated third party under a
non-cancelable operating lease that expires in March 2014.

NAIE leases facility space in Manno, Switzerland. The leased space totals approximately 46,000 square feet. We primarily use
the facilities for manufacturing, packaging, warehousing and distributing nutritional supplement products for the European
marketplace. The lease expires in December 2015.

On March 28, 2007, we entered into an agreement to sublet approximately 3,000 square feet of our Manno, Switzerland facility.
The sublease expired December 31, 2009.

Minimum rental commitments (exclusive of property tax, insurance and maintenance) under all non-cancelable operating leases
with initial or remaining lease terms in excess of one year, including the lease agreements referred to above, are set forth below as
of June 30, 2010 (in thousands):

There-
2011 2012 2013 2014 2015 after Total
Gross minimum rental commitments ...................... $2,325 $2,365 $2,405 $2,076 $992 $ 496 $10,659

Rental expense from continuing operations totaled $2.2 million for the fiscal year ended June 30, 2010 and $2.1 million for fiscal
2009. Rental expense was offset by sublease rental income in the amount of $25,000 in fiscal 2010 and $47,000 in fiscal 2009.

L. Economic Dependency

We had substantial net sales from continuing operations to certain customers during the fiscal years ended June 30 shown in the
following table. The loss of any of these customers, or a significant decline in sales or the growth rate of sales to these customers
could have a material adverse impact on our net sales and net income from continuing operations. Net sales from continuing
operations to any one customer representing 10% or more of the respective year’s total net sales for the two years ended June 30
were as follows (dollars in thousands):

2010 2009
Net Sales by % of Total Net Sales by % of Total
Customer Net Sales Customer Net Sales
CUSTOMMET ©..eiiiiiiiiiieeiie ettt et e bee st esabeeenseas $ 33,814 52% $ 36,295 49%
CUSTOIMET 2...tiiiiieniieeiteeiteeiee st et e site et e sbee et e sbeesabeessbeesaseensnesnseenn 19,915 30% 22,278 30%
$ 53,729 82% § 58,573 79%

Accounts receivable from these customers totaled $3.3 million at June 30, 2010 and $4.4 million at June 30, 2009.

44



We buy certain products from a limited number of raw material suppliers. The loss of any of these suppliers could have a material
adverse impact on our net sales and net income. During fiscal 2010, approximately 25% of our total raw material purchases were
from two suppliers. We did not have any accounts payable due to these suppliers at June 30, 2010. No other supplier comprised
10% or more of our raw material purchases for the year ended June 30, 2010. During fiscal 2009, approximately 13% of our total
raw material purchases were from one supplier. We did not have any accounts payable due to these suppliers at June 30, 2009. No
other supplier comprised 10% or more of our raw material purchases for the year ended June 30, 2009.

M. Contingencies

From time to time, we become involved in various investigations, claims and legal proceedings that arise in the ordinary course of
our business. These matters may relate to product liability, employment, intellectual property, tax, regulation, contract or other
matters. The resolution of these matters as they arise will be subject to various uncertainties and, even if such claims are without
merit, could result in the expenditure of significant financial and managerial resources. While unfavorable outcomes are possible,
based on available information, we generally do not believe the resolution of these matters will result in a material adverse effect
on our business, consolidated financial condition, or results of operation. However, a settlement payment or unfavorable outcome
could adversely impact our results of operation. Our evaluation of the likely impact of these actions could change in the future
and we could have unfavorable outcomes that we do not expect.

As of September 17, 2010, neither NAI nor its subsidiaries were a party to any material pending legal proceeding nor was any of
their property the subject of any material pending legal proceeding.

On July 31, 2009 RHL sold substantially all of the remaining assets of RHL related to its wholesale and direct-to-consumer
business to PharmaCare US Inc. and PharmaCare Laboratories Pty Ltd. for a cash purchase price of $500,000. NAI provided a
guarantee of RHL’s indemnity obligations under the asset purchase agreement, which potential liability is capped at the amount
of the purchase price paid by the buyers to RHL. The guaranty continues for a minimum period of three years from the date of the
Asset Purchase Agreement.

N. Segment Information

Our business consists of two segments, identified as private label contract manufacturing, which primarily provides private label
contract manufacturing services to companies that market and distribute nutritional supplements and other health care products
and royalty income from our CSI sublicense agreement associated with the sale of beta-alanine under our CarnosSyn® trade name,
and branded products, which markets and distributes branded nutritional supplements.

In an effort to enhance stockholder value, improve working capital and enable us to focus on our core contract manufacturing
business, during the fourth quarter of fiscal 2008 we developed a plan to narrow our branded products focus and portfolio and to
sell our legacy RHL business. On August 4, 2008, RHL sold certain assets related to its catalog and internet business conducted
under the name “As We Change®” to Miles Kimball Company for a cash purchase price of $2.3 million. We recorded a loss of
$226,000 as a result of this sale and recognized $221,000 in severance and related payroll costs during fiscal 2009.

On July 31, 2009, we sold substantially all of the remaining assets of RHL related to its wholesale and direct-to-consumer
business to PharmaCare US Inc. and PharmaCare Laboratories Pty Ltd. for a cash purchase price of $500,000. The financial
information presented in this report has been reclassified to reflect the legacy RHL business as discontinued operations. We
recorded a loss of $6,000 as a result of this sale.

Following the completion of the sale of substantially all of the assets of RHL, our branded products segment consists primarily of
the products sold under our Pathway to Healing” product line.

We evaluate performance based on a number of factors. The primary performance measures for each segment are net sales and
income or loss from operations before corporate allocations. Operating income or loss for each segment does not include
corporate general and administrative expenses, interest expense and other miscellaneous income and expense items. Corporate
general and administrative expenses include, but are not limited to: human resources, legal, finance, information technology, and
other corporate level related expenses, which are not allocated to either segment. The accounting policies of our segments are the
same as those described in the summary of significant accounting policies in Note A.
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Our operating results by business segment for the years ended June 30 were as follows (in thousands):

2010 2009
Net Sales
Private label contract ManufaCturing ............cecveirveieriireieriiieeetie ettt b et sse s $63,346 $71,242
Branded PrOQUCLS .......cveiieriieiieie ettt ettt et e et e s saesseessee st enseensesseesseenseenseenseesaenseesenn 2,207 2,677

$65,553 $73,919

2010 2009
Operating Income from Continuing Operations
Private label contract ManufaCtUring .........c.cecueeeeiieiieie ettt aeas $ 8,247 $ 6,201
Branded ProQUCLS .........eeiiiiieieee ettt ettt sttt ettt ettt e et et et eeneeeneenean 515 499
Income from operations of reportable SEZMENLS..........ccuerueiiriiiiieieeee e 8,762 6,700
Corporate expenses not allocated t0 SEZMENTS. ........eeiriiiiriiriireie et (5,490) (6,303)

$ 3272 $ 397

2010
Total Assets
Private label contract ManUfACtUIING .........ccuveveriieriierieeie ettt es $35,867
Branded ProdUCLS.........c.oecverieeieieee ettt neenne e e 281
$36,148

Our private label contract manufacturing products are sold both in the U.S. and in markets outside the U.S., including Europe,
Australia and Asia. Our primary market outside the U.S. is Europe. Our branded products are only sold in the U.S.

Net sales by geographic region, based on the customers’ location, for the two years ended June 30 were as follows (in thousands):

2010 2009
TUTHEEA SEALES .ottt eee et e e et e et et e te et eeeeeueeeeeseeatene et e seesesseesesaeeneeeteneeesenseesensesseesesatenseeensenaeseeaneens $39,282  $49,221
Markets outSide the UNIEd STALES ......c..eiiiieiiiiiiiee ettt e e et e e s e ate e e s eaaaeessareeeesnaeeesannes 26,271 24,698
TOLAL NEE SALES ....vveeeeiiieee ettt et ettt et e e e e et e st e et e st e e et e e st e e satee st e eeaaeeenaeeenaeas $65,553 $73919

Products manufactured by NAIE accounted for 59% of net sales in markets outside the U.S. in fiscal 2010 and 54% in fiscal
2009. No products manufactured by NAIE were sold in the U.S. during the fiscal years ended June 30, 2010 and 2009.

Assets and capital expenditures by geographic region, based on the location of the company or subsidiary at which they were
located or made, for the two years ended June 30 were as follows (in thousands):

Long-Lived Total Capital
ﬂ Assets Assets Expenditures
TUTHEEA SEALES ..ottt et e et et et et eseeeeeeeeaeseeese et eet et eeseesenseeseseeeseeaeeneeneneeeneneennen $ 10,985 $27,262 $ 2,142
BUTODE ..ttt ettt ettt e s e et e e s aa e e ab e e e n b e e ab e e s nae e nbeeenaaenneas 2,178 8,886 391

$ 13,163 $36,148 $ 2,533

Long-Lived Total Capital
&09 Assets Assets Expenditures
UNIEEA SEALES ...evveteieeiieiietete sttt ettt ettt ettt et et sttt sbe bt e e esneeeneen $ 11,991 $27,106 $ 3,579
BUTOPDE ..ttt et sttt e st s it e st e st e s e st e s b e naees 2,301 8,146 951

$ 14,292 $35,252 $ 4,530
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
(a) Evaluation of Disclosure Controls and Procedures

We maintain certain disclosure controls and procedures as defined under the Securities Exchange Act of 1934. They are designed
to help ensure that material information is: (1) gathered and communicated to our management, including our principal executive
and financial officers, in a manner that allows for timely decisions regarding required disclosures; and (2) recorded, processed,
summarized, reported and filed with the SEC as required under the Securities Exchange Act of 1934 and within the time periods
specified by the SEC.

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of
the design and operation of our disclosure controls and procedures as of June 30, 2010. Based on such evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective for their
intended purpose described above as of June 30, 2010.

(b) Management’s Annual Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting, and for performing
an assessment of the effectiveness of internal control over financial reporting as of June 30, 2010. Internal control over financial
reporting is defined in Rule 13a-15(f) or 15d-15(f) promulgated under the Securities Exchange Act of 1934 as a process designed
by, or under the supervision of, the Company’s principal executive and principal financial officers and effected by the Company’s
board of directors, management and other personnel, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with U.S. generally accepted accounting
principles. Internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the Company;

(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with U.S. generally accepted accounting principles, and that receipts and expenditures of the Company are being
made only in accordance with authorizations of management and directors of the Company; and (3) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management performed an assessment of the effectiveness of the Company’s internal control over financial reporting as of
June 30, 2010 based upon criteria in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (“COSO”). Based on this assessment, management believes that the Company’s
internal control over financial reporting was effective as of June 30, 2010 based on those criteria issued by COSO.

This report does not include an attestation report of the Company’s independent registered public accounting firm regarding
internal control over financial reporting. Management’s report was not subject to attestation by the Company’s independent
registered public accounting firm pursuant to applicable law and rules that permit the Company to provide only management’s
report in this report.

(c) Changes in Internal Control Over Financial Reporting

There were no changes to our internal control over financial reporting during the fourth quarter ended June 30, 2010 that have
materially affected, or that are reasonably likely to materially affect, our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

None.
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PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information for this item is incorporated by reference to the sections “Our Board of Directors,” “Our Executive Officers,”
“Section 16(a) Beneficial Ownership Reporting Compliance,” and “Code of Ethics” in our definitive proxy statement for our
Annual Meeting of Stockholders to be held on December 3, 2010, to be filed on or before October 28, 2010.

ITEM 11. EXECUTIVE COMPENSATION

The information for this item is incorporated by reference to the sections “Director Compensation” and “Executive Officer
Compensation” in our definitive proxy statement for our Annual Meeting of Stockholders to be held on December 3, 2010, to be
filed on or before October 28, 2010.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information for this item is incorporated by reference to the sections “Stock Holdings of Certain Owners and Management”
and “Securities Authorized for Issuance Under Equity Compensation Plans” in our definitive proxy statement for our Annual
Meeting of Stockholders to be held on December 3, 2010, to be filed on or before October 28, 2010.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information for this item is incorporated by reference to the sections “Certain Relationships and Related Transactions” and
“Our Board of Directors — Independence” in our definitive proxy statement for our Annual Meeting of Stockholders to be held on
December 3, 2010, to be filed on or before October 28, 2010.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information for this item is incorporated by reference to the sections “Audit Fees,” “Audit-Related Fees,” “Tax Fees,” “All
Other Fees” and “Pre-Approval Polices and Procedures” in our definitive proxy statement for our Annual Meeting of
Stockholders to be held on December 3, 2010, to be filed on or before October 28, 2010.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
The following documents are filed as part of this report:
(1) Financial Statements. The financial statements listed below are included under Item 8 of this report:
*  Consolidated Balance Sheets as of June 30, 2010 and 2009;

»  Consolidated Statements of Operations and Comprehensive Income (Loss) for the years ended June 30, 2010 and
2009;

*  Consolidated Statements of Stockholders’ Equity for the years ended June 30, 2010 and 2009;
*  Consolidated Statements of Cash Flows for the years ended June 30, 2010 and 2009; and

*  Notes to Consolidate Financial Statements.
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Exhibit
Number

Exhibits. The following exhibit index shows those exhibits filed with this report and those incorporated by reference:

EXHIBIT INDEX

Description

Incorporated By Reference To

3(i)

3(ii)

4(1)

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

Amended and Restated Certificate of Incorporation of
Natural Alternatives International, Inc. filed with the
Delaware Secretary of State on January 14, 2005

Amended and Restated By-laws of Natural Alternatives
International, Inc. dated as of February 9, 2009

Form of NAI’s Common Stock Certificate

1999 Omnibus Equity Incentive Plan as adopted effective
May 10, 1999, amended effective January 30, 2004, and
further amended effective December 3, 2004*

Amended and Restated Exclusive License Agreement
effective as of September 1, 2004 by and among NAI and
Dr. Reginald B. Cherry

Exclusive License Agreement effective as of September 1,
2004 by and among NAI and Reginald B. Cherry
Ministries, Inc.

First Amendment to Exclusive License Agreement
effective as of December 10, 2004 by and among NAI and
Reginald B. Cherry Ministries, Inc.

Lease of Facilities in Vista, California between NAI and
Calwest Industrial Properties, LLC, a California limited
liability company (lease reference date June 12, 2003)

Credit Agreement dated as of May 1, 2004 by and
between NAI and Wells Fargo Bank, National
Association

First Amendment to Credit Agreement dated as of
February 1, 2005 by and between NAI and Wells Fargo
Bank, National Association

Form of Indemnification Agreement entered into between
NALI and each of its directors

Lease of Facilities in Manno, Switzerland between NAIE
and Mr. Silvio Tarchini dated May 9, 2005 (English
translation)

Lease of Facilities in Manno, Switzerland between NAIE
and Mr. Silvio Tarchini dated July 25, 2003 (English
translation)

Lease of Facilities in Manno, Switzerland between NAIE
and Mr. Silvio Tarchini dated June 8, 2004 (English
translation)

Lease of Facilities in Manno, Switzerland between NAIE
and Mr. Silvio Tarchini dated February 7, 2005 (English
translation)
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Exhibit 3(i) of NAI’s Quarterly Report on Form 10-Q for
the quarterly period ended December 31, 2004, filed with
the commission on February 14, 2005

Exhibit 3(ii) of NAI’s Current Report on Form 8-K dated
February 9, 2009, filed with the commission on February
13,2009

Exhibit 4(i) of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2005, filed with the
commission on September 8, 2005

Exhibit 10.1 of NAI’s Quarterly Report on Form 10-Q for
the quarterly period ended December 31, 2004, filed with
the commission on February 14, 2005

Exhibit 10.11 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2004, filed with the
commission on September 14, 2004

Exhibit 10.12 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2004, filed with the
commission on September 14, 2004

Exhibit 10.3 of NAI’s Quarterly Report on Form 10-Q for
the quarterly period ended December 31, 2004, filed with
the commission on February 14, 2005

Exhibit 10.10 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended September 30, 2003, filed
with the commission on November 5, 2003

Exhibit 10.11 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended March 31, 2004, filed with
the commission on May 17, 2004

Exhibit 10.1 of NAI’s Current Report on Form 8-K dated
February 1, 2005, filed with the commission on February
7,2005

Exhibit 10.15 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2004, filed with the
commission on September 14, 2004

Exhibit 10.19 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended March 31, 2005, filed with
the commission on May 13, 2005

Exhibit 10.19 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2005, filed with the
commission on September 8§, 2005

Exhibit 10.20 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2005, filed with the
commission on September 8, 2005

Exhibit 10.21 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2005, filed with the
commission on September 8§, 2005



Exhibit
Number
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Incorporated By Reference To

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

License Agreement effective as of April 28, 1997 by and
among Roger Harris, Mark Dunnett and NAI

Amendment to License Agreement effective as of March
17,2001 by and among Roger Harris, Mark Dunnett and
NAI

Amendment effective as of September 15, 2005 to Lease of
Facilities in Manno, Switzerland between NAIE and Mr.
Silvio Tarchini dated May 9, 2005 (English translation)

Second Amendment to Credit Agreement dated as of
December 1, 2005 by and between NAI and Wells Fargo
Bank, National Association

First Amendment to Lease of Facilities in Vista, California
between NAI and Calwest Industrial Properties, LLC, a
California limited liability company, effective December
21,2004

Second Amendment to Lease of Facilities in Vista,
California between NAI and Calwest Industrial Properties,
LLC, a California limited liability company, effective
January 13, 2006

Third Amendment to Credit Agreement dated as of March
15, 2006 by and between NAI and Wells Fargo Bank,
National Association

Loan Agreement between NAIE and Credit Suisse dated as
of September 22, 2006, including general conditions
(portions of the Loan Agreement have been omitted
pursuant to a request for confidential treatment)

Fourth Amendment to Credit Agreement dated as of
November 1, 2006, and entered into on January 24, 2007,
by and between NAI and Wells Fargo Bank, National
Association

Second Amendment to License Agreement Amending The
First Amendment Dated March 17, 2001 to License
Agreement Dated April 28, 1997 by and among Roger
Harris, Mark Dunnett and NAI dated as of March 26, 2007

First Amendment to Loan Agreement between NAIE and
Credit Suisse dated as of February 19, 2007

Fifth Amendment to Credit Agreement dated as of
November 1, 2007, and entered into on December 18, 2007,
by and between NAI and Wells Fargo Bank, National
Association

Sixth Amendment to Credit Agreement dated as of
November 1, 2008, by and between NAI and Wells Fargo
Bank, National Association

Agreement to Sublicense by and between NAI and
Compound Solutions, Inc. dated as of March 3, 2009

51

Exhibit 10.22 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2005, filed with the
commission on September 8§, 2005

Exhibit 10.23 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2005, filed with the
commission on September 8, 2005

Exhibit 10.24 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended September 30, 2005, filed
with the commission on November 4, 2005

Exhibit 10.30 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended December 31, 2005, filed
with the commission on February 14, 2006

Exhibit 10.34 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended December 31, 2005, filed
with the commission on February 14, 2006

Exhibit 10.35 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended December 31, 2005, filed
with the commission on February 14, 2006

Exhibit 10.35 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended March 31, 2006, filed with
the commission on May 9, 2006

Exhibit 10.36 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended September 30, 2006, filed
with the commission on November 1, 2006

Exhibit 10.37 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended December 31, 2006, filed
with the commission on January 30, 2007

Exhibit 10.40 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended March 31, 2007, filed with
the commission on May 14, 2007

Exhibit 10.41 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended March 31, 2007, filed with
the commission on May 14, 2007

Exhibit 10.40 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended December 31, 2007, filed
with the commission on February 8, 2008

Exhibit 10.41 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended March 31, 2009, filed with
the commission on May 13, 2009

Exhibit 10.44 of NAI’s Quarterly Report on Form 10-Q
for the quarterly period ended March 31, 2009, filed with
the commission on May 13, 2009
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10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

Seventh Amendment to Credit Agreement dated as of June
1, 2009, by and between NAI and Wells Fargo Bank,
National Association

Third Amendment to License Agreement by and among
Roger Harris, Mark Dunnett, Kenny Johansson and NAI
effective as of March 3, 2009

2009 Omnibus Incentive Plan*

Manufacturing Agreement by and between NSA, Inc. and
NALI dated April 1, 2005

Manufacturing Agreement by and between Mannatech, Inc.
and NAI dated April 22, 1998

First Amendment to Manufacturing Agreement by and
between Mannatech, Incorporated and NAI dated May 23,
2003

Second Amendment to Manufacturing Agreement by and
between Mannatech, Incorporated and NAI dated July 1,
2003

Third Amendment to Manufacturing Agreement by and
between Mannatech, Incorporated and NAI dated July 1,
2004

Fourth Amendment to Manufacturing Agreement by and
among Mannatech, Incorporated, Mannatech Swiss
International GmbH and NAI dated January 1, 2008

Manufacturing Sales Agreement by and between
Mannatech, Incorporated and NAI dated November 19,
2004

Amendment to Manufacturing Sales Agreement by and
among Mannatech, Incorporated, Mannatech Swiss
International GmbH and NAI dated January 1, 2008

Exclusive Manufacturing Agreement by and between NSA,
Inc., NAI and NAIE dated as of April 1, 2005

Eighth Amendment to Credit Agreement dated as of March
16, 2010, by and between NAI and Wells Fargo Bank,
National Association

Revolving Line of Credit Note made by NAI for the benefit
of Wells Fargo Bank, National Association in the amount of
$7,500,000 (with Addendum)
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Exhibit 10.38 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2009, filed with the
commission on September 28, 2009

Exhibit 10.40 of NAI’s Annual Report on Form 10-K for
the fiscal year ended June 30, 2009, filed with the
commission on September 28, 2009

Exhibit D of NATI’s definitive Proxy Statement filed with
the commission on October 16, 2009

Exhibit 10.43 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended December 31, 2009, filed
with the commission on February 16, 2010

Exhibit 10.44 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended December 31, 2009, filed
with the commission on February 16, 2010

Exhibit 10.45 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended December 31, 2009, filed
with the commission on February 16,2010

Exhibit 10.46 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended December 31, 2009, filed
with the commission on February 16, 2010

Exhibit 10.47 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended December 31, 2009, filed
with the commission on February 16, 2010

Exhibit 10.48 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended December 31, 2009, filed
with the commission on February 16, 2010

Exhibit 10.49 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended December 31, 2009, filed
with the commission on February 16, 2010

Exhibit 10.50 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended December 31, 2009, filed
with the commission on February 16, 2010

Exhibit 10.51 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended December 31, 2009, filed
with the commission on February 16, 2010

Exhibit 10.51 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended March 31, 2010, filed with
the commission on May 13, 2010

Exhibit 10.52 of NAI’s Quarterly Report on form 10-Q
for the quarterly period ended March 31, 2010, filed with
the commission on May 13, 2010



Exhibit
Number Description Incorporated By Reference To

10.41 Amended and Restated Employment Agreement dated as of Filed herewith
August 31, 2010, by and between NAI and Mark A.
LeDoux*

10.42  Amended and Restated Employment Agreement dated as of Filed herewith
August 31, 2010, by and between NAI and Kenneth E.
Wolf*

21 Subsidiaries of the Company Filed herewith
23.1 Consent of Independent Registered Public Accounting Firm  Filed herewith
31.1 Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Filed herewith

Officer

31.2 Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Filed herewith
Officer

32 Section 1350 Certification Filed herewith

* Indicates management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, Natural Alternatives International,
Inc., the registrant, has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: September 17, 2010

NATURAL ALTERNATIVES INTERNATIONAL, INC.

By: /s/ Mark A. LeDoux

Mark A. LeDoux, Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of Natural Alternatives International, Inc., in the capacities and on the dates indicated.

Signature Title Date
/s/ Mark A. LeDoux Chief Executive Officer and September 17, 2010
(Mark A. LeDoux) Chairman of the Board of Directors

(principal executive officer)
/s/ Ken Wolf 'Ch'ief Financ@al Officer September 17, 2010
(Ken Wolf) (principal financial officer and

principal accounting officer)

/s/ Joe E. Davis

Director September 17, 2010
(Joe E. Davis)
/s/ Alan G. Dunn Director September 17, 2010
(Alan G. Dunn)
/s/ Alan J. Lane Director September 17, 2010
(Alan J. Lane)
/s/ Lee G. Weldon Director September 17, 2010

(Lee G. Weldon)
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FORWARD-LOOKING STATEMENTS
This report includes forward-looking statements that reflect management’s current views of future events
including future economic, regulatory, financial and operating results, the results of compliance audits and their
effect on our competitors, our ability to maintain our certifications and their effect on our business, and the ability
to achieve our goals and long-term growth, lower operating costs, remain debt-free, attract new customers and
retain existing customers. Actual results may differ materially from the forward-looking statements due to a
number of important factors including but not limited to the risks and other factors described in our 2010 Annual
Report on Form 10-K and other reports and documents we file with the Securities and Exchange Commission.
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