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Re:

 

Natural Health Trends Corp.
Form 10-K filed March 23, 2009
Form 10-Q filed August 14, 2009
File No. 000-26272

Dear Mr. Mew:

Set forth below are the responses of Natural Health Trends Corp. (the “Company”) to the Staff’s comment letter dated
October 20, 2009. In connection with responding to the Staff’s comments, the Company acknowledges that:

 •  it is responsible for the adequacy and accuracy of the disclosure in the filing;

 •  Staff comments or changes to disclosure in response to Staff comments do not foreclose the Commission from
taking any action with respect to the filing; and

 •  it may not assert Staff comments as a defense in any proceeding initiated by the Commission or any person under the
federal securities laws of the United States.

For the Staff’s convenience, its comments have been repeated below with the Company’s response immediately following
each of the Staff’s comments in bold font.

 

 



 

Form 10-K for the Fiscal Year ended December 31, 2008

Note 1. Nature of Operations and Summary of Significant Accounting Policies, page 40

 1.  Please explain to us your basis for de-recognizing commission liabilities in the amount of $2.2 million. Please
include in your response when the liabilities were incurred. Refer to FASB ASC 405-20-50.

Company’s Response:

As disclosed in the Form 10-K, THE COMPANY’S DE-RECOGNITION OF COMMISSION LIABILITIES IN 2008 RELATED PRIMARILY

TO THE HONG KONG MARKET. BETWEEN 2003 AND 2008, THE COMPANY’S HONG KONG SUBSIDIARY ISSUED AN AGGREGATE

OF HK $17.6 MILLION (APPROXIMATELY US$2.3 MILLION) IN DISTRIBUTOR COMMISSION CHECKS TO ITS MEMBERS FOR

commissions earned that have gone unsettled for more than six months.

THE COMPANY’S INTERPRETATION OF U.S. ACCOUNTING RULES, SPECIFICALLY ITS INTERPRETATION OF FASB ASC 450-25-2
REGARDING RECOGNITION OF LOSS CONTINGENCIES, IS THAT UNLESS AN ESCHEAT LAW REQUIRES UNCLAIMED ITEMS TO BE

REMITTED TO A GOVERNMENTAL BODY, UNCLAIMED WAGES AND INTEREST, UNREDEEMED GIFT CERTIFICATES AND SIMILAR ITEMS

SHOULD BE TAKEN INTO INCOME  WHEN IT APPEARS PROBABLE THAT THE ITEMS WILL NOT BE CLAIMED OR REDEEMED . HONG

Kong does not have an escheat law that requires unclaimed items to be remitted to a governmental body.

THE COMPANY DE-RECOGNIZED COMMISSION LIABILITIES FOR THE FIRST TIME IN 2008 BASED ON THE LAG ANALYSIS ATTACHED

AS ATTACHMENT A FOR ITS HONG KONG OPERATIONS. PRIOR TO 2008, THE COMPANY DID NOT BELIEVE THAT THE LENGTH OF ITS

OPERATING HISTORY WAS ADEQUATE TO PROVIDE A RELIABLE EMPIRICAL RECORD UPON WHICH TO BASE A LAG ANALYSIS. THE

COMPANY PREPARED A LAG ANALYSIS OF ITS AGED, UNSETTLED COMMISSION CHECKS AND NOTED THAT IN THE SECOND YEAR

FOLLOWING THE ISSUANCE OF COMMISSION CHECKS, THE PERCENTAGE OF UNSETTLED COMMISSIONS ACTUALLY PAID DROPPED TO

A NEGLIGIBLE AMOUNT. THUS, IN 2008 DE-RECOGNIZED 100% OF UNSETTLED COMMISSIONS FOR 2003 TO 2005, 98% OF

UNSETTLED COMMISSIONS FOR 2006, 90% OF UNSETTLED COMMISSIONS FOR 2007, AND NO UNSETTLED COMMISSIONS FOR 2008.
THE COMPANY DETERMINED THAT IT WAS MORE THAN PROBABLE THAT THESE COMMISSIONS WOULD NOT BE PAID OR

OTHERWISE CLAIMED, WITH THE RESULT THAT IT DE-RECOGNIZED AN AGGREGATE OF HK $15.6 MILLION (APPROXIMATELY US
$2.0 million) with respect to its Hong Kong operations, and US $2.2 million for the Company as a whole.

A CONTRIBUTING FACTOR FOR THE VOLUME OF UNCLAIMED COMMISSION CHECKS IS THAT COMPANIES WITHIN THE DIRECT SELLING

INDUSTRY HISTORICALLY EXPERIENCE A HIGH RATE OF ATTRITION AMONGST THEIR MEMBERS. THE COMPANY BELIEVES THAT IT

MOST LIKELY EXPERIENCED AN EVEN HIGHER RATE OF ATTRITION THAN THE INDUSTRY AVERAGE OVER THIS PERIOD OF TIME. THE

PRACTICAL DIFFICULTY OF TRANSLATING CHINESE NAMES AND CONTACT INFORMATION, AND THE SIGNIFICANT MIGRATION OF THE

CHINESE POPULATION IN RECENT YEARS, ADDS ADDITIONAL CHALLENGES TO THE COMPANY’S ABILITY TO FIND POTENTIAL

CLAIMANTS. THE COMPANY IS TAKING STEPS TO ENSURE MORE MEMBERS SETTLE THEIR COMMISSION CHECKS AND CURRENTLY

IS IN THE PROCESS OF DISTRIBUTING COMMISSIONS VIA ALTERNATIVE PAYMENT METHODS, SUCH AS PRE-PAID CREDIT CARDS.
ADDITIONALLY, THE COMPANY HAS ADOPTED A POLICY TO UPDATE AND REVIEW ITS AGED COMMISSION CHECKS ANALYSIS FOR

Hong Kong on a quarterly basis.

 

 



 

Note 7. Share-Based Compensation, page 53

 2.  Please revise to provide all of the disclosures required by FASB ASC 718-10-50-2 including the risk-free rate and
expected volatility. Refer to FASB ASC 718-10-55-136. Show us what your disclosure will look like revised in
future filings.

Company’s Response:

THE COMPANY HAS REVIEWED THE DISCLOSURES REQUIRED BY FASB ASC 718-10-50-2, INCLUDING THOSE REGARDING THE

RISK-FREE RATE AND EXPECTED VOLATILITY. IT BELIEVES THE DISCLOSURES REGARDING THE RISK-FREE RATE AND EXPECTED

VOLATILITY ARE ONLY REQUIRED FOR PERIODS PRESENTED IN WHICH OPTION AWARDS ARE GRANTED IN ORDER TO FULLY DISCLOSE

THE ASSUMPTIONS USED FOR ESTIMATING THE FAIR VALUE OF THE OPTION AWARDS. AS DISCLOSED IN THE Form 10-K, NO SUCH

OPTION AWARDS WERE GRANTED DURING THE YEARS ENDED DECEMBER 31, 2007 AND 2008. EVEN THOUGH NO RISK-FREE RATE

AND EXPECTED VOLATILITY ASSUMPTIONS WERE UTILIZED FOR FAIR VALUE PURPOSES DURING THE YEARS PRESENTED, THE

COMPANY DID DISCLOSE THE ASSUMPTIONS IT EXPECTS TO MAKE FOR THESE VARIABLES IN THE EVENT THAT FAIR VALUES MUST

BE ESTIMATED IN FUTURE PERIODS (SEE THE SECOND PARAGRAPH UNDER THE CAPTION “VALUATION AND EXPENSE

Information Under SFAS No. 123(R)” in Note 7).

HOWEVER, IN REVIEWING THE DISCLOSURES REQUIRED BY FASB ASC 718-10-50-2, THE COMPANY DETERMINED THAT IT

FAILED TO DISCLOSE THE TOTAL FAIR VALUE OF SHARES VESTED DURING THE YEARS ENDED DECEMBER 31, 2007 AND 2008, WHICH

amounted to $855,000 and $237,000, respectively. The Company will include such disclosure in future filings.

Note 5. Commitments and Contingencies, page 48 – Registration Payment Arrangements, page 49

 3.  We note your disclosure that no contingent obligations have been recognized under registration payment
arrangements. To enhance transparency, tell us and disclose the basis behind your determination that no contingent
obligation was necessary as of December 31, 2008. As appropriate, tell us and disclose an estimate of the possible
loss or range of loss or a statement that such an estimate cannot be made. Refer to FASB ASC 450-20-50-4.

Company Response:

AS DISCLOSED IN THE Form 10-K, THE COMPANY IS OBLIGATED UNDER TWO REGISTRATION PAYMENT ARRANGEMENTS. THEY

are each discussed separately below:

May 2007 Financing

ON MAY 4, 2007, THE COMPANY ENTERED INTO A STOCK AND WARRANT PURCHASE AGREEMENT WITH CERTAIN INVESTORS

FOR THE SALE OF 1,759,307 SHARES OF ITS SERIES A CONVERTIBLE PREFERRED STOCK, AT A PURCHASE PRICE OF $1.70 PER

SHARE, AND WARRANTS REPRESENTING THE RIGHT TO PURCHASE 1,759,307 SHARES OF ITS COMMON STOCK, AT A PURCHASE

PRICE OF $0.00001 PER UNDERLYING SHARE. THE WARRANTS ARE EXERCISABLE AT ANY TIME DURING THE PERIOD BEGINNING

NOVEMBER 4, 2007 (SIX MONTHS AFTER THEIR ISSUANCE) AND ENDING MAY 4, 2013 (SIX YEARS AFTER THEIR ISSUANCE). THE

EXERCISE PRICE FOR THE WARRANTS VARIES FROM $3.80 TO $5.00 PER SHARE, DEPENDING ON THE TIME OF EXERCISE. THE

SHARES OF COMMON STOCK ISSUABLE UPON CONVERSION OF THE PREFERRED STOCK AND EXERCISE OF THE WARRANTS ARE

referred to as the “Underlying Shares.”

PER THE STOCK AND WARRANT PURCHASE AGREEMENT, THE COMPANY IS REQUIRED TO USE ITS REASONABLE BEST EFFORTS TO

PREPARE AND FILE WITH THE SEC SUCH AMENDMENTS AND SUPPLEMENTS TO THE REGISTRATION STATEMENT AND THE

PROSPECTUS USED IN CONNECTION THEREWITH AS MAY BE NECESSARY TO KEEP THE REGISTRATION STATEMENT CURRENT AND

EFFECTIVE WITH THE SEC UNTIL THE EARLIEST OF (I) THE DATE WHEN ALL UNDERLYING SHARES COVERED BY SUCH REGISTRATION

STATEMENT HAVE BEEN SOLD AND (II) THE DATE ON WHICH THE PURCHASERS MAY SELL ALL OF THE UNDERLYING SHARES

ACQUIRED OR WHICH THE PURCHASER HAS THE RIGHT TO ACQUIRE WITHOUT RESTRICTION PURSUANT TO RULE 144(k) UNDER THE

Securities Act (the “Effectiveness Period”).”

 

 



 

THE ARRANGEMENT ENTERED INTO IN MAY 2007 WOULD REQUIRE THE COMPANY TO PAY IN CASH AN AMOUNT EQUAL TO 2%
OF THE PRODUCT OF $1.70 TIMES THE NUMBER OF SHARES OF SERIES A CONVERTIBLE PREFERRED STOCK SOLD IN THE

FINANCING, OR APPROXIMATELY $60,000, IF THE REGISTRATION STATEMENT CEASES TO BE EFFECTIVE AS TO THE UNDERLYING

SHARES COVERED THEREBY AT ANY TIME PRIOR TO THE EXPIRATION OF THE EFFECTIVENESS PERIOD DUE TO AN INTENTIONAL AND

WILLFUL ACT BY THE COMPANY WITHOUT BEING SUCCEEDED IMMEDIATELY BY A SUBSEQUENT REGISTRATION STATEMENT FILED

WITH THE SEC COVERING SUCH UNDERLYING SHARES. AS OF DECEMBER 31, 2008, THE COMPANY DID NOT CONSIDER IT

PROBABLE THAT THE EFFECTIVENESS OF THE REGISTRATION STATEMENT WOULD CEASE “DUE TO AN INTENTIONAL AND WILLFUL ACT

by the Company,” and, therefore, did not accrue the penalty of approximately $60,000.

October 2007 Financing

ON OCTOBER 19, 2007, THE COMPANY ENTERED INTO A SECURITIES PURCHASE AGREEMENT WITH CERTAIN INSTITUTIONAL

INVESTORS PURSUANT TO WHICH THE INVESTORS AGREED TO PROVIDE FINANCING TO THE COMPANY IN A PRIVATE PLACEMENT OF

VARIABLE RATE CONVERTIBLE DEBENTURES HAVING AN AGGREGATE FACE AMOUNT OF $4,250,000, SEVEN-YEAR WARRANTS TO

PURCHASE 1,496,000 SHARES OF THE COMPANY’S COMMON STOCK, AND ONE-YEAR WARRANTS TO PURCHASE 1,496,000
SHARES OF THE COMPANY’S COMMON STOCK (WHICH ONE-YEAR WARRANTS HAVE SINCE EXPIRED). THE WARRANTS HAVE AN

EXERCISE PRICE OF $3.52 PER SHARE. IF, AT ANY TIME AFTER THE EARLIER OF OCTOBER 19, 2008 AND THE COMPLETION OF THE

THEN APPLICABLE HOLDING PERIOD UNDER RULE 144, THERE IS NO EFFECTIVE REGISTRATION STATEMENT FOR THE UNDERLYING

SHARES OF COMMON STOCK AT A TIME WHEN SUCH REGISTRATION STATEMENT IS REQUIRED TO BE EFFECTIVE PURSUANT TO THE

Registration Rights Agreement, then the warrants may be exercised by means of a cashless exercise.

THE COMPANY AND THE INVESTORS ALSO ENTERED INTO A REGISTRATION RIGHTS AGREEMENT THAT REQUIRES THE COMPANY

TO FILE ONE OR MORE REGISTRATION STATEMENTS THAT REGISTER THE MAXIMUM NUMBER OF REGISTRABLE SECURITIES (AS

DEFINED) THAT IS PERMITTED BY SEC GUIDANCE (AS DEFINED), AND MAINTAIN THE EFFECTIVENESS OF THE REGISTRATION

STATEMENTS UNTIL ALL REGISTRABLE SECURITIES HAVE BEEN SOLD, OR MAY BE SOLD WITHOUT VOLUME RESTRICTIONS PURSUANT

TO RULE 144(k). AS OF DECEMBER 31, 2008, THE COMPANY HAD TIMELY FILED A REGISTRATION STATEMENT COVERING THE

MAXIMUM NUMBER OF SHARES OF REGISTRABLE SECURITIES PERMITTED BY SEC GUIDANCE, AND THAT REGISTRATION

statement continued to be effective.

AS OF DECEMBER 31, 2008, THE REGISTRATION RIGHTS AGREEMENT WOULD REQUIRE THE COMPANY TO PAY IN CASH AN

AMOUNT PER MONTH EQUAL TO 1% OF THE AGGREGATE PURCHASE PRICE PAID BY EACH INVESTOR PURSUANT TO THE SECURITIES

PURCHASE AGREEMENT FOR ANY UNREGISTERED REGISTRABLE SECURITIES THEN HELD BY SUCH INVESTOR IF THE REGISTRATION

STATEMENT CEASES FOR ANY REASON TO REMAIN CONTINUOUSLY EFFECTIVE AS TO ALL REGISTRABLE SECURITIES INCLUDED IN SUCH

REGISTRATION STATEMENT, OR THE INVESTORS ARE OTHERWISE NOT PERMITTED TO UTILIZE THE PROSPECTUS THEREIN TO RESELL

SUCH REGISTRABLE SECURITIES, FOR MORE THAN 20 CONSECUTIVE CALENDAR DAYS OR MORE THAN AN AGGREGATE OF 30
CALENDAR DAYS (WHICH NEED NOT BE CONSECUTIVE CALENDAR DAYS) DURING ANY 12-MONTH PERIOD. THE PARTIES AGREED

THAT THE COMPANY SHALL NOT BE LIABLE FOR LIQUIDATED DAMAGES UNDER THIS AGREEMENT WITH RESPECT TO ANY WARRANTS

OR SHARES ISSUABLE UPON EXERCISE OF THE WARRANTS. AS OF DECEMBER 31, 2008, THE COMPANY DID NOT CONSIDER IT

PROBABLE THAT ANY PAYMENT WOULD BE DUE UNDER THESE PROVISIONS OF THE REGISTRATION RIGHTS AGREEMENT. THE

MAXIMUM POTENTIAL AMOUNT OF CONSIDERATION THAT COULD BE PAYABLE UNDER THIS ARRANGEMENT AS OF DECEMBER 31,
2008, IS APPROXIMATELY $37,000 PER MONTH. THE MAXIMUM NUMBER OF SHARES THAT COULD BE REQUIRED TO BE ISSUED

UPON EXERCISE OF THE WARRANTS (WHETHER ON A CASHLESS BASIS OR OTHERWISE) IS LIMITED TO THE NUMBER OF SHARES

indicated on the face of the warrants.

PER THE TERMS OF THE REGISTRATION RIGHTS AGREEMENT ENTERED INTO IN OCTOBER 2007, NO ACCRUAL FOR LIQUIDATION

DAMAGES WILL OCCUR BEYOND OCTOBER 19, 2009, AND NONE HAS ACCRUED TO DATE. IN FUTURE FILINGS, THE COMPANY WILL

DISCLOSE THE MAXIMUM NUMBER OR SHARES THAT COULD BE ISSUED UPON EXERCISE OF THE WARRANTS GRANTED IN

OCTOBER 2007 AND THE MAXIMUM POTENTIAL PENALTY OF $60,000 UNDER THE STOCK AND WARRANT PURCHASE

Agreement entered into in May 2007.

 

 



 

We trust that the foregoing responses adequately address the Staff’s comments. Please do not hesitate to contact us
with any questions that you may have.
     
 Best regards,

  

 /s/ Timothy S. Davidson   
 Timothy S. Davidson  
   
Enclosure
cc: Donna Di Silvio
  John B. McKnight, Esq.
  Gary C. Wallace

 

 



 

Attachment A

NATURAL HEALTH TRENDS CORP.
Hong Kong Commission Check Lag Analysis

(Dollars in thousands; Hong Kong dollars, except where indicated)
                     
  Unsettled Commissions As Of December 31:  
Year Incurred  2008   2007   2006   2005   2004  
 
2003   763   765   771   804   890 
2004   2,000   2,021   2,113   2,513   26,962 
2005   7,091   7,204   7,854   38,551   — 
2006   3,332   3,472   18,641   —   — 
2007   2,713   8,152   —   —   — 
2008 (greater than 6 mths old)   1,729   —   —   —   — 
Total   17,629   21,615   29,380   41,867   27,851 
                     
  Percentage Paid In:      
Year Incurred  2008   2007   2006   2005      
2003   0.2%  0.7%  3.6%  9.7%    
2004   0.1%  0.3%  1.5%  90.7%    
2005   0.3%  1.7%  79.6%        
2006   0.8%  81.4%            
2007   66.7%                
                     
Amount De-Recognized:                     
Prior to 2006 (100%)   9,855                 
2006 (98%)   3,265                 
2007 (90%)   2,442                 
Total (HK$)   15,562                 
US$ estimate   2,008                 
                     
Remaining Liability:                     
2006 (2%)   67                 
2007 (10%)   271                 
2008 (100%)   1,729                 
Total (HK$)   2,067                 
US$ estimate   267                 

 


