
WEIGHT WATCHERS INTERNATIONAL INC
Form 10-Q
August 07, 2018

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

☒QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the quarterly period ended June 30, 2018

OR

☐TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
For the transition period from              to             

Commission File Number: 001-16769

WEIGHT WATCHERS INTERNATIONAL, INC.

(Exact name of registrant as specified in its charter)

Virginia 11-6040273
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
675 Avenue of the Americas, 6th Floor, New York, New York 10010

(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code: (212) 589-2700
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(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  ☒    No  ☐

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files).    Yes  ☒    No  ☐

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

Large accelerated filer ☒Accelerated filer ☐

Non-accelerated filer ☐ Smaller reporting company ☐

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

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes  ☐    No  ☒

The number of shares of common stock outstanding as of July 31, 2018 was 66,623,118. 
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PART I—FINANCIAL INFORMATION

ITEM 1.FINANCIAL STATEMENTS
WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED BALANCE SHEETS AT

(IN THOUSANDS)

June 30, December 30,
2018 2017

ASSETS
CURRENT ASSETS
Cash and cash equivalents $167,755 $ 83,054
Receivables (net of allowances: June 30, 2018 - $2,021 and

   December 30, 2017 - $2,001) 27,401 23,913
Inventories 18,649 31,728
Prepaid income taxes 49,193 43,488
Prepaid expenses and other current assets 28,457 26,805
TOTAL CURRENT ASSETS 291,455 208,988
Property and equipment, net 48,138 47,978
Franchise rights acquired 750,335 754,040
Goodwill 153,130 156,281
Other intangible assets, net 54,113 46,536
Deferred income taxes 15,239 12,447
Other noncurrent assets 24,142 19,730
TOTAL ASSETS $1,336,552 $ 1,246,000
LIABILITIES AND TOTAL DEFICIT
CURRENT LIABILITIES
Portion of long-term debt due within one year $118,498 $ 82,750
Accounts payable 22,952 24,356
Salaries and wages payable 56,678 62,179
Accrued marketing and advertising 12,242 18,154
Accrued interest 25,249 10,834
Other accrued liabilities 60,125 58,251
Derivative payable 0 12,171
Deferred revenue 83,878 74,332
TOTAL CURRENT LIABILITIES 379,622 343,027
Long-term debt, net 1,644,471 1,740,612
Deferred income taxes 204,304 143,591
Other 31,151 30,289
TOTAL LIABILITIES 2,259,548 2,257,519
Redeemable noncontrolling interest 4,004 4,467
TOTAL DEFICIT
Common stock, $0 par value; 1,000,000 shares authorized; 120,353 0 0
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   shares issued at June 30, 2018 and 118,947 shares issued at December 30, 2017
Treasury stock, at cost, 53,765 shares at June 30, 2018 and 54,258

   shares at December 30, 2017 (3,189,796) (3,208,836 )
Retained earnings 2,271,593 2,203,317
Accumulated other comprehensive loss (8,797 ) (10,467 )
TOTAL DEFICIT (927,000 ) (1,015,986 )
TOTAL LIABILITIES AND TOTAL DEFICIT $1,336,552 $ 1,246,000

The accompanying notes are an integral part of the consolidated financial statements.

2
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WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF NET INCOME

(IN THOUSANDS, EXCEPT PER SHARE AMOUNTS) 

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2018 2017 2018 2017

Service revenues, net $343,730 $283,001 $672,399 $544,477
Product sales and other, net 66,017 58,672 145,571 126,259
Revenues, net 409,747 341,673 817,970 670,736
Cost of services 128,159 120,325 267,939 245,210
Cost of product sales and other 36,794 32,335 84,236 72,416
Cost of revenues 164,953 152,660 352,175 317,626
Gross profit 244,794 189,013 465,795 353,110
Marketing expenses 55,421 41,968 154,340 128,397
Selling, general and administrative expenses 61,665 50,839 121,676 98,273
Operating income 127,708 96,206 189,779 126,440
Interest expense 35,866 27,092 71,732 55,234
Other expense (income), net 1,333 (488 ) 1,097 154
Gain on early extinguishment of debt 0 (1,554 ) 0 (1,554 )
Income before income taxes 90,509 71,156 116,950 72,606
Provision for income taxes 19,825 25,992 7,208 16,864
Net income 70,684 45,164 109,742 55,742
Net loss attributable to the noncontrolling interest 36 9 90 83
Net income attributable to Weight Watchers International, Inc. $70,720 $45,173 $109,832 $55,825
Earnings Per Share attributable to Weight Watchers

   International, Inc.
Basic $1.07 $0.70 $1.67 $0.87
Diluted $1.01 $0.67 $1.57 $0.83
Weighted average common shares outstanding
Basic 66,400 64,269 65,761 64,124
Diluted 70,154 67,737 69,914 67,304

The accompanying notes are an integral part of the consolidated financial statements.

3
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WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(IN THOUSANDS)

Three Months
Ended Six Months Ended
June 30, July 1, June 30, July 1,
2018 2017 2018 2017

Net income $70,684 $45,164 $109,742 $55,742
Other comprehensive (loss) gain:
Foreign currency translation (loss) gain (3,804 ) 2,630 (7,229 ) 6,031
Income tax benefit (expense) on foreign currency translation

   (loss) gain 965 (1,026 ) 1,833 (2,352 )
Foreign currency translation (loss) gain, net of taxes (2,839 ) 1,604 (5,396 ) 3,679
Gain (loss) on derivatives 1,130 (1,136 ) 12,297 4,377
Income tax (expense) benefit on gain on derivatives (287 ) 443 (3,119 ) (1,707 )
Gain (loss) on derivatives, net of taxes 843 (693 ) 9,178 2,670
Total other comprehensive (loss) gain (1,996 ) 911 3,782 6,349
Comprehensive income 68,688 46,075 113,524 62,091
Net loss attributable to the noncontrolling interest 36 9 90 83
Foreign currency translation loss, net of taxes

   attributable to the noncontrolling interest 137 146 373 41
Comprehensive loss attributable to the noncontrolling

   interest 173 155 463 124
Comprehensive income attributable to Weight Watchers

   International, Inc. $68,861 $46,230 $113,987 $62,215

The accompanying notes are an integral part of the consolidated financial statements.

4
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WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN THOUSANDS)

Six Months Ended
June 30, July 1,
2018 2017

Operating activities:
Net income $109,742 $55,742
Adjustments to reconcile net income to cash

   provided by operating activities:
Depreciation and amortization 21,774 25,554
Amortization of deferred financing costs and debt discount 4,122 2,861
Impairment of intangible and long-lived assets 0 60
Write-off of net assets due to cessation of Spain

   operations 0 70
Share-based compensation expense 9,675 4,817
Deferred tax provision 752 10,331
Allowance for doubtful accounts 54 (857 )
Reserve for inventory obsolescence 8,338 4,962
Foreign currency exchange rate loss 868 150
Gain on early extinguishment of debt 0 (1,802 )
Changes in cash due to:
Receivables (9,650 ) 3,490
Inventories 4,999 5,887
Prepaid expenses (3,023 ) 4,338
Accounts payable (798 ) (19,727 )
Accrued liabilities (1,696 ) (28,575 )
Deferred revenue 13,259 21,847
Other long term assets and liabilities, net (4,309 ) 144
Income taxes 14,480 8,823
Cash provided by operating activities 168,587 98,115
Investing activities:
Capital expenditures (7,733 ) (5,614 )
Capitalized software expenditures (13,118 ) (13,419 )
Other items, net (9,669 ) (86 )
Cash used for investing activities (30,520 ) (19,119 )
Financing activities:
Net (payments) borrowings on revolver (25,000 ) 0
Payments on long-term debt (38,500 ) (83,334 )
Taxes paid related to net share settlement of equity awards (11,139 ) (3,648 )
Proceeds from stock options exercised 23,262 1,258
Cash used for financing activities (51,377 ) (85,724 )
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Effect of exchange rate changes on cash and cash equivalents (1,989 ) 2,557
Net increase (decrease) in cash and cash equivalents 84,701 (4,171 )
Cash and cash equivalents, beginning of period 83,054 108,656
Cash and cash equivalents, end of period $167,755 $104,485

The accompanying notes are an integral part of the consolidated financial statements.

5
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WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(IN THOUSANDS, EXCEPT PER SHARE AND PER UNIT AMOUNTS)

1.Basis of Presentation
The accompanying consolidated financial statements include the accounts of Weight Watchers International, Inc. and
all of its subsidiaries. The terms “Company” and “WWI” as used throughout these notes are used to indicate Weight
Watchers International, Inc. and all of its operations consolidated for purposes of its financial statements. The
Company’s “meetings” business refers to providing access to combined meetings and digital offerings to the Company’s
commitment plan subscribers (including Total Access subscribers), as well as access to meetings to the Company’s
“pay-as-you-go” members and other meetings members. “Online” refers to Weight Watchers Online, Weight Watchers
OnlinePlus, Personal Coaching and other digital subscription products.

The consolidated financial statements have been prepared in conformity with accounting principles generally accepted
in the United States of America (“GAAP”) for interim financial information and include amounts that are based on
management’s best estimates and judgments. While all available information has been considered, actual amounts
could differ from those estimates. The consolidated financial statements include all of the Company’s majority-owned
subsidiaries. All entities acquired, and any entity of which a majority interest was acquired, are included in the
consolidated financial statements from the date of acquisition. All intercompany accounts and transactions have been
eliminated in consolidation. The Company’s operating results for any interim period are not necessarily indicative of
future or annual results. The consolidated financial statements are unaudited and, accordingly, they do not include all
of the information necessary for a comprehensive presentation of results of operations, financial position and cash
flow activity required by GAAP for complete financial statements but, in the opinion of management, reflect all
adjustments including those of a normal recurring nature necessary for a fair statement of the interim results
presented.

These statements should be read in conjunction with the Company’s Annual Report on Form 10-K for fiscal 2017 filed
on February 28, 2018, which includes additional information about the Company, its results of operations, its financial
position and its cash flows.

2.Recently Issued Accounting Standards
In February 2016, the Financial Accounting Standards Board (the “FASB”) issued updated guidance regarding leases,
requiring lessees to recognize a right-of-use asset and a lease liability on the balance sheet for all leases with the
exception of short-term leases. For lessees, leases will continue to be classified as either operating or finance leases in
the income statement. Lessor accounting is similar to the current model but will be updated to align with certain
changes to the lessee model. Lessors will continue to classify leases as operating, direct financing or sales-type leases.
The effective date of the new guidance for public companies is for fiscal years beginning after December 15, 2018 and
interim periods within those fiscal years. Early adoption is permitted. In July 2018, the FASB issued updated guidance
by providing an entity with an additional and optional transition method to adopt the new lease guidance. The
modified retrospective transition approach requires application of the new guidance at the beginning of the earliest
comparative period presented and the optional transition method permits an entity to apply the guidance at the
adoption date. The updated guidance is effective for the Company beginning in the first quarter of fiscal 2019. The
Company is currently evaluating the impact that the adoption of this guidance will have on the consolidated financial
statements and related disclosures of the Company.

In June 2018, the FASB issued updated guidance regarding share-based payment transactions for acquiring goods and
services from nonemployees. The guidance also specifies that the updated guidance on stock compensation applies to
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all share-based payment transactions in which a grantor acquires goods or services to be used or consumed in a
grantor’s own operations by issuing share-based payment awards. The effective date of the new guidance for public
companies is for fiscal years beginning after December 15, 2018 and interim periods within those fiscal years. Early
adoption is permitted, but no earlier than an entity’s adoption date of the revenue guidance. The updated guidance is
effective for the Company beginning in the first quarter of fiscal 2019. The Company is currently evaluating the
potential effects of this guidance on its consolidated financial statements.

For a discussion of the Company’s other significant accounting policies, see “Summary of Significant Accounting
Policies” in the Notes to Consolidated Financial Statements of the Company’s Annual Report on Form 10-K for fiscal
2017. For a discussion of accounting standards adopted in the current period, see Note 3.

3.Accounting Standards Adopted in Current Year
In March 2016, the FASB issued updated guidance on revenue from contracts with customers, which is intended to
clarify the implementation guidance on principal versus agent considerations. The amendments in this update do not
change the core principle of the guidance, but are intended to improve the operability and understandability of the
implementation guidance on principal versus

6
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WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(IN THOUSANDS, EXCEPT PER SHARE AND PER UNIT AMOUNTS)

agent considerations by including indicators to assist an entity in determining whether it controls a specified good or
service before it is transferred to the customer. In April 2016, the FASB issued updated guidance on revenue from
contracts with customers, which is intended to clarify guidance related to identifying performance obligations and
licensing implementation guidance contained in the new revenue recognition standard. In May 2016, the FASB issued
updated guidance on revenue from contracts with customers, which is intended to provide narrow scope guidance and
practical expedients contained in the new revenue standard. In December 2016, the FASB issued updated guidance on
revenue from contracts with customers for technical corrections and improvements on narrow aspects within the
original and amended guidance. The amendments in these updates are effective for annual periods beginning after
December 15, 2017 and interim periods within those fiscal years, with early adoption permitted. On December 31,
2017, the Company adopted the updated guidance on revenue from contracts with customers on a modified
retrospective basis. See Note 4 for further details.

In October 2016, the FASB issued updated guidance on intra-equity transfers of assets other than inventory which is
intended to improve the accounting for income tax consequences by eliminating the deferral of tax effects of
intra-entity asset transfers other than inventory within the consolidated entity. The current guidance to defer the
recognition of any tax impact on the transfer of inventory within the consolidated entity until it is sold to a third party
remains unaffected. The updated guidance is effective for annual periods beginning after December 15, 2017 and
interim periods within those fiscal years, with early adoption permitted. The updated guidance must be applied on a
modified retrospective basis through a cumulative-effect adjustment directly to retained earnings as of the beginning
of the period of adoption. The Company adopted this guidance the first day of the first quarter of 2018, and as a result,
recorded a net deferred tax liability with a corresponding cumulative adjustment to decrease retained earnings
of $48,624 associated with an intra-entity transfer of certain intellectual property rights related to the Company’s
non-U.S. business to its Canadian entity. Before the 2017 Tax Act was passed, the Company’s position was that this
transaction was net neutral from a tax perspective and therefore a cumulative effect entry might not be required. 
However, after further analysis of the new tax law during the first quarter of 2018, the Company concluded an entry to
retained earnings was necessary.  

In February 2018, the FASB issued updated guidance on tax effects of items within accumulated other comprehensive
income resulting from Tax Cuts and Jobs Act of 2017 (the “2017 Tax Act”).  This update eliminates the stranded tax
effects from the Act and permits a company to make an accounting policy election to reclassify those effects from
accumulated other comprehensive income (“AOCI”) to retained earnings. The updated guidance is effective for the
Company beginning in the first quarter of fiscal 2019 and early adoption is permitted. The Company adopted this
guidance the first day of the first quarter of fiscal 2018, and the election was made to reclassify the income tax effects
of the 2017 Tax Act from accumulated other comprehensive loss to retained earnings, resulting in a $2,485 increase to
retained earnings in the consolidated balance sheet at March 31, 2018. There were no other income tax effects related
to the application of the 2017 Tax Act with the adoption of this updated guidance.

In March 2018, the FASB issued guidance pursuant to the amendments issued by the staff of the U.S. Securities and
Exchange Commission. The amendments provide guidance on when to record and disclose provisional amounts for
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certain income tax effects of the 2017 Tax Act. The amendments also require any provisional amounts or subsequent
adjustments to be included in net income from continuing operations. Additionally, this guidance discusses required
disclosures that an entity must make with regard to the 2017 Tax Act. This guidance is effective immediately as new
information is available to adjust provisional amounts that were previously recorded. The Company adopted this
guidance and will continue to evaluate indicators that may give rise to a change in our tax provision as a result of the
2017 Tax Act. See Note 9 for additional information on the 2017 Tax Act.

4.Revenue  

Adoption of Revenue from Contracts with Customers

On December 31, 2017, the Company adopted the updated guidance on revenue from contracts with customers using
the modified retrospective method applied to those contracts which were not completed as of December 31, 2017.
Results for reporting periods beginning after December 31, 2017 are presented under the updated guidance, while
prior period amounts are not adjusted and continue to be reported in accordance with the Company’s historical revenue
accounting.

The Company recorded a net increase to opening retained earnings of $2,145 as of December 31, 2017 due to the
cumulative impact of adopting the updated guidance, inclusive of a $3,501 decrease to deferred revenue, a decrease of
$568 to prepaid expenses and other current assets and an increase to the deferred income tax liability of $788.

7
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WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(IN THOUSANDS, EXCEPT PER SHARE AND PER UNIT AMOUNTS)

Revenue Recognition

Revenues are recognized when control of the promised services or goods is transferred to the Company’s customers, in
an amount that reflects the consideration it expects to be entitled to in exchange for those services or goods.

WWI earns revenue by conducting meetings, for which it charges a fee, predominantly through commitment plans,
prepayment plans or the “pay-as-you-go” arrangement. WWI also earns revenue from subscriptions for the Company’s
Online products, selling products (including publications) in its meetings, online and to its franchisees, collecting
commissions from franchisees, collecting royalties related to licensing agreements, selling magazine subscriptions,
publishing, selling advertising space on its websites and in copies of its publications and By Mail product sales.

Commitment plans, prepaid meeting fees and magazine subscription revenue is recorded to deferred revenue and
amortized into revenue as control is transferred over the period earned since the performance obligations are satisfied
over time. In the meetings business, WWI generally charges non-refundable registration and starter fees in exchange
for an introductory information session and materials it provides to new members. Revenue from these registration
and starter fees is considered immaterial in the context of the contract and are recorded to deferred revenue and
amortized into revenue over the commitment period. Online subscription revenues, consisting of the fees associated
with subscriptions for the Company’s Online subscription products, including its Personal Coaching product, are
deferred and recognized on a straight-line basis as control is transferred over the subscription period. One-time Online
sign-up fees are considered immaterial in the context of the contract and the related revenue is recorded to deferred
revenue and amortized into revenue over the commitment period. Revenue from “pay-as-you-go” meeting fees, product
sales, By Mail, commissions and royalties is recognized at the point in time control is transferred, when services are
rendered, products are shipped to customers and title and risk of loss passes to the customers, and commissions and
royalties are earned, respectively. Revenue from advertising in magazines is recognized when advertisements are
published. Revenue from magazine sales is recognized when the magazine is sent to the customer. For revenue
transactions that involve multiple performance obligations, the amount of revenue recognized is determined using the
relative fair value approach, which is generally based on each performance obligation’s stand-alone selling price.
Discounts to customers, including free registration offers, are recorded as a deduction from gross revenue in the period
such revenue was recognized. Revenue from advertising on its websites is recognized when the advertisement is
viewed by the user.

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

The following table presents the Company’s revenues disaggregated by revenue source:

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
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2018 2017 2018 2017
Meeting Fees $ 192,712 $ 175,003 $ 382,834 $ 339,355
Online Subscription Revenues 151,018 107,998 289,565 205,122
Service revenues, net $ 343,730 $ 283,001 $ 672,399 $ 544,477
Product sales and other, net 66,017 58,672 145,571 126,259
Revenues, net $ 409,747 $ 341,673 $ 817,970 $ 670,736

8
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WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(IN THOUSANDS, EXCEPT PER SHARE AND PER UNIT AMOUNTS)

The following tables present the Company’s revenues disaggregated by segment:

Three Months Ended June 30, 2018
North Continental United
America Europe Kingdom Other Total

Meeting Fees $142,767 $ 29,402 $ 14,551 $5,992 $192,712
Online Subscription Revenues 101,099 39,342 6,955 3,622 151,018
      Service revenues, net $243,866 $ 68,744 $ 21,506 $9,614 $343,730
Product sales and other, net 40,672 12,848 7,704 4,793 66,017
Revenues, net $284,538 $ 81,592 $ 29,210 $14,407 $409,747

Three Months Ended July 1, 2017
North Continental United
America Europe Kingdom Other Total

Meeting Fees $129,666 $ 24,798 $ 14,028 $6,511 $175,003
Online Subscription Revenues 73,535 25,701 5,745 3,017 107,998
      Service revenues, net $203,201 $ 50,499 $ 19,773 $9,528 $283,001
Product sales and other, net 35,788 10,997 6,662 5,225 58,672
Revenues, net $238,989 $ 61,496 $ 26,435 $14,753 $341,673

Six Months Ended June 30, 2018
North Continental United
America Europe Kingdom Other Total

Meeting Fees $282,918 $ 58,482 $ 28,933 $12,500 $382,834
Online Subscription Revenues 193,339 75,503 13,519 7,205 289,565
      Service revenues, net $476,257 $ 133,985 $ 42,452 $19,705 $672,399
Product sales and other, net 87,458 30,138 17,043 10,932 145,571
Revenues, net $563,715 $ 164,123 $ 59,495 $30,637 $817,970

Six Months Ended July 1, 2017
North Continental United
America Europe Kingdom Other Total

Meeting Fees $253,665 $ 46,764 $ 26,141 $12,785 $339,355
Online Subscription Revenues 141,682 47,243 10,200 5,997 205,122
      Service revenues, net $395,347 $ 94,007 $ 36,341 $18,782 $544,477
Product sales and other, net 76,372 24,907 14,093 10,887 126,259
Revenues, net $471,719 $ 118,914 $ 50,434 $29,669 $670,736
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Information about Contract Balances

For Service Revenues, the Company typically collects payment in advance of providing services.  Any amounts
collected in advance of services being provided are recorded in deferred revenue. In the case where amounts are not
collected, but the service has been provided and the revenue has been recognized, the amounts are recorded in
accounts receivable. The opening and ending balances of the Company’s deferred revenues are as follows:

Deferred Deferred

Revenue
Revenue-Long
Term

Balance as of December 30, 2017 $ 74,332 $ 2,049
Net increase (decrease) during the period 9,546 (548 )
Balance as of June 30, 2018 $ 83,878 $ 1,501

9
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WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(IN THOUSANDS, EXCEPT PER SHARE AND PER UNIT AMOUNTS)

Revenue recognized from amounts included in current deferred revenue as of December 30, 2017 was $67,090 for the
six months ended June 30, 2018. The Company’s long-term deferred revenue, which is included in other liabilities on
the Company’s consolidated balance sheet, had a balance of $1,501 at June 30, 2018 related to upfront payments
received as an inducement for entering into certain sales-based royalty agreements with third party licensees. This
revenue is amortized on a straight-line basis over the term of the agreements.

Practical Expedients and Exemptions

The Company elected to apply the updated guidance only to contracts that were not completed as of December 31,
2017, the date of adoption. The Company does not disclose the value of unsatisfied performance obligations for
contracts with an original expected length of one year or less. The Company expenses sales commissions when
incurred (amortization period would have been one year or less) and these expenses are recorded within selling,
general and administrative expenses. The Company treats shipping and handling fees as fulfillment costs and not as a
separate performance obligation, and as a result, any fees received from customers are included in the transaction
price allocated to the performance obligation of providing goods with a corresponding amount accrued within cost of
product sales and other for amounts paid to applicable carriers. Sales tax, value-added tax, and other taxes the
Company collects concurrent with revenue-producing activities are excluded from revenue. 

5.Franchise Rights Acquired, Goodwill and Other Intangible Assets
Franchise rights acquired are due to acquisitions of the Company’s franchised territories as well as the acquisition of
franchise promotion agreements and other factors associated with the acquired franchise territories. For the six months
ended June 30, 2018, the change in the carrying value of franchise rights acquired is due to the effect of exchange rate
changes.

Goodwill primarily relates to the acquisition of the Company by H.J. Heinz Company in 1978, the acquisition of
WeightWatchers.com, Inc. in 2005, the acquisitions of the Company’s franchised territories, the acquisitions of the
majority interest in Vigilantes do Peso Marketing Ltda. and of Knowplicity, Inc., d/b/a Wello, in fiscal 2014 and the
acquisition of Weilos, Inc. in fiscal 2015.  For the six months ended June 30, 2018, the change in the carrying amount
of goodwill is due to the effect of exchange rate changes as follows:

North Continental United
America Europe Kingdom Other Total

Balance as of December 30, 2017 $140,389 $ 7,759 $ 1,253 $6,880 $156,281
Effect of exchange rate changes (1,833 ) (428 ) (29 ) (861 ) (3,151 )
Balance as of June 30, 2018 $138,556 $ 7,331 $ 1,224 $6,019 $153,130

Goodwill and Franchise Rights Acquired:
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The Company reviews goodwill and other indefinite-lived intangible assets, including franchise rights acquired with
indefinite lives, for potential impairment on at least an annual basis or more often if events so require. The Company
performed fair value impairment testing as of May 6, 2018 and May 7, 2017, each the first day of fiscal May, on its
goodwill and other indefinite-lived intangible assets. In addition, for the Company’s Brazil reporting unit only, given
the ongoing challenging economic environment, the negative performance trends and the Company’s reduced
expectations regarding the future impact of its business growth strategies in the country, the Company performed an
interim goodwill impairment analysis at December 30, 2017.

In performing its annual impairment analysis as of May 6, 2018 and May 7, 2017, the Company determined that the
carrying amounts of its goodwill reporting units and franchise rights acquired with indefinite lives units of account did
not exceed their respective fair values and therefore, no impairment existed. In performing the interim goodwill
impairment analysis for its Brazil reporting unit, the Company recorded a $13,323 impairment charge at December 30,
2017.

For all reporting units, except for Brazil, there was significant headroom in the impairment analysis. Based on the
results of the Company’s annual impairment test performed for all of its reporting units except for Brazil, as of the June
30, 2018 balance sheet date, the Company estimated that for reporting units that hold approximately 97.0% of the
Company’s goodwill, those units had a fair value at least 50% higher than the respective reporting unit’s carrying
amount. Based on the results of the Company’s annual impairment test performed for its Brazil reporting unit, the fair
value of this reporting unit exceeded its carrying value by approximately 10%, and

10
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accordingly a relatively small change in the underlying assumptions would likely cause a change in the results of the
impairment assessment and, as such, could result in an impairment of the goodwill related to Brazil, for which the
carrying amount is $5,054. 

When determining fair value, the Company utilizes various assumptions, including projections of future cash flows,
growth rates and discount rates. A change in these underlying assumptions would cause a change in the results of the
tests and, as such, could cause fair value to be less than the carrying amounts and result in an impairment of those
assets. In the event such a result occurred, the Company would be required to record a corresponding charge, which
would impact earnings. The Company would also be required to reduce the carrying amounts of the related assets on
its balance sheet. The Company continues to evaluate these assumptions and believes that these assumptions are
appropriate.

The following is a discussion of the goodwill and franchise rights acquired impairment analysis.

Goodwill

In performing the impairment analysis for goodwill, the fair value for the Company’s reporting units is estimated using
a discounted cash flow approach. This approach involves projecting future cash flows attributable to the reporting unit
and discounting those estimated cash flows using an appropriate discount rate. The estimated fair value is then
compared to the carrying value of the reporting units. The Company has determined the appropriate reporting unit for
purposes of assessing annual impairment to be the country for all reporting units. For all of the Company’s reporting
units except for Brazil (see below), the Company estimated future cash flows by utilizing the historical debt-free cash
flows (cash flows provided by operating activities less capital expenditures) attributable to that country and then
applied expected future operating income growth rates for such country. The Company utilized operating income as
the basis for measuring its potential growth because it believes it is the best indicator of the performance of its
business. The Company then discounted the estimated future cash flows utilizing a discount rate which was calculated
using the average cost of capital, which included the cost of equity and the cost of debt. The cost of equity was
determined by combining a risk-free rate of return and a market risk premium for the Company’s peer group. The
risk-free rate of return was determined based on the average rate of long-term U.S. Treasury securities. The market
risk premium was determined by reviewing external market data. The cost of debt was determined by estimating the
Company’s current borrowing rate.

As it relates to the impairment analysis for Brazil, the Company estimated future debt free cash flows in
contemplation of its growth strategies for that market. In developing these projections, the Company considered the
historical impact of similar growth strategies in other markets as well as the current market conditions in Brazil. The
Company then discounted the estimated future cash flows utilizing a discount rate which was calculated using the
average cost of capital, which included the cost of equity and the cost of debt. The cost of equity was determined by
combining a risk-free rate of return and a market risk premium for the Company’s peer group. The risk-free rate of
return was determined based on the average rate of long-term U.S. Treasury securities. The market risk premium was
determined by reviewing external market data including the current economic conditions in Brazil and the country
specific risk thereon. A further risk premium was included to reflect the risk associated with the significantly higher
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growth rates projected in the May 6, 2017 annual impairment test. The cost of debt was determined by estimating the
Company’s current borrowing rate.

Franchise Rights Acquired

Finite-lived franchise rights acquired are amortized over the remaining contractual period, which is generally less than
one year.

In performing the impairment analysis for indefinite-lived franchise rights acquired, the fair value for franchise rights
acquired is estimated using a discounted cash flow approach referred to as the hypothetical start-up approach for
franchise rights related to the Company’s meetings business and a relief from royalty methodology for franchise rights
related to the Company’s Online business. The aggregate estimated fair value for these rights is then compared to the
carrying value of the unit of account for those franchise rights. The Company has determined the appropriate unit of
account for purposes of assessing impairment to be the combination of the rights in the meetings and Online
businesses in the country in which the acquisitions have occurred. In its hypothetical start-up approach analysis for
fiscal 2018, the Company assumed that the year of maturity was reached after 7 years. Subsequent to the year of
maturity, the Company estimated future cash flows for the meetings business in each country based on assumptions
regarding revenue growth and operating income margins. The cash flows associated with the Online business were
based on the expected Online revenue for such country and the application of a market-based royalty rate. The cash
flows for the meetings and Online businesses were discounted utilizing rates consistent with those utilized in the
goodwill impairment analysis.

11
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Finite-lived Intangible Assets

The carrying values of finite-lived intangible assets as of June 30, 2018 and December 30, 2017 were as follows:

June 30, 2018 December 30, 2017
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization

Capitalized software costs $116,249 $ 99,512 $111,617 $ 94,697
Website development costs 96,106 68,886 90,096 61,125
Trademarks 11,378 10,916 11,231 10,833
Other 13,723 4,029 3,793 3,546
Trademarks and other intangible assets $237,456 $ 183,343 $216,737 $ 170,201
Franchise rights acquired 4,321 4,321 4,526 4,526
Total finite-lived intangible assets $241,777 $ 187,664 $221,263 $ 174,727

Aggregate amortization expense for finite-lived intangible assets was recorded in the amounts of $6,832 and $14,242
for the three and six months ended June 30, 2018, respectively. Aggregate amortization expense for finite-lived
intangible assets was recorded in the amounts of $9,015 and $18,190 for the three and six months ended July 1, 2017,
respectively.

Estimated amortization expense of existing finite-lived intangible assets for the next five fiscal years and thereafter is
as follows:

Remainder of fiscal 2018 $13,051
Fiscal 2019 $18,732
Fiscal 2020 $10,450
Fiscal 2021 $3,357
Fiscal 2022 and thereafter $8,523

12
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6.Long-Term Debt
The components of the Company’s long-term debt were as follows:

June 30, 2018 December 30, 2017

Principal

Balance

Unamortized

Deferred

Financing

Costs

Unamortized

Debt

Discount

Effective

Rate (1)

Principal

Balance

Unamortized

Deferred

Financing

Costs

Unamortized

Debt

Discount

Effective

Rate (1)

New Revolving
Credit

   Facility due

   November 29, 2022 $0 $ 0 $ 0 4.34 % $25,000 $ 0 $ 0 4.15 %
Former Tranche B-2
Term

   Facility due April
2, 2020 0 0 0 0.00 % 0 0 0 4.76 %
New Term Loan
Facility due

   November 29, 2024 1,501,500 9,009 28,233 7.24 % 1,540,000 9,783 30,433 6.84 %
Notes due December
1, 2025 300,000 1,289 0 8.57 % 300,000 1,422 0 8.82 %
Total 1,801,500 $ 10,298 $ 28,233 7.44 % 1,865,000 $ 11,205 $ 30,433 4.96 %
Less: Current Portion 118,498 82,750
Unamortized
Deferred

   Financing Costs 10,298 11,205
Unamortized Debt

   Discount 28,233 30,433
Total Long-Term
Debt $1,644,471 $1,740,612
(1)Includes amortization of deferred financing costs and debt discount. For fiscal 2017, the effective interest rate for

the tranche B-2 term facility of the Company’s then-existing term loan facility was computed based on interest
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expense incurred over the period for which borrowings were outstanding.

On November 29, 2017, the Company refinanced its then-existing credit facilities (hereinafter referred to as “the
November 2017 debt refinancing”) consisting of $1,930,386 of borrowings under a term loan facility and an undrawn
$50,000 revolving credit facility with $1,565,000 of borrowings under its new credit facilities, consisting of a
$1,540,000 term loan facility, and a $150,000 revolving credit facility (of which $25,000 was drawn upon at the time
of the November 2017 debt refinancing) (collectively, the “New Credit Facilities”), and $300,000 in aggregate principal
amount of 8.625% Senior Notes due 2025 (the “Notes”). During the fourth quarter of fiscal 2017, the Company incurred
fees of $53,832 (which included $30,800 of a debt discount) in connection with the November 2017 debt refinancing.
In addition, the Company recorded a loss on early extinguishment of debt of $10,524 in connection thereto. This early
extinguishment of debt write-off was comprised of $5,716 of deferred financing fees paid in connection with the
November 2017 debt refinancing and $4,808 of pre-existing deferred financing fees.

Senior Secured Credit Facilities

The New Credit Facilities were issued under a new credit agreement, dated November 29, 2017 (the “Credit
Agreement”), among the Company, as borrower, the lenders party thereto, JPMorgan Chase Bank, N.A. (“JPMorgan
Chase”), as administrative agent and an issuing bank, Bank of America, N.A., as an issuing bank, and Citibank, N.A.,
as an issuing bank.  The New Credit Facilities consist of (1) $1,540,000 in aggregate principal amount of senior
secured tranche B term loans due in 2024 (the “New Term Loan Facility”) and (2) a $150,000 senior secured revolving
credit facility (which includes borrowing capacity available for letters of credit) due in 2022 (the “New Revolving
Credit Facility”).

As of June 30, 2018, the Company had $1,501,500 of debt outstanding under the New Credit Facilities, with $148,735
of availability and $1,265 in issued but undrawn letters of credit outstanding under the New Revolving Credit
Facility.  Outstanding balances under the New Revolving Credit Facility are included in the current portion of
long-term debt on the accompanying consolidated balance sheet as of December 30, 2017 included in these
consolidated financial statements.  
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All obligations under the Credit Agreement are guaranteed by, subject to certain exceptions, each of the Company’s
current and future wholly-owned material domestic restricted subsidiaries. All obligations under the Credit
Agreement, and the guarantees of those obligations, are secured by substantially all of the assets of the Company and
each guarantor, subject to customary exceptions, including:

•a pledge of 100% of the equity interests directly held by the Company and each guarantor in any wholly-owned
domestic material subsidiary of the Company or any guarantor (which pledge, in the case of any non-U.S. subsidiary
of a U.S. subsidiary, will not include more than 65% of the voting stock of such first-tier non-U.S. subsidiary),
subject to certain exceptions; and
•a security interest in substantially all other tangible and intangible assets of the Company and each guarantor, subject
to certain exceptions.

Under the terms of the Credit Agreement, depending on the Company’s Consolidated Leverage Ratio (as defined in the
Credit Agreement), on an annual basis on or about the time the Company is required to deliver its financial statements
for any fiscal year, the Company is obligated to offer to prepay a portion of the outstanding principal amount of the
New Term Loan Facility in an aggregate amount determined by a percentage of its annual excess cash flow (as
defined in the Credit Agreement) (said payment, a “Cash Flow Sweep”).  

Borrowings under the New Term Loan Facility bear interest at a rate per annum equal to, at the Company’s option,
either (1) an applicable margin plus a base rate determined by reference to the highest of (a) 0.50% per annum plus the
higher of (i) the Federal Funds Effective Rate and (ii) the Overnight Bank Funding Rate as determined by the Federal
Reserve Bank of New York, (b) the prime rate of JPMorgan Chase and (c) the LIBOR rate determined by reference to
the cost of funds for U.S. dollar deposits for an interest period of one month adjusted for certain additional costs, plus
1.00%; provided that such rate is not lower than a floor of 1.75% or (2) an applicable margin plus a LIBOR rate
determined by reference to the costs of funds for U.S. dollar deposits for the interest period relevant to such borrowing
adjusted for certain additional costs, provided that LIBOR is not lower than a floor of 0.75%. Borrowings under the
New Revolving Credit Facility bear interest at a rate per annum equal to an applicable margin based upon a
leverage-based pricing grid, plus, at the Company’s option, either (1) a base rate determined by reference to the highest
of (a) 0.50% per annum plus the higher of (i) the Federal Funds Effective Rate and (ii) the Overnight Bank Funding
Rate as determined by the Federal Reserve Bank of New York, (b) the prime rate of JPMorgan Chase and (c) the
LIBOR rate determined by reference to the cost of funds for U.S. dollar deposits for an interest period of one month
adjusted for certain additional costs, plus 1.00% or (2) a LIBOR rate determined by reference to the costs of funds for
U.S. dollar deposits for the interest period relevant to such borrowing adjusted for certain additional costs. As of June
30, 2018, the applicable margins for the LIBOR rate borrowings under the New Term Loan Facility and the New
Revolving Credit Facility were 4.75% and 2.75%, respectively.

On a quarterly basis, the Company pays a commitment fee to the lenders under the New Revolving Credit Facility in
respect of unutilized commitments thereunder, which commitment fee fluctuates depending upon the Company’s
Consolidated Leverage Ratio. Based on the Company’s Consolidated Leverage Ratio as of June 30, 2018, the
commitment fee was 0.50% per annum.
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The Credit Agreement contains other customary terms, including (1) representations, warranties and affirmative
covenants, (2) negative covenants, including limitations on indebtedness, liens, mergers, acquisitions, asset sales,
investments, distributions, prepayments of subordinated debt, amendments of material agreements governing
subordinated indebtedness, changes to lines of business and transactions with affiliates, in each case subject to
baskets, thresholds and other exceptions, and (3) customary events of default.

The availability of certain baskets and the ability to enter into certain transactions are also subject to compliance with
certain financial ratios. In addition, the New Revolving Credit Facility includes a maintenance covenant that will
require, in certain circumstances, compliance with certain first lien secured net leverage ratios.

As of June 30, 2018, the Company was in compliance with all financial covenants in the Credit Agreement governing
the New Credit Facilities.

As of June 30, 2018, in accordance with the terms of the Credit Agreement, it is probable that the Company will have
a Cash Flow Sweep obligation of approximately $41,498 to the lenders in the second quarter of fiscal 2019.

14
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Senior Notes

The Notes were issued pursuant to an Indenture, dated as of November 29, 2017 (the “Indenture”), among the Company,
the guarantors named therein and The Bank of New York Mellon, as trustee. The Indenture contains customary
covenants, events of default and other provisions for an issuer of non-investment grade debt securities. These
covenants include limitations on indebtedness, liens, mergers, acquisitions, asset sales, investments, distributions,
prepayments of subordinated debt and transactions with affiliates, in each case subject to baskets, thresholds and other
exceptions.

The Notes accrue interest at a rate per annum equal to 8.625% and are due on December 1, 2025. Interest on the Notes
is payable semi-annually on June 1 and December 1 of each year, beginning on June 1, 2018. On or after December 1,
2020, the Company may on any one or more occasions redeem some or all of the Notes at a purchase price equal to
104.313% of the principal amount of the Notes, plus accrued and unpaid interest, if any, to, but not including, the
redemption date, such optional redemption price decreasing to 102.156% on or after December 1, 2021 and to
100.000% on or after December 1, 2022. Prior to December 1, 2020, the Company may on any one or more occasions
redeem up to 40% of the aggregate principal amount of the Notes with an amount not to exceed the net proceeds of
certain equity offerings at 108.625% of the aggregate principal amount thereof, plus accrued and unpaid interest, if
any, to, but not including, the redemption date. Prior to December 1, 2020, the Company may redeem some or all of
the Notes at a make-whole price plus accrued and unpaid interest, if any, to, but not including, the redemption date. If
a change of control occurs, the Company must offer to purchase for cash the Notes at a purchase price equal to 101%
of the principal amount of the Notes, plus accrued and unpaid interest, if any, to, but not including, the purchase date.
Following the sale of certain assets and subject to certain conditions, the Company must offer to purchase for cash the
Notes at a purchase price equal to 100% of the principal amount of the Notes, plus accrued and unpaid interest, if any,
to, but not including, the purchase date. The Notes are guaranteed on a senior unsecured basis by the Company’s
subsidiaries that guarantee the New Credit Facilities.

Outstanding Debt

At June 30, 2018, the Company had $1,801,500 outstanding under the New Credit Facilities and the Notes, consisting
of the New Term Loan Facility of $1,501,500, $0 drawn down on the New Revolving Credit Facility and $300,000 in
aggregate principal amount of Notes issued and outstanding.  

At June 30, 2018 and December 30, 2017, the Company’s debt consisted of both fixed and variable-rate instruments.
An interest rate swap was entered into to hedge a portion of the cash flow exposure associated with the Company’s
variable-rate borrowings. See Note 11 for information on the Company’s interest rate swap. The weighted average
interest rate (which includes amortization of deferred financing costs and debt discount) on the Company’s outstanding
debt, exclusive of the impact of the swap, was 7.46% and 7.12% per annum based on interest rates at June 30, 2018
and December 30, 2017, respectively. The weighted average interest rate (which includes amortization of deferred
financing costs and debt discount) on the Company’s outstanding debt, including the impact of the swap, was 7.41%
and 7.34% per annum based on interest rates at June 30, 2018 and December 30, 2017, respectively.
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7.Earnings Per Share  
Basic earnings per share (“EPS”) are calculated utilizing the weighted average number of common shares outstanding
during the periods presented. Diluted EPS is calculated utilizing the weighted average number of common shares
outstanding during the periods presented adjusted for the effect of dilutive common stock equivalents.
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The following table sets forth the computation of basic and diluted EPS:

Three Months
Ended Six Months Ended
June 30, July 1, June 30, July 1,
2018 2017 2018 2017

Numerator:
Net income attributable to
Weight Watchers International, Inc. $70,720 $45,173 $109,832 $55,825
Denominator:
Weighted average shares of common stock

   outstanding 66,400 64,269 65,761 64,124
Effect of dilutive common stock equivalents 3,754 3,468 4,153 3,180
Weighted average diluted common shares

   outstanding 70,154 67,737 69,914 67,304
Earnings per share attributable to Weight

   Watchers International, Inc.
Basic $1.07 $0.70 $1.67 $0.87
Diluted $1.01 $0.67 $1.57 $0.83

The number of anti-dilutive common stock equivalents excluded from the calculation of the weighted average number
of common shares for diluted EPS was 32 and 868 for the three months ended June 30, 2018 and July 1, 2017,
respectively. The number of anti-dilutive common stock equivalents excluded from the calculation of the weighted
average number of common shares for diluted EPS was 399 and 956 for the six months ended June 30, 2018 and July
1, 2017, respectively.

8.Stock Plans
On May 6, 2008 and May 12, 2004, respectively, the Company’s shareholders approved the 2008 Stock Incentive Plan
(the “2008 Plan”) and the 2004 Stock Incentive Plan (the “2004 Plan”). On May 6, 2014, the Company’s shareholders
approved the 2014 Stock Incentive Plan (as amended and restated, the “2014 Plan”, and together with the 2004 Plan and
the 2008 Plan, the “Stock Plans”), which replaced the 2008 Plan and 2004 Plan for all equity-based awards granted on or
after May 6, 2014. The 2014 Plan is designed to promote the long-term financial interests and growth of the Company
by attracting, motivating and retaining employees with the ability to contribute to the success of the business and to
align compensation for the Company’s employees over a multi-year period directly with the interests of the
shareholders of the Company. The Company’s long-term equity incentive compensation program has historically
included time-vesting non-qualified stock option and/or restricted stock unit (including performance-based stock unit
with both time- and performance-vesting criteria (“PSUs”)) awards. The Company’s Board of Directors or a committee
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thereof administers the 2014 Plan.

In fiscal 2018, the Company granted 81.3 PSUs in May 2018 having both time- and performance-vesting criteria. The
time-vesting criteria for these PSUs will be satisfied upon continued employment (with limited exceptions) on the
third anniversary of the grant date (i.e., May 15, 2021).  The performance-vesting criteria for these PSUs will be
satisfied if the Company has achieved a certain annual operating income objective for the performance period of fiscal
2020.  Pursuant to these awards, the number of PSUs that become vested, if any, upon the satisfaction of both vesting
criteria, shall be equal to (x) the target number of PSUs granted multiplied by (y) the applicable achievement
percentage, rounded down to avoid the issuance of fractional shares. The applicable achievement percentage shall
increase in the event the Company has achieved a certain revenue target during such performance period.   If all of
these awards fully meet the time-vesting criteria and the minimum performance condition is attained, depending on
the Company’s achievement, the number of shares of the Company’s common stock issuable under these PSUs range
from 27.0 to 161.8. The Company is currently accruing compensation expense to what it believes is the probable
outcome upon vesting.

In fiscal 2017, the Company granted 98.5 PSUs in May 2017 and 47.9 PSUs in July 2017, all having both time- and
performance-vesting criteria. The time-vesting criteria for these PSUs will be satisfied upon continued employment
(with limited exceptions) on May 15, 2020. The performance-vesting criteria for these PSUs will be satisfied if the
Company has achieved, in the case of the May 2017 awards, certain annual operating income objectives and, in the
case of the July 2017 award, certain net income or operating income objectives, as applicable for each performance
year, in each fiscal year over a three-year period (i.e., fiscal 2017 through fiscal 2019) (each, a “2017 Award
Performance Year”). When the performance measure has been met for a particular 2017

16

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

32



WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(IN THOUSANDS, EXCEPT PER SHARE AND PER UNIT AMOUNTS)

Award Performance Year, that portion of units is “banked” for potential issuance following the satisfaction of the
time-vesting criteria. Such portion of units to be “banked” shall be equal to (x) the target number of PSUs granted for
the applicable 2017 Award Performance Year multiplied by (y) the applicable achievement percentage, rounded down
to avoid the issuance of fractional shares. If all of these awards fully meet the time-vesting criteria and, in the case of
the performance criteria, taking into account that the fiscal 2017 performance objective was satisfied at the
"maximum" achievement level and assuming the minimum performance condition is attained in each of fiscal 2018
and fiscal 2019, depending on the Company's performance achievement in those two years, the number of shares of
the Company's common stock issuable under these PSUs range from 106.0 to 227.2.  The Company is currently
accruing compensation expense to what it believes is the probable outcome upon vesting.

In fiscal 2016, the Company granted 289.9 PSUs having both time- and performance-vesting criteria. The
time-vesting criteria for these PSUs will be satisfied upon continued employment (with limited exceptions) on the
third anniversary of the grant date (i.e., May 16, 2019). The performance-vesting criteria for these PSUs will be
satisfied if the Company has achieved a Debt Ratio (as defined in the applicable term sheet for these PSU awards and
based on a Debt to EBITDAS ratio (each, as defined therein)) at levels at or below 4.5x over the performance period
from December 31, 2017 to December 29, 2018. Pursuant to these awards, the number of PSUs that become vested, if
any, upon the satisfaction of both vesting criteria, shall be equal to (x) the target number of PSUs granted multiplied
by (y) the applicable Debt Ratio achievement percentage, rounded down to avoid the issuance of fractional shares. If
all of these awards fully meet the time-vesting criteria and the minimum performance condition is attained, depending
on the Company’s Debt Ratio achievement, the number of shares of the Company’s common stock issuable under these
PSUs range from 54.9 to 274.8. The Company is currently accruing compensation expense to what it believes is the
probable outcome upon vesting.  

9.Income Taxes

On December 22, 2017, the Tax Cuts and Jobs Act of 2017 (the “2017 Tax Act”) was enacted, which, among other
things, lowered the U.S. corporate income tax rate to 21% from 35% and established a modified territorial system
requiring a mandatory deemed repatriation tax on undistributed earnings of foreign subsidiaries. Beginning in 2018,
the 2017 Tax Act also requires a minimum tax on certain earnings generated by foreign subsidiaries while providing
for tax-free repatriation of such earnings through a 100% dividends-received deduction. The Company’s effective
income tax rate in 2017 included a provisional charge of $56,560, recorded in the fourth quarter of 2017, related to the
2017 Tax Act using information and estimates available as of December 30, 2017. Given the significant complexity of
the 2017 Tax Act, recent and anticipated further guidance from the U.S. Treasury about implementing the 2017 Tax
Act and the potential for additional guidance from the SEC or the FASB related to the 2017 Tax Act or additional
information becoming available, the Company’s provisional charge may be adjusted during 2018 and is expected to be
finalized no later than the fourth quarter of 2018. Other provisions of the 2017 Tax Act that impact future tax years are
still being assessed.  The aforementioned guidance and additional information regarding the 2017 Tax Act may also
impact the Company’s 2018 effective income tax rate, exclusive of any adjustment to the provisional charge.
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Additionally, the Company continues to evaluate the impact of the Global Intangible Low Taxes Income (“GILTI”)
provisions under the 2017 Tax Act which are complex and subject to continuing regulatory interpretation by the U.S.
Internal Revenue Service (“IRS”). The Company is required to make an accounting policy election of either (1) treating
taxes due on future U.S. inclusions in taxable income related to GILTI as a current period expense when incurred (the
“period cost policy”) or (2) factoring such amounts into the Company’s measurement of its deferred taxes (the “deferred
policy”). The Company’s accounting policy election with respect to the new GILTI Tax rules will depend, in part, on
further guidance issued by the IRS, and on analyzing its global income to determine whether it can reasonably
estimate the tax impact. While the Company has included an estimate of GILTI in its estimated effective tax rate for
2018, it has not completed its analysis and is not yet able to determine which method to elect. Adjustments related to
the amount of GILTI Tax recorded in its consolidated financial statements may be required based on the outcome of
this election.

The effective tax rates for the three and six months ended June 30, 2018 were 21.9% and 6.2%, respectively. The
effective tax rates for the three and six months ended July 1, 2017 were 36.5% and 23.2%, respectively. For the six
months ended June 30, 2018, the primary difference between the U.S. federal statutory tax rate and the Company’s
consolidated effective tax rate was due to the $22,155 tax benefit related to tax windfalls from stock compensation and
a $1,859 tax benefit related to the cessation of operations of the Company’s Mexican subsidiary.  

For the six months ended July 1, 2017, the primary difference between the U.S. federal statutory tax rate and the
Company’s consolidated effective tax rate was due to the $11,633 tax benefit related to the cessation of operations of
the Company’s Spanish
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WEIGHT WATCHERS INTERNATIONAL, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

(IN THOUSANDS, EXCEPT PER SHARE AND PER UNIT AMOUNTS)

subsidiary, partially offset by $604 of tax expense related to tax shortfalls in connection with the updated guidance on
stock compensation the Company adopted in the first quarter of fiscal 2017.

The differences between the U.S. federal statutory tax rate and the Company’s consolidated effective tax rate is as
follows:

Three Months
Ended

Six Months
Ended

June
30,

July
1,

June
30,

July
1,

2018 2017 2018 2017
U.S. federal statutory tax rate 21.0% 35.0% 21.0 % 35.0 %
State income taxes (net of federal benefit) 2.2 % 1.8 % 2.3 % 2.4 %
Cessation of operations 0.0 % 0.4 % (1.6 %) (16.0%)
Research and development credit (0.1 %) (1.1 %) (0.4 %) (2.2 %)
Tax (windfall) shortfall on share-based awards (4.5 %) (0.8 %) (18.9%) 0.8 %
Section 162m limitation 0.2 % 0.0 % 0.3 % 0.0 %
Increase in valuation allowance due to net operating loss 0.1 % 0.1 % 0.4 % 1.2 %
Impact of Foreign Ops 2.3 % 0.4 % 2.3 % 0.7 %
Other 0.7 % 0.7 % 0.8 % 1.3 %
Total effective tax rate 21.9% 36.5% 6.2 % 23.2 %

10.Legal
Due to the nature of the Company’s activities, it is, at times, subject to pending and threatened legal actions that arise
out of the ordinary course of business. In the opinion of management, the disposition of any such matters is not
expected, individually or in the aggregate, to have a material adverse effect on the Company’s results of operations,
financial condition or cash flows.

11.Derivative Instruments and Hedging
As of June 30, 2018 and December 30, 2017, the Company had in effect an interest rate swap with a notional amount
totaling $1,250,000.  

On July 26, 2013, in order to hedge a portion of its variable rate debt, the Company entered into a forward-starting
interest rate swap with an effective date of March 31, 2014 and a termination date of April 2, 2020. The initial
notional amount of this swap was $1,500,000. During the term of this swap, the notional amount decreased from
$1,500,000 effective March 31, 2014 to $1,250,000 on April 3, 2017, and will decrease to $1,000,000 on April 1,
2019. This interest rate swap effectively fixes the variable interest rate on the notional amount of this swap at 2.41%.
This swap qualifies for hedge accounting and, therefore, changes in the fair value of this swap have been recorded in
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accumulated other comprehensive loss.

On June 11, 2018, in order to hedge a portion of its variable rate debt, the Company entered into a forward-starting
interest rate swap (hereinafter referred to as “future swap”) with an effective date of April 2, 2020 and a termination date
of March 31, 2024. The initial notional amount of this swap is $500,000. During the term of this swap, the notional
amount will decrease from $500,000 effective April 2, 2020 to $250,000 on March 31, 2021. This interest rate swap
effectively fixes the variable interest rate on the notional amount of this swap at 3.1005%. This swap qualifies for
hedge accounting and, therefore, changes in the fair value of this swap have been recorded in accumulated other
comprehensive loss.

As of June 30, 2018 and December 30, 2017, cumulative unrealized gains (losses) for qualifying hedges were reported
as a component of accumulated other comprehensive loss in the amount of $2,625 ($3,458 before taxes) and $(5,392)
(($8,839) before taxes), respectively.  As of June 30, 2018, the fair value of the Company’s currently effective swap
was an asset of $5,104 which is included in prepaid expenses and other current assets in the consolidated balance
sheet. As of June 30, 2018, the fair value of the future swap was a liability of $1,943, which is included in other
liabilities in the consolidated balance sheet. As of December 30, 2017, the fair value of the Company’s currently
effective swap was a liability of $12,171 which is included in derivative payable in the consolidated balance sheet.
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The Company is hedging forecasted transactions for periods not exceeding the next six years. The Company expects
approximately $675 ($905 before taxes) of derivative gains included in accumulated other comprehensive loss at June
30, 2018, based on current market rates, will be reclassified into earnings within the next 12 months.

12.Fair Value Measurements
Accounting guidance on fair value measurements for certain financial assets and liabilities requires that assets and
liabilities carried at fair value be classified and disclosed in one of the following three categories:

•Level 1 – Quoted prices in active markets for identical assets or liabilities.
•Level 2 – Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market
data for substantially the full term of the assets or liabilities.
•Level 3 – Unobservable inputs that are supported by little or no market activity and that are significant to the fair value
of the assets or liabilities.

When measuring fair value, the Company is required to maximize the use of observable inputs and minimize the use
of unobservable inputs.

Fair Value of Financial Instruments

The Company’s significant financial instruments include long-term debt and interest rate swap agreements as of June
30, 2018 and December 30, 2017. The fair value of the Company’s borrowings under the New Revolving Credit
Facility approximated a carrying value of $0 and $25,000 at June 30, 2018 and December 30, 2017, respectively, due
to the nature of the debt (Level 2 input).

The fair value of the Company’s New Credit Facilities is determined by utilizing average bid prices on or near the end
of each fiscal quarter (Level 2 input). As of June 30, 2018 and December 30, 2017, the fair value of the Company’s
long-term debt was approximately $1,812,744 and $1,810,085, respectively, as compared to the carrying value (net of
deferred financing costs and debt discount) of $1,762,969 and $1,798,362, respectively.

Derivative Financial Instruments

The fair values for the Company’s derivative financial instruments are determined using observable current market
information such as the prevailing LIBOR interest rate and LIBOR yield curve rates and include consideration of
counterparty credit risk. See Note 11 for disclosures related to derivative financial instruments.

The following table presents the aggregate fair value of the Company’s derivative financial instruments:

Fair Value Measurements Using:
Total

Fair

Quoted Prices inSignificant Other

Observable Inputs

Significant

Unobservable
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Value Active
Markets

for Identical Assets

(Level
1)

(Level 2) Inputs

(Level 3)

Interest rate swap asset at June 30, 2018 $5,104 $ 0 $ 5,104 $ 0
Interest rate swap liability at June 30, 2018 $1,943 $ 0 $ 1,943 $ 0
Interest rate swap liability at December 30, 2017 $12,171 $ 0 $ 12,171 $ 0

The Company did not have any transfers into or out of Levels 1 and 2, and did not maintain any assets or liabilities
classified as Level 3, during the three months ended June 30, 2018 and the fiscal year ended December 30, 2017.
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13.Accumulated Other Comprehensive Loss
Amounts reclassified out of accumulated other comprehensive loss are as follows:

Changes in Accumulated Other Comprehensive Loss by Component (a)

Six Months Ended June 30,
2018
(Loss)
Gain

on
Qualifying

Hedges

Loss on

Foreign

Currency

Translation Total
Beginning Balance at December 30, 2017 $(5,392) $ (5,075 ) $(10,467)
Other comprehensive income (loss) before

   reclassifications, net of tax 7,236 (5,396 ) 1,840
Amounts reclassified from accumulated other

   comprehensive loss, net of tax(b) 1,942 0 1,942
Adoption of accounting standard (1,161) (1,324 ) (2,485 )
Net current period other comprehensive income

   (loss) including noncontrolling interest 8,017 (6,720 ) 1,297
Less: net current period other comprehensive

  loss attributable to the noncontrolling

   interest 0 373 373
Ending Balance at June 30, 2018 $2,625 $ (11,422 ) $(8,797 )

(a)Amounts in parentheses indicate debits
(b)See separate table below for details about these reclassifications

Six Months Ended July 1, 2017
Loss on

Qualifying

Loss on

Foreign

Total
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Hedges Currency

Translation
Beginning Balance at December 31, 2016 $(16,002) $ (11,118 ) $(27,120)
Other comprehensive income before

   reclassifications, net of tax (2,915 ) 2,892 (23 )
Amounts reclassified from accumulated other

   comprehensive loss, net of tax(b) 5,585 787 6,372
Net current period other comprehensive income

   including noncontrolling interest 2,670 3,679 6,349
Less: net current period other comprehensive

   income attributable to the noncontrolling

   interest 0 41 41
Ending Balance at July 1, 2017 $(13,332) $ (7,398 ) $(20,730)

(a)Amounts in parentheses indicate debits
(b)See separate table below for details about these reclassifications
20
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Reclassifications out of Accumulated Other Comprehensive Loss (a)

Three Months Ended Six Months Ended
June 30, July 1, June 30, July 1,
2018 2017 2018 2017

Details about Other
Comprehensive

Loss Components

Amounts Reclassified from

Accumulated Other

Comprehensive Loss

Amounts Reclassified from

Accumulated Other

Comprehensive Loss

Affected Line Item in the

Statement Where Net

Income is Presented
Loss on Qualifying Hedges
Interest rate contracts $ (346 ) $ (3,905 ) $ (2,603 ) $ (9,155 )Interest expense

(346 ) (3,905 ) (2,603 ) (9,155 )Income before income taxes
88 1,523 661 3,570 Provision for income taxes

$ (258 ) $ (2,382 ) $ (1,942 ) $ (5,585 )Net income
Loss on Foreign Currency
Translation $ 0 $ (80 ) $ 0 $ (787 )Other expense (income), net

0 (80 ) 0 (787 )Income before income taxes
0 0 0 0 Provision for income taxes

$ 0 $ (80 ) $ 0 $ (787 )Net income

(a)Amounts in parentheses indicate debits to profit/loss
14.Segment Data
The Company has four reportable segments based on an integrated geographical structure as follows: North America,
Continental Europe (CE), United Kingdom, and Other. Other consists of Australia, New Zealand and emerging
markets operations and franchise revenues and related costs, all of which have been grouped together as if they were a
single reportable segment because they do not meet any of the quantitative thresholds and are immaterial for separate
disclosure. To be consistent with the information that is presented to the chief operating decision maker, the Company
does not include intercompany activity in the segment results. Information about the Company’s reportable segments is
as follows:

Total Revenue, net
Three Months Ended Six Months Ended
June 30,
2018

July 1,
2017

June 30,
2018

July 1,
2017

North America $284,538 $238,989 $563,715 $471,719
Continental Europe 81,592 61,496 164,123 118,914
United Kingdom 29,210 26,435 59,495 50,434
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Other 14,407 14,753 30,637 29,669
Total revenue, net $409,747 $341,673 $817,970 $670,736
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Net Income
Three Months Ended Six Months Ended
June 30,
2018

July 1,
2017

June 30,
2018

July 1,
2017

Segment operating income:
North America $112,040 $79,073 $174,393 $113,189
Continental Europe 32,478 22,767 50,409 27,823
United Kingdom 6,035 6,672 9,903 9,245
Other 3,452 3,263 5,037 4,941
Total segment operating income 154,005 111,775 239,742 155,198
General corporate expenses 26,297 15,569 49,963 28,758
Interest expense 35,866 27,092 71,732 55,234
Other expense (income), net 1,333 (488 ) 1,097 154
Gain on early extinguishment of debt 0 (1,554 ) 0 (1,554 )
Provision for income taxes 19,825 25,992 7,208 16,864
Net income 70,684 45,164 109,742 55,742
Net loss attributable to the noncontrolling interest 36 9 90 83
Net income attributable to Weight Watchers

   International, Inc. $70,720 $45,173 $109,832 $55,825

Depreciation and Amortization
Three Months
Ended Six Months Ended
June 30,
2018

July 1,
2017

June 30,
2018

July 1,
2017

North America $9,163 $9,738 $18,642 $19,868
Continental Europe 317 292 618 601
United Kingdom 350 346 715 628
Other 164 136 309 275
Total segment depreciation and amortization 9,994 10,512 20,284 21,372
General corporate depreciation and amortization 2,834 3,556 5,612 7,043
Depreciation and amortization $12,828 $14,068 $25,896 $28,415

15.Related Party
As previously disclosed, on October 18, 2015, the Company entered into the Strategic Collaboration Agreement with
Oprah Winfrey, under which she will consult with the Company and participate in developing, planning, executing
and enhancing the Weight Watchers program and related initiatives, and provide it with services in her discretion to
promote the Company and its programs, products and services.
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In addition to the Strategic Collaboration Agreement, Ms. Winfrey and her related entities provided services to the
Company totaling $689 and $1,988 for the three and six months ended June 30, 2018, respectively and $874 and
$2,556 for the three and six months ended July 1, 2017, respectively, which services included advertising, production
and related fees.

The Company’s accounts payable to parties related to Ms. Winfrey at June 30, 2018 and December 30, 2017 was
$233 and $828, respectively.

In March 2018, as permitted by the transfer provisions set forth in the previously disclosed Share Purchase
Agreement, dated October 18, 2015, between the Company and Ms. Winfrey, and the Option Agreement, dated
October 18, 2015, between the Company and Ms. Winfrey, Ms. Winfrey sold 954 of the shares she purchased under
such purchase agreement and exercised a portion of her stock options resulting in the sale of 1,405 shares issuable
under such options, respectively.
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CAUTIONARY NOTICE REGARDING FORWARD-LOOKING STATEMENTS

Except for historical information contained herein, this Quarterly Report on Form 10-Q includes “forward-looking
statements,” within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the
Securities Exchange Act of 1934, as amended, or the Exchange Act, including, in particular, the statements about our
plans, strategies and prospects under the heading “Management’s Discussion and Analysis of Financial Condition and
Results of Operations.” We have generally used the words “may,” “will,” “could,” “expect,” “anticipate,” “believe,” “estimate,” “plan,”
“intend” and similar expressions in this Quarterly Report on Form 10-Q to identify forward-looking statements. We
have based these forward-looking statements on our current views with respect to future events and financial
performance. Actual results could differ materially from those projected in these forward-looking statements. These
forward-looking statements are subject to risks, uncertainties and assumptions, including, among other things:

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

You should not put undue reliance on any forward-looking statements. You should understand that many important
factors, including those discussed herein, could cause our results to differ materially from those expressed or
suggested in any forward-looking statement. Except as required by law, we do not undertake any obligation to update
or revise these forward-looking statements to reflect new information or events or circumstances that occur after the
date of this Quarterly Report on Form 10-Q or to reflect the occurrence of unanticipated events or otherwise.  
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ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Weight Watchers International, Inc. is a Virginia corporation with its principal executive offices in New York, New
York. In this Quarterly Report on Form 10-Q unless the context indicates otherwise: “we,” “us,” “our,” the “Company” and
“WWI” refer to Weight Watchers International, Inc. and all of its operations consolidated for purposes of its financial
statements; “North America” refers to our North American Company-owned operations; “Continental Europe” refers to
our Continental Europe Company-owned operations; “United Kingdom” refers to our United Kingdom Company-owned
operations; and “Other” refers to Australia, New Zealand and emerging markets operations and franchise revenues and
related costs. Each of North America, Continental Europe, United Kingdom and Other is also a reportable segment.
Our “meetings” business refers to providing access to combined meetings and digital offerings to the Company’s
commitment plan subscribers (including Total Access subscribers), as well as access to meetings to our “pay-as-you-go”
members and other meetings members. “Online” refers to Weight Watchers Online, Weight Watchers OnlinePlus,
Personal Coaching and other digital subscription products.

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

•“fiscal 2014” refers to our fiscal year ended January 3, 2015 (included a 53rd week);
•“fiscal 2015” refers to our fiscal year ended January 2, 2016;
•“fiscal 2016” refers to our fiscal year ended December 31, 2016;
•“fiscal 2017” refers to our fiscal year ended December 30, 2017;
•“fiscal 2018” refers to our fiscal year ended December 29, 2018;
•“fiscal 2019” refers to our fiscal year ended December 28, 2019;
•“fiscal 2020” refers to our fiscal year ended January 2, 2021 (includes a 53rd week);
•“fiscal 2021” refers to our fiscal year ended January 1, 2022;
•“fiscal 2022” refers to our fiscal year ended December 31, 2022;
•“fiscal 2023” refers to our fiscal year ended December 30, 2023;
•“fiscal 2024” refers to our fiscal year ended December 28, 2024; and
•“fiscal 2025” refers to our fiscal year ended January 3, 2026 (includes a 53rd week).

The following terms used in this Quarterly Report on Form 10-Q are our trademarks: Weight Watchers® and WW
FreestyleTM.

You should read the following discussion in conjunction with our Annual Report on Form 10-K for fiscal 2017 that
includes additional information about us, our results of operations, our financial position and our cash flows, and with
our unaudited consolidated financial statements and related notes included in Item 1 of this Quarterly Report on Form
10-Q (collectively referred to as the “Consolidated Financial Statements”).

NON-GAAP FINANCIAL MEASURES

To supplement our consolidated results presented in accordance with accounting principles generally accepted in the
United States, or GAAP, we have disclosed non-GAAP financial measures of operating results that exclude or adjust
certain items. We present within this Quarterly Report on Form 10-Q the non-GAAP financial measures earnings
before interest, taxes, depreciation, amortization and stock-based compensation (“EBITDAS”), earnings before interest,
taxes, depreciation, amortization, stock-based compensation and goodwill impairment (“Adjusted EBITDAS”) and net
debt. See “—Liquidity and Capital Resources—EBITDAS, Adjusted EBITDAS and Net Debt” for the calculations. Our

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

47



management believes these non-GAAP financial measures provide useful supplemental information to investors
regarding the performance of our business and are useful for period-over-period comparisons of the performance of
our business. While we believe that these non-GAAP financial measures are useful in evaluating our business, this
information should be considered as supplemental in nature and is not meant to be considered in isolation or as a
substitute for the related financial information prepared in accordance with GAAP. In addition, these non-GAAP
financial measures may not be the same as similarly entitled measures reported by other companies.
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USE OF CONSTANT CURRENCY

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

CRITICAL ACCOUNTING POLICIES

Goodwill and Franchise Rights Acquired Annual Impairment Test

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

In performing our goodwill impairment analysis for our reporting units for fiscal 2018 and fiscal 2017 no impairment
was identified as the respective fair values of each reporting unit exceeded its carrying value. In performing the
interim goodwill impairment analysis for our Brazil reporting unit at December 30, 2017, we recorded a $13.3 million
impairment charge. In performing the impairment analysis for our franchise rights acquired with indefinite lives for
fiscal 2018 and fiscal 2017, we determined that the carrying amounts of these units of account did not exceed their
respective fair values and therefore no impairment existed.

With respect to our impairment analysis, a change in the underlying assumptions would cause a change in the results
of the impairment assessments and, as such, could result in an impairment of those assets, which would impact
earnings. We would also be required to reduce the carrying amounts of the related assets on our balance sheet. We
continue to evaluate these estimates and assumptions and believe that they are appropriate.

In performing our annual impairment analysis, we also considered the trading value of both our equity and debt. If the
trading values of both our equity and debt were to significantly decline from their current levels, we may have to take
an impairment charge at the appropriate time, which could be material. For additional information on risks associated
with our recognizing asset impairment charges, see “Item 1A. Risk Factors” of our Annual Report on Form 10-K for
fiscal 2017.

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

In performing the impairment analysis for goodwill, the fair value for our reporting units is estimated using a
discounted cash flow approach. This approach involves projecting future cash flows attributable to the reporting unit
and discounting those estimated cash flows using an appropriate discount rate. The estimated fair value is then
compared to the carrying value of the reporting unit. We have determined the appropriate reporting unit for purposes
of assessing annual impairment to be the country for all reporting units. The values of goodwill in the United States,
Canada, Brazil and other countries as of the June 30, 2018 balance sheet date were $97.8 million, $40.8 million, $4.6
million and $9.9 million, respectively.

Based on the results of our annual impairment test performed for all of our reporting units except for Brazil, as of the
June 30, 2018 balance sheet date, we estimated that for reporting units that hold 97.0% of our goodwill, those units
had a fair value at least 50% higher than the respective reporting unit’s carrying amount. Based on the results of our
annual impairment test performed for our Brazil reporting unit as of the June 30, 2018 balance sheet date, we
estimated that this reporting unit holds 3.0% of our goodwill, and the fair value of this reporting unit was
approximately 10% higher than its carrying value.
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For all of our reporting units except for Brazil (see below), we estimated future cash flows by utilizing the historical
debt-free cash flows (cash flows provided by operating activities less capital expenditures) attributable to that country
and then applied expected future operating income growth rates for such country. We utilized operating income as the
basis for measuring our potential growth because we believe it is the best indicator of the performance of our business.
We then discounted the estimated future cash flows utilizing a discount rate which was calculated using the average
cost of capital, which included the cost of equity and the cost of debt. The cost of equity was determined by
combining a risk-free rate of return and a market risk premium for the Company’s peer group. The risk-free rate of
return was determined based on the average rate of long-term U.S. Treasury securities. The market risk premium was
determined by reviewing external market data. The cost of debt was determined by estimating our current borrowing
rate.

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

June 30, July 1,
2018 2017

Debt-Free Cumulative Annual Cash Flow Growth Rate 3.8% to 5.4% 3.6% to 4.1%
Discount Rate 8.7% 8.9%

As it relates to our impairment analysis for Brazil, we estimated future debt free cash flows in contemplation of our
growth strategies for that market. In developing these projections, we considered the historical impact of similar
growth strategies in other markets as well as the current market conditions in Brazil. We then discounted the estimated
future cash flows utilizing a discount rate which was calculated using the average cost of capital, which included the
cost of equity and the cost of debt. The cost of equity was determined by combining a risk-free rate of return and a
market risk premium for the Company’s peer group. The risk-free rate of return was determined based on the average
rate of long-term U.S. Treasury securities. The market risk premium was determined by reviewing external market
data including the current economic conditions in Brazil and the country specific risk thereon, all as reflected in the
discount rate. A further risk premium was included to reflect the risk associated with the significantly higher growth
rates projected in the May 6, 2017 annual impairment test. The cost of debt was determined by estimating the
Company’s current borrowing rate.

The following are the more significant assumptions utilized in our interim and our annual impairment analysis for
Brazil for fiscal 2018 and fiscal 2017:

June 30, December 30, July 1,
2018 2017 2017

Cumulative Annual Revenue Cash Flow Growth Rate 14.8% 16.8% 19.4%
Average Operating Income Margin 3.7% (0.4%) 18.6%
Average Operating Income Margin Range (17.3%) to 16.5% (16.3%) to 13.8% (10.8%) to 31.0%
Discount Rate 16.2% 17.0% 16.9%

Franchise Rights Acquired
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Finite-lived franchise rights acquired are amortized over the remaining contractual period, which is generally less than
one year. In performing the impairment analysis for our indefinite-lived franchise rights acquired, the fair value for
our franchise rights acquired is estimated using a discounted cash flow approach referred to as the hypothetical
start-up approach for our franchise rights related to our meetings business and a relief from royalty methodology for
our franchise rights related to our Online business. The aggregate estimated fair value for these rights is then
compared to the carrying value of the unit of account for those franchise rights. We have determined the appropriate
unit of account for purposes of assessing impairment to be the combination of the rights in the meetings and Online
businesses in the country in which the acquisitions have occurred. The values of these franchise rights in the United
States, Canada, United Kingdom, Australia, and New Zealand as of the June 30, 2018 balance sheet date were $671.9
million, $54.9 million, $12.0 million, $6.7 million and $4.8 million, respectively.

Based on the results of our fiscal 2017 annual impairment analysis, we estimated that 100.0% of our franchise rights
acquired had a fair value at least 50% higher than their carrying amount.

In our hypothetical start-up approach analysis for fiscal 2018, we assumed that the year of maturity was reached after
7 years. Subsequent to the year of maturity, we estimated future cash flows for the meetings business in each country
based on assumptions regarding revenue growth and operating income margins. The cash flows associated with the
Online business were based on the expected Online revenue for such country and the application of a market-based
royalty rate. The cash flows for the meetings and Online businesses were discounted utilizing rates consistent with
those utilized in the goodwill impairment analysis.
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In performing this impairment analysis for fiscal 2018, for the year of maturity we assumed meeting room revenue
(comprised of Meeting Fees and revenues from products sold to members in meetings) growth of 37.2% to 59.3% in
the year of maturity from fiscal 2017, in each case, earned in the applicable country and assumed cumulative annual
revenue growth rates for the years beyond the year of maturity of 1.7%. For the year of maturity and beyond, we
assumed operating income margin rates of 7.7% to 24.9%.

Other Critical Accounting Policies

For a discussion of the other critical accounting policies affecting us, see “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Critical Accounting Policies” of our Annual Report on Form
10-K for fiscal 2017. Our critical accounting policies have not changed since the end of fiscal 2017.

PERFORMANCE INDICATORS

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

•Revenues— Our “Service Revenues” consist of “Meeting Fees” and “Online Subscription Revenues”. “Meeting Fees” consist of
the fees associated with our subscription plans for combined meetings and digital offerings and other payment
arrangements for access to meetings. “Online Subscription Revenues” consist of the fees associated with subscriptions
for our Online subscription products, including our Personal Coaching product. In addition, “product sales and other”
consists of sales of products to members in meetings and online, revenues from licensing, magazine subscriptions,
publishing and third-party advertising in publications and on our websites and sales from the By Mail product, other
revenues, and, in the case of the consolidated financial results and Other reportable segment, franchise fees with
respect to commitment plans and commissions.
•Paid Weeks—The “Paid Weeks” metric reports paid weeks by Weight Watchers customers in Company-owned
operations for a given period as follows: (i) “Meeting Paid Weeks” is the sum of total paid commitment plan weeks
(including Total Access) and total “pay-as-you-go” weeks; (ii) “Online Paid Weeks” is the total paid subscription weeks
for our digital subscription products (including Personal Coaching); and (iii) “Total Paid Weeks” is the sum of Meeting
Paid Weeks and Online Paid Weeks.
•Incoming Subscribers—“Subscribers” refer to meetings members and Online subscribers who participate in recurring
billing programs. The “Incoming Subscribers” metric reports Weight Watchers subscribers in Company-owned
operations at a given period start as follows: (i) “Incoming Meeting Subscribers” is the total number of Weight
Watchers commitment plan subscribers (including Total Access); (ii) “Incoming Online Subscribers” is the total
number of Weight Watchers Online, Weight Watchers OnlinePlus and Personal Coaching subscribers; and
(iii) “Incoming Subscribers” is the sum of Incoming Meeting Subscribers and Incoming Online Subscribers.
Recruitment and retention are key drivers for this metric.
•End of Period Subscribers—The “End of Period Subscribers” metric reports Weight Watchers subscribers in
Company-owned operations at a given period end as follows: (i) “End of Period Meeting Subscribers” is the total
number of Weight Watchers commitment plan subscribers (including Total Access); (ii) “End of Period Online
Subscribers” is the total number of Weight Watchers Online, Weight Watchers OnlinePlus and Personal Coaching
subscribers; and (iii) “End of Period Subscribers” is the sum of End of Period Meeting Subscribers and End of Period
Online Subscribers. Recruitment and retention are key drivers for this metric.
•Gross profit and operating expenses as a percentage of revenue.
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RESULTS OF OPERATIONS

THREE MONTHS ENDED JUNE 30, 2018 COMPARED TO THE THREE MONTHS ENDED JULY 1, 2017

The table below sets forth selected financial information for the second quarter of fiscal 2018 from our consolidated
statements of net income for the three months ended June 30, 2018 versus selected financial information for the
second quarter of fiscal 2017 from our consolidated statements of net income for the three months ended July 1, 2017:

Summary of Selected Financial Data

(In millions, except

per share amounts)

For The Three Months Ended
%
Change

June
30,
2018

July 1,
2017

Increase/

(Decrease)

%

Change

Constant

Currency
Revenues, net $409.7 $341.7 $ 68.1 19.9 % 17.6 %
Cost of revenues 165.0 152.7 12.3 8.1 % 6.2 %

Gross profit 244.8 189.0 55.8 29.5 % 26.8 %
Gross Margin % 59.7 % 55.3 %

Marketing expenses 55.4 42.0 13.5 32.1 % 28.3 %
Selling, general & administrative expenses 61.7 50.8 10.8 21.3 % 20.0 %
Operating income 127.7 96.2 31.5 32.7 % 29.7 %
Operating Income Margin % 31.2 % 28.2 %

Interest expense 35.9 27.1 8.8 32.4 % 32.4 %
Other expense (income), net 1.3 (0.5 ) 1.8 100.0 % * 100.0 % *
Gain on early extinguishment of debt 0.0 (1.6 ) 1.6 (100.0 %)* (100.0 %)*
Income before income taxes 90.5 71.2 19.4 27.2 % 23.1 %
Provision for income taxes 19.8 26.0 (6.2 ) (23.7 %) (27.2 %)
Net income 70.7 45.2 25.5 56.5 % 52.0 %
Net loss attributable to the noncontrolling

   interest 0.0 0.0 0.0 100.0%* 100.0% *

Net income attributable to Weight

   Watchers International, Inc. $70.7 $45.2 $ 25.5 56.6 % 52.1 %

Weighted average diluted shares outstanding 70.2 67.7 2.4 3.6 % 3.6 %
Diluted earnings per share $1.01 $0.67 $ 0.34 51.2 % 46.9 %
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Note: Totals may not sum due to rounding.

*Note: Percentage in excess of 100.0%.

Consolidated Results

Revenues

Revenues in the second quarter of fiscal 2018 were $409.7 million, an increase of $68.1 million, or 19.9%, versus the
second quarter of fiscal 2017. Excluding the impact of foreign currency, which positively impacted our revenues for
the second quarter of fiscal 2018 by $8.0 million, revenues in the second quarter of fiscal 2018 would have increased
17.6% versus the prior year period. This increase was driven by revenue growth in all major markets. See “—Segment
Results” for additional details on revenues.
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Cost of Revenues and Gross Profit

Total cost of revenues in the second quarter of fiscal 2018 increased $12.3 million, or 8.1%, versus the prior year
period. Gross profit increased $55.8 million, or 29.5%, in the second quarter of fiscal 2018 compared to the second
quarter of fiscal 2017 primarily due to the increase in revenues. Excluding the impact of foreign currency, which
positively impacted gross profit for the second quarter of fiscal 2018 by $5.2 million, gross profit in the second quarter
of fiscal 2018 would have increased 26.8% versus the prior year period. Gross margin in the second quarter of fiscal
2018 increased 4.4% to 59.7% versus 55.3% in the second quarter of fiscal 2017. Gross margin expansion was driven
primarily by improved operating leverage and a mix shift to the higher margin Online business.

Marketing

Marketing expenses for the second quarter of fiscal 2018 increased $13.5 million, or 32.1%, versus the second quarter
of fiscal 2017. Excluding the impact of foreign currency, which increased marketing expenses for the second quarter
of fiscal 2018 by $1.6 million, marketing expenses in the second quarter of fiscal 2018 would have increased 28.3%
versus the second quarter of fiscal 2017. This increase in marketing expense was largely due to investments in digital
marketing initiatives and our Summer of Impact campaign, as well as investments in evolving our brand. Marketing
expenses as a percentage of revenue increased to 13.5% in the second quarter of fiscal 2018 as compared to 12.3% in
the prior year period.

Selling, General and Administrative

Selling, general and administrative expenses for the second quarter of fiscal 2018 increased $10.8 million, or 21.3%,
versus the second quarter of fiscal 2017. Excluding the impact of foreign currency, which increased selling, general
and administrative expenses for the second quarter of fiscal 2018 by $0.7 million, selling, general and administrative
expenses in the second quarter of fiscal 2018 would have increased 20.0% versus the prior year period. The increase
in selling, general and administrative expenses in the second quarter of fiscal 2018 was driven primarily by higher
compensation and incentive-related costs. Selling, general and administrative expenses as a percentage of revenue for
the second quarter of fiscal 2018 increased to 15.0% from 14.9% for the second quarter of fiscal 2017.

Operating Income

Operating income in the second quarter of fiscal 2018 increased $31.5 million, or 32.7%, versus the prior year period.
Excluding the impact of foreign currency, which positively impacted operating income for the second quarter of fiscal
2018 by $2.9 million, operating income in the second quarter of fiscal 2018 would have increased 29.7% versus the
prior year period. This increase in operating income was driven by higher operating income in North America and
Continental Europe as compared to the prior year period. Operating income margin in the second quarter of fiscal
2018 increased 3.0% to 31.2% versus 28.2% in the second quarter of fiscal 2017. This increase in operating income
margin was driven by an increase in gross margin partially offset by an increase in marketing expenses as a percentage
of revenue, and an increase in selling, general and administrative expenses as a percentage of revenue, all as compared
to the prior year period.

Interest Expense

Interest expense in the second quarter of fiscal 2018 increased $8.8 million, or 32.4%, versus the second quarter of
fiscal 2017. The increase in interest expense was driven primarily by higher interest expense arising from the interest
rates under our New Term Loan Facility (defined hereafter) and on our Notes (defined hereafter) in connection with
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our November 2017 debt refinancing.  The effective interest rate on our debt, based on interest incurred (which
includes amortization of our deferred financing costs and debt discount) and our average borrowings during the
second quarter of fiscal 2018 and the second quarter of fiscal 2017 and excluding the impact of our interest rate swap,
increased to 7.73% per annum at the end of the second quarter of fiscal 2018 from 4.66% per annum at the end of the
second quarter of fiscal 2017. Including the impact of our interest rate swap, the effective interest rate on our debt,
based on interest incurred (which includes amortization of our deferred financing costs and debt discount) and our
average borrowings during the second quarter of fiscal 2018 and the second quarter of fiscal 2017, increased to 7.80%
per annum at the end of the second quarter of fiscal 2018 from 5.44% per annum at the end of the second quarter of
fiscal 2017.  See “—Liquidity and Capital Resources—Long-Term Debt” for additional details regarding our current and
prior credit facilities and our Notes, including interest rates on our debt outstanding, and payments on our debt.  For
additional details on our interest rate swap, see “Item 3. Quantitative and Qualitative Disclosures about Market Risk” in
Part I of this Quarterly Report on Form 10-Q.
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Other Expense (Income), Net

Other expense (income), net, which consists primarily of the impact of foreign currency on intercompany transactions,
increased by $1.8 million in the second quarter of fiscal 2018 to $1.3 million of expense as compared to $0.5 million
of income in the prior year period.

Gain on Early Extinguishment of Debt

In May 2017, we paid an aggregate amount of cash proceeds totaling $73.0 million plus an amount sufficient to pay
accrued and unpaid interest on the amount prepaid to prepay $75.5 million in aggregate principal amount of term
loans under our then-existing tranche B-2 term facility. As a result of this prepayment, we wrote-off fees of $0.6
million, incurred fees of $0.3 million and recorded a gain on early extinguishment of debt of $1.6 million, inclusive of
these fees, in the second quarter of fiscal 2017.

Tax

Our effective tax rate for the second quarter of fiscal 2018 was 21.9% as compared to 36.5% for the second quarter of
fiscal 2017.  The effective tax rate in the second quarter of fiscal 2018 was impacted by the $4.1 million tax benefit
related to tax windfalls from stock compensation.

Net Income Attributable to the Company and Earnings Per Share

Net income attributable to the Company in the second quarter of fiscal 2018 increased $25.5 million, or 56.6%, from
the second quarter of fiscal 2017. Excluding the impact of foreign currency, which positively impacted net income
attributable to the Company in the second quarter of fiscal 2018 by $2.0 million, net income attributable to the
Company in the second quarter of fiscal 2018 would have increased by 52.1% versus the prior year period.  

Earnings per fully diluted share, or EPS, in the second quarter of fiscal 2018 was $1.01 compared to $0.67 in the
second quarter of fiscal 2017. EPS for the second quarter of fiscal 2017 included a tax benefit of $0.01 in connection
with the gain on early extinguishment of debt.

Segment Results

Metrics and Business Trends

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

(in millions except percentages and as noted)

Q2 2018
GAAP Constant Currency

Product Product Total

Service
Sales
& Total Service

Sales
& Total Paid Incoming EOP
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Revenues Other Revenues Revenues Other Revenues Weeks SubscribersSubscribers
(in thousands)

North
America $243.9 $ 40.7 $ 284.5 $243.2 $ 40.6 $ 283.7 40.9 3,034.3 2,997.0
CE 68.7 12.8 81.6 64.2 11.9 76.1 13.6 1,040.1 1,020.6
UK 21.5 7.7 29.2 20.2 7.2 27.5 5.3 389.1 383.5
Other (1) 9.6 4.8 14.4 9.7 4.8 14.5 1.4 106.5 100.8
Total $343.7 $ 66.0 $ 409.7 $337.3 $ 64.5 $ 401.8 61.2 4,569.9 4,502.0

% Change Q2 2018 vs. Q2 2017
North
America 20.0 % 13.6 % 19.1 % 19.7 % 13.4 % 18.7 % 28.3 % 28.1 % 28.5 %
CE 36.1 % 16.8 % 32.7 % 27.1 % 8.6 % 23.8 % 31.7 % 34.4 % 30.2 %
UK 8.8 % 15.6 % 10.5 % 2.3 % 8.6 % 3.9 % 15.9 % 18.9 % 15.2 %
Other (1) 0.9 % (8.1 %) (2.3 %) 1.9 % (8.6 %) (1.8 %) 8.0 % 25.1 % 29.7 %
Total 21.5 % 12.5 % 19.9 % 19.2 % 10.0 % 17.6 % 27.3 % 28.6 % 27.6 %

Note: Totals may not sum due to rounding.

(1)Represents Australia, New Zealand and emerging markets operations and franchise revenues.
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(in millions except percentages and as noted)

Q2 2018

Meeting Fees Meeting Incoming EOP

Online Subscription

Revenues Online Incoming EOP
Constant Paid Meeting Meeting Constant Paid Online Online

GAAP Currency Weeks SubscribersSubscribersGAAP Currency Weeks SubscribersSubscribers
(in thousands) (in thousands)

North
America $142.8 $142.4 15.4 1,119.4 1,082.7 $101.1 $100.8 25.5 1,914.9 1,914.3
CE 29.4 27.4 3.5 266.9 247.3 39.3 36.7 10.2 773.2 773.3
UK 14.6 13.7 2.9 209.6 203.6 7.0 6.5 2.4 179.4 179.9
Other (1) 6.0 6.1 0.6 48.6 45.2 3.6 3.6 0.7 57.9 55.5
Total $192.7 $189.6 22.4 1,644.5 1,578.9 $151.0 $147.7 38.8 2,925.4 2,923.1

% Change Q2 2018 vs. Q2 2017
North
America 10.1 % 9.8 % 10.7 % 12.4 % 10.5 % 37.5 % 37.1 % 42.0% 39.5 % 41.6 %
CE 18.6 % 10.6 % 14.9 % 18.0 % 14.1 % 53.1 % 42.9 % 38.5% 41.3 % 36.3 %
UK 3.7 % (2.4 %) 7.8 % 10.7 % 7.8 % 21.1 % 13.8 % 27.5% 30.0 % 24.8 %
Other (1) (8.0 %) (6.6 %) (8.8 %) 24.7 % 27.4 % 20.1 % 20.3 % 28.3% 25.5 % 31.7 %
Total 10.1 % 8.3 % 10.3 % 13.4 % 11.1 % 39.8 % 36.8 % 39.8% 39.0 % 38.8 %

Note: Totals may not sum due to rounding.

(1)Represents Australia, New Zealand and emerging markets operations and franchise revenues.
North America Performance

The increase in North America revenues in the second quarter of fiscal 2018 versus the prior year period was driven
primarily by the increase in Service Revenues. This increase in Service Revenues in the second quarter of fiscal 2018
versus the prior year period was driven primarily by the increase in Online Subscription Revenues and to a lesser
extent an increase in Meeting Fees. The increase in North America Total Paid Weeks was driven by the higher number
of Incoming Subscribers at the beginning of the second quarter fiscal 2018 versus the beginning of the second quarter
of fiscal 2017, higher Online recruitments in the quarter driven by the successful launch of our new WW Freestyle
program and improved retention in the second quarter of fiscal 2018 versus the prior year period.

The increase in North America product sales and other in the second quarter of fiscal 2018 versus the prior year period
was driven primarily by an increase in product sales.

Continental Europe Performance
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The increase in Continental Europe revenues in the second quarter of fiscal 2018 versus the prior year period was
driven primarily by the increase in Service Revenues. This increase in Service Revenues in the second quarter of fiscal
2018 versus the prior year period was driven primarily by the increase in Online Subscription Revenues. The increase
in Continental Europe Total Paid Weeks was driven by the higher number of Incoming Subscribers at the beginning of
the second quarter of fiscal 2018 versus the beginning of the second quarter of fiscal 2017, higher recruitments in the
quarter driven by the successful launch of our new program and improved retention in the second quarter of fiscal
2018 versus the prior year period.

The increase in Continental Europe product sales and other in the second quarter of fiscal 2018 versus the prior year
period was driven by an increase in both product sales and licensing revenue.

United Kingdom Performance

The increase in UK revenues in the second quarter of fiscal 2018 versus the prior year period was driven primarily by
the increase in Service Revenues. The increase in UK Total Paid Weeks was driven by the higher number of Incoming
Subscribers at the beginning of the second quarter of fiscal 2018 versus the beginning of the second quarter of fiscal
2017, higher recruitments, primarily in our Online business driven by the successful launch of our new program and
improved retention in the second quarter of fiscal 2018 versus the prior year period.
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The increase in UK product sales and other in the second quarter of fiscal 2018 versus the prior year period was driven
by an increase in product sales, partially offset by a decline in licensing revenue.

Other Performance

Other revenues in the second quarter of fiscal 2018 declined versus the prior year period. Although Service Revenues
increased in the second quarter of fiscal 2018 versus the prior year period, a decrease in product sales and other more
than offset such increase. The increase in Other Total Paid Weeks was driven primarily by the higher number of
Incoming Online Subscribers at the beginning of the second quarter of fiscal 2018 versus the beginning of the second
quarter of fiscal 2017 and recruitment strength in our Online business driven by the successful launch of our new
program in the first quarter of fiscal 2018 versus the prior year period.

RESULTS OF OPERATIONS

SIX MONTHS ENDED JUNE 30, 2018 COMPARED TO THE SIX MONTHS ENDED JULY 1, 2017

The table below sets forth selected financial information for the first six months of fiscal 2018 from our consolidated
statements of net income for the six months ended June 30, 2018 versus selected financial information for the first six
months of fiscal 2017 from our consolidated statements of net income for the six months ended July 1, 2017:

Summary of Selected Financial Data

(In
millions,
except

per share
amounts)
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