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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
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The aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the last sales price
($15.70) as reported on the New York Stock Exchange as of the last business day of the registrant's most recently completed second fiscal
quarter (June 30, 2018) was $398,346,492.
The number of shares outstanding of the registrant's common stock as of February 22, 2019 was 29,590,022 shares.
Documents Incorporated by Reference
The registrant has incorporated by reference into Part III of this Form 10-K portions of its Proxy Statement for its 2019 Annual Meeting of
Shareholders.

Edgar Filing: NAUTILUS, INC. - Form 10-K

9



NAUTILUS, INC.
2018 FORM 10-K ANNUAL REPORT

PART I
Item 1. Business 1
Item 1A.Risk Factors 7
Item 1B.Unresolved Staff Comments 13
Item 2. Properties 14
Item 3. Legal Proceedings 14
Item 4. Mine Safety Disclosures 14

PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities 15

Item 6.  Selected Financial Data 16
Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations 18
Item 7A.Quantitative and Qualitative Disclosures About Market Risk 29
Item 8. Financial Statements and Supplementary Data 30
Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 68
Item 9A.Controls and Procedures 68
Item 9B.Other Information 69

PART III
Item 10. Directors, Executive Officers and Corporate Governance 69
Item 11. Executive Compensation 69
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters 69
Item 13. Certain Relationships and Related Transactions, and Director Independence 69
Item 14. Principal Accounting Fees and Services 70

PART IV
Item 15. Exhibits and Financial Statement Schedules 70
Item 16. Form 10-K Summary 73
Signatures 74

Edgar Filing: NAUTILUS, INC. - Form 10-K

10



Table of Contents

PART I

Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. Words such as "plan," "expect," "aim," "believe," "project," "intend," "estimate,"
"will," "should," "could," and other terms of similar meaning typically identify forward-looking statements. The
forward-looking statements in this report include, without limitation: our prospects, resources or capabilities; current
or future financial trends; anticipated future operating results; future plans for introduction of new products and the
projected impact of the launches of such products; anticipated demand for our new and existing products; maintenance
of appropriate inventory levels; growth in revenues and profits; leverage of operating expenses; future revenues from
licenses of our intellectual property; results of increased media investment in the Direct segment; continued
improvement in operating margins; expectations for increased research and development expenses; anticipated capital
expenditures; fluctuations in net sales due to seasonality; and our ability to continue to fund our operating and capital
needs for the following twelve-month period. Forward-looking statements also include any statements related to our
expectations regarding future business and financial performance or conditions, anticipated sales growth across
markets, distribution channels and product categories, expenses and gross margins, profits or losses, losses from
discontinued operations, settlements of warranty obligations, the anticipated outcome of litigation to which we are a
party, new product introductions, financing and working capital requirements and resources. These forward-looking
statements, and others we make from time-to-time, are subject to a number of risks and uncertainties. Many factors
could cause actual results to differ materially from those projected in forward-looking statements, including the risks
described in Part I, Item 1A of this report and in other reports we file with the Securities and Exchange Commission.
We do not undertake any duty to update forward-looking statements after the date they are made or conform them to
actual results or to changes in circumstances or expectations.

Item 1. Business

OVERVIEW

Founded in 1986, Nautilus, Inc. and subsidiaries (collectively, "Nautilus" or the "Company") is a consumer fitness
products company headquartered in Vancouver, Washington and incorporated in the State of Washington in January
1993. We are committed to providing innovative, quality solutions to help people achieve their fitness goals through a
fit and healthy lifestyle. Our principal business activities include designing, developing, sourcing and marketing
high-quality cardio and strength fitness products and related accessories for consumer and commercial use, primarily
in the U.S. and Canada, but also in international markets outside North America. Our products are sold under some of
the most-recognized brand names in the fitness industry: Nautilus®, Bowflex®, Octane Fitness®, Schwinn® and
Universal®.

We market our products through two distinct distribution channels, Direct and Retail, which we consider to be
separate business segments. Our Direct business offers products directly to consumers through television advertising,
the Internet and catalogs. Our Retail business offers our products through a network of independent companies to
reach consumers in both the home use, as well as commercial use, markets in the U.S. and internationally. We also
derive a portion of our revenue from the licensing of our brands and intellectual property.

BUSINESS STRATEGY

We are focused on developing and marketing consumer fitness equipment and related products to help people enjoy
healthier lives. Our products are targeted to meet the needs of a broad range of consumers, including fitness
enthusiasts and individuals who are seeking the benefits of regular exercise. We have diversified our business by
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expanding our portfolio of high quality fitness equipment into multiple product lines utilizing our well-recognized
brand names. We are focused on consumer markets and specialty and commercial distribution channels, and view the
continual innovation of our product offerings as a key aspect of our business strategy. We regularly refresh our
existing product lines with new technologies and finishes, and focus significant effort and resources on the
development or acquisition of innovative new fitness products and technologies for introduction to the marketplace at
periodic intervals.

Our strategies incorporate the individual characteristics of our Direct and Retail businesses. Our Direct business
focuses on: (i) the development of, or acquisition of rights to, unique, branded products and technologies; (ii) the
application of creative, cost-effective ways to communicate the benefits of their use; and (iii) making various payment
options available to our customers. We are particularly attentive to Direct business metrics that provide feedback
regarding the effectiveness of our media marketing programs and attractiveness of third-party consumer financing
programs.

1
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In our Retail business, we strive to develop long-term relationships with key retailers of sports or fitness equipment.
The primary objectives of our Retail business are (i) to offer a selection of innovative, unique products at key
price-points to capture market share; and (ii) to utilize the strength of our brands and long-standing customer
relationships to secure more floor space with our Retail customers for our products, as well as support efforts to gain
share in multi-user environments.

Our long-term strategy involves:

•Creatively marketing our equipment, both directly to consumers and through our Retail customers, while leveraging
our well-known brand names;

•Enhancing our product lines by designing fitness equipment that meets or exceeds the high expectations of our
customers;
•Utilizing our strengths in product engineering to reduce product costs;
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