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WASHINGTON, D.C. 20549
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[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the fiscal year ended December 31, 2010
OR

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

FOR THE TRANSITION PERIOD FROM TO
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Washington 94-3002667
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Vancouver, Washington 98683
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(360) 859-2900

(Registrant's telephone number, including area code
Securities registered pursuant to Section 12(b) dlfie Act:
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Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 ort®®ecl5(d) of the Act. Yes [] No [X]
Indicate by check mark whether the registrant €l tiled all reports required to be filed by SeetiB or 15(d) of the Securities Exchange Act of4l88ring
the preceding 12 months (or for such shorter pdtiatithe registrant was required to file such reg)pand (2) has been subject to such filing negmeénts for
the past 90 days. Yes [x] No []
Indicate by check mark whether the registrant isnitted electronically and posted on its corpok&eb site, if any, every Interactive Data File riegd to be
submitted and posted pursuant to Rule 405 of Régunl&-T (§232.405 of this chapter) during the piog 12 months (or for such shorter period that th
registrant was required to submit and post suek)il Yes [] No []
Indicate by check mark if disclosure of delinqufilers pursuant to Item 405 of Regulation S-K it contained herein, and will not be contained hi best of
registrant's knowledge, in definitive proxy or infaation statements incorporated by reference inlRaf this Form 10-K or any amendment to thigrfolO0-
K. [l

Indicate by check mark whether the registrantlexge accelerated filer, an accelerated filer, m-accelerated filer or a smaller reporting comp&8se
definition of “accelerated filer, large acceleraféer and smaller reporting company” in Rule 12lbfZhe Exchange Act. (Check one):



Large accelerated filer [] Accelerated file} Non-accelerated filer [] Smaller regog company [X]
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Actyes [] No [X]

The aggregate market value of the voting and ndimg@ommon equity held by non-affiliates compubstreference to the last sales price ($1.52) asrtegp
on the New York Stock Exchange as of the last lassimlay of the registrant's most recently complsg¢ednd fiscal quarter (June 30, 2010) was $463%81,

The number of shares outstanding of the registranthmon stock as of January 31, 2011 was 30,7843&es.
Documents Incorporated by Reference
The registrant has incorporated by reference iat IR of this Form 10-K portions of its Proxy $aent for its 2011 Annual Meeting of Shareholders.
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PART |
Forward-Looking Statements

This Form 10-K, including Item 1 of Part | and It&hof Part Il, contains forward-looking statemewtthin the meaning of the Private
Securities Litigation Reform Act of 1995. Words Buas "plan,” "expect,” "aim," "believe," "projectjhtend,” "estimate," "will," "should,"
“could," and other terms of similar meaning typigadentify forward-looking statements. The forwdmbking statements in this Form 10-K
include, without limitation, statements regardimgieipated declines in sales of strength prodiuoctseased sales of cardio-oriented products,
and the expectation that increased sales of theflBx®& TreadClimber product line will offset declimén sales of legacy strength products;
potential improvement in consumer credit financapgproval rates and possible corresponding improwgrie sales; the continuance of
promotional programs and the impact of such programprofit margins; our plans and expectationamgigg borrowing agreements; our new
product development strategies; and our plansdioieaing future profitability. Forward-looking stahents also include any statements related
to our expectations regarding future business enahial performance or conditions, anticipate@sarowth across markets, distribution
channels and product categories, expenses andrgeogins, profits or losses, losses from discomtihaperations and disposal loss
adjustments, settlements of warranty obligatioesy product introductions, financing and working itarequirements and resources. These
forward-looking statements, and others we make fiiome to time, are subject to a number of risks amckrtainties. Many factors could cause
actual results to differ materially from those geipd in forward-looking statements, including tis&s described herein. We do not undertake
any duty to update forwardoking statements after the date they are made @nform them to actual results or to changeasroumstances
expectations.

Item 1. Business

Unless the context otherwise requires, “Nautili€ompany”, “we”, “us” and “our” refer to Nautilugnc. and its subsidiaries. All references to
2010, 2009 and 2008 in this report refer to osedl years ended on December 31, 2010 , 2009 @8] Bfspectively. Our company was
incorporated in the State of Washington in Jand&83.

OVERVIEW

Founded in 1986, Nautilus is a consumer fithesdyets company headquartered in Vancouver, Washiraytd incorporated in the State of
Washington in January 1993. We are committed t@ighog innovative, quality solutions to help peoplehieve a fit and healthy lifestyle. Our
principal business activities include designingyedeping, sourcing and marketing high-quality cardind strength fithess products and related
accessories for consumer use, primarily in the ddh§tates and Canada. Our products are sold uoer af the most-recognized brand names
in the fitness industry, including NautillisBowflex®, Schwinn’Fitness ("Schwinn") and Universal

We market our products through two distinct disttibn channels, Direct and Retail, which we considebe separate business segments. Our
directbusiness offers products to consumers throughisgievadvertising, catalogs and the Internet. @tail business offers our products
through a network of independent retail companii stores and websites located in the United Statel Canada.

During the third quarter of 2009, we committed tolan for the complete divestiture of our commadrbigsiness with the expectation that the
plan's successful completion will improve our oMesperating results. Consequently, our commergieiness has been classified as a
discontinued operation. Our commercial businessreff products to health clubs, schools, hospitedsogher organizations. The disposal of
commercial business has been substantially contpsetd we expect to dispose of the remaining comiaddrasiness assets during the first
quarter of 2011.

BUSINESS STRATEGY

We are focused on developing and marketing constitness equipment and related products to helpleesnjoy healthier lives. Our produ
are targeted to meet the needs of a broad rangansfimers, including fithess enthusiasts and iddals who are seeking the benefits of
regular exercise. We have diversified our busifgssxpanding our portfolio of high-quality fithesguipment into multiple product lines
utilizing our well-recognized brand names. Our hass strategy focuses exclusively on consumer ptedmarkets and distribution channels.

Our strategies incorporate the individual charasties of our direct and retail business segmebits.directbusiness segment focuses on (i)
development of, or acquisition of rights to, uniqureducts; (ii) the application of creative, coffeetive ways to communicate the benefits of
their use; and (iii) making various financing opisoprovided by third-party sources
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available to our customers. We are particularlgrdive to direct business metrics that provide iee#t regarding the effectiveness of our m
marketing programs and attractiveness of thirdypewhsumer financing programs.

In ourretail business segment, we strive to develop long-tetatioaships with key retailers of sports or fithesgliipment. The primary
objectives of our retail business are (i) to ofieselection of products at key price-points; afjddiutilize the strength of our brands and long-
standing customer relationships to secure more 8pace for our products.

Our long-term strategy involves:
» creatively marketing our equipment, both directliconsumers and through our retail customers, vidneraging our well-known
brand names;
* enhancing our product lines by designing fithessigggent that meets or exceeds the high expectatibosr customer
« utilizing our strengths in product engineeringeéduce product cos
e continuing our investment in research and develapraetivities aimed at acquiring or creating neehtelogies; an
* increasing our international retail sales and itigtion.

PRODUCTS

We market quality cardiovascular and strength §isngroducts that cover a broad range of price paintl features. Our products are designed
for individuals with varying exercise needs. Frdra person who works out occasionally to the serathkete, we have products that will help
them achieve their fitness objectives.

e OurNautilus brand includes a complete line of cardio equipmigistuding treadmills, specialized cardio, exerdifiees and
ellipticals, as well as selected strength equipmiariate 2010, in anticipation of the holiday spom season, we introduced
selectorized dumbbells to the Nautilus family adghucts in our retail channel. In November 2010 Mautilus E514 elliptical and
Nautilus T514 treadmill each received a high rafiogn a leading consumer products rating compang.afgo launched a ne
website www.NautilusFitness.cawhich provides our customers in Canada with cetepproduct information, as well as a convenient
store locator for finding the optimal shopping Ibea for Nautilus products.

« OurBowflex brand represents a highly-regarded line of fitreeggpment comprised of both cardio and strengtldywxets, including
TreadClimber specialized cardio machines, treadmills, PowerRumine gyms, Revolutiothome gyms, and SelectTeottumbbells,
each designed specifically for home use.

»  OurSchwinnbrand is known for its popular line of exercisedsikincluding the Airdyné, ellipticals and treadmills. During 2010, we
increased our sales and marketing efforts in suggarur new line of Schwinn products for the retiiannel introduced in late 2009.
In November 2010, our Schwinn 840 treadmill recdimehigh rating from a leading consumer produdiagacompany and our
Schwinn 460 elliptical was also favorably reviewed.

< OurUniversal brand, one of the oldest and most recognized namtbe fitness industry, currently offers a linekettlebell weights
and weight benches.

While we offer our full product assortment to oinedt customers through our Internet websites andatalogs, we generally differentiate the
product models offered in our direct and retaiesathannels. Currently, our Bowflex TreadClimbedurct line is offered for sale exclusively
through our direct sales channel.

BUSINESS SEGMENTS

We conduct our business in two segments, DirectRetdil. For further information, see Note 16, Segtrinformation, to our consolidated
financial statements in Part I, Item 8 of thisgep

SALES AND MARKETING

Direct

In ourdirectbusiness, we market and sell our products, pritigiBowflex cardio and strength products, diredttyconsumers. While we are,
and plan to continue to be, a large direct markaftstrength products in the United States, ouesatising emphasis has shifted toward cardio

products, especially the Bowflex TreadClimber, asio products represent the largest componemteofitness equipment market and a
growing part of our business. Sales of cardio petaltepresented
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56% of our direct revenues in 2010, compared to #62009.

Late in 2009, we began reallocating a greater o our television advertising budget toward Boavflex TreadClimber product line and
expect to commit an increased portion of such edpeares to this product line during 2011. Currentiyr Bowflex TreadClimber product line
is sold exclusively through our direct sales chariwe expect to emphasize lower-cost Internet-bashkertising for our Bowflex rod-based
home gyms during 2011, which are able to capitaliz¢he extensive consumer product awarenessltbatg exists. Based on current trends,
we expect that increased sales of TreadClimbengldmoore than offset anticipated declines in safdsome gym products in our direct
channel by the second half of 2011.

Our marketing efforts are based on an integratetbauation of media and direct consumer contacaddition to television advertising, which
ranges in length from 30 seconds to as long asfiveites, we utilize extended 30-minute televidifomercials, Internet advertising, product
websites, inquiry-response mailings, catalogs abdund/outbound call centers. Marketing and meffecveness is measured continuously
based on sales inquiries generated, cost-per-deadgersion rates, return on investment and othgipkeformance metrics. Almost all of our
direct customer orders are received either on migrhet websites or through company-owned and-trartly call centers.

During the first eight months of 2010, less thae-timird of our direct customers used financing paogs offered by our third-party credit
providers to purchase our products, compared tooappately one-half in 2009 and two-thirds in 200&]ecting the application of more
stringent credit approval standards by our formrenary third-party credit provider. As a result,September 2010, we completed our
transition to a new consumer credit program wittea primary thirdparty financing provider, GE Money Bank ("GE"), asidce then we ha
experienced incremental growth in customer finageipproval rates. In addition, we added two secgnitiérd-party consumer credit financi
providers during 2010, both of which offer creditdertain qualified consumers whose credit appticathave been declined by GE. Customer
credit approvals by our primary and secondary tpady financing providers increased throughoutftheth quarter of 2010 and averaged
approximately 20% of the applications we procesheihg the period, compared to 18% in the fourthrtgr of 2009. Management expects
customer credit approval rates in 2011 will remettithe levels experienced late in the fourth quat®010 or improve modestly as we
continue to optimize our consumer financing proggam

Retail

In ourretail business, we market and sell a comprehensive finersumer fitness equipment under the Nautilubwsizn, Universal and
Bowflex brands. Our products are marketed throughtevork of retail companies, consisting of sp@rtijoods stores, Internet retailers, large-
format and warehouse stores, and, to a lessertestanller specialty retailers and independent Hi@ers. Similar to our direct business,
cardio products represent a growing part of ouirtass and present an opportunity to increase odkehahare in the future. Sales of cardio
products represented 64% of our retail revenu@91i®, compared to 59% in 2009.

We offer programs which provide price discountstio retail customers for ordering container-sizeigments or placing orders early enough
in the season to allow for more efficient manufaaiy by our Asian suppliers. These programs argydesd to reduce our shipping and hanc
costs, with much of the savings being passed @uta@ustomers. In addition, our retail customensegally are eligible for other types of sales
incentives, including volume discounts and varifarms of rebates or allowances, which primarily iatended to increase product availability
for consumers, reduce transportation costs andueage marketing of our brands.

PRODUCT DESIGN AND INNOVATION

Innovation is a vital part of our business, andogetinue to expand and diversify our product offgs by leveraging our research and
development capabilities. We constantly searcméw technologies and innovations that will helgt®wv our business, either through higher
sales or increased production efficiencies. To aqiizh this objective, we seek out ideas and catsdegth within our company and from
outside inventors.

We rely on financial and engineering models tosiass in assessing the potential operational aadauic impacts of adopting new
technologies and innovations. If we determine #htird-party technology or innovation concept mesgrtain technical and financial criteria,
we may enter into a licensing arrangement to etiliee technology or, in certain circumstances, pasge the technology for our own use. Our
product design and engineering teams also investiderable effort to improve product design andityugAs a consumer-driven company, we
invest in qualitative and quantitative consumeeagsh to help us assess new product concepts,algéatures and anticipated consumer
adoption.

In the past, our business was led by our strengitiyets, including the Bowflex rod-based home gy 8electTech
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dumbbells. Since mid-2009, however, sales of otdiogroducts have eclipsed those of our strengtdycts and we believe the much larger
market for cardio products offers us greater opputy for growth. Sales of cardio products représer60% of our total product revenue in
2010, compared to 50% in 2009. In 2010 we refingdcoeative advertising materials to clearly cominate the benefits of the Bowflex
TreadClimber product line over other cardio-orienggercise products and demonstrate how this ptdihechas helped numerous satisfied
customers achieve their fithess goals. Greaterurnasawareness of TreadClimber has lead to incdesedes and was primarily accountable
for the 17% increase in direct channel sales dioasriented products in the fourth quarter of 2@%@r the same period in 2009. Our product
development efforts primarily have been focused@n cardio products, including a recent line of@cim indoor bikes and ellipticals. We
plan to continue to invest in the development af wardio products in 2011 and beyond, anticipatireg such investments will help us achieve
higher sales and increased market share.

Our research and development expenses were $2i@maihd $5.2 million in 2010 and 2009 , respedyiveeflecting cost efficiencies from the
consolidation of product development activitiegat corporate headquarters and a decrease in pdetgiion royalty fees paid to outside
inventors. We expect research and development eggdn increase in 2011.

SEASONALITY

We expect our sales to vary seasonally. Saleypieatly strongest in the first and fourth quartdadlowed by the third quarter, and are
generally weakest in the second quarter. We betigatevarious factors, such as the broadcast efor&tseason finales and seasonal weather
patterns, influence television viewers and causeaduertising on cable television stations to I3s keffective in the second quarter than in c
periods. In addition, during the spring and summenths, consumers tend to be involved in outdotivides, including exercise, which
impacts sales of indoor fitness equipment. This@eality can have a significant effect on our irteeyn levels, working capital needs and
resource utilization.

MERCHANDISE SOURCING

All of our products are produced by third-party macturers, most of whom are the sole source fdiqudar products and substantially all of
whom are located in Asia. Lead times for inventouychases from our Asian suppliers, from orderegiaent to receipt of goods, generally
range from approximately two to three months, ofchhransit time represents three-to-four weeks Emgth of our lead times requires us to
place advance manufacturing orders based on mamegdéonecasts of future demand for our products.af¥empt to compensate for our long
replenishment lead times by maintaining adequateldeof inventory at our warehousing facilities.

We monitor our suppliers' ability to meet our prodoeeds and we patrticipate in quality assuranteitées to reduce the risk of marketing
substandard products. Other than our contract védtid America Health & Fithess Co., LTD. (“Land Arga"), which expires in December
2011, our third-party manufacturing contracts areninable by either party on relatively short netic

LOGISTICS

Our warehousing and distribution facilities aredtadl in Portland, Oregon and Winnipeg, Manitobaundirect business, we strive to main
inventory levels that will allow us to ship our piects shortly after receiving a customer's ordeg. W& a common carrier for substantially all
of our merchandise shipments to direct customers.

In our retail business, we manage our inventorglieto accommodate anticipated seasonal changksyiand. Generally, we maintain higher
inventory levels at the ends of the third and fowparters to satisfy relatively higher consumenaded in the fourth and first quarters of each
year. Many of our retail customers place orderd imeddvance of peak periods of consumer demarxhsore an adequate supply for
anticipated selling season. We use various comaidraick lines for our merchandise shipments taikeustomers.

Approximately one-third of our retail inventory tepishment orders are shipped by our contract nzextwfers in Asia directly to our retail
customer locations, typically in large containdéiiise use of such direct shipments allows us to raainbwer levels of inventory in our
warehouses, resulting in lower storage, handlir@ght, insurance and other costs.

COMPETITION
The markets for all of our products are highly cetitive. We believe the principal competitive fastaffecting our business are quality, brand

recognition, innovation and pricing. We believe ave well-positioned to compete in markets in whighcan take advantage of our strong
brand names.
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Our products compete directly with those offeredadgrge number of companies that market consuitmexssé equipment and fithess programs.
As the use of Internet websites for product salesdilitional retailers has increased, our competihave become increasingly similar across
our direct and retail sales channels. Our principahpetitors include: Fitness Questarketer of Total Fitnessbranded products; ICON

Health & Fitness, marketer of ProFofrand NordicTracK-branded products; Johnson Health Tech, marketeiodizon®-branded products;
Beach Body, marketer of the P90#tness program; and American Telecast, market@iotél Gym®-branded products. Among our other
competitors are weight-loss companies, such asyJeraig and NutriSystems, which offer alternatieéusions for a fit and healthy lifestyle.

EMPLOYEES

As of February 28, 2011, we had approximately 38pleyees, substantially all of whom were full-tinfdone of our employees are subject to
collective bargaining agreements. We have not éxpeed a material interruption of our operations ttulabor disputes.

INTELLECTUAL PROPERTY

Trademarks, patents and other forms of intellegbuaperty are vital to the success of our busiaesksare an essential factor in maintaining our
competitive position in the health and fitness istdy

Trademarks

We own many trademarks including NautifylBowflex®, PowerRod, Revolution®, TreadClimbef, SelectTechi, Trimline®, Airdyne®,
Mobia“and Universal. Nautilus is the exclusive licensee under the nSatwinn®for fitness products. We believe that having distire
trademarks which are readily identifiable by consusris an important factor in creating a marketwiar products, maintaining a strong
company identity and developing brand loyalty amongcustomers. In addition, we have licensed gettard-parties to use the Nautilus and
Schwinn tradenames on commercial fithess prodtatsyhich we receive royalty income and expandetscmer awareness of our brands.

Each federally registered trademark is renewaldlefinitely if the trademark is still in use at ttime of renewal. We are not aware of any
material claims of infringement or other challengesur trademark rights in our major markets.

Patents

We own a broad array of patents and patent ridpot$, issued and pending, covering our fithess eqeig. These patents cover a variety of
technologies, some of which are utilized in thdéolwing products: TreadClimber specialized cardiachaes; variable stride ellipticals;
selectorized dumbbells; and recumbent exercisesbMautilus is the exclusive licensee to paterds ¢bver the Bowflex Revolution home
gyms. Patent protection for these technologiesnelet@s far as 2020. Expiration of these and othtmps could trigger the introduction of
similar products by our competitors. None of outenial patents expire in 2011.

Building our intellectual property portfolio is amportant factor in maintaining our competitive fiims in the health and fitness equipment
industry. We have followed a policy of filing apgditions for U.S. and non-U.S. patents on utilitg design inventions that we deem valuable
to our business. We protect our proprietary rigigerously and take prompt, reasonable actionsd¢eent counterfeit products and other
infringement on our intellectual property.

BACKLOG

Historically, our backlog has not been a significiaetor in our business. Our customer order bark of December 31, 2010 and 2009 was
approximately $3.2 million and $2.7 million, resfieely.

SIGNIFICANT CUSTOMERS

No individual customer accounted for 10 percennore of our consolidated net sales in the pasffiseal years

ENVIRONMENTAL AND OTHER REGULATORY MATTERS
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Our operations are subject to various laws andlagigns both domestically and abroad. In the Unit¢ates, federal, state and local regulations
impose standards on our workplace and our reldtipngith the environment. For example, the U.S.iEonmental Protection Agency

(“EPA”), Occupational Safety and Health Adminisioat (“OSHA”) and other federal agencies have thiaatity to promulgate regulations
which may impact our operations. In particular,ave subject to legislation placing restrictionsoam generation, emission, treatment, storage
and disposal of materials, substances and wasteh.|&gislation includes: the Toxic Substances @bwict; the Resource Conservation and
Recovery Act; the Clean Air Act; the Clean Watelt;Abe Safe Drinking Water Act; and the Compreheaginvironmental Response and the
Compensation and Liability Act (also known as Séystt). We are also subject to the requirementi®@Qonsumer Product Safety
Commission and the Federal Trade Commission, iitiaddo regulations concerning employee health safety matters.

Our operations and disposed components of our focoramercial business expose us to claims relatedvironmental matters. Although
compliance with federal, state, local and intewradl environmental legislation has not had a maltadverse effect on our financial condition
or results of operations in the past, there candbassurance that material costs or liabilitie$ mot be incurred in connection with such
environmental matters in the future.

AVAILABLE INFORMATION

Our common stock is listed on the New York Stocklange and trades under the symbol “NLS.” Our jpaicexecutive offices are located at
16400 SE Nautilus Drive, Vancouver, Washington $8&#d our telephone number is (360) 859-2900.Ifitegnet address of our corporate
website is http://www.nautilus.com.

We file annual reports, quarterly reports, currepiorts, proxy statements and other informatiom wie Securities and Exchange Commission
(the “SEC”) under the Securities Exchange Act d34,%s amended. You can inspect and obtain a dopyr@eports, proxy statements and
other information filed with the SEC at the officafsthe SEC's Public Reference Room at 100 F Sidet Washington, D.C. 20549. Please
call the SEC at 1-800-SEC-0330 for further inforimaton the Public Reference Room. The SEC maintainisiternet site at
http://www.sec.gov where you can access copiesost iwf our SEC filings.

We make our annual reports on Form 10-K, quarteqprts on Form 10-Q, current reports on Form & amendments to those reports,
available free of charge on our corporate web€ite.code of business conduct and ethics, corpgmternance policies, and the charters o
Audit Committee, Compensation Committee and Nonmigeand Corporate Governance Committee also ariéable@on our corporate websi
The information found on our website is not partto$ report.

Item 1A. Risk Factors
Our revenues and profitability can fluctuate from period to period and are often difficult to predict due to factors beyond our control.

Our results of continuing operations in any patticgperiod may not be indicative of results to Bpexted in future periods, and have
historically been, and are expected to continugetcsubject to periodic fluctuations arising fromwaber of factors, including:
» Introduction and market acceptance of new prod
* Variations in product selling prices and costs tredmix of products sol
» Size and timing of retail customer orders, whichturn, often depend upon the success of our cesiusinesses or
specific products;
» Changes in the market conditions for consumer $&reqjuipmen
» Changes in macroeconomic fact
* Availability of consumer cred
» Timing and availability of products coming from affshore contract manufacturing suppli
» Seasonality of markets, which vary from quartegt@rter and are influenced by outside factors sscbverall consumer
confidence and the availability and cost of tel®risadvertising time;
» Effectiveness of our media and advertising progrg
» Customer consolidation in our retail segment, erlibnkruptcy of any of our larger retail custon
» Restructuring charge
» Goodwill and other intangible asset impairment gkar an
» Legal and contract settlement char

These trends and factors could adversely affecbosiness, operating results, financial positioth @sh flows in any

8




Table of Contents
particular period.
Intense competition could negatively impact our sals and operating results.

Our products are sold in highly competitive markeith limited barriers to entry. As a result, irdiection by competitors of lower-priced or
more innovative products could result in a sigrifitdecline in our revenues and have a materia@radweffect on our operating results,
financial position and cash flows.

Further decline or weaker than expected recovery itonsumer spending likely would negatively affectuwr product revenues and
earnings.

Success of each of our products depends substamatiethe amount of discretionary funds availalbl@tr customers. Global credit and
financial markets have experienced extreme disvaptin the recent past, including severely dimiadsliquidity and credit availability,

declines in consumer confidence, declines in ecangnowth, increases in unemployment rates andnaiogy about economic stability. The
can be no assurance that there will not be fudkégrioration in these conditions. Further dectineveaker than expected recovery in general
economic conditions could further depress consiwgpending, especially spending for discretionaryscomer products such as ours. Poor
economic conditions could in turn lead to substdiitirther decreases in our net sales or have arrabadverse effect on our operating results,
financial position and cash flows.

Our operating expenses and portions of our costs gbods sold are relatively fixed, and we may havenited ability to reduce expenses
sufficiently in response to any revenue shortfalls.

Many of our operating expenses are relatively fix&@ may not be able to adjust our operating exg@®ps other costs sufficiently to
adequately respond to any revenue shortfalls. lameunable to reduce operating expenses or abisés quickly in response to any revenue
shortfall, it would negatively impact our operatirgsults, financial condition and cash flows.

If we are unable to anticipate consumer preferencesr to effectively develop, market and sell futurgoroducts, our future revenues and
operating results could be adversely affected.

Our future success depends on our ability to dffelst develop, market and sell new products thepoad to new and evolving consumer
preferences. Accordingly, our revenues and opeyagsults may be adversely affected if we are wntbtevelop or acquire rights to new
products that satisfy consumer preferences. Intiaddiany new products that we market may not geresufficient revenues to recoup their
acquisition, development, production, marketindjjrgeand other costs.

Our business is affected by seasonality which redslin fluctuations in our operating results.

We experience moderate fluctuations in aggregdés sa@lume during the year. Sales are typicallgrgjest in the first and fourth quarters,
followed by the third quarter, and are generallyakest in the second quarter. However, the mix oflpct sales may vary considerably from
time to time as a result of changes in seasonagandraphic demand for particular types of fitnegsipment. In addition, our customers may
cancel orders, change delivery schedules or chidmegmix of products ordered with minimal notice. &sesult, we may not be able to
accurately predict our quarterly sales. Accordinglyr results of operations are likely to fluctusignificantly from period to period.

Government regulatory actions could disrupt our maketing efforts and product sales.

Various international and U.S. federal, state agallgovernmental authorities, including the Feld&rade Commission and the Consumer
Product Safety Commission, regulate our producketarg efforts. Our sales and profitability could significantly harmed if any of these
authorities commence a regulatory enforcement ma¢tiat interrupts our marketing efforts, resultaiproduct recall or negative publicity, or
requires changes in product design.

A significant decline in availability of media timeor substantially higher advertising rates may hiner our ability to effectively market
our products and may reduce profitability.

We depend on television advertising to market gepieoducts sold directly to consumers. Conseqyeatmarked increase in the price we r
pay for our preferred media time and/or a reduciioits availability may adversely impact our fircéal performance.
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Our revenues could decline due to changes in creditarkets and decisions made by credit providers.

Historically, more than half of our Direct sales/bdeen financed for our customers under varioagrams offered by third- party consumer
credit financing sources. Reductions in consummaditeg and the availability of consumer credit coliit the number of customers with the
financial means to purchase our products. Higherést rates could increase monthly payments foswmer products financed through one of
our monthly payment plans or through other souode®nsumer financing. In the past, we have paeohe&rith financial service companies to
assist our customers in obtaining financing to pase our products. Our present agreement with @IS kertain customers obtain financing if
they qualify for GE's private label revolving credard. We cannot be assured that GE or other coiepavill continue to provide consumers
with access to credit or that credit limits undectsarrangements will not be reduced. Such restnistor reductions in the availability of
consumer credit could have a material adverse itrgpraour results of operations, financial positéord cash flows.

If our contract manufacturers experience any delaydisruption or quality control problems in their op erations, we could lose market
share and revenues, and our reputation may be harnde

We have outsourced the production of all of oudpigis to third-party manufacturers. We rely on camtract manufacturers to procure
components and provide spare parts in supportiofvatranty and customer service obligations. Weegaly commit the manufacturing of
each product to a single contract manufacturer.

Our reliance on contract manufacturers exposes tigetfollowing risks over which we may have lintiteontrol:
» Unexpected increases in manufacturing and repats
» Interruptions in shipments if our contract manufiaet is unable to complete producti
» Inability to completely control the quality of fstied product
» Inability to completely control delivery schedu
» Changes in our contract manufacturer's businesisiod operation
» Potential increases in our negotiated product @sesresult of fluctuations in currency excharages
* Impact of the global market and economic conditionghe financial stability of our contract manutaers and their ability
to operate without requesting earlier payment tesnistters of credit;
» Potential lack of adequate capacity to manufadlirer a part of the products we require;
» Potential unauthorized reproduction of our prod

Our contract manufacturers primarily are locatedséia and may be subject to disruption by natuisdsters, as well as political, social or
economic instability. The temporary or permanesslof the services of any of our primary contraahafacturers could cause a significant
disruption in our product supply chain and operatiand delays in product shipments. In additioneiothan our contract with Land America,
which expires in December 2011, our third-party ofaoturing contracts are terminable by either partyelatively short notice.

There is no assurance that we will be able to raairdur current relationships with these partiesfarecessary, establish future arrangements
with other third-party manufacturers on commergialasonable terms. Further, we cannot assurd¢hthiatmanufacturing and quality control
processes will be maintained at a level suffictermheet our inventory needs or prevent the inadwérale of substandard products.

Our inventory purchases are subject to long lead thes, which could negatively impact our sales, caglows and liquidity.

All of our products are produced by third-party macturers, substantially all of which are locaitredsia. Lead times for inventory purchases
from our Asian suppliers, from order placementetoeipt of goods, generally range from approximatsty to three months, of which transit
time represents three-to-four weeks. The lengtbuoflead times requires us to place advance matuiiag orders based on management
forecasts of future demand for our products. Dutaédength of our lead times, our sales and dasvsfmay be negatively impacted if we do
not have sufficient inventory on hand to meet coodemand for such items. In addition, our ligyiédind cash flows may be negatively
affected, and inventory obsolescence may incréfides quantity of products we order exceeds custodemand for such items.

A delay in getting non-U.S.-sourced products throulg customs in a timely manner could result in reducg sales, canceled sales orders
and unanticipated inventory accumulation.

Most of our imported products are subject to dutietariffs that affect the cost and quantity ofigas types of goods imported into the U.S. or
our other markets. The countries in which our pmslare produced or sold may adjust or impose newas, duties, tariffs or other restrictic
Further, our business depends on our ability tocsand distribute products in
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a timely manner. As a result, we rely on the flea/fof goods through open and operational portddvade. Labor disputes at various ports
create significant risks for our business, partidylif these disputes result in work slowdowngklouts, strikes or other disruptions during our
peak importing seasons. Any of these factors cregddlt in reduced sales, canceled sales orderarentticipated inventory accumulation and
have a material adverse effect on our operatingtsgginancial position and cash flows.

Unpredictable events and circumstances relating tour international operations, including our use ofnon-U.S. manufacturers, could
have a material adverse effect on our business.

A portion of our revenue is derived from sales metgshe U.S., primarily in Canada. In addition, stalmtially all of our products are
manufactured outside of the U.S. Accordingly, auufe results could be materially adversely affédte a variety of factors pertaining to
international trade, including: changes in a specibuntry's or region's political or economic citimhs; trade restrictions; import and export
licensing requirements; changes in regulatory mequénts; additional efforts to comply with a vayief foreign laws and regulations; and
longer payment cycles in certain countries, thgsiining us to finance customer purchases over gdoperiod than those made in the U.S. In
addition, we rely on the performance of our empésycated in foreign countries. Our ability to tohthe actions of these employees may be
limited by the laws and regulations in effect itle@ountry. Changes in any of the above factorédcloave a material adverse effect on our
operating results, financial position and cash fow

Currency exchange rate fluctuations could result irhigher costs and reduced margins.

We have significant sales outside of the UnitedeStgprimarily in Canada. As a result, we condrartgactions in various currencies which
increase our exposure to fluctuations in foreigmency exchange rates relative to the U.S. daBar. international revenues and expenses
generally are derived from sales and operatiomomU.S. currencies, and these revenues and exyeaskl be affected by currency
fluctuations. Currency exchange rate fluctuatiomsia also result in higher costs for our produots;ould disrupt the business of independent
manufacturers that produce our products, by mattieg purchases of raw materials more expensivaro@ difficult to finance. Therefore,
our future financial results could be significardlfffected by the value of the U.S. dollar in redatto the foreign currencies in which we, our
customers or our suppliers conduct business. Ceyrifinctuation is one of the many variables we guardlly monitor around the world,
including commodity costs, labor inflation, tradevk, and product sourcing. China recently annoutttatdt would reform its Renminbi
exchange rate regime in order to increase flexybit exchange rate fluctuations, which may causeuyrct prices to increase in the future.
Historically, as we have experienced increasesanufacturing costs, we have been successful ie@simg the selling price of our products to
mitigate the long-term impact, and expect to be abladjust our pricing in response to these irsgeaf we are unable to increase our selling
prices to offset such cost increases, or if suckemses have a negative impact on sales of oungigcur revenues and earnings would be
negatively impacted.

Failure or inability to protect our intellectual pr operty could significantly harm our competitive pogtion.

Protecting our intellectual property is an esseffgietor in maintaining our competitive positiontime health and fitness industry. If we do not,
or are unable to, adequately protect our intelgtwoperty, our sales and profitability may be edely affected. We currently hold
approximately 800 patents and trademarks worldwitte have approximately 100 patent and trademarkcagipns pending in the United
States. However, our efforts to protect our prdprierights may be inadequate, and applicable [awside only limited protection.

Trademark infringement or other intellectual property claims relating to our products could increase or costs.

Our industry is susceptible to litigation regardirademark and patent infringement and other ietélial property rights. We could become a
plaintiff or defendant in trademark and patentiimfement claims or claims of breach of license. prwsecution or defense of intellectual
property litigation is both costly and disruptivitbe time and resources of our management, evée iflaim or defense against us is without
merit. We could also be required to pay substadfahages or settlement costs to resolve intelleptoaerty litigation or related matters.

Future impairments of intangible assets could negately impact our operating results.

We had goodwill of $2.9 million and other intangildssets of $18.8 million as of December 31, 2M®recognized impairment charges of
$5.9 million in 2009 related to intangible assdtewr continuing operations. Any future impairmeharges, if significant, could materially and
adversely affect our operating results. An unexgekciecline in revenue, changes in market conditicmsnges in competitive products or
technologies or a change in management's intentegegding utilization of intangible assets coddd to further impairment charges.
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We are subject to periodic litigation, product liahlity risk and other regulatory proceedings which ould result in unexpected expense
time and resources.

From time to time, we may be a defendant in lavesaiitd regulatory actions relating to our busineshkeformer operations of our discontin
commercial business segment. Due to the inheramd@rtainties of litigation and regulatory proceedinge cannot accurately predict the
ultimate outcome of any such proceedings. An unfalvie outcome could have a material adverse impaour business, financial condition
and results of operations. In addition, any sigaiffit litigation in the future, regardless of itsriteg could divert management's attention from
our operations and may result in substantial legats.

We also may not be able to successfully acquiedi@dtual property rights, protect existing righis potentially prevent others from claiming

that we have violated their proprietary rights whemlaunch new products. We could incur substantiats in defending against such claims
even if they are without basis, and we could becsuigect to judgments or settlements requiringoysaty substantial damages, royalties or

other charges.

We are subject to warranty claims for our productswhich could result in unexpected expense.

Many of our products carry limited warranties fefekcts in quality and workmanship. Warranty costgrior years primarily related to
products sold through our former commercial busreegiment, which is a discontinued operation. Haweve are still liable for certain clail
on various products in foreign jurisdictions. Irdén, we remain contingently liable for producassanty obligations which were transferred
to buyers of our commercial business product liiffele buyer is unable to fulfill such obligatians

We may experience significant expense as the rebplioduct quality issues, product recalls or picidiability claims which may have a
material adverse effect on our business. We maitavarranty reserve for estimated future warrafgims. However, the actual costs of
servicing future warranty claims may exceed themesand have a material adverse effect on oultsesiuoperations, financial condition and
cash flows. In addition, we remain contingentlpl@for product warranty obligations which werensterred to buyers of our commercial
business product lines, if the buyer is unableutfillfsuch obligations.

Disruption to our information and communication sydems could result in interruptions to our business.

Our business is increasingly reliant on informatémd communication technology, and a substantidlqroof our revenues are generated with
the support of information and communication systefiie success of our direct business is heavpgmigent on our ability to respond to
customer sales inquiries and process sales trémsactsing our call center communication system®rhet websites and similar data
monitoring and communication systems provided amppsrted by third-parties. If such systems werfailp or experience significant or
lengthy interruptions in availability or serviceyraevenues could be materially affected. We a$p on information systems in all stages of
our product cycle, from design to distribution, amel use such systems as a method of communicagtwrebn employees, as well as our
customers. In addition, we use information systeamsaintain our accounting records, assist in ctitbd and customer service efforts, and
forecast operating results and cash flows.

System failures or service interruptions may o@sithe result of a number of factors, includingnpater viruses; hacking or other unlawful
activities by third parties; disasters; equipméardware or software failures; cable outages, eld@mower failures, or our inability or failure
to properly protect, repair or maintain our comneation and information systems. To mitigate thk asbusiness interruption, we have in
place a disaster recovery program that targetsnmst critical operational systems. If our disaséeovery system is ineffective (in whole or in
part), or efforts conducted by us or third-partegrevent or respond to system interruptionstimaly manner are ineffective, our ability to
conduct operations would be significantly affectédve do not consider the potential impact oficdt decisions related to systems or process
design and implementation, this could lead to djp@ral challenges and increase costs. Any of theeafientioned factors could have a mate
adverse affect on our operating results, finarmisition and cash flows.

We may need to raise additional financing if our fiancial results do not improve.

We have sustained significant operating losses geahsince 2007. We returned to positive incoromfcontinuing operations in the fourth
qguarter of 2010 and expect that we will have adegfiaancial resources and liquidity to meet ouergping needs throughout 2011. However,
if we continue to experience significant operatiogses, we will need to obtain additional debtaurity financing to continue operating. There
is no guarantee that we will be able to raise @mtal funds on favorable terms, if at all, or thayy amount raised will be sufficient to meet our
cash requirements. If we are not able to raise
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additional needed capital, we would be forced trgly curtail our operations or pursue other sg@teptions.

We may become subject to delisting proceedings, vahi could have an adverse impact on the liquidity athmarket price of our common
stock and could negatively impact our supplier andustomer relationships.

Our common stock currently is traded on the NewkYstock Exchange (the “NYSE”). The NYSE's contidlisting standards require that
listed companies maintain either an average glotzaket capitalization of not less than $50 millmrer a consecutive 30 tradimigy period, o
total stockholders' equity of not less than $50iaml On September 23, 2010, we were notified leyNfY SE that we were not in compliance
with this requirement for continued listing. On @ewber 3, 2010, we were notified that the NYSE habpted our plan demonstrating our
ability to regain compliance with the continuedilig standards within an 18-month period. As ofriaalby 28, 2011, our market capitalization
was approximately $82 million, which exceeds theS¥Ycontinued listing requirement. If we are unablenaintain compliance with the NY!
continued listing standards within the specifiedqu our common stock could be delisted by the BYBelisting could negatively impact us
by, among other factors, reducing the volume dfitrgin our common stock and the number of investatling or able to hold or acquire our
common stock, damaging our reputation and standitigsuppliers, lenders, customers and sourcesmgumer financing programs.

Iltem 1B. Unresolved Staff Comments
None.
Item 2. Properties

Following is a summary of our principal propertéesof December 31, 2010 :

Owned or

Location Primary Function(s) Leased
Washington Corporate headquarters and customer call center Leasec
Oregon Warehouse and distribution Leasec
Canada Warehouse, distribution and showroom Leasec
China Quality assurance and supplier relationships Leasec

Each of our principal properties is used by bothditect segment and our retail segment. Our ptegsegenerally are well-maintained,
adequate and suitable for their intended purp@sebwe believe our existing properties will meeat operational needs for the foreseeable
future. If we require additional warehouse or adfgpace in the future, we believe we will be ablelitain such space on commercially
reasonable terms.

Item 3. Legal Proceedings

We are party to various legal proceedings and dairising from normal business activities. Basedtherfacts currently available, we do not
believe that the disposition of matters that amedg®y or asserted, individually or in the aggregai#l have a material adverse effect on our
future financial results. However, an adverse judghby a court, administrative or regulatory agemehitrator or a settlement could adversely

impact our results of operations, financial positémd cash flows.

Item 4. [Reserved]
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PART I
Item 5. Market for Registrant's Common Equity, Relaed Stockholder Matters and Issuer Purchases of Edty Securities
Market for our Common Stocl
Our common stock is listed on the New York Stockliange (the “NYSE”) and trades under the symbolSNLOn February 28, 2011, the
closing sale price of our common stock was $2.66pare, as reported on the NYSE. As of Februarp@81, there were 67 holders of record

of our common stock and approximately 29,000 berafshareholders. The following table sets fohth high and low sales prices and
dividends paid per common share for each periosemted:

High Low Dividends Paid

2010:
Quarter 1 $ 4.3t $ 1.9¢ —
Quarter 2 3.63 1.5z —
Quarter 3 2.0z 1.27 —
Quarter 4 1.9z 1.3C —

2009:
Quarter 1 2.57 0.4t —
Quarter 2 2.3t 0.5¢ —
Quarter 3 2.9¢€ 0.9¢€ —
Quarter 4 2.47 1.5¢ —

Currently, we have no plans to pay dividends onammmon stock. Payment of any future dividends,wermitted under our borrowing
arrangements, is at the discretion of our BoarDicéctors, which considers various factors suchwadfinancial condition, operating results,
current and anticipated cash needs and future sigraplans.

Equity Compensation Plan

The following table provides information about @gquity compensation plans as of December 31, 2010 :

Number of securities
remaining available for
future issuance under

Number of securities Weighted average equity compensation
to be issued upon exercise exercise price of plans (excluding
of outstanding options, outstanding options, securities reflected in

warrants and rights warrants and rights column (a))
Plan Category (a) (b) (©)
Equity compensation plans approved by securitydrsid 1,200,401 $ 8.8C 4,521,00!
Equity compensation plans not approved by sechotgers — — —
“reral 1,200,401 $ 8.8C 4,521,00!

For further information regarding our equity comsation plans, refer to Note 13, Stockholders' Bt our consolidated financial stateme
in Part I, ltem 8 of this report.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operation

Our Management's Discussion and Analysis of Firar@dndition and Results of Operation (the “MD&Ashould be read in conjunction with
our consolidated financial statements and relatedsnin Iltem 8 of this report.

OVERVIEW

Nautilus is committed to providing innovative, gtyakolutions to help people achieve a fit and tigalifestyle. Our principal busine:
activities include designing, developing, sourcémgl marketing higluality cardiovascular and strength fithess proslacd related accessol
for consumer home use, primarily in the United &atnd Canada. Our products are sold under sothe afostrecognized brand names in 1
fitness industry, including Nautilus, Bowflex, Sdimw and Universal.

We market our products through two distinct disttibn channels, Direct and Retail, which we considébe separate business segments. Our
directbusiness offers products to consumers throughisievadvertising, catalogs and the Internet. @tail business offers our products
through a network of independent retail companii stores and websites located in the United Statel Canada.

Economic and market conditions have been, andrmaatio be, disruptive and volatile. These condgimtlude reduced business and consi
confidence, disruptions in the residential housiragket, materially-reduced consumer credit avditgtfor our customers and increased
unemployment, all of which have contributed to r&thns in consumer spending, particularly on disorary products such as our home
fithess equipment.

Our net sales in 2010 were $168.5 million , a deseeof $20.8 million , or 11.0% , as compared tosates of $189.3 million in 2009 . The
decline in net sales primarily reflected a contirguilecline in our sales of rdthsed home gyms, which was due in part to redueaithhility of
consumer credit financing during the first threawers of 2010. Offsetting the decline in home-ggvenues were increased sales of our
Bowflex TreadClimber products, due in part to neeative advertising and greater customer awaresfebe TreadClimber product line.
Driven primarily by strong TreadClimber sales, newes of all cardio products increased by 4% in 28bpared to 2009, while sales of all
strength products decreased by 28% year-over-Beaed on sales trends observed in the fourth quafr2010, we expect that increased sales
of TreadClimber products should more than offs¢icgrated declines in home gym sales by the sebaiffdbf 2011.

In September 2010, we completed our transitionieva consumer credit program with a new primarydtpiarty financing provider, GE
Money Bank ("GE"), and since then we have expegdrincremental growth in customer financing applkoages. In addition, we added two
secondary third-party consumer credit financingvpters during 2010, both of which offer credit tr@in qualified consumers whose credit
applications have been declined by GE. Customeliteapprovals by our primary and secondary thirdypéinancing providers increased
throughout the fourth quarter of 2010 and averaggatoximately 20% of the applications we proceshkeihg the period, compared to 18% in
the fourth quarter of 2009. Management expectooust credit approval rates in 2011 will remainteg fevels experienced late in the fourth
guarter of 2010 or improve modestly as we contitmueptimize our consumer financing programs.

RESULTS OF OPERATIONS
Critical Accounting Policies and Estimates

The preparation of financial statements in confoymiith generally accepted accounting principleguiees estimates and assumptions that
affect the reported amounts of assets and liaslitievenues and expenses, and related disclafurestingent assets and liabilities in the
consolidated financial statements. An accountinignese is considered to be critical if it meetstbof the following criteria: (i) the estimate
requires assumptions about matters that are higidgrtain at the time the accounting estimate idanand (i) different estimates reasonably
could have been used, or changes in the estimatarth reasonably likely to occur from period toige may have a material impact on the
presentation of our financial condition, changefriancial condition or results of operations.

Our critical accounting policies and estimatesdiseussed below. We have not made any materialgefsain the methodologies we use in our
critical accounting estimates during the past ttisal years and we do not believe there is aomade likelihood that there will be a material
change in the future assumptions or estimates weHmwever, if our assumptions or estimates chamfigure periods, the impact on our
financial position and operating results could kaarial.

Sales Discounts and Allowances
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Product sales and shipping revenues are reporteaf peomotional discounts and return allowances. &8timate the revenue impact of retail
sales incentive programs based on the plannediclu@dtthe program and historical experience. & #imount of our retail sales incentives can
be reasonably estimated, we record the impactaf Bicentives at the later of the time we notify oustomer of the sales incentive, or the 1
of the sale. If actual amounts differ from our esties, revenue is adjusted.

Our calculation of amounts owed for sales discoantsallowances contains uncertainties becausgtinres management to make assump!
in interim periods and to apply judgment regardingumber of factors, including estimated futuret@ongr inventory purchases and returns.

Goodwill and Intangible Asset Valuation

We evaluate our indefinite-lived intangible assaid goodwill for potential impairment annually ohen events or circumstances indicate their
carrying value may be impaired. Finite-lived intédolg assets, including patents and patent rightseaaluated for impairment when events or
circumstances indicate the carrying value may laired. In 2009 we recognized $5.9 million in impa@ént charges related to intangible
assets used in our continuing operations. Impaitrolesrges of $1.7 million related to intangibleeisof discontinued operations were
recognized in 2009 . No intangible asset impairnthiarges were recognized in 2010.

Our impairment loss calculations contain uncertaibecause they require management to make asenmand to apply judgment in order to
estimate future cash flows and asset fair values.j@gments regarding potential impairment areetdlam a number of factors including: the
timing and amount of anticipated cash flows; madatditions; relative levels of risk; the cost apdal; terminal values; royalty rates; and the
allocation of revenues, expenses and assets dnilitiea to business segments. Each of these factam significantly affect the value of our
goodwill or indefinite-lived intangible assets attikreby, could have a material adverse affectwrfinancial position and results of
operations.

Product Warranty Obligation

Our products carry limited defined warranties fefetts in materials or workmanship. Our productrevaties generally obligate us to pay for
the cost of replacement parts, cost of shippingptirés to our customers and, in certain instarsmyjce labor costs. At the time of sale, we
record a liability for the estimated costs of flliig future warranty claims. The estimated waryatsts are recorded as a component of cost 0
sales, based on historical warranty claim expedera available product quality data. If necessaeyadjust our liability for specific warranty
matters when they become known and are reasonsiiyadle. Our estimates of warranty expenses aedban significant judgment, and the
frequency and cost of warranty claims are subgegttiation. Warranty expenses are affected by#reormance of new products, significant
manufacturing or design defects not discovered afitir the product is delivered to the customesdpct failure rates and variances in
expected repair costs.

Uncertainties exist with respect to outstandingrewatly obligations of our commercial business, nadisgontinued operation, as units sold to
customers approach end{dé and settlements are reached with certain coste in connection with our exit from the commerbiasiness. A
of December 31, 2010, our warranty liability inobatd$2.9 million for future warranty costs of ourrfeer commercial business, which
represents management's estimate of the probalderanHowever, in light of the aforementioned utaiaties, management believes it is
reasonably possible that actual warranty costaipfarmer commercial business could exceed thisuarby as much as $0.2 million, which if
realized would decrease operating results of dismoed operations in future periods.

Litigation and Loss Contingenci

From time to time, we may be involved in claimsysaits and other proceedings. Such matters inuahoertainty as to the eventual outcomes
and any losses or gains we may ultimately realizemone or more future events occur or fail to océie record expenses for litigation and
loss contingencies when it is probable that alliglias been incurred and the amount of the lassbe reasonably estimated. We estimate the
probability of such losses based on the advicatefnal and external counsel, outcomes from sinitigation, status of the lawsuits (including
settlement initiatives), legislative developmentd ather factors.

Due to the numerous variables associated with ffuelggnents and assumptions, both the precisioneiability of the resulting estimates of
the related loss contingencies are subject to antiat uncertainties. We regularly monitor our stied exposure to these contingencies ar
additional information becomes known, may changeestimates accordingly.

Deferred Tax Asse- Valuation Allowance
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We account for income taxes based on the assdiadnility method, whereby deferred tax assets &euillties are recognized for the future tax
consequences attributable to differences betweefirthncial statement carrying amounts and thééses of existing assets and liabilities.
Deferred tax assets and liabilities are measuretjse enacted tax rates that are expected to bffdct when the temporary differences are
expected to be included, as income or expensagiapplicable tax return. The effect of a changerrates on our deferred tax assets and
liabilities is recognized in the period of the etmaent. A tax benefit from an uncertain tax positinay be recognized when it is more likely
than not that the position will be sustained basethe technical merits of the position upon exatiam, including resolutions of any related
appeals or litigation.

We have recorded a valuation allowance to reduceleferred tax assets to the amount we believeore tikely than not to be realized. As we
determined that it is more likely than not that Hemefit from our deferred tax assets will not éalized, we have a valuation allowance against
net deferred tax assets of $59.6 million. If owsweEptions change and we determine we will be abiedlize these deferred tax assets, the tax
benefits related to any reversal of the valuatibowaance will be accounted for in the period in athiwe make such determination. Likewise,
should we determine that we would be able to realirr deferred tax assets in the future in exceesrarecorded amount, an adjustment to the
deferred tax assets would increase income in thegsuch determination was made.

Significant judgments are required in determiniaxg provisions and evaluating tax positions. Suclgijnents require us to interpret existing
law and other published guidance as applied tavoumstances. In particular, our valuation alloegeontains uncertainties because
management is required to make assumptions anpty pudgment to estimate the future realizatiomef deferred tax assets. If our financial
results or other relevant facts change, therebydatipg the likelihood of realizing the tax benefitan uncertain tax position, significant
judgment would be applied in determining the effgfdthe change on our valuation allowar

Risks and Uncertaintie:

Our results of operations may vary significantlyrfr period-to-period. Our revenues will fluctuateeda the seasonality of our industry;
customer buying patterns; product innovation; thgire and level of competition for health and fim@roducts; our ability to procure products
to meet customer demand; the level of spendinguoa effectiveness of, our media and advertisingnamos; and our ability to attract new
customers and renew existing sales relationshipaddlition, our revenues are highly susceptibkecttnomic factors, including, among other
things, the overall condition of the economy argl dlvailability of consumer credit in both the Uditstates and Canada. Our profit margins
may vary in response to the aforementioned faendsour ability to manage product costs. Profitgirer may also be affected by fluctuations
in the costs or availability of materials used tarmafacture our products, product warranty cosghér or lower fuel prices, and changes in
costs of other distribution or manufacturing-retaservices. Our operating profits or losses may bésaffected by the relative success of
strategies we employ to improve the efficiency aeffdctiveness of our organization. Historicallyy @perating expenses have been influenced
by media costs to produce and air television athartents, facility costs and operating costs ofiofiarmation and communications systems.
In addition, our operating expenses have been itafddry asset impairment charges, restructuringgesaand other significant unusual or
infrequent expenses.

As a result of the above and other factors, ouiogeo-period operating results may not be indigabf future performance. You should not
place undue reliance on our operating results hodld consider our prospects in light of the riskgenses and difficulties typically
encountered by us and other companies, both wéthéhoutside our industry. We may not be able teesafully address these risks and
difficulties and, consequently, we cannot assuregfoany future growth or profitability. For moneformation, see our discussion of Risk
Factors located at Part I, Item 1A of this report.
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COMPARISON OF THE YEARS ENDED DECEMBER 31, 2010 AND2009

The tables below set forth selected financial imfation derived from our consolidated financial staénts. The discussion that follows should

be read in conjunction with our consolidated finahstatements and the related notes. All compasi$o prior year results are in reference to
continuing operations only in each period, unlgb&iwise indicated.

(In thousands)
Net sales
Cost of sales
Gross profit
Operating expenses:
Selling and marketing
General and administrative
Research and development
Restructuring
Intangible asset impairments
Total operating expenses
Operating loss
Other income (expense):
Interest income
Interest expense
Other income (expense), net
Total other income (expense)
Loss before income taxes
Income tax expense (benefit)
Loss from continuing operations
Loss from discontinued operations, net of inconxesa

Net loss

(In thousands)
Net sales:
Direct business
Retail business
Unallocated corporate (royalty income)
Total net sales
Gross profit:
Direct business
Retail business
Unallocated corporate
Total gross profit
Gross profit margin (% of net sales):
Direct business
Retail business
Total gross profit margin

Year Ended December 31,

2010 2009 Change % Change
$ 168,45(  $ 189,26(  $ (20,81() (11.0%
91,70« 92,74t (1,041) (1.1)%
76,74¢ 96,51¢ (19,769 (20.5%
64,03¢ 75,82; (11,789 (15.5)%
19,37 24,61 (5,24F) (21.9%
2,90¢ 5,222 (2,317) (44.4)%
— 14,15: (14,15)) (100.0%
— 5,90¢ (5,902 (100.0%
86,31¢ 125,72 (39,40%) (31.9%
(9,56 (29,20¢) 19,63¢ 67.2%
15 77 (62) (80.5)%
(140) (16€) 28 16.7%
464 (194) 65€ 339.2%
33¢ (285) 624 218.¢%
(9,230) (29,490) 20,26( 68.7%
58¢€ (10,88() 11,46¢ 105.2%
(9,81%) (18,610 8,79: 47.2%
(13,029 (34,687 21,66¢ 62.5 %
$ (22,84 $ (53,29) % 30,45¢ 57.1%
Year Ended December 31,
2010 2009 Change % Change
$ 96,66¢ $ 123,04 $ (26,37 (21.9%
67,78¢ 63,591 4,192 6.€ %
3,99¢ 2,61¢ 1,37¢ 52.t%
$ 168,45( $ 189,26( $ (20,810 (11.0%
$ 54,04 $ 75,541 $ (21,500) (28.5)%
18,71 19,31( (59€) (3.1)%
3,99/ 1,66¢ 2,33( 140.C%
$ 76,74¢ $ 96,51¢ $ (19,769 (20.5)%
55.% 61.4% (5.5)
27.6% 30.4% (2.8)
45.€% 51.0% (5.4)
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(In thousands)
Direct business net sales:
Cardio product§’
Strength product®
Total direct business net sales
Retail business net sales:
Cardio product$’
Strength product®
Total retail business net sales
Royalty income
Total net sales

@ Cardio products include: treadclimbers, treadsnéiercise bikes and ellipticals. The Bowflex Ti@bmber is

sold exclusively through our direct channel.

Year Ended December 31,

12/31/2010 12/31/2009 Change % Change
54,40¢ $ 56,61¢ $ (2,208) (3.9%
42,25¢ 66,43 (24,179 (36.9%
96,66¢ 123,04! (26,379) (21.9H%
43,62¢ 37,39¢ 6,23¢ 16.7%
24,16! 26,20: (2,042 (7.8)%
67,78¢ 63,597 4,19z 6.6 %

3,99: 2,61¢ 1,37¢ 52.5%
168,45( $ 189,26( $ (20,810 (11.0%

@ Strength products include: home gyms, selectdrizembbells, kettlebell weights, weight benches and

accessories.

19




Table of Contents
Direct Busines:!

Net sales of our direct business w$96.7 million in 2010 , a decrease of $26.4 milljar 21.4% , compared to direct net sales of $123.
million in 2009 . The decline in net sales in oiredt business reflected a 36.4% decline in sdlesrength products, primarily rod-based home
gyms, which was due in part to reduced availabditgonsumer credit financing during the first #aiguarters of 2010. Partially offsetting the
decline in home-gym sales was an increase in sélegr Bowflex TreadClimber products, due in parhew creative advertising and greater
customer awareness of the TreadClimber product Reeenues of all cardio products in our directneted decreased by only 3.9% in 2010 ,
compared to 2009Based on sales trends observed in the fourtheuair2010, we expect that increased sales ofdCaber products shou
more than offset anticipated declines in home ggtassin our direct channel by the second half df120

In September 2010, we completed our transitionreva consumer credit program with a new primarydtpiarty financing provider, GE
Money Bank ("GE"), and since then we have expegdrincremental growth in customer financing approages. In addition, we added two
secondary third-party consumer credit financingvjaters during 2010, both of which offer credit r@in qualified consumers whose credit
applications have been declined by GE. Customelit@pprovals by our primary and secondary thirdypéinancing providers increased
throughout the fourth quarter of 2010 and averaggatoximately 20% of the applications we procesiaihg the period, compared to 18% in
the fourth quarter of 2009. Management expectoust credit approval rates in 2011 will remaintet levels experienced late in the fourth
quarter of 2010 or improve modestly as we contitaueptimize our consumer financing programs.

Gross profit margin of our direct business was %5i8 2010 , a decrease of 5.5 percentage pointpamd to 2009 The comparative decree
in direct gross profit margin was attributable paiity to lower sales of higher-margin home gyms dedp discounts offered on one specific
home gym model.

Retail Busines

Net sales of our retail business w$67.8 million in 2010 , an increase of $4.2 millioor 6.6% , compared to retail net sales of $&3l6on in
2009 . The increase in retail net sales was ataifida primarily to customer demand for our newlglesigned fitness bikes and elliptical
products and sales to new customers. Sales cdraicproducts in our retail channel increased &y % in 2010 , compared to 2009 , which
was partially offset by a 7.8% decrease in reta@mel sales of strength products.

Gross profit margin of our retail business was 2vif 2010 , a decrease of 2.8 percentage pointgpamad to 2009. Higher gross profit margin
in 2009 was attributable primarily to adjustmemtgteviously-recognized reserves for warranty aeajht costs.

Operating Expenses

Operating expenses were $86.3 million in 2010e@ehse of $39.4 million , or 31.3% , comparedperating expenses of $125.7 million in
2009 . Operating expenses in 2009 included restringt expenses of $14.2 million and intangible sapairment charges of $5.9 million .
Beginning in the fourth quarter of 2010 we begaretlocate television media advertising away fltome gyms due to declining sales and
toward our Bowflex TreadClimber product line. Wepegt to direct an increased portion of our televisadvertising expenditures toward the
TreadClimber product line in 2011, in order to Hujkeater customer awareness with the goal of &sing our share of the cardio-oriented
fitness market.

Selling and Marketing

Selling and marketing expenses were $64.0 milliog0d10 , a decrease of $11.8 million , or 15.5%mgared to 2009 . Advertising expense of
our direct business, a component of selling andetarg expenses, in 2010 was $40.6 million, a desgeof $7.7 million, or 16.0%, compared
to 2009 . The comparative decrease in direct aduggtexpense was primarily attributable to managts decision to reduce television media
spending in order to balance the ability to coneedtomer leads into sales in an environment waeévertising fees had increased compared to
the prior year, while consumer financing approedts had declined substantially over the same ¢ghend2010 the number of new unique
consumer leads increased on less marketing spempased to 2009, due to the strong performanceiohew TreadClimber television ads. In
addition, marketing expense was $2.0 million highe2009 due to media production costs in suppiet mew product introduction.

Beginning in the fourth quarter of 2010 we begaretlocate television media advertising away fltoome gyms due to declining sales and
toward our Bowflex TreadClimber product line. Wepegt to direct an increased portion of our telewvisidvertising expenditures toward the
TreadClimber product line in 2011, in order to Hugreater customer awareness with the goal of &sang our share of the cardio-oriented
fitness market.
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General and Administrative

General and administrative expenses were $19./bmihh 2010 , a decrease of $5.2 million , or 21.38mpared to 2009 , primarily due to
cost-saving initiatives aimed at reductions in pargl, occupancy cost, insurance expense and ewgsigices costs. In addition, general and
administrative expenses in 2009 were reduced byetwution of legal matters which were settled$br0 million less than the amounts
previously estimated.

Research and Developme

Research and development expenses were $2.9 mill@®l0 , a decrease of $2.3 million , or 44.486émpared to 2009 , consisting of $1.6
million in cost savings from the consolidation ebguct development activities at our corporate headers and a $0.7 million decrease in pre-
production royalty fees paid to outside inventd¥& expect research and development expenses &agem 2011.

Restructuring

No restructuring costs were incurrec2010 . In 2009 restructuring expense of $14.2 amilincluded: an $8.0 million impairment charge for
abandoned leasehold improvements in space we domger using at our Vancouver, Washington headqusafacility; $2.8 million in facility
lease termination costs and other lease obligatisasciated with the reduction of leased spacarat@adquarters facility and our vacated
manufacturing and distribution facilities in Tul€klahoma; $1.8 million in charges due to our alseamdent of information technology
software; contract termination costs of $0.9 millielated to a warehouse distribution service agese for our U.S. parts; and $0.6 million in
severance costs related to personnel reductions.

Intangible Asset Impairmen

No asset impairment losses were incurre2010 . In 2009 , we recognized impairment losseg5dd million for intangible assets of our retail
business.

Other Income and Expense

Interest Expens

We incurred interest expense of $0.1 million in @1 connection our longerm note payable to a related party. We incuméetrést expense
$0.2 million in 2009 in connection with our prioak financing agreement. We repaid all amountstandéng under our prior financing
agreement in December 2009 and have not borrowaer wur current financing agreement with Bank ef\iest.

Other Income

Other income was $0.5 million in 2010 , comparedtteer expense of $0.2 million in 2009 , primadiye to changes in foreign currency
exchange gains and losses.

Income Tax Expenst

Income tax expense was $0.6 million in 2010 , camgao income tax benefit of $10.9 million in 200&icome tax expense in 2010 primarily
relates to taxable income generated in Canadarmadax benefit in 2009 was attributable to theydzack of 2008 U.S. net operating loss to a
prior year, as permitted under a new law enactédbivember 2009.

We increased our valuation allowances in 2010 &@9 2o reduce U.S. deferred income tax assets gtteduring the respective years to the
amounts expected, more likely than not, to be zedli As a result, generally we did not recognizg.ihcome tax benefits associated with our
operating losses in 2010 or 2009 .

Discontinued Operation:

Loss from our commercial business discontinuedatjmr, net of income taxes, was $13.0 million ii@Dcompared to loss from discontint
operations of $34.7 million in 2009 , as we disgbsesubstantially all of the remaining componesftsur
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former commercial business in 2010. Loss from ditiooied operations in 2010 is net of a $3.7 millieduction in the amount of pre-tax
disposal loss previously estimated in connectiai Wie divestiture of our commercial business. \#geet to dispose of the remaining asse
the commercial business in early 2011 and we dexyéct disposal loss adjustments in future period® material. We expect loss from
discontinued operations to further decrease in 2&1\e complete the divestiture, although someresgemay be incurred in 2011 in
connection with the settlement of contingenciesiagi from and directly related to our commerciasibess prior to its disposal.

LIQUIDITY AND CAPITAL RESOURCES

As of December 31, 2010, we had $14.3 million agfhcand cash equivalents, compared to $7.3 milkoof ecember 31, 2009. The principal
sources of this increase in cash and cash equigal@re $7.3 million in proceeds from the sale wf @ommercial business, a $5.0 million loan
from a related party and $4.6 million from the retilon of restricted cash, partially offset by $1fiflion of cash used in operating activities.
Cash provided by operating activities was $14.8ioniland $5.6 million in 2009 and 2008, respectivéle generated positive operating cash
flows despite reporting significant net losses®2 and 2008, primarily by significantly reduciregeivables and inventories.

The economy's impact on our operating results,@alhethe impact of decreased availability of dtédr our customers, was worse than we
anticipated. While the restructuring strategiesmpglemented in recent years resulted in substaotist savings, they did not offset the full
impact of the poor economic conditions and ouridedh revenues during 2010. While our continuipgmtions were profitable in the fourth
quarter of 2010, this period is seasonally stramdj@ur fourth quarter results do not guarantee vildoes profitable in the future. Our return to
profitability is dependent on numerous factors|uding: improved U.S. economic conditions; improwaailability of credit for our customet
and resumed growth in consumer spending on disa@ty goods. In light of the aforementioned undéeties, there can be no assurance that
we will be able to generate sufficient positiveltélews in the future.

Within the terms of our loan agreement with Bankhef West, we elected to uncollateralize certaandipy letters of credit, which released
approximately $2.2 million of previously restrictedsh in 2010. Currently we are in compliance whghfinancial covenants of our bank loan
agreement. However, there is no assurance thatilveemain in compliance with such covenants in tineire. Failure to maintain compliance
with the covenants might, absent a waiver fromhiuek, result in an obligation to cash collaterabize standby letters of credit, which totaled
$2.9 million as of December 31, 2010 .

In September 2010, we completed a borrowing agraemi¢h certain entities under common control ok&jorne Investors GP, LLC and its
affiliates, a related party, which provided $5.0liom in additional cash for our future operatingeals. In addition, we completed our transition
to a new primary third-party consumer credit finagcprovider during the third quarter of 2010, whimanagement believes has resulted in the
improved availability of credit for our customenrsdaincreased sales in our direct business duriadatlrth quarter of 2010.

Management believes that sufficient funds will baikable to meet our expected cash needs for st tea next twelve months, based on cash
currently on hand and anticipated cash flows frguarations. Despite negative operating cash flowZ)itD, management expects to generate
adequate operating cash flows during the next ®vetenths, primarily by reducing losses of our comuiaé business discontinued operation
and improving profit contribution of our direct bness through increased sales. However, there &ssarance that such funds will be suffic
for our operating needs.

Cash used in operating activities of $10.7 millior2010 consisted primarily of losses from contirguand discontinued operations, as adjusted
for non-cash items, of $18.2 million and reductionrade payables and accrued liabilities of $18iion and $6.3 million , respectively,
partially offset by $12.4 million from income tagfunds, net of payments, $7.2 million from the r@thn of trade receivables and $6.3 million
from the reduction of inventories. Significant retlans in trade receivables, trade payables andiaddiabilities in 2010 largely resulted from
winding down our commercial business discontinugeration. We expect further reductions in accruggdillties in future periods as we fulfill
outstanding liabilities, including product warramtyligations, of our commercial business discorgthoperation.

Cash provided by operating activities of $14.8 imnllin 2009 consisted primarily of net reductiondrade receivables and inventories of $23.5
million and $11.0 million, respectively, as we redd working capital invested in our commercial bass, which was classified as a
discontinued operation in the third quarter of 20@&tially offset by an $11.5 million reductionaacrued liabilities and losses from contint
and discontinued operations, as adjusted for nsh-ttams, of $8.2 million . The reduction in acattiabilities largely resulted from the
fulfillment of outstanding product warranty obligats of our commercial business discontinued opmraparticularly the commercial
Treadclimber TC916 cardio product, which was disicored in late 2007, as well as reductions in odearued liabilities of our discontinued
operation.
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The following table presents comparative cash floslated to trade receivables and inventoriestferyears ended December 31, 2010 and
2009 (in thousands):

Year Ended December 31,

2010 2009 Change

Trade receivables:

Collections $ 188,29( $ 287,36: $ (99,07)

Sales on account (181,04.) (263,90¢) 82,86!

Net cash provided $ 7,24 $  23,45¢ $ (16,21)
Inventories:

Shipments $ 81,98( $ 111,72 $ (29,74)

Purchases (75,63 (100,719 25,08:

Net cash provided $ 634 § 11000 $ (4,660

Cash provided by investing activities of $11.6 rillin 2010 included $7.3 million in proceeds frime sale of portions of our discontinued
commercial business and $4.6 million from a de@éashe amount of restricted cash collateralimng outstanding letters of credit. Cash
provided by investing activities of $4.7 million 2009 included $7.4 million in proceeds from thkes# portions of our discontinued
commercial business and $4.0 million in refundssdrow deposits, partially offset by a $4.9 millioet increase in the amount of restricted
cash collateralizing our outstanding letters ofidrand $2.0 million used for purchases of equipmen

Cash provided by financing activities of $4.7 noifliin 2010 consisted of $5.0 million in long-tererimwings from a related party, partially
offset by $0.3 million paid for financing costsatdd to our new bank agreement and long-term bamgsyCash used in financing activities of
$18.0 million in 2009 consisted of repayments afrbwings under our former bank agreement, which fulig repaid in December 2009.

Financing Arrangements

On December 29, 2009, we entered into a LetterefiCAgreement (the "Letter of Credit Agreementi)h Bank of America ("BofA"). The
Letter of Credit Agreement provided up to $6.0 moillin standby letters of credit, and was schedtdegpire on December 31, 2010
("Expiration Date"). On December 13, 2010, the ¢etf Credit Agreement was modified to reduce tteelit limit to $0.6 million and extend
the expiration date to June 30, 2011. During thisreded period, BofA will issue no new letters édit. Existing letters of credit are secured
by a cash collateral account held by BofA in an antaot less than 105% of the amount of the oudtanletters of credit. As of December
2010, we had $0.3 million in standby letters ofdiréssued under the Letter of Credit Agreement.

On March 8, 2010, we entered into a Loan and Sgcfigreement (the “Loan Agreement”) with Bank oétWest, providing for a $15.0
million maximum revolving secured credit line. TAmount available for borrowings in any given quaidedependent upon the amount of
gualified accounts receivable and inventory asefdnd of the preceding quarter. The Loan Agreetiseantailable for working capital, standby
letters of credit and general corporate purposesitfh August 2012, assuming we satisfy certain $eamd conditions at the time borrowings
are requested. The interest rate on any futureimmgs under the Loan Agreement will be based erbdnk's prime rate or LIBOR and our
financial condition at the time we elect to borrdvine Loan Agreement includes a fee for the unusetigm of the credit facility, which will
vary depending on our borrowing base availability.

The Loan Agreement is collateralized by substdgtell of our assets and contains customary covesparcluding minimum current ratio,
minimum liquidity, minimum EBITDA (defined as "ednmys before interest, taxes, depreciation and dpatidn") and limitations on capital
expenditures, mergers and acquisitions, indebtegtiess, dispositions, dividends and investmeFite Loan Agreement also contains
customary events of default. Upon an event of defthe lender would have the option of accelegtii obligations under the Loan
Agreement. Standby letters of credit under the LAgreement are treated as a reduction of our &dailaorrowing base and are subject to
covenant testing. If standby letters of creditsegeured by a cash collateral account held by BatkeoWest in an amount not less than 105%
of the amount of the outstanding letters of cradi there are no outstanding borrowings under tdanlAgreement, then covenant testing is
applicable.
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In the third quarter of 2010, we completed amendmenthe Loan Agreement which specify separateertenient financial covenants,
compliance with which permits us to maintain outsliag standby letters of credit without a requiretfer cash collateral. The amendment to
the Loan Agreement restricts our ability to borremder the Loan Agreement absent compliance witlptaeamendment covenants. The
separate financial covenants are applicable forptiamce measurement periods through March 31, 204 .Loan Amendment also required
us to obtain $5 million of unsecured indebtednssgbprdinated to the Loan Agreement, as additiomeking capital on or before September
16, 2010. We obtained this indebtedness on Septei2€10.

As of December 31, 2010, we had no outstandingolangs and $2.9 million in standby letters of dtéssued under the Loan Agreement. As
of December 31, 2010 , we were in compliance wWithfinancial covenants; however, there is no asserthat we will be in compliance with
the financial covenants in the foreseeable futuohdhat we could access the credit facility if tleed were to arise or, absent a waiver fron
bank, avoid cash collateralizing our outstandirtets of credit.

On September 3, 2010, we entered into a Note Psechgreement (the “Purchase Agreement”) by and gniiautilus and certain entities
(collectively, the “Purchasers”) under common cohtif Sherborne Investors GP, LLC and its affil&afeollectively “Sherborne”)Sherborne i
our largest shareholder and is controlled by Edwairamson, our Chairman and Chief Executive @ffiand Craig L. McKibben, a member
of our Board of Directors.

Pursuant to the Purchase Agreement, we issue@ tBulchasers $6,096,996 in aggregate principal anadunaturity of our Increasing Rate
Senior Discount Notes Due December 31, 2012 (thatedl'). The Notes have an original principal amdotdling $5,000,000 and mature on
December 31, 2012. The then outstanding principeluat of the Notes accretes value at rates equab#h per annum from September 3,
2010 through February 28, 2011; 6.0% per annum fetarch 1, 2011 through August 31, 2011; 9.5% pewuamfrom September 1, 2011
through February 29, 2012; 13.0% per annum fromchldr, 2012 through August 31, 2012; and 14.5% peum thereafter. If all the Notes
are paid at maturity, the effective rate of inteissapproximately 8.7% per annum. Prepayment aflarts due under the Notes is permitted
under the Purchase Agreement.

The Notes are subordinated to the Loan Agreemdret.Plurchase Agreement includes certain negativenamts, including restrictions on the
incurrence of additional indebtedness, liens, tigtion of assets, capital expenditures, divideokanges in our business operations and chang
of control transactions. The Purchase Agreememidies customary events of default, including nompet, insolvency, breach of warranty or
covenant, cross-default of the Loan Agreement, rizdtedverse changes and other events. Upon therecce of an event of default the
Purchasers may declare all outstanding obligatimuer the Notes to be due and payable. The acanette of the Notes may be increased by
2% per annum during the continuance of an evedetdult.

Non-Cancelable Contractual Obligations

Our operating cash flows include the effect of @i@rhon-cancelable, contractual obligations. A samynof such obligations as of
December 31, 2010, including those related todisgontinued operations, is as follows:

(In thousands) Payments due by period
Less than 1 More than 5
Total year 1-3 years 3-5 years years
Operating lease obligations $ 10,38t $ 3,641 $ 4,82¢ $ 1,62( $ 30c
Purchase obligatiori8 12,93: 12,93: — — —
Minimum royalty obligations 20¢€ 20¢€ — — —
Total $ 23,52 $ 16,78( $ 4,82 $ 1,62( $ 30C

@ Our purchase obligations are comprised of invenpamghase commitments. Because our inventory pifiyriarsourced from Asia, we
have long lead times and therefore need to seeaaterf capacity from our vendors in advance.

Due to uncertainty with respect to the timing diufie cash flows associated with our unrecognizedbémefits at December 31, 2010 , we are
unable to make reasonably reliable estimates dfitiag of any cash settlements with the respedtixéng authorities. Therefore,
approximately $4.6 million of unrecognized tax bi#iseincluding interest and penalties on uncertaipositions, have been excluded from
contractual table above. For further informaticeg 8lote 12, Income Taxes, in Notes to the Condelitleinancial Statements.
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Off-Balance Sheet Arrangements

Prior to its divestiture, our discontinued commaktiusiness would, from time-to-time, involve ardhparty with lease and financing
arrangements to assist customers in purchasingipt@d/hile most of these financings were with@aourse, in certain cases we offered a
guarantee or other recourse provisions. Our thandypfinancing provider reviewed customer credibimation in evaluating the risk of default
prior to extending credit to a customer and weetkbn the quality of this review and our own riskessment in determining whether to pro
with the recourse transaction. As of December 8102 the maximum contingent liability under all receeiprovisions was approximately $
million. For further information, see Note 17, Coitments and Contingencies, in Notes to the Conatdid Financial Statements.

In the ordinary course of business, we enter igteements that require us to indemnify counterpadiainst third-party claims. These may
include: agreements with vendors and supplierseunthich we may indemnify them against claims agdrom our use of their products or
services; agreements with customers, under whiclayeindemnify them against claims arising fromirthige or sale of our products; real
estate and equipment leases, under which we mayninidy lessors against third party claims relatmghe use of their property; agreements
with licensees or licensors, under which we magmdify the licensee or licensor against claimsirgisrom their use of our intellectual
property or our use of their intellectual propednd agreements with parties to debt arrangememdgr which we may indemnify them agai
claims relating to their participation in the transons.

The nature and terms of these indemnifications framy contract to contract, and generally a maxinabtigation is not stated. We hold
insurance policies that mitigate potential lossésiray from certain types of indemnifications. Besa we are unable to estimate our potential
obligation, and because management does not ettygset obligations to have a material adverse effiectur consolidated financial position,
results of operations or cash flows, no liabilitege recorded at December 31, 2010 .

Seasonality

We expect our sales from fitness equipment prodoctary seasonally. Sales are typically strongesite first and fourth quarters, and are
generally weakest in the second quarter. We betleydroadcast of national network season finatelsseasonal weather patterns influence
television viewership and cause our television cemials on national cable television to be lessa@i¥e in the second quarter than in other
periods of the year. In addition, during the spramgl summer months, consumers tend to be invotvedtdoor activities, including exercise,
which impacts sales of fithess equipment used irelddhis seasonality can have a significant effecour operating results, inventory levels
and working capital needs.

NEW ACCOUNTING PRONOUNCEMENTS

No new accounting pronouncements had a materisdétngn our consolidated financial position, resafteperations or cash flow
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Nautilus, Inc.
Vancouver, Washington

We have audited the accompanying consolidated balgineets of Nautilus, Inc. and subsidiaries (@@nripany”) as of December 31, 20416c
2009 , and the related consolidated statementpaybitions, stockholders' equity and comprehensis® land cash flows for the years then
ended. These financial statements are the resplitysith the Company's management. Our respongjbiti to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those standards
require that we plan and perform the audit to sbteasonable assurance about whether the finestatements are free of material
misstatement. The Company is not required to hawewere we engaged to perform, an audit of itsrivdl control over financial reporting.

Our audits included consideration of internal cohtwver financial reporting as a basis for desigrandit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsasimopinion on the effectiveness of the Companyésnal control over financial reporting.
Accordingly, we express no such opiniofn audit also includes examining, on a test basiklence supporting the amounts and disclosures ir
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, such consolidated financial statetagresent fairly, in all material respects, tinarcial position of Nautilus Inc. and
subsidiaries as of December 31, 2010 and 2009 themnigksults of their operations and their casWwdlfor the years then ended, in conformity
with accounting principles generally accepted m thmited States of America.

/s/ Deloitte & Touche LLI

Portland, Oregon
March 8, 2011
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NAUTILUS, INC.

CONSOLIDATED BALANCE SHEETS
(In thousands)

As of December 31,

2010 2009
ASSETS
Current assets:
Cash and cash equivalents $ 14,29¢ $ 7,28¢
Restricted cash 351 —
Trade receivables, net of allowances of $301 ir0221d $4,160 in 2009 19,63 27,79¢
Inventories 10,34% 13,11¢
Prepaids and other current assets 5,331 4,70¢
Income taxes receivable 45€ 13,17¢
Short-term notes receivable 832 33¢
Assets of discontinued operation held-for-sale 29z 10,78:
Deferred income tax assets 57 54
Total current assets 51,59¢ 77,26:
Restricted cash — 4,93:
Property, plant and equipment, net 3,79 8,04:
Goodwill 2,931 2,79¢
Other intangible assets, net 18,77 20,83¢
Other assets 1,272 1,30z
Total assets $ 78,36" $ 115,17.
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Trade payables $ 24,53t $ 37,10}
Accrued liabilities 7,04¢ 10,74«
Warranty obligations, current portion 3,53¢ 7,12¢
Deferred income tax liabilities 1,16(C 1,22(
Total current liabilities 36,27¢ 56,20(
Long-term notes payable to a related party 5,141 —
Warranty obligations - non-current 39€ 1,25(
Income taxes payable - non-current 3,21C 2,86¢
Deferred income tax liabilities - non-current 1,00¢ 754
Other long-term liabilities 1,53« 1,61¢
Total liabilities 47,56¢ 62,68¢
Commitments and contingencies (Note 17)
Stockholders' equity:
Common stock - no par value, 75,000 shares autttband 30,744 shares issued and outstanding at
December 31, 2010 and 2009 5,051 4,414
Retained earnings 18,29t 41,13¢
Accumulated other comprehensive income 7,45% 6,93
Total stockholders' equity 30,79¢ 52,48
Total liabilities and stockholders' equity $ 78,36 $ 11517

See accompanying notes to consolidated finanassients.
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CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

Net sales
Cost of sales
Gross profit
Operating expenses:
Selling and marketing
General and administrative
Research and development
Restructuring
Intangible asset impairments
Total operating expenses
Operating loss
Other income (expense):
Interest income
Interest expense
Other income (expense), net
Total other income (expense), net
Loss from continuing operations before income taxes
Income tax expense (benefit)
Loss from continuing operations
Discontinued operations:
Loss from discontinued operations before incomegax
Income tax expense (benefit) of discontinued ojerat
Loss from discontinued operations
Net loss
Loss per share from continuing operations:
Basic and diluted
Loss per share from discontinued operations:
Basic and diluted
Net loss per share:
Basic and diluted
Weighted average shares outstanding:
Basic and diluted

See accompanying notes to consolidated finan@&stents

NAUTILUS, INC.
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Year Ended December 31,

2010

2009

$ 16845( $  189,26(
91,70« 92,74
76,74¢ 96,51¢
64,03¢ 75,82
19,37: 24,61¢

2,90¢ 5,22:

— 14,15;

— 5,901

86,31 125,72(
(9,56¢) (29,20%)

15 77

(140) (16€)

464 (194)

33¢ (28¢)

(9,230) (29,490)

58¢ (10,88()

(9,819) (18,610
(12,92 (34,77

99 (90)

(13,029 (34,68

$  (2284) $  (53,29)
$ 032 $ (0.61)
$ .42  $ (1.19)
$ 0.7 $ (1.74)
30,74« 30,66+
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NAUTILUS, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

AND COMPREHENSIVE LOSS

(In thousands)

Accumulated
Common Stock Other Total
Retained Comprehensive Stockholders'
Shares Amount Earnings Income (1) Equity
Balances at January 1, 2009 30,61« $ 3,207 $ 94,43 $ 6,04¢ $ 103,68!
Net loss — — (53,29)) — (53,29)
Foreign currency translation adjustment, 1
of income taxes of $43 — — — 88¢ 88¢
Comprehensive loss (52,409
Stock-based compensation expense — 1,207 — — 1,207
Shares issued for vested stock awards 13C — — — —
Balances at December 31, 2009 30,74 4,41¢ 41,13¢ 6,93: 52,48
Net loss — — (22,84) — (22,84))
Foreign currency translation adjustment,
including income tax benefit of $15 — — — 52C 52C
Comprehensive loss (22,32)
Stock-based compensation expense = 637 — — 637
Balances at December 31, 2010 30,74‘ $ 5,05] $ 18,295 $ 7,45: $ 30,79S

(1) Foreign currency translation adjustments are theemmponent of Accumulated Other Comprehensiverire

See accompanying notes to consolidated financisents.
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NAUTILUS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Cash flows from operating activities:
Loss from continuing operations
Loss from discontinued operations
Net loss

Adjustments to reconcile net loss to net cash piexviby (used in) operating activities:

Depreciation and amortization
Allowance for doubtful accounts
Inventory lower-of-cost-or-market adjustments
Stock-based compensation expense
Loss on asset disposals
Reduction of previously-estimated asset disposa lo
Asset impairments
Writeoff of abandoned leasehold improvements ahdraassets
Deferred income taxes, net of valuation allowances
Changes in operating assets and liabilities:
Trade receivables
Inventories
Prepaids and other current assets
Income taxes
Trade payables
Accrued liabilities, including warranty obligations
Net cash provided by (used in) operating activities
Cash flows from investing activities:
Proceeds from sale of discontinued operations
Proceeds from other asset sales
Refunds of escrow deposits
Purchases of equipment and intangible assets
Net decrease (increase) in restricted cash
Net cash provided by investing activities
Cash flows from financing activities:
Net decrease in short-term borrowings
Proceeds from note payable to related party
Financing costs
Net cash provided by (used in) financing activities
Net effect of currency exchange rate changes
Net increase in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year
Supplemental disclosure of cash flow information:
Cash refunded for income taxes, net of payments

Cash paid for interest

See accompanying notes to consolidated financisstents.
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Year Ended December 31,

2010

2009

(9,81 $ (18,610
(13,029 (34,68
(22,84 (53,29

6,621 10,73¢
48€ 1,31¢
20E 1,567
637 1,207
14¢ 10,25(

(3,729 —

— 9,067
— 9,92:
29C 1,02t

7,247 23,45¢

6,34¢ 11,00:
45¢ 2,29¢

12,37: (1,016)
(12,620) (1,257)

(6,28¢) (11,499
(10,65¢) 14,78:

7,26¢ 7,391

16 211
— 4,02
(222) (2,000

4,58: (4,939

11,64: 4,69¢
— (17,94
5,00( —
(324) (75)

4,67¢ (18,019

1,34¢ 28(

7,007 1,747

7,28¢ 5,547

1429¢  $ 7,28¢

12,458 $ 11,10

— % 227
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NAUTILUS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) SIGNIFICANT ACCOUNTING POLICIES

Organization and Business Nautilus is a leading designer, developer ancketar of consumer fitness products sold under wadwn brand
names, such as NautilisBowflex®, Schwinn’and Universal. As used herein, the term “Nautilus” or “Compamgfers to Nautilus, Inc. and
subsidiaries, unless the context indicates othervilise Company's goal is to develop and marketdgrequipment and related products to help
people enjoy healthier lives. Nautilus was founate#l986 and incorporated in the State of Washin@iat993. The Company's headquarters
are located in Vancouver, Washington.

The Company markets its products through two refpdetsegments: Direct and Retail, each represeatdigtinct marketing distribution
channel. The direct segment offers products direotconsumers through direct advertising, catabgsthe Internet. The retail segment offers
products through a network of independent retaihjganies with stores located in the United StateésGamada, as well as Internet-based
merchandising.

The Company's commercial business, formerly a tapta segment and classified as a discontinuedatiprrbeginning in 2009, offered
products to health clubs, schools, hospitals ahdrairganizations. On September 25, 2009, the Coyngammitted to a plan for the complete
divestiture of its commercial business. Accordingbsults of operations and certain assets asedagth the commercial business have been
presented in the consolidated financial statemesttiscontinued operations for all periods presente

Basis of presentatiol- The accompanying consolidated financial statembate been prepared in accordance with accouptingiples
generally accepted in the United States of AmgfidaS. GAAP”) and relate to Nautilus, Inc. and $tsbsidiaries, all of which are wholly-
owned, directly or indirectly. Intercompany transags and balances have been eliminated in corsaia

Liquidity - As of December 31, 2010, the Company had $14.3amitf cash and cash equivalents, compared tor§iflidn as of December
31, 2009. The principal sources of this increasgash and cash equivalents were $7.3 million icgeds from the sale of the Company's
commercial business, a $5.0 million loan from ated party and $4.6 million from the reduction estricted cash, partially offset by $10.7
million of cash used in operating activities. Casbvided by operating activities was $14.8 millemd $5.6 million in 2009 and 2008,
respectively. The Company generated positive opgyagsh flows despite reporting significant nestsies in 2009 and 2008, primarily by
significantly reducing receivables and inventories.

Management believes that sufficient funds will baikable to meet the Company's expected cash rieedsleast the next twelve months,
based on cash currently on hand and anticipatddftmags from operations. Despite negative operatiagh flows in 2010, management exp

to generate adequate operating cash flows durimgekt twelve months, primarily by reducing losséthe Company's commercial business
discontinued operation and improving contributidrit® direct business through increased sales. Mewehere is no assurance that such funds
will be sufficient for the Company's operating need

The Company currently is in compliance with thefinial covenants of its bank loan agreement. Whdeagement expects to remain in
compliance with such covenants in the future, tliere assurance that the Company will remain agufe to maintain compliance with the
covenants might, absent a waiver from the bankiltre@san obligation to cash collateralize the Camys standby letters of credit, which
totaled $3.2 million as of February 28, 2011.

Year-end- The Company's fiscal year ends on December 31.

Reclassifications- Non-current warranty obligations, previously imbéd in other long-term liabilities, have been asslfied as a separate
component of liabilities in the Company's consdkdibbalance sheets. Short-term notes receivaldeiqusly included in prepaids and other
current assets, have been reclassified as a segaraponent of assets in the Company's consolidetiethce sheets.

Use of estimates The preparation of financial statements in comiity with U.S. GAAP requires management to makevestes and
assumptions that affect the reported amounts etsid&bilities, revenues, and expenses and #w@odiure of contingent assets and liabilitie
the financial statements. Actual results couldediffom those estimates.

Concentrations of risk Financial instruments that potentially subje& @ompany to concentrations of credit risk corgistcipally of cash
held in bank accounts in excess of federally-indliraits and trade receivables. Trade receivables a

32




Table of Contents
generally unsecured and therefore collection iscafd by the economic conditions in each of the @amg's principal markets.

Nautilus relies on thil-party contract manufacturers in Asia for substdytiall of its products and for certain productereering support.
Business operations could be disrupted by natusakters, difficulties in transporting productsnfrmon-U.S. suppliers, as well as political,
social or economic instability in the countries wéeontract manufacturers or their vendors or ensts conduct business. While any such
contract manufacturing arrangement could be reglager time, the temporary loss of the serviceamyf primary contract manufacturer could
delay product shipments and cause a significantjgti®n in the Company's operations.

Cash, cash equivalents and restricted cashll highly liquid investments with remaining maities of three months or less at purchase are
considered to be cash equivalents. Restricted @assists of bank balances pledged as collateralftstanding letters of credit.

Inventories- Inventories are stated at the lower of cost orketawith cost determined based on the firstiistfout method. The Company
establishes inventory allowances for excess, stawing and obsolete inventory based on inventorglie expected product life and forecas
sales. Inventories are written down to market vélased on historical demand, competitive factdranges in technology and product
lifecycles.

Property, plant and equipmer- Property, plant and equipment is stated at eedtof accumulated depreciation. Improvements tebreents
which add new functionality or significantly extetite life of an asset are capitalized. Expenditfmesnaintenance and repairs are expensed a
incurred. The cost of assets retired, or otherdisposed of, and the related accumulated deprexjaiire removed from the accounts at the
time of disposal. Gains and losses resulting fresetisales and dispositions are recognized inghediin which assets are disposed.
Depreciation is recognized, using the straight-fimethod, over the lesser of the estimated usefes lof the assets or, in the case of leasehold
improvements, the lease term, including renewabperif the Company expects to exercise its ren@ptibns. Depreciation on furniture,
equipment and information systems is determineédas estimated useful lives, which generally rainge three-to-five years.

Goodwill and intangible assetsGoodwill consists of the excess of acquisitiostsmver the fair values of net assets acquirddiginess
combinations. Indefinite-life intangible assets sishof acquired trademarks. Goodwill and otheefimdte-life intangible assets are stated at
cost and are not amortized; instead, they areddgtampairment at least annually. Nautilus revseyoodwill and other indefinite-life

intangible assets for impairment in the fourth geraof each year, or more frequently when eventshanges in circumstances indicate that the
assets may be impaired. With respect to goodwil, Gompany compares the carrying value of theaglegporting unit to an estimate of the
reporting unit's fair value. If the carrying valakthe reporting unit exceeds its estimated falu@athe estimated fair values of all of the
reporting unit's assets and liabilities are deteadito establish the amount of the impairmentnyf. an 2009, in connection with its annual
impairment review, Nautilus determined that indigdiflife trademarks were impaired and recognizeithgrairment charge of $2.3 million.

Finite-lived intangible assets, primarily acquiggatents and patent rights, are stated at costfraetcumulated amortization. The Company
recognizes amortization expense for its finitedivietangible assets on a straight-line basis dweestimated useful lives, which generally
range from one to 16 years.

For further information regarding goodwill, see BI@t, Goodwill. For further information regardindhet intangible assets, see Note 8, Other
Intangible Assets.

Impairment of lon¢-lived assets Long-lived assets, including property, plant aoglipment, and finite-lived intangible assets,tidahg

patents and patent rights, are evaluated for impit when events or circumstances indicate thgiogrrvalue may be impaired. When suct
event or condition occurs, Nautilus estimates there undiscounted cash flows to be derived froenutse and eventual disposition of the asset
to determine whether a potential impairment exigthe carrying value exceeds estimated futureseuinted cash flows, the Company
records impairment expense to reduce the carryahgevof the asset to its estimated fair value.

In connection with changes in long-term productedepment plans resulting from strategic decisiomaslenby management, Nautilus
recognized an impairment charge of $3.6 milliol2@®9 related to certain patent rights which the Gany previously expected to be utilize
its retail products.

Revenue recognitiol- Product sales and shipping revenues are recavbed products are shipped and title passes toresto Retail sales to
customers are made pursuant to a sales contragrthades for transfer of both title and risk o6 upon our delivery to the carrier.
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Revenue is recognized net of applicable sales tivaan such as promotional discounts, rebates atodr allowances. The Company estimates
the revenue impact of incentive programs basedhemtanned duration of the program and historigpeeience. If the amount of sales
incentives is reasonably estimable, the impactiohsncentives is recorded at the later of the tingecustomer is notified of the sales incentive
or the time of the sale. The Company estimatd@idity for product returns based on historicaperience and records the expected oblige

as a reduction of revenue. If actual return costerdrom previous estimates, the amount of tlability and corresponding revenue are adju

in the period in which such costs occur.

Taxes collected from customers and remitted to gowental authorities are recorded on a net basieaduded from revenue. Shipping and
handling fees billed to customers are recordedsgaos! included in both revenue and cost of salesiyMlirect business customers finance 1
purchases through a third-party credit providerwbich Nautilus pays a commission or financing te¢he credit provider. Revenue for such
transactions is recognized based on the salesgrarged to the customer and the related commissi€inancing fee is included in selling and
marketing expense.

Cost of sales Cost of sales primarily consists of: inventory spsbyalty costs; employment and occupancy costganéhouse and distributic
facilities, including depreciation of improvementsd equipment; transportation expenses; produgtwgrexpenses; distribution information
systems expenses; and allocated expenses for sidmredistrative functions.

Product warranty obligation- The Company's products carry limited, definedramaties for defects in materials or workmanshipakhi
according to their terms, generally obligate Nastilo pay the costs of supplying and shipping mEpteent parts to customers and, in certain
instances, pay for labor and other costs to sepricducts. Outstanding product warranty periodgeanom sixty days to the lifetime of certain
product components. The Company records a liallityhe time of sale for the estimated costs diilialy future warranty claims. If necessary,
the Company adjusts its liability for specific weamty-related matters when they become known andeasmnably estimable. Estimated
warranty expense is included in cost of sales,dasgehistorical warranty claim experience and adé product quality data. Warranty
expense is affected by the performance of new mtsdsignificant manufacturing or design defectsdiscovered until after the product is
delivered to the customer, product failure ratesl, ligher or lower than expected repair costs.dfranty expense differs from previous
estimates, or if circumstances change such thatgbemptions inherent in previous estimates atenger valid, the amount of product
warranty liability is adjusted accordingly.

Uncertainties exist with respect to outstandingrewaty obligations of the Company's former commetaisiness, now a discontinued
operation, as units sold to customers approachoétite and settlements are reached with certain easts in connection with the exit from-
commercial business. As of December 31, 2010, tragany's warranty liability included $2.9 millioarffuture warranty costs of our former
commercial business, which represents managenastitsate of the probable amount. However, in lgftthe aforementioned uncertainties,
management believes it is reasonably possibleatttatl warranty costs of the former commercial bess could exceed this amount by as
much as $0.2 million, which if realized would dease operating results of discontinued operatioffistime periods. For further information
regarding product warranty obligations, see NotePt0duct Warranties.

Litigation and loss contingencie- From time to time, the Company may be involvedanious claims, lawsuits and other proceedingshSu
litigation involves uncertainty as to the eventoaicomes and losses which may be realized whemom®re future events occur or fail to
occur. Nautilus records expenses for litigation Esd contingencies when it is probable that alitglhas been incurred and the amount of the
loss can be reasonably estimated. The Companyates8rthe probability of such losses based on thieadf internal and external counsel, the
outcomes from similar litigation, the status of thesuits (including settlement initiatives), ldgtive developments and other factors. Due to
the numerous variables associated with these judignaad assumptions, both the precision and rétiabf the resulting estimates of the
related loss contingencies are subject to subatanitertainties. The Company regularly monitssitimated exposure to these contingencies
and, as additional information becomes known, nienge its estimates accordingly. For further infation regarding litigation and loss
contingencies, see Note 17, Commitments and Caertitigs.

Advertising and promotior- Nautilus expenses its advertising and promotmst<as incurred. Production costs of televisioregsing
commercials are recorded as prepaid expenseghmfititial broadcast, at which time such costseaq@ensed. Advertising and promotion ct
are included in selling and marketing expensesalTastvertising and promotion expenses were $40lémand $48.3 million for the years
ended December 31, 2010 and 2009 , respectivedpairt advertising and promotion costs were $0.8anibnd $0.9 million as of
December 31, 2010 and December 31, 2009 , respBctiv

Research and developme- Internal research and development costs, whichapily consist of salaries and wages, employeefitsn
expenditures for materials, and fees to use liaktesghnologies, are expensed as incurred. Thity pasearch and
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development costs for products under developmebeing researched, if any, are expensed as theacted work is performed.

Income taxes- Nautilus accounts for income taxes based ondhetand liability method, whereby deferred taxetssand liabilities are
recognized for the future tax consequences attaiilatto differences between the financial stateroarmying amounts of existing assets and
liabilities and their respective tax bases. Deftex assets and liabilities are measured usingrheted tax rates expected to be in effect when
the temporary differences are expected to be ircpds income or expense, in the applicable taxrreThe effect of a change in tax rates on
deferred tax assets and liabilities is recognipetthé period of the enactment. Valuation allowararesprovided against deferred income tax
assets if we determine it is more likely than et tsuch assets will not be realized.

The Company recognizes a tax benefit from an uairetéx position when it is more likely than noathhe position will be sustained based on
the technical merits of the position upon examanratincluding resolutions of any related appealktigation.

Foreign currency translation- Nautilus translates the accounts of its non-Wubsidiaries into U.S. dollars as follows: reveneapenses,
gains and losses are translated at weightetage exchange rates during the year; and assktibilities are translated at the exchangeos
the balance sheet date. Translation gains andsl@ssegeported in the Company's consolidated balsheets as a component of accumulated
other comprehensive income in stockholders' equity.

Gains and losses arising from foreign currencysaations, including transactions between the Compad its non-U.S. subsidiaries, are
recorded as a component of other income (expenghgiCompany's consolidated statements of operatio

Fair value of financial instruments- Financial instruments include cash and cash adpiits, restricted cash, trade receivables, tragiatpes,
long-term note payable, letters of credit and goi@ms entered into in the ordinary course of bgsin€he carrying amounts reflected in the
Company's consolidated balance sheets approximiateaiue due to their market rates of interestanshort-term maturities.

Stock-based compensationNautilus recognizes stock-based compensationresepen a straight-line basis over the applicabdtinvg period,
based on the grant-date fair value of the awardh@extent a stock-based award is subject to peéioce conditions, the amount of expense
recorded in a given period, if any, reflects owseasment of the probability of achieving the peni@ance targets.

Fair value of stock options is estimated usingBlaek-Scholes-Merton option valuation model; faauwe of performance share unit awards is
estimated using the binomial valuation model; Yailue of restricted stock awards is based on thsirgy market price on the day preceding the
grant. Assumptions used in calculating the faiueadf stock-option grants in the years ended Deee®b, 2010 and 2009 were as follows:

2010 2009
Dividend yield —% —%
Risk-free interest rate 2.2% 2.5%
Expected life (years) 4.7¢ 4.7¢
Expected volatility 90% 88%

Expected dividend yielis based on our current expectation that no divddemyments will be made in future periods.

Risk-free interest ratés the U.S. Treasury zero-coupon rate, as of thetgtate, for issues having a term approximatelyaktp the expected
life of the stock option.

Expected lifis the period of time over which stock options expected to remain outstanding. The Company cabsikxpected term based
the average of the sum of the vesting periods hadull contractual term.

Expected volatilitys the percentage amount by which the price of Neutommon stock is expected to fluctuate annudlising the estimated

expected life for stock options. Expected priceatibity is calculated using historical daily clogiprices over a period matching the weighted-
average expected life, as management believeschiaciges are the best indicator of future volatility
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The Company estimates future forfeitures, at the tbf grant and in subsequent periods, based toribi turnover rates, previous forfeiture
experience and changes in the business or keyrpegkthat would suggest future forfeitures mayetifrom historical data. The Company
recognizes compensation expense for only thosé sigtions and stock-based awards that are expaztezst. The Company reevaluates
estimated forfeitures each quarter and, if appleaecognizes a cumulative effect adjustment engriod of the change if the revised estimate
of the impact of forfeitures differs significantisom the previous estimate.

Related party transaction- In September 2010, the Company entered into eeeatent to borrow $5.0 million from certain enstiender
common control of Sherborne Investors GP, LLC asdifiliates (collectively “Sherborne”). Sherborisehe Company's largest shareholder
and is controlled by Edward J. Bramson, the Comsa@liairman and Chief Executive Officer, and CtaifylcKibben, a member of the
Company's Board of Directors. The Company incumégfest expense of $0.1 million with respect tohsdebt in 2010. The outstanding
principal balance of $5.0 million and accrued iagtrexpense of $0.1 million are included in longrt@otes payable in the Company's
consolidated balance sheet as of December 31, FotOurther information, see Note 11, Borrowings.

In February 2009, the disinterested members o€thrapany's Board of Directors approved a separateagent with Sherborne Investors
Management (“Sherborne Investors”) under whichGbenpany is obligated to reimburse Sherborne Inve§t20,000 per month for the use of
Sherborne’'s New York office space and administeaiivformation technology and communications sewim support the Company's Chief
Executive Officer. Nautilus paid Sherborne Invest®d.2 million in reimbursements each in 2010 ab@d2 which is included in general and
administrative expense.

In May 2008, shareholders approved the reimburseofarp to $0.6 million of expenses incurred by ®loene in connection with a
shareholder action. The obligation to reimburserBtme’'s expenses is included in "Accrued liak#itiin the Company's consolidated balance
sheet as of December 31, 2010 and in "Other lormg-liabilities" as of December 31, 2009.

New accounting pronouncemen- No new accounting pronouncements had a matenighct on the Company's consolidated financial
position, results of operations or cash flows.

(2) DISCONTINUED OPERATIONS

Discontinued operations consist of the Companytséo commercial business and its former fithessaegpusiness.

Commercial Business

On September 25, 2009, in light of continuing ofiegalosses in its commercial business and in ot@éocus exclusively on management o
direct and retail consumer businesses, the Compamynitted to a plan for the complete divestituré®tommercial business, which qualified
for held-for-sale accounting treatment. The commaéhsiness is presented as a discontinued operatithe Company's consolidated
statements of operations for all periods. Followisig summary of the operating results of the disnaed commercial business for the years
ended December 31, 2010 and 2009 (in thousands):

2010 2009
Revenue $ 12,597 $ 74,644
Operating loss before income taxes $ (16,64) $  (25,28¢
Disposal gain (loss) 3,72 (9,497
Income tax benefit (expense) (99 90

Loss from discontinued operation - commercial besin $ (18,02) $ (34,68)

In the third quarter of 2009, in light of contingideclines in commercial real property values dmghges in management's expectations
regarding revenue, the Company tested the longHiassets of its commercial business segment faainment. As a result, the Company
recognized pre-tax impairment charges in the thirdrter of 2009 related to real property and oit@angible assets of $1.4 million and $1.6
million, respectively, which are included in 2008erating loss before income taxes in the table abov

In addition, the Company recognized an estimateetgx disposal loss of $18.3 million in the thindagter of 2009 in connection with its
planned sale of the commercial business. Subsdguenthe fourth quarter of 2009, management deteed that the Company might realize
greater value by selling its commercial businessittiple asset groups involving
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several buyers, rather than as a single disposapgas originally was planned. In the fourth quanfe2009, the Company completed the sal
its StairMaster and Schwinn commercial productdiaad also recorded an $8.8 million adjustmenetiuce the estimated pre-tax disposal loss
related to the commercial business.

Following is the adjustment to previously reporéedount of estimated pre-tax disposal loss, refigathanagement's decision in the fourth
quarter of 2009 to dispose of the business in pialtisset groups involving several buyers, rathen is a single disposal group as originally
was planned (in thousands, before income taxes):

2009
Estimated loss on sale of commercial business disaeged operation, as of September 30, 2009 $ (18,33)
Reduction of estimated disposal loss 8,84(
Estimated loss on sale of commercial business disaged operation, as of December 31, 2009 $ (9,49)

The following tables present gains or losses reizeghon completed disposal transactions in the geded December 31, 2009 (in thousands):

Reduction of

Initially Estimated Adjustment to Previously- Disposal Loss
Disposal Loss as Completed Estimated Estimated Impairment as of
Asset Group of 9/30/09 Transactions Gain Disposal Loss Disposal Loss 12/31/09
Commercial Business $ (18,33) $ = $ 8,06t (1) $ 8,06t $ (10,26¢)
StairMaster 57 (2 — 57
SchwinnFitness 71€ (2 — 718
$ (18,33) 3 77t $ 8,06t $ 8,84( $ (10,266

@ Adjustment to estimated disposal loss arises framagement's decision in the fourth quarter of 200&Il the commercial
business in multiple asset groups involving sevieugkrs, rather than as a single disposal groupigmally was expected, as
discussed above.

@ Sale of StairMaster and SchwinnFitness componpresjously included in Commercial Business dispgsalip, as discussed
above.

As of December 31, 2009, assets held-for-saleettdmmercial business discontinued operation dateredisposal loss impairments were as
follows (in thousands):

Property,
Plant &
Inventories Equipment Totals
Carrying value, before impairment adjustments $ 14,16« $ 6,88: % 21,04%
Disposal loss impairment (3,89%) (6,369) (10,26¢)
Assets of discontinued operation held-for-sale, net $ 10,261 $ 514 § 10,78:

In 2010 the Company completed the sale of subsifnéill of the remaining assets of the commerbiginess and recognized a $3.7 million
reduction of the amount of pre-tax loss previowsdtimated in connection with the disposal. Theofeihg table presents gains or losses
recognized on completed disposal transactionsaryéar ended December 31, 2010 (in thousands):
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Reduction
(Increase) to
Previously-Estimated Completed Adjustments to Previously- Disposal Loss
Disposal Loss as of  Transactions Gain  Estimated Disposal Estimated Disposal Impairment as of
12/31/09 (Loss) Loss Loss 12/31/10

Sale of commercial equipment
manufacturing operation $ (6,212) $ (3,967 $ —  $ 2,24¢
Sale of commercial equipment
manufacturing facility (1,26%¢) (70€) — 562
Sale of European commercial
business operations (1,61¢) (1,109 — 50¢
Other completed disposals (724) (45¢) — 26E
Adjustments to previously-
completed disposals — 364 — 364
Remaining assets held-for-sale as
of December 31, 2010 (444 — (222) (222) $ (66€)

$ (10,266) $ (5,877) $ (222) ¢ 3,72 % (66€)

Management expects to dispose of the remainingsaséthe commercial business discontinued operatiearly 2011 and does not expect
disposal loss adjustments in future periods to beeral. As of December 31, 2010, assets helddt-sf the commercial business
discontinued operation and related disposal loggimrments were as follows (in thousands):

Carrying value, before impairment adjustment
Disposal loss impairment

Assets of discontinued operation held-for-sale, net

Real Property

$ 95¢
(66€)
s o

Cash flows of the commercial business after coniedf the divestiture may include settlementshafit outstanding accounts receivable, ti
payables and contractual obligations, settlemeigales agreement contingencies and receipts sfygayalties, all of which, according to

accounting guidance, are not considered to betdiseh flows of the disposed segment.

The following table summarizes liabilities for egists related to discontinued operations, includédccrued liabilities" and "Other long-

term liabilities" in our consolidated balance siseet

Facilities
and
Severance and other Total
(In thousands) Benefits Leases Liabilities
Balance as of January 1, 2009 $ = $ = $ =
Accruals 45¢€ 2,391 2,84
Payments (135) (937) (2,072
Balance as of December 31, 2009 321 1,45¢ 1,77¢
Accruals 1,46( 1,35¢ 2,81°¢
Payments (1,305 (649) (1,959
Balance as of December 31, 2010 $ 47¢€ $ 2,16( $ 2,63¢

Fitness Apparel Business

In 2008 the Company completed the sale of its diScoed fitness apparel business, Pearl iZumi.owollg is a summary of the operating
results of the discontinued fitness apparel busifi@sthe year ended December 31, 2009, whichnetaded in the consolidated financial

statements as discontinued operations (in thouyands
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2009
Revenue $ =
Loss on adjustment to previously-completed dispbsal $—(377)
Income taxes —
Loss from discontinued operation - fitness appansiness $ (377)

* Reimbursement paid by the Company for expensagiad by buyer, due under terms of the sale aggrEm

(3) RESTRUCTURING

In 2009 the Company implemented a restructuring piened at reducing operating costs and improviegolverall alignment of spending with
anticipated revenue through reductions in persqmateEindonment of certain information technologyvgare, termination of certain leases and
warehouse distribution services, downsizing the Gamy's leased corporate headquarters and othiatiireés. Following is a summary of
expenses associated with the restructuring aesyithcluded in “Restructuring” in the Company'ssalidated statements of operations for the

year ended December 31, 2009 (in thousar

2009

Employee termination severance costs $ 563
Facility lease termination costs 2,822
Abandoned leasehold improvements 8,02¢
Abandoned information technology software and eglaervice agreements 1,79¢
Contract termination costs 93¢

$ 14,15!

Following is a summary of exit cost liabilities a&dd to restructuring activities, included in “Aged liabilities” in the Company's consolidated
balance sheets:

Facilities
and
Severance and other Total
(In thousands) Benefits Leases Liabilities
Balance as of January 1, 2009 $ 1,68¢ $ = $ 1,68¢
Accruals 562 2,83¢ 3,40¢
Payments (1,889 (2,599 (4,477)
Balance as of December 31, 2009 365 24¢ 60¢
Payments (363) (24¢) (609)
Balance as of December 31, 2010 $ — $ — $ —

(4) TRADE RECEIVABLES

Changes in the Company's allowance for doubtfaletn@ceivables in the years ended December 31, &0d.@009 were as follows (in
thousands):

2010 2009
Balance, January 1 $ 416( $ 6,602
Charges to bad debt expense 48€ 1,31¢
Writeoffs, net of recoveries (4,34%) (3,757

Balance, December 31 $ 301 $ 4,16(

Writeoffs, net of recoveries, in 2010 and 2009 priity consist of uncollectible trade receivable®af commercial business discontinued
operation.
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(5) INVENTORIES

Components of inventories as of December 31, 2082809 were as follows (in thousands):

December 31,
2010 2009
Finished goods $ 8,53t $ 11,85(
Parts and components 1,81« 1,26¢
$ 10,34 $ 13,11¢

Valuation allowances related to excess parts irorezg were $1.1 million and $0.7 million as of Dexteer 31, 2010 and 2009 , respectively.
(6) PROPERTY, PLANT AND EQUIPMENT

Components of property, plant and equipment aseafebhber 31, 2010 and 2009 were as follows (in tiods):

Essgfrﬂﬁffg December 31,

(in years) 2010 2009
Leasehold improvements 5 to 20 $ 2,58¢ $ 2,761
Computer equipment 2t05 38,03: 41,22¢
Machinery and equipment 3to5 6,70 8,39:
Furniture and fixtures 5 95E 2,57
Construction in process N/A 101 554
Total cost 48,38( 55,51:
Accumulated depreciation (44,58") 47,470
$ 3,79¢ $ 8,04

Depreciation expense was $4.5 million and $7.lionilln 2010 and 2009 , respectively.

On June 30, 2009, the Company terminated the feasts world headquarters facility located in Vanwer, Washington and entered into a
new lease agreement to occupy substantially lessesip the same building. As a result of the doringi the Company abandoned certain
leasehold improvements and recorded a related eledr$8.0 million in 2009, included as a comporahestructuring expense.

(7) GOODWILL

Nautilus applies a fair val-based impairment test to evaluate the carryingevaf goodwill annually, at October 31, and moegyfrently if
certain events or circumstances indicate that grairment loss may have been incurred. The anabfgistential impairment of goodwill is a
two-step process which requires a calculation efeftimated fair values of the applicable reportinigs. A reporting unit is defined as an
operating segment or one level below an operatggnent when that component constitutes a busioeseghich discrete financial information
is available and segment management regularlywevibe operating results of that component. The |@om has determined that its reporting
units are its direct and retail business segments.

The Company's estimates of reporting unit fair galgenerally are based on an analysis of disco@xjgected future cash flows for the
reporting unit and, when appropriate, an analys@mparable market data. If, under step one, stienated fair value of the reporting unit is
greater than its carrying amount, there is no immpent. If the reporting unit's carrying amount is@er than the estimated fair value, then a
second step must be completed to measure the ambiampairment, if any.

The second step, if necessary, involves the allmtaf the estimated fair value of the reportingt tm all of the identifiable assets and liabilé

of the unit (including any unrecorded intangiblsets). Any remaining or unallocated amounts refleetimplied fair value of the reporting
unit's goodwill. To the extent the estimated imglfair value of the goodwill is less than its camgyvalue, an impairment loss is recognized for
the difference.

The Company tested goodwill for impairment in btité third and fourth quarters of 2009 and in thetto quarter of 2010
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and no impairment was indicated. In determiningesmated future cash flows, current and expefttiede levels of cash flow were
considered, as well as business trends and mavkeitmons.

No goodwill is assigned to the retail reportingtu@@ihanges in goodwill of the direct reporting unithe years endeDecember 31, 2010 and
2009 were as follows (in thousands):

Goodwill
Balance, January 1, 2009 $ 2,39¢
Currency exchange rate adjustment 39¢
Balance, December 31, 2009 2,79¢
Currency exchange rate adjustment 137
Balance, December 31, 2010 $ 2,931

(8) OTHER INTANGIBLE ASSETS

Components of other intangible assets as of Decefihe2010 and 2009 were as follows (in thousands):

Estimated December 31,
Useful Life
(in years) 2010 2009
Indefinite life trademarks N/A $ 9,05: $ 9,057
Patents 1to 16 18,15¢ 18,15«
Total cost 27,20¢ 27,20¢
Accumulated amortization - patents (8,437) (6,36¢)

$ 18,77 $ 20,83¢

In 2009, in light of various changes in long-termqgluct strategies, the Company tested other intdmgissets for impairment and recognized
impairment charges of $5.9 million for intangibkesats of its retail business segment.

Amortization expense for intangible assets was ##lllon and $2.5 million in the years ended Decem®1, 2010 and 2009 , respectively.
Amortization expense for intangible assets is etqubto be approximately $2.1 million in each yeanf 2011 through 2013 and $2.0 millior
2014, with the remaining $1.5 million amortized otkee six-year period from 2015 through 2020.

(9) ACCRUED LIABILITIES

Components of accrued liabilities as of Decembe2810 and 2009 were as follows (in thousands):

December 31,
2010 2009
Restructuring costs $ — $ 60¢
Exit costs of discontinued operations 1,107 71€
Payroll and benefits 1,95¢ 3,90:
Royalties 752 97C
Legal and professional fees 48¢ 1,26¢
Other 2,74: 3,281

$ 7,04¢ $ 10,74«

(10) PRODUCT WARRANTIES

Changes in the Company's product warranty liabititthe years ended December 31, 2010 and 2009agdi@lows (in thousands):
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2010 2009
Balance, January 1 $ 837¢ % 17,83:
Accruals 1,417 5,00z
Adjustments (2,166 (3,345
Payments (4,69%) (11,119

Balance, December 31 $ 3,93¢ $ 8,37¢

Product warranty payments and the balance outstgradi of December 31, 2010 and 2@@@narily represent retained obligations relatethi
Company's former commercial business, now a digwoed operation, for which sales volume and relgtediuct warranty expense accruals
have declined each year since 2007. In additiagigrificant portion of product warranty payment201.0 and 2009 related to a single
discontinued product of the commercial businessviuich production was ceased in 2007 and the eblaranty expense was recognized
mostly in and before 2008. Product warranty ligpididjustments in 2010 and 2009 primarily relatth®assignment of certain outstanding
commercial warranty obligations to the buyer otaer components of our commercial business disnoatl operations.
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(11) BORROWINGS

On December 29, 2009, the Company entered intdtariaf Credit Agreement (the "Letter of Credit Agment") with Bank of America
("BofA"). The Letter of Credit Agreement provideg to $6.0 million in standby letters of credit, amds scheduled to expire on December 31,
2010 ("Expiration Date"). On December 13, 2010,lthtter of Credit Agreement was modified to redthee credit limit to $0.6 million and
extend the expiration date to June 30, 2011. Dutirggextended period, BofA will issue no new |ettef credit. Existing letters of credit are
secured by a cash collateral account held by Bofan amount not less than 105% of the amount obtistanding letters of credit. As of
December 31, 2010, the Company had $0.3 millicstamdby letters of credit issued under the Lett€redit Agreement.

On March 8, 2010, the Company entered into a LoahSecurity Agreement (the “Loan Agreement”) withri& of the West, providing for a
$15.0 million maximum revolving secured credit lifdhe amount available for borrowings in any gigerarter is dependent upon the amount
of qualified accounts receivable and inventory fathe end of the preceding quarter. The Loan Agesdris available for working capital,
standby letters of credit and general corporatpgaes through August 2012, assuming the Compaisfisatcertain terms and conditions at
the time borrowings are requested. The interestaatany future borrowings under the Loan Agreemalhbe based on the bank's prime rate
or LIBOR and the Company's financial conditionkat time it elects to borrow. The Loan Agreemenlides a fee for the unused portion of
credit facility, which will vary depending on theo@pany's borrowing base availability.

The Loan Agreement is collateralized by substdgtall of the Company's assets and contains custpowvenants, including minimum curr
ratio, minimum liquidity, minimum EBITDA (definedsa'earnings before interest, taxes, depreciatiahasmortization") and limitations on
capital expenditures, mergers and acquisitionghtetiness, liens, dispositions, dividends and tnvests. The Loan Agreement also contains
customary events of default. Upon an event of defthe lender would have the option of accelegtii obligations under the Loan
Agreement. Standby letters of credit under the LAgreement are treated as a reduction of the Coypanailable borrowing base and are
subject to covenant testing. If standby lettersreflit are secured by a cash collateral accoudtiiyeBank of the West in an amount not less
than 105% of the amount of the outstanding lettérsedit and there are no outstanding borrowingteu the Loan Agreement, then covenant
testing is not applicable.

In the third quarter of 2010, the Company completedndments to the Loan Agreement which specifarsgg, more lenient financial
covenants, compliance with which permits the Corggammaintain outstanding standby letters of credfibout a requirement for cash
collateral. The amendment to the Loan Agreemefticesthe Company's ability to borrow under theahAgreement absent compliance with
the pre-amendment covenants. The separate finarmiahants are applicable for compliance measurepegiods through March 31, 2011.
The Loan Amendment also required the Company tainl$s million of unsecured indebtedness, subotdihto the Loan Agreement, as
additional working capital on or before Septemb&r2010. The Company obtained this indebtedneeptember 3, 2010.

As of December 31, 2010 , the Company had no mdstg borrowings and $2.9 million in standby lestef credit issued under the Loan
Agreement. As of December 31, 2010 , the Compars/imwaompliance with the financial covenants; hoarebhere is no assurance that the
Company would be in compliance with the financiaenants in the foreseeable future such that iidcaccess the credit facility if the need
were to arise or, absent a waiver from the bantidaeash collateralizing its outstanding lettersiedit.

On September 3, 2010, the Company entered intot@ Rlarchase Agreement (the “Purchase Agreementdndyamong Nautilus and certain
entities (collectively, the “Purchasers”) under enam control of Sherborne Investors GP, LLC andifiiates (collectively “Sherborne”).
Sherborne is the Company's largest shareholdeisaswhtrolled by Edward J. Bramson, the Companiaitan and Chief Executive Officer,
and Craig L. McKibben, a member of the Company'arB®f Directors.

Pursuant to the Purchase Agreement, the Compamgdde the Purchasers $6,096,996 in aggregateigairaamount at maturity of its
Increasing Rate Senior Discount Notes Due Dece®be2012 (the “Notes”). The Notes have an origpraicipal amount totaling $5,000,000
and mature on December 31, 2012. The then outstapdincipal amount of the Notes accretes valuatats equal to 2.5% per annum from
September 3, 2010 through February 28, 2011; 6 &&mpnum from March 1, 2011 through August 31, 2@19% per annum from Septem|
1, 2011 through February 29, 2012; 13.0% per anfiam March 1, 2012 through August 31, 2012; and%per annum thereafter. If all the
Notes are paid at maturity, the effective ratentdiiest is approximately 8.7% per annum, whichésrate at which interest expense is accr
Prepayment of amounts due under the Notes is gedninder the Purchase Agreement.

The Notes are subordinated to the Loan AgreemethtBank of the West. The Purchase Agreement inslegetain negative
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covenants, including restrictions on the incurreofcadditional indebtedness, liens, liquidatiorae$ets, capital expenditures, dividends,
changes in the Company's business operations amgjetof control transactions. The Purchase Agreemelndes customary events of

default, including nonpayment, insolvency, breattvarranty or covenant, cross-default of the Loagreement, material adverse changes and

other events. Upon the occurrence of an eventfaluitehe Purchasers may declare all outstanditigations under the Notes to be due and
payable. The accretion rate of the Notes may bredsed by 2% per annum during the continuance ef/ant of default.

(12) INCOME TAXES

Components of the Company's loss from continuirgrajions before income taxes in the years endedreer 31, 2010 and 2009 were as
follows (in thousands):

2010 2009
United States $ (11,07°) $ (31,169
Non-U.S. 1,843 1,67¢

$ (9230 $ (29,490

Components of income tax expense (benefit) forinairtg operations in the years ended December@IQ 2nd 2009 consisted of the
following (in thousands):

2010 2009
Current:

U.S. federal $ (349) $ (12,159
U.S. state 26 (229
Non-U.S. 65€ 341
Total current 338 (11,939

Deferred:
U.S. federal 20z 397
U.S. state 17 40z
Non-U.S 36 25E
Total deferred 25E 1,05t
$ 58¢ $ (20,880

The tax effect of deferred income tax assets afdlities arising from temporary differences andygfrwards as of December 31, 2010 and
2009 were as follows (in thousands):
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December 31,
2010 2009
Deferred income tax assets:
Accrued liabilities $ 3,227 $ 4,76
Allowance for doubtful accounts 13 11¢
Inventory valuation 40¢ 89:
Capitalized indirect inventory costs 167 24¢
Stock-based compensation expense 781 92¢
Net operating loss carryforward 36,93 24,21¢
Basis difference on assets held-for-sale 1,702 1,957
Capital loss carryforward 4,31¢ 4,31¢
Basis difference on long-lived assets 10,11( 13,26:
Other 3,55¢ 4,14¢
61,21 54,84
Less: Valuation allowance (59,55() (53,712
Total deferred income tax assets 1,66¢ 1,13i
Deferred income tax liabilities:
Prepaid advertising (301) (270)
Other prepaids (36€) (36¢)
Basis difference on long-lived assets (2,13%) (1,860)
Undistributed earnings of foreign subsidiaries (39 (113)
Other (543) —
Total deferred income tax liabilities (3,379 (2,617
Net deferred income tax liability $ 1,71  $ (1,479

Components of net deferred income tax liabilityia Company's consolidated balance sheets as effiier 31, 2010 and 2009 were as

follows (in thousands):

December 31,
2010 2009
Current deferred income tax assets $ 57 $ 54
Current deferred income tax liabilities (1,160 (1,220
Non-current deferred income tax assets, includé®ther assets” 39t 44¢
Non-current deferred income tax liabilities (1,00¢) (754)
Net deferred income tax liability $ (1,71  $ (1,479

Following is a reconciliation of the U.S. statutdegleral income tax rate with the Company's effecincome tax (expense) benefit rate for

continuing operations in years ended December @10 2nd 2009 :
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2010 2009

U.S. statutory income tax rate 35.C% 35.C%
State tax, net of U.S. federal tax benefit 22% 3.4%
Nondeductible incentive stock option expense 0.2% (0.2)%
Non-U.S. income taxes 13.1% 0.6)%
Effect of double taxation dividend received (13.6% —
Nondeductible operating expenses (0.)% (0.)%
Research and development credit — % 0.2%
Change in deferred tax measurement rate 0.2% (0.2%
Change in uncertain tax positions (2.0% (0.€)%
Valuation allowance (40.9% (42.5%
Release of valuation allowance — % 42.4%
Other (2.1)% (0.)%

Effective income tax benefit (expense) rate (6.4 % 36.€%

Our effective tax rate for fiscal years 2010 an@2®as an expense rate of 6.4% and a benefit f&@.8%, respectively. Our tax rate in 2009
was affected by the partial release of the valmatibowance due to the enactment of a new lawerfdlirth quarter of 2009. The effective tax
rate for 2010 differs from the statutory rate do¢he recognition of a valuation allowance agadteserred tax assets. Nautilus must periodic
evaluate the potential realization of its deferirembme tax assets and, if necessary, record ati@uallowance to reduce the net carrying v

of such assets to the amount expected to be rdaliz€2010 and 2009 Nautilus concluded that cunugaaxable losses in recent years
indicated a valuation allowance against its deteieome tax assets was required. If and wheniaweaf objective evidence indicates that
some or all of the Company's valuation allowanagoisonger appropriate, release of the valuatitowalnce would be recognized as an income
tax benefit to continuing operations in the peiliiavhich such assessment is made. The amount eatiah allowance offsetting the
Company's deferred income tax assets was $59.i0méhd $53.7 million as of December 31, 2010 aB@92, respectively.

Nautilus has net operating loss, capital loss andre tax credit carryforwards in various jurisitios, all of which are fully offset by valuati
allowances and are available to offset future texaltome, if any. The timing and manner in whibh Company is permitted to utilize its net
operating loss carryforwards may be limited by iné¢ Revenue Code Section 382nitation on Net Operating Loss Carry-forwards and
Certain Built-in-Losses Following Ownership Chang¥s of December 31, 201,@he Company had the following income tax carnyigards (ir
millions):

Amount Expires in

Net operating loss carryforwards:

Federal $ 76.€ 2029 - 2030

State 104.¢ 2012 - 2030

Germany 6.7 Indefinite

Switzerland 13.z 2012 - 2017

China 3.5 2012 - 2013

Italy 2.1 2013 - 2015
Federal capital loss carryforward 11.2 2013
Income tax credit carryforwards:

Federal 2.5 2018 - 2030

State 0.6 2018 - 2022

Under accounting guidance, an uncertain tax pasigpresents the Company's expected treatmentaafgosition taken in a filed tax return,
planned to be taken in a future tax return, thatrw been reflected in measuring income tax exp#rdinancial reporting purposes.
Following is a reconciliation of gross unrecognizax benefits from uncertain tax positions (exchgdihe impact of penalties and interest) in
the years ended December 31, 2010 and 2009 (iisinog):
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2010 2009
Balance, January 1 $ 3,24¢ $ 2,16t
Increases due to tax positions taken in previoui®ge 52 52z
Decreases due to tax positions taken in previotisgse (75) (22)
Increases due to tax positions taken in the cuperibd 12t 884
Decreases due to settlements with taxing authsritie — —
Decreases due to lapse of statute of limitations 9 (300)
Balance, December 31 $ 3,34z $ 3,24¢

$2.0 million of unrecognized tax benefits, if reaamed, would affect the Company's effective taerat

The Company recognizes tax-related interest andlfes as a component of income tax expense. Thep@oy recognized a cumulative
liability for interest and penalties related to artain tax positions as of December 31, 2010 ai®® 20 $1.2 million and $0.9 million,
respectively.

The Company's U.S. federal income tax returns @@32hrough 2010 are open to review by the U.®rhal Revenue Service. The Company's
state income tax returns for 2004 through 2010(asmn to review, depending on the respective stafuimitation in each state. In addition, 1
Company files income tax returns in numerous no®-urisdictions with varying statutes of limitatio

As of December 31, 201,¢he Company believes it is reasonably likely thathin the next 12 months, $0.4 million of prewsby unrecognize
tax benefits related to ndd-S. filing positions will be recognized, primarihs reductions to income tax expense, as statitiesittion expire

(13) STOCKHOLDERS' EQUITY
Common Stock

As of December 31, 2010 , the Company had 75.0amiluthorized shares of common stock, no par vafiehich 30.7 million shares were
issued and outstanding and 1.3 million shares weserved for future issuance upon exercise of stptions.

2005 Long-Term Incentive Plan

In 2005 Nautilus shareholders approved the 2005LtBerm Incentive Plan (the “2005 Plan”) to enhatiteeCompany's ability to attract and
retain highly qualified personnel and align thedaarm interests of participants with those of shareholders. The 2005 Plan, which is
administered by the Company's Compensation Comenitt¢he Board of Directors (“Compensation Comneitieauthorizes the Company to
grant various types of stock-based awards includitark options, stock appreciation rights, regtdcstock, stock units and performance stock
grants. Stock options granted under the 2005 Rialth 3ot have an exercise price less than therarket value of the Company's common
shares on the date of the grant. The exercise pfiaa option or stock appreciation right may netréduced without shareholder approval.
Stock options generally vest over four years oftiomous service, commencing on the date of grantkSoptions granted after the adoption of
the 2005 Plan have a seven-year contractual teiok $ptions granted under the preceding plan exier ten years.

Upon its adoption, there were approximately 4.0iamishares available for issuance under the 2088. Fhe number of shares available for
issuance is increased by any shares of common atoick were previously reserved for issuance utideiCompany's preceding stock option
plan, and were not subject to grant on June 6, ,280&s to which the stock based compensation awdeadfeited on or after June 6, 2005. The
number of shares available for issuance is redbgdd two shares for each share delivered inaettint of any stock appreciation rights, for
each share of restricted stock, and for each stoitlor performance unit award, and (ii) one sHareeach share delivered in settlement of a
stock option award. In no event shall more thamiilllon aggregate shares of common stock subgestdck options, stock appreciation rigl
restricted stock or performance stock unit awaelgranted to any one participant in any one yedeuthe 2005 Plan. As of December 31,
2010, 4.5 million shares remained available foufel grant under the 2005 Plan.

Stock Options

A summary of the Company's stock option activitylia years ended December 31, 2010 and 2009 didlaws (in thousands, except exercise
price and contractual life):

47




Table of Contents

Weighted-
Weighted- Averag_e Agg_reg_ate
Average Remaining Intrinsic
Total Exercise Contractual Life Value
Shares Price (in years) ($000s)
Options outstanding, January 1, 2009 2,011 $ 10.7C
Granted 65 1.6
Forfeited, cancelled or expired (662) 10.2¢
Exercised — —
Options outstanding, December 31, 2009 1,414 10.5C 4.2¢ $ 26
Vested and expected to vest, as of December 38, 200 1,26¢ 11.1¢ 4.1( 16
Options outstanding, January 1, 2010 1,41¢ 10.5C
Granted 25¢ 2.7%
Forfeited, cancelled or expired (472) 10.3¢
Exercised — —
Options outstanding, December 31, 2010 1,20( 8.8( 4.2 22
Vested and expected to vest, as of December 3D, 201 1,171 8.8¢ 4.2¢ 22

Aggregate intrinsic value in the above table repnésthe aggregate amount, for all options, by Wwhlosing share prices exceed the exercise
price of the stock options. This value will fluctean the future based on the fair market valuewwsfcommon stock.

Stock option expense was $0.4 million and $0.9iomilin 2010 and 2009 , respectively, primarily uaéd in general and administrative
expense. The weighted average grant-date fair safistock options granted during 2010 and 200%®wW4r89 and $1.03, respectively. As of
December 31, 2010the unamortized compensation expense for unvesbett options totaled approximately $0.6 milliarhich is expected t
be recognized over a weighted average period ofeabs.

Following is a summary of stock options outstandisgf December 31, 2010 (in thousands, exceptaiogtl life and exercise price):

Options Outstanding Options Exercisable

Weighted

Average Weighted- Weighted-

Remaining Average Number of Average

Number Contractual Exercise Options Exercise

Range of Exercise Prices Outstanding Life (Years) Price Exercisable Price
$0.95 - $2.99 417 5.84 $ 2.4¢ 44 $ 2.04
$3.40 - $4.15 24C 4.11 4.1% 15¢ 4.14
$4.50 - $15.66 29¢ 3.1¢ 12.21 261 12.9¢
$16.10 - $26.77 232 3.1¢ 19.6: 20¢€ 20.0:
$27.72 - $27.72 12 1.47 27.7:2 12 27.7:2
$0.95 - $27.72 1,20( 4.27 8.8( 684 12.62

Restricted Stock Award

No restricted stock award activity occurred in ylear ended December 31, 2010. Following is a sumeiarestricted stock award activity
the year ended December 31, 2009 (in thousandspefair value per share):

Number Weighted Average

of Grant Date Fair

Shares Value per Share
Awards outstanding, January 1, 2009 144 $ 9.2t
Vested (230 9.2t
Forfeited (14) 9.2¢

Awards outstanding, December 31, 2009 — —
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Restricted stock compensation expense in 2009 @&sriillion, primarily included in general and adhisirative expense.
Performance Stock Unit

In April 2010 the Company granted 146,000 perforegastock unit awards to key members of its exeeutham. The performance stock unit
awards are subject to both time-based vesting (oing-annually over three years) and achievemeatgibck price target of two times the gi
date price. If, over the three-year period, thelsfarice does not close at or above two times thatglate price over any 20 of 30 consecutive
days, the entire award is forfeited. Compensatiqgrerse for the 2010 performance stock unit grarédegnized over the estimated requisite
service period based on the number of performatoak sinits ultimately expected to vest. Performastoek unit compensation expense in
2010 was $0.1 million, primarily included in genegiad administrative expense. No performance stmikcompensation expense was
recognized in 2009 .

Following is a summary of the Company's performastoek unit activity in the years ended December2B10 and 2009 (in thousands, except
fair value per share):

Weighted Average

Performance Grant Date Fair

Stock Units Value per Share
Units outstanding, January 1, 2009 33 $ 15.6(
Granted — —
Forfeited or expired (33 15.6(
Units outstanding, December 31, 2009 — —
Granted 14¢ 2.32
Forfeited or expired — —
Units outstanding, December 31, 2010 14¢ 2.32

The Company receives income tax deductions asu#t tfghe exercise of certain stock options ansting of restricted stock and performance
stock units.

(14) LOSS PER SHARE

Loss per share is presented on both a basic amédlibasis. Basic loss per share is based on tighted average number of common shares
outstanding. Diluted loss per share reflects them@l dilution that could occur if outstandingligations to issue common stock were
exercised or converted into common stock. For #iewations of diluted loss per share, the basigkted average number of shares is
increased by the dilutive effect of stock optionsl @estricted stock awards determined using theestney stock method.

Following is a computation of basic and dilutedslpgr share for the years ended December 31, 2@l12GD9 (in thousands, except per share

amounts):
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2010 2009
Numerator:
Loss from continuing operations $ (9,819 $ (18,610
Loss from discontinued operations (13,029 (34,68
Net loss $ (22,847 $ (53,29)
Denominator:
Basic shares outstanding 30,74 30,66¢
Dilutive effect of stock options and restrictedcitd — —
Diluted shares outstanding 30,74« 30,66¢
Loss per share from continuing operations:
Basic and diluted $ (0.3 $ (0.67)
Loss per share from discontinued operations:
Basic and diluted $ (0.42) $ (1.19)
Net loss per share:
Basic and diluted $ (0.79) $ (1.79)

* Potentially dilutive average shares of 1.3 milliand 1.4 million in 2010 and 2009 , respectivelgre not included in the computation of
diluted loss per share because they would have d&médilutive, reducing the amount of loss per shar

(15) EMPLOYEE BENEFIT PLAN

In 1999 the Company adopted the Nautilus, Inc. KO0S&vings Plan (the “401(k) Plan”) covering subsitdly all reqular employees over the
age of 18. Each participant may contribute up &% 5 eligible compensation during any calendar ysabject to certain limitations. Subjec
the approval of the Company's Board of Directdrs,401(k) Plan provides for Company matching cbutions of 100% of the first 1% of
eligible earnings contributed by the employee, an@ddditional 50% match for earnings contributeerd®o and up to 6%. Matching
contributions vest at 25% after the first yearefvice, and are fully vested after the second y@arApril 19, 2009, the Company suspended
matching contributions. On April 18, 2009, all peigating employees and all participating employegminated between July 24, 2008 and
April 18, 2009 became fully vested in their matchibompany contributions. The Company did not cbnte to the 401(k) Plan in 2010 and
contributed $0.3 million in 2009.

(16) SEGMENT INFORMATION

The Company has two reportable segments - DiratRatail. The Company's commercial business disooed operation is not a reportable
segment. Contribution is the measure of profitbeslused by the Company's chief operating decimaker, and is defined as net sales, less
product costs and directly-attributable expensa@zdiy-attributable expenses include employmemstgoselling and marketing costs, general
and administrative expenses and research and ¢ewefd costs directly related to segment operati®agment assets are those directly
assigned to an operating segment's operationsaphljnaccounts receivable, inventories and intalegitssets. Unallocated assets primarily
include shared information technology infrastruefuistribution centers, corporate headquarteepgids, deferred taxes and other assets.
Capital expenditures directly attributable to theebt and Retail segments were not significantG@®or 2009 .
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Year Ended December 31,

(In thousands) 2010 2009
Net sales:
Direct $ 96,66¢ $ 123,04!
Retail 67,78¢ 63,59"
Unallocated corporate (royalty income) 3,99¢ 2,61¢
Consolidated net sales $ 168,45( $ 189,26(
Contribution:
Direct $ (10,779 $ (71€)
Retail 11,40( 10,80:
Unallocated corporate 3,99/ 1,66¢
Consolidated contribution $ 4,61¢ $ 11,74¢
Reconciliation of consolidated contribution to losgrom continuing operations:
Consolidated contribution $ 4,61¢€ $ 11,74¢
Less:
Selling and marketing expenses (6) (804)
General and administrative expenses (14,099 (18,505
Research and development expenses (86) (2,590
Restructuring costs — (14,15)
Intangible asset impairment charges — (5,909
Interest expense, net (240 (16¢)
Other income (expense), net 47¢ (117)
Income tax benefit (expense) (58¢) 10,88(
Loss from continuing operations $ (9,81¢) $ (18,610
Assets:
Direct $ 17,34¢ $ 21,40:
Retail 31,08« 31,67:
Unallocated corporate 29,93¢ 62,09¢
Total assets $ 78,36" $ 115,17.
Depreciation and amortization expense:
Direct $ 4,00( $ 5,34
Retail 2,22¢ 1,42¢
Unallocated corporate 401 3,07t
Total depreciation and amortization expense $ 6,627 $ 9,85(

Net sales outside of the United States, primanilZanada, represented approximately 10% of coraelidnet sales 2010 and 2009 .

(17) COMMITMENTS AND CONTINGENCIES

Operating Leases

The Company leases property and equipment undecaocelable operating leases which, in the aggeegatend through 2016. Many of
these leases contain renewal options and providef escalations and payment of real estate taxaisitenance, insurance and certain other

operating expenses of the properties. Rent expamder all operating leases was $3.9 million and $4illion in 2010 and 2009 , respectively.

As of December 31, 2010, future minimum lease paEysunder non-cancelable operating leases, redocsdblease income, are as follows
(in thousands):
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2011 $ 3,641
2012 2,52¢
2013 2,29¢
2014 1,25¢
2015 36&
Thereafter 30C
Minimum non-cancelable lease payments, net $ 10,38t

Guarantees, Commitments and Off-Balance Sheet Amaments

As of December 31, 2010 and 2009 , the Companyapptbximately $3.2 million and $4.3 million, respieely, in standby letters of credit
with vendors. The standby letters of credit havgiration dates through November 2011.

The Company has long lead times for inventory pasels and, therefore, must secure factory capaoity its vendors in advance. As of
December 31, 2010 , the Company had approximaty3dmillion in non-cancelable market-based purehasdigations, all of which were for
inventory purchases expected to be received in.2011

In the ordinary course of business, the Compangrsmto agreements that require it to indemnifyraderparties against third-party claims.
These may include: agreements with vendors andistppunder which the Company may indemnify thegaiast claims arising from use of
their products or services; agreements with custsmuader which the Company may indemnify them raggailaims arising from their use or
sale of the Company's products; real estate anipregat leases, under which the Company may indgntesiors against third-party claims
relating to the use of their property; agreemerits licensees or licensors, under which the Compaay indemnify the licensee or licensor
against claims arising from their use of the Conyfmimtellectual property or the Company's usehefrtintellectual property; and agreements
with parties to debt arrangements, under whichtbepany may indemnify them against claims relatitheir participation in the
transactions.

The nature and terms of these indemnifications framy contract to contract, and generally a maxinabtigation is not stated. The Company
holds insurance policies that mitigate potentiakks arising from certain types of indemnificatiddanagement does not deem these
obligations to be significant to the Company's fiicial position, results of operations or cash floarsd no related liabilities are recorded as of
December 31, 2010 .

Guarantees, Commitments and Contingencies of Digommed Operations

Prior to its divestiture, the Company's discontosheemmercial business would, from time-to-time alve a third-party with lease and
financing arrangements to assist customers in o products. While these financings generallyewéthout recourse to Nautilus, in
certain cases the Company offered a guaranteder mgcourse provisions. The maximum contingebilitg under all such recourse
provisions was approximately $1.4 million as of Beber 31, 2010 .

The Company currently is negotiating settlement waspect to certain remaining outstanding cotuedcommitments of its commercial
business discontinued operation. While the ultincatieome of such negotiations cannot be accuratelgicted, it is reasonably possible that
the Company may incur additional charges of upa@ $nillion, which if realized would decrease opemg results of discontinued operation:
future periods.

Uncertainties exist with respect to outstandingrasmty obligations of the Company's former commeéeigsiness, now a discontinued
operation, as units sold to customers approacloéitite and settlements are reached with certain ¢oste in connection with the exit from-
commercial business. As of December 31, 2010, tiragany's warranty liability included $2.9 millioarffuture warranty costs of our former
commercial business, which represents managenestitisate of the probable amount. However, in liftthe aforementioned uncertainties,
management believes it is reasonably possibleatttatl warranty costs of the former commercial ess could exceed this amount by as
much as $0.2 million, which if realized would dease operating results of discontinued operatioffisture periods. In addition, the Company
remains contingently liable for product warrantyigétions which were transferred to buyers of @eenercial business product lines, if the
buyer is unable to fulfill such obligations.

Legal Matters
The Company is party to various legal proceedimgsng from normal business activities. In additithe Company's tax
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filings are subject to audit by authorities in fhesdictions where it conducts business, which mesult in assessments of additional taxes.
Management believes it has adequately providedibgations that would result from these legal gadproceedings where it is probable it
will pay some amounts and the amounts can be raboastimated. In some cases, however, it is #oly éo predict a final outcome.
Management believes that the ultimate resolutiohe$e matters will not have a material effecttm@ompany's financial position, results of
operations or cash flows.

(18) SUPPLEMENTARY INFORMATION-QUARTERLY RESULTS OF OPERATIONS (unaudited)

The following table summarizes the Company's urtaddjuarterly financial data for 2010 and 200%ttfimusands, except per share amounts):

Quarter Ended

March 31 June 30 September 30 December 31 Total

2010:

Net sales $ 4564 $ 3064: $ 3847: $ 5369 $ 168,45
Gross profit 22,96¢ 13,46¢ 16,61¢ 23,69 76,74¢
Operating income (loss) (1,940 (6,75¢) (3,225 2,35¢ (9,569)
Income (loss) from continuing operations (2,377 (6,999 (2,399 1,94¢ (9,81¢)
Loss from discontinued operations (5,420 (3,71 (1,90¢) (1,989 (13,029
Net loss (7,79)) (20,70%) (4,30€) (39) (22,84))
Net loss per share, basic and diluted $ 028 % (035 % 019 $ — 3 (0.79
2009:

Net sales $ 54058 $ 40,10: $ 4143 $ 53,67: $ 189,26(
Gross profit 30,30¢ 19,80¢ 20,28: 26,12: 96,51t
Operating loss (3,715 (14,929 (2,827 (7,746 (29,209
Income (loss) from continuing operations (5,429 (14,679 (1,527 3,01t (18,610
Income (loss) from discontinued operations (8,395 (6,099 (22,89 2,69¢ (34,68
Net income (loss) (23,819 (20,777) (24,419 5,711 (53,29
Net income (loss) per share, basic and diluted $ (0.4 % (0.6¢) % 080 % 0.1¢ % 1.79

The following table summarizes the impact of ceritgms included in the Company's quarterly resefitsontinuing operations for the year
ended December 31, 2009 (in thousands):

2009 Quarter Ended

March 31 June 30 September 30 December 31 Total
Included in operating loss:
Restructuring expenses $ 204 $ 11,79 $ 201 % 108 $ 14,15
Intangible asset impairment charges — — 2,101 3,80: 5,90¢
Writeoff of deferred financing costs — 223 — 40€ 62¢
Legal and contract settlement costs (750) — (200) 20C (750

$ 129¢ ¢ 1201¢ $ 2102 $ 4514 $ 19,93
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Item 9. Changes in and Disagreements with Accountéon Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

MANAGEMENT REPORT ON INTERNAL CONTROL OVER FINANCIA L REPORTING
Disclosure Controls and Procedur¢

As of December 31, 2010 , we conducted an evaluatimer the supervision and with the participatibour management, including our Chief
Executive Officer and Chief Financial Officer, bkteffectiveness of the design and operation oflmalosure controls and procedures. The
term “disclosure controls and procedures,” as éefiim Rules 13a-15(e) and 15d-15(e) under the 8iesuand Exchange Act of 1934, as
amended (“Exchange Act”), means controls and gthecedures of a company that are designed to etfsatrenformation required to be
disclosed by the company in the reports it filesuomits under the Exchange Act is recorded, pestksummarized and reported, within the
time periods specified in the SEC's rules and foiisclosure controls and procedures include, withinitation, controls and procedures
designed to ensure that information required tdibelosed by a company in the reports that it filesubmits under the Exchange Act is
accumulated and communicated to the company's reamaxg, including its principal executive and prpatifinancial officers, or persons
performing similar functions, as appropriate, towltimely decisions regarding required discloslBased on this evaluation, our Chief
Executive Officer and Chief Financial Officer comdéd as of December 31, 2010 that our disclosurgals and procedures were effective.

Management's Report On Internal Control Over Finarad Reporting

Management is responsible for establishing and taigiimg adequate internal control over financiglasing as such term is defined in
Rule 13a-15(f) under the Exchange Act. This rulgngs internal control over financial reportingaprocess designed by, or under the
supervision of, the company's chief executive effiand chief financial officer, to provide reasdeadssurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanteWiS. GAAP. Our internal control over
financial reporting includes those policies andgadures that:

« Pertain to the maintenance of records that, inomgtsle detail, accurately and fairly reflect thengactions and dispositions of the
assets of the Company;

« Provide reasonable assurance that transactiome@ed as necessary to permit preparation ofi¢iahstatements in accordance
with U.S. GAAP, and that receipts and expenditafehe Company are being made only in accordantte avithorizations of
management and directors of the Company; and

« Provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, osealisposition of the Company's
assets that could have a material effect on ttenéial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. In addition, projections of
any evaluation of effectiveness to future periodssabject to the risk that controls may becomdenaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

Management's Assessme

Nautilus' management, including our Chief Executdféicer and Chief Financial Officer, evaluated #féectiveness of our internal conti
over financial reporting based on the criteria lelished ininternal Control - Integrated Frameworlgsued by the Committee of Sponsoring
Organizations of the Treadway Commission (“COS®3§sed on this evaluation, management concludedthrdhternal control over financi
reporting was effective as of December 31, 2010 .

This annual report does not include an attestaport of the company's independent registeredipabtounting firm regarding internal
control over financial reporting. Management's rép@s not subject to attestation by the Compangspendent registered public accounting
firm pursuant to an exemption for smaller reportiognpanies under Section 989G of the Dodd-Frank Btedet Reform and Consumer
Protection Act .

Changes In Internal Control Over Financial Reportip
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There were no material changes in our internalrobover financial reporting during the fourth qtearof 2010 .
Item 9B. Other Information

None.
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PART Il

Item 10. Directors, Executive Officers and Corpora¢ Governance
The information required by this item will be setth under the captiorBlection of Directors Section 16(a) Beneficial Ownership Repor
Compliance, Executive Officeesd Information Concerning the Board of Directoirs our Proxy Statement for our 2011 Annual Meetof
Shareholders to be filed with the SEC by April 3011 (“Proxy Statement”)f the Proxy Statement is not filed with the SECAyyril 30, 2011
such information will be included in an amendmenthtis Annual Report on Form 10-K filed by April 32011.
ltem 11. Executive Compensation
The information required by this item will be setth under the captioBxecutive Compensatiom our Proxy Statement. If the Proxy Staten
is not filed with the SEC by April 30, 2011, suctidrmation will be included in an amendment to thimual Report on Form 10-K filed by
April 30, 2011.
Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Matter
The information required by this item is includeatler the captiostock Ownership our Proxy Statement. If the Proxy Statementisfited
with the SEC by April 30, 2011, such informatioriee included in an amendment to this Annual ReparForm 10-K filed by April 30,
2011.
Item 13. Certain Relationships and Related Transaains, and Director Independence

The information required by this item is includettier the captiomnformation Concerning the Board of Directdrsour Proxy Statement.
If the Proxy Statement is not filed with the SECAyril 30, 2011, such information will be includedan amendment to this Annual Report on
Form 10-K filed by April 30, 2011.
Item 14. Principal Accounting Fees and Services
The information required by this item is includeater the captiodppointment of Registered Independent Public Adgogifrirm for 2011 in

our Proxy Statement. If the Proxy Statement isfifed with the SEC by April 30, 2011, such inforriwat will be included in an amendment to
this Annual Report on Form 10-K filed by April 32011.
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PART IV
Item 15. Exhibits and Financial Statement Schedules
(a)(1) Financial Statements
See the Consolidated Financial Statements in Iltem 8
(a)(2) Financial Statement Schedule

There are no financial statement schedules filgubaisof this annual report, since the requiredrimfation is included in the consolidated
financial statements, including the notes theretdhe circumstances requiring inclusion of sudhesitiles are not present.

(a)(3) Exhibit Index

See the Exhibit Index beginning on page 59 forscdption of the documents that are filed as Exhitm this Annual Report on Form X0-
or incorporated herein by reference.

SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

N AUTILUS , I NC.

Date: March 8, 2011 By: /'s/ Ebwarbp J. BRAMSON
Edward J. Bramson

Chairman and Chief Executive Officer
(Principal Executive Officer)

POWER OF ATTORNEY

Each person whose individual signature appearswletseby authorizes and appoints Edward J. BraraedrKenneth L. Fish, and each of
them, with full power of substitution and resuhsfitn and full power to act without the other, &sthue and lawful attorney-in-fact and agent
to act in his name, place and stead and to exattite name and on behalf of each person, indiVigaad in each capacity stated below, and
to file any and all amendments to this report, wifrexhibits thereto, and other documents in cotiae therewith, with the Securities and
Exchange Commission, granting unto said attorneyfat and agents, and each of them, full poweraantority to do and perform each and
every act and thing, ratifying and confirming &lat said attorneys-in-fact and agents or any ahtbetheir or his substitute or substitutes may
lawfully do or cause to be done by virtue thereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bbélpthe following persons on behalf of 1
registrant and in the capacities indicated on M&,c2011 .
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Signature Title
*
Edward J. Bramson Chairman and Chief Executive Officer (Principal Extve Officer)
I's/ KennetH L. FisH Chief Financial Officer
Kenneth L. Fish (Principal Financial Officer and Principal AccourdiOfficer)
* Director

Ronald P. Badie

* Director

Richard A. Horn

* Director

M. Carl Johnson, Il

* Director

Craig L. McKibben

* Director

Marvin G. Siegert

* Director

Michael A. Stein

*By: /sl Wavyne M. BoLio March 8, 2011
Wayne M. Bolio

Attorney-In-Fact
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EXHIBIT INDEX

Exhibit No. Description

2.1 Stock Purchase Agreement dated as of Februan0DB, 2y and among the Company, DashAmerica, In¢adRear! lzumi
USA, Inc. and Shimano American Corporation - Incogbed by reference to Exhibit 2.1 to the Compa@yigrent Report on
Form 8-K, as filed with the Commission on Febru2?y 2008.

2.2 First Amendment to Stock Purchase Agreement deged April 18, 2008 by and among Nautilus, Inc.ir8&mno American
Corporation and DashAmerica, Inc. D/B/A Pearl 1zuhdA, Inc. - Incorporated by reference to Exhib2 o the Company's
Current Report on Form 8-K, as filed with the Corssion on April 24, 2008.

3.1 Amended and Restated Articles of Incorporationcotporated by reference to Exhibit A to the CompaBchedule 14A, as
filed with the Commission on April 22, 2008.

3.5 Amended and Restated Bylaws - Incorporated by eafss to Exhibit 3.1 of the Company's Current ReporEorm 8-K, as
filed with the Commission on April 5, 2005.

3.6 Amendment to Amended and Restated Bylaws of thegaom- Incorporated by reference to Exhibit 3.1@wnpany's
Current Report on Form 8-K, as filed with the Corssion on January 31, 2007.

10.1* Company Stock Option Plan, as amended - Incorpditateeference to Exhibit 10.1 to the Company'siRegfion Statement
on Form S-1, as filed with the Commission on Ma3¢hi999.

10.2* Amendment to Company Stock Option Plan - Incorpaatdtty reference to Exhibit 10 to the Company's €uigrReport on
Form 10-Q for the three months ended June 30, 2890led with the Commission on August 10, 2000.

10.3* Company 2005 Long-Term Incentive Plan - Incorpatdig reference to Exhibit 10.1 of the Company'sr€utrReport on
Form 8-K, as filed with the Commission on June2@)5.

10.4* First Amendment to the Company 2005 Long-Term ItigerPlan - Incorporated by reference to Exhibi2l® the Company's
Quarterly Report on Form 10-Q for the three momthded September 30, 2006, as filed with the Comaomss November 9,
2006.

10.5* Form of Employee Incentive Stock Option Agreemeardar the Company Stock Option Plan - Incorporateteference to
Exhibit 10.3 to the Company's Annual Report on FaG¥K for the year ended December 31, 2004, ad filgh the
Commission on March 16, 2005.

10.6* Form of Nonstatutory Stock Option Agreement untier€ompany Stock Option Plan - Incorporated byresfee to Exhibit
10.4 to the Company's Annual Report on Form 104KHe year ended December 31, 2004, as filed Wwg¢ghGommission on
March 16, 2005.

10.7* Form of Nonstatutory Stock Option Agreement - Ipapated by reference to Exhibit 10 of the Compa@ylgrent Report on
Form 8-K, as filed with the Commission on July 2005.

10.8* Form of Non-Employee Director Nonstatutory Stocki@pAgreement - Incorporated by reference to EixHib of the
Company's Current Report on Form 8-K, as filed whitn Commission on August 19, 2005.

10.9* Form of Performance Unit Agreement - Incorporatgddierence to Exhibit 10.3 to the Company's QuigriReport on Form
10-Q for the three months ended June 30, 2006leadsith the Commission on August 9, 2006.

10.10* Summary of Performance Unit Award - Incorporateddfgrence to Exhibit 10.1 to the Company's Quigrieeport on Form
10-Q for the three months ended September 30, 280fed with the Commission on November 9, 2006.

10.11 Trademark License Agreement, dated September 20, 2y and between Pacific Direct, LLC and the Camp-

Incorporated by reference to Exhibit 2.1 of the @amy's Quarterly Report on Form 10-Q for the thmesths ended
September 30, 2001, as filed with the CommissioNowember 14, 2001.



10.12

10.13

10.14

License Agreement, dated April 26, 1999, as ameroketiveen the Company and Gary D. Piaget - Incatpdrby reference to
Exhibit 10.10 to the Company's Annual Report omi@0-K for the year ended December 31, 2003, ed filith the
Commission on March 15, 2004.

Office Lease Agreement, dated June 30, 2009, bet@etumbia Tech Center LLC and the Company - Inctated by
reference to Exhibit 10.1 of the Company's Form,&Kfiled with the Commission on July 7, 2009.

Credit Agreement, dated December 22, 2009, betBag@ik of America N.A and the Company - Incorporaigdeference to
Exhibit 10.1 to the Company's Current Report omi8¢K, as filed with the Commission on January &l @
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10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

Supply Agreement dated as of May 2, 2008 by andngniautilus, Inc., Land America Health and Fitn€ss, Ltd. and
Treuriver Investments Co. Limited - Incorporatedrbference to Exhibit 10.4 of the Company's ForrQLfor the three
months ended March 31, 2008 as filed with the Cossimn on May 12, 2008. [Confidential treatment lhesn granted with
respect to a portion of this Exhibit]

Settlement Agreement dated as of May 5, 2008 byaamohg Nautilus, Inc. Land America Health and Fm€o., Ltd.,
Treuriver Investments Co. Limited, Michael C. Bruared Yang Lin Qing - Incorporated by reference xbigit 10.5 of the
Company's Form 10-Q for the three months ended Mat¢ 2008 as filed with the Commission on May 2()8.

Schwinn Asset Purchase Agreement dated as of DeenB009 between Nautilus, Inc. and Fit Dragdarhmational, Inc. -
Incorporated by reference to Exhibit 10.23 of thempany's Form 10-K for the fiscal year ended Deaam3ii, 2009 as filed
with the Commission on March 8, 2010.

License Agreement dated as of December 29, 20@8bketNautilus, Inc. and Fit Dragon Internationat,. |- Incorporated by
reference to Exhibit 10.24 of the Company's ForaK1for the fiscal year ended December 31, 2009led Wwith the
Commission on March 8, 2010.

Stairmaster Asset Purchase Agreement dated ascefniieer 5, 2009 between Nautilus, Inc. and Fit Dmdgternational, Inc. -
Incorporated by reference to Exhibit 10.25 of thempany's Form 10-K for the fiscal year ended Deaam3ii, 2009 as filed
with the Commission on March 8, 2010.

Technology Transfer and License Agreement datexd Becember 29, 2009 between Nautilus, Inc. andFagon
International, Inc. - Incorporated by referenc&idibit 10.26 of the Company's Form 10-K for thecil year ended December
31, 2009 as filed with the Commission on March@lQ

Asset Purchase Agreement dated as of February018, lZetween Nautilus, Inc. and Med-Fit Systems, 4hecorporated by
reference to Exhibit 10.27 of the Company's ForaK1for the fiscal year ended December 31, 2009led Wwith the
Commission on March 8, 2010.

Commercial License Agreement dated as of Februgr010 between Nautilus, Inc. and Med-Fit Systdnts,- Incorporated
by reference to Exhibit 10.28 of the Company's Faf¥K for the fiscal year ended December 31, 2G08led with the
Commission on March 8, 2010.

Lease Agreement dated as of February 19, 2010 batiNautilus, Inc. and Med-Fit Systems, Intneorporated by reference
Exhibit 10.29 of the Company's Form 10-K for thecfil year ended December 31, 2009 as filed witlCthramission on
March 8, 2010.

Credit Agreement dated as of March 8, 2010 betvidaautilus, Inc. and Bank of the Wesincorporated by reference to Exhi
10.30 of the Company's Form 10-K for the fiscalryeaded December 31, 2009 as filed with the Comiorissn March 8,
2010.

Security Agreement dated as of March 8, 2010 betutilus, Inc. and Bank of the West - Incorpodatg reference to
Exhibit 10.31 of the Company's Form 10-K for thecil year ended December 31, 2009 as filed witlCthramission on
March 8, 2010.

Private Label Consumer Credit Card Program Agre¢naizted June 15, 2010, by and between the ComgurachysE Money
Bank - Incorporated by reference to Exhibit 10.1ha&f Company's Form 1Q-for the three months ended June 30, 2010 as
with the Commission on August 16, 2010. [Confidehtieatment has been granted with respect totioparf this Exhibit].

HELPcard Merchant Agreement, dated June 14, 2Gfetive as of June 11, 2010, by and between thafg2amy, and Dent-A-
Med, Inc. - Incorporated by reference to Exhibit2l6f the Company's Form 10-Q for the three moetided June 30, 2010 as
filed with the Commission on August 16, 2010. [ddehtial treatment has been granted with respeatortion of this
Exhibit].

Addendum dated August 20, 2010 to Supply Agreerdateéd May 2, 2008 between the Company, Treurivezdtments
LIMITED, and Land America Health and Fithess Cal.L:tIncorporated by reference to Exhibit 10.1lef Company's Form
10-Q for the three months ended September 30, @9fited with the Commission on November 9, 2010.



10.29

10.30

10.31

Note Purchase Agreement dated September 3, 20Ehdgmong the Company and certain entities uralarmmon control of
Sherborne Investors GP, LLC and its affiliatescolmporated by reference to Exhibit 10.2 of the Canmyps Form 10-Q for the
three months ended September 30, 2010 as filedthétiEommission on November 9, 2010.

Subordination Agreement dated September 3, 201@ndyamong the Company, certain entities under camgontrol of
Sherborne Investors GP, LLC and its affiliates Badk of the West - Incorporated by reference toilkikAi0.3 of the
Company's Form 10-Q for the three months endede8egr 30, 2010 as filed with the Commission on Maver 9, 2010.

First Amendment dated November 6, 2010 to Privateel Consumer Credit Card Program Agreement, dated 15, 2010, k
and between the Company and GE Money Bank.
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EXHIBIT 10.31

FIRST AMENDMENT TO PRIVATE LABEL
CONSUMER CREDIT CARD PROGRAM AGREEMENT

This first Amendment to PRIVATE LABEL CONSUMER CREDCard Program Agreement made as of
November 6, 2010 (th* Amendment’) amends that certain Private Label Consumer €@did Program Agreement,
made as of June 15, 2010 (as amended, modifiedupplemented from time to time, the * Agreemrity and
between GE Money Bank (* Barikand Nautilus, Inc. (“ Retailel). Capitalized terms used herein and not otherwise
defined have the meanings given them in the Agreéme

WHEREAS, prior to entering into the Agreement withnk, Retailer was a party to a private label ¢realid
program agreement with a different issuer (thei6Hssuer’) under which Retailer hosted the private labeldir card
application on the Retailer Website;

WHEREAS, Retailer desires to host an Internet Aqgtion on the Retailer Website (the “ Credit Apation”)
during the Term;

WHEREAS, Bank will allow Retailer to host the Credpplication during the Term subject to the teransl
conditions set forth herein;

NOW, THEREFORE, in consideration of the mutual pisea and subject to the terms and conditions heitei
set forth, the parties hereby agree as follows:

l. amendmentS to the agreeme
1.1 Hosting of Credit Applications. Section H is hereby added to Appendix C of the Agrent:

H. Hosting of Credit Application. The parties agree that Retailer may host the Credit
Application on the Retailer Website during the Tepmovided that:

() Retailer may not make the Credit Application aualgeto the public until Bank approves, in
writing, all aspects of the Credit Application, ilnding, without limitation, the online form visible consumers, all
disclosures required by Bank (“ Disclosufesand all interfaces between the Retailer Webeité Bank's systems (or
the systems of Bank's vendors). Retailer will @ost new Disclosures and update any Disclosurelsidimg Bank's
privacy policy, within two weeks, or less if reqedr otherwise by applicable law, of a request frcamiB In the event
that Retailer cannot make a requested change tsecéoBure, or post a new Disclosure in a timely neanBank may
direct that Retailer cease hosting the Credit Ajgpion on the Retailer Website, and the partieswalk together to
accelerate the transition to Bank's hosting ofrderhet Application on the Bank Webpage.

(i)  Consistent with its obligations under Section 13)pRetailer will establish and maintain
administrative, technical, and physical safeguéogwotect the security, confidentiality and intgégof all Cardholder
Information collected on the Credit Application.tRi&er's data security measures must be as stoorsggronger, than tf
measures implemented to protect the security ofi@dder Information collected on credit applicasdar the Prior
Issuer.

(i)  Consistent with its obligations under Section 18 5Retailer will ensure that any
third party to whom it transfers or discloses Catdhr Information in connection with its credit
application hosting activities signs a written agnent with Retailer in which such third party agrés
(a) restrict its use of Cardholder Information to




the authorized use specified in the written contr@) comply with all applicable laws (including,
without limitation, privacy and security laws artreuse and redisclosure provisions of the Gramm-
Leach-Bliley Act) and the Bank Privacy Disclosurasd (c) implement and maintain appropriate
safeguards as stated in Section 13.5(b).

(iv) Retailer will use the Cardholder Information cotkt on the Credit Application
only as allowed by the Agreement, the Bank Priviaisclosures, and applicable law.

(v) Consistent with its obligations under Section 1@ 5Retailer acknowledges that it
is responsible for any breach of security of itstegns used to collect and maintain Cardholder
Information.

(vii)  In addition to its rights under Section 7.1, Barik have the right to chargeback to
Retailer any Indebtedness that is attributabledredit application that was submitted via a Retalil
Website or Retailer's servers if the Cardholdentber relevant person, disputes one or more
transactions, and Bank reasonably determineshbaiutbmission of the credit application was suliect
any act of fraud.

(vii)  Retailer acknowledges that after the Term, Bankshiare certain contact
information of Cardholders with Retailer, but tBa&nk will not share sensitive Cardholder Informatio
with Retailer, such as social security numberskarttd dates of Cardholders.

ii. GENERAL

2.1 Authority for Amendment. Retailer represents and warrants to Bank thatxbeution, delivery and
performance of this Amendment has been duly awtbdrby all requisite corporate action on the phRetailer and
upon execution by all parties, will constitute gdk binding obligation of Retailer.

2.2 Effect of Amendment.Except as specifically amended hereby, the Agregnaed all terms contained
therein, remains in full force and effect. The Agreent, as amended by this Amendment, constituéesritire
understanding of the parties with respect to thgest matter hereof.

2.3 Binding Effect; Severability. Each reference herein to a party hereto shall bendd to include its
successors and assigns, all of whom shall be bbwyriis Amendment and in whose favor the provisioithis
Amendment shall inure. In case any one or moré@ptrovisions contained in this Amendment shalhbalid, illegal
or unenforceable in any respect, the validity, igand enforceability of the remaining provisiotentained herein
shall not in any way be affected or impaired thgreb

2.4 Further Assurances.The parties hereto agree to execute such othenuaas and instruments and to do
such other and further things as may be necessalgsirable for the execution and implementatiothif Amendment
and the consummation of the transactions contespla¢reby and thereby.

2.5 Governing Law. This Amendment shall be governed by and constmi@tc¢ordance with the laws of the
State of Utah, without regard to principles of dmts$ of laws.

2.6 Counterparts. This Amendment may be executed in counterpart$, ewhich shall constitute an
original, but all of which, when taken togetheraklconstitute but one agreement.




IN WITNESS WHEREOF, the parties hereto have catissdAmendment to be executed by their duly
authorized officers, all as of the day and yeast fsbove written.

NAUTILUS, INC. GE MONEY BANK

By: /s/ William McMahon By: /s/ Glenn Marino
Its: SVP Consumer Its: EVP



EXHIBIT 10.32

The Hy Cite Merchant Agreement

This Hy Cite Merchant Agreement (" Agreement ") is made and entered into as of December 15, 2010 ("
Effective Date "), by and between Hy Cite Corporation, a Wisconsin Corporation (the “ Company ") and
Nautilus, Inc., a Washington corporation (the " Merchant "). In consideration of the mutual promises,
covenants, and agreements set forth below and for other good and valuable consideration, the receipt and
sufficiency of which are hereby acknowledged, Merchant and Company agree as follows:

Recitals
A. Merchant engages in the sale of fithess equipment and other products.
B. The Company is in the business of providing consumer financing for various consumer products.

C. Merchant anticipates that, from time to time, it will desire to sell and assign certain consumer
credit agreements and related accounts and receivables to the Company, and the Company anticipates that,
from time to time, it will desire to purchase certain consumer credit agreements and related accounts and
receivables from the Merchant.

D. To avoid delay and administrative duplication, the parties are entering into this Agreement
intending it to be a “master agreement” between the parties to govern the anticipated repeated sale and
purchase transactions between the parties of credit agreements and related accounts and receivables. This
Agreement is not intended to require Merchant to sell and assign to the Company all or any certain quantity
credit agreements and related accounts and receivables nor to require the Company to purchase all or any
certain quantity of credit agreements and related accounts and receivables from Merchant.

Section 1. Definitions.

In addition to the words and phrases defined above and elsewhere in this Agreement, the following words
and phrases shall have the following meanings:

a. " Account " means the individual customer account established as a result of a Credit Sale under
the Program and includes all rights to the Account and to the related Credit Agreement and
receivables arising from the Account.

b. “ Affiliate " means any person or entity that is owned by, owns or is under common control with
the Company, Merchant or their respective ultimate parents.

c. " Applicable Law " means collectively or individually any applicable federal, state or local law, rule,
regulation or judicial, governmental or administrative order, decree, ruling, opinion or interpretation.

d. " Business Day " means any day except Saturday or Sunday or any federal banking holiday.




e. " Chargeback " means Merchant's repurchase of any Credit Agreement and Account assigned
and sold by Merchant to the Company under this Agreement.

f.  “ Chargeback Price " shall have the meaning set forth in Section 6 b .

g. “Chargeback Trigger ” shall have the meaning set forth in Section 6 a .

h. " Credit Agreement " means the credit agreement providing for the extension of credit to a Credit
Customer.

I. " Credit Customer " means the customer in whose name and Account is opened.

j-  “ Credit Documents ” shall have the meaning set forth in Section2d .

k. " Credit Sale " means any sale of Goods that Merchant makes to a customer that is financed by
the Company under the Program.

I. “ Damages " shall have the meaning set forth in Section 12 a .

m. “ Disclosure Statement " means the form of disclosures made to Credit Customers under the
Program.
n. " Goods " means the products sold by Merchant in the ordinary course of Merchant's business to

consumers for individual, family, personal or household use.

0. "Internet Application " means any Credit Agreement under the Program which is submitted to the
Merchant on-line via the Merchant's web site by a potential customer of Merchant for the purpose of
obtaining credit.

p. “Initial Term ” shall have the meaning set forth in Section 13 .

g. “Liens” shall have the meaning set forth in Section 4 j .

-

“ Notice of Acceptance ” shall have the meaning set forth in Section 2 b .

S. “Notice of Chargeback " shall have the meaning set forth in Section 6 b .

:—!-

“ Notice of Shipment ” shall have the meaning set forth in Section 2 c .

u. “ Offer ” shall have the meaning set forth in Section 2 a .

v. " Program " means the revolving credit program promoted by Merchant whereby the Company will
offer to provide financing for qualified consumers purchasing Merchant's Goods pursuant to the terms
of this Agreement.

w. “ Proprietary Materials ” shall have the meaning set forth in Section 16 .

X.  “Purchase Date " shall have the meaning set forth in Section 2 b .

y. “Purchase Price " shall have the meaning set forth in Section 2 c .

z. “Renewal Term(s) " shall have the meaning set forth in Section 13 .




aa. “ Sales Slip ” means evidence providing for the sale of Goods by Merchant to Merchant's
customer in conjunction with the Program.

bb. " Telephone Application " means any Credit Agreement under the Program which is initiated by
the Credit Customer contacting the Merchant telephonically in response to an commercial, infomercial
or other mass marketing medium.

cc. “Term” shall have the meaning set forth in Section 13 .
Section 2. Sale and Purchase of Credit Agreements and Accounts; Process.

a. Offer of Sale . From time to time, Merchant may offer to sell and assign to the Company one or
more Credit Agreements and related Accounts (each, an “ Offer ") under the Program. An Offer shall
be deemed to be an offer to sell and assign all of Merchant's right, title and interest in, to, and under
the Credit Agreement and related Account. An Offer is deemed to be made when Merchant delivers, or
causes the Credit Customer to deliver, a completed and executed Credit Agreement and Sales Slip, to
the Company. If the Credit Sale is made via a Telephone Application, such delivery shall be made by
electronic transmission and, if the Credit Sale is made pursuant to a paper Credit Agreement, such
delivery shall be made by US Mail or courier. Merchant is not obligated to Offer any Credit Agreement
or Account for sale and assignment to the Company. At the time of the Offer of a Credit Agreement
and related Account to the Company, there shall be no other Offers for financing of that Credit
Agreement or a related Account outstanding by Merchant on its own behalf or on behalf of any other
person or entity. Except after a Chargeback, with respect to a Credit Agreement or related Account,
Merchant shall not Offer to sell or sell that Credit Agreement or Account to any person or entity after
such Credit Agreement and Account have been purchased by the Company.

b.  Acceptance of Offer; Purchase . Acceptance of the Offer shall be made when the Company
notifies Merchant that the Company has accepted the Offer via electronic notification (the “ Notice of
Acceptance ”). The Company is not obligated to accept any Offer. The purchase and vesting of
ownership in the Company of the Credit Agreement and Account shall be deemed to occur on the date
the payment of the Purchase Price by the Company to Merchant pursuant to Section 2 c (the “
Purchase Date ). In the event the customer or Merchant cancels the relevant sale of Goods during the
period between the Company's relevant Notice of Acceptance and the Company's purchase of the
relevant Credit Agreement and Account, or if for any other reason the sale of the Goods is not
completed during such period, the Company's acceptance of Merchant's relevant Offer shall be
deemed withdrawn and shall automatically terminate and Merchant shall promptly reimburse the
Company for any Purchase Price paid by the Company for such Credit Agreement and Account.

c. Purchase Price; Payment

() Purchase Priceln consideration of the sale and assignment o €xedit Agreement and Accot
the Company shall to pay to Merchant the applicéhlechase Price. The purchase price for each (
Agreement and Account purchased by the Company Memthant shall be an amount equal to the
of: (A) the balance due on the Credit Agreement/&ocbunt at the time the Company pays the Purt
Price multiplied by (B) the applicable funding pemtage as set forth on Exhibit Uader the headit
“Nautilus Funding Grid” (the




“ Purchase Pric®). In the event the customer elects a "Same a&'Gagsion, the Purchase Price shal
reduced by the applicable discount set forth oniléikiA under the headingSame as Cash Financ
Options Discount Grid.”

(i) Payment. The Company shall pay Merchant the Purchase Ruiitten three (3) Business Days a
Merchant has provided the shipment tracking numbkating to the Credit Sale to the Company
electronic notification which shall represent amarnant that the Goods have been delivered by Mat
to a carrier for shipment to the customer (the tidof Shipment). The Company shall make Purch
Price payments twice per week which shall includgnpent for all transactions for which a Notice
Shipment has been received by the Company prisi0@ p.m. central time on the day prior to the dd
payment. Payment of the Purchase Price shall be iopdhe Company to Merchant by wire transfe
the account designated in writing by Merchant.

d. Form Credit Documents Company will provide to Merchant form Credit Agreents and Disclost
Statements approved by the Company for use by Meatdh the Program, which documents may be che
from time to time by Company upon reasonable advamatice to Merchant (the * Credit Documerils
Merchant shall make no changes to the Credit Doatsneithout the Company's prior written appro
Merchant shall use only the Credit Documents inRhegram. Purchase by the Company of a Credit Agesx
and Account using terms different than set fortlih@ Credit Documents shall not constitute approfauct
modifications by the Company and, notwithstandiegt®n 5 j, Merchant shall be responsible for any liab
or damages arising directly from such unapprovedifiwations.

e. Credit Review, Ownership of Credit Agreements amdd\nts. All completed Credit Agreements execlt
by the Credit Customer and Offered to Company bydkant will be processed and accepted or decliy
Company in accordance with Company's standard tceceitieria and procedures for the Program from tio
time established by Company with Company having eetdining all rights to reject or accept such @
Agreements and Accounts. Upon acceptance and meaia Credit Agreement and Account by the Comj
the Company shall own all right, title and inter@sand to the Credit Agreement and Account anddbmpan
shall bear the credit risk for such Credit Agreetaeand Accounts, except as otherwise provided is
Agreement. Merchant acknowledges and agrees thhait have no ownership interest in the Creditekgnent
and Accounts after purchase by the Company, exeeagatse of a Chargeback. Company shall not be atielibt
take any action under any Credit Agreement and &etpurchased by the Company, including makingré
advances or credit available to the Credit Customer

f.  Credit Promotions, Services and Enhancemefsmpany and Merchant may from time to time muyp
agree to offer to existing or potential Credit @usérs special credit promotions, additional sewsiaad/o
enhancements. The terms of such promotions, sendand enhancements shall be mutually agreed up
Company and Merchant and are subject to changsoordinuance by Company and Merchant with reade
prior written notice.

g. Merchant Customer ListsCompany acknowledges that the names and addres8&srchant custome
provided by Merchant to Company constitute a custohst of Merchant in which Merchant has propnig
rights and which Merchant regards as (and whidhicksnowledged by Company to constitute) a tradeesex
Merchant. Accordingly, Company shall not use sushexcept with the prior written consent of Memhaor tc
carry out its obligations under this Agreement. dhant grants to Company the right to use such mestdis
solely for such purposes. Company shall exercist sare with respect to such customer list asetsdaith it
own trade secrets.




Notwithstanding the confidentiality provisions @iig Agreement, Merchant as owner of such custoisemiay
use such names and addresses for any purpose.

h.  Credit Customer List Merchant agrees that Company is the owner ofCtteslit Customer list and tf
Company and its Affiliates may use such list tacgbCredit Customers for credit products offergd@ompan
and/or any of its Affiliates. The Credit Customest Ishall be subject to the confidentiality prowiss of thi
Agreement. Notwithstanding the foregoing, Compagseas that it will not solicit or offer to Creditu€tomer
credit products involving any fitness or exerciseducts that are similar to, or competitive withinéss an
exercise products offered by Merchant through atgsschannel.

Section 3. Merchant Covenants Concerning Consumerransactions.

a. Collecting Payments; Return of Paymentslerchant agrees that Company has the sole r@hedeiv:
payments on any Credit Agreement and Account psethdy Company. Unless specifically authorize
writing by Company or after a Chargeback, Merchagrtees not to make any collections on any suchit
Agreements and Accounts. Merchant agrees to haidigt for Company any payment received by Merclod
all or part of the amount of any such Credit Agreais and Accounts and to deliver promptly the samend
to Company as soon as received together with tediOCustomer's name, Account number if availadhel an
correspondence accompanying the payment and dedamie within five (5) days of receipt by Merch
Merchant agrees that Merchant shall be deemedve éadorsed any Credit Agreement and Account pats
by check, money order, or other instrument madealpleayto Merchant that a Credit Customer preser
Company in Company's favor, and Merchant herebyaaiites Company to supply such necessary endorsg
on behalf of Merchant.

b. Extension or Amendment of Credit Agreementd/ith respect to any Credit Agreement and Acc
purchased by the Company, Merchant shall not dadoainy of the following: (i) extend, amend or othise
modify the terms of any Credit Agreement and Act¢oom(ii) amend, modify or waive any payment tern
condition of any invoice related thereto, exceptrah Chargeback.

c. No Actions Against Debtors With respect to any Credit Agreement and Accoputchased by ti
Company, Merchant shall not commence any legal gadings to collect any amounts from the C
Customer, except after a Chargeback.

d. Add-on PurchasesMerchant shall not allow any Credit Customer toghase any Goods on or under
Credit Agreement and Account purchased by the Cosn@dter the Company has purchased such (
Agreement and Account without the Company's priottén consent.

e. Copies of Credit Agreement and Sales Slip Merchant shall include a copy of the completed
electronically executed Credit Agreement, DisclesBtatement and Sales Slip with all Goods shipped.

f. Telephone ApplicationsWith respect to Telephone Applications, Merchetrll:

() Make sure all information requested on the Telephiypplication is complete.

(i) Using the verbal scripts provided by the Companye ghe applicant the applical
financing disclosures prior to the applicant agrgdb the Company obtaining one or more credit s
with respect to such customer.




(i)  Record the verbal communication of financing disales given to the applicant, includ
such other disclosures as may be required by Compasing a recording medium acceptabl
Company.

(iv)  Email or otherwise make electronically available @redit Agreement and Disclos
Statement, together with the e-consent requiretthé®yCompany from time to time.

(v)  Merchant represents and warrants that in connegtitin Telephone Applications, it h
adopted such policies and procedures to ensure lmomo@ with all Applicable Laws relating
telemarketing and/or telephone solicitations ingigdbut not limited to the Telephone Consu
Protection Act of 1991 ("TCPA") 42 USC 227 and 1H2(Chapter I, Title 47 of the Code of Fed
Regulations, parts 64 and 68, the Telemarketing @odsumer Fraud and Abuse Prevention
(TCFAPA) 15 U.S.C. 86106408; 16 CFR Part 310 and any applicable telemiaketr telephon
solicitation laws of the state from which Merchahall be initiating telephone solicitations.

g. Sales Slips With respect to Sales Slips Merchant shall:

(i) Enter on a single Sales Slip (1) a descriptionlloBaods purchased in the same transa
in detail sufficient to identify the transactior?) the date of the transaction; and (3) the eatmeunt du
for the transaction (including any applicable tgxes

(i)  Enter on the Sales Slip sufficient information dentify the Credit Customer a
Merchant, including at least, Merchant's name, €r€dstomer's name. Merchant shall be deem
warrant the Credit Customer's true identity asestat the Credit Application.

Section 4. Merchant Representations and Warranties.
Merchant represents and warrants to Company thenfiolg:

a. Bona Fide Sale That each Credit Sale will arise out of a bouwle ale of Goods by Merchant and will
involve the use of the Account for any other pugos

b. Consumer TransactionThat each Credit Sale will be to a consumer frspnal, family, or househc
purposes.

c. NonDiscrimination. That Merchant shall make the Program availablthéopublic (i) without regard
race, color, religion, national origin, sex, mdrggatus, or age (provided the applicant has tipadsy to ente
into a binding contract) and (ii) not in any manmdrich would discriminate against an applicant isicdurag
an applicant from applying for credit.

d. Corporate Power and AuthorityThat Merchant has full corporate power and aithoo enter into thi
Agreement; that all corporate action required uradgr organization documents to make this Agreerberaing
and valid upon Merchant according to its terms leesn taken; and that this Agreement is and wilbineing
valid and enforceable upon Merchant accordingstéeitms.

e. No Debt Violations That Merchant is not in violation of any matealenants in any debt




instruments to which it is a party.

f.  No Violations; ConsentNeither (i) the execution, delivery and performamf this Agreement, nor (ii) t
consummation of the transactions contemplated lgev@ll constitute a violation of Applicable Law ca
violation or default by Merchant under its articl&sincorporation, by laws or any organization doeunts, ¢
any material agreement or contract and no authtaizaf any governmental authority is required angectiol
with the performance by Merchant of its obligatidveseunder.

g. No Litigation . There are no proceedings or investigations pendn, to the knowledge of Merche
before any court, regulatory body, administratigerecy, or other tribunal or governmental instruragty
having jurisdiction over Merchant or its propertié$ asserting the invalidity of this Agreement s#eking t
prevent the consummation of any of the transactimméemplated hereunder, or (ii) which, individyadk in the
aggregate, could reasonably be expected to havaterial adverse effect on the ability of Merchamperforn
its obligations hereunder. For purposes of thisseation, Merchant will use the materiality standapglicabl
to its public filings with the Securities and Excga Commission.

h.  Authorization. Merchant has and will retain throughout the Terfnthis Agreement all required licen:
and authorizations to perform its obligations urities Agreement.

i. Sale and TransferAt the time of each purchase by the Company@fealit Agreement and Account, the
Company will be the legal and beneficial owneradifright, title and interest in and to the Crefigreement and
Account.

j  No Liens. At the time of each purchase by the Company Gredit Agreement and Account, each ¢
Credit Agreement and Account shall be assigned kychhnt free and clear of any security interedesjges
assignments, liens or other encumbrances, statatasther (* Liens’).

k. No Rescission At the time of each purchase by the Company @feadit Agreement and Account, no s
Credit Agreement and Account shall have been sadisfescinded or amended in any manner and theirats
due or to be due thereunder have not been compedpasljusted, extended, satisfied, subordinatedinged c
modified.

|.  Legal Compliance Merchant is and shall remain in compliance witiAaplicable Laws.
Section 5. Company Representations and Warranties.
Company represents and warrants to Merchant thenfiolg:

a. Non-Discrimination. That the Company shall make the Program availahilee public (i) without regard
race, color, religion, national origin, sex, mdrggatus, or age (provided the applicant has tipadsy to ente
into a binding contract) and (ii) not in any manmdrich would discriminate against an applicant iscdurag
an applicant from applying for credit.

b. Corporate Power and Authoritylhat the Company has full corporate power anti@iiy to enter into th
Agreement; that all corporate action required uradgr organization documents to make this Agreerbrating
and valid upon Company according to its terms leenldaken; and that this Agreement is and will inelibg,
valid and enforceable upon Company according tterss.




c. No Debt Violations. That the Company is not in violation of any coaets in any debt instruments
which it is a party.

d. No Violations; Consent Except for consent by the Company's lenders wha not yet been grant
neither (i) the execution, delivery and performarafethis Agreement, nor (ii) the consummation o€
transactions contemplated hereby will constitut&ation of law or a violation or default by Compaunder it
articles of incorporation, by laws or any organmatdocuments, or any material agreement or con&ad n
authorization of any governmental authority is fieggh in connection with the performance by Compahyts
obligations hereunder.

e. No Litigation . There are no proceedings or investigations pegndn to the knowledge of Compa
before any court, regulatory body, administratigeracy, or other tribunal or governmental instruraéty
having jurisdiction over Company or its properti@¥:asserting the invalidity of this Agreement sgeking t
prevent the consummation of any of the transactomsemplated hereunder, or (ii) which, individyadk in the
aggregate, could reasonably be expected to havatexial adverse effect on the ability of Companyéoforn
its obligations hereunder.

f.  Authorization. Company has and will retain throughout the Tefrthis Agreement all required license:
perform its obligations under this Agreement. Neit@ompany nor any of their directors, officers pégees c
assigns has been excluded from any federal or b&skh care program or has otherwise been saediol
excluded from doing business with any federal atesgovernment agency or program.

g. Sale and Transfer in Chargebackt the time of each Chargeback, Merchant wilthe legal and
beneficial owner of, all right, title and interaéistand to the Credit Agreement and Account suligethe
Chargeback.

h. No Liens. At the time of each Chargeback, each Credit Agese and Account subject to the Chargel
shall be assigned by the Company free and cleanyt iens.

I. No Rescission. At the time of each Chargeback, no Credit Agrestmend Account subject to 1
Chargeback shall have been satisfied, rescindedn@nded in any manner and the amounts due or tud
thereunder shall have not been compromised, adjusiended, satisfied, subordinated, rescindedantifiec
which is not reflected, dollar for dollar, in thdn&geback price.

J- Credit Agreement and Disclosure Statement Compéiandhe Credit Agreements and Disclos
Statements approved by the Company from time te fon use in the Program comply and shall compiy all
Applicable Laws including the Truth in Lending A&l interest rates, charges, and fees chargedupatgo an
Credit Agreement and Disclosure Statement apprbyatie Company comply with all Applicable Laws.

k. Legal Compliance The Company is and shall remain in compliancé ait Applicable Laws.

Section 6. Chargebacks to Merchant.

a. Chargebacks The Company shall have the right to cancel asdind the Company's purchase of
Credit Agreement and Account in the event any efftilowing occurs (each, a “ Chargeback Trigher

(i) Therelevant Credit Agreement and Sales 8liany information thereon are illegible




or incomplete, or the Credit Documents are not eteztby the Customer; or the Sales Slip is a dafa
of an item previously paid, or the price of the @s®r services shown on the Sales Slip differs ftiog
amount shown on the Credit Customer's copy of #lesSSlip.

(i) The Company reasonably determines after reasonabkstigation that any of tl
following occurs:

(1) In connection with the particular Credit AgreementSales Slip involvedr the
transaction to which it relatgsMerchant has materially breached or failed to Bat@ny term
condition, covenant, warranty, or other provisiénhis Agreement.

(2) The Credit Agreement or Sales Sliyat is involveds fraudulent or is subject to €
claim of illegality, cancellation, rescission, adance or offset for any reason whatso
including, without limitation, negligence, fraudjsrepresentation, or dishonesty on the part ¢
customer or Merchant or its agents, employeesndees, or franchisees, or that the re
transaction is not a bona fide transaction in Mentls ordinary course of business.

(iii) The Company reasonably determines after reasonabestigation that the Cre
Customer has a valid dispute with Merchant or deimegood faith: (1) the Credit Sale; (2) the exam
of the Credit Agreement or Sales Slip; (3) thewdly, quality, or performance of the goods, sewiol
warranties purchased; or (4) the Credit Customsmiod authorized the Credit Sale.

(iv)  Merchant fails to deliver to Company the Sales ,SlUpedit Agreement, verbal recordi
or other required records of the transaction withetimes required in this Agreement.

(v) The Credit Customer cancels the Credit Sale duamgperiod represented by the Merchant t
Credit Customer that the Credit Customer may catteeICredit Sale (including after delivery of
Goods) or the Credit Customer rejects delivery.

(vi)  The Credit Customer fails to make his or her firsttallment payment to the Company wi
ninety (90) days after the Company purchases thdiCAgreement and Account.

(vii)  Merchant recalls or accepts for return any compidtele Goods under any Credit Sale inclus
recalls of complete whole goods required by anyegomental agency or any court of compe
jurisdiction.

b. Resolution and Payment Merchant is required to resolve any Chargebaciggér to Company
satisfaction within ten (10) days after (i) the Guany provides a notice of ChargebackN@tice of Chargeba
") to the Merchant or (ii) the Merchant has knowledlygt a Chargeback Trigger has occurred. The Con
shall provide Merchant adequate information andudzentation to substantiate the Chargeback amouodtara
reasons for the Chargeback. In the event of a @baxck, Merchant shall pay to Company the full amadithe
Purchase Price for the Credit Agreement and Accsubject to Chargeback minus any amounts paid &
Credit Customer to the Company other than amour@sCompany has or is required to return to the i€
Customer (the “ Chargeback Pri€e Upon Chargeback to Merchant of a Credit Agreemerat Account
Merchant shall become owner of the Credit Agreermaadt Account and have full right to payments mauaidet
said Credit Agreement and Account and bear alllitgland risk of loss associated with




such Credit Agreement and Account, without warrdngy or recourse or liability to the Company. Comy
may deduct amounts owed to Company under this @ed&ifrom any amounts owed to Merchant by
Company under this Agreement.

c. Records and Audits

() The Company shall allow Merchant or its repres@rgatto reasonably audit (at least once per
during the Term and during regular business hostgh books, records and accounts and all or artyopéhe
Company's operations and activities as may be sapedo determine the completeness and accure
Chargebacks required to be made under this Agretefoeltectively, “ Company Audit Material§. Merchan
shall provide the Company with reasonable prioiceobefore any audit. Merchant shall be entitledntake
copies and extracts from the Company Audit Materdlthe Company.

(i) From time to time as reasonably requested by thempgaay, Merchant shall provide to
Company reasonable records to allow the Compangtermine the quantity and type of accounts offéned!
through Merchant to any financing source other tG@meral Electric or its affiliates (collectively,Merchan
Audit Materials”). The Company shall provide Merchant with reasongvier notice before any audit. T
Company shall be entitled to make copies and estriiom the Merchant Audit Materials of Merchantd
subject to the confidentiality and other provisiafighis Agreement. Merchant shall obtain, reviewd use ar
Merchant Audit Materials solely for the purpose asdcertaining the quantity and types of accountsred
through Merchant to any financing source other Ganeral Electric or its affiliates.

d. The terms and provisions of this Sectiosh@ll survive the termination of this Agreement.
Section 7. Electronic Transmission & Records.
Data, records and information shall be transmitted maintained as described below.

a. Transmission of DataWith the exception of Telephone Applicationsli@u of depositing paper Disclos!
Statements, Sales Slips and Credit Agreements @dmpany, Merchant shall transmit to Company
electronic transmission or other form of transnussidesignated by Company all data required by
Agreement to appear on Disclosure Statements, Chgdéements and Sales Slips. All data transmistead| be
in a medium, form and format designated by Compang shall be presorted according to Compi
instructions. Any errors in such data or in itsngm@ission shall be the sole responsibility of Marah The
means of transmission indicated above in this 8ecfior other means approved by Company, shall b
exclusive means utilized by Merchant for the traission of Disclosure Statements, Credit Agreemaunic
Sales Slips transaction data to Company. Merchwit sse a secure line for communicating with Conypa

b.  Receipt of Transmission Upon successful receipt of any transmission, Gowpshall review suc
transmission and, if required, pay Merchant in agaonce with this Agreement, subject to subsequeaew ani
verification by Company and to all other rights @mpany and obligations of Merchant as set forthhie
Agreement. Merchant agrees to deliver upon demgn@dmpany a duplicate of any prior transmissionthe
expense of Company, if such demand is made withriy-five (45) calendar days of the original tramssion.

c. Records. Merchant shall maintain the actual paper Salgs SCredit Agreements, Disclosure Statem
Verbal Recordings, and other records, includingréiags of telephone applications and




financing disclosures, pertaining to any transactiovered by this Agreement for such time and thsuanne
as Company or any Applicable Law may require, buto event less than two (2) years after the dagechan
presents each transaction data or documents to &ompnd Merchant shall make and retain for at leegel
(7) years legible copies of such actual paper €edplications, Sales Slips, Disclosure Statemeotsothe
transaction records. Within ten (10) days of recefpCompany's request, Merchant shall provide eonGan
the actual paper Disclosure Statements, Credit iéqipdns, Sales Slips or other transaction recoettsted t
Credit Applications and Accounts purchased by tlen@any including telephone recordings, and anyr
documentary evidence available to Merchant ancoredsy requested by Company to meet its obligatiorge
Applicable Law (including its obligations under thRair Credit Billing Act) or otherwise to resporaduestion:
complaints, lawsuits, counterclaims or claims conicg Credit Agreements and Accounts or requesis
Credit Customers, or to enforce any rights Compasay have against a Credit Customer, including, ou
limitation, litigation by or against Company, cat®n efforts and bankruptcy proceedings, or foy athe
reason. In the event Merchant fails to comply iy araterial respect with the provisions of this 8stt7 anc
such failure results in an actual loss to the Cowyip&ompany may process a Chargeback for eachtC3ald
involved pursuant to this Section 7

d. Production. Promptly upon termination of this Agreement oromnpthe written request of Compa
Merchant will provide Company with all original amdicrofilm copies of documents required to be rete
under this Agreement if not previously providedtie Company.

Section 8. Merchant Credit Information.

Company may annually review Merchant's financiabgity. To assist Company in doing this, Merchahal
make available to Company no later than ninety (@&s after the end of each fiscal year, an auditehcia
statement, including, without limitation, all foaties. Merchant warrants and represents that finhrstatemen
submitted to Company by or on behalf of Merchasttame and accurate and Merchant agrees to supglyadditione
credit information as Company may reasonably regfrem time to time. Merchant understands that Canypma:
verify the information on any financial statemenbther information provided by Merchant at theesobst and exper
of the Company and, from time to time, may seeklicr@nd other information concerning Merchant frothers an
may provide information regarding this Program uithg financial and other information to its lensleAffiliates o
others for purposes of obtaining or maintainingding. Company agrees that for purposes of the @eétj Merchan
may comply by providing any periodic financial refsdfiled with the Securities and Exchange Comroissi

Section 9. Business Practices.

a. Merchant agrees to provide adequate services inempion with each Credit Sale pursuant to star
customs and trade practices and any applicable f@etver's warranties, and to provide such repagsyice
and replacements and take such other correctii@naas may be required by Applicable Law.

b. Company agree to provide adequate services in ctinonewith each Credit Sale pursuant to stan
customs and trade practices including prompt amcirate posting of payments to accounts, prompi
courteous resolution of Credit Customer questidi®iaaccounts and any action required by Applicalale ol
to maintain positive relationships with Merchatistomers.

Section 10. Cardholder Account Information.




Merchant shall comply with all Applicable Laws rediag privacy and the Direct Marketing Associatjavacy
promise. With respect to Credit Agreements and Ant®purchased by the Company, Merchant shalleipfmirchase
provide, or exchange Account information in thenfasf Sales Slips, Credit Agreements, mailing ledesctronic copie
or other media obtained by reason of a credit &etien to any third party other than to Merchaagients for th
purpose of assisting Merchant in its business @mpany or pursuant to a government request.

Section 11. Change in Ownership; Assignments.

Each party agrees to send the other party at thast (30) days prior written notice of any chanigesuct
party's name or principal office location. The petacknowledge that the Company may assign thiegkgent and/i
any or all its rights and/or obligations under tligreement without Merchant's consent if such ass&nt is il
conjunction with the sale of all or substantiallyaf the Company's assets. Except as providetiismSection 11 this
Agreement is not assignable or transferable byeeplarty in whole or in part except with the pnaritten consent «
the other party.

Section 12. Indemnification.

a. Indemnification by MerchantMerchant shall be liable to and shall indemnifig &old harmless Compa
its Affiliates, and their respective owners, offceemployees, agents and directors from any lpsisesage:
claims or complaints (* Damagésincurred thereby arising out of: (i) Merchant'sdwmie of any representatit
warranty, covenant or agreement made by MerchathignAgreement; (i) any claim, dispute, complam
setoff made by a Credit Customer in good faith wispect to anything done or not done by Mercha
connection with Credit Agreements, Disclosure Steiets, Credit Slips, or Accounts that constitutecdation
of a duty, promise, agreement or Applicable LawMgrchant; (iii) anything done or not done by Menchan
connection with the furnishing of any Goods, waties or services purchased by the Credit Customma
constitutes a violation of a duty, promise, agreetnoe Applicable Law by Merchant; (iv) the deathiojury to
any person or the loss, destruction or damageytg@eoperty arising out of the design, manufactur&umishing
of any Goods, the Credit Customer's or any othesqmes use, assembly, disassembly or storage d&diogl:
and any warranties or services purchased by C@astomer; (v) any claim or complaint of a third tyain
connection with Merchant's advertisements and ptiom® relating to the Program which have not |
reviewed or approved by Company; (vi) any illegalmproper conduct of Merchant or its employeesgents
and (vii) any claim or complaint by a consumer thrchant has violated the Equal Credit Opportuity,
Truth in Lending Act, or any other Applicable Laaher than using or disseminating material furecio
approved by the Company).

b. Indemnification by CompanyCompany shall be liable to and shall indemnifg &old harmless Merche
its Affiliates, and their respective owners, offiseemployees, agents and directors from any Dasnagerre
thereby arising out of (i) Company's breach of esgyresentation, warranty, covenant or agreemene rogdhe
Company in this Agreement; (i) any claim, dispatecomplaint by a Credit Customer made in goodh
resulting from anything done or not done by the @any in connection with such Credit Agreeme
Disclosure Statements, Credit Slips, or Accoungd tonstitutes a violation of any duty, promiseeagnent ¢
Applicable Law by the Company; (iii) any illegal onproper conduct of Company, or its employeesgamn
with respect to the Credit Sale, an Account or atiner matters relating to the Program; (iv) anynejadispute
complaint orsetoff by a consumer made in good faith resultiognfa violation by Company, with respect to
Credit Agreement, Disclosure Statement, of the EQuedit Opportunity Act, Truth in Lending Act ony othe
Applicable Laws; and (v) any claim, dispute or cdant of any thirty




party made in good faith in connection with Crefldreements and Disclosure Statements approved ¢
Company or advertisements and promotions preparé&bimpany relating to the Program.

c. Notice of Claim & Survival In the event that Company or Merchant shall recany claim or demand
be subject to any suit or proceeding of which @tlmay be made against the other under this Sed®qrthe
indemnified party shall give prompt written notitteereof to the indemnifying party and the indemimifyparty
will be entitled to participate in the settlemenidefense thereof with counsel satisfactory to imadiéed party ¢
the indemnifying party's expense. In any casejrtilemnifying party and the indemnified party shadbperat
(at no cost to the indemnified party) in the setéat or defense of any such claim, demand, supyareeding
The terms of this Section Bhall survive the termination of this Agreement.

Section 13. Term and Termination.

a. Term . This Agreement shall be effective as of the Effective Date and shall remain in effect for
one (1) year (" Initial Term "), subject to earlier termination as set forth below. Thereafter, this
Agreement shall be automatically renewed for successive one year terms (the " Renewal Term(s) ",
and, together with the Initial Term, the “ Term ") unless and until terminated as provided herein.

b. Termination . This Agreement shall continue until terminated by either party by giving the other
party not less than thirty (30) days prior written notice by email, certified mail, express delivery or by
facsimile. Merchant's and Company's obligations on Credit Agreements and Accounts purchased by
the Company prior to the effective date of the termination shall survive such termination. Termination
of this Agreement by either party does not relieve Merchant or Company from Merchant's and
Company's indemnification obligations as provided herein which shall survive any termination of this
Agreement.

c. Duties and Rights Upon Termination . Upon termination of this Agreement, Merchant will promptly
submit to Company all Credit Agreements, Disclosure Statements, Sales Slips, credits and other data
related to Credit Agreements and Accounts purchased by the Company through the date of
termination unless previously provided. Neither shall be liable to the other party for any direct or
indirect damages that either party may suffer solely as a result of any rightful termination of this
Agreement in accordance with the terms of this Agreement.

Section 14. Status of the Parties.

In performing their responsibilities pursuant to this Agreement, Company and Merchant are in the
position of independent contractors, and in no circumstances shall either party be deemed to be the agent or
employee of the other. This Agreement is not intended to create, nor does it create and shall not be
construed to create, a relationship of partner or joint venturer or an association for profit between Company
and Merchant. Any amounts ever owing by Merchant pursuant to this Agreement represent contractual
obligations only and are not a loan or debt.

Section 15. Force Majeure.

Neither party to this Agreement shall be liable to the other by reason of any failure in performance of
this Agreement in accordance with its terms (other than payment obligations) to the extent such failure arises
out of a cause beyond the control and without the fault or negligence




of such party. Such causes may include but are not limited to acts of God, of the public enemy or of civil or
military authority, unavailability of energy resources, system or communication failure, delay in transportation,
fires, strikes, riots or war. In the event of any force majeure occurrence, the disabled party shall use its best
efforts to meet its obligations as set forth in this Agreement.

Section 16. Limited License.

Merchant hereby authorizes Company for purposes of this Agreement to use Merchant's name, logo,
registered trademarks and servicemarks (if any) and any other proprietary designations (" Proprietary
Materials ") on the Credit Agreement, Disclosure Statement, periodic statements, billing statements,
collection letters or documents, promotional or advertising materials and otherwise in connection with the
Program, subject to Merchant's periodic review of such use and to such specifications of Merchant. Merchant
represents and warrants that it has obtained appropriate federal trademark registrations to protect its interest
in the use and ownership of the Proprietary Materials. Merchant shall, indemnify, defend and hold Company
harmless from any loss, damage, expense or liability arising from any claims of alleged infringement of the
Proprietary Materials (including attorneys' fees and costs). Merchant may not use any name, logo, or service
mark of Company or any of its Affiliates in any manner without the prior written consent of Company or is
such is contained in any Credit Document provided by the Company to Merchant.

Section 17. Confidentiality.

Merchant and the Company will keep confidential and not disclose to any person or entity (except to
employees, officers, partners or directors of Merchant and/or the Company who are engaged in the
implementation and execution of the Program) all information, software, systems and data, that either party
receives from the other party or from any other source, relating to the Program and matters which are subject
to the terms of this Agreement, including, but not limited to, customer names and addresses or other Account
information, and shall use, or cause to be used, such information solely for the purposes of the performance
of Merchant's and Company's obligations under the terms of this Agreement. In the event Company sells,
assigns or pledges the Credit Agreements and Accounts or any portion of the Credit Agreements and
Accounts under the Program, Company may disclose any information under this provision reasonably
necessary or required to effectuate such sale, pledge, or assignment. The provisions of this Section 17 shall
survive the termination of this Agreement. Confidential information shall not be afforded the protection of this
Section 17 if such information is (a) known or developed by the recipient prior to this Agreement or by
employees of the recipient with no knowledge of or access to the confidential information; (b) rightfully
obtained without restriction by the recipient from a third party who is lawfully in possession of the information,
who has a right to make such disclosure, and who is under no duty to maintain the information in confidence;
or (c) publically available other than through the fault of the recipient. Nothing herein shall restrict either party
from disclosing any portion of such information on a restricted basis pursuant to judicial or other lawful
government order, buy only to the extent of such order, and only after the recipient provides notice of such
order.

Section 18. Additional Products & Services.

Company and/or any of its Affiliates may at any time, whether during or after the Term of this
Agreement and whether the Credit Agreements and Accounts are owned by Company, solicit Credit
Customer for any other credit or other types of accounts or financial products or insurance services offered by
Company and/or any of its Affiliates. However, Company agrees not to use the name, logo, or service mark of
Merchant or any of its Affiliates in such solicitations without the prior




written consent of Merchant.
Section 19. Notices.

All notices required or permitted by this Agreement shall be in writing and shall be sent to the
respective parties at the addresses set forth herein or as such addresses are changed by notice given under
this Section 19 . Said notices shall be deemed to be received when sent to the above addresses (i) upon
three (3) Business Days after deposit in the U.S. first class mail with postage prepaid, (ii) upon personal
delivery, or (iif) upon receipt by email, telex, facsimile, or overnight/express courier service or mail.

Section 20. Amendments and Supplementary Documents.

If a modification is reasonably determined by Company or Merchant to be required by any Applicable
Law, such party shall notify the other party, and either party may terminate this Agreement if an acceptable
amendment is not agreed upon within ten (10) days of the notice. Reference herein to "this Agreement” shall
include any schedules, appendices, exhibits, and amendments hereto. Any amendment or modification to this
Agreement must be in writing and signed by a duly authorized officer of Company and Merchant to be
effective and binding upon Company and Merchant; no oral amendments or modifications shall be binding
upon the parties.

Section 21. Nonwaiver and Extensions.

Neither Company nor Merchant shall not by any act, delay, omission, or otherwise be deemed to have
waived any rights or remedies hereunder (other than an explicit written waiver). Either party agrees that the
other party's failure to enforce any of its rights under this Agreement shall not affect any other right of such
party or the same right in any other instance.

Section 22. Rights of Persons Not a Party.

This Agreement shall not create any rights on the part of any person or entity not a party hereto,
whether as a third party beneficiary or otherwise.

Section 23. Section Headings.

The headings of the sections of this Agreement are for reference only, are not a substantive part of this
Agreement and are not to be used to affect the validity, construction or interpretation of this Agreement or any
of its provisions.

Section 24. Integration.

This Agreement contains the entire agreement between the parties. There are merged herein all prior
oral or written agreements, amendments, representations, promises and conditions in connection with the
subject matter hereof. No representations, warranties, promises or conditions not expressly incorporated
herein shall be binding on Company or Merchant.

Section 25. Severability.

If any provision of this Agreement is void or unenforceable under Applicable Law, such provision shall
be deemed ineffective without invalidating the remaining provisions hereof.




Section 26. Survival of Representations and Warraigs.

The respective representations and warranties fmadee parties in this Agreement shall survive glxecutiol
and delivery hereof.

Section 27. Remedies; Limitations.

No failure to exercise and no delay in exercisig@lparty any right, remedy, power or privilegeewarder, she
operate as a waiver thereof; nor shall any singlpastial exercise of any right, remedy, power ovifege hereund:s
preclude any other or further exercise thereoherexercise of any other right, remedy, power woilpge. The rights
remedies, powers and privileges herein provideccamsulative and not exhaustive of any rights, reesdowers ar
privileges provided at law or in equity; providdtat, in no event shall any breach of this Agreentignthe Compar
give rise to the right or remedy by Merchant tacdigtinue the performance of its obligations pursw@rsection 6 The
foregoing sentence shall in no way limit any cldon damages or injunctive relief. The parties eaeaive all claim
against each other and their affiliates for consatjal and punitive damages, including damagesofirprofits, or an
other consequential loss, that may arise out af @onnection with this Agreement other than thagsing out of an
breach of Section 2 bly Merchant or Section 5y the Company with respect to which all damageallosved to th
extent incurred by the party.

Section 28. Grant of Security Interest; Further Assirances.

Merchant grants to the Company a security interestl Credit Agreements and Accounts purchasedha
Company under this Agreement other than those CAglieements and Accounts that have been Chargkeltham:
repurchased by Merchant. Merchant shall take sdditianal actions reasonably requested by the Compaallow the
Company to create and maintain a first priorityfeeted security interest in the Credit Agreementd Account
purchased by the Company.

Section 29. Counterparts; Facsimile.

This Agreement may be executed in two or more aparts and by the different Parties hereto in red¢
counterparts, each of which when so executed bleatleemed to be an original, and all of which tagether she
constitute one and the same agreement. Originalyged copies delivered by facsimile or email Ishal deeme
original copies.

Section 30. Governing Law; Jurisdiction.

Any controversy, dispute or claim arising out ofrelating to the Agreement shall be governed byitkerna
laws of the State of Delaware without regard fotaare conflict of law principles and without redece to any rule
of construction regarding the party responsibletifier drafting of this Agreement. Any action or peding seeking
enforce any provision of, or based on any rigtgiag out of, this Agreement may be brought agaangt of the partie
only in the courts of the State of Washington, Ggurf Clark, USA, or, if it has or can acquire gdiction, in th
United States District Court for the Western Dadtiof Washington, and each of the parties consentie exclusiv
jurisdiction of such courts (and of the appropriappellate courts) in any such action or proceeding waives ar
objection to venue laid therein.

IN WITNESS WHEREOF, Company and Merchant have catiseir duly authorized representatives to exe
this Agreement effective as of the date set fobtbva.

[Signature Page Follows]
MERCHANT COMPANY




Nautilus, Inc. Hy Cite Corporation
By: /s/ Kenneth L. Fish By: /s/ John Burczyk
Title: CFO Title: VP / General Counsel

Date: December 15, 2010 Date: December 15, 2010




EXHIBIT ATO HY CITE MERCHANT AGREEMENT

***Confidential portion has been omitted pursuamitrequest for confidential treatment and has filsshseparately
with the Commission.



EXHIBIT 10.33

SEVERANCE AND EMPLOYMENT AGREEMENT

This Severance and Employment Agreement (this “@gment”)is entered into as of September 21, 2007, b
between Nautilus, Inc., a Washington corporatibe (Company” or “Employer”), and Wayne M. Bolio (fiployee”).
In consideration of the premises and the mutuaéparts and agreements hereinafter set forth, thgp@oy and
Employee hereby agree as follows:

1) Termination . The parties acknowledge that Employee's employmih the Company is “at-will” and may be
terminated by either party with or without cause. e other than the President and Chief Exec@iieer of the
Company or the Board of Directors has the powehenge the at-will character of the employmentti@ighip. As
discussed below, however, the various possible waydhich Employee's employment with the Company toa
terminated will determine the payments that magiee to Employee under this Agreement. As usedigWgreement,
the following terms have the following meanings:

() Cause As used in this Agreement, Cause means (i) Enggisyindictment or conviction in a court of law
for any crime or offense that in Employer's readtmgudgment makes Employee unfit for continued leympent,
prevents Employee from performing Employee's dudresther obligations or adversely affects the tafon of
Employer; (ii) dishonesty by Employee related t® éimployment; (iii) violation of a key Employer myl or this
Agreement by Employee (including, but not limited &cts of harassment or discrimination, use chwhll drugs or
drunkenness on Employer's premises during normet fwaurs); (iv) insubordination (i.e. conduct sushrefusal to
follow direct orders of the President or other wdiials(s) to whom Employee reports; (v) derelictaf duty by
Employee (e.g., failure to perform minimum duti@gmlawarning) and reasonable opportunity to correg} Employee'
competition with Employer, diversion of any corp@rapportunity or other similarly serious conflatinterest or self-
dealing incurring to Employee's direct or indirbenefit and Employer's detriment; (vii) intentiomalgrossly negligent
conduct by Employee that is significantly injuricil@esEmployer or its affiliates; (viii) Employee'silure to meet the
minimum goals of his position if such are providedavriting to Employee, and as such goals may beratad from
time to time; and (ix) Employee's death or dis&ili.e., Employee's inability to perform the egsarjob functions of
the position with or without a reasonable accomrntioda

(i)  Good ReasonGood Reason shall mean a greater than 50 milggeha Employee's primary place of
employment (without the Employee's consent), whrablgeEmployer or any successor in interest to ErygrioFor
purposes of this Agreement the primary place ofleyment is Vancouver, WA. No event other than atgethan 50
mile change in the primary place of employmentlstaistitute “Good Reason” under this Agreementpleryee shall
notify Company in writing of the existence of Go@dason within thirty (30) days after being inforntéc change in
the Employee's primary place of employment; failareo so shall constitute a waiver of the rightlemm that such
conduct constitutes “Good Reason” under this Agezdm

@ii)  At-Will . At-will termination shall mean a termination by then@many where it does not seek to estal
Cause or by Employee without Good Reason.

(d) Notice of Termination If the Company exercises its right to terminateptoyee without Cause, it shall
provide the Employee with 21 days prior writtenic@tof the termination of his/her employment (Netaf
Termination), provided however, that at the Compmagle discretion, it may immediately relieve Eaygle from all
duties and responsibilities during the Notice Rerisfter







receiving Notice of Termination, the Employee memitinue to perform all duties and responsibiliti@sless such
duties are removed. If the Company exercises iigmopo relieve Employee of duties after the Comphas provided
Notice of Termination, then the Company shall conti to provide Employee with the basic benefitsegally
applicable to the Company's employees and base shleng the Notice Period. If Employee exercieesher right to
terminate their employment without Good ReasonBimployee agrees to provide the Company with 25'dayor
written notice of the termination of employment (e of Termination). After receiving such Notigern the
Employee, the Company retains the right to accemplyee's resignation, and hence, terminate thdoyment
relationship without the need for further paymeatsan earlier date than provided in the Employidetce of
Termination.

i)  Severance Upon Termination

()  Upon termination of Employee's employment undes &greement by the Company without Cause or by
Employee for Good Reason (as defined hereunden), th lieu of any further salary, bonus, or othayments for
periods subsequent to the Date of TerminationCin@pany shall pay to the Employee severance equafhtonths
base salary at the rate then in effect at the cihidotice of Termination. Such severance paymeal le made
according to the Company's normal payroll processagl out equally over the severance period. Coynwédhalso
continue, at its cost, the current medical andalerdverage elected by the Employee as of theafdagrmination for
the duration the severance period. Employee wilidogiired to sign up and elect COBRA benefits oheotto be eligibl
for continued coverage under this Agreement. Viotaof this Agreement or the Business Protectiomeggient and/or
failure to sign the Release and Waiver Agreemeall shmediately relieve the Company from its paymapligation
under this paragraph and entitle it to recoveramypunts paid under this paragraph. This Sectidral ke read in
conjunction with Section 1 (d), and entitles theptayiee to a maximum of 6 months salary, benefitsiadice under th
Agreement. Hence, if an employee is relieved ofedutind receives payments or continued benefiiagltiie Notice
Period, then such pay shall count as severandbdgrurposes of determining the amount to be pad#u2 (a) and
shall count against the total period of continuedddits.

(i)  If the Company terminates the Employee's employrdarihg the term of this Agreement for Cause or if
the Employee terminates his employment other tbhabod Reason, then the Company shall have nloeiupayment
obligations to Employee.

(i)  Except as it relates to the receipt of severandecantinued benefits (which shall be solely granteder
the terms of this Agreement), this Agreement shailaffect any other payments due to Employee uagplicable law
as a result of the termination of his employmeuntksas payment of earned wages).

(d) The severance amounts in Section 2 (a) will @drately cease in the event that Employee becomes
employed at any time during the severance periednabnthly base salary rate equal to or greater tt@ monthly base
salary rate paid by the Company as of the daterafihation. In the event the Employee is employaahg that
severance period at a monthly base salary ratéHaaghe monthly base salary rate previously pgithe Company,
Employee will be provided a maximum severance beimethe amount of the difference between the éths average
monthly annual base salary paid by the Companytt@é months average monthly annual base salagly gaio be
paid, by the subsequent Employer over the sevenaareed. In either event continued health care fisngill cease if
Employee accepts employment during the severamuaddgellowing termination with Company. Followirtgrminatior
by the Company and during the severance period & will exercise




reasonable efforts to seek, obtain, and accept ambfe employment.

i)  Return of Documents. Employee understands and agrees that all equipneeords, files, manuals, forms,
materials, supplies, computer programs, and otlaemals furnished to the Employee by Employersedion
Employer's behalf, or generated or obtained dutegcourse of his/her employment shall remain tiopgrty of
Employer. Upon termination of this Agreement oaay other time upon the Company's request, Emplageges to
return all documents and property belonging toGbenpany in his possession including, but not lichtie, customer
lists, contracts, agreements, licenses, businass ptquipment, software, software programs, ptsgduork-in-
progress, source code, object code, computer dixk#jdential Information, books, notes and all iespghereof,
whether in written, electronic or other form. Ind&tn, Employee shall certify to the Company intimg as of the
effective date of termination that none of the ssee business records belonging to the Compamyhiss/her
possession, remain under his control, or have traasferred to any third person. Employee has d@gdc Business
Protection Agreement which will continue in fullrée and effect in accordance with the terms thewtd Employee
understands that the benefits provided under tgre@ment constitute further consideration for thiggations in the
Business Protection Agreement.

iv) Release of Claims As a precondition to receipt of the payments pled in Section 1(d) or 2 (a) of this
Agreement, Employee acknowledges and understaatb¢ishe must sign a Waiver and Release of Clagnsement
Such Agreement shall be substantially similar s Algreement attached as Exhibit A. Employee undedst that
he/she will not be entitled to receive any paymeniger this Agreement until he/she executes andetslthe Waiver
and Release of Claims Agreement, and the revocpadond set forth in the Waiver and Release ofr@$afgreement
has run.

v) Assignment. This Agreement is personal, and is being entmtedbased upon the singular skill, qualifications
and experience of Employee. Employee shall nogadbis Agreement or any rights hereunder withbatexpress
written consent of Employer which may be withhelithvor without reason. This Agreement will bind arehefit any
successor of the Employer, whether by merger,dadssets, reorganization or other form of busiesgiisition,
disposition or business reorganization.

vi)  Notices. Any Notice of Termination or notice of Good Reastall be in writing and shall be deemed to have
been given or submitted (i) upon actual receigkeifvered in person or by facsimile transmissiothwionfirmation of
transmission, (ii) upon the earlier of actual rpter the expiration of two (2) business days astarding by express
courier (such as U.P.S. or Federal Express), @ahdgon the earlier of actual receipt or the eapon of seven (7)
business days after mailing if sent by registemeckotified mail, postage prepaid, to the partietha following
addresses:

Nautilus, Inc.
16400 SE Nautilus Drive
Vancouver, WA 98683

To the Company: Attention: Deborah Marsh

Garvey, Schubert & Barer
1191 Second Avenue, 1'8Floor
Seattle, WA 98101-2939

With a Copy to: Attention: Anne F. Preston

Wayne M. Bolio
16400 SE Nautilus Drive
To Employee: Vancouver, WA 98683




Employee shall be responsible for providing the @any with a current address. Either party may chatsgaddress,
facsimile number and persons to be notified foppeaes of notices under this Agreement by providgioiice to the
other party in the manner set forth above.

vii)  Effect of Waiver . The waiver by either party of a breach of anymion of this Agreement shall not operate or
be construed as a waiver of any subsequent breaebfhNo waiver shall be valid unless in writing.

viii)  Entire Agreement. This Agreement, along with the Business Protactigreement and the Release attached a
Exhibit A, sets forth the entire agreement of taeips hereto as to the matters addressed herisugpersedes any and
all prior agreements and understandings concelimgloyee's severance or payments due upon teromnatti
employment. This Agreement may be changed only Wwyitten document signed by Employee and the Compan

iX)  Governing Law/Jurisdiction/Venue . This Agreement shall be governed by, and condtamel enforced in
accordance with, the substantive and procedurda t#whe State of Washington without regard tosgeverning
conflicts of law. For all disputes under this Agremnt, the parties agree that any suit or actiowéxt them shall be
instituted and commenced exclusively in the statets in Clark County or King County Washington$LA) or the
United States District Court for the Western Didtof Washington, sitting in Seattle, WashingtoottiBparties waive
the right to change such venue and hereby consené fjurisdiction of such courts for all potentidédims under this
Agreement.

10. Employment Guidelines. Employee understands that while not constituiregntract, the Employer sets certain
policies and standards that it expects employeesrtply with as part of general expectations of leyge behavior.
Employee agrees to abide by any general employqadélines or policies adopted by the Company ssctihose
detailed in an employee handbook, as such guidetimey be implemented and amended from time to time.

11. Acknowledgment. The Employee acknowledges that he/she has rehdraterstands this Agreement, that
he/she has consulted with an attorney regardin¢etines and conditions hereof, and that he/she &cesgl signs this
Agreement as his/her own free act and in full amaglete understanding of its present and futural leffect.

IN WITNESS WHEREOF , the parties hereto have executed this Agreenseot the date first written above.

Employer:  NAUTILUS, INC.

By /s/ R.S. Falcone 9/21/07
Its CEO Date
/s/ Wayne M. Bolio 9/24/07

Wayne M. Bolio Date



EXHIBIT 10.34

SEVERANCE AND EMPLOYMENT AGREEMENT

This Severance and Employment Agreement (this “@gment”)is entered into as of September 21, 2007, b
between Nautilus, Inc., a Washington corporatibe (Company” or “Employer”), and Deborah H. Marsh
(“Employee”). In consideration of the premises #mel mutual covenants and agreements hereinaftéorgetthe
Company and Employee hereby agree as follows:

1) Termination . The parties acknowledge that Employee's employmih the Company is “at-will” and may be
terminated by either party with or without cause. e other than the President and Chief Exec@iieer of the
Company or the Board of Directors has the powehenge the at-will character of the employmentti@ighip. As
discussed below, however, the various possible waydhich Employee's employment with the Company toa
terminated will determine the payments that magiee to Employee under this Agreement. As usedigWgreement,
the following terms have the following meanings:

() Cause As used in this Agreement, Cause means (i) Enggisyindictment or conviction in a court of law
for any crime or offense that in Employer's readtmgudgment makes Employee unfit for continued leympent,
prevents Employee from performing Employee's dudresther obligations or adversely affects the tafon of
Employer; (ii) dishonesty by Employee related t® éimployment; (iii) violation of a key Employer myl or this
Agreement by Employee (including, but not limited &cts of harassment or discrimination, use chwhll drugs or
drunkenness on Employer's premises during normet fwaurs); (iv) insubordination (i.e. conduct sushrefusal to
follow direct orders of the President or other wdiials(s) to whom Employee reports; (v) derelictaf duty by
Employee (e.g., failure to perform minimum duti@gmlawarning) and reasonable opportunity to correg} Employee'
competition with Employer, diversion of any corp@rapportunity or other similarly serious conflatinterest or self-
dealing incurring to Employee's direct or indirbenefit and Employer's detriment; (vii) intentiomalgrossly negligent
conduct by Employee that is significantly injuricil@esEmployer or its affiliates; (viii) Employee'silure to meet the
minimum goals of his position if such are providedavriting to Employee, and as such goals may beratad from
time to time; and (ix) Employee's death or dis&ili.e., Employee's inability to perform the egsarjob functions of
the position with or without a reasonable accomrntioda

(i)  Good ReasonGood Reason shall mean a greater than 50 milggeha Employee's primary place of
employment (without the Employee's consent), whrablgeEmployer or any successor in interest to ErygrioFor
purposes of this Agreement the primary place ofleyment is Vancouver, WA. No event other than atgethan 50
mile change in the primary place of employmentlstaistitute “Good Reason” under this Agreementpleryee shall
notify Company in writing of the existence of Go@dason within thirty (30) days after being inforntéc change in
the Employee's primary place of employment; failareo so shall constitute a waiver of the rightlemm that such
conduct constitutes “Good Reason” under this Agezdm

@ii)  At-Will . At-will termination shall mean a termination by then@many where it does not seek to estal
Cause or by Employee without Good Reason.

(d) Notice of Termination If the Company exercises its right to terminateptoyee without Cause, it shall
provide the Employee with 21 days prior writtenic@tof the termination of his/her employment (Netaf
Termination), provided however, that at the Compmagle discretion, it may immediately relieve Eaygle from all
duties and responsibilities during the Notice Rerisfter







receiving Notice of Termination, the Employee memitinue to perform all duties and responsibiliti@sless such
duties are removed. If the Company exercises iigmopo relieve Employee of duties after the Comphas provided
Notice of Termination, then the Company shall conti to provide Employee with the basic benefitsegally
applicable to the Company's employees and base shleng the Notice Period. If Employee exercieesher right to
terminate their employment without Good ReasonBimployee agrees to provide the Company with 25'dayor
written notice of the termination of employment (e of Termination). After receiving such Notigern the
Employee, the Company retains the right to accemplyee's resignation, and hence, terminate thdoyment
relationship without the need for further paymeatsan earlier date than provided in the Employidetce of
Termination.

i)  Severance Upon Termination

()  Upon termination of Employee's employment undes &greement by the Company without Cause or by
Employee for Good Reason (as defined hereunden), th lieu of any further salary, bonus, or othayments for
periods subsequent to the Date of TerminationCinapany shall pay to the Employee severance equ& tnonths
base salary at the rate then in effect at the cihidotice of Termination. Such severance paymeal le made
according to the Company's normal payroll processagl out equally over the severance period. Coynwédhalso
continue, at its cost, the current medical andalerdverage elected by the Employee as of theafdagrmination for
the duration the severance period. Employee wilidogiired to sign up and elect COBRA benefits oheotto be eligibl
for continued coverage under this Agreement. Viotaof this Agreement or the Business Protectiomeggient and/or
failure to sign the Release and Waiver Agreemeall shmediately relieve the Company from its paymapligation
under this paragraph and entitle it to recoveramypunts paid under this paragraph. This Sectidral ke read in
conjunction with Section 1 (d), and entitles thepayiee to a maximum of 12 months salary, beneditsiotice under
this Agreement. Hence, if an employee is relievieduties and receives payments or continued bengditing the
Notice Period, then such pay shall count as seerfor the purposes of determining the amount tpaie under 2 (s
and shall count against the total period of comthbenefits.

(i)  If the Company terminates the Employee's employrdarihg the term of this Agreement for Cause or if
the Employee terminates his employment other tbhabod Reason, then the Company shall have nloeiupayment
obligations to Employee.

(i)  Except as it relates to the receipt of severandecantinued benefits (which shall be solely granteder
the terms of this Agreement), this Agreement shailaffect any other payments due to Employee uagplicable law
as a result of the termination of his employmeuntksas payment of earned wages).

(d) The severance amounts in Section 2 (a) will @drately cease in the event that Employee becomes
employed at any time during the severance periednabnthly base salary rate equal to or greater tt@ monthly base
salary rate paid by the Company as of the daterafihation. In the event the Employee is employaahg that
severance period at a monthly base salary ratéHaaghe monthly base salary rate previously pgithe Company,
Employee will be provided a maximum severance beimethe amount of the difference between the Iihtns
average monthly annual base salary paid by the @oynand the 12 months average monthly annual ladeey paid,
or to be paid, by the subsequent Employer oveséwerance period. In either event continued healtd benefits will
cease if Employee accepts employment during theraaee period following termination with Compangliwing
termination by the Company and during the severgeced, Employee will exercise




reasonable efforts to seek, obtain, and accept ambfe employment.

i)  Return of Documents. Employee understands and agrees that all equipneeords, files, manuals, forms,
materials, supplies, computer programs, and otlaemals furnished to the Employee by Employersedion
Employer's behalf, or generated or obtained dutegcourse of his/her employment shall remain tiopgrty of
Employer. Upon termination of this Agreement oaay other time upon the Company's request, Emplageges to
return all documents and property belonging toGbenpany in his possession including, but not lichtie, customer
lists, contracts, agreements, licenses, businass ptquipment, software, software programs, ptsgduork-in-
progress, source code, object code, computer dixk#jdential Information, books, notes and all iespghereof,
whether in written, electronic or other form. Ind&tn, Employee shall certify to the Company intimg as of the
effective date of termination that none of the ssee business records belonging to the Compamyhiss/her
possession, remain under his control, or have traasferred to any third person. Employee has d@gdc Business
Protection Agreement which will continue in fullrée and effect in accordance with the terms thewtd Employee
understands that the benefits provided under tgre@ment constitute further consideration for thiggations in the
Business Protection Agreement.

iv) Release of Claims As a precondition to receipt of the payments pled in Section 1(d) or 2 (a) of this
Agreement, Employee acknowledges and understaatb¢ishe must sign a Waiver and Release of Clagnsement
Such Agreement shall be substantially similar s Algreement attached as Exhibit A. Employee undedst that
he/she will not be entitled to receive any paymeniger this Agreement until he/she executes andetslthe Waiver
and Release of Claims Agreement, and the revocpadond set forth in the Waiver and Release ofr@$afgreement
has run.

v) Assignment. This Agreement is personal, and is being entmtedbased upon the singular skill, qualifications
and experience of Employee. Employee shall nogadbis Agreement or any rights hereunder withbatexpress
written consent of Employer which may be withhelithvor without reason. This Agreement will bind arehefit any
successor of the Employer, whether by merger,dadssets, reorganization or other form of busiesgiisition,
disposition or business reorganization.

vi)  Notices. Any Notice of Termination or notice of Good Reastall be in writing and shall be deemed to have
been given or submitted (i) upon actual receigkeifvered in person or by facsimile transmissiothwionfirmation of
transmission, (ii) upon the earlier of actual rpter the expiration of two (2) business days astarding by express
courier (such as U.P.S. or Federal Express), @ahdgon the earlier of actual receipt or the eapon of seven (7)
business days after mailing if sent by registemeckotified mail, postage prepaid, to the partietha following
addresses:

Nautilus, Inc.
16400 SE Nautilus Drive
Vancouver, WA 98683

To the Company: Attention: Deborah Marsh

Garvey, Schubert & Barer
1191 Second Avenue, 1'8Floor
Seattle, WA 98101-2939

With a Copy to: Attention: Anne F. Preston

Deborah H. Marsh
16400 SE Nautilus Drive
To Employee: Vancouver, WA 98683




Employee shall be responsible for providing the @any with a current address. Either party may chatsgaddress,
facsimile number and persons to be notified foppeaes of notices under this Agreement by providgioiice to the
other party in the manner set forth above.

vii)  Effect of Waiver . The waiver by either party of a breach of anymion of this Agreement shall not operate or
be construed as a waiver of any subsequent breaebfhNo waiver shall be valid unless in writing.

viii)  Entire Agreement. This Agreement, along with the Business Protactigreement and the Release attached a
Exhibit A, sets forth the entire agreement of taeips hereto as to the matters addressed herisugpersedes any and
all prior agreements and understandings concelimgloyee's severance or payments due upon teromnatti
employment. This Agreement may be changed only Wwyitten document signed by Employee and the Compan

iX)  Governing Law/Jurisdiction/Venue . This Agreement shall be governed by, and condtamel enforced in
accordance with, the substantive and procedurda t#whe State of Washington without regard tosgeverning
conflicts of law. For all disputes under this Agremnt, the parties agree that any suit or actiowéxt them shall be
instituted and commenced exclusively in the statets in Clark County or King County Washington$LA) or the
United States District Court for the Western Didtof Washington, sitting in Seattle, WashingtoottiBparties waive
the right to change such venue and hereby consené fjurisdiction of such courts for all potentidédims under this
Agreement.

10. Employment Guidelines. Employee understands that while not constituiregntract, the Employer sets certain
policies and standards that it expects employeesrtply with as part of general expectations of leyge behavior.
Employee agrees to abide by any general employqadélines or policies adopted by the Company ssctihose
detailed in an employee handbook, as such guidetimey be implemented and amended from time to time.

11. Acknowledgment. The Employee acknowledges that he/she has rehdraterstands this Agreement, that
he/she has consulted with an attorney regardin¢etines and conditions hereof, and that he/she &cesgl signs this
Agreement as his/her own free act and in full amaglete understanding of its present and futural leffect.

IN WITNESS WHEREOF , the parties hereto have executed this Agreenseot the date first written above.

Employer:  NAUTILUS, INC.

By /s/ R.S. Falcone 9/21/07
Its CEO Date

/s/ Deborah H. Marsh  9/21/07
Deborah H. Marsh  Date







EXHIBIT 10.35

SEVERANCE AND EMPLOYMENT AGREEMENT

This Severance and Employment Agreement (this “@gent”) is entered into as of December 4, 200@nw,
between Nautilus, Inc., a Washington corporatibe (Company” or “Employer”), and Kenneth L. Fiste(hployee”).
In consideration of the premises and the mutuaéparts and agreements hereinafter set forth, thgp@aoy and
Employee hereby agree as follows:

1) Termination . The parties acknowledge that Employee's employmih the Company is “at-will” and may be
terminated by either party with or without cause. e other than the President and Chief Exec@iieer of the
Company or the Board of Directors has the powehenge the at-will character of the employmentti@ighip. As
discussed below, however, the various possible waydhich Employee's employment with the Company toa
terminated will determine the payments that magiee to Employee under this Agreement. As usedigWgreement,
the following terms have the following meanings:

() Cause As used in this Agreement, Cause means (i) Enggisyindictment or conviction in a court of law
for any crime or offense that in Employer's readtmgudgment makes Employee unfit for continued leympent,
prevents Employee from performing Employee's dudresther obligations or adversely affects the tafon of
Employer; (ii) dishonesty by Employee related t® éimployment; (iii) violation of a key Employer myl or this
Agreement by Employee (including, but not limited &cts of harassment or discrimination, use chwhll drugs or
drunkenness on Employer's premises during normet fwaurs); (iv) insubordination (i.e. conduct sushrefusal to
follow direct orders of the President or other wdiials(s) to whom Employee reports; (v) derelictaf duty by
Employee (e.g., failure to perform minimum duti@gmlawarning) and reasonable opportunity to correg} Employee'
competition with Employer, diversion of any corp@rapportunity or other similarly serious conflatinterest or self-
dealing incurring to Employee's direct or indirbenefit and Employer's detriment; (vii) intentiomalgrossly negligent
conduct by Employee that is significantly injuricil@esEmployer or its affiliates; (viii) Employee'silure to meet the
minimum goals of his position if such are providedavriting to Employee, and as such goals may beratad from
time to time; and (ix) Employee's death or dis&ili.e., Employee's inability to perform the egsarjob functions of
the position with or without a reasonable accomrntioda

(i)  Good ReasonGood Reason shall mean a greater than 50 milggeha Employee's primary place of
employment (without the Employee's consent), whrablgeEmployer or any successor in interest to ErygrioFor
purposes of this Agreement the primary place ofleyment is Vancouver, WA. No event other than atgethan 50
mile change in the primary place of employmentlstaistitute “Good Reason” under this Agreementpleryee shall
notify Company in writing of the existence of Go@dason within thirty (30) days after being inforntéc change in
the Employee's primary place of employment; failareo so shall constitute a waiver of the rightlemm that such
conduct constitutes “Good Reason” under this Agezdm

@ii)  At-Will . At-will termination shall mean a termination by then@many where it does not seek to estal
Cause or by Employee without Good Reason.

(d) Notice of Termination If the Company exercises its right to terminateptoyee without Cause, it shall
provide the Employee with 21 days prior writtenic@tof the termination of his/her employment (Netaf
Termination), provided however, that at the Compmagle discretion, it may immediately relieve Eaygle from all
duties and responsibilities during the Notice Rerisfter







receiving Notice of Termination, the Employee memitinue to perform all duties and responsibiliti@sless such
duties are removed. If the Company exercises iigmopo relieve Employee of duties after the Comphas provided
Notice of Termination, then the Compeshall continue to provide Employee with the basinéfits generally
applicable to the Company's employees and base shleng the Notice Period. If Employee exercieesher right to
terminate their employment without Good ReasonEimployee agrees to provide the Company with 25'dayor
written notice of the termination of employment (e of Termination). After receiving such Notigern the
Employee, the Company retains the right to accemplyee's resignation, and hence, terminate thdoyment
relationship without the need for further paymeatsan earlier date than provided in the Employidetce of
Termination.

i)  Severance Upon Termination

()  Upon termination of Employee's employment undes &greement by the Company without Cause or by
Employee for Good Reason (as defined hereunden), th lieu of any further salary, bonus, or othayments for
periods subsequent to the Date of TerminationCin@pany shall pay to the Employee severance equafhtonths
base salary at the rate then in effect at the cihidotice of Termination. Such severance paymeal le made
according to the Company's normal payroll processagl out equally over the severance period. Coynwédhalso
continue, at its cost, the current medical andalerdverage elected by the Employee as of theafdagrmination for
the duration the severance period. Employee wilidogiired to sign up and elect COBRA benefits oheotto be eligibl
for continued coverage under this Agreement. Viotaof this Agreement or the Business Protectiomeggient and/or
failure to sign the Release and Waiver Agreemeall shmediately relieve the Company from its paymapligation
under this paragraph and entitle it to recoveramypunts paid under this paragraph. This Sectidral ke read in
conjunction with Section 1 (d), and entitles theptayiee to a maximum of 6 months salary, benefitsiadice under th
Agreement. Hence, if an employee is relieved ofedutind receives payments or continued benefiiagltiie Notice
Period, then such pay shall count as severandbdgrurposes of determining the amount to be pad#u2 (a) and
shall count against the total period of continuedddits.

(i)  If the Company terminates the Employee's employrdarihg the term of this Agreement for Cause or if
the Employee terminates his employment other tbhabod Reason, then the Company shall have nloeiupayment
obligations to Employee.

(i)  Except as it relates to the receipt of severandecantinued benefits (which shall be solely granteder
the terms of this Agreement), this Agreement shailaffect any other payments due to Employee uagplicable law
as a result of the termination of his employmeuntksas payment of earned wages).

(d) The severance amounts in Section 2 (a) will @drately cease in the event that Employee becomes
employed at any time during the severance periednabnthly base salary rate equal to or greater tt@ monthly base
salary rate paid by the Company as of the daterafihation. In the event the Employee is employaahg that
severance period at a monthly base salary ratéHaaghe monthly base salary rate previously pgithe Company,
Employee will be provided a maximum severance beimethe amount of the difference between the éths average
monthly annual base salary paid by the Companytt@é months average monthly annual base salagly gaio be
paid, by the subsequent Employer over the sevenaareed. In either event continued health care fisngill cease if
Employee accepts employment during the severamuaddgellowing termination with Company. Followirtgrminatior
by the Company and during the severance period & will exercise




reasonable efforts to seek, obtain, and accept ambfe employment.

i)  Return of Documents. Employee understands and agrees that all equipneeords, files, manuals, forms,
materials, supplies, computer programs, and otlaemals furnished to the Employee by Employersedion
Employer's behalf, or generated or obtained dutegcourse of his/her employment shall remain tiopgrty of
Employer. Upon termination of this Agreement oaay other time upon the Company's request, Emplageges to
return all documents and property belonging toGbenpany in his possession including, but not lichtie, customer
lists, contracts, agreements, licenses, businass ptquipment, software, software programs, ptsgduork-in-
progress, source code, object code, computer dixk#jdential Information, books, notes and all iespghereof,
whether in written, electronic or other form. Ind&tn, Employee shall certify to the Company intimg as of the
effective date of termination that none of the ssee business records belonging to the Compamyhiss/her
possession, remain under his control, or have traasferred to any third person. Employee has d@gdc Business
Protection Agreement which will continue in fullrée and effect in accordance with the terms thewtd Employee
understands that the benefits provided under tgre@ment constitute further consideration for thiggations in the
Business Protection Agreement.

iv) Release of Claims As a precondition to receipt of the payments pled in Section 1(d) or 2 (a) of this
Agreement, Employee acknowledges and understaatb¢ishe must sign a Waiver and Release of Clagnsement
Such Agreement shall be substantially similar s Algreement attached as Exhibit A. Employee undedst that
he/she will not be entitled to receive any paymeniger this Agreement until he/she executes andetslthe Waiver
and Release of Claims Agreement, and the revocpadond set forth in the Waiver and Release ofr@$afgreement
has run.

v) Assignment. This Agreement is personal, and is being entmtedbased upon the singular skill, qualifications
and experience of Employee. Employee shall nogadbis Agreement or any rights hereunder withbatexpress
written consent of Employer which may be withhelithvor without reason. This Agreement will bind arehefit any
successor of the Employer, whether by merger,dadssets, reorganization or other form of busiesgiisition,
disposition or business reorganization.

vi)  Notices. Any Notice of Termination or notice of Good Reastall be in writing and shall be deemed to have
been given or submitted (i) upon actual receigkeifvered in person or by facsimile transmissiothwionfirmation of
transmission, (ii) upon the earlier of actual rpter the expiration of two (2) business days astarding by express
courier (such as U.P.S. or Federal Express), @ahdgon the earlier of actual receipt or the eapon of seven (7)
business days after mailing if sent by registemeckotified mail, postage prepaid, to the partietha following
addresses:

Nautilus, Inc.
16400 SE Nautilus Drive
Vancouver, WA 98683

To the Company: Attention: Deborah Marsh

Garvey, Schubert & Barer
1191 Second Avenue, 1'8Floor
Seattle, WA 98101-2939

With a Copy to: Attention: Anne F. Preston

Kenneth L. Fish
16400 SE Nautilus Drive
To Employee: Vancouver, WA 98683




Employee shall be responsible for providing the @any with a current address. Either party may chatsgaddress,
facsimile number and persons to be notified foppeaes of notices under this Agreement by providgioiice to the
other party in the manner set forth above.

vii)  Effect of Waiver . The waiver by either party of a breach of anymion of this Agreement shall not operate or
be construed as a waiver of any subsequent breaebfhNo waiver shall be valid unless in writing.

viii)  Entire Agreement. This Agreement, along with the Business Protactigreement and the Release attached a
Exhibit A, sets forth the entire agreement of taeips hereto as to the matters addressed herisugpersedes any and
all prior agreements and understandings concelimgloyee's severance or payments due upon teromnatti
employment. This Agreement may be changed only Wwyitten document signed by Employee and the Compan

iX)  Governing Law/Jurisdiction/Venue . This Agreement shall be governed by, and condtamel enforced in
accordance with, the substantive and procedurda t#whe State of Washington without regard tosgeverning
conflicts of law. For all disputes under this Agremnt, the parties agree that any suit or actiowéxt them shall be
instituted and commenced exclusively in the statets in Clark County or King County Washington$LA) or the
United States District Court for the Western Didtof Washington, sitting in Seattle, WashingtoottiBparties waive
the right to change such venue and hereby consené fjurisdiction of such courts for all potentidédims under this
Agreement.

10. Employment Guidelines. Employee understands that while not constituiregntract, the Employer sets certain
policies and standards that it expects employeesrtply with as part of general expectations of leyge behavior.
Employee agrees to abide by any general employqadélines or policies adopted by the Company ssctihose
detailed in an employee handbook, as such guidetimey be implemented and amended from time to time.

11. Acknowledgment. The Employee acknowledges that he/she has rehdraterstands this Agreement, that
he/she has consulted with an attorney regardin¢etines and conditions hereof, and that he/she &cesgl signs this
Agreement as his/her own free act and in full amaglete understanding of its present and futural leffect.

IN WITNESS WHEREOF , the parties hereto have executed this Agreenseot the date first written above.

Employer:  NAUTILUS, INC.

By /s/ Deborah Marsh 12/4/07
Its Date

/s/ Kenneth L. Fish 11/28/07
Kenneth L. Fish Date



EXHIBIT 10.36

April 9, 2009

Ryan Neil
1316 Brown Street, Apt. #3S
Des Plaines, IL 60016

RE: Offer of Employment
Dear Ryan,

| am delighted to confirm the terms and conditiafisyour offer of employment with Nautilus, Inc. féhe position of Vice-
President/General Manager of the Retail ChannelirYab duties may, of course, evolve and changh tiite, as the Compan
needs change.

The following summarizes the benefits and termatirgj to this offer:

1. Your employment is expected to start on M&", 2009

2. Your initial compensation will consist of a salan§ $225,000, currently payable-weekly or in accordance with t
company's payroll schedul

3. Eligible for a 100% quarterly bonus based on thmmeséerms as those in the Nautilus Incentive Plasur¥eligibility tc
participate in the plan will begin in Q3, 20(

4. A lump sum bonus of $56,000, gross to be paid wdhbr first paycheck. This bonus will vest in fuliter one year ¢
employment. If you should resign or be terminat@dcuse within your first year of employment, yeill be required t
repay the full balance

5. Option to purchase 10,000 shares of Nautilus stoekccordance with the stock option plan curremtlgffect

6. One year severance during the first year of emptntrif your employment ends for other than causentnths after th
first year of employment, if your employment ends dther than caus

7. Airfare for final move to Vancouver, W.

Provided you satisfy eligibility criteria, you magarticipate in Nautilus, Inc.'s generally appli@abkenefit programs. Details ab
current benefit programs, including policies conggg medical insurance coverage, are containediénQompany's employ
handbook and the Summary Plan Descriptions forethmmefit plans. A condition of your employmentc@mplying with th
guidelines set forth in the handbook as they arerslad from time to time and with the terms of yemployment application. (
course, all Company policies, including policiegarling medical coverage and other employee benefiay be amended by
Company from time to time or discontinued, in trengpany's sole discretion.

Nautilus, Inc. generally obtains background infotiora on all prospective employees, including in manstances referen
checks, drug screening and a criminal backgrouretichAs such, this offer of employment is contingapon the Compat
completing these background checks without thdaisce of adverse information.

This offer is also contingent upon your signing fbkkowing forms:

Business Protection AgreementThis document refers to the ndisclosure of confidential information, ownershif
inventions and contains certain noompete protections. The Company requires all epgg® to sign this document pi
to employment. This letter and the Business Priotiechgreement constitute the entire agreement batweu and th
Company regarding your terms and conditions of egmpent and supersede and replace any prior agreeitiesr writte
or oral.

Employment Eligibility Verification Form (Form 1-9) : We are required by the Immigration Reform and




Control Act of 1986 to have this form completed amdfile for all Company employees.

While it is our belief that our relationship wileba positive one, it is appropriate to advise ymat the Company is dtat-will”
employer and does not offer employment on a fitexd? basis and either you or the Company can textaiit at any time and {
any reason. The representations in this letterfaomd our meetings with you should not be constriedny manner as a propo:
contract for any fixed term. No one has the powembdify these basic terms of your employment othan the Chief Executi
Officer of the Company and any such modificationstre in writing in order to be effective.

Further, you will be expected to comply with alles, policies and procedures of the Company asniegy be modified from tirr
to time.

Should you have any questions concerning any gati® offer letter, please call me. To confirm yacceptance of this offi
please sign the original of this letter where imatlitl and return to me. This offer of employmentidb& deemed to have be
withdrawn if not accepted by 4/14/09.

Ryan, let me close by affirming our belief that tiglls and enthusiasm you bring to the Company bel instrumental to o
future success and we look forward to welcoming woNautilus.

Sincerely,

Tim Joyce
Senior Vice President / General Manager, Nautilus

Sign below to accept Nautilus, Inc.'s offer of enggiment under the terms outlined in this lett.

/sl Ryan Neal 4/9/2009
Signature Date



SUBSIDIARIES OF NAUTILUS, INC.

Nautilus, Inc., a Washington corporati

Nautilus International Holdings, S.A., a Swiss argiion
Nautilus International, S.A., a Swiss corporal

Nautilus Switzerland, S.A., a Swiss corporal

Nautilus International GmbH, a German corpora
Nautilus Fitness UK Ltd., a United Kingdom corpdoat
Nautilus Fitness Italy S.r.l., an Italian corpooat

Nautilus Fitness Canada, Inc., a Canadian cormor
Nautilus (Shanghai) Fitness Co., Ltd., a Chinesparation

EXHIBIT 21



EXHIBIT 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inifteggion Statement Nos. 333-126054, 333-796433&3446936 on Form S-8 of our reports
dated March 8, 2011 , relating to the consolidditezhcial statements of Nautilus, Inc. appearinthis Annual Report on Form 10-K of
Nautilus, Inc. and subsidiaries for the year erDecember 31, 2010 .

/s/ Deloitte & Touche LLP

Portland, Oregon
March 8, 2011



EXHIBIT 31.1
CERTIFICATION

I, Edward J. Bramson, certify that:
1. | have reviewed this annual report on FormKL6f Nautilus, Inc.

2. Based on my knowledge, this report does not comtajnuntrue statement of a material fact or omdtéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, ntgadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsofimer financial information included in this refpdairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

4. The registrant's other certifying officer and | aesponsible for establishing and maintaining @isate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(a) Designed such disclosure controls and proceduregused such disclosure controls and proceduties ¢iesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made
known to us by others within those entities, pattdy during the period in which this report isifg prepared;

(b) Designed such internal control over financial réjpgr, or caused such internal control over finah@gaorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atanoce with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrantslassire controls and procedures and presentedsimejport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; and

(d) Disclosed in this report any change in the regidtsanternal control over financial reporting tleaturred during the
registrant's most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant's internal control over finahceporting; and

5. The registrant's other certifying officer and | kalisclosed, based on our most recent evaluatiorteyhal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectgistrant's ability to record, process, summaaizé report financial
information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant's internal control over financial rejrogt

March 8, 2011 By: /s/ Edward J. Bramson
Date Edward J. Bramson,
Chairman and Chief Executive Officer




EXHIBIT 31.2
CERTIFICATION

[, Kenneth L. Fish, certify that:
1. | have reviewed this annual report on FormKL6f Nautilus, Inc.

2. Based on my knowledge, this report does not comajnuntrue statement of a material fact or omgitede a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nietadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statement$ atimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angtf@ periods presented in this report;

4. The registrant's other certifying officer and | aesponsible for establishing and maintaining disete controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

(a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes designed under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattéidy during the period in which this report isifg prepared;

(b) Designed such internal control over financial réipgr, or caused such internal control over finaheaorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registrantslatisire controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contintbprocedures, as of the end of the period coveydhis report based on
such evaluation; and

(d) Disclosed in this report any change in the regidtsanternal control over financial reporting tleaturred during the
registrant's most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant's internal control over finahceporting; and

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatiarterhal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weaknessethe design or operation of internal contratiofimancial reporting
which are reasonably likely to adversely affectgistrant's ability to record, process, summaaizé report financial
information; and

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a significéain the
registrant's internal control over financial rejoagt

March 8, 2011 By: /s/ Kenneth L. Fish
Date Kenneth L. Fish,
Chief Financial Officer




EXHIBIT 32.1

Certification
Pursuant to Section 906 of the Sarbanes-Oxley Acf 2002
(Subsections (a) and (b) of Section 1350, ChapteB 6f Title 18, United States Code)

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (Subsections (a) and (b) of Section 135@pdT 63 of Title 18, United States
Code), the undersigned officer of Nautilus, IncWashington corporation (the “Company”), does hgredrtify that:

To my knowledge, the Annual Report on Form 10-Ktfe year ended December 31, 2009 (the “Form 10eKthe Company fully complies
with the requirements of Section 13(a) or 15(djhef Securities Exchange Act of 1934 and informationtained in the Form 10-K fairly
presents, in all material respects, the finan@aldition and results of operations of the Company.

March 8, 2011 By: /s/ Edward J. Bramson
Date Edward J. Bramson,
Chairman and Chief Executive Officer

A signed original of this written statement reqditey Section 906 has been provided to the Compadydl be retained by the
Company and furnished to the Securities and Exah&ugnmission or its staff upon request.



EXHIBIT 32.2

Certification
Pursuant to Section 906 of the Sarbanes-Oxley Acf 2002
(Subsections (a) and (b) of Section 1350, ChapteB 6f Title 18, United States Code)

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (Subsections (a) and (b) of Section 135@pdT 63 of Title 18, United States
Code), the undersigned officer of Nautilus, IncWashington corporation (the “Company”), does hgredrtify that:

To my knowledge, the Annual Report on Form 10-Ktfe year ended December 31, 2009 (the “Form 10eKthe Company fully complies
with the requirements of Section 13(a) or 15(djhef Securities Exchange Act of 1934 and informationtained in the Form 10-K fairly
presents, in all material respects, the finan@aldition and results of operations of the Company.

March 8, 2011 By: /s/ Kenneth L. Fish
Date Kenneth L. Fish,
Chief Financial Officer

A signed original of this written statement reqditey Section 906 has been provided to the Compadydl be retained by the
Company and furnished to the Securities and Exah&ugnmission or its staff upon request.



