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FRANCES NYSTROM, Derivatively On Behalf
of MANNATECH, INC.,

Plaintiff,
Vs.

)

)

)

)

)

)

)
SAMUEL L. CASTER, TERRY L. )
PERSINGER,STEPHEN D. )
FENSTERMACHER, JOHN STUART )
AXFORD, J. STANLEY FREDRICK, )
GERALD E. GILBERT, ALAN D. KENNEDY, )
MARLIN RAY ROBBINS, PATRICIA A. )
WEIR AND DONALD A. BUCHHOLZ, )
Defendants, )

)

)

)

)

)

)

)

-and-

MANNATECH, INCORPORATED, a Texas
corporation,

Nominal Defendant. JURY TRIAL DEMAND

VERIFIED SHAREHOLDER DERIVATIVE COMPLAINT FOR BREACH OF
FIDUCIARY DUTIES, ABUSE OF CONTROL, GROSS MISMANAGEMENT,
WASTE OF CORPORATE ASSETS AND UNJUST ENRICHMENT

NATURE OF THE ACTION

1. This is a shareholder derivative action brought by a shareholder of Mannatech,
Incorporated ("Mannatech" or the "Company") on behalf of the Company against certain of its
officers and directors seeking to remedy defendants' violations of state law, including breaches
of fiduciary duties, abuse of control, gross mismanagement, waste of corporate assets and unjust
enrichment that occurred between August 10, 2004 and the present (the "Relevant Period") and
that have caused substantial losses to Mannatech and other damages, such as to its reputation and

goodwill.
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JURISDICTION AND VENUE
2. This Court has jurisdiction over this action pursuant to 28 U.S.C. §1332(a)(2) in

that plaintiff and defendants are citizens of different of different states and the matter in
controversy exceeds $75,000, exclusive of interest and costs. This Court also has supplemental
jurisdiction pursuant to 28 U.S.C. §1367(a).

3. This action is not a collusive one designed to confer jurisdiction on a court of the
United States which it would not otherwise have.

4. Venue is proper in the Court pursuant to 28 U.S.C. §1391(a) because nominal
defendant Mannatech is headquartered in this District and thus a substantial portion of the
transactions and wrongs complained of herein, including the defendants' primary participation in
the wrongful acts detailed herein, occurred in this District. One or more of the defendants either
resides in or maintains executive offices in this District, and defendants have received substantial
compensation in this District by engaging in numerous activities and conducting business here,
which had an effect in this District.

SUMMARY OF THE ACTION

5. During the Relevant Period, defendants caused or allowed Mannatech's shares to
trade at an artificially inflated level through the issuance of false and misleading press releases
regarding the Company's business and prospects and by concealing improprieties by sales
associates, which were allowed and encouraged by the defendants. This caused Mannatech's
stock to trade as high as $26.04 per share during the Relevant Period. Defendants took
advantage of this inflation, selling or otherwise disposing of 746,852 shares of their Mannatech
stock then valued at more than $11 million.

6. On May 9, 2005, Barron's published a story on Mannatech detailing Chief
Executive Officer ("CEO") Samuel L. Caster's history and questioning the sale associates'
methods and their "seemingly irrepressible inclination ... to make extraordinary therapeutic
claims for their supplements," which had "irked some foreign regulators." The story also

discussed a civil suit filed in Los Angeles County against Mannatech for "negligent
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misrepresentation’™ and "'conspiracy to commit fraud" stemming from alleged misconduct by its
sales associates. The article demonstrated that the Company's associates outlandish claims were
thus known to the individual defendants and, at a minimum, tacitly encouraged.

7. On this news, Mannatech's stock fell to as low as $11.64 per share on May 10,
2005, before closing at $12.15 per share on volume of 2.2 million shares.

THE PARTIES

8. Plaintiff Nystrom is, and was at times relevant hereto, an owner and holder of
Mannatech common stock. Plaintiff is a citizen of California.

9. Nominal defendant Mannatech is a corporation organized and existing under the
laws of the state of Texas with its headquarters located at 600 S. Royal Lane, Suite 200, Coppell,
Texas. Mannatech develops nutritional supplements, topical products and weight-management
products. Its products are designed to support cell-to-cell communication, the immune system,
the endocrine system, skin and health, as well as nutritional support during weight loss.

10.  Defendant Samuel L. Caster ("Caster") is, and at all times relevant hereto was,
Chairman, CEO and a director of Mannatech. Because of Caster's positions, he knew the
adverse, non-public information about the business of Mannatech, as well as its finances,
markets and present and future business prospects, via access to internal corporate documents,
conversations and connections with other corporate officers and employees, attendance at
management and Board of Directors' ("Board") meetings and committees thereof and via reports
and other information provided to him in connection therewith. During the Relevant Period,
Caster participated in the issuance of false and/or misleading statements, including the
preparation of the false and/or misleading press releases and Securities and Exchange
Commission ("SEC") filings. For FY:04 Mannatech paid defendant Caster $1,004,807 in salary,
bonus and other compensation, and granted him 200,000 options to purchase Mannatech stock in

FY:03. During the Relevant Period, Caster sold 180,000 shares of Mannatech stock for proceeds
of $478,800.00. Defendant Caster is a citizen of Texas.
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11.  Defendant Terry L. Persinger ("Persinger") is, and at all times relevant hereto
was, President, Chief Operating Officer ("COO") and a director of Mannatech. Because of
Persinger's positions, he knew the adverse, non-public information about the business of
Mannatech, as well as its finances, markets and present and future business prospects, via access
to internal corporate documents, conversations and connections with other corporate officers and
employees, attendance at management and Board meetings and committees thereof and via
reports and other information provided to him in connection therewith. During the Relevant
Period, Persinger participated in the issuance of false and/or misleading statements, including the
preparation of the false and/or misleading press releases and SEC filings. For FY:04 Mannatech
paid defendant Persinger $521,783 in salary, bonus and other compensation. During the Relevant
Period, Persinger sold 178,100 shares of Mannatech stock for proceeds of $3,747,203.00.
Defendant Persinger is a citizen of Texas.

12.  Defendant Stephen D. Fenstermacher ("Fenstermacher") is, and at all times
relevant hereto was, Senior Vice President of Accounting and Chief Financial Officer ("CFO")
of Mannatech. Because of Fenstermacher's positions, he knew the adverse, non-public
information about the business of Mannatech, as well as its finances, markets and present and
future business prospects, via access to internal corporate documents, conversations and
connections with other corporate officers and employees, attendance at management meetings
and via reports and other information provided to him in connection therewith. During the
Relevant Period, Fenstermacher participated in the issuance of false and/or misleading
statements, including the preparation of the false and/or misleading press releases and SEC
filings. For FY:04 Mannatech paid defendant Fenstermacher $418,512 in salary, bonus and
other compensation. Defendant Fenstermacher is a citizen of Texas.

13.  Defendant John Stuart Axford ("Axford") is, and at all times relevant hereto was,
a director of Mannatech. Because of Axford's position, he knew the adverse, non-public
information about the business of Mannatech, as well as its finances, markets and present and

future business prospects, via access to internal corporate documents, conversations and
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connections with other corporate officers and employees, attendance at Board meetings and
committees thereof and via reports and other information provided to him in connection
therewith. During the Relevant Period, Axford participated in the issuance of false and/or
misleading statements, including the preparation of the false and/or misleading press releases and
SEC filings. During the Relevant Period, Axford sold 49,400 shares of Mannatech stock for
proceeds of $792,870.00. Defendant Axford is a citizen of the United Kingdom.

14.  Defendant J. Stanley Fredrick ("Fredrick") is, and at all times relevant hereto was,
a director of Mannatech. Because of Fredrick's position, he knew the adverse, non-public
information about the business of Mannatech, as well as its finances, markets and present and
future business prospects, via access to internal corporate documents, conversations and
connections with other corporate officers and employees, attendance at Board meetings and
committees thereof and via reports and other information provided to him in connection
therewith. During the Relevant Period, Fredrick participated in the issuance of false and/or
misleading statements, including the preparation of the false and/or misleading press releases and
SEC filings. During the Relevant Period, Fredrick sold 324,352 shares of Mannatech stock for
proceeds of $6,084,786.93. Defendant Fredrick is a citizen of Texas.

15.  Defendant Gerald E. Gilbert ("Gilbert") is, and at all times relevant hereto was, a
director of Mannatech. Because of Gilbert's position, he knew the adverse, non-public
information about the business of Mannatech, as well as its finances, markets and present and
future business prospects, via access to internal corporate documents, conversations and
connections with other corporate officers and employees, attendance at Board meetings and
committees thereof and via reports and other information provided to him in connection
therewith. During the Relevant Period, Gilbert participated in the issuance of false and/or
misleading statements, including the preparation of the false and/or misleading press releases and
SEC filings. Defendant Gilbert is a citizen of Maryland.

16.  Defendant Alan D. Kennedy ("Kennedy") is, and at all times relevant hereto was,

a director of Mannatech. Because of Kennedy's position, he knew the adverse, non-public
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information about the business of Mannatech, as well as its finances, markets and present and
future business prospects, via access to internal corporate documents, conversations and
connections with other corporate officers and employees, attendance at Board meetings and
committees thereof and via reports and other information provided to him in connection
therewith. During the Relevant Period, Kennedy participated in the issuance of false and/or
misleading statements, including the preparation of the false and/or misleading press releases and
SEC filings. During the Relevant Period, Kennedy sold 15,000 shares of Mannatech stock for
proceeds of $309,505.24. Defendant Kennedy is a citizen of Florida.

17. Defendant Marlin Ray Robbins ("Robbins") is, and at all times relevant hereto
was, a director of Mannatech. Because of Robbins' position, he knew the adverse, non-public
information about the business of Mannatech, as well as its finances, markets and present and
future business prospects, via access to internal corporate documents, conversations and
connections with other corporate officers and employees, attendance at Board meetings and
committees thereof and via reports and other information provided to him in connection
therewith. During the Relevant Period, Robbins participated in the issuance of false and/or
misleading statements, including the preparation of the false and/or misleading press releases and
SEC filings. Defendant Robbins is a citizen of Texas.

18.  Defendant Patricia A. Weir ("Weir") is, and at all times relevant hereto was, a
director of Mannatech. Because of Weir's position, she knew the adverse, non-public
information about the business of Mannatech, as well as its finances, markets and present and
future business prospects, via access to internal corporate documents, conversations and
connections with other corporate officers and employees, attendance at Board meetings and
committees thereof and via reports and other information provided to her in connection
therewith. During the Relevant Period, Weir participated in the issuance of false and/or
misleading statements, including the preparation of the false and/or misleading press releases and

SEC filings. Defendant Weir is a citizen of Illinois.
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19.  Defendant Donald A. Buchholz ("Buchholz") is a director of Mannatech and has
been since October 2004. Because of Buchholz's position, he knew the adverse, non-public
information about the business of Mannatech, as well as its finances, markets and present and
future business prospects, via access to internal corporate documents, conversations and
connections with other corporate officers and employees, attendance at Board meetings and
committees thereof and via reports and other information provided to him in connection
therewith. During the Relevant Period, Buchholz participated in the issuance of false and/or
misleading statements, including the preparation of the false and/or misleading press releases and
SEC filings. Defendant Buchholz is a citizen of Texas.

20.  The defendants identified in {10, 13-19 are referred to herein as the "Director
Defendants." The defendants identified in §{10-12 are referred to herein as the "Officer
Defendants." The defendants identified in §]10, 11, 13, 14, 16 are referred to herein as the
"Insider Selling Defendants." Collectively, the Director Defendants, the Officer Defendants and
the Insider Selling Defendants are referred to herein as the "Individual Defendants."

DUTIES OF THE INDIVIDUAL DEFENDANTS

21. By reason of their positions as officers, directors and/or fiduciaries of Mannatech
and because of their ability to control the business and corporate affairs of Mannatech, the
Individual Defendants owed Mannatech and its shareholders fiduciary obligations of trust,
loyalty, good faith and due care, and were and are required to use their utmost ability to control
and manage Mannatech in a fair, just, honest and equitable manner. The Individual Defendants
were and are required to act in furtherance of the best interests of Mannatech and its shareholders
so as to benefit all shareholders equally and not in furtherance of their personal interest or
benefit.

22.  Each director and officer of the Company owes to Mannatech and its shareholders
the fiduciary duty to exercise good faith and diligence in the administration of the affairs of the
Company and in the use and preservation of its property and assets, and the highest obligations

of fair dealing. In addition, as officers and/or directors of a publicly held company, the
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Individual Defendants had a duty to promptly disseminate accurate and truthful information with
regard to the Company's revenue, margins, operations, performance, management, projections
and forecasts so that the market price of the Company's stock would be based on truthful and
accurate information.

23.  The Individual Defendants, because of their positions of control and authority as
directors and/or officers of Mannatech, were able to and did, directly and/or indirectly, exercise
control over the wrongful acts complained of herein, as well as the contents of the various public
statements issued by the Company. Because of their advisory, executive, managerial and
directorial positions with Mannatech, each of the Individual Defendants had access to adverse,
non-public information about the financial condition, operations, and improper representations of
Mannatech.

24. At all times relevant hereto, each of the Individual Defendants was the agent of
each of the other Individual Defendants and of Mannatech, and was at all times acting within the
course and scope of such agency.

25.  To discharge their duties, the officers and directors of Mannatech were required to
exercise reasonable and prudent supervision over the management, policies, practices and
controls of the financial affairs of the Company. By virtue of such duties, the officers and
directors of Mannatech were required to, among other things:

(a) refrain from acting upon material inside corporate information to benefit
themselves;

(b) ensure that the Company complied with its legal obligations and
requirements, including acting only within the scope of its legal authority and disseminating
truthful and accurate statements to the SEC and the investing public;

() conduct the affairs of the Company in an efficient, business like manner so
as to make it possible to provide the highest quality performance of its business, to avoid wasting

the Company's assets, and to maximize the value of the Company's stock;
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(d) properly and accurately guide investors and analysts as to the true
financial condition of the Company at any given time, including making accurate statements
about the Company's financial results and prospects, and ensuring that the Company maintained
an adequate system of financial controls such that the Company's financial reporting would be
true and accurate at all times;

(e) remain informed as to how Mannatech conducted its operations, and, upon
receipt of notice or information of imprudent or unsound conditions or practices, to make
reasonable inquiry in connection therewith, and to take steps to correct such conditions or
practices and make such disclosures as necessary to comply with federal and state securities
laws; and

® ensure that the Company was operated in a diligent, honest and prudent
manner in compliance with all applicable federal, state and local laws, rules and regulations.

26.  Each Individual Defendant, by virtue of his or her position as a director and/or
officer, owed to the Company and to its shareholders the fiduciary duties of loyalty, good faith
and the exercise of due care and diligence in the management and administration of the affairs of
the Company, as well as in the use and preservation of its property and assets. The conduct of
the Individual Defendants complained of herein involves a knowing and culpable violation of
their obligations as directors and officers of Mannatech, the absence of good faith on their part,
and a reckless disregard for their duties to the Company and its shareholders that the Individual
Defendants were aware or should have been aware posed a risk of serious injury to the
Company. The conduct of the Individual Defendants who were also officers and/or directors of
the Company during the Relevant Period has been ratified by the remaining Individual
Defendants who collectively comprised all of Mannatech's Board during the Relevant Period.

27.  The Individual Defendants breached their duties of loyalty and good faith by
causing or allowing the Company to misrepresent its financial results and prospects, as detailed
herein infra, and by failing to prevent the Individual Defendants from taking such illegal actions.

In addition, as a result of defendants' illegal actions and course of conduct during the Relevant
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