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RAY ROBBINS, and PATRICIAA. WIER,

Defendants.

and
MANNATECH, INC., JURY TRIAL DEMANDED
Nominal Defendant

VERIFIED SHAREHOLDER DERIVATIVE COMPLAINT

Plaintiff Norma Middleton ("Plaintiff*), derivatively and on behalf of Nominal
Defendant Mannatech, Inc. by and through her undersigned attorneys, and for her
Complaint against Defendants herein, alleges the following based upon personal
knowledge of the Plaintiff, and on information and belief as to all other matters, based
upon, inter alia, the investigation conducted by and through Plaintiff's attorneys, which
included, among other things, a review of the Defendants' public documents, public
announcements made by the Defendants, United States Securities and Exchange
Commission ("SEC") filings, wire and press releases published by and regarding

Mannatech, Inc. (hereafter "Mannatech” or the "Company") and information readily
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obtainable on the Internet. Plaintiff believes that substantial evidentiary support will exist
for the allegations set forth herein after a reasonable opportunity for discovery.

NATURE OF THE ACTION

1. This is a shareholder derivative action brought by Plaintiff and
shareholders of Mannatech against certain current or former officers and directors of
Mannatech seeking to remedy the Defendants' violations of state law, including
breaches of fiduciary duties, abuse of control, gross mismanagement, waste of
corporate assets, unjust enrichment and negligence that occurred from August 10, 2004
through the present, (the "Relevant Period") and that have caused substantial losses to
the Company.

2. Nominal Defendant Mannatech operates in the field of “glyconutrients,”
designing and developing proprietary nutritional supplements, topical products and
weight-management products sold primarily through a network-marketing system
commonly known as “multilevel marketing.”

3. Defendant Samuel Caster ("Caster") is one of Mannatech's founders and
during the Relevant Period served as the Company’s Chairman and Chief Executive
Officer. According to a May 9, 2005, article published by Barron's, Defendant Caster
previously headed Eagle Shield, a Texas based multilevel marketing company.
According to Barron's, in 1988 Eagle Shield and Caster agreed to a permanent
injunction concerning misleading claims made about the company's Radiant Barrier
home-insulation product. Moreover, in 1991 in response to an action filed by the Texas

Attorney General, Caster and his company agreed to the entry of a judgment against

' Because Defendants have failed to take action to remedy the breaches of fiduciary duties that occurred
between August 10, 2004 and May 8, 2005, the Relevant Period continues through this day instead of
ceasing on May 8, 2005, the day before the public became aware of the wrongdoings at the Company.
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them and admitted that another product, an electronic pest control device, simply did
not work as represented.

4, Mannatech products are subject to the provisions of a variety of state and
federal statutes and regulations, including the Federal Food, Drug and Cosmetic Act
and the Dietary Supplement Health and Education Act of 1994, which states in part that
dietary supplements "may not claim to diagnose, mitigate, treat, cure, or prevent a
specific disease or class of diseases.”" 21 U.S.C. §343(r). Mannatech acknowledges in
its 2004 Form 10-K that "[a] majority of Mannatech'é products are considered dietary
supplements as outlined in the Federal Food, Drug and Cosmetic Act."

5. Mannatech's multilevel marketing structure comprises purportedly
independent sales associates and members. Mannatech associates who recruit other
sales associates are able to earn income from their own sales of Mannatech products
and also receive a percentage of the income resulting from the sales of the associates'
"downline" organization of recruits.

0. Certain Mannatech associates operate and maintain their own websites
which offer Mannatech products for sale and commonly include, among other things,
articles and supportive research concerning glyconutrients, user testimonials, media
reports about Mannatech and glyconutrients, links to the Company's corporate website,
and information about how to become a Mannatech associate.

7. During the Relevant Period, Defendants made materially false and
misleading statements concerning the Company's business and operations.
Specifically, Mannatech failed to adequately supervise and/or monitor the conduct of its
associates, including those who maintain websites that prominently display misleading
testimonials and/or falsely suggest that Mannatech products are effective in the
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treatment and prevention of specific diseases including cancer, diabetes and multiple
sclerosis, among others. These false and misleading claims violate the Dietary
Supplement Health and Education Act, as well as Mannatech's own Policies &
Procedures for associates.

8. Unbeknownst to public investors, the true facts, which Individual
Defendants knew and/or recklessly disregarded and failed to disclose to the investing
public during the Relevant Period, included: (i) that the Company's internal controls
were inadequate, and failed in several key aspects, resulting in inadequate monitoring
and supervision of the Company's associates; (ii) as a consequence of Defendants'
failure to supervise, Mannatech associates made false and unfounded claims
concerning the efficacy and health benefits of the Company's products; and (iii) as a
result, Defendants' statements with respect to Mannatech's operations, performance
and prospects were lacking in any reasonable basis when made.

9. On May 9, 2005, a Barron's article revealed the misleading nature of the
claims made on certain Mannatech associates' websites. This news shocked the
market, causing the price of Mannatech shares to plummet more than 26 percent in one
day. The next day, May 10, 2005, Mannatech shares fell an additional 19 percent as a
result of this news.

JURISDICTION AND VENUE

6. 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 states and the matter
in controversy exceeds $75,000.00, exclusive of interests and costs.

7. This action is not a collusive one designed to confer jurisdiction on a court
of the United States which it would not otherwise have.
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8. Venue is proper in this district because a substantial portion of the
transactions and wrongs complained of herein, including the Individual Defendants’
participation in the wrongful acts detailed herein, occurred in this district, and Mannatech
maintains its corporate headquarters in this District. Further, Defendants either reside in
or maintain executive offices in this district, and/or have received substantial
compensation in this district by engaging in numerous activities and conducting
business here, which had an effect in this district.

9. In connection with the acts, conduct and other wrongs alleged in this
Complaint, Defendants, directly or indirectly, used the means and instrumentalities of
interstate commerce, including but not limited to, the United States mails, interstate
telephone communications and the facilities of the national securities exchange.

PARTIES

10. Plaintiff, Norma Middleton, as set forth in the accompanying Verification,
is, and was during the Relevant Period, a shareholder of Mannatech. Plaintiff is a
resident of the State of Georgia.

11.  Nominal Defendant Mannatech is a Texas corporation that maintains its
principal place of business at 600 S. Royal Lane, Suite 200, Coppell, Texas, 75019.
The Company primarily sells its products through a network-marketing system
comprising independent associates and members in the United States, Canada,
Australia, the United Kingdom, Japan, New Zealand and the Republic of Korea.

12. Defendant Samuel L. Caster (“Caster”) is a resident of the State of Texas.
He is a co-founder of Mannatech and, at all times relevant hereto, was Chairman and
Chief Executive Officer and a member of the Company's Science Committee. Because
of Caster’s positions with the Company, he had access to the adverse undisclosed
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information about Mannatech's business, operations, products, operational trends,
financial statements, markets and present and future business prospects via access to
internal corporate documents (including the Company's operating plans, budgets and
forecasts and reports of actual operations compared thereto), conversations and
connections with other corporate officers and employees, attendance at management
and Board of Directors meetings and committees thereof and via reports and other
information provided to him in connection therewith.

13. Defendant Terry L. Persinger ("Persinger") was, at all relevant times, the
Company's President and Chief Operating Officer. Upon information and belief,
Persinger is a resident of the state of Texas.

14. Defendant Donald A Buchholz ("Buchholz") was, at all relevant times, a
member of the Company's Board of Directors. Upon information and belief, Buchholz is
a resident of the State of Texas.

15. Defendant J. Stanley Fredrick ("Fredrick") was, at all relevant times, a
member of the Company's Board of Directors. Upon information and belief, Fredrick is
a resident of the State of Texas.

16. Defendant Gerald E. Gilbert ("Gilbert") was, at all relevant times, a
member of the Company's Board of Directors. Upon information and belief, Gilbert is a
resident of the Commonwealth of Virginia.

17. Defendant Alan D. Kennedy ("Kennedy") was, at all relevant times, a
member of the Company's Board of Directors. Upon information and belief, Kennedy is

a resident of the State of Florida.
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18. Defendant Marlin Ray Robbins ("Robbins") was, at all relevant times, a
member of the Company's Board of Directors. Upon information and belief, Robbins is
a resident of the State of Texas.

19. Defendant Patricia A. Wier ("Wier") was, at all relevant times, a member of
the Company's Board of Directors. Upon information and belief, Wier is a resident of
the State of lllinois.

20. Defendants Caster, Persinger, Buchholz, Fredrick, Gilbert, Kennedy,
Robbins and Wier will hereinafter be referred to collectively as the “Individual
Defendants”).

21. Individual Defendants, by virtue of their high-level positions with the
Company, directly participated in the management of the Company, were directly
involved in the day-to-day operations of the Company at the highest levels and were
privy to confidential proprietary information concerning the Company and its business,
operations, products, growth, financial statements, and financial condition, as alleged
herein. Individual Defendants were also involved in drafting, producing, reviewing
and/or disseminating the false and misleading statements and information alleged
herein, were aware, or recklessly disregarded, that the false and misleading statements
were being issued regarding the Company, and approved or ratified these statements.

22.  As officers, directors, and/or controlling person of a publicly-held company
whose securities were, and are, registered with the SEC pursuant to the Exchange Act,
and traded on the Nasdaq National Market ("Nasdaq"), and governed by the provisions
of the federal securities laws, Individual Defendants had a duty to disseminate promptly,
accurate and truthful information with respect to the Company's financial condition and
performance, growth, operations, financial statements, business, products, markets,
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management, earnings and present and future business prospects, and to correct any
previously issued statements that had become materially misleading or untrue, so that
the market price of the Company's publicly traded securities would be based upon
truthful and accurate information. Individual Defendants’ misrepresentations and
omissions during the Relevant Period violated these specific requirements and
obligations.

23. Individual Defendants also participated in the drafting, preparation, and/or
approval of the various public and shareholder and investor reports and other
communications complained of herein and was aware of, or recklessly disregarded, the
misstatements contained therein and omissions therefrom, and was aware of their
materially false and misleading nature. Because of their Board membership and/or
executive and managerial positions with Mannatech, Individual Defendants had access
to the adverse undisclosed information about Mannatech's business operations as
particularized herein and knew (or recklessly disregarded) that these adverse facts
rendered the positive representations made by or about Mannatech and its business
issued or adopted by the Company materially false and misleading.

24. Individual Defendants, because of their positions of control and authority
as officers and/or directors of the Company, were able to and did control the content of
the various SEC filings, press releases and other public statements pertaining to the
Company during the Relevant Period; they also were provided with copies of the
documents alleged herein to be misleading prior to or shortly after their issuance and/or
had the ability and/or opportunity to prevent their issuance or cause them to be

corrected. Accordingly, the Individual Defendants are responsible for the accuracy of
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the public reports and releases detailed herein and is therefore primarily liable for the
representations contained therein.

25. Individual Defendants are also liable as participants in a fraudulent
scheme and course of business that operated as a fraud or deceit by disseminating
materially false and misleading statements and/or concealing material adverse facts.
The scheme deceived the investing public regarding Mannatech's business, operations,
management and the intrinsic value of Mannatech securities.

SUBTANTIVE ALLEGATIONS

Background

26. Mannatech, Inc. operates in the field of "glyconutrients" and designs and
develops proprietary nutritional supplements, topical products and weight-management
products based on the belief that specific carbohydrates, antioxidants, and other
nutrients not typically found in sufficient quantities in modern diets, are essential to
maintain optimal health and wellness. Specifically, the Company claims that eight sugar
molecules play an essential role in cell-to-cell communication. Mannatech's flagship
product -- Ambrotose Complex -- is an aloe-vera-based compound, a key component in
all but one of Mannatech's products, and formulated to provide the body with certain of
these eight sugars. The Company states that its products "are designed to support cell-
to-cell communication, the immune system, the endocrine system, healthy skin, and
optimal health, as well as nutritional support during beneficial weight loss."

27. Mannatech products are primarily sold through a network-marketing
system commonly known as "multilevel marketing," comprising Mannatech's purportedly
independent sales associates and members. Thus, Mannatech associates are able to
earn income from their own sales of Mannatech products and also receive a percentage
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of the income resulting from the sales of the associates' "downline" organization of
recruits.

28. Mannatech's co-founder and CEO, Defendant Samuel Caster, is a veteran
of multilevel marketing ventures. He previously headed Eagle Shield, another Texas-
based multilevel marketing company. According to a May 9, 2005, article published by
Barron's, in 1988 in response to an action filed by the Texas Attorney General, Caster
and his company agreed to a permanent injunction concerning misleading claims made
about the development of the company's home-insulation product and its ability to lower
customers' utility bills; in 1991, again in response to an action filed by the Texas
Attorney General, Caster admitted that another product -- an electronic pest control
device -- did not work as represented.

29. Mannatech claims to actively supervise and monitor its associates'
conduct. For example, the Company's S-1 Registration Statement, filed May 13, 1999,
in connection with the Company's initial public offering, represents that the Company
"take[s] an active role in the management of our associates,” and claims to "seek to
restrict the statements and conduct of associates regarding our business by
contractually binding associates to abide by our associate policies and procedures."
The Form S-1 further states that "Associates are also prohibited from creating any
marketing literature that has not been approved by Mannatech or a qualified attorney.
We also monitor associate websites and Internet conduct on a regular and continuing
basis." Mannatech Form S-1, filed May 13, 1999, at 47.

30. Mannatech's Form S-1 also represents that the Company "ha[s]
established, and enforce[s] as much as possible, a compliance program for disciplining
associates who do not comply with our policies and procedures." Id. at 48. Additionally,
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u

the Company claims to routinely monitor its associates conduct: "[OJur compliance and
legal departments, in cooperation with our other departments, regularly evaluate
associate conduct and the need for new and revised rule making." /d.

31. Moreover, Mannatech's 2004 Form 10-K, filed March 31, 2005 with the

SEC, claims that "Mannatech takes an active role in the oversight of its independent

associates,” and that the Company maintains a compliance program to regulate its

associates' sales activities. Mannatech's 2004 Form 10-K describes the Company's
disciplinary procedure as follows:

Mannatech's legal/compliance program also depends on its independent
associates to self-regulate by providing a standardized complaint
process. When a complaint is filed against an independent associate,
Mannatech's legal/compliance department conducts an investigation of
the allegations by obtaining a written response from the independent
associate and witness statements, if applicable. Depending on the nature
of the violation, Mannatech may suspend and/or terminate the non-
compliant associates' agreement and/or may impose various sanctions,
including written warnings, probation, withholding commissions, and
termination of associate status. Mannatech's legal/compliance
department, in cooperation with other departments and associates,
periodically evaluates the conduct of its independent associates and the
need for new and/or revised policies and procedures. Mannatech's
legal/compliance program assists in maintaining high ethical standards
among its independent associates, which helps its independent
associates in their sales efforts. Mannatech also sponsors continuing
education to ensure that its independent associates understand and
abide by Mannatechs associate policies and procedures.

32. In addition to a description of Mannatech's enforcement of its internal
policies, the 2004 Form 10-K further states that "Mannatech has procedures in place to
help ensure that its independent associates and employees comply with the
requirements of DSHEA [the Dietary Supplement Health and Education Act of 1994], the

Food, Drug and Cosmetic Act, and various other regulations."
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