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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

[X] QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2018

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

For the transition period from _______ to _______

Commission file number: 001-32501

REED’S, INC.

(Exact name of registrant as specified in its charter)

Delaware 35-2177773
(State of incorporation) (I.R.S. Employer Identification No.)

201 Merritt 7, Norwalk, CT. 06851
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(Address of principal executive offices) (Zip Code)

(800) 997-3337

(Registrant’s telephone number, including area code)

13000 South Spring St, Los Angeles CA 90061

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes [X] No [  ]

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes [X] No [  ]

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

Large Accelerated Filer [  ] Accelerated Filer [  ]
Non-Accelerated Filer (do not check

if Smaller Reporting Company) [  ]
Smaller Reporting Company [X] Emerging Growth Company [  ]

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

Indicate by check mark whether the issuer is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes [  ]
No [X]
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Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date: There were a total of 25,711,809 shares of Common Stock outstanding as of October 31, 2018.
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Special Note Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q, including “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” in Item 2 of Part I of this report includes forward-looking statements. These statements involve
known and unknown risks, uncertainties and other factors that may cause our actual results, levels of activity,
performance or achievements to be materially different from any future results, levels of activity, performance, or
achievements expressed or implied by forward-looking statements.

In some cases, you can identify forward-looking statements by terminology such as “may,” “should,” “expects,”
“plans,” “anticipates,” “believes,” “estimates,” “predicts,” “potential,” “proposed,” “intended,” or “continue” or
the negative of these terms or other comparable terminology. You should read statements that contain these words
carefully, because they discuss our expectations about our future operating results or our future financial condition or
state other “forward-looking” information. There may be events in the future that we are not able to accurately
predict or control. Before you invest in our securities, you should be aware that the occurrence of any of the events
described in this Quarterly Report could substantially harm our business, results of operations and financial
condition, and that upon the occurrence of any of these events, the trading price of our securities could decline and
you could lose all or part of your investment. Although we believe that the expectations reflected in the
forward-looking statements are reasonable, we cannot guarantee future results, growth rates, levels of activity,
performance or achievements. We are under no duty to update any of the forward-looking statements after the date of
this Quarterly Report to conform these statements to actual results.
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Part I – FINANCIAL INFORMATION

Item 1. Financial Statements

REED’S INC.

CONDENSED BALANCE SHEETS

(Amounts in thousands, except share amounts)

September
30, 2018

December
31, 2017

(Unaudited)
ASSETS
Current assets:
Cash $ 188 $12,127
Accounts receivable, net of allowance for doubtful accounts and returns and discounts of
$564 and $601, respectively 4,436 2,691

Inventory, net of reserve for obsolescence of $635 and $509, respectively 7,041 5,931
Prepaid expenses and other current assets 438 199
Total Current Assets 12,103 20,948

Property and equipment, net of accumulated depreciation of $494 and $799, respectively 157 174
Equipment held for sale, net of impairment reserves of $5,925 1,921 2,549
Intangible assets 805 805
Total assets $ 14,986 $24,476

LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)
Current Liabilities:
Accounts payable $ 3,272 $7,480
Accrued expenses 1,869 220
Advances from officers 50 277
Revolving line of credit 2,689 3,301
Current portion of capital leases payable 140 198
Current portion of long term financing obligation 231 222
Bank notes 6,040 6,947
Total current liabilities 14,291 18,645

Capital leases payable, less current portion 107 236
Long term financing obligation, less current portion, net of discount of $632 and $714,
respectively 1,149 1,250

Convertible note to a related party 4,036 3,690
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Warrant liability 133 36
Other long term liabilities 94 111
Total Liabilities 19,810 23,968

Stockholders’ equity (deficit):
Series A Convertible Preferred stock, $10 par value, 500,000 shares authorized, 9,411
shares issued and outstanding 94 94

Common stock, $.0001 par value, 40,000,000 shares authorized, 25,658,159 and 24,619,591
shares issued and outstanding, respectively 3 2

Common stock issuable, 616,602 and 400,000 shares, respectively 754 680
Additional paid in capital 52,096 49,833
Accumulated deficit (57,771 ) (50,101 )
Total stockholders’ equity (deficit) (4,824 ) 508
Total liabilities and stockholders’ equity (deficit) $ 14,986 $24,476

The accompanying notes are an integral part of these condensed financial statements.

F-1
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REED’S, INC.

CONDENSED STATEMENTS OF OPERATIONS

For the Three and Nine Months Ended September 30, 2018 and 2017

(Unaudited)

(Amounts in thousands, except share and per share amounts)

Three Months Ended Nine Months Ended
2018 2017 2018 2017

Net Sales $10,796 $10,887 $28,473 $28,046
Cost of goods sold 8,115 8,825 $20,447 23,216
Gross profit 2,681 2,062 8,026 4,830

Operating expenses:
Delivery and handling expense 1,395 1,119 3,598 2,731
Selling and marketing expense 1,378 828 3,601 2,344
General and administrative expense 1,987 1,105 6,853 3,402
Impairment of assets 0 2,000 0 2,000
Total operating expenses 4,760 5,052 14,052 10,477

Loss from operations (2,079 ) (2,990 ) (6,026 ) (5,647 )
Interest expense (621 ) (757 ) (1,542 ) (2,270 )
Financing and warrant modification costs 0 (1,798 ) 0 (2,776 )
Change in fair value of warrant liability 26 (72 ) (97 ) 3,236

Net loss basic and diluted (2,674 ) (5,617 ) (7,665 ) (7,457 )

Dividends on Series A Convertible Preferred Stock - - (5 ) (5 )
Net loss attributable to common stockholders $(2,674 ) $(5,617 ) $(7,670 ) $(7,462 )
Weighted average number of shares outstanding – basic and
diluted 25,587,191 15,033,083 25,242,780 14,336,375

Loss per share – basic and diluted $(0.10 ) $(0.37 ) $(0.30 ) $(0.52 )

The accompanying notes are an integral part of these condensed financial statements.

F-2
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REED’S, INC.

CONDENSED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIT)

For the Nine Months Ended September 30, 2018

(Unaudited)

(Amounts in thousands except share amounts)

Common Stock Preferred
Stock

Common Stock
Issuable

Additional
Paid Accumulated

Total
Stockholders’
Equity

Shares AmountShares AmountShares Amount InCapital Deficit (Deficit)

Balance, December
31, 2017 24,619,591 $ 2 9,411 $ 94 400,000 $ 680 $ 49,833 $ (50,101 ) $ 508

Fair value of vested
options - - - - - - 864 - 864

Shares granted to an
Officer for services 37,052 - - - - - 100 - 100

Shares granted to
Directors and Officers
for services

- - - - 854,592 655 - - 655

Dividends on Series A
Convertible Preferred
Stock

1,734 - - - - - 5 (5 ) -

Common shares
issued to Directors
and Officers pursuant
to previous grants

638,575 - - - (638,575) (581 ) 581 - -

Exercise of warrants 361,207 1 - - - - 713 - 714

Net Loss - - - - - - - (7,665 ) (7,665 )

Balance, September
30, 2018 25,658,159 $ 3 9,411 $ 94 616,017 $ 754 $ 52,096 $ (57,771 ) $ (4,824 )

The accompanying notes are an integral part of these condensed financial statements.
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REED’S, INC.

CONDENSED STATEMENTS OF CASH FLOWS

For the Nine Months Ended September 30, 2018 and 2017

(Unaudited)

(Amounts in thousands)

September
30, 2018

September
30, 2017

Cash flows from operating activities:
Net loss $ (7,665 ) $ (7,457 )
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation 492 430
Amortization of discount on Long-term financing obligation 82 728
Loss on cancellation of capital leases 94 -
Stock options issued to employees for services 864 199
Common stock issuable for services 655 99
Common stock issued for services 100 -
(Decrease) increase in allowance for doubtful accounts (37 ) 122
Reserve for impairment on equipment held for sale - 2,000
(Decrease) increase in inventory reserve 126 -
(Decrease) increase in fair value of warrant liability 97 (3,236 )
Fair value of warrants recorded as financing costs - 908
Cost of warrant modification 1,868
 Accrual of interest on Convertible note to a related party 346 -
Changes in operating assets and liabilities:
Accounts receivable (1,707 ) (825 )
Inventory (1,236 ) (930 )
Prepaid expenses and other assets (239 ) 199
Accounts payable (4,100 ) 1,033
Accrued expenses 1,648 176
Other long term obligations (16 ) (43 )
Net cash used in operating activities (10,496 ) (4,729 )
Cash flows from investing activities:
Proceeds from sale of property and equipment 52 -
Purchase of property and equipment (102 ) (535 )
Net cash provided by (used in) investing activities (50 ) (535 )
Cash flows from financing activities:
Borrowings on line of credit 13,495 38,355
Repayments of line of credit (14,107 ) (37,586 )
Principal repayments on capital expansion loan (907 ) (538 )
Principal repayments on long term financial obligation (174 ) (139 )
Advances from officers 50 277
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Repayment of amounts due to officers (277 ) -
Principal repayments on capital lease obligation (187 ) (141 )
Exercise of warrants 714 1,650
Proceeds from sale of common stock - 200
Proceeds from issuance of convertible note - 3,083
Net cash provided by (used in) financing activities (1,393 ) 5,161
Net decrease in cash (11,939 ) (103 )
Cash at beginning of period 12,127 451
Cash at end of period $ 188 $ 348

Supplemental disclosures of cash flow information:
Cash paid during the period for interest $ 971 $ 2,074
Non Cash Investing and Financing Activities:
Debt discount on note recognized as warrant liability $ - $ 3,083
Property and equipment acquired through capital expansion loan $ - $ 723
Preferred Stock dividends paid in Common Stock $ 5 $ 5
Reclass of property to equipment held for sale $ - $ 4,465
Extinguishment of warrant liability $ - $ 2,634
Vendor credits issued for fixed asset purchase $ 108 $ -

The accompanying notes are an integral part of these condensed financial statements.

F-4
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REED’S, INC.

NOTES TO CONDENSED FINANCIAL STATEMENTS

Three and Nine Months Ended September 30, 2018 and 2017 (Unaudited)

(In thousands, except share and per share amounts)

1. Basis of Presentation and Liquidity

The accompanying interim condensed financial statements of Reed’s, Inc. (the “Company”, “we”, “us”, or “our”), are
unaudited, but in the opinion of management contain all adjustments, including normal recurring adjustments,
necessary to present fairly our financial position at September 30, 2018 and the results of operations and cash flows
for the three and nine months ended September 30, 2018 and 2017. The balance sheet as of December 31, 2017 is
derived from the Company’s audited financial statements.

Certain information and footnote disclosures normally included in financial statements that have been prepared in
accordance with accounting principles generally accepted in the United States of America have been condensed or
omitted pursuant to the rules and regulations of the Securities and Exchange Commission regarding interim financial
reporting. We believe that the disclosures contained in these condensed financial statements are adequate to make the
information presented herein not misleading. For further information, refer to the financial statements and the notes
thereto included in the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2017, as filed
with the Securities and Exchange Commission on April 2, 2018.

The results of operations for the interim periods presented are not necessarily indicative of the results of operations to
be expected for the full fiscal year ending December 31, 2018.

Liquidity

The accompanying financial statements have been prepared under the assumption that the Company will continue as a
going concern. Such assumption contemplates the realization of assets and satisfaction of liabilities in the normal
course of business.
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On October 4, 2018, the Company entered into a financing agreement with Rosenthal & Rosenthal, Inc., which
replaced its existing credit facility with PMC. See Note 13. Management anticipates that the Company’s annual debt
service requirements will be reduced by approximately $1,500 as a result of the refinancing. The new credit facility is
for a term of 2.5 years, and provides for borrowings of up to $13,000. Concurrently with the execution of the
financing agreement, all obligations to PMC under the Company’s existing credit facility were repaid in full in an
aggregate amount of $8,758. Upon completion of these transactions on October 4, the Company had $1,300 of unused
borrowing capacity under the financing agreement.

For the nine months ended September 30, 2018, the Company recorded a net loss of $7,665 and used cash in
operations of $10,496. As of September 30, 2018, we had a cash balance of $188, a stockholder’s deficit of $4,824 and
a working capital shortfall of $2,188 compared to a cash balance of $12,127, stockholder’s equity of $508 and working
capital of $2,303 at December 31, 2017.

Historically, we have financed our operations through public and private sales of common stock, issuance of preferred
and common stock, convertible debt instruments, term loans and credit lines from financial institutions, and cash
generated from operations. Beginning in June of 2017, we took decisive action to improve our profitability and
operating cash flow, including increased outsourcing of our manufacturing process, streamlining our product
portfolio, negotiating improved vendor contracts and restructuring our selling prices. The result was an 11 percentage
point increase in gross margin for the nine months ended September 30, 2018, as compared to the same period of
2017.

In September of 2018, the Company completed the relocation of its headquarters to Norwalk, Connecticut. The
Company’s move is consistent with its recent focus on a streamlined sales and marketing organization that is better
positioned for future growth and enhanced profitability. The new Norwalk office serves as headquarters for the
Company’s operations, business development, sales and marketing, finance, supply chain, HR and other corporate
functions. With key leadership already based in the Tri-State area, including support agencies leading the Company’s
marketing, advertising and public relations efforts, this will ensure a seamless transition.

The Company anticipates the exit of our Los Angeles plant to be completed in 2018, and in fiscal 2017 we recorded
impairment charges aggregating $5,925 for fixed asset costs that we do not believe to be recoverable. Additionally, as
a result of the move of our corporate headquarters, we recorded a charge of $642 for one-time severance and other
employee termination costs in June of 2018. In September of 2018 we recorded charges aggregating $492 to revalue
inventory that is no longer consistent with the Company’s strategic product focus.

F-5
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We may incur additional charges including but not limited to additional cash-related expenses, non-cash impairment
charges, discontinued operations and/or other costs in connection with exit and disposal activities. Such transactions
will be recognized when appropriate and may require cash payments for obligations such as one-time employee
involuntary termination benefits, lease and other contract termination costs, costs to close facilities, employee
relocation costs and ongoing benefit arrangements.

If our sales goals do not materialize as planned, we believe the Company will be able to reduce its operating costs
sufficiently to still achieve positive cash flow from operations. However, there can be no assurance that we will
generate sufficient revenues from product sales in the future to achieve profitable operations. If we are not able to
achieve profitable operations at some point in the future, we may have insufficient working capital to maintain our
operations as we presently intend to conduct them or to fund our expansion, marketing, and product development
plans.

2. Significant Accounting Policies

Revenue Recognition

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606), (“ASC 606”). The
underlying principle of ASC 606 is to recognize revenue to depict the transfer of goods or services to customers at the
amount expected to be collected. ASC 606 creates a five-step model that requires entities to exercise judgment when
considering the terms of contract(s), which include (1) identifying the contract or agreement with a customer, (2)
identifying our performance obligations in the contract or agreement, (3) determining the transaction price, (4)
allocating the transaction price to the separate performance obligations, and (5) recognizing revenue as each
performance obligation is satisfied. The Company adopted ASC 606 effective January 1, 2018, and adoption of such
standard had no effect on previously reported balances.

The Company previously recognized and continues to recognize revenue when risk of loss transfers to our customers
and collection of the receivable is reasonably assured, which generally occurs when product is shipped. A written
order from the customer must be received and credit acceptance procedures performed prior to shipment of product.

The Company does not have any significant contracts with customers requiring performance beyond delivery, and
contracts with customers contain no incentives or discounts that could cause revenue to be allocated or adjusted over
time. Shipping and handling activities are performed before the customer obtains control of the goods and therefore
represent a fulfillment activity rather than a promised service to the customer. Revenue and costs of sales are
recognized when control of the products transfers to our customer, which generally occurs upon shipment from our
facilities. The Company’s performance obligations are satisfied at that time.
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All of the Company’s products are offered for sale as finished goods only, and there are no performance obligations
required post-shipment for customers to derive the expected value from them.

The Company does not allow for returns, except for damaged products when the damage occurred pre-fulfillment.
Damaged product returns have historically been insignificant. Because of this, the stand-alone nature of our products,
and our assessment of performance obligations and transaction pricing for our sales contracts, we do not currently
maintain a contract asset or liability balance for obligations. We assess our contracts and the reasonableness of our
conclusions on a quarterly basis.

Loss per Common Share

Basic earnings (loss) per share is computed by dividing the net income (loss) applicable to common stockholders by
the weighted average number of shares of common stock outstanding during the year. Diluted earnings (loss) per
share is computed by dividing the net income applicable to common stockholders by the weighted average number of
common shares outstanding plus the number of additional common shares that would have been outstanding if all
dilutive potential common shares had been issued, using the treasury stock method. Potential common shares are
excluded from the computation when their effect is antidilutive.

F-6
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For the periods ended September 30, 2018 and 2017, the calculations of basic and diluted loss per share are the same
because potential dilutive securities would have had an anti-dilutive effect. The potentially dilutive securities
consisted of the following:

September
30, 2018

September
30, 2017

Convertible note to a related party 2,266,667 -
Warrants 6,951,173 1,908,616
Common stock equivalent of Series A Convertible Preferred Stock 37,644 37,644
Unvested restricted common stock 616,017 -
Options 3,440,904 714,500
Total 13,312,405 2,660,760

The Series A Convertible Preferred Stock is convertible into Common shares at the rate of 1:4.

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosures
of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates. Those estimates and
assumptions include estimates for reserves of uncollectible accounts, inventory obsolescence, depreciable lives of
property and equipment, analysis of impairments of recorded long-term tangible and intangible assets, realization of
deferred tax assets, accruals for potential liabilities and assumptions made in valuing stock instruments issued for
services.

Recent Accounting Pronouncements

In February 2016, the FASB issued ASU No. 2016-02, Leases (ASU 2016-02”). ASU 2016-02 requires a lessee to
record a right of use asset and a corresponding lease liability on the balance sheet for all leases with terms longer than
12 months. ASU 2016-02 is effective for all interim and annual reporting periods beginning after December 15, 2018.
Early adoption is permitted. A modified retrospective transition approach is required for lessees for capital and
operating leases existing at, or entered into after, the beginning of the earliest period presented in the financial
statements. The Company is currently evaluating the expected impact that the standard could have on its financial
statements and related disclosures.
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In July 2017, the FASB issued ASU No. 2017-11, “Earnings Per Share (Topic 260); Distinguishing Liabilities from
Equity (Topic 480); Derivatives and Hedging (Topic 815): (Part I) Accounting for Certain Financial Instruments with
Down Round Features; (Part II) Replacement of the Indefinite Deferral for Mandatorily Redeemable Financial
Instruments of Certain Nonpublic Entities and Certain Mandatorily Redeemable Noncontrolling Interests with a Scope
Exception” (“ASU 2017-11”). ASU 2017-11 allows companies to exclude a down round feature when determining
whether a financial instrument (or embedded conversion feature) is considered indexed to the entity’s own stock. As a
result, financial instruments (or embedded conversion features) with down round features may no longer be required
to be accounted for as derivative liabilities. ASU 2017-11 is effective for fiscal years beginning after December 15,
2018, and interim periods within those fiscal years. Early adoption is permitted. The guidance in ASU 2017-11 can be
applied using a full or modified retrospective approach. The adoption of ASU 2017-11 is not expected to have a
material impact on the Company’s financial position, results of operations, and cash flows.

In June 2018, the FASB issued ASU No. 2018-07, “Compensation – Stock Compensation (Topic 718); Improvements to
Non-Employee Share-Based Payment Accounting” (“ASU 2018-07”). ASU 2018-07 generally aligns the measurement
and classification of share-based awards to non-employees with that of share-based awards to employees.
Non-employee equity awards will be measured at the fair value of the equity instruments to be issued, as of the grant
date, and the resulting amount will be recognized as expense over the expected or contractual term of the award. The
ASU applies to all share-based payments to nonemployees in exchange for goods or services used or consumed in an
entity’s own operations. It does not apply to instruments issued to a lender or investor in a financing transaction, or to
instruments granted when selling goods or services to customers. ASU 2018-07 is effective for annual periods
beginning after December 15, 2018, and interim periods within those annual periods. Early adoption is permitted. The
Company is currently evaluating the expected impact that the standard could have on its financial statements and
related disclosures.

In August 2018, the FASB issued ASU 2018-13, “Fair Value Measurement (Topic 820): Disclosure Framework –
Changes to the Disclosure Requirements for Fair Value Measurement.” ASU 2018-13 amends certain disclosure
requirements pertaining to fair value measurement, and is effective for fiscal years beginning after December 15,
2019, and interim periods within those fiscal years. The adoption of ASU 2018-13 is not expected to have a material
impact on the Company’s financial position, results of operations, and cash flows.

Other recent accounting pronouncements issued by the FASB, its Emerging Issues Task Force, the American Institute
of Certified Public Accountants, and the Securities and Exchange Commission did not or are not believed by
management to have a material impact on the Company’s present or future consolidated financial statements.

F-7

Edgar Filing: REED'S, INC. - Form 10-Q

18



Concentrations

During the three months ended September 30, 2018, the Company’s largest two customers accounted for 22% and 18%
of gross sales, respectively. During the nine months then ended, these customers accounted for 24% and 13% of gross
sales, respectively.

During the three months ended September 30, 2017, the Company’s two largest customers accounted for 19% and 15%
of gross sales, respectively. During the nine months ended September 30, 2017, two customers accounted for 21% and
11% of gross sales, respectively.

As of September 30, 2018, the Company had accounts receivable from three customers which comprised 20%, 16%
and 12%, respectively, of its gross accounts receivable. As of December 31, 2017, accounts receivable from two
customers comprised approximately 23% and 16% of gross accounts receivable, respectively.

During the three months ended September 30, 2018, the Company made 10% of its purchases from its largest vendor.
During the nine months then ended, 15% of all purchases were made from this vendor.

During both the three and nine months ended September 30, 2017, a single vendor accounted for approximately 18%
of all purchases.

As of September 30, 2018, the Company’s largest vendor accounted for 15% of the total accounts payable. As of
December 31, 2017, this vendor accounted for 20% of total accounts payable.

Fair Value of Financial Instruments

The Company uses various inputs in determining the fair value of its financial assets and liabilities and measures these
assets on a recurring basis. Financial assets recorded at fair value are categorized by the level of subjectivity
associated with the inputs used to measure their fair value. Accounting Standards Codification Section 820 defines the
following levels of subjectivity associated with the inputs:
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Level 1—Quoted prices in active markets for identical assets or liabilities.

Level 2—Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly.

Level 3—Unobservable inputs based on the Company’s assumptions.

The carrying amounts of financial assets and liabilities, such as cash and cash equivalents, accounts receivable,
short-term bank loans, accounts payable, notes payable and other payables, approximate their fair values because of
the short maturity of these instruments. The carrying values of capital lease obligations and long-term financing
obligations approximate their fair values because interest rates on these obligations are based on prevailing market
interest rates.

As of September 30, 2018, and December 31, 2017, the Company’s balance sheets included warrant liabilities
aggregating $133 and $36 respectively, measured at fair value based on Level 2 inputs.

3. Inventory

Inventory is valued at the lower of cost (first-in, first-out) or market, and net of reserves is comprised of the following
(in thousands):

September
30, 2018

December
31, 2017

Raw Materials and Packaging $ 3,674 $ 2,670
Finished Goods 3,367 3,261
Total $ 7,041 $ 5,931

The Company’s reserve for slow moving and obsolete inventory aggregated $635 and $509 as of September 30, 2018
and December 31, 2017, respectively. In September of 2018, the Company recognized a charge of $492 to revalue
certain inventory that is no longer consistent with management’s strategic product focus.
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4. Property and Equipment

Property and equipment is comprised of the following (in thousands):

September
30, 2018

December
31, 2017

Vehicles $ 205 $ 568
Computer hardware and software 446 404
Total cost 651 972
Accumulated depreciation (494 ) (799 )
Net book value $ 157 $ 174

Depreciation expense for the three months ended September 30, 2018 and 2017 was $155 and $171, respectively.
Depreciation expense for the nine months then ended was $492 and $430, respectively.

Equipment held for sale consists of the following (in thousands):

September
30, 2018

December
31, 2017

Equipment held for sale $ 4,184 $ 4,370
Plant facility 3,672 4,104
Reserve (5,935 ) (5,925 )
Net book value $ 1,921 $ 2,549

During the year ended December 31, 2017, we recorded impairment charges aggregating $5,925 to reduce the
carrying amount of our Los Angeles assets to the amount we believe to be recoverable.

During the period ended September 30, 2018, we reclassified all the assets of our Los Angeles manufacturing facility
to Equipment Held for Sale, in keeping with management’s intention to complete our exit from the facility in 2018.

5. Intangible Assets and Impairment Policy
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Intangible assets are comprised of brand names acquired. They have been assigned an indefinite life, as we currently
anticipate that they will contribute cash flows to the Company perpetually. These indefinite-lived intangible assets are
not amortized, but are assessed for impairment annually and evaluated annually to determine whether the indefinite
useful life remains appropriate. We first assess qualitative factors to determine whether it is more likely than not that
the asset is impaired. If further testing is necessary, we compare the estimated fair value of our asset with its book
value. If the carrying amount of the asset exceeds its fair value, as determined by the discounted cash flows expected
to be generated by the asset, an impairment loss is recognized in an amount equal to that excess. Based on
management’s measurement, there were no indications of impairment at September 30, 2018.

Intangible assets consist of the following (in thousands):

September
30, 2018

December
31, 2017

Virgil’s 576 $ 576
Sonoma Sparkler 229 229
Brand names $ 805 $ 805

6. Advances from Related Parties

In 2017, Christopher Reed (the former Chief Executive Officer and current Chief Innovation Officer of the Company),
Robert Reed (the brother of Christopher Reed), and Daniel Miles (former Chief Financial Officer of the Company),
collectively advanced $571 to the Company for working capital uses. As of December 31, 2017, $277 of these
advances remained outstanding. This balance was repaid during the quarter ended March 31, 2018 with a three percent
fee. In June of 2018, production materials aggregating $50 were purchased by Christopher Reed in anticipation of our
exit from the Los Angeles facility, and reimbursement is due him as of September 30, 2018. The Company anticipates
reimbursing Mr. Reed for this expenditure in the fourth quarter of 2018.

7. Line of Credit and Bank Notes

As of September 30, 2018, the Company had a Loan and Security Agreement with PMC Financial Services Group,
LLC (the “PMC Agreement”), which included a $6,000 Revolving Line of Credit, a $3,000 Term Loan, and a Capital
Expansion Loan (“CAPEX Loan”). Amounts borrowed under the PMC Agreement were secured by substantially all the
assets of the Company and became due in October 2018.

On October 4, 2018, the Company entered into a financing agreement with Rosenthal & Rosenthal, Inc., which
replaced its existing credit facility with PMC. See Note 13. Concurrently with the execution of the new financing
agreement, all obligations to PMC were repaid in full in an aggregate amount of $8,758.
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Amounts outstanding under the PMC Agreement were as follows (in thousands):

September
30, 2018

December
31, 2017

Revolving Line of Credit $ 2,689 $ 3,301
Term Loans 3,000 3,000
CAPEX loan 3,040 3,947

$ 8,729 $ 10,248

Interest Rates

Interest rates on borrowings under the PMC Agreement were generally calculated on a sliding scale based on our
trailing six month EBITDA. If unused cash availability met pre-established thresholds, interest rates were generally
reduced to a contractual base rate plus any increase in the prime rate. The Revolving Line of Credit also bore a
monthly collateral monitoring fee of .45%.

8. Leases Payable

Future minimum payments on capital leases as of September 30, 2018 are as follows (in thousands).

Years Ending December 31,
2018 $122
2019 30
2020 23
2021 78
Total payments $255
Less: Amount representing interest 7
Present value of net minimum lease payments $247
Less: Current portion 140
Non-current portion $107

In conjunction with the October 2018 execution of the Company’s new finance agreement, certain equipment lease
obligations were repaid in full to PMC in the aggregate amount of $195. Accordingly, these obligations are included
in 2018 minimum lease payments in the table above.
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In September of 2018 the Company entered into an operating lease for 8,620 feet of office space in Norwalk,
Connecticut. The term of the lease is 6.5 years with monthly payments of $9 during the first 30 months, after which
they adjust to $18 per month.

9. Long-term Financing Obligation

Our Long-term financing obligation is comprised of the following (in thousands):

September
30, 2018

December
31, 2017

Financing obligation $ 2,012 $ 2,186
Unamortized valuation discount (632 ) (714 )
Net financing obligation $ 1,380 $ 1,472
Less current portion (231 ) (222 )
Long term financing obligation $ 1,149 $ 1,250

F-10
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As the result of a 2009 sale-leaseback transaction, the Company leases two buildings and certain of its brewery
equipment (the majority of the assets of our Los Angeles plant). The transaction was accounted for as a long-term
financing arrangement, and the proceeds from the sale were recorded as a financing obligation in the initial amount of
$3,056. Monthly payments of approximately $35 under the arrangement are recorded as a reduction in the financing
obligation and as interest expense at an implicit rate of 9.9%.

In connection with the financing obligation and subsequent amendments, the Company issued 200,000 warrants to
purchase its common stock. The 200,000 warrants were valued at an aggregate amount of $1,336 which was recorded
as a valuation discount. The discount is being amortized over 15 years, the term of the purchase option. The balance of
unamortized valuation discount at September 30, 2018 and December 31, 2017 was $632 and $714, respectively.
Amortization of valuation discount was $82 during the nine month period ended September 30, 2018.

10. Convertible Note to a Related Party

The Convertible Note to a Related Party consists of the following (in thousands):

September
30, 2018

December
31, 2017

12% Convertible Note Payable $ 3,400 $ 3,400
Accrued Interest 636 290
Total obligation $ 4,036 $ 3,690

On April 21, 2017, pursuant to a Securities Purchase Agreement, the Company issued a Secured, Convertible,
Subordinated, Non-Redeemable Note in the principal amount of $3,400 (the “Raptor Note”) and warrants to purchase
1,416,667 shares of common stock. The purchaser, Raptor/Harbor Reeds SPV LLC (“Raptor”), beneficially owned
approximately 28% of the Company’s common stock at each of September 30, 2018 and December 31, 2017.

The note bears interest at a rate of 12% per annum, compounded monthly. It is secured by the Company’s assets,
subordinate to the first priority security interest of Rosenthal & Rosenthal (see Note 13). The note may not be prepaid
and matures on April 21, 2021. It may be converted, at any time and from time to time, into shares of common stock
of the Company, at a revised conversion price of $1.50.

The warrant will expire on April 21, 2022 and has an adjusted exercise price of $1.50 per share as of September 30,
2018. The note and warrant contain customary anti-dilution provisions, and the shares of common stock issuable upon
conversion of the note and exercise of the warrant have been registered on Form S-1. The investor was also granted
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the right to participate in future financing transactions of the Company for a term of two years.

In October of 2018, the Company entered into a new financing agreement to replace its existing agreement with PMC.
In conjunction therewith, the Raptor Note was amended to provide for additional advances of up to $4,000 in the
event that Raptor exercises a put option that was granted to it as part of the refinancing. In return, the exercise price of
750,000 of Raptor’s outstanding warrants was reduced to $1.10 per share. See Note 13.

11. Warrant Liability

Certain of the Company’s outstanding warrants require the Company to pay cash to the warrant holders, in the event of
a fundamental transaction as defined. Such warrants are accounted for as liabilities in accordance with ASC 480.
These liabilities are measured at fair value each reporting period and the change in the fair value is recognized in
earnings in the accompanying Statements of Operations.

The fair value of the warrant liability was determined using the Black-Scholes-Merton option pricing model at
September 30, 2018 and December 31, 2017, using the following assumptions:

September
30, 2018

December
31, 2017

Stock Price $ 3.25 $ 1.55
Risk free interest rate 2.46 % 1.74 %
Expected volatility 53.38 % 56.06 %
Expected life in years 2.67 3.42
Expected dividend yield 0 % 0 %

Fair Value - Warrants $ 133 $ 36

The risk-free interest rate is based on rates established by the Federal Reserve Bank. The Company uses the historical
volatility of its common stock to estimate its future volatility. The expected life of the warrant is based upon its
remaining contractual life. The expected dividend yield reflects that the Company has not paid dividends to its
common stockholders in the past and does not expect to do so in the foreseeable future.

F-11
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12. Stock Based Activity

Common stock issued

On January 10, 2018, the Compensation Committee of the Company’s Board of Directors (“Board”) awarded certain
independent Directors an aggregate of 400,000 shares of restricted common stock pursuant to Reed’s 2017 Incentive
Compensation Plan (“the Plan”). The shares were issued as compensation for services provided during 2017.
Accordingly the Company recognized $680, the fair value of the shares, as compensation expense during the year
ended December 31, 2017, and reflected this amount as common stock issuable. The shares were issued during the
first quarter of 2018.

Stock Awards

The following table summarizes restricted stock activity during the nine months ended September 30, 2018:

Number
of Shares

Fair
Value at
Date of
Issuance

Weighted
Average
Grant
Date Fair
Value

Non-vested, December 31, 2017 400,000 $ 680 1.70
Granted 854,592 1,412 1.65
Vested (638,575) (1,086 ) 1.70
Forfeited 0 0 -
Non-vested, September 30, 2018 616,017 $ 1,006 1.63

In the first quarter of 2018, the Compensation Committee granted an aggregate of 70,588 shares of restricted common
stock to the Company’s independent Directors pursuant to the Plan. The shares vest in four equal installments during
2018, and the $120 fair value of the shares is being amortized ratably over that period. During the nine months ended
September 30, 2018, 52,941 vested shares with a fair value of $90 were issued.

F-12
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On January 10, 2018, pursuant to its employment agreement with Mr. Valentin Stalowir, Chief Executive Officer of
the Company, dated June 28, 2017, the Compensation Committee granted to Mr. Stalowir an award of 371,268 shares
of restricted common stock with a fair value of $631, pursuant to the Plan. The award vests over 18 months, and the
fair value of the grant is being amortized to compensation expense through June 2019. During the nine months ended
September 30, 2018, 185,634 shares of common stock with a fair value of $316 vested pursuant to the award and were
issued to Mr. Stalowir.

On March 28, 2018, the Compensation Committee awarded Mr. Stalowir an additional 412,736 shares of restricted
common stock with a fair value of $660 pursuant to the Plan. This award is subject to shareholder approval to increase
the number of shares available under the Plan, and will not otherwise be issued until January 2019. The fair value of
these shares is also being amortized to compensation expense through June 2019 when the shares vest.

On July 9, 2018, the Compensation Committee approved the grant of 37,052 shares of common stock to an Officer for
services rendered, pursuant to the Plan. The shares vested immediately; accordingly the $100 fair value of the shares
was recorded as compensation expense during the nine months ended September 30, 2018.

Restricted common stock issued pursuant to the Plan is subject to such restrictions as determined by the Compensation
Committee of the Board, which may include restrictions on the sale of such shares or the right to receive dividends
thereon. Additionally, the restricted common stock is subject to a risk of forfeiture, generally upon termination of
employment or service during the vesting period. Vesting may be dependent upon the recipient’s continued
relationship with the Company, or may depend upon the achievement of certain pre-established performance goals.

During the nine months ended September 30, 2018, an aggregate of $655 was recognized as compensation expense
relative to these awards. As of September 30, 2018, the amount of unvested compensation related to issuances of
restricted common stock awards was $754, which will be recognized as an expense in future periods as the shares
vest.

Stock options

Shares Weighted-Average
Exercise Price

Weighted-Average
Remaining
Contractual Terms
(Years)

Aggregate
Intrinsic
Value

Outstanding at December 31, 2017 677,500 $ 4.31
Granted 3,285,954 1.86
Exercised - -
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Unvested Forfeited or expired 406,300 2.65
Vested Forfeited or expired 116,250 4.22
Outstanding at September 30, 2018 3,440,904 $ 2.17 8.63 $4,172,877
Exercisable at September 30, 2018 636,209 $ 3.01 5.38 $517,419

The aggregate intrinsic value was calculated as the difference between the closing market price as of September 30,
2018, which was $3.25, and the exercise price of the outstanding stock options.

On January 10, 2018, pursuant to its employment agreement with Valentin Stalowir dated June 28, 2017, the
Compensation Committee granted to Mr. Stalowir options to purchase 371,268 shares of stock, pursuant to the Plan.
The options have an exercise price of $1.70, vest over 18 months, and have a 10 year life. The $370 fair value of the
options is being amortized through June 2019.

On March 28, 2018, the Compensation Committee granted options to purchase 1,653,950 shares of common stock to
certain current employees, officers and Directors pursuant to the Plan. One half of these options vest annually over a
four-year period; the other half of these options will vest based on performance criteria to be established by the Board
at its discretion. The $1,441 fair value of the options is being amortized through March 31, 2022.

F-13
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Also, on March 28, 2018, Compensation Committee approved the repricing of 100,000 options issued to former Chief
Financial Officer Dan Miles pursuant to the 2015 Plan to the market price of $1.60, and extended the option period an
additional four years.

On March 28, 2018, the Compensation Committee awarded Mr. Stalowir options to purchase 412,736 shares of
common stock, which are subject to shareholder approval to increase the number of shares available under the Plan,
and are not otherwise issuable until January 2019. One half of these options will vest annually over a four-year period;
the other half of these options will vest based on performance criteria to be established by the Board. The fair value of
these options of $389 is being amortized through March 31, 2022.

On July 19, 2018, the Company issued options to purchase 748,000 shares of common stock to certain employees,
officers and Directors pursuant to the Plan. The grant included 446,000 options issued to Iris Snyder, Chief Financial
Officer of the Company, subject to shareholder approval to increase the number of shares available under the Plan.
One half of these options vest annually over a four-year period; the other half of these options will vest based on
performance criteria to be established by the Board at its discretion. The $957 fair value of the options is being
amortized through July 31, 2022.

The fair value of the options granted was determined using the Black-Scholes-Merton option pricing model during the
period ended September 30, 2018, using the following assumptions:

Nine Months Ended
September 30,
2018 2017

Expected volatility 62 % 0 %
Expected dividends — —
Expected average term (in years) 6.00 0
Risk free rate - average 2.37% - 2.77 % 0
Forfeiture rate 0 0

During the three and nine months ended September 30, 2018, the Company recognized $394 and $864 of
compensation expense relating to outstanding stock options. As of September 30, 2018, the amount of unvested
compensation related to stock options was approximately $2,600 which will be recorded as an expense in future
periods as the options vest.

As of September 30, 2018, the company has accrued $628 of compensation expense, consisting of amounts due Mr.
Stalowir for anticipated performance bonuses earned through that date by the terms of his employment agreement
with the Company, as well as the tax liability arising from the share-based awards described above.
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Common Stock Purchase Warrants

The following table summarizes warrant activity for the nine months ended September 30, 2018:

Shares Weighted-Average
Exercise Price

Weighted-Average
Remaining
Contractual
Terms (Years)

Aggregate
Intrinsic
Value

Outstanding at December 31,2017 7,325,282 $ 2.09 3.43
Granted
Exercised 374,109 $ -
Forfeited or expired 0
Outstanding at September 30, 2018 6,951,173 $ 2.10 2.71 $ 8,000
Exercisable at September 30, 2018 6,951,173 $ 2.10 2.71 $ 8,000

The intrinsic value was calculated as the difference between the closing market price as of September 30, 2018, which
was $3.25, and the exercise price of the Company’s warrants to purchase common stock.

During the nine months ended September 30, 2018, warrants to acquire 374,109 shares of common stock were
exercised, including 18,738 warrants that were exercised on a cashless basis, resulting in the issuance of 361,207
shares of common stock. Aggregate proceeds to the Company were $720.

In October of 2018, the Company entered into a new financing agreement to replace its existing agreement with PMC.
In conjunction therewith, the exercise price of 750,000 of Raptor’s outstanding warrants to purchase the Company’s
common stock was reduced from $1.50 to $1.10. See Note 13.

During October of 2018, 53,896 warrants for the purchase of the Company’s common stock were exercised, resulting
in the issuance of 53,650 shares of common stock and proceeds to the Company of $108.

13. Subsequent Events

Financing Agreement
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On October 4, 2018, the Company entered into a financing agreement with Rosenthal & Rosenthal, Inc. (“Rosenthal”),
replacing its existing credit facility with PMC. The new credit facility is for a term of 2.5 years and provides for
borrowings of up to $13,000. Borrowings are based upon eligible accounts receivable and inventory, plus up to $4,000
of additional borrowing beyond those amounts (the “Over-Advance”).

Borrowings under the new credit facility bear interest at the greater of prime or 4.75%, plus an additional 2% to 3.5%
depending upon whether the borrowing is based upon receivables, inventory or is an Over-Advance. Additionally, the
credit facility is subject to monthly facility and administration fees, and aggregate minimum monthly fees (including
interest) of $4 thousand.

The credit facility is secured by substantially all of the assets of the Company. Additionally, the Over-Advance is
guaranteed by an irrevocable stand-by letter of credit in the amount of $1,500, issued by Daniel J. Doherty III and the
Daniel J. Doherty, III 2002 Family Trust, affiliates of Raptor. Mr. Doherty is also a member of the Company’s Board
of Directors. In the event of a default under the financing agreement, Raptor has a put option to purchase from
Rosenthal the entire amount of any outstanding Over-Advance plus accrued interest, prior to Rosenthal declaring an
event of default under the financing agreement.

As part of the transaction, the Company issued an Amended and Restated Subordinated Convertible Non-Redeemable
Secured Note to Raptor, a related party (see Note 10) to provide for additional advances of up to $4,000 in the event
that Raptor exercises its put option described above. Consequently, the exercise price of 750,000 of Raptor’s
outstanding warrants to purchase the Company’s common stock was reduced from $1.50 to $1.10.

Concurrently with the execution of the Agreement, all obligations to PMC under the Company’s existing credit facility
were repaid in full in an aggregate amount of $8,758.

Management anticipates that the Company’s annual debt service requirements will be reduced by approximately
$1,500 as a result of the transaction.

F-14
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in
conjunction with our financial statements and the related notes appearing elsewhere in this report. This discussion
and analysis may contain forward-looking statements based on assumptions about our future business.

Overview

In order to strengthen our operations, position ourselves for the future, and develop the Company into a premier sales
and marketing organization, we took the following actions beginning in June of 2017:

●

We began concentrated efforts to move toward an asset light production model utilizing outsourced manufacturing
to a greater degree, enabling us to focus more on sales, marketing and product innovation. We have substantially
completed the relocation of our Company headquarters to the area where our key leadership is located, including
support agencies leading the Company’s marketing, advertising and public relations efforts.

●

We streamlined our portfolio of over one hundred separate SKUs to focus on the Reed’s and Virgil’s beverage brands
with approximately thirty-five SKUs that together accounted for approximately 90% of 2018 year-to-date gross
revenue. We were also able to further improve gross margins by negotiating improved raw material contracts and
terms.

●We restructured our selling prices to offset several years of raw material price increases and to better reflect our
consumers’ willingness to pay a premium for handcrafted, all-natural beverages with premium ingredients.

Price increases taken in the prior year and Cost of Goods Sold reductions led to our gross margin increasing to 25%
from 19% over the same quarter in 2017. Absent the effect of a one-time revaluation of non-strategic inventory, gross
profit increased to 29%.

Our operating expenses increased as planned as we invested in sales, marketing and brand refresh initiatives; added
new marketing, finance and supply chain leadership talent; and compensated employees with non-cash
performance-based equity awards and accrued for anticipated bonuses. We also accrued for severance as a result of
the relocation of our headquarters to Norwalk, Connecticut.

On October 4, 2018, the Company entered into a financing agreement with Rosenthal & Rosenthal, Inc., which
replaced its existing credit facility with PMC. The new credit facility is for a term of 2.5 years, and provides for
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borrowings of up to $13,000. Management anticipates that annual debt service requirements will be reduced by $1,500
as a result of the transaction.
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Results of Operations – Three months ended September 30, 2018

The following table sets forth key statistics for the three months ended September 30, 2018 and 2017, respectively, in
thousands.

Three Months Ended
September 30, Pct.

2018 2017 Change
Gross sales * $11,925 $12,065 -1 %
Less: Promotional and other allowances ** 1,129 1,178 -4 %
Net sales 10,796 10,887 -1 %

Cost of tangible goods sold 7,005 8,135 -14 %
As a percentage of:
Gross sales 59 % 67 %
Net sales 65 % 75 %
Cost of goods sold – idle capacity 1,110 690 61 %
As a percentage of net sales 10 % 6 %
Gross profit $2,681 $2,062 30 %
Gross profit margin as a percentage of net sales 25 % 19 %

Expenses
Delivery and handling $1,395 $1,119 25 %
Selling and marketing 1,378 828 66 %
General and administrative 1,987 1,105 80 %
Impairment reserve - 2,000 -100 %
Total Operating expenses $4,760 $5,052 -6 %

Loss from operations $(2,079 ) $(2,990 ) -30 %

Interest expense and other expense (595 ) (2,627 ) -77 %

Net loss to stockholders $(2,674 ) $(5,617 ) -52 %

Weighted average shares outstanding 25,587,191 15,033,083 70 %

Net loss per share $(0.10 ) $(0.37 ) -72 %

* Gross sales is used internally by management as an indicator of and to monitor operating performance, including
sales performance of particular products, salesperson performance, product growth or declines and overall Company
performance. The use of gross sales allows evaluation of sales performance before the effect of any promotional
items, which can mask certain performance issues. We therefore believe that the presentation of gross sales provides a
useful measure of our operating performance. Gross sales is not a measure that is recognized under GAAP and
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should not be considered as an alternative to net sales, which is determined in accordance with GAAP, and should not
be used alone as an indicator of operating performance in place of net sales. Additionally, gross sales may not be
comparable to similarly titled measures used by other companies, as gross sales has been defined by our internal
reporting practices. In addition, gross sales may not be realized in the form of cash receipts as promotional payments
and allowances may be deducted from payments received from certain customers.

** Although the expenditures described in this line item are determined in accordance with GAAP and meet GAAP
requirements, the disclosure thereof does not conform to GAAP presentation requirements. Additionally, our
definition of promotional and other allowances may not be comparable to similar items presented by other companies.
Promotional and other allowances primarily include consideration given to the Company’s distributors or retail
customers including, but not limited to the following: (i) reimbursements given to the Company’s distributors for
agreed portions of their promotional spend with retailers, including slotting, shelf space allowances and other fees for
both new and existing products; (ii) the Company’s agreed share of fees given to distributors and/or directly to
retailers for in-store marketing and promotional activities; (iii) the Company’s agreed share of slotting, shelf space
allowances and other fees given directly to retailers; (iv) incentives given to the Company’s distributors and/or
retailers for achieving or exceeding certain predetermined sales goals; and (v) discounted or free products. The
presentation of promotional and other allowances facilitates an evaluation of their impact on the determination of net
sales and the spending levels incurred or correlated with such sales. Promotional and other allowances constitute a
material portion of our marketing activities. The Company’s promotional allowance programs with its numerous
distributors and/or retailers are executed through separate agreements in the ordinary course of business. These
agreements generally provide for one or more of the arrangements described above and are of varying durations,
ranging from one week to one year.

5
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Top Line Metrics

The following chart sets forth key statistics for the transition of the Company’s top line activity from the first quarter of
2017 through the third quarter of 2018.

2017 2018
Volume Q1 Q2 Q3 Q4 Q1 Q2 Q3
Reeds 12 ounce cases 282 287 288 248 261 276 254
Virgils 12 ounce cases 176 190 215 165 179 234 246
Core 12 ounce volume 458 477 503 413 440 510 500
Core Volume vs PY -4 % -11 % -8 % -4 % -4 % 6.8 % -0.7 %

Sales price
Core rev/case CY $17.6 $17.9 $18.3 $18.7 $18.6 $18.9 $19.0
Core rev/case PY $17.4 $17.7 $17.6 $17.7 $17.6 $17.9 $18.3
Core Beverage selling price vs PY 1 % 1 % 4 % 6 % 6 % 6 % 4 %

Cost of goods sold
Core cogs/case CY $11.8 $11.8 $11.7 $11.3 $10.8 $10.4 $10.6
Core cogs/case PY $11.4 $11.2 $11.2 $11.6 $11.8 $11.8 $11.7
Core Beverage COGS vs PY 4 % 5 % 4 % -2 % -9 % -12 % -9 %

Beverage profit
Reeds 1,540 1,660 1,775 1,661 1,930 2,337 2,184
Virgils 1,118 1,244 1,574 1,384 1,500 1,668 1,829
Core Gross Profit $2,658 $2,904 $3,349 $3,045 $3,430 $4,005 $4,013
Core Profit vs PY -8 % -16 % -3 % 17 % 29 % 38 % 20 %

Other
Candy Gross Profit $139 $75 $254 $152 $131 $90 $89
Discounts $1,059 $868 $1,178 $899 $567 $973 $1,129
Idle Plant $788 $588 $690 $866 $676 $392 $1,110

As part of the Company’s ongoing initiative to simplify and streamline operations by reducing the number of SKUs
that we offer, the Company has identified certain of its products on which to place its strategic focus. These core
products consist of Reed’s and Virgil’s branded beverages. Non-core products consist primarily of discontinued Reed’s
and Virgil’s skus, private label beverages and candy. Certain products that were formerly considered to be core
products have been redefined as non-core. All periods presented have been adjusted to reflect the change.

Top Line Discussion
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Sales

As a result of our decision to focus on the core Reed’s and Virgil’s beverage brands and simplify operations by
reducing the overall number of SKUs that we offer, the Company’s core beverage volume for the quarter ended
September 30, 2018 represents 80% of all beverage volume.

Core brand gross revenue increased 3% during the current quarter as compared to the year ago quarter, from $9,202 to
$9,484. This increase was reduced by declines in non-core discontinued brands and private label sales timing. The
result was a slight decrease in total gross revenue, to $11,925 from $12,065 during the year ago period. On a 12-ounce
case basis, price on our core brands increased $0.66 per 12-ounce case or 4% year over year, while volume was
essentially flat as compared to the year-ago quarter.

Net sales revenue was relatively flat in the third quarter of 2018 at $10,796, as compared to $10,887 in the same
period in 2017.

Cost of Goods Sold and Produced

Cost of goods sold decreased $1,130 during the third quarter of 2018 as compared to the year-ago quarter. As a
percentage of net sales, cost of goods sold decreased 10 percentage points in the third quarter of 2018, to 65% from
75% in the year-ago period.

On a 12-ounce case basis, cost of goods sold decreased to $10.6 from $11.7 or $1.10 per 12-ounce case. The main
drivers of decrease were a reduction in packaging costs, mainly a reduction in glass, and productivity gains realized
from the reduction in SKUs.

Cost of goods produced represents the cost of goods sold plus the costs associated with maintaining idle capacity in
our Los Angeles manufacturing facility. Idle plant costs increased in the third quarter of 2018 to $1,110 from $690 in
the same period in 2017, due to September 2018 one-time charges aggregating $492 to revalue inventory that is no
longer consistent with the Company’s strategic product focus. Upon completion of the Company’s exit plan,
substantially all of our idle plant costs will be eliminated.

6
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Gross Margin

Our price restructuring, along with the significant reduction in cost of sales discussed above, resulted in a 6 percentage
point increase in gross margin in the third quarter of 2018, to 25% compared to 19% in same quarter of 2017.

Operating Expense Discussion

Delivery and Handling Expenses

Delivery and handling expenses consist of delivery costs to customers and warehouse costs incurred for handling our
finished goods after production. Delivery and handling expenses increased in the third quarter of 2018 to $1,395 from
$1,119 in the same period in 2017. As a percentage of net sales, delivery costs were 13%, as compared to 10% in the
year-ago period. This increase was due to an industry wide increase in freight rates, transition charges from and to
new warehouse partners, and the effects of can production on the east coast. As we refine our processes and
procedures around control of freight in light of our new business model, we expect to achieve a reduction in freight
costs per case of as much as 5-10%.

Selling and Marketing Expenses

Selling and marketing expenses consist primarily of direct charges for staff compensation costs, advertising, design
and public relations, sales support, broker fees, marketing programs and trade shows. Beginning in 2018 the Company
began analyzing its sales and marketing efforts as two distinct expense categories. Marketing expenses consist of
direct marketing, marketing labor and marketing support costs. Selling expenses consist of all other selling-related
expenses.

Total selling and marketing expenses were $1,378 during the third quarter of 2018, compared to $828 during the
year-ago period. As a percentage of net sales, selling and marketing costs increased to 13% during the three months
ended September 30, 2018, as compared to 8% during the same period of the prior year, as a result of invest ahead
activities during the 2018 quarter. The increased investment in sales and marketing is consistent with the Company’s
strategy to refresh the brands, launch new products into the market, and lay the ground work to re-accelerate growth of
the core brands.

Edgar Filing: REED'S, INC. - Form 10-Q

40



Marketing expenses for the third quarter of 2018 aggregated $559. Marketing expenses were not tracked separately in
the year-ago period. As a percentage of net sales, Marketing expenses equaled 5%.

General and Administrative Expenses

General and administrative expenses consist primarily of the cost of executive, administrative, and finance personnel,
as well as professional fees. General and administrative expenses increased in the third quarter of 2018 to $1,987 from
$1,105, an increase of $882 over the same period in 2017. Our administrative expenses increase was largely driven by
non-cash performance-based equity awards of $369 and bonus accruals of $125, along with one-time transition costs
relating to our move to Norwalk, Connecticut of $285.

Loss from Operations

During the third quarter of 2017, an impairment charge of $2,000 was recorded to revalue certain assets that were
identified at that time as likely to be divested.

As a result of the changes discussed above, the loss from operations was $2,079 for the three months ended September
30, 2018, as compared to a loss of $2,990 in the same period of 2017.

Interest and Other Expense

Interest and other expense for the three months ended September 30, 2018 consisted of $621 of interest expense and a
benefit from the change in fair market value of our warrant liability of $26. During the same period of 2017, interest
expense was $757, financing and warrant modification costs totaled $1,798, and expense related to the change in fair
value of our warrant liability was $72. The decrease in interest expense, to $621 during the current quarter from $757
during the year ago quarter, is the result of lower average borrowings during the current quarter.

On October 4, 2018, the Company entered into a financing agreement with Rosenthal & Rosenthal, Inc., which
replaced its existing credit facility with PMC. Management anticipates that the Company’s annual debt service
requirements will be reduced by approximately $1,500 as a result of the refinancing. See Note 13 of the Notes to
Condensed Financial Statements.
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Modified EBITDA

In addition to our GAAP results, we present Modified EBITDA as a supplemental measure of our performance.
However, Modified EBITDA is not a recognized measurement under GAAP and should not be considered as an
alternative to net income, income from operations or any other performance measure derived in accordance with
GAAP, or as an alternative to cash flow from operating activities as a measure of liquidity. We define Modified
EBITDA as net income (loss), plus interest expense, depreciation and amortization, stock-based compensation,
changes in fair value of warrant expense, and one-time restructuring-related costs including employee severance and
asset impairment.

Management considers our core operating performance to be that which our managers can affect in any particular
period through their management of the resources that affect our underlying revenue and profit generating operations
that period. Non-GAAP adjustments to our results prepared in accordance with GAAP are itemized below. You are
encouraged to evaluate these adjustments and the reasons we consider them appropriate for supplemental analysis. In
evaluating Modified EBITDA, you should be aware that in the future we may incur expenses that are the same as or
similar to some of the adjustments in this presentation. Our presentation of Modified EBITDA should not be
construed as an inference that our future results will be unaffected by unusual or non-recurring items.

Set forth below is a reconciliation of net loss to Modified EBITDA for the three months ended September 30, 2018
and 2017 (unaudited; in thousands):

Three Months
Ended September
30,
2018 2017

Net loss $(2,674) $(5,617)

Modified EBITDA adjustments:
Depreciation and amortization 155 161
Interest expense 621 757
Stock option and other noncash compensation 443 (20 )
Financing costs 1,798
Change in fair value of warrant liability (26 ) 72
Impairment and severance costs - 2,000
Total EBITDA adjustments $1,193 $4,768

Modified EBITDA $(1,481) $(849 )
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We present Modified EBITDA because we believe it assists investors and analysts in comparing our performance
across reporting periods on a consistent basis by excluding items that we do not believe are indicative of our core
operating performance. In addition, we use Modified EBITDA in developing our internal budgets, forecasts and
strategic plan; in analyzing the effectiveness of our business strategies in evaluating potential acquisitions; and in
making compensation decisions and in communications with our board of directors concerning our financial
performance. Modified EBITDA has limitations as an analytical tool, which includes, among others, the following:

●Modified EBITDA does not reflect our cash expenditures, or future requirements, for capital expenditures orcontractual commitments;

●Modified EBITDA does not reflect changes in, or cash requirements for, our working capital needs;

●Modified EBITDA does not reflect future interest expense, or the cash requirements necessary to service interest orprincipal payments, on our debts; and

●
Although depreciation and amortization are non-cash charges, the assets being depreciated and amortized will often
have to be replaced in the future, and Modified EBITDA does not reflect any cash requirements for such
replacements.
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Results of Operations – Nine months ended September 30, 2018

The following table sets forth key statistics for the nine months ended September 30, 2018 and 2017, respectively, in
thousands:

Nine Months Ended
September 30, Pct.

2018 2017 Change
Gross sales * $31,141 $31,151 0 %
Less: Promotional and other allowances** $2,668 3,105 -14 %
Net sales 28,473 28,046 2 %

Cost of tangible goods sold 18,269 21,149 -14 %
As a percentage of:
Gross sales 59 % 68 %
Net sales 64 % 75 %
Cost of goods sold – idle capacity 2,178 2,067 5 %
As a percentage of net sales 8 % 7 %
Gross profit $8,026 $4,830 66 %
Gross profit margin as a percentage of net sales 28 % 17 %

Expenses
Delivery and handling $3,598 $2,731 32 %
Selling and marketing 3,601 2,344 54 %
General and administrative 6,853 3,402 101 %
Impairment reserve - 2,000
Total Operating expenses $14,052 $10,477 34 %

Loss from operations $(6,026 ) $(5,647 ) 7 %

Interest expense and other expense (1,639 ) (1,810 ) -9 %

Net loss to stockholders $(7,665 ) $(7,457 ) 3 %

Weighted average shares outstanding 25,242,780 14,336,375 76 %

Net loss per share $(0.30 ) $(0.52 ) -42 %

* Gross sales is used internally by management as an indicator of and to monitor operating performance, including
sales performance of particular products, salesperson performance, product growth or declines and overall Company
performance. The use of gross sales allows evaluation of sales performance before the effect of any promotional
items, which can mask certain performance issues. We therefore believe that the presentation of gross sales provides a
useful measure of our operating performance. Gross sales is not a measure that is recognized under GAAP and
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should not be considered as an alternative to net sales, which is determined in accordance with GAAP, and should not
be used alone as an indicator of operating performance in place of net sales. Additionally, gross sales may not be
comparable to similarly titled measures used by other companies, as gross sales has been defined by our internal
reporting practices. In addition, gross sales may not be realized in the form of cash receipts as promotional payments
and allowances may be deducted from payments received from certain customers.

** Although the expenditures described in this line item are determined in accordance with GAAP and meet GAAP
requirements, the disclosure thereof does not conform to GAAP presentation requirements. Additionally, our
definition of promotional and other allowances may not be comparable to similar items presented by other companies.
Promotional and other allowances primarily include consideration given to the Company’s distributors or retail
customers including, but not limited to the following: (i) reimbursements given to the Company’s distributors for
agreed portions of their promotional spend with retailers, including slotting, shelf space allowances and other fees for
both new and existing products; (ii) the Company’s agreed share of fees given to distributors and/or directly to
retailers for in-store marketing and promotional activities; (iii) the Company’s agreed share of slotting, shelf space
allowances and other fees given directly to retailers; (iv) incentives given to the Company’s distributors and/or
retailers for achieving or exceeding certain predetermined sales goals; and (v) discounted or free products. The
presentation of promotional and other allowances facilitates an evaluation of their impact on the determination of net
sales and the spending levels incurred or correlated with such sales. Promotional and other allowances constitute a
material portion of our marketing activities. The Company’s promotional allowance programs with its numerous
distributors and/or retailers are executed through separate agreements in the ordinary course of business. These
agreements generally provide for one or more of the arrangements described above and are of varying durations,
ranging from one week to one year.

Top Line Discussion

Sales

As a result of our decision to focus on the core Reed’s and Virgil’s beverage brands and simplify operations by
reducing the overall number of SKUs that we offer, the Company’s core beverage volume for the nine month period
ended September 30, 2018 represents 88% of all beverage volume.
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Gross sales revenue remained essentially flat at $31,141 during the nine months ended September 30, 2018 from
$31,151 during the year-ago period. Core gross sales grew 6% over the year-ago period, driven by pricing and volume
increases. On a core product 12 ounce case basis, price increased $0.90 per 12-ounce case or 5% year over year while
volume increased 1% during the year-to-date period. The decrease in non-core revenue during the nine months ended
September 30, 2018 was entirely offset by increased core revenue.

Net sales revenue increased during the nine months ended September 30, 2018, to $28,473 from $28,046 in the same
period of 2017. The net sales increase was primarily the result of the Company’s 2017 price restructuring. As a
percentage of gross revenues, promotional spending decreased to 9% during the nine-month period as compared to
10% in the same period of the prior year as the Company took steps to optimize its strategy and approach to
investment against promotional programs.

Cost of Goods Sold and Produced

Cost of goods sold decreased during the nine months ended September 30, 2018 to $18,269 from $21,149 in the same
period in 2017. The main driver of decrease was a reduction in packaging costs in glass and productivity gains
realized from the reduction in SKUs.

Cost of goods produced represents the cost of goods sold plus the costs associated with maintaining idle capacity in
our Los Angeles manufacturing facility. Idle plant costs aggregated $2,178 during the nine months ended September
30, 2018, compared to $2,067 in the same period in 2017. Idle plant costs for the current year to date period include
September 2018 one-time charges aggregating $492 to revalue inventory that is no longer consistent with the
Company’s strategic product focus.

Upon completion of the Company’s plan to exit its Los Angeles operation, substantially all of our idle plant costs will
be eliminated.

Gross Margin

Our price restructuring, along with the significant reduction in cost of sales discussed above, resulted in gross margin
increasing 11 percentage points during the nine months ended September 30, 2018, to 28% when compared to 17% in
same period of 2017.
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Operating Expense Discussion

Delivery and Handling Expenses

Delivery and handling expenses consist of delivery costs to customers and warehouse costs incurred for handling our
finished goods after production. Delivery and handling expenses increased in the nine months ended September 30,
2018 to $3,598 from $2,731 in the same period of 2017. As a percentage of net sales, delivery costs were 13%,
compared to 10% during the year-ago period. This increase was due to an industry wide increase in freight rates,
transition charges from and to new warehouse partners, and the effects of can production on the east coast. As we
refine our processes and procedures around control of freight in light of our new business model, we expect to achieve
a reduction in freight costs per case of as much as 5-10%.

Selling and Marketing Expenses

Selling and marketing expenses consist primarily of direct charges for staff compensation costs, advertising, design
and public relations, sales support, broker fees, marketing programs and trade shows. Beginning in 2018, the
Company began analyzing its sales and marketing efforts as two distinct expense categories. Marketing expenses
consist of direct marketing, marketing labor and marketing support costs. Selling expenses consist of all other
selling-related expenses.

Total selling and marketing expenses increased during the nine months ended September 30, 2018, to $3,601 from
$2,344 during the same period in 2017, primarily driven by increased investment in sales and marketing personnel and
support agencies, new broker relationships and trade show activity. As a percentage of net sales, selling and marketing
costs increased to 13%, compared to 8% during the nine months ended September 30, 2017, as a result of invest ahead
activities during the period. The increased investment in sales and marketing is consistent with the Company’s strategy
to refresh the brands, launch new products into the market, and lay the ground work to re-accelerate growth of the core
brands.

Marketing expenses for the nine months ended September 30, 2018 aggregated $1,277. Marketing expenses were not
tracked separately in the year-ago period. As a percentage of net sales, marketing costs equaled 4%.

General and Administrative Expenses

General and administrative expenses consist primarily of the cost of executive, administrative, and finance personnel,
as well as professional fees. General and administrative expenses increased during the nine months ended September
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30, 2018 to $6,853 from $3,402, an increase of $3,451 over the same period in 2017. The main drivers of the increase
were non-cash stock option and restricted stock expense aggregating $1,619, bonus and tax expense accruals of $774,
one-time severance accruals related to our move to Norwalk, Connecticut of $642, and transition costs related to the
HQ move of $285.
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Loss from Operations

During the third quarter of 2017, an impairment charge of $2,000 was recorded to revalue certain assets that were
identified at that time as likely to be divested.

As a result of the changes discussed above, the loss from operations was $6,026 for the nine months ended September
30, 2018, as compared to a loss of $5,647 in the same period of 2017.

Interest and Other Expense

Interest and other expense for the nine months ended September 30, 2018 consisted of $1,542 of interest expense and
the cost of a change in the fair market value of our warrant liability of $97. During the same period of 2017, interest
expense aggregated $2,270 and we incurred financing and warrant modification costs of $2,776, which were partially
offset by benefit of $3,236 from the change in fair value of our warrant liability. The decrease in interest expense, to
$1,542 during the current nine-month period from $2,270 during the same period of the prior year, is the result of
lower average borrowings during the current nine-month period.

On October 4, 2018, the Company entered into a financing agreement with Rosenthal & Rosenthal, Inc., which
replaced its existing credit facility with PMC. Management anticipates that the Company’s annual debt service
requirements will be reduced by approximately $1,500 as a result of the refinancing. See Note 13 of the Notes to
Condensed Financial Statements.

Modified EBITDA

In addition to our GAAP results, we present Modified EBITDA as a supplemental measure of our performance.
However, Modified EBITDA is not a recognized measurement under GAAP and should not be considered as an
alternative to net income, income from operations or any other performance measure derived in accordance with
GAAP, or as an alternative to cash flow from operating activities as a measure of liquidity. We define Modified
EBITDA as net income (loss), plus interest expense, depreciation and amortization, stock-based compensation,
changes in fair value of warrant expense, , and one-time restructuring-related costs including employee severance and
asset impairment.
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Management considers our core operating performance to be that which our managers can affect in any particular
period through their management of the resources that affect our underlying revenue and profit generating operations
that period. Non-GAAP adjustments to our results prepared in accordance with GAAP are itemized below. You are
encouraged to evaluate these adjustments and the reasons we consider them appropriate for supplemental analysis. In
evaluating Modified EBITDA, you should be aware that in the future we may incur expenses that are the same as or
similar to some of the adjustments in this presentation. Our presentation of Modified EBITDA should not be
construed as an inference that our future results will be unaffected by unusual or non-recurring items.

Set forth below is a reconciliation of net loss to Modified EBITDA for the nine months ended September 30, 2018 and
2017 (unaudited; in thousands):

Nine Months
Ended September
30,
2018 2017

Net loss $(7,665) $(7,457)

Modified EBITDA adjustments:
Depreciation and amortization 492 441
Interest expense 1,542 2,270
Stock option and other noncash compensation 1,619 298
Financing costs including warrant modification 0 2,776
Change in fair value of warrant liability 97 (3,236)
Impairment and severance costs 642 2,000
Total EBITDA adjustments $4,392 $4,549

Modified EBITDA $(3,273) $(2,908)
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We present Modified EBITDA because we believe it assists investors and analysts in comparing our performance
across reporting periods on a consistent basis by excluding items that we do not believe are indicative of our core
operating performance. In addition, we use Modified EBITDA in developing our internal budgets, forecasts and
strategic plan; in analyzing the effectiveness of our business strategies in evaluating potential acquisitions; and in
making compensation decisions and in communications with our board of directors concerning our financial
performance. Modified EBITDA has limitations as an analytical tool, which includes, among others, the following:

●Modified EBITDA does not reflect our cash expenditures, or future requirements, for capital expenditures orcontractual commitments;

●Modified EBITDA does not reflect changes in, or cash requirements for, our working capital needs;

●Modified EBITDA does not reflect future interest expense, or the cash requirements necessary to service interest orprincipal payments, on our debts; and

●
Although depreciation and amortization are non-cash charges, the assets being depreciated and amortized will often
have to be replaced in the future, and Modified EBITDA does not reflect any cash requirements for such
replacements.

Liquidity and Capital Resources

The accompanying financial statements have been prepared under the assumption that the Company will continue as a
going concern. Such assumption contemplates the realization of assets and satisfaction of liabilities in the normal
course of business.

On October 4, 2018, the Company entered into a financing agreement with Rosenthal & Rosenthal, Inc., which
replaced its existing credit facility with PMC. See Note 13 of the Notes to Condensed Financial Statements.
Management anticipates that the Company’s annual debt service requirements will be reduced by approximately
$1,500 as a result of the refinancing. The financing agreement is for a term of 2.5 years, and provides for borrowings
of up to $13,000. Concurrently with the execution of the financing agreement, all obligations to PMC under the
Company’s existing credit facility were repaid in full in an aggregate amount of $8,758. Upon completion of these
transactions on October 4, the Company had $1,300 of unused borrowing capacity under the financing agreement.

For the nine months ended September 30, 2018, the Company recorded a net loss of $7,665 and used cash in
operations of $10,496. As of September 30, 2018, we had a cash balance of $188, a stockholder’s deficit of $4,824 and
a working capital shortfall of $2,188 compared to a cash balance of $12,127, stockholder’s equity of $508 and working
capital of $2,303 at December 31, 2017.
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Historically, we have financed our operations through public and private sales of common stock, issuance of preferred
and common stock, convertible debt instruments, term loans and credit lines from financial institutions, and cash
generated from operations. Beginning in June of 2017, we took decisive action to improve our profitability and
operating cash flow, including increased outsourcing of our manufacturing process, streamlining our product
portfolio, negotiating improved vendor contracts and restructuring our selling prices. The result was an 11 percentage
point increase in gross margin for the nine months ended September 30, 2018, as compared to the same period of
2017.
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In September of 2018, the Company completed the relocation of its headquarters to Norwalk, Connecticut. The
Company’s move is consistent with its recent focus on a streamlined sales and marketing organization that is better
positioned for future growth and enhanced profitability. The new Norwalk office serves as headquarters for the
Company’s operations, business development, sales and marketing, finance, supply chain, HR and other corporate
functions. With key leadership already based in the Tri-State area, including support agencies leading the Company’s
marketing, advertising and public relations efforts, this will ensure a seamless transition.

The Company anticipates the exit of our Los Angeles plant to be completed in 2018, and in fiscal 2017 we recorded
impairment charges aggregating $5,925 for fixed asset costs that we do not believe to be recoverable. Additionally, as
a result of the move of our corporate headquarters, we recorded a charge of $642 for one-time severance and other
employee termination costs in June of 2018. In September of 2018 we recorded charges aggregating $492 to revalue
inventory that is no longer consistent with the Company’s strategic product focus.

We may incur additional charges including but not limited to additional cash-related expenses, non-cash impairment
charges, discontinued operations and/or other costs in connection with exit and disposal activities. Such transactions
will be recognized when appropriate and may require cash payments for obligations such as one-time employee
involuntary termination benefits, lease and other contract termination costs, costs to close facilities, employee
relocation costs and ongoing benefit arrangements.

If our sales goals do not materialize as planned, we believe the Company will be able to reduce its operating costs
sufficiently to still achieve positive cash flow from operations. However, there can be no assurance that we will
generate sufficient revenues from product sales in the future to achieve profitable operations. If we are not able to
achieve profitable operations at some point in the future, we may have insufficient working capital to maintain our
operations as we presently intend to conduct them or to fund our expansion, marketing, and product development
plans.

Critical Accounting Policies and Estimates

Our financial statements are prepared in accordance with accounting principles generally accepted in the United States
of America, or GAAP. GAAP requires us to make estimates and assumptions that affect the reported amounts in our
financial statements including various allowances and reserves for accounts receivable and inventories, the estimated
lives of long-lived assets and trademarks and trademark licenses, as well as claims and contingencies arising out of
litigation or other transactions that occur in the normal course of business. The following summarizes our most
significant accounting and reporting policies and practices:
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Revenue Recognition On January 1, 2018, the Company adopted ASU 2014-09, Revenue from Contracts with
Customers (Topic 606), (“ASC 606”). Under ASC 606, revenue is recognized when performance obligations under the
terms of a contract are satisfied, which occurs for the Company upon shipment or delivery of products or services to
our customers based on written sales terms, which is also when control is transferred. Revenue is measured as the
amount of consideration we expect to receive in exchange for transferring the products or services to a customer.

The Company previously recognized and continues to recognize revenue when risk of loss transfers to our customers
and collection of the receivable is reasonably assured, which generally occurs when product is shipped. A written
order from the customer must be received and credit acceptance procedures performed prior to shipment of product.

The Company does not allow for returns, except for damaged products when the damage occurred pre-fulfillment.
Damaged product returns have historically been insignificant. Because of this, the standalone nature of our products,
and our assessment of performance obligations and transaction pricing for our sales contracts, we do not currently
maintain a contract asset or liability balance at this time for obligations. We assess our contracts and the
reasonableness of our conclusions on a quarterly basis.

Amounts paid by customers for shipping and handling costs are included in sales. The Company reimburses its
wholesalers and retailers for promotional discounts, samples and certain advertising and promotional activities used in
the promotion of the Company’s products. The accounting treatment for the reimbursements for samples and discounts
to wholesalers results in a reduction in the net revenue line item. Reimbursements to wholesalers and retailers for
certain advertising activities are included in selling and marketing expenses.

Long-Lived Assets. Our management regularly reviews property, equipment and other long-lived assets, including
identifiable amortizing intangibles, for possible impairment. This review occurs quarterly or more frequently if events
or changes in circumstances indicate the carrying amount of the asset may not be recoverable. If there is indication of
impairment of property and equipment or amortizable intangible assets, then management prepares an estimate of
future cash flows (undiscounted and without interest charges) expected to result from the use of the asset and its
eventual disposition. If these cash flows are less than the carrying amount of the asset, an impairment loss is
recognized to write down the asset to its estimated fair value.
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The fair value is estimated at the present value of the future cash flows discounted at a rate commensurate with
management’s estimates of the business risks. Preparation of estimated expected future cash flows is inherently
subjective and is based on management’s best estimate of assumptions concerning expected future conditions. No
impairments were identified during the nine months ended September 30, 2018.

Management believes that the accounting estimates related to assessing impairment of our long lived assets, including
our trademark license and trademarks, are “critical accounting estimates” because: (1) they are highly susceptible to
change from period to period because it requires estimates of fair value, based on assumptions about cash flows and
discount rates; and (2) the impact of an impairment could be material. Management’s assumptions about cash flows
and discount rates require significant judgment because actual revenues and expenses have fluctuated in the past and
we expect they will continue to do so.

Recent Accounting Pronouncements

See Note 2 of the Notes to Condensed Financial Statements for a discussion of recent accounting pronouncements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

A smaller reporting company is not required to provide the information required by this Item.

Item 4. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including our Chief Executive Officer and our
Chief Financial Officer, we conducted an evaluation of our disclosure controls and procedures, as such term is defined
under Securities and Exchange Act of 1934 Rules 13a-15(f). Based on this evaluation, our Chief Executive Officer
and our Chief Financial Officer concluded that the Company’s disclosure controls and procedures were effective as of
September 30, 2018.
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Changes in Internal Control Over Financial Reporting

There have been no changes in the Company’s internal control over financial reporting during the three months ended
September 30, 2018 that have materially affected, or are reasonably likely to materially affect, the Company’s internal
control over financial reporting.

PART II – OTHER INFORMATION

Item 1. Legal Proceedings

We are subject to various legal proceedings from time to time in the ordinary course of business, none of which are
required to be disclosed under this Item 1.

Item 1A. Risk Factors

A smaller reporting company is not required to provide the information required by this Item.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures
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Not applicable.

Item 5. Other Information

None.
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Item 6. Exhibits

Exhibit

No.
Description

4.1 Amendment to Warrant Agreement by and between Reed’s, Inc. and Raptor/Harbor Reeds SPV LLC dated
October 4, 2018*

4.2 Amended and Restated Subordinated Convertible Non-Redeemable Secured Note issued October 4, 2018 by
Reed’s Inc. in favor of Raptor/Harbor Reeds SPV LLC*

10.1 Financing Agreement by and between Reed’s Inc. and Rosenthal & Rosenthal Inc. dated October 4, 2018*

10.2 Inventory Security Agreement by and between Reed’s Inc. and Rosenthal & Rosenthal Inc. dated October 4,
2018*

10.3 Intellectual Property Security Agreement by and between Reed’s Inc. and Rosenthal & Rosenthal Inc. dated
October 4, 2018*

10.4 Security Interest (short form) by Reed’s Inc. in favor of Rosenthal & Rosenthal Inc. dated October 4, 2018*

10.5 Subordination Agreement by and among Rosenthal & Rosenthal Inc., Raptor/Harbor Reeds SPV LLC and
Reed’s Inc. dated October 4, 2018*

10.6 First Amendment to Securities Purchase Agreement and Transaction Documents by and between
Raptor/Harbor Reeds SPV LLC and Reed’s Inc. dated October 4, 2018*

10.7 Sublease Agreement by and between Reed’s Inc., Merritt 7 Venture L.L.C., and GE Capital US Holdings, Inc.,
dated September 1, 2018*

10.8 Separation, Settlement and Release of Claims Agreement by and between Reed’s Inc. and Daniel V. Miles
dated August 15, 2018* +

31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

32.1 Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.*

32.2 Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.*

101.INS XBRL Instance Document*
101.SCH XBRL Taxonomy Extension Schema Document*
101.CAL XBRL Taxonomy Extension Calculation Linkbase Document*
101.DEF XBRL Taxonomy Extension Definition Linkbase Document*
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101.LAB XBRL Taxonomy Extension Label Linkbase Document*
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document*

*filed herewith

+ Management Compensatory Agreement

In accordance with SEC Release 33-8238, Exhibits 32.1 and 32.2 are being furnished and not filed.

Furnished herewith, XBRL (Extensive Business Reporting Language) information is furnished and not filed or a part
of a registration statement or prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as amended,
is deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended, and otherwise is
not subject to liability under these sections.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

Reed’s, Inc.

(Registrant)

Date: November 14, 2018 /s/ Valentin Stalowir
Valentin Stalowir
Chief Executive
Officer
(Principal Executive
Officer)

Date: November 14, 2018 /s/ Iris Snyder
Iris Snyder
Chief Financial Officer
(Principal Financial
Officer)
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