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Company Profile

Reed’s, Inc. was founded in 1989 by Christopher J. Reed. The Key Statistics
company manufactures and sells a variety of products including 52 week H/L $5.50/$2.25
Kombucha, carbonated soft drinks, candies, and ice creams. Market Capitalization $57.29M
These products can be found in over 15,000 supermarkets e $11.06M
nationwide and are also sold in natural food stores, convenience

. . Enterprise Value $68.35M
stores, retail stores, as well as restaurants. Reed’s is
headquartered in Los Angeles, California, and primarily serves Net Debt/Enterprise Value A2
the North American market. Diluted Shares Outstanding $13.97M

Free Float % 59.75%

Improving Productivity Dividend Yield 0%

During the second-quarter of 2016, the company raised $2.2mil

from an equity transaction for additional working capital which

will now be used to complete the enhancements of the Los

Angeles plant and to pay down their accounts payable. The plant [RECSLLEIERT =

upgrade will significantly increase the capacity and productivity 2016E 2017E  2018E
of manufacturing Reed’s products. Revenue $449M  $51.3M  $63.0M
. . . EBITDA -$0.2M $3.4M $7.0M

Improving Operations and Cutting Costs

Reed’s plans to improve operations by lowering cost of goods A LM 525M  56.0M

sold through various methods such as: improving inventory Net Income $27M  SLIM  $4.6M

management, reducing waste, closing redundant warehouses,

improving shipping efficiency, and renegotiating transportation

rates. The company has lowered non-production costs by 27% REED Reeds, Inc. AvEx & StockChartscom
T-Feb-2017  Cl4.10 Vol 178K Chyg +0.10 (+2 50%) &

over the past year, and plans to increase their gross margin = REED (Daily) 4.10 2e
halume 17,334 i

drastically over the near future. 475

450

Valuation & Recommendation
Although this company has had negative or near negative

378
350
328

operating profit for over two years, we believe this will pick-up 00K o
and allow Reed’s to generate consistent positive free cash flow 200K 2:.},5
starting in the first-quarter of 2017. We determined the implied 100K 280

share value to be $4.10 USD through our DCF Analysis, and have e L e N i

given Reed’s, Inc. a hold rating.
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Business Overview/Fundamentals

Core Products

Reed’s manufactures their products with natural ingredients and their beverages are GMO free.

Reed's Natural Virgil's Zero Reed’s Culture
Ginger Brews Calorie Sodas Club Kombucha

Cream Sodas

Sourced from Q3 2016 Investor Presentation

Reed’s Ginger Products
Includes ginger brews, ginger chews, energy elixir and crystallized ginger. Reed’s Original Ginger Brew was the
company’s first manufactured product, and the ginger brews product line is non-alcoholic and caffeine-free.

Virgil’s Sodas
Gourmet root beer that contains natural herbs and spices, imported globally. Products include Virgil’s Soda,

Virgil’s Bavarian Nutmeg, Virgil’s Party Kegs, and Virgil’s Zero. The Virgil’s Zero line contains no carbs or
calories and are sweetened with stevia.

Reed’s Culture Club Kombucha

Kombucha is produced by fermenting black or green tea, often consumed due to the various health benefits.
Reed’s sells eight different flavors.
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Breakdown by Products

Gross Sales in 2015 (First 3 Quarters) Gross Sales in 2016 (First 3 Quarters)

m Reeds Beverages W Reeds Beverages

= Virgils m Virgils
B Kombucha u Kombucha

All Other Reeds Beverages All Other Reeds Beverages

W Private Label M Private Label

m Reeds Candy H Reeds Candy

Sourced from company filings

As shown above, the gross sales percentage of Kombucha has halved from 2015 to 2016 which is
approximately a 4% decrease in total gross sales. This is due to a supply chain disruption which occurred in the
second- and third-quarter of 2015. The result was out-of-stock issues, with the Kombucha line recovering
slower than the other products.

Reed’s Beverages refers to the Reed’s Natural Ginger Brews and this product line along with Virgil’s Sodas are
considered the core brands that significantly drive sales for this company. During the most recent quarter,
there has been a sales growth of 14% in Reed’s ginger products, a 13% increase in Virgil’s products, and a 36%
increase in private label products.

Kombucha sales have been declining due to being out of stock for four months as a result of the supply chain
issues. Reed’s plans to relaunch this product line in the near future to include additional flavors and a change
in packaging. This product line grew in sales quickly after the release in the second-half of 2012, resulting in
becoming close to 10% of the company’s total net revenues by the end of 2013. The company would like to
reposition this brand because within the functional beverage category (including coconut water and fresh
juices), kombucha is the fastest growing segment. MarketsandMarkets, a consulting and market research
company, has estimated that the kombucha market will grow 25% each year by 2020. We believe that Reed’s
will be successful in their plan to reposition this brand due to their previous success and their new COO, Mark
Beaton, who has extensive experience with distribution in the beverage industries.

Reed’s products have demand because they don’t contain artificial colors, flavors, or ingredients. On-top of
this, they use a variety of healthy ingredients and don’t include preservatives. For example, their ginger ales
use fresh raw ginger, pineapple juice, lemons, limes, and pure cane sugar. Consumers purchasing Reed’s
products are typically looking for a healthier alternative to sugar-filled soda.

Price Comparisons

Compared with Reed’s competitors, Jones Soda Co. and True Drinks Holdings, Inc., the company’s products
are priced competitively. A 12-pack of Reed’s 355mL products costs $16 USD, resulting in $3.76 USD per litre.
Jones is selling their sodas at $24 USD for a 12-pack which equates to $5.63 USD per litre. True Drinks
Holdings, Inc. sells their 1.36 litre products for $4.49 USD which is $3.30 USD per litre. Although this is cheaper
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than Reed’s products, we believe that it’s less convenient for consumers to purchase a larger sized drink and
we do not think that this will hinder the demand for Reed’s products.

Business Strategy

Reed’s thrives to enlarge their business nationwide through developing relationships with new retailers, and
by increasing sales to the supermarkets that carry their products. Some of the retailers carrying Reed’s
products include Costco, Trader Joe’s, Kroger, and Whole Foods. This company plans to grow demand for its
products through marketing to distributors and retail stores through the means of trade advertising,
solicitation, and trade show exhibition. A well-trained sales force directly contacts various supermarket chains
to set up promotion for Reed’s products. This company is constantly looking to develop new products and
create new product flavors to produce more variety.

Reed’s is focusing on lowering their cost of sales through larger purchasing and cutting operational costs
through an increase in operational efficiency. The cost of goods sold margin lowered from 83.3% in the third-
quarter of 2015 to 74.9% in the third-quarter of 2016. Although packaging and ingredient costs increased over
these periods, the negotiation of vendor contracts had a large impact on the lower cost of goods sold margins.
Reed’s manufactures their products in a Los Angeles facility as well as in three packing facilities on the East
Coast: two in Pennsylvania and another in Indiana. They are currently in the process of upgrading the Los
Angeles facility to increase capacity, speed, and volume. In addition, this enhancement will decrease shipping
costs, reduce idle plant costs, and improve inventory management.

Reed’s continues to explore international markets and sells their products in locations including: Singapore,
Saudi Arabia, South Africa, Israel, France, United Kingdom, Spain, Mexico, the Caribbean, and Canada.
Products sold to these international markets are costly because of the additional transportation costs
associated with the glass sodas, but it could benefit a small company like Reed’s who could increase market
share significantly through the means of global distribution. The company is looking to expand in the United
States, as well as Canada which currently represents about 1.3% of their sales. This organic growth strategy
seems to be working well with respect to their growth in net sales. The most recent quarter filing for Reed’s
and its competitors showed the growth of net sales relative to the same quarter of the previous year. The
average of the competitors was -13% and Reed’s was at 15%.

Reed’s began upgrading their Los Angeles plant equipment in 2014 and expect to be completed by the first-
quarter of 2017. The company expects to reduce idle plant costs by 39% ($971,000), inventory carrying costs
by 7%, increase speed and capacity resulting in increased volume and margins, and lower shipping costs
internationally.
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Development
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Sourced from Q3 2016 Investor Presentation

On December 12, 2006, Reed’s went public and sold two million shares of their common stock at $4.00 per
share. Prior to the IPO, their operations were primarily financed through the sale of stock, debt, operating
income, and from a line of credit. On October 19, 2009, Reed’s initiated an agreement with Sonoma Cider Mill,
Inc. to acquire some assets from the brand. The purchase price was $252,000; $45,000 was paid initially with
the remainder costing $9,000 monthly over 23 months. There is a lack of information regarding the
performance of the Sonoma Sparkler products because they are not considered a core product sold by Reed’s,
Inc.

The company plans to introduce a new low-calorie product line under the Reed’s and Virgil’s brands. We
believe that these lines will become quite popular since consumers who are looking for substitutes to soda
containing high amounts of sugar can feel good about drinking an all-natural soda with a low calorie count. In
addition, consumers already purchasing Reed’s other products will be interested in trying out their new
creations under their core brands. Reed’s acknowledges the opportunity to have taste challenges in popular
grocery stores to advertise and promote the new products.
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Macro Environment/Industry Overview

Health Trend

IBISWorld estimates that the revenue of the soda production industry in the United States, which includes
energy beverages, soft drinks, and artificially carbonated water, will decline 1.3% annually from 2016 to 2021.
This is primarily due to the higher awareness for healthier alternatives as consumers become more health
conscious. According to a Mintel report, a company that specializes in consumer market analysis, in 2015, 57%
of Americans believe artificially sweetened soda is less healthy than naturally sweetened soda. We believe
this will help Reed’s expand their distribution channels as the demand for all-natural sodas increases in the

future.

Per capita soft drink consumption Healthy eating index
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Sourced from www.ibisworld.com

Disposable Income

Reed’s relies heavily on consumers purchasing their products since they operate in the consumer goods
industry. As disposable income levels fall, individuals are expected to purchase inexpensive alternatives such
as water and cheap pop. IBISWorld estimates that per capita disposable income in the United States will have
a compound growth at an annualized rate of 1.8% from 2017 to 2022. This rate is lower than the previous few
years due to the anticipated higher tax rates required for the fiscal deficit. We have confidence that this
increase of disposable income will result in Reed’s selling a higher volume of products annually because

consumers will pay a higher price for a healthier product.

Please see legal disclaimer at bottom. Colby Evans | Contact@westpeakresearch.com



Per capita disposable income
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Competitors in the Soda Production Industry

The Coca-Cola Company

This company was founded in 1886 and is headquartered in Atlanta, Georgia. The Coca-Cola Company
manufactures and distributes a large selection of carbonated soft drinks and non-alcoholic beverages. They
are the largest company in the soda production industry with roughly 32.4% market share.

PepsiCo, Inc.

PepsiCo was formed after the merger of Frito-Lay, Inc. and the Pepsi-Cola Company in 1965. This company
manufactures and distributes a wide-range of snack foods, beverages, and other products. They have an
approximate market share of 25.9% in the soda production industry.

Dr Pepper Snapple Group, Inc.

This company was founded in 2008 after Cadbury Schweppes, which was formed in 1969, acquired multiple
companies leading up to the demerger of its beverage holdings in 2008 to form the Dr Pepper Snapple Group.
The company is based in Plano, Texas and sells a variety of non-alcoholic beverages. Dr Pepper Snapple Group,
Inc. has about 9.4% of the market share in the soda production industry.

Monster Beverage Corp.

Monster Beverage Corporation was founded in 2007 which was a result of renaming Hansen’s Natural
(founded in 1935). The company manufactures and distributes a wide selection of non-alcoholic beverages
with a focus on energy drinks. They have approximately 6.4% of market share in the soda production industry
and have their headquarters located in Corona, California.
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Henry Weinhards

Founded in 1856, this company sells beer and has a selection of gourmet sodas similar to Virgil’s Sodas
including: root beer, vanilla cream soda, orange cream, and black cherry cream. This firm is currently owned
by SABMiller.

Thomas Kemper Soda Company
This firm was founded in 1991 and sells eight flavors of soda which contain pure cane sugar and natural
flavoring. Thomas Kemper was sold to Big Red, Inc. in 2011 and is privately owned.

Hansen’s Natural
Hansen’s was founded in 1935 and developed an assortment of juices and sodas. The natural soda is sold in
twelve flavors. The company was renamed to Monster Beverage Corporation in 2012.

Izze Beverage Company

Founded in 2002, this company sells ten flavors of sparkling fruit juice and three flavors of sparkling water.
Izze also has a low-calorie line of drinks and an additional line called IZZE Fortified which are sparkling juices
with added vitamins. Izze is privately owned and was bought out by PepsiCo, Inc. in 2006.

Boylan Bottling Company
Boylan was founded in 1891 and is a gourmet soft drink manufacturer that uses cane sugar as a sweetener.
They sell a variety of products including: sodas, diet sodas, seltzers, and mixers.

Jones Soda Co
Jones was founded in 1986 and is primarily a beverage company. They sell a wide range of products including:
energy drinks, candy, soft drinks, and non-carbonated beverages.

Leading Brands, Inc.
Leading Brands was founded in 1986 and is headquartered in Vancouver, Canada. They produce private label
products and sell bottled and canned beverages.

Long Island Iced Tea Corp.
Long Island was founded in 2011 and is an iced tea producer and distributor. They sell various teas such as: all-
natural, diet, fruit-flavored, organic, and herbal.

True Drinks Holdings, Inc.

True Drinks is a beverage company that focuses on producing natural alternatives to the traditional sugar-
filled carbonated soft drinks. Their products lack artificial colors and flavors, and do not contain harmful
sweeteners. They sell a variety of flavored waters and one kind of energy drink.
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Catalysts

Earnings Report

The fiscal year ended December 31, 2016 which means that a 10-K for 2016 will be developed within the next
few months. We believe this earnings report will increase the market price for Reed’s stock because of the
positive changes through enhancing their operational efficiencies and cutting costs significantly which are
listed in more depth under the assumptions section below. The company plans to reach a gross margin of 27%
by the end of the first-quarter in 2017 which is a large jump from their current 23% margin (most recent
quarter filing). We believe that this margin will move faster and forecast it to be 30% by the same time. The
reasons for this are stated in the gross margin assumptions below, and we believe this will drive the stock
price up if Reed’s can control their other expenses to improve profitability.

Management Team

Christopher J. Reed

Title: President, CEO, Director

Compensation (2015): Salary $226,583, Total $230,583

Christopher J. Reed has been the President and CEO of Reed’s, Inc. since 1991 and has 30 years of industry
experience. He has served as the Principal Accounting Officer and CFO in earlier years, and owns 2,371,890
shares which is 17.05% of the company’s shares outstanding. In 1980, Mr. Reed graduated from Rensselaer
Polytechnic Institute in New York with a B.S. in Chemical Engineering.

Daniel V. Miles

Title: CFO

Compensation (2015): Salary $113,414, Total $119,214

Daniel V. Miles has been the CFO of Reed’s, Inc. since 2015 and has 23 years of industry experience. He has
extensive experience in the beverage industry and has worked with Coors’ largest distributor, Pepsi Bottling
Group on facility and production expansion projects, and has been in a variety of financial managerial roles in
local businesses as well as the industry. Mr. Miles owns 33,000 shares which is worth $135,300 and is 0.24%
of the company’s shares outstanding. The low share count may be due to the fact that Mr. Miles has been a
part of Reed’s for a short period of time. In addition, he is a licensed CPA in California and earned his Master’s
Degree in taxation from the University of Southern California.

Mark B. Beaton

Title: COO

Compensation (2015): Salary $109,252, Total $151,052

Mark B. Beaton has been the COO of Reed’s, Inc. since 2015. He has over 17 years of experience with directing
operations for Fortune 500 companies which include Pepsi Bottling Group and Dr. Pepper Snapple Group. Mr.
Beaton owns 33,000 shares which is 0.24% of the company’s shares outstanding, and is valued at $135,300.
This low amount may be attributed to the fact that he has only been a part of Reed’s since 2015. Mr. Beaton is
a certified Lean Six Sigma Green Belt and has also served in the U.S. Army.
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Risks

Competition

There has been a 1.4% annual increase of producers from 2011 to 2016, with currently 253 enterprises in this
industry. Many of Reed’s competitors in the soda production industry are aware of consumers seeking
healthier alternatives for carbonated soft drinks. Other companies are offering low and zero calorie options,
as well as sodas that contain all-natural flavoring. Reed’s may suffer from this because they targeted a niche
which is now being exploited by the major companies with the largest market shares. The Coca-Cola
Company, PepsiCo, Inc., Dr Pepper Snapple Group, Inc., and Monster Beverage Corp. share close to 75%
market share and have a significant influence on this industry. The Coca-Cola Company, for example, is using
stevia extract, a zero-calorie sweetener, in over 45 products that they distribute. It’s inevitable that these
large companies are looking to grow their product portfolio with new beverages catered towards consumers
living a healthy lifestyle. Reed'’s is trying to differentiate themselves by offering a wide-range of healthier
alternatives relative to the products that these large companies sell.

Disruption in Production Facilities

Reed’s, Inc. relies heavily on their facility in Los Angeles, California, and their three co-pack facilities on the
East Coast. These manufacturers play a major role in ensuring Reed’s meets their product demand, and could
seriously harm the company if production was delayed. Supply chain management issues happened in the
second- and third-quarter of 2015 because of the East Coast facilities taking on larger orders due to the Los
Angeles plant not being able to meet demand requirements from distributers. The production was much
lower than anticipated and resulted in demand significantly exceeding the supply on hand. This in turn
decreased freight efficiencies, and production shortfalls caused over S5 million in orders that could not be
filled. In the second-quarter of 2016, Reed’s, Inc. was at a 99% fulfillment rate with customers which is a large
increase relative to approximately 53% during the supply chain issues.

Shareholder Base, Liquidity, Market Depth

Investor Type Investors Yo OfS Pos val ($MM)
Investment Managers 49 9.59 1,339,443 5.01
Brokerage Firms 7 0.16 22,434 0.08
Strategic Entities 11 31.50 4,401,868 18.48
Holding Companies 0 0.00 0 0.00
Corporations 0 0.00 o] 0.00
Individuals 11 31.50 4,401,868 18.48
Government Agency 0 0.00 o] 0.00
Total - All Holders 67 41.25 5,763,745 23.58
Insider 8 42.99 6,006,944 24.63

Sourced from www.thomsonone.com
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Top Ten Investors

Investor Name % OfS Pos Pos Chg % Pos Chg
Reed (Christopher John) 17.32 2,420,890 49,000 2.07
Reed (Robert T Jr) 5.73 800,000 0 0.00
Grace (Joseph) 3.61 505,000 505,000 100.00
Granite Investment Partners, LLC 2.22 309,716 16,997 5.81
The Vanguard Group, Inc. 1.60 223,911 7,172 3.31
North Star Investment Management Corporation 1.36 189,389 0 0.00
Cohane (Neal) 1.33 185,677 36,529 24.49
Lozano (Edwin R) 1.26 176,054 176,054 100.00
Blue Clay Capital Management, LLC 1.22 170,084 -30,750 -15.31
Quaker Capital Management Corporation 0.78 108,400 0 0.00

Sourced from www.thomsonone.com

As of October 24, 2016, Reed’s, Inc. has 13,973,726 shares of common stock outstanding with 13% of these
shares held by institutions and mutual funds. As shown above, a large portion of shares are owned by Mr.
Reeds, the CEO and founder of Reed’s, Inc.

Valuation

Weighted Average Cost of Capital

The WACC used in the model was 9.2%. We arrived at this number by using the debt to total capitalization of
the company, the cost of debt, the cost of equity, a forecasted tax rate, and a constant perpetuity growth
rate. Using the capital asset pricing model (CAPM) to calculate WACC resulted in an artificially low WACC
which didn’t account for firm size premiums. We’ve added a 1.0% premium to account for the firms’ small
market capitalization.

Debt to Total Capitalization
The debt to total capitalization was calculated with Reed’s 13.01M debt and 57.29M market capitalization. We
arrived at a value of 18.5%.

Cost of Debt
The cost of debt was found by analyzing companies of similar size in the same industry with comparable
operations. The yield-to-maturity for these companies was roughly 4.0%, and this was the figure we used.

Cost of Equity

The cost of equity was calculated using the CAPM (Capital Asset Pricing Model) formula. We used a 2.4% risk
free rate which was the value of a 10-year US treasury bond as of February 7, 2017, and used an equity risk
premium of 5.0%. The beta was calculated by using a beverage industry beta (soft drinks) from Damodaran.
This number was then levered using the capital structure of Reed’s to reflect the financial risk, arriving at a
beta of 1.42. Our calculated cost of equity was 9.5%.
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Tax Rate

Reed’s, Inc. has had a low historical tax rate due to negative operating income in previous years. At the end of
the 2015 fiscal year, they had a cumulative net operating loss of over $9 million. We made the assumption
that Reed’s will carry this forward to lower their taxable income in the future years starting after the 2016
fiscal year. The company will not pay tax until 2019, and we forecast that the tax rate used will be constant at
the Federal Statutory tax rate of 34%.

Comparable Company Analysis

The companies used in the comparable company analysis were similar in size and operations, and all sell
products in a niche of the soda production industry (natural alternatives). Many other companies were
excluded from the analysis because they were much greater in size or sold many products that weren’t similar
to Reed’s. We felt that this would result in a skewed observation for the comparison. Many comparable
companies were also private, so we did not have access to their financial information. The operating metrics
and margins used for comparison include the trailing-twelve-month data for: revenue, gross margin, EBITDA,
net income, operating margin, as well as growth in net sales relative to the same quarter of the previous year.
We used these metrics and margins as opposed to multiples and ratios such as P/E or EV/EBITDA because
Reed’s has a negative trailing-twelve-month EBITDA and negative net income.

Reed’s has a higher than average gross margin at 25.40% relative to its competitors with an average of 15.75%
(lowered significantly by the impact of one competitor at -4.04%), but we expect Reed’s to increase this
margin in the upcoming periods for the reasons stated in the gross margin assumptions section below. The
significant difference between Reed’s and Jones with respect to net income is most likely a result of Reed’s
high interest payments (roughly $400,000 per quarter). This resulted in a much larger discrepancy between
their net incomes compared to the difference in EBITDA.

Assumptions

Revenue

We forecasted revenue by using the eight-ounce volume sold of Reed’s various beverages. We assumed that
the net sales per eight-ounce beverage would remain constant at $11.66, the value stated in the third-quarter
of 2016, for all forecasted periods.

To calculate total net revenue we multiplied the eight-ounce volume by the net sales per eight-ounce and
then added $438,000 to the total which represents the net revenue for Reed’s candies, other non-beverages,
and other Reed’s beverages. We kept these revenues constant because we don’t believe they have a large
influence on the total net revenue. This is because they aren’t considered core products for this company and
no future growth initiatives have been mentioned for these segments.

We applied a 2% standard growth rate to the private label segment volume because the company is actively
seeking opportunities to increase their distribution channels by producing private label products for retailers.
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We forecasted the eight-ounce volume sold for the Reed’s beverages and Virgil’s segments in the first-quarter
of 2017 by applying a 2% increase to the previous quarter. Since Reed’s, Inc. plans to introduce a new low-
calorie product line under each brand, we predict that the sales will increase by a small portion at first
because it will take time to raise awareness for the new products. We forecast that the growth rate
afterwards will increase to 5% quarterly to account for the increase in demand as a result of marketing and
promotional efforts. We believe that this growth will decrease at an incremental rate starting in 2018 until it
reaches the constant perpetuity growth rate of 2% by the end of 2018 due to competitors releasing substitute
products that will hinder the growth of these core segments.

We forecasted the volume growth of Kombucha to be 20% for the first-quarter in 2017, and then increase to
50% quarterly onwards. These increases seem substantial but the volume sold of this brand in the fourth-
quarter of 2016 was 17,800 which made up 2.42% of the gross sales revenue for the quarter. This shows that
there’s lots of room for this brand to grow, and the initial 20% increase would be lower than future forecasts
because Reed’s needs time to distribute and market the product. The 50% quarterly growth will be possible
because the company will have the efficiency to meet demand requirements and the new repositioned brand
that includes new flavors and different packaging will intrigue consumers. Kombucha has come close to 10%
of the company’s net sales in the past so we believe these forecasts are reasonable. We estimate that the
quarterly growth will decline incrementally starting in the beginning of 2018 to 10% by the fourth-quarter.
This is due to competitors competing for market share by releasing similar products, and once Kombucha
gains exposure with retailers, demand will settle to the constant perpetuity growth rate of 2% after 2018.

Gross Margin

We believe that Reed’s has the potential to increase this margin from their 2016 third-quarter value of 25% to
as high as 36% by 2019. This company is significantly improving their gross margin by lowering costs through
ingredient handling processes, seeking discounts on bulk purchases, negotiating and arranging contracts with
vendors, and they are in the process of developing a new process that will remarkably improve yield. This will
allow the company to lower their COGS, resulting in higher profitability.

Sales, General & Administrative (SG&A) Margin

Reed’s has been making a consistent effort to lower their expenses as a whole. The company had a 31.2%
SG&A margin in 2015, and we forecast that the company will cut this 7.2% by 2019. Reed’s has lowered non-
production costs by 27% over the past year, and they strive to correct and improve operational efficiencies.
Some of the costs deductions in the third-quarter of 2016 include a 34% drop in delivering and handling
expenses and a 26% decrease in selling and marketing expenses, relative to the same quarter of 2015. These
expenses were lowered even though Reed’s shipped 18% more volume which shows their potential to lower
these margins further in the future.

Discounted Cash Flow Analysis Summary

After performing the calculations for the discounted cash flow, we arrived at an implied share value of $4.10
USD per share resulting in 0.0% upside. This estimation seems fair considering we accounted for future
taxable income when Reed’s starts profiting and we forecasted high capital expenditure relative to their
historical values to represent the upgrade of the Los Angeles plant and future expansion. The depreciation
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and amortization expense is forecasted based off of an increasing net PP&E up until the start of 2017 (to
account for the plant upgrade), and then the net PP&E will remain relatively constant in the future periods.
We believe we used fair values to calculate the WACC, and the model shows how sensitive the implied share
price is to small changes in the growth and discount rates.

Recommendation: Hold

We have decided to recommend a hold rating for Reed’s, Inc. The company is striving to improve its
operations and increase the company’s profitability. With disposable income increasing at a steady rate and
health trends becoming more prominent, we believe that Reed’s will have troubles competing in this hyper
competitive industry with their lack of economic moats. That being said, with the near completion of the
upgrades to the current Los Angeles plant, product margins are planned to increase, and a variety of costs will
be cut due to a rise in productivity and potential capacity. In addition, the new management is very credible
with extensive experience in the industry and we believe that Reed’s will have a profitable future, assuming
the company doesn’t deviate from their current plans and strategies.

Please see legal disclaimer at bottom. Colby Evans | Contact@westpeakresearch.com



Appendix 1: Balance Sheet

Balance Sheet

ASSETS
Cash
Inventory
Trade Accounts Receivable
Prepaid Inventory
Other Current Assets
Total Current Assets

Property & Equipment

Brand Names

Deferred Fi ing Fees
Total Non-Current Assets
Total Assets

LIABILITIES
Accounts Payable
Accrued Expenses
Dividends Payable
Line of Credit
Current Portion of Long Term Financing
Current Portion of Capital Leases Payable
Current Portion of Capital Expansion Loan
Current Portion of Term Loan

Total Current Liabllities

Long Term Financing Obligation
Capital Leases Payable
Capital Expansion Loan
Other Long Term Liabilities
Term Lean
Total Non-Current Liabilities
Total Liabilities

SHAREHOLDER'S EQUITY
Series A Convertible Preferred Stock
Series B Convertible Preffered Stock
Common Stock
Additional Paid In Capital
Ac lated Deficit

Total Shareholder's Equity

BALANCE SHEET CHECK
INCOME STATEMENT = CASHFLOW
CASHFLOW = BALANCE SHEET
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Appendix 2: Income Statement

WesTPe [ Income Statement

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Revenue 30.01 37.28 43.42 45.95 44.88 51.27 63.02 64.24 65.49 66.77
Cost of Goods Sold 20.13 25.94 29.66 33.41 33.34 35.08 40.94 41,12 41,92 42,73
Gross Profit 9.88 11.34 13.76 12.54 11.54 16.19 22.07 23.13 23.58 24.04
SG&A 9.01 11.66 12.97 14.34 11.74 12.82 15.12 14.78 15.06 15.36
EBITDA 0.87 -0.32 0.80 -1.80 -0.20 3.37 6.95 8.35 8.51 8.68
D&A 0.74 0.55 0.76 0.93 0.90 0.90 0.93 0.97 1.01 1.04
EBIT 0.14 -0.87 0.04 -2.73 -1.10 2.47 6.02 7.39 7.51 7.64
Interest Expense 0.66 0.65 0.79 1.23" 1.56 1.40 1.40 1.40 1.40 1.40
Income Before Income Tax -0.52 -1.52 -0.75 -3.96 -2.66 1.07 4.62 5.99 6.11 6.24
Net Income -0.52 -1.52 -0.75 -3.96 -2.66 1.07 4.62 4.41 4.03 4.12
Shares Outstanding, Basic 11.36 12.54 13.04 13.15 13.97 13.97 13.97 13.97 13.97 13.97
Shares Outstanding, Diluted 11.36 12.54 13.04 13.15 S RO 13.97 13.97 13.97 alzi el 13.97
Earnings Per Share, Basic -0.05 -0.12 -0.06 -0.30 -0.19 0.08 0.33 0.32 0.29 0.29
Earnings Per Share, Diluted -0.05 -0.12 -0.06 -0.30 -0.19 0.08 0.33 0.32 0.29 0.29
Preferred stock dividend -0.05 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01 -0.01
Net gain attributable to common stockholders -0.57 -1.53 -0.76 -3.97 -2.67 1.06 4.62 4.41 4.03 4.11
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Appendix 3: Cash Flow Statement

Cash Flow Statement

Net Income

Depreciation and Amortization

Fair Value Vesting of Stock Options

Fair Value of Common Stock

Increase in Allowance for Doubtful Accounts
Cash Flows before Working Capital

Accounts Receivable
Inventory
Prepaid Expenses and Inventory and Other Current Assets
Accounts Payable
Accrued Expenses
Cash Provided By Operating Activities

Purchase of Property & Equipment
Cash Used in Investing Activities

Cash Provided By (Used In) Financing Activities
Foreign Exchange Impact
Beginning Cash Balance

Net Change in Cash
Ending Cash Balance
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Appendix 4: Discounted Cash Flow Model

Wes: P o S Discounted Cash Flow Anal

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
WACC Calculation
Debt to Total Capitalization 18.5%
Cost of Debt 4.0%
Risk Free Rate 2.4%
Beta 142.0%
Equity Risk Premium 5.0%
Cost of Equity 9.5%
Tax Rate 34.0%
Size Premium 1.0%
WACC 9.2%
Growth Rate 2.0%
Free Cash Flow Analysis
EBIT 0.1 -0.9 0.0 -2.7 -1.1 2.5 6.0 7.4 7.5 7.6
Tax Rate 0.0% 0.0% -0.3% 0.0% 0.0% 0.0% 0.0% 34.0% 34.0% 34.0%
D&A 0.7 0.6 0.8 0.9 0.9 0.9 0.9 1.0 1.0 1.0
Change in NWC 0.6 -0.5 0.5 0.7 -0.9 -0.5 -0.6 0.2 -0.1 -0.1
Capital Expenditures -0.5 -0.6 -0.3 -0.5 -1.0 -0.8 -1.0 -1.0 -1.0 -1.0
Free Cash Flow -0.2 -0.4 -0.1 -3.0 -0.3 3.1 6.6 4.6 5.1 5.2
Discounted Unlevered Free Cash Flow -0.3 2.8 6.0 4.2 4.6 4.7
Share Price Calculation WACC
Free Cash Flow Sum 22.2 6.80% 7.60% 8.40% 9.20% 10.00% 10.80% 11.60%
Terminal Value 46.2 150% |$ 587 $ 504 $ 440 $ 390 S 350 S 3.16 $ 2.89
Enterprise Value 68.4 1.70% |$ 607 $ 518 $ 451 $ 398 S 356 S 322 § 293
Less: Debt 13.0 1.90% |S 629 S§ 534 S 462 $ 407 $§ 363 S 327 § 297
Add: Cash 1.9 GrowthRate 2.00% |$ 640 $ 542 $ 468 $ 412 $§ 367 $ 330 § 3.00
Equity 57.3 210% |$ 652 $ 550 $ 475 $ 416 S 370 $ 3.33 § 3.02
Shares Outstanding 14.0 230% |$ 677 S 568 S 488 $ 426 S 378 S 3.39 § 3.07
Implied Share Value S 4.10 2.50% S 705 $ 587 $ 501 $ 437 S 38 S 345 $ 312
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Legal Disclaimer

The content, opinions, estimates, and projections contained in this report are those of WestPeak Research
Association (known as “WestPeak” or “WestPeak Research”) and its directors, analysts, and affiliates and are
subject to change without notice. The content, opinions, estimates, and projections on this report may not have
been updated directly by WestPeak and its directors, analysts, and affiliates and may also have been altered or
without your or our knowledge. WestPeak and its directors, analysts, and affiliates, without exception, do not
accept any liability for factual, typographical, and grammatical errors, omissions, or content in this report.
WestPeak and its directors, analysts, and affiliates do not accept any liability for damages arising from the use
of or reliance on any of the content, opinions, estimates, and projections on this report. WestPeak and its
directors, analysts, and affiliates endeavor to ensure that the content, opinions, estimates, and projections have
been compiled or derived from sources that we believe are reliable and contain information and opinions that
are accurate and complete. Information may be available to WestPeak and its directors, analysts, and affiliates
that is not reflected in this report. The information in this report is not intended to be used as the primary basis
of investment decisions, and because of individual client objectives, should not be construed as advice designed
to meet the particular investment needs of any investor. This report is for information purposes only and is not
an offer to sell or the solicitation of an offer to buy any security. WestPeak and its directors, analysts, and
affiliates may have a personal long or short position in any of the securities discussed herein, related securities
or in options, futures or other derivative instruments based thereon. The reader should assume that WestPeak
and its directors, analysts, and affiliates may have a conflict of interest and should not rely solely on this report
in evaluating whether or not to buy or sell securities of issuers discussed herein. The reader, by the viewing of
and use of the content, opinions, estimates, and projections contained in this report is assumed by WestPeak
and its directors, analysts, and affiliates to have fully read, understood, and unconditionally agreed to all the
terms and conditions set forth in this legal disclaimer.

Colby Evans
Analyst

WestPeak Research Association
contact@westpeakresearch.com
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