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NBEV Shareholders got Duped in the Morinda

Transaction

In December 2018Jew Age Beverage
(NASDAQIBEVEompeted its merger with muki
level firm(MLM), Morinda, to help reverse losses
NBEV has sustained since completiageverse
merger in 2016. NBEV Paid Morinda $75 million
cash and $10 million in stock to comigehe
transaction.

While Morinda reported 2016 revenue from Ching
of $68m in 2016, SAIC filingjsow that real
revenue of Morinda was only $33m in that year!
Financial filinggrom Chinaalsoshow that Morinda
had a big net loss of $32m in 2017 from its China
operations

blridA2y Lt FTAfAYyIa aK29
operations gave up their headquars in 2017 and
was in the process of winding down the company
The winding down process was expected to be
completed less than three months of the
completion of the merger.

b.9+Qa /9h o022ada GKI G
along with Morinda. However, we2dy QG 6 S
investors clearly understand that over $50 million
will have to be paid out to Morinda shareholders.
In short, we believe NBEV got duped by buying a
dying business with inflated financials

2S 0StASOS CHink busiress iny R

Company

New Age Beverage Corp.

Ticker
NBEV

Industry
Beverage$ Soft Drinks

Exchange
NASDAQ

Price (as ofjune26™ 2019
$456

Shares Outstanding
75.2m

Daily Volume
5,136,000

Projected Downside
60%

Publication Date June 27
2018

jeopardy of being totally shut down, supporting our
conclusion that any growth Morinda is claiming it has experienced in China, or
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that NBEV is expecting to realize from China is in thevieav mirror and
irrelevant.

Ourresearch ombined with ouron-the-ground research proves that Morinda

is conducting illegal MLM operations in the majority of China provinces/cities
that it operates in. Specifically, it is doing business in regutrese it does

not have a direct selling license operate in.

The number of MLM companies that China regulators have forced to suspend
their China operations, now stands at 5 in 2019, including SN&PONR Vv R Q&
Primary produc({90% of saleshppears to have the similar Chinese navhe

the productthat was the subject of a China Central Television (CCTV) scathing
2019expose on NHTC.

Webelieveb . 9+ Qa / 9h A& KAMAKprogertd ORmhabR toA 2 v | f

successfully build companies for extended periods of tasegvidenced by
the two previous public companies as the CEO of that ended badly for
shareholders.

A dhady auditor and a lack of checks and balances set NBE) failure

We believe the stock will collapse and seemediatedownside 0f60%

Introduction

New AgeBeverage CONASDAQBEV)s amanufacturer and distributor of beveragaal/e believe

NBEV's recently closedergerwith amulti-level marketing (MLM) company, Morinday $85 million

will be a disaster for NBEV shareholdéite see immediate downside afleast 60%But we believe

the picture will get much worse, leading to a scenario where NBEV will become insolvent. NBEV lost $12
million in 2018, but it appears that management is expecting that the addition of Morinda will change
that. Management has clearly stat¢hat the Morindatransactionwill be a transformational event for

the company:

CFO:
" Clearly, the financial combination is transformative for New Age, and we believe the level of
acceleration from the transaction for shareholders will be outstanding.

CEO
" Now we should start to see why Morinda makes so much sense for us, especially from our
CBDinfused beverage portfolio and the Health Sciences Division."

" So clearly Morindérings the attractive financial implication, organizational underpinning and
strengthening,”
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While it appears on paper that NBEV executed a "too good to be true" deal by thinking it paid less than
0.5times2017 sales(as well as the 2018 implied revenum-rate at the time of theransaction for a
seeminglyprofitable company, we will show why we believe Morinda is not as advertised. For example,
we found that Morinda'€€uropean operations are in the process of being wound damdthat

Morinda sold itself to NBEV just months after it waxpectedto formally close all European corporate
matters.

Furthermore, whileduring a conference calh, . 9 + Q & asts @bdout $4a@nillion in cash & cash
equivalents that came with the Morindaerger, he failed tocommentthat over $50 million in
contractional obligations are owed to Morinda shareholders

Most importantly, Morindaderives a substantial amount of its reversieom its China MLM business.
Knowing this, we deployed our on the ground team in China to find out two things:

1. Does the company have the licensessan MLM busines® operate inthe China provincem
which t sells its product?
2.1 NB a2NRYRIQa FAYFIYOAlIf&a GKIFIG 6SNB RAaOf2aSR

The answers to these two questions are why we are short the stock.
Inadequate Licenses

Regarding its China business, we found tlatinda is operating illegallyn 60% of the provinces it is
running its business in. This is a very important point. The regulatory framework in China on this matter
is so strict that just the mere fact that a company would have an office in a particulanpeahat it

does not have a license to operate in is a violation. There was a time when this kind of evidence would
not be a big deal and thought of as boilerplate. However, it's no secret that China is finally cracking
down on illegal MLM activity.

Inearly2019, China regulators forcétatural Health Trends Corp. (NASDABTCJo suspend its

operations in China, shortly after China Central Television (CCTV) aired a critical report on the company.
Shares fell as much as 32% on the day the story aired and are now down around 60%. Interestingly,

a 2 NJ ypiriar® groduct(90% of ales) appears to have the similar Chinese name of the product that
was the subject of a China Central Television (CCTV) scathing 2019 expose on NHTC.

We are still waiting for China regulatorstoreledséd & a o f | O f A & MIEMc@ripanidzghd NHza G & 2 N
participantsoperating in China. We believe there is a high probability thatifMlaor its main operating
entity in China, Tahitian Noni Beverage (China) Co. Witbhe on this list. Regardless, we believe that
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the crackdown onNHTC sl ¢ A GK GKS 01 R LINBaa 2y b2yAi-teivdzh OS Ol
sales prospects.

What we do know is that China regulatavere reportedto have suspendedhanding out any new
licensesamid a nationwide crackdown on wrongdoing in the health products mafkaiseven if
Morinda were still permitted to operate its China business, it appears that it would need to at least
cease operations in 6ut the 10 provincegities it currently operates in.

So faraccording ttmnumerous reportsin ChinaChireseregulatois havetried to crackdown at least 4
big scaleMLM companiesvith direct-selling licenssin China Hualin Grougreport link), Quanjian

Group(report linK), Infinitus (Ching(report linkK), and Tianshi Groufeport link). Arrests have already
been made in some cases.

Overstated Financials

Likehas beerdonenumerous times in the past with regards to uncovering discrepancies between
FAYFIYOALET AYyF2NXIGAZ2Y NBO2NRSR Ay [/ KAYylF FYyR {9/ ¥
that were disclosed in SEC filings are meaningtidiiger than what were ngorted in Chinaln
a2ZNAYRIE®EZSDEARBI 4GS G KI frona@hiNdary iRflat€izby 36% B S0 HaBd51%

in 2016.

Game Set Match

From whatever perspective we look at NBEV, any of the two China related issues will wipe away the
profit contribution NBEV had hoped to realize from Morinda. The research we're about to present to
you is brand new and has not been touched upon in other short thesis reports written about the
company. We believe the Morinda issues we have highlighted will soomteeewvident, serving as THE
catalyst to send shares sharply lower, with the company ultimately experiencing the same fate previous
companies run by NBEV's CEO have met.

Under the helm of CEO Brent WiINBEV hasngaged in an aggressive rop) strategyfueled by a

series of equity raises where shares outstanding have risen more than 100% to 75shdlies

Morinda is the sixthransaction(includingits initial reverse merger) that NBEV has made since

completing a reverse merger to go public in 2006hile we are doubtful about a rellp strategy that

has resultedn cumulative negative operating cash flows af7$8million since it became a public

company in 2016, raakg up losses every yeaa. 2 NA Y Rl A & tbansfctioitd date, /ardl hé a
2yS GGKFdG 6S GKAYl oAttt oNBIF] GKS OFYStQa ol Ol ®

The evidence we collectddans on our expertise of performing #ime-ground due diligence in China to
bring transparency to U.S. investors that invest in China based companies or companies doing business
in China.


https://www.caixinglobal.com/2019-02-15/china-suspends-registration-of-direct-selling-firms-101379899.html
http://www.xinhuanet.com/fortune/2019-01/15/c_1123989601.htm
https://finance.sina.com.cn/stock/hyyj/2019-01-07/doc-ihqhqcis3928460.shtml
https://finance.sina.com.cn/chanjing/gsnews/2019-01-19/doc-ihqfskcn8620479.shtml
http://www.sohu.com/a/307581816_114988
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NBEY2 @EO recentlgold300,000 shares, netting him preeds of $1.6 million, and we think we know
why.
Some Background on Morinda

Morinda is a multilevel marketing company. Founded in 1996, Morgedla various health products, but
90% of its revenue is generated fromTghitan Noni Juiceroduct While
the juice is portrayed to have several health benefits, none were ever
adzoaldl yidAlriSR Ay aOASYOGAFAO addzx
bold claims about its products in order to recruit more people into their
multi-level marketingstructure.Fromthe very beginnings, Morinda had
run ins with the law.

Ry Qi

As early a4998, Morindawas charged by multiple statesmd settledfor
making bold claimeegardingits Tahitian Noni juice including treating,
curing, or preventingiumerous diseases such as diabetes, depression,
hemorrhoids and arthritisAs part of the settlementMorinda had to
refrainfrom making unfounded health claims about its products.

Similar to other multievel marketing companies with a mediocre produc
Morinda soon sought international expansion untiinerged withNBEV in
2018.

More ToThe MorindaTransactionThan Meets The Eye
ChinaFinancialR 2 y Qi | RR dzLJ

Referencing SEC disclosy@®2 NA Y Rl Qa FTAYIFIYyOAlIf&a OGKNRddAK (GKS FANHI
September 31
71 sales were $177.4 million, which works out to be $236.5 million on an annualized basis
1 adjusted net income was $7.7 million ($10.3 million anned)zand
1 operating cash flow was $6.1 million ($8.1 million annualized)
/| 2Y0AYSR S6AUGK b.9+Q& Hnanmy NBZSydzS 2&anbuplrunraté f f A2y >
of $280 millionWe can understand why investogot interested in the stock In 2018 NBEV only
produced revenusof $52million, a net loss of $1million and negative operating cash flow of $21.8
million. At an $85million total considerationthe Morindatransactionseemed like a steal. $hillion
was paid in cash which wasepiously raised ia November2018secondary offering

The Morindamergerseemed almost too good to beue.

a2ZNAYRFIQa &S02y Rvedukidchtha Accordinglih. Di+ adrert WiigMorinda is


http://openinsider.com/search?q=nbev
https://www.quackwatch.org/04ConsumerEducation/News/noni.html
https://www.marketwatch.com/press-release/new-age-beverages-corporation-announces-closing-of-52-million-public-offering-2018-11-15
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experiencing great success:

Ge¢KIG o0dzaAAYyS&aa KFa 3INR Y --thid2atzieclipsett motdEhbid $80S | NJ | y
milioninNB @Sy dzS> FyR (KFGUa 2yS 2F (GKS 2@SNIff 3INP
(Morinda CC Call 12/4/2018)

b . 9 BKIiled on B/01/2019providesmoreD2 f 2 NJ 2y a2 NRAYRIF Q& FAYIlI YOAIl f &
China made uppproximately 35% and 30% of overall sales for the-nioath periods ended

September 30, 2018 and 2017, respectivBlgtably,/ KAyl A& | f a2 éskcadiBalaace NA Yy R ¢
is allegedlysitting, totaling over 20 million as of September 2018.

We haveour on the ground team in Chirta pull financialfilingson Morindafrom the Sate
Administration for Industry and Commerce (SASAIC filings have proven to berse of the primary
toolsto discovering fraud in China

In China, Morinda has been operating through two entities nafmadtian Noni Beverage (China) Co.,
Ltd. RongchanBactory, and Tahitian Noni Beverage (China) Co.( Ltd. e T ) E
A and e T ) 'E" respectively)Rongchang Factoig where the Noni

juice is processed, anthhitian Noni Beverag€hina)s the main operating entity of Morinda in China.

The financials weourced from SAIC filingsChina showed staggering differences

SEC Filings* SAIC Filings

2016 2017 2016 2017
Revenue $68,156000 $68,746000 $33,009000 $43,837000
NetIncome $2,877000 $3,600000 -$18,096000 | -$32,135000

*assumes China was 30% of revenue in both years. Assumes China profg@iityofa 2 NA Yy Rl Q& G201 f LINRFAGL 6

The deviations arstaggering® 2 KSy O2 YLJ NBR (i 2revén@etisclosedimSEQfigs a 2 NA Y
areinflated by 51% and 36% in 2016 and 20de5spectively.

Another thing that strikesis as remarkable is how unprofitable China operations are according to SAIC
filings,with a combined net loss of $32m 2017 We wonder how the overall company can show $12m

in net profit when China alone lost $32m.

Even if you want to ignore our SAd@alysis andlddzi FF AGK AY b. 9+xQa&a {9/ FAfAY:
good for its legag businessand/or Morinda. According to SEC filinddBEV lost $12.1 million on a GAAP

basis in 2018 and $15.8 million after adjusting for a tax gain, one time gains/losses acashdtems.

On May 92019NBEYV reported 2019 Q1 financial results wisicbhwed that the company is still

bleeding money, even after including the contribution of one full quarter of Morinda. NBEV lost $1.6


https://www.sec.gov/Archives/edgar/data/1579823/000165495419002177/0001654954-19-002177-index.htm
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million on a GAAP basis and $5.3 million after adjustments. The Q1 press release fails to mention that
b. 9+Qa fns3is faling shalgilyAcontracting 13% in @lirthermore, the highly touted Marley
brand assets, acquired in June 2017, is already facing challenges

GbSi NBGSydzS T2 Nldéckasedb\S18%omIR.6 mifich ¥oShye dhree
months ended March 31, 2018 to $10.1 million for the three months ended March 31, 2019. The
decrease in net revenue for the New Age segment was primarily attributable to an increase in
discounts and allowances of $0.9 mifi which was driven by the increase in billbacks and
discounts from two of our major distributors where we were impacted by significant charges on
shipments we shorted because of our inventory challenges, and we faced a high level of
changeover charges leged to one of the products in the Cotdbre brand and one of the
products in theMarley brandwhich we are discontinuing to focus on products with higher
Fdzi dzNB  al {-8RI9QUEEGIY G A | | D¢
Alsq even the SEC filings, which we believe are inflated, showMbaindaQad NB Sy dzS INR G K F
stagnated, whilets net income and operating cashflow are contracting.

2016 2017 20181
Revenues 227,186,676 229,152,602 236,533,552
Adjusted Net Income 10,159,372 11,325,351 10,279,808
Operating Cash Flow 16,960,576 12,516,802 8,067,645
note: 2018 full year numbers were annualized based on financials as of 9 months 2018

Finally, msed on NBEV 2019 Q1 financial results, which broke out Muididd NB @Sy dzS O2 y (i NA o d.
Morinda generated revenue of $48.2 million, implying an annualizedatenof $192.9 million.

Anyway you slice it, it looks liIKdBEV bought Morinda at the peak of its growth cycle and that Morinda
Ad y2i 2y GNrXrO1 (G2 StAYAYILI(GS GKS f2aaSa b. 9=

Aa S

Filingsshow Morinda is operating illegall$ out of 10 ProvincegCities

According to thevebsiteof Ministry of Commerce in Chin&ahitian Noni Beverage (China) Co., (td.
e (T ) 'E” ) obtained its directselling license approval in December 2014.
According tahe website, the registered service locationsTahitian Noni Beverage (China) Co., (td.

e T ) 'E™ ) are in the following regionglease refer to Appendixfor detailed
service locations in each region)

1 City of Chongging
9 City of Shenyang, Liaoning Province
9 Cities of Jinan, Weihai, Rongcheng and Rushan, Shandong Province


https://www.sec.gov/Archives/edgar/data/1579823/000165495419005484/nbev_10q.htm
http://zxgl.mofcom.gov.cn/front/getEnterprises
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1 City of Guangzhou, Guangdong Province

However, the SAIC recor@ppendix 3show that the company has branches in other regions that are
not among the above list. For example, those regions are:
1 City of Beijing
City of Shanghai
City of Nanjing, Jiangsu Province
City of Hangzhou, Zhejiang Pirtee
City of Taiyuan, Shanxi Province
City of Fuzhou, Fujian Province

=A =4 =4 4 =4

One note to clarify for the regions regarding provinces and diti¢isis cases that, in China, there are 4
citiesthat are on the same governmental administration level as proviraes they arehe cities of

[ K2y Al[Ay3dT . SA2Ay3dT {KIYIAKIAZ YR ¢AlYy2Ayd ¢Kdzaz
within this context are referring to these 4 cities.

Onthe conference callBrent Willis confirms tht Morindaconducts business in 10 provinces

GThe company has already got offices in at least 10 different provinces and a major organization
NEIFffte F20dz&aSR Ay G(GK2aS wmn LINRPGAYyOSas

In other words, the company has opened branches lzesprobably done business iities that are not
registered & approved by the government, whifiouldbe considered a violation of the rules for
directselling in ChinaRegardless, the mere fact of setting up an office in an unapproved province is a
violation.

Our OnThe-Ground DueDiligence (OTGDD) Confirms lllegal Activities

Our on the ground de diligenceconfirmsour suspicions. Oupn the ground teanvisited

branches/offices irthe city of Shanghai, city of Hangzhou, Zhejiang Provincethendty of Nanjing,
Jiangsu Province. Remembtitese are offices in jurisdictions where Morinda does not have registered
service locatioaand is not allowed to conduct direct selling busiressnd sell products in any manner.

Duringthe investigation, except for one office in city of Shanghai that appeared to be occupied by
another company other than Morinda or Tahitian Noni Beverage (China) Co., Ltd., the rest of the

offices/branchesur on the ground teanvisited seem to be in opation during normal business hours
in China.

Furthermore, ouion the ground teanwas told by sales people in one of the branches in city of Shanghai
that people interested in the products could place orslarthat branch and they neeatl to fill out their
personal information and mailing addresses so that products could be delivered to the buyers. In
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another branch during the visibur on the ground teanwas told thatanorder could be placed online.
All these branches/officethat our on the ground teanvisited are not within the list of theervice
locationsthat are registered omthe Chinese Ministry of Commer@adirect-selling industry management
website. Thuswe believe that this ig clear violation to the direeselling rulesni China. Below are
someof picturesat each of the branches/officese visited.

1. Tahitian Noni Beverage (China) Co., Ltd Shanghai Jing'an Bfaoichof license)
Address: Nanjing West Rd. N0.819, Room 10@P1, Jing'an District, City of Shangl@tina
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2. Tahitian Noni Beverage (China) Co., Ltd Shanghai Brévwt of license)
Address Tibet Middle Rd. No.18, 12th Floor, Room 14@85, Huangpu District, City of Shangl@hina

3. Tahitian Noni Beverage (China) Co., Bttanghai Office
Address: Zhaojia Bang Rd. N0.789, 12th Floor, Room A, City of Shé&imniei



' GRIZZLY

It is found that this address was actually occupied by a biotech company called Fuent Biotechnology
(Shanghai) Co., Lt(jl B
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4. Tahitian NonBeverage (China) Co., Ltd Jiangsu Brafvcid of license)
Address: Changjiang Rd. No.188, 15th Floor, Room D, Xuanwu District, City of Nanjing, Jiangsu Province
China

5. Tahitian Noni Beverage (China) Co., Ltd Zhejiang Bré@muld of license)
Address: Zhaohui Rd. No0.203, Room 1001&1002, Xiacheng District, City of Hangzhou, Zhejiang Province



