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Nevada 77-0664193
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

4721 Ironton Street, Building A

Denver, Colorado 80239

(Address of principal executive offices and zip code)

(303) 396-6100

(Registrant’s telephone number, including area code)

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 past 12 months, 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, or a non-accelerated
filer, or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller
reporting company” in Rule 12b-2 of the Exchange Act:

Large accelerated filer ¨ Accelerated filer ¨
Non-accelerated filer ¨ Smaller reporting company x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
¨ No x

As of August 1, 2014, there were 11,128,440 shares outstanding of the registrant’s common stock.
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EXPLANATORY NOTE

The following is Amendment No. 1 to the Quarterly Report on Form 10-Q for the six months ended June 30, 2014
(the “Form 10-Q”) of MusclePharm Corporation. This Amendment No. 1 is being filed to reflect certain restatements
of the Company’s consolidated financial statements for the three months ended June 30, 2014 and for the six months
ended June 30, 2014 (see Note 16 of Notes to Consolidated Financial Statements) and to revise certain disclosures and
presentations in other parts of the Form 10-Q to be consistent with the restated consolidated financial statements. We
also evaluated our consideration on the effectiveness of our internal controls in Item 4. This Amendment amends and
supplements Items 1, 2, and 4 of Part I. All other statements and provisions in the Form 10-Q have not been updated
and remain unchanged.
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MusclePharm Corporation

Consolidated Balance Sheets

As Restated
June 30, 2014 December 31, 2013
(unaudited)

Assets
Current assets:
Cash $3,768,840 $ 5,411,515
Cash – restricted - 2,500,014
Investment in debt securities - 259,715
Accounts receivable – net of allowance for doubtful accounts 19,197,544 13,741,180
Derivative instrument - 119,248
Inventory – net 19,769,356 15,772,368
Prepaid giveaways 975,450 1,177,539
Prepaid stock compensation 3,018,940 3,023,717
Prepaid sponsorship and endorsement fees 151,892 1,145,161
Prepaid expenses 1,989,597 1,335,218
Other assets 333,240 40,805
Total current assets 49,204,859 44,526,480
Property and equipment – net 6,221,261 2,613,584
Intangible assets – net 6,732,532 155,165
Prepaid stock compensation 3,251,791 4,718,238
Other assets 179,632 144,229
Total assets $65,590,075 $ 52,157,696
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $23,900,432 $ 26,605,588
Accrued liabilities 4,527,085 2,053,101
Line of credit - 2,500,000
Notes payable 45,600 62,502
Derivative liabilities - 1,147,330
Total current liabilities 28,473,117 32,368,521
Other long-term liabilities 366,378 54,639
Total liabilities 28,839,495 32,423,160
Commitments and Contingencies (Note 10)
Stockholders’ Equity:
Series D, Convertible Preferred Stock, $0.001 par value; 1,600,000 shares
authorized; 1,500,000 shares issued; none and 131,500 shares issued and
outstanding, respectively

- 132

Common Stock, $0.001 par value; 100,000,000 shares authorized; 10,782,833
and 9,259,411 shares issued, respectively; 10,612,912 and 9,089,490 shares
issued and outstanding, respectively

10,783 9,260

Additional paid-in capital 118,259,128 103,064,901
Treasury stock at cost; 169,921 shares (1,498,298 ) (1,498,298 )

Edgar Filing: MusclePharm Corp - Form 10-Q/A

6



Accumulated other comprehensive income (loss) 4,665 (14,042 )
Accumulated deficit (80,025,698 ) (81,827,417 )
Total stockholders’ equity 36,750,580 19,734,536
Total Liabilities and Stockholders’ Equity $65,590,075 $ 52,157,696

The accompanying notes are an integral part of these unaudited consolidated finance statements.
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MusclePharm Corporation

Consolidated Statements of Operations

(unaudited)

For the Three Months Ended June
30,

For the Six Months Ended June
30,

As Restated As Restated
2014 2013 2014 2013

Sales - net $ 46,739,987 $ 25,480,059 $ 96,949,441 $ 48,041,226
Cost of sales 31,093,224 17,566,718 63,429,609 31,963,124
Gross profit 15,646,763 7,913,341 33,519,832 16,078,102
Operating expenses:
Advertising and promotion 5,919,263 3,275,200 12,247,749 5,592,577
Salaries and benefits 5,777,488 1,563,909 11,144,295 2,812,368
Selling, general, and administrative 2,356,940 1,918,665 4,229,308 3,064,220
Research and development 1,163,883 169,231 2,260,829 259,361
Professional fees 1,292,517 3,727,267 2,077,090 7,811,986
Total operating expenses 16,510,091 10,654,272 31,959,271 19,540,512
Operating income (loss) (863,328 ) (2,740,931 ) 1,560,561 (3,462,410 )
Other income (expense), net:
Derivative expense - - - (96,913 )
Change in fair value of derivative liabilities (110,289 ) 272,681 373,944 (5,771,963 )
Gain on settlement of accounts payable 25,978 47,671 31,477 324,656
Interest expense (17,015 ) (1,125 ) (56,388 ) (781,445 )
Foreign currency transaction loss (4,390 ) (104 ) (34,496 ) (5,714 )
Loss on derivative instrument and debt
security - - (386,103 ) -

Interest income - - 223,049 -
Other income, net 79,315 - 166,622 10,000
Total other income (expense), net (26,401 ) 319,123 318,105 (6,321,379 )
Net income (loss) before taxes (889,729 ) (2,421,808 ) 1,878,666 (9,783,789 )
Provision for income taxes (44,786 ) - (76,947 ) -
Net income (loss) $ (934,515 ) $ (2,421,808 ) $ 1,801,719 $ (9,783,789 )
Other comprehensive income (loss)
Net change in foreign currency translation 22,954 4,228 18,707 (1,841 )
Total other comprehensive income (loss) 22,954 4,228 18,707 (1,841 )
Total comprehensive income (loss) $ (911,561 ) $ (2,417,580 ) $ 1,820,426 $ (9,785,630 )
Net income (loss) per share:
Basic $ (0.09 ) $ (0.34 ) $ 0.17 $ (1.72 )
Diluted $ (0.09 ) $ (0.34 ) $ 0.15 $ (1.72 )
Weighted average number of shares used in
per share calculations - Basic 10,610,022 7,226,849 10,459,522 5,686,323

Weighted average number of shares used in
per share calculations - Diluted 10,610,022 7,226,849 11,863,882 5,686,323
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The accompanying notes are an integral part of these unaudited consolidated finance statements.
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MusclePharm Corporation

Consolidated Statements of Cash Flows

(unaudited)

Six Months Ended
June 30,
As Restated
2014 2013

Cash Flows From Operating Activities:
Net income (loss) $1,801,719 $(9,783,789 )
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating
activities:
Depreciation of property and equipment 646,673 333,383
Bad debt 140,155 105,271
Amortization of prepaid stock compensation 1,577,882 3,345,332
Amortization of prepaid sponsorships fees 3,468,227 1,834,922
Amortization of intangible assets 578,295 -
Stock-based compensation 4,466,876 74,366
Amortization of debt issuance costs - 335,433
Accretion of conversion option on debt security (222,140 ) -
Gain on settlement of accounts payable (31,477 ) (324,656 )
Loss on disposal of property and equipment 30,606 -
Derivative expense - 96,913
Loss on sale of debt security and derivative instrument 386,103 -
Change in fair value of derivative liabilities (373,944 ) 5,771,963
Changes in operating assets and liabilities, net of acquisition:
Accounts receivable (4,790,307) (5,713,366 )
Inventory (3,155,989) (170,254 )
Prepaid giveaways 202,089 257,120
Prepaid assets (3,114,827) (2,410,550 )
Other assets 235,105 (666,618 )
Accounts payable (2,664,980) 80,187
Accrued liabilities 1,074,592 1,660,385
Other long-term liabilities 285,230 -
Net Cash Provided by (Used in) Operating Activities 539,888 (5,173,958 )

Cash Flows From Investing Activities:
Purchase of property and equipment (2,401,182) (307,760 )
Change in restricted cash balance 2,500,014 9,148
Proceeds from sale of debt security 215,000 -
Proceeds from disposal of property and equipment 1,800 1,694
Purchase of trademark - (47,500 )
Net Cash Provided by (Used In) Investing Activities 315,632 (344,418 )
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Cash Flows From Financing Activities:
Payment on line of credit (2,500,000) -
Payment on notes payable (16,902 ) (4,393,234 )
Stock issuance costs - (1,662,667 )
Proceeds from issuance of preferred stock - 12,000,000
Proceeds from issuance of common stock and warrants - 8,327,499
Repurchase of common stock (treasury stock) - (103,537 )
Net Cash (Used In) Provided by Financing Activities (2,516,902) 14,168,061

Effect of exchange rates on cash and cash equivalents 18,707 6,076

Net (decrease) increase in cash (1,642,675) 8,655,761

Cash at beginning of period 5,411,515 -

Cash at end of period $3,768,840 $8,655,761

Supplemental disclosures of cash flow information:
Cash paid for interest $52,835 $410,502
Cash paid for taxes $77,212 $-

Supplemental disclosure of non-cash investing and financing activities:
Stock issued for future services - third parties $- $4,409,897
Warrants issued in conjunction with equity issuances $- $8,175,459
Stock issued to settle accounts payable and accrued expenses– third parties $- $5,484,947
Stock issued for Biozone acquisition $9,840,000 $-
Stock issued for board compensation $115,358 $114,912
Reclassification of derivative liability to additional paid in capital $773,386 $-
Capital leases $26,509 $-

The accompanying notes are an integral part of these unaudited consolidated finance statements.
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MusclePharm Corporation

Notes to Consolidated Financial Statements

(Unaudited)

Note 1: Nature of Operations and Basis of Presentation

MusclePharm Corporation (the “Company”) is a scientifically driven, performance lifestyle Company that develops,
manufactures, markets and distributes branded nutritional supplements. The Company was incorporated in Nevada in
2006, and principal executive offices are located in Denver, Colorado.

The accompanying interim unaudited consolidated financial statements as of June 30, 2014 and 2013, and for the three
and six months then ended, have been prepared by the Company in accordance with generally accepted accounting
principles (“GAAP”) in the United States (“U.S.”) for interim financial information. The amounts as of December 31,
2013 have been derived from the Company’s annual audited financial statements. In the opinion of management, the
accompanying unaudited consolidated financial statements reflect all adjustments necessary (consisting of normal
recurring adjustments) to state fairly the financial position of the Company and its results of operations and cash flows
as of and for the periods presented. These financial statements should be read in conjunction with the annual audited
financial statements and notes thereto as of and for the year ended December 31, 2013, included in the Company’s
Annual Report on Form 10-K for the fiscal year ended December 31, 2013, filed on March 31, 2014 (the “Form 10-K”).

The results of operations for the three and six months ended June 30, 2014 are not necessarily indicative of the results
that may be expected for the full year ending December 31, 2014 or any future period and the Company makes no
representations related thereto.

Reclassification

The Company has reclassified certain prior period amounts to conform to the current period presentation. These
reclassifications had no effect on the financial position, results of operations or cash flows for the periods presented.

Note 2: Summary of Significant Accounting Policies
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Principles of Consolidation

The consolidated financial statements include the accounts of MusclePharm Corporation and its wholly-owned
subsidiaries MusclePharm Canada Enterprises Corp (“MusclePharm Canada”) and Biozone Laboratories, Inc.
(“Biozone”). MusclePharm Canada began operations in April 2012 and Biozone was acquired in January 2014. All
intercompany accounts and transactions have been eliminated upon consolidation.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying notes. The accounting
estimates and assumptions that require management’s most significant, difficult, and subjective judgment include the
recognition and measurement of allowance for doubtful accounts, inventory reserve, derivatives, and sales discounts
and allowances reserve among others. Actual results experienced by the Company may differ from management’s
estimates.

Risks and Uncertainties

The Company operates in an industry that is subject to rapid change and intense competition. The Company’s
operations will be subject to significant risk and uncertainties including financial, operational, technological,
regulatory, industry adverse publicity and other risks, including the potential risk of business failure.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board ("FASB") amended the existing accounting standards for
revenue recognition. The amendments are based on the principle that revenue should be recognized to depict the
transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services. MusclePharm is required to adopt the amendments in
the first quarter of 2017. Early adoption is not permitted. The amendments may be applied retrospectively to each
prior period presented or retrospectively with the cumulative effect recognized as of the date of initial application.
MusclePharm is currently evaluating the impact of these amendments and the transition alternatives on its
Consolidated Financial Statements.

7
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MusclePharm Corporation

Notes to Consolidated Financial Statements

(Unaudited)

Cash and Cash Equivalents

The Company considers all highly liquid instruments purchased with an original or remaining maturity of three
months or less at the date of purchase to be cash equivalents. At June 30, 2014 and December 31, 2013, respectively,
the Company had no cash equivalents.

The Company minimizes its credit risk associated with cash by periodically evaluating the credit quality of its primary
financial institution. The cash balance at times may exceed federally insured limits, and at June 30, 2014 we had one
bank account that exceeded the federally insured limit, and at December 31, 2013 we had two bank accounts that
exceeded the federally insured limit.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable represents trade obligations from customers that are subject to normal trade collection terms. The
Company’s finance department monitors the status of customer receivables and takes actions to collect past due
balances as necessary. The Company periodically evaluates the collectability of its accounts receivable and considers
the need to establish an allowance for doubtful accounts based upon historical collection experience and specific
customer information. Accordingly, the actual amounts could vary from the recorded allowances. There is also a
review of customer discounts at the period end and an accrual made for discounts earned but not yet utilized by period
end.

Management performs ongoing evaluations of the Company’s customers’ financial condition and generally does not
require collateral. Some international customers are required to pay for their orders in advance of shipment.
Management reviews accounts receivable quarterly and reduces the carrying amount by a valuation allowance that
reflects management’s best estimate of amounts that may not be collectible. Allowances, if any, for uncollectible
accounts receivable are determined based upon the aging of accounts receivable, changes in customer credit
worthiness, general market and economic conditions, and historical experience. Bad debt expense recognized as a
result of our valuation allowance is classified under Selling, general and administrative expense in the Consolidated
Statement of Operations.
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The Company does not charge interest on past due receivables. Receivables are determined to be past due based on the
payment terms of the original invoices.

Inventory

Inventory is valued at the lower of cost or market value. The cost of product inventory for MusclePharm and
MusclePharm Canada is computed using actual cost on a First-In First-Out basis, and the cost of inventory for
Biozone is computed using an average cost basis. Adjustments to reduce the cost of inventory to its net realizable
value are made, if required, and estimates are made for obsolescence, excess or slow-moving inventories,
non-conforming inventories, and expired inventory.

Prepaid Giveaways

Prepaid giveaways represent non-inventory samples, which are given away to aid in promotion of the brand and
products.

Prepaid Sponsorship and Endorsement Fees

Prepaid sponsorship and endorsement fees represent fees paid in connection with Company sponsorships of certain
events and trade shows as well as prepaid athlete endorsement fees, which are expensed over the period the fees are
earned. A significant amount of the Company’s promotional expenses results from payments under endorsement and
sponsorship contracts.  Accounting treatment for endorsement and sponsorship payments is based upon specific
contract provisions.  Generally, endorsement and sponsorship payments are expensed straight-line over the term of the
contract after giving recognition to periodic performance compliance provisions of the contract.  Prepayments made
under the contracts are included in either current or long-term prepaid expenses depending on the performance period
for which the prepayment applies.

Prepaid Stock Compensation

Prepaid stock compensation represents amounts paid with stock for future contractual benefits to be received. The
Company amortizes these contractual benefits over the life of the contracts using the straight-line method.
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MusclePharm Corporation

Notes to Consolidated Financial Statements

(Unaudited)

Prepaid Expenses

Prepaid expenses consist of various payments that the Company has made in advance for goods or services to be
received in the future. These prepaid expenses include legal retainers, print advertising, insurance and service
contracts requiring up-front payments.

Property and Equipment

Property and equipment are stated at cost and depreciated to their estimated residual value over their estimated useful
lives. When assets are retired or otherwise disposed of, the assets and related accumulated depreciation are relieved
from the accounts and the resulting gains or losses are included in the Statements of Operations. Repairs and
maintenance costs are expensed as incurred. Depreciation is provided using the straight-line method for all property
and equipment. We review our property and equipment for impairment when events or changes in circumstances
indicate that the carrying value of an asset may not be recoverable. We use an estimate of future undiscounted net cash
flows of the related assets or groups of assets over their remaining lives in measuring whether the assets are
recoverable. An impairment loss is calculated by determining the difference between the carrying values and the
estimated fair values of these assets. We did not consider any of our property and equipment to be impaired during the
six months ended June 30, 2014 or 2013.

Intangible Assets

Definite-lived intangible assets are amortized over their related useful lives, using a straight-line basis consistent with
the underlying expected future cash flows related to the specific intangible asset. Intangible assets are reviewed for
impairment whenever events or changes in circumstances exist that indicate the carrying amount of an asset may not
be recoverable. When indicators of impairment exist, an estimate of undiscounted net cash flows is used in measuring
whether the carrying amount of the asset or related asset group is recoverable. Measurement of the amount of
impairment, if any, is based upon the difference between the asset's carrying value and estimated fair value. Fair value
is determined through various valuation techniques, including market and income approaches as considered necessary.
See Note 15 for further disclosure of intangible assets.
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Accrued Liabilities

Accrued liabilities consist of amounts estimated by management for future liability payments that relate to the current
accounting period. Management reviews these estimates periodically to determine their reasonableness and fair
presentation.

Debt

The Company defines short term debt as any debt payment due less than one year from the date of the financial
statements. Long term debt is defined as any debt payment due more than one year from the date of the financial
statements. Refer to Note 6 for further disclosure of debt liabilities.

Derivatives

Fair value accounting requires bifurcation of embedded derivative instruments such as conversion features in equity
instruments and warrants granted, and measurement of their fair value. In determining the appropriate fair value, the
Company uses Black-Scholes or lattice option-valuation models. In assessing the convertible equity instruments,
management determines if the convertible equity instrument is conventional convertible equity and further if the
beneficial conversion feature requires separate measurement.

Once derivative instruments are determined, they are adjusted to reflect fair value at the end of each reporting period.
Any increase or decrease in the fair value is recorded in results of operations as an adjustment to fair value of
derivatives. In addition, the fair value of freestanding derivative instruments such as warrants, are also valued using a
Black-Scholes or lattice option-pricing model. Once a derivative liability ceases to exist any remaining fair value is
reclassified to additional paid-in capital if redeemed or through earnings if forfeited or expired.

Fair Value of Financial Instruments

The Company measures assets and liabilities at fair value based on an expected exit price which represents the amount
that would be received on the sale of an asset or paid to transfer a liability, as the case may be, in an orderly
transaction between market participants. As such, fair value may be based on assumptions that market participants
would use in pricing an asset or liability. The authoritative guidance on fair value measurements establishes a
consistent framework for measuring fair value on either a recurring or nonrecurring basis whereby inputs, used in
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valuation techniques, are assigned a hierarchical level.
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MusclePharm Corporation

Notes to Consolidated Financial Statements

(Unaudited)

The following are the hierarchical levels of inputs to measure fair value:

·Level 1: Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities in active markets.

·

Level 2: Inputs reflect quoted prices for identical assets or liabilities in markets that are not active; quoted prices for
similar assets or liabilities in active markets; inputs other than quoted prices that are observable for the assets or
liabilities; or inputs that are derived principally from or corroborated by observable market data by correlation or
other means.

·
Level 3: Unobservable inputs reflecting the Company’s assumptions incorporated in valuation techniques used to
determine fair value. These assumptions are required to be consistent with market participant assumptions that are
reasonably available.

The determination of where assets and liabilities fall within this hierarchy is based upon the lowest level of input that
is significant to the fair value measurement.

The Company’s financial instruments consisted primarily of accounts receivable, accounts payable, accrued liabilities,
and notes payable. The Company’s notes payable approximate fair value based upon current borrowing rates available
to the Company for debt with similar maturities. The carrying amounts of the Company’s financial instruments
generally approximated their fair values as of June 30, 2014 and December 31, 2013, respectively, due to the
short-term nature of these instruments.

Stock-Based Compensation

Generally, all forms of stock-based compensation, including stock option grants, warrants and restricted stock grants
and stock appreciation rights are measured at their fair value on the awards’ grant date, based on estimated number of
awards that are ultimately expected to vest. Share-based compensation awards issued to non- employees for services
rendered are recorded at either the fair value of the services rendered or the fair value of the stock-based
compensation, whichever is more readily determinable.
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Revenue Recognition

The Company derives revenue primarily from sale of products. The Company records revenue when all of the
following have occurred: (1) persuasive evidence of an arrangement exists, (2) product has been shipped or delivered,
(3) the sales price to the customer is fixed or determinable, and (4) collectability is reasonably assured.

Depending on individual customer agreements, sales are recognized either upon shipment of products to customers or
upon delivery. For all Canadian sales, which represent 3% of total sales, recognition occurs upon shipment.

The Company records sales allowances and discounts as a direct reduction of sales. The Company grants volume
incentive rebates to certain customers based on contractually agreed upon percentages once certain thresholds have
been met. These volume incentive rebates are recorded as a direct reduction to sales.

The Company has determined that customer advertising related credits are accounted for based on the guidance of
ASC No. 605-50-55 (“Revenue Recognition” – Customer Payments and Incentives), which indicates that, absent
evidence of benefit to the vendor, appropriate treatment requires netting these types of payments against revenues and
not expensing as advertising expense.

Advertising and Promotion

Advertising and promotion expenses include digital and print advertising, trade show events, athletic endorsements
and sponsorships, and promotional giveaways.  Advertising expenses are recognized in the month that the advertising
appears while costs associated with trade show events are expensed when the event occurs.  For major trade shows,
the expenses are recognized within the calendar year over the period in which we recognize revenue associated with
sales generated at the trade show. Costs related to promotional giveaways are expensed when the product is either
given out at a promotional event or shipped to the customer.

A significant amount of the Company’s promotional expenses results from payments under endorsement and
sponsorship contracts.  Accounting treatment for endorsement and sponsorship payments is based upon specific
contract provisions.  Generally, endorsement payments are expensed straight-line over the term of the contract after
giving recognition to periodic performance compliance provisions of the contract.  Prepayments made under the
contracts are included in either current or long-term prepaid expenses depending on the period for which the
prepayment applies.
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Some of the contracts provide for contingent payments to endorsers or athletes based upon specific achievement in
their sports (e.g. winning a championship).  The Company records expense for these payments when the endorser
achieves the specific achievement.  
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MusclePharm Corporation

Notes to Consolidated Financial Statements

(Unaudited)

Income Taxes

Income taxes are accounted for using the asset and liability method. Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to differences between the financial statement carrying amounts of
existing assets and liabilities and their respective tax bases, operating loss and tax credit carry-forwards. Deferred tax
assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which
those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
a change in tax rates is recognized in income in the period that includes the enactment date. Beginning with the
adoption of Financial Accounting Standards Board (“FASB”) Interpretation No. 48, Accounting for Uncertainty in
Income Taxes, (included in FASB ASC Subtopic 740-10, Income Taxes — Overall), the Company recognizes the effect
of income tax positions only if those positions are more likely than not to be sustained. Recognized income tax
positions are measured at the largest amount that is greater than 50% likely to be realized. Changes in recognition or
measurement are reflected in the period in which the change in judgment occurs.

The Company records interest and penalties related to unrecognized tax benefits in income tax expense. There were no
interest or penalties related to unrecognized tax benefits for the three and six months ended June 30, 2014 and 2013.

Foreign Currency

MusclePharm began operations in Canada in April 2012. The Canadian Dollar was determined to be the functional
currency as the majority of the transactions related to the day to day operations of the business are in Canadian
Dollars. At the end of the period, the financial results of the Canadian operation are translated into the U.S. Dollar,
which is the reporting currency, and added to the U.S. operations for consolidated company financial results. The
revenue and expense items are translated using the average rate for the month and the assets and liabilities at the
month end of rate. Transactions that have completed the accounting cycle and resulted in a gain or loss related to
translation are recorded in realized gain or loss due to foreign currency translation under other income and expense on
the income statement. Transactions that have not completed their accounting cycle but appear to have gain or loss due
to the translation process are recorded as unrealized gain or loss due to translation and recorded as Accumulated other
comprehensive income (loss) in the equity section on the balance sheet until such date the accounting cycle of the
transaction is complete and the actual realized gain or loss is recognized.
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Note 3: Composition of Certain Financial Statement Captions

Accounts Receivable

Accounts receivable, net of allowance consisted of the following at June 30, 2014 and December 31, 2013:

As of
June 30, 2014

As of
December 31, 2013

Accounts receivable $ 19,849,929 $ 14,830,487
Less: allowance for discounts (511,066 ) (1,060,000 )
Less: allowance for doubtful accounts (141,319 ) (29,307 )
Accounts receivable – net $ 19,197,544 $ 13,741,180

Inventory

Inventory, net consisted of the following at June 30, 2014 and December 31, 2013:

June 30, 2014 December 31, 2013
Raw materials inventory $ 970,538 $ -
Work in process inventory 170,843 -
Finished goods inventory 18,756,934 16,001,515
Inventory reserve (128,959 ) (229,147 )
Total inventory - net $ 19,769,356 $ 15,772,368

Finished goods inventory purchased from third party manufacturers as of June 30, 2014 and December 31, 2013 was
$18,693,505 and $16,001,515, respectively. Any damaged packaging is returned to the manufacturer for replacement. 
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(Unaudited)

Prepaid Expenses

Prepaid expenses consisted of the following at June 30, 2014 and December 31, 2013:

As of
June 30, 2014

As of
December 31, 2013

Prepaid advertising and promotion $ 700,707 $ 760,740
Prepaid inventory 385,679 -
Prepaid insurance 263,632 280,878
Prepaid professional services 226,120 74,730
Prepaid director fees 116,000 -
Prepaid research & development fees 84,221 22,500
Prepaid license fees 77,141 90,623
Prepaid software license fees 40,743 86,205
Prepaid support agreements 36,697 3,499
Prepaid – other 58,657 16,043

$ 1,989,597 $ 1,335,218

Other Current Assets

Other current assets consisted of the following at June 30, 2014 and December 31, 2013:

As of
June 30, 2014

As of
December 31, 2013

Vendor rebate receivable $ 119,467 $ -
Other receivable from Cocrystal Pharma, Inc. 209,396 -
Other current assets 4,377 40,805

$ 333,240 $ 40,805

Property and Equipment
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Property and equipment consisted of the following at June 30, 2014 and December 31, 2013:

As of June 30,
2014

As of December 31,
2013 Estimated Useful Life

Furniture, fixtures and equipment $ 3,173,284 $ 1,849,462 From 3 to 5 years
Leasehold improvements 2,189,963 619,159 From 20 to 182 months
Manufacturing and lab equipment 1,231,251 - From 2 to 20 years
Vehicles 444,065 442,300 From 2 to 5 years
Displays 33,683 33,683 5 years
Website 15,975 11,462 3 years
Construction in process 1,128,588 1,018,509
Total 8,216,809 3,974,575
Less: Accumulated depreciation and
amortization (1,995,548 ) (1,360,991 )

$ 6,221,261 $ 2,613,584

Other Assets

Other assets consisted of the following at June 30, 2014 and December 31, 2013:

As of
June 30, 2014

As of
December 31, 2013

Security deposit $ 108,394 $ 85,419
Long-term portion of prepaid assets 71,238 58,810

$ 179,632 $ 144,229
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Accrued Liabilities

Accrued liabilities consisted of the following at June 30, 2014 and December 31, 2013:

As of
June 30, 2014

As of
December 31, 2013

Accrued payables $ 2,606,779 $ 487,415
Employee compensation and benefits 1,717,265 1,137,681
Capital leases 77,327 26,653
Customer deposits 67,747 265,652
Accrued taxes 25,832 71,771
Other 32,135 63,929

$ 4,527,085 $ 2,053,101

Other Long-Term Liabilities

Other long-term liabilities consisted of the following at June 30, 2014 and December 31, 2013:

As of
June 30, 2014

As of
December 31, 2013

Customer deposit $ 250,000 $ -
Long-term portion of capital lease liability 116,378 54,639

$ 366,378 $ 54,639

Sales and Discounts

Sales for the three and six months ended June 30, 2014 and 2013 were as follows:
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Three Months Ended June 30, Six Months Ended June 30,
2014 2013 2014 2013

Sales $51,828,561 $28,515,483 $108,533,847 $53,439,519

Discounts and returns (5,088,574 ) (3,035,424 ) (11,584,406 ) (5,398,293 )

Sales - Net $46,739,987 $25,480,059 $96,949,441 $48,041,226

Discounts as a percent of gross sales 10 % 11 % 11 % 10 %

The Company has an informal seven day right of return for products. There were nominal returns for the three and six
months ended June 30, 2014 and 2013.

The Company offers various discounts and sales allowances for volume rebate programs, product promotions, early
payment remittances, and other discounts and allowances. The Company accounts for sales discounts and allowances
over the period they are earned. Because of the inherent uncertainty surrounding volume rebate programs and product
promotions that are based on sales thresholds, actual results could generate liabilities greater or less than the amounts
estimated and recorded.

Cost of Sales

Cost of sales for MusclePharm and MusclePharm Canada represent costs directly related to the production,
manufacturing and freight of the Company’s products purchased from third party manufacturers. For products
produced by Biozone, cost of sales consists of costs for raw material, direct labor, freight expenses, and other supply
and equipment rental expenses used to manufacture products.
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The Company mainly ships customer orders from our distribution center in Franklin, Tennessee. The facility is
operated with the Company’s equipment and employees, and all inventory is owned by the Company. Shipments to
customers from our distribution center are recorded as a component of cost of sales. The Company also utilizes a
manufacturer in New York to manufacture one of the Company’s products. These orders are typically large and heavy,
and are drop shipped directly to our customers at the time of order. Costs associated with these shipments are recorded
in cost of sales.

The Company ships Canadian customer orders from our Canadian warehouse and records freight in cost of sales.

The Company ships Biozone products from our manufacturing facility in Pittsburg, California and records freight in
cost of sales.

Note 4: Concentrations

Accounts Receivable

At June 30, 2014 and December 31, 2013, the Company had the following concentrations of accounts receivable with
significant customers:

Customer As of June 30, 2014 As of December 31, 2013
A 10 % 16 %
B 10 % * %
C * % 24 %
Bodybuilding.com * % 14 %

* Less than 10% of total accounts receivable
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Revenue

The Company had the following concentrations of revenues with significant customers:

Three Months Ended June 30,
Customer 2014 2013
Bodybuilding.com 15 % 25 %
B 10 % * %
C * % 11 %

Six Months Ended June 30,
Customer 2014 2013
Bodybuilding.com 15 % 29 %
B 10 % 11 %
C * % * %

* Less than 10% of gross sales

Vendors

The Company uses four non-affiliated principal manufacturers for the components of our products. We have a
manufacturing agreement in place with our primary manufacturer to support our growth and ensure consistency in
production and quality. The agreement ensures products are manufactured to the Company’s specifications and the
manufacturer will bear the costs of any recalled product due to defective manufacturing. The Company had the
following concentration of purchases from product vendors:

Three Months Ended June 30,
Vendor 2014 2013
A 47 % 70 %
B 50 % 30 %
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Six Months Ended June 30,
Vendor 2014 2013
A 50 % 82 %
B 47 % 18 %

Note 5: Financial Instruments

The following table is a summary of financial assets and liabilities:

As of June 30, As of December 31,
2014 2013

Assets
Debt securities – FUSE convertible notes (Level 2) $ - $ 259,715
Derivative instruments – FUSE warrants (Level 2) - 119,248

- 378,963

Liabilities
Derivative liabilities  - Series D shares (Level 2) $ - $ 1,147,330

On April 2, 2014, the Company entered into a security purchase agreement and sold the Fuse convertible note and
warrants for an aggregate purchase price of $215,000.

Also on April 2, 2014 the remaining outstanding shares of Series D preferred stock were converted into common
shares thereby eliminating the remaining derivative liability for the embedded conversion option as of that date.

Note 6: Debt

Debt consists of the following:
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As of June 30, 2014 As of December 31, 2013

Notes payable $ 45,600 $ 59,600
Revolving line of credit - 2,500,000
Auto loan - secured - 2,902
Total debt 45,600 2,562,502
Less: current portion (45,600 ) (2,562,502 )
Long term debt $ - $ -

Notes Payable

Notes payable consisted of the following activity and terms: 

Balance – December 31, 2013 $59,600
Principal repayments (14,000)
Balance – June 30, 2014 $45,600

Debt in default of $45,600 and $59,600 at June 30, 2014 and December 31, 2013, respectively, is included as a
component of short-term debt. Debt in default is related to certain convertible notes issued in 2012 and prior where the
notes were never converted to common stock or principal repaid. The Company is in the process of contacting the
note holders and negotiating settlement of the notes.
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Revolving Line of Credit

On December 24, 2013, the Company entered into a revolving line of credit with U.S. Bank, N.A. in the amount of
$2,500,000. The line of credit matures on September 15, 2014 and accrues interest at prime plus 2%, which is payable
monthly. The note is secured by a $2,500,000 savings account held at U.S. Bank, N.A. and disclosed as restricted cash
in the Consolidated Balance Sheets as of December 31, 2013. On May 12, 2014, the Company repaid the outstanding
balance of the line of credit with the restricted cash balance that was securing the debt, and terminated the line of
credit agreement. The line of credit will not be available for further borrowing.

Vehicle Loan

Vehicle loan account consisted of the following activity and terms:

Balance - December 31, 2013 $2,902
Principal repayments (2,902)
Balance – June 30, 2014 $-

As of December 31, 2013, the interest rate associated with this loan was 6.99%. The three final monthly payments of
$1,008 per were paid in first quarter 2014.

Note 7: Derivative Liabilities

The Company identified conversion features embedded within Series D Preferred Stock issued in January 2013. The
Company has determined that the features associated with the embedded conversion option should be accounted for at
fair value as a derivative liability as the Company could not determine if a sufficient number of shares would be
available to settle all transactions.
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The fair value of the conversion feature is summarized as follows:

Derivative liability - December 31, 2013 1,147,330
Fair value mark to market adjustment for equity instruments (373,944 )
Conversion instruments exercise (773,386 )
Derivative liability – June 30, 2014 $-

The Company recorded the day one value of derivative contracts associated with the Series D preferred stock issuance
against gross proceeds raised, and expensed immediately the remaining value of the derivative as it exceeded the gross
proceeds of the offering. The Company recorded a derivative expense of $0 and $96,913 for the six months ended
June 30, 2014 and 2013, respectively.

On April 2, 2014, the remaining outstanding shares of Series D preferred stock were converted into common shares
thereby eliminating the remaining derivative liability for the embedded conversion option as of that date. Of the
derivative liability that was eliminated, $773,254 was reclassified to Additional paid-in capital in our Consolidated
Balance Sheets.

Note 8: Restricted Stock Units

In November 2012, the Company granted 129,413 restricted stock units to certain executives. Each restricted stock
unit represents a contingent right to receive one share of the Company’s common stock upon vesting. The value of this
award at the grant date was $449,900 and will be amortized over the vesting periods such that each tranche of
restricted stock units will be fully amortized at the date of vesting. The restricted stock units vest as follows: 43,137
on January 1, 2013, 43,138 shares on January 1, 2014, and 43,138 shares on December 1, 2014. As of June 30, 2014,
86,275 restricted stock units have vested and the unamortized portion of this award is $75,600.

In June 2013, the Company approved a restricted stock award to certain key employees, officers and directors for
1,550,000 shares. The shares were issued upon the award’s approval with ownership rights conveyed upon vesting.
The value of this award at the grant date was $17,065,500. Of these shares, the Company estimates that 1,500,200
shares will fully vest for a total value of $16,517,202. This amount will be amortized over the vesting periods such
that each tranche’s estimated shares of restricted stock will be fully amortized at the dates of vesting. The award vests
in two tranches with 17% vesting December 31, 2013 and the remaining 83% vesting December 31, 2015 with the
exception of certain executives under employment agreements that terminate prior to December 31, 2015. These
awards will be amortized over the remaining term of their employment agreements. As of June 30, 2014, 263,500
shares have vested and the unamortized portion of this award is $9,412,449.
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In December 2013, the Company granted the independent members of the Board of Directors a restricted stock grant
of 19,364 shares as part of the annual director’s compensation plan. The awarded shares were issued upon the award’s
approval with ownership rights to be conveyed upon vesting. The value of this award at the grant date was $152,000,
and will be amortized over the vesting periods. The restricted stock award will vest in three equal tranches on July 1,
2014, July 1, 2015, and July 1, 2016. As of June 30, 2014, no shares have vested and the unamortized portion of the
awards was $101,328.

On March 17, 2014, the Company granted the independent members of the Board of Directors a restricted stock grant
of 48,856 shares as part of the annual director’s compensation plan. The awarded shares were issued upon the award’s
approval with ownership rights to be conveyed upon vesting. The value of this award at the grant date was $320,007,
and will be amortized over the service period, which is January 1 – December 31, 2014. The restricted stock award will
vest in three equal tranches on March 17, 2014, March 17, 2015, and March 17, 2016. As of June 30 2014, 16,284
shares have vested and the unamortized portion of the awards is $160,438.

On May 6, 2014, the Company granted restricted stock awards to certain employees under the June 2013 employee
stock grant plan and who joined the Company after the initial employee stock awards in June 2013. The awarded
shares were issued upon the award’s approval with ownership rights to be conveyed upon vesting. The value of this
award on the grant date was $1,137,600, and will amortized over the vesting periods. The restricted award will vest in
five equal tranches on December 31, 2014, 2015, 2016, 2017, and 2018.

Total compensation expense for these awards recognized during the three months ended June 30, 2014 and 2013 was
$2,117,332, and $37,389, respectively. For the six months ended June 30, 2014 and 2013 the total compensation
expense for these awards was $4,519,767 and $74,367, respectively, and is included in Operating expenses.

Note 9: Stockholders’ Equity

Series D Convertible Preferred Stock
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In January 2013 the board of directors authorized 1,600,000 shares of Series D convertible preferred stock. Between
January 16, 2013 and February 4, 2013, the Company entered into separate subscription agreements with certain
investors in connection with the offering, pursuant to which the Company sold an aggregate of 1,500,000 shares of
Preferred Stock for aggregate gross proceeds of approximately $12 million. Pursuant to the Certificate of Designation
of the Series D Convertible Preferred Stock filed with the Nevada Secretary of State on January 11, 2013 (the
“Certificate of Designation”), each share of Preferred Stock is convertible into two shares of common stock, subject to
adjustment as set forth in the Certificate of Designation. On April 2, 2014, the remaining 131,500 shares of
outstanding Series D convertible preferred stock were converted to 263,000 shares of common stock.

Common Stock

During the six months ended June 30, 2014, the Company issued the following common stock:

Transaction Type Quantity
(#)

Valuation
($)

Range of Value
per Share
($)

Conversion of Series D preferred stock to common stock 263,000 773,517 2.94
Executive/Board of Director compensation 60,422 265,325 3.48 – 8.70
Stock issued for Biozone acquisition 1,200,000 9,840,000 8.20
Total 1,523,422 10,878,842 2.94 – 8.70

The fair value of all stock issuances above is based upon either the quoted closing trading price on the date of issuance
or the value of derivative instrument at the date of conversion. See Note 14 for further details of the Biozone
acquisition.
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Earnings (Loss) Per Share

Basic net earnings (loss) per share is computed by dividing net income (loss) for the period by the weighted average
number of common stock outstanding during each period. Diluted earnings (loss) per share is computed by dividing
net income (loss) for the period by the weighted average number of common stock, common stock equivalents and
potentially dilutive securities outstanding during each period.

The Company uses the “treasury stock” method to determine whether there is a dilutive effect of outstanding option and
warrant contracts. For the three months ended June 30, 2014, and the three and six months ended June 30, 2013 the
Company reflected net loss and a dilutive net loss, and the effect of considering any common stock equivalents would
have been anti-dilutive for the period. Therefore, separate computation of diluted earnings (loss) per share is not
presented for the three months ended June 30, 2014 and the three and six months ended June 30, 2013.

The Company has the following common stock equivalents as of June 30, 2014 and 2013, respectively:

As of June 30,
2014 2013

Stock options (exercise price – $425/share) 472 670
Warrants (exercise price – $4 /share) - 330,000
Warrants (exercise price - $1,275/share) 89 89
Employee and director unvested RSUs 1,501,573 86,275
Total common stock equivalents 1,502,134 417,034

The following is a reconciliation of the number of shares used in the calculation of basic and diluted earnings per
share for the three and six months ended June 30, 2014 and 2013, respectively:

Three months ended Six months ended
June 30, June 30,
As Restated As Restated
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2014 2013 2014 2013
Net income (loss) $(934,515 ) $(2,421,808) $1,801,719 $(9,783,789)

Weighted average number of common shares outstanding 10,610,022 7,226,849 10,459,522 5,686,323
Incremental shares from the assumed exercise of dilutive
agreements - - 1,404,360 -

Diluted common shares outstanding 10,610,022 7,226,849 11,863,882 5,686,323

Earnings (loss) per shares – basic $(0.09 ) $(0.34 ) $0.17 $(1.72 )
Earnings (loss) per shares – diluted $(0.09 ) $(0.34 ) $0.15 $(1.72 )

Stock Options

There was no stock option activity for the three or six months ended June 30, 2014. For the three and six months
ended June 30, 2013, the Company had forfeitures of 1,177 options.

Stock Warrants

A summary of warrant activity for the Company for the six months ended June 30, 2014 is as follows:

Number of Warrants Weighted Average Exercise Price
Outstanding – December 31, 2013 263,089 $ 4.43
Granted - -
Exercised (263,000 ) 4.00
Balance as June 30, 2014 89 $ 1,275

Warrants Outstanding Warrants Exercisable
Range
of
Exercise
Prices

Number
Outstanding

Weighted Average
Remaining
Contractual Life (in
years)

Weighted Average
Exercise Price

Number
Exercisable

Weighted
Average
Exercise Price

Intrinsic Value

$1,275 89 1.04 $ 1,275 89 $ 1,275 -
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Note 10: Commitments, Contingencies and Other Matters

Operating Leases

The Company leases office and warehouse facilities under operating leases which expire at various dates through
2029. The amounts reflected in the table below are for the aggregate future minimum lease payments under
non-cancelable facility operating leases. Under lease agreements that contain escalating rent provisions, lease expense
is recorded on a straight-line basis over the lease term. Rent expense for the six months ended June 30, 2014 and 2013
amounted to $632,882 and $298,887, respectively.

As of June 30, 2014, future minimum lease payments are as follows:

Years Ending December 31,
2014 (remaining 6 months) $618,426
2015 1,087,030
2016 884,061
2017 841,118
2018 838,246
Thereafter 3,519,391
Total minimum lease payments $7,788,272

Capital Leases

The Company leases manufacturing and warehouse equipment under capital leases which expire at various dates
through 2017. As of June 30, 2014, the Company had $233,426 in leased assets classified as Furniture, fixtures, and
equipment and Manufacturing and lab equipment under Property and equipment in the Consolidated Balance Sheets.
The accumulated depreciation on leased assets as of June 30, 2014 was $14,075. Short term capital lease liabilities of
$77,327 are included as a component of current liabilities, and the long-term capital lease liabilities of $116,378 are
included as a component of long term liabilities in our Consolidated Balance Sheets.
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As of June 30, 2014 and December 31, 2013, the Company had an outstanding balance on capital leases of $193,705
and $81,292, respectively.  The amounts reflected in the table below are for the aggregate future minimum lease
payments under equipment lease agreements.

As of June 30, 2014, future minimum lease payments are as follows:

Years Ending December 31,
2014 (remaining 6 months) $45,661
2015 91,321
2016 79,472
2017 5,898
Total minimum lease payments 222,352
Less amounts representing interest (28,647 )
Present value of minimum lease payments $193,705
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Contingencies

For all legal proceedings, at each reporting period, the Company evaluates whether or not a potential loss amount or a
potential range of loss is probable and reasonably estimable under the provisions of the authoritative guidance that
addresses accounting for contingencies.

The Company and its subsidiaries are involved in litigation matters and claims in the normal course of business. In the
past, the Company and its subsidiaries have litigated these matters. The Company expects it or its subsidiaries will be
involved in legal proceedings in the future. These existing and any future legal actions may harm the Company’s
business. Litigation could severely disrupt or shut down the business operations or strategic partners of the Company’s
subsidiaries, which in turn would significantly harm ongoing relations with them and cause the Company to lose
revenues. The cost associated with legal proceedings are typically high, relatively unpredictable and not completely
within the Company’s control. These costs may be materially higher than expected, which could adversely affect the
Company’s operating results and lead to volatility in the price of its common stock. Whether or not determined in the
Company’s favor or ultimately settled, litigation diverts managerial, technical, legal and financial resources from the
Company’s business operations. Furthermore, an adverse decision in any of these legal actions could subject the
Company to significant liabilities, lost revenue, negatively impact the Company’s stock price or its business and
consolidated financial position, results of operations or cash flows.

Additionally, as a manufacturer of nutritional supplements and other consumer products that are ingested by
consumers, the Company may be subject to various product liability claims. Although we have not had any material
claims to date, it is possible that current and future product liability claims could have a material adverse effect on our
business or financial condition, results of operations or cash flows. The Company currently maintains product liability
insurance with a deductible/retention of $10,000 per claim with an aggregate cap on retained loss of $20,000,000. At
June 30, 2014 the Company had not recorded any accruals for product liability claims.

See Part II, Item I of Form 10Q for further discussion of legal proceedings that the Company is party to.

Sponsorship and Endorsement Contract Liabilities

Edgar Filing: MusclePharm Corp - Form 10-Q/A

42



The Company has various non-cancelable endorsement and sponsorship agreements with terms expiring through
2018. The total value of outstanding payments as of June 30, 2014 was $37,102,417. The total outstanding payments
are as follows:

Outstanding Payments 2014 2015 2016 2017 2018 Total
Endorsement $3,730,750 $8,280,834 $6,490,833 $6,600,000 $3,500,000 $28,602,417
Sponsorship 2,357,500 4,905,000 1,137,500 100,000 - 8,500,000
Total $6,088,250 $13,185,834 $7,628,333 $6,700,000 $3,500,000 $37,102,417

SEC Investigation

In July 2013, the Company received a formal order of investigation of the Company from the Denver Regional Office
of the Securities and Exchange Commission. As a result of that formal order, the Company is conducting a review of
its internal controls, disclosures of related party transactions, settlements of claims including share issuance, executive
compensation, and disclosure of perquisites for the periods of 2010, 2011, and 2012. There can be no assurance that
these are the only subject matters of concern, what the nature or amounts in question will be, or that these are the only
periods under review. As of June 30, 2014 and the date of this report, there have been no changes in the status of the
investigation.

Note 11: Defined Contribution Plan

The Company established a 401(k) Plan (the “401(k) Plan”) for eligible employees of the Company. Generally, all
employees of the Company who are at least twenty-one years of age and who have completed six months of service
are eligible to participate in the 401(k) Plan. The 401(k) Plan is a defined contribution plan that provides that
participants may make voluntary salary deferral contributions, on a pretax basis, of up to $17,500 for 2014 (subject to
make-up contributions) in the form of voluntary payroll deductions. The Company may make discretionary
contributions. During the six months ended June 30, 2014 and 2013 the Company’s matching contribution was
$148,745 and $28,530, respectively.
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Note 12: Related Party Transactions

Ryan DeLuca, the Chief Executive Officer of Bodybuilding.com, is the brother of Jeremy DeLuca, MusclePharm’s
EVP, MusclePharm Brand and Global Business Development. The Company maintained a business relationship with
Bodybuilding.com prior to hiring Mr. DeLuca. The Company does not offer preferential pricing of our products to
Bodybuilding.com based on these relationships. Sales of products to Bodybuilding.com were $7,276,542 and
$6,933,056, respectively, for the three months ended June 30, 2014 and 2013; and $15,499,998 and $14,953,845 for
the six months ended June 30, 2014 and 2013, respectively.  Bodybuilding.com owed the Company approximately
$1,720,719 and $2,051,265 in trade receivables as of June 30, 2014 and December 31, 2013, respectively. The
Company purchased marketing services from Bodybuilding.com during the three and six months ended June 30, 2014
in the amount of $338,877 and $688,885, respectively.

The Company leases our office and warehouse facility in Hamilton, Ontario, Canada from 2017275 Ontario Inc.,
which is a company owned by Renzo Passaretti, VP and General Manager of MusclePharm Canada Enterprises Corp,
our wholly owned Canadian subsidiary. For the three and six months ended June 30, 2014 we paid rent of $22,951 and
$41,015, respectively, and for the three and six months ended June 30, 2013, we paid rent of $19,211 and $38,713,
respectively. The lease expires March 31, 2016.

On October 16, 2013, the Company entered into an Office Lease Agreement with Frost Real Estate Holdings, LLC, a
Florida limited liability company owned by Dr. Phillip Frost, one of our significant shareholders. Pursuant to the
lease, the Company rents 1,437 square feet of office space for an initial term of three years, with an option to renew
the lease for an additional three year term. For the three and six months ended June 30, 2014, we paid rent of $15,438
and $26,828, respectively.

During the six months ended June 30, 2014, the Company purchased split dollar life insurance policies on certain key
executives. These policies provide a split of 50% of the death benefit proceeds to the Company and 50% to the
officer’s designated beneficiaries.

Note 13: Endorsement Agreement
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On July 26, 2013, the Company entered into an Endorsement Licensing and Co-Branding Agreement by and among,
the Company, Arnold Schwarzenegger, Marine MP, LLC, and Fitness Publications, Inc. Under the terms of the
Agreement, Mr. Arnold Schwarzenegger will co-develop a special Arnold Schwarzenegger product line and will be
co-marketed under Mr. Schwarzenegger’s name and likeness.

In connection with this agreement, the Company also issued Marine MP, LLC fully vested restricted shares of
common stock. As of June 30, 2014 and December 31, 2013, the amount of unamortized stock compensation expense
related to this agreement was $5,889,000 and $7,300,800, respectively. The shares are being amortized over the
original three year term of the agreement. The current and non-current portions of this unamortized stock
compensation are included as a component of Prepaid Stock Compensation in the Consolidated Balance Sheets.

Note 14: Biozone Acquisition

On January 2, 2014, the Company completed its acquisition of BioZone Pharmaceuticals, Inc. (“BioZone”) for
$9,840,000 in MusclePharm common stock.

The base purchase price under the asset purchase agreement was 1.2 million shares of the Company’s common stock of
which 600,000 shares were placed into escrow for a period of nine months to cover indemnification obligations and
which shares are also subject to repurchase from the escrow for $10.00 per share in cash during the nine-month
escrow period. The remaining 600,000 non-escrowed shares were issued to Biozone upon closing and are subject to a
lockup agreement which permits private sales (subject to the lockup and certain leak out provisions). The total
consideration was $9,840,000 in common stock based on the stock price as of January 2, 2014. As of June 30, 2014
and the date of this report, the Company is still evaluating the extent to which there will be adjustments against the
purchase price of the Biozone assets and liabilities as a result of certain claims that the Company may assert against
Biozone pursuant to the indemnification provision under the APA and the 580 Garcia Lease indemnity agreement.

The Biozone acquisition is considered an acquisition of a business and was accounted for in accordance with
accounting guidance for business combinations. The acquired assets and liabilities have been recognized at their
estimated fair value, and the purchase price has been allocated to the tangible and intangible assets acquired and
liabilities assumed. MusclePharm contracted a third party valuation firm to determine the fair value at the date of
purchase of all identifiable tangible and intangible assets purchased in the acquisition. Based upon the fair values
acquired, the purchase price allocation is as follows:
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MusclePharm Corporation

Notes to Consolidated Financial Statements

(Unaudited)

Purchase Price Allocation
Net Tangible Assets
Property & equipment $1,859,066
Receivables 806,212
Inventory 840,999
Other assets 577,453
Factoring payable (795,031 )
Trade payables (327,038 )
Equipment leases (122,766 )
Employee compensation liability (78,134 )
Other liabilities (76,423 )
Total net tangible assets acquired 2,684,338

Identified Intangible Assets
Patents $5,869,874
Trademarks 656,160
Customer lists 629,607
Domain name 21
Total identified intangible assets acquired 7,155,662

Total purchase price $9,840,000

Receivables

The Company acquired various receivables as part of the asset acquisition of Biozone. The table below reflects the
estimated fair value and the contractual value of the receivables as of the transaction date. As of the date of the
acquisition the Company determined that none of the receivables were uncollectible.

Receivables Estimated Fair
Value

Contractual
Value

Trade receivables $ 806,212 $ 807,294
Factoring receivable 150,702 151,016
Asset sale receivable 399,814 400,000
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Unaudited Pro Forma Income Statement

The accompanying consolidated statements of operations include the results of the Biozone Acquisition from the
acquisition date of January 2, 2014.  The Company has determined that there were no significant transactions during
the one day which is not presented in the accompanying consolidated statement of operations for the six months ended
June 30, 2014 and has therefore not presented the pro forma effects of the acquisition for this period. The unaudited
pro forma effects of the acquisition on the results of operations as if the acquisition had been completed on January 1,
2013 for the three and six months ended June 30, 2013 is as follows:

Three Months Ended June 30, 2013
Combined

BioZone Before Pro MusclePharm
MusclePharm Pharmaceuticals Forma Pro Forma Corp.
Corp. Inc. Adjustments Adjustments Pro Forma

Sales – net $25,480,059 $ 1,801,600 $27,281,659 $ - $27,281,659
Net loss (2,421,808 ) (708,484 ) (3,130,292 ) (119,093 )(a) (3,249,385 )

Net loss per share – basic and diluted $ (0.34 ) - - - $ (0.45 )
Weighted average number of
common shares used in per share
calculations – basic and diluted

7,226,849 - - - 7,226,849

22

Edgar Filing: MusclePharm Corp - Form 10-Q/A

47
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Notes to Consolidated Financial Statements

(Unaudited)

Six Months Ended June 30, 2013
Combined

BioZone Before Pro MusclePharm
MusclePharm Pharmaceuticals Forma Pro Forma Corp.
Corp. Inc. Adjustments Adjustments Pro Forma

Sales – net $48,041,226 $ 3,677,131 $51,718,357 $ - $51,718,357
Net loss (9,783,789 ) (1,820,351 ) (11,604,140) (247,400 )(a) (11,851,540 )

Net loss per share – basic and diluted$ (1.72 ) - - - $(2.08 )
Weighted average number of
common shares used in per share
calculations – basic and diluted

5,686,323 - - - 5,686,323

(a)Pro forma adjustment to eliminate historical seller depreciation expense and record depreciation and amortizationexpense resulting from the assets acquired.

The above unaudited pro forma results include adjustments for depreciation of property and equipment and
amortization of acquired intangible assets. The unaudited pro forma information as presented above is for
informational purposes only and is not necessarily indicative of results of operations that would have been achieved if
the acquisition had taken place at the date identified.

Note 15: Intangible Assets

Intangible assets consist of the following:

As of June 30, 2014

Gross
Assets

Accumulated
Amortization Net Assets

Weighted
average
amortization
period (years)

Amortized intangible assets
Patents $5,922,374 $ (456,547 ) $5,465,827 8.25
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Trademarks 691,160 (69,281 ) 621,879 7.02
Customer relationships 629,607 (52,467 ) 577,140 5.51

7,243,141 (578,295 ) 6,664,846

Indefinite lived intangible assets
Domain name 67,686 - 67,686 -

67,686 - 67,686
Total intangible assets $7,310,827 $ (578,295 ) $6,732,532
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Notes to Consolidated Financial Statements

(Unaudited)

Amortization expense for the three months ended June 30, 2014 and 2013 was $293,113 and zero, respectively, and
for the six months ended June 30, 2014 and 2013 was $578,295 and zero, respectively. Amortization expense is
included in Operating expenses in the Consolidated Statement of Operations.

As of June 30, 2014, the estimated future amortization expense of intangible assets is as follows:

2014 (remaining 6 months) $550,097
2015 1,106,314
2016 999,955
2017 926,090
2018 902,187
Thereafter 2,180,203
Total amortization expense $6,664,846

Note 16: Restatement of June 30, 2014 Unaudited Consolidated Financial Statements

The unaudited consolidated balance sheet as of June 30, 2014 and unaudited consolidated statement of operations for
the three months and six months ended June 30, 2014 as presented herein, have been restated from what was
previously reported in the Company’s Form 10-Q for the quarterly period ended June 30, 2014 to correct for the
recognition of a receivable of insurance reimbursement in relation to the SEC investigation. The Company has
insurance coverage for the reimbursement of legal fees and expenses incurred by the Company in the course of
complying with the ongoing SEC investigation as more fully described in Note 10. The Company estimated it would
be eligible for reimbursement of these legal expenses under the insurance policies. Subsequent to the filing of Form
10-Q on August 4, 2014, the Company determined the previously mentioned insurance claim was not validated by the
insurance carrier. The Company has been in ongoing discussions with the insurance carrier and specialized legal
counsel regarding the requirements to validate the claim. As a result, the timing of collection of the insurance claim is
unclear and the Company has reversed the other receivable of $1,342,843 previously recognized in the second quarter.
The receivable balance consisted of fees and expenses incurred from January 1, 2014 through June 30, 2014 related to
the SEC investigation. Of these fees and expenses, $358,671 and $984,172 was incurred in the first and second
quarters of 2014, respectively. For the three and six months ended June 30, 2014, professional fees have been restated
to be $1,292,517 and $2,077,090, respectively. The Company is continuing to pursue recovery of legal fees and
expenses previously incurred and future related expenses. The total amounts incurred for the year ended December 31,
2013 and the six months ended June 30, 2014 is $1,168,838 and $1,342,843, respectively, or a total of $2,511,681.

Edgar Filing: MusclePharm Corp - Form 10-Q/A

50



The unaudited consolidated balance sheet as of June 30, 2014 as presented herein is restated to remove the other
receivable in the amount of $1,342,843 from the current assets as of June 30, 2014.
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The following sets forth summarized unaudited consolidated balance sheet information on the effects of the
restatements:

As of June 30, 2014
As
Previously As

Reported Restated
Current assets $50,547,702 $49,204,859
Property and equipment - net 6,221,261 6,221,261
Intangible assets - net 6,732,532 6,732,532
Prepaid stock compensation 3,251,791 3,251,791
Other assets 179,632 179,632

$66,932,918 $65,590,075
Current liabilities 28,473,117 28,473,117
Other long-term liabilities 366,378 366,378
Stockholders' equity 38,093,423 36,750,580

$66,932,918 $65,590,075

The following sets forth summarized unaudited consolidated statement of operations information on the effects of the
restatements:

For the Six Months Ended
June 30, 2014
As
Previously As

Reported Restated
Sales - net $96,949,441 $96,949,441
Cost of sales 63,429,609 63,429,609
Gross profit 33,519,832 33,519,832
Operating expenses 30,616,428 31,959,271
Operating income 2,903,404 1,560,561
Other income (expense) 318,105 318,105
Net income before taxes 3,221,509 1,878,666
Provision for income taxes (76,947 ) (76,947 )
Net income 3,144,562 1,801,719
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Other comprehensive income (expense) 18,707 18,707
Total other comprehensive income $3,163,269 $1,820,426
Earnings (loss) per share
Net income per common share
Basic $0.30 $0.17
Diluted $0.27 $0.15
Weighted average number of shares used in per share calculations - Basic 10,459,522 10,459,522
Weighted average number of shares used in per share calculations - Diluted 11,863,882 11,863,882
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(Unaudited)

For the Three Months Ended
June 30, 2014
As
Previously As

Reported Restated
Sales - net $46,739,987 $46,739,987
Cost of sales 31,093,224 31,093,224
Gross profit 15,646,763 15,646,763
Operating expenses 15,167,248 16,510,091
Operating income 479,515 (863,328 )
Other income (expense) (26,401 ) (26,401 )
Net income (loss) before taxes 453,114 (889,729 )
Provision for income taxes (44,786 ) (44,786 )
Net income (loss) 408,328 (934,515 )
Other comprehensive income (expense) 22,954 22,954
Total other comprehensive income (loss) $431,282 $ (911,561 )
Earnings (loss) per share
Net income per common share
Basic $0.04 $ (0.09 )
Diluted $0.03 $ (0.09 )
Weighted average number of shares used in per share calculations - Basic 10,610,022 10,610,022
Weighted average number of shares used in per share calculations - Diluted 12,064,122 10,610,022

Note 17: Subsequent Events

Tiger Woods Endorsement Agreement

Effective July 1, 2014, the Company entered into an Endorsement Agreement (the “Agreement”) with ETW Corp.
Under the terms of the Agreement, Tiger Woods will endorse certain of the Company’s products and use a golf bag
during all professional golf play which prominently displays the MusclePharm name and logo.

In conjunction with this agreement, on July 3, 2014 (“Issuance Date”), the Company issued 446,853 shares of the
Company’s restricted common stock to ETW Corp with an aggregate market value of $5,000,000.
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Jonathan Manziel Endorsement Agreement

Effective July 15, 2014, the Company entered into an Endorsement Agreement (the “Manziel Agreement”) with JMAN2
General III, LP for the services of Jonathan Manziel. Under the terms of the Manziel Agreement, Mr. Manziel will be
available to use, evaluate, promote, and advertise MusclePharm products.

In conjunction with the Manziel Agreement, the Company issued to JMAN2 General III, LP warrants to purchase
100,000 shares of MusclePharm common stock at an exercise price of $11.90 per share. These warrants vest ratably
over a period of 24 months beginning August 15, 2014.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The following discussion should be read in conjunction with the accompanying unaudited consolidated financial
statements and notes thereto, and with our audited financial statements and notes thereto for the year ended December
31, 2013 found in the Form 10-K.

Forward-Looking Information

This Quarterly Report contains forward-looking statements, which are subject to the safe harbor provisions created by
the Private Securities Litigation Reform Act of 1995. Words such as “expects,” “anticipates,” “plans,” “believes,” “seeks,”
“estimates,” “could,” “would,” “may,”“intends,” “targets” and similar expressions or variations of such words are intended to
identify forward-looking statements, but are not the exclusive means of identifying forward-looking statements in this
Quarterly Report. The identification of certain statements as “forward-looking” is not intended to mean that other
statements not specifically identified are not forward-looking. All statements other than statements about historical
facts are statements that could be deemed forward-looking statements, including, but not limited to, statements that
relate to our future revenues, product development, demand, acceptance and market share, growth rate,
competitiveness, gross margins, levels of research, development and other related costs, expenditures, the outcome or
effects of and expenses related to litigation and administrative proceedings, the effect of cost-saving measures, tax
expenses, cash flows, our ability to liquidate and recover the carrying value of our investments, our management's
plans and objectives for our current and future operations, the levels of customer spending or research and
development activities, general economic conditions, and the sufficiency of financial resources to support future
operations and capital expenditures. Although forward-looking statements in this Quarterly Report reflect the good
faith judgment of our management, such statements can only be based on facts and factors currently known by us.
Consequently, forward-looking statements are inherently subject to risks, uncertainties, and changes in condition,
significance, value and effect, including those discussed below under the heading “Risk Factors” within Part II, Item 1A
of this Quarterly Report and other documents we file from time to time with the Securities and Exchange Commission
(the “SEC”), such as our annual reports on Form 10-K, our quarterly reports on Form 10-Q and our current reports on
Form 8-K. Such risks, uncertainties and changes in condition, significance, value and effect could cause our actual
results to differ materially from those expressed herein and in ways not readily foreseeable. Readers are urged not to
place undue reliance on these forward-looking statements, which speak only as of the date of this Quarterly Report
and are based on information currently and reasonably known to us. We undertake no obligation to revise or update
any forward-looking statements in order to reflect any event or circumstance that may arise after the date of this
Quarterly Report. Readers are urged to carefully review and consider the various disclosures made in this Quarterly
Report, which attempt to advise interested parties of the risks and factors that may affect our business, financial
condition, results of operations and prospects.

Business Overview
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MusclePharm Corporation is a scientifically driven, performance lifestyle company that develops, manufactures,
markets and distributes branded nutritional supplements. We offer a complete range of sports nutrition supplements
including powders, capsules, tablets and gels.  Our portfolio of recognized brands, including MusclePharm® Hybrid
and Core Series, Arnold Schwarzenegger Series™, and FitMiss® are marketed and sold in more than 110 countries and
available in over 35,000 retail outlets globally. These clinically proven, scientific nutritional supplements are
developed through a six-stage research process that utilizes the expertise of leading nutritional scientists, doctors and
universities.

Our Growth Strategy

Our primary growth strategy is to:

·Drive innovation of new products, serve the needs of athletes and fuel the engine of sport through new products andbrand extension;

·Increase our product distribution and sales through increased market penetration both domestically andinternationally;

·Increase our margins by streamlining our operations and seeking operating efficiencies;

·Continue to conduct testing of the safety and efficacy of our products and formulate new products; and

·Increase awareness of our products by increasing our marketing and branding opportunities through endorsements,sponsorships and brand extensions.

MusclePharm is an aggressive growth company with a portfolio of brands that we believe fuels growth across many
marketing categories and geographies. For the three months ended June 30, 2014 we grew net sales to $46.7 million,
up 83% from the same period in 2013, with a 2-year 74% compound annual growth rate (“CAGR”). For the six months
ended June 30, 2014, we grew net sales to $96.9 million up 102% from the same period in 2013 with a 2-year CAGR
of 74%.

27

Edgar Filing: MusclePharm Corp - Form 10-Q/A

57



Results of Operations

For the Three Months Ended June 30, 2014 and 2013 (unaudited):

Three Months Ended
June 30, 2014
As Restated

2014
% of
Net
Sales

2013
% of
Net
Sales

Increase/
(Decrease)

%
Change

Sales – net $46,739,987 $25,480,059 $21,259,928 83.4 %
Cost of sales 31,093,224 66.5 % 17,566,718 68.9 % 13,526,506 77.0 %
Gross profit 15,646,763 33.5 % 7,913,341 31.1 % 7,733,422 97.7 %
Operating expenses 16,510,091 35.3 % 10,654,272 41.8 % 5,855,819 55.0 %
Income (loss) from operations (863,328 ) (1.8 )% (2,740,931 ) (10.8 )% 1,877,603 68.5 %
Other income (expense) - net (26,401 ) (0.1 )% 319,123 1.3 % (345,524 ) (108.3 )%
Net income (loss) before taxes (889,729 ) (1.9 )% (2,421,808 ) (9.5 )% 1,532,079 63.3 %
Income tax provision (44,786 ) (0.1 )% - 0.0 % (44,786 ) (100 )%
Net income (loss) after taxes $(934,515 ) (2.0 )% $(2,421,808 ) (9.5 )% $1,487,293 61.4 %
Net income (loss) per share - basic $(0.09 ) $(0.34 )
Net income (loss) per share -
diluted $(0.09 ) $(0.34 )

Weighted average number of shares
used in per share calculations – basic 10,610,022 7,226,849

Weighted average number of shares
used in per share calculations –
diluted

10,610,022 7,226,849

Sales - Net

Net sales increased approximately $21.3 million or 83% to $46.7 million for the three months ended June 30, 2014,
compared to $25.5 million for the three months ended June 30, 2013. The increase in sales was due primarily to new
sales channels, new product lines, and increased brand awareness.

The sales increases in our product lines are due to the successful execution of our growth strategy, which includes
increasing our product distribution and sales through increased brand awareness, marketing and promotion, and
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sponsorships and endorsements both domestically and internationally. The following is a summary of the growth in
the channels:

·Food, Drug and Mass (FDM) is a new distribution channel for us in 2014, which was launched in fourth quarter 2013and accounted for $5.0 million of our sales increase.

·Our international distribution channel has been another key area of growth in 2014, with an increase of $10.7 million,or 119%, to $19.7 million compared to $9.0 million during the same period 2013.

·Our Specialty distribution channel, which includes distributors and online retailers grew by $2.6 million, or 16%, to$19.0 million compared to $16.4 million during the same period 2013.

· Biozone Laboratories, Inc., which we acquired in January 2014, accounted for $2.9 million of our sales growth.

Discounts and Sales Allowances

Discounts and sales allowances as a percent of gross sales for the three months ended June 30, 2014 decreased from
11% of gross sales for the three month period ended June 30, 2013 to 10% of gross sales for the three months ended
June 30, 2014. This decrease in discounts and allowances is a result of continued efforts to evaluate and refine
customer promotions to improve the efficiency of our marketing and promotion initiatives.   

Cost of Sales

Cost of sales as a percent of net sales decreased by 2.4 percentage points from 68.9% of net sales for the three months
ended June 30, 2013 to 66.5% of sales for the same period in 2014. This decrease is due to higher margins realized on
Biozone products, which contributed 1.7 percentage points of the decrease, 0.4 percentage points of the decrease was
due to the effect of vendor rebates and early payment discounts taken in 2014 and not taken in 2013, and the
remainder of the decrease was due to improved product pricing from product vendors.
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Operating Expenses

Operating expenses for the three months ended June 30, 2014, increased to approximately $16.5 million, compared to
$10.7 million, a 55% increase.

Advertising and promotion expenses increased $2.6 million, or 81%, to $5.9 million for the three months ended June
30, 2014 compared to $3.3 million for the same period in 2013. Of this increase, $1.8 million was for marketing
expenses in conjunction with strategic partnership agreements. The remaining increase is for continued marketing
efforts to increase our brand awareness, brand extension, and develop new distribution channels. As a percent of sales,
advertising expense remained consistent quarter over quarter at 12.7% of net sales for the three months ended June 30,
2014 and 12.9% for the same period in 2013.

Salaries and benefits were $5.8 million, or 12% of revenue, for the three months ended June 30, 2014 up from $1.6
million, or 6.1% of revenue for the same period in 2013. Of this increase, $1.9 million relates to amortization of
stock-based compensation for awards granted to employees, directors, and officers in July 2013, the Biozone
acquisition in January 2014 contributed $0.7 million, and the remaining increase was due to salary increases and
additional headcount to support our continued growth strategy.

Professional fees decreased by $2.4 million from $3.7 million for the three months ended June 30, 2013 to $1.3
million for the three months ended June 30, 2014. The majority of the decrease in 2014 was due to consulting fees
related to the recapitalization of the Company in 2013 of $3.0 million, which we did not have in 2014. Non-SEC
related legal fees decreased $0.2 million and consulting fees decreased by $0.2 million.

The following table provides an overview of expense categories and percentage of net revenue:

Three Months Ended June 30,
As Restated

2014 % of
Revenue 2013 % of

Revenue
Increase/
(Decrease)

%
Change

Advertising and promotion $5,919,263 12.7 % $3,275,200 12.9 % $2,644,063 80.7 %
Salaries and benefits 5,777,488 12.4 % 1,563,909 6.1 % 4,213,579 269.4 %
Selling, general, and administrative 2,356,940 5.0 % 1,918,665 7.5 % 438,275 22.8 %
Research and development 1,163,883 2.5 % 169,231 0.7 % 994,652 587.7 %
Professional fees 1,292,517 2.8 % 3,727,267 14.6 % (2,434,750) (65.3 )%
Total Operating expenses $16,510,091 35.3 % $10,654,272 41.8 % $5,855,819 55.0 %

Edgar Filing: MusclePharm Corp - Form 10-Q/A

60



Other Income (Expense)

Other income (expense) was nil for the three months ended June 30, 2014, compared to $0.3 million for the three
months ended June 30, 2013.

Three Months Ended
June 30,
2014 2013

Change in fair value of derivative liabilities $(110,289) $272,681
Gain (loss) on settlement of accounts payable and debt 25,978 47,671
Interest expense (17,015 ) (1,125 )
Foreign currency loss (4,390 ) (104 )
Other income (expense) – net 79,315 -
Total other income (expense) $(26,401 ) $319,123

The change in fair value of derivative liability went from a gain of $0.3 million for the three months ended June 30,
2013 to a loss of $0.1 million for the three months ended June 30, 2014. The loss in 2014 was due to the final market
to market adjustment as a result of the change in market value of the underlying MusclePharm common stock prior to
the conversion of the remaining Series D preferred shares on April 2, 2014.
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For the Six Months Ended June 30, 2014 and 2013 (unaudited):

Six  Months Ended 
June 30, 2014
As Restated

2014 % of Net
Sales 2013 % of Net

Sales
Increase/
(Decrease)

%
Change

Sales – net $96,949,441 $48,041,226 $48,908,215 101.8 %
Cost of sales 63,429,609 65.4 % 31,963,124 66.5 % 31,466,485 98.4 %
Gross profit 33,519,832 34.6 % 16,078,102 33.5 % 17,441,730 108.5 %
Operating expenses 31,959,271 33.0 % 19,540,512 40.7 % 12,418,759 63.6 %
Income (loss) from operations 1,560,561 1.6 % (3,462,410 ) (7.2 )% 5,022,971 145.1 %
Other income (expense) - net 318,105 0.3 % (6,321,379 ) (13.2 )% 6,639,484 (105.0 )%
Net income (loss) before taxes 1,878,666 1.9 % (9,783,789 ) (20.4 )% 11,662,455 119.2 )%
Income tax provision (76,947 ) (0.1 )% - 0.0 % (76,947 ) (100 )%
Net income (loss) after taxes $1,801,719 1.8 % $(9,783,789 ) (20.4 )% $11,585,508 (118.4 )%
Net income (loss) per share - basic $0.17 $(1.72 )
Net income (loss) per share - diluted $0.15 $(1.72 )
Weighted average number of shares
used in per share calculations – basic 10,459,522 5,686,323

Weighted average number of shares
used in per share calculations –
diluted

11,863,882 5,686,323

Sales - Net

Net sales increased approximately $48.9 million or 102% to $96.9 million for the six months ended June 30, 2014,
compared to $48.0 million for the six months ended June 30, 2013. The increase in sales was due primarily to new
sales channels, new product lines, and continued increase in brand awareness.

The sales increases in our product lines are due to the successful execution of our growth strategy, which includes
increasing our product distribution and sales through increased brand awareness, marketing and promotion, and
sponsorships and endorsements both domestically and internationally. The following is a summary of the growth in
the channels:

·Food, Drug and Mass (FDM) is a new distribution channel for us in 2014, which was launched in fourth quarter 2013and accounted for $10.2 million of our sales increase.
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· International distribution channel has been another key area of growth in 2014, with an increase of $22.7 million, or148%, to $38.0 million compared to $15.3 million during the same period 2013.

·Our Specialty distribution channel, which includes distributors and online retailers grew by $10.6 million, or 33%, to$42.8 million compared to $32.2 million during the same period 2013.

· Biozone Laboratories, Inc., which we acquired in January 2014, accounted for $5.4 million of our sales growth.

Discounts and Sales Allowances

Discounts and sales allowances as a percent of gross sales for the six months ended June 30, 2014 increased slightly to
10.7% of gross sales for the six months ended June 30, 2014 from 10.1% of gross sales for the same period in 2013.
This increase in discounts and sales allowances is due to promotions surrounding our Arnold Schwarzenegger product
line during the Arnold Fitness Expo during first quarter of 2014. Our Arnold product line is a new product line that we
developed and co-branded with Arnold Schwarzenegger and was launched in September 2013.   
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Cost of Sales

Cost of sales as a percent of net sales decreased by 1.1 percentage points to 65.4% for the six months ended June 30,
2014 from the same period in 2013. Of this decrease, 1.7 percentage points was due to higher margins realized on
Biozone product sales, 0.2 percentage points of the decrease was due to the effect of vendor rebates and early payment
discounts taken in 2014 and not taken in 2013, and 0.3 percentage points of the decrease was due to improved product
pricing from our vendors. These decreases were offset by a 1.1 percentage point increase in shipping expense.

Operating Expenses

Operating expenses for the six months ended June 30, 2014 were $32 million as compared to $19.5 million for the six
months ended June 30, 2013, a 63.6% increase.

Advertising and promotion expenses increased $6.7 million, or 119%, to $12.2 million for the six months ended June
30, 2014 compared to $5.6 million for the same period in 2013. Of this increase, $4.0 million was for expenses in
conjunction with strategic partnership agreements. The remaining increase is for continued marketing efforts to
increase our brand awareness, brand extension, and develop new distribution channels.

Salaries and benefits were $11.1 million, or 12% of revenue, for the three months ended June 30, 2014 up from $2.8
million, or 6.0% of revenue for the same period in 2013. Of this increase, $4.1 million relates to amortization of
stock-based compensation for awards granted to employees, directors, and officers in July 2013, the Biozone
acquisition in January 2014 contributed $1.1 million of the increase, and the remaining increase was due to salary
increases and additional headcount to support our continued growth strategy.

Professional fees decreased by $5.7 million from $7.8 million for the six months ended June 30, 2013 to $2.1 million
for the six months ended June 30, 2014. The majority of the decrease in 2014 was due to consulting fees related to the
recapitalization of the Company in 2013 of $6.6 million. Additionally, consulting fees decreased by $0.5 million year
over year due to finalization of legacy consulting agreement during 2013 and 2014.

The following table provides an overview of expense categories and percentage of net revenue:

Six Months Ended June 30,
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As Restated

2014 % of
Revenue 2013 % of

Revenue
Increase/
(Decrease)

%
Change

Advertising and promotion $12,247,749 12.6 % $5,592,577 11.6 % $6,655,172 119.0 %
Salaries and benefits 11,144,295 11.5 % 2,812,368 5.9 % 8,331,927 296.3 %
Selling, general, and administrative 4,229,308 4.4 % 3,064,220 6.4 % 1,165,088 38.0 %
Research and development 2,260,829 2.3 % 259,361 0.5 % 2,001,468 771.7 %
Professional fees 2,077,090 2.2 % 7,811,986 16.3 % (5,734,896 ) (73.4 )%
Total Operating expenses $31,959,271 33.0 % $19,540,512 40.7 % $12,418,759 63.6 %

Other Income (Expense)

Other income and (expense) was $0.3 million for the six months ended June 30, 2014, compared to the $(6.3) million
for the six months ended June 30, 2013.

31

Edgar Filing: MusclePharm Corp - Form 10-Q/A

65



Six Months Ended
June 30,
2014 2013

Derivative expense $- $(96,913 )
Change in fair value of derivative liabilities 373,944 (5,771,963)
Gain (loss) on settlement of accounts payable and debt 31,477 324,656
Interest expense (56,388 ) (781,445 )
Foreign currency transaction loss (34,496 ) (5,714 )
Loss on derivative instrument and debt security (386,103) -
Interest income 223,049 -
Other income 166,622 10,000
Total other expenses $318,105 $(6,321,379)

The change in the fair value of derivative liability decreased from expense of $5.8 million for the six months ended
June 30, 2013 to a gain of $0.4 million for the six months ended June 30, 2014. The gain in 2014 was for the market to
market adjustments for the change in the market value of the underlying MusclePharm common stock prior to the
conversion of the remaining Series D preferred shares on April 2, 2014. Interest expense also decreased during the
same period due to the elimination of convertible debt in 2013.

Liquidity and Capital Resources

The Company’s cash position is as follows:

June 30, 2014 December 31, 2013
Cash $ 3,768,840 $ 5,411,515

Cash as a percent of total assets 6 % 10 %

The following table summarizes total current assets, liabilities and working capital at June 30, 2014, compared to
December 31, 2013.

As Restated Working Capital
June 30, 2014 December 31, 2013 Increase

Current Assets $49,204,859 $ 44,526,480 $ 4,678,379
Current Liabilities (28,473,117 ) (32,368,521 ) 3,895,404
Working Capital $20,731,742 $ 12,157,959 $ 8,573,783
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Product sales have been the primary source of generating working capital and free cash flow. At June 30, 2014 we had
cash of $3.8 million and working capital of $20.7 million, compared to cash of $5.4 million and working capital of
$12.2 million at December 31, 2013. During the six months ended June 30, 2014, the Company increased working
capital $8.6 million mainly from positive cash flows. The following is a summary of the use the positive cash flow; 1)
funded a $3.2 million increase in inventory for anticipated continued growth of product sales, 2) supported a $4.8
million increase in customer accounts receivable balances, 3) paid down $1.3 million, net in accounts payable and
accruals, 4) funded $2.7 million, net, for prepaid operating expenses, and 5) to acquire $2.4 million of capital assets to
support business expansion.

The Company’s management believes that with continued growth and increased sales expansion, we will be able to
fund operations with operating cash flow; however, the Company is evaluating opportunities for asset-based lending
arrangements with various banking institutions to enable us to further execute our business plan, which includes
buying more inventory, broadening the sales platform, and expanding overseas operations. We are currently in
negotiations for a line of credit arrangement with a financial institution for $8 million, and we expect the line of credit
to be in place by mid-third quarter 2014.

Our net consolidated cash inflows (outflows) are as follows:

Six Months Ended June 30,
2014 2013

Operating Activities $539,888 $(5,173,958 )
Investing Activities 315,632 (344,418 )
Financing Activities (2,516,902 ) 14,168,061
Effect of exchange rates on cash and cash equivalents 18,707 6,076
Net (decrease) increase in cash $(1,642,675 ) $8,655,761
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Cash provided by operating activities was $0.5 million for the six months ended June 30, 2014, primarily due to our
net income of $1.8 million being positively adjusted for non-cash items including depreciation of $0.6 million,
amortization of employee and director stock compensation of $4.5 million, amortization of non-employee prepaid
stock expense of $1.6 million, amortization of prepaid sponsorships of $3.4 million, amortization of intangibles of
$0.6 million. These were partially offset by $0.1 million of various other non-cash adjustments to net income and
changes in operating assets and liabilities of $13.2 million. These changes in operating assets and liabilities included a
$4.8 million increase in accounts receivable, $2.9 million increase in prepaid assets, $3.1 million increase in
inventory, and $2.7 million decrease in accounts payable. These were offset by a decrease in accrued liabilities of $1.1
million, a decrease in other assets of $0.2 million, and an increase in other long-term liabilities of $0.3 million.

Cash provided by investing activities was $0.3 million for the six months ended June 30, 2014 due to the release of the
restriction on our restricted cash of $2.5 million and proceeds from the sale of the Fuse note of $0.2 million. These
were offset by purchases of property and equipment of $2.4 million.

Cash used in financing activities was $2.5 million for the six months ended June 30, 2014 due to the repayment of our
line of credit with US Bank.

Off-Balance Sheet Arrangements

As of June 30, 2014, we did not have any off-balance sheet arrangement as defined in item 303(a)(4)(ii) of Regulation
S-K.

Critical Accounting Policies and Estimates

Our consolidated financial statements have been prepared in accordance with U.S. Generally Accepted Accounting
Principles and form the basis for the following discussion and analysis on critical accounting policies and estimates.
The preparation of these financial statements requires us to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On a
regular basis, we evaluate our estimates and assumptions. We base our estimates on historical experience and on
various other assumptions that are believed to be reasonable under the circumstances, the results of which form the
basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results could differ from these estimates and those differences could have a material effect on our
financial position and results of operations. Management has discussed the development, selection and disclosure of
these estimates with the Board of Directors and Audit Committee.
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A summary of our significant accounting policies is provided in Note 2 of the Notes to Consolidated Financial
Statements in Item 1 of this report. We believe the critical accounting policies and estimates described in Note 2
reflect our more significant estimates and assumptions used in the preparation of our consolidated financial
statements. The impact and any associated risks on our business that are related to these policies are also discussed
throughout this “Management’s Discussion and Analysis of Financial Condition and Results of Operations” where such
policies affect reported and expected financial results. There have been no significant changes to our critical
accounting policies and estimates from those disclosed in annual report on Form 10-K filed on March 31, 2014.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board ("FASB") amended the existing accounting standards for
revenue recognition. The amendments are based on the principle that revenue should be recognized to depict the
transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services. MusclePharm is required to adopt the amendments in
the first quarter of 2017. Early adoption is not permitted. The amendments may be applied retrospectively to each
prior period presented or retrospectively with the cumulative effect recognized as of the date of initial application.
MusclePharm is currently evaluating the impact of these amendments and the transition alternatives on its
Consolidated Financial Statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Not applicable for Smaller Reporting Companies.

Item 4. Controls and Procedures.
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Evaluation of Controls and Procedures

MusclePharm Corporation. maintains disclosure controls and procedures that are designed to ensure that information
required to be disclosed in our reports filed pursuant to the Exchange Act is recorded, processed, summarized and
reported within the time periods specified in the SEC’s rules and forms and that such information is accumulated and
communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate,
to allow for timely decisions regarding required disclosure. In designing and evaluating the disclosurecontrols and
procedures, management recognizes that any controls and procedures, no matter how well designed and operated, can
provide only reasonable assurance of achieving the desired control objectives, and management is required to apply its
judgment in evaluating the cost-benefit relationship of possible controls and procedures. Under the supervision and
with the participation of our management, including our principal executive officer and principal financial officer, we
conducted an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures, as
defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act as of the end of the period covered by this report
(the evaluation date). Based on this evaluation, our principal executive officer and principal financial officer
concluded as of the evaluation date that our disclosure controls and procedures were effective to provide reasonable
assurance that the information relating to MusclePharm Corporation including our consolidated subsidiaries, required
to be disclosed in our SEC reports (i) is recorded, processed, summarized and reported within the time periods
specified in SEC rules and forms, and (ii) is accumulated and communicated to MusclePharm Corporation’s
management, including our principal executive officer and principal financial officer, as appropriate, to allow timely
decisions regarding required disclosure. However, due to the restatement described in Note 16 to the unaudited
consolidated financial statements filed with this Report, the Company's management and the Company’s Audit
Committee reevaluated Part I, Item 4 in the previously filed June 30, 2014 Form 10-Q and have now concluded that
the Company’s disclosure controls and procedures and internal control over financial reporting were not effective as of
that date. The Board has been actively engaged in developing a remediation plan to address the identified ineffective
controls that existed as of June 30, 2014. Implementation of the remediation plan is in process and consists of, among
other things, redesigning the procedures to enhance the identification, capture, review, approval and recording of
contract terms including insurance agreements and the treatment and confirmation of insurance recoveries. The
Company’s Disclosure Committee has appointed, subject to the approval of the Board, John Price, the Company’s
Executive Vice President of Finance, as the Chairman of the Company’s Disclosure Committee and its Risk
Management Officer (“RMO”) to ensure compliance with the remediation plan. In his capacity as RMO, Mr. Price shall
be responsible for managing the Company’s risk assessment as it relates to financial reporting obligations, SEC
disclosures as well as implementing, managing, and assuring compliance with the remediation plan.

Change in Internal Control over Financial Reporting

Except as described above, there has been no change in MusclePharm Corporation’s internal control over financial
reporting, as defined in Exchange Act Rules 13a-15(f) and 15d-15(f), during MusclePharm Corporation’s most recent
quarter that has materially affected, or is reasonably likely to materially affect, MusclePharm Corporation’s internal
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control over financial reporting.
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PART II – OTHER INFORMATION

Item 1. Legal Proceedings.

Except as disclosed below we are currently not involved in any new litigation that we believe could have a material
adverse effect on our financial condition or results of operations. Except as disclosed below and in Note 10:
Commitments, Contingencies and Other Matters, to the Financial Statements contained herein there is no action, suit,
proceeding, inquiry or investigation before or by any court, public board, government agency, self-regulatory
organization or body pending or, to the knowledge of the executive officers of our Company or any of our
subsidiaries, threatened against or affecting our company, our common stock, any of our subsidiaries or of our
companies or our subsidiaries’ officers or directors in their capacities as such, in which an adverse decision could have
a material adverse effect.

580 Garcia Properties, LLC vs. Biozone Laboratories, Inc.

On March 27, 2014, Plaintiff 580 Garcia Properties, LLC, filed a lawsuit for unlawful detainer in California Superior
Court in Contra Costa County, Case No. PS14-0407, against Defendants Biozone Laboratories, Inc., a California
corporation, and Biozone Pharmaceuticals, Inc., a Nevada corporation (together, “Biozone”). The lawsuit seeks judicial
determination of lease termination based on the landlords’ refusal to consent to lease assignment as well as incidental
damages for alleged rental value even though rent payments are current, and attorney’s fees. On March 21, 2014 the
Company received an eviction notice for our Biozone facility at 580 Garcia Avenue, Pittsburg, CA. The Company
believes that this legal action is without merit and intends to defend this cause of action. However, if this matter is
adversely determined against us, the Company is unable to quantify the amount of damages it would incur, including
without limitation, moving expenses. The Company is entitled to indemnification from Biozone pursuant to the Asset
Purchase Agreement, dated November 12, 2013, by and among MusclePharm Corporation, a Nevada corporation,
Biozone Laboratories, Inc., a Nevada corporation, Biozone Pharmaceuticals, Inc., a Nevada corporation, Biozone
Laboratories, Inc., a California corporation, Baker Cummins Corp. a Nevada corporation, and an indemnity agreement
executed by Biozone in favor of the Company. The Company is entitled to bring indemnity claims against Biozone for
this cause of action as well as other potential claims on or before the date which is nine months from January 2, 2014.

Item 1A. Risk Factors.

We believe there are no changes that constitute material changes from the risk factors previously disclosed in our
Annual Report on Form 10-K for the year ended December 31, 2013, filed with the SEC on March 31, 2014.
Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may
materially adversely affect our business, financial condition and/or operating results.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.

In April 2014, the Company issued 263,000 shares of common stock pursuant to the conversion of 131,500 shares of
Series D preferred stock.

Item 3. Defaults Upon Senior Securities.

There were no defaults upon senior securities during the six months ended June 30, 2014.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information.

None.
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Item 6. Exhibits.

Exhibit No. Description

31.1* Rule 13 (A) – 14(A) Certification of Principal Executive Officer

31.2* Rule 13 (A) – 14(A) Certification of Principal Financial Officer

32.1* Section 1350 Certification of Principal Executive Officer

32.2* Section 1350 Certification of Principal Financial Officer

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema

101.CAL XBRL Taxonomy Extension Calculation Linkbase

101.DEF XBRL Taxonomy Extension Definition Linkbase

101.LAB XBRL Taxonomy Extension Label Linkbase

101.PRE XBRL Taxonomy Extension Presentation Linkbase
 *Filed Herewith

36

Edgar Filing: MusclePharm Corp - Form 10-Q/A

74



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.

MUSCLEPHARM CORPORATION

Date Restated: October 31, 2014 By: /s/  Brad J. Pyatt
Name: Brad J. Pyatt
Title: Chief Executive Officer and
President  
(Principal Executive Officer)

Date Restated: October 31, 2014 By: /s/  Donald W. Prosser
Name: Donald W. Prosser
Title: Chief Financial Officer
(Principal Financial Officer)
(Principal Accounting Officer)
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