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In the normal course of business, we use trade promotions (o support our busimess. Trade promotions, consisting primanly of temporary
price reductions, consumer coupons, product placement fees, adventising allowances and other rebates are offered through varous programs o
customers and consumers, Sales are recorded net of rade promotion spending, which 15 recognized at the later of the date on which the Company
recognizes the related revenue or the date on which the Company ofTers the incentive. Most of these arrangements have terms of approximately one
vear. Accruals for expected payouts under these programs are included in other current hiabilities on the consolidated balance sheet.

We also maintain an allowance for doubtful accounts for estmated losses resulting from the mnability of our customers o make paymenis
and other actual and estimated deductions. If the financial condition of our customers were Lo deteriorate, resulting in an impairment of thewr abality
Lo make payments, an additional allowance could be required. Past due balances are reviewed individually for collectability. Account balances ane
charged ofl agaimnst the allowance when we believe it 1s probable the receivable wall not be recovered.

Inventories

We provide reserves for estimaied obsolescence based on specific identificaton. If assumptions about future demand change or actual
market conditions are less favorable than those projecied by management, we may require additional reserves.

Loss Contingencies

We record accruals for various contingencies including legal exposures as they arise in the normal course of business, We determine
whether to disclose and acerue for loss contingencies based on an assessment of whether the risk of loss is remoie, reasonably possible, or probable,
Owr assessment 15 developed in consultation with our internal and external counsel and other advisors and 13 based on an analysis of possible
outcomes under various strategies. Loss contingency assumplions involve judgments that are inherently subjective and can involve matters that are
in litigation, which, by its nature is unpredictable. We believe that our assessment of the probability of loss contingencies is reasonable, but because
of the subjectivity involved and the unpredictable nature of the subject matler al issue, our assessment may prove ultimately w be incomrect, which
could materially impact our consolidated financial statements,

Accounting for fncome Taves

A part of the process of prepanng our consolidated lnaneial statements, we are required 1o estimate our actual current lax exposure
(state, federal and foreign). We assess our income Lax positions and record tax benelits for all vears subject 1o examination based upon
management’s evaluation of the facts, circumstances and mformation available at the reporting dates. We determine whether it s “more likely than
nol” that a tax position will be sustained upon the exammnation by the appropriaie taxing authonties before any part of the benefil can be recorded
in the linancial statements. For those income lax positions where it 15 nol “more hkely than not” that a tax benefit will be sustamed, no tax benefit
has been recognized in the lnancial statements. Where applicable, associated interest and penalties are also recogmized.

We also assess permanent and temporary differences resulting from dilfering bases and treatment of items for tax and aceounting
purposes, such as the camying value ol intangibles, deductbhty of expenses, depreciation of property. plant and equipment, stock-based
compensation expense and valuation of inventories. Temporary differences result in deferred tax assets and labilities, which are included within
our consolidated balance sheel. We must then assess the likelihood that our deferred tax assets will be recovered from future taxable income.
Actual results could differ from this assessment if sufficient taxable income 15 not generated n future periods. To the extent we determmine the need
Lo establish a valuation allowanee or merease such allowanee m a penod. we must include an expense within the tax provision in the accompanying

consolidated statements of operations.
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