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Except as otherwise required by the context, all references in this report to “we”, “us”, “our”, “BTI” or “Company” refer to the operations of Boston Therapeutics, Inc., a
Delaware corporation, formerly called Avanyx Therapeutics, Inc.
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PART I - FINANCIAL INFORMATION
Item 1. Unaudited Condensed Consolidated Financial Statements
Boston Therapeutics, Inc.
Condensed Consolidated Balance Sheets
September 30,
2019
(Unaudited)
ASSETS
Cash
Accounts receivable
Prepaid expenses and other current assets
Inventory, net
Total current assets

$

Property and equipment, net
Intangible assets, net
Total assets

$

9,361
360
324,070
5,613
339,404
915
402,261
742,580

December 31,
2018
$

$

12,467
384
908,091
1,013
921,955
2,132
515,212
1,439,299

LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current liabilities:
Accounts payable
Accrued expenses and other current liabilities
Deferred revenue
Convertible note payable, related party, net of discount
Convertible note payable
Notes payable – related parties
Note payable – marketing agreement
Derivative liability
Warrant liability
Total current liabilities

$

Warrant liability
Total liabilities
COMMITMENTS AND CONTINGENCIES (Note 13)
Stockholders’ deficit:
Preferred stock, $0.001 par value, 5,000,000 shares authorized:
Series A preferred stock, 150,000 shares designated, 82,500 shares issued and outstanding at September 30, 2019 and December 31,
2018.
Common stock, $0.001 par value, 2,000,000,000 shares authorized, 111,131,373 and 110,131,373 shares issued and outstanding at
September 30, 2019 and December 31, 2018, respectively.
Additional paid-in capital
Accumulated deficit
Total stockholders’ deficit
Total liabilities and stockholders’ deficit

$
See accompanying notes to unaudited condensed consolidated financial statements
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591,907
1,693,602
104,782
1,402,000
250,000
1,599,428
450,000
2,342
267,695
6,361,756

$

509,818
1,160,643
104,782
1,371,668
250,000
758,257
450,000
54,242
—
4,659,410

—
6,361,756

925,806
5,585,216

—

—

83
111,131

83
110,131

19,218,817
(24,949,207)

19,156,138
(23,412,269)

(5,619,176)

(4,145,917)

742,580

$

1,439,299

Boston Therapeutics, Inc.
Condensed Consolidated Statements of Operations (Unaudited)
For The Three Months Ended
September 30,
September 30,
2019
2018
$
3,658
$
7,790

Revenue
Operating expenses:
Direct expenses
Research and development
Sales and marketing
General and administrative
Total operating expenses
Operating loss
Other income (expenses):
Interest expense
Financing costs
Gain on extinguishment of debt
Change in fair value of warrant liability
Change in fair value of derivative liability
Total other income (expenses)
Income (loss) before provision for income taxes
Provision for income taxes
Net income (loss)

$

Net income (loss) per share- basic and diluted

$

Weighted average shares outstanding basic and diluted

7,588
386,715
30,357
227,080
651,740

6,291
39,576
32,757
283,626
362,250

20,395
1,258,259
92,657
636,888
2,008,199

61,063
142,083
46,309
1,259,617
1,509,072

(648,082)

(354,460)

(1,995,085)

(1,483,880)

(82,241)
—
—
421,476
5,410
344,645
(303,437)
—
(303,437 )

(165,246)
(15,702)
(3,469)
1,176,003
127,488
1,119,074
764,614
—
764,614

(251,864)
—
—
658,111
51,900
458,147
(1,536,938)
—
(1,536,938)

$

(708,701)
(78,534)
2,374
68,377
90,155
(626,329 )
(2,110,209)
—
(2,110,209)

(0.01)

$

0.00
111,131,373

$
$

0.01
109,614,627

See accompanying notes to unaudited condensed consolidated financial statements
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For The Nine Months Ended
September 30,
September 30,
2019
2018
$
13,114 $
25,192

$
$

111,131,373

(0.02)
99,925,611

Boston Therapeutics, Inc
Condensed Consolidated Statement of Stockholders’ Deficit
For the nine Months Ended September 30, 2019
Common Stock
Shares
Amount
Balance, December 31, 2018

110,131,373

Stock based compensation
Issuance of common stock in exchange for
consulting services
Net loss for the nine months ended September 30,
2019
Balance, September 30, 2019 (unaudited)

Accumulated
Deficit

Total
Stockholders’
Deficit

83

$ 19,156,138

$ (23,412,269)

$

110,131

82,500

-

-

-

-

40,779

-

40,779

1,000,000

1,000

-

-

21,900

-

22,900

-

-

-

-

-

(1,536,938)

111,131

82,500

83

$ 19,218,817

$ (24,949,207)

Additional
Paidin Capital

Accumulated
Deficit

Stockholdrs’
Deficit

55

$ 15,862,980

$ (19,811,052)

$ (3,883,580)

111,131,373

$

Additional
Paid-in
Capital

Preferred Stock
Shares
Amount

$

$

$

(4,145,917)

(1,536,938)
$

(5,619,176)

Boston Therapeutics, Inc
Condensed Consolidated Statement of Stockholders’ Deficit
For the nine Months Ended September 30, 2018
Common Stock
Shares
Amount
Balance, December 31, 2017

64,437,163

Stock based compensation
Issuance of common stock in acquisition of CureDM
Group Holdings LLC
Issuance of Series A Preferred stock for cash
Conversion of convertible notes payable and accrued
interest into common stock
Issuance of warrants to purchase capital stock in
exchange for extension of note payable
Issuance of common stock in exchange for
consulting services
Reclassification of derivative liability
Net loss for the nine months ended September 30,
2018
Balance, September 30, 2018 (unaudited)

64,437

55,000

-

-

-

-

141,686

-

141,686

25,000,000
-

25,000
-

27,500

28

1,225,000
274,972

-

1,250,000
275,000

17,027,544

17,027

-

-

1,260,039

-

1,277,066

-

-

-

-

21,121

-

21,121

3,666,666
-

3,667
-

-

-

326,333
10,617

-

330,000
10,617

-

-

-

-

-

(2,110,209)

(2,110,209)

110,131

82,500

83

$ 19,122,748

$ (21,921,261)

$ (2,382,362)

110,131,373

$

Preferred Stock
Shares
Amount

$

$

$

See accompanying notes to unaudited condensed consolidated financial statements
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Boston Therapeutics, Inc
Condensed Consolidated Statement of Stockholders’ Deficit
For the three Months Ended September 30, 2019
Common Stock
Shares
Amount
Balance, June 30, 2019 (unaudited)

111,131,373

Stock based compensation
Net loss for the three months ended September 30,
2019
Balance, September 30, 2019 (unaudited)

Accumulated
Deficit

Total
Stockholders’
Deficit

83

$ 19,205,224

$ (24,645,770)

$

111,131

82,500

-

-

-

-

13,593

-

-

-

-

-

(303,437 )

111,131

82,500

83

$ 19,218,817

$ (24,949,207)

Additional
Paid-in
Capital

Accumulated
Deficit

Stockholdrs’
Deficit

83

$ 18,961,445

$ (22,685,875)

$ (3,615,988)

111,131,373

$

Additional
Paid-in
Capital

Preferred Stock
Shares
Amount

$

$

$

-

(5,329,332)
13,593
(303,437 )

$

(5,619,176)

Boston Therapeutics, Inc
Condensed Consolidated Statement of Stockholders’ Deficit
For the three Months Ended September 30, 2018
Common Stock
Shares
Amount
Balance, June 30, 2018 (unaudited)
Stock based compensation
Conversion of convertible notes payable and accrued
interest into common stock
Issuance of warrants to purchase capital stock in
exchange for extension of note payable
Reclassification of derivative liability
Net income for the three months ended September
30, 2018
Balance, September 30, 2018 (unaudited)

108,359,447

108,359

82,500

-

-

-

-

43,290

-

43,290

1,771,926

1,772

-

-

131,122

-

132,894

-

-

-

-

21,121
(34,230)

-

21,121
(34,230)

-

-

-

-

-

110,131

82,500

83

$ 19,122,748

110,131,373

$

Preferred Stock
Shares
Amount

$

4

$

$

764,614
$ (21,921,261)

764,614
$ (2,688,299)

Boston Therapeutics, Inc.
Condensed Consolidated Statements of Cash Flows (Unaudited)
For the Nine Months Ended
September 30,
September 30,
2019
2018
Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization
Stock-based compensation
Amortization of discount on debt and deferred financing costs
Provision for inventory obsolescence
Warrants issued in exchange for extension of note payable
Gain on extinguishment of debt
Change in fair value of warrant liability
Change in fair value of derivative liability
Issuance of common stock for consulting services
Changes in operating assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other current assets
Accounts payable
Accrued expenses
Net cash used in operating activities

$

(1,536,938)

$

114,168
40,779
30,332
-

Cash flows from investing activities:
Net cash on acquisition
Net cash provided by investing activities
Cash flows from financing activities:
Proceeds from issuance of related party notes payable
Proceeds from issuance of preferred stock
Net cash provided by financing activities

(2,110,209)

(658,111)
(51,900)
22,900

120,555
141,686
601,514
31,752
21,121
(2,374)
(68,377)
(90,155)
330,000

24
(4,600)
584,021
82,089
532,959
(844,277)

(47)
4,875
25,161
61,022
422,621
(510,855)

-

3,592
3,592

841,171
—
841,171

405,937
275,000
680,937

Net (decrease) increase in cash
Cash, beginning of period
Cash, end of period

(3,106)
12,467
$

9,361

$

310,953

Supplemental disclosure of cash flow information
Cash paid during the period for:
Interest

$

—

$

—

$

—

$

—

Income taxes
Non-cash financing activities:
Conversion of convertible notes payable and accrued interest into common stock

173,674
137,279

$

—

$

1,277,066

Derivative liability associated with issuance of preferred stock

$

—

$

226,833

Derivative liability associated with convertible note payable

$

—

$

10,617

Note payable and accrued expenses for prepaid marketing

$

—

$

850,000

Issuance of common stock for the acquisition of CureDM Group Holdings LLC

$

—

$

1,250,000

Contingent share liability and goodwill in acquisition of CureDM Groups Holdings LLC

$

—

$

1,137,057

See accompanying notes to unaudited condensed consolidated financial statements
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Boston Therapeutics, Inc.
Notes to Unaudited Condensed Consolidated Financial Statements
For the Three and Nine Months Ended September 30, 2019 and 2018
1.

GENERAL ORGANIZATION AND BUSINESS

Boston Therapeutics, Inc. (the “Company”) was formed as a Delaware corporation on August 24, 2009 under the name Avanyx Therapeutics, Inc. On November 10, 2010, the
Company entered into an Agreement and Plan of Merger (the “Merger Agreement”) with Boston Therapeutics, Inc., a New Hampshire corporation (“BTI”) providing for the
merger of BTI into the Company with the Company being the surviving entity (the “Merger”), the issuance by the Company of 4,000,000 shares of common stock to the
stockholders of BTI in exchange for 100% of the outstanding common stock of BTI, and the change of the Company’s name to Boston Therapeutics, Inc. On February 12, 2018,
the Company acquired CureDM Group Holdings LLC (“CureDM”), for 47,741,140 shares of common stock of which 25,000,000 were delivered at closing and 22,741,140
were to be delivered in four equal tranches of 5,685,285 each upon the achievement of specific milestones. See Notes 3, 13 and 14.
The Company’s primary business is the development, manufacture and commercialization of therapeutic drugs with a focus on complex carbohydrate chemistry to address
unmet medical needs in diabetes and inflammatory diseases. We have brought one product, SUGARDOWN®, to market and have begun to make initial sales. We are currently
focused on the development of two additional drug products: BTI-320, a non-systemic, non-toxic, tablet for reduction of post-meal blood glucose in people living with diabetes
that is fully developed, and IPOXYN, an injectable anti-necrosis, anti-hypoxia drug that we are currently developing. Due to the lack of adequate funding, the Company has not
done any work with respect to IPOXYN to date.
Going Concern
The accompanying financial statements have been prepared assuming the Company will continue as a going concern. The Company has limited cash resources, recurring cash
used in operations and operating losses history. As shown in the accompanying unaudited condensed consolidated financial statements, the Company has an accumulated deficit
of approximately $24.95 million as of September 30, 2019 and used cash in operations of $844,277 during the nine months ended September 30, 2019. These factors among
others, raise substantial doubt about the Company’s ability to continue as a going concern.
The Company has incurred recurring operating losses since inception as it has worked to bring its SUGARDOWN® product to market and develop BTI-320 and IPOXYN.
Management expects such operating losses will continue until such time that substantial revenues are received from SUGARDOWN® or the regulatory and clinical
development of BTI-320 or IPOXYN is completed. The Company has approximately $9,000 cash on hand at September 30, 2019. Management is currently seeking additional
capital through private placements and public offerings of its common stock. In addition, the Company may seek to raise additional capital through public or private debt or
equity financings as well as collaboration activities in order to fund our operations. The Company was advanced $50,000 through the issuance of 10% notes payable to a related
party during the first quarter of 2019. The Company was advanced $339,144 during April 2019, from two related parties. The Company was advanced $50,000 from a related
party during May 2019. During July, the Company was advanced $402,027 from two related parties. In addition, in October and November 2019, the Company was advanced
an additional $349,000 from a related party. Management anticipates that cash resources will be sufficient to fund our planned operations into the first quarter of 2020. The
future of the Company is dependent upon its ability to obtain continued financing and upon future profitable operations from the partnering, development and clarity of its new
business opportunities.
There can be no assurance that we will be successful in accomplishing our objectives. Without such additional capital, we may be required to cease operations. The
accompanying financial statements do not include any adjustments that might result should the Company be unable to continue as a going concern.
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Boston Therapeutics, Inc.
Notes to Unaudited Condensed Consolidated Financial Statements
For the Three and Nine Months Ended September 30, 2019 and 2018
2.

SUMMARY OF SIGNIFICANT ACCOUNTING PRACTICES

Basis of Presentation
The financial statements have been prepared in conformity with accounting principles generally accepting in the United States of America (“US GAAP”).
Principles of Consolidation
The consolidated financial statements include the Company and its wholly owned subsidiary, CureDM, from the date of acquisition. All significant intercompany transactions
are eliminated in consolidation.
Use of Estimates
The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from those estimates.
Cash and Cash Equivalents
The Company considers all highly liquid investments with original maturities of 90 days or less at the time of acquisition to be cash equivalents. The Company maintains its
cash in institutions insured by the Federal Deposit Insurance Corporation. The Company had no cash equivalents at September 30, 2019 and December 31, 2018.
Revenue Recognition
For revenue from product sales, the Company recognizes revenue in accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards Codification
(“ASC”) 606 (“ASC 606”). A five-step analysis must be met as outlined in ASC 606: (i) identify the contract with the customer, (ii) identify the performance obligations in the
contract, (iii) determine the transaction price, (iv) allocate the transaction price to the performance obligations, and (v) recognize revenue when (or as) performance obligations
are satisfied. Provisions for discounts and rebates to customers, estimated returns and allowances, and other adjustments are provided for in the same period the related sales are
recorded. The Company defers any revenue for which the product has not been delivered or is subject to refund until such time that the Company and the customer jointly
determine that the product has been delivered or no refund will be required.
The Company generates revenues from sales of SUGARDOWN®. In practice, the Company has not experienced or granted significant returns of product. Shipping fees
charged to customers are included in revenue and shipping costs are included in costs of sales.
The Company generates revenue from royalties pursuant to a licensing and manufacturing agreement with Advance Pharmaceutical Company Limited (“APC”), whereby the
licensee sells and distributes territory licensed products, excluding those manufactured and supplied by the Company in the territory. APC is a related party as a director and
significant stockholder of the Company is an owner and director of APC. The Company did not recognize any revenue from royalties from APC during the three or nine
months ended September 30, 2019 and 2018 respectively.
7

Boston Therapeutics, Inc.
Notes to Unaudited Condensed Consolidated Financial Statements
For the Three and Nine Months Ended September 30, 2019 and 2018
Accounts Receivable
Accounts receivable is stated at the amount management expects to collect from outstanding balances. Management establishes a reserve for doubtful accounts based on its
assessment of the current status of individual accounts. Balances that remain outstanding after management has used reasonable collection efforts are written off against the
allowance. There were no allowances for doubtful accounts as of September 30, 2019 and December 31, 2018.
Inventory
Inventory consists of raw materials, work-in-process and finished goods of SUGARDOWN®. Inventories are stated at the lower of cost (weighted average cost method) or
market, not in excess of net realizable value. The Company adjusts the carrying value of its inventory for excess and obsolete inventory. The Company continues to monitor the
valuation of its inventory.
Property and Equipment
Property and equipment is depreciated using the straight-line method over the following estimated useful lives:
Asset Category
Office Furniture and Equipment
Computer Equipment and Software

Estimated Useful Life
5 years
3 years

The Company begins to depreciate assets when they are placed in service. The costs of repairs and maintenance are expensed as incurred; major renewals and betterments are
capitalized. Upon sale or retirement, the cost and related accumulated depreciation are removed from the accounts and any resulting gain or loss is included in the statement of
operations. For the three months ended September 30, 2019 and 2018, the Company recorded depreciation expense of $404 and $406, respectively. For the nine months ended
September 30, 2019 and 2018, the Company recorded depreciation expense of $1,217 and $1.300, respectively.
Intangible Assets
Intangible assets consist of identifiable finite-lived assets acquired in business acquisitions. Acquired intangible assets are recorded at fair value on the date of acquisition and
are amortized over their economic useful lives on a straight line basis.
Goodwill
The Company follows the guidance of Financial Accounting Standards Board (FASB) Accounting Standards Codification (ASC) 350, Goodwill and Other Intangible Assets.
Under ASC 350, goodwill and certain other intangible assets with indefinite lives are not amortized, but instead are reviewed for impairment at least annually.
As the Company operates its business in one operating segment and one reporting unit, the Company’s goodwill is assessed at the Company level for impairment in the fourth
quarter of each year or more frequently if events or changes in circumstances indicate that impairment may exist. The Company has the option to first assess qualitative factors
to determine whether it is necessary to perform the two-step impairment test. If the Company’s qualitative assessment reveals that goodwill impairment is more likely than not,
the Company performs the two-step impairment test. Alternatively, the Company may bypass the qualitative test and initiate goodwill impairment testing with the first step of
the two-step goodwill impairment test.
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Boston Therapeutics, Inc.
Notes to Unaudited Condensed Consolidated Financial Statements
For the Three and Nine Months Ended September 30, 2019 and 2018
During the first step of the goodwill impairment test, the Company compares the fair value of the reporting unit to its carrying value, including goodwill. If the fair value of a
reporting unit exceeds its carrying value, then the Company concludes that no goodwill impairment has occurred. If the carrying value of the reporting unit exceeds its fair
value, the Company performs the second step of the goodwill impairment test to measure possible goodwill impairment loss. If the carrying value of the reporting unit’s
goodwill exceeds its implied fair value, then we would record an impairment loss equal to the difference.
The Company performed its impairment review of goodwill for the year ended December 31, 2018 and concluded that goodwill was impaired at December 31, 2018. The
company recorded impairment of goodwill in the amount of $1,246,002 for the year ended December 31, 2018. No goodwill exists at September 30, 2019.
Impairment of Long-lived Assets
The Company reviews long-lived assets, which include the Company’s intangible assets, for impairment whenever events or changes in business circumstances indicate that the
carrying amounts of the assets may not be fully recoverable. Future undiscounted cash flows of the underlying assets are compared to the assets’ carrying values. Adjustments
to fair value are made if the sum of expected future undiscounted cash flows is less than book value. To date, no adjustments for impairment have been made.
Loss per Share
Basic net loss per share is computed based on the net loss for the period divided by the weighted average actual shares outstanding during the period. Diluted net loss per share
is computed based on the net loss for the period divided by the weighted average number of common shares and common equivalent shares outstanding during each period
unless the effect of such common equivalent shares would be anti-dilutive. Common stock equivalents represent the dilutive effect of the assumed exercise of certain
outstanding stock options using the treasury stock method. The weighted average number of common shares for the three and nine months ended September 30, 2019 did not
include 9,494,000, 38,458,320, 38,445,167 and 8,250,000 for options, warrants and shares to be issued upon conversion of notes payable and Series A Preferred Stock,
respectively, because of their anti-dilutive effect. The weighted average number of common shares for the three and nine months ended September 30, 2018 did not include
13,594,000, 38,999,990, 35,698,950 and 8,250,000 for options, warrants and shares to be issued upon conversion of notes payable and Series A Preferred Stock, respectively,
because of their anti-dilutive effect.
Income Taxes
The Company accounts for income taxes under the asset and liability method. Under this 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. Deferred tax assets and
liabilities are measured using enacted tax rates in effect for the year in which those temporary differences are expected to be recovered or be 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. A valuation allowance is provided when it is more likely
than not that some portion of the gross deferred tax asset will not be realized. The Company records interest and penalties related to income taxes as a component of provision
for income taxes. The Company did not recognize any interest and penalty expense for the three or nine months ended September 30, 2019 and 2018.
Advertising Costs
Advertising costs are expensed as incurred and are reported as a component of operating expenses in the sales and marketing expenses in the statements of operations. The
Company did not incur any advertising costs for either three or nine month period ended September 30, 2019 and 2018, respectively.
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Boston Therapeutics, Inc.
Notes to Unaudited Condensed Consolidated Financial Statements
For the Three and Nine Months Ended September 30, 2019 and 2018
Research and Development Costs
Research and development expenditures are charged to the statement of operations as incurred. Such costs include proprietary research and development activities, purchased
research and development, and expenses associated with research and development contracts, whether performed by the Company or contracted with independent third parties.
Fair Value of Financial Instruments
Fair values determined by Level 1 inputs utilize observable data such as quoted prices in active markets. Fair values determined by Level 2 inputs utilize data points other than
quoted prices in active markets that are observable either directly or indirectly. Fair values determined by Level 3 inputs utilize unobservable data points in which there is little
or no market data, which require the reporting entity to develop its own assumptions. The Company’s financial instruments consist of cash, accounts receivable, prepaid
expenses, accounts payable, accrued expenses, and notes payable. The carrying value of cash, accounts receivable, prepaid expenses, accounts payable and accrued expenses
approximates fair value due to their short-term nature using level 3 inputs as defined above. The carrying value of the notes payable as of September 30, 2019 and December
31, 2018, evaluated using level 3 inputs defined above based on quoted market prices on rates available to the Company for debt with similar terms and maturities, approximates
the fair value.
Concentration of Credit Risk
Financial instruments that potentially subject the Company to concentrations of credit risk are principally cash. The Company places its cash and cash equivalents in highly
rated financial institutions. The Company maintains cash balances with financial institutions that occasionally exceed federally insured limits. The Company has not
experienced any losses related to these balances, and management believes its credit risk to be minimal.
Convertible Instruments
U.S. GAAP requires companies to bifurcate conversion options from their host instruments and account for them as free standing derivative financial instruments according to
certain criteria. The criteria include circumstances in which (a) the economic characteristics and risks of the embedded derivative instrument are not clearly and closely related
to the economic characteristics and risks of the host contract, (b) the hybrid instrument that embodies both the embedded derivative instrument and the host contract is not remeasured at fair value under otherwise applicable generally accepted accounting principles with changes in fair value reported in earnings as they occur and (c) a separate
instrument with the same terms as the embedded derivative instrument would be considered a derivative instrument. An exception to this rule is when the host instrument is
deemed to be conventional, as that term is described under applicable ASC 480-10.
When the Company has determined that the embedded conversion options should not be bifurcated from their host instruments, the Company records, when necessary,
discounts to convertible notes for the intrinsic value of conversion options embedded in debt instruments based upon the differences between the fair value of the underlying
common stock at the commitment date of the note transaction and the effective conversion price embedded in the note. Debt discounts under these arrangements are amortized
over the term of the related debt to their stated date of redemption.
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Common Stock Purchase Warrants and Other Derivative Financial Instruments
The Company classifies as equity any contracts that (i) require physical settlement or net-share settlement or (ii) provide the Company with a choice of net-cash settlement or
settlement in its own shares (physical settlement or net-share settlement) providing that such contracts are indexed to the Company’s own stock. The Company classifies as
assets or liabilities any contracts that (i) require net-cash settlement (including a requirement to net cash settle the contract if an event occurs and if that event is outside the
Company’s control) or (ii) gives the counterparty a choice of net-cash settlement or settlement in shares (physical settlement or net-share settlement). The Company assesses
classification of its common stock purchase warrants and other free standing derivatives at each reporting date to determine whether a change in classification between assets
and liabilities is required.
The Company’s free standing derivatives consisted of warrants to purchase common stock that were issued in connection with the issuance of debt and of embedded conversion
options with senior convertible debentures. The Company evaluated these derivatives to assess their proper classification in the balance sheet as of September 30, 2019 and
December 31, 2018 using the applicable classification criteria enumerated under ASC 815-Derivatives and Hedging. The Company determined that certain embedded
conversion and/or exercise features do not contain fixed settlement provisions. The convertible debentures contain a conversion feature such that the Company could not ensure
it would have adequate authorized shares to meet all possible conversion demands.
As such, the Company was required to record the debt and warrant derivatives which do not have fixed settlement provisions as liabilities and mark to market all such
derivatives to fair value at the end of each reporting period.
Stock-Based Compensation
Stock–based compensation, including grants of employee and non-employee stock options and modifications to existing stock options, is recognized in the income statement
based on the estimated fair value of the awards. The Company recognizes the compensation cost of share-based awards on a straight-line basis over the requisite service period,
which is generally the vesting period of the award.
The determination of the fair value of share-based payment awards utilizing the Black-Scholes model is affected by the stock price and a number of assumptions, including
expected volatility, expected life, risk-free interest rate and expected dividends. The expected life of the awards is estimated based on the simplified method. The risk-free
interest rate assumption is based on observed interest rates appropriate for the terms of our awards. The dividend yield assumption is based on history and expectation of paying
no dividends. Forfeitures are estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. Stock-based
compensation expense is recognized in the financial statements on a straight-line basis over the requisite service period, based on awards that are ultimately expected to vest.
The Company grants stock options to non-employee consultants from time to time in exchange for services performed for the Company. Equity instruments granted to nonemployees are subject to periodic revaluation over their vesting terms. In general, the options vest over the contractual period of the respective consulting arrangement and,
therefore, the Company revalues the options periodically and records additional compensation expense related to these options over the remaining vesting period.
11

Boston Therapeutics, Inc.
Notes to Unaudited Condensed Consolidated Financial Statements
For the Three and Nine Months Ended September 30, 2019 and 2018
Recent Accounting Pronouncements
In February 2016, the FASB established ASC Topic 842, Leases (Topic 842), by issuing ASU No. 2016-02, which requires lessees to recognize leases on-balance sheet and
disclose key information about leasing arrangements. Topic 842 was subsequently amended by ASU No. 2018-01, Land Easement Practical Expedient for Transition to Topic
842; ASU No. 2018-10, Codification Improvements to Topic 842, Leases; and ASU No. 2018-11, Targeted Improvements. The new standard establishes a right-of-use (ROU)
model that requires a lessee to recognize a ROU asset and lease liability on the balance sheet. Leases will be classified as finance or operating, with classification affecting the
pattern and classification of expense recognition in the statement of operations. The Company adopted the new standard on January 1, 2019.
The new standard provides a number of optional practical expedients in transition. The Company has elected the ‘package of practical expedients’, which permit it not to
reassess under the new standard its prior conclusions about lease identification, lease classification and initial direct costs. The Company did not elect the use-of-hindsight or
the practical expedient pertaining to land easements; the latter is not applicable to the Company.
The new standard did not have a material effect on the Company’s unaudited condensed consolidated Financial statements.
There are various updates recently issued, most of which represented technical corrections to the accounting literature or application to specific industries and are not expected
to have a material impact on the Company’s financial position, results of operations or cash flows.
3.

ACQUISITION OF CUREDM

On February 12, 2018, the Company entered into a Contribution Agreement dated January 1, 2018, with the members of CureDM Group Holdings, LLC, a limited liability
company (“CureDM Group”), all of which except five are accredited investors (“CureDM Group Members”) pursuant to which the CureDM Group Members agreed to
contribute 100% of the outstanding securities of CureDM Group in exchange for an aggregate of 47,741,140 shares of common stock of the Company (the “BTHE Contribution
Shares”) of which 25,000,000 BTHE Contribution Shares were delivered at closing and 22,741,140 BTHE Contribution Shares (the “Milestone BTHE Shares”) shall be
delivered in four equal tranches of 5,685,285 BTHE Contribution Shares each upon the achievement of specific milestones (the “CureDM Group Contribution”). The closing of
the CureDM Group Contribution occurred on February 12, 2018.
A summary of consideration is as follows:
25,000,000 shares of the Company’s common stock
22,741,140 contingency shares of the Company’s common stock

$

1,250,000
—

Total consideration

$

1,250,000
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The following summarizes the current estimates of fair value of assets acquired and liabilities assumed:
Assets acquired:
Cash
Property and equipment
Goodwill
Intangibles
Liabilities assumed:

$

Accounts payable and accrued expenses
Net assets acquired

$

3,592
273
1,176,220
234,122
(164,207 )
1,250,000

As of September 30, 2019 and December 31, 2018, the Company expects the probability of the milestones for issuance of the contingent shares to be remote and therefore has
placed no value on the shares as of September 30, 2019 and December 31, 2018. See Notes 13 and 14.
The Company accounts for acquisitions in accordance with the provisions of ASC 805-10. The Company assigns to all identifiable assets acquired a portion of the cost of the
acquired net assets equal to the estimated fair value of such assets at the date of acquisition. The Company records the excess of the cost of the acquired net assets over the sum
of the amounts assigned to identifiable assets acquired as goodwill.
Pro forma results
The following table sets forth the unaudited pro forma results of the Company as if the acquisition of CureDM had taken place on the first day of the period presented. These
combined results are not necessarily indicative of the results that may have been achieved had the companies been combined as of the first day of the period presented.
Nine months ended,
September 30,
2018
$
25,192
$
(2,110,209)
$
(0.02)

Total revenues
Net loss
Basic and diluted net loss per common share

This pro forma financial information is based on historical results of operations, adjusted for the allocation of the purchase price and other acquisition accounting adjustments,
and is not indicative of the results that may have been achieved had the companies been combined as of the first day of the period presented.
The Company accounts for and reports acquired goodwill under Accounting Standards Codification subtopic 350-10, Intangibles-Goodwill and Other (“ASC 350-10”). In
accordance with ASC 350-10, at least annually, the Company tests its intangible assets for impairment or more often if events and circumstances warrant. Any write-downs will
be included in results from operations.
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4.

INVENTORY

Inventory consist of material, labor and manufacturing overhead and are recorded at the lower of cost, using the weighted average cost method, or net realizable value. The
components of inventory at September 30, 2019 and December 31, 2018, net of inventory reserves, were as follows:
2019
Finished goods

$

2018
5,613

$

1,013

The Company periodically reviews quantities of inventory on hand and compares these amounts to expected usage of each particular product or product line. The Company
records, as a charge to cost of sales, any amounts required to reduce the carrying value to net realizable value.
5.

INTANGIBLE ASSETS

The SUGARDOWN® technology and patent applications, which were obtained through the acquisition of BTI in 2010, are being amortized on a straight-line basis over their
estimated useful lives of 14 years. The BTI-420 technology and patent applications, which were obtained through the acquisition of CureDM in 2018, are being amortized on a
straight-line basis over their estimated useful lives of 5 years.
Intangible assets consist of the following at September 30, 2019 and December 31, 2018:

SUGARDOWN® technology and patent applications
Less accumulated amortization
Intangible assets, net

$
$

2019
1,134,122
(731,861 )
402,261

$
$

2018
1,134,122
(618,910 )
515,212

Amortization expense was $36,625 and $39,570 for the three months ended Sepember 30, 2019 and 2018, respectively. Amortization expense was $112,951 and $119,255 for
the nine months ended September 30, 2019 and 2018, respectively.
6.

ACCRUED EXPENSES AND OTHER CURRENT LIABILITIES

The following table represents the major components of accrued expenses and other current liabilities at September 30, 2019 and December 31, 2018:

Accrued payroll
Professional fees
Accrued consulting fees
Interest
Accrued expense reimbursement and other
Total

$

$

14

2019
188,716
70,250
742,100
675,741
16,795
1,693,602

$

$

2018
188,716
95,018
413,600
456,613
6,696
1,160,643
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7.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company measures the fair value of financial assets and liabilities based on the guidance of ASC 820 “Fair Value Measurements and Disclosures” which defines fair value,
establishes a framework for measuring fair value, and expands disclosures about fair value measurements. ASC 820 defines fair value as the exchange price that would be
received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between market
participants on the measurement date. ASC 820 also establishes a fair value hierarchy, which requires an entity to maximize the use of observable inputs and minimize the use
of unobservable inputs when measuring fair value.
ASC 820 describes three levels of inputs that may be used to measure fair value:
Level 1 Level 2 Level 3 -

quoted prices in active markets for identical assets or liabilities
quoted prices for similar assets and liabilities in active markets or inputs that are observable
inputs that are unobservable based on an entity’s own assumptions, as there is little, if any, related market activity (for example, cash flow modeling inputs
based on assumptions)

Financial liabilities as of September 30, 2019 measured at fair value on a recurring basis are summarized below:

September 30,
2019
$
2,342
267,695
$
270,037

Derivative liability
Warrant liability
Total

Quoted Prices
in Active
Markets for
Identical Assets
(Level 1)
$
—
—
$
—

Significant
Other
Observable
Inputs
(Level 2)
$
$

—
—
—

Significant
Unobservable
Inputs
(Level 3)
$
2,342
267,695
$
270,037

—
—
—

Significant
Unobservable
Inputs
(Level 3)
$
54,242
925,806
$
980,048

Financial liabilities as of December 31, 2018 measured at fair value on a recurring basis are summarized below:

December 31,
2018
$
54,242
925,806
$
980,048

Derivative liability
Warrant liability
Total

Quoted Prices
in Active
Markets for
Identical Assets
(Level 1)
$
—
—
$
—

Significant
Other
Observable
Inputs
(Level 2)
$
$

The Company determined that certain conversion/exercise option related to a convertible note and issued warrants did not have fixed settlement provisions and are deemed to
be derivative financial instruments, since the conversion/exercise prices was subject to reset adjustment should the Company issue any option to acquire the Company’s common
stock lower than the conversion /exercise price. Accordingly, the Company was required to record such conversion/exercise options as a liability and mark such derivative to fair
value each reporting period. Such instrument was classified within Level 3 of the valuation hierarchy.
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The fair value of the conversion/exercise options were calculated using a binomial lattice formula with the following weighted average assumptions during the nine months
ended September 30, 2019 and the year ended December 31, 2018:
Conversion option:
September 30,
2019
Common Stock Closing Price
Conversion Price per Share
Conversion Shares
Call Option Value
Dividend Yield
Volatility
Risk-free Interest Rate
Term

$
$

0.01
$
0.075 to 0.10
$
5,333,333
0.0003 to 0.005
0.00%
235.91%
2.12%
0.25 years

December 31,
2018
0.03
0.075 to 0.10
5,333,333
0.013 to 0.055
0.00%
221.92%
2.46% to 2.51%
0.32 to 0.625 years

Exercise option:
September 30,
2019
Common Stock Closing Price
Conversion Price per Share
Conversion Shares
Call Option Value
Dividend Yield
Volatility
Risk-free Interest Rate
Term

$
$

0.01
$
0.10 to 0.15
$
34,000,000
0.006 to 0.009
0.00%
235.91%
1.75% to 1.92%
1.57 to 3.35 years

December 31,
2018
0.03
0.10 to 0.15
34,000,000
0.026 to 0.028
0.00%
221.92%
2.46% to 2.51%
2.62 to 4 years

The risk-free interest rate is the United States Treasury rate on the measurement date having a term equal to the remaining contractual life of the instrument. The volatility is a
measure of the amount by which the Company’s share price has fluctuated or is expected to fluctuate. The dividend yield is 0% as the Company has not made any dividend
payment and has no plans to pay dividends in the foreseeable future. Level 3 liabilities are valued using unobservable inputs to the valuation methodology that are significant to
the measurement of the fair value of the derivative liabilities. For fair value measurements categorized within Level 3 of the fair value hierarchy, the Company’s Chief Financial
Officer, who reports to the Chief Executive Officer, determine its valuation policies and procedures. The development and determination of the unobservable inputs for Level 3
fair value measurements and fair value calculations are the responsibility of the Company’s Chief Financial Officer and are approved by the Chief Executive Officer. Level 3
financial liabilities consist of the derivative liabilities for which there is no current market for these securities such that the determination of fair value requires significant
judgment or estimation. Changes in fair value measurements categorized within Level 3 of the fair value hierarchy are analyzed each period based on changes in estimates or
assumptions and recorded as appropriate. Significant observable and unobservable inputs include stock price, exercise price, annual risk free rate, term, and expected volatility,
and are classified within Level 3 of the valuation hierarchy. An increase or decrease in volatility or interest free rate, in isolation, can significantly increase or decrease the fair
value of the derivative liabilities. Changes in the values of the derivative liabilities are recorded as a component of other income (expense) on the Company’s statements of
operations.
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The following tables set forth a summary of the changes in the fair value of the Company’s Level 3 financial liabilities that are measured at fair value on a recurring basis using
significant unobservable input for the nine months ended September, 2019 and 2018:
Debt
Derivative
$
54,242
—
—
(51,900)

Balance, December 31, 2018
Aggregate amount of derivative instruments issued
Transferred in due to conversions
Change in fair value of derivative liabilities
Balance, September 30, 2019

$

Debt
Derivative
$
429,141
—
(229,381)
(90,155)
$
109,605

Balance, December 31, 2017
Aggregate amount of derivative instruments issued
Transferred in due to conversions
Change in fair value of derivative liabilities
Balance, September 30, 2018
8.

2,342

$

$

$

$

Warrant
Liability
925,806
—
—
(658,111 )
267,695
Warrant
Liability
1,099,200
226,834
—
(68,377)
1,257,657

CONVERTIBLE NOTES PAYABLE

In August and September 2016, the Company issued senior convertible debentures for an aggregate of $1,600,000 (the “Convertible Debentures”) in exchange for an aggregate
net cash proceeds of $1,327,300, net of financing costs. The Convertible Debentures have a stated interest rate of 6% per annum payable quarterly beginning June 30, 2017 and
were due two years from the date of issuance, the latest due September 15, 2018 and are convertible into shares of the Company’s common stock at the option of the holder at a
conversion price of $0.075 with certain anti-dilutive (reset) provisions and are subject to forced conversion if either i) the volume weighted average common stock price for each
of any 10 consecutive trading days equals or exceeds $0.50, or (ii) the Company’s elects to lists a class of securities on a national securities exchange.
As long as the convertible notes remain outstanding, the Company is restricted from incurring any indebtedness or liens, except as permitted (as defined), amend its charter in
any matter that materially effects rights of noteholders, repay or repurchase more than de minimis number of shares of common stock other than conversion or warrant shares,
repay or repurchase all or any portion of any indebtedness or pay cash dividends.
In connection with the issuance of the Convertible Debentures, the Company issued an aggregate of 16,000,000 warrants to purchase the Company’s common stock at $0.10
per share, expiring five years from the date of issuance, the latest being September 15, 2021. These warrants contain a cashless exercise and certain anti-dilutive (reset)
provisions.
The Company determined that certain conversion/exercise option related to a convertible note and issued warrants did not have fixed settlement provisions and are deemed to
be derivative financial instruments due to price protection features present in the conversion/ exercise price that are not consistent with a fixed for fixed model.
The accounting treatment of derivative financial instruments requires that the Company record the fair value of the derivative as of the issuance date of the debenture and
warrants and to re-measure the derivatives at fair value as of each subsequent reporting date.
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The Company recognized the value attributable to the conversion feature of the convertible debenture and issued warrants of $2,203,336 and together with financing costs of
$272,700 (aggregate of $2,476,036) as a discount against the notes up to $1,600,000 with the excess of $876,036 charged to current period interest. The Company valued the
conversion option and the warrants using the Binomial Lattice pricing model as described in Note 7. The debt discount was amortized over the note’s maturity period as interest
expense.
On April 11, 2017, one investor converted his Convertible Debenture of $75,000 plus accrued interest of $2,873, into 1,038,301 shares of the Company’s common stock. Upon
conversion, a loss on extinguishment was recorded in the amount of $51,267.
On July 14, 2017, one investor converted his Convertible Debenture of $50,000 plus accrued interest of $2,482, into 711,755 shares of the Company’s common stock. Upon
conversion, a loss on extinguishment was recorded in the amount of $30,274.
In August 2018, two investors entered in agreements to extend the due date of convertible debentures held in the amount of $250,000 until August 31, 2019. One of the
investors was issued warrants to acquire 375,000 shares of common stock for $0.075 per share. The warrants expire in five years. The fair value of the warrants on the date of
issuance was $21,121 which is included in interest expense for the year ended December 31, 2018.
During 2018, 29 investors converted their Convertible Debentures totaling $1,225,000 plus accrued interest of $52,066, into 17,027,544 shares of the Company’s common
stock. Upon conversion, a loss on extinguishment was recorded in the amount of $2,374.
For the three months ended September 30, 2019 and 2018, the Company amortized $0 and $88,752, respectively, of debt discount to operations as interest expense. For the nine
months ended September 30, 2019 and 2018, the Company amortized $0 and $519,788, respectively, of debt discount to operations as interest expense.
Convertible notes payable consist of the following at September 30, 2019 and December 31, 2018:

Principal balance
Debt discount
Deferred finance costs
Outstanding, net of debt discount
9.

$

$

2019
250,000
—
—
250,000

$

$

2018
250,000
—
—
250,000

MARKETING AGREEMENT

On June 26, 2018, the Company entered into a License Agreement with Level Brands, Inc. (NYSE: LEVB), an innovative licensing, marketing and brand management
company with a focus on lifestyle-based products which includes an exclusive license to the kathy ireland® Health & Wellness™ brand. Under the terms of the License
Agreement, the Company received a non-exclusive, non-transferrable license to use the kathy ireland Health & Wellness™ trademark in the marketing, development,
manufacture, sale and distribution of the Sugardown® product domestically and internationally. The initial term of the License Agreement is seven years, with an automatic
two-year extension unless either party notifies the other of non-renewal at least 90 days prior to the end of the then current term. Level Brands has agreed to use its
commercially reasonable efforts to perform certain promotional obligations, including: (i) producing four branded videos to promote the licensed product and/or the Company;
(ii) creation of an electronic press kit; (iii) making their media and marketing teams available for use in creating the video content for which the Company will separately
compensate; and (iv) curate social media posts in multiple social media channels.
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As compensation, the Company will provide Level Brands with the following:
●

A marketing fee of $850,000, for development of video content and an electronic press kit which will be used ongoing to support product marketing. This fee is paid with
a promissory note of $450,000 and a number of shares of stock of the Company valued at $400,000, based on the closing price on the day prior to the effective date;

●

Quarterly fees for the first two years of up to $100,000 and issuance of 100,000 shares each quarter, based on sales volumes. The Company has the right to make all the
stock payments in cash; and

●

a royalty of 5% of the gross licensed marks sales up to $10,000,000, 7.5% royalty on sales from $10,000,000 to $50,000,0000 and 10% on sales over $50,000,000,
payable monthly as well as a 1% of all revenue for all Company products as of the date hereof.

The Note Payable of $450,000 bears interest at 8% and matures December 31, 2019, unless the Company raises $750,000 through Level Brands prior to that date in which case
the Note is to be repaid in full including accrued interest. Accrued interest at September 30, 2019 and December 31, 2018 totaled $45,493 and $18,493, respectively.
As of September 30, 2019, the Company has not issued the $400,000 of common stock which was due upon execution of the agreement or any of the shares pursuant to the
quarterly fee.
The Company is currently in arbitration with Level Brands, regarding this marketing contract. Both parties are claiming non performance under the contract. The matter is early
into the process and the Company is unable to determine any outcome positive or negative at this time. See Note 13.
10.

STOCKHOLDERS’ EQUITY

The Company is authorized to issue up to 5,000,000 shares of its $0.001 par value preferred stock and up to 2,000,000,000 shares of its $0.001 par value common stock.
On January 9, 2018, the Company’s Board of Directors voted to approve an increase in authorized common stock shares outstanding from 200 million shares to 2 billion shares
of the Company’s common stock. This increase was approved by the shareholders in the first quarter of 2018.
Series A Preferred Stock
The Company has designated 150,000 shares of its preferred stock as Series A Preferred Stock. Each share of Series A Preferred Stock has a stated value of $10. The Series A
Preferred Stock is convertible into shares of the Company’s common stock by dividing the stated value by a conversion price of $0.10 per share. The Series A Preferred Stock
shall have voting rights on an as converted basis (subject to limitations) and liquidation preference for each share of Series A Preferred Stock at an amount equal to the stated
value per share. As of September 30, 2019 and December 31, 2018, the Company has 82,500 shares of Series A Preferred Stock outstanding.
On August 14, 2017, the Company entered into Securities Purchase Agreements with two accredited investors. In connection with these agreements, the Company issued
45,000 shares of Series A Preferred Stock and warrants to acquire 9,000,000 shares of common stock. The shares of Series A Preferred Stock are convertible, at any time at the
option of the holder, into an aggregate of 4,500,000 shares of the Company’s common stock. The Warrants shall be exercisable for a period of five years at an exercise price of
$0.15 per share.
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The Company recognized the value attributable to the conversion feature of the issued warrants of $650,421 as a charge against additional paid in capital up to $450,000 with the
excess of $200,421 charged to change in fair value of warrant liability during the year ended December 31, 2017. The Company valued the warrants using the Binomial Lattice
pricing model as described in Note 7.
On October 24, 2017, the Company entered into Securities Purchase Agreements with an accredited investor. In connection with the agreement, the Company issued 10,000
shares of Series A Preferred Stock and warrants to acquire 2,000,000 shares of common stock. The shares of Series A Preferred Stock are convertible, at any time at the option
of the holder, into an aggregate of 1,000,000 shares of the Company’s common stock. The Warrants shall be exercisable for a period of five years at an exercise price of $0.15
per share.
The Company recognized the value attributable to the conversion feature of the issued warrants of $93,312 as a charge against additional paid in capital. The Company valued
the warrants using the Binomial Lattice pricing model as described in Note 7.
On February 2, 2018, the Company entered into Securities Purchase Agreements with four accredited investors. In connection with these agreements, the Company issued
27,500 shares of Series A Preferred Stock and warrants to acquire 5,500,000 shares of common stock in consideration of $275,000. The shares of Series A Preferred Stock are
convertible, at any time at the option of the holder, into an aggregate of 2,750,000 shares of the Company’s common stock. The Warrants shall be exercisable for a period of
five years at an exercise price of $0.15 per share.
The Company recognized the value attributable to the conversion feature of the issued warrants of $226,833 as a charge against additional paid in capital. The Company valued
the warrants using the Binomial Lattice pricing model as described in Note 7.
Common Stock
On February 16, 2018, the Company’s Board of Directors approved the issuance of 3,666,666 shares of the Company’s common stock to two consultants for services rendered
amounting to $330,000.
During 2018, 29 investors converted their Convertible Debenture totaling $1,225,000 plus accrued interest of $52,066, into 17,027,544 shares of the Company’s common stock.
On January 10, 2019, the Company issued 1,000,000 shares of its common stock in exchange for consulting services amounting to $22,900 pursuant to a consulting agreement
entered into and approved by the Board of Directors on November 23, 2018.
Common Stock Warrants
The Company accounts for warrants as either equity instruments or liabilities depending on the specific terms of the warrant agreement. As of September 30, 2019, the
Company had 38,458,320 warrants outstanding which are all classified as equity instruments and are fully exercisable.
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The following tables summarize the Company’s common stock warrants activity for the nine months ended September 30, 2019 and 2018:

Warrants
38,999,990
—
—
(541,670 )
38,458,320

Outstanding as of December 31, 2018
Granted
Exercised
Forfeited/Canceled
Outstanding as of September 30, 2019

Warrants
41,029,669
5,875,000
—
(7,904,679)

Outstanding as of December 31, 2017
Granted
Exercised
Forfeited/Canceled
Outstanding as of September 30, 2018

38,999,990

$

$

$

$

Weighted
Average
Exercise
Price
0.17
—
—
0.91
0.16
Weighted
Average
Exercise
Price
0.23
0.15
—
0.43
0.17

Aggregate
Intrinsic
Value
$

—
—
—
—
—

$

Aggregate
Intrinsic
Value
$

$

—
—
—
—
—

The aggregate intrinsic value represents the pretax intrinsic value, based on the warrants with an exercise price less than the Company’s stock price of $0.011 as of September
30, 2019, which would have been received by the warrant holders had those warrant holders exercised their warrants as of that date.
11.

STOCK OPTION PLAN AND STOCK-BASED COMPENSATION

During the year ended December 31, 2010, the Company adopted a stock option plan entitled “The 2010 Stock Plan” (2010 Plan) under which the Company may grant options
to purchase up to 5,000,000 shares of common stock. On September 7, 2013, the 2010 plan was amended to increase the number of shares of common stock issuable under the
2010 Plan to 7,500,000. As of September 30, 2019 and December 31, 2018, there were 250,000 and 250,000 options outstanding under the 2010 Plan, respectively.
During the year ended December 31, 2011, the Company adopted a non-qualified stock option plan entitled “2011 Non-Qualified Stock Plan” (2011 Plan) under which the
Company may grant options to purchase 2,100,000 shares of common stock. In December 2012, the 2011 Plan was amended to increase the number of shares of common stock
issuable under the 2011 Plan to 12,000,000 shares. During the period ended March 31, 2013, the 2011 Plan was amended to increase the number of shares of common stock
issuable under the 2011 Plan to 17,500,000. As of September 30, 2019 and December 31, 2018, there were 9,244,000 and 9,344,000 options outstanding under the 2011 Plan.
Under the terms of the stock plans, the Board of Directors shall specify the exercise price and vesting period of each stock option on the grant date. Vesting of the options is
typically three to four years and the options typically expire in five to ten years.
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On February 12, 2018, Loraine Upham was appointed as Chief Operating Officer. Ms. Upham received a stock option to purchase 4,000,000 shares of common stock under the
Company’s Amended and Restated 2011 Stock Incentive Plan, vesting over three (3) years, one third on the first anniversary of the effective date and the balance in equal
quarterly installments. The exercise price of the initial tranche of options (1,333,334 shares) shall be $0.06 per share, the second tranche (1,333,333 shares) shall be $0.10 per
share and the final tranche (1,333,333 shares) shall be $0.20 per share. The term of the options is five years. Ms. Upham resigned from the Company on November 30, 2018.
As a result of her resignation all of her stock options were terminated and returned to the option pool.
On March 1, 2018 the Board of Directors approved a reduction in the exercise price of 6,000,000 stock options issued to the Company’s CEO on August 22, 2016. The First
tranche of 2,000,000 will be exercisable at $0.10 per share and the second and third tranches of 2,000,000 will be exercisable at $0.15 per share. The remainder of the terms
remain unchanged. On August 22, 2016, the Company granted 6,000,000 options to purchase its common shares to its new CEO as a part of his employment agreement. The
options consist of 3 separate tranches with different exercise prices and vest upon reaching certain milestones. All 6 million options have a five year life. The first 2,000,000
shares have an exercise price of $0.20 per share and vest upon the Company raising at least $1 million in financing. The second 2,000,000 shares carry an exercise price of
$0.40 per share and vest upon the Company raising $5 million in financing. The third 2,000,000 shares carry an exercise price of $0.60 per share and vest upon the Company
entering into a significant corporate alliance for substantial marketing and selling of the Company’s product portfolio.
In addition, the Company amended 1,500,000 stock options previously granted to the new CEO to extend the expiration date to August 22, 2026. These options were all
previously vested.
No stock options were issued under either plan during the nine months ended September 30, 2019.
The fair value of stock options granted and revaluation of non-employee consultant options for the nine months ended September 30, 2018 was calculated with the following
assumptions:
2018
Risk-free interest rate
Expected dividend yield
Volatility factor
Expected life of option

2.3%
0%
217.6%
5 years

For the three and nine months ended September 30, 2019, the Company recorded stock-based compensation expense of $13,593 and $40,779, respectively, in connection with
share-based payment awards. For the three and nine months ended September 30, 2018, the Company recorded stock-based compensation expense of $43,290 and $141,686,
respectively, in connection with share-based payment awards. As of September 30, 2019 and 2018, there was $104,212 and $263,370, respectively of unrecognized
compensation expense related to non-vested stock option awards.
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The following table summarizes the Company’s stock option activity during the nine months ended September 30, 2019:

Shares
9,594,000
—
—
100,000
9,494,000

Outstanding as of December 31, 2018
Granted
Exercised
Options forfeited/cancelled
Outstanding as of September 30, 2019

$

$

Exercise
Price per
Share
0.10 – 1.21
—
—
0.10
0.10 - 1.21

Weighted
Average
Exercise Price
per Share
$
0.20
—
—
0.10
$
0.20

The following table summarizes the Company’s stock option activity during the nine months ended September 30, 2018:

Shares
9,594,000
4,000,000
—
—
13,594,000

Outstanding as of December 31, 2017
Granted
Exercised
Options forfeited/cancelled
Outstanding as of September 30, 2018

23

$

$

Exercise
Price per
Share
0.10 – 1.21
0.06 – 0.20
—
—
0.06 – 1.21

Weighted
Average
Exercise Price
per Share
$
0.20
0.12
—
—
$
0.17
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The following table summarizes information about stock options that are vested or expected to vest at September 30, 2019:

Exercise
Price
$

$

0.10
0.15
0.18
0.20
0.37
0.40
0.42
0.50
0.60
0.69
1.21
0.10-1.21

Number
of
Options
3,500,000
4,000,000
934,000
150,000
58,000
2,000,000
63,000
310,000
2,000,000
100,000
379,000
9,494,000

Options Outstanding
Weighted
Weighted
Average
Average
Exercise
Remaining
Price Per
Contractual
Share
Life (Years)
$
0.10
4.04
0.15
1.90
0.18
3.73
0.20
5.49
0.37
2.93
0.40
1.90
0.42
1.25
0.50
0.10
0.60
1.90
0.69
4.45
1.21
4.28
$
0.20
2.99

Aggregate
Intrinsic
Value
$

—
—
—
—
—
—
—
—
—
—
—
—

$

Number
of
Options
3,500,000
—
934,000
150,000
58,000
—
63,000
310,000
—
100,000
379,000
5,494,000

Weighted
Average
Exercise
Price Per
Share
$
0.10
0.15
0.18
0.20
0.37
0.40
0.42
0.50
0.60
0.69
1.21
$
0.23

Exercisable Options
Weighted
Average
Remaining
Aggregate
Contractual
Intrinsic
Life (Years)
Value
4.04 $
1.90
3.73
5.49
2.93
1.90
1.25
0.10
1.90
4.45
4.28
3.78 $

—
—
—
—
—
—
—
—
—
—
—
—

The following table sets forth the status of the Company’s non-vested stock options as of September 30, 2019 and December 31, 2018:

Number of
Options
4,000,000
—
—
—
4,000,000

Non-vested as of December 31, 2018
Granted
Forfeited
Vested
Non-vested as of September 30, 2019

WeightedAverage
Grant-Date
Fair Value
$
0.15
—
—
—
$
0.15

The weighted-average remaining contractual life for options exercisable at September 30, 2019 is 3.72 years. At September 30, 2019 the Company has 8,256,000 and 7,250,000
options available for grant under the 2011 Plan and 2010 Plan, respectively.
The aggregate intrinsic value for fully vested, exercisable options was $0 at September 30, 2019. The aggregate intrinsic value of options exercised during the nine months
ended September 30, 2019 was $0 as no options were exercised. The actual tax benefit realized from stock option exercises during the nine months ended September 30, 2019
was $0 as no options were exercised.
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12.

RELATED PARTY TRANSACTIONS

Through December 31, 2011, a founder of the company and significant shareholder, Dr. David Platt advanced $257,820 to the Company to fund start-up costs and operations.
Advances by Dr. Platt carry an interest rate of 6.5% and were due on June 29, 2013. On May 7, 2012, Dr. Platt and the Company’s former President and also a significant
shareholder entered into promissory notes to advance to the Company an aggregate of $40,000. The notes accrue interest at 6.5% per year and were due June 30, 2013. The
outstanding notes of $297,820 were amended each year to extend the maturity dates. Effective June 30, 2015, the outstanding notes for Dr. Platt were amended to extend the
maturity dates to June 30, 2017. During 2017, the Company made principal payments totaling $20,000 to the former President of the Company, reducing the total balance of the
outstanding notes to $277,820. As of September 30, 2019 and December 31, 2018, the remaining notes to Dr. Platt are in default and are classified as current liabilities.
On June 24, 2011, the Company entered into a definitive Licensing and Manufacturing Agreement (the “Agreement”) with Advance Pharmaceutical Company Ltd. (“APC”), a
Hong Kong-based privately-held company. Under terms of the Agreement, the Company manufactures and supplies product in bulk for APC. APC is responsible for the
packaging, marketing and distribution of SUGARDOWN® in certain territories within Asia. In addition, APC is able to purchase the SUGARDOWN product directly from the
US manufacturer and sell it within APC’s distribution area. In these situations, the Company is entitled to royalty payments from APC of 10% of the total sales price paid upon
shipment of the product. APC, through a wholly owned subsidiary, has purchased an aggregate 1,799,800 shares of the Company’s common stock in conjunction with the
Company’s private placement offerings during the years ended December 31, 2012 and 2011. The shares were purchased on the same terms as the other participants acquiring
shares in the respective offerings. Conroy Chi-Heng Cheng is a director of APC and joined the Company’s Board in December 2013. No revenue was generated pursuant to the
Agreement for the nine months ended September 30, 2019 or 2018.
In December 2013, the Board of Directors agreed to indemnify Dr. Platt for legal costs incurred in connection with an arbitration (now concluded) initiated before the American
Arbitration Association by Galectin Therapeutics, Inc. (formerly named Pro-Pharmaceuticals, Inc.) for which Dr. Platt previously served as CEO and Chairman. Galectin sought
to rescind or reform the Separation Agreement entered into with Dr. Platt upon his resignation from Galectin to remove a $1.0 million milestone payment which Dr. Platt
asserted he was entitled to receive and to be repaid all separation benefits paid to Dr. Platt. The Company initially capped the amount for which it would indemnify Dr. Platt at
$150,000 in December 2013 and Dr. Platt agreed to reimburse the indemnification amounts paid by the Company should he prevail in the arbitration. The Board decided to
indemnify Dr. Platt after considering a number of factors, including the scope of the Company’s existing indemnification obligations to officers and directors and the potential
impact of the arbitration on the Company. In May 2014, the Board approved a $50,000 increase in indemnification support, solely for the payment of outside legal expenses.
The Company recorded a total of $182,697 in costs associated with Dr. Platt’s indemnification, of which $119,401 was expensed in the year ended December 31, 2013 and of
which $63,296 was expensed in the year ended December 31, 2014. In July 2014, the arbitration was concluded in favor of Dr. Platt, confirming the effectiveness of the
separation agreement and payment was made to Dr. Platt in July 2014.
On March 2, 2015, the Board of Directors voted to reduce the amount that Dr. Platt was required to reimburse the Company to $82,355 and to offset this amount against interest
accrued in respect of the outstanding note payable to Dr. Platt. In addition, the Board determined that Dr. Platt would be charged interest related to the $182,697 indemnification
payment since funds were received by Dr. Platt in July 2014. The Board of Directors concluded the foregoing constituted complete satisfaction of Dr. Platt’s indemnification by
the Company. Accordingly, the Company recorded the reduction in accrued interest through equity during the year ended December 31, 2015. As of September 30, 2019 and
December 31, 2018, $75,504 and $59,650, respectively, of accrued interest in connection with the related party promissory notes, had been included in accrued expenses and
other current liabilities on the accompanying balance sheet.
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During September 2015, the Company entered into a securities purchase agreement with CJY. Pursuant to this agreement, the Company issued to CJY a convertible promissory
note in the principal amount of $750,000. The Note was amended during the fourth quarter of 2015 to $1,200,000. During 2016, the Note was amended to $1,752,000. This Note
provided necessary bridge financing to the Company prior to a financing of $1,600,000 completed in the third quarter of 2016. Interest accrues at the rate of 10% per annum and
is due upon maturity of the note in August 2018. The Company may prepay this Note and any accrued interest at any time. At any time amounts outstanding under the CJY
Note are convertible into the Company’s common stock, in whole or in part, at the option of the lender, at a conversion price of $0.05 per share. A beneficial conversion feature
of $1,642,000 was calculated and capped at the value of the note pursuant to ASC 470 - 20. The Company recorded amortization of the beneficial conversion feature as interest
expense in the amount of $0 and $52,334 during the three months ended September 30, 2019 and 2018, respectively. The Company recorded amortization of the beneficial
conversion feature as interest expense in the amount of $0 and $261,656 during the nine months ended September 30, 2019 and 2018, respectively.
On October 6, 2017, in accordance with the terms of the Securities Purchase Agreement, CJY Holdings converted $500,000 of Notes in exchange for 10,000,000 shares of the
Company’s common stock. The cost basis for the shares issued was $0.05. Upon conversion, a loss on extinguishment of $15,354 was charged to additional paid in capital.
On October 16, 2017, CJY holdings converted an additional $50,000 of the Notes along with $150,000 of accrued interest into 4,000,000 shares of the Company’s common
stock. The cost basis for the shares issued was $0.05. Upon conversion, a loss on extinguishment of $155,459 was charged to additional paid in capital.
During August 2019, CJY Holdings agreed to extend the maturity of the Notes payable for one year through August 2020.
On April 26, 2017, Boston Therapeutics, Inc. (the “Company”) entered into Securities Purchase Agreement with CJY Holdings Limited (“CJY”) providing for the sale by the
Company to CJY of 6% Subordinated Convertible Debenture in an amount of up to $1,000,000 (the “Debentures”). In addition to the Debentures, CJY will also receive stock
purchase warrants (the “Warrants”) to acquire 500,000 shares of common stock of the Company for every $50,000 in Debentures purchased. The Warrants are exercisable for
five years at an exercise price of $0.10 and may be exercised on a cashless basis. The Company may only use the proceeds for the payment of services or materials associated
with clinical trials. The Company closed on $200,000 in financing and issued the related Debentures and Warrants under this agreement on April 26, 2017.
The Debentures bear interest at 6% per annum and mature two years from issuance. CJY may elect to convert all or part of the Debentures, plus accrued interest, at any time
into shares of common stock of the Company at a conversion price of $0.10 per share. Interest on the Debentures is payable in cash or shares of common stock at $0.10 per
share quarterly commencing June 30, 2017. The conversion price is subject to adjustment for stock dividends and stock splits. In addition, if after the original issue date of the
Debentures, either (i) the volume weighted average price equals or exceeds $0.50 for 10 consecutive trading days or (ii) the Company elects to list a class of securities on a
national securities exchange, the Company may cause CJY to convert all or part of the then outstanding principal amount of the Debentures plus, accrued but unpaid interest,
liquidated damages and other amounts owed.
CJY agreed to restrict its ability to convert the Debentures and exercise the Warrants and receive shares of common stock such that the number of shares of common stock held
by CJY after such conversion or exercise does not exceed 4.99% of the then issued and outstanding shares of common stock.
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A beneficial conversion feature of $186,939 was calculated and capped at the value of the note pursuant to ASC 470 - 20. The Company recorded amortization of the beneficial
conversion feature as interest expense in the amount of $0 and $23,094 during the three months ended September 30, 2019 and 2018, respectively. The Company recorded
amortization of the beneficial conversion feature as interest expense in the amount of $29,193 and $69,774 during the nine months ended September 30, 2019 and 2018,
respectively. In connection with this borrowing, the Company also issued warrants to purchase 2,000,000 shares of the Company’s common stock at $0.10 per share.
Convertible notes payable – related party consist of the following at September 30, 2019 and December 31, 2018:

Principal balance
Debt discount
Outstanding, net of debt

$
$

2019
1,402,000
1,402,000

$

2018
1,402,000
(30,332)

$

1,371,668

On June 12, 2018, the Company issued a note payable for $100,000 to World Technology East II Limited (“WTE2”). WTE2 is a Hong Kong company owned equally by Carl
W. Rausch, the Company’s CEO and a director, and Conroy Chi-Heng Cheng, a director of the Company. The WTE2 Note is an unsecured obligation of the Company.
Principal and interest under the WTE2 Note is due and payable June 12, 2019, however, in the event that the Company raises in excess of $1,000,000 in equity financing, then
the Company will use part of its proceeds to pay off the WTE2 Note. During the fourth quarter of 2018, the Company increased the amount of the note payable to $174,500 with
borrowings of $44,500 on October 4, $15,000 on November 5 and $15,000 on December 7. During the first quarter of 2019, the Company increased the amount of the note
payable to $224,500 with borrowings of $30,000 on January 17 and $20,000 on February 11. During the second quarter of 2019, the Company increased the amount of the note
payable to $324,500 with borrowings of $50,000 on April 4 and $50,000 on May 31. On July 31, 2019, the Company borrowed $50,000 increasing the total amount of notes
payable to $374,500. The notes payable are due on various dates through July 31, 2020 including $100,000 which was due on June 12, 2019 and is currently in default. Interest
accrues on the WTE2 Note at the rate of 10.0% per annum. Accrued interest at September 30, 2019 and December 31, 2018 totaled $27,429 and $6,843, respectively.
On September 26, 2018, the Company issued a note payable for $305,937 to CJY Holdings, Ltd (“CJY”). CJY is a Hong Kong company owned by Conroy Chi- Heng Cheng, a
director of the Company. The CJY Note is an unsecured obligation of the Company. Principal and interest under the CJY Note is due and payable September 26, 2019. During
the second quarter of 2019, the Company increased the amount of the note payable to $595,081 with a borrowing of $289,144 on April 12. During the third quarter of 2019, the
Company increased the amount of the note payable to $947,108 with a borrowing of $157,671 on July 2 and $194,356 on July 31. The notes are due on various dates through
July 31, 2020, including the $305,937 note which was due on September 26, 2019 and is currently in default. Interest accrues on the CJY Note at the rate of 10% per annum.
Accrued interest at September 30, 2019 and December 31, 2018 totaled $51,362 and $7,984, respectively.
Included in accounts payable at September 30, 2019 and December 31, 2018 are amounts due shareholders, officers and directors of the Company in the amounts of $152,302
and $121,453, respectively.
Included in accrued expenses at September 30, 2019 and December 31, 2018 are amounts due shareholders, officers and directors of the Company in the amounts of $1,219,604
and $779,545, respectively.
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13.

COMMITMENTS AND CONTINGENCIES

Pending litigation
In March 2019, we were served with notification of complaint filed by CureDM Inc. as agent for the members of CureDM Group Holdings, LLC filed with the Supreme Court of
the State of New York County of New York regarding breach of contract and other matters relating to their desire to unwind the acquisition of CureDM Group Holdings LLC
according to the original Contribution Agreement. At the date of these financial statements, we are unable to state with certainty and outcome either positive or negative. We
have been working with the representatives from CureDM Inc. to settle this claim and unwind the Contribution Agreement. As of the date of these financial statements, we were
unable to conclude whether this attempt at settlement will be successful. If our attempts to settle are not successful, we do intend to vigorously defend against the claims.
In addition to the above matter, we are also in arbitration with Level Brands, Inc. regarding a License Agreement dated June 21, 2018 (JAMS Ref. No.: 1220061261). The
Company filed an Answer to Complaint and Counter-complaint on June 25, 2019. Both parties are claiming non-performance under the License Agreement. The matter is
currently in arbitration but is early in the process and we are unable to determine any outcome positive or negative at this time. In October 2019, the arbitration was dismissed
without prejudice.
On October 16, 2019 the Company received a Summons and Complaint filed by Microcap Headlines Inc. against the Company in the Supreme Court of the United States of
New York County of Suffolk claiming damages of $18,000 and the costs and disbursements of the action. The Company filed an Answer on November 15, 2019. The
Company intends to vigorously defend against the claim.
Leases
The Company leased office space at 354 Merrimack Street, Lawrence, MA 01843 on a month to month basis. The Company recognized rent (credit) expense of ($300) and
$1,500 for the three and nine month periods ended September 30, 2019. The Company recognized rent expense of $900 and $2,700 for the three and nine month periods ended
September 30, 2018.
Contingent share liability
On February 12, 2018, the Company entered into a Contribution Agreement with the members of CureDM Group Holdings, LLC, a limited liability company, all of which
except five are accredited investors (“CureDM Group Members”) pursuant to which the CureDM Group Members agreed to contribute 100% of the outstanding securities of
CureDM Group in exchange for an aggregate of 47,741,140 shares of common stock of the Company (the “BTHE Contribution Shares”) of which 25,000,000 BTHE
Contribution Shares were delivered at closing and 22,741,140 BTHE Contribution Shares (the “Milestone BTHE Shares”) shall be delivered in four equal tranches of 5,685,285
BTHE Contribution Shares each upon the achievement of specific milestones (the “CureDM Group Contribution”). The closing of the CureDM Group Contribution occurred on
February 12, 2018.
Under the agreement, BTI was to use its best efforts to secure a binding commitment to close an equity financing with net proceeds of at least $1,000,000 within 180 days after
the closing date. The use of the equity financing proceeds would be designated as working capital for at least, but not limited to the synthesis of HIP2B clinical material. In the
event the equity financing is not closed by the required date, then, if both BTI and CureDM, Inc. mutually agree, (i) this Acquisition Agreement will then be null and void and
have no further force and effect and all other rights and liabilities of the parties will terminate without any liability of any party to any other party and (ii) each party shall have
released the other party. Further, if such event occurs, the CureDM Members will return all shares to BTI for cancellation.
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Subsequent to June 30, 2018, the 180 day time period elapsed and the Company did not raise the required funding.
The Company believes the milestones noted above will not be achieved and that the Milestone BTHE Shares will not be issued. Therefore, the Company has not established a
contingent liability to recognize the milestone shares obligations.
Employment Agreement
The Company entered into an Employment Agreement with Carl W. Rausch pursuant to which Mr. Rausch was engaged as the Chief Executive Officer of the Company for a
period of three years. Mr. Rausch was initially required to relocate from Hong Kong to the United States. However, due to his continued efforts in Hong Kong, the Company
and Mr. Rausch, in March 2017, have amended the employment agreement to remove the provision requiring Mr. Rausch to relocate to the United States. Mr. Rausch received a
signing bonus of $60,000 and an annual salary of $224,000, which will be increased to $264,000 upon Mr. Rausch relocating to the United States. Further, upon the Company
being listed on a national exchange, Mr. Rausch’s salary will be increased by $20,000. The Company granted Mr. Rausch a Stock Option (the “Rausch Option”) to acquire an
aggregate of 6,000,000 shares of common stock of the Company, exercisable for five (5) years, subject to vesting. The Rausch Option shall be earned and vested in three equal
tranches of 2,000,000 upon the Company raising $1,000,000 in financing, the Company raising $5,000,000 in financing and the Company entering into a significant corporate
alliance for substantial marketing and selling of the Company’s product portfolio. The initial tranche shall be exercisable at $0.20 per share, the second tranche will be $0.40 per
share and the third tranche shall be $0.60 per share, which such vesting is subject to Mr. Rausch’s continued employment as an executive with the Company as of the vesting
date. In addition, as additional consideration for Mr. Rausch’s commitment to the Company, the stock options previously granted to Mr. Rausch shall be amended to extend the
expiration date to the ten year anniversary of signing date and such options shall be considered fully vested. Mr. Rausch shall be entitled to certain raises and milestones subject
to the achievement of certain milestones to be agreed upon. In the event the Employment Agreement is terminated prior to the expiration of the term by the Company without
cause or by Mr. Rausch with good reason, the Company shall pay Mr. Rausch an amount equal to Mr. Rausch’s accrued but unpaid base salary and earned but unpaid bonus
prior to the termination date, reimbursement for any reimbursable business expenses and Mr. Rausch’s salary for a period of one year.
On March 1, 2018 the Board of Directors approved a reduction in the exercise price of 6,000,000 stock options issued to the Company’s CEO on August 22, 2016. The First
tranche of 2,000,000 will be exercisable at $0.10 per share and the second and third tranches of 2,000,000 will be exercisable at $0.15 per share. The remainder of the terms
remain unchanged.
On February 12, 2018, Loraine Upham was appointed as Chief Operating Officer. The Company and Ms. Upham entered into an Executive Retention Agreement pursuant to
which Ms. Upham was engaged as Chief Operating Officer with an annual salary of $200,000. However, Ms. Upham’s salary shall accrue until the Company has raised a
minimum of $1,250,000. Ms. Upham is eligible for bonuses as determined by the Board of Directors. These include a bonus of $20,000 is to be paid upon the Company
successfully raising $1,250,000 through the sale of equity; an annual performance bonus based on milestones related to clinical progress, partnering and fund raising success to
be established by the Board of Directors or the Compensation Committee, if in existence on an annual basis. In addition, Ms. Upham received a stock option to purchase
4,000,000 shares of common stock under the Company’s Amended and Restated 2011 Stock Incentive Plan, vesting over three (3) years, one third on the first anniversary of the
effective date and the balance in equal quarterly installments. The exercise price of the initial tranche of options (1,333,334 shares) shall be $0.06 per share, the second tranche
(1,333,333 shares) shall be $0.10 per share and the final tranche (1,333,333 shares) shall be $0.20 per share. The term of the options is five years. Ms. Upham resigned from the
Company on November 30, 2018. As a result of her resignation all of her stock options were terminated and returned to the option pool. Her accrued salary and vacation of
$188,716 will be paid once the funding is obtained.
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Consulting Agreement
On April 1, 2018, the Company entered into a Corporate Advisory Agreement with a consultant. Services commenced May 1, 2018 for a term of one year with an option to
renew for an additional six months. Compensation pursuant to the agreement is as follows: (1) a monthly fee of $6,500 paid in cash, and (2) 3,000,000 shares of restricted
common stock of which 1,400,000 shares were deliverable upon execution of the agreement and the remaining 1,600,000 delivered in monthly installments of 400,000 shares as
long as the agreement has not been terminated. Included in accrued expenses is the monthly fee totaling $110,500 and the fair value of the shares of common stock totaling
$211,600, as the shares have not been issued as of September 30, 2019.
14.

SUBSEQUENT EVENTS

The Company has evaluated events and transactions that occurred from September 30, 2019 through the date of the filing for possible disclosure and recognition in the financial
statements.
On November 18, 2019, the company borrowed $30,000 from a related party. The Note bears interest at 10% and is due in twelve months.
On October 29, 2019, the Company borrowed $319,000 from a related party to continue its clinical trials in the U.S. The Note bears interest at 10% and is due in twelve
months.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis is based on, and should be read in conjunction with, the unaudited condensed consolidated financial statements and the notes thereto
included elsewhere in this Form 10-Q. This Quarterly Report on Form 10-Q contains “forward-looking statements” within the meaning of Section 21E of the Securities
Exchange Act of 1934, as amended. These statements are often identified by the use of words such as “may,” “will,” “expect,” “believe,” “anticipate,” “intend,” “could,”
“estimate,” or “continue,” and similar expressions or variations. Such forward-looking statements are subject to risks, uncertainties and other factors that could cause actual
results and the timing of certain events to differ materially from future results expressed or implied by such forward-looking statements. The forward-looking statements in this
Quarterly Report on Form 10-Q represent our views as of the date of this Quarterly Report on Form 10-Q. We anticipate that subsequent events and developments will cause
our views to change. However, while we may elect to update these forward-looking statements at some point in the future, we have no current intention of doing so except to the
extent required by applicable law. You should, therefore, not rely on these forward-looking statements as representing our views as of any date subsequent to the date of this
Report on Form 10-Q.
Overview
Boston Therapeutics, headquartered in Lawrence, MA, (OTCQB: BTHE) is a leader in the field of complex carbohydrate chemistry and peptide therapeutic drug discovery and
development. The Company’s initial product pipeline is focused on developing and commercializing therapeutic molecules for sugar control more specifically prediabetics and
diabetes: investigative material BTI-320, a non- systemic, non-toxic, investigative therapeutic compound designed to reduce post-meal glucose elevation. In addition, under
manufacturing control, SUGARDOWN®, a similar base material to BTI-320 has progressed into market testing as a dietary supplement designed to manage post-meal sugar
spikes. The adjunctive therapeutic material called IPOXYN, is an investigative intravenous fluid therapy for the prevention of necrosis and a treatment for ischemia, with an
initial target indication of lower limb ischemic events often associated with diabetes. This covers a wider combined prevention and therapeutic option for the growing
worldwide epidemic related to metabolic diseases with diabetes being the leader.
The Company has incurred recurring operating losses since inception as it has worked to bring its SUGARDOWN® product to market and develop BTI-320 and IPOXYN.
Management expects such operating losses will continue until such time that substantial revenues are received from SUGARDOWN® or the regulatory and clinical
development of BTI-320 or IPOXYN is completed. The Company has approximately $9,000 cash on hand at September 30, 2019. Management is currently seeking additional
capital through private placements and public offerings of its common stock. In addition, the Company may seek to raise additional capital through public or private debt or
equity financings as well as collaboration activities in order to fund our operations. The Company was advanced $50,000 through the issuance of 10% notes payable to a related
party during the first quarter of 2019. The Company was advanced $339,144 during April 2019, from two related parties. The Company was advanced $50,000 from a related
party during May 2019. During July, the Company was advanced $402,027 from two related parties. In addition, in November 2019, the Company was advanced an additional
$349,000 from a related party. Management anticipates that cash resources will be sufficient to fund our planned operations into the first quarter of 2020. The future of the
Company is dependent upon its ability to obtain continued financing and upon future profitable operations from the partnering, development and clarity of its new business
opportunities.
There can be no assurance that we will be successful in accomplishing our objectives. Without such additional capital, we may be required to cease operations. The
accompanying financial statements do not include any adjustments that might result should the Company be unable to continue as a going concern.
These conditions raise substantial doubt about the Company’s ability to continue as a going concern. The financial statements do not include any adjustments relating to the
recoverability and classification of recorded assets, or the amounts of and classification of liabilities that might be necessary in the event the Company cannot continue
operations.
31

Results of Operations
Three Months Ended September 30, 2019 compared to September 30, 2018
Revenue
Revenue for the three months ended September 30, 2019 was $3,658, a decrease of $4,132 as compared to revenue of $7,790 for the three months ended September 30, 2018.
The decrease is attributable to the Company’s lack of financial resources to assist with sales and marketing costs.
Direct Expenses
Direct expenses related to revenue for the three months ended September 30, 2019 totaled $7,588 as compared to $6,291 for the three months ended September 30, 2018. The
increase is due to higher fulfillment costs in 2019.
Research and Development
Research and development expense for the three months ended September 30, 2019 was $386,715, an increase of $347,139 as compared to $39,576 for the three months ended
September 30, 2018. The increase is the result of costs related to the domestic clinical trials being conducted for Sugardown.
Sales and Marketing
Sales and marketing expense for the three months ended September 30, 2019 was $30,357 compared to $32,757 for the three months ended September 30, 2018. The expense is
related to a License Agreement entered into with Level Brands, Inc. There are currently no employees dedicated to sales and marketing.
General and Administrative
General and administrative expense for the three months ended September 30, 2019 was $227,080, a decrease of $56,546 as compared to $283,626 for the three months ended
September 30, 2018. The 2018 numbers include an accrual of $50,000 related to the employment contract for the Company’s new COO who joined us through the CureDM
acquisition. Also, in 2018 the Company recognized increased stock compensation costs of $29,626 related to stock options issued to the new COO. Finally, also in 2018, we
recognized increased professional fees, including audit fees, related to the acquisition of CureDM. The COO resigned from the Company on November 30, 2018. The Company
currently has zero employees as all of the general and administrative tasks are performed by outside consultants.
Other (Expenses) Income
Total other income was $344,645 for the three months ended September 30, 2019 compared to other income of $1,119,074 for the three months ended September 30, 2018.
Interest expense decreased by approximately $80,000 for the three months ended September 30, 2019. This was due to the significant number of debt conversions that took
place during 2018. Amortization of deferred financing costs from our 2016 fund raising also decreased by approximately $15,700 as the costs fully amortized during the third
quarter of 2018. Also, during the second quarter of 2018, the Company recognized gains of $3,469 due to the early extinguishment of its debt due to the conversions. There
were no conversions during the three months ended September 30, 2019. The Company recognized a gain of $421,476 from the change in the valuation of its warrant liability
for the three months ended September 30, 2019 compared to a gain of $1,176,003 for the three months ended September 30, 2018. The Company also recognized a gain of
$5,410 from the change in the valuation of its derivative liability for the three months ended September 30, 2019 compared to a gain of $127,488 for the three months ended
September 30, 2018.
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Nine Months Ended September 30, 2019 compared to September 30, 2018
Revenue
Revenue for the nine months ended September 30, 2019 was $13,114, a decrease of $12,078 as compared to revenue of $25,192 for the nine months ended September 30, 2018.
The decrease is attributable to the Company’s lack of financial resources to assist with sales and marketing costs.
Direct Expenses
Direct expenses related to revenue for the nine months ended September 30, 2019 totaled $20,395 as compared to $61,063 for the nine months ended Septembere 30, 2018.
The 2018 results include a one time charge of $31,752 for the disposal of raw materials that had expired. The 2018 results also include higher fulfillment costs related to Hong
Kong purchases. Costs for fulfillment were lower in 2019 due to the reduced volume of units sold.
Research and Development
Research and development expense for the nine months ended September 30, 2019 was $1,258,259, an increase of $1,116,176 as compared to $142,083 for the nine months
ended September 30, 2018. The increase is the result of costs related to the domestic clinical trials being conducted for Sugardown.
Sales and Marketing
Sales and marketing expense for the nine months ended September 30, 2019 was $92,657, an increase of $46,348 as compared to $46,309 for the nine months ended September
30, 2018. The increase is related to a License Agreement entered into during the second quarter of 2018 with Level Brands, Inc. The Company is currently in arbitration with
Level Brands, Inc. There are currently no employees dedicated to sales and marketing.
General and Administrative
General and administrative expense for the nine months ended September 30, 2019 was $636,888, a decrease of $622,719 as compared to $1,259,617 for the nine months ended
September 30, 2018. The 2018 numbers include a stock award to two consultants totaling $330,000. In addition, the 2018 numbers include an accrual of $150,000 related to the
employment contract for the Company’s new COO who joined us through the CureDM acquisition. Also, in 2018 the Company recognized increased stock compensation costs
of $103,000 related to stock options issued to the new COO during the first quarter of 2018 and also do to a revaluation of options issued to our CEO that were repriced during
the first quarter of 2018. Finally, we recognized increased professional fees, including audit fees, related to the acquisition of CureDM. The COO resigned from the Company on
November 30, 2018. The Company currently has zero employees as all of the general and administrative tasks are performed by outside consultants.
Other (Expenses) Income
Total other income was $458,157 for the nine months ended September 30, 2019 compared to other expense of ($626,329) for the nine months ended September 30, 2018.
Interest expense decreased by approximately $457,000 for the nine months ended September 30, 2019. This was due to the significant number of debt conversions that took
place during 2018. Amortization of deferred financing costs from our 2016 fund raising also decreased by approximately $78,500 as the costs fully amortized during the third
quarter of 2018. Also, during the first nine months of 2018, the Company recognized gains of approximately $2,000 due to the early extinguishment of its debt due to the
conversions. There were no conversions during the nine months ended September 30, 2019. The Company recognized a gain of $658,111 from the change in the valuation of its
warrant liability for the nine months ended September 30, 2019 compared to a gain of $68,377 for the first nine months of 2018. The Company also recognized a gain of
$51,900 from the change in the valuation of its derivative liability for the nine months ended September 30, 2019 compared to a gain of $90,155 for the first nine months of
2018.
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LIQUIDITY AND CAPITAL RESOURCES
As of September 30, 2019, we had cash of $9,361 and accounts payable and accrued expenses totaling $2,285,509. During the nine months ended September 30, 2019, the
Company used $844,277 of cash in operations.
The Company has incurred recurring operating losses since inception as it has worked to bring its SUGARDOWN® product to market and develop BTI-320 and IPOXYN.
Management expects such operating losses will continue until such time that substantial revenues are received from SUGARDOWN® or the regulatory and clinical
development of BTI-320 or IPOXYN is completed. The Company has approximately $9,000 cash on hand at September 30, 2019. Management is currently seeking additional
capital through private placements and public offerings of its common stock. In addition, the Company may seek to raise additional capital through public or private debt or
equity financings as well as collaboration activities in order to fund our operations. The Company was advanced $50,000 through the issuance of 10% notes payable to a related
party during the first quarter of 2019. The Company was advanced $339,144 during April 2019, from two related parties. The Company was advanced $50,000 from a related
party during May 2019. During July, the Company was advanced $402,027 from two related parties. In addition, in November 2019, the Company was advanced an additional
$349,000 from a related party. Management anticipates that cash resources will be sufficient to fund our planned operations into the first quarter of 2020. The future of the
Company is dependent upon its ability to obtain continued financing and upon future profitable operations from the partnering, development and clarity of its new business
opportunities.
The Company may seek to raise additional capital or private debt or public or private equity financings, and partnerships or licensing opportunities in order to fund our
operations. There can be no assurance that the Company will be successful in accomplishing its objectives. Without such additional capital, the Company may be required to
cease operations.
OFF-BALANCE SHEET ARRANGEMENTS
We do not have any off-balance sheet arrangements that have or are reasonably likely to have a current or future effect on our financial condition, changes in financial
condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital resources that are material to our investors.
CRITICAL ACCOUNTING POLICIES
See Note 2 Summary of Significant Accounting Policies, of the Notes to Unaudited Condensed Consolidated Financial Statements in Part I, Item 1 herein for a discussion of
critical accounting policies.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk
As a “smaller reporting company” as defined by Item 10 of Regulation S-K, we are not required to provide the information requested by this item, as provided by Regulation SK Item 305(e).
Item 4. Controls and Procedures
Disclosure Controls and Procedures
Pursuant to Rules 13a-15(b) and 15-d-15(b) under the Securities Exchange Act of 1934, as amended (“Exchange Act”), the Company carried out an evaluation, with the
participation of the Company’s management, including the Company’s Chief Executive Officer and Chief Financial Officer (“CEO/CFO”) of the effectiveness of the
Company’s disclosure controls and procedures as of the end of the period covered by this report. The term “disclosure controls and procedures”, as defined under Rules 13a15(e) and 15d-15(e) under the Exchange Act, means controls and other procedures of a company that are designed to ensure that information required to be disclosed by a
company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules and
forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed by a company in the
reports that it files or submits under the Exchange Act is accumulated and communicated to the company’s management, including its principal executive and principal financial
officer, as appropriate to allow timely decisions regarding required disclosure.
As disclosed in our annual report filing for the year ended December 31, 2018, there was a material weakness in the Company’s internal control over financial reporting due to
the fact that the Company does not have an adequate process established to ensure appropriate levels of review of accounting and financial reporting matters, which resulted in
our closing process not identifying all required adjustments and disclosures in a timely fashion. The Company’s CEO/CFO has identified control deficiencies regarding the lack
of segregation of duties and the need for a stronger internal control environment. The small size of the Company’s accounting staff may prevent adequate controls in the future,
such as segregation of duties, due to the cost/benefit of such remediation. Based upon the evaluation of the disclosure controls and procedures at the end of the period covered
by this report, the Company’s CEO/CFO concluded that the Company’s disclosure controls and procedures were not effective due to a material weakness in the Company’s
internal control over financial reporting.
Through the use of external consultants and the review process, management believes that the unaudited condensed consolidated financial statements and other information
presented herewith are materially correct.
Changes in Internal Control Over Financial Reporting
There were no changes in the Company’s internal control over financial reporting (as defined in Rule 13a-15f of the Exchange Act) that occurred during the most recent fiscal
quarter that has materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.
Limitations on Internal Controls
In designing and evaluating the disclosure controls 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. In addition, the design of disclosure controls and procedures must reflect the fact that there are
resource constraints and that management is required to apply its judgment in evaluating the benefits of possible controls and procedures relative to their costs.
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PART II - OTHER INFORMATION
Item 1. Legal Proceedings
In March 2019, we were served with notification of complaint filed by CureDM Inc. as agent for the members of CureDM Group Holdings, LLC filed with the Supreme Court of
the State of New York County of New York regarding breach of contract and other matters relating to their desire to unwind the acquisition of CureDM Group Holdings LLC
according to the original Contribution Agreement. At the date of these financial statements, we are unable to state with certainty and outcome either positive or negative. We
have been working with the representatives from CureDM Inc. to settle this claim and unwind the Contribution Agreement. As of the date of these financial statements, we were
unable to conclude whether this attempt at settlement will be successful. If our attempts to settle are not successful, we do intend to vigorously defend against the claims.
In addition to the above matter, we are also in arbitration with Level Brands, Inc. regarding a License Agreement dated June 21, 2018 (JAMS Ref. No.: 1220061261). The
Company filed an Answer to Complaint and Counter-complaint on June 25, 2019. Both parties are claiming non-performance under the License Agreement. The matter is
currently in arbitration but is early in the process and we are unable to determine any outcome positive or negative at this time. In October 2019, the arbitration was dismissed
without prejudice.
On October 16, 2019 the Company received a Summons and Complaint filed by Microcap Headlines Inc. against the Company in the Supreme Court of the United States of
New York County of Suffolk claiming damages of $18,000 and the costs and disbursements of the action. The Company filed an Answer on November 15, 2019. The
Company intends to vigorously defend against the claim.
The Company may become involved in certain legal proceedings and claims which arise in the normal course of business. The Company is not aware of any other outstanding
or pending litigation.
Item 1A. Risk Factors
There have not been any material changes in the risk factors from those previously disclosed in our Annual Report on Form 10-K for the year ended December 31, 2018.
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
One January 10, 2019, the Company issued 1,000,000 shares of its common stock in exchange for consulting services amounting to $22,900.
The preceding sales and issuances was made in reliance on the exemption from registration provided by Section 4(2) of the Securities Act for transactions not involving a public
offering.
Item 3. Defaults Upon Senior Securities
None.
Item 4. Mine Safety Disclosures
Not Applicable.
Item 5. Other Information
On September 24, 2019, S. Colin Neill resigned as a Member of the Board of Directors and Audit Committee of the Company.
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Item 6. Exhibits
Exhibit No.

Title of Document

31.1

Certification of Principal Executive and Financial Officer pursuant to Rule 13a-14 and Rule 15d-14(a), promulgated under the Securities and Exchange Act of
1934, as amended*

32.1

Certification pursuant to Section 906 of Sarbanes Oxley Act of 2002 (Chief Executive and Financial Officer)**

101

The following financial statements from the Quarterly Report on Form 10-Q of Boston Therapeutics, Inc. for the quarter ended September 30, 2019 formatted in
XBRL: (i) Condensed Balance Sheets (unaudited), (ii) Condensed Statements of Operations (unaudited), (iii) Condensed Statements of Cash Flows (unaudited), and
(iv) Notes to Condensed Financial Statements (unaudited), tagged as blocks of text.*

*

Filed as an exhibit hereto.

** These certificates are furnished to, but shall not be deemed to be filed with, the Securities and Exchange Commission.
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SIGNATURES
In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf by the undersigned, there unto duly authorized.
BOSTON THERAPEUTICS, INC.
Date: November 19, 2019

By:
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/s/ Carl W. Rausch
Carl W. Rausch
Chief Executive Officer

Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE AND FINANCIAL OFFICER PURSUANT TO RULE 13a-14
I, Carl W. Rausch, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Boston Therapeutics, Inc;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in
light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

a)

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which
this report is being prepared;

b)

designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

c)

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation; and

d)

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over financial reporting; and

5.

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of registrant’s board of directors (or persons performing the equivalent functions):

a)

all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely affect
the registrant’s ability to record, process, summarize and report financial information; and

b)

any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

Dated: November 19, 2019

By:

/s/ Carl W. Rausch
Carl W. Rausch
Chief Executive Officer
(Principal Executive, Financial and Accounting Officer)

Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report on Form 10-Q of Boston Therapeutics, Inc. (the “Company”) for the quarter ending September 30, 2019 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), Carl W. Rausch, Chief Executive and Financial Officer of the Company, hereby certifies, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to his knowledge:
(1) The report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Dated: November 19, 2019

By:

/s/ Carl W. Rausch
Carl W. Rausch
Chief Executive Officer
(Principal Executive, Financial and Accounting Officer)

