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a currently valid OMB number. er convenience and value to our customers. Our continued success depends, to a large
degree, upon the continued popularity of our program versus various other weight loss, weight management and
fitness regimens, such as low carbohydrate diets, appetite suppressants and diets featured in the published media.
Changes in consumer tastes and preferences away from our weight loss oriented meal delivery service and digital
weight-loss programs, and any failure to provide innovative responses to these changes, may have a materially
adverse impact on our business, financial condition, operating results, cash flows and prospects.
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Index to Financial Statements

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES
Our employees operate out of our leased facility of approximately 20,000 square feet in Fort Lauderdale, Florida. Our lease is due to expire in
September 2016. The aggregate current monthly rental, including lessor leasehold improvements repayment obligations and pro-rated share of
common area facilities expenses, is approximately $53,000.

ITEM 3. LEGAL PROCEEDINGS
We are involved in various claims and legal actions arising in the ordinary course of business. In the opinion of management, the ultimate
disposition of these matters will not have a material adverse effect on our consolidated financial position, results of operations, or liquidity.

ITEM 4. RESERVED
PART II

ITEM 5. MARKET FOR REGISTRANT�S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our common stock trades on The Nasdaq Capital Market under the symbol �DIET�. The following table sets forth the high and the low sales
prices for the common stock as quoted on The Nasdaq Capital Market for the periods indicated.

LOW HIGH
YEAR ENDED DECEMBER 31, 2010:
Fourth quarter $ 0.46 $ 0.99
Third quarter $ 0.57 $ 0.92
Second quarter $ 0.68 $ 1.52
First quarter $ 1.11 $ 2.00

YEAR ENDED DECEMBER 31, 2009:
Fourth quarter $ 1.10 $ 1.78
Third quarter $ 0.71 $ 3.06
Second quarter $ 0.85 $ 1.90
First quarter $ 0.98 $ 3.44

As of March 4, 2011, there were approximately 86 holders of record of our common stock. This number does not include the number of persons
whose stock is held in nominee or �street name� accounts through brokers.

We have never declared or paid cash dividends. We currently intend to retain any earnings for use in the business and do not anticipate paying
any cash dividends on our capital stock in the foreseeable future.

ITEM 6. SELECTED FINANCIAL DATA
The following table summarizes certain selected consolidated financial data of the Company as of, and for each of the years in the five-year
period ended December 31, 2010. The selected consolidated financial data has been derived from our audited Consolidated Financial
Statements. The selected consolidated financial data should be read in conjunction with our �Management�s Discussion and Analysis of Financial
Condition and Results of Operations� and our Consolidated Financial Statements and Notes included in this Annual Report.
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YEAR ENDED DECEMBER 31,
2010 2009 2008 2007 2006

(in thousands, except per share data)
Consolidated Statement of Operations Data:
Continuing Operations:
Revenue
Digital plans $ 3,745 $ 4,970 $ 9,345 $ 19,482 $ 38,025
Meal delivery 16,239 7,839 9,405 3,994 3,172
Business-to-business 2,499 4,054 3,646 2,573 1,655
Other 874 1,245 1,539 3,680 5,962
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Index to Financial Statements

YEAR ENDED DECEMBER 31,
2010 2009 2008 2007 2006

(in thousands, except per share data)
Total Revenue $ 23,357 $ 18,108 $ 23,935 $ 29,729 $ 48,814
Costs and Expenses:
Cost of revenue
Digital plans 515 863 2,610 3,112 6,137
Meal delivery 10,599 5,912 9,358 3,665 3,170
Business-to-business 130 198 136 200 96
Other 180 236 321 245 219

Total cost of revenue 11,424 7,209 12,425 7,222 9,622
Technology and development 2,801 3,710 4,297 3,723 3,203
Sales, marketing and support 14,003 8,896 11,664 17,029 30,445
General and administrative 4,595 4,882 6,070 6,984 8,549
Amortization of intangible assets 31 295 882 1,213 760
Impairment of goodwill and intangible assets 6,865 �  5,191 2,296 �  

Total costs and expenses 39,719 24,992 40,529 38,467 52,579

Loss from operations (16,362) (6,884) (16,594) (8,738) (3,765) 
Interest income 3 11 109 282 255
Interest expense (2,741) (5,170) (3,357) (781) (71) 
Interest expense incurred with debt conversion (23,961) 
Loss on extinguishment of related party debt (213) 

Loss before income tax provision (43,274) (12,043) (19,842) (9,237) (3,581) 
Income tax benefit (provision) 1 (18) (6) (171) (66) 

Net loss from continuing operations (43,273) (12,061) (19,848) (9,408) (3,647) 

Discontinued Operations:
Loss from operations, net of tax �  �  �  �  (412) 
Loss on disposal, net of tax �  �  �  �  (41) 

Loss from discontinued operations, net of tax �  �  �  �  (453) 

Net loss $ (43,273) $ (12,061) $ (19,848) $ (9,408) $ (4,100) 

Per Share Data:
Basic and diluted loss per common share:
Loss from continuing operations $ (0.94) $ (0.47) $ (0.79) $ (0.38) $ (0.16) 
Loss from discontinued operations �  �  �  �  (0.02) 

Net loss $ (0.94) $ (0.47) $ (0.79) $ (0.38) $ (0.18) 

Weighted average common and common equivalent shares outstanding:
Basic 46,258 25,721 25,115 24,811 23,421

Diluted 46,258 25,721 25,115 24,811 23,421

YEAR ENDED DECEMBER 31,
2010 2009 2008 2007 2006

(in thousands)
Consolidated Statement of Cash Flows Data:
Net cash provided by (used in):

Edgar Filing: DAVIS JEFFREY S - Form 4

Index to Financial Statements 5



Operating activities $ (6,901) $ (4,590) $ (8,202) $ (4,774) $ (3,110) 
Investing activities (719) (74) (1,148) (4,062) (10,609) 
Financing activities 6,497 3,637 4,652 10,009 11,010
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Index to Financial Statements

DECEMBER 31,
2010 2009 2008 2007 2006

(in thousands)
Consolidated Balance Sheet Data:
Total assets $ 3,596 $ 12,456 $ 15,671 $ 27,691 $ 27,544
Total debt 1,044 16,890 11,958 7,029 355
Debt (excluding capital lease obligations) 1,000 16,824 11,808 6,247 �  
Stockholders� (deficit) equity (1,970) (9,570) (2,781) 12,862 16,196

ITEM 7. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
RESULTS OF OPERATIONS

Going concern and continuing operations

Our consolidated financial statements have been prepared assuming we will continue as a going concern. For the year ended December 31, 2010,
we had a net loss of $43.3 million and used $6.9 million of cash in our operations. As of December 31, 2010, we had an accumulated deficit of
$103.4 million and a total stockholders� deficit of $2.0 million.

In light of our results of operations, we have and intend to continue to evaluate various possibilities, including raising additional capital through
the issuance of common or preferred stock, securities convertible into common stock, or secured or unsecured debt, selling one or more of our
lines of business or all or a portion of our assets, entering into a business combination, reducing or eliminating operations, liquidating assets, or
seeking relief through a filing under the U.S. Bankruptcy Code. These possibilities, to the extent available, may be on terms that result in
significant dilution to our existing stockholders.

Due to uncertainty about our ability to meet our current operating expenses and capital expenditures, in their report on our annual financial
statements for the year ended December 31, 2010, our independent registered public accounting firm included an explanatory paragraph
regarding our ability to continue as a going concern.

Management has plans to seek additional capital through a private placement and public offering of its common stock during 2011. There can be
no assurances that we will be successful in raising additional cash to finance operations. If not, we will be required to reduce operations and/or
liquidate assets and/or seek relief through a filing under the U.S. Bankruptcy Code. The Company�s consolidated financial statements do not
include any adjustments relating to the recoverability of assets and classification of assets and liabilities that might be necessary should we be
unable to continue as a going concern.

The following table sets forth our results of operations expressed as a percentage of total revenue:

YEAR ENDED DECEMBER 31,
2010 2009 2008

Revenue 100% 100% 100% 
Cost of revenue 49 40 52
Technology and development 12 20 18
Sales, marketing and support 60 49 49
General and administrative 20 27 25
Amortization of intangible assets * 2 4
Impairment of goodwill and intangible assets 29 �  22
Other income * * *
Interest expense 12 29 14
Interest expense incurred with debt conversion 103 �  �  
Loss on extinguishment of related party debt * �  �  
Income tax provision * * *
Net loss (185)% (67)% (83)% 
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* Less than 1%
COMPARISON OF THE YEARS ENDED DECEMBER 31, 2010 AND DECEMBER 31, 2009

Revenue: Total revenue for the year ended December 31, 2010 was $23.4 million, an increase of 29% versus the $18.1 million recorded for the
year ended December 31, 2009.
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Revenue by type for the years ended December 31, 2010 and 2009 is as follows (in thousands):

2010 2009
Digital plans $ 3,745 $ 4,970
Meal delivery 16,239 7,839
Business-to-business 2,499 4,054
Advertising 212 702
Ecommerce 37 20
Royalties 625 523

$ 23,357 $ 18,108

Digital plans revenue was $3.7 million and $5.0 million for the years ended December 31, 2010 and 2009, respectively. Digital plans revenue is
driven by the following two factors: the average number of digital plans subscribers and the average weekly fee paid by digital plans subscribers.
For the year ended December 31, 2010, the average number of paying subscribers was approximately 15% lower than the corresponding prior
year period and the average weekly fees were approximately 3% lower than the corresponding prior year period. Fewer digital plans subscribers
were added for the year 2010 compared to 2009. Due to cash constraints and uncertain returns from online advertising, we targeted more of our
advertising investments in general to meal delivery. Increased competition, the growth of similar services that are offered for free, economic
conditions, and our reduction in online advertising expenditures have all contributed to the decline in subscribers during the last several
reporting periods and our current number of subscribers is insufficient to sustain our liquidity. Our advertising is now driving potential
customers to our call center rather than visit our website. As a result of these factors and to prevent further decreases in liquidity, we have
diversified from a subscription-based model to a more integrated business model that includes the sale of food and other weight-loss products to
better capture cross-selling opportunities and leverage our existing customer relationships.

Meal delivery had revenues of $16.2 million and $7.8 million, including shipping revenue, in fiscal years 2010 and 2009, respectively,
representing an increase of 107% for 2010. The increase in meal delivery revenue for the year ended December 31, 2010 as compared to the year
ended December 31, 2009 is directly related to an approximately 115% increase in meals shipped during the twelve months ended December 31,
2010 as compared to the same period of the prior year. We have expanded our meal delivery promotional offerings in order to achieve a higher
volume of shipments which impacted our net revenues for 2010. During the year ended December 31, 2010, we increased our offline advertising
expense by approximately 258% over the year ended December 31, 2009.

Business-to-business revenues, which are primarily license related revenues, were approximately $2.5 million and $4.1 million for the years
ended December 31, 2010 and 2009, respectively. During 2009, an eDiets Corporate Services contract was terminated and resulted in the
acceleration of approximately $0.6 million in previously deferred revenue which was recognized during the first quarter of 2009. Additionally,
other development revenue decreased during the year ended December 31, 2010 as a result of contracts not being renewed upon expiration in
either late 2009 or during 2010. Our current customers are also using less of our consulting and support services compared to 2009, contributing
to the business-to-business revenue decline.

Advertising revenue from our website and our newsletter and Ecommerce revenue was approximately $0.2 million and $0.7 million for the years
ended December 31, 2010 and 2009, respectively. The decrease was due to fewer site visitors who observe third-party banner impressions in
2010 as compared to 2009. The number of visitors to our websites has declined over the last few reporting periods because our advertising is
now driving potential customers to our call center rather than our website. We are also allocating a greater share of the website to advertisements
for our own products rather than advertisements for other companies� products.

Royalty revenues related to our licensing agreement with Tesco were approximately $0.6 million and $0.5 million for the years ended
December 31, 2010 and 2009, respectively.

In the future we expect that revenue streams from meal delivery will continue to be a larger share of total revenue as we diversify from a digital
subscription-based and licensing-based model to a more integrated business model that better captures cross-selling opportunities and leverages
our existing customer relationships.

Cost of Revenue: Total cost of revenue was approximately $11.4 million for the year ended December 31, 2010 as compared to $7.2 million for
the prior year.
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Cost of revenue by type for the years ended December 31, 2010 and 2009 is as follows (in thousands):

2010 2009
Digital plans $ 515 $ 863
Meal delivery 10,599 5,912
Business-to-business 130 198
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Index to Financial Statements

2010 2009
Other 180 236

Total cost of revenue $ 11,424 $ 7,209

Consolidated gross margin decreased to approximately 51% for the year ended December 31, 2010 as compared to approximately 60% for the
corresponding prior year period. The decrease in the consolidated gross margin for the year ended December 31, 2010 as compared to the same
period last year is the result of a shift in revenue mix. The increase in lower-margin meal delivery revenue combined with the decrease in
high-margin digital plans revenue and the decrease in high-margin business-to-business revenue during 2010 as compared to 2009 is the reason
that consolidated gross margin declined. Gross margin for digital plans increased to approximately 86% for the year ended December 31, 2010
as compared to approximately 83% for the corresponding prior year period. This increase is primarily the result of the continued stabilization of
our technology platform, terminating certain revenue share arrangements and a decrease in the amount included within digital plans cost of sales
relating to our call center. Meal delivery gross margin increased to approximately 35% for the year ended December 31, 2010 as compared to
approximately 25% for the corresponding prior year period. This is the result of continued cost reductions from stabilizing our technology
platform, a reduction in product costs and food production efficiencies realized with our primary food vendors, and a reduction in our shipping
costs. We anticipate our total gross margin will improve in the future as our efforts to improve the meal delivery margin through reduced food
costs and increased shipping efficiencies continue to be realized. Business-to-business gross margin remained flat during year ended
December 31, 2010 as compared to the corresponding prior year period.

Cost of digital plans revenue consists primarily of variable costs such as credit card fees and revenue sharing or royalty costs related to the
exclusive license agreements with third party nutrition and fitness companies. Other costs include Internet access fees, compensation for
nutritional and consulting professionals and depreciation. Cost of digital plans revenue decreased to approximately $0.5 million for the year
ended December 31, 2010 as compared to $0.9 million in the corresponding prior year period primarily because variable costs declined in
conjunction with the decline in subscribers mentioned above.

Cost of meal delivery revenue consists primarily of variable costs such as credit card fees, product costs, fulfillment and shipping costs, as well
as costs associated with revenue share arrangements, depreciation and promotional costs. Cost of meal delivery revenue increased to $10.6
million for the year ended December 31, 2010 from $5.9 million for the year ended December 31, 2009. Cost of meal delivery revenue increased
because the variable costs increased as a result of the increased revenue levels mentioned above.

Cost of business-to-business revenue consists primarily of Internet access fees to support the various Corporate Services customers. Cost of
business-to-business revenue was approximately $0.1 million for the year ended December 31, 2010 and $0.2 million for the year ended
December 31, 2009.

Cost of other revenue consists primarily of Internet serving fees, product and fulfillment costs for ecommerce sales and credit card fees. Cost of
other revenue was approximately $0.2 million and $0.2 million for the years ended December 31, 2010 and 2009.

Technology and Development: Technology and development expenses consist of payroll and related expenses we incur related to testing,
maintaining and modifying our Websites, telecommunication systems and infrastructure and other internal-use software systems. Technology
and development expenses also include depreciation of the computer hardware and capitalized software we use to run our Website and store our
data. These expenses were approximately $2.8 million for 2010 as compared to $3.7 million in 2009. Technology and development
compensation expenses were lower during 2010, primarily due to a reduction in headcount.

Sales, Marketing and Support Expense: Sales, marketing and support expenses consist primarily of Internet advertising expenses and
compensation for employees in those departments related to promoting our digital and meal delivery subscription plans. These expenses
increased to approximately $14.0 million in 2010 from $8.9 million in 2009 and represent mainly advertising media expense and compensation
expense. The increase is primarily the result of an increase in offline advertising expense. In total, advertising media expense was approximately
$9.0 million in 2010 versus $3.7 million in 2009. During the first quarter of 2010, we implemented a new offline advertising campaign and we
also launched and expensed two new commercials during 2010. The expenses associated with another component of our sales process, our call
center, increased as we added staff and incentives to drive higher sales.

General and Administrative Expenses: General and administrative expenses consist primarily of salaries, overhead and related costs for general
corporate functions, including professional fees. General and administrative expenses were approximately $4.6 million for the year ended
December 31, 2010 as compared to $4.9 million in the corresponding prior year period. Overall, in an effort to reduce costs, the Company
reduced overall general and administrative compensation expense during 2010. In addition, the current year decrease is also the result of lower
professional fees and a reduction in insurance premiums during 2010.
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Amortization of Intangible Assets: Amortization expense relates primarily to the intangible assets acquired in the 2006 Nutrio acquisition.
Amortization expense was approximately $31,000 and $0.3 million for the years ended December 31, 2010 and 2009, respectively. The
reduction in amortization expense during 2010 is the result of certain Nutrio intangibles being completely amortized.
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Impairment of Goodwill and Intangible Assets: During the second quarter of 2010, we performed additional impairment assessments of the U.S.
business-to-business reporting unit due to anticipating certain customer contracts that will not be renewed as well as certain new contract
opportunities that have been delayed or cancelled due to customer concerns regarding economic uncertainty. As a result, we determined that
goodwill and intangible assets, specifically the Nutrio tradename, were fully impaired. This resulted in a non-cash impairment of goodwill and
intangible assets of approximately $6.9 million, which is included in the Consolidated Statement of Operations under �Impairment of goodwill
and intangible assets� during 2010.

Interest Income: Interest income was less than $0.1 million for the years ended December 31, 2010 and 2009.

Interest Expense: Interest expense decreased to $2.7 million for the year ended December 31, 2010 as compared to $5.2 million for the
corresponding period of the prior year. Interest expense relates primarily to interest costs and the amortization of discounts and issuance costs
recorded in connection with the senior secured notes issued in August 2007, May 2008 and November 2008, which were converted into
22,088,981 shares of our common stock on June 4, 2010.

Interest Expense Incurred With Debt Conversion: In connection with converting our senior secured notes into 22,088,981 shares of our common
stock on June 4, 2010, we also adjusted for the remaining balance of the beneficial conversion feature discounts, warrant discounts, and issuance
cost discounts which totaled approximately $1.9 million and additional interest expense incurred relating to the reduction in the original
conversion prices totaled approximately $22.1 million.

Loss on Extinguishment of Related Party Debt: In connection with converting our senior secured notes into 22,088,981 shares of our common
stock on June 4, 2010, we also converted a related party note into 506,027 shares of our common stock. We incurred a loss on the
extinguishment of this related party note of approximately $0.2 million during the year ended December 31, 2010.

Income Tax Benefit (Provision): Income tax benefit (provision) of less than $0.1 million for the years ended December 31, 2010 and 2009 relates
to eDiets Europe.

Net Loss: As a result of the factors discussed above, we recorded a net loss of $43.3 million in 2010 compared to net loss of $12.1 million for
2009.

COMPARISON OF THE YEARS ENDED DECEMBER 31, 2009 AND DECEMBER 31, 2008

Revenue: Total revenue for the year ended December 31, 2009 was $18.1 million, a decrease of 24% versus the $23.9 million recorded for the
year ended December 31, 2008.

Revenue by type for the years ended December 31, 2009 and 2008 is as follows (in thousands):

2009 2008
Digital plans $ 4,970 $ 9,345
Meal delivery 7,839 9,405
Business-to-business 4,054 3,646
Advertising 702 967
Ecommerce 20 40
Royalties 523 532

$ 18,108 $ 23,935

Digital plans revenue was $5.0 million and $9.3 million for the years ended December 31, 2009 and 2008, respectively. Digital plans revenue is
driven by the following two factors: the average number of digital plans subscribers and the average weekly fee paid by digital plans subscribers.
For the year ended December 31, 2009, the average digital plans subscriber base was approximately 29% lower than the corresponding prior
year period and the average weekly fees were approximately 3% lower than the corresponding prior year period. Fewer digital plans subscribers
were added for the year 2009 compared to 2008. Due to cash constraints and uncertain returns from advertising, we had significantly reduced
our spending in both offline campaigns and online advertising, as well as our targeting more of our advertising investments to meal delivery.
Increased competition, the growth of similar services that are offered for free, economic conditions, and our reduction in advertising
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expenditures all contributed to the decline in subscribers during the year ended December 31, 2009.

Meal delivery had revenues of $7.8 million and $9.4 million, including shipping revenue, in fiscal years 2009 and 2008, respectively,
representing a decrease of 17% for 2009. The decrease in meal delivery revenue was related to lower advertising spend during 2009 due to cash
constraints.
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Business-to-business revenues, which are primarily license related revenues, were approximately $4.1 million and $3.6 million for the years
ended December 31, 2009 and 2008, respectively. The increase in revenue was related to consulting and customer service revenues generated
from existing customers that eDiets Corporate Services manages.

Advertising revenue from our website and our newsletter was approximately $0.7 million and $1.0 million for the years ended December 31,
2009 and 2008, respectively. The decrease was due to fewer site visitors who observe third-party banner impressions in 2009 as compared to
2008. The number of visitors to our websites has declined in 2009. Due to rising online advertising rates, cash constraints and uncertain returns
from advertising, we had significantly reduced our spending in both offline campaigns and online advertising, resulting in fewer visitors to our
websites.

Royalty revenues related to our licensing agreement with Tesco were approximately $0.5 million and $0.5 million for the years ended
December 31, 2009 and 2008, respectively.

In the future we expect that revenue streams from revenue sources other than digital plan subscriptions will continue to become a larger share of
total revenue as we diversify from a subscription-based model to a more integrated business model that better captures cross-selling
opportunities and leverages our existing customer relationships.

Cost of Revenue: Total cost of revenue was approximately $7.2 million for the year ended December 31, 2009 as compared to $12.4 million for
the prior year.

Cost of revenue by type for the years ended December 31, 2009 and 2008 is as follows (in thousands):

2009 2008
Digital plans $ 863 $ 2,610
Meal delivery 5,912 9,358
Business-to-business 198 136
Other 236 321

Total cost of revenue $ 7,209 $ 12,425

Gross margin as a percent of revenue increased to 60% for the year ended December 31, 2009 from 48% in the prior year. Gross margin for
digital plans increased to 83% from 72% as a result of stabilizing our technology platform and terminating certain revenue share arrangements.
Meal delivery gross margin increased to 25% in 2009 as compared to less than 1% for 2008. This was the result of raising the price of our meal
delivery service, cost reductions from stabilizing our technology platform, a reduction in food product waste, a reduction in product costs and
food production efficiencies realized with one of our primary vendors. In an effort to reduce costs, the Company reduced all salaries during
2009. Cost of digital plans revenue consists primarily of variable costs such as credit card fees and revenue sharing or royalty costs related to the
exclusive license agreements with third party nutritional and fitness companies. Other costs include Internet access fees, compensation for
nutritional and consulting professionals and depreciation. Cost of digital plans revenue decreased to approximately $0.9 million for the year
ended December 31, 2009 as compared to $2.6 million in the corresponding prior year period primarily because variable costs declined in
conjunction with the decline in subscribers mentioned above.

Cost of meal delivery revenue consists primarily of credit card fees, product, fulfillment and shipping costs. Cost of meal delivery revenue
decreased to $5.9 million for the year ended December 31, 2009 from $9.4 million for the year ended December 31, 2008 as a result of the lower
revenue levels, as well as a result of the gross margin improvements mentioned above.

Cost of business-to-business revenue consists primarily of Internet access fees to support the various Corporate Services customers. Cost of
business-to-business revenue was approximately $0.2 million for the year ended December 31, 2009 and $0.1 million for the year ended
December 31, 2008.

Cost of other revenue consists primarily of Internet serving fees, product and fulfillment costs for ecommerce sales and credit card fees. Cost of
other revenue was approximately $0.2 million and $0.3 million for the years ended December 31, 2009 and 2008.
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Technology and Development: Technology and development expenses consist of payroll and related expenses we incur related to testing,
maintaining and modifying our Websites, telecommunication systems and infrastructure and other internal-use software systems. Technology
and development expenses also include depreciation of the computer hardware and capitalized software we use to run our Website and store our
data. These expenses were approximately $3.7 million for 2009 as compared to $4.3 million in 2008. The decrease in technology and
development expenses was primarily related to the overall reduction in salaries during 2009, as well as a reduction in technology consulting
expenses during 2009.

Sales, Marketing and Support Expense: Sales, marketing and support expenses consist primarily of Internet advertising expenses and
compensation for employees in those departments related to promoting two of our product line segments: digital plans and meal
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delivery. These expenses decreased to $8.9 million in 2009 from $11.7 million in 2008 which is mainly the result of a decrease in advertising
media expense and compensation expense. In total, advertising media expense was $3.7 million in 2009 versus $5.5 million in 2008. Due to cash
constraints and uncertain returns from advertising, we reduced our spending in both offline campaigns and online advertising during the first,
second and third quarters. However, at the end of the third quarter of 2009, we implemented a new offline campaign which continued through
December 31, 2009.

General and Administrative Expenses: General and administrative expenses consist primarily of salaries, overhead and related costs for general
corporate functions, including professional fees. General and administrative expenses were $4.9 million for the year ended December 31, 2009
as compared to $6.1 million in the corresponding prior year period. In an effort to reduce costs, the Company reduced all salaries during 2009. In
addition, the decrease in 2009 was also the result of lower recruiting expenses, lower legal fees and lower depreciation expense.

Amortization of Intangible Assets: Amortization expense was $0.3 million and $0.9 million for the years ended December 31, 2009 and 2008,
respectively. The reduction in amortization expense for 2009 was the result of certain Nutrio intangibles being completely amortized as of
December 31, 2008.

Impairment of Goodwill and Intangible Assets: During 2008, we performed impairment testing for our business-to-consumer segment. As a
result of our testing, we determined that the business-to-consumer segment�s goodwill was impaired. As a result, in the year ended December 31,
2008, we recorded impairment charges of approximately $5.2 million to reduce the segment�s goodwill to zero.

Interest Income: Interest income was less than $0.1 million for the year ended December 31, 2009 as compared to $0.1 million for the year
ended December 31, 2008.

Interest Expense: Interest expense increased to $5.2 million for the year ended December 31, 2009 as compared to $3.4 million for the
corresponding period of the prior year. The increase in interest expense related to interest costs and the amortization of discounts and issuance
costs recorded in connection with the senior secured notes issued in August 2007, May 2008 and November 2008.

Income Tax Benefit (Provision): Income tax benefit (provision) of less than $0.1 million for the years ended December 31, 2009 and 2008 relates
to eDiets Europe.

Net Loss: As a result of the factors discussed above, we recorded a net loss of $12.1 million in 2009 compared to net loss of $19.8 million for
2008.

LIQUIDITY AND CAPITAL RESOURCES

The Company�s principal use of cash in its operating activities for the year ended December 31, 2010 was for online and offline advertising
promoting meal delivery and digital diet programs to potential subscribers and to support our business infrastructure as we diversify from
subscription-based to a more integrated model that better captures cross-selling opportunities and leverages our existing customer
relationships. Advertising expense in the first half of the year usually exceeds advertising in the second half of the year due to seasonality in the
weight loss business. As a result, we have historically experienced proportionally lower or negative cash flows from operating activities in the
first six months of each year. The amount of advertising and its effectiveness is a significant driver of our operations. Our advertising
commitments are typically short term in nature with most of it purchased on the spot market. Generally, this trend is expected to continue going
forward, but 2010 may be considered an exception because we elected to continue to aggressively pursue customer acquisition in the second half
of the year through increased advertising.

On April 5, 2010, we entered into subscription agreements with investors relating to the issuance and sale (the �Registered Offering�) of 5,275,000
shares of our common stock, par value $0.001 per share at a price of $1.00 per share. The net proceeds from the Registered Offering, after
deducting the placement agent�s fees, were approximately $4.9 million. The Registered Offering closed on April 9, 2010. We made the
Registered Offering pursuant to a shelf registration statement on Form S-3 (Registration No. 333-165445) declared effective by the Securities
and Exchange Commission on March 25, 2010.

On April 5, 2010, we entered into a Debt Conversion Agreement (the �Prides Debt Conversion Agreement�) with Prides Capital Partners, LLC
(�Prides�) to convert the aggregate principal amount of the three outstanding notes issued in favor of Prides on August 31, 2007, May 30, 2008 and
November 13, 2008 (the �Prides Notes�) plus all accrued and unpaid interest through the date of conversion, into shares of common stock at a per
share price equal to the price at which the Shares were sold in the Registered Offering (the �Prides Debt Conversion�). Pursuant to the Prides Debt
Conversion Agreement, Prides has agreed to release all security interests, liens and other encumbrances on the assets of the Company held by
Prides pursuant to its existing Security Agreements. Further, pursuant to the Prides Debt Conversion Agreement, Prides has agreed to release the
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guarantors under any and all obligations arising under or in connection with the Subsidiary Guaranty Agreements in favor of Prides dated
August 31, 2007 and May 30, 2008. The Prides Debt Conversion closed on June 4, 2010, when we issued to Prides 22,088,981 shares of
common stock in full satisfaction of the aggregate principal amount of the Prides Notes, plus all accrued and unpaid interest.
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Also on April 5, 2010, we entered into a Debt Conversion Agreement (the �Richardson Debt Conversion Agreement�) with Kevin A. Richardson,
II, one of the Company�s directors and an officer of Prides, to convert the principal amount of an outstanding note issued in favor of
Mr. Richardson (the �Richardson Note�), plus all accrued and unpaid interest through the date of conversion, into Common Stock at a price equal
to the price at which the Shares were sold in the Registered Offering (the �Richardson Debt Conversion�). In addition, on April 5, 2010, we
entered into Securities Subscription and Purchase Agreements with Mr. Richardson, Kevin N. McGrath, one of the Company�s directors and its
President and Chief Executive Officer, and Lee S. Isgur, one of the Company�s directors, pursuant to which they agreed to purchase $500,000 of
common stock at a price equal to the price at which the Shares were sold in the Registered Offering (the �Private Placement�). The Richardson
Debt Conversion and the Private Placement both closed on June 4, 2010. We issued 506,027 shares of common stock in full satisfaction of the
aggregate principal amount of the Richardson Note, plus all accrued and unpaid interest, and we received $500,000 and issued 500,000 shares of
common stock in the Private Placement.

Pursuant to the Prides Debt Conversion Agreement, Prides waived (i) the prohibition on related party transactions outside the ordinary course of
business under its August 2007 Note and Warrant Purchase Agreement and the May 2008 Note and Purchase Warrant with the Company as to
the Registered Offering, the Private Placement and the Richardson Debt Conversion, (ii) the prepayment premium pursuant to certain of the
Prides Notes in respect of the Prides Debt Conversion, and (iii) the mandatory prepayment provisions pursuant to certain of the Prides Notes in
respect of the Registered Offering, the Private Placement, and the Richardson Debt Conversion.

On November 12, 2010, we issued the Director Notes, consisting of (i) a promissory note to Kevin A. Richardson II pursuant to which we
borrowed $600,000, (ii) a promissory note to Lee S. Isgur pursuant to which we borrowed $200,000 and (iii) a promissory note to Kevin N.
McGrath pursuant to which we borrowed $200,000. The entire outstanding principal balance of the Director Notes, together with all accrued and
unpaid interest, is due and payable on December 31, 2011. Interest accrues on the Director Notes at a rate of five percent (5%) per annum. In the
event the principal is not paid in full within three business days of the due date, or any other default occurs thereunder, then interest shall accrue
on the outstanding principal balance of the Director Notes at a rate of ten percent (10%) per annum.

At December 31, 2010, we had a net working capital deficit of approximately $3.7 million, compared to a net working capital deficit of
approximately $13.6 million at December 31, 2009. Cash and cash equivalents at December 31, 2010 were approximately $0.5 million, a
decrease of approximately $1.0 million from the balance of $1.5 million at December 31, 2009.

In light of our results of operations, we have and intend to continue to evaluate various possibilities, including raising additional capital through
the issuance of common or preferred stock, securities convertible into common stock, or secured or unsecured debt, selling one or more of our
lines of business or all or a portion of our assets, entering into a business combination, reducing or eliminating operations, liquidating assets, or
seeking relief through a filing under the U.S. Bankruptcy Code. These possibilities, to the extent available, may be on terms that result in
significant dilution to our existing stockholders.

Our condensed consolidated financial statements do not include any adjustments relating to the recoverability of assets and classification of
assets and liabilities that might be necessary should we be unable to continue as a going concern.

Our condensed consolidated financial statements have been prepared assuming we will continue as a going concern. Our accumulated deficit
amounts to approximately $103.4 million as of December 31, 2010.

We have never declared a dividend or paid a cash dividend. We currently intend to retain any earnings for use in the business and do not
anticipate paying any cash dividends on our common stock in the foreseeable future.

In order to maintain listing on The Nasdaq Capital Market, the closing bid price of our listed common stock must be at least $1.00 per share. On
June 28, 2010, we received a notice of non-compliance with Nasdaq�s continued listing standard relating to the $1.00 minimum closing bid price
requirement. When we were unable to regain compliance during an initial period of 180 calendar days, a Nasdaq hearing panel provided us with
an additional period of time, until June 28, 2011, to regain compliance. If the bid price of our common stock does not close at $1.00 per share for
at least ten consecutive days prior to June 28, 2011, our common stock will be subject to immediate de-listing form The Nasdaq Capital Market.
In addition, we received a second notice of non-compliance with Nasdaq�s continued listing standard relating to the requirement that we maintain
a market capitalization of at least $35.0 million. We have a period of 180 calendar days, until August 1, 2011, to regain compliance with the
Nasdaq market capitalization rule. If our common stock is delisted, we cannot provide any assurance that our securities will be quoted on any
other quotation service, such as the over the counter bulletin board or the pink sheets quotation services. The delisting of our securities may
adversely affect the liquidity and market price of our common stock and adversely impact our future access to the capital markets.

Cash Flows from Operating Activities: For the year ended December 31, 2010, we used approximately $6.9 million of cash in operating
activities. The negative cash flow related to our net loss of approximately $43.3 million, adjusted for, among other things, certain non-cash items
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including approximately $1.5 million of depreciation, $1.3 million of amortization of the senior secured notes � related party discount and
expenses, $2.1 million of accrued and paid-in-kind interest of the senior secured notes � related party, $24.0
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million of interest expenses incurred with the debt conversion of the senior secured notes � related party, $6.9 million of impairment of goodwill
and intangible assets, $0.2 million in loss on extinguishment of debt � related party, and $0.9 million of stock-based compensation, as well as an
aggregate decrease in cash flows from our operating assets and liabilities of approximately $0.4 million.

For the year ended December 31, 2009, we used $4.6 million of cash in operating activities. The negative cash flow related to our net loss of
$12.1 million, adjusted for, among other things, certain non-cash items including $1.6 million of depreciation, $0.3 million of amortization of
intangibles, $2.2 million of amortization of the senior secured notes � related party discount and expenses, $2.9 million of paid-in-kind interest of
the senior secured notes � related party, less than $0.1 million of provision for bad debt, less than $0.1 million for an inventory write-down and
$1.6 million of stock-based compensation, and an aggregate decrease in cash flows from our operating assets and liabilities of approximately
$1.0 million.

Cash Flows from Investing Activities: For year ended December 31, 2010, we used approximately $0.7 million of cash in investing activities.
The cash usage was due to capital expenditures, primarily purchased software, software development and computer equipment.

For the year ended December 31, 2009, we used less than $0.1 million of cash in investing activities. The cash usage was due to capital
expenditures, primarily computer equipment.

Cash Flows from Financing Activities: For the year ended December 31, 2010 our financing activities provided for approximately $6.5 million
of cash. We received approximately $4.5 million in total net proceeds from issuance of common stock under a registered direct offering. We also
received $500,000 from the issuance of common stock in connection with a private placement transaction whereby three of our directors
purchased 500,000 shares of our common stock. We also received $500,000 from the issuance of common stock in connection with the
Richardson Note. The Richardson Note was converted into 506,027 shares of our common stock on June 4, 2010. We issued the Director Notes,
consisting of promissory notes to three of our directors pursuant to which we borrowed a total of $1.0 million.

For the year ended December 31, 2009 our financing activities provided for $3.6 million of cash. This was primarily attributable to
approximately $1.0 million in net proceeds from issuance of common stock in connection with the private investment transactions in July and
September 2009, $2.7 million in proceeds from the exercise of warrants, offset by $0.1 million of repayment of capital lease obligations.

Inflation

The impact of inflation on our operations has not been significant to date.

Off-Balance Sheet Arrangements

We are not involved in any off-balance sheet arrangements.

Revenue and Related Expense Recognition

Subscription fees are billed in advance and in almost all cases are charged to the subscriber�s credit card, resulting in immediate subscription cash
flow to the Company. However, various portions of these fees are recognized ratably over the period services are being provided. The difference
between cash fees received and the portion previously recognized is reflected in �deferred revenues� in our balance sheet; the majority of these
revenues relating to our digital plans are expected to be recognized over the next fiscal quarter or within the next year. Subscriptions to our
digital plans are recognized as revenue on a straight-line basis over the period of the digital plan subscription. Meal delivery revenue is
recognized when our product is shipped from a fulfillment center to the end-customer.

Recent Developments

During February 2011, we executed Subscription Agreements with investors pursuant to which 3,811,818 shares of our common stock were
issued under a private placement at a price of $0.4125 per share, which provided approximately $1.6 million of capital. Kevin A. Richardson, II
and Lee S. Isgur, two of the Company�s directors, entered into Subscription Agreements for approximately $0.8 million and $0.1 million,
respectively, of the total $1.6 million of proceeds received. In addition, we also issued warrants entitling the purchasers to acquire a total of
1,905,909 shares of common stock at an exercise price of $0.3535 per share.

The shares of common stock sold in the private placement have not been registered under the Securities Act of 1933, as amended, or any state
securities laws and may not be offered or sold in the United States absent registration or applicable exemption from the
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registration requirements of such Act and applicable state securities laws. However, eDiets has agreed to register for resale the shares of
common stock issued in the private placement pursuant to a registration rights agreement with the purchasers of the shares.

Contractual Obligations: The following summarizes future cash outflow related to our non-cancelable contractual obligations at December 31,
2010 (in thousands):

Total
Less than 1

year 1-3 years After 3 years
Contractual obligations:
Capital lease obligations $ 48 $ 24 $ 24 $ �  
Operating leases 4,464 664 1,407 2,393
Related party notes 1,057 1,057 �  �  

Total contractual cash obligations $ 5,569 $ 1,745 $ 1,431 $ 2,393

CRITICAL ACCOUNTING POLICIES

We have identified the policies outlined below as critical to our business operations and an understanding of our results of operations. Critical
accounting policies and estimates are defined as those that are reflective of significant judgments and uncertainties, are the most pervasive and
important to the presentation of our financial condition and results of operations and could potentially result in materially different results under
different assumptions, judgments or conditions. Management has reviewed these critical accounting policies and estimates with the Audit
Committee of our Board.

The listing is not intended to be a comprehensive list of all of our accounting policies. For a detailed discussion on the application of these and
other accounting policies, see Note 2, Summary of Significant Accounting Policies, of the Notes to Consolidated Financial Statements, of this
Annual Report on Form 10-K. In many cases, the accounting treatment of a particular transaction is specifically dictated by accounting
principles generally accepted in the United States, with no need for management�s judgment in their application. The impact and any associated
risks related to these policies on our business operations is discussed throughout Management�s Discussion and Analysis of Financial Condition
and Results of Operations where such policies affect our reported and expected financial results. Note that our preparation of the financial
statements requires us to make estimates and assumptions that affect the reported amount of assets and liabilities, disclosure of contingent assets
and liabilities at the date of our financial statements, and the reported amounts of revenue and expenses during the reporting period.
Management bases these significant judgments and estimates on historical experience and other assumptions it believes to be reasonable based
upon information presently available. There can be no assurance that actual results will not differ from those estimates.

REVENUE RECOGNITION:

Digital plan revenue is generated by our membership subscriptions to the proprietary content contained in our Websites. Subscriptions to our
digital plans are paid in advance, mainly via credit/debit cards, and cash receipts are deferred and recognized as revenue on a straight-line basis
over the period of the digital plan subscription. Beginning in January 2008, we began to offer a guarantee to all customers, under which if a
customer did not meet their weight loss goal upon completion of consecutive six months of digital subscription and met the guarantee
requirements they would receive the next six months of digital subscription for free. We therefore recognize digital subscription revenue over
the potential term of twelve months of digital subscription or until the subscriber no longer meets the guarantee requirements, whichever comes
first.

In accordance with Accounting Standards Codification (ASC) 605-45 (formerly Emerging Issues Task Force (EITF) 99-19), Revenue
Recognition � Principal Agent Considerations, we recognize gross digital subscription revenues associated with licensed diet and fitness plans
based on the relevant facts of the related license agreements, while the license fee incurred to the licensor is included in cost of revenues.

Meal delivery revenue is recognized when the earnings process is complete, which is upon transfer of title of the product. This transfer occurs
upon shipment from our fulfillment center to the end-customer. Meal delivery revenue includes amounts billed for shipping. In accordance with
ASC 605-45, we recognize gross meal delivery revenues based on the relevant fact that we are the primary obligor and have assumed asset risk
when the customers place orders. Beginning in January 2008, we began offering two promotions: a) buy seven weeks of meal delivery and get
the 8th week for free and b) buy a meal delivery program and get a free non-cash gift. For the first promotion and in accordance ASC 605-50
(formerly EITF 01-09), Revenue Recognition � Customer Payments and Incentives , we recognize the cost of the free offer as cost of revenue
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proportionally over the term of the meal delivery subscription or until the customer cancels and no longer is entitled to the free offer. For the
second promotion and in accordance with ASC 605-45, we recognize meal delivery revenue when the meals are shipped and the cost of the free
non-cash gift as cost of sales when the non-cash gift is shipped
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Business-to-business revenue relates to our Nutrio subsidiary, also known as eDiets Corporate Services. eDiets Corporate Services generates
three types of business-to-business revenue. Licensing and development revenues are accounted for in accordance 605-25 (formerly EITF
00-21), Revenue Recognition � Multiple Deliverables. Development revenue relates to the planning, design and development of websites for
customers. Both licensing and development revenues are recognized on a straight-line basis over the license period once the website is launched.
Consulting revenue relates to consulting services provided to customers and revenue is recognized when services and/or deliverables are
completed and collection is probable.

Advertising revenue is recognized in the period the advertisement is displayed, provided that no significant Company obligation remains and
collection is probable. Our obligations typically include guarantees of a minimum number of �impressions� or times that visitors to our Website
view an advertisement. Amounts received or billed for which impressions have not yet been delivered are reflected as deferred revenue. Opt-in
email revenue is derived from the sale of email addresses of visitors to our Websites who have authorized us to allow third party solicitations.
Revenues from the sale of email addresses are recognized when no significant Company obligation remains and collection is probable.

Ecommerce revenue is currently derived from the sale of our various health and fitness store products, including vitamin supplements, to
consumers. We offer an unconditional 30-day guarantee on all of our products. In accordance with ASC 605-15-25-1 (formerly Statement of
Financial Accounting Standards (SFAS) 48), Revenue Recognition � Products, we recognize revenue on those products only when the guarantee
period lapses.

Royalty revenue is derived from the exclusive technology licensing agreement related to our previous operations in the United Kingdom and
Ireland and is being recognized on a straight-line basis. On July 31, 2009 the Company terminated the 15-year exclusive licensing agreement
with Tesco Ireland Limited (�Tesco�) which provided Tesco with exclusive rights to use the Company�s personalized diet technology in the United
Kingdom and Ireland, with an effective date of July 1, 2009. The termination agreement provides Tesco with certain continuing rights in the
Company technology used by or incorporated into Tesco�s diet website prior to termination, including a three-year non-exclusive right to use
such technology and, thereafter, an assignment of certain intellectual property rights relating to such technology.

Our most significant accounting estimate is our reserve for refunds for digital plans and meal delivery. Since digital plan subscriber payments
are deferred upon receipt, at the end of each month we reclassify a portion of our deferred revenue to reserve for refunds. Based on historical
experience, a range of between approximately 1%-3% of digital plan subscriber sales will result in a refund issued in the subsequent month after
sale. All other refunds issued relate to current month digital plan subscriber sales. Because the revenue has not been recognized, refunds do not
result in a reversal of digital plan subscription revenue. Instead, refunds result in a decrease to the amounts maintained in deferred revenue. Meal
delivery refunds mainly result from late shipments or packaging issues. Based on historical experience, a range of between approximately
1%-3% of prior month�s meal delivery sales will result in a refund, accordingly we estimate a reserve based on that assumption for future
refunds. We do not believe there is a reasonable likelihood that there will be a material change in the future estimates or assumptions we use to
calculate the reserve for refunds. However, if actual results are not consistent with our estimates or assumptions stated above, we may be
exposed to income or losses that could be material to our consolidated financial statements.

GOODWILL AND INTANGIBLE ASSETS:

We regularly review identified intangible assets to determine if facts and circumstances indicate that the useful life is shorter than we originally
estimated or that the carrying amount of the assets may not be recoverable. If such facts and circumstances exist, we assess the recoverability of
the finite-lived intangible assets by comparing the projected undiscounted net cash flows associated with the related asset or group of assets over
their remaining lives against their respective carrying amounts.

As a result of customer contracts that will not be renewed, as well as certain new contract opportunities that have been delayed or cancelled due
to customer concerns regarding economic uncertainty, we performed an impairment assessment of Nutrio�s finite-lived intangible assets during
2010. We determined there were no future cash flows attributed to the tradename intangible asset. Since the undiscounted cash flows were zero,
compared to the carrying value of approximately $30,000, we deemed that the tradename was fully impaired. The non-cash impairment charge
of approximately $30,000 relating to the tradename was recorded under �Impairment of goodwill and intangible assets� in our Consolidated
Statement of Operations during 2010.

ASC 350 describes the reporting unit as an �operating segment� as that term is used in ASC 280, Segment Reporting (formerly SFAS 131). We
operate in a single market consisting of the sale of services, information and products related to nutrition, fitness and motivation. We have three
reportable segments: the U.S. business-to-consumer segment (which includes meal delivery), the U.S. business-to-business segment (which
includes eDiets Corporate Services) and the European business segment. We evaluate goodwill along these segment lines, which represent our
reporting units.
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We use judgment in assessing goodwill for impairment. Goodwill is reviewed annually for impairment, or sooner if events or changes in
circumstances indicate that the carrying amount could exceed fair value. Fair value of the Company�s reporting units is based on discounted cash
flows using a discount rate determined by our management to be consistent with industry discount rates and the risks
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inherent in our current business model. Assumptions used in our impairment testing, such as forecasted growth rates and cost of capital, are
consistent with internal projections and operating plans. Due to uncertain market conditions and potential changes in our strategy and product
portfolio, it is possible that the forecasts we use to support our goodwill result in non-cash charges that adversely affect our results of operations
and financial condition. Our impairment testing may be impacted by, among other things, our expected operating performance, ability to retain
key personnel, changes in operating segments and competitive environment.

During 2010, indicators of potential impairment of the U.S. business-to-business reporting unit caused us to conduct an interim impairment test.
Those indicators included customer contracts that will not be renewed, as well as certain new contract opportunities that have been delayed or
cancelled due to customer concerns regarding economic uncertainty. We completed step one of the impairment analysis and estimated the fair
value of the U.S. business-to-business reporting unit using a discounted cash flows method. The discount rate used was the Company�s weighted
average cost of capital (�WACC�) discount rate. The WACC includes the cost of debt and the cost of equity and was derived using the Capital
Asset Pricing Model, whereby market participants were identified and used in our calculation of the WACC. Upon performing the first step of
the goodwill impairment test, we determined that the carrying amount of this reporting unit exceeded its fair value, based on a discounted cash
flows method. Therefore, the second step of the goodwill impairment test was performed to allocate the fair value of the reporting unit to the fair
value of all tangible and identifiable intangible assets and determine the implied value of goodwill. Determining the implied value of goodwill
requires the valuation of the reporting unit�s tangible and intangible assets and liabilities in a manner similar to the allocation of purchase price in
a business combination. This analysis indicated a remaining implied value of goodwill of zero which we compared to the carrying amount of the
goodwill.

As a result of the assessments performed, we determined that goodwill and intangible assets, specifically the tradename, were fully
impaired. This resulted in a non-cash impairment of goodwill and intangible assets of approximately $6.9 million, which is included in our
Consolidated Statement of Operations under �Impairment of goodwill and intangible assets� during the year ended December 31, 2010.

ACCOUNTING FOR EMPLOYEE STOCK-BASED COMPENSATION:

We account for stock-based compensation plans in accordance with ASC 718-10 (formerly SFAS 123R), Compensation � Stock Compensation
.. Under the provisions of ASC 718-10, the Company estimates the fair value of each stock option on the date of grant using a
Black-Scholes-Merton (BSM) option-pricing formula and amortizes that value to expense over the option�s vesting period using the straight-line
attribution method.

We also account for certain options and restricted share awards using variable accounting under ASC 718-10 as interpreted by ASC 505-50
(formerly EITF 96-18), Equity, which requires that such costs be measured at the end of each reporting period to account for changes in the fair
value of our common stock until the stock options or restricted shares are vested. Common stock is valued using the market price of common
stock on the measurement date as defined in ASC 505-50 for such grants.

The fair value of restricted stock and vested shares is determined by the market price of our common stock on the date of grant. The fair value of
option awards is estimated on the date of grant using the Black-Scholes-Merton option pricing model, which requires estimates of the expected
term of the option, the volatility of the Company�s stock price, the risk-free interest rate and the expected dividend yield. We recognize expense
for all share-based awards based on the fair value of the number of awards we estimate will fully vest. A change in these underlying assumptions
will cause a change in the estimated fair value of share-based awards and the underlying expense recorded. We continue to evaluate these
estimates and assumptions and believe that these assumptions are appropriate.

ACCOUNTING FOR INCOME TAXES:

We account for income taxes under ASC 740 (formerly SFAS 109), Income Taxes. Deferred income tax assets and liabilities are determined
based upon differences between financial reporting and tax bases of assets and liabilities and are measured using the enacted tax rates and laws
that will be in effect when the differences are expected to reverse. A valuation allowance is recorded when it is more likely than not that some
portion or all of a deferred tax asset will not be realized.

We adopted ASC 740-10 (formerly FIN 48), Income Taxes � Overall, effective January 1, 2007. ASC 740-10 clarifies the accounting for
uncertainty in income taxes recognized in financial statements and requires the impact of a tax position to be recognized in the financial
statements if that position is more likely than not of being sustained by the taxing authority. In accordance with ASC 740-10, we did not
recognize any liability for unrecognized tax benefits.

As part of the process of preparing our consolidated financial statements, we are required to estimate our income taxes in each of the
jurisdictions in which we operate. This process involves us estimating our actual current tax exposure together with assessing temporary
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differences resulting from differing treatment of items for tax and accounting purposes. These differences result in deferred tax assets and
liabilities, which are included within our consolidated balance sheet. We must then assess the likelihood that our deferred tax assets will be
recovered from future taxable income and to the extent we believe that recovery is not likely, we must
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establish a valuation allowance. To the extent we establish a valuation allowance or increase this allowance in a period, we must include an
expense within the tax provision in the consolidated statement of operations.

Management judgment is required in determining our provision for income taxes, our deferred tax assets and liabilities, and any valuation
allowance recorded against our net deferred tax assets. We have recorded a full valuation allowance as of December 31, 2010, due to
uncertainties related to our ability to utilize our deferred tax assets, primarily consisting of certain net operating losses carried forward, before
they expire. The valuation allowance is based on our estimates of taxable income and the period over which our deferred tax assets will be
recoverable. In the event that actual results differ from these estimates, or we adjust these estimates in future periods, we may need to establish
an additional valuation allowance which could materially impact our financial position and results of operations.

We adjust our provision as appropriate for changes that impact our underlying judgments. Changes that impact provision estimates include such
items as jurisdictional interpretations on tax filing positions based on the results of tax audits and general tax authority rulings. Due to the
evolving nature of tax rules combined with a few jurisdictions in which we operate, it is possible that our estimates of our tax liability and the
realizability of our deferred tax assets could change in the future, which may result in additional tax liabilities and adversely affect our results of
operations, financial condition and cash flows.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not required for a smaller reporting company.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Our financial statements, together with the report of Ernst & Young LLP, independent registered public accounting firm, appear at pages F-1
through F-31 of this report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES
Management Report on Internal Control Over Financial Reporting

We, as members of management of eDiets.com, Inc. are responsible for establishing and maintaining adequate internal control over financial
reporting, as such term is defined in Exchange Act Rules 13a-15(f). Internal control over financial reporting is a process designed 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. Internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of our assets;
(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with
generally accepted accounting principles, and that our receipts and expenditures are being made only in accordance with authorizations of our
management and directors; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of our assets that could have a material effect on the financial statements.

Because of its inherent limitations, our internal control systems and procedures may not prevent or detect misstatements. An internal control
system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control
system are met. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all
control issues and instances of fraud, if any, have been detected. Also, projections of any evaluation of effectiveness to future periods are subject
to the risks that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies and
procedures may deteriorate.

We, under the supervision of and with the participation of our management, including the Chief Executive Officer and Chief Financial Officer,
assessed the effectiveness of the Company�s internal control over financial reporting as of December 31, 2010, based on criteria for effective
internal control over financial reporting described in �Internal Control � Integrated Framework� issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on this assessment, we concluded that as of December 31, 2010, our internal control over
financial reporting is effective based on the specified criteria.

Evaluation of Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of our management, including our Chief Executive Officer and
Chief Financial Officer, of the effectiveness of our disclosure controls and procedures (as defined in Rule 13a-15(e) under the Exchange Act) as
of the end of the period covered by this Annual Report. 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 officers, or persons
performing similar functions, as appropriate, to allow timely decisions regarding required disclosure. Based upon that evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective as of the end of the period
covered by this Annual Report.

There has been no change in the Company�s internal control over financial reporting during the quarter ended December 31, 2010 that has
materially affected, or is reasonably likely to materially affect, the Company�s internal control over financial reporting.

Edgar Filing: DAVIS JEFFREY S - Form 4

Index to Financial Statements 30



Attestation Report of the Independent Registered Public Accounting Firm

This annual report does not include an audit report of the Company�s independent registered public accounting firm regarding internal controls
over financial reporting. Management�s report was not subject to audit by the Company�s independent registered public accounting firm pursuant
to the rules of the Securities and Exchange Commission that permit the Company to provide only management�s report in this annual report.
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ITEM 9B. OTHER INFORMATION
Not applicable.

PART III

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
We have adopted a Code of Ethics that applies to our Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer. The Code
of Ethics is located on our internet web site at www.ediets.com under �Investor Relations-Corporate Governance � Ethics Policies Applicable to
CEO, COO and Senior Financial Officers.� We intend to provide disclosure of any amendments or waivers of our Code of Ethics on our website
within four business days following the date of the amendment or waiver.

The remaining items required by Part III, Item 10 are incorporated herein by reference to the Company�s definitive proxy statement pursuant to
Regulation 14A, which proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the close of the
Company�s fiscal year ended December 31, 2010.

ITEM 11. EXECUTIVE COMPENSATION
The information required under this item is incorporated herein by reference to the Company�s definitive proxy statement pursuant to Regulation
14A, which proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the close of the Company�s
fiscal year ended December 31, 2010.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The Equity Compensation Plan Information table required by Item 201(d) of Regulation S-K and the remaining items required by Part III,
Item 12 are incorporated by reference to the Company�s definitive proxy statement pursuant to Regulation 14A, which proxy statement will be
filed with the Securities and Exchange Commission not later than 120 days after the close of the Company�s fiscal year ended December 31,
2010.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
The information required under this item is incorporated herein by reference to the Company�s definitive proxy statement pursuant to Regulation
14A, which proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the close of the Company�s
fiscal year ended December 31, 2010.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
The information required under this item is incorporated herein by reference to the Company�s definitive proxy statement pursuant to Regulation
14A, which proxy statement will be filed with the Securities and Exchange Commission not later than 120 days after the close of the Company�s
fiscal year ended December 31, 2010.

PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.
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(a) 1. CONSOLIDATED FINANCIAL STATEMENTS.
For a list of the consolidated financial information included herein, see Index on Page 36.

2. FINANCIAL STATEMENT SCHEDULES.

The following consolidated financial statement schedule is included in Item 8:

Valuation and Qualifying Accounts

3. LIST OF EXHIBITS.

EXHIBIT NO. DESCRIPTION

3.1B Restated Certificate of Incorporation of eDiets.com, Inc. (1)

3.2 Amended and Restated By-Laws (2)
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EXHIBIT NO. DESCRIPTION

10.1 Revised Form of Indemnification Agreement between the Registrant and each of its Directors and Executive
Officers** (3)

10.2 Agreement and Plan of Merger dated as of May 15, 2006 by and among eDiets.com, Inc., Nutrio Acquisition Corp.,
Nutrio.com, Inc. and Scot Hunter (4) ***

10.3 Securities Purchase Agreement dated May 15, 2006 by and between eDiets.com, Inc. and Prides Capital Fund I, L.P.
(5)

10.4 Standard office lease dated June 29, 2006 between Radice Corporate Center III and eDiets.com, Inc. (6)

10.5 Note and Warrant Purchase Agreement dated August 31, 2007 by and between eDiets.com, Inc. and Prides Capital
Fund I, L.P. (7)

10.6 Senior Secured Note dated August 31, 2007 by and between eDiets.com, Inc. and Prides Capital Fund I, L.P. (8)

10.7 Warrant and Purchase of Common Stock dated August 31, 2007 by and between eDiets.com, Inc. and Prides Capital
Fund I, L.P. (9)

10.8 Registration Rights Agreement dated August 31, 2007 by and between eDiets.com, Inc. and Prides Capital Fund I,
L.P. (10)

10.9 Security Agreement dated August 31, 2007 by and between eDiets.com, Inc., eDiets, Inc., Nutrio.com, Inc. and Prides
Capital Fund I, L.P. (11)

10.10 Intellectual Property Security Agreement dated August 31, 2007 by and between eDiets.com, Inc., eDiets, Inc.,
Nutrio.com, Inc. and Prides Capital Fund I, L.P. (12)

10.11 Subsidiary Guaranty dated August 31, 2007 by and between eDiets.com, Inc. and Prides Capital Fund I, L.P. (13)

10.12 Employment Agreement dated February 12, 2008, by and among eDiets.com, Inc. and Stephen Rattner. (14) **

10.13 Employment Agreement dated March 7, 2008, by and among eDiets.com, Inc. and Thomas Hoyer. (15) **

10.14 Amended and Restated Product and Services Supply Agreement dated March 12, 2007 between eDiets.com, Inc. and
Purfoods, LLC. (16)(30)

10.15 Note and Warrant Purchase Agreement dated May 30, 2008 by and between eDiets.com, Inc. and Prides Capital Fund
I, L.P. (17)

10.16 Senior Secured Note dated May 30, 2008. (18)

10.17 Warrant for the Purchase of Common Stock dated May 30, 2008. (19)

10.18 Registration Rights Agreement dated May 30, 2008 by and between eDiets.com, Inc. and Prides Capital Fund I, L.P.
(20)

10.19 Security Agreement dated May 30, 2008 by and between eDiets.com Inc., eDiets, Inc., Nutrio.com, Inc. and Prides
Capital Fund I, L.P. (21)

10.20 Intellectual Property Security Agreement dated May 30, 2008 by and between eDiets.com Inc., eDiets, Inc.,
Nutrio.com, Inc. and Prides Capital Fund I, L.P. (22)

10.21 Subsidiary Guaranty dated May 30, 2008. (23)

10.22 Amended Warrant for the Purchase of Common Stock dated May 30, 2008. (24)

10.23 Letter Waiver dated May 30, 2008. (25)

10.24 Product Services and Supply Agreement between eDiets.com, Inc. and Purfoods, LLC. (26)(30)

10.25 Note and Warrant Purchase Agreement dated November 13, 2008 by and between eDiets.com, Inc. and Prides Capital
Fund I, L.P. (27)

10.26 Letter Amendment No.1 dated November 13, 2008 by and between eDiets.com, Inc. and Prides Capital Fund I, L.P.
(28)

10.27 Employment Agreement dated December 30, 2008, by and among eDiets.com, Inc. and Kevin McGrath. (29)**
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10.28 Securities Subscription and Purchase Agreement dated June 23, 2009, by and between eDiets.com, Inc. and Kevin A.
Richardson II. (31)

10.29 Securities Subscription and Purchase Agreement dated June 23, 2009, by and between eDiets.com, Inc. and Lee Isgur.
(32)
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EXHIBIT NO. DESCRIPTION

10.30 Securities Subscription and Purchase Agreement dated June 23, 2009, by and between eDiets.com, Inc. and Kevin
McGrath. (33)

10.31 Agreement to Amend Warrants dated June 23, 2009, by and between eDiets.com, Inc. and Prides Capital Fund I, L.P.
(34)

10.32 Registration Rights Agreement dated June 23, 2009, by and among eDiets.com, Inc., Kevin A. Richardson II, Lee
Isgur, Kevin McGrath and Prides Capital Fund I, L.P. (35)

10.32A Amendment No. 1 to Registration Rights Agreement dated September 8, 2009, by and among eDiets.com, Inc., Prides
Capital Fund I, L.P., Kevin Richardson, Lee Isgur and Kevin McGrath. (39)

10.33 Waiver Letter No. 1 dated June 23, 2009, by and between eDiets.com, Inc. and Prides Capital Fund I, L.P. (36)

10.33A Waiver Letter No. 2 dated September 8, 2009, by and between eDiets.com, Inc. and Prides Capital Fund I, L.P. (40)

10.33B Waiver Letter No. 3 dated November 11, 2009, by and between eDiets.com, Inc. and Prides Capital Fund I, L.P. (42)

10.34 Securities Subscription and Purchase Agreement dated September 8, 2009, by and between eDiets.com, Inc. and Kevin
McGrath. (39)

10.35 Securities Subscription and Purchase Agreement dated September 8, 2009, by and between eDiets.com, Inc. and Lee
Isgur. (40)

10.36 eDiets.com, Inc. Form of Warrant for the Purchase of Shares of Common Stock. (41)

10.37 Waiver and Forbearance Agreement dated November 11, 2009 by and among eDiets.com, Inc., Prides Capital Fund I,
L.P., Kevin Richardson II, Lee Isgur and Kevin McGrath. (43)

10.38 Promissory Note dated March 9, 2010 issued by eDiets.com, Inc. to Kevin A. Richardson, II. (44)

10.39 Waiver Letter No. 4 dated March 9, 2010, by and between eDiets.com, Inc. and Prides Capital Fund I, L.P. (44)

10.40 Form of Subscription Agreement dated as of April 5, 2010. (45)

10.41 Debt Conversion Agreement, dated as of April 5, 2010, by and between eDiets.com, Inc. and Prides Capital Fund I,
L.P. (45)

10.42 Debt Conversion Agreement, dated as of April 5, 2010, by and between eDiets.com, Inc. and Kevin A. Richardson, II.
(45)

10.43 Securities Subscription and Purchase Agreement, dated April 5, 2010, by and between eDiets.com, Inc. and Kevin A.
Richardson, II. (45)

10.44 Securities Subscription and Purchase Agreement, dated April 5, 2010, by and among eDiets.com, Inc., Kevin N.
McGrath and Lee S. Isgur. (45)

10.45 Amendment No. 2 to Registration Rights Agreement, dated April 5, 2010, by and among eDiets.com, Inc., Prides
Capital Fund I, L.P., Kevin Richardson, Lee Isgur and Kevin McGrath. (45)

10.46 eDiets.com, Inc. Amended and Restated Equity Incentive Plan. ** (46)

10.47 Promissory Note dated November 12, 2010 issued by eDiets.com, Inc. to Lee S. Isgur. (47)

10.48 Promissory Note dated November 12, 2010 issued by eDiets.com, Inc. to Kevin N. McGrath. (48)

10.49 Promissory Note dated November 12, 2010 issued by eDiets.com, Inc. to Kevin A. Richardson II. (49)

10.50 Subscription Agreement dated February 7, 2011 by and between eDiets.com, Inc. and Kevin A. Richardson, II. (50)

10.51 Subscription Agreement dated February 7, 2011 by and between eDiets.com, Inc. and Lee S. Isgur. (51)

10.52 Subscription Agreement dated February 7, 2011 by and between eDiets.com, Inc. and BBS Capital Fund, L.P. (52)

10.53 Subscription Agreement dated February 7, 2011 by and between eDiets.com, Inc. and Haus Capital Fund, L.P. (53)

10.54 Form of Warrant. (54)
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EXHIBIT NO. DESCRIPTION

10.55 Registration Rights Agreement dated February 7, 2011 by and among eDiets.com, Inc., Kevin A. Richardson, II, Lee
S. Isgur, BBS Capital Fund, L.P., Haus Capital Fund, L.P. and Prides Capital Partners, LLC. (55)

21.1 Subsidiaries of the Registrant.*

23.1 Consent of Independent Registered Public Accounting Firm.*

31.1 Certification by the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

31.2 Certification by the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.*

32.1 Certification by the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, Section 906 of the Sarbanes-Oxley
Act of 2002.*

32.2 Certification by the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, Section 906 of the Sarbanes-Oxley
Act of 2002.*

(1) Incorporated by reference to the Registrant�s Form 10-Q for the quarterly period ended June 30, 2010 and filed with the SEC on August 16,
2010.

(2) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on December 21, 2007 (Filed as Exhibit 10.1).
(3) Incorporated by reference to the Registration Statement on Form SB-2/A as filed with the SEC on April 17, 2000 (Filed as Exhibit 10.3).
(4) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on May 16, 2006 (Filed as Exhibit 2.1).
(5) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on May 16, 2006 (Filed as Exhibit 10.1).
(6) Incorporated by reference to the Registrant�s Form 10-Q for the quarterly period ended June 30, 2006 and filed with the SEC on August 14,

2006 (Filed as Exhibit 10.1).
(7) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 4, 2007 (Filed as Exhibit 10.1).
(8) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 4, 2007 (Filed as Exhibit 10.2) .
(9) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 4, 2007 (Filed as Exhibit 10.3).
(10) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 4, 2007 (Filed as Exhibit 10.4).
(11) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 4, 2007 (Filed as Exhibit 10.5).
(12) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 4, 2007 (Filed as Exhibit 10.6).
(13) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 4, 2007 (Filed as Exhibit 10.7).
(14) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on February 19, 2008 (Filed as Exhibit 10.1).
(15) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on March 10, 2008 (Filed as Exhibit 10.1).
(16) Incorporated by reference to the Registrant�s Form 10-Q for the quarterly period ended March 31, 2008 and filed with the SEC on May 15,

2008 (Filed as Exhibit 10.1).
(17) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 4, 2008 (Filed as Exhibit 10.1).
(18) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 4, 2008 (Filed as Exhibit 10.2).
(19) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 4, 2008 (Filed as Exhibit 10.3) .
(20) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 4, 2008 (Filed as Exhibit 10.4).
(21) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 4, 2008 (Filed as Exhibit 10.5).
(22) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 4, 2008 (Filed as Exhibit 10.6).
(23) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 4, 2008 (Filed as Exhibit 10.7).
(24) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 4, 2008 (Filed as Exhibit 10.8).
(25) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 4, 2008 (Filed as Exhibit 10.9).
(26) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on August 11, 2008 (Filed as Exhibit 10.1).
(27) Incorporated by reference to the Registrant�s Form 10-Q for the quarterly period ended September 30, 2008 and filed with the SEC on

November 14, 2008 (Filed as Exhibit 10.1).
(28) Incorporated by reference to the Registrant�s Form 10-Q for the quarterly period ended September 30, 2008 and filed with the SEC on

November 14, 2008 (Filed as Exhibit 10.2).
(29) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on January 5, 2009 (Filed as Exhibit 10.1).
(30) Confidential treatment requested pursuant to Rule 24B-2 promulgated under the Securities and Exchange Act of 1934. Confidential

portions of this document have been redacted and have been filed separately with the SEC.
(31) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 29, 2009 (Filed as Exhibit 10.1).
(32) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 29, 2009 (Filed as Exhibit 10.2).
(33) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 29, 2009 (Filed as Exhibit 10.3).
(34) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 29, 2009 (Filed as Exhibit 10.4).
(35) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 29, 2009 (Filed as Exhibit 10.5)
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(36) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on June 29, 2009 (Filed as Exhibit 10.6).
(37) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 11, 2009 (Filed as Exhibit 10.1).
(38) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 11, 2009 (Filed as Exhibit 10.2).
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(39) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 11, 2009 (Filed as Exhibit 10.3).
(40) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 11, 2009 (Filed as Exhibit 10.4).
(41) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on September 11, 2009 (Filed as Exhibit 10.5).
(42) Incorporated by reference to the Registrant�s Form S-3 filed with the SEC on November 12, 2009 (Filed as Exhibit 99.1).
(43) Incorporated by reference to the Registrant�s Form S-3 filed with the SEC on November 12, 2009 (Filed as Exhibit 99.2).
(44) Incorporated by reference to the Registrant�s Form 10-K filed with the SEC on March 12, 2010.
(45) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on April 6, 2010.
(46) Incorporated by reference to the Registrant�s Form S-8 filed with the SEC on August 16, 2010.
(47) Incorporated by reference to the Registrant�s Form 10-Q for the quarterly period ended September 30, 2010 and filed with the SEC on

November 15, 2010 (Filed as Exhibit 10.46).
(48) Incorporated by reference to the Registrant�s Form 10-Q for the quarterly period ended September 30, 2010 and filed with the SEC on

November 15, 2010 (Filed as Exhibit 10.47).
(49) Incorporated by reference to the Registrant�s Form 10-Q for the quarterly period ended September 30, 2010 and filed with the SEC on

November 15, 2010 (Filed as Exhibit 10.48).
(50) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on February 11, 2011 (Filed as Exhibit 10.49).
(51) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on February 11, 2011 (Filed as Exhibit 10.50).
(52) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on February 11, 2011 (Filed as Exhibit 10.51).
(53) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on February 11, 2011 (Filed as Exhibit 10.52).
(54) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on February 11, 2011 (Filed as Exhibit 10.53).
(55) Incorporated by reference to the Registrant�s Form 8-K filed with the SEC on February 11, 2011 (Filed as Exhibit 10.54).
* Filed herewith
** Management contract or compensatory plan or arrangement
*** Pursuant to Item 601(b)(2) of Regulation S-K, the exhibits and schedules have been omitted and will be provided to the Commission upon

request.

(b) EXHIBITS.
The Company files as part of this Form 10-K the exhibits listed in Item 15(a)(3) above.

(c) FINANCIAL STATEMENT SCHEDULE
The Company files as part of this Form 10-K the consolidated financial schedule listed in Item 15(a)(2) above, which is attached hereto.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

Dated: March 31, 2011

eDiets.com, Inc.

By: /s/ Kevin N. McGrath
Kevin N. McGrath, CEO and President

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.

SIGNATURE CAPACITY DATE

/s/ Kevin N. McGrath

Kevin N. McGrath

CEO and President

(Principal Executive Officer)

March 31, 2011

/s/ Thomas Hoyer

Thomas Hoyer

Chief Financial Officer

(Principal Financial and Accounting Officer)

March 31, 2011

/s/ Kevin A. Richardson II

Kevin A. Richardson II

Chairman of the Board and Director March 31, 2011

/s/ Stephen L. Cootey

Stephen L. Cootey

Director March 31, 2011

/s/ Lee S. Isgur

Lee S. Isgur

Director March 31, 2011

/s/ Pedro N. Ortega-Dardet

Pedro N. Ortega-Dardet

Director March 31, 2011

/s/ Ronald Luks

Ronald Luks

Director March 31, 2011

/s/ Robert L. Doretti

Robert L. Doretti

Director March 31, 2011
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EDIETS.COM, INC.

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

The following consolidated financial statements of eDiets.com, Inc. are included in Item 8:

Report of Independent Registered Public Accounting Firm F-1

Consolidated Balance Sheets � December 31, 2010 and 2009 F-2

Consolidated Statements of Operations � Years ended December 31, 2010, 2009 and 2008 F-3

Consolidated Statements of Stockholders� Deficit � Years ended December  31, 2010, 2009 and 2008 F-4

Consolidated Statements of Cash Flows � Years ended December 31, 2010, 2009 and 2008 F-5

Notes to Consolidated Financial Statements � December 31, 2010 F-7

The following consolidated financial statement schedule of eDiets.com, Inc. is included in Item 15(a):

Schedule II Valuation and Qualifying Accounts F-28
All other schedules for which provision is made in the applicable accounting regulations of the Securities and Exchange Commission are not
required under the related instructions or are inapplicable and therefore have been omitted.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders

eDiets.com, Inc.

We have audited the accompanying consolidated balance sheets of eDiets.com, Inc. as of December 31, 2010 and 2009, and the related
consolidated statements of operations, stockholders� deficit, and cash flows for each of the three years in the period ended December 31, 2010.
Our audits also included the financial statement schedule listed in the Index at Item 15(a). These financial statements and schedule are the
responsibility of the Company�s management. Our responsibility is to express an opinion on these financial statements and schedule based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit of the Company�s internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Company�s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of
eDiets.com, Inc. at December 31, 2010 and 2009, and the consolidated results of its operations and its cash flows for each of the three years in
the period ended December 31, 2010, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related
financial statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly in all material
respects the information set forth therein.

The accompanying financial statements have been prepared assuming that eDiets.com, Inc. will continue as a going concern. As more fully
described in Note 2, the Company has incurred recurring operating losses and has a working capital deficiency. These conditions raise
substantial doubt about the Company�s ability to continue as a going concern. The December 31, 2010 financial statements do not include any
adjustments to reflect the possible future effects on the recoverability and classification of assets or the amounts and classification of liabilities
that may result from the outcome of this uncertainty.

/s/ Ernst & Young LLP

Certified Public Accountants

Boca Raton, Florida

March 31, 2011

F - 1
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EDIETS.COM, INC.

CONSOLIDATED BALANCE SHEETS

(In thousands, except per share data)

December 31,
2010 2009

ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 468 $ 1,475
Accounts receivable, net 490 546
Prepaid advertising costs 2 25
Prepaid meal delivery and inventory 35 359
Prepaid expenses and other current assets 602 239

Total current assets 1,597 2,644
Restricted cash 804 544
Property and office equipment, net 1,151 2,185
Intangible assets, net 6 47
Goodwill �  6,835
Other assets 38 201

Total assets $ 3,596 $ 12,456

LIABILITIES AND STOCKHOLDERS� DEFICIT
CURRENT LIABILITIES:
Accounts payable $ 2,043 $ 1,117
Accrued liabilities 1,051 1,855
Current portion of capital lease obligations 21 23
Deferred revenue 1,144 1,242
Related party debt � current 1,000 11,959

Total current liabilities 5,259 16,196
Capital lease obligations, net of current portion 23 43
Deferred revenue 284 922
Related party debt, net of current portion �  4,865
Commitments and contingencies

STOCKHOLDERS� DEFICIT:
Preferred stock, $.01 par value � 1,000 shares authorized, no shares issued and outstanding �  �  
Common stock, $.001 par value � 100,000 shares authorized, 57,418 and 29,048 shares issued and outstanding at
December 31, 2010 and 2009, respectively 57 29
Additional paid-in capital 101,325 50,596
Accumulated deficit (103,386) (60,113) 
Accumulated other comprehensive income (loss) 34 (82) 

Total stockholders� deficit (1,970) (9,570) 

Total liabilities and stockholders� deficit $ 3,596 $ 12,456

The accompanying notes are an integral part of these consolidated financial statements.
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EDIETS.COM, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share data)

Year Ended December 31,
2010 2009 2008

REVENUE
Digital plans $ 3,745 $ 4,970 $ 9,345
Meal delivery 16,239 7,839 9,405
Business-to-business 2,499 4,054 3,646
Other 874 1,245 1,539

TOTAL REVENUE 23,357 18,108 23,935
COSTS AND EXPENSES:
Cost of revenue
Digital plans 515 863 2,610
Meal delivery 10,599 5,912 9,358
Business-to-business 130 198 136
Other 180 236 321

Total cost of revenue 11,424 7,209 12,425
Technology and development 2,801 3,710 4,297
Sales, marketing and support 14,003 8,896 11,664
General and administrative 4,595 4,882 6,070
Amortization of intangible assets 31 295 882
Impairment of goodwill and intangible assets 6,865 �  5,191

Total costs and expenses 39,719 24,992 40,529

Loss from operations (16,362) (6,884) (16,594) 
Interest income 3 11 109
Interest expense (2,741) (5,170) (3,357) 
Interest expense incurred with debt conversion (23,961) �  �  
Loss on extinguishment of related party debt (213) �  �  

Loss before income tax provision (43,274) (12,043) (19,842) 
Income tax benefit (provision) 1 (18) (6) 

Net loss $ (43,273) $ (12,061) $ (19,848) 

Loss per common share:

Basic and diluted $ (0.94) $ (0.47) $ (0.79) 

Weighted average common and common equivalent shares outstanding:
Basic and diluted 46,258 25,721 25,115

The accompanying notes are an integral part of these consolidated financial statements.
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EDIETS.COM, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS� DEFICIT

(In thousands)

COMMON STOCK

ADDITIONAL
PAID-IN

CAPITAL
ACCUMULATED

DEFICIT

ACCUMULATED
OTHER

COMPREHENSIVE
(LOSS)

INCOME

TOTAL
STOCKHOLDERS�

(DEFICIT)

EQUITYSHARES AMOUNT
Balance at January 1, 2008 24,982 $ 25 $ 41,191 $ (28,204) $ (150) $ 12,862
Comprehensive loss:
Net loss �  �  �  (19,848) �  (19,848) 
Foreign currency translation �  �  �  �  89 89

Total comprehensive loss (19,759) 
Stock-based compensation and stock
options exercised 171 �  1,544 �  �  1,544
Warrants issued �  �  1,008 �  �  1,008
Beneficial conversion feature on Note
issued �  �  1,564 �  �  1,564

Balance at December 31, 2008 25,153 $ 25 $ 45,307 $ (48,052) $ (61) $ (2,781) 
Comprehensive loss:
Net loss �  �  �  (12,061) �  (12,061) 
Foreign currency translation �  �  �  �  (21) (21) 

Total comprehensive loss (12,082) 
Stock-based compensation, stock options
exercised and restricted shares lapsed 141 �  1,569 �  �  1,569
Warrants exercised 2,688 3 2,685 �  �  2,688
Beneficial conversion feature on Notes
issued �  �  5 �  �  5
Shares issued in connection with private
placement 1,066 1 1,030 �  �  1,031

Balance at December 31, 2009 29,048 $ 29 $ 50,596 $ (60,113) $ (82) $ (9,570) 

Comprehensive loss:
Net loss �  �  �  (43,273) �  (43,273) 
Foreign currency translation �  �  �  �  116 116

Total comprehensive loss (43,157) 
Stock-based compensation, stock options
exercised and restricted shares lapsed �  �  882 �  �  882
Shares issued in connection with related
party notes conversion 22,595 22 22,573 �  �  22,595
Shares issued in connection with private
placement and registered direct offering 5,775 6 5,769 �  �  5,775
Stock issuance costs �  �  (756) �  �  (756) 
Loss on extinguishment of related party
debt �  �  213 �  �  213

�  �  22,048 �  �  22,048
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Interest expense incurred with debt
conversion

Balance at December 31, 2010 57,418 $ 57 $ 101,325 $ (103,386) $ 34 $ (1,970) 

The accompanying notes are an integral part of these consolidated financial statements.
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EDIETS.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

Year Ended December 31,
2010 2009 2008

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss $ (43,273) $ (12,061) $ (19,848) 
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation 1,493 1,554 1,751
Amortization of intangibles 31 295 882
Amortization of discount and expenses, senior secured notes � related party 1,291 2,162 1,238
Accrued interest and paid-in-kind interest, senior secured notes � related party 2,112 2,904 1,934
Amortization of discounts and interest expense incurred with debt conversion � related party 23,961 �  �  
Loss on extinguishment of debt � related party debt 213 �  �  
Provision for (recovery of) bad debt (12) 15 222
Stock-based compensation 882 1,569 1,246
(Gain) loss on disposal of fixed assets (12) �  6
Inventory write-down �  26 �  
Impairment of goodwill and intangible assets 6,865 �  5,191
Changes in operating assets and liabilities:
Accounts receivable 68 14 382
Prepaid expenses, inventory and other assets 82 289 103
Accounts payable and accrued liabilities 133 (186) (982) 
Deferred revenue (735) (1,171) (327) 

Net cash used in operating activities (6,901) (4,590) (8,202) 
CASH FLOWS FROM INVESTING ACTIVITIES:
Changes in restricted cash (260) �  630
Purchases of property and office equipment (459) (74) (1,778) 

Net cash used in investing activities (719) (74) (1,148) 
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from exercise of stock options and warrants �  2,688 300
Proceeds from issuance of stock under private placement 500 1,100 �  
Proceeds from issuance of stock � registered direct offering 5,275 �  
Proceeds from notes payable � related party 1,500 �  4,994
Common stock issuance costs (756) (69) 
Repayment of capital lease obligations (22) (82) (642) 

Net cash provided by financing activities 6,497 3,637 4,652
Effect of exchange rate changes on cash 116 (21) 89

NET DECREASE IN CASH AND CASH EQUIVALENTS (1,007) (1,048) (4,609) 
Cash and cash equivalents, beginning of year 1,475 2,523 7,132

Cash and cash equivalents, end of year $ 468 $ 1,475 $ 2,523
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EDIETS.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)

(In thousands)

Year Ended December 31,
2010 2009 2008

SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid for:
Interest $ 5 $ 12 $ 99

Income taxes $ �  $ 15 $ 189

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FINANCING ACTIVITIES
Related party debt conversion $ 22,595 $ �  $ �  

Equipment and software acquired under capital leases $ �  $ �  $ 10

The accompanying notes are an integral part of these consolidated financial statements.
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EDIETS.COM, INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2010

1. ORGANIZATION

eDiets.com, Inc. (the Company) was incorporated in the State of Delaware on March 18, 1996 for the purpose of developing and marketing
Internet-based diet and fitness programs. The Company markets its products both to consumers and to businesses primarily in North America.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Going Concern

The Company�s consolidated financial statements have been prepared assuming the Company will continue as a going concern. For the years
ended December 31, 2010 and 2009, the Company had net losses of $43.3 million and $12.1 million, respectively, and used $6.9 million and
$4.6 million, respectively, of cash in its operations. As of December 31, 2010 and 2009, the Company had an accumulated deficit of $103.4
million and $60.1 million, respectively, and a total stockholders� deficit of $2.0 million and $9.6 million, respectively.

Due to uncertainty about the Company�s ability to meet its current operating expenses and capital expenditures, in their report on our annual
financial statements for the year ended December 31, 2010, the Company�s independent registered public accounting firm included an
explanatory paragraph regarding the Company�s ability to continue as a going concern.

The continuation of the Company�s business is dependent upon raising additional financial support. In light of the Company�s results of
operations, management has and intends to continue to evaluate various possibilities. These possibilities include: raising additional capital
through the issuance of common or preferred stock, securities convertible into common stock, or secured or unsecured debt, selling one or more
lines of business, or all or a portion of the Company�s assets, entering into a business combination, reducing or eliminating operations, liquidating
assets, or seeking relief through a filing under the U.S. Bankruptcy Code. These possibilities, to the extent available, may be on terms that result
in significant dilution to the Company�s existing stockholders.

Management has plans to seek additional capital through a private placement and public offering of its common stock during 2011. There can be
no assurances that the Company will be successful in raising additional cash to finance operations. If not, the Company will be required to
reduce operations and/or liquidate assets and/or seek relief through a filing under the U.S. Bankruptcy Code. The Company�s consolidated
financial statements do not include any adjustments relating to the recoverability of assets and classification of assets and liabilities that might be
necessary should the Company be unable to continue as a going concern.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. All inter-company
transactions and balances have been eliminated in consolidation.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United States 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 amount of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

The most significant areas that require management judgment and which are susceptible to possible changes in the near term include the
Company�s revenue recognition, goodwill and intangible assets, accounting for stock-based compensation and accounting for income taxes. The
accounting policies for these areas are discussed elsewhere in these consolidated financial statements.

Cash and Cash Equivalents
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The Company considers all highly liquid investments purchased with an original maturity of three months or less, when purchased, to be cash
equivalents. The Company maintains cash and cash equivalents which consist principally of demand deposits and money market funds with high
credit quality financial institutions. At certain times, such amounts exceed the Federal Deposit Insurance Corporation (�FDIC�) insurance limits.
At December 31, 2010 and 2009, there was approximately $0.2 million and $1.0 million, respectively, in excess of the FDIC limit of $250,000
within cash and cash equivalents. The Company has not experienced any losses on these investments. Cash equivalents at December 31, 2010
and 2009 included a money market fund with a fair value, which approximates cost, of $16,000 and $0.4 million, respectively. The Company
considers these investments to be held-to-maturity securities and considers the interest rate risk to be low due to the short-term nature of the
investments.
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EDIETS.COM, INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Prepaid Meal Delivery and Inventory

As of December 31, 2010 and 2009, inventory consists of meal delivery finished goods and finished goods sold through the Company�s online
store. Inventories are stated at the lower of cost or market on a first-in, first out-basis and are included in the Consolidated Balance Sheets under
�Prepaid meal delivery and inventory� for the years ended December 31, 2010 and 2009.

Restricted Cash

Restricted cash in the accompanying consolidated balance sheets as of December 31, 2010 consists of approximately $0.3 million held by the
Company�s credit card processor and approximately $0.5 million held by a financial institution as collateral for a letter of credit established in
connection with the Company�s lease for its corporate office. Restricted cash as of December 31, 2009 consists of approximately $0.5 million
held by a financial institution as collateral for a letter of credit established in connection with the Company�s lease for its corporate office.

Property and Office Equipment

Property and office equipment is stated at cost less accumulated depreciation. Depreciation is computed using the straight-line method over the
estimated useful lives of the related assets, which is approximately three years for office equipment and computer hardware and software,
including internal use software, approximately seven years for furniture and fixtures and the shorter of the lease term or the life of the asset
ranging from five to ten years for leasehold improvements.

Expenditures for maintenance and repairs are charged to operations as incurred, while significant renewals and betterments are capitalized. The
assets and related depreciation are adjusted for asset retirements and disposals with the resulting gain or loss included in operations. Capitalized
leases are initially recorded at the present value of the minimum payments at the inception of the lease.

ASC 350-40 (formerly AICPA Statement of Position (SOP) 98-1), Goodwill and Other � InternalUse Software, requires capitalization of certain
costs incurred in connection with developing or obtaining internal use software. Costs capitalized pursuant to ASC 350-40 are included in
property and office equipment in the accompanying consolidated balance sheets.

The Company accounts for the development and maintenance of its website in accordance with ASC 350-50 (formerly Emerging Issues Task
Force (EITF) 00-2), Goodwill and Other � Web Site Development Costs. Costs capitalized pursuant to ASC 350-50 are included in property and
office equipment in the accompanying consolidated balance sheets.

Intangible Assets and Goodwill

Intangible assets related to the acquisition of Nutrio.com, Inc. (�Nutrio�) in May 2006 were being amortized using the straight-line method over
periods ranging from 2-5 years with a weighted average life of approximately 2.8 years. The Company regularly reviews identified intangible
assets to determine if facts and circumstances indicate that the useful life is shorter than the Company originally estimated or that the carrying
amount of the assets may not be recoverable. If such facts and circumstances exist, the Company assesses the recoverability of the finite-lived
intangible assets by comparing the projected undiscounted net cash flows associated with the related asset or group of assets over their
remaining lives against their respective carrying amounts.

The Nutrio tradename, which was acquired in May 2006, was the only finite-lived intangible asset with a remaining carrying value at the time of
the review of Nutrio�s intangibles during the year ended December 31, 2010. As a result of customer contracts that will not be renewed, as well
as certain new contract opportunities that have been delayed or cancelled due to customer concerns regarding economic uncertainty, the
Company performed an impairment assessment of Nutrio�s finite-lived intangible assets. At the time of the assessment, the remaining carrying
value of the tradename was approximately $30,000. The Company determined there are no future cash flows attributed to the tradename
intangible asset. Since the undiscounted cash flows are zero, compared to the carrying value of approximately $30,000, the Company deemed
that the tradename was fully impaired. The non-cash impairment charge of approximately $30,000 relating to the tradename was recorded during
the second quarter of 2010 under �Impairment of goodwill and intangible assets� in the Consolidated Statement of Operations. Prior to the
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impairment charge, the total accumulated amortization relating to the tradename was approximately $140,000. Overall, the aggregate
amortization expense of intangible assets was approximately $18,000 for the year ended December 31, 2010, excluding the $30,000 impairment
charge, and approximately $0.3 million and $0.9 million for the years ended December 31, 2009 and 2008, respectively.

The Company reviews its goodwill on an annual basis, or more frequently if events and circumstances warrant, to determine, if any impairment
exists. The Company follows the provisions of ASC 350, Goodwill and Other Intangible Assets (formerly SFAS 142). ASC 350 requires
goodwill to be subject to an assessment of impairment on an annual basis, or more frequently if circumstances indicate that a possible
impairment has occurred. The assessment of impairment involves a two-step process prescribed in ASC 350, whereby an initial assessment for
potential impairment is performed, followed by a measurement of the amount of impairment, if any.

F - 8
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EDIETS.COM, INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

ASC 350 describes the reporting unit as an �operating segment� as that term is used in ASC 280, Segment Reporting (formerly SFAS131). The
Company operates in a single market consisting of the sale of services, information and products related to nutrition, fitness and motivation. The
Company has three reportable segments: the U.S. business-to-consumer segment (which includes meal delivery), the U.S. business-to-business
segment (which includes eDiets Corporate Services) and the European business segment. The Company evaluates goodwill along these segment
lines, which represent the Company�s reporting units. The Company performed additional impairment assessments which resulted in impairment
charges as described below.

During 2010, indicators of potential impairment of the U.S. business-to-business reporting unit caused the Company to conduct an interim
impairment test of its goodwill. Those indicators included customer contracts that will not be renewed, as well as certain new contract
opportunities that have been delayed or cancelled due to customer concerns regarding economic uncertainty. The Company completed step one
of the impairment analysis and estimated the fair value of the U.S. business-to-business reporting unit using a discounted cash flows method.
The discount rate used was the Company�s weighted average cost of capital (�WACC�) discount rate. The WACC includes the cost of debt and the
cost of equity and was derived using the Capital Asset Pricing Model, whereby market participants were identified and used in management�s
calculation of the WACC. Upon performing the first step of the goodwill impairment test, the Company determined that the carrying amount of
this reporting unit exceeded its fair value, based on a discounted cash flows method. Therefore, the second step of the goodwill impairment test
was performed to allocate the fair value of the reporting unit to the fair value of all tangible and identifiable intangible assets and determine the
implied value of goodwill. Determining the implied value of goodwill requires the valuation of the reporting unit�s tangible and intangible assets
and liabilities in a manner similar to the allocation of purchase price in a business combination. This analysis indicated a remaining implied
value of goodwill of zero which the Company compared to the carrying amount of the goodwill. As a result, the Company determined that its
goodwill was fully impaired. This resulted in a non-cash impairment of goodwill of approximately $6.8 million, which was incurred during the
year ended December 31, 2010 and included in the Consolidated Statement of Operations under �Impairment of goodwill and intangible assets�.

The changes in the carrying amount of intangible assets and goodwill for the U.S. business-to-business segment for the years ended
December 31, 2010 and 2009 are as follows (in thousands):

Tradename 
and

Customer
Relationships Goodwill

Net Balance as of January 1, 2009 $ 334 $ 6,835
Amortization (287) �  
Impairment �  �  

Balance as of December 31, 2009 47 6,835
Patents and trademarks 7 �  
Amortization (18) �  
Impairment (30) (6,835)

Balance as of December 31, 2010 $ 6 $ �  

Revenue Recognition

Digital plan revenue is generated by the Company offering membership subscriptions to the proprietary content contained in its Websites.
Subscriptions to the Company�s digital plans are paid in advance, mainly via credit/debit cards, and cash receipts are deferred and recognized as
revenue on a straight-line basis over the period of the digital plan subscription. Beginning in January 2008, the Company began to offer a
guarantee to all customers, under which if a customer did not meet their weight loss goal upon completion of consecutive six months of digital
subscription and met the guarantee requirements they would receive the next six months of digital subscription for free. The Company
recognizes digital subscription revenue over the potential term of twelve months of digital subscription or until the subscriber no longer meets
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the guarantee requirements, whichever comes first.

In accordance with ASC 605-45 (formerly Emerging Issues Task Force (EITF) 99-19), Revenue Recognition � Principal Agent Considerations,
the Company recognizes gross digital subscription revenues associated with licensed diet and fitness plans based on the relevant facts of the
related license agreements, while the license fee incurred to the licensor is included in cost of revenues.
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EDIETS.COM, INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

Meal delivery revenue is recognized when the earnings process is complete, which is upon transfer of title of the product. This transfer occurs
upon shipment from the Company�s fulfillment center to the end-customer. Meal delivery revenue includes amounts billed for shipping. In
accordance with ASC 605-45, the Company recognizes gross meal delivery revenues based on the relevant fact that the Company is the primary
obligor and has assumed asset risk when the customers place orders. Beginning in January 2008, the Company began offering two promotions:
a) buy seven weeks of meal delivery and get the 8th week for free and b) buy a meal delivery program and get a free non-cash gift. For the first
promotion and in accordance with ASC 605-50 (formerly EITF 01-09), Revenue Recognition � Customer Payments and Incentives, the Company
recognizes the cost of the free offer as cost of revenue proportionally over the term of the meal delivery subscription or until the customer
cancels and no longer is entitled to the free offer. For the second promotion and in accordance with ASC 605-50, the Company recognizes meal
delivery revenue when the meals are shipped and the cost of the free non-cash gift as cost of sales when the non-cash gift is shipped.

Business-to-business revenue relates to the Company�s Nutrio subsidiary, also known as eDiets Corporate Services. eDiets Corporate Services
generates three types of business-to-business revenue. Licensing and development revenues are accounted for in accordance with ASC 605-25
(formerly EITF 00-21), Revenue Recognition � Multiple Deliverables. Development revenue relates to the planning, design and development of
websites for customers. Both licensing and development revenues are recognized on a straight-line basis over the license period once the website
is launched. Consulting revenue relates to consulting services provided to customers and revenue is recognized when services and/or
deliverables are completed and collection is probable.

Advertising revenue is recognized in the period the advertisement is displayed, provided that no significant Company obligation remains and
collection is probable. Company obligations typically include guarantees of a minimum number of �impressions� or times that visitors to the
Company�s website view an advertisement. Amounts received or billed for which impressions have not yet been delivered are reflected as
deferred revenue. Opt-in email revenue is derived from the sale of email addresses of visitors to the Company�s websites who have authorized the
Company to allow third party solicitations. Revenues from the sale of email addresses are recognized when no significant Company obligation
remains and collection is probable.

Ecommerce revenue is currently derived from the sale of the Company�s various health and fitness store products, including vitamin
supplements, to consumers. The Company offers an unconditional 30-day guarantee on all of its products. In accordance with ASC 605-15-25-1
(formerly Statement of Financial Accounting Standards (SFAS) 48), Revenue Recognition � Products, the Company recognizes revenue on those
products only when the guarantee period lapses.

Royalty revenue is derived from the exclusive technology licensing agreement related to the Company�s operations in the United Kingdom and
Ireland and is being recognized on a straight-line basis. On July 31, 2009 the Company terminated the 15-year exclusive licensing agreement
with Tesco Ireland Limited (�Tesco�) which provided Tesco with exclusive rights to use the Company�s personalized diet technology in the United
Kingdom and Ireland, with an effective date of July 1, 2009. The termination agreement provides Tesco with certain continuing rights in the
Company technology used by or incorporated into Tesco�s diet website prior to termination, including a three-year non-exclusive right to use
such technology and, thereafter, an assignment of certain intellectual property rights relating to such technology.

The Company establishes a reserve for refunds for digital plan and meal delivery sales. Since all digital plan subscriber payments are deferred
upon receipt, at the end of each month a portion of the deferred revenue is reclassified as a reserve for refunds. Based on historical experience, a
range of between approximately 1%-3% of digital plan subscriber sales will result in a refund issued in the subsequent month after sale. All
other refunds issued relate to current month digital plan subscriber sales. Because the revenue has not been recognized, refunds do not result in a
reversal of digital plan subscription revenue. Instead, refunds result in a decrease to the amounts maintained in deferred revenue. Meal delivery
refunds mainly result from late shipments or packaging issues. Based on historical experience, a range of between approximately 1%-3% of
prior month�s meal delivery sales will result in a refund, accordingly the Company estimates a reserve based on that assumption for future
refunds. The Company does not believe there is a reasonable likelihood that there will be a material change in the future estimates or
assumptions used to calculate the reserve for refunds. However, if actual results are not consistent with the estimates or assumptions stated
above, the Company may be exposed to income or losses that could be material to the consolidated financial statements.

Revenue by type for the three years ended December 31, 2010 is as follows (in thousands):
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2010 2009 2008
Digital plans $ 3,745 $ 4,970 $ 9,345
Meal delivery 16,239 7,839 9,405
Business-to-business 2,499 4,054 3,645
Advertising 212 702 967
Ecommerce 37 20 41

F - 10

Edgar Filing: DAVIS JEFFREY S - Form 4

Index to Financial Statements 59



Index to Financial Statements

EDIETS.COM, INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

2010 2009 2008
Royalties 625 523 532

$ 23,357 $ 18,108 $ 23,935

Cost of Revenue

Cost of digital plans revenue consists primarily of credit card fees and revenue sharing or royalty costs related to the exclusive license
agreements with third party nutritional and fitness companies. Other costs include Internet access fees, compensation for nutritional and
consulting professionals and depreciation.

Cost of meal delivery revenue consists mainly of credit card fees, product, fulfillment and shipping costs.

Cost of business-to-business revenue consists primarily of Internet access fees to support the various Corporate Services customers.

Cost of other revenue consists principally of Internet serving fees, product and fulfillment costs for ecommerce sales and credit card fees.

Stock-Based Compensation

The Company accounts for its stock-based compensation plans in accordance with ASC 718-10 (formerly SFAS 123R), Compensation � Stock
Compensation. Under the provisions of ASC 718-10, the Company estimates the fair value of each stock option on the date of grant using a
Black-Scholes-Merton (BSM) option-pricing formula and amortizes that value to expense over the option�s vesting period using the straight-line
attribution method.

The Company also has certain options and restricted share awards which are subject to variable accounting under ASC 718-10 as interpreted by
ASC 505-50 (formerly EITF 96-18), Equity, which requires that such costs be measured at the end of each reporting period to account for
changes in the fair value of the Company�s common stock until the stock options or restricted shares are vested. The Company values stock
options and restricted shares using the Black-Scholes-Merton pricing model. Common stock is valued using the market price of common stock
on the measurement date as defined in ASC 505-50.

Long-lived Assets

The Company accounts for long-lived assets pursuant to ASC 360-10 (formerly SFAS 144), Property, Plant, and Equipment / Impairment or
Disposal of Long-Lived Assets, which requires impairment losses to be recorded on long-lived assets used in operations when events or changes
in circumstances indicate that the carrying amount of an asset may not be recoverable. Management reviews long-lived assets and the related
intangible assets for impairment whenever events or changes in circumstances indicate the assets may be impaired. An impairment loss is
recorded when the net book value of the assets exceeds their fair value, as determined by projected discounted future cash flows.

Income Taxes

The Company accounts for income taxes under ASC 740 (formerly SFAS 109), Income Taxes. Deferred income tax assets and liabilities are
determined based upon differences between financial reporting and tax bases of assets and liabilities and are measured using the enacted tax
rates and laws that will be in effect when the differences are expected to reverse. A valuation allowance is recorded when it is more likely than
not that some portion or all of a deferred tax asset will not be realized.

ASC 740-10 (formerly Financial Accounting Standards Board Interpretation No. 48, �FIN 48�), Income Taxes � Overall. ASC 740-10 applies a
�more likely than not� threshold for tax benefit recognition, identifies a defined methodology for measuring benefits and increases the disclosure
requirements for companies. See Note 12 � Income Taxes for further discussion.
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Advertising Expense

The Company expenses advertising costs as incurred. Advertising expenses incurred for the years ended December 31, 2010, 2009 and 2008
totaled approximately $9.0 million, $3.7 million and $5.5 million, respectively.

At December 31, 2010 and 2009, the Company had less than $0.1 million and $0.1 million, respectively, of prepaid advertising costs
representing future online and offline advertising. Such costs are reflected as prepaid advertising costs in the accompanying consolidated balance
sheets.
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Barter Transactions

The Company did not enter into barter transactions for the years ended December 31, 2010, 2009 and 2008.

Loss Per Common Share

Basic loss per common share is computed using the weighted average number of common shares outstanding during the period. Diluted loss per
share is computed using the weighted average number of common and dilutive potential common shares outstanding during the period. Dilutive
potential common shares consist of the incremental common shares issuable upon exercise of stock options and warrants (using the treasury
stock method), which were not included in diluted loss per share as they would have been anti-dilutive and were approximately 515,000,
1,489,000 and 416,000 for the years ended December 31, 2010, 2009 and 2008, respectively. In addition, at both December 31, 2010 and 2009,
the Company had zero dilutive potential common shares related to its convertible debt.

Concentrations of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk consist principally of cash and cash equivalents,
including investments, accounts receivable from credit card transaction processing companies, and receivables from third parties related to
advertising, ecommerce, and royalties. The Company has policies that limit its investments as to maturity, liquidity, credit quality, concentration
and diversification of issuers and types of investments. The credit risk associated with cash and cash equivalents and credit card receivables is
considered low due to the credit quality of the financial institution and issuers. The Company performs credit evaluations of the third parties
from which advertising, ecommerce, and royalty revenue is earned and generally does not require collateral. The Company maintains allowances
for potential credit losses for such events.

Fair Value of Financial Instruments

ASC 820 (formerly SFAS 157), Fair Value Measurements and Disclosures, clarifies how to measure fair value and requires enhanced fair value
measurement disclosures. The standard emphasizes that fair value is a market-based measurement, not an entity-specific measurement and sets
out a fair value hierarchy with the highest priority being quoted prices in active markets for identical assets or liabilities. See Note 3 � Fair Value
Measurements for further discussion.

ASC 825 (formerly SFAS 159), Financial Instruments, provides companies with an option to report selected financial assets and liabilities at fair
value. The objective of ASC 825 is to reduce both the complexity in accounting for financial instruments and the volatility in earnings caused by
measuring related assets and liabilities differently. ASC 825 also establishes presentation and disclosure requirements designed to facilitate
comparisons between companies that choose different measurement attributes for similar types of assets and liabilities.

Foreign Currency Translation

Foreign currency assets and liabilities are translated into United States dollars using the exchange rates in effect at the balance sheet date, and
revenues and expenses are translated at average rates prevailing during the periods reported. The effects of exchange rate fluctuations on the
translation of assets and liabilities are reported as other comprehensive loss, which is a separate component of stockholders� equity.

3. FAIR VALUE MEASUREMENTS

The Company adopted ASC 820 (formerly SFAS 157), Fair Value Measurements and Disclosures, as of January 1, 2008. 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 � Quoted prices in active markets for identical assets or liabilities.

Level 2 � Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted prices in markets that are not
active; or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the assets or
liabilities.
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Level 3 � Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities.
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The Company�s debt consists of $1.0 million of principal of related party notes (the �Director Notes�) as of December 31, 2010, as discussed more
fully in Note 9, which are not traded in an active market and are held by three of the Company�s directors. As a result of the volatility of
substantially all domestic credit markets that currently exist and the difficulty of the Company obtaining similar financing from an unrelated
party, the Company is unable, as of December 31, 2010, to determine the fair value of such debt. The Company converted approximately $22.1
million of senior secured notes into 22,088,981 shares of the Company�s common stock during June of 2010, as discussed more fully in Note 10.
The senior secured notes were not traded in an active market and were previously held by the Company�s largest shareholder, Prides.

4. ACCOUNTS RECEIVABLE

Accounts receivable are shown in the accompanying consolidated balance sheet net of an allowance for doubtful accounts of less than $0.1
million as of both December 31, 2010 and 2009. The Company performs ongoing credit evaluations of its customers and adjusts credit limits
based upon payment history and customers� creditworthiness, as determined by the Company�s review of their current credit information. The
Company continuously monitors collections and payments from its customers and maintains an allowance for estimated credit losses based upon
its historical experience and specific customer collection issues that the Company has identified. Accounts receivable are evaluated and
written-off against the allowance if they are determined to be uncollectible.

5. PROPERTY AND OFFICE EQUIPMENT

Property and office equipment, net consists of the following (in thousands):

December 31,
2010 2009

Office and computer equipment $ 3,300 $ 3,485
Software 5,812 5,441
Furniture and fixtures 401 401
Leasehold improvements 485 485

9,998 9,812
Less accumulated depreciation and amortization (8,847) (7,627) 

$ 1,151 $ 2,185

Software includes approximately $4.0 of costs associated with internal-use software projects and Website development that have been
capitalized pursuant to ASC 350-40 and ASC 350-50 as of December 31, 2010 and 2009, and approximately $0.6 million of costs under a capital
lease as of December 31, 2010 and 2009. Amortization expense related to internal-use software was approximately $0.8 million, $0.8 million
and $0.8 million for the years ended December 31, 2010, 2009, and 2008, respectively.

Included in office and computer equipment is equipment under capital leases of approximately $1.4 million as of December 31, 2010 and 2009,
less accumulated amortization of approximately $1.4 million and $1.3 million, respectively. Depreciation expense includes amortization of
equipment under capital leases.

Total depreciation expense of property and office equipment for the years ended December 31, 2010, 2009 and 2008 was $1.5 million, $1.6
million and $1.8 million, respectively.

6. ACCRUED LIABILITIES

Accrued liabilities consist of the following (in thousands):
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December 31,
2010 2009

Advertising $ 133 $ 152
Accrued compensation and employee benefits 121 113
Professional fees 66 233
Foreign taxes payable 3 4
Deferred rent 264 308
Interest payable 7 674
Refunds reserve 25 25
Other 432 346

$ 1,051 $ 1,855
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Refunds reserve relates to digital plan and meal delivery sales refunds. Since all digital plans payments are deferred upon receipt, at the end of
each month the Company reclassifies a portion of its deferred revenue to reserve for refunds. Based on historical experience, a range of between
approximately 1%-3% of digital plans sales will result in a refund issued in a subsequent month after sale. All other refunds issued relate to
current month digital plans sales. Because the revenue has not been recognized, refunds do not result in a reversal of digital plans revenue.
Instead, digital plan refunds result in a decrease to the amounts maintained in deferred revenue. Meal delivery refunds mainly result from late
shipments or packaging issues. Based on historical experience, a range of between approximately 1%-3% of prior month�s meal delivery sales
will result in a refund. Based on this historical refund rate, the Company determined that the refunds reserve of $25,000 was the appropriate
level of reserve at December 31, 2010 and 2009, respectively, as this amount represented the estimated refunds that would be required in
subsequent periods for sales made through the end of each fiscal year. Actual refunds issued in 2011 and 2010 pertaining to sales made in 2010
and 2009, respectively, indicate that this estimate was reasonable with no material variance.

For the years ended December 31, 2010 and 2009, refunds to customers who paid their digital plans subscription fees in advance totaled
approximately $0.4 million and $0.2 million, respectively.

For the years ended December 31, 2010 and 2009, refunds to customers in the meal delivery plan totaled approximately $0.6 million and $0.3
million, respectively.

7. DEFERRED REVENUE

Deferred revenue consists of the following (in thousands):

December 31,
2010 2009

Deferred revenue
Unearned digital plan revenue $ 425 $ 425
Unearned development revenue 120 176
Unearned licensing revenue 31 26
Deferred royalty 852 1,537

Total deferred revenue 1,428 2,164
Less: current portion of deferred revenue (1,144) (1,242) 

Non-current portion of deferred revenue $ 284 $ 922

8. EMPLOYEE BENEFIT PLAN

The Company maintains a defined contribution benefit plan, or 401(k) salary deferral program, covering substantially all employees. Employees
may elect to contribute to the plan amounts not to exceed a specified percentage of annual compensation, subject to the current limit imposed by
Internal Revenue Service guidelines. The Company, at its discretion, may match the participants� contributions at a specified percentage, limited
by a stated maximum amount. An unrelated investment company administers the assets of the plan. The total employer contributions charged to
expense for the years ended December 31, 2010 and 2009 were zero, and approximately $0.1 million for the year ended December 31, 2008.

9. DEBT TRANSACTIONS

On August 31, 2007 the Company borrowed $10.0 million from Prides Capital Partners, LLC (�Prides�), in the form of a Senior Secured Note and
accompanying agreements (�First Note�). The First Note, along with accrued and paid-in-kind interest, was converted into 15,000,643 shares of
the Company�s common stock on June 4, 2010 (�First Note Debt Conversion�). During the year ended December 31, 2010, the Company recorded
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approximately $14.8 million of additional interest expense due to the reduction in conversion price associated with the First Note Debt
Conversion.

In accordance with ASC 470-20-55 (formerly EITF 98-5) and ASC 470-20-30 (formerly EITF 00-27), Debt � Debt with Conversion and Other
Options, the First Note�s conversion feature was considered a beneficial conversion feature and was treated as a note discount with a fair value of
approximately $2.4 million, which was amortized to interest expense through June 4, 2010 using the
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effective interest method. As of December 31, 2010, the Company had amortized approximately $2.1 million of the beneficial conversion
feature discount and during the year ended December 31, 2010, the Company adjusted the additional $0.3 million to interest expense incurred
with the First Note Debt Conversion.

Additionally, in connection with the issuance of the First Note, a warrant to purchase one million shares of the Company�s common stock at
$5.00 per share was issued to Prides. The warrant had a 10-year term and was redeemable at the option of the Company. The Company
determined in accordance with ASC 470-20-25 (formerly Accounting Principles Board Opinion No. 14), Debt � Debt with Conversion and Other
Options, that the warrant had a relative fair value of $1.8 million, which was treated as a note discount and amortized using the effective interest
method until the debt was converted on June 4, 2010. As of December 31, 2010, the Company had amortized approximately $1.6 million of this
discount and during the year ended December 31, 2010, the Company adjusted the additional $0.2 million to interest expense incurred with the
First Note Debt Conversion.

On June 23, 2009, the Company executed an Agreement to Amend Warrants (�Warrant Amendment�) in which the Company agreed to amend this
warrant, among others, to reduce the purchase price per share of common stock to $1.00 and the warrants were exercised at the $1.00 exercise
price during 2009 (as described in Note 10).

The Company incurred approximately $0.2 million in issuance costs paid directly to Prides in connection with the First Note. In accordance with
ASC 470-20-30, these issuance costs were treated as a note discount and were amortized to interest expense using the effective interest method
through June 4, 2010. As of December 31, 2010, the Company had amortized approximately $180,000 of this discount and during the year
ended December 31, 2010, the Company adjusted the additional $20,000 to interest expense incurred with the First Note Debt Conversion.

During the year ended December 31, 2010, the Company recorded approximately $1.8 million of interest expense prior to the First Note Debt
Conversion, including amortization of the note discounts of approximately $0.9 million, related to the First Note. The Company recorded
approximately $3.6 million and $2.8 million of interest expense, including amortization of the note discounts of $1.6 million and $1.1 million,
related to the First Note for the years ended December 31, 2009 and 2008, respectively. These amounts are included in the Consolidated
Statements of Operations under �Interest expense�.

On May 30, 2008, the Company borrowed an additional $2.6 million from Prides in the form of a Senior Secured Note and accompanying
agreements (�Second Note�). The Second Note, along with accrued and paid-in-kind interest, was converted into 3,718,176 shares of the
Company�s common stock on June 4, 2010 (�Second Note Debt Conversion�). During the year ended December 31, 2010, the Company recorded
approximately $4.1 million of additional interest expense due to the reduction in conversion price associated with the Second Note Debt
Conversion.

In accordance with ASC 470-20-55 (formerly EITF 98-5) and ASC 470-20-30 (formerly EITF 00-27), Debt � Debt with Conversion and Other
Options, the Second Note�s conversion feature was considered a beneficial conversion feature and was treated as a note discount with a fair value
of approximately $1.1 million, which was amortized to interest expense through June 4, 2010 using the effective interest method. As of
December 31, 2010, the Company had amortized approximately $0.5 million of the beneficial conversion feature discount and during the year
ended December 31, 2010, the Company adjusted the additional $0.6 million to interest expense incurred with the Second Note Debt
Conversion.

Additionally, in connection with the issuance of the Second Note, a warrant to purchase approximately 0.5 million shares of the Company�s
common stock at $4.25 per share was issued to Prides. The warrant had a 10-year term and was redeemable at the option of the Company. The
Company determined in accordance with ASC 470-20-25 (formerly Accounting Principles Board Opinion No. 14), Debt � Debt with Conversion
and Other Options, that the warrant had a relative fair value of $1.0 million, which was treated as a note discount and amortized using the
effective interest method until the debt was converted on June 4, 2010. As of December 31, 2010, the Company had amortized approximately
$0.4 million of this discount and during the year ended December 31, 2010, the Company adjusted the additional $0.6 million to interest expense
incurred with the Second Note Debt Conversion.

In connection with the Warrant Amendment mentioned above, on June 23, 2009, the Company agreed to amend this warrant, among others, to
reduce the purchase price per share of common stock to $1.00, and the warrants were exercised at the $1.00 exercise price during 2009 (as
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described in Note 10).

The Company incurred approximately $0.1 million in issuance costs paid directly to Prides in connection with the Second Note. In accordance
with ASC 470-20-30, these issuance costs were treated as a note discount and were amortized to interest expense using the effective interest
method through June 4, 2010. As of December 31, 2010, the Company had amortized approximately $47,000 of this discount and during the
year ended December 31, 2010, the Company adjusted the additional $48,000 to interest expense incurred with the Second Note Debt
Conversion.
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During the year ended December 31, 2010, the Company recorded approximately $0.6 million of interest expense prior to the Second Note Debt
Conversion, including amortization of the note discounts and expenses of approximately $0.3 million, related to the Second Note. The Company
recorded approximately $1.0 million and $0.4 million of interest expense, including amortization of the note discounts of approximately $0.5
million and $0.1 million, related to the Second Note for the years ended December 31, 2009 and 2008, respectively. These amounts are included
in the Consolidated Statements of Operations under �Interest expense�.

In the Note and Warrant Purchase Agreement for the Second Note, Prides committed to provide the Company with an additional $2.55 million
in Senior Secured Notes (�Third Note�), with terms similar to the Second Note and as set forth in the Note and Warrant Purchase Agreement. On
November 13, 2008 the Company executed the Third Note and the issuance of this Third Note does not impact the accounting or the valuation of
the warrants that were issued in connection with the Second Note. The Third Note, along with accrued and paid-in-kind interest, was converted
into 3,370,162 shares of the Company�s common stock on June 4, 2010 (�Third Note Debt Conversion�). During the year ended December 31,
2010, the Company recorded approximately $3.1 million of additional interest expense due to the reduction in conversion price associated with
the Third Note Debt Conversion.

In accordance with ASC 470-20-55 (formerly EITF 98-5) and ASC 470-20-30 (formerly EITF 00-27), Debt � Debt with Conversion and Other
Options, the Third Note�s conversion feature was considered a beneficial conversion feature and was treated as a note discount with a fair value
of approximately $0.1 million, which was amortized through June 4, 2010 using the effective interest method. As of December 31, 2010, the
Company had amortized approximately $33,000 of the beneficial conversion feature discount and during the year ended December 31, 2010, the
Company adjusted the additional $39,000 to interest expense incurred with the Third Note Debt Conversion.

The Company incurred approximately $0.1 million in issuance costs paid directly to Prides in connection with the Third Note. In accordance
with ASC 470-20-30, these issuance costs were treated as a note discount and were amortized to interest expense using the effective interest
method through June 4, 2010. As of December 31, 2010, the Company had amortized approximately $26,000 of this discount and during the
year ended December 31, 2010, the Company adjusted the additional $30,000 to interest expense incurred with the Third Note Debt Conversion.

During the year ended December 31, 2010, the Company recorded approximately $0.3 million of interest expense prior to the Third Note Debt
Conversion, including amortization of the note discounts and expenses of approximately $27,000, related to the Third Note. The Company
recorded approximately $0.6 million and $0.1 million of interest expense, including amortization of the note discounts of approximately $42,000
and $4,000, respectively, related to the Third Note for the years ended December 31, 2009 and 2008. These amounts are included in the
Consolidated Statements of Operations under �Interest expense�.

On March 9, 2010, the Company issued a promissory note (the �Richardson Note�) to Kevin A. Richardson II, one of the Company�s directors and
an officer of Prides. Pursuant to the Richardson Note, the Company borrowed $500,000 from Kevin A. Richardson II. The Richardson Note,
along with accrued interest, was converted into 506,027 shares of the Company�s common stock on June 4, 2010. During the year ended
December 31, 2010, the Company recorded approximately $213,000 as a loss on extinguishment of related party debt when the Richardson Note
was extinguished on June 4, 2010 in exchange for 506,027 shares of the Company�s common stock.

The First Note, Second Note and Third Note previously placed certain limitations on the Company�s ability to enter into various transactions
including, in aggregate, capital leases in excess of $2 million, other forms of indebtedness in excess of $250,000, and total investments in excess
of $250,000. Pursuant to the Prides Debt Conversion Agreement, Prides released all security interests, liens and other encumbrances on the
assets of the Company held by Prides pursuant to its Security Agreements. Further, pursuant to the Prides Debt Conversion Agreement, Prides
released the guarantors under any and all obligations arising under or in connection with the Subsidiary Guaranty Agreements in favor of Prides
dated August 31, 2007 and May 30, 2008.

Pursuant to the Prides Debt Conversion Agreement, Prides waived (i) the prohibition on related party transactions outside the ordinary course of
business under its August 2007 Note and Warrant Purchase Agreement and the May 2008 Note and Warrant Purchase Agreement with the
Company as to the Registered Offering, the Private Placement and the Richardson Debt Conversion, (ii) the prepayment premium pursuant to
certain of the Prides Notes in respect of the Prides Debt Conversion, and (iii) the mandatory prepayment provisions pursuant to certain of the
Prides Notes in respect of the Registered Offering, the Private Placement, and the Richardson Debt Conversion.
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On November 12, 2010, the Company issued the following promissory notes (the �Director Notes�): (i) a promissory note to Kevin A. Richardson
II, one of the Company�s directors and an officer of Prides, pursuant to which the Company borrowed $600,000, (ii) a promissory note to Lee S.
Isgur, one of the Company�s directors, pursuant to which the Company borrowed $200,000 and (iii) a promissory note to Kevin N. McGrath, one
of the Company�s directors and the Company�s President and Chief Executive Officer pursuant to which the Company borrowed $200,000. The
entire outstanding principal balance of the Director Notes, together with all
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accrued and unpaid interest, is due and payable on December 31, 2011. Interest accrues on the Director Notes at a rate of five percent (5%) per
annum. In the event the principal is not paid in full within three business days of the due date, or any other default occurs thereunder, then
interest shall accrue on the outstanding principal balance of the Director Notes at a rate of ten percent (10%) per annum.

10. STOCKHOLDERS� EQUITY

2010 Related Party Equity Transactions

On April 5, 2010, the Company entered into a Debt Conversion Agreement with Prides (the �Prides Debt Conversion Agreement�) to convert the
aggregate principal amount of the three outstanding Prides Notes, plus all accrued and unpaid interest through the date of conversion, into
common stock at a price equal to the price at which the common stock was sold in the Registered Offering, or $1.00 per share (the �Prides Debt
Conversion�). Also on April 5, 2010, the Company entered into a Debt Conversion Agreement with Kevin A. Richardson II, one of the
Company�s directors and an officer of Prides (the �Richardson Debt Conversion Agreement�) to convert the principal amount of the Richardson
Note, plus all accrued and unpaid interest through the date of conversion, into common stock at a price equal to the price at which the common
stock was sold in the Registered Offering, or $1.00 per share. (the �Richardson Debt Conversion� and, together with the Prides Debt Conversion,
the �Debt Conversions�).

In addition, on April 5, 2010, the Company entered into Securities Subscription and Purchase Agreements with Mr. Richardson, Kevin N.
McGrath, one of the Company�s directors and its President and Chief Executive Officer, and Lee S. Isgur, one of the Company�s directors,
pursuant to which they agreed to purchase $500,000 of common stock at a price equal to the price at which the common stock was sold in the
Registered Offering, or $1.00 per share (the �Private Placement�).

The Debt Conversions and the Private Placement each closed on June 4, 2010. At closing, the Company issued 22,088,981 shares of common
stock to Prides in full satisfaction of the Prides Notes, and the Company issued 506,027 shares of common stock to Mr. Richardson in full
satisfaction of the Richardson Note. In addition, the Company issued 500,000 shares of common stock in connection with the Private Placement.
The Company entered into an amendment to the Registration Rights Agreement described below under �2009 Related Party Equity Transactions�
pursuant to which it agreed to register, upon the occurrence of certain conditions, the resale of the shares of common stock issued as a result of
the Debt Conversions and the Private Placement.

Pursuant to the Prides Debt Conversion Agreement, Prides waived (i) the prohibition on related party transactions outside the ordinary course of
business under its August 2007 Note and Warrant Purchase Agreement and the May 2008 Note and Warrant Purchase Agreement with the
Company as to the Registered Offering, the Private Placement and the Richardson Debt Conversion, (ii) the prepayment premium pursuant to
certain of the Prides Notes in respect of the Prides Debt Conversion, and (iii) the mandatory prepayment provisions pursuant to certain of the
Prides Notes in respect of the Registered Offering, the Private Placement, and the Richardson Debt Conversion.

2010 Registered Offering of Common Stock

On April 9, 2010, the Company completed the Registered Offering of 5,275,000 shares of common stock to investors for a price of $1.00 per
share. The Company received net proceeds of approximately $4.9 million, after placement agent fees and expenses from the Registered
Offering.

Warrants Issued to Related Parties

The Company issued Warrants to purchase approximately 1.2 million shares at $6.00 per share to Prides in connection with the private
placement that occurred in connection with the May 2006 acquisition of Nutrio. In connection with the Notes issued in August 2007 and May
2008, as described in Note 10, the Company issued warrants to purchase 1.0 million shares at $5.00 per share and 0.5 million shares at $4.25 per
share, respectively.
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In connection with the Warrant Amendment as described in Note 9, on June 23, 2009, the Company agreed to reduce the price of all Prides
outstanding warrants to $1.00, and Prides agreed to use diligent efforts to exercise, in one or more tranches, a portion of the outstanding warrants
as soon as reasonably practicable in order to purchase 2.5 million shares underlying these outstanding warrants. The repricing of these warrants
resulted in an additional fair value of the warrants of approximately $0.5 million. To encourage the exercise of Prides rights under the
outstanding warrants, as amended by the Warrant Amendment, the Company agreed in the Warrant Amendment to issue Prides one or more
New Warrants (the �New Warrants�) to purchase nine shares of the Company�s common stock for every 20 shares purchased by Prides as a result
of an exercise of the outstanding warrants with an exercise price of $1.20 per share.
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2009 Related Party Equity Transactions

On June 23, 2009 and on September 8, 2009, respectively, the Company executed Securities Subscription and Purchase Agreements
(collectively the �Purchase Agreements�) with three of its directors, Kevin A. Richardson II, Lee Isgur and Kevin McGrath, who is also the
Company�s President and Chief Executive Officer. Under the terms of the Purchase Agreements, the three directors agreed to purchase an
aggregate of 1,066,040 shares of the Company�s common stock in exchange for an aggregate of $1.1 million in cash in a Private Placement (the
�2009 Private Placement�). The Company used the $1.1 million of gross proceeds from the share sale to fund its business. As part of the 2009
Private Placement, the Company agreed to issue Warrants for the Purchase of Shares of Common Stock (each a �Warrant�) to the three directors,
to purchase an aggregate of 479,718 shares of the Company�s common stock at an exercise price of $1.20 per share. Each Warrant has a ten year
expiration date, is exercisable beginning immediately and provides for a cashless �net� exercise under certain conditions with respect to up to 25%
of the shares of common stock issuable upon exercise thereof. The exercise price of each Warrant is subject to adjustment under certain
circumstances; however, no adjustment to the exercise price will operate to reduce the exercise price to a price less than the closing price of the
Company�s common stock on (i) June 22, 2009, for Warrants issued in connection with the June 2009 transaction, and (ii) September 4, 2009, for
Warrants issued in connection with the September 2009 transaction. The Company has the option to change the expiration date of the Warrant in
the event that the closing price per share of common stock is in excess of 150% of the exercise price for thirty (30) consecutive days as reflected
on The Nasdaq Capital Market.

The Company also executed a Registration Rights Agreement (�Registration Rights Agreement�) with the three directors participating in the
Private Placement and with Prides Capital. Pursuant to the Registration Rights Agreement, the Company agrees to register, upon the occurrence
of certain conditions, the resale of the shares of common stock issued to the three directors and the shares of common stock issuable upon
exercise of each Warrant and New Warrant.

In September 2009, Prides exercised a portion of the outstanding warrants to purchase 200,000 shares of the Company�s common stock. In
connection with this exercise, the Company received $0.2 million and issued a New Warrant, with a 10-year term, to purchase 90,000 shares of
the Company�s common stock at $1.20 per share. The Company has the option to change the expiration date of the Warrant in the event that the
closing price per share of common stock is in excess of 150% of the exercise price for thirty (30) consecutive days as reflected on The Nasdaq
Capital Market. In October and November 2009, Prides exercised warrants to purchase approximately 2.5 million shares of the Company�s
common stock. In connection with these exercises, the Company received approximately $2.5 million and issued New Warrants, with a 10-year
term, to purchase an aggregate of 1,119,652 shares of the Company�s common stock at $1.20 per share.

As of December 31, 2010, 144,626 stock options previously granted to Prides were vested, and 25,727 shares previously granted to Prides were
unrestricted. These options and restricted share awards were subject to variable accounting under ASC 718-10 as interpreted by EITF 96-18. The
Company valued these stock options and restricted shares using the Black-Scholes-Merton pricing model (see assumptions under Stock-Based
Compensation). Common stock is valued using the market price of common stock on the measurement date as defined in EITF 96-18.
Compensation expense of $0, $0 and less than $(0.1) million was recorded for the years ended December 31, 2010, 2009 and 2008, respectively,
related to such grants.

At December 31, 2010, there were 1,209,652 Prides New Warrants outstanding and 479,718 Warrants outstanding for the three directors.

Common Stock

At December 31, 2010, 5,478,759 common shares were reserved for future issuance related to outstanding stock options and RSUs and
1,689,370 common shares were reserved for future issuance related to outstanding warrants. When stock options are exercised or restricted share
awards restrictions lapses, new shares of the Company�s common stock are issued.

Stock-Based Compensation

The Company grants stock options, restricted stock units and restricted stock awards to its employees, officers, directors and consultants. In
November 2004, the Company adopted the eDiets.com, Inc. 2004 Equity Incentive Plan (the �Incentive Plan�) (as amended effective May 6, 2008
and as amended and restated effective May 4, 2010). The Incentive Plan provides for the grant of incentive stock options or �ISOs�, non-qualified
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stock options or �NSOs�, stock appreciation rights or �SARs�, restricted stock, restricted stock units (�RSUs�), performance awards, deferred stock
and unrestricted stock. The Incentive Plan is administered by the Compensation Committee of the Board of Directors (the �Committee�). A
maximum of 6,000,000 shares of common stock may be delivered in satisfaction of awards made under the Incentive Plan. The maximum
number of shares of common stock that may be issued in any calendar year pursuant to the exercise of ISOs and NSOs is 3,000,000 each. The
maximum number of shares as to which options may be granted under the Incentive Plan in any calendar year is 2,000,000 shares. The
maximum number of shares subject to
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SARs under the Incentive Plan in any calendar year is 2,000,000 shares. The maximum number of shares subject to performance awards granted
under the Incentive Plan in any calendar year is 800,000 shares. The term of any ISO granted under the Incentive Plan may not exceed ten years,
or five years if granted to a person that owns common stock representing more than 10% of the voting power of all class of stock of the
Company. Options granted under the Incentive Plan generally vest ratably over a three-year period. SARs may be granted either in tandem with
or independent of stock options. The Incentive Plan also provides for awards of fully vested unrestricted stock, but no more than 360,000 shares
in the aggregate may be granted at less than fair market value unless granted in lieu of cash compensation equal to such fair market value. The
Incentive Plan also provides for deferred grants entitling the recipient to receive common stock upon satisfaction of conditions determined by the
Committee in its discretion. The Incentive Plan provides for performance award grants which may be linked to the market value, book value, net
profits or other measure of the value of common stock or other specific performance criteria determined appropriate by the Committee, or may
be based upon the appreciation in the market value, book value, net profits or other measure of the value of a specified number of shares of
common stock over a fixed period or periods determined by the Committee.

As of December 31, 2010 and 2009, there were 23,000 and 248,000 RSUs outstanding, respectively, which excludes certain RSUs subject to
performance-based vesting conditions as disclosed below, and 4,292,415 and 2,973,477 options outstanding, respectively, under the Incentive
Plan.

In November 1999, the Company adopted the eDiets.com, Inc. Stock Option Plan (the �Plan�) (as amended and restated effective April 1, 2002
and as amended effective September 30, 2009). The Plan terminated in November 2009 pursuant to the Plan provisions and therefore, the
Company will not grant any additional shares or options under the Plan. The Plan, as amended, provides for the grant of ISOs and NSOs to
purchase up to 5,000,000 shares of the Company�s common stock to employees, directors and consultants to the Company. Options granted to
employees under the Plan generally vest ratably over a two- or three-year period and expire five or ten years from the date of grant. Such options
generally have an exercise price equal to the fair market value of the underlying common stock at the grant date and are fully exercisable on the
date of grant for a period of up to five to ten years. In October 2009, the Company�s Board of Directors approved an amendment (effective
September 30, 2009) allowing for the transferability of stock options under limited circumstances. As of December 31, 2010 and 2009, 687,344
and 1,133,230 options, respectively, were outstanding under the Plan.

The Company accounts for its stock-based compensation plans in accordance with ASC 718-10 (formerly SFAS 123R), Compensation � Stock
Compensation. Under the provisions of ASC 718-10, the Company estimates the fair value of each stock option on the date of grant using a
Black-Scholes-Merton (BSM) option-pricing formula, applying the following assumptions, and amortizes that value to expense over the option�s
vesting period using the straight-line attribution method.

Year Ended December 31,
2010 2009 2008

Expected term (in years) 3.5 3.5 3.2
Risk-free interest rate 1.3% 1.5% 1.9% 
Expected volatility .703 .680 .630
Expected dividend yield �  % �  % �  % 

Expected Term: The expected term represents the period over which the share-based awards are expected to be outstanding for employees and
directors. The Company uses the historical exercise experience in determining the expected term.

Risk-Free Interest Rate: The Company based the risk-free interest rate used in its assumptions on the implied yield currently available on U.S.
Treasury zero-coupon issues with a remaining term equivalent to the stock option award�s expected term.

Expected Volatility: The volatility factor used in the Company�s assumptions is based on the historical price of its stock from 2001 to the current
period because the Company believes that this extended period reflects the true Company history.

Expected Dividend Yield: The Company does not intend to pay dividends on its common stock for the foreseeable future. Accordingly, the
Company uses a dividend yield of zero in its assumptions.
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As required by ASC 718-10, the Company estimates forfeitures of employee stock options and restricted stock awards and recognizes
compensation cost only for those awards expected to vest. Forfeiture rates are determined for three groups (employees, officers and directors)
based on historical experience. Estimated forfeitures are adjusted to the actual forfeiture experience as needed.
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During the years ended December 31, 2010, 2009 and 2008, the Company recognized stock-based compensation expense under ASC 718-10
(related to stock options, RSUs and restricted stock awards) of $0.9 million, $1.6 million and $1.0 million, respectively. The breakdown of
stock-based compensation expense per line item on the accompanying consolidated statements of operations for the three years ended
December 31, 2010, 2009 and 2008, is as follows (in thousands):

2010 2009 2008
Cost of revenue $ 10 $ 22 $ 33
Technology and development 138 343 299
Sales, marketing and support 199 370 387
General and administrative 535 716 250

$ 882 $ 1,451 $ 969

A summary of option activity under the Company�s stock plans for the years ended December 31, 2010, 2009 and 2008 is as follows (shares in
thousands):

Number of
Options

Weighted
Average
Exercise

Price

Weighted
Average

Remaining
Contractual

Term
(yrs)

Aggregate
Intrinsic

Value
($000)

Outstanding at January 1, 2008 1,868 3.88 4.25
Granted 1,292 4.47
Exercised (91) 3.33
Forfeited (251) 4.48
Expired (93) 4.14

Outstanding at December 31, 2008 2,725 4.11 3.88
Granted 1,825 1.73
Exercised �  �  
Forfeited (178) 3.56
Expired (265) 4.04

Outstanding at December 31, 2009 4,107 $ 3.08 5.32 $ 126
Granted 1,799 1.17
Exercised �  �  
Forfeited (421) 2.54
Expired (505) 4.10

Outstanding at December 31, 2010 4,980 $ 2.34 6.29 $ �  

Vested or expected to vest at December 31, 2010 4,512 $ 2.42 6.07 $ �  

Exercisable at December 31, 2010 2,691 $ 3.03 4.57 $ �  
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The weighted-average fair value of stock options granted during the years ended December 31, 2010, 2009 and 2008 was $0.44, $0.81 and
$1.96, respectively.

There were no stock option exercises during 2010 or 2009. The total intrinsic value of stock options exercised was $0.1 million for the year
ended December 31, 2008. As of December 31, 2010, there was $0.9 million of total unrecognized compensation cost related to the stock
options granted under the Company�s stock plans. That cost is expected to be recognized over a weighted-average period of 2.1 years.

The total fair value of stock options that vested in 2010, 2009 and 2008 was $1.2 million, $1.3 million and $1.2 million, respectively.

Cash received from the exercise of stock options under the Company�s stock plans for the years ended December 31, 2010, 2009 and 2008 was
$0, $0 and $0.3 million, respectively.

F - 20

Edgar Filing: DAVIS JEFFREY S - Form 4

Index to Financial Statements 79



Index to Financial Statements

EDIETS.COM, INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continued)

A summary of the RSUs outstanding under the Company�s Incentive Plan for the years ended December 31, 2010, 2009 and 2008 is presented
below (shares in thousands):

Number of
Shares

Weighted
Average

Fair Value
At Grant

Date
Non-vested at January 1, 2008 297 $ 3.96
Granted 85 5.62
Vested (81) 5.66
Forfeited (38) 4.49

Non-vested at December 31, 2008 263 $ 4.87
Granted 18 3.37
Vested (20) 3.65
Forfeited (13) 4.24

Non-vested at December 31, 2009 248 $ 4.89
Granted �  �  
Vested �  �  
Forfeited (225) 4.93

Non-vested at December 31, 2010 23 $ 4.52

No RSUs vested during 2010. The non-vested RSUs listed above are expected to vest upon achievement of performance goals that are not
currently deemed probable by management as of December 31, 2010. The total fair value of restricted stock awards that vested in each of the
years ended December 31, 2009 and 2008 was $0.1 million and $0.5 million, respectively. During January 2010, 225,000 of the non-vested
restricted stock awards were forfeited.

As the restricted stock and RSUs are subject to graded vesting, the cost is being recognized on an accelerated basis. As of December 31, 2010,
there was no unrecognized compensation cost related to restricted stock awards granted under the Company�s stock plans.

In March 2008, 69,000 RSUs were awarded to an officer, subject to performance-based vesting conditions. Performance conditions were
established for one third, or 23,000 RSUs, which were expected to vest in March 2009, but as the performance condition was not achieved, all
previously recorded compensation cost of approximately $0.1 million was reversed in the first quarter of 2009. As of December 31, 2010,
performance conditions have not been established by the Board for the remaining 46,000 RSUs, and thus no compensation expense has been
recorded to date related to these 46,000 RSUs. At the time that the performance conditions are established, the value of these RSUs will be
determined and the resulting compensation cost recorded. All 69,000 RSUs are not vested as of December 31, 2010. The 46,000 RSUs have
been excluded from the summary of RSU activity above.

In December 2008, 425,000 RSUs were awarded to an officer, subject to performance-based vesting conditions, which have not yet been
established by the Board, and thus no compensation expense has been recorded to date related to these RSUs. At the time that the performance
conditions are established, the value of these RSUs will be determined and the resulting compensation cost recorded. These 425,000 RSUs have
been excluded from the summary of RSU activity above.

In January 2009, 5,000 RSUs were awarded to an officer, subject to performance-based vesting conditions, which have not yet been established
by the Board, and thus no compensation expense has been recorded to date related to these RSUs. At the time that the performance conditions
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are established, the value of these RSUs will be determined and the resulting compensation cost recorded. These 5,000 shares have been
excluded from the summary of RSU activity above.
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11. COMMITMENTS AND CONTINGENCIES

The Company leases office space and equipment under an operating lease. In addition to rent, the leases require the Company to pay for taxes,
insurance, maintenance and other operating expenses. Certain of the leases contain stated escalation clauses while others contain renewal
options. The Company recognizes rent expense on a straight-line basis over the term of the lease, excluding renewal periods, unless renewal of
the lease is reasonably assured. Commitments for minimum rentals under non-cancelable leases at the end of 2010 are as follows (in thousands):

Capital
Leases

Operating
Leases

2011 $ 24 $ 664
2012 24 690
2013 �  717
2014 �  745
2015 and thereafter �  1,648

Total minimum lease payments 48 $ 4,464

Less amount representing interest (4) 

Present value of minimum lease payments $ 44

The Company had approximately $0.5 million in leasehold improvements related to the operating lease for corporate office space. These
leasehold improvements are being amortized over the shorter of the lease term or the life of the asset ranging from five to ten years.

Rental expense under operating leases was approximately $0.6 million for each of the years ended December 31, 2010, 2009 and 2008.

The Company has an irrevocable standby letter of credit from a bank in the amount of $0.5 million, which expires on June 30, 2011 and is
automatically extended each year for one year unless written notice is provided. The letter of credit may not be extended beyond June 30, 2017.
The letter of credit is collateralized by certain cash equivalents and is being used to guarantee lease obligations related to the corporate office in
the event that the Company does not pay its rent.

In the ordinary course of business, the Company and/or its subsidiaries may be parties to legal proceedings and regulatory inquiries, the outcome
of which, either singly or in the aggregate, is not expected to have a material adverse effect on the Company�s financial condition or results of
operations.

12. INCOME TAXES

The Company adopted ASC 740-10 (formerly FIN 48), Income Taxes � Overall, effective January 1, 2007. ASC 740-10 clarifies the accounting
for uncertainty in income taxes recognized in financial statements and requires the impact of a tax position to be recognized in the financial
statements if that position is more likely than not of being sustained by the taxing authority. In accordance with ASC 740-10, the Company did
not recognize any liability for unrecognized tax benefits. The Company policy is to record accrued interest and penalties related to unrecognized
tax benefits as part of other expense. The Company�s federal income tax returns for 2007 through 2010 are open tax years and are subject to
examination by the Internal Revenue Service.
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The components of the income tax (provision) benefit for the years ended December 31, 2010, 2009 and 2008 are as follows (in thousands):

2010 2009 2008
Current tax expense � Foreign $ (1) $ (18) $ (6) 
Deferred tax benefit � Foreign �  �  �  

Total $ (1) $ (18) $ (6) 

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amount of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes. Significant components of the Company�s net deferred income taxes as of
December 31, 2010 and 2009 are as follows (in thousands):

2010 2009
Deferred tax assets:
Net operating loss carry-forwards $ 15,881 $ 12,740
Stock option compensation � ASC 718-10 2,383 2,051
Credits 946 946
Deferred revenue 189 303
Allowance for doubtful accounts and reserve for refunds 42 69
Deferred rent 99 90
Depreciation and amortization 245 �  
Other 5 3

19,790 16,202
Valuation allowance (19,790) (16,173) 

Total deferred tax assets �  29
Deferred tax liabilities:
Depreciation and amortization �  (11) 
Identifiable intangibles �  (18) 

Total deferred tax liabilities �  (29) 

Net deferred income tax liability $ �  $ �  

ASC 740 (formerly SFAS 109), Income Taxes, requires a valuation allowance to reduce the deferred tax assets reported if, based on the weight
of the evidence, it is more likely than not that some portion or all of the deferred tax assets will not be realized. After consideration of all
evidence, both positive and negative, management has determined that an approximately $19.8 million and $16.2 million valuation allowance at
December 31, 2010 and 2009, respectively, is necessary to reduce the deferred tax assets to the amount that will more likely than not be realized.
The change in the valuation allowance for the years ended December 31, 2010, 2009 and 2008 was an increase of approximately $3.6 million,
$3.1 million and $4.0 million, respectively.

At December 31, 2010, the Company had approximately $57.2 million in net operating loss carry-forwards for U.S. federal income tax purposes
that expire in various amounts through 2030. Approximately $15.0 million of the net operating loss carry-forwards relate to stock option
deductions that will be recognized through additional paid-in-capital when the net operating losses are utilized. In May 2006, the Company
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acquired Nutrio, which had net operating losses of $3.3 million, which are subject to an annual Section 382 limitation. As a result of the
Section 382 study update for 2009, it was determined that the Company has not experienced a change in control, as defined under Section 382 of
the Internal Revenue Code. Therefore, the utilization of the Company�s net operating loss carry-forwards may be limited on an annual basis due
to a previous change in control and could expire unused. Although the Company has not completed the required study update for 2010, the
Company does not believe it has experienced any additional changes in control as defined under Section 382 of the Internal Revenue Code.
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The reconciliation of income tax computed at the U.S federal statutory rate to income tax expense (benefit) for the years ended December 31,
2010, 2009 and 2008 is as follows:

2010 2009 2008
Tax at U.S. statutory rate (34.0)% (34.0)% (34.0)% 
State taxes, net of federal benefit (0.8) (2.2) (2.1) 
Non-deductible items 21.2 14.4 5.6
Changes in valuation allowance 8.4 25.6 19.9
Return to provision adjustment (0.1) (2.1) 4.6
Undistributed earnings of foreign subsidiary �  �  (2.9) 
Goodwill impairment 5.4 �  8.9
Other (0.2) (1.6) �  

0.1% 0.1% 0.0% 

13. SEGMENT INFORMATION

ASC 280 (formerly SFAS 131), Segment Reporting, designates the internal reporting that is used by management for making operating decisions
and assessing performance as the source of the Company�s reportable segments.

The Company operates in a single market consisting of the sale of services, information and products (ecommerce and meal delivery) related to
nutrition, fitness and motivation. The Company has three reportable segments: the U.S. business-to-consumer segment, the U.S.
business-to-business segment and the European business segment. Meal delivery revenue and cost of revenue are included in the U.S.
business-to-consumer segment.

The Company does not engage in inter-company revenue transfers between segments. The Company�s management evaluates performance based
primarily on business segment. Accounting policies of the reportable segments are the same as the Company�s consolidated accounting policies.

Net revenues and segment loss of the Company�s three reportable segments for the years ended December 31, 2010, 2009 and 2008 are as
follows (in thousands):

2010 2009 2008
Net revenues:
U.S. business-to-consumer $ 20,233 $ 13,531 $ 19,758
U.S. business-to-business 2,499 4,054 3,645

Total U.S. 22,732 17,585 23,403
Europe 625 523 532

Consolidated net revenues $ 23,357 $ 18,108 $ 23,935

Segment (loss) income:
U.S. business-to-consumer $ (10,777) $ (8,404) $ (18,977) 
U.S. business-to-business (6,220) 1,043 1,928
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Total U.S. (16,957) (7,361) (17,049) 
Europe 635 477 455

Consolidated loss from operations $ (16,362) $ (6,884) $ (16,594) 
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Identifiable assets and goodwill of the Company�s three reportable segments and long-lived assets for the years ended December 31, 2010 and
2009 are as follows (in thousands):

2010 2009
Identifiable assets:
U.S. business-to-consumer $ 3,305 $ 5,039
U.S. business-to-business 326 7,408

Total U.S. 3,631 12,447
Europe 5 9

Total identifiable assets $ 3,636 $ 12,456

2010 2009
Long-lived assets, net:
U.S. business-to-consumer $ 1,151 $ 2,185
U.S. business-to-business �  �  

Total U.S. 1,151 2,185
Europe �  �  

Total long-lived assets $ 1,151 $ 2,185

Goodwill:
U.S. business-to-consumer $ �  $ �  
U.S. business-to-business �  6,835

Total U.S. �  6,835
Europe �  �  

Total goodwill $ �  $ 6,835

14. LOSS PER COMMON SHARE

The following table sets forth the computation of basic and diluted loss per common share for the three years ended December 31, 2010, 2009
and 2008 (in thousands, except per share information):

2010 2009 2008
Basic and diluted loss per common share:
Net loss $ (43,273) $ (12,061) $ (19,848) 
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Weighted average common shares outstanding 46,258 25,721 25,115

Basic loss per common share $ (0.94) $ (0.47) $ (0.79) 

15. COMPREHENSIVE LOSS

The components of comprehensive loss are as follows (in thousands):

2010 2009
Net loss $ (43,273) $ (12,061) 
Other comprehensive income (loss):
Foreign currency translation 116 (21) 

Comprehensive loss $ (43,157) $ (12,082) 

Accumulated other comprehensive loss as of December 31, 2010 and 2009 consists of foreign currency translation.
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16. LEGAL PROCEEDINGS

In the ordinary course of business, the Company and/or its subsidiaries may be parties to legal proceedings and regulatory inquiries, the outcome
of which, either singly or in the aggregate, is not expected to have a material adverse effect on the Company�s financial condition or results of
operations.

17. SUBSEQUENT EVENTS

During February 2011, the Company also awarded approximately 125,000 stock options under its Incentive Plan to one newly hired employee.
During March 2011, the Company awarded a total of approximately 675,000 stock options under its Incentive Plan to certain employees.

During February 2011, the Company executed Subscription Agreements with investors pursuant to which 3,811,818 shares of the Company�s
common stock were issued under a private placement at a price of $0.4125 per share, which provided approximately $1.6 million of capital.
Kevin A. Richardson, II and Lee S. Isgur, two of the Company�s directors, entered into Subscription Agreements for approximately $0.8 million
and $0.1 million, respectively. In addition, the Company issued warrants entitling the purchasers to acquire a total of 1,905,909 shares of
common stock at an exercise price of $0.3535 per share.

The shares of common stock sold in the private placement have not been registered under the Securities Act of 1933, as amended, or any state
securities laws and may not be offered or sold in the United States absent registration or applicable exemption from the registration requirements
of such Act and applicable state securities laws. However, eDiets has agreed to register for resale the shares of common stock issued in the
private placement pursuant to a registration rights agreement with the purchasers of the shares.

During March 2011, the Company awarded approximately 1,150,000 stock options under its Incentive Plan to certain directors as 2011
compensation for Board of Director fees.

18. RECENT ACCOUNTING PRONOUNCEMENTS

In May 2009, the Financial Accounting Standards Board (�FASB�) issued new guidance contained within ASC 855-10-50 (formerly Statement of
Financial Accounting Standards (SFAS) 165), Subsequent Events � Overall , which provides guidance to establish general standards of
accounting for and disclosures of events that occur after the balance sheet date but before financial statements are issued or are available to be
issued. ASC 855-10 also requires entities to disclose the date through which subsequent events were evaluated as well as the rationale for why
that date was selected. ASC 855-10 is effective for interim and annual periods ending after June 15, 2009, and accordingly, the Company
adopted this Standard during the second quarter of 2009. ASC 855-10 requires that public entities evaluate subsequent events through the date
that the financial statements are issued. We have evaluated subsequent events through the time of filing these financial statements with the
Securities and Exchange Commission (�SEC�) and have disclosed such events in Note 17 � Subsequent Events.

In October 2009, the FASB issued ASU 2009-13, Multiple-Deliverable Revenue Arrangements, (amendments to FASB ASC 605, Revenue
Recognition) and ASU 2009-14, Certain Arrangements That Include Software Elements , (amendments to FASB ASC 985, Software ). ASU
2009-13 requires entities to allocate revenue in an arrangement using estimated selling prices of the delivered goods and services based on a
selling price hierarchy. The amendments eliminate the residual method of revenue allocation and require revenue to be allocated using the
relative selling price method. ASU 2009-14 removes tangible products from the scope of software revenue guidance and provides guidance on
determining whether software deliverables in an arrangement that includes a tangible product are covered by the scope of the software revenue
guidance. ASU 2009-13 and ASU 2009-14 are required to be applied on a prospective basis for revenue arrangements entered into or materially
modified in fiscal years beginning on or after June 15, 2010, with early adoption permitted. The Company does not expect adoption of ASU
2009-13 or ASU 2009-14 to have a material impact on the Company�s consolidated financial position or results of operations.
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SUPPLEMENTAL FINANCIAL INFORMATION

QUARTERLY FINANCIAL INFORMATION (UNAUDITED)

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter

Total
Year

(in thousands, except per share amount)
2010
Net revenues $ 5,018 $ 5,436 $ 6,013 $ 6,890 $ 23,357
Loss from operations (2,217) (9,453)(1) (3,434) (1,258) (16,362)(1) 
Net loss (3,759) (34,602)(2) (3,647) (1,265) (43,273)(2) 
Basic and diluted loss per common share (0.13) (0.75) (0.06) (0.02) (0.94) 
2009
Net revenues $ 5,271 $ 4,733 $ 4,238 $ 3,866 $ 18,108
Loss from operations (1,683) (1,387) (1,977) (1,837) (6,884) 
Net loss (2,837) (2,638) (3,298) (3,288) (12,061) 
Basic and diluted loss per common share (0.11) (0.10) (0.13) (0.12) (0.47) 
The sum of the quarterly loss per common share amounts may not add to the annual loss per share amount due to the weighting of common and
common equivalent shares outstanding during each of the respective periods.

(1) Includes impairment of goodwill and intangible assets of $6,865.
(2) Includes interest expense incurred with debt conversion of $23,961 and loss on extinguishment of debt of $213.
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EDIETS.COM, INC

SCHEDULE II

VALUATION AND QUALIFYING ACCOUNTS

(in thousands)

DESCRIPTION

BALANCE AT
BEGINNING

OF
PERIOD

CHARGED
(REVERSED)

TO
COSTS

AND
EXPENSES

CHARGED
TO

OTHER
ACCOUNTS DEDUCTIONS

BALANCE
AT END OF

PERIOD
Year ended December 31, 2010
Allowance for doubtful accounts $ 67 $ (12) $ �  $ (12)(1) $ 45
Returns reserve 25 �  992(2) (992)(3) 25
Valuation allowance for deferred tax assets 16,173 3,617 �  �  19,790

Year ended December 31, 2009
Allowance for doubtful accounts $ 43 $ 15 $ �  $ 9 (1) $ 67
Returns reserve 25 �  505(2) (505)(3) 25
Valuation allowance for deferred tax assets 13,065 3,108 �  �  16,173

Year ended December 31, 2008
Allowance for doubtful accounts $ 85 $ 222 $ �  $ (264)(1) $ 43
Returns reserve 17 �  1,412(2) (1,404)(3) 25
Valuation allowance for deferred tax assets 9,113 3,952 �  �  13,065

(1) Uncollectible accounts written off, net of recoveries.
(2) Gross amount added to returns reserve.
(3) Gross refund and chargeback amounts paid of $1.0 million, $0.5 million and $1.4 million and non-cash adjustments to refund reserve of

$0, $0 and $8,000 for the years ended December 31, 2010, 2009 and 2008, respectively.
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