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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS AND INFORMATION

This Annual Report on Form 10-K (“Annual Reporthe other reports, statements, and informationwleahave previously filed or
that we may subsequently file with the Securitied BExchange Commission (“SECAhd public announcements that we have previoustie
or may subsequently make include, may include,rpmate by reference or may incorporate by refexamtain statements that may be
deemed to be forward-looking statements. The fav@oking statements included or incorporated gremce in this Annual Report and
those reports, statements, information and annanects address activities, events or developmeat®Rbed’s, Inc. (together with its
subsidiaries hereinafter referred to as “we,” “us{ir’ or “Reed’s”) expects or anticipates will oray occur in the future. Any statements in
this document about expectations, beliefs, plabgotives, assumptions or future events or perfoaeaare not historical facts and are
forward-looking statements. These statements &ea dbut not always, made through the use of worgdrases such as “may,” “should,”
“could,” “predict,” “potential,” “believe,” “will likely result,” “expect,” “will continue,” “anticipte,” “seek,” “estimate,” “intend,” “plan,”
“projection,” “would” and “outlook,” and similar gressions. Accordingly, these statements involtienases, assumptions and uncertainties,
which could cause actual results to differ matbribm those expressed in them. Any forward-logkstatements are qualified in their
entirety by reference to the factors discussedutinout this document. All forward-looking statenseabncerning economic conditions, rates
of growth, rates of income or values as may beaushed in this document are based on informationlaviai to us on the dates noted, and we
assume no obligation to update any such forwar#ihgpstatements.

”ou ” o ”ou ” i, ” ” ” ”

The risk factors referred to in this Annual Reprmtild cause actual results or outcomes to diffderiadly from those expressed in
any forward-looking statements made by us, andsymuld not place undue reliance on any such forharking statements. Any forward-
looking statement speaks only as of the date ontwihis made and we do not undertake any obligaticupdate any forward-looking
statement or statements to reflect events or cistamces after the date on which such statemerdde rar to reflect the occurrence of
unanticipated events. New factors emerge from tortene, and it is not possible for us to predittietr will arise. In addition, we cannot
assess the impact of each factor on our busineb® @xtent to which any factor, or combinatiorfaaftors, may cause actual results to differ
materially from those contained in any forward-loakstatements.

Management cautions that these statements ardigdidly their terms and/or important factors, mahyvhich are outside of our
control, involve a number of risks, uncertaintiesl ather factors that could cause actual resutiseaents to differ materially from the
statements made, including, but not limited to,ftil®wing, and other factors discussed elsewhethis Annual Report, including under the
section entitled “Risk Factors:”

e Our ability to generate sufficient cash flow to pap capital expansion plans and general operaiitigities,

e Decreased demand for our products resulting froamgls in consumer preferences,

e Competitive products and pricing pressures andbility to gain or maintain its share of salestia tarketplace,

e The introduction of new products,

e Our being subject to a broad range of evolving rfeldstate and local laws and regulations includimase regarding the labeling and
safety of food products, establishing ingrediersigieations and standards of identity for certawdfsy environmental protections, as
well as worker health and safety. Changes in theege and regulations could have a material effadhe way in which we produce

and market our products and could result in in@da®sts,

e Changes in the cost and availability of raw matead the ability to maintain our supply arrangeta@nd relationships and proci
timely and/or adequate production of all or anypuoff products,

e Our ability to penetrate new markets and maintaiexpand existing markets,
e Maintaining existing relationships and expanding distributor network of our products,
e The marketing efforts of distributors of our protkjanost of whom also distribute products thatcan@petitive with our products,

e Decisions by distributors, grocery chains, spegielitain stores, club stores and other customeadstontinue carrying all or any of
our products that they are carrying at any time,

e The availability and cost of capital to finance aorking capital needs and growth plans,



e The effectiveness of our advertising, marketing praiotional programs,

e Changes in product category consumption,




e Economic and political changes,
e Consumer acceptance of new products, including tast comparisons,

e Possible recalls of our products, and

Our ability to make suitable arrangements for thgpacking of any of our products.

Although we believe that the expectations refledteithe forward-looking statements are reasonaidecannot guarantee future
results, levels of activity, performance, or acki@ents.




PART |
Iltem 1. Business
Background

We develop, manufacture, market, and sell natuwratalcoholic and “New Age” beverages, candies aactreams. “New Age
Beverages” is a category that includes natural siodi juices and fruit drinks, ready-to-drink &gaports drinks and water. We currently
manufacture, market and sell five unique produnzdi

Reed'’s Ginger Brews,

Virgil's Root Beer, Cream Sodas and Real Coladirlg diet sodas,
China Colas,

Reed'’s Ginger Chews, and

Reed'’s Ginger Ice Creams

We sell most of our products in specialty gournmet natural food stores (estimated at approximat@Q0 smaller or specialty sto
and approximately 3,000 supermarket format staresgermarket chains (estimated at approximat@g0rstores), retail stores and
restaurants in the United States and, to a leggged, in Canada, Europe and other internationéiotées. We primarily sell our products
through a network of natural, gourmet and indepenhdistributors. We also maintain an organizattbin-house sales managers who work
mainly in the stores serviced by our natural, gatrand mainstream distributors and with our distidbs. We also work with regional,
independent sales representatives who maintaia atat distributor relationships in a specifieditery. In Southern California, we
previously maintained our own direct distributionaddition to other local distributors and arehia process of discontinuing our direct
distribution and redirecting our customers to |adiatributors.

We produce and co-pack our products in part acoarpany-owned facility in Los Angeles, Californkmown as the Brewery, and
primarily at a contracted co-packing facility inffPsylvania. The co-pack, facility in Pennsylvanigplies us with soda products for the
eastern half of the United States and nationallyséala products that we do not produce at The Byew®ur ice creams are co-packed for us
at Ronnybrooke Dairy in upstate New York on a pasghorder basis. We pack our candy products &regery.

Key elements of our business strategy include:
e Increase our relationship with and sales to the@@mately 10,500 supermarkets that carry our petalin natural and
mainstream,
stimulate consumer demand and awareness for astirexbrands and products,
develop additional alternative and natural bevet@geads and other products, including specialtkpging like our 5-liter
party kegs, our swing-lid bottle and our 750 miropagne bottle,
lower our cost of sales for our products, and
optimize the size of our sales force to manage@ationships with distributors.

Our current sales effort is focused for the nextl82months on building our business in our appratety 10,500 natural and
mainstream supermarket accounts in the U.S. anddzan

In addition, since 2003, we have introduced in@riarketplace new products and offer specialty ta@epackaging options not
typically available in the marketplace that havatdbuted to our growth in sales. These produntfude a 5-liter “party keg” version of our
Virgil's Root Beer and Cream Soda, 12-ounce lonckrimttles of our Virgil's Cream Soda, 750 ml sbmdtles of our Reed’s Original Ginger
Brew, Extra Ginger Brew and Spiced Apple Brew amha pint version of our Virgil's Root Beer withsaing-lid. In addition, we recently
introduced three new diet flavors of Virgil's Rd®¢er, Virgil's Cream Soda and Virgil'Black Cherry Cream Soda and a new 7 ounce Ve
of our Reed’s Extra Ginger Brew for mini-bars amdpremise accounts. These new products and packagiions are being utilized in our
marketing efforts.

We create consumer demand for our products by:
e supporting in-store sampling programs of our présiuc
generating free press through public relations,
advertising in national magazines targeting outamsrs,
maintaining a company website ( www.reedsgingerbrem),
participating in large public events as sponsard; a
partnering with alcohol brands such as Dewars aardd@di to create co-branded cocktail recipes sisctiDewars and




Reeds” and a “Reed’s Dark and Stormy.”




Our principal executive offices are located at B&@uth Spring Street, Los Angeles, California 906ur telephone number is
(310) 217-9400. Our Internet address is (www.reedggbrew.com). Information contained on our websit that is accessible through our
website should not be considered to be part ofAhisual Report.

Historical Development

In June 1987, Christopher J. Reed, our foundelGinidf Executive Officer, began development of Reddfiginal Ginger Brew, his
first beverage creation. After two years of depetent, the product was introduced to the mark&winthern California stores in 1989. By
1990, we began marketing our products through ahtaod distributors and moved our production targer facility in Boulder, Colorado.

In 1991, we incorporated our business operatiortisérstate of Florida under the name of Originaldage Corporation and moved
all of our production to a co-pack facility in Payivania. We began exhibiting at national natarad specialty food trade shows, which
brought national distribution in natural, gourmetiapecialty foods and the signing of our first msttieam supermarket distributor. Our
products began to receive trade industry recognéaman outstanding new product. The United Stéétional Association of the Specialty
Food Trade, or NASFT, named Original Ginger Brevam$Outstanding Beverage Finalist” in the Unitadt&s in 1997, and the Canadian
Fancy Food Association, or CFFA, awarded us “Begtdrted Food Product” in 1991.

Throughout the 1990’s, we continued to developlaodch new Ginger Brew varieties. Reed’s Gingesvr reached broad
placement in natural and gourmet foods stores matde through major specialty, natural/gourmet arainstream food and beverage
distributors.

In 1997, we began licensing the products of Chinka@nd eventually acquired the rights to that popddh December 2000. In
addition, we launched Reed'’s Crystallized Gingendya a product which we manufacture in Fiji undg@raprietary, natural, non-sulfured
process. In 1999, we purchased the Virgil's Roe¢Bbrand from the Crowley Beverage Company. Thadhas won numerous gourmet
awards. In 2000, we began to market three newyatedReed’s Original Ginger Ice Cream, Reed’s Gh@inger Brew and a beautiful
designer 10-ounce gift tin of our Reed’s CrystalliZsinger Candy. In December 2000, we purchasd@&00 square foot warehouse
property, the Brewery, in Los Angeles, Califorrtmhouse our west coast production and warehoudléyfa The Brewery now also serves as
our principal executive offices. In 2001, pursuena reincorporation merger, we changed our staitgcorporation to Delaware and also
changed our name to Reed’s, Inc. We also intradioce Reed’s Chocolate Ginger Ice Cream and Re&sn Tea Ginger Ice Cream
products and expanded our confectionary line withh hew candy products: Reed'’s Crystallized GingakiBg Bits and Reed’s Ginger
Chews. In 2002, we launched our Reed’s GingereJarew line, with four flavors of organic juice bigs. In November 2002, we completed
our first test runs of Reed’s and Virgil’s produatshe Brewery and in January 2003, our first caruially available products came off the
Los Angeles line. In 2003, we commenced our owedtidistribution in Southern California and intuoed sales of our 5-liter Virgil's party
keg. In 2004, we expanded our product line to idel\irgil’'s Cream Soda (including in a 5-liter ke®eed’s Spiced Apple Brew in a 750 ml.
champagne bottle and draught Virgil's Root Beer @nebm Soda. In 2006, we expanded our productdimeclude Virgil's Black Cherry
Cream Soda. Progressive Grocers, a top trade ptiblicin the grocery industry voted this producttesbest new beverage product of 2006.
On December 12, 2006, we completed the sale 0DX00 shares of our common stock at an offeringepof $4.00 per share in our initial
public offering. The public offering resulted inags proceeds of $8,000,000 to us.

In 2007, we executed several elements of our basiplan, including the hiring of several key per& such as a Chief Operating
Officer, two Senior Vice Presidents of Sales, anditive Vice President of Sales and several saesopnel. In addition, we developed and
launched a line of diet sodas of the three flaodthe Virgil’s brand and introduced a new 7 oupeekage of our Extra Ginger Brew. We
acquired a warehouse immediately adjacent to docipal executive office and brewery in Los Angdileat serves as our finished goods
warehouse. We executed several agreements witibdisrs that service mainstream retailers thaaex our product reach beyond our core
reach of natural and specialty retailers througbdlistore distribution (known as DSD). The relaships with these distributors are
supported, in large part, by one of our Senior \Reesidents of Sales and newly hired sales sW&#.hired a Senior Vice President of Sale
develop sales into national accounts, such as gratere chains, club stores and other large stathat can be serviced either directly or
through our existing natural foods distributorsrainstream distributors. We also hired an Exeeutlice President of Sales and reassigned
an existing sales executive to co-lead our init&ato introduce our products to international costes in Europe, Asia, the Middle East and
South America. Also in 2007, we raised a net g68@,000 in a private placement.

In 2008, we announced and developed a refined saktegy that focuses our sales efforts on thimastd 10,500 natural and
mainstream supermarket grocery stores that campmaucts. Our 2007 sales strategy had focusedroare global effort to hit all the
accounts in certain regions of the country. Ag pfour sales forces’ new direction, we consokdiatoles and reduced the sales staff by 16
people from 33 at the end of 2007 to 10 at endd6B2 We also launched our Peanut Butter GingenGlie 2008, the second candy in the
Reed'’s Ginger Chew line.






Industry Overview

Our beverages fall within the New Age Beveragegatg which we believe is growing rapidly. Consurawareness of the health
risks of too much sugar, in addition to studieslencing the athletic performance benefits of prdypyeiration plus a variety of new
beverages/serving sizes are, we believe, fuelibgsiosales in the New Age Beverage category. Aaditly, industry analysts forecast the
New Age Beverage market to grow to $800 millior2009, up from $168 million in 200

We also believe the non-chocolate candy segmecit, @81 Reed’s Ginger Chews, will continue to becavtit segment as well. Non-
chocolate candy sales increased 4.2% from 2006Q@,according to the National Confectioners Asstimn (NCA).  Additionally, the
annual confectionary retail sales (including chat®l non-chocolate and gum sales) in the Uniteg:Staere approximately $28.2 billion in
2006, of which approximately $8.9 billion was ndmcolate candy.

Furthermore, we believe that the packaged ice crewmastry, which includes economy, regular, premiand supepremiurn
products has the potential for continued robustjto According to Mintel International Group, teetire frozen market will grow 15%
2012 through all retail channels. Furthermore estgzemium ice cream, such as Ree@inger Ice Creams, is generally characterized
greater richness and density than other kindseotieams. This higher quality ice cream genedlis at a premium to the other ice cr
segments due to its emphasis on quality, brandenféayor selection and texture.

Our Products

We currently manufacture and sell 16 beveragesetbandies and three ice creams. We make all giroducts using premium all-
natural ingredients.

We produce carbonated soda products. Accordingém& Information Services (“SPINS”), a market agsle and consulting firm
for the Natural Products Industry, which is theyosdles information service catering to the natfgadl trade, for the52 weeks ending
December 1, 2007, Reed'’s products were the topitBves based on dollar sales among all sugar/fsecswveetened sodas in the natural foods
industry in the United States, with Reed’s Extrad@&r Brew holding the number one position, VigiRoot Beer being number two, Premi
Ginger Brew being number three and Original GirBjaw as number four.

Our carbonated products include six varieties afdReGinger Brews, eight varieties of Virgil's Rd®¢er and Cream Sodas and
Real Cola (including diet varieties), China Cola &@herry China Cola.

Our candy products include Reed’s Crystallized &imgandy, Reed’s Peanut Butter Ginger Chews and’'®&énger Chews.

Our ice cream products include Reed’s Original ®inige Cream, Reed’s Chocolate Ginger Ice CreanRamdi’s Green Tea Ginger
Ice Cream.

Beverage:!
Reed’s Ginger Brews

Ginger ale is the oldest known soft drink. Beforedern soft drink technology existed, non-alcohbbwverages were brewed at
home directly from herbs, roots, spices, and frufthese handcrafted brews were then aged like anehighly prized for their taste and tt
tonic, health-giving properties. Reed’s GingerWseare a revival of this home brewing art and wé&erthem with care and attention to
wholesomeness and quality, using the finest freshd roots, spices, and fruits. Our expert breagters brew each batch and age it with
great pride.

We believe that Reed’s Ginger Brews are uniquééir kettle brewed origin among all mass-marketd#tidrinks. Reed’s Ginger
Brews contain between 8 and 26 grams of fresh gimgevery 12-ounce bottle. We use no refined ssigarsweeteners. Our products differ
from commercial soft drinks in three particular id@eristics: sweetening, carbonation and colofimgyreater adult appeal. Instead of using
injected-based carbonation, we produce our carimnagturally, through slower, beer-oriented tegess. This process produces smaller,
longer lasting bubbles that do not dissipate rgpicien the bottle is opened. We do not add cadprifihe color of our products comes
naturally from herbs, fruits, spices, roots andgsi






In addition, since Reed’s Ginger Brews are pastedrithey do not require or contain any presereatiMn contrast, modern
commercial soft drinks generally are produced usiatyral and artificial flavor concentrates preplaog flavor laboratories, tap water, and
highly refined sweeteners. Typically, manufactureeke a centrally processed concentrate thatevitl itself to a wide variety of situations,
waters, and filling systems. The final producgénerally cold-filled and requires preservativassiability. Colors are added that are either
natural, although highly processed, or artificial.

In addition, while we make no claim as to any mebar therapeutic benefits of our products, we Haued friends and advocates
among alternative, holistic, naturopathic, and hopathic medical practitioners, dieticians and maldimctors, who tell us that they
recommend Reed’s Extra Ginger Brew for their pasiers a simple way to ingest a known level of ginglae United States Food and Drug
Administration (FDA) includes ginger on their GRAGenerally recognized as safe) list. However hegithe FDA nor any other government
agency officially endorses or recommends the ugpngfer as a dietary supplement.

We currently manufacture and sell six varietieReéd’s Ginger Brews:

e Reecs Original Ginger Brewwas our first creation, and is a Jamaican recipddonemade ginger ale using 17 grams of fresh
ginger root, lemon, lime, honey, fructose, pineappkerbs and spices. Reed’s Original Ginger Bre20¥% fruit juice.

e Reecs Extra Ginger Brews the same approximate recipe, with 25 gramsasfhfiginger root for a stronger bite. Reed’s Extra
Ginger Brew is 20% fruit juice.

e Reecs Premium Ginger Brews the no-fructose version of Reed’s Original GinBesw, and is sweetened only with honey and
pineapple juice. Reed’s Premium Ginger Brew is 2%t juice.

e Reecs Raspberry Ginger Brevg brewed from 17 grams of fresh ginger root, raspbjuice and lime. Reed’s Raspberry Ginger
Brew is 20% raspberry juice and is sweetened with juice and fructose.

e Reecs Spiced Apple Brewses 8 grams of fresh ginger root, the finest@Gartman apple juice and such apple pie spices as
cinnamon, cloves and allspice. Reed’s Spiced ABpésv is 50% apple juice and sweetened with frugguand fructose.

e Reecs Cherry Ginger Brews the newest addition to our Ginger Brew familydas naturally brewed from: filtered water,
fructose, fresh ginger root, cherry juice from cemttate and spices. Reed’s Cherry Ginger Brewas/bd from 22 grams of
fresh ginger root.

All six of Reed’s Ginger Brews are offered in 12ace bottles and are sold in stores as singlesurgacks and in 24-bottle cases.
Reed’s Original Ginger Brew is sold by select fletaiin a special 12-pack. Reed’s Original Gingesvig Extra Ginger Brew and Spiced
Apple Brew are now available in 750 ml. champagoitiés. The Reed’s Extra Ginger Brew is also predlio a 7-ounce bottle and sold in
eight-packs and 32-bottle cases.

Virgil's Root Beer

Over the years, Virgil's Root Beer has won numerawards and has a reputation among many as ohe best root beers made
anywhere. Virgil's Root Beer won the “OutstandingvBrage” award at the NASFTInternational Fancy Food and Confection Showdiai7l

Virgil’s is a premium root beer. We use all-naturaredients, including filtered water, unbleactvatie sugar, anise from Spain,
licorice from France, bourbon vanilla from Madagascinnamon from Sri Lanka, clove from Indonesimtergreen from China, sweet birch
and molasses from the southern United States, mutrom Indonesia, pimento berry oil from Jamaicasbhm oil from Peru and cassia oil
from China.

We collect these ingredients worldwide and gathent together at the brewing and bottling facilities use in the United States and
Germany. We combine and brew these ingredientsristdet specifications and finally heat-pasteuN4mil’'s Root Beer, to ensure quality.




We sell Virgil's Root Beer in four packaging styld®-ounce bottles in a four-pack, a special swidgtyle pint bottle and a 5-liter
self-tapping party keg.

Virgil's Cream Soda

We launched Virgil's Cream Soda in January 2004.riée this product with the same attention to duétat makes Virgil's Root
Beer so popular. Virgil's Cream Soda is a gourrmeam soda. We brew Virgil's Cream Soda the sameweaiprew Virgil's Root Beer. We
use all-natural ingredients, including filtered aatunbleached cane sugar and bourbon vanilla Maagascar.

Virgil’'s Cream Soda is currently sold in 12-ounoed neck bottles in colorful 4-packs and a 5-lgarty keg version.
In 2006, we expanded our product line to includeg¥e Black Cherry Cream Soda in a 12-ounce bottle
Virgil's Real Cola

We launched Virgil's Real Cola in February 2008rgilis Real Cola is a classic cola recipe made radipuusing the finest
ingredients and unbleached cane sugar. Virgil'd Reda is made naturally without caffeine or presgives.

Virgil's Real Cola is sold in 12-ounce bottles.

In 2007, we further expanded our Virgil's produagl to include diet Root Beer, diet Black Cherng@n Soda and diet Cream Soda.
Our diet sodas are sweetened with Stevia and Xylitth April 2008, we introduced diet Real Cola.

China Cola

We consider China Cola to be the most natural icolhe world. We restored China Cola to its origigkelicious blend of raw cane
sugar, imported Chinese herbs, essential oils atdal spices. China Cola contains no caffeineothes in two varieties, Original China C
and Cherry China Cola. Original China Cola igdm&om filtered water, raw cane sugar szechwamypoeot, cassia bark, Malaysian
vanilla, oils of lemon and oil of orange, nutmelpve, licorice, cardamom, caramel color, citricchand phosphoric acid.Cherry China Col
is made from the same ingredients as Original C8iola, with the addition of natural cherry flavorChina Cola and Cherry China Cola sell
as singles, in four-packs and in 24-bottle cases.

Ree(s Ginger Candies
Reed’s Crystallized Ginger Candy

Reed’s Crystallized Ginger was the first crystailzginger on the market in the United States tevibetened with raw cane instead
of refined white sugar. Reed’s Crystallized Ginigetustom-made for us in Fiji.

The production process is an ancient one that biashanged much over time. After harvesting balmger (the most tender kind),
the root is diced and then steeped for several idagsge vats filled with simmering raw cane syriipe ginger is then removed and allowed
to crystallize into soft, delicious nuggets. Margoples of the islands have long enjoyed thesestfeahealth and pleasure.

We sell this product in 3.5-ounce bags, 10-ouneereied, rolled steel gift tins, 16-ounce re-sealdylar bags, and in bulk. We
also sell Reed’s Crystallized Ginger Baking Bitdink.

Reed’s Ginger Chews

For many years, residents of Southeast Asia fratoriesia to Thailand have enjoyed soft, gummy gikcgedy chews. We sell
Reed'’s Ginger Chews individually wrapped in hpeattks of ten candies and as individually wrappedémieces in bulk. The candies com
two flavors, Reed’s Ginger Chews and Reed’s PeButier Ginger Chews. Reeslhas taken them a step further, adding more gingarg n
gelatin (vegan), making the candies potentially ereppealing to the vegan market, and making thieghtkl easier to unwrap than their As
counterparts. Reed’s Ginger Chews are madesfar Lndonesia from sugar, maltose (malt sugangei, and tapioca starch. In addition, the
peanut butter version includes peanut butter.






Ree(s Ginger Ice Creams

We make Reed’s Ginger Ice Creams with 100% natngaédients, using the finest hormone-free creadhraitk. We combine fresh
milk and cream with the finest natural ginger puiReed’s Crystallized Ginger Candy and natural cane sugar to make a delicious ginger
ice cream with a super premium, ultra-creamy texamd Reed’s signature spicy-sweet bite. Our iearns are made for us, according to our
own recipes, at a dairy in upstate New York. &k Reed’s Ginger Ice Creams in pint containes@ases of eight pints.

New Product Development

We are always working on developments to continggaeding from our Reed’s Ginger Brews, Virgil's drxt line, Reed’s Ginger
Ice Cream, and Reed’s Ginger Candy product linéspackaging styles. We are also planning to lalebd’s Natural Energy Elixir, an
energy drink infused with all natural ingredienesigined to provide consumers with a healthy andrablboost to energy levels, in mid 2009.
However, research and development expenses iashéno years have been nominal. We intend torekpeme, but not a significant
amount, of funds on research and development ferpreducts and packaging. We intend to introduse peducts and packaging as we
deem appropriate from time to time for our busin@as.

Among the advantages of our owned and self-opeBitedery are the flexibility to try innovative paaling and the capability to
experiment with new product flavors at less cosiupoperations or capital. Currently, we sell H-tiger Virgil's Root Beer swing-lid bottle
that is made for us in Europe. We intend to prodieseeral of our beverages in one-liter swing-littles in the United States. Our Reed'’s
Original Ginger Brew, Extra Ginger Brew and Spiéggple Brew are available in a 750 ml champagnédéaitd other products are planned
to be available with this packaging in the neaunfert

Manufacture of Our Products
We produce our carbonated beverages at two fasiliti

e a facility that we own in Los Angeles, Californimown as The Brewery, at which we produce certadagroducts for the
western half of the United States, and

e a packing, or cgack, facility in Pennsylvania which supplies ushwiroduct we do not produce at The Brewery. Thm taf ou
agreement with the co-packer terminates Novemb2011 and grants Reed'’s the option to extend th&act for an additional
one year period. The qmcker assembles our products and charges us gefesrally by the case, for the products they prec

Our west coast Brewery facility is running at 41%capacity. We have had difficulties with the ftaof our Ginger Brew products
produced at the Brewery. As a result, we contiousupply our Ginger Brew products at the Breweoyrf our east coast co-packing facility,
thereby causing us to incur increased freight aacetousing expenses on our products. Managemeainisiitted to selling a high quality,
great tasting product and has elected to contioselt certain of our Ginger Brew products produftech our east coast facility on the west
coast, even though it negatively impacts our gmaggins. As we are able to make the Brewery beaoore fully utilized, we believe that v
will experience improvements in gross margins aukedight and production savings.

We follow a “fill as needed” manufacturing modelthee best of our ability and we have no significaatklog of orders.
Substantially all of the raw materials used inpheparation, bottling and packaging of our prodactspurchased by us or by our contract
packers in accordance with our specifications. Re@dystallized Ginger is made to our specificatiom Fiji. Reeds Ginger Candy Chews ¢
made and packed to our specifications in Indonesia.

Generally, we obtain the ingredients used in oadpcts from domestic suppliers and each ingrediaatseveral reliable suppliers.
We have no major supply contracts with any of ayppdiers. As a general policy, we pick ingredieintthe development of our products that
have multiple suppliers and are common ingrediéltigs provides a level of protection against a majgply constriction or calamity.

We believe that as we continue to grow, we wilblbée to keep up with increased production demangsbelieve that the Brewery
has ample capacity to handle increased West Caoastdss. To the extent that any significant inaéasusiness requires us to suppleme
substitute our current co-packers, we believettietie are readily available alternatives, so thette would not be a significant delay or
interruption in fulfilling orders and delivery oluo products. In addition, we do not believe thaivgh will result in any significant difficulty
or delay in obtaining raw materials, ingredientdinished product that is repackaged at the Brewery






In July 2007, the FDA issued a statement that whthat fresh ginger from a specific importer wastaminated with a banned
pesticide. We import ginger from China, but frordifierent importer than was named by the FDA. Gupadrter requires a pre-shipment lab
test in order to perform chemical analysis. In &ddito the pre-shipment chemical analysis, ourdrgy has indicated to us that they verify
that every container of ginger shipped has passe€hinese Photosanitary inspection. Upon arrivdiePort of Long Beach, California, the
ginger we import undergoes a food safety inspediipthe USDA'’s Agricultural Quality Inspection UniVe believe the ginger we use is
certified clean and good for human consumption.

Our Primary Markets

We target a niche in the soft drink industry kncaenNew Age beverages. The soft drink industry galyecharacterizes New Age
Beverages as being made more naturally, with upgzatkaging, and often creating and utilizing ned anique flavors and flavor
combinations.

The New Age beverage segment is highly fragmemedrecludes such competitors as SoBe, SnapplepAaizHansen’s and Jones
Soda, among others. These brands have the advaitaging seen widely in the national market anidddpeommonly well known for years
through well-funded ad campaigns. Despite our petedinaving a relatively high price for a premiuenvierage product, no mass media
advertising and a relatively small presence inntiaénstream market compared to many of our compstitee believe that results to date
demonstrate that Reed’s Ginger Brews and Virgddas are making market inroads among these signtficlarger brands. See “Business -
Competition.”

We sell the majority of our products in naturaldosiores, mainstream supermarket chains and foadsdocations, primarily in the
United States and, to a lesser degree, in Canat&uaope.

Natural Food Stores

Our primary and historical marketing source of products has been natural food and gourmet stbhese stores include Whole
Foods Market, Wild Oats and Trader Joe’s. We adfldrsgourmet restaurants and delis. We belibeg our products have achieved a
leading position in their niche in the fast-growimagtural food industry.  With the advent of larggural food store chains and specialty
merchants, the natural foods segment continuesote gach year in direct competition with the maieain grocery trade.

Mainstream Supermarkets and Retailers

We sell our products to 57 distributors who spéngain mainstream retailers, 55 distributors thmcsalize in Natural Foods and
specialty stores and 40 distribution centers ofasrs who handle their own logistics

Supermarkets, particularly supermarket chains aochiment local supermarkets, often impose slottées before permitting new
product placements in their store or chain. Thess tan be structured to be paid one-time only orstallments. We pursue broad-based
slotting in supermarket chains throughout the Wh&¢ates and, to a lesser degree, in Canada. Howaw direct sales team in Southern
California and our national sales management te@ra been able to place our products without hatangay slotting fees much of the time.
However, slotting fees for new placements normedigt between $10 and $100 per store per new itaoegl

We also sell our products to large national retsileho place our products within their nationatrsition streams. These retailers
include Costco, Sam’s Club, Cost Plus World Marlketd Trader Joe’s.

Foodservice Placement

We also market our beverage products to industatdterias, bars and restaurants. We intend t@ mglacbeverage products in
stadiums, sports arenas, concert halls, theatndspther cultural centers as a long-term marketiag.

International Sales
We have developed a limited market for our prodircSanada, Europe and Asia. Sales outside of Namikrica currently represent

less than 1% of our total sales. Sales in Cangatesent about 1.3% of our total sales. We are itlyranalyzing our international sales and
marketing plan. Our analysis will explore optiohattmay include outsourcing the international sefésrt to third or related parties.
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The European Union is an open market for Reed’s adtess to that market due in part to the ongaiaduction of Virgil's Special
Extra Nutmeg Root Beer in Germany. We market oadpcts in Europe through a master distributor insferdam and subistributors in the
Netherlands, Denmark, the United Kingdom and Spafe.are currently negotiating with a Dutch companpmsterdam for wider Europe:
distribution.

American Trading Corp. orders our products on alagoasis for distribution in Japan. We are hadimeliminary discussions with
other trading companies and import/ export compafuethe distribution of our products throughowi@ Europe and South America. We
believe that these areas are a natural fit for Regidger products, because of the importance mdeyi in International, but especially the
Asian diet and nutrition.

Distribution, Sales and Marketing

We currently have a national network of mainstreaatyral and specialty food distributors in thetediStates and Canada. We sell
directly to our distributors, who in turn sell tetail stores. We also use our own sales groupradebendent sales representatives to promote
our products for our distributors and direct satesur retail customers. In Southern California,previously maintained our own direct
distribution in addition to other local distribusoand are in the process of discontinuing our tatestribution and redirecting our customers to
local distributors.

One of the main goals of our sales and marketifaytsfis to increase sales and grow our brands.s@les force consists of ten sales
personnel (down from 33 at its peak in 2007) anebis# outside independent food brokerage compariiés. reduction of our sales force
from 2007 was instigated by the refocusing of @les efforts from 2007’s global effort to marketibaccounts up and down the street in 20
markets nationally to 2008’s refocus of expandhngsales to our existing approximately 7,000 supekat customers. In addition, we are
working to increase the number of stores that canryproducts. To support our sales effort to oustang supermarket customers we are
actively enlisting regional mainstream beveragériistors to carry our products. We are not abamtpour up and down the street sales
marketing approach. But in most markets, we alayileg that effort until after we have expanded sales and presence in supermarkets.

We have entered into agreements with our custothat£ommit us to fees if we terminate the agregmearly or without
cause. The agreements call for our customer te tiasright to distribute our products to a defibguk of retailer within a defined geograg.
region. As is customary in the beverage industrye should terminate the agreement or not autmaiét renew the agreement, we would
obligated to make certain payments to our customéfs have no plans to terminate or not renew gngeament with any of our customers.

Our sales force markets existing products, run ptans and introduces new items. Our in-house sakesagers are responsible for
the distributor relationships and larger chain acts that require headquarter sales visits and giag@ur independent sales representatives.

In addition, we distribute our products internatitiy through Reed’s Brokerage, Inc., a company radled by Mark Reed, and
Robert T. Reed, both brothers of Christopher JdRee

We also offer our products and promotional mercigndirectly to consumers via the Internet throaghwebsite,
www.reedsgingerbrew.com.

Marketing to Distributors

We market to distributors using a number of marigettrategies, including direct solicitation, tebieting, trade advertising and
trade show exhibition. These distributors incluaéunal food, gourmet food, and mainstream distdlait Our distributors sell our products
directly to natural food, gourmet food and mainstnesupermarkets for sale to the public. We mairda®ct contact with the distributors
through our in-house sales managers. In limitedketay where use of our direct sales managers isasbteffective, we utilize food brokers
and outside representatives.
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Marketing to Retail Stores

Our main focus for 2009 will be supermarket saM& have a small highly trained sales force thdirisctly contacting supermarket
chains and setting up promotional calendars fo®20rhis is a new effort for us. In the past, thpesmarkets have had little or no direct
contact with us. In addition, we market to retéilres by utilizing trade shows, trade advertistetgmarketing, direct mail pieces and direct
contact with the store. Our sales managers anéseptatives visit these retail stores to sell tliyés many regions. Sales to retail stores are
coordinated through our distribution network and mgional warehouses.

Marketing to Consumers

Advertising. We utilize several marketing strategies to madkectly to consumers. Advertising in targetediiamer magazines
such as “Vegetarian Times” and “New Age” magazinestore discounts on the products, in-store prodemonstration, street corner
sampling, coupon advertising, consumer trade shevent sponsoring and our website/w.reedsgingerbrew.coare all among current
consumer-direct marketing devices.

In-Store Draught Displays As part of our marketing efforts, we have stttz offer in-store draught displays, or Kegerativile
we believe that packaging is an important part akimg successful products, we also believe thapooducts and marketing methods
themselves need to be exceptional to survive iayt@dmarketplace. Our Kegerator is an unattenthestore draught display that allows a
consumer to sample our products at a relativelydost per demonstration. Stores offer premium lonatfor these new, and we believe
unique, draught displays.

On Draft Program. Our West Coast Brewery has initiated an on-dnapgogram. We have installed draught locationscat
Studios commissaries and in approximately 12 restds or in-store deli counters in Southern Catifar Currently, we are serving Virgil's
Root Beer and Virgil's Cream Soda on draught. Iditah, all of our other carbonated drinks are &kde in draught format.

Proprietary Coolers. The placement of in-store branded refrigeratesleze by our competitors has proven to have a fsogimit
positive effect on their sales. We are currenthfitg) our own Reed’s branded coolers in a numbéaztions.

Competition

The beverage industry is highly competitive. Thiagpal areas of competition are pricing, packagitgvelopment of new products
and flavors and marketing campaigns. Our produmtspete with a wide range of drinks produced bylaixely large number of
manufacturers. Most of these brands have enjoyaathmvell-established national recognition for ge#nrough well-funded ad and other
branding campaigns. In addition, the companies fisaturing these products generally have greatanfifal, marketing and distribution
resources than we do.

Important factors affecting our ability to compstecessfully include taste and flavor of produictsde and consumer promotions,
rapid and effective development of new, uniqueiegteédge products, attractive and different paakgdbranded product advertising and
pricing. We also compete for distributors who wibncentrate on marketing our products over thosmiotompetitors, provide stable and
reliable distribution and secure adequate shelfespraretail outlets. Competitive pressures inNleev Age beverage categories could cause
our products to be unable to gain or to lose maskate or we could experience price erosion.

We believe that our innovative beverage recipespamttaging and use of premium ingredients andde tsacret brewing process
provide us with a competitive advantage and thacommitments to the highest quality standardstaadd innovation are keys to our
success.

Our premium New Age beverage products compete ghyevith all liquid refreshments and in particulaith numerous other New
Age beverages, including: SoBe, Snapple, Misti€;,IBtewart’s, Henry Weinhard, Arizona, Hansen’sudsen & Sons and Jones Sodas.

Our Virgil’s and China Cola lines compete with a number cratlatural soda companies, including Stewarts, B&hry Weinhard
Blue Sky, A&W and Natural Brews.

We also generally compete with other traditiondt dank manufacturers and distributors, such akeC®epsi and Cadbury
Schweppes.
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Reed’s Crystallized Ginger Candy competes primavity other candies and snacks in general andaitiqular, with other ginger
candies. The main competitors in ginger candiefRaseal Pacific, Australia’s Buderim Ginger Compaagd Frontier Herbs. We believe that
Reed’s Crystallized Ginger Candy is the only on@agthese brands that is sulfur-free.

Reed'’s Ginger Ice Creams compete primarily witheotiremium and super-premium ice cream brands p@ucipal competitors in
the ice cream business are Haagen-Dazs, Ben &sle@gdiva, Starbucks, Dreyer’'s and a number ofllemaatural food ice cream
companies.

Proprietary Rights

We own trademarks that we consider material tabaisiness. Three of our material trademarks arestergid trademarks in the U.S.
Patent and Trademark Office: Virgil's ®, Reed’s gimial Ginger Brew All-Natural Jamaican Style Gingée ® and Tianfu China Natural
Soda ®. Registrations for trademarks in the Un8éates will last indefinitely as long as we conérta use and police the trademarks and
renew filings with the applicable governmental off. We have not been challenged in our right écamy of our material trademarks in the
United States. We intend to obtain internationglgteation of certain trademarks in foreign jurigens.

In addition, we consider our finished product andaentrate formulae, which are not the subjechgffzatents, to be trade
secrets. Our brewing process is a trade sect@ts pfocess can be used to brew flavors of beveratier than ginger ale and ginger beer,
such as root beer, cream soda, cola, and other apit fruit beverages. We have not sought anynfsate our brewing processes because we
would be required to disclose our brewing procagsaitent applications.

We generally use non-disclosure agreements witH@mmaes and distributors to protect our proprietégits.
Government Regulation

The production, distribution and sale in the UniBtdtes of many of our Company’s products are stbjethe Federal Food, Drug,
and Cosmetic Act, the Federal Trade Commission thetLanham Act, state consumer protection lawdgr, state and local workplace
health and safety laws, various federal, statel@al environmental protection laws and variousoflederal, state and local statutes and
regulations applicable to the production, transgan, sale, safety, advertising, labeling andedggnts of such products. Outside the United
States, the distribution and sale of our many petsland related operations are also subject to rauseimilar and other statutes and
regulations.

A California law requires that a specific warnirfpaar on any product that contains a componeetllisy the state as having been
found to cause cancer or birth defects. The lavosap all food and beverage producers to the ptigsiifihaving to provide warnings on
their products. This is because the law recognipegenerally applicable quantitative thresholdeWwelvhich a warning is not required.
Consequently, even trace amounts of listed compsroam expose affected products to the prospegaoifing labels. Products containing
listed substances that occur naturally or thatargributed to such products solely by a municipaler supply are generally exempt from the
warning requirement. No Company beverages prodfgreshle in California are currently required tsmlay warnings under this law. We are
unable to predict whether a component found in mn@my product might be added to the Californiaitighe future, although the state has
initiated a regulatory process in which caffeind & evaluated for listing. Furthermore, we arsoalinable to predict when or whether the
increasing sensitivity of detection methodologyt tinay become applicable under this law and reletgdlations as they currently exist, or as
they may be amended, might result in the deteafan infinitesimal quantity of a listed substaite beverage of ours produced for sale in
California.

Bottlers of our beverage products presently offet ase nonrefillable, recyclable containers inlWimited States and various other
markets around the world. Some of these bottleis afifer and use refillable containers, which dse aecyclable. Legal requirements appl
various jurisdictions in the United States and egas requiring that deposits or certain ecotaxésesrbe charged for the sale, marketing and
use of certain nonrefillable beverage containeng grecise requirements imposed by these measamngsQther types of beverage container-
related deposit, recycling, ecotax and/or prodtestzardship statutes and regulations also apphaiious jurisdictions in the United States
overseas. We anticipate that additional, similgaleequirements may be proposed or enacted ifuthee at local, state and federal levels,
both in the United States and elsewhere.

All of our facilities and other operations in thaiteéd States are subject to various environmemtdkption statutes and regulations,
including those relating to the use of water resesiiand the discharge of wastewater. Our polity c®@mply with all such legal requiremer
Compliance with these provisions has not had, amdievnot expect such compliance to have, any nahtaverse effect on our capital
expenditures, net income or competitive position.
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Environmental Matters

Our primary cost of environmental compliance isanycling fees, which approximated $131,000 and4¥100 in 2008 and 2007,
respectively. This is a standard cost of doingiess in the soft drink industry.

In California, and in certain other states whereset our products, we are required to collect negiion values from our customers
and remit those redemption values to the statedoagon the number of bottles of certain producis s that state.

In certain other states and Canada where our ptedue sold, we are also required to collect dépdsim our customers and to
remit such deposits to the respective state agebeigsed upon the number of cans and bottles @fice@rbonated and non-carbonated
products sold in such states.

In the year ended December 31, 2007, we upgradelibbting system to an energy efficient and shatteof system throughout the
Brewery and the offices. We also initiated a trastycling program for both the Brewery and theaa$.

Employees

We have 32 full-time employees, as follows: thregéneral management, ten in sales and marketpppst five in admin and
operations and 16 in production. We employ addétigqeople on a part-time basis as needed. Wertewar participated in a collective
bargaining agreement. We believe that the relatipnsith our employees is good.

ltem 2. Property

We own an 18,000 square foot warehouse, knowneaBriwery, at 13000 South Spring Street in an wrparated area of Los
Angeles County, near downtown Los Angeles. Theeity is located in the Los Angeles County Mid-Aksha Corridor Enterprise Zone.
Businesses located in the enterprise zone ardlelifpir certain economic incentives designed tmgkite business investment, encourage
growth and development and promote job creation.

We purchased the facility in December 2000 for eclpase price of $850,000, including a down paynoé#$02,000. We financed
approximately $750,000 of the purchase price withea from U.S. Bank National Association, guaradtby the United States Small
Business Administration. We also obtained a bogdmprovement loan for $168,000 from U.S. Bankidtsl Association, guaranteed by
the United States Small Business Administratiohris€€opher J. Reed, our founder and Chief Execu@iffecer, personally guaranteed both
loans. Both loans were due and payable on Nove2the2025, with interest at the New York prime nalies 1%, adjusted monthly, with no
cap or floor. As of December 31, 2007, the princgra interest payments on the two loans combined 7,113 per month. This facility
serves as our principal executive offices, our Wasdst Brewery and bottling plant and our Soutltatifornia warehouse facility until
August 2007.

In August 2007, we purchased the building immedjaddjacent to the Brewery on South Spring Stree®f., 700,000 in cash. Since
its purchase, this facility serves as our warehdoismainly finished goods and raw materials. Inrftha2008, we borrowed a total of
$1,770,000 from Lehman Brothers secured by ourestate. This loan is personally guaranteed bys@ipher J. Reed, our Chief Executive
Officer. We have used the proceeds of this logratpoff the outstanding loans on the Brewery amdviorking capital. The new loan is
payable over a 30 year term, bears interest a#8gdr annum and carries a prepayment penalty af 89 loan is repaid within five years.

Item 3. Legal Proceedings

From time to time, we are a party to claims andlggoceedings arising in the ordinary course aifess. Our management
evaluates our exposure to these claims and prowgedidividually and in the aggregate and providepotential losses on such litigation if
the amount of the loss is estimable and the lopsoisable.

From August 3, 2005 through April 7, 2006, we is5883,156 shares of our common stock in conneetitdmour initial public
offering. These securities represented all of treress issued in connection with the initial pulolitering prior to October 11, 2006. These
shares issued in connection with the initial pubfiering may have been issued in violation of @itfederal or state securities laws, or both,
and may be subject to rescission.
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On August 12, 2006, we made a rescission offeH taoéders of the outstanding shares that we bel@ne subject to rescission,
pursuant to which we offered to repurchase theageshthen outstanding from the holders. At therexipn of the rescission offer on
September 18, 2006, the rescission offer was aeddpt 32 of the offerees to the extent of 28,420 ehfor an aggregate of $119,000,
including statutory interest. The shares that vienelered for rescission were agreed to be purchasethers and not from our funds.

Federal securities laws do not provide that a ssgmi offer will terminate a purchaser’s right éscind a sale of stock that was not
registered as required or was not otherwise exémmipt such registration requirements. With respeché offerees who rejected the rescis
offer, we may continue to be liable under federal atate securities laws for up to an amount efqule value of all shares of common stock
issued in connection with the initial public offiegi plus any statutory interest we may be requiogohy. If it is determined that we offered
securities without properly registering them uniéeleral or state law, or securing an exemption fregistration, regulators could impose
monetary fines or other sanctions as provided utidese laws. However, we believe the rescissiocer @ifovides us with additional
meritorious defenses against any future claimgingjdo these shares.

Except as set forth above, we believe that thexsmamaterial litigation matters at the currenteimlthough the results of such
litigation matters and claims cannot be predictéti wertainty, we believe that the final outcomeso€h claims and proceedings will not have
a material adverse impact on our financial posjtimuidity, or results of operations.

Item 4. Submission of Matters to a Vote of Security Holders

The 2008 Annual Meeting of Stockholders of the Campwas held on December 31, 2008. At the meettregfollowing
individuals were elected as directors of the Commard received the number of votes set opposiie ib&pective names:

Votes Withheld,
Votes Abstentions,

Director Votes For Against Broker NorVotes
Christopher J. Reed 5,487,608 - 575,976
Judy Holloway Reed 5,481,013 - 582,571
Mark Harris 5,535,096 - 528,488
Dr. D.S.J. Muffoletto, N.D. 5,533,154 - 530,430
Michael Fischman 5,535,096 - 528,488

In addition, at the meeting, our stockholders iedithe appointment by the board of directors ofinherg & Company, P.A. as t
Companys independent registered public accounting firmtfier 2008 fiscal year; with 5,705,489 votes for),@81 votes against, and 7,!
Abstention/non-broker votes.
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PART Il
Item 5. Market for Common Equity and Related Stockholder Mdters

Since November 27, 2007, our common stock has listed for trading on the NASDAQ Capital Marketdiag under the symbol
“REED”. Prior to November 27, 2007 our common &te@s quoted on the OTC Bulletin Board under thalsyl “REED.OB”. The
following is a summary of the high and low bid ms$cof our common stock on the OTC Bulletin Boardrduthe periods presented and the
high and low sales prices of our common stock eNASDAQ Capital Market for the periods present&il.C Bulletin Board bid prices
represent inter-dealer prices, without retail mapk-mark down or commissions, and may not necédgsapresent actual transactions:

Bid Price
(OTC Bulletin
Board)
High Low
Year Ending December 31, 2007
First Quarter $ 717 $ 3.0C
Second Quarter 9.0C 6.0C
Third Quarter 10.5¢ 6.7t
Fourth Quarter 7.3 5.3t
Sales Price
(NASDAQ Capital
Market)
High Low
Year Ending December 31, 2008
First Quarter $ 6.24 $ 1.5C
Second Quarter 3.94 1.8¢
Third Quarter 3.3C 1.4t
Fourth Quarter 2.31 1.0C

As of December 31, 2008, there were approximaté8/ s2ockholders of record of the common stock {imdtiding the number of
persons or entities holding stock in nominee arettname through various brokerage firms) and apadely 8,979,341 outstanding shares
of common stock.

Unregistered Sales of Equity Securities

During the fiscal year ended December 31, 2008sele the following equity securities that were giséered under the Securities
Act:

In March 2008, we issued 150,000 shares of comrumk $0 a consultant pursuant to a research angsasaervices agreement. 1
shares were issued pursuant to an exemption frgistration under Section 4(2) of the Securities. Act

In January 2008, we entered into an agreementfard consulting services. We have agreed to fe86D shares of common stock
over the six month engagement and agreed to redfiteshares with the SEC in our next registrasimtement. From January to March 2(
we issued 5,979 shares of common stock to the tansunder the agreement. The shares were issusdgnt to exemption from registrat
under Section 4(2) of the Securities Act.

During May and June 2008, we issued 5,981 sharesmfon stock for consulting services, 4,000 shafeemmon stock upon the
conversion of 1,000 shares of preferred stock @@1D shares of common stock as a dividend ta@feped stockholder’s, in accordance
with the preferred stock terms. The shares wertegpursuant to exemption from registration undmtisn 4(2) of the Securities Act.

During May and June of 2008, we granted 175,00@optto purchase common stock at an exercise pfi§ds99 pursuant to
exemption from registration under Section 4(2)he&f Securities Act.
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In December, 2008, we granted options to purch&8¢D00 shares of common stock under our employ®& siption plan at exerci
prices of $1.10 to $1.34 pursuant to exemption fregistration under Section 4(2) of the Securiies

On December 22, 2008, we granted 50,750 sharemnaion stock to our employees as bonuses. Thenglpsice of our common
stock on that date was $1.11 per share. The shamesissued pursuant to exemption from registnatioder Section 4(2) of the Securities
Act.

Dividend Policy

We have never declared or paid dividends on oumeomstock. We currently intend to retain futurengags, if any, for use in our
business, and, therefore, we do not anticipateaded or paying any dividends in the foreseeablerfu Payments of future dividends, if any,
will be at the discretion of our board of directafter taking into account various factors, inchglthe terms of our credit facility and our
financial condition, operating results, current amticipated cash needs and plans for expansion.

We are obligated to pay a hon-cumulative 5% divitisom lawfully available assets to the holdergof Series A preferred stock in
either cash or additional shares of common stockiatiscretion. In 2008 and 2007, we paid theddimd in an aggregate of 10,910 and 3,820
shares of common stock in each such year, respggctand anticipate that we will be obligated tsuis at least this many shares annually to
the holders of the Series A preferred stock so Emguch shares are issued and outstanding.

Securities Authorized for Issuance Under Equity Corpensation Plans
2001 Stock Option Plan and 2007 Stock Option Plan

We are authorized to issue options to purchase 60®,000 shares of common stock under our 200dk$®ption Plan, and we are
authorized to issue options to purchase up to ]J0B00shares of common stock under our 2007 Stodlo®Plan. On August 28, 2001, our
board of directors adopted the 2001 Stock Opti@m Rhd the plan was approved by our stockhold@rsOctober 8, 2007, our board of
directors adopted the 2007 Stock Option Plan aeglin was approved by our stockholders on Noverh®e?007.

The plans permit the grant of options to our emeésy directors and consultants. The options mastitote either “incentive stock
options” within the meaning of Section 422 of théefnal Revenue Code or “non-qualified stock oibrThe primary difference between
“incentive stock options” and “non-qualified stogfations” is that once an option is exercised, theksreceived under an “incentive stock
option” has the potential of being taxed at the erfavorable long-term capital gains rate, whileekteceived by exercising a “non-qualified
stock option” is taxed according to the ordinargame tax rate schedule.

The plans are currently administered by the boadirectors. The plan administrator has full amghf authority to select the
individuals to receive options and to grant suctions as well as a wide degree of flexibility intelnining the terms and conditions of
options, including vesting provisions.

The exercise price of an option granted under the pannot be less than 100% of the fair marketevgler share of common stock
on the date of the grant of the option. The eserprrice of an incentive stock option granted peison owning more than 10% of the total
combined voting power of the common stock musttdeast 110% of the fair market value per shareoofimon stock on the date of the
grant. Options may not be granted under the pteorafter the tenth anniversary of the adoptiothefplan. Incentive stock options granted
to a person owning more than 10% of the combineithggower of the common stock cannot be exeroéstdyl more than five years.

When an option is exercised, the purchase pritkeotinderlying stock will be paid in cash, excéygitthe plan administrator may
permit the exercise price to be paid in any contimnaof cash, shares of stock having a fair mavieie equal to the exercise price, or as
otherwise determined by the plan administrator.

If an optionee ceases to be an employee, diremt@gnsultant with us, other than by reason oftdedisability, or retirement, all
vested options must be exercised within three nwofalfowing such event. However, if an optionee'sployment or consulting relationship
with us terminates for cause, or if a director ofsis removed for cause, all unexercised optiafigevminate immediately. If an optionee
ceases to be an employee or director of, or a ¢am$wo us, by reason of death, disability, oireshent, all vested options may be exercised
within one year following such event or such shopieriod as is otherwise provided in the relatecagent.

When a stock award expires or is terminated beafaseexercised, the shares set aside for thatdasae returned to the pool of sha
available for future awards.
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No option can be granted under the plan after éamg/following the earlier of the date the plan adspted by the board of directors
or the date the plan was approved by our stockimlde

2009 Consultant Stock Plan

We are authorized to issue up to 100,000 sharesromon stock toemployees, officers, directors, consultants, indepat
contractors, advisors, or other service provideReeds under our 2009 Consultant Stock Plan. The 2af¥$s@tant Stock Plan was adop
by our board of directors on February 13, 2009iaradiministered by a committee of the board ofades. The plan committee may from
time to time, and subject to the provisions of plen and such other terms and conditions as threqaemmittee may prescribe, grant to any
eligible person one or more shares of common stbdReed’s ("Award Shares"). The grant of Award 18@8zor grant of the right to receive
Award Shares shall be evidenced by either a writtersulting agreement or a separate written agneeocoafirming such grant, executed by
Reed'’s and the recipient, stating the number of WivEhares granted and stating all terms and conditbf such grant.

The plan committee, in its sole discretion, mayngrward Shares in any of the following instances:

() as a "bonus" or "reward" for services previguendered and compensated, in which case thpieatiof the Award
Shares shall not be required to pay any consiaderédr such Award Shares, and the value of suchrd\8hares shall be the fair market value
of such Award Shares on the date of grant; or

(i) as "compensation” for the previous performac future performance of services or attainmégpals, in which case
the recipient of the Award Shares shall not be ireduo pay any consideration for such Award Shéodser than the performance of his
services).

Equity Compensation Plan Information
The following table provides information, as of Rewer 31, 2008, with respect to options outstandimtjavailable under the 2(

Plan and 2007 Plan and certain other outstanditigrap

Number of Securities
Remaining Available
for Future Issuance

Number of Securities Under Equity
to be Issued Upon Weighted-Average Compensation Plans
Exercise of Exercise Price of (excluding securities
Outstanding Options, Outstanding Options, reflected in Column
Warrants and Rights ~ Warrants and Rights (@)
Plan Category (@) (b) (c)
Equity compensation plans approved by securityérsld 702,500 $ 3.58 1,297,50(
Equity compensation plans not approved by sechotgers 1,868,223t $ 5.41 Not applicable
TOTAL 2,570,73t $ 4.90 1,297,50(

Item 6. Selected Financial Data

As a smaller reporting company, Reed'’s is not neglio provide disclosure pursuant to this Item 6.

Item 7. Management’s Discussion and Analysis or Plan of Opation

The following discussion and analysis of our finahcondition and results of operations should bad in conjunction with our
financial statements and the related notes appgagisewhere in this Annual Report. This discusaimhanalysis may contain forwe
looking statements based on assumptions abouttunefbusiness. Our actual results could differ enially from those anticipated in these



forward-looking statements as a result of certaictérs, including but not limited to those set fiounhder “Risk Factors” and
elsewhere in this Annual Report.
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Overview

We develop, manufacture, market, and sell natuwrataicoholic and “New Age” beverages, candies aactcreams. “New Age
Beverages” is a category that includes natural Sfodi juices and fruit drinks, ready-to-drink teaports drinks, and water. We currently
manufacture, market and sell five unique produnadi

e Reed’s Ginger Brews,

e Virgil's Root Beer, Cream Sodas and Real Colauditig diet sodas
e China Colas,

e Reed’s Ginger Chews, and

e Reed’s Ginger Ice Creams

We sell most of our products in specialty gournret aatural food stores, supermarket chains, retiaies and restaurants in the
United States and, to a lesser degree, in CanadaariMarily sell our products through a networknafural, gourmet and independent
distributors. We also maintain an organizationnrshouse sales managers who work mainly in the S&eeviced by our natural, gourmet and
mainstream distributors and with our distributdh&e also work with regional, independent sales grtatives who maintain store and
distributor relationships in a specified territory.

Trends, Risks, Challenges, Opportunities That May 0Are Currently Affecting Our Business

Our main challenges, trends, risks, and opporesiitiat could affect or are affecting our financéults include but are not limited
to:

Fuel Prices- Last year’s fuel price increases caused incréasasr packaging, production and ingredient cdstel prices have
abated; however we continue to pursue alternativdyztion, packaging and ingredient suppliers guitbos to help offset the effect of last
yeal's fuel price increases on these expenses.

Low Carbohydrate Diets and Obesitivlost of our products are not geared for the lanbohydrate market. Consumer trends have
reflected higher demand for lower carbohydrate petel We monitor these trends closely and haveldpeéd low-carbohydrate versions of
some of our beverages namely the Virgil's line.

Distribution Consolidation There has been a recent trend towards continiesbiidation of the beverage distribution industry
through mergers and acquisitions. This consolidatésults in a smaller number of distributors taketour products and potentially leaves
us subject to the potential of our products eitieing dropped by these distributors or being markédss aggressively by these distributors.
As a result, we initiated our own direct distriloutito mainstream supermarkets and natural and gadonds stores in Southern California
and to large national retailers. However, we athéprocess of discontinuing our direct distribatand redirecting our customers to local
distributors. Consolidation among natural foodsustdy distributors has not had an adverse affectusrsales.

Consumers Demanding More Natural Foedihe rapid growth of the natural foods industrg baen fueled by the growing
consumer awareness of the potential health probterago the consumption of chemicals in the dienslimers are reading ingredient labels
and choosing products based on them. We desigugiodith these consumer concerns in mind. Wetfegltrend toward more natural
products is one of the main trends behind our gnoRecently, this trend in drinks has not only t&tifto products using natural ingredients,
but also to products with added ingredients possgssperceived positive function like vitaminsrlb&and other nutrients. Our ginger-based
products are designed with this consumer demanand.

Supermarket and Natural Food Stordglore and more supermarkets, in order to compétetive growing natural food industry,
have started including natural food sections. Assalt of this trend, our products are now avadablmainstream supermarkets throughout
the United States in natural food sections. Supgets can require that we spend more advertisingey@and they sometimes require slot!
fees. We continue to work to keep these fees reddenSlotting fees in the natural food sectiothef supermarket are generally not as
expensive as in other areas of the store.
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Beverage Packaging ChangeBeverage packaging has continued to innovatéicpéarly for premium products. There is an
increase in the sophistication with respect to beye packaging design. While we feel that our curcere brands still compete on the leve
packaging, we continue to experiment with new amekbhpackaging designs such as thaés-party keg and 750 ml. champagne style bat
We have further plans for other innovative packgglasigns.

Packaging or Raw Material Price Increase8n increase in packaging or raw materials haseadwur margins to suffer and has
negatively impacted our cash flow and profitabilMye continue to search for packaging and prododlternatives to reduce our cost of
goods.

Cash Flow RequirementOur growth will depend on the availability of atilohal capital infusions. We have a financial brstof
losses and are dependent on non-banking sour@apivél, which tend to be more expensive and chhigfeer interest rates. Any increase in
costs of goods will further increase losses antifuiither tighten cash reserves.

Interest Rates We use lines of credit as a source of capitalamechegatively impacted as interest rates rise.
Critical Accounting Policies

Our financial statements are prepared in accordaitbeaccounting principles generally acceptedhia Wnited States of America, or
GAAP. GAAP requires us to make estimates and assongxthat affect the reported amounts in our foianstatements including various
allowances and reserves for accounts receivabléngedtories, the estimated lives of loligpd assets and trademarks and trademark lice
as well as claims and contingencies arising olitightion or other transactions that occur in tfigmal course of business. The following
summarize our most significant accounting and ripgipolicies and practices:

Revenue RecognitionRevenue is recognized on the sale of a prodhetvthe product is shipped, which is when the ofdlbss
transfers to our customers, and collection of doeivable is reasonably assured. A product ishipiped without an order from the customer
and credit acceptance procedures performed. Ttwaice for returns is regularly reviewed and adjd$y management based on historical
trends of returned items. Amounts paid by custorfershipping and handling costs are included lasa

Trademark License and Trademark$Ve own trademarks that we consider materialbioboisiness. Three of our material tradem
are registered trademarks in the U.S. Patent aadefnark Office: Virgil's ®, Reed’s Original GingBrew All-Natural Jamaican Style
Ginger Ale ® and Tianfu China Natural Soda ®. Ragtfons for trademarks in the United States vaiitlindefinitely as long as we continue
to use and police the trademarks and renew filwigfs the applicable governmental offices. We hawthleen challenged in our right to use
any of our material trademarks in the United Stafés intend to obtain international registratiorceftain trademarks in foreign jurisdictions.

We account for these items in accordance with SNAS142, “Goodwill and Other Intangible Assets.’hdér the provisions of
SFAS No. 142, we do not amortize indefinite-livealdemark licenses and trademarks.

In accordance with SFAS No. 142, we evaluate ouraroortizing trademark license and trademarks gdgror impairment. We
measure impairment by the amount that the carryalge exceeds the estimated fair value of the tmadlk license and trademarks. The fair
value is calculated by reviewing net sales of theous beverages and applying industry multiplesegl on our quarterly impairment anal
the estimated fair values of trademark licenseteadbemarks exceeded the carrying value and no imeats were identified during the years
ended December 31, 2008 or December 31, 2007.

Long-Lived AssetsOur management regularly reviews property, eqeipnand other long-lived assets, including ideslife
amortizing intangibles, for possible impairmentisTieview occurs quarterly or more frequently ieats or changes in circumstances indicate
the carrying amount of the asset may not be reaterIf there is indication of impairment of profyeand equipment or amortizable
intangible assets, then management prepares amgstdf future cash flows (undiscounted and withotgrest charges) expected to result
from the use of the asset and its eventual digpasitf these cash flows are less than the carrgimgunt of the asset, an impairment loss is
recognized to write down the asset to its estimég&dsalue. The fair value is estimated at thespra value of the future cash flows discou
at a rate commensurate with management’s estiroatas business risks. Quarterly, or earlier, drthis indication of impairment of
identified intangible assets not subject to amatiim, management compares the estimated fair vethethe carrying amount of the asset.
An impairment loss is recognized to write down ititangible asset to its fair value if it is lesautithe carrying amount. Preparation of
estimated expected future cash flows is inherenithjective and is based on management’s best éstohassumptions concerning expected
future conditions. No impairments were identifiadidg the years ended December 31, 2008 or Dece®ih&007.
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Management believes that the accounting estimétteto impairment of our long lived assets, idahg our trademark license and
trademarks, is a “critical accounting estimate”dese: (1) it is highly susceptible to change framqu to period because it requires
management to estimate fair value, which is baseglssumptions about cash flows and discount rates(2) the impact that recognizing an
impairment would have on the assets reported omalance sheet, as well as net income, could berrmktManagemers’ assumptions aba
cash flows and discount rates require significadgment because actual revenues and expensedinzuated in the past and we expect t
will continue to do so.

In estimating future revenues, we use internal btelgnternal budgets are developed based on remesriue data for existing
product lines and planned timing of future introtioies of new products and their impact on our fatcash flows.

Accounts Receivablé/Ne evaluate the collectability of our trade agusueceivable based on a number of factors. bugistances
where we become aware of a specific customer’slibato meet its financial obligations to us, aesjfic reserve for bad debts is estimated
and recorded which reduces the recognized receitatihe estimated amount our management belieMegltimately be collected. In
addition to specific customer identification of eotial bad debts, bad debt charges are recorded loasour historical losses and an overall
assessment of past due trade accounts receivastamding.

Inventories. Inventories are stated at the lower of costueipase and/or manufacture the inventory or theeatiestimated market
value of the inventory. We regularly review our@miory quantities on hand and record a provisiorefeess and obsolete inventory based
primarily on our estimated forecast of product dechand/or our ability to sell the product(s) comesr and production requirements. Derr
for our products can fluctuate significantly. Fastthat could affect demand for our products ineludanticipated changes in consumer
preferences, general market conditions or othéofacwhich may result in cancellations of advaoxders or a reduction in the rate of
reorders placed by customers. Additionally, our aggament’s estimates of future product demand magdmeurate, which could result in an
understated or overstated provision required feesg and obsolete inventory.

Stock-Based Compensatidiie periodically issue stock options and warrantsnployees and non-employees in non-capital raising
transactions for services and for financing coats.adopted SFAS No. 123R, “Accounting for Stock-@&h€ompensation” effective January
1, 2006, and are using the modified prospectivéhotein which compensation cost is recognized beggwith the effective date (a) based
on the requirements of SFAS No. 123R for all sHzsed payments granted after the effective datégrizhsed on the requirements of Si
No. 123R for all awards granted to employees pgddhe effective date of SFAS No. 123R that remainested on the effective date. \
account for stock option and warrant grants isametvesting to non-employees in accordance withFEN®. 96-18: “Accounting for Equity
Instruments that are Issued to Other Than EmplofggeScquiring, or in Conjunction with Selling, Gde or Services,” and EITF 00-18
“Accounting Recognition for Certain Transactiongatving Equity Instruments Granted to Other Thandioyees” whereby the fair value of
the stock compensation is based on the measuraetatnas determined at either a) the date at whpghfarmance commitment is reached
b) at the date at which the necessary performamearn the equity instrument is complete.

We estimate the fair value of stock options purst@$FAS No. 123R using the Black-Scholes optidnipg model, which was
developed for use in estimating the fair value mtfans that have no vesting restrictions and altg fransferable. This model requires the
input of subjective assumptions, including the etpé price volatility of the underlying stock artexpected life of stock options. Projected
data related to the expected volatility of stockiaps is based on the historical volatility of tineding prices of the Company’s common stock
and the expected life of stock options is baseduipe average term and vesting schedules of thensptChanges in these subjective
assumptions can materially affect the fair valu¢hefestimate, and therefore the existing valuatiodels do not provide a precise measul
the fair value of our employee stock options.

Results of Operations
Year Ended December 31, 2008 Compared to Year Erdlecember 31, 2007

Gross sales for the year ended December 31, 2@68ased to $15,277,000 from $13,059,000 during 280iét increase of
$2,218,000, or 17%. Sales increased in both owgiR&dmproduct line and our Reed’s Ginger Brews likiée experienced increases in the
volumes of sales, especially in our Virgil’s protiline; and increases in our prices, primarily am Reed’s Ginger Brew lines. Generally,
over 90% of our sales are split evenly betweenwarmost significant product lines, Reed’s Gingees and Virgil's sodas, during both
2008 and 2007. The increase in sales was primduiyto an increase in sales to newly introduceidstraam distributors and to an increase
in our existing distribution channels of naturabdodistributors and retailers.
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Cost of Goods Sold

Cost of goods sold consists primarily of the ca$tsur ingredients, packaging and production. @bsfoods sold increased by 8%
to $11,891,000 during the year ended December@Ii8 fom $11,040,000 in 2007; as compared to tles sacrease of 17% in the same
comparable periods. Our costs of sales have Imgeacted by fuel and commaodity price increases whale caused an increase in our costs
of production from our co-packer. Fuel price irages in 2008 have increased our costs of delivEing costs of glass vary, and the cost of
ginger has increased by about 20% in 2008. Intiaddiwe had increased costs of packaging. In28€8, we negotiated reductions in our
co-packing fees, which are anticipated to decreasger-unit cost of goods sold in 2009. In 2008,are experiencing lower freight costs
due to the fall of fuel costs. We are also prodgdiigher portions of our products at our own fgcih Los Angeles, which is anticipated to
lower our per-unit costs and improve our margitie are also currently negotiating for significaaductions in glass costs.

Gross Profit

Our gross profit increased to $3,386,000 in the gealed December 31, 2008, from $2,019,000 in 280Tcrease of $1,367,000
68%. The gross profit as a percentage of salesoiwegd to 22% in 2008, from 15% in 2007. This grpsHit margin increase is primarily d
to price increases in 2008, where we have raisedgon the Reed'Ginger Brew line by approximately 20% bringingniore in line with ou
competitors in the natural soda category. In aoldjtive have improved our systems to track and nettegapproval and use of promotions
and discounting, resulting in higher effective pe@and net gross margins. Finally, we have reratgdtiour production costs from our largest
co-packer and we anticipate a further increasedaaggmargins of approximately 5% in 2009, with euatrpricing.

Selling and marketing expenses

Selling and marketing expenses consist primarilgiaéct charges for staff compensation costs, diduag, sales promotion,
marketing and trade shows. Selling and marketirsgscecreased to $3,817,000 in the year ended ecedh, 2008 from $4,587,000 in
2007, a net decrease of $770,000 or 17%. The aseis primarily due to decreases in compensatidriravel costs of $1,011,000 and a
decrease in trade show costs of $333,000. Suclealszs were offset by an increase in advertisipgamotion of $229,000, an increase in
broker commissions of $229,000, and an increaséfite and equipment costs of $59,000.

Our strategic direction in sales is to focus ongnaduct placements in our estimated 10,500 sup&etsanationwide. This strategy
replaces our strategy in 2007 that focused on thatlsupermarkets and a direct store delivery (DSfoyt. As a result, our sales organization
has been reduced by 16 compared to the level wathadcember 31, 2007. We have found that the eftettive sales efforts are to grocery
stores. We feel that the trend in grocery stavesffer their customers natural products can beesewith our products. Our sales personnel
are leveraging our success at natural food grostengs to establish new relationships with maiastrgrocery stores.

Our decrease in trade show costs in 2008 was doertgecurring promotions that occurred with onstomer in 2007. Promotional
expense increased in 2008 due to increased promadliicspending with supermarkets as we implemesreimsed marketing programs with
our supermarket partners. Brokerage commissiorresgs increased due to an increased use of brekiémag to help penetrate and manage
our supermarket business in 2008.

General and Administrative Expenses

General and administrative expense consists piliynafrthe cost of executive, administrative, anthfice personnel, as well as
professional fees. General and administrative esgemcreased to $3,140,000 during the year endedrbber 31, 2008 from $2,621,000 in
2007, a net increase of $519,000 or 20%. The iserea2008 is primarily due to an increase in Bsienal fees expense of $444,000 and an
increase in insurance and operating costs of $04,00e increase in professional fees, includimglieaccounting and investor relation
expenses was due to increased legal and accowutitg mostly related to the increased costs afrtieyy and compliance with the Securities
and Exchange Commission and Sarbanes-Oxley lagislain addition, we had a one-time non cash esgeri approximately $300,000 for
professional consulting services, for which we ésbatock.

We believe that our existing executive and admiaiste staffing levels are sufficient to allow fmoderate growth without the need
to add personnel and related costs for the foresedéaure.
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Loss from Operations

Our loss from operations decreased to $3,571,08@teiyear ended December 31, 2008 from $5,489/9Q007. The improvement
of $1,918,000 was due to increased sales, incraaaegins and lower costs of marketing. We havdempnted cost-cutting measures
throughout our business during 2008 and believettigwill result in over $2 million lower costsrfthe 2009 year.

Interest Expense

Interest expense increased to $244,000 in thegrard December 31, 2008, compared to interest sgpEr$182,000 in 2007. The
increase is due to the increased borrowing unétlemgterm mortgage, secured by our buildings; amdew a line of credit agreement with
First Capital LLC, secured primarily by our invent@nd accounts receivable.

Liquidity and Capital Resource

As of December 31, 2008, we had an accumulateditefi$14,919,000 and we had working capital 03&®00, compared to an
accumulated deficit of $11,081,000 and working tdpmf $2,943,000 at December 31, 2007. Cash asid equivalents were $229,000 as of
December 31, 2008, as compared to $743,000 at Dxredi, 2007. This decrease in our working capital cash position was primarily
attributable to our net loss. In addition to ouslt@osition on December 31, 2008, we had avaitghilider our line of credit of approximatt
$33,000.

Our decrease in cash and cash equivalents to $ZatMecember 31, 2008 compared to $743,000 arbieer 31, 2007 was the
result of $2,468,000 used in operating activitied $191,000 used in investing activities; offsethy145,000 provided by financing
activities.

The measures that we have taken in late 2008 terlowr cost of goods are yielding current improvetaén gross margins of
approximately 5% that we believe will extend thrbagt 2009. We also have initiatives underway tprione our glass costs as well as our
ginger costs. Our completed operating cost redostwill lower operating expenses by over $2 millio 2009, as compared to 2008. At the
current sales run rates and prices, we believeotira€Company will operate at profitable levels G02.

We believe that the Company has a number of opfmmgaining the necessary working capital in 2088eded to fund our
seasonality, product launches and other growthspl@ur primary capital source will be cash flowrfr operations. We are also investigating
improved working capital loans that more fully valour assets for collateral. We may raise a landmount of funds through a combination
of equity and debt; however, we'd prefer to waitilusur stock has a better market value so thamirémize dilution. We believe that the
Company can become leaner if our sales goals dmatsrialize, and that our costs can be managptbthuce profitable operations.

Historically, we have financed our operations prigethrough private sales of common stock, preddrstock, convertible debt, a
line of credit from a financial institution, andstagenerated from operations. In 2007, we comaglatprivate placement to accredited
investors, on subscriptions for the sale of 1,500,8hares of common stock and warrants to purayase 749,995 shares of common stock,
resulting in total proceeds received, net of undigig commissions and the investment banking 6£&8,040,000.

Net cash used in operations during 2008 was $20)868;ompared with $5,806,000 used in operationsm@g@007. Cash used in
operations during 2008 was primarily due to thelogs in period and to an increase in accountsvaloke collections, as compared to the
same prior year period.

Net cash used in investing activities of $191,00frd) 2008 compared with $2,951,000 during 20Q7rimarily the result of
equipment purchases during 2008 of $191,000 as amdpo $2,651,000 in 2007.

Net cash provided by financing activities of $2,D8® during 2008 was primarily due to net procdeats the refinancing of our
land and buildings of $1,770,000 and our obtairifg line of credit of $1,354,000; offset by debypffs of $800,000. As of December 31,
2008, we had outstanding borrowings of $1,354,0@feu our line of credit agreement. Our line of dreghder is a privately held, Senior
Secured Commercial Lender. Our lender has commigtda us that they are financially secure and leaweg $1 billion dollars in assets with
approximately 20% of equity capital. They commutedathat they have adequate lines of credits ioepleith banks to achieve their business
goals. They communicated that there are no reqeinésrin place for them to repurchase any of theistanding stock. Based on these
communications, we believe that our lending sowritiebe able to fund the full extent of our line ofedit, should we meet the requirements
for such funding.
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Our operating losses have negatively impactediquidity and we are continuing to work on decregsiperating losses, while
focusing on increasing net sales. We are currdrttfyowing near the maximum on our line of creditDecember 31, 2008, we had
approximately $500,000 to $1,000,000 in excessntorg over our normal inventory levels, which isrgeused to fuel sales in the first
guarter of 2009. We believe the operations ofcthrapany are currently running at approximatelyakewen, after adjusting for non-cash
expenses. Between the reduction of our inventomdoe normal levels and our current breakeven dipgratatus, we believe that our current
cash position and lines of credit will be suffidiém enable us to meet our cash needs througlastttlee end of 2009. We believe that if the
need arises we can raise money through the equitlyets.

We may not generate sufficient revenues from prodales in the future to achieve profitable operati If we are not able to achie
profitable operations at some point in the futue,eventually may have insufficient working capt@maintain our operations as we
presently intend to conduct them or to fund ouragrgion and marketing and product development plareddition, our losses may increase
in the future as we expand our manufacturing cditiebiand fund our marketing plans and productetigzment. These losses, among other
things, have had and will continue to have an atveffect on our working capital, total assets stodkholders’ equity. If we are unable to
achieve profitability, the market value of our coomstock will decline and there would be a mateadilerse effect on our financial
condition.

If we continue to suffer losses from operations, inoceeds from our public offering and privateplaent may be insufficient to
support our ability to expand our business opematis rapidly as we would deem necessary at amy timess we are able to obtain
additional financing. There can be no assurandanbavill be able to obtain such financing on adabfe terms, or at all. If adequate funds
are not available or are not available on acceptems, we may not be able to pursue our busoigsstives and would be required to
reduce our level of operations, including redudifgastructure, promotions, personnel and otheratp®y expenses. These events could
adversely affect our business, results of operataomd financial condition. We cannot assure yotiahditional financing will be available on
terms favorable to us, or at all. If adequate fuaasnot available or if they are not availableacneptable terms, our ability to fund the gra
of our operations, take advantage of opportunitieselop products or services or otherwise resporgdmpetitive pressures, could be
significantly limited.

Recent Accounting Pronouncements

References to the “FASB”, and “SFAS” herein refethe “Financial Accounting Standards Board”, aBtitement of Financial
Accounting Standards”, respectively.

In December 2007, the FASB issued FASB StatemenflHib (R), “Business Combinations” (FAS 141(R)),iethestablishes
accounting principles and disclosure requirememtsfl transactions in which a company obtains k@rtver another business. Statement 141
(R) applies prospectively to business combinatfonsvhich the acquisition date is on or after tleginning of the first annual reporting
period beginning on or after December 15, 2008liétaadoption is prohibited.

In December 2007, the FASB issued SFAS No. 160ntdatrolling Interests in Consolidated Financiat8ments, an amendment
of ARB No. 51”. SFAS No. 160 establishes accoungind reporting standards that require that the ostig interests in subsidiaries held by
parties other than the parent be clearly identjfiableled, and presented in the consolidated stateof financial position within equity, but
separate from the parent’s equity; the amount nfclidated net income attributable to the paredttarthe noncontrolling interest be clearly
identified and presented on the face of the codati#d statement of income; and changes in a parenwtiership interest while the parent
retains its controlling financial interest in itgtsidiary be accounted for consistently. SFAS N 4lso requires that any retained
noncontrolling equity investment in the former ddizgy be initially measured at fair value whenubsidiary is deconsolidated. SFAS No.
160 also sets forth the disclosure requiremenidaiotify and distinguish between the interestshefparent and the interests of the
noncontrolling owners. SFAS No. 160 applies tcealities that prepare consolidated financial stet@s) except not-for-profit organizations,
but will affect only those entities that have anstanding noncontrolling interest in one or morbsidiaries or that deconsolidate a subsidi
SFAS No. 160 is effective for fiscal years, aneiimh periods within those fiscal years, beginnimgoo after December 15, 2008. Earlier
adoption is prohibited. SFAS No. 160 must be apptispectively as of the beginning of the fisaduyin which it is initially applied, except
for the presentation and disclosure requiremerits.presentation and disclosure requirements aledpptrospectively for all periods
presented.

In March 2008, the FASB issued SFAS No. 161, “sares about Derivative Instruments and HedgingvAiets - an amendment
of FASB Statement No. 133" (“SFAS No. 161"). SFAS. 161 amends and expands the disclosure requitesro€SFAS No. 133,
“Accounting for Derivative Instruments and Hedgifgtivities” (“SFAS No. 133"). The objective of SFASo0. 161 is to provide users of
financial statements with an enhanced understarafihgw and why an entity uses derivative instrutaghow derivative instruments and
related hedged items are accounted for under SFAS.38 and its related interpretations, and howetve instruments and related hedged
items affect an entity’s financial position, fina@gperformance, and cash flows. SFAS No. 161 ireququalitative disclosures about



objectives and strategies for using derivativeangtative disclosures about fair value amountaraf gains and losses on derivative
instruments, and disclosures about credit-riskteel@ontingent features in derivative agreemeS8AS No. 161 applies to all derivative
financial instruments, including bifurcated derivatinstruments (and nonderivative instruments #natdesigned and qualify as hedging
instruments pursuant to paragraphs 37 and 42 ofS3fé 133) and related hedged items accountednidernSFAS No. 133 and its related
interpretations. SFAS No. 161 also amends ceptainisions of SFAS No. 131. SFAS No. 161 is effefior financial statements issued for
fiscal years and interim periods beginning aftex®&ber 15, 2008, with early application encouragBAS No. 161 encourages, but does

not require, comparative disclosures for earligiqoks at initial adoption.
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In May 2008, the FASB issued SFAS No. 162, “Therbfiehy of Generally Accepted Accounting Princigl&his standard is
intended to improve financial reporting by idenitify a consistent framework, or hierarchy, for stgcaccounting principles to be used in
preparing financial statements that are presemtednformity with generally accepted accountingngiples in the United States for non-
governmental entities. SFAS No. 162 is effectivel@@s following approval by the U.S. Securities &xdhange Commission of the Public
Company Accounting Oversight Board's amendmenfgdt&ection 411, “The Meaning of Present Fairly ion@rmity with Generally
Accepted Accounting Principles.”

We do not believe the adoption of the above repamtouncements will have a material effect on tben@any’s results of
operations, financial position or cash flows.

Other recent accounting pronouncements issuedeblf ASB (including its Emerging Issues Task Fortted, AICPA, and the SEC
did not or are not believed by management to hawatarial impact on the Company's present or fuinencial statements.

Inflation

Although management expects that our operatioris@iinfluenced by general economic conditionsdeaot believe that inflation
has a material effect on our results of operations.
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Report of Independent Registered Public Accountingrirm

We have audited the accompanying balance she®sail5, Inc. as of December 31, 2008 and 2007 and thtedestatements of operatic
changes in stockholders’ equity and cash flowsttieryears then ended. These financial statemeattharresponsibility of the Company’
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighaBlo(United States). Thc
standards require that we plan and perform thetsitmiobtain reasonable assurance about whethéindreial statements are free of mate
misstatement. The Company is not required to hasewere we engaged to perform, an audit of itsrival control over financial reportir
Our audits included consideration of internal cohtver financial reporting as a basis for desigrénudit procedures that are appropria
the circumstances, but not for the purpose of esgimg an opinion on the effectiveness of the Comisamternal control over financ
reporting. Accordingly, we express no such opinién. audit includes examining, on a test basis, @@ supporting the amounts

disclosures in the financial statements. An auliib ancludes assessing the accounting principlesl wd significant estimates made
management, as well as evaluating the overall fiimhstatement presentation. We believe that oditayrovide a reasonable basis for
opinion.

In our opinion, the financial statements referrecabove present fairly in all material respects, financial position of Rees, Inc. as ¢

December 31, 2008 and 2007 and the results ofpgsations and its cash flows for the years thereérid conformity with accountir
principles generally accepted in the United StafeSmerica.

/sl WEINBERG & COMPANY, P.A.
Weinberg & Company, P.A.

Los Angeles, California
February 26, 2009, except Note 5, as to which #ie & March 27, 2009
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REED’S, INC.
BALANCE SHEETS

December December
31, 31,
2008 2007
ASSETS
Current assets:
Cash $ 229,000 $ 743,00(
Inventory 2,837,001 3,028,001
Trade accounts receivable, net of allowance fobtfalaccounts and returns and discounts of $97&3(
of December 31, 2008 and $408,000 as of Decemhet0RI 897,00( 1,161,00!
Prepaid and other current assets 68,00( 93,00(
Total Current Assets 4,031,001 5,025,001
Property and equipment, net 4,133,001 4,249,001
Brand names 800,00t 800,00t
Deferred offering costs 77,00( -
Deferred financing fees 62,00( 13,00(
Total assets $ 9,103,000 $ 10,087,00
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable $ 1,929,000 $ 1,997,00
Lines of credit 1,354,00! -
Current portion of long term debt 16,00( 27,00(
Accrued interest - 4,00¢
Accrued expenses 96,00( 54,00(
Total current liabilities 3,395,001 2,082,001
Long term debt, less current portion 1,747,00! 766,00(
Total Liabilities 5,142,001 2,848,00!
Commitments and contingencies
Stockholders’ equity:
Preferred stock, $10 par value, 500,000 share®ardl, 47,121 shares outstanding at December 31
2008 and 48,121 shares outstanding at Decemb@087, 471,00( 481,00(
Common stock, $.0001 par value, 19,500,000 shatherzed, 8,979,341 shares issued and outstan:
at December 31, 2008 and 8,751,721 shares issueaudstanding at December 31, 2007 1,00( 1,00(
Additional paid in capital 18,408,00 17,838,00
Accumulated deficit (14,919,00)  (11,081,00)
Total stockholders’ equity 3,961,001 7,239,001
Total liabilities and stockholders’ equity $ 9,103,000 $ 10,087,00

The accompanying notes are an integral part ottfimancial statements
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REED'’S, INC.
STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2008 and 2007

2008 2007
Sales $ 15,277,000 $ 13,059,00
Cost of sales 11,891,00 11,040,00
Gross profit 3,386,001 2,019,001
Operating expenses:
Selling and marketing expense 3,817,00! 4,587,001
General and administrative expense 3,140,001 2,621,001
Write-off note receivable - 300,00(
Total operating expenses 6,957,00! 7,508,00!
Loss from operations (3,571,00i) (5,489,00i)
Interest income 1,00( 120,00(
Interest expense (244,000 (182,000
Net loss (3,814,00i) (5,551,00i)
Preferred stock dividend (24,000 (28,000
Net loss attributable to common stockholders $ (3,838,000 $ (5,579,000
Loss per share available to common stockholdessictand diluted $ (043 $ (0.70
Weighted average number of shares outstandingc aad diluted 8,884,33! 8,009,00!

The accompanying notes are an integral part oktfinancial statements
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Balance, January 1,
2007

Fair Value of
Common Stock
issued for services
and equipment

Common stock, issue¢
in connection with
the June 30, 2007
preferred stock
dividend

Common stock issue
upon conversion of
preferred stock

Common stock issue
upon exercise of
warrants

Common stock issue
for cash, net of
offering costs

Public Offering

expenses

Fair value vesting of
options issued to
employees

Net loss

Balance, December
31, 2007

Fair Value of
Common Stock
issued for bonus al
services

Common stock issue
in connection with
the June 30, 2008
preferred stock
dividend

Common stock issue
upon conversion of
preferred stock

Fair value vesting of
options issued to
employees

Net loss

Balance, December
31, 2008

REED'’S, INC.
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
For the Years Ended December 31, 2008 and 2007

Common Stock Preferred Stock

Additional Total
Paid-In Accumulated Stockholders’

Shares Amount Shares Amount Capital Deficit Equity
7,143,18 $ 1,00( 58,94( $ 589,00 $ 9,535,000 $ (5,502,000 $ 4,623,00
1,44( - - - 11,00¢( - 11,00¢(
3,82( - - - 28,00( (28,000 -
43,27¢ - (10,819 (108,000 108,00( - -
60,00( - - - 165,00( - 165,00(
1,500,00i! - - - 7,626,00! - 7,626,00!
- - - - (55,000 - (55,000
420,00( 420,00(
- - - - - (5,551,001 (5,551,001
8,751,72 1,00( 48,12 481,00( 17,838,000 (11,081,00) 7,239,00I
212,71( - - - 392,00( - 392,00(
10,91( - - - 24,00( (24,000 -
4,00( - (1,000 (20,000 10,00¢( - -
- - - - 144,00( 144,00(
- - - - - (3,814,001 (3,814,001
8,979,344 % 1,00( 47,12 $ 471,00 $ 18,408,000 $ (14,919,00) $ 3,961,00

The accompanying notes are an integral part oktfinancial statements
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REED’S, INC.
STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2008 and 2007

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash usegerating activities:
Depreciation and amortization
Loss on disposal of equipment
Fair value of stock options issued to employees
Fair value of common stock issued for servicesomuses
Write off of note receivable
Changes in assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other current assets
Accounts payable
Accrued expenses
Accrued interest
Net cash used in operating activities

Cash flows from investing activities:
Purchase of property and equipment
Increase in notes receivable
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from issuance of common stock
Payments for offering costs
Payments for deferred financing fees
Decrease in restricted cash
Proceeds from exercise of warrants
Net borrowings (repayments) on existing lines efdir
Principal repayments on notes
Proceed received from borrowings on debt
Net cash provided by financing activities
Net decrease in cash
Cash at beginning of year

Cash at end of year

Supplemental Disclosures of Cash Flow Information:
Cash paid during the year for:
Interest
Taxes
Non Cash Investing and Financing Activities
Preferred Stock converted to common stock
Common Stock issued in settlement of preferreckstdigidend
Common Stock issued in acquisition of property aqdipment

2008

2007

$ (3,814,000 $ (5,551,00)

355,00( 205,00
5,00( -
144,00 420,00
392,00 4,00(

- 300,00(

264,00 23,00
191,00( (1,517,001
25,00 96,00(
(68,000) 302,00(
42,00( (64,000
(4,000) (24,000
(2,468,00)  (5,806,00i)
(191,000  (2,651,00)

- (300,000

(191,000  (2,951,00)

- 7,626,001

(77,000 (55,000)
(102,000) -

- 1,581,001

- 165,00(

1,354,001 (1,356,001
(800,000) (263,00)
1,770,00! 163,00
2,145,001 7,861,001
(514,000 (896,00
743,00 1,639,00!

$ 229000 $  743,00(
$ 248000 $ 207,00
$ - $ -
$ 10,000 $ 108,00
$ 24000 $ 28,00
$ - % 7,00(

The accompanying notes are an integral part oktfinancial statements
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

1)

Operations and Summary of Significant Accounting Plicies
A) Nature of Operations

Reed'’s, Inc. (the “Company”) was organized underlétws of the state of Florida in January 19912001, the Company changed its
name from Original Beverage Corporation to Reetfis, and changed its state of incorporation frorariela to Delaware. The
Company is engaged primarily in the business okliging, manufacturing and marketing natural naroladlic beverages, as well
as candies and ice creams. The Company currerfdysod Reed’s Ginger Brew flavors (Original, PremjuExtra, Cherry Ginger,
Raspberry Ginger and Spiced Apple Ginger), 7 VigRoot Beer, Cream Sodas and Real Cola bever&yest Beer, Cream Soda,
Black Cherry Cream Soda, Real Cola, the same foarDiet version, plus the Special Edition Bavafiarimeg Root Beer) , 2 China
Cola beverages (regular and cherry), 3 kinds ofgei candies (crystallized ginger, ginger chews eahut butter ginger chews),
and 3 flavors of ginger ice cream (Original, Grdea, and Chocolate).

The Company sells its products primarily in upsamermet and natural food stores and supermarkenslin the United States and,
to a lesser degree, in Europe and Canada.

B) Cash and Cash Equivalents
Cash and cash equivalents include unrestrictedsitspnd short-term investments with an originalurigy of three months or less.
C) Use of Estimates

The preparation of financial statements in confoymiith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartezlints of assets and liabilities and disclosufe®ntingent assets and liabilities
at the date of the financial statements and thertegp amounts of revenues and expenses duringefloeting period. Actual results
could differ from those estimates.

D) Accounts Receivabl

The Company evaluates the collectability of itsl&raccounts receivable based on a number of fadtorsrcumstances where the
Company becomes aware of a specific customer’slityato meet its financial obligations to the Coany, a specific reserve for bad
debts is estimated and recorded, which reducesdbegnized receivable to the estimated amount tbepany believes will
ultimately be collected. In addition to specificstomer identification of potential bad debts, batttdcharges are recorded based on
the Company’s historical losses and an overallsassent of past due trade accounts receivable adista

The allowance for doubtful accounts and returns disdounts is established through a provision &unms and discounts charged
against sales. Receivables are charged off aghiestllowance when payments are received or predetirned. The allowance for
doubtful accounts and returns and discounts as emfeBber 31, 2008 and December 31, 2007 was appt®tim$97,000 and
$408,000 respectively.

E) Property and Equipment and Related Depreciati

Property and equipment is stated at cost. Depreniat calculated using accelerated and straigiet-thethods over the estimated
useful lives of the assets as follows:

Property and Equipment Type Years of Depreciatio
Building 39 year:
Machinery and equipment 5-12 year:
Vehicles 5 year:
Office equipment 5-7 year:

Management regularly reviews property, equipmendta@her long-lived assets for possible impairme&his review occurs quarterly,



or more frequently if events or changes in circumses indicate the carrying amount of the assetnoaype recoverable. If there is

indication of impairment, management prepares image of future cash flows (undiscounted and withaterest charges) expected
to result from the use of the asset and its evéwligposition. If these cash flows are less thandhrrying amount of the asset, an
impairment loss is recognized to write down theeti$s its estimated fair value. Management belidghas the accounting estimate
related to impairment of its property and equipmmisrd “critical accounting estimate” because: {13 ihighly susceptible to change
from period to period because it requires managénterstimate fair value, which is based on assigngtabout cash flows and

discount rates; and (2) the impact that recogniazngmpairment would have on the assets reportesuomalance sheet, as well as
net income, could be material. Management’s assomgpibout cash flows and discount rates requimeifgtant judgment because

actual revenues and expenses have fluctuated paiteand are expected to continue to do so.
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F) Intangible Asset:

The Company records intangible assets in accordantte Statement of Financial Accounting StandardAS) Number 142,
“Goodwill and Other Intangible Assets.” Goodwilldanther intangible assets deemed to have indefiués are not subject to annual
amortization. The Company reviews, at least qulgrtes investment in brand names and other infalegassets for impairment and if
impairment is deemed to have occurred the impaitisecharged to expense. Intangible assets whigh fiaite lives are amortized
on a straight line basis over their remaining uisife; they are also subject to annual impairmeviews. See Note 5.

Management applies the impairment tests containe8HAS Number 142 to determine if impairment hasuoed. Accordingly,
management compares the carrying value of the as#stfair value in determining the amount of theairment. No impairments
were identified for the years ended December 308 2hd 2007.

Management believes that the accounting estiméaereto impairment of its intangible assets, ic@tical accounting estimate”
because: (1) it is highly susceptible to changenfperiod to period because it requires managenoeastimate fair value, which is
based on assumptions about cash flows and discatast and (2) the impact that recognizing an immpaint would have on the assets
reported on our balance sheet, as well as net iacopuld be material. Management’s assumptionstatesh flows and discount
rates require significant judgment because acaadnues and expenses have fluctuated in the pastrarexpected to continue to do
so. Based on Management’s assessment, there ardicators of impairment at December 31, 20080072

G) Concentrations

The Company’s cash balances on deposit with bargkguaranteed by the Federal Deposit Insurancedtatipn up to $250,000 at
December 31, 2008. The Company may be exposedkdat the amounts of funds held in bank accoumtsxicess of the insurance
limit. In assessing the risk, the Company’s poigyo maintain cash balances with high quality ficial institutions. The Company
had cash balances in excess of the guarantee dhangears ended December 31, 2008 and 2007.

During the year ended December 31, 2008, the Coynpad two customers who accounted for approxima®ht and 14% of its
sales, respectively; and during the year ended mbee 31, 2007 the same customers accounted for 8%614% of its sales,
respectively. No other customer accounted for ntbem 10% of sales in either year. As of December28D8 the Company had
accounts receivable due from three customers whpdeed $135,000 (14%), $183,000 (18%) and $102(00%), respectively, of
its total accounts receivable; and at December280y the Company had accounts receivable from ostomer who comprised
$660,000 (42%), of its total accounts receivable.

The Company currently relies on a single contraatkpr for a majority of its production and bottlin§ beverage products. The
Company has different packers available for theadpction of products. Although there are otherkeas and the Company has
outfitted their own brewery and bottling plant, hange in packers may cause a delay in the produgiiocess, which could
ultimately affect operating results.

H) Fair Value of Financial Instruments

Fair Value Measurements are determined by the Coppadoption of SFAS No. 157, "Fair Value Measwata" ("SFAS 157") as
of January 1, 2008, with the exception of the aggpion of the statement to non-recurring, non-fmahassets and liabilities as
permitted. The adoption of SFAS 157 did not haveaterial impact on the Company's fair value measards. SFAS 157 defines
fair value as the price that would be receivedelban asset or paid to transfer a liability in gifencipal or most advantageous market
for the asset or liability in an orderly transantibetween market participants at the measuremeet 8& AS 157 establishes a fair
value hierarchy, which prioritizes the inputs ugedeasuring fair value into three broad leveléotisws:

Level 1-Quoted prices in active marketsifil@ntical assets or liabilities.
Level 2-Inputs, other than the quoted wiceactive markets, that are observable eithectir or indirectly.
Level 3-Unobservable inputs based on the@my's assumptions.

SFAS 157 requires the use of observable marketidstiah data is available without undue cost difioie




)} Cost of sales

The Company, with one exception, classifies shig@ind handling costs of the sale of its producta asmponent of cost of sales.
The one exception regards shipping and handlings aassociated with local sales and local distributiSince these activities are
integrated, those costs are combined and are iedlud selling expenses. For the years ended Deaed®ihe2008 and 2007, those
costs were approximately $108,000 and $225,00pemtiwely. In addition, the Company classifiesghasing and receiving costs,
inspection costs, warehousing costs, freight castistnal transfer costs and other costs assocwitedoroduct distribution as costs of
sales. Certain of these costs become a componéh¢ dafiventory cost and are expensed to costsle$ sehen the product to which
the cost has been allocated is sold. Expense®iatéd to the production of our products are di@slsas operating expenses.

J) Income Taxes

Current income tax expense is the amount of inctawes expected to be payable for the current yedeferred income tax asset or

liability is established for the expected futuresequences of temporary differences in the findme@orting and tax bases of assets
and liabilities. The Company considers future td&abcome and ongoing, prudent and feasible tarmntey strategies, in assessing
the value of its deferred tax assets. If the Commteiermines that it is more likely than not tHagde assets will not be realized, the
Company will reduce the value of these assetsdiv #xpected realizable value, thereby decreasttigneome. Evaluating the value

of these assets is necessarily based on the Corsgadgment. If the Company subsequently determihetl the deferred tax assets,
which had been written down, would be realizedha future, the value of the deferred tax assetsldvba increased, thereby

increasing net income in the period when that ddteation was made.

K) Revenue Recoghnitio

Revenue is recognized on the sale of a product wheeproduct is shipped, which is when the riskogt transfers to our customers,
and collection of the receivable is reasonably @skuA product is not shipped without an order frtme customer and credit
acceptance procedures performed. The allowanceeforns is regularly reviewed and adjusted by mamamnt based on historical
trends of returned items. Amounts paid by custorfarshipping and handling costs are included lasa

The Company accounts for certain sales incentimelyding slotting fees, as a reduction of grodesan accordance with Emerging
Issues Task Force on Issue 01-9 “Accounting for Beration Given by a Vendor to a Customer or Reself the Vendor’'s
Products.” These sales incentives for the yearsandecember 31, 2008 and 2007 approximated $815zB@0 $955,000,
respectively.

L) Net Loss Per Shar

Basic earnings (loss) per share is computed byidigithe net income (loss) applicable to Commortigtolders by the weighted
average number of shares of Common Stock outstgmtiliring the year. Diluted earnings (loss) per slicomputed by dividing the
net income (loss) applicable to Common Stockholdsrghe weighted average number of common sharestanding plus the
number of additional common shares that would HBeen outstanding if all dilutive potential commdvaes had been issued, using
the treasury stock method. Potential common shamesexcluded from the computation when their effeentidilutive.

For the years ended December 31, 2008 and 20@alteations of basic and diluted loss per shaedlse same because potential
dilutive securities would have an anti-dilutiveesff. The potentially dilutive securities consistédhe following as of:

December 31,

2008 2007
Warrants 1,868,23 1,668,23
Preferred Stock 188,48: 192,48«
Options 702,50( 749,00(
Total 2,759,22 2,609,72!

F-8




M)  Advertising Cost:

Advertising costs are expensed as incurred andheleded in selling expense in the amount of $16@,8nd $174,000, for the years
ended December 31, 2008 and 2007, respectively.

N) Reporting Segment of the Compa

Statement of Financial Accounting Standards No, 1Bikclosures about Segments of an EnterpriseReldted Information” (SFAS
No. 131) requires certain disclosures of operaiegments, as defined in SFAS No. 131. Managementdatermined that the
Company has only one operating segment and theréfonot required to disclose operating segmerdrination. Management
believes that the Company operates in one segmdrgaluates its revenues and expenses in onlgegraent.

0O)  Stock Compensation Expen:

The Company periodically issues stock options aadamts to employees and non-employees in nonatapising transactions for
services and for financing costs. The Company atbftatement of Financial Accounting Standards &FNo. 123R effective
January 1, 2006, and is using the modified prospeatethod in which compensation cost is recogntzeginning with the effective
date (a) based on the requirements of SFAS No. T88RIl share-based payments granted after trexife date and (b) based on
the requirements of SFAS No. 123R for all awardmtgd to employees prior to the effective datefeAS No. 123R that remained
unvested on the effective date. The Company acsdontstock option and warrant grants issued argting to non-employees in
accordance with EITF No. 96-18: "Accounting for Egunstruments that are Issued to Other Than Egg®e for Acquiring, or in
Conjunction with Selling, Goods or Services” and EI00-18 “Accounting Recognition for Certain Tracsans involving Equity
Instruments Granted to Other Than Employees” whtetlea value of the stock compensation is based timmeasurement date as
determined at either a) the date at which a pedoca commitment is reached, or b) at the date athwhe necessary performance
to earn the equity instruments is complete.

P) Deferred Offering Cost:

The Company capitalizes costs incurred relatedstissuance of common stock until such time asstbek is issued. These costs
included attorney’s fees, accountant’s fees, SE@ffees, state filing fees, and other specifirédmental costs directly related to the
public offering and related issuance of commonlistéds proceeds are received from the offering, dberred offering costs were

charged to additional paid in capital. During tleags ended December 31, 2008 and 2007, $0 and08G5e®pectively, of deferred

offering costs were charged to additional paidapital.

Q) Recent Accounting Pronouncemen

References to the “FASB” and “SFAS” herein referttie “Financial Accounting Standards Board” andat8ment of Financial
Accounting Standards”, respectively.

In December 2007, the FASB issued FASB StatementIda (R), “Business Combinations” (FAS 141(R)),iebhestablishes
accounting principles and disclosure requiremeatsafl transactions in which a company obtains k@ndver another business.
Statement 141(R) applies prospectively to busigessbinations for which the acquisition date is omfter the beginning of the first
annual reporting period beginning on or after Deloeni5, 2008. Earlier adoption is prohibited.

In December 2007, the FASB issued SFAS No. 160nddatrolling Interests in Consolidated Financiat8ments, an amendment
of ARB No. 51”". SFAS No. 160 establishes accounting reporting standards that require that the ostriyg interests in subsidiaries
held by parties other than the parent be cleadytified, labeled, and presented in the consolidlatatement of financial position
within equity, but separate from the parent’s equihe amount of consolidated net income attriblgtedb the parent and to the
noncontrolling interest be clearly identified ancegented on the face of the consolidated statewfeimcome; and changes in a
parent’s ownership interest while the parent ratais controlling financial interest in its subsidi be accounted for consistently.
SFAS No. 160 also requires that any retained ndanaiting equity investment in the former subsididrg initially measured at fair
value when a subsidiary is deconsolidated. SFAS 14@. also sets forth the disclosure requirementsléatify and distinguish
between the interests of the parent and the iritecdsthe noncontrolling owners. SFAS No. 160 agplio all entities that prepare
consolidated financial statements, except not-fofiporganizations, but will affect only those #iats that have an outstanding
noncontrolling interest in one or more subsidianeshat deconsolidate a subsidiary. SFAS No. $6€ffiective for fiscal years, and
interim periods within those fiscal years, begimnon or after December 15, 2008. Earlier adoptgprohibited. SFAS No. 160 must
be applied prospectively as of the beginning offtbeal year in which it is initially applied, exgefor the presentation and disclosure



requirements. The presentation and disclosure mempeints are applied retrospectively for all peripassented.

In May 2008, the FASB issued SFAS No. 162, “Thergfiehy of Generally Accepted Accounting PrincipleBhis standard is

intended to improve financial reporting by idenitify a consistent framework, or hierarchy, for seéfgraccounting principles to be
used in preparing financial statements that arsgmted in conformity with generally accepted actiognprinciples in the United

States for non-governmental entities. SFAS No. ik6&ffective 60 days following approval by the USecurities and Exchange
Commission of the Public Company Accounting Ovérsigoard's amendments to AU Section 411, “The Megaoif Present Fairly

in Conformity with Generally Accepted Accountingriiiples.”
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(3)

In March 2008, the Company adopted FASB issued SRASL61, “Disclosures about Derivative Instrumeantsl Hedging Activities
- an amendment of FASB Statement No. 133" (“SFAS Mg1”). SFAS No. 161 amends and expands theadise requirements of
SFAS No. 133, “Accounting for Derivative Instrumerand Hedging Activities” (“SFAS No. 133"). The ebfive of SFAS No. 161
is to provide users of financial statements withreahanced understanding of how and why an entig derivative instruments, how
derivative instruments and related hedged itemsaaoounted for under SFAS No. 133 and its relattdrpretations, and how
derivative instruments and related hedged itemectffn entity’s financial position, financial penftance, and cash flows. SFAS No.
161 requires qualitative disclosures about objestiand strategies for using derivatives, quantéatiisclosures about fair value
amounts of and gains and losses on derivativeuimgtnts, and disclosures about credit-risk-relatedicgent features in derivative
agreements. SFAS No. 161 applies to all derivafimancial instruments, including bifurcated detiva instruments (and
nonderivative instruments that are designed andifgues hedging instruments pursuant to paragréghand 42 of SFAS No. 133)
and related hedged items accounted for under SFASIR3 and its related interpretations. SFAS Ngil Aalso amends certain
provisions of SFAS No. 131. SFAS No. 161 is effestior financial statements issued for fiscal yeard interim periods beginning
after November 15, 2008, with early application @nmaged. SFAS No. 161 encourages, but does nafireeqcomparative
disclosures for earlier periods at initial adoption

Management believes the adoption of the above medi accounting policies will not have a matenmapact on the Company’s
results of operations, financial position or caskwf

Other recent accounting pronouncements issued®¥y¥ASB (including its Emerging Issues Task Fortdad, AICPA, and the SEC

did not or are not believed by management to hawatarial impact on the Company's present or fuinencial statements.
Inventory

Inventory is valued at the lower of cost (first-finst-out) or market, and is comprised of thedaling as of:

December 3. December 3!

2008 2007
Raw Materials $ 755,000 $ 1,179,001
Finished Goods 2,082,001 1,849,00I

$ 2,837,000 $ 3,028,000

Fixed Assets
Fixed assets are comprised of the following as of:

December 3. December 3!

2008 2007
Land $ 1,410,000 $ 1,410,00
Building 1,769,00i 1,743,001
Vehicles 320,00( 339,00(
Machinery and equipment 1,398,00! 1,250,00!
Office equipment 386,00( 374,00(

5,283,001 5,116,00t
Accumulated depreciation (1,150,001 (867,000

$ 4,133,000 $ 4,249,000

Depreciation expense for the years ended Decenih@088 and 2007 was $302,000 and $204,000, resplgct
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Intangible Assets
Brand Names
Brand Names consist of two (2) trademarks for ratbeverages which the Company acquired in previmass. As long as the
Company continues to renew its trademarks, theis@gible assets will have an indefinite life. Aatiogly, they are not subject to
amortization. The Company determines fair valueBiand Names by reviewing the net sales of thecistsnl beverage and applying
industry multiples for which similar beverages aodd. As of December 31, 2008 and 2007, carryinguats for Brand Names were
$800,000.
Deferred Financing Fees

Deferred financing fees are comprised of the foifmpnas of:

December 3. December 3!

2008 2007
Loan fees relating to financing $ 102,000 $ 18,00(
Accumulated amortization (40,000 (5,000

$ 62,000 $ 13,00(

Amortization expense for the years ended Decemhlier2808 and 2007 was approximately $53,000 and0®ly@spectively.
Amortization of deferred financing fees is as faliofor the years ending December 31.:

Year Amount

2009 $ 29,00(
2010 1,00(
2011 1,00(¢
2012 1,00(¢
2013 1,00(¢
Thereafter 29,00(
Total $ 62,00(

Lines of Credit

In May 2008 the Company entered into a Credit aecu8ty Agreement under which the Company was plediwith a $2 million
revolving credit facility. In July 2008, the lind oredit was increased to $3 million. The amowilable to borrow is based on a
calculation of eligible accounts receivable andeimory. At December 31, 2008, the aggregate amamutstanding under the line of
credit was $1,354,000 and the Company had approeiynd33,000 of availability on this line of credihterest accrues and is paid
monthly on outstanding loans under the credit itgcdt a rate equal to 5.75% per annum plus thatgreof 2% or the LIBOR rate
(7.65% at December 31, 2008). Borrowings underditeglit facility are secured by all of the Comparngssets. The agreement
terminates May 2010, and the Company is subjecirtcearly termination fee if the loan is terminategfore such date. The
Agreement is secured by all of the business as$¢ite® Company and is personally guaranteed bytineipal shareholder and Chief
Executive Officer.

The Company is required to comply with a numberfiirmative, negative and financial covenants. Ddcember 31, 2008 the
Company was in violation of the Fixed Charge CogerRatio and the Net Worth Covenant. On March2®D9, the Company has
subsequently re-negotiated the financial covenamtisobtained a waiver of covenant violations atdbgwer 31, 2008.

During the year ending December 31, 2007, the Compead an unsecured $50,000 line of credit withaakbwhich expired in
December 2009. Interest was payable monthly aptime rate, as published in the Wall Street Jourplais 2% per annum. The
Company paid off the line in the year ending Decem®l, 2007, and there was $50,000 available utiderine of credit at
December 31, 2008.

During the year ending December 31, 2007, the Compaid off $1,331,000 and closed a line of credih a bank. The interest
rate on this line of credit was at the Prime rate.
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Long-term Debt

Long-term debt consists of the following as of:

Note payable to the Small Business Associatiorhendriginal amount of $748,000 with interes
the Wall Street Journal prime rate plus 1% per anradjusted monthly with no cap or floor. 1
combined monthly principal and interest paymentsew®5,976, subject to annual adjustments.
interest rate in effect at December 31, 2007 wa%8The note was secured by land and building
guaranteed by the majority stockholder. The nae paid off in fiscal 2008.

Building improvement loan with a maximum draw of681000. The interest rate is at the Wall St
Journal prime rate plus 1%, adjusted monthly wibhcap or floor. The combined monthly princi
and interest payments were $1,137; subject to armaujastments. The rate in effect at Decembe
2007 was 7.08% per annum. The note was secure@ruy dnd building and guaranteed by
majority stockholder. The note was paid off in &#s2008.

Note payable to GMAC, secured by an automobile,apbsy in monthly installments of $3
including interest at 0.0%. the note was paidroffscal 2008.

Notes payable to Chrysler Financial Corp., secimedutomobiles, payable in monthly installme
of $658, including interest at 1.9% per annum. fbes were paid off in fiscal 2008.

Note payable with a bank in the amount of $1,770,d0e note matures in February 2038. The
carries an 8.41% per annum interest rate, reqaireasonthly payment of principal and interes
$13,651, and is secured by all of the land anddmgs owned by the Company, and is persol
guaranteed by the majority stockholder.

Total

Less current portion

Year Amount

2009 $ 16,00(
2010 18,00(
2011 19,00(
2012 21,00(
2013 23,00(
Thereafter 1,666,00!
Total $ 1,763,00

Stockholders’ Equity

Preferred Stock

December December
31, 31,

2008 2007

- $ 650,00(

- 137,00(

- 1,00(

- 5,00(

1,763,00! =

1,763,00! 793,00(

16,00( 27,00(

1,747,000 $ 766,00(

The aggregate maturities of long-term debt for ezdhe next five years and thereafter are aswadlas of December 31:

Preferred stock consists of 500,000 shares autitbtiz Series A, $10.00 par value, 5% non-cumulapeeticipating, preferred stock.
As of December 31, 2008 and 2007 there were 47ah21148,121 shares outstanding respectively, withuédation preference of
$10.00.
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These preferred shares have a 5% pro-rata annnaturoulative dividend. The dividend can be paicc@sh or, in the sole and

absolute discretion of our board of directors,tiares of common stock based on its then fair masidete. We cannot declare or pay
any dividend on shares of our securities rankimgojuto the preferred stock until the holders of preferred stock have received the
full non-cumulative dividend to which they are #ed. In addition, the holders of our preferredcktare entitled to receive pro rata
distributions of dividends on an “as converted”ibagith the holders of our common stock. During {e&ar ended December 31,
2007 the Company accrued and paid a $28,000 didigeayable to the preferred shareholders, which gemant elected to pay

through the issuance of 3,820 shares of its comsback; and during the year ended December 31, #®&ompany accrued and
paid a $24,000 dividend payable to the preferreatediolders, which management elected to pay throlghissuance of 10,910

shares of its common stock.

In the event of any liquidation, dissolution or wing up of the Company, or if there is a changeasftrol event, then, subject to the
rights of the holders of our more senior securjtieany, the holders of our Series A preferrectktare entitled to receive, prior to the
holders of any of our junior securities, $10.00 geare plus all accrued and unpaid dividends. Hiiene all remaining assets shall be
distributed pro rata among all of our security leotd Since June 30, 2007, we have the right, tuthe obligation, to redeem all or
any portion of the Series A preferred stock by pgythe holders thereof the sum of the original pase price per share, which was
$10.00, plus all accrued and unpaid dividends.

The Series A preferred stock may be convertedhyeabption of the holder, at any time after issuaaue prior to the date such stock
is redeemed, into four shares of common stock estitp adjustment in the event of stock splitsersg stock splits, stock dividends,
recapitalization, reclassification and similar saations. We are obligated to reserve out of otinaxized but unissued shares of
common stock a sufficient number of such sharedfaxt the conversion of all outstanding shareSearies A preferred stock. During
the year ended December 31, 2007, 10,819 shamefeired stock were converted into 43,276 shafresrmmon stock. During the
year ended December 31, 2008, 1,000 shares ofrpefstock were converted into 4,000 shares of comstock.

Except as provided by law, the holders of our Sefigreferred stock do not have the right to vateany matters, including, without
limitation, the election of directors. However,Isag as any shares of Series A preferred stockatgtanding, we shall not, without
first obtaining the approval of at least a majonfythe holders of the Series A preferred stockhawize or issue any equity security
having a preference over the Series A preferrecksiith respect to dividends, liquidation, rederaptor voting, including any other
security convertible into or exercisable for anyiggsecurity other than any senior preferred stock

Common Stock

Common stock consists of $.0001 par value, 19,%Wshares authorized, 8,979,341 shares issued atstamding as of
December 31, 2008 and 8,751,721 shares issued wathrmding as of December 31, 2007. During the yading December 31,
2007, a majority of the Company’s shareholders @t an increase of its authorized shares from0DIQ®0 to 19,500,000.

During 2007, the Company completed a private plasdno accredited investors only, on subscriptifmisthe sale of 1,500,000
shares of common stock and warrants to purchage 69,995 shares of common stock, resulting imggregate of $9,000,000 of
gross proceeds to the Company. The Company solghtdiees of common stock at a purchase price oD%&0 share. The warrants
issued in the private placement have a five-yean @@nd an exercise price of $7.50 per share. Thapgaay paid commissions of
$900,000 to the placement agent for the privateguient and issued warrants to the placement aggmirthase up to 150,000
shares of common stock with an exercise price dGfer share. We also issued additional warranpaiichase up to 15,000 shares
of common stock with an exercise price of $6.60 gieare and paid an additional $60,000 in cash eéopthcement agent as an
investment banking fee. The Company received paxeaéer commissions of approximately $8,100,00thenaggregate, of which
approximately $7,626,000 was received net of affpdosts.

During the year ended December 31, 2007, 440 slaiemmmon stock with a value of $3,782 were issteeeémployees as a bonus,
1,000 shares with a value of $7,250 were issued ¢tonsultant for services rendered related to duiisition of real estate and
60,000 shares of common stock were issued fromexleecise of 60,000 warrants and the Company redepi®5,000 upon their
conversion.

During the year ended December 31, 2008 the Comisangd 161,960 shares of common stock at stockgpranging from $1.99 to
$3.85 with a value of $336,000 in exchange for atiimgy services and 50,750 shares of common stbekshare price of $1.11 and a

value of $56,000 to employees as a bonus.

Stock Options and Warrants



A) Stock Options

In 2001, the Company adopted the Original Bevei@geporation 2001 Stock Option Plan and in 2007 Geenpany adopted the
Reed’'s Inc 2007 Stock Option Plan (the “Plans”).e Toptions under both plans shall be granted frame tto time by the

Compensation Committee. Individuals eligible toeige options include employees of the Company, aitausts to the Company and
directors of the Company. The options shall hafigesl price, which will not be less than 100% oé ttair market value per share on
the grant date. The total number of options autieariis 500,000 and 1,500,000, respectively forQhiginal Beverage Corporation

2001 Stock Option Plan and the Reed’s Inc 2007kSGqation Plan.
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During the years ended December 31, 2008 and 200 Company issued 325,000 and 474,000 optiongecésely, to purchase the
Company's common stock at a weighted average pfi§¢.62 and $7.50, respectively, to employees utfdePlans. The aggregate
value of the options vesting, net of forfeituresridg the years ended December 31, 2008 and 2087$d444,000 and $420,000,
respectively, and has been reflected as compensedist. As of December 31, 2008, the aggregateevaiwnvested options was
$610,000, which will be amortized as compensatust as the options vest, over 3 years.

In accordance with FAS 123R, the company recaledlés expected compensation for all options ontstay at December 31, 2008
and compared it to previously recorded compensatigmense for options in that option pool. The antoointhe cumulative
adjustment to reflect the effect of the forfeitqations is approximately $238,000. The amount of gensation expense which would
have been recognized if the cumulative adjustmexst mot made would have been approximately $382,000.

The fair value of each option award is estimatedhendate of grant using the Black-Scholes optidoing model that uses the
assumptions noted in the following table. For thgan awards from January 1, 2007 to Septembe2@07, the expected volatility is
based on the volatilities of public entities wharte in the same industry as the Company. Sinceb®cth 2007, expected volatility is
based on the actual volatility based on the clogpiice of the Company’s stock. For purposes ofmheining the expected life of the
option, the full contract life of the option is uséhe risk-free rate for periods within the conttal life of the options is based on the
U. S. Treasury yield in effect at the time of thrarg.

The weighted-average grant date fair value of ogtigranted during 2008 and 2007 was $1.23 and $#&8gectively.

Year ended December 31

2008 2007
Expected volatility 107%-109% 70%-90%
Weighted average volatility 109% 72%
Expected dividends — —
Expected average term (in years) 4.3 5
Risk free rate - average 2.75% 4.48%
Forfeiture rate 0% 0%

A summary of option activity as of December 31,2@dd changes during the two years then ende@$epted below:

Weighted-
Average
Remaining
Weighted- Contractual  Aggregate
Average Terms Intrinsic
Shares Exercise Pric (Years) Value

Outstanding at January 1, 2007 363,500 $ 3.84
Granted 474,000 $ 7.5C
Exercised — —
Forfeited or expired (88,500 $ 5.01
Outstanding at December 31, 2007 749,000 $ 6.02 3.8 $ 733,00(
Exercisable at December 31, 2007 298,330 $ 3.81 2.7 $ 609,00(
Outstanding at January 1, 2008 749,000 $ 6.0z
Granted 325,000 $ 1.62
Exercised — —
Forfeited or expired (371,500 $ 6.8
Outstanding at December 31, 2008 702,500 $ 3.5t 3.4 -
Exercisable at December 31, 2008 286,66 $ 4.5¢ 2.0 =

The aggregate intrinsic value was calculated aslifference between the market price and the esenaiice of the Company'’s stock,

which is zero as of December 31, 2008 since nonleeobptions were in-the-money.



F-14




A summary of the status of the Company’s nonveskagles granted under the Company’s stock optiangsaf December 31, 2008

and changes during the two years then ended isiexs below:

Nonvested at January 1, 20
Granted

Vested

Forfeited

Nonvested at December 31, 2(
Granted

Vested

Forfeited

Nonvested at December 31, 2(

Weighted-

Average

Grant Date

Shares Fair Value
85,00( $ 2.4¢€

474,000 $ 4.6€
(28,337 $ 2.4¢€

(80,000 $ 3.17

450,66° $ 4.67
325,000 $ 1.2z
(74,167 $ 4,34

(285,66) $ 4.84
415,83" ¢ 1.9¢

Additional information regarding options outstargles of December 31, 2008 is as follows:

Options Outstanding at December 31, 2008

Options Exercisable at
December 31, 2008

Weighted
Average Weighted Weighted
Number of Remaining Average Number of Average
Range of Shares Contractual Life Exercise Shares Exercise
Exercise Price Outstanding (years) Price Exercisable Price
$0.01- $1.99 325,00( 47C % 1.62 - -
$2.00- $4.99 235,00( 18 % 3.61 215,000 $ 3.57
$5.00- $6.99 17,50( 04z $ 6.0C 17,50C $ 6.0C
$7.00 - $8.50 125,00( 358 % 8.12 54,167 $ 8.21
702,50( 286,66°
B) Warrants
The following table summarizes warrant activityohsind for the two years ended December 31, 2008:
Weighted-
Average
Remaining
Weighted- Contractual Aggregate
Average Terms Intrinsic
Shares Exercise Pric (Years) Value
Outstanding at January 1, 2007 813,24: $ 3.74
Granted 914,99 $ 7.34
Exercised (60,000 $ 2.7
Forfeited or expired - -
Outstanding at December 31, 2007 1,668,231 $ 5.7¢5 34 $ 1,675,00
Exercisable at December 31, 2007 1,668,231 $ 5.7t 34 ¢ 1,675,00
Outstanding at January 1, 2008 1,668,231 $ 5.7¢
Granted 200,000 $ 2.54
Exercised - -
Forfeited or expired = =
Outstanding at December 31, 2008 1,868,231 $ 5.41 2.€ -
Exercisable at December 31, 2008 1,668,231 $ 5.7t 24 =
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The aggregate intrinsic value was calculated, aSexfember 31, 2008, as the difference between #r&anprice and the exercise
price of the Company'’s stock, which is zero sincaenof the warrants were in-the-money.

The 200,000 warrants granted during the year ebdegmber 31, 2008, were granted in connection avidistribution agreement
between the Company and a company which is ownedddprothers of Christopher Reed, President ofGbmpany. The warrants
are issuable only upon the attainment of certairimational product sales. No warrants vestechdutie year ended December 31,
2008. Accordingly, no expense was recorded fasdhearrants. The warrants will be valued and eesponding expense will be
recorded upon the attainment of the sales goatgifaa when the warrants were granted.

During the year ended December 31, 2007, the Coyngeanted 914,995 warrants to investors and undmsrin relation to an
underwriting agreement (see Note 7) valued at £3080.

The fair value of each warrant is estimated on dhée of grant using the Black-Scholes option pgcmodel that uses the
assumptions noted in the following table. Expectetitility is based on the volatilities of publiatiies which are in the same
industry as the Company. For purposes of determitfie expected life of the option, the full contréife of the option is used. The
risk-free rate for periods within the contractufd bf the options is based on the U. S. Treasiglgdyin effect at the time of the grant.

Year ended
December 31, 2007
Expected volatility 70%
Weighted average volatility 7C%
Expected dividends =
Expected term (in years) 5
Risk free rate 5.1(%

The weighted-average grant date fair value of wasrgranted during 2007 was $4.27.

The following table summarizes the outstanding amtg to purchase Common Stock at December 31,:2008.

Number Exercise Prices Expiration Date
104,876 $2.00 June 2009
648,365 $2.54 - $4.00 June 2009 — May 2013
1,114,995 $6.60 - $7.50 December 2011 — June 2012

(9) Income Taxes

At December 31, 2008 and 2007, the Company hadaileiFederal and state net operating loss camats to reduce future

taxable income. The amounts available were apprabeiy $13,800,000 and $10,500,000 for Federal mamorespectively, and
$11,300,000 and $9,300,000 for state purposes ctgply. The Federal carryforward expires in 20281 dhe state carryforward

expires in 2013. Given the Company'’s history of mgtrating losses, management has determinedt tisamre likely than not the

Company will not be able to realize the tax benaffithe carryforwards. Accordingly, the Company hasrecognized a deferred tax
asset for this benefit.

SFAS No. 109 requires that a valuation allowaneedtablished when it is more likely than not edhor a portion of deferred tax
assets will not be realized. Due to restrictionpased by Internal Revenue Code Section 382 regasatibstantial changes in
ownership of companies with loss carry-forwards, kilization of the Company’s net operating loasyg-forwards will likely be

limited as a result of cumulative changes in stoekership. The company has not recognized a defeax asset and, as a result, the
change in stock ownership has not resulted in Aapges to valuation allowances.

Upon the attainment of taxable income by the Comparanagement will assess the likelihood of readjzhe tax benefit associated
with the use of the carryforwards and will recognizdeferred tax asset at that time.
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Significant components of the Company’s deferredine tax assets are as follows as of:

December 3. December 3!

2008 2007
Deferred income tax asset:
Net operating loss carry forwa $ 6,200,000 $ 4,800,001
Valuation allowance (6,200,001 (4,800,001
Net deferred income tax as: — —
Reconciliation of the effective income tax ratdtie U.S. statutory rate is as follows:
Year Ended
December 31,
2008 2007

Federal Statutory tax rate (34) % (34) %

State tax, net of federal benefit (5) % (5 %

Change in valuation (39) % (39) %

Allowance 38 % 38 %

Effective tax rate - % - %

Effective January 1, 2007, the Company adopted rigiaé Accounting Standards Board Interpretation #&). “Accounting for
Uncertainty in Income Taxes (“FIN 483 an interpretation of FASB Statement No. 109, Acdmgnfor Income Taxes The
Interpretation addresses the determination of wdrethx benefits claimed or expected to be claimedadax return should be
recorded in the financial statements. Under FINwW& may recognize the tax benefit from an uncei@nposition only if it is more
likely than not that the tax position will be suetad on examination by the taxing authorities, dage the technical merits of the
position. The tax benefits recognized in the finahstatements from such a position should be nredsbased on the largest benefit
that has a greater than fifty percent likelihood bafing realized upon ultimate settlement. FIN 48oaprovides guidance on
derecognition, classification, interest and pesaltin income taxes, accounting in interim perigusr@quires increased disclosures.
At the date of adoption, and as of December 31820@ 2007, the Company does not have a liabdityihrecognized tax benefits.

The Company files income tax returns in the U.8efal jurisdiction and various states. The Compiamsubject to U.S. federal or
state income tax examinations by tax authoritigsfife years after 2002. During the periods operexamination, the Company
has net operating loss and tax credit carry forasdod U.S. federal and state tax purposes that h#vibutes from closed periods.
Since these NOL'’s and tax credit carry forwards fewtilized in future periods, they remain subjectxamination.

The Company'’s policy is to record interest and ft@son uncertain tax provisions as income taxeesge. As of December 31, 2008
and 2007, the Company has no accrued interestnaitpes related to uncertain tax positions.

(10) Commitments and Contingencies
LeaseCommitments

The Company leases machinery under non-cancelpelating leases. Rental expense for the years ebdeember 31, 2008 and
2007 was $48,000 and $54,000, respectively.

Future payments under these leases as of Decerhp20@3 are as follows:

Year ending December 31, Amount
2009 $ 16,00(
2010 8,00(
2011 8,00(
2012 1,00(
Thereafter 0

Total $ 33,00(
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Other Commitments

The Company has entered into contracts with customith clauses that commit the Company to fe¢isedfCompany terminates the
agreement early or without cause. The contradisfaathe customer to have the right to distribtite Company’s products to a
defined type of retailer within a defined geograptagion. If the Company should terminate the i@itor not automatically renew
the agreements, amounts would be due to the custofiseof December 31, 2008 and 2007, the Compasynio plans to terminate
or not renew any agreement with any of their cust@mntherefore no fees have been accrued in themg@nying financial
statements.

Legal Proceeding:

From time to time, we are a party to claims andalggoceedings arising in the ordinary course ddifess. Our management
evaluates our exposure to these claims and prowgedidividually and in the aggregate and provifbespotential losses on such
litigation if the amount of the loss is estimabitwdhe loss is probable.

From August 3, 2005 through April 7, 2006, we isb333,156 shares of our common stock in conneatiitin our initial public
offering. These securities represented all of theres issued in connection with the initial pulsiftering prior to October 11, 2006.
These shares issued in connection with the irptidlic offering may have been issued in violatidreither federal or state securities
laws, or both, and may be subject to rescission.

On August 12, 2006, we made a rescission offerltbaders of the outstanding shares that we beliake subject to rescission,
pursuant to which we offered to repurchase theaeeshtthen outstanding from the holders. At therexipin of the rescission offer on
September 18, 2006, the rescission offer was aedelpy 32 of the offerees to the extent of 28,428resh for an aggregate of
$119,000, including statutory interest. The shadhed were tendered for rescission were agreed tpubbehased by others and not
from our funds.

Federal securities laws do not provide that a ssgmn offer will terminate a purchaser’s right &scind a sale of stock that was not
registered as required or was not otherwise exémpt such registration requirements. With respedhe offerees who rejected the
rescission offer, we may continue to be liable urféderal and state securities laws for up to amwrhequal to the value of all
shares of common stock issued in connection withrthial public offering plus any statutory intetave may be required to pay. If it
is determined that we offered securities withoutperly registering them under federal or state lamsecuring an exemption from
registration, regulators could impose monetary e other sanctions as provided under these lalesiever, we believe the
rescission offer provides us with additional meidas defenses against any future claims relatirthese shares.

Except as set forth above, we believe that thezenar material litigation matters at the currentetimhlithough the results of such
litigation matters and claims cannot be predictétth wertainty, we believe that the final outcomesath claims and proceedings will
not have a material adverse impact on our finarpmaltion, liquidity, or results of operations.

(11) Related Party Activity

As of December 31, 2007, the Company had a $30(669receivable from an entity that is partly odiy an advisor to the board
of directors. The note is secured by all the eistiggsets and intellectual property. The note veasple on March 25, 2008 and bears
interest at 7.50% per annum with quarterly intepestments. As of December 30, 2007, the Compargrmi@ied that the note was
deemed uncollectible and the collateral worthlassl, has written off the entire balance and assetiatcrued interest.

For the year ending December 31, 2007, the Compenployed three family members of the majority shalger and Chief
Executive officer of the Company in sales and adstriative roles. The three members were paid agpmpately $232,000, $80,000
and $15,000, respectively. In addition, for tharyending December 31, 2007, these family membere @ranted 0, 100,000 and O
options, respectively, to purchase the Companyimon stock which vest over three years and expir20il2. During the year
ended December 31, 2008, the Company employedamdyf members of the majority shareholder and Chiefcutive Officer of
the Company in sales roles. They were paid apprabeiy $37,000 and $113,000.

During the year ended December 31, 2008, the Coynpatered into an agreement for the distributioitproducts internationally.
The agreement is between the Company and a congmantsolled by two brothers of Christopher Reed,eEliixecutive Officer of

the Company. The agreement remains in effect teihinated by either party and requires the Compangay the greater of
$10,000 per month or 10% of the defined sales efpilevious month. During the year ended Decembgep@18, the Company paid



$60,000 for these services and 200,000 warrantg weanted in connection with this distribution agrent. The warrants are
issuable only upon the attainment of certain irdéamal product sales. No warrants vested duriegydar ended December 31, 2008.
The warrants will be valued and a correspondingeagp will be recorded upon the attainment of thessgoals identified when the

warrants were g ranted.
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Subsequent Events

On January 5, 2009 the Company issued 75,000 sigtddns to an officer under the Plan, at an exerpiice of $1.30, the closing
price of the common stock on that date. On Felriar 2009, the Company issued 52,419 shares ofnmomstock to two brothers
of Christopher Reed, Chief Executive Officer of thempany, in connection with the distribution & troducts internationally, as
payment for amounts due in 2009 under the agreenTdére shares were valued at $1.24 per share)dbimg price of the stock on
that date. On February 17, 2009, the Company #s80000 shares of common stock to a consultansdovices rendered in
2009. On February 19, 2009, the Company issuetil85hares of common stock for professional sesvieadered in 2008. On
February 11, 2009, the Company issued 20,000 stptigns to two of its employees under the Plararaéxercise price of $1.24,
the closing price of the common stock on that d&@e.March 6, 2009, the Company re-priced 420,306 @utstanding options to
employees, to an exercise price of $0.75, the mipgirice of the stock on that date. The aggregatee of the re-pricing is
$74,000, with $22,000 being expensed immediataly,fiilly vested options, and $52,000 being amodtip®er the remaining
vesting periods of the options, which range froto @4 months. On March 6, 2009, the Company is2@00 options to an
employee under the Plan at an exercise price Gb$the closing price of the stock on that date.
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Item 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Management’s Annual Report on Internal Control overFinancial Reporting

Our management is responsible for establishingnaaidtaining an adequate system of internal cowvet financial reporting. Our
system of internal control over financial reportisglesigned to provide reasonable assurance iagate reliability of financial reporting
and the preparation of financial statements foemel purposes in accordance with accounting lesigenerally accepted in the United
States of America.

Our internal control over financial reporting indithose policies and procedures that:

e pertain to the maintenance of records that, inoralsle detail, accurately and fairly reflect oansactions and dispositions of
our assets;

e provide reasonable assurance that our transacren®corded as necessary to permit preparatioordfinancial statements in
accordance with accounting principles generallyepted in the United States of America, and thatreceipts and expenditures
are being made only in accordance with authoripatf our management and our directors; and

e provide reasonable assurance regarding preventitmely detection of unauthorized acquisition, ,usedisposition of our
assets that could have a material effect on tteméial statements.

Because of its inherent limitations, a system tdrmal control over financial reporting can provimidy reasonable assurance and
may not prevent or detect misstatements. Furtle@adse of changes in conditions, effectivenesstefrial control over financial reporting
may vary over time. Our system contains self mainigppomechanisms, and actions are taken to corefatiencies as they are identified.

We are subject to reporting obligations under th®. decurities laws. The SEC, as required by Seddd of the Sarban&dxley Act
of 2002, adopted rules requiring every public conyp@® include a management report of such compasystem of internal control over
financial reporting in its annual report, which t@ins management’s assessment of the effectiverfiess system of internal control over
financial reporting. This requirement began tolapp us beginning with our annual report on For@aKISB for the year ended December 31,
2007.

Christopher J. Reed, our Chief Executive Officest dames Linesch, our Chief Financial Officer, cartdd an evaluation of the
effectiveness of the system of internal controlrdireancial reporting based on the framework iretnal Control—Integrated Framework
issued by the Committee of Sponsoring Organizatidrise Treadway Commission. Based on this evi@nabur management concluded
that our system of internal control over finanegporting was ineffective as of December 31, 2088naterial weakness, as defined in
standards established by the Public Company Acoay@versight Board (United States) is a deficieimcinternal control over financial
reporting that results in more than a remote Ii@did that a material misstatement of the annuglterim financial statements will not be
prevented or detected.

Based upon management’s assessment, we identigdltowing material weaknesses as of Decembe?@03:

e Insufficient disaster recovery or backup of corsibass functions,

e Lack of segregation of duties, and

e Lack of documented and reviewed system of intecoatrol

With regard to the identified material weaknesgesdid not restate any financial results for angmpperiods and believe that the
identified material weaknesses did not have anyriateffect on the accuracy of our financial stadets prepared with respect to any prior
fiscal period. Despite the identified weaknessesuninternal control procedures, our Chief ExaaitDfficer and Chief Financial Officer
concluded that, as of December 31, 2008, suchadise controls and procedures were effective tarerthat information required to be

disclosed by us in the reports we file or submidemthe Exchange Act is recorded, processed, suiredaand reported within the time
periods specified in the rules and forms of the S&@ accumulated and communicated to our managemelnding our Chief Executive



Officer and former Chief Financial Officer, as appriate to allow timely decisions regarding reqdidésclosure.
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We are implementing remediation steps to elimitia¢se material weaknesses, including the following:

e Lack of segregation of dutie The nature of our business currently and oufistatomplement will not allow complete
segregation of duties typically found in larger gamies. However, we have instituted a varietsegfew procedures conduct
by members of the management team, which mitightesveakness. These management review procedigatesigned to
detect and correct errors which may result frormck bof segregation of duties

e Lack of documented and reviewed system of inteorattol. We are in the process of improving the documematfoour
internal control procedures. However, we do neehaformal system of internal audit. We belidwe management review
procedures designed to mitigate our lack of segi@yaf duties provide adequate review to mitighte lack of an internal audit
function.

In the future, an independent registered publioanting firm will be required to attest to and repan management’s assessment of
the effectiveness of our system of internal condradr financial reporting. Despite our remediatéfforts, our management may conclude
our system of internal control over our financigborting is not effective. Moreover, even if ouamagement concludes that our system of
internal control over financial reporting is effeet, our independent registered public accountimg fay still decline to attest to our
management’s assessment or may issue a repois thalified if it is not satisfied with our contsoor the level at which our controls are
documented, designed, operated, or reviewed,ibintierprets the relevant requirements differeffitm us.

Management’s Evaluation of Disclosure Controls andProcedures

As of December 31, 2008, we carried out an evalnatinder the supervision and with the participatbour management,
including our Chief Executive Officer and Chief kirtial Officer, of the effectiveness of the desagual operation of our “disclosure controls
and procedures,” as such term is defined underdhgd Act Rules 13a-15(e) and 15d-15(e).

In making this evaluation, we considered the mateveaknesses of our system of internal controitifled by our internal control
consultant. Despite the lack of the complete immgetation of recommended improvements to the ifledtiveaknesses in our internal
control procedures, our Chief Executive Officer &tdef Financial Officer concluded that, as of Daber 31, 2008, our disclosure controls
and procedures were effective to ensure that irdtiom required to be disclosed by us in the repsedile or submit under the Exchange Act
is recorded, processed, summarized and reportbéhvifite time periods specified in the rules andi®of the SEC, and accumulated and
communicated to our management, including our Chiefcutive Officer and Chief Financial Officer, @spropriate to allow timely decisions
regarding required disclosure.

Changes in Internal Controls Over Financial Repornti

Except as set forth above, we did not make anygdmaim our internal control over financial repogtiduring the year ended
December 31, 2008 that have materially affectedrereasonably likely to materially affect, outeimal control over financial reporting.

Item 9B. Other Information

None.
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PART IlI

Item 10. Directors, Executive Officers, Promoters, Control Persons and Corporate GovernangeCompliance with Section 16(a) of th
Exchange Act

General

Our directors currently have terms which will ertebar next annual meeting of the stockholders ait their successors are elected
and qualify, subject to their death, resignatiomemnoval. Officers serve at the discretion of thardl of directors. Except as described below,
there are no family relationships among any ofditectors and executive officers. Our board membezsencouraged to attend meetings of
the board of directors and the annual meetingaufkétolders. The board of directors held nine megst2008. The following table sets forth
certain information with respect to our currenediors and executive officers:

Name Position Age
Christopher J. Reed President, Chief Executive Officer and ChairmathefBoard 50
James Linesch Chief Financial Officer 54
Thierry Foucaut Chief Operating Officer 44
Judy Holloway Reed Secretary and Director 49
Mark Harris Director 53
Daniel S.J. Muffoletto Director 54
Michael Fischman Director 53

Business Experience of Directors and Executive Offers

Christopher J. Reedounded our company in 1987. Mr. Reed has serseminChairman, President and Chief Executive @iffic
since our incorporation in 1991. Mr. Reed also edras Chief Financial Officer during fiscal yeaf2Quntil October 1, 2007 and again from
April 17, 2008 to January 19, 2009. Mr. Reed hanlresponsible for our design and products, inolyithe original product recipes, the
proprietary brewing process and the packaging aadketing strategies. Mr. Reed received a B.S.haiical Engineering in 1980 from
Rennselaer Polytechnic Institute in Troy, New York.

James Linesclwas appointed as Chief Financial Officer effectiemuary 19, 2009. Mr. Linesch served as the chiahtial officer
of AdStar, Inc., a public company providing ad glaxent services and payment processing softwaggufdishers, from February 2006 until
January 2009. He performed transaction intermgdiarvices with MET Advisors, LLC from January 200%il January 2006. From June
2000 to October 2004, he served as chief finamdfader of DynTek, Inc., an information technolofjif) services company. From May 1996
until October 1999 he served as chief financiakeffand president of CompuMed, Inc. He also skasechief financial officer of Universal
Self Care, Inc. from June 1991 until May 1996. Mnesch is a certified public accountant (CPA)ihg practiced with Price Waterhouse in
Los Angeles. He earned a BS degree in finance €alifornia State University, Northridge, and an MBom the University of Southern
California.

Thierry Foucauthas been our Chief Operating Officer since May 20Bfior to joining us, Mr. Foucaut worked for si@ars as
Chief Operating Officer of Village Imports, a $30llilon specialty foods and beverage distributoCalifornia, where he created and launc
a line of sparkling lemonades and managed the coypaperations including multiple warehouses dadts of DSD delivery trucks. Mr.
Foucaut spent 2000 with Eve.com, a leading Sancisemwebsite specializing in retail sales of hégid cosmetics. Mr. Foucaut worked for
L'Oréal Paris from 1994 through 1999 with growingniketing and sales responsibilities, including Radanager from September 1994 to
May 1996, South Europe Marketing Coordinator frameJ1996 to July 1998 and Duty Free Key Accountctiee from July 1998 to
December 1999, managing large airport and airliieets over several European countries. He eaanddster of Science degree from Ecole
Centrale Paris in 1988, and an MBA from HarvardiBess School in 1994.

Judy Holloway Reedhas been with us since 1992 and, as we have gtmgmun the accounting, purchasing and shipping and
receiving departments at various times since tl#949 Ms. Reed has been one of our directors smoe 2004, and our Secretary since
October 1996. In the 1980s, Ms. Reed managed nedtiang for a Los Angeles Infomercial Media BuyiGroup and was an account
manager with a Beverly Hills, California stock golio management company. She earned a Businege®&om MIU in 1981. Ms. Reed
is the wife of Christopher J. Reed, our Chairmaesk®ent and Chief Executive Officer.

Mark Harris has been a member of our board of directors sinéd 2005. Mr. Harris is an independent venturpitaist and has
been retired from the work force since 2002. te B003, Mr. Harris joined a group of Amgen colleag in funding NeoStem, Inc., a



company involved in stem-cell storage, archivingj eesearch to which he is a founding investoon1991 to 2002, Mr. Harris
worked at Amgen, Inc. (Nasdaq: AMGN), a preemirt@atech company, managing much of Amgen’s mediayction for internal use and
public relations. Mr. Harris spent the decade priorking in the aerospace industry at Northrop githilar responsibilities.
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Daniel S.J. Muffoletto, N.D has been a member of our board of directors fromil 2005 to December 2006 and from January 2007
to the present. Dr. Muffoletto has practiced &&#uropathic Physician since 1986. He has sersathief executive officer of Its Your Ear
a natural products marketing company since Jund.266om 2003 to 2005, Dr. Muffoletto worked aseSahnd Marketing Director for
Worthington, Moore & Jacobs, a Commercial Law Leagqmember firm serving FedEx, UPS, DHL and Kodakomagnothers. From 2001 to
2003, he was the owner-operator of the David Sthigli Art Gallery in Montreal, Québec. From 1992691, Dr. Muffoletto was the
owner/operator of a Naturopathic Apothecary, HeAl@r*Natives of Seattle, Washington and EllicGity, Maryland. The apothecary
housed Dr. Muffoletto’s Naturopathic practice. Btuffoletto received a Bachelors of Arts degre&iovernment and Communications from
the University of Baltimore in 1977, and conducpestgraduate work in the schools of Public Admmaistn and Publication Design at the
University of Baltimore from 1978 to 1979. In 198 received his Doctorate of Naturopathic Medidioen the Santa Fe Academy of
Healing, Santa Fe, New Mexico.

Michael Fischmanhas been a member of our board of directors sin# 2005. Since 1998, Mr. Fischman has been Beesiand
chief executive officer of the APEX course, thepgmrate training division of the International Asedion of Human Values. In addition, Mr.
Fischman is a founding member and the directoraifiing for USA at the Art of Living Foundationgdobal non-profit educational and
humanitarian organization at which he has coordithat/er 200 personal development instructors sifég.

Family Relationships

Other than the relationship of Christopher J. Raed, Judy Holloway Reed (Christopher Reed’s wifé afoard member, none of
our directors or executive officers or are reldtedne another.

Legal Proceedings

To the best of our knowledge, none of our executifieers or directors are parties to any matgriakceedings adverse to Reed’s,
have any material interest adverse to Reed’s cg,liwing the past five years:

e been convicted in a criminal proceeding or beernesiitho a pending criminal proceeding (excludiragfftc violations and other
minor offenses);

e had any bankruptcy petition filed by or against tiem or any business of which he/she was a geparaier or executive office
either at the time of the bankruptcy or within tyemars prior to that time;

e been subject to any order, judgment, or decreesutzgequently reversed, suspended or vacatedy afoamt of competent
jurisdiction, permanently or temporarily enjoinifggarring, suspending or otherwise limiting his/lmtolvement in any type ¢
business, securities, futures, commodities or anctivities; or

e been found by a court of competent jurisdictiongicivil action), the Securities and Exchange Cossinh or the Commodity
Futures Trading Commission to have violated a faldar state securities or commodities law, andudgment has not been
reversed, suspended, or vacated.

Corporate Governance

We are committed to having sound corporate govemannciples. We believe that such principlesemgential to running our
business efficiently and to maintaining our intggin the marketplace.

Director Qualifications

We believe that our directors should have the hsgheofessional and personal ethics and valuesjstent with our longstanding
values and standards. They should have broad experat the policy-making level in business or [rankThey should be committed to
enhancing stockholder value and should have seffidime to carry out their duties and to providgight and practical wisdom based on
experience. Their service on other boards of puddimpanies should be limited to a number that perthem, given their individual
circumstances, to perform responsibly all direchaties for us. Each director must represent thev@sts of all stockholders. When conside
potential director candidates, the board of dinectdso considers the candidate’s character, judgrdeversity, age and skills, including
financial literacy and experience in the contexbof needs and the needs of the board of directors.
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Director Independence
The board of directors has determined that thremlmees of our board of directors, Mr. Harris, Dr. fidletto and Mr. Fischman, are
independent under the revised listing standard$hefNasdaq Stock Market, Inc. We intend to mainsileast two independent directors on

our board of directors in the future.

Our Chief Executive Officer and all senior finarafficers, including the Chief Financial Officaeare bound by a Code of Ethics t
complies with Item 406 of Regulation S-B of the Bange Act.

Board Structure and Committee Composition

As of the date of this Annual Report, our boardlioéctors has five directors and the following thekanding committees: an Audit
Committee, a Compensation Committee and a Nomimagmd Governance Committee. These committeesfarened in January 2007.

US EURO Securities, Inc., the lead underwriterun iaitial public offering, will have the right tdesignate an observer to our board
of directors and each of its committees throughpiéréod ending December 12, 2011.

Audit CommitteeOur Audit Committee oversees our accounting anahiinal reporting processes, internal systems aflatng anc
financial controls, relationships with independautlitors and audits of financial statements. Setponsibilities include the following:

e selecting, hiring and terminating our independenti@rs;

e evaluating the qualifications, independence antbpmiance of our independent auditors;

e approving the audit and non-audit services to bfopmed by our independent auditors;

e reviewing the design, implementation, adequacyedfettiveness of our internal controls and criti@etounting policies;

e overseeing and monitoring the integrity of our fin&l statements and our compliance with legalragdlatory requirements as
they relate to financial statements or accountiagtens;

e reviewing with management and our independent argjiany earnings announcements and other publmuacements
regarding our results of operations; and

e preparing the audit committee report that the S&fliires in our annual proxy statement.

Our Audit Committee is comprised of Dr. Muffolettdy. Harris and Mr. Fischman. Dr. Muffoletto senasChairman of the Audit
Committee. The board of directors has determinatttte three members of the Audit Committee arepeddent under the rules of the SEC
and the Nasdaqg National Market and that Dr. Muffolgualifies as an “audit committee financial entfeas defined by the rules of the SEC.
Our board of directors has adopted a written chéotethe Audit Committee meeting applicable staddaf the SEC and the Nasdaq Natic
Market.

Compensation CommitteBur Compensation Committee assists our board etttirs in determining and developing plans for the
compensation of our officers, directors and empdsy&Specific responsibilities include the following

e approving the compensation and benefits of our ke officers;

e reviewing the performance objectives and actudbperance of our officers; and

e administering our stock option and other equity pensation plans.

Our Compensation Committee is comprised of Dr. Miefto, Mr. Harris and Mr. Fischman. The board iméctors has determined

that all of the members of the Compensation Conemitire independent under the rules of the NasdagnidbhMarket. Our board of directors
has adopted a written charter for the Compens@mnmittee.
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Nominations and Governance Commiti®er Nominations and Governance Committee assistbdhard of directors by identifying
and recommending individuals qualified to becomentoers of our board of directors, reviewing correxfence from our stockholders, and
establishing, evaluating and overseeing our cotpagavernance guidelines. Specific responsibilitietude the following:

e evaluating the composition, size and governaneaipboard of directors and its committees and nak@tommendations
regarding future planning and the appointment ofalors to our committees;

e establishing a policy for considering stockholdeminees for election to our board of directors; and

e evaluating and recommending candidates for elet¢tiayur board of directors.

Our Nominations and Governance Committee is coragri$ Dr. Muffoletto and Mr. Fischman. The boarddofctors has
determined that all of the members of the Nomimegtiand Governance Committee are independent umeleules of the Nasdaq National
Market. Our board of directors has adopted a writtearter for the Nominations and Corporate GovecadCommittee.

Securities Authorized for Issuance under 2001 Stoc®ption Plan, 2007 Stock Option Plan and 2009 Conkant Stock Plan

For information regarding securities authorizedissuance under our 2001 Stock Option Plan, 200¢kSDption Plan and 2009
Consultant Stock Plan see “Market for Common Eqaitgt Related Stockholder Matters.”

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act 04133 amended (the “Exchange Act”) requires owratiirs and executive officers
and beneficial holders of more than 10% of our camrstock to file with the SEC initial reports of narship and reports of changes in
ownership of our equity securities.

To our knowledge, based solely upon a review off308 and 4 and amendments thereto furnished to'sRReeder 17 CFR 240.16a-
3(e) during our most recent fiscal year and Forraadamendments thereto furnished to Reed’s withe®t to our most recent fiscal year or
written representations from the reporting persamsbelieve that during the year ended Decembe2@18 our directors, executive officers
and persons who own more than 10% of our commaik stomplied with all Section 16(a) filing requirems with the exception of the
following:

Messrs. Thierry Foucaut and James Linesch filen ihigial statement of beneficial ownership of sgties on Form 3 late.
Item 11. Executive Compensation
The following table summarizes all compensationfiggal years 2008, 2007 and 2006 received by docipal executive officer,

principal financial officer and chief operating ioffr, who are the only executive officers of thex@any in fiscal year 2008, our “Named
Executive Officers”.

Non- Non-
Equity Qualified
Option Incentive Deferred
Name and Stock  Awards Plan Compensatior  All Other
Principal Position  Year Salary Bonus  Awards ($)(1) Compensatior Earnings  Compensatior Total
Christopher J.
Reed, Chief
Executive Officer
former Chief
Financial Officer
2 2008 $ 150,00( - - - - -$ 4,61¢€(3) $ 154,61t
2007 $ 150,00( - - - - -$ 4,61¢€(3) $ 154,61t
2006 $ 150,00( - - - - -$ 4,61€(3) $ 154,61t

David Kane,



former Chief
Financial Officer

()

Thierry Foucaut ,
Chief Operating
Officer (4)

2008
2007

2008
2007

$ 43,75( -
$ 41,16¢ -

$ 130,000 $ 57,60(
$ 83,000 $ 34,00(

- $ 21,917

$ 79,290
$ 43,50(
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$ 43,75(
$ 63,08¢

$ 266,89:
$ 160,50(




(1) The amounts represent the compensation expenaé &rare-based payment awards based on estinztedliues, computed in
accordance with Financial Accounting Standards 8&iatement No. 123 (revised 2004), “Share-BasgthPat” (“SFAS No. 123R”"),
excluding any impact of assumed forfeiture ratd& record compensation expense for employee stotiéns based on the estimated
fair value of the options on the date of grant gghre Black-Scholes-Merton option pricing formulahathe following assumptions for
fiscal 2007: 0% dividend yield; 70% - 90.3% expéctelatility; 4.33% risk free interest rate; 5 yeaixpected lives and 0% forfeiture
rate and the following assumptions for fiscal 200%: dividend yield; 107.54% expected volatility1% risk free interest rate; 3.5
years expected lives; and 0% forfeiture r

(2) Christopher J. Reed served as Chief Financial &ffiluring fiscal year 2007 until October 1, 200d again from April 17, 2008 to
January 19, 20089.

(3) Represents value of automobile provided to Christod. Reed.

(4) Mr. Foucaut was hired in June 2007. Amounts repitgs@yments pursuant to an at will employment agesg since his hire date.

(5) Mr. Kane served as Chief Financial Officer from @ur 1, 2007 through April 15, 2008.

Outstanding Equity Awards At Fiscal Year-End

The following table sets forth information regamglimnexercised options and equity incentive plaarde/ for each Named Executive
Officer outstanding as of December 31,2008.

Number of Equity Incentive
Number of Securities Plan Awards:
Securities Underlying Number of
Underlying Unexercised Securities
Unexercised Options Underlying Option Option
Options (#) #) Unexercised Exercise Expiration
Name and Position Exercisable Unexercisable Unearned Options Price Date
Christopher J. Reed, Chief Executive Officer anc
former Chief Financial Officer - - -
Thierry Foucaut , Chief Operating Officer 16,667 33,33:(1) $ 7.55 06/03/12
50,00( (2) $ 1.34 12/05/13

Notes:

(1) Vest as follows: 16,667 options vested on Jun®B882nd 16,666 will vest on June 3, 2009, and T6v@6 vest on June 3, 2010.

(2) Vestas follows: 16,667 will vest on December 802,016,667 will vest on December 6, 2010; and 1668 vest on December 6,
2011.

Director Compensation

The following table summarizes the compensatiod p@aour directors for the fiscal year ended Decendd, 2008:

Fees
Earned or Non-Equity

Paid in Stock Option Incentive Plan  All Other

Cash Awards Awards  Compensatior Compensatior Total
Name ) ) ) ) ) )
Judy Holloway Reed $ 87E $ 87t
Mark Harris $ 0 $ 0
Daniel S.J. Muffoletto $ 12,83:(1) $ 12,83:
Michael Fischman $ 1,17¢ $ 1,17¢

Notes:
(1) Since November 2007, Dr. Muffoletto receives $88Bponth to serve as the Chairman of the Audit Cdtem
Committee Interlocks and Insider Participation

No interlocking relationship exists between any rhenof our board of directors and any member obiberd of directors or
compensation committee of any other companieshasisuch interlocking relationship existed in thstp
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Employment Agreements

We entered into an at-will employment agreement Whierry Foucaut, our Chief Operating Officer, alihiprovides for an
annualized salary of approximately $130,000 per.y&aaddition, we have granted Mr. Foucaut ogitmpurchase up to 50,000 shares of
common stock which vest over a three year periatingnin 2010.

Further, we entered into an at-will employment agrent with David M. Kane, our former Chief Finath¢xficer, which provided
for an annualized salary of approximately $175,080year. Mr. Kane subsequently resigned as Cimefncial Officer effective April 15,
2008.

Further, we entered into an at-will employment agrent with Mark Reed, one of our Executive VicesRtents, which provided for
an annualized salary of approximately $225,000yper. In addition, we have granted Mark Reed opttorpurchase up to 100,000 shares of
common stock which were forfeited upon his resigmatEffective March 25, 2008, Mark Reed is no lengn employee of Reed'’s but
continues to serve as a consultant.

Further, we entered into an at-will employment agrent with James Linesch, our Chief Financial @ffievhich provided for an
annual salary of $156,000 per year commencing Jarii®a 2009. In addition, we have granted Mr. Lotesptions under our 2007 Stock
Option Plan to purchase up to 75,000 shares of aomstock which vest over a three year period endargiary 19, 2012. In the event of a
sale of Reed’s, Inc., should Mr. Linesch’s employtrterminate during the first 12 months after thke she will be entitled to three months
severance. Mr. Linesch is entitled to particigateur employee benefits plan, including healthdfgs and three weeks of paid vacation
during his first year of employment.

Except as set forth above, there are no writtenl@mpent agreements with any of our officers or l@yployees, includir
Christopher J. Reed. We do not have any agreemmhith provide for severance upon termination opkayment, whether in context o
change of control or not.

Item 12. Security Ownership of Certain Beneficial Owners, M@agement and Related Stockholder Matters

The following table reflects, as of the date ostAhnual Report, the beneficial common stock owmigref: (a) each of our directors,
(b) each of our current named executive officarse@ch person known by us to be a beneficial hati% or more of our common stock,
and (d) all of our executive officers and directassa group.

Except as otherwise indicated below, the personeedan the table have sole voting and investmentgpavith respect to all shares
of common stock held by them. Unless otherwisécated, the principal address of each listed exeeuffficer and director is 13000 South
Spring Street, Los Angeles, California 90061.

Percentage

of Shares

Number of Shares Beneficially

f Beneficial Ownet Beneficially Ownec Owned (1)
Directors and Named Executive Officers

Christopher J. Reed 3,200,001 35.1

Judy Holloway Reef 3,200,001 35.1

James Linescl? 0 0.C

Mark Harris® 31¢ *

Daniel S.J. Muffoletto, N.D. 0 0.C

Michael Fischman 0 0.C

Thierry Foucaut? 16,66 *

Directors and executive officers as a group (7 &} 3,216,98! 35.2

5% or greater stockholders

Joseph Grac® 500,00( 5.5
*  Less than 1%.



1)

Beneficial ownership is determined in accordandd wie rules of the SEC. Shares of common stobjestito options or warrants
currently exercisable or exercisable within 60 dafysarch 25, 2009 are deemed outstanding for cdimgthe percentage ownershif
the stockholder holding the options or warrantsdyatnot deemed outstanding for computing the péage ownership of any other
stockholder. Unless otherwise indicated in thdrfotes to this table, we believe stockholders naimélde table have sole voting and

sole investment power with respect to the sharefgl opposite such stockholder’'s name. Pergentd ownership is based on
approximately 9,107,177 shares of common stockandéng as of March 25, 2009.
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(2) Christopher J. Reed and Judy Holloway Reed aredmasand wife. The same number of shares of comstumk is shown for each of
them, as they may each be deemed to be the behefianer of all of such shares.

(3) The address for Mr. Harris is 160 Barranca RoadyiNey Park, California 91320.

(4) Consists of options to purchase up to 16,667 slairesmmon stock. Does not include options to pasehup to 83,333 shares of
common stock which vest in portions through theqeeending December 2011.

(5) The address for Mr. Grace is 1900 West NickersoeeBtSuite 116, PMB 158, Seattle, Washington 98119

(6) Does not include options to purchase up to 75,0@0es of common stock which vest over a three geaod ending January 19, 2012.

Item 13. Certain Relationships and Related Transactions, an®irector Independence
CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Our board of directors has adopted written policied procedures for the review of any transactorgngement or relationship
between Reed’s and one of our executive officarectbrs, director nominees or 5% or greater stolddrs (or their immediate family
members), each of whom we refer to as a “relatesiope’ in which such related person has a direahdirect material interest.

If a related person proposes to enter into suchresaction, arrangement or relationship, definea ‘&slated party transaction,” the
related party must report the proposed relateq/ pemhsaction to our Chief Financial Officer. Taicy calls for the proposed related party
transaction to be reviewed and, if deemed appriEprépproved by the Governance Committee. If prabte, the reporting, review and
approval will occur prior to entry into the transan. If advance review and approval is not pieadtie, the Governance Committee will
review, and, in its discretion, may ratify the tethparty transaction. Any related party transastithat are ongoing in nature will be reviewed
annually at a minimum. The related party transastilisted below were reviewed by the full boardiioéctors. Prior to August 2005, we did
not have independent directors on our Board tcerednd approve related party transactions. The Banee Committee shall review future
related party transactions.

Since the beginning of our fiscal year for the pérended December 31, 2005, we have participateeifollowing transactions in
which a related person had or will have a diredhdirect material interest:

Judy Holloway Reed, our Secretary and directoghsstopher J. Reed’s spouse.

As of December 31, 2007, the Company had a $300h0@Oreceivable from an entity that is partly od/tiy an advisor to the
board of directors. The note is secured by alkthigty’s assets and intellectual property. The neds payable on March 25, 2008 and
bears interest at 7.50% per annum with quartetrést payments. As of December 30, 2007, the Coyngetermined that the note was
deemed uncollectible and the collateral worthlassl, has written off the entire balance and asstiatcrued interest.

For the year ending December 31, 2007, the Compamgloyed three family members of the majority shalger and Chief
Executive officer of the Company in sales and adstriative roles. The three members were paid aqpmately $232,000, $80,000 and
$15,000, respectively. In addition, for the yeadiag December 31, 2007, these family members weeted 0, 100,000 and O options,
respectively, to purchase the Company’s commorksidich vest over three years and expire in 201&iny the year ended December
31, 2008, the Company employed two family membéith@ majority shareholder and Chief Executive €Hfiof the Company in sales
roles. They were paid approximately $37,000 and3&id0.

During the year ended December 31, 2008, the Coynpatered into an agreement for the distributioitoproducts
internationally. The agreement is between the Campad a company controlled by two brothers of &bpher Reed, Chief Executive
Officer of the Company. The agreement remainsfieceiintil terminated by either party and requites Company to pay the greater of
$10,000 per month or 10% of the defined sales@ptievious month. During the year ended Decembge2@®18, the Company paid
$60,000 for these services and 200,000 warrants granted in connection with this distribution agreent. The warrants are issuable
only upon the attainment of certain internationalduct sales. No warrants vested during the yede@&December 31, 2008. The
warrants will be valued and a corresponding exp&nd®e recorded upon the attainment of the sgleals identified when the warrants
were granted.

In 2005, we added three independerttiirs to our board. We will maintain at leash twdependent directors on our board in the
future. The board of directors, inclusive of adea majority of these independent directors, didnot have an interest in the transactions
and had access, at our expense, to our or indepeledal counsel, resolved to reauthorize all niatengoing and past transactions,
arrangements and relationships listed above. ditiad, all future material affiliated transactioasd loans: (i) will be made or entered intc
terms that are no less favorable to us than thaeclin be obtained from unaffiliated third part{@$ and any forgiveness of loans must be
approved by a majority of our independent directain® do not have an interest in the transactionsvam have access, at our expense, t¢



or independent legal counsel, and (iii) will complith the Sarbanes-Oxley Act and other securii@ssland regulations.
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From August 3, 2005 through April 7, 2006, we i5883,156 shares of common stock in connection authinitial public
offering. The shares may have been issued intiool®f federal or state securities laws, or batid may be subject to rescission. On August
12, 2006, we made a rescission offer to all holdéthe outstanding shares that we believe areesuly rescission, pursuant to which we
offered to repurchase these shares then outstafrdimgthe holders. At the expiration of our resitinsoffer on September 18, 2006, the
rescission offer was accepted by 32 of the offeredise extent of 28,420 shares for an aggrega®d ©8,711.57, including statutory interest.
This exposure amount was calculated by referentigetacquisition price of $4.00 per share for themon stock in connection with the
earlier offering, plus accrued interest at the @pple statutory rate. If our rescission offer hee&n accepted by all offerees, we would have
been required to make an aggregate payment taotters of these options and shares of up to apmately $1,332,624, plus statutory
interest.

We had entered into agreements with Mark Reed afetR T. Reed, Jr. (the “designated purchaserat)tttey would irrevocably
commit to purchase up to all of the shares in #seission offer that are tendered to us for reisecissEach of the designated purchasers is
a brother of Christopher J. Reed. We assigndldetalesignated purchasers the right to purchaseeanission shares at 100% of the amount
required to pay the rescission price under applicatate law. Mark Reed and Robert T. Reed agepdrchase all of the rescission shares
from stockholders who accepted the rescission offére shares that were tendered for rescission agreed to be purchased by others and
not from our funds. The rescission shares, puathay the designated purchasers in the rescisfien are deemed to be registered shares
for the benefit of the designated purchasers puatdoahe registration statement filed by us ralgtio the rescission offer under the Securities
Act, effective as of the commencement date of &seission offer without any further action on tlaetpf the designated purchasers. There
are no assurances that we will not be subjectnalgies or fines relating to these issuances. Wievgeour anticipated rescission offer could
provide us with additional meritorious defensesiagtaany future claims relating to these sharess fransaction was ratified by a majority of
our independent directors who did not have anésten the transactions and who had access, a&xpanse, to our or independent legal
counsel.

Item 14. Principal Accounting Fees and Services

Weinberg & Company, P.A. (“Weinberg”) was our indedent registered public accounting firm for thargeended December 31,
2008 and 2007.

The following table shows the fees paid or acchoeds for the audit and other services provided\gnberg for the years ended
December 31, 2008 and 2007.

2008 2007
Audit Fees $ 153,000 $ 146,00(
Audit-Related Fees 0 0
Tax Fees 0 0
All Other Fees 0 0
Total $ 153,000 $ 146,00(

As defined by the SEC, (i) “audit fees” are feasgmfessional services rendered by our principabantant for the audit of our
annual financial statements and review of finansiatements included in our Form 10-K, or for segsithat are normally provided by the
accountant in connection with statutory and reguiefilings or engagements for those fiscal yeéis;audit-related fees” are fees for
assurance and related services by our principaluaxtant that are reasonably related to the perfoceaf the audit or review of our financial
statements and are not reported under “audit féi3;"tax fees” are fees for professional services rendered byoncipal accountant for te
compliance, tax advice, and tax planning; and“@)other fees are fees for products and services provided bypaacipal accountant, oth
than the services reported under “audit fees,” itangdiated fees,” and “tax fees.”

Audit Fees

Services provided to us by Weinberg with respestich periods consisted of the audits of our firerstatements and limited
reviews of the financial statements included in Qery Reports on Form 10-K. Weinberg also providedvices with respect to the filing of
our registration statements in 2008 and 2007.

Audit Related Fees

Weinberg did not provide any professional servioess with which would relate to “audit related$€e
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Tax Fees

Weinberg did not provide any professional servioass with which would relate to “tax fees.”
All Other Fees

Weinberg did not provide any professional servioess with which would relate to “other fees.”
Audit Committee Pre-Approval Policies and Procedurs

Under the SEC'’s rules, the Audit Committee is resglito pre-approve the audit and reurdit services performed by the indepent
registered public accounting firm in order to emstimat they do not impair the auditors’ indepengeiitie Commission’s rules specify the
types of non-audit services that an independentautay not provide to its audit client and esistbbthe Audit Committee’s responsibility
for administration of the engagement of the indeleen registered public accounting firm.

Consistent with the SEC's rules, the Audit Comnait@&harter requires that the Audit Committee revaéemt pre-approve all audit
services and permitted non-audit services proviethe independent registered public accounting fow us or any of our subsidiaries. The
Audit Committee may delegate pre-approval authddtg member of the Audit Committee and if it ddés, decisions of that member must

be presented to the full Audit Committee at itstrewheduled meeting.

There were no hours expended on the principal ateatis engagement to audit the registrant’s firgrstatements for the most
recent fiscal year that were attributed to worki@aned by persons other than the principal accouistéull-time, permanent employees.

PART IV
Item 15. Exhibits and Financial Statements
(a) 1. Financial Statements
See Index to Financial Statements in Item 8 of Amieual Report on Form 10-K, which is incorporaketein by reference.
2. Financial Statement Schedules

All other financial statement schedules have beritted because they are either not applicableerefjuired information is shown in
the financial statements or notes thereto.

3. Exhibits
See the Exhibit Index which follows the signatuag@ of this Annual Report on Form 10-K, which isdrporated herein by reference.
(b) Exhibits
See Item 15(a) (3) above.
(c) Financial Statement Schedules

See Item 15(a) (2) above.
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SIGNATURES
In accordance with Section 13 or 15(d) of the ExgjeaAct, the registrant caused this Report to ¢peesl on its behalf by the
undersigned, thereunto duly authorized.
Date: March 27, 2009 REED’S, INC.

a Delaware corporation

By: /s/ Christopher J. Reed

Christopher J. Reed
Chief Executive Officer

In accordance with the Exchange Act, this Repostieen signed below by the following persons oralbetf the registrant and in
the capacities and on the dates indicated.

Signature Title Date

Chief Executive Officer, President and Chairman of

/sl CHRISTOPHER J. REED the Board of Directors March 27, 2009
Christopher J. Reed (Principal Executive Officer)
/s/ JAMES LINESCH Chief Financial Officer March 27, 2009
James Linesch (Principal Financial Officer and Principal Accourdi
Officer)
/s/ JUDY HOLLOWAY REED Director March 27, 2009

Judy Holloway Reed

/sl MARK HARRIS Director March 27, 2009
Mark Harris
/s/ DANIEL S.J. MUFFOLETTO Director March 27, 2009

Daniel S.J. Muffoletto

/s/ MICHAEL FISCHMAN Director March 27, 2009
Michael Fischman
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Certificate of Amendment of Certificate of Incorption of Reed’s, Inc. as filed September 27, 200dafporated by reference to
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Form SB-2 (File No. 333-120451))
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Note in favor of theU.S. Small Business Administration dated Decemiie2000 (Incorporated by reference to Exhibit 10.3
Reed’s, Inc.’s Registration Statement on Form SB#2 No. 333-120451))

Note in favor of the U.S .Small Business Admirasitn dated December 11, 2000 (Incorporated byeate to Exhibit 10.4 t
Reed’s, Inc.’s Registration Statement on Form SB#2 No. 333-120451))

Loan Agreement between Reed’s Inc. and Califormédd Bank dated November 29, 2006 (Incorporateteference to Exhibit
10.5 to Reed’s, Inc.’s Registration Statement om¥8-1 (File No. 333-146012))

Brewing Agreement between Reed’s Inc. and The Bmewery, Inc. dated November 1, 2008 (Incorporédtedeference to Exhibit
10.5 to Reed’s, Inc.’s Registration Statement om¥8-1 (File No. 333-156908 ))

Employment Agreement between Reed’s, Inc. and Dislvidkane dated September 18, 2007 (Incorporateetfgyence to Exhibit
10.6 to Reed'’s, Inc.’s Registration Statement omF8-1 (File No. 333-156908 ))

Employment Agreement between Reed’s, Inc. and Rbmarn dated April 7, 2007 (Incorporated by refeseto Exhibit 10.7 to
Reed’s, Inc.’s Registration Statement on Form Sile (No. 333-156908 ))

Employment Agreement between Reed’s, Inc. and Behhne dated August 1, 2007 (Incorporated by reéeréo Exhibit 10.8 to
Reed’s, Inc.’s Registration Statement on Form &ile (No. 333-156908 ))

Employment Agreement between Reed’s, Inc. and hieoucaut dated May 5, 2007 (Incorporated by esfee to Exhibit 10.9 to
Reed’s, Inc.’s Registration Statement on Form &ile (No. 333-156908 ))

Employment Agreement between Reed’s, Inc. and Jaimesch dated December 29, 2008 (Incorporatedtfgrence to Exhibit
10.10 to Reed's, Inc.’s Registration Statemenfomm S-1 (File No. 333-156908 ))

Employment Agreement between Reed’s, Inc. and NRadd dated August 7, 2007 (Incorporated by referém&xhibit 10.11 to
Reed’s, Inc.’s Registration Statement on Form Sile (No. 333-156908 ))

Agreement to Assume Repurchase Obligations bet®Reexds, Inc. and Mark Reed and Bob Reed, dated Jun@0®, @ncorporate
by reference to Exhibit 10.19 to Reed’s, Inc.’s Regtion Statement on Form SB-2 (File No. File R83-135186))

Promissory Note in favor of Lehman Brothers BarRBRlated February 22, 2008 (Incorporated by reterém Exhibit 10.13 to
Reed’s, Inc.’s Registration Statement on Form &ile (No. 333-156908 ))

Loan and Security Agreement between Reed’s, It Barsiness Alliance Capital Corp. dated June 3540tcorporated by
reference to Exhibit 10.20 to Reed’s, Inc.’s Ragtidn Statement on Form SB-2 (File No. File No3-335186))

Loan and Security Agreement between Reed’s Inc Fanstl Capital Western Region LLC dated May 30,&00ncorporated by
reference to Exhibit 10.1 to Reed’s, Inc.’s Curri@eport on Form 8K dated July 16, 2008)

Amendment Number One to Loan and Security Agreeibetvteen Reed’s Inc. and First Capital Western &tegLC dated June
16, 2008 (Incorporated by reference to Exhibit 16.Reed’s, Inc.’s Current Report on Form 8K dalely 23, 2008)
Amendment Number Two to Loan and Security Agreerbetwveen Reed'’s Inc. and First Capital Western étegLC dated June
16, 2008 (Incorporated by reference to Exhibit Z&d Reed’s, Inc.’s Registration Statement on F8rh(File No. 333-156908 ))
Amendment Number Three to Loan and Security Agregietween Reed’s Inc. and First Capital WestemidteLLC dated
September 24, 2008 (Incorporated by reference tobiEx10.18 to Reed’s, Inc.’s Registration StatetrmnForm S-1 (File No. 333-
156908 ))

Waiver to Loan and Security Agreement dated JanbiaPp09 (Incorporated by reference to Exhibit 2dd Reed’s, Inc.’s



Registration Statement on Form S-1 (File No. 338908 ))

10.20* 2001 Stock Option Plan (Incorporated by referendéxhibit 4.3 to Reed’s, Inc.’s Registration Stagetnon Form SB-2 (File No.
333-120451)

10.21  Reed’s Inc. Master Brokerage Agreement between 'Reled. and Reed’s Brokerage, Inc. dated May D&0ncorporated by
reference to Exhibit 10.21 to Reed’s, Inc.’s Ragtidn Statement on Form S-1 (File No. 333-156908 )
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10.24

14.1

21
23.1
311
31.2
32.1*

32.2%*

2007 Stock Option Plafiiled herewith .
2009 Consultant Stock Plan (Incorporated by refegdn Exhibit 4.1 to Reed’s, Inc.’s Registratioat8ment on Form S-8 (File No.

333-157359))

Amendment Number Four to Loan and Security Agredrbetween Reed's Inc., and First Capital WestegidReLLC dated Marc
27, 2009, filed herewitt

Code of Ethics (Incorporated by reference to ExHiBi1 to Reed'’s, Inc.’s Registration StatemenForm SB-2 (File No. 333-
157359))

Subsidiaries of Reed'’s, Inc., filed herewith.

Consent of Weinberg & Co., P.A., filed herewith.

Certification of Chief Executive Officer pursuant$ection 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuamt $ection 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioB8e906 of the Sarbanes-
Oxley Act of 2002.

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiioBe906 of the Sarbanes-
Oxley Act of 2002.

* Indicates a management contract or compensatonygplarrangement.

**  The certifications attached as Exhibits 32.1 an@ 32company the Annual Report on Form 10-K
pursuant to Section 906 of the Sarbanes-Oxley A2062 and shall not be deemed “filed” by Reed'’s,
Inc. for purposes of Section 18 of the Securitiesiange Act
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Exhibit 10.22

Appendix A

REED’S, INC.
2007 STOCK INCENTIVE AWARD PLAN

Section 1.  Purpose.

(&) The purpose of this 2007 Stock Incentive Award Rthe “Plan ") is to enable Reed'’s, Inc. (theCompany”) and its Subsidiarit
and Affiliates to attract, retain, motivate, ansvaed employees, directors, and certain select seiioviders of the Company anc
Subsidiaries and Affiliates, to provide for equiabhnd competitive compensation opportunitiesgtmgnize individual contributio
and reward achievement of Company goals, and tm@ the creation of longerm value for stockholders by strengthening
mutuality of interests between those employeesgthirs and select service providers and the Compatgckholders.

(b) The Plan authorizes stock-based and dzsded incentives for Participants. Awards may bearin the form of (i) Incentive Stc
Options; (i) Nonqualified Stock Options; (iii)) Reisted Stock; (iv) Stock Appreciation Rights; (Stock Units; and (vi) ar
combination of the foregoing.

Section 2.  Definitions. The following terms have the respective meaningagdidition to the capitalized terms defined in #ecl hereof
or as otherwise defined throughout this document:

(a) “Affiliate” means any entity (other than the Company and abgi@ary) that is designated by the Board as dqaating employe
under the Plan.

(b) “Award” means any Option, SAR, Restricted Stock, Stock,UmitStock granted as a bonus or in lieu of anoévesrd, Dividen
Equivalent, or Other Stock-Based Award, togethéhwany related right or interest, granted to aiBigeint under the Plan.

(c) “Award Agreement” means any Option Agreement, SAR Agreement, Restri&tock Agreement, Stock Unit Agreement, or
other agreement under which the Company (or a 8Bialogior Affiliate) grants an Eligible Person an and.

(d) “Beneficiary” means the person(s) or trust(s) designated as leaitiied to receive the benefits under a PartiijgaAward upo
and following a Participarg’death. Unless otherwise determined by the Comejitt Participant may designate one or more pe
or one or more trusts as his or her Beneficiary.

(e) “Board” means the Company’s Board of Directors.

() “Code” means the Internal Revenue Code of 1986, as ameinded time to time, any successor thereto, anduitiolg an
regulations promulgated thereunder.

(g) “Committee” means the Compensation Committee of the Board proéimer committee authorized by the Board to adsbénith
Plan of which the majority of the members are @thside Directors and Non-Employee Directors.

(h) “Corporate Transaction”means the occurrence of any of the following: Gy @erson or group of persons (as defined in Sedt®
(d) and 14(d) of the Exchange Act) together withaffiliates, excluding employee benefit plans leé Company, is or becom
directly or indirectly, the “beneficial owner” (as defined in Rule 138-of the Exchange Act) of securities of the Comj
representing 50% or more of the combined voting gqowf the Compang' then outstanding securities; or (i) a merge
consolidation of the Company with any other corfioraor entity is consummated regardless of whictitgis the survivor, othi
than a merger or consolidation which would resnlthe voting securities of the Company outstandmmediately prior there
continuing to represent (either by remaining oundiiag or being converted into voting securitieghaf surviving entity or its parel
at least 50% of the combined voting power of thBngpsecurities of the Company or such survivingtgmutstanding immediate
after such merger or consolidation; or (iii) thengmany is completely liquidated or all or substdhtiall of the Companys assets a
sold.




(i)
()
(k)
()

(m)
(n)

(0)

(9}
(a)
Q)

“Covered Employee’means an Eligible Person who is an employee o€tmapany, a Subsidiary or an Affiliate.
“Date of Grant” has the meaning set forth in Treasury Regulatiani@e1.409A-1.
“Disability” means a permanent and total disability as defingtbide Section 409A.

“Dividend Equivalent” means a right, granted under this Plan, to reamgé, Stock, other Awards or other property equahiue t
all or a portion of the dividends paid with respca specified number of shares of Stock.

“Exchange Act” means the Securities Exchange Act of 1934, as aedeaehd shall include any successor thereto.

“Fair Market Value” or “FMV” means the fair market value of Stock, Awards oeptlroperty as determined in good faith by
Committee or under procedures established by tmenditiee as follows: if on the Date of Grant or atbetermination date the Stc
is listed on an established securities marketfFtie Market Value of a share of Stock shall bedlwsing price of the Stock on st
exchange or in such market (if there is more thaa such exchange or market the Committee shalkrdete the appropria
exchange or market) on the Date of Grant or subkradetermination date (or if there is no such rgbclosing price, the Fi
Market Value shall be the mean between the highielsand lowest asked prices or between the highlandsale prices on su
trading day) or, if no sale of Stock is reported $ach trading day, on the next preceding day oithvany sale shall have be
reported. If the Stock is not listed on such arhexge, quoted on such system or traded on suchikeimBair Market Value shall
the value of the Stock as determined by the Coremitt good faith. Fair Market Value relating te #&xercise price or base price
any Option or SAR shall at all times conform to #pplicable requirements of Code Section 409A.whithstanding any provision
this subsection to the contrary, the Fair Markelu€aof an Award shall be established by the Coneaiitmmediately prior to tl
grant of such Award.

“Incentive Stock Option”or “ISO” means any Option intended to be, designated asthahatherwise qualifies as anricentive
Stock Option” within the meaning of Code Section 422.

“Non-Employee Director’has the meaning set forth under Section 16 of #ub&nge Act.
“Nonqualified Stock Option”means any Option that is not an Incentive StockdDpt

“Option” means a right to purchase Stock granted underddegtb).




(s)
(®)

(u)

v)
(w)
x)

v)
(2)

“Outside Director” has the meaning set forth in Code Section 162(m).

“Other Stock-Based Awardsineans Awards granted to a Participant that are=dalim whole or in part, by reference to, or othise
based on, shares of Stock.

“Participant” means a person who has been granted an Award thredl®an which remains outstanding, including s@emwho i
no longer an Eligible Person.

“Restricted Stock”’means Stock granted under this Plan which is sttijezertain restrictions and to a risk of forfegu
“Section 16 Participant’means a Participant under the Plan who is subijeSettion 16 of the Exchange Act.

“Stock” means shares of the CompaZommon Stock, no par value per share, and amy etfuity securities of the Company -
may be substituted or resubstituted for such Stock.

“Stock Appreciation Rights"or “SARs” means a right granted to a Participant under Seéf(o).

“Stock Units” means a right granted under this Plan to receioekSor other Awards or a combination thereof at ¢nel of
specified period. Stock Units subject to a riskavfeiture may be designated aRéstricted Stock Units’

(aa) “Subsidiary” means any corporation (other than the Company éffdrate) in an unbroken chain of corporationggoaing with the

Company, if each of the corporations (other thanl#fst corporation in the unbroken chain) ownslsmassessing 50% or more
the total combined voting power of all classesto€k in one of the other corporations in that chain

Section 3. Administration.

(@)

(b)

(©

Authority of the Committee The Plan shall be administered by the Commitieay interpretation or administration of the Play
the Committee, and all actions and determinatidnthe Committee, shall be final, binding and costle on the Company,
stockholders, Subsidiaries, Affiliates, all Pagnts in the Plan, their respective legal repredimes, successors and assigns, ar
persons claiming under or through any of them.

Composition of the Committee.The Committee shall consist of not less thanehttieectors, all of whom shall be Outside Direc
and NonEmployee Directors. Those Directors shall be apedi by the Board and shall serve as the Comnattéee pleasure of t
Board. The function of the Committee specifiedtlie Plan shall be exercised by the entire Boarérnf] to the extent that,
Committee exists that has the authority to so athtenthe Plan.

Manner of Exercise of Committee Authority.The Committee shall have the full power and autiidd interpret and administer |
Plan in its sole discretion, including exercisinfytae powers and authorities either specificalharged to it under the Plan
necessary or advisable in the administration offfae. The Committes’powers and authorities include, without limitatithe sol
ability to determine: eligibility criteria for Awals; persons to whom, and the time or times at wh@rards shall be granted; num
of shares of Stock to be covered by each Awarérpmétation of Plan provisions; amendments, rdes, regulations relating to 1
Plan; consideration, if any, to be paid for Awardpecific terms and conditions of individual Awarésad Awards that qualify

performancebased compensation under Code Section 162(m).Cbhnemittee shall have the power and authority to enalk othe
determinations deemed necessary or advisable éaadministration of the Plan.




(d) Delegation of Authority. The Committee may delegate to one or more ah@gbers or to one or more agents such adminis
duties as it may deem advisable, and the Commmitesy person to whom it has delegated duties @esdid may employ one
more persons to render advice with respect to asgansibility the Committee or such person may hawder the Plan; provide
that such delegation may not include the seleaiogrant of Awards to Participants or Eligible Rers who are executive officers
the Company or any Subsidiary or Affiliate, or Sexctl6 Participants.

(e) Committee Vacancies The Board shall fill all vacancies in the Commditt The Board may from time to time appoint addii
members to the Committee and may at any time reroaeeor more Committee members and substitute oth@ne member of t
Committee shall be selected by the Board as chairiide Committee shall hold its meetings at suckes and places as it st
deem advisable. All determinations of the Comraitshall be made by not less than a majority ofriesnbers either present
person or participating by conference telephonea aheeting or by written consent. The Committeell skeep minutes of it
meetings. The Committee may appoint a secretakgép such minutes and may make such rules anthtems for the conduct
its business as it shall deem advisable, but iordence with the written charter prepared by tharB@and which may be amenu
from time to time by the Board. The secretary Ishal need to be a member of the Committee or almeemf the Board.

(f) Limitation of Liability. The Committee and each member thereof, and anympexsting pursuant to authority delegated by
Committee, shall be entitled, in good faith, to/ref act upon any report or other information fefréd by any executive officer, ot
officer or employee of the Company or a Subsid@rffiliate, the Companys independent auditors, consultants or any othemte
assisting in the administration of the Plan. Membef the Committee, any person acting pursuardutihority delegated by t
Committee, and any officer or employee of the Comypar a Subsidiary or Affiliate acting at the ditiea or on behalf of tF
Committee or a delegee shall not be personallydifdr any action or determination taken or madgand faith with respect to t
Plan, and shall, to the extent permitted by lawfutly indemnified and protected by the Companyhwiéspect to any such actior
determination.

Section 4.  Stock Subject to Plan

(a) Overall Number of Shares Available.Subject to adjustment as provided under Sectior)lil{e total number of shares of St
reserved and available for delivery in connectiathwAwards under the Plan shall be 1,500,000. Ahgres of Stock issued un
the Plan may consist, in whole or in part, of atitterl and unissued shares or treasury shares.

(b) Accounting Procedures. The Committee may adopt reasonable accounting guves to ensure appropriate counting of S
subject to the Plan, avoid double counting (as,efaample, in the case of tandem or substitute Asjamhd make adjustments
accordance with this Section 4(b). Shares shatidamted against those reserved to the extent shates have been delivered
are no longer subject to a risk of forfeiture. Awtingly, (i) to the extent that an Award under Blan is canceled, expired, forfeit
settled in cash, settled by delivery of fewer shdhan the number underlying the Award, or othesvisminated without delivery
Stock to the Participant, the Stock retained byeturned to the Company will not be deemed to Heeen delivered under the PI
and (ii) Stock that is withheld from such Awardsaparately surrendered by the Participant in paywoithe exercise price or tay
relating to such Award shall be deemed to constitbck not delivered and will be available under Plan. The Committee nr
determine that Awards may be outstanding thatedtaimore Stock than the aggregate shares of $¢meining available under t
Plan so long as Awards will not in fact result lidery and vesting of shares of Stock in excesthefnumber then available un
the Plan. In addition, in the case of any Awardnged in assumption of or in substitution for araedvof a company or busini
acquired by the Company or a Subsidiary or Affdiatr with which the Company or a Subsidiary or Wdfe combines, shar
delivered or deliverable in connection with suckuemed or substitute Award shall not be countedragjahe number of shares
Stock reserved under the Plan.




(c) Individual Annual Award Limits. No Participant may be granted Options or othera/ls under the Plan with respect tc
aggregate of more than 75,000 shares of Stockgsuty) adjustment as otherwise may be providedhi@mughout this Plan) durii
any calendar year.

Section 5. Eligibility .

(a) Eligibility. Grants of Awards may be made from time to timdhimse officers, employees and directors of the g or an
Subsidiary or Affiliate who are designated by then@nittee in its sole and exclusive discretion &gilde to receive such Awards (“
Eligible Persons”). Eligible Persons may include, but shall not necadlgshe limited to, employees, officers, and dist of the
Company and any Subsidiary or Affiliate; howeveptions intended to qualify as 1SOs shall be gramiely to Eligible Persor
while actually employed by the Company, a Subsydaran Affiliate. The Committee may grant morantone Award to the sal
Eligible Person. No Award shall be granted to Bfigible Person during any period of time when sktilgible Person is on a leg
of absence. Awards to be granted to directorschvhiay include members of the Committee, must lpgcayed and granted by
majority of the disinterested members of the Board.

(b) Substitutions/Acquisitions. Holders of awards granted by a company or busireguired by the Company or a Subsidiar
Affiliate, or with which the Company or a Subsidiar Affiliate combines, may be eligible for sultste Awards under this Plan t
will be granted in assumption of or in substitutimn such outstanding awards in connection withhsacquisition or combinatic
transaction. In such cases, holders of the asswmsabstituted awards will become ParticipanthaPlan; provided, however, t
such assumption or substitution in no way cause8veard under this Plan to become subject to thms$eand conditions of Co
Section 409A.

(c) Participation. An Eligible Person shall become a Participarthim Plan and shall perfect his or her Award offtgrahe or she hi
completed the applicable Award Agreement in a marthat is satisfactory to the Committee and hasveled said Awar
Agreement to the Committee. A Participant shafittwe his or her participation in the Plan, eviend longer an Eligible Persc
until any and all of his or her interests that laeél under the Plan expire or are paid.

Section 6.  Specific Terms of Awards Granted Urat the Plan.

(&) General Terms of All Awards. All Awards granted under the Plan, including Awaafsany Stock Units, shall be evidencec
individual agreements between the Company (or Sidryi or Affiliate) and the applicable Eligible Ben (an “Award Agreemer
"). Award Agreements may provide for grants of Awards the specific terms and conditions set forth iis tiSectiol
6. Alternatively, the Committee may impose on anglividual Award, as specified in the individual Avd Agreement, su
additional terms and conditions, not inconsisteitih whe provisions of the Plan, or applicable las,the Committee shall determi
including terms requiring forfeiture of Awards ihet event of termination of employment or servicethyy Participant and tern
permitting a Participant to make elections relatioghis or her Award. The Committee shall retaiti power and discretion wi
respect to any term or condition of an Award tisahot mandatory under the Plan and the terms oAterd Agreement; provide
that the exercise of such discretion shall in nen¢xcause an Award that is not otherwise subjettiederms and conditions of C¢
Section 409A to becomesubject to the terms and conditions of Code Sectfi9A” unless otherwise agreed upon betweel
Company (or Subsidiary or Affiliate) and the EligtiPerson; provided further, that, to the extenfamrd is subject to the terms ¢
conditions of Code Section 409A, the Committee Ighavide the Award in the form and manner requibgdCode Section 409
unless otherwise agreed upon by the Company (csifiaby or Affiliate) and Eligible Person. For pases of the Plan,Subject t
the terms and conditions of Code Section 409Aneans the applicable Award or compensation subjesaid Award provides for
deferral of compensation as determined under Cedédd 409A. The Committee shall require the paynoé lawful consideratic
for an Award to the extent necessary to satisfyrdugiirements of the Delaware General Company lzend, may otherwise requ
payment of consideration for an Award except agdichby the Plan and as otherwise required by epbple law.




(b) Option Awards. Options granted under the Plan shall be evidemgedn agreement (Option Agreements”). Options that al
awarded may be of one of two types which shallnoécated on the face of the Option Agreement:§p$ or (ii) Nonqualified Sto«
Options. The Committee is authorized to grant @tito Participants on the following terms and diboms:

(i) Option Term; Time and Method of Exercis& he Committee shall determine the term of eaptioD; provided that in no eve
shall the term of any Option exceed a period ofytears from the Date of Grant. The Committee stiedlermine the time
times at which or the circumstances under whiclption may be exercised in whole or in part (inahgcbased on achievem:
of performance goals and/or future service requinas), the methods by which such exercise price Imegyaid or deemed to
paid and the form of such payment (including, withtmitation, cash, Stock (including by withholdjrStock deliverable up:
exercise), other Awards or awards granted undegrgitans of the Company or any Subsidiary or Adfdi, or other property
and the methods by or forms in which Stock willdedivered or deemed to be delivered in satisfaatio@ptions to Participants.

(i) Exercise Price The option price per share of Stock purchasabtier a Nonqualified Stock Option or an Incentivecg Optior
shall be determined by the Committee at the timgraft, shall be set forth on the applicable Opfigneement, and shall be |
less than 100% of the Fair Market Value of the Bfatcthe Date of Grant (or, with respect to an itise Stock Option, 110%
the Fair Market Value of the Stock at the Date o in the case of a Participant who at the Ddt&m@nt owns Stoc
possessing more than 10% of the total combinechggidbwer of all classes of Stock of the Companitoparent or subsidia
corporations (as determined under Code Section&fi24) and (f))).

(i) Non-Transferability of Options No Option shall be transferable by any Participather than by will or by the laws of desc
and distribution or pursuant to a qualified domegstiations order (as defined in the Code or thelByment Retirement Incor
Security Act of 1974, as amended) except tha ipvided in the Option Agreement, the Participaaly transfer the Optic
other than an 1SO, during the Participant’s lifetito one or more members of the Participafdimily, to one or more trusts
the benefit of one or more of the Participant’s ifgnor to a partnership or partnerships of memtwdrthe Participans family,
or to a charitable organization as defined in C8detion 501(c)(3), provided that the transfer waudd result in the loss of a
exemption under Rule 16b-of the Exchange Act with respect to any Optidihe transferee of an Option will be subject tc
restrictions, terms and conditions applicable te @ption prior to its transfer, except that the i@ptwill not be furthe
transferable by the transferee other than by willyothe laws of descent and distribution.




(iv) Disposition upon Termination of Employment

(A)

(B)

©)

(D)

Termination by Death Subject to Sections 6(b)(i) and 6(b)(v), if dgrticipants employment with the Company or i
Subsidiary or Affiliate terminates by reason of ttieaany Option held by that Participant shall beecimmediately ar
automatically vested and exercisable. If termovatf a Participans employment is due to death, then any Option hg
that Participant may thereafter be exercised foergod of two years (or with respect to an 1SO,dqueriod of one year) (
such other period as the Committee may specify after grant) from the date of death. Notwithsliag the foregoing, i
no event will any Option be exercisable after thpimtion of the option period of Option. The bada of the Option sh
be forfeited if not exercised within two years ¢ore year with respect to ISOs).

Termination by Reason of Disability Subject to Sections 6(b)(i) and 6(b)(v), if artR@pant’s employment with tt
Company or any Subsidiary or Affiliate terminatgsrbason of Disability, any Option held by that itgpant shall becorn
immediately and automatically vested and exercesalfltermination of a Participastemployment is due to Disability, tt
any Option held by that Participant may thereafterexercised by the Participant or by the Partitigaduly authorize
legal representative if the Participant is unablexercise the Option as a result of the Parti¢igadisability, for a period «
two years (or with respect to an 1SO, for a penbdne year) (or such other period as the Committag specify at or aft
grant) from the date of such termination of empley and if the Participant dies within that tyear period (or such ott
period as the Committee may specify at or aftentyrany unexercised Option held by that Participsrall thereafter t
exercisable by the estate of the Participant (gdtinough its fiduciary) for the duration of theawear period from the de
of that termination of employment. Notwithstanditige foregoing, in no event will any Option be eisable after tr
expiration of the option period of such Option. eTttalance of the Option shall be forfeited if ne¢reised within two yea
(or one year with respect to ISOs).

Termination for Cause Unless otherwise determined by the Committeeradfter the time of granting any Option,
Participants employment with the Company or any SubsidianAffitiate terminates for Cause, any unvested Opionill
be forfeited and terminated immediately upon teation and any vested Options held by that Partitighall terminate :
days after the date employment terminates. Nostatiding the foregoing, in no event will any Optlos exercisable aft
the expiration of the option period of such Optidrhe balance of the Option shall be forfeited.

Other Termination/RetirementUnless otherwise determined by the Committem after the time of granting any Optior
a Participant retires from employment with the Camp(or a Subsidiary or Affiliate) or a Participanémployment with tt
Company (or a Subsidiary or Affiliate) terminates &iny reason other than death, Disability, orGause, all Options he
by that Participant shall terminate three monthsrahe date employment terminates. Notwithstagndire foregoing, in r
event will any Option be exercisable after the eagon of the option period (which shall be estsiidid in the Optic
Agreement) of such Option. The balance of the @pshall be forfeited.




(E) Leave of Absenc. In the event a Participant is granted a leavabsence by the Company or any Subsidiary or Afélitc
enter military service or because of sicknessPiicipants employment with the Company or such Subsidiaféliate
will not be considered terminated, and the Paricipshall be deemed an employee of the Companyatr Subsidiary ¢
Affiliate during such leave of absence or any esiem thereof granted by the Company or such Sudgidoi
Affiliate. Notwithstanding the foregoing, in thase of an ISO, a leave of absence of more thara@9 Will be viewed as
termination of employment unless continued emplayn®eguaranteed by contract or statute.

(v) Incentive Stock Options Notwithstanding Sections 6(b)(iii) and 6(b)(i\gn 1SO shall be exercisable by (A) a Participgant’
authorized legal representative (if the Participaninable to exercise the 1SO as a result of #réidipants Disability) only if
and to the extent, permitted by Section 422 ofGbde and (B) by the Participaststate, in the case of death, or authorized
representative, in the case of Disability, no ldtean ten years from the date the ISO was grantedddition to any oth
restrictions or limitations that may apply). Anigth in the Plan to the contrary notwithstanding,teixm or provision of the Pl
relating to 1ISOs shall be interpreted, amendedtereal, nor shall any discretion or authority gesthtinder the Plan be exercis
so as to disqualify the Plan under Code Sectionof2Be Code, or, without the consent of the Pidicts affected, to disqual
any ISO under Code Section 422.

(c) Stock Appreciation Rights. SARs granted under the Plan shall be evidencedrbpgreement (‘SAR Agreements”). The
Committee is authorized to grant SARs to Partidipam the following terms and conditions:

() Right to Payment An SAR shall confer on the Participant to whdnisigranted a right to receive, upon exerciseeibirthe
excess of (A) the Fair Market Value of one shareStdck on the date of exercise over (B) the graitepof the SAR &
determined by the Committee. The grant price che®AR shall be not less than the Fair Market Valfia share of Stock
the Date of Grant of such SAR.

(i) Other Terms The Committee shall determine the term of easR,Srovided that in no event shall the term ofSR exceed
period of ten years from the Date of Grant. ThenButtee shall determine at the Date of Grant ordafter, the time or times
which and the circumstances under which an SAR begxercised in whole or in part (including basedashievement 1
performance goals and/or future service requireg)emiie method of exercise, method of settlemeninfof consideratic
payable in settlement, method by or forms in witstbck will be delivered or deemed to be delivee®articipants, whether
not an SAR shall be fregtanding or in tandem or combination with any otAgrard. The Committee may require that
outstanding Option be exchanged for an SAR exdrtdstmr Stock having vesting, expiration, and ottegms substantially tl
same as the Option, so long as such exchangeatiiesult in additional accounting expense to tbenfany.

(d) Restricted Stock. Restricted Stock granted under the Plan shall i@éeaeed by an agreement Restricted Stock Agreement
"). The Committee is authorized to grant Restdc&tock to Participants on the following terms andditions:




(i) Grant and Restrictions Restricted Stock shall be subject to such giris on transferability, risk of forfeiture andhe
restrictions, if any, as the Committee may impeggich restrictions may lapse separately or in coration at such times, unt
such circumstances (including based on achieverénperformance goals and/or future service requims), in suc
installments or otherwise and under such otheunigtances as the Committee may determine at thee d@abrant, and whic
shall be set forth on the applicable RestrictectiSthgreement, or thereafter. Except to the extestricted under the terms
the Plan and any Restricted Stock Agreement, acRemt granted Restricted Stock shall have athefrights of a stockholds
including the right to vote the Restricted Stockl éme right to receive dividends thereon; providealyever, that the Committ
may require mandatory reinvestment of dividendadditional Restricted Stock, may provide that naddéinds will be paid c
Restricted Stock or retained by the Participantmay impose other restrictions on the rights attddio Restricted Stock.

(i) Forfeiture. Except as otherwise determined by the Committpen termination of employment or service during applicabl
restriction period, Restricted Stock that is att tfr@e subject to restrictions shall be forfeitatlaeacquired by the Compa
provided that the Committee may provide, by rulegegulation or in any Restricted Stock Agreementnay determine in ai
individual case, that restrictions or forfeiturenddions relating to Restricted Stock will lapsewhole or in part, including in tl
event of terminations resulting from specified @sis

(iii) Certificates for Stock Restricted Stock granted under the Plan shalevidenced in such manner as the Committee
determine. Certificates representing RestrictedclStshall be registered in the name of the Paditipand shall bear
appropriate legend referring to the terms, cond#i@nd restrictions applicable to the Award of s&sstricted Stock. TI
Company shall retain physical possession of thekstertificates until the time that the restricothereon have lapsed, and
Participant shall have delivered a stock powerh® €ompany, endorsed in blank, relating to the iKStmmvered by suc
Restricted Stock.

(iv) Dividends and Splits As a condition to the grant of an Award of Rieséd Stock, the Committee may require that anydeivd:
paid on a share of Restricted Stock shall be e{fhepaid with respect to such Restricted Stockhatdividend payment date
cash, in kind, or in a number of shares of unretgtdi Stock having a Fair Market Value equal toahmunt of such dividends,
(B) automatically reinvested in additional Res#&@tStock or held in kind, which shall be subjecth® same terms as applie
the original Restricted Stock to which it relates,(C) deferred as to payment, either as a castrrééfor with the amount
value thereof automatically deemed reinvested aclSUnits, other Awards or other investment velickibject to such terms
the Committee shall determine or permit a Partitipga elect. Unless otherwise determined by thm@dtee, Stock distribute
in connection with a Stock split or Stock divideadd other property distributed as a dividend,|df&bkubject to restrictions a
a risk of forfeiture to the same extent as the Raetl Stock with respect to which such Stock dreotproperty has be
distributed.

(e) Stock Units. Stock Units granted under the Plan, whether éisabject to restrictions, shall be evidenced bygreement (‘'Stock
Unit Agreement”). The Committee is authorized to grant Stocktsglto Participants, subject to the following teramsl conditions:

() Award and Restrictions Issuance of Stock will occur upon expiratiortted holding period, if any, specified for the Stddkits
by the Committee. In addition, Stock Units shail dubject to such restrictions on transferabilitgk of forfeiture and oth
restrictions, if any, as the Committee may impe#gch restrictions may lapse at the expirationhaf holding period or at earl
specified times (including based on achievemenpeaformance goals and/or future service requires)erseparately or
combination, in installments or otherwise, and urglech other circumstances as the Committee magrrdte at the Date
Grant or thereafter. Stock Units may be settledlblvery of Stock, other Awards, or a combinattbereof, as determined
the Committee at the Date of Grant or thereafter.




(f)

(¢)]

(i) Forfeiture. Except as otherwise determined by the Committpen termination of employment or service during applicabl
deferral period or portion thereof to which forte# conditions apply (as provided in the Award doeut evidencing the Sto
Units), all Stock Units that are at that time sebj® such forfeiture conditions shall be forfeitgdovided that the Committ
may provide, by rule or regulation or in any Awatdcument, or may determine in any individual cdbaf restrictions ¢
forfeiture conditions relating to Stock Units widlpse in whole or in part, including in the evehterminations resulting fro
specified causes. Stock Units subject to a riskodeiture shall be designated afestricted Stock Units” unless otherwis
determined by the Committee.

(iif) Dividend Equivalents Unless otherwise determined by the Committegidend Equivalents on the specified number of &
of Stock underlying Stock Units shall be either (id with respect to such Stock Units at the dind payment date in cask
in shares of unrestricted Stock having a Fair Maxkeue equal to the amount of such dividendsBjrdeferred with respect
such Stock Units, either as a cash deferral orrasy@éer of additional Stock Units with a value dgoahe value of the Divider
Equivalents or with such value otherwise deemeuvested in additional Stock Units, other Awardothrer investment vehicl
having a Fair Market Value equal to the amountusthsdividends, as the Committee shall determingesmit a Participant
elect; provided, however, that the Committee mayigie that no Dividend Equivalents will be paid @mgiven Award of Stoc
Units.

Bonus Stock and Awards in Lieu of Obligation The Committee is authorized to grant to Participéstock as a bonus, or to g
Stock or other Awards in lieu of obligations of f@empany or a Subsidiary or Affiliate to pay castdeliver other property unc
the Plan or under other plans or compensatory geraants, subject to such terms as shall be detedniy the Committee; provide
that such grants shall not be in lieu of prior pisas to pay deferrals of compensation so that amgrd under this Plan that wol
not otherwise be subject to Code Section 409A dussbecome subject to Code Section 409A due toaatgn lieu of othe
obligation of the Company, a Subsidiary or an Adfe; provided further, that any payment of suabcktas a bonus shall be paic
transferred to the Participant on the March 15hef ¢talendar year following the calendar year inclithe Participant earned
bonus.

Other Stock-Based Awards.The Committee is authorized, subject to limitaiainder applicable law, to grant to Participanish
other Awards that may be denominated or payablealued in whole or in part by reference to, orepttise based on, or related
Stock or factors that may influence the value afc®t including, without limitation, convertible exchangeable debt securities, o
rights convertible or exchangeable into Stock, pase rights for Stock, Awards with value and paytmeontingent upac
performance of the Company or business units tfieme@ny other factors designated by the Committew] Awards valued |
reference to the book value of Stock or the vallisegurities of or the performance of specifiedssdiaries or affiliates or oth
business units. The Committee shall determinaeiras and conditions of such Awards. Stock deligdgnersuant to an Award in t
nature of a purchase right granted under this @ecthall be purchased for such consideration, fmicat such times, by su
methods, and in such forms, including, without tation, cash, Stock, other Awards, or other propeass the Committee sh
determine. Cash awards, as an element of or suppleto any other Award under the Plan, may alsgra@ted pursuant to tt
Section.
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Section 7. Additional Provisions Applicable tAAwards .

(a) Stanc-Alone, Additional, Tandem, and Substitute AwardsAwards granted under the Plan may, in the dignreif the Committe

(b)

(©

be granted either alone or in addition to, in tandeith, or in substitution or exchange for, anyestiAward or any award grant
under another plan of the Company, any SubsidiaAffiliate, or any business entity to be acquilgdthe Company or a Subsidi
or Affiliate, or any other right of a Participamt teceive payment from the Company or any SubsidarAffiliate. Awards grante
in addition to or in tandem with other Awards oraads may be granted either as of the same time aslifferent time from the gre
of such other Awards. Subject to the Plan’s terting, Committee may determine that, in granting & Aevard, the in-thenoney
value or fair value of any surrendered Award or @@ the value of any other right to payment sudexed by the Participant nr
be applied to the purchase of any other Award; igiexy; that such surrender does not result imadification ,” “ extension,” or “
renewal,” of a Stock right, as determined under Code Sed9A, so that such Stock rights thereby becomeesultp the terrr
and conditions of Code Section 409A. Any transactitherwise authorized under this Section 7(a)aiemsubject to all applical
restrictions under the Plan and may not resultni@ard that is not otherwise subject to the teemd conditions of Code Sect
409A becoming subject to the terms and conditidriSamle Section 409A by virtue of such transactiarguch event, any transact
that would otherwise be permissible under thisiect(a) shall be prohibited unless the Particiarnt the Company mutually ag
in writing to subject an Award to Code Section 40@#der this Section 7(a).

Form and Timing of Payment Under Awards; DeferralsSubject to the terms of the Plan and any apgdicalward Agreemen
payments to be made by the Company or a Subsidiafffiliate upon the exercise of an Option or atlievard or settlement of
Award may be made in such forms as the Committa# datermine, including, without limitation, casbtock, other Awards or ott
property, and may be made in a single paymentosfer, or in installments.

Certain Limitations on Awards to Ensure Complianedgth Code Section 409A

(i) 409A Awards and Deferrals Other provisions of the Plan notwithstanding, taeris of any “409A Award” (which for this
purpose means only such an Award held by a Paatitipubject to United States federal income taxvaidh is subject to tf
terms and conditions of Code Section 409A), inalgdany authority of the Company and rights of thetiBipant with respect
the 409A Award, shall be limited to those termsnpiged under Code Section 409A, and any terms oditions not permitte
under Code Section 409A shall be automatically firedliand limited to the extent necessary to confeaid Award with Coc
Section 409A. The following rules will apply to 9@ Awards:

(A) If a Participant is permitted to elect to deferfamard or any payment under an Award, such electuadl be permitted on
at times in compliance with Code Section 409A (idahg transition rules thereunder);

(B) The Company shall have no authority to acceleratdetay distributions relating to 409A Awards incess of the authori
permitted under Code Section 409A,;
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(ii)

(iii)

Section 8.

(C) Any distribution of a 409A Award triggered by a Beipant’s termination of employment shall be made onljhattime the
the Participant has had aSeparation from Servicé within the meaning of Code Section 409A (or at seahlier time
preceding a termination of employment that thereucs another event triggering a distribution unttex Plan or th
applicable Award Agreement in compliance with C&detion 409A);

(D) Any distribution of a 409A Award to a Specified Employee” as determined under Code Section 409A, after Stpa
from Service, shall occur at the expiration of #ie-month period following said Specified Employg&eparation fro
Service. In the case of installment payments, shisnonth delay shall not affect the timing of any a&kbent otherwis
payable after the six-month delay period;

(E) In the case of any distribution of a 409A Awardg time and form of payment for such distributiorl Wwe specified in th
Award Agreement, which will be provided to the Rapant in the manner provided for under Code $aci09A; provide
that, if the time and form of payment for such idlgttion is not otherwise specified in the Planaor Award Agreement
other governing document, the distribution shallrbade in one lump sum amount on March 15 in thenchlr yee
following the calendar year at which the settlemainthe Award is specified to occur, any applicat@striction lapses,
there is no longer a substantial risk of forfeitapplicable to such amounts;

Distribution upon Vesting In the case of any Award providing for a disiitibn upon the lapse of a substantial risk of fioufe,
the time and form of payment for such distributioii be specified in the Award Agreement, which Wile provided to tr
Participant in the manner provided for under Coeéeti®n 409A; provided that, if the timing and forwh payment of suc
distribution is not otherwise specified in the Ptanan Award Agreement or other governing documiet,distribution shall t
made in one lump sum amount on March 15 of thendaleyear following the calendar year in which substantial risk ¢
forfeiture lapses.

Scope and Application of This Provision For purposes of the Plan, references to a ternvemtgincluding any authority
right of the Company or a Participant) beingermitted ” under Code Section 409A mean that the term or evéihhot caus
the Participant to be deemed to be in constructeeipt of compensation relating to the 409A Awgridr to the distribution ¢
cash, shares or other property or to be liablp&yment of interest or a tax penalty under Cod¢iGed09A.

Corporate Transactions

(a) Corporate Transaction in which Awards are not Asseth Upon the occurrence of a Corporate Transactionhithvoutstandin
Options, Share Appreciation Rights, Restricted Stwards, Stock Units, and Other StoBksed Awards are not being assume
continued:

(i)

(ii)

All outstanding shares of Restricted Stock shalleemed to have vested, and all Stock Units skeadldemed to have vested
the shares of Stock subject thereto shall be deliyemmediately prior to the occurrence of suchpBoate Transaction, and

Either of the following two actions shall be taken:
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(A) fifteen days prior to the scheduled consummatiom @orporate Transaction, all Options and Sharerégation Right
outstanding hereunder shall become immediatelycesadyle and shall remain exercisable for a periddteen days, or

(B) the Committee may elect, in its sole discretiongaacel any outstanding Awards of Options, Regtti&tock, Stock Unit
and/or Share Appreciation Rights and pay or delivecause to be paid or delivered, to the holdereof an amount in cz
or securities having a value (as determined byCbmmittee acting in good faith), in the case oftReted Stock or Stoc
Units, equal to the formula or fixed price per €hpaid to holders of shares of Stock and, in thee ed Options or She
Appreciation Rights, equal to the product of thenber of shares of Stock subject to the Option @r&Hppreciation Rig|
(the “Award Shares”) multiplied by the amount, if any, by which (1) tfermula or fixed price per share paid to holdel
shares of Stock pursuant to such transaction egc@édthe Option Price or Share Appreciation Ridhtercise Pric
applicable to such Award Shares.

With respect to the Comparsyestablishment of an exercise window, (i) any @serof an Option or Share Appreciation Right dg
such fifteenday period shall be conditioned upon the consununatf the event and shall be effective only immtadjabefore th
consummation of the event, and (ii) upon consunonatif any Corporate Transaction, the Plan andwabltanding but unexercis
Options and Share Appreciation Rights shall terteindhe Committee shall send notice of an event Wik result in such
termination to all individuals who hold Options aStare Appreciation Rights not later than the tahavhich the Company giv
notice thereof to its stockholders.

(b) Corporate Transaction in which Awards are Assumethe Plan, Options, Share Appreciation Rights, Restt Stock Award:
Stock Units, and Other Stodkased Awards theretofore granted shall continuiénmanner and under the terms so provided i
event of any Corporate Transaction to the extestt pinovision is made in writing in connection withch Corporate Transaction
the assumption or continuation of the Options, 8hgppreciation Rights, Restricted Stock Awards,c8tbnits, and Other Stock-
Based Awards theretofore granted, or for the suhistn for such Options, Share Appreciation RigiRestricted Stock Awarc
Stock Units, and Other Stodkased Awards for new common stock options and séggkeciation rights and new common s
units and restricted stock relating to the stocla aluccessor entity, or a parent or subsidiaryetifewith appropriate adjustments
to the number of shares (disregarding any condiderghat is not common stock) and option and staggreciation right exerci
prices in accordance with the provisions of Seatibfb) and 10(c).

Section 9.  Additional Award Forfeiture Provisias.

The Committee may condition a Participantight to receive a grant of an Award, to exertise Award, to receive a settlemen
distribution with respect to the Award or to retaimsh, Stock, other Awards, or other property aeguin connection with an Award, ug
compliance by the Participant with specified coiodi$ that protect the business interests of the gamy and its Subsidiaries and Affilia
from harmful actions of the Participant, includiognditions relating to nonempetition, confidentiality of information relagjrto or possess
by the Company, non-solicitation of customers, $epgn and employees of the Company, cooperatiditigration, nondisparagement of tl
Company and its Subsidiaries and Affiliates and dfffecers and directors of the Company and its &lihses and Affiliates, and oth
restrictions upon or covenants of the Participamtluding during specified periods following terration of employment or service to
Company. Accordingly, an Award Agreement may idelderms providing for a ¢lawback” or forfeiture from the Participant of the pr
or gain realized by a Participant in connectionhwain Award, including cash or other proceeds re&zkivpon sale of Stock acquirec
connection with an Award.
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Section 10.

General Provisions

(a) Compliance with Legal and Other Requirements

(i)

(ii)

The Company may, to the extent deemed necessagyvisable by the Committee, postpone the issuandelwery of Stock ¢
payment of other benefits under any Award until ptation of such registration or qualification ofckuStock or other requir
action under any federal or state law, rule or ka&tipn, listing or other required action with respéo any stock exchange
automated quotation system upon which the Stodithmr securities of the Company are listed or qijate compliance with at
other obligation of the Company, as the Committesy roonsider appropriate, and may require any Rgatit to make suc
representations, furnish such information and cgmapth or be subject to such other conditions asaly consider appropriate
connection with the issuance or delivery of Stockpayment of other benefits in compliance with &gille laws, rules, al
regulations, listing requirements, or other obiligas. The foregoing notwithstanding, in connectimiith a Corporat
Transaction, the Company shall take or cause t@ak®En no action, and shall undertake or permitiseano legal or contractt
obligation, that results or would result in any fpamnement of the issuance or delivery of Stockaympent of benefits under
Award or the imposition of any other conditions surch issuance, delivery or payment, to the exteattguch postponement
other condition would represent a greater burdenaoRarticipant than existed on the 90th day precedhe Corpora
Transaction.

If the Participant is subject to the reporting riegqments of Section 16(a) of the Securities Excleafgt of 1934, as amended,
grant of this Option shall not be effective untithk person complies with the reporting requirencér8ection 16(a).

(b) Limits on Transferability; Beneficiaries.

(i)

(ii)

Awards granted under the Plan shall not be traabferother than by will or by the laws of desceamd Options may |
exercised as provided for under Section 6(b). AdBieiary, transferee, or other person claiming ggiits under the Plan frc
or through any Participant (except in the casenoDation which is governed by Section 6(b)) shalldubject to all terms a
conditions of the Plan and any Award Agreement iapple to such Participant, except as otherwiseerdehed by th
Committee, and to any additional terms and conglitideemed necessary or appropriate by the Commidtey attempted sal
pledge, assignment, hypothecation or other trardfan Award contrary to the provisions hereof #mg levy of any executio
attachment or similar process upon an Award shalhbll and void and without force or effect andlshesult in automati
termination of the Award.

(A) As a condition to the transfer of any sharestifck issued upon exercise of an Award grante@utids Plan, the Compa
may require an opinion of counsel, satisfactoryht® Company, to the effect that such transfer moll be in violation of th
Securities Act of 1933 or any other applicable sées laws or that such transfer has been regidtemder federal and

applicable state securities laws; (B) further, @@mpany shall be authorized to refrain from delivgror transferring shares
Stock issued under this Plan until the Board detemthat such delivery or transfer will not vi@applicable securities la
and the Participant has tendered to the Companyeaigyal, state or local tax owed by the Particigana result of exercising
Award, or disposing of any Stock, when the Complaay a legal liability to satisfy such tax; (C) thempany shall not be liak
for damages due to delay in the delivery or issaafany stock certificate for any reason whatsnawneluding, but not limite
to, a delay caused by listing requirements of agusties exchange or any registration requirementter the Securities Act
1933, the Securities Exchange Act of 1934, or uadgrother state or federal law, rule or regulajqD) the Company is unc
no obligation to take any action or incur any exgeem order to register or qualify the deliveryt@ansfer of shares of Stc
under applicable securities laws or to perfect argmption from such registration or qualificati@amd (E) furthermore, tl
Company will have no liability to any Participamtr frefusing to deliver or transfer shares of Stibduch refusal is based uf
the foregoing provisions of this Paragraph.
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(c) Effect of Certain Changes In the event of any merger, reorganization, cbdation, recapitalization, share dividend, shapét,
combination of shares or other change in corpatatesture of the Company affecting the Stock, ssudbstitution or adjustment sk
be made in the aggregate number of Stock resenredduance under the Plan, in the humber and roptice of Stock subject
outstanding Options granted under the Plan, inntmaber and purchase price of Stock subject to andéig Award Agreemer
granted under the Plan, including the number of SARe number of shares of Restricted Stock, agdotirer outstanding Awar
granted under the Plan as may be approved by thariitee, in its sole discretion, but the numbeStdck subject to any Awa
shall always be a whole number. Any fractionalrebahall be eliminated. Notwithstanding the foiag, any event that results i
reorganization, consolidation, recapitalizatiorarehdividend, share split, combination of sharestber change in corporate struc
of the Company that affects the Compangtock, any substitution or adjustment of the nemdf shares of Stock underlying
applicable Award shall be done in accordance wige$ury Regulation Section 1.40946)(5), so that such Award does not rest
an extension, modification, or renewal, as suamseaire defined under Code Section 409A.

(d) Tax Provisions.

() Withholding. The Committee shall so require, as a conditibexercise, each Participant to agree that: (A)Jater than th

(ii)

date of exercise of any Option granted hereuntierpptionee will pay to the Company or make arraragds satisfactory to t
Committee regarding payment of any federal, staleaal taxes of any kind required by law to behhiéld upon the exercise
such Option; and (B) the Company shall, to the rxpeermitted or required by law, have the rightledluct federal, state &
local taxes of any kind required by law to be wélthupon the exercise of such Option from any payroéany kind otherwis
due to the optionee. For withholding tax purpo$ies,shares of Stock shall be valued on the datevitnholding obligations a
incurred. The Company shall not be obligated teisdany optionee of the existence of any suchotathe amount that tl
Company will be so required to withhold.

Required Consent to and Notification of Code Sec88(b) Election No election under Code Section 83(b) or undsinalar
provision of the laws of a jurisdiction outside tbaited States may be made unless expressly pediity the terms of tl
Award Agreement or by action of the Committee intwg prior to the making of such election. In aogse in which
Participant is permitted to make such an electiononnection with an Award, the Participant shalify the Company of sut
election within ten days of filing notice of theeetion with the Internal Revenue Service or othevegnmental authority,
addition to any filing and notification required rguant to regulations issued under Code Sectiob)83( other applicab
provision.
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(€)

(f)

@)

(h)

(i) Reguirement of Notification upon Disqualifying Dasgition under Code Section 421(b)if any Participant shall make &

disposition of shares of Stock delivered pursuarhé exercise of an ISO under the circumstancesritbed in Code Section 421

(b) (i.e., a disqualifying disposition), such Peigant shall notify the Company of such dispositigthin ten days thereof.

(iv) Right to Contest The Company shall have the right, but not thiggabion, to contest, at its expense, any tax gubin decisior
administrative or judicial, on any issue which étated to the Plan and which the Board believesetémportant to holders
Options issued under the Plan and to conduct atly contest or any litigation arising therefrom tfinal decision.

Changes to the Plan. The Board at any time and from time to time magpend, terminate, modify or amend the Plan; pexl
however, that any amendment that would: (i) maligrincrease the benefits accruing to Participamder the Plan, or (ii) incree
the number of shares of Stock as to which Awardy b granted under the Plan or materially modifg thquirements as
eligibility for participation in the Plan shall tsbject to the approval of a majority of the staullllers of the Company presentes
represented and entitled to vote at a duly constitand held meeting of stockholders. Any sucheiase or modification that m
result from adjustments authorized by Section 1M@)eof shall not require such approval. Excepoterwise provided, r
suspension, termination, modification or amendnwnthe Plan may adversely affect any Award previpuganted, unless tl
written consent of the Participant is obtained.

Unfunded Status of Awards, Creation of TrustsThe Plan is intended to constitute amrifunded ” plan for equity incentiv
compensation. With respect to any payments notmade to a Participant or obligations to deliverc&tpursuant to an Awai
nothing contained in the Plan or any Award shalegany such Participant any rights that are grahter those of a general cred
of the Company; provided that the Committee mayaunze the creation of trusts and deposit therash¢ Stock, other Awards
other property, or make other arrangements to thee€ompanys obligations under the Plan. Such trusts or aih@ngements sh
be consistent with theudnfunded ” status of the Plan unless the Committee otherdétermines.

Nonexclusivity of the Plan. Neither the adoption of the Plan by the Board te@isubmission to the stockholders of the Com
for approval shall be construed as creating anytdions on the power of the Board or a committeeréof to adopt such ott
incentive or compensation arrangements, apart ftoen Plan, as it may deem desirable, including itigenor compensatic
arrangements and awards that do not qualify undeleGection 162(m) or to which Code Section 409Asdapply, and such ott
arrangements may be either applicable generalbnlyrin specific cases.

Payments in the Event of Forfeitures; Fractional @hes. Unless otherwise determined by the Committee, & @lient of

forfeiture of an Award with respect to which a Rapant paid cash consideration, the Participaatidie repaid the amount of st
cash consideration. No fractional shares of S&iwkl be issued or delivered pursuant to the Ptaang Award. The Committi
shall determine whether cash, other Awards or gtheperty shall be issued or paid in lieu of suattional shares or whether s
fractional shares or any rights thereto shall iéefted or otherwise eliminated.
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(i)

0)

(k)

()

Compliance with Code Section 162(m)

(i) Itis the intent of the Company that Options andRSAyranted to Covered Employees and other Awarsigmizted as Awards
Covered Employees shall constitute qualifiguetformance-based compensatiof within the meaning of Code Section 162
unless otherwise determined by the Committee attithe of the Award grant. The foregoing notwithmtang, because tl
Committee cannot determine with certainty whethgivan Participant will be a Covered Employee wibpect to a fiscal ye
that has not yet been completed, the term Coveragidyee as used herein shall mean only a persoigrédgsd by th
Committee as likely to be a Covered Employee wétspect to a specified fiscal year. If any provisidrthe Plan or any Awa
Agreement relating to an Award that is designatednéended to comply with Code Section 162(m) doescomply or i
inconsistent with the requirements of Code Secti6®(m), such provision shall be construed or deeamended to the exte
necessary to conform to such requirements, andaason shall be deemed to confer upon the Conemiitlr any other pers
discretion to increase the amount of compensatibarwise payable in connection with any such Awapdn attainment of ti
applicable performance objectives.

(i) Notwithstanding any other provision of this Plarnthie contrary, the Company may delay the paymehgfamount otherwi:
due to the Participant under this Plan if the Comyp@asonably anticipates that its deduction regufrom such payment, eitt
alone or in combination with any other amountseqhid or provided to under any section of thi;mRiaany Award Agreeme
associated with the Plan, would be reduced or elted by the Code Section 162(m) deduction linatgtprovided, howeve

that the Company shall make payments to the Paatitiat the earliest date at which the Companygbeti the Code Section 162

(m) deduction limitation will no longer reduce dinginate the Company’s deduction for such payments.

Governing Law. The validity, construction, and effect of the Plamy rules and regulations relating to the Plan amg Awarc
Agreement shall be determined in accordance weHatvs of the State of Delaware, without givingeeffto principles of conflicts
laws, and applicable provisions of federal law.

Limitation on Rights Conferred Under Plan.Neither the Plan nor any action taken hereunddf beaconstrued as (i) giving a
Eligible Person or Participant the right to conéras an Eligible Person or Participant or in th@legnor service of the Company ¢
Subsidiary or Affiliate, (ii) interfering in any wawith the right of the Company or a SubsidiaryAdiiliate to terminate any Eligibl
Person’s or Participarg’employment or service at any time (subject totéhms and provisions of any separate written agezgs)
(iii) giving an Eligible Person or Participant ankaim to be granted any Award under the Plan dyedreated uniformly with oth
Participants and employees, or (iv) conferring dPagticipant any of the rights of a stockholdeth& Company unless and until
Participant is duly issued or transferred shareStotk in accordance with the terms of an Awardy Award shall not be deem
compensation for purposes of computing benefiteumady retirement plan of the Company or any Sudnsicbr Affiliate and sha
not affect any benefits under any other benefinplader which the availability or amount of bersfis related to the level
compensation (unless required by any such othergiarrangement with specific reference to Awandder this Plan).

Termination of Right of Action. Every right of action arising out of or in contien with the Plan by or on behalf of the Comp
or of any Subsidiary or Affiliate, or by any stocktier of the Company or of any Subsidiary or Affié against any past, preser
future member of the Board, or against any emplogerby an employee (past, present or future) agaime Company or a
Subsidiary or Affiliate will, irrespective of thdace where an action may be brought and irrespedtithe place of residence of i
such stockholder, director or employee, cease anhired as of the expiration of three years froendate of the act or omissior
respect of which such right of action is allegethéwe risen.
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(m)

(n)

(0)

Assumption. The terms and conditions of any outstanding Awandsited pursuant to this Plan shall be assumedédyinding
upon and inure to the benefit of any successor eompo the Company and shall continue to be gowebyeto the extent applicak
the terms and conditions of this Plan. Such swmeSompany shall not be otherwise obligated tarassthis Plan.

Severability; Entire Agreement.If any of the provisions of this Plan or any Awatdcument is finally held to be invalid, illegal
unenforceable (whether in whole or in part), suobvigion shall be deemed modified to the extent,dnly to the extent, of su
invalidity, illegality or unenforceability, and themaining provisions shall not be affected therghpvided, that, if any of su
provisions is finally held to be invalid, illegalr unenforceable because it exceeds the maximupesitgtermined to be acceptabl
permit such provision to be enforceable, such gioni shall be deemed to be modified to the mininextent necessary to mod
such scope in order to make such provision enfbotedzereunder. The Plan and any Award Agreementtain the entire agreem:
of the parties with respect to the subject matterdof and supersede all prior agreements, promise®&nants, arrangemel
communications, representations and warrantiesdmtwthem, whether written or oral with respecti® subject matter thereof.
rule of strict construction shall be applied agathe Company, the Committee, or any other persdhe interpretation of any ter
of the Plan, Award, or agreement or other documadating thereto.

Plan Effective Date The Plan will become effective if, and at suchdias, the stockholders of the Company have apgribby the
affirmative votes of the holders of a majority b&tvoting securities of the Company present, orasgnted, and entitled to vote
the subject matter at a duly held meeting of stotikdrs, provided that the total vote cast on tleppsal represents over 50 perce!
interest of all securities entitled to vote on greposal. The date of such stockholder approvhlbei the Effective Date. Unle
earlier terminated by action of the Board, the atith of the Committee to make grants under then®dl terminate on the date tt
is ten years after the latest date upon which stolders of the Company have approved the Plan ladPlan will remain in effe
until such time as the Company has no further sigitobligations with respect to outstanding Awardstherwise under the Plan.

(p) Adoption.

() This Plan was approved by the Board of DirectorhefCompany at a meeting on October 9, 2007.

(i) This Plan was approved by the stockholders of t@@any at a meeting on November 19, 2007.

REEDS, INC.

By: /Christopher J. Reed/
Christopher J. Reed
Chief Executive Officer
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Exhibit 10.24
AMENDMENT NUMBER FOUR TO
LOAN AND SECURITY AGREEMENT

THIS AMENDMENT NUMBER FOUR TO LOAN AND SECURITY AGR EEMENT (this “Amendment”),dated as of Marc
27, 2009, is entered into betweEBIRST CAPITAL WESTERN REGION, LLC (“Lender”), andREED’S, INC ., a Delaware corporati
(“Borrower”), in light of the following facts:

RECITALS

WHEREAS, Borrower and Lender have previously emtén¢o certain Loan and Security Agreement, datedfavay 30, 2008, i
amended by that certain Amendment Number One tonlavad Security Agreement dated July 30, 2008 ,rasnded by that certe
Amendment Number Two to Loan and Security Agreentiaiied September 3, 2008, and as amended by thaincAmendment Numb
Three to Loan and Security Agreement dated Septefhe2008 (the “Agreement”).

WHEREAS, Borrower has requested that Lender résetrtinimum tangible net worth and revise the nutoeraf the fixed charg
coverage ratio in Item 21(a) of the Scheduolénclude stock option expenses and stock paynieriesu of cash payments.

WHEREAS, Lender has agreed to Borrower's requdgésuto the terms and conditions contained in Afrieendment.
WHEREAS, Borrower and Lender wish to amend the Agrent as set forth in this Amendment.
NOW, THEREFORE, the parties agree as follows:

1. DEFINITIONS. All terms which are defined in the Agreementlshave the same definition when used herein urdess
different definition is ascribed to such term unthés Amendment, in which case, the definition @imtéd herein shall govern.

2. AMENDMENTS. Effective as of the date of this Amendment,Alggeement is amended in the following respects:

(@ Modification of Advance Rate for Eligible Inventory . Item 1(a)(ii)(B)of the Scheduléo the Agreement is delet
in its entirety and is replaced with a new Item)@i{gB) as follows:

(B) An amount equal to the least of:
1. $1,000,000,

2. For the period from June 1 through &maber 30 of each calendar year, an amount equal
to 125% of amount calculated pursuant to Item fiYgj , and for the period from December 1
through May 31 of each calendar year, an amouraléqul50% of amount calculated pursuant to

Item 1(a)(ii)(A), and




3. An amount equal to (x) 50% of the dollalue (determined at the lower of cost or market
value) of Eligible Inventory located at Borrowepsemises located at 12930 and 13000 South
Spring Street, Los Angeles, California 90061, (fi)s50% of the dollar value (determined at the
lower of cost or market value) of Eligible Inventotonsisting of finished goods (and not raw
materials) located at Valley Distributing & Stora@ompany’s warehouse in Wilkes-Barre,
Pennsylvania, plu&) 50% of the dollar value (determined at the Iowfecost or market value) of
Eligible Inventory consisting of finished goods damot raw materials) located at United
Warehouses in Seattle, Washington,

(b) Increase Interest Margin. Item 8of the Scheduléo the Agreement is deleted in its entirety anctfgaced with a
new Item 8as follows:

8. Interest Margin : 7.75%

(c) Change in Fixed Charge Coverage Ratio Covenant Item 21(apf the Scheduléo the Agreement is deleted in its
entirety and is replaced with a new Item 2HsYollows:

€)) Borrower shall maintain a Fixed Chle@overage Ratio (1) for the one month period endin
April 30, 2009, (2) for each of the three-monthipds ending on the last day of each calendar mivath
May 2009 through November 2009, and (3) for eddhetwelve-month periods ending on the last diay o
each calendar month thereafter for the balanckeofarm of this Agreement, of at least 1.0 to 1A8.used
herein, “ Fixed Charge Coverage Ratiomeans the ratio of Borrower’s (i) net income (exiing
extraordinary gains) before provision for interegpense, taxes, depreciation and amortization,dask
taxes paid and unfinanced capital expendituresndusiich period, plus stock option expenses and stoc
payments in lieu of cash during the applicableqario (ii) interest expense, plus payments of qpal
actually made or scheduled to be made with resme@tdebtedness (other than scheduled but unpaid
payments on Subordinated Debt and principal paysnentrevolving loans under this Agreement), plus
payments with respect to capitalized leases, plidehds and distributions during such period.




(d) Change in Minimum Tangible Net Worth Covenant. Item 21(b)of the Scheduléo the Agreement is deleted in
entirety and is replaced with a new Item 2H4b)ollows:

(b) As of February 28, 2009, Borrower lshhave a Tangible Net Worth of at least
$2,700,000. Thereafter, as of the last day of eaohth, Borrower's required minimum Tangible Net
Worth shall be increased by 50% of the Borrowegsincome for the calendar month then ended (withou
reduction for any losses during any such calendarth). As used herein, * Tangible Net Wotthmeans,

as of any date, the total assets of Borrower mihagotal liabilities of Borrower calculated in dommity
with GAAP, less all amounts due from Borrower’s ifdtes and the amount of all intangible items
reflected therein.

(e) Addition of New Maximum Negative EBITDA Covenant. Item 21(c)of the Schedulé the Agreement is deleted
in its entirety and is replaced with a new Itemc@ a6 follows:

(c) Borrower’s net loss (excluding extidioary gains) before provision for interest expgrsxes,
depreciation and amortization, less cash taxes qaidunfinanced capital expenditures for the onatmo
period ending February 28, 2009, shall not excé#0p0, and for the one month period ending March 3
2009, shall not exceed $50,000.

3. WAIVER OF COVENANT VIOLATIONS. Lender hereby agrees to waive the Defaultsrétlted from the failure of
Borrower to be in compliance with the Fixed Cha@merage Ratio for the periods ending Novembe2808, December 31, 2008 and
January 2009, and from the failure of Borrower awdnthe minimum Tangible Net Worth as of Novemk#rz908, December 31, 2008, and
January 31, 2009. Borrower acknowledges and aghneeshe waiver contained herein is a one timeseraand that Borrower must be in
compliance with all terms and conditions of the égment, including all financial covenants.

4. FEE FOR WAIVER Upon execution of this Amendment, in consideratif Lender$ agreeing to waive the Defaults purst
to Section 3 of this Amendment, Borrower agregsay Lender a fee in the amount of $10,000 (of wii¢l500 has already been charged to
Borrower), which will be fully earned on the dafetlis Amendment and shall be non-refundable. leetislauthorized to charge Borrower’s
loan account for the remaining balance of such fee.

5. REPRESENTATIONS AND WARRANTIES Borrower hereby affirms to Lender that all ofrBaver's representations and
warranties set forth in the Agreement are true,pleta and accurate in all respects as of the datoh

6. LIMITED EFFECT. Except for the specific amendments containdgtiimAmendment, the Agreement shall remain unchd
and in full force and effect.

7. COUNTERPARTS; EFFECTIVENESSThis Amendment may be executed in any numbepohterparts and by different
parties on separate counterparts, each of whicimwbexecuted and delivered shall be deemed ta beginal. All such counterparts, taken
together, shall constitute but one and the samentiment. This Amendment shall become effective uperexecution of this Amendment
by each of the parties hereto.

[Signatures are on the next page]




IN WITNESS WHEREOF, Lender and Borrower have exedihis Amendment.

REED’S, INC.,
a Delaware corporation

By /s/ Chris Reed

Name: Chris Reed
Title: CEO

FCC, LLC , a Florida limited liability company
doing business as First Capital Western Region, LLC

By /s/ John P. Neher

Name: John P. Neher
Title: Vice President




ACKNOWLEDGMENT AND REAFFIRMATION OF GUARANTOR

The undersigned hereby acknowledges that he exkteu@ontinuing Guaranty, dated on or around May2B08 (the “Guaranty;
with respect to the present and future obligatiohsBorrower owing to Lender. The undersigned hgrelsknowledges the foregoi
Amendment, consent to its terms, and reaffirmsGusranty. The undersigned further acknowledgesrbthing in the Guaranty obliga
Lender to notify the undersigned of any changehénfinancial accommodations made available to &oer or to seek future reaffirmatic
of the Guaranty, even if the Agreement is furtheeaded; and no requirement to so notify the ungeesl or to seek reaffirmations in
future shall be implied by the execution of thiaffemation.

/sl Christopher Reed
Christopher Reed, an individual




EXHIBIT 21

REED’S, INC.

SUBSIDIARIES

NONE




Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

To the Board of Directors
Reed’s, Inc

We hereby consent to the incorporation by referéncie previously filed Registration StatementR#ed’s, Inc. on Form 8-(SEC Fil¢
Number 33-157-359) which was filed with the Commission on Febyulr, 2009 of our report, dated February 26, 2@@8¢ept Note 5, as
which the date is March 27, 2009, appearing iratieual report on Form 10K for the years ended Déeer81, 2008 and 2007.

/s/ WEINBERG & COMPANY, P.A.
WEINBERG & COMPANY, P.A.
Certified Public Accountants

Los Angeles, California
March 27, 2009



EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Christopher J. Reed, certify that:

1.

| have reviewed this Annual Report on Form 10-KRekd'’s Inc.;

Based on my knowledge, this report does not corajnuntrue statement of a material fact or om#tate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presente(
this report;

The registrans other certifying officer and | are responsibledetablishing and maintaining disclosure contawid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a. Designed such disclosure controls and proceduregused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materiairmédion relating to the registrant, including itmsolidated subsidiarie
is made known to us by others within those entifesticularly during the period in which this repis being prepared;

b. Designed such internal control over financial réipar, or caused such internal control over finah@aorting to be
designed under my supervision, to provide reasenatdurance regarding the reliability of finanoégdorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprincipals;

C. Evaluated the effectiveness of the registrant’sldsire controls and procedures and presentedsinehort our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

d. Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an atmeport) that has
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contrales financial reporting;
and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting to the registrant’s auditors and the tooinmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reportin
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial
information; and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: March 27, 2009 /sl Christopher J. Reed

Christopher J. Reed

Chief Executive Officer

(Principal Executive Officer) and Chief FinancidffiGer (Principal
Financial Officer)






EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT T O SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, James Linesch, certify that:

1. | have reviewed this Annual Report on Form 10-KRekd’s Inc.;

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or om#tate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presente(
this report;

4. The registrans other certifying officer and | are responsibledetablishing and maintaining disclosure contawmid procedures (
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirgg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

a. Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned
under our supervision, to ensure that materiairmédion relating to the registrant, including itmsolidated subsidiarie
is made known to us by others within those entifesticularly during the period in which this repis being prepared;

b. Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be
designed under my supervision, to provide reasenatdurance regarding the reliability of finanoégdorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprincipals;

C. Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimetport our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

d. Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an atmeport) that has
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contrales financial reporting;
and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting to the registrant’s auditors and the tooinmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

a. All significant deficiencies and material weaknessethe design or operation of internal contralerdinancial reportin
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; and

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: March 27, 2009 /s/ James Linesch

James Linesch
Chief Financial Officer
(Principal Financial Officer)







EXHIBIT 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10fkReed’s, Inc., a Delaware corporation (the “Comydafor the year ended
December 31, 2008, as filed with the SecuritiesExchange Commission on the date hereof (the “R8p&hristopher J. Reed, Chief
Executive Officer of the Company, hereby certifiggtsuant to 18 U.S.C. § 1350, as adopted pursa&#06 of the Sarbanes-Oxley Act of
2002, that, to the best of his knowledge and helief

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and
(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of
the Company.

REED'’S, INC.

Date: March 27, 2009 By: /s/ Christopher J. Reed

Christopher J. Reed
Chief Executive Officer




EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANTT O
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10fkReed’s, Inc., a Delaware corporation (the “Comydafor the year ended
December 31, 2008, as filed with the SecuritiesExchange Commission on the date hereof (the “R§pdames Linesch, Chief Financial
Officer of the Company, hereby certifies, pursuant8 U.S.C. § 1350, as adopted pursuant to 89@teobarbanes-Oxley Act of 2002, that,
to the best of his knowledge and belief, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and results of operations of
the Company.

REED’S, INC.

Date: March 27, 2009 By: /s/ James Linesch
James Linesch
Chief Financial Officer
(Principal Financial Officer)




