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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 informationwealhave previously filed or
that we may subsequently file with the Securitied BExchange Commission (“SEC”) and public annourer@sithat we have previously made
or may subsequently make include, may include,rpm@te by reference or may incorporate by referargetain statements that may be
deemed to be forward-looking statements. The fa@oking statements included or incorporated byresfee in this Annual Report and th
reports, statements, information and announcenaelthess activities, events or developments thad’Belec. (together with its subsidiaries
hereinafter referred to as “we,” “us,” “our” or “B@’s”) expects or anticipates will or may occuthe future. Any statements in this document
about expectations, beliefs, plans, objectivesjrapsions or future events or performance are rgibtical facts and are forward-looking
statements. These statements are often, but nays/wnade through the use of words or phrasesasithay,” “should,” “could,” “predict,”
“potential,” “believe,” “will likely result,” “expest,” “will continue,” “anticipate,” “seek,” “estimie,” “intend,” “plan,” “projection,” “would”
and “outlook,” and similar expressions. Accordinglyese statements involve estimates, assumptiahsrecertainties, which could cause
actual results to differ materially from those eegsed in them. Any forwardoking statements are qualified in their entireyyreference to th
factors discussed throughout this document. AllvBnd-looking statements concerning economic coolti rates of growth, rates of income or
values as may be included in this document aredbaisénformation available to us on the dates nated we assume no obligation to update
any such forward-looking statements.

The risk factors referred to in this Annual Repmrtild cause actual results or outcomes to diffderialy from those expressed in ¢
forward-looking statements made by us, and youlshoot place undue reliance on any such forwardtilegp statements. Any forward-looking
statement speaks only as of the date on whichniigide and we do not undertake any obligation t@ategpdny forward-looking statement or
statements to reflect events or circumstances thitedate on which such statement is made or kectehe occurrence of unanticipated events.
New factors emerge from time to time, and it is passible for us to predict which will arise. Indittbn, we cannot assess the impact of ¢
factor on our business or the extent to which atydr, or combination of factors, may cause adcesllts to differ materially from those
contained in any forward-looking statements.

Management cautions that these statements ardigdidly their terms and/or important factors, mafiyhich are outside of our
control, involve a number of risks, uncertaintiesl @ther factors that could cause actual resutlseaents to differ materially from the
statements made, including, but not limited to,ftilewing, and other factors discussed elsewheithis Annual Report, including under the
section entitled “Risk Factors:”

«  Our ability to generate sufficient cash flow to pag capital expansion plans and general operatitigities,

o Decreased demand for our products resulting froamgas in consumer preferences,

«  Competitive products and pricing pressures andability to gain or maintain its share of saleshia marketplace

« The introduction of new products,

« Our being subject to a broad range of evolving faldetate and local laws and regulations includimgse regarding the labeling
and safety of food products, establishing ingrediéesignations and standards of identity for certimiods, environmental
protections, as well as worker health and safehar@es in these laws and regulations could havatarial effect on the way in

which we produce and market our products and caddlt in increased cos

« Changes in the cost and availability of raw materand the ability to maintain our supply arrangateeand relationships and
procure timely and/or adequate production of akiy of our products

« Our ability to penetrate new markets and maintaiexpand existing markets,




« Maintaining existing relationships and expanding distributor network of our products,
« The marketing efforts of distributors of our prothjanost of whom also distribute products thatcampetitive with our product:

« Decisions by distributors, grocery chains, spegialttain stores, club stores and other custometiistmntinue carrying all or any
of our products that they are carrying at any ti

« The availability and cost of capital to finance eworking capital needs and growth plans,
« The effectiveness of our advertising, marketing prainotional program:

« Changes in product category consumption,

« Economic and political change

« Consumer acceptance of new products, including tast comparisons,

« Possible recalls of our products, ¢

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

Although we believe that the expectations refledtetthe forward-looking statements are reasonatéecannot guarantee future
results, levels of activity, performance, or ackieents.




PART |
Item 1. Business
Background

We develop, manufacture, market, and sell natwalaicoholic and “New Age” beverages, candies arctcieams. “New Age
Beverages” is a category that includes natural Siodia juices and fruit drinks, ready-to-drink teaports drinks and water. We currently
manufacture, market and sell eight unique prodoest

« Reed'’s Ginger Brews,

« Virgil's Root Beer, Cream Sodas and Real Cola udirlg diet sodas,
« China Colas,

« Reed’s Ginger Chews,

« Reed’s Ginger Ice Creams,

« Sonoma Sparkler Sparkling Juices,

e R(x)ee(s Nausea Relief, ar

« Energy Elixir

In addition, we have a growing private label busgand have two national chains that we deliverapeilabels products.

We sell most of our products in specialty gournret aatural food stores (estimated at approximat@@0 smaller or specialty stores
and approximately 3,000 supermarket format stgrespermarket chains (estimated at approximat@0rstores), retail stores and restaurants
in the United States and, to a lesser degree, g Europe and other international territord&e primarily sell our products through a
network of natural, gourmet and independent digtdts. We also maintain an organization of in-feosigles managers who work mainly in the
stores serviced by our natural, gourmet and maiastrdistributors and with our distributors. Wepakork with regional, independent sales
representatives who maintain store and distribigiationships in a specified territory.

We produce and co-pack our products in part afaility in Los Angeles, California, known as theeBrery, and primarily at a
contracted co-packing facility in Pennsylvania. Toepack facility in Pennsylvania supplies us vatida products for the eastern half of the
United States and nationally for soda productsweatio not produce at The Brewery. Our ice crearaso-packed for us at a facility in
upstate New York. We pack our candy products@aBrewery.

Key elements of our business strategy include:

« increase our relationship with and sales to theafimately 10,500 supermarkets that carry our petglin natural an
mainstream

« stimulate consumer demand and awareness for ostirgxbrands and products,

. develop additional alternative and natural bevetagads and other products, including specialtkpging and alternative
uses for our products, such as our new nause# petiduct,

« develop and produce private-label products forcdelestomers,

« 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 on building lobusiness in our approximately 10,500 natural aathstream supermarket accounts
in the U.S. and Canada.

We create consumer demand for our products by:
e supporting in-store sampling programs of our prasiuc
« generating free press through public relations,
« advertising in store publications,
+ maintaining a company website (www.reedsgingertzem),
« participating in large public events as sponsang; a
« partnering with alcohol brands such as Dewar’sBackrdi to create co-branded cocktail recipes sisctbewar’s and
Reed” and a“Ree('s Dark and Storm”




Our principal executive offices are located at 1B&@uth Spring Street, Los Angeles, California #008ur telephone number is
(310) 217-9400. Our Internet address is (www.reigdggbrew.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 foundeIiGiridf Executive Officer, began development of Reddfiginal Ginger Brew, his
first beverage creation. After two years of depehent, the product was introduced to the mark&aunthern California stores in 1989. By
1990, we began marketing our products through abtaod distributors and moved our production targer facility in Boulder, Colorado.

In 1991, we incorporated our business operatiotisdrstate of Florida under the name of Originalddage Corporation and moved
all of our production to a co-pack facility in Peytvania. We began exhibiting at national natarad specialty food trade shows, which
brought national distribution in natural, gourmetiaspecialty foods and the signing of our firstmséieam supermarket distributor. Our
products began to receive trade industry recognaman outstanding new product. The United Stddétional Association of the Specialty
Food Trade, or NASFT, named Original Ginger Brevam$Outstanding Beverage Finalist” in the Unitedt8s in 1997, and the Canadian
Fancy Food Association, or CFFA, awarded us “Besgtdrted Food Product” in 1991.

Throughout the 1990’s, we continued to developlanodch new Ginger Brew varieties. Reed’s Gingeavr 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 Chinln@nd eventually acquired the rights to that podéh December 2000. In
addition, we launched Reed’s Crystallized Gingendya a product which we manufacture in Fiji undgraprietary, natural, non-sulfured
process. In 1999, we purchased the Virgil's Roe¢Borand from the Crowley Beverage Company. Thadhas won numerous gourmet
awards. In 2000, we began to market three newystsdReed’s Original Ginger Ice Cream, Reed’s 6h@inger Brew and a beautiful
designer 10-ounce gift tin of our Reed’s CrystaltiZGinger Candy. In December 2000, we purchasd@#&90 square foot warehouse
property, the Brewery, in Los Angeles, Californtimhouse our west coast production and warehoudléyfa The Brewery now also serves as
our principal executive offices. In 2001, pursuené reincorporation merger, we changed our sthitecorporation to Delaware and also
changed our name to Reed’s, Inc. We also intradloce Reed’s Chocolate Ginger Ice Cream and Re&den Tea Ginger Ice Cream
products and expanded our confectionary line with 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 hlds. In November 2002, we completed
our first test runs of Reed'’s and Virgilproducts at the Brewery and in January 2003ficaircommercially available products came off thes
Angeles line. In 2003, we commenced our own digégtribution in Southern California and introducsades of our 5-liter Virgil's party keg.
In 2004, we expanded our product line to includeg¥s Cream Soda (including in a 5-liter keg), R&eSpiced Apple Brew in a 750 ml.
champagne bottle and draught Virgil's Root Beer @nelam Soda. In 2006, we expanded our productdifclude Virgil's Black Cherry
Cream Soda. Progressive Grocers, a top trade ptiblicin the grocery industry voted this productraesbest new beverage product of 2006.
On December 12, 2006, we completed the sale oDZ)00 shares of our common stock at an offeringepof $4.00 per share in our initial
public offering. The public offering resulted inogis proceeds of $8,000,000 to us.

In 2007, we executed several elements of our kasiplan, including the hiring of several key persd such as a Chief Operating
Officer, two Senior Vice Presidents of Sales, apdiive Vice President of Sales and several s@esopnel. In addition, we developed and
launched a line of diet sodas of the three flagdthe Virgil's brand and introduced a new 7 oupaekage of our Extra Ginger Brew. We
gained a warehouse immediately adjacent to oucipah executive office and brewery in Los Angeleattserves as our finished goods
warehouse. We executed several agreements witibdisrs that service mainstream retailers thaexl our product reach beyond our core
reach of natural and specialty retailers throughdistore distribution (known as DSD). The relaships with these distributors are supported,
in large part, by one of our Senior Vice PresideftSales and newly hired sales staff. We hir&daior Vice President of Sales to develop
sales into national accounts, such as grocery st@ims, club stores and other large retailersdhatbe serviced either directly or through our
existing natural foods distributors or mainstredstributors. We also hired an Executive Vice Riest of Sales and reassigned an existing
sales executive to co-lead our initiative to introd our products to international customers in geyésia, the Middle East and South
America. Also in 2007, we raised a net of $7,600,0h a private placement.

In 2008, we refined our sales strategy to focussales efforts on the estimated 10,500 naturahsaidstream supermarket grocery
stores that carry our products. Our 2007 salesegly had focused on a more global effort to hithel accounts in certain regions of the
Country. As part of our sales forces’ new direttive consolidated roles and reduced the salefshstd6 people from 33 at the end of 2007 to
10 at end of 2008. We also launched our PeandeBGinger Chews in 2008, the second candy in #wdRR Ginger Chew line.




In 2009, we continued our focus on natural and stedlam supermarket grocery stores that carry mdymts. We introduced our
Energy Elixir and our Orange Cream Soda. We atgfab our initiative to produce and sell privateelgiroducts. We acquired an additional
product line, the Sonoma Sparkler brand, whichitcgated to increase revenues during the holgigson. Sonoma Sparkler beverages are
sparkling juices in 750ml and 120z sizes.

In 2010, we launched our R(x)eed’s Nausea Reliekdor the drug store channel in 5.5 o0z cans Ihviwapped four pack boxes.
Industry Overview

Our beverages fall within the New Age Beveragegatg which we believe is growing rapidly. Consuragareness of the health
risks of too much sugar, in addition to studieslewicing the athletic performance benefits of prapeiration plus a variety of new
beverages/serving sizes are, we believe, fuelibgsiosales in the New Age Beverage category thagietly exceeds $17 billion annually .

We also believe the non-chocolate candy segmect, @81 Reed’s Ginger Chews, will continue to beaavin segment as well. Non-
chocolate candy sales increased 4.2% from 2000Q@,2ccording to the National Confectioners Assiian (NCA). Additionally, the annui
confectionary retail sales (including chocolatenfohocolate and gum sales) in the United Statee aeproximately $28.2 billion in 2006, of
which approximately $8.9 billion was non-chocolesady.

Furthermore, we believe that the packaged ice ctiedastry, which includes economy, regular, premiamd supepremium produc
has the potential for continued robust growth. éding to Mintel International Group, the entir@Zen market will grow 15% by 20
through all retail channels. Furthermore, superpum ice cream, such as Reeeinger Ice Creams, is generally characterized lyeate
richness and density than other kinds of ice creahiss higher quality ice cream generally sell& gremium to the other ice cream segir
due to its emphasis on quality, brand image, flaaection and texture.

Our Products

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

We produce carbonated soda products. Accordingém& Information Services (“SPINS§market research and consulting firm
the Natural Products Industry, which is the onliesanformation service catering to the naturaldfid@de, for the 52 weeks ending December
1, 2007, Reed’s products were the top five itensetan dollar sales among all sugar/fructose swedtsodas in the natural foods industry in
the United States, with Reed’s Extra Ginger Brewding the number one position, Virgil's Root Be@iilg number two, Premium Ginger
Brew being number three and Original Ginger Brewmasber four.

Our carbonated products include six varieties afdR®eGinger Brews, eight varieties of Virgil's Rd®&er and Cream Sodas and Real
Cola (including diet varieties), China Cola and @h&hina Cola. In 2009, we introduced our NatlEaergy Elixer, and in 2010 our R(x)eeds
Nausea Releif, both products being derivationsunf@inger Brev's.

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

Our ice cream products include Reed'’s Original ®mge Cream, Reed’s Chocolate Ginger Ice CreanRaad’'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-alcohbbwerages were brewed at home
directly from herbs, roots, spices, and fruits.e3& handcrafted brews were then aged like winénigidly prized for their taste and their tonic,
health-giving properties. Reed’s Ginger Brewsarevival of this home brewing art and we make théth care and attention to
wholesomeness and quality, using the finest freshd) roots, spices, and fruits. Our expert breastars brew each batch and age it with great
pride.




We believe that Reed’s Ginger Brews are uniquééir kettle brewed origin among all mass-marketdtidrinks. Reed’s Ginger
Brews contain between 8 and 26 grams of fresh gimgevery 12-ounce bottle. We use no refined suigarsweeteners. Our products differ
from commercial soft drinks in three particular d@eristics: sweetening, carbonation and colofimgyreater adult appeal. Instead of using
injected-based carbonation, we produce our carlmmaaturally, through slower, beer-oriented tegles. This process produces smaller,
longer lasting bubbles that do not dissipate rgpidien the bottle is opened. We do not add cajprifihe 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 presergatiun contrast, modern
commercial soft drinks generally are produced usiatyiral and artificial flavor concentrates preplaog flavor laboratories, tap water, and
highly refined sweeteners. Typically, manufacturaeke a centrally processed concentrate thatevitl litself to a wide variety of situations,
waters, and filling systems. The final producgéserally cold-filled and requires preservativasstability. Colors are added that are either
natural, although highly processed, or artificial.

In addition, while we make no claim as to any mabar therapeutic benefits of our products, we Hawad friends and advocates
among alternative, holistic, naturopathic, and hopaghic medical practitioners, dieticians and maldioctors, who tell us that they
recommend Reed’s Extra Ginger Brew for their pasiers a simple way to ingest a known level of gingbe 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 uggngfer as a dietary supplement.

We currently manufacture and sell seven varietid®e®d’s Ginger Brews:

. Reecs Original Ginger Brewwas our first creation, and is a Jamaican recipbdonemade ginger ale using 17 grams of
fresh ginger root, lemon, lime, honey, fructos@gpipple, herbs and spices. F's Original Ginger Brew is 20% fruit juic

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

. Reecs Premium Ginger Brewus the no-fructose version of Reed’s Original GinBeew, and is sweetened only with honey
and pineapple juice. Re's Premium Ginger Brew is 20% fruit juic

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

. Reecs Spiced Apple Brewses 8 grams of fresh ginger root, the finestGartman apple juice and such apple pie spices as
cinnamon, cloves and allspice. R’s Spiced Apple Brew is 50% apple juice and sweetevith fruit juice and fructose

. Reecs Cherry Ginger Brewis the newest addition to our Ginger Brew familydas naturally brewed from: filtered water,
fructose, fresh ginger root, cherry juice from camitate and spices. Reed’s Cherry Ginger Brewdwéd from 22 grams
of fresh ginger roof

. Ree('s Natural Energy Elixi, an energy drink infused with all natural ingredgedesigned to provide consumers wit
healthy and natural boost to energy le

All six of Reed’s Ginger Brews are offered in 12aca bottles and are sold in stores as singlesuirgacks and in 24-bottle cases.
Reed’s Original Ginger Brew is sold by select fetaiin a special 12-pack. Reed’s Original Gingeevg Extra Ginger Brew and Spiced Apple
Brew are now available in 750 ml. champagne botilee Reed’s Extra Ginger Brew is also producea founce bottle and sold in eight-
packs and 32-bottle cases. The Natural Energyridisold in a 10.5 oz can.




Virgil's Root Beer

Over the years, Virgil's Root Beer has won numerawards and has a reputation among many as ohe besst root beers made
anywhere. Virgil's Root Beer won the “OutstandingvBrage” award at the NASFT’s International Fanegd-and Confection Show in 1997.

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

We collect these ingredients worldwide and gathent together at the brewing and bottling facilitisuse in the United States and
Germany. We combine and brew these ingredientsrigtdet specifications and finally heat-pasteuN4egil’'s Root Beer, to ensure quality.

We sell Virgil's Root Beer in four packaging styld2-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.r\éd&e this product with the same attention to guétiat makes Virgil's Root
Beer so popular. Virgil's Cream Soda is a gourmmeam soda. We brew Virgil's Cream Soda the samewseaprew Virgil's Root Beer. We
use all-natural ingredients, including filtered eatunbleached cane sugar and bourbon vanilla fMatagascar.

Virgil’'s Cream Soda is currently sold in 12-ounoad neck bottles in colorful 4-packs and a 5-lgarty keg version.

In 2006, we expanded our product line to includegVs Black Cherry Cream Soda in a 12-ounce bottle2009, we introduced
Virgil's Orange Cream Soda.

Virgil's Real Cola

We launched Virgil's Real Cola in February 2008tgilis Real Cola is a classic cola recipe made radifpiusing the finest ingredients
and unbleached cane sugar. Virgil's Real Cola idemeaturally without caffeine or preservatives.

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

In 2007, we further expanded our Virgil's produoel to include diet Root Beer, diet Black Cherrg&mn 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 origide@licious blend of raw cane
sugar, imported Chinese herbs, essential oils ahdtal spices. China Cola contains no caffeineotbes in two varieties, Original China Cola
and Cherry China Cola. Original China Cola is m&dm filtered water, raw cane sugar Szechwan poeot, cassia bark, Malaysian vanilla,
oils of lemon and oil of orange, nutmeg, clovegtice, cardamom, caramel color, citric acid andggtoric acid. Cherry China Cola is made
from the same ingredients as Original China Coli# the addition of natural cherry flavor. Chi@ala and Cherry China Cola sell as singles,
in four-packs and in 24-bottle cases.

R(x)ee(s Nausea Relief

We recently launched our Nausea Relief productiferDrug Store Channel. This product is based orGinger Brews with added B
vitamins. Both ginger and B vitamins have beenistlifbr their effectiveness in combating nausea. aducts have been designed with the
FDA in mind and have the proper disclosure.

Sonoma Sparkler

Our Sonoma Sparkler products are sparkling juicehampagne-style bottles designed to be celelyrdtarks for holidays and
special occasions. We sell Natural Pear, Orgapigléy Peach and Lemon beverages.




Ree(s Ginger Candies
Reed’s Crystallized Ginger Candy

Reed'’s Crystallized Ginger was the first crystaltizginger on the market in the United States tevietened with raw cane instead of
refined white sugar. Reed’s Crystallized Gingestistom-made for us in Fiji.

The production process is an ancient one that bashanged much over time. After harvesting balngei (the most tender kind), the
root is diced and then steeped for several dajegge vats filled with simmering raw cane syrupe™inger is then removed and allowed to
crystallize into soft, delicious nuggets. Many plespf the Islands have long enjoyed these treatsdalth and pleasure.

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

Reed’s Ginger Chews

For many years, residents of Southeast Asia fraforiasia to Thailand have enjoyed soft, gummy gicgady chews. We sell Reed’s
Ginger Chews individually wrapped in hard-packsesf candies and as individually wrapped loose gigtédulk. The candies come in two
flavors, Reed’s Ginger Chews and Reed’s PeanueB@iinger Chews. Reed’s has taken them a stepefuddding more ginger, using no
gelatin (vegan), making the candies potentially ereppealing to the vegan market, and making thghtlgl easier to unwrap than their Asian
counterparts. Reed’s Ginger Chews are madesfar lndonesia from sugar, maltose (malt sugange, and tapioca starch. In addition, the
peanut butter version includes peanut butter.

Reecs Ginger Ice Creams

We make Reed’s Ginger Ice Creams with 100% naingaédients, using the finest hormone-free creachraitk. 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 textukReed’s signature spicy-sweet bite. Our ice creamsnade for us, according to our own
recipes, at a dairy in upstate New York. We BReld’s Ginger Ice Creams in pint containers andsageight pints.

New Product Development

We are always working on developments to continggarding from our Reed’s Ginger Brews, Virgil's guet line, Reed’s Ginger
Ice Cream, and Reed’s Ginger Candy product lindspaickaging styles. However, research and dereapexpenses in the last two years
have been nominal. We intend to expend some, diw significant amount, of funds on research amgetbpment for new products and
packaging. We intend to introduce new productsgatkaging as we deem appropriate from time to faneur business plan.

Among the advantages of our self-operated Brewssythe flexibility to try innovative packaging atiee capability to experiment
with new product flavors at less cost to our operat or capital. Currently, we sell a half-literr§fil’'s Root Beer swing-lid bottle that is made
for us in Europe. We intend to produce severalwfl®verages in one-liter swing-lid bottles in Bited States. Our Reed’s Original Ginger
Brew, Extra Ginger Brew and Spiced Apple Brew arailable in a 750 ml champagne bottle and othedpets are planned to be available \
this packaging in the near future.

During 2009, we started developing and producirgape-label products in our Los Angeles Breweras&d on strong demand and
our ability to be nimble and innovative, we beligkiat this segment of our business will grow rapid|

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

« afacility in Los Angeles, California, known as TBeewery, at which we produce certain soda prodiactthe western half of tl
United States, an

« apacking, or cgack, facility in Pennsylvania which supplies ustwproduct we do not produce at The Brewery. The tef our
agreement with the co-packer terminates Novemb201] and grants Reed’s the option to extend th&act for an additional
one year period. The -packer assembles our products and charges us gefeerally by the case, for the products they peec




Our west coast Brewery facility is running at ab60% of capacity. As we are able to make the Brgwecome more fully utilized,
we believe that we will experience improvementgrioss margins due to freight and production savings

We follow a “fill as needed” manufacturing modeltte best of our ability and we have no signifidaatklog 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 specificasiam Fiji. Reed’s Ginger Candy Chews are
made and packed to our specifications in Indonesia.

Generally, we obtain the ingredients used in oodpcts from domestic suppliers and each ingrediastseveral reliable suppliers.
have no major supply contracts with any of our diepp As a general policy, we pick ingredientshie development of our products that have
multiple suppliers and are common ingredients. Phizvides a level of protection against a majompyponstriction or calamity.

We believe that as we continue to grow, we wilbelhée to keep up with increased production demahisbelieve that the Brewery
has ample capacity to handle increased West Caoasidss. To the extent that any significant inaéadusiness requires us to supplement or
substitute our current co-packers, we believettiere are readily available alternatives, so thete would not be a significant delay or
interruption in fulfilling orders and delivery oiuo products. In addition, we do not believe thaivgh will result in any significant difficulty or
delay in obtaining raw materials, ingredients aidhed product that is repackaged at the Brewery.

In July 2007, the FDA issued a statentieat warned that fresh ginger from a specifipamer was contaminated with a banned
pesticide. We import ginger from China, but frordifierent importer than was named by the FDA. Quparter requires a pre-shipment lab
test in order to perform chemical analysis. In tddito the preshipment chemical analysis, our importer has irtdit@o us that they verify tr
every container of ginger shipped has passed tivee€& Photosanitary inspection. Upon arrival atbe of Long Beach, California, the
ginger we import undergoes a food safety inspediipthe USDA'’s Agricultural Quality Inspection UnitVe 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 knoaasNew Age beverages. The soft drink industry gilyecharacterizes New Age
Beverages as being made more naturally, with upgmtkaging, and often creating and utilizing nee anique flavors and flavor
combinations.

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

We sell the majority of our products in naturaldogiores, mainstream supermarket chains and foddsdocations, primarily in the
United States and, to a lesser degree, in Canatig@ope.

Natural Food Stores

Our primary and historical marketing source of products has been natural food and gourmet stdhese stores include Whole
Foods Market, Wild Oats and Trader Joe's. We addldrs gourmet restaurants and delidVe believe that our products have achieved a lg
position in their niche in the fast-growing natui@d industry. With the advent of large natdwad store chains and specialty merchants, the
natural foods segment continues to grow each yediréct competition with the mainstream groceag#.

Mainstream Supermarkets and Retailers

We sell our products to distributors who specializenainstream retailers, Natural Foods, and sjigdtores; and directly to
customers who have distribution centers that hathdlie own logistics
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Supermarkets, particularly supermarket chains aachiment local supermarkets, often impose slottees before permitting new
product placements in their store or chain. Thess tan be structured to be paid one-time onlyg orstallments. We pursue broad-based
slotting in supermarket chains throughout the Whi¢ates and, to a lesser degree, in Canada. Howaw direct sales team in Southern
California and our national sales management tesare been able to place our products without hatdrgay significant slotting fees. Slotting
fees for new placements normally cost between 803400 per store per new item placed.

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

Foodservice Placement

We also market our beverage products to industafdterias, bars and restaurants. We intend t@ mlacbeverage products in
stadiums, sports arenas, concert halls, theamesother cultural centers as a long-term markegiag.

International Sales

We have developed a limited market for our prodirctS8anada, Europe and Asia. Sales outside of Namtkrica currently represent
less than 1% of our total sales. Sales in Cangat@sent about 1.3% of our total sales. We are stiyranalyzing our international sales and
marketing plan. Our analysis will explore optiohattmay include outsourcing the international sefésrt to third or related parties.

We have a export company that orders our produttsegular basis for distribution in Japan. Wehaneling preliminary discussions
with other trading companies and import/ export pamnies for the distribution of our products throaghAsia, Europe and South America. '
believe that these areas are a natural fit for Regidger products, because of the importance rdeyi in International, but especially the Asian
diet and nutrition. Recently, we launched into Swith African marketplace and Israel. Both of thmsekets are showing early signs of
success.

Distribution, Sales and Marketing

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

One of the main goals of our sales and marketifagtsfis to increase sales and grow our brands.s@les force consists of eight sales
personnel (down from 33 at its peak in 2007) anetise outside independent food brokerage companibs. reduction of our sales force from
2007 was instigated by the refocusing of our safests from 2007’s global effort to market to aicounts up and down the street in 20
markets nationally to 2008’s refocus of expandimg dales to our existing approximately 7,000 supéeket customers. In addition, we are
working to increase the number of stores that cauryproducts. To support our sales effort to ousteng supermarket customers we are
actively enlisting regional mainstream beveragérihistors to carry our products. We are not abantpour up and down the street sales
marketing approach. But in most markets, we al&yiteg 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 agredsearly or without cause. The
agreements call for our customer to have the tighistribute our products to a defined type o&itet within a defined geographic region. As
is customary in the beverage industry, if we shaetchinate the agreement or not automatically reth@sagreement, we would be obligated to
make certain payments to our customers. We hay#dams to terminate or not renew any agreement avithof our customers.

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

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

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

We market to distributors using a number of marigestrategies, including direct solicitation, tebketing, trade advertising and
trade show exhibition. These distributors includéunal food, gourmet food, and mainstream distdlsit Our distributors sell our products
directly to natural food, gourmet food and mainstnesupermarkets for sale to the public. We mairdaict contact with the distributors
through our in-house sales managers. In limitecketay where use of our direct sales managers isasbeffective, we utilize food brokers a
outside representatives.

Marketing to Retail Stores

The primary focus of our sales efforts is superratisiales. We have a small highly trained sale=eftvat is directly contacting
supermarket chains and setting up promotional dalesn In addition, we market to retail stores tilzing trade shows, trade advertising,
telemarketing, direct mail pieces and direct cantéth the store. Our sales managers and reprdsergaisit these retail stores to sell directly
in many regions. Sales to retail stores are coatdththrough our distribution network and our regiovarehouses.

Competition

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

Important factors affecting our ability to compsteccessfully include taste and flavor of productgje and consumer promotions,
rapid and effective development of new, uniqueicgtedge products, attractive and different paakggbranded product advertising and
pricing. We also compete for distributors who wiincentrate on marketing our products over thoseioEompetitors, provide stable and
reliable distribution and secure adequate shelfesparetail outlets. Competitive pressures inNleev Age beverage categories could cause our
products to be unable to gain or to lose marketesbawe could experience price erosion.

We believe that our innovative beverage recipespauttaging and use of premium ingredients andde tsacret brewing process
provide us with a competitive advantage and thatcommitments to the highest quality standardskamadd innovation are keys to our succ

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

Our Virgil's and China Cola lines compete with axther of other natural soda companies, includingvdits, IBC, Henry Weinhard,
Blue Sky, A&W and Natural Brews.

We also generally compete with other traditiondt ddnk manufacturers and distributors, such akeC&epsi and Cadbury
Schweppes.

Reed’s Crystallized Ginger Candy competes primavity other candies and snacks in general andaitiqular, with other ginger
candies. The main competitors in ginger candiesRasel Pacific, Australia’s Buderim Ginger Compaawggd Frontier Herbs. We believe that
Reed'’s Crystallized Ginger Candy is the only on@magthese brands that is sulfur-free.

Reed’s Ginger Ice Creams compete primarily witreoftremium and super-premium ice cream brands péuocipal competitors in
the ice cream business are Haagen-Dazs, Ben &de@gdiva, Starbucks, Dreysrand a number of smaller natural food ice creampamies

Proprietary Rights

We own trademarks that we consider material toboiginess. Three of our material trademarks arestergid trademarks in the U.S.
Patent and Trademark Office: Virgil's ®, Reed’s g@mial Ginger Brew All-Natural Jamaican Style Gingde ® and Tianfu China Natural
Soda ®.Registrations for trademarks in the United Stati#idast indefinitely as long as we continue to @sel police the trademarks and re
filings with the applicable governmental officeseWave not been challenged in our right to usecdimyr material trademarks in the United
States. We intend to obtain international regigiraof certain trademarks in foreign jurisdictions.
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In addition, we consider our finished product andeentrate formulae, which are not the subjechgfatents, to be trade
secrets. Our brewing process is a trade sectdts pfocess can be used to brew flavors of beveratier than ginger ale and ginger beer, such
as root beer, cream soda, cola, and other spic&@hteverages. We have not sought any patentsuo brewing processes because we would
be required to disclose our brewing process inmapplications.

We generally use non-disclosure agreements witHaraes and distributors to protect our proprietagits.
Government Regulation

The production, distribution and sale in the UniBtdtes of many of our Company’s products are stibjethe Federal Food, Drug,
and Cosmetic Act, the Federal Trade Commission thetLanham Act, state consumer protection lawderi, state and local workplace he
and safety laws, various federal, state and lavakenmental protection laws and various other fatjestate and local statutes and regulations
applicable to the production, transportation, ssédety, advertising, labeling and ingredientsumfrsproducts. Outside the United States, the
distribution and sale of our many products andteel@perations are also subject to numerous simildrother statutes and regulations.

A California law requires that a specific warningpaar on any product that contains a componeedlisy the State as having been
found to cause cancer or birth defects. The lavogap all food and beverage producers to the pbsilfi having to provide warnings on their
products. This is because the law recognizes nergy applicable quantitative thresholds belowatha warning is not required.
Consequently, even trace amounts of listed comgsream expose affected products to the prospeetaoiing 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 prodfareshle in California are currently required temay warnings under this law. We are
unable to predict whether a component found in @y product might be added to the Californiaitighe future, although the state has
initiated a regulatory process in which caffeind v evaluated for listing. Furthermore, we argoalinable to predict when or whether the
increasing sensitivity of detection methodologyt timay become applicable under this law and releggdlations as they currently exist, or as
they may be amended, might result in the detedfan infinitesimal quantity of a listed substatta 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 bottlas affer and use refillable containers, which dse aecyclable. Legal requirements apply in
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 containehg precise requirements imposed by these measamngs®ther types of beverage container-
related deposit, recycling, ecotax and/or prodtest/ardship statutes and regulations also applaiious jurisdictions in the United States and
overseas. We anticipate that additional, similgaleequirements may be proposed or enacted ifuthee at local, state and federal levels, |
in the United States and elsewhere.

All of our facilities and other operations in thaitdéd 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 requirements.
Compliance with these provisions has not had, aadevnot expect such compliance to have, any nahtativerse effect on our capital
expenditures, net income or competitive position.

Environmental Matters

Our primary cost environmental compliance activétyn recycling fees and redemption values. Weraggired to collect redemption
values from our customers and remit those redemptdues to the state, based upon the number Bédaif certain products sold in that state.

Employees
We have 43 full-time employees, as follows: thregeéneral management, eight in sales and markstipgort, six in admin and

operations and 26 in production. We employ add#igeople on a part-time basis as needed. Wehawer participated in a collective
bargaining agreement. We believe that the relahipnaith our employees is good.
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ltem 2. Property

We lease a facility of approximately 30,000 squeagt, which serves as our principal executive effjoour West Coast Brewery and
bottling plant and our Southern California warehofacility. The lease commenced in June 2009 iafat a term of fifteen years.

Iltem 3. Legal Proceedings

From time to time, we are a party to claims an@dlg@goceedings arising in the ordinary course difiess. Our management evaluates
our exposure to these claims and proceedings thaiy and in the aggregate and provides for p@kluisses on such litigation if the amount
of the loss is estimable and the loss is probable.

From August 3, 2005 through April 7, 2006, we iss383,156 shares of our common stock in connegtitmour initial public
offering. These securities represented all of tre¥es issued in connection with the initial pulolifering prior to October 11, 2006. These
shares issued in connection with the initial pubfilering may have been issued in violation of eitRederal or State securities laws, or both,
and may be subject to rescission.

On August 12, 2006, we made a rescission offell toodders of the outstanding shares that we bel@ne subject to rescission,
pursuant to which we offered to repurchase theaseshthen outstanding from the holders. At therakipin of the rescission offer on Septen
18, 2006, the rescission offer was accepted byf 32eoofferees to the extent of 28,420 sharesticaggregate of $119,000, including statutory
interest. The shares that were tendered for résnisgere agreed to be purchased by others andomtdur funds.

Federal securities laws do not provide that a ssgmn offer will terminate a purchaser’s right éscind a sale of stock that was not
registered as required or was not otherwise exémpt such registration requirements. With respec¢he offerees who rejected the rescission
offer, we may continue to be liable under federal atate securities laws for up to an amount efguéle value of all shares of common stock
issued in connection with the initial public offegi plus any statutory interest we may be requiogohy. If it is determined that we offered
securities without properly registering them unigeleral or state law, or securing an exemption fregistration, regulators could impose
monetary fines or other sanctions as provided utigese laws. However, we believe the rescissicer gifovides us with additional meritorious
defenses against any future claims relating toetlsésires.

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

Item 4. Submission of Matters to a Vote of SecugtHolders

The 2008 Annual Meeting of Stockholders of the Campwas held on November 20, 2009. At the meetimgfollowing individuals
were elected as directors of the Company and reddéhe number of votes set opposite their respeci@mes:

Votes
Withheld,

Votes Abstentions

Broker Non-
Director Votes For Against Votes
Christopher J. Ree 6,542,10 - 1,129,141
Judy Holloway Ree 6,504,15! - 1,167,08!
Mark Harris 6,500,561 - 1,170,67:
Dr. D.S.J. Muffoletto, N.D 6,500,12! - 1,171,12.
Michael Fischmal 6,500,561 - 1,170,67:

In addition, at the meeting, our stockholders iadithe appointment by the board of directors ofWwerg & Company, P.A. as the Company’
independent registered public accounting firm foe 2009 fiscal year; with 6,535,395 votes for, 68,9/0otes against, and 1,071,
Abstention/non-broker votes.

14




PART Il
Iltem 5. Market for Common Equity and Related Stockolder Matters

Our common stock is listed for trading on the NASDREapital Market trading under the symbol “REED™e following is a
summary of the high and low bid prices of our comrstock on the NASDAQ Capital Market for the pesgquesented:

Sales Price
High Low
Year Ending December 31, 200:
First Quarte! $ 6.2¢ $ 1.5C
Second Quarte 3.9¢ 1.8¢
Third Quartel 3.3C 1.4t
Fourth Quarte 2.31 1.0C
Sales Price
High Low
Year Ending December 31, 200!
First Quarte! $ 141 $ 0.7t
Second Quarte 2.4z 1.0¢€
Third Quartel 2.5C 1.8C
Fourth Quarte 2.1C 1.2

As of December 31, 2009, there were approximat28/ ockholders of record of the common stock {imdtding the number of
persons or entities holding stock in nominee @aretthame through various brokerage firms) and aqpatiely 9,606,127 outstanding shares of
common stock.

Unregistered Sales of Equity Securities

During the fiscal year ended December 31, 2009%alé the following equity securities that were giséered under the Securities
Act:

During 2009, the Company sold 50,000 shares of comstock for $3.00 per share or $150,000. The shaege issued pursuant to
exemption from registration under Section 4(2)haf Securities Act.

During 2009, the Company issued 197,647 sharesrofrion stock in exchange for consulting and legalises. The value of the
stock was based on the closing price of the stocthe issuance or agreed upon date. The tota¢dlahares issued for services was
$260,000. The shares were issued pursuant to @xenim registration under Section 4(2) of the@#ies Act.

During 2009, we granted options to purchase 120sb@@es of common stock under our employee stotikroplan at exercise prices
of $0.75 to $1.30 pursuant to exemption from regigin under Section 4(2) of the Securities Act.

On December 22, 2009, we granted 38,750 shareznofion stock to our employees as bonuses. Thenglpsice of our common
stock on that date was $1.32 per share. The shemesissued 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 anticipateadegl or paying any dividends in the foreseeablertu 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 non-cumulative 5% divitiizom lawfully available assets to the holder®of Series A and Series B
preferred stock in either cash or additional shafesmmon stock at our discretion. In 2009 and& 0@ paid the dividend in an aggregate of
12,950 and 10,910 shares of common stock in eadhysar, respectively, and anticipate that we béllobligated to issue at least this many
shares annually to the holders of the Series Aepredl stock so long as such shares are issuedutstdrding. Series B shareholders have not
yet received annual dividends on the shares, gswbee issued in December 20!
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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 200dkSdption Plan, and we are
authorized to issue options to purchase up to 108@0shares of common stock under our 2007 Stocio®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 aagthn was approved by our stockholders on Noverh®e2007.

The plans permit the grant of options to our emeésy directors and consultants. The options magtitote either “incentive stock
options” within the meaning of Section 422 of théernal Revenue Code or “non-qualified stock ogibrirhe primary difference between
“incentive stock options” and “non-qualified stoogtions” 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, whilekteeceived by exercising a “non-qualified
stock option” is taxed according to the ordinargame tax rate schedule.

The plans are currently administered by the boarirectors. The plan administrator has full amdf authority to select the
individuals to receive options and to grant suctioms as well as a wide degree of flexibility int@kenining the terms and conditions of optic
including vesting provisions.

The exercise price of an option granted under the gannot be less than 100% of the fair markeatevakr share of common stock on
the date of the grant of the option. The exerpisee of an incentive stock option granted to asperowning 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 ptaorafter the tenth anniversary of the adoptiothefplan. Incentive stock options grante
a person owning more than 10% of the combined gaimwer of the common stock cannot be exercisalenbre than five years.

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

If an optionee ceases to be an employee, diremta@gnsultant with us, other than by reason oftdedisability, or retirement, all
vested options must be exercised within three neofafowing such event. However, if an optioneersployment or consulting relationship
with us terminates for cause, or if a director ofsois removed for cause, all unexercised optiafigerminate immediately. If an optionee
ceases to be an employee or director of, or a ttamswo us, by reason of death, disability, oirezhent, all vested options may be exercised
within one year following such event or such shopieriod as is otherwise provided in the relatecta@gent.

When a stock award expires or is terminated béefaseexercised, the shares set aside for thatchawae returned to the pool of shares
available for future awards.

No option can be granted under the plan after éamsyfollowing the earlier of the date the plan wdspted by the board of directors
or the date the plan was approved by our stockhelde

2009 Consultant Stock Plan

We are authorized to issue up to 100,000 sharesrofmon stock toemployees, officers, directors, consultants, indepat
contractors, advisors, or other service providefReed’s under our 2009 Consultant Stock Plan. 209 Consultant Stock Plan was adopted
by our board of directors on February 13, 2009iaratiministered by a committee of the board ofaies. The plan committee may from ti
to time, and subject to the provisions of the @ad such other terms and conditions as the plammitbtee may prescribe, grant to any eligible
person one or more shares of common stock of Réd&#kvard Shares"). The grant of Award Shares angof the right to receive Award
Shares shall be evidenced by either a written donglagreement or a separate written agreemerirogng such grant, executed by Reed’s
and the recipient, stating the number of Award 8sgranted and stating all terms and conditiorsioh grant. During 2009, 60,416 shares of
common stock were issued under the Plan.
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The plan committee, in its sole discretion, mayhgrawvard Shares in any of the following instances:

® as a "bonus" or "reward" for serviggsviously rendered and compensated, in which tteseecipient of the Award
Shares shall not be required to pay any considerédr such Award Shares, and the value of suchrdghares shall be the fair market value

of such Award Shares on the date of grant; or

(i) as "compensation” for the previowsfprmance or future performance of services @imttent of goals, in which
case the recipient of the Award Shares shall noeqeired to pay any consideration for such Awandr8s (other than the performance of his

services).

Equity Compensation Plan Information

The following table provides information, as of ewber 31, 2009, with respect to options outstandimgj available under the 2(

Plan and 2007 Plan and certain other outstanditigrep

Number of
Securities
Number of Remaining
Securities to be Weighted- Available for
Issued Upon Average Future Issuance
Exercise of Exercise Price of Under Equity
Outstanding Outstanding Compensation
Options, Options, Plans (excluding
Warrants and Warrants securities
Rights and Rights reflected in
Plan Category (a) (b) Column(a))(c)
Equity compensation plans approved by securitydrgl 600,00( $ 1.7 1,310,00(
Not
Equity compensation plans not approved by sechotglers 2,091,69 $ 4.7 applicabl
TOTAL 2,691,69( $ 3.9 1,310,00(

Iltem 6. Selected Financial Data

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

Iltem 7. Management’s Discussion and Analysis or &h of Operation

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 discusaiwhanalysis may contain forwelooking
statements based on assumptions about our futigi@dms. Our actual results could differ materidtym those anticipated in these forward-
looking statements as a result of certain factorsluding but not limited to those set forth untiisk Factors” and elsewhere in this Annual

Report.

Overview

We develop, manufacture, market, and sell natwatalcoholic and “New Age” beverages, candies aeccreams. “New Age
Beverages” is a category that includes natural Siodia juices and fruit drinks, ready-to-drink tgaports drinks, and water. We currently

manufacture, market and sell eight unique prodoest

« Ree(s Ginger Brews

« Virgil's Root Beer, Cream Sodas and Real Colauditig diet sodas

« China Colas
« Reed’s Ginger Chews,
« Ree(s Ginger Ice Creams

« Sonoma Sparkle Sparkling Juices,

« R(x)ee(s Natural Ginger Nausea Relief, a

« Energy Elixir
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In addition, we have a growing private label busgthat currently services two national chains.salemost of our products in
specialty gourmet and natural food stores, supdaehahains, retail stores and restaurants in theedibtates and, to a lesser degree, in Ca
We primarily sell our products through a networknatural, gourmet and independent distributors.&fge maintain an organization of ouse
sales managers who work mainly in the stores seaiMiy our natural, gourmet and mainstream distitsuand with our distributors. We also
work with regional, independent sales represergativho maintain store and distributor relationsimips specified territory.

Trends, Risks, Challenges, Opportunities That May bAre Currently Affecting Our Business
Our main challenges, trends, risks, and opporemitiat could affect or are affecting our financggults include but are not limited

Low Carbohydrate Diets and Obesitiost 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 haveldped low-carbohydrate versions of
some of our beverages namely the Virgil's line.

Distribution Consolidationr There has been a recent trend towards continoiesbtidation of the beverage distribution industry
through mergers and acquisitions. This consolidatisults in a smaller number of distributors taketour products and potentially leaves us
subject to the potential of our products eithengeairopped by these distributors or being markkgss aggressively by these distributors. As a
result, we initiated our own direct distributionrt@instream supermarkets and natural and gourradsfstores in Southern California and to
large national retailers. However, we are in thecpss of discontinuing our direct distribution aedirecting our customers to local distribut
Consolidation among natural foods industry distidios has not had an adverse affect on our sales.

Consumers Demanding More Natural Foedghe rapid growth of the natural foods industrg baen fueled by the growing consumer
awareness of the potential health problems duleet@dnsumption of chemicals in the diet. Consurasggeading ingredient labels and
choosing products based on them. We design produtttshese consumer concerns in mind. We feelttieisd toward more natural product:
one of the main trends behind our growth. Recetttig,trend in drinks has not only shifted to produising natural ingredients, but also to
products with added ingredients possessing a petgiositive function like vitamins, herbs and ethetrients. Our ginger-based products are
designed with this consumer demand in mind.

Supermarket and Natural Food Stordglore and more supermarkets, in order to compétetive growing natural food industry, have
started including natural food sections. As a ttesiuthis trend, our products are now availablen@instream supermarkets throughout the
United States in natural food sections. Supermarka require that we spend more advertising manedythey sometimes require slotting fe
We continue to work to keep these fees reason8hiéting fees in the natural food section of thpesmarket are generally not as expensive as
in other areas of the store.

Beverage Packaging ChangeBeverage packaging has continued to innovatéicparly for premium products. There is an incesas
in the sophistication with respect to beverage pgirlg design. While we feel that our current cainlds still compete on the level of
packaging, we continue to experiment with new amdehpackaging designs such as the 5-liter partyaaed 750 ml. champagne style bottles.
We have further plans for other innovative packggiasigns.

Packaging or Raw Material Price Increase8n increase in packaging or raw materials hasedwur margins to suffer and has
negatively impacted our cash flow and profitabilye continue to search for packaging and prododaiternatives to reduce our cost of go
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Cash Flow Requirement®Our growth will depend on the availability of atilohal capital infusions. We have a financial bist of
losses and are dependent on non-banking sourcapivél, which tend to be more expensive and chhaigjeer interest rates. Any increase in
costs of goods will further increase losses andfwither 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 assongpthat affect the reported amounts in our faliarstatements including various
allowances and reserves for accounts receivablénaedtories, the estimated lives of long-livedetssnd trademarks and trademark licenses,
as well as claims and contingencies arising olitightion or other transactions that occur in tttgmal course of business. The following
summarize our most significant accounting and répgpolicies and practices:

Revenue RecognitionRevenue is recognized on the sale of a prodbhenhwhe product is shipped, which is when the ofdbss
transfers to our customers, and collection of #ueivable is reasonably assured. A product ishipped without an order from the customer
and credit acceptance procedures performed. Towarice for returns is regularly reviewed and atgid$y management based on historical
trends of returned items. Amounts paid by custorf@rshipping and handling costs are included iesa

Trademark License and Trademark$Ve own trademarks that we consider materialioboisiness. Three of our material trademarks
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 Registrations for trademarks in the United Stati#ldast indefinitely as long as we continue to &
police the trademarks and renew filings with thplEable governmental offices. We have not beerdl@hged in our right to use any of our
material trademarks in the United States. We intermbtain international registration of certaiademarks in foreign jurisdictions.

We account for these items in accordance with Fiigd#ccounting Standards Guidance and thus weal@mortize indefinite-lived
trademark licenses and trademarks.

We evaluate our non-amortizing trademark licenskteademarks quarterly for impairment. We measumgairment by the amount
that the carrying value exceeds the estimated/&ire of the trademark license and trademarks fain@alue is calculated by reviewing net
sales of the various beverages and applying ingustiitiples. Based on our quarterly impairment gsialthe estimated fair values of
trademark license and trademarks exceeded thermgnglue and no impairments were identified durting years ended December 31, 2009 or
December 31, 2008.

Long-Lived AssetsOur management regularly reviews property, egeipnand other long-lived assets, including idegie
amortizing intangibles, for possible impairmentisTteview occurs quarterly or more frequently i€ats or changes in circumstances indicate
the carrying amount of the asset may not be reader If there is indication of impairment of profyeand equipment or amortizable intang
assets, then management prepares an estimatenef éatsh flows (undiscounted and without interbarges) expected to result from the use of
the asset and its eventual disposition. If thesé daws are less than the carrying amount of #sef an impairment loss is recognized to write
down the asset to its estimated fair value. Theviaue is estimated at the present value of thedéucash flows discounted at a rate
commensurate with management’s estimates of thedsssrisks. Quarterly, or earlier, if there isigadion of impairment of identified
intangible assets not subject to amortization, rgament compares the estimated fair value with éingyimg amount of the asset. An
impairment loss is recognized to write down thamgfible asset to its fair value if it is less tliha carrying amount. Preparation of estimated
expected future cash flows is inherently subjectind is based on management’s best estimate ahptisns concerning expected future
conditions. No impairments were identified durihg tyears ended December 31, 2009 or December 8&, 20

Management believes that the accounting estiméeetketo 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 frarigd to period because it requires
management to estimate fair value, which is baseassumptions about cash flows and discount rates(2) the impact that recognizing an
impairment would have on the assets reported oalance sheet, as well as net income, could berraktManagement’s assumptions about
cash flows and discount rates require significadgjnent because actual revenues and expensedinzuated in the past and we expect they
will continue to do so.
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In estimating future revenues, we use internal btglgnternal budgets are developed based on remesmiue data for existing product
lines and planned timing of future introductionsefv products and their impact on our future céshs.

Accounts Receivablé/Ne evaluate the collectability of our trade agusueceivable based on a number of factors. tunistances
where we become aware of a specific customer’slityato meet its financial obligations to us, aesjfic reserve for bad debts is estimated and
recorded which reduces the recognized receivaltleetestimated amount our management believesiltiithately be collected. In addition to
specific customer identification of potential bagbts, bad debt charges are recorded based onstori¢al losses and an overall assessment of
past due trade accounts receivable outstanding.

Inventories. Inventories are stated at the lower of costui@lpase and/or manufacture the inventory or theeatiestimated market
value of the inventory. We regularly review ourémgory quantities on hand and record a provisiorefkzess and obsolete inventory based
primarily on our estimated forecast of product dechand/or our ability to sell the product(s) comest and production requirements. Demand
for our products can fluctuate significantly. Fastthat could affect demand for our products ineludanticipated changes in consumer
preferences, general market conditions or othaéofacwhich may result in cancellations of advaorers or a reduction in the rate of reorders
placed by customers. Additionally, our managemesdtemates of future product demand may be inateundhich could result in an
understated or overstated provision required foesg and obsolete inventory.

Stock-Based Compensatidie periodically issue stock options and warran@snployees and non-employees in non-capital
raising transactions for services and for finananogts. We account for stock option and warramtgressued and vesting to employees
based on the authoritative guidance provided byrthancial Accounting Standards Board. We accoonstock option and warrant grants
issued and vesting to non-employees in accordaitbetive authoritative guidance provided by the Ririal Accounting Standards Board
whereas the value of the stock compensation isdh@sen the measurement date as determined at either
a) the date at which a performance commitmentaistred, or b) at the date at which the necessafgrpence to earn the equity
instruments is complete.

We estimate volatility and forfeitures based upmstdnical data. As permitted by the authoritativedance issued by the Financial
Accounting Standards Board, we use the “simplifiedthod to determine the expected life of an opgiant due to the Company’s lack of
sufficient historical exercise data to provide as@nable basis, which is a result of the relatigé turnover rates experienced in the past for
positions granted options. All of these variablagéan effect on the estimated fair value of oarstbased awards.

Results of Operations
Year ended December 31, 2009 Compared to Year ebdegmber 31, 2008

Sales of $15,178,000 for the year ended Decemhe2(8D represented a decrease of 1% or $99,0@0@nasared to the 2008 sales of
$15,277,000. The decrease in revenues is primduidyto a promotional program in 2008, covering®liter “party kegs” of root beer, which
did not recur in 2009; resulting in approximate80$,000 lower sales of that product. The decreasemitigated by an increase in the
volume and revenues from our primary 12-ounce peteddelivered in 2009, which was approximately Zg¢har than the same 2008

period. A new brand contributed $470,000 in rexenduring 2009 that were not in 2008 revenues.

Cost of Goods Sold

Cost of goods sold consists primarily of the castsur ingredients, packaging, production and fneigCost of goods sold decreased by 3% to
$11,566,000 during the year ended December 31, 2669$11,891,000 in 2008. The 3% decrease in@ogbods sold is consistent with the
1% decrease in sales during the same periods.

Gross Profit

Our gross profit increased to $3,612,000 in the yeaed December 31, 2009, from $3,386,000 in 280&)crease of $226,000 or 7%. The
gross profit as a percentage of sales improved%, 2s compared to 22% in 2008, mostly due to |dveéght and warehouse costs.

Selling and marketing expenses

Selling and marketing expenses consist primarilgicfct charges for staff compensation costs, dugg, sales promotion, marketing and
trade shows. Selling and marketing costs decrems®2,412,000 in the year ended December 31, 2@09 $3,817,000 in 2008, a net
decrease of $1,405,000 or 37%. The decreasenimply due to decreases in compensation and tcstb of $1,217,000, decreases in
advertising promotion and trade shows of $416,80d, decreases in facilities-related costs of $17 ,pAlrtially offset by an increase in stock
option expense of $245,000.
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Our strategic direction in sales is to focus onaduct placements in our estimated 10,500 supieateanationwide. This strategy replaces
our strategy in 2008 that focused on both the snpekets and a direct store delivery (DSD) effdks a result, our sales organization has been
reduced by 16 compared to the level we had in 2088have found that our most effective sales effare to grocery stores. We feel that the
trend in grocery stores to offer their customensirgd products can be served with our productsr Sales personnel are leveraging our success
at natural food grocery stores to establish neatigiships with mainstream grocery stores.

General and Administrative Expenses

General and administrative expense consists priynafrthe cost of executive, administrative, anthfice personnel, as well as professional
fees. General and administrative expenses decréa$632,000 during the year ended December(19 #om $3,140,000 in the same
period of 2008, a net decrease of $508,000 or T6té.decrease in 2009 is primarily due to a decrempmfessional fees expense of

$331,000 and a decrease in compensation cost96{®; partially offset by an increase in faaltirelated costs of $85,000, and an increase
in stock option expense of $34,000. In the 2008peme had a one-time non cash expense of appedglyn$300,000 for professional
consulting services, for which we issued stock.

We believe that our existing executive and admiafste staffing levels are sufficient to allow fmoderate growth without the need to add
personnel and related costs for the foreseeahlesfut

Impairment Loss

In connection with the sale of our buildings anevbery equipment in June 2009, and the concurrasekdack of the same property and
equipment, we recognized an impairment loss oragisets of $641,000. The loss recognized from inm@ait is a result of the lower net
carrying values of the assets at the time of satelation to the market value of the property.

Loss from Operations

Our loss from operations decreased to $2,073,08keiyear ended December 31, 2009 from $3,571/0€tki same period of 2008. The
reduced loss in 2009 is substantially a resulheflbwer operating costs in 2009.

Interest Expense

Interest expense increased to $486,000 in thegreed December 31, 2009, compared to interest egpe$244,000 in 2008. The increase
is due to the increase in long-term debt, as dtrebour sale-leaseback; and increased borrowideua line of credit agreement, secured
primarily by our inventory and accounts receivable.

Liquidity and Capital Resource

As of December 31, 2009, we had shareholders eqfi#,377,000 and we had working capital of $2,080@, compared to shareholders
equity of $3,961,000 and working capital of $63®,@® December 31, 2008. Cash and cash equivalemes$t,306,000 as of December 31,
2009, as compared to $229,000 at December 31, ZB@8increase in our working capital was primaslyributable to the proceeds from the
financing transaction relating to our buildings atplipment, net of the repayment of long-term daibdl to the sales of our equity securities in
the aggregate amount of $1,542,000, net of cdstaddition to our cash position on December 3DR0ve had availability under our line of
credit of approximately $221,000.

Our increase in cash and cash equivalents to $D80&t December 31, 2009 compared to $229,00@egmber 31, 2008 was the result of
$1,317,000 used in operating activities; $356,088dun investing activities; and $2,750,000 progibg financing activities.

We believe that the Company currently has the rsazgavorking capital to support existing operatitm®ugh 2010. Our primary capital
source will be cash flow from operations, as wehgarofitability in 2010. During October 2009, waised net proceeds of approximately
$563,000 from an offering of our shares. In Novem2009, we entered into an agreement to replacesgalving line of credit, which more
fully values our assets for collateral and enabbtedased borrowing for working capital purposeasDécember 2009, we sold our Series B
Preferred Stock for $829,000, net of offering codée believe that the Company can become leamenifales goals do not materialize, and
that our costs can be managed to produce profitai#eations. Historically, we have financed ouempions primarily through private sales of
common stock, preferred stock, convertible deliheaof credit from a financial institution, andstegenerated from operations.
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Net cash used in operations during 2009 was $10807%ompared with $2,468,000 used in operationgsdine same period in 2008. Ci
used in operations during 2009 was primarily duthéonet loss in the period and to a decreasediousats payable.

Net cash used in investing activities of $356,000rdy 2009 compared with $191,000 during 2008 isarily the result of equipme!
purchases.

Net cash provided by financing activities of $2,J08 during 2009 was primarily due to proceeds ftbensale of our buildings at
equipment of $3,056,000 and the sale of commorpaeierred stock of $1,604,000, offset by principayments on long-term debt of
$1,763,000. During the same period in 2008, wevedrnet proceeds from the refinancing of our lamdi lauildings of $1,770,000 and net
borrowings on our revolving line of credit of $1438600; offset by principal payments on debt of $800. Our line of credit lender is a
privately held, Senior Secured Commercial Lender.

On June 15, 2009, we closed escrow on the salerdfv@ buildings and its brewery equipment and corently entered into a long-term lease
agreement for the same property and equipmenbrinection with the lease we have the option tonggase the buildings and brewery
equipment from 12 months after the commencemeettdahe end of the lease term at the greatereoffdin market value or an agreed upon
amount. Since the lease contains a buyback provasio other related terms, we determined that wlechatinuing involvement that did not
warrant the recognition of a sale; therefore, thadaction has been accounted for as a long-teanding. The proceeds from the sale, net of
transaction costs, have been recorded as a firmobiigation in the amount of $3,056,000. Monthyments under the financing agreement
are recorded as interest expense and a reducttbe fimancing obligation at an implicit rate 08%. The financing obligation is personally
guaranteed by the principal shareholder and chiefwive officer.

On October 8, 2009, we sold an aggregate of 364)h89 (“Units”) consisting of one share of our aown stock (“Share”) and warrants to
purchase shares of our common stock (“Warrants!'yaice of $1.80 per Unit pursuant to a public Btegistration on Form S-3. The Warrants
consist of (i) Series A Warrants, for the purchaka number of shares of common stock equal to dD&opurchaser’s Shares, which have an
initial exercise price of $2.25 per share and asr@sable for a period of five years commencing @8ys from the date of issuance, (ii) Series
B Warrants, for the purchase of a number of sharesmmon stock equal to 50% of a purchaser’s Shavkich have an exercise price equal
to $1.80 and are exercisable for 60 trading daysngencing immediately, and (iii) Series C Warrafus the purchase of a number of shares of
common stock equal to 20% of a purchaser’s Shaiteish have an exercise price of $2.25 and are esable for five years commencing 183
days from the date of issuance. The Series B Wirend Series C Warrants were only issued to psass who purchased Units for an
aggregate purchase price of at least $125,0002 Ciimpany paid an 8% placement agent fee. Theroe¢@ds to the Company from the shelf
take-down, after deducting placement agent feesatithated offering expenses, were approximateB3¥®0. At the closing, the Company
issued 364,189 shares of common stock, Series AaMarto purchase 145,676 shares of common steciesB Warrants to purchase 69,445
shares of common stock, and Series C Warrantsrtthase 27,778 shares of common stock.

In November 2009, we entered a revolver line commaitt with GemCap Lending I, LLC to replace our @rigline of credit. The senior
revolver facility is for $3,000,000, based on 80P&ligible accounts receivable and 50% of eligibleentory, with a maximum inventory
advance of $1,500,000. The line of credit beaesr@st of 18% per annum.

During December 2009, we sold 120,820 shares aé$SBrPreferred stock, for net proceeds of $829,808r offering costs.

Our operating losses have negatively impactediquidity and we are continuing to work on decregsiperating losses, while focusing on
increasing net sales. We believe that our currasih osition and lines of credit will be sufficieatenable us to meet our cash needs
throughout 2010. We believe that if the need angegan raise money through the equity markets.

We may not generate sufficient revenues from prosgaies in the future to achieve profitable operai If we are not able to achieve
profitable operations at some point in the futuve,eventually may have insufficient working capttaimaintain our operations as we presently
intend to conduct them or to fund our expansionmadketing and product development plans. In agltjtbur losses may increase in the
future as we expand our manufacturing capabildies fund our marketing plans and product developnidrese losses, among other things,
have had and will continue to have an adverse tefieour working capital, total assets and stoold’ equity. If we are unable to achieve
profitability, the market value of our common staell decline and there would be a material advef§ect on our financial condition.

If we continue to suffer losses from operations,warking capital may be insufficient to support @bility to expand our business operations
as rapidly as we would deem necessary at any timess we are able to obtain additional financiftgere can be no assurance that we will be
able to obtain such financing on acceptable teanat all. If adequate funds are not availablererreot available on acceptable terms, we may
not be able to pursue our business objectives andidibe required to reduce our level of operatiomduding reducing infrastructure,
promotions, personnel and other operating expei$ese events could adversely affect our busimesalts of operations and financial
condition. There can be no assurance that additiorancing will be available on terms favorahieus, or at all. If adequate funds are not
available or if they are not available on acceptdbims, our ability to fund the growth of our cgt@ns, take advantage of opportunities,
develop products or services or otherwise respormpetitive pressures, could be significantlyitiéd.
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Recent Accounting Pronouncements

In August 2009, the FASB issued ASU 2009-05, whinoiends ASC 820 to provide further guidance on nreggthe fair value of a
liability. It primarily does three things: 1) sdtsth the types of valuation techniques to be usedhlue a liability when a quoted price in
an active market for the identical liability is rentailable, 2) clarifies that when estimating tae falue of a liability, a reporting entity is
not required to include a separate input or adjastrto other inputs relating to the existence mdsriction that prevents the transfer of the
liability, and 3) clarifies that both a quoted grim an active market for the identical liabilitythe measurement date and the quoted price
for the identical liability when traded as an aseetn active market, when no adjustments to theeglprice of the asset are required, are
Level 1 fair value measurements. This standardrbeczffective for the Company beginning in the fouqtiarter of 2009. The Company’s
adoption of ASU 2009-05 did not have a materialactpn its financial position, results of operasian liquidity.

In January 2010, the FASB issued Update No. 2010¥yroving Disclosures About Fair Value Measumarts” (“ASU 2010-6"), which
requires reporting entities to make new disclosaf®sut recurring or nonrecurring fair-value measeets including significant transfers
into and out of Level 1 and Level 2 fair-value mgasnents and information on purchases, sales,risesaand settlements on a gross
basis in the reconciliation of Level 3 fair-valueasurements. ASU 2010-6 is effective for annuabntémy periods beginning after
December 15, 2009, except for Level 3 reconciliatissclosures, which are effective for annual psibeginning after December
15,2010. The Company is currently evaluating thiectfof this update on its financial position, résof operations and liquidity.

In October 2009, the FASB issued authoritative gai on revenue recognition that will become effedor the Company beginning July 1,
2010, with earlier adoption permitted. Under thevgiidance on arrangements that include softwammenhts, tangible products that have
software components that are essential to theifuradtty of the tangible product will no longer b&thin the scope of the software revenue
recognition guidance, and softwagaabled products will now be subject to other rafgwrevenue recognition guidance. We believe adof
this new guidance will not have a material impactoar financial statements.

Other recent accounting pronouncements issuedeblf AAEB (including its Emerging Issues Task Fortteg, AICPA, and the SEC did not
or are not believed by management to have a mhit@pact on the Company's present or future finalngtiatements.

Inflation

Although management expects that our operatioridwiinfluenced by general economic conditions deeot 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®sed’s, Inc. as of December 31, 2009 and 2008 and
the related statements of operations, changesotcktsblders’ equity and cash flows for the yearsnthe
ended. These financial statements are the resplitysith the Company’s management. Our respongipili

is to express an opinion on these financial statgsigased on our audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting Oversight
Board (United States). Those standards requireviieaplan and perform the audits to obtain reas@nabl
assurance about whether the financial statemeptdree of material misstatement. The Company is not
required to have, nor were we engaged to perfomgualit of its internal control over financial repog.
Our audits included consideration of internal cohtiver financial reporting as a basis for desigraudit
procedures that are appropriate in the circumstariné not for the purpose of expressing an opioiothe
effectiveness of the Company’s internal controlrofilgancial reporting. Accordingly, we express nxls
opinion. An audit includes examining, on a testifiasvidence supporting the amounts and disclosares
the financial statements. An audit also includesessing the accounting principles used and sigmific
estimates made by management, as well as evaludtngverall financial statement presentation. We
believe that our audits provide a reasonable Basisur opinion.

In our opinion, the financial statements referre@lbove present fairly in all material respects, fihancial
position of Reed’s, Inc. as of December 31, 2008 2008 and the results of its operations and ish ca
flows for the years then ended in conformity wittcaunting principles generally accepted in the &bhit
States of America.

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

Los Angeles, California
March 17, 2010
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REED'’S, INC.
BALANCE SHEETS

December 31 December 3]

2009 2008
ASSETS
Current assett
Cash $ 1,306,000 $ 229,00(
Inventory 2,884,001 2,837,001
Trade accounts receivable, net of allowance fobtfalaccounts and returns and discounts of $90,C
and $97,000, respective 866,00( 897,00(
Prepaid and other current ass 99,00( 68,00(
Total Current Asset 5,155,00! 4,031,001
Property and equipment, net of accumulated depfeciaf $727,000 and $1,150,000, respectiy 3,655,001 4,133,001
Brand name 1,029,001 800,00(
Deferred offering cost - 62,00(
Deferred financing fees, net of amortization of 00 and $40,000, respectively 131,00( 77,00(
Total assets $ 9,970,000 $ 9,103,00
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current Liabilities:
Accounts payabl $ 954,000 $ 1,592,00
Accrued expense 127,00( 96,00(
Recycling fees payab 456,00( 337,00(
Line of credit 1,415,001 1,354,001
Current portion of long term de - 16,00(
Current portion of long term financing obligati 40,00( -
Current portion capital leas 24,00( -
Current portion note payab 102,00( -
Total current liabilities 3,118,00! 3,395,00!
Long term financing obligation, less current pamtiaet of discount of $726,0( 2,274,001 -
Capital leases payable, less current pot 130,00( -
Note payable, less current porti 71,00( -
Long term debt, less current portion - 1,747,001
Total Liabilities 5,593,00! 5,142,00!
Commitments and contingencies
Stockholder equity:
Series A Convertible Preferred stock, $10 par ve#0@,000 shares authorized, 46,621 and 47,12&s
issued and outstanding, respectiv 466,00( 471,00(
Series B Convertible Preferred stock, $10 par vé806,000 shares authorized, 120,820 shares i
and outstanding at December 31, 2 1,208,001 -
Common stock, $.0001 par value, 19,500,000 shatee@zed, 9,606,127 and 8,979,341 shares is
and outstanding, respective 1,00(¢ 1,00(¢
Additional paid in capita 20,203,00 18,408,00
Accumulated defici (17,501,00) (14,919,00)
Total stockholder equity 4,377,001 3,961,00!
Total liabilities and stockholders’ equity $ 9,970,000 $ 9,103,00

The accompanying notes are an integral part oktfinancial statements
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Sales
Cost of sales

Gross profit

Operating expense

Selling and marketing expen
General and administrative expet
Impairment of assets

Total operating expenses
Loss from operation

Interest incom:
Interest expense

Net loss

Preferred stock divider

REED'’S, INC.
STATEMENTS OF OPERATIONS

For the Years Ended December 31, 2009 and 2008

Net loss attributable to common stockholders

Loss per share available to common stockhol- basic and dilute
Weighted average number of shares outstar- basic and dilute

2009 2008
$ 1517800 $ 15,277,00
11,566,00 11,891,00
3,612,001 3,386,00!
2,412,001 3,817,00
2,632,001 3,140,001
641,00 -
5,685,001 6,957,001
(2,073,00)  (3,571,00)
- 1,00(
(486,00() (244,00
(2,559,00)  (3,814,00)
(23,000 (24,000

$ (2,582,000 $ (3,838,00)

$ 0.2 $

(0.49)

9,238,00.

8,884,33

The accompanying notes are an integral part oktfinancial statements

F-3




REED'S, INC.
STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
For the Years Ended December 31, 2009 and 2008

Series A Series B Additional Total
Common Stocl Preferred Stoc Preferred Stoc Paid-In  Accumulater Stockholder:
Shares  Amount Shares Amount Shares  Amount Capital Deficit Equity

Balance, December 3

2007 8,751,72. $ 1,00C 48,12 $481,00( - $
Fair Value of Common

Stock issued

for bonus and

services 212,71( - - - -
Common stock issued

connection with the Jui

30, 2008 preferred stoc

dividend 10,91( - - - - - 24,00( (24,000 -
Common stock issued

upon conversion of

preferred stocl 4,00( - (2,000 (10,000 - - 10,00( - -
Fair value vesting of

options issued to

$17,838,000 $(11,081,00) $ 7,239,00!

392,00( - 392,00(

employees - - - - - - 144,00( - 144,00(
Net loss - - - - - - - (3,814,00) (3,814,00I
Balance, December 31,

2008 8,979,34. 1,00( 47,12 471,00( - - 18,408,000 (14,919,00) 3,961,00!

Fair Value of Common

Stock issued for servic

and finance fee 197,64 - - - - - 260,00( - 260,00(
Warrants issued in

connection with

purchase optio - - - - - - 752,00( - 752,00(
Common stock issued in

connection with the Ju

30, 2009 preferred stoc

dividend 12,95( - - - - - 23,00( (23,000 -
Common stock issue

upon conversion of

preferred stocl 2,00(C - (500) (5,000 - - 5,00(C - -
Private sale of common

stock 50,00( - - - - - 150,00( - 150,00(
Sale of common stock

shelf offering 364,18 - - - - - 563,00( - 563,00(

Sale of Series B preferre
stock, net of offering

costs - - - - 120,82( 1,208,00! (379,000 - 829,00(
Fair value vesting c

options issued to

employee: - - - - - - 421,00( - 421,00(
Net loss - - - - - - - (2,5659,00) (2,559,000
Balance, December 31,

2009 9,606,12 $ 1,000 _ 46,62. $466,00( 120,82( $1,208,001 $20,203,000 $(17,501,00) $ 4,377,00i

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, 2009 and 2008

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic
Loss on disposal of equipme
Fair value of stock options issued to employ
Fair value of common stock issued for servi
Impairment loss on asse
Decrease in allowance for doubtful accot
Changes in assets and liabiliti
Accounts receivabl
Inventory
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Recycling Fees Payable
Net cash used in operating activities
Cash flows from investing activitie
Purchase of property and equipment
Net cash used in investing activiti
Cash flows from financing activitie
Proceeds from issuance of common stock in shedfioif
Proceeds from private sale of common st
Proceeds from the issuance of preferred s
Payments for offering cos
Payments for deferred financing fe
Proceeds received from long term financing oblma
Principal repayments on long term financing obiiga
Principal repayments on capital lease obliga
Principal repayments on long term d
Payoff of former line of cred
Net borrowings on existing lines of cre
Principal repayments on not
Proceeds received from borrowings on long term debt
Net cash provided by financing activities
Net decrease in ca:
Cash at beginning of year
Cash at end of yei

Supplemental Disclosures of Cash Flow Information
Cash paid during the year fc
Interest
Taxes
Non Cash Investing and Financing Activities
Preferred Stock converted to common st
Fair value of warrants granted as valuation dist®
Common Stock issued in settlement of preferredkstdizidend
Property and equipment acquired through capitaidedbligatior
Note payable issued for brand nar
Note payable issued for inventc
Common stock issued for deferred financing 1
Deferred stock offering costs charged to paid ipiteh

The accompanying notes are an integral part oktfinancial statements
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2009 2008
$ (2,559,00) $ (3,814,00)
469,00 355,00
- 5,00(
421,00 144,00
236,00 392,00
641,00 -
(7,000 -
38,00( 264,00
(37,000 191,00
(31,000) 25,00(
(638,001() (113,00()
31,00 38,00(
119,00 45,00(
(1,317,000 _ (2,468,00)
(356,00() (191,00()
(356,001() (191,00()
563,00 -
150,00( -
891,00 -
- (77,000)
(117,00 (102,001()
3,056,001 ;
(16,000) -
(9,000) -
(1,763,00) -
(1,354,00) 1,354,001
1,415,001
(66,000) (800,001)
- 1,770,001
2,750,001 2,145,00
1,077,001 (514,001()
229,00 743,00(
$ 1,306,000 $ 229,00
$ 457,000 $  248,00(
$ - $ -
$ 5000 $ 10,00(
$ 752,000 $ -
$ 23,000 $ 24,00
$ 163,000 $ -
$ 229,000 $ -
$ 10,000 $ -
$ 24,000 $ -
$ 62,000 $ -




(1)

REED'’S, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

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

Reed’s, Inc. (the “Company”) was organized underléws 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 frororiBh to Delaware. The
Company is engaged primarily in the business ottiging, manufacturing and marketing natural namlablic beverages, as well as
candies and ice creams. The Company currently offeReed’s Ginger Brew flavors (Original, Premiuxtra, Cherry Ginger,
Raspberry Ginger and Spiced Apple Ginger), 7 VeBdgioot Beer, Cream Sodas and Real Cola bever&ysst Beer, Cream Soda,
Black Cherry Cream Soda, Real Cola, the same foarDiet version, plus the Special Edition Bavafarimeg Root Beer) , 2 China
Cola beverages (regular and cherry), 3 kinds ofgegi candies (crystallized ginger, ginger chews @aahut butter ginger chews), and
3 flavors of ginger ice cream (Original, Green Taad Chocolate). In 2009, the Company also inttedlts Reed’s Energy Elixir and
acquired the Sonoma Sparkler brand product lin800 we are introducing our R(x)eed's nauseafnetbduct.

The Company sells its products primarily in upsa@ermet and natural food stores and supermarkehgtin the United States and,
to a lesser degree, in Europe and Canada.

B) Cash and Cash Equivalent
Cash and cash equivalents include unrestrictedsitspnd short-term investments with an originaturity of three months or less.
C) Use of Estimate:

The preparation of financial statements in conftymwith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartezlints of assets and liabilities and disclosufemtingent assets and liabilities at
the date of the financial statements and the redatnounts of revenues and expenses during theirgpperiod. Actual results could
differ from those estimates.

D) Accounts Receivabl

The Company evaluates the collectability of itsl&raaccounts receivable based on a number of fadtox§rcumstances where the
Company becomes aware of a specific customer'slityato meet its financial obligations to the Comny, a specific reserve for bad
debts is estimated and recorded, which reducesetiugnized receivable to the estimated amount tmepany believes will ultimately
be collected. In addition to specific customer tiferation of potential bad debts, bad debt charges recorded based on the
Company'’s historical losses and an overall assedsoi@ast due trade accounts receivable outstgndin

The allowance for doubtful accounts and returns disdounts is established through a provision &ums and discounts charged
against sales. Receivables are charged off aghiestllowance when payments are received or predettirned. The allowance for
doubtful accounts and returns and discounts as exfeBber 31, 2009 was approximately $90,000 and rBleee 31, 2008 was

approximately $97,000.

E) Property and Equipment and Related Depreciati

Property and equipment is stated at cost. Depienids calculated using accelerated and straigigt-lnethods over the estimated
useful lives of the assets as follows:

Property and Equipment Ty| Years of Depreciatio

Building 39 year:
Machinery and equipmel 5-12 year
Vehicles 5 year:
Office equipmen 5-7 year:
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Management regularly reviews property, equipmeut @ther long-lived assets for possible impairm@ihis review occurs quarterly,
or more frequently if events or changes in circianses indicate the carrying amount of the asset moaye recoverable. If there is
indication of impairment, management prepares eimate of future cash flows (undiscounted and withiaterest charges) expected
to result from the use of the asset and its evénligposition. If these cash flows are less than ¢arrying amount of the asset, an
impairment loss is recognized to write down theeti$s its estimated fair value. Management belighas the accounting estimate
related to impairment of its property and equipmiera “critical accounting estimate” because: {dyihighly susceptible to change
from period to period because it requires managénmeestimate fair value, which is based on assiongtabout cash flows and
discount rates; and (2) the impact that recogniaingmpairment would have on the assets reportealiobalance sheet, as well as net
income, could be material. Management’s assumptdasit cash flows and discount rates require samif judgment because actual
revenues and expenses have fluctuated in the pasire expected to continue to do so.

F) Intangible Assets and Impairment Polic

The Company records intangible assets in accordaitbeFinancial Accounting Standard Guidance. tgille assets consist mostly
of brand names and are deemed to have indefinge re not subject to annual amortization. The @y reviews, at least quarterly,
its investment in brand names and other intangibiets for impairment and if impairment is deenoeldatve occurred the impairment
is charged to expense. Intangible assets which fiaie lives are amortized on a straight line basver their remaining useful life;
they are also subject to annual impairment reviews.

Management applies the impairment tests to deterifibmpairment has occurred. Accordingly, managetreampares the carrying
value of the asset to its fair value in determinihg amount of the impairment. No impairments widentified for the years ended
December 31, 2009 and 2008.

Management believes that the accounting estimdateceto impairment of its intangible assets, i&idtical accounting estimate”
because: (1) it is highly susceptible to changenfreriod to period because it requires manageneeastimate fair value, which is
based on assumptions about cash flows and discates; and (2) the impact that recognizing an inmpaint would have on the assets
reported on our balance sheet, as well as net iacoould be material. Management’s assumptionstatzsh flows and discount rates
require significant judgment because actual reverarel expenses have fluctuated in the past anéxgrected to continue to do
so. Based on Management’s assessment, there ardicators of impairment at December 31, 200900&

G) Concentrations

The Company’s cash balances on deposit with bargkguearanteed by the Federal Deposit Insurancectatipn up to $250,000 at
December 31, 2009. The Company may be exposedkidor the amounts of funds held in bank accoumexcess of the insurance
limit. In assessing the risk, the Company’s polgyo maintain cash balances with high quality fiicial institutions. The Company had
cash balances in excess of the guarantee duringtrs ended December 31, 2009 and 2008.

During the year ended December 31, 2009, the Coynipad two customers who accounted for approxima&&i and 15% of its
sales, respectively; and during the year ended Dker31, 2008 the same customers accounted fora@2P44% of its sales,
respectively. No other customer accounted for ntioee 10% of sales in either year. As of Decembe2809 the Company had
accounts receivable due from two customers who ciserh$134,000 (14%) and $147,000 (15%), respdgtioéits total accounts
receivable; and at December 31, 2008 the Compamhyabeounts receivable due from three customersoshgrised $135,000 (14%),
$183,000 (18%) and $102,000 (10%), respectiveljtsdbtal accounts receivable.

The Company currently relies on a single contrackpr for a majority of its production and bottliofjbeverage products. The
Company has different packers available for thesdpction of products. Although there are otherkeas and the Company has
outfitted their own brewery and bottling plant,feaage in packers may cause a delay in the prodguptimcess, which could ultimately
affect operating results.

H) Fair Value of Financial Instruments

The Company uses various inputs in determininddahievalue of its investments and measures theset&en a recurring basis.
Financial assets recorded at fair value in the alidsted balance sheets are categorized by thédéwebjectivity associated with the
inputs used to measure their fair value. Authdvieaguidance provided by the FASB defines the faifg levels directly related to the
amount of subjectivity associated with the inpotéatr valuation of these financial assets:

Level 1—Quoted prices in active markets for idegiltessets or liabilities.
Level 2—Inputs, other than the quoted prices iivaanarkets, that are observable either directlindirectly.
Level 3—Unobservable inputs based on the Compasgsmptions.

The Company has no fair value items required tdibelosed.




[) Cost of sale:

The Company classifies shipping and handling casis;hasing and receiving costs, inspection cesisghousing costs, freight costs,
internal transfer costs and other costs assocvatbcoroduct distribution as costs of sales. Certdithese costs become a component
of the inventory cost and are expensed to costales when the product to which the cost has biémoated is sold. Expenses not
related to the production of our products are di@ssas operating expenses.

J) Income Taxes

Current income tax expense is the amount of inctames expected to be payable for the current yedeferred income tax asset or
liability is established for the expected futuremsequences of temporary differences in the findmejzorting and tax bases of assets
and liabilities. The Company considers future tdgalcome and ongoing, prudent and feasible tarrpiegy strategies, in assessing the
value of its deferred tax assets. If the Compartgrdgnes that it is more likely than not that thessets will not be realized, the

Company will reduce the value of these assetseio &xpected realizable value, thereby decreastéhgicome. Evaluating the value of

these assets is necessarily based on the Compgadgsent. If the Company subsequently determined tihe deferred tax assets,
which had been written down, would be realized lie future, the value of the deferred tax assetsldvbe increased, thereby

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

K) Revenue Recognitio

Revenue is recognized on the sale of a product wheproduct is shipped, which is when the riskosk transfers to our customers,
and collection of the receivable is reasonably @ssuA product is not shipped without an order frdme customer and credit
acceptance procedures performed. The allowanceefarns is regularly reviewed and adjusted by mamamnt based on historical
trends of returned items. Amounts paid by custorf@rshipping and handling costs are included iesa

The Company accounts for certain sales incentineijding slotting fees, as a reduction of grodesarhese sales incentives for the
years ended December 31, 2009 and 2008 approxirigadeti000 and $815,000, respectively.

L) Net Loss Per Shar

Basic earnings (loss) per share is computed bydidigithe net income (loss) applicable to Commorcigtolders by the weighted

average number of shares of Common Stock outstgmtliring the year. Diluted earnings (loss) per shsuicomputed by dividing the

net income (loss) applicable to Common Stockholbgrthe weighted average number of common sharessamaling plus the number
of additional common shares that would have bedstanding if all dilutive potential common sharemdhbeen issued, using the
treasury stock method. Potential common sharesxaleded from the computation as their effect iscéintive.

For the years ended December 31, 2009 and 20G&tbalations of basic and diluted loss per shaedlea same because potential
dilutive securities would have an anti-dilutiveesft. The potentially dilutive securities consistédhe following as of:

December 31

2009 2008
Warrants 1,991,69! 1,868,23I
Series A Preferred Sto 186,48 188,48
Series B Preferred Stoi 845,74( -
Options 690,00( 702,50(
Total 3,713,91. 2,759,22

M) Advertising Cost:

Advertising costs are expensed as incurred anihaeheded in selling expense in the amount of $20Q,and $174,000, for the years
ended December 31, 2009 and 2008, respectively.
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N) Stock Compensation Expen:

The Company periodically issues stock options aadants to employees and non-employees in nonatapising transactions for
services and for financing costs. The Company ausdior stock option and warrant grants issuedwasting to employees based on
the authoritative guidance provided by the Findns@ounting Standards Board. The Company accdantstock option and warrant
grants issued and vesting to non-employees in daoce with the authoritative guidance providedhsyEinancial Accounting
Standards Board whereas the value of the stock ensapion is based upon the measurement date amietd at either

a) the date at which a performance commitmentastred, or b) at the date at which the necessafgrpence to earn the equity
instruments is complete.

We estimate volatility and forfeitures based upstduical data. As permitted by the authoritatived@ance issued by the Financial
Accounting Standards Board, we use the “simplifietthod to determine the expected life of an opgiant due to the Company’s
lack of sufficient historical exercise data to pdeva reasonable basis, which is a result of tlative high turnover rates experienced in
the past for positions granted options. All of theariables have an effect on the estimated fairevaf our share-based awards.

O) Deferred Offering Cost:

The Company capitalizes costs incurred relatetstizssuance of common stock until such time asthek is issued. These costs
included attorney’s fees, accountant’s fees, SE@ffees, state filing fees, and other specifrémental costs directly related to the
public offering and related issuance of commonistds proceeds are received from the offering,dbferred offering costs were
charged to additional paid in capital. During tleags ended December 31, 2009 and 2008, $379,0080amespectively, of deferred
offering costs were charged to additional paidapital.

P) Recent Accounting Pronouncemen

In August 2009, the FASB issued ASU 2009-05, wisioiends ASC 820 to provide further guidance on meggthe fair value of a
liability. It primarily does three things: 1) sdtsth the types of valuation techniques to be usedalue a liability when a quoted price
in an active market for the identical liability met available, 2) clarifies that when estimating fhir value of a liability, a reporting
entity is not required to include a separate inpuadjustment to other inputs relating to the exise of a restriction that prevents the
transfer of the liability, and 3) clarifies thatthca quoted price in an active market for the igehtiability at the measurement date
and the quoted price for the identical liability evhtraded as an asset in an active market, whexjustments to the quoted price of
the asset are required, are Level 1 fair value oreagents. This standard became effective for theg@my beginning in the fourth
quarter of 2009. The Company’s adoption of ASU 2089did not have a material impact on its finangakition, results of
operations or liquidity.

In January 2010, the FASB issued Update No. 2010¥fhroving Disclosures About Fair Value

Measurements” (“ASU 2010-6"), which requires repuagtentities to make new disclosures about recgrannonrecurring fair-
value measurements including significant transieis and out of Level 1 and Level 2 fair-value m@asnents and information on
purchases, sales, issuances, and settlementsrossab@gsis in the reconciliation of Level 3 faitueameasurements. ASU 2010-6
is effective for annual reporting periods beginnafter December 15, 2009, except for Level 3 reitiation disclosures, which
are effective for annual periods beginning aftec&maber 15,2010. The Company is currently evaluatiegeffect of this update
on its financial position, results of operationsl éiquidity.

In October 2009, the FASB issued authoritative go@ on revenue recognition that will become eiffedor the Company
beginning July 1, 2010, with earlier adoption peted. Under the new guidance on arrangementsnbhide software elements,
tangible products that have software componentsatteaessential to the functionality of the tangiptoduct will no longer be
within the scope of the software revenue recogmijoidance, and software-enabled products will bevsubject to other relevant
revenue recognition guidance. We believe adoptfdahis new guidance will not have a material impaatour financial
statements.

Other recent accounting pronouncements issued ¥ A&8B (including its Emerging Issues Task Forde, AICPA, and the SEC
did not or are not believed by management to hawatarial impact on the Company's present or fuinencial statements
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2)

3)

(4)

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

December 31 December 31

2009 2008
Raw Materials and Packagi $ 1,337,000 $ 755,00(
Finished Goods 1,547,001 2,082,00!

$ 2,884,000 $ 2,837,00

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

December 31 December 31

2009 2008
Land $ 1,108,000 $ 1,410,00
Building 1,393,00! 1,769,001
Vehicles 320,00( 320,00(
Machinery and equipmel 1,169,001 1,398,001
Office equipment 392,00( 386,00(

4,382,001 5,283,00!
Accumulated depreciation (727,000 (1,150,000

$ 3,655,000 $ 4,133,00

During 2009, an impairment charge in the amour#6zf1,000 was recorded in connection with a saleleask-back of the Company’s
buildings and equipment (See Note 6), as it wasrdéhed that the carrying value of the buildingd &rewery equipment was greater than
the fair market value of those assets on the ddteedransaction.

Depreciation expense for the years ended Decembh@0B9 and 2008 was $356,000 and $302,000, resplgct

Machinery and equipment at December 31, 2009 irdwdjuipment held under capital leases of $163/86umulated depreciation
on equipment held under leases was $13,000 asazilger 31, 2009.

Intangible Assets
Brand Names
Brand Names consist of three trademarks for nateaérages, two of which the Company acquired @vipus years and one brand
acquired in 2009. As long as the Company contirtoeeenew its trademarks, these intangible assdtshave an indefinite life.
Accordingly, they are not subject to amortizatidhe Company determines fair value for Brand Nameseliewing the net sales of
the associated beverage and applying industry phedtifor which similar beverages are sold. As oté&meber 31, 2009 and 2008,
carrying amounts for Brand Names were $1,029,000$800,000, respectively.
Deferred Financing Fees

Deferred financing are comprised of the followirsgad:

December 31 December 31

2009 2008
Loan fees relating to financir $ 141,000 $ 102,00(
Accumulated amortization (10,000 (40,000

$ 131,00 $ 62,00(
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Amortization expense for the years ended Decembe2@9 and 2008 was approximately $89,000 and$®b3espectively.

Amortization of deferred financing fees is as falfofor the years ending December 31:

Year Amount

2010 $ 112,00(
2011 5,00(
2012 5,00(
2013 5,00(
2014 4,00(
Total $ 131,00(

(5) Lines of Credit

December 31
2009 2008
Line of Credit (A) $ - $ 1,354,000
Line of Credit (B) 1,415,001 -
$ 1,415,000 $ 1,354,00

(A) In May 2008 the Company entered into a Crexfitl Security Agreement under which the Company prasided with a $2
million revolving credit facility. In July 2008, ¢hline of credit was increased to $3 million. het accrued and was paid monthly on
outstanding loans under the credit facility at & requal to 5.75% per annum plus the greater ob2¥%e LIBOR rate. The amount
available to borrow was based on a calculationligiide accounts receivable and inventory. Bornogs under the credit facility were
secured by all of the Company's assets and the w@npersonally guaranteed by the principal shddehand Chief Executive
Officer. The line of credit was closed in NovemB609.

(B) On November 18, 2009, the Company executevalver line commitment with GemCap Lending |, Lk€replace its existing
line of credit. The senior revolver facility isrf$3,000,000, based on 80% of eligible accountsivable and 50% of eligible
inventory, with a maximum inventory advance of 0®00. The line of credit bears interest of 18%%annum.

At December 31, 2009, the aggregate amount mdistg under the line of credit was $1,415,000 dsdGompany had approximately
$221,000 of availability on this line of credit.

(6) .Long Term Financing Obligation

December 31

2009 2008
Long term financing obligatio $ 3,040,000 $ =
Valuation discount (726,000 -

$ 2,314,000 $ -

On June 15, 2009, the Company closed escrow osalbeof its two buildings and its brewery equipmemd concurrently entered into
a long-term lease agreement for the same propedyquipment. In connection with the lease the Gomghas the option to
repurchase the buildings and brewery equipment ftdrmonths after the commencement date to the kthe dease term at the
greater of the fair market value or an agreed wpuoount. Since the lease contains a buyback provésio other related terms, the
Company determined it had continuing involvemeat tid not warrant the recognition of a sale; tfares the transaction has been
accounted for as a long-term financing. The prdsdeom the sale, net of transaction costs, haea becorded as a financing
obligation in the amount of $3,056,000. Monthly peants under the financing agreement are recordedasst expense and a
reduction in the financing obligation at an impli@te of 9.9%. The financing obligation is perdgnguaranteed up to a limit of
$150,000 by the principal shareholder and Chiefchttee Officer, Christopher J. Reed.
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In connection with the financing obligation, thermany issued an aggregate of 400,000 warrantsrah@se its common stock at $1.20
per share for five years. The 400,000 warrants waheed at $752,000 and reflected as a debt discasimg the Black Scholes option
pricing model. The following assumptions were aéli in valuing the 400,000 warrants: strike prit8210 to $2.25; term of 5 years;
volatility of 91.36% to 110.9%; expected divideri¥s; and discount rate of 2.15% to 2.20%. The 4(Dy0&rrants were recorded as
valuation discount and are being amortized oveyelfs, the term of the purchase option. Amoritiratf valuation discount was $25,000
and $0, respectively, during the years ended Deeefih, 2009 and 2008.

The aggregate due under the financing obligatiddestember 31, 2009 was $3,040,000. Aggregateduthligations under the
financing obligation are as follows:

Year

2010 $ 40,00(

2011 55,00(

2012 71,00(

2013 90,00(

2014 111,00(
Thereaftel 2,673,001
Total $ 3,040,001

(7)  .Long Term Debt

Long-term debt consists of the following as of:
December 3] December 3!

2009 2008
Note payable with a bank in the amount of $1,770,dbe note matures in February 2038. The notées
an 8.41% per annum interest rate, requires a mop#yment of principal and interest of $13,651, and
secured by all of the land and buildings ownedHgy@ompany, and is personally guaranteed by the
majority stockholder $ - $ 1,763,00
Note payable from acquisition of brand in the anta@fr$239,000, recorded at an implicit rate of £
requires a monthly payment of $9,000, and maturdsigust 2011. 173,00( -
Tota 173,00( 1,763,00
Less current portion 102,00( 16,00(

$ 71,000 $ 1,747,00

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

Year Amount
2010 $102,00(
2011 71,00(
Total $173,00(

(8) Obligations Under Capital Leases
The Company has entered into various capital lelasejuipment with monthly payments ranging frod88 to $1,545 per month,

including interest, at interest rates ranging frbn27% to 17.32% per annum. At December 31, 20@®ithty payments under these
leases aggregated $4,081. The leases expire atgatates through 2014.
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Future minimum lease payments under capital leaseas follows:

Years Ending December 31

2010 $ 49,00(
2011 49,00(
2012 49,00(
2013 49,00(
2014 29,00(
Total payment: 225,00(
Less: Amount representing interes 71,00(
Present value of net minimu
lease paymen 154,00(
Less: Current portio 24,00(
Non-current portion $ 130,00(

(9)  Stockholders Equity
Preferred Stock

Series A

Series A Preferred stock consists of 500,000 shear#t®rized to Series A, $10.00 par value, 5% nonwdative, participating,
preferred stock. As of December 31, 2009 and 2B86twere 47,121 and 48,121 shares outstandingatdsgly, with a liquidation
preference of $10.00.

These preferred shares have a 5% pro-rata annumatumulative dividend. The dividend can be paidcash or, in the sole and

absolute discretion of our board of directors,hares of common stock based on its then fair marklete. We cannot declare or pay
any dividend on shares of our securities rankimgojuto the preferred stock until the holders of pteferred stock have received the
full non-cumulative dividend to which they are ¢etl. In addition, the holders of our preferredc&tare entitled to receive pro rata
distributions of dividends on an “as converted”ibasith the holders of our common stock. During ylear ended December 31, 2009
the Company accrued and paid a $23,000 dividendlpeyo the preferred shareholders, which manageebected to pay through the

issuance of 12,950 shares of its common stockganidg the year ended December 31, 2008 the Compearyied and paid a $28,000
dividend payable to the preferred shareholderschiviianagement elected to pay through the issuan@@20 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 preferreccktare entitled to receive, prior to the
holders of any of our junior securities, $10.00 gleare plus all accrued and unpaid dividends. Hitne all remaining assets shall be
distributed pro rata among all of our security leo&d Since June 30, 2008, we have the right, buthe 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 convertecheabption of the holder, at any time after issuaaroe prior to the date such stock is
redeemed, into four shares of common stock, sulbjeatjustment in the event of stock splits, regestock splits, stock dividends,

recapitalization, reclassification and similar saations. We are obligated to reserve out of otihaaized but unissued shares of
common stock a sufficient number of such sharexffaxt the conversion of all outstanding shareSearfes A preferred stock. During

the year ended December 31, 2009, 500 shares fefri@e stock were converted into 2,000 shares ofreon stock. During the year

ended December 31, 2008, 10,819 shares of prefstoekl were converted into 43,276 shares of comstoek.

Except as provided by law, the holders of our Sefigoreferred stock do not have the right to vateany matters, including, without
limitation, the election of directors. However, Isng as any shares of Series A preferred stocloatganding, we shall not, without
first obtaining the approval of at least a majofythe holders of the Series A preferred stockhaiize or issue any equity security
having a preference over the Series A preferreckstoth respect to dividends, liquidation, rederoptor voting, including any other
security convertible into or exercisable for anyiggsecurity other than any senior preferred stock
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Series B

On April 23, 2009, the Board of Directors of then@many approved a new class of Preferred Stockhfoptirpose of selling the Preferred
stock in the Corporation’s rights offering. Theeferred Stock is designated as Series B ConveRitdéerred Stock, with a number of
shares authorized being shared with the Serieefeped stock. In the aggregate, both classesedéiped stock may not exceed 500,000
shares.

On November 13, 2009, the Company issued trandéeréghts to all common shareholders of recordar8holders received one
transferable right for each share held on the tkdate. Each transferable right entitled the itare® purchase one share of Series B
preferred stock at the par value of $10.00 peresh&iach share of Series B Preferred carries gofiveent (5%) annual dividend for a
term of three (3) years, and is convertible intarsk of common stock at a conversion ratio of s¢veshares of common stock, or a
conversion price of $1.43. The shares carry adatmmy conversion feature when the Company’s comstonk exceeds a closing
price of $2.75 for five (5) consecutive trading day

During December 2009, investors purchased 120,B2fes of Series B Preferred resulting in an aggeenfa$1,208,000 in gross proceeds
to the Company. The Company paid commissions oftf®8B8and an expense allowance of $10,000 to treeplant agent for the Series B
offering and issued warrants to the placement tolmase up to 33,796 shares of common stock wittxarcise price of $1.43 per share.
The Company received proceeds after commissionshenelxpense allowance of approximately $1,110i0@0e aggregate, of which
approximately $829,000 was received net of offedagts.

These preferred shares have a 5% pro-rata annoaturaulative dividend payable quarterly for a pdraf three years. The dividend
can be paid in cash or, in the sole and absolgeration of our board of directors, in shares aghpgwn stock based on its then fair
market value. We cannot declare or pay any dividendhares of our securities ranking junior togreferred stock until the holders of
our preferred stock have received the full non-ciative dividend to which they are entitled. Durititge year ended December 31,
2009, no dividends were accrued or paid. Thedirddend date will be March 31, 2010.

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 securjtitany, the holders of our Series A preferreccktare entitled to receive, prior to the
holders of any of our junior securities, $10.00 gleare plus all accrued and unpaid dividends. Hitne all remaining assets shall be
distributed pro rata among all of our security leotd

The Series B preferred stock may be convertedheabption of the holder, at any time after issuaanue prior to the date such stock is
redeemed, into seven shares of common stock, subjedjustment in the event of stock splits, reeestock splits, stock dividends,
recapitalization, reclassification and similar saations. We are obligated to reserve out of otihaaized but unissued shares of
common stock a sufficient number of such sharesffexrt the conversion of all outstanding shareSerfies B preferred stock. During
the year ended December 31, 2009, no shares @frprdfstock were converted into shares of comnmokst

Except as provided by law, the holders of our SeBiepreferred stock do not have the right to vateny matters, including, without
limitation, the election of directors. However, Ismg as any shares of Series B preferred stocloatstanding, we shall not, without
first obtaining the approval of at least a majodfythe holders of the Series B preferred stockhaize or issue any equity security
having a preference over the Series B preferrezkstdgth respect to dividends, liquidation, rederoptor 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, 19,8W0sbares authorized, 9,606,127 shares issuedusstarding as of December 31,
2009 and 8,979,341 shares issued and outstandisfgbeecember 31, 2008.

During the year ended December 31, 2008, the Coyniganed 161,960 shares of common stock at stac&pranging from $1.99 to
$3.85 per share with a value of $336,000 in exchdagconsulting services and 50,750 shares of comsiock at a share price of
$1.11 per share and a value of $56,000 to emplagasbonus.

On October 8, 2009, the Company sold an aggred@@40189 units (“Units”) consisting of one shafeoar common stock (“Share”) and
warrants to purchase shares of our common stoclkuf&¥ts”) at a price of $1.80 per Unit resultinggnoss proceeds of $656,000 to the
Company pursuant to a public shelf registratiororm S-3. The Warrants consist of (i) Series Aridats, for the purchase of a number
of shares of common stock equal to 40% of a pussteShares, which have an initial exercise pric82025 per share and are exercisable
for a period of five years commencing 183 days ftbmdate of issuance, (ii) Series B WarrantstHerpurchase of a number of shares of
common stock equal to 50% of a purchaser’s Shauteish have an exercise price equal to $1.80 anéxeecisable for 60 trading days
commencing immediately, and (iii) Series C Warrafdasthe purchase of a number of a shares of comstuck equal to 20% of a
purchaser’s Shares, which have an exercise pri§2.@86 and are exercisable for five years comment@8 days from the date of
issuance. The Series B Warrants and Series C Wameere only issued to purchasers who purchaséd fdn an aggregate purchase
price of at least $125,000. The Company paid%rpBcement agent fee of $52,000. The Companywedgiroceeds from the shelf-
registration, after deducting placement agent &ekoffering expenses, of approximately $563,0GGhA closing, the Company issued
364,189 shares of common stock, Series A Warrantsitchase 145,676 shares of common stock, SeNgarBants to purchase 69,445
shares of common stock, and Series C Warrantsrthase 27,778 shares of common stock.
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During 2009, the Company also sold 50,000 sharesmimon stock for $3.00 per share or $150,000.

During the year ended December 31, 2009, the Coyniganed 181,147 shares of common stock in exchiEmg®nsulting and legal
services. The value of the stock was based ooltising price of the stock on the issuance or afjtgmn date. The total value of
shares issued for services was $236,000. The @oyripsued 13,500 shares of common stock valuga4000 for financial fees
related to the capital leases entered into duhieg?0D09 fiscal year. The value of these sharebdéas recorded as deferred financing
fees and is being amortized over the term of tipit@ideases (see Note 4).

On December 22, 2009, the Company granted 38, 7&@slof common stock valued at $51,000, based thgostock price on the date
of grant, to its employees as bonuses. The sh&smmon stock were issued subsequent to year+sththa@ve been included in
accounts payable as of December 31, 2009.

(10) Stock Options and Warrants
A) Stock Options

In 2001, the Company adopted the Original Bever@ggporation 2001 Stock Option Plan and in 2007 @wenpany adopted the

Reed'’s Inc 2007 Stock Option Plan (the “Plans”)e Diptions under both plans shall be granted frome tio time by the Compensation
Committee. Individuals eligible to receive optidnslude employees of the Company, consultantséadCtbmpany and directors of the
Company. The options shall have a fixed price, Whidll not be less than 100% of the fair marketueaper share on the grant date.
The total number of options authorized is 500,060 &,500,000, respectively for the Original Beverdgorporation 2001 Stock

Option Plan and the Reed’s Inc 2007 Stock Opti@mPI

During the years ended December 31, 2009 and 20688 ompany issued 120,000 and 325,000 optiongecésely, to purchase the
Company's common stock at a weighted average pfi®dl.18 and $1.62, respectively, to employees uttte Plans. On March 6,
2009, the Company repriced 420,000 employee optiorsn exercise price of $0.75. Such options hevipusly been issued at
exercise prices between $1.99 per share and $&68hare. The total increase in stock compensaiqense, as a result of the
repricing, was $81,000; of which $44,000 was re@gh in the year ended December 31, 2009. Theeggtg value of the options
vesting, net of forfeitures, during the years enBedember 31, 2009 and 2008 was $421,000 and $1B4@spectively, and has been
reflected as compensation cost. As of December28@9, the aggregate value of unvested options 288,800, which will be
amortized as compensation cost as the optionswest,3 years.

The weighted-average grant date fair value of mgtigranted during 2009 and 2008 was $1.18 and $fegfectively. The fair value
of each option award is estimated on the date afitgusing the Black-Scholes option pricing model thses the assumptions noted in
the following table. For purposes of determinihg expected life of the option, the full contrafg bf the option is used. The risk-free
rate for periods within the contractual life of thetions is based on the U. S. Treasury yield fectfat the time of the grant.

Year ended December &

2009 2008
Expected volatility 89%- 97% 107%-109%
Weighted average volatilit 91% 109%
Expected dividend — —
Expected average term 2.82 4.3
years)
Risk free rate- average 1.72% 2.75%
Forfeiture rate 0% 0%
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A summary of option activity as of December 31, 2@0d changes during the two years then ende@é$epted below:

Weighted-Average

Remaining Aggregate
Weightec-Average Contractual Intrinsic
Shares Exercise Prict Terms (Years Value
Outstanding at December 31, 2( 749,000 $6.02
Granted 325,000 $1.62
Exercisec — —
Forfeited or expired (371,500) $6.83
Outstanding at December 31, 2( 702,500 $3.55
Granted 120,000 $1.18
Exercisec — —
Forfeited or expire: (132,500 $2.38
Outstanding at December 31, 2( 690,000 $1.74 3.0 $300,00C
Exercisable at December 31, 2009 334,999 $2.23 24 $141,00C

The aggregate intrinsic value was calculated aslifference between the market price and the exeniice of the Company’s stock,
which was $1.43 as of December 31, 2009.

A summary of the status of the Company’s nonvesktedles granted under the Company’s stock optiongdaof December 31, 2009
and changes during the year then ended is preskeled:

Weightec-

Average

Grant Date

Shares Fair Value
Nonvested at December 31, 2C 495,83 $0.8¢
Granted 120,00 $0.6¢
Vested (217,500 $0.87
Forfeited (43,33) $1.2:
Nonvested at December 31, 2C 355,00: $0.7¢

Additional information regarding options outstarglas of December 31, 2009 is as follows:

Options Exercisable at

Options Outstanding at December 31, 200 December 31, 2009
Weighted Average
Remaining Weighted Weighted
Range of Number of Share: Contractual Life Average Exercise Number of Shares Average Exercise

Exercise Price Outstanding (years) Price Exercisable Price
$0.01- $1.9¢ 560,00( 3.2¢ $0.8¢ 221,66t $0.7¢
$2.00- $4.9¢ 80,00( 1.3C $4.0C 80,00( $4.0C
$5.00- $6.9¢ - - - - -
$7.00- $8.5( 50,00( 2.42 $7.5E 33,33 $ 7.5

690,00( 334,99¢
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B) Warrants

During the year ended December 31, 2008, 200,00tama were granted in connection with a distributagreement between the
Company and a company which is owned by two bretbéChristopher Reed, President of the Comparhe Warrants are issuable only
upon the attainment of certain international pradades goals. The warrants will be valued andreesponding expense will be recorded
upon the attainment of the sales goals identifieédmthe warrants were granted. In April 2009,26@,000 warrants were re-priced to
$1.35 from a weighted average price of $2.77. &these are performance-based warrants and namperioe criteria have been met as
of December 31, 2009, no expense was recognizibeire-pricing of these warrants. The value ofrthericing was approximately
$5,000 and the value of the warrants after re4pgievas $168,000, using the Black Scholes optiatirgrimodel. The following
assumptions were utilized in valuing the 200,000ravas: strike price of $1.35; term of 3 years;atitity of 99.8%; expected dividends
0%; and discount rate of 1.89%.

In October 2009, the Company granted an aggreg@@29 warrants at a price of $2.25 in connectigh @an equity placement of its
common stock (see Note 9). 69,445 of the warrexpéred unexercised on January 4, 2010. The réngpitv3,454 options expire in five
years. The aggregate value of the warrants waozippately $217,000, using the Black Scholes opfigning model. The following
assumptions were utilized in valuing the 173,454raras: strike price of $2.25; term of 5 years;atitity of 90.20%; expected dividends
0%; and discount rate of 2.16%. The value of therants has not been reflected in the Company&nfiral statements as it is a reclass
between paid in capital accounts.

In December 2009, the Company granted 33,796 wiared $1.79 per share to a dealer-manager in ctanewith the placement of its
Series B preferred stock (see Note 9). The wasnaete valued at $25,000, using the Black Schgdésm pricing model. The following
assumptions were utilized in valuing the 33,796reuats: strike price of $1.79; term of 5 years; Vibtg of 71.74%; expected dividends
0%; and discount rate of 2.62%. The value of therants has not been reflected in the Company&nfiral statements as it is a reclass
between paid in capital accounts.

The following table summarizes warrant activity fbe two years ended December 31, 2009:

Weighted-Average

Remaining Aggregate
Weightec«-Average Contractual Intrinsic
Shares Exercise Prict Terms (Years Value
Outstanding at December 31, 2( 1,668,23i $5.75
Granted 200,00( $2.54
Exercisec - -
Forfeited or expired - -
Outstanding at December 31, 2( 1,868,23 $5.41
Granted 676,69! $1.56
Exercisec - -
Forfeited or expire: (553,241 $2.81
Outstanding at December 31, 2( 1,991,69I $4.70 3.0 $108,00I
Exercisable at December 31, 2009 1,618,23i $5.38 2.8 $92,00(

The aggregate intrinsic value was calculated, aBaxfember 31, 2009, as the difference between #mienprice and the exercise
price of the Company'’s stock, which was $1.43 aBedember 31, 2009.

The fair value of each warrant is estimated ondte of grant using the Black-Scholes option pgaimodel that uses the assumptions
noted in the following table. Expected volatility based on the historical volatility of the Compakgr purposes of determining the
expected life of the warrant, the full contraceliéf the warrant is used. The risk-free rate faiqus within the contractual life of the
warrants is based on the U. S. Treasury yieldfieceft the time of the grant.

Year ended December &

2009 2008
Expected volatility 72%- 111% 108%
Weighted average 100% 108%
volatility
Expected dividend - -
Expected term (in 5 5
years)
Risk free rate 2.18% 5.10%

The weighted-average grant date fair value of wasrgranted during 2009 and 2008 was $1.47 an@$&spectively.
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(11)

The following table summarizes the outstanding a@ts to purchase Common Stock at December 31, 2009:

Number ExercisePrice Expiration Dates
400,000 $1.20 May 2014
200,000 $1.35 May 2013
33,796 $1.79 December 201
242,899 $1.80- $2.25 January 201+ April 2015
365,000 $6.60 December 201- June 201:
749,995 $7.50 June 201:

Income Taxes

At December 31, 2009 and 2008, the Company hadiednaiFederal and state net operating loss camgals to reduce future taxable
income. The amounts available were approximate,10,000 and $13,600,000 for Federal purposegectisely, and $11,500,000
and $10,200,000 for state purposes respectively.Federal carryforward expires in 2030 and theestatryforward expires in 2015.
Given the Company'’s history of net operating losgegnagement has determined that it is more likedyn not the Company will not
be able to realize the tax benefit of the carryfmds. Accordingly, the Company has not recognizetkferred tax asset for this
benefit.

Accounting guidance requires that a valuatiorvedlioce be established when it is more likely thartimat all or a portion of deferred
tax assets will not be realized. Due to restrictionposed by Internal Revenue Code Section 38Zdempsubstantial changes in
ownership of companies with loss carry-forwards, dhilization of the Company’s net operating loasrg-forwards will likely be
limited as a result of cumulative changes in stoakership. 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 Comiparanagement will assess the likelihood of readjzihe tax benefit associated
with the use of the carryforwards and will recognizdeferred tax asset at that time.

Significant components of the Company’s deferreine tax assets are as follows as of:

December 31 December 31

2009 2008
Deferred income tax assi
Net operating loss carry forwa $ 5,800,000 $ 5,000,00
Valuation allowance (5,800,000 (5,000,000
Net deferred income tax as: — —
Reconciliation of the effective income tax ratahie U.S. statutory rate is as follows:
Year Endec
December 31
2009 2008
Federal Statutory tax ra (34%) (34%)
State tax, net of federal benefit (5%) (5%)
Change in valuatio (39%) (39%)
Allowance 39 % 39 %
Effective tax rate - % - %
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(12)

Commitments and Contingencie
Lease Commitments

The Company leases machinery under non-cancelggeting leases. Rental expense for the years ebdedmber 31, 2009 and
2008 was $40,000 and $48,000, respectively.

Future payments under these leases as of Decerhb20@ are as follows:

Year ending December 3 Amount
2010 $ 8,00(
2011 7,00(

Total $ 15,00(

Other Commitments

The Company has entered into contracts with customih clauses that commit the Company to feélsefCompany terminates the
agreement early or without cause. The contradtéacahe customer to have the right to distribthe Company’s products to a
defined type of retailer within a defined geograpfgigion. If the Company should terminate the i@mttor not automatically renew
the agreements, amounts would be due to the custofyseof December 31, 2009 and 2008, the Compasyno plans to terminate or
not renew any agreement with any of their custontbesefore no fees have been accrued in the acmoying financial statements.

(13) Legal Proceeding:

(14)

From time to time, we are a party to claims an@dlg@goceedings arising in the ordinary course difiess. Our management evaluates
our exposure to these claims and proceedings phailly and in the aggregate and provides for p@klasses on such litigation if the
amount of the loss is estimable and the loss ibghie.

From August 3, 2005 through April 7, 2006, we is5383,156 shares of our common stock in conneetitmour initial public
offering. These securities represented all of treeess issued in connection with the initial pulolifering prior to October 11, 2006.
These shares issued in connection with the irptidlic offering may have been issued in violatiérither federal or state securities
laws, or both, and may be subject to rescission.

On August 12, 2006, we made a rescission offell tooéders of the outstanding shares that we bel@ne subject to rescission,
pursuant to which we offered to repurchase theagestthen outstanding from the holders. At theraxipin 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 vtenelered for rescission were agreed to be purchHasethers and not from our funds.

Federal securities laws do not provide that a ssgmn offer will terminate a purchaser’s right éscind a sale of stock that was not
registered as required or was not otherwise exémipt such registration requirements. With respechée offerees who rejected the
rescission offer, we may continue to be liable uridderal and state securities laws for up to anwarhequal to the value of all shares
of common stock issued in connection with the ahigiublic offering plus any statutory interest waynbe required to pay. If it is
determined that we offered securities without priypegistering them under federal or state lawsecuring an exemption from
registration, regulators could impose monetarydioeother sanctions as provided under these ldasever, we believe the
rescission offer provides us with additional mefdas defenses against any future claims relatnése shares.

Except as set forth above, we believe that thexenamaterial litigation matters at the currenteirAlthough the results of such
litigation matters and claims cannot be predictéth wertainty, we believe that the final outcomeso€h claims and proceedings will
not have a material adverse impact on our finarpmaltion, liquidity, or results of operations.

Related Party Activity
During the year ended December 31, 2008, the Coynpaiployed two brothers of the majority shareholded Chief Executive

Officer of the Company in sales roles. They weral @pproximately $37,000 and $113,000. Employnmemded in 2008, so there
were no payments during the year ended Decemb&(08®.
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During the year ended December 31, 2008, the Coyngatered into an agreement for the distributioitsoproducts internationally.
The agreement is between the Company and a congoartrplled by the same two brothers of ChristogReed, Chief Executive
Officer of the Company. The agreement remains fiecéfuntil terminated by either party and requites Company to pay 10% of the
defined sales of the previous month. During the pealed December 31, 2009, the Company paid coramgsen sales of $10,000
and issued 52,420 shares of its common stock isfaetion of $66,000 due under this agreement.iruthe year ended December
31, 2008, the Company paid $60,000 for these ses\and 200,000 warrants were granted in connegditrnthis distribution
agreement. The warrants are issuable only upoatthement of certain international product sas warrants vested during the year
ended December 31, 2009. The warrants will be wbéunel a corresponding expense will be recorded thmattainment of the sales
goals identified when the warrants were granted.

(15) Acquisition

On October 19, 2009, the Company executed an Agehase Agreement with Sonoma Cider Mill, Incat¢quire the Sonoma Sparkler
brand. The aggregate purchase price under theeAgmet was $252,000 which was allocated by the Cagnfmits brand name. Initial
payments of $45,000 were made prior to the Agre¢ieueth the balance of $207,000 is payable in imatlits of $9,000 over 23 remaining

months, continuing on the first of every month.eT@ompany recorded a note payable in the amouB228,000 in connection with this
agreement (see Note 7).

(16) Subsequent Event:

On February 5, 2010, the Company completed a syaoffering of 12,780 shares of its Series B PreférStock at $10.00 per share,
for gross proceeds of $127,800. In connectidh tie offering, the Company also issued warramtS8f575 shares of common stock
at $1.78 per share for five years. The Compand legial and broker fees of approximately $11,0060innection with the offering.

On February 18, 2010, the Company sold an aggredg&@7,359 shares of common stock at a price afGper share for gross
proceeds of $472,000. Investors were also iss@g2D8 Warrants, in connection with the transactidhe Warrants are exercisable
at a price of $2.10 per share of common stock foeréod of five years commencing six months from tlosing date of the

offering. In connection with the sale, the Compaaid legal and broker fees of approximately $38,00

In January 2010, the Company issued 22,231 sh&msronon stock for services rendered. During theqgal January 1, 2010 to
March 23, 2010, 22,806 shares of Series B Pref&teck were converted into 159,642 shares of comsimek.
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Item 9. Changes in and Disagreements with Accouniés on Accounting and Financial Disclosure
None.

Item 9A(T). Controls and Procedures

Management’'s Annual Report on Internal Control over Financial Reporting

Disclosure Controls and Procedur

Under the supervision and with the participatiomof management, including our Chief Executive €&ffiand our Chief Financial Officer, we
conducted an evaluation of our disclosure con@als procedures, as such term is defined under ieswand Exchange Act of 1934 Rules
13a-15(f). Based on this evaluation, our Chief Eiwe Officer and our Chief Financial Officer condked that the Company’s disclosure
controls and procedures were effective as of Deeerdb, 2009.

Changes in Internal Control Over Financial Reportm

There have been no changes in the Company’s imteon&ol over financial reporting during the thme@nths ended December 31, 2009 that
have materially affected, or are reasonably likelynaterially affect, the Company'’s internal cohtreer financial reporting.

Managemen’s Report on Internal Control over Financial Repdrtg

Our management is responsible for establishingnaaidtaining adequate internal control over finah@gorting. Our internal control over
financial reporting is a process designed to pevehsonable assurance regarding the reliabilipuofinancial reporting and the preparatio
financial statements for external purposes in ataroce with generally accepted accounting princiglas internal control over financial
reporting includes those policies and proceduras(thpertain to the maintenance of records tinateasonable detail, accurately and fairly
reflect the transactions and dispositions of theetssof the Company; (i) provide reasonable asserthat transactions are recorded as
necessary to permit preparation of financial statetsin accordance with generally accepted acaogiptinciples, and that receipts and
expenditures of the Company are being made ordg@ordance with authorizations of management amttdirs of the Company; and

(i) provide reasonable assurance regarding piemeor timely detection of unauthorized acquisitiose or disposition of the Company’s
assets that could have a material effect on tlantial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of any
evaluation of effectiveness to future periods agjext to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate. Management assessed tleéeffeess of the Company’s internal
control over financial reporting as of December&109. In making this assessment, we used theiarget forth by the Committee of
Sponsoring Organizations of the Treadway CommisgSO) ininternal Control — Integrated FrameworlBased on our assessment we
concluded that, as of December 31, 2009, the Coyparternal control over financial reporting waeetive based on those criteria.

This Annual Report does not include an attestatmort of the Company's registered public accogrfitm regarding internal control over
financial reporting. Management's report was nbject to attestation by the Company's registergdip accounting firm pursuant to
temporary rules of the Securities and Exchange Cigsiom that permit the Company to provide only nggamaent's report in this Annual
Report.

Item 9B. Other Information

None.
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PART Il

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

General

Our directors currently have terms which will eriebar next annual meeting of the stockholders dif their successors are elected
and qualify, subject to their death, resignatiomesnoval. Officers serve at the discretion of tbard of directors. Except as described below,
there are no family relationships among any ofditectors and executive officers. Our board membegsencouraged to attend meetings o
board of directors and the annual meeting of stoltdrs. The board of directors held 13 meeting0i@9.The following table sets forth cert:
information with respect to our current directonsl @xecutive officers:

Name Position Age
Christopher J. Ree President, Chief Executive Officer and ChairmathefBoarc 51
James Linesc Chief Financial Officel 55
Thierry Foucau Chief Operating Office 45
Judy Holloway Ree: Secretary and Directt 50
Mark Harris Director 54
Daniel S.J. Muffolettc Director 55
Michael Fischmai Director 54

Business Experience of Directors and Executive Offérs

Christopher J. Reedounded our company in 1987. Mr. Reed has sersetiaChairman, President and Chief Executive @iffiince
our incorporation in 1991. Mr. Reed also serve@hief Financial Officer during fiscal year 2007 ii@ctober 1, 2007 and again from April
17, 2008 to January 19, 2009. Mr. Reed has beg@omsible for our design and products, includingdhiginal product recipes, the proprietary
brewing process and the packaging and marketiategfies. Mr. Reed received a B.S. in Chemical feggging in 1980 from Rennselaer
Polytechnic Institute in Troy, New York.

James Linesctwas appointed as Chief Financial Officer effectiemuary 19, 2009. Mr. Linesch served as the chiahtial officer o
AdStar, Inc., a public company providing ad placatreervices and payment processing software folighdys, from February 2006 until
January 2009. He performed transaction intermgdiarvices with MET Advisors, LLC from January 20@&il January 2006. From June
2000 to October 2004, he served as chief finamdfader of DynTek, Inc., an information technolo@if) services company. From May 1996
until October 1999 he served as chief financialkeffand president of CompuMed, Inc. He also skaschief 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 20B#or to joining us, Mr. Foucaut worked for gi@ars as Chief
Operating Officer of Village Imports, a $30 milli@pecialty foods and beverage distributor in Catii@, where he created and launched a line
of sparkling lemonades and managed the compangsatipns including multiple warehouses and fleé38D delivery trucks. Mr. Foucaut
spent 2000 with Eve.com, a leading San Francisdisitespecializing in retail sales of high end cesos. Mr. Foucaut worked for L'Oréal
Paris from 1994 through 1999 with growing marketmgl sales responsibilities, including Product Mgmdrom September 1994 to May 1¢
South Europe Marketing Coordinator from June 1206uly 1998 and Duty Free Key Account Executiverfrguly 1998 to December 1999,
managing large airport and airline clients overesalEuropean countries. He earned a Master eh8eidegree from Ecole Centrale Paris in
1988, and an MBA from Harvard Business School 8419

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 tf#949 Ms. Reed has been one of our directors Simece 2004, and our Secretary since
October 1996. In the 1980s, Ms. Reed managed nirediking for a Los Angeles Infomercial Media BuyiGroup and was an account
manager with a Beverly Hills, California stock golio management company. She earned a Busingge®&om MIU in 1981. Ms. Reed is
the wife of Christopher J. Reed, our Chairman, iBezd and Chief Executive Officer.

Mark Harris has been a member of our board of directors sipzé 2005. Mr. Harris is an independent venturpitaist and has
been retired from the work force since 2002. te B0O03, Mr. Harris joined a group of Amgen colleag in funding NeoStem, Inc., a company
involved in stem-cell storage, archiving, and reske@o which he is a founding investor. From 1892002, Mr. Harris worked at Amgen, Inc.
(Nasdaq: AMGN), a preeminent biotech company, miengagiuch of Amgen’s media production for internaéwand public relations. Mr.
Harris spent the decade prior working in the aemospndustry at Northrop with similar responsibakt
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Daniel S.J. Muffoletto, N.D has been a member of our board of directors froml 2005 to December 2006 and from January 2007
to the present. Dr. Muffoletto has practiced &&asuropathic Physician since 1986. He has sersathi&f executive officer of Its Your Eartr
natural products marketing company since June 260dm 2003 to 2005, Dr. Muffoletto worked as Saled Marketing Director for
Worthington, Moore & Jacobs, a Commercial Law Leagwember firm serving FedEx, UPS, DHL and Kodakoagnothers. From 2001 to
2003, he was the owner-operator of the David Schigli Art Gallery in Montreal, Québec. From 199291, Dr. Muffoletto was the
owner/operator of a Naturopathic Apothecary, HeAl&@r*Natives of Seattle, Washington and Ellic@ity, Maryland. The apothecary hous
Dr. Muffoletto’s Naturopathic practice. Dr. Muffetto received a Bachelors of Arts degree in Govemtrand Communications from the
University of Baltimore in 1977, and conducted poatiuate work in the schools of Public Administatand Publication Design at the
University of Baltimore from 1978 to 1979. In 198& received his Doctorate of Naturopathic Medidmen the Santa Fe Academy of
Healing, Santa Fe, New Mexico.

Michael Fischmanhas been a member of our board of directors simré 2005. Since 1998, Mr. Fischman has been Beasiand
chief executive officer of the APEX course, thepmate training division of the International Asstion of Human Values. In addition, Mr.
Fischman is a founding member and the directoraifing for USA at the Art of Living Foundation ghobal non-profit educational and
humanitarian organization at which he has coorduhatver 200 personal development instructors sifgg .

Family Relationships

Other than the relationship of Christopher J. Raed, Judy Holloway Reed, Christopher Rsadlife and a board member, none of
directors or executive officers are related to anether.

Legal Proceedings

To the best of our knowledge, none of our executifieers or directors are parties to any matepfaceedings adverse to Regdhawvt
any material interest adverse to Reed’s or havénglthe past ten years:

« been convicted in a criminal proceeding or beerjesititto a pending criminal proceeding (excludirgfftc violations and other minc
offenses)

« had any bankruptcy petition filed by or against fiier or any business of which he/she was a geparaier or executive office
either at the time of the bankruptcy or within tyears prior to that time

- been subject to any order, judgment, or decreesutzdequently reversed, suspended or vacatedy afoamt of competent jurisdiction,
permanently or temporarily enjoining, barring, sersging or otherwise limiting his/her involvementany type of business, securities,
futures, commodities or banking activitit

« been found by a court of competent jurisdictiongicivil action), the Securities and Exchange Cossion or the Commodity Futures
Trading Commission to have violated a federal atessecurities or commodities law, and the judgrhastnot been reversed,
suspended, or vacate

« been subject to, or party to, any judicial or adstmtive order, judgment, decree , or finding, sgbsequently reversed, suspende
vacated, relating to an alleged violation of (iydederal or State securities or commodities lavegulation, (ii) any law or
regulation respecting financial institutions oruirence companies including, but not limited tog@porary or permanent injunction,
order of disgorgement or restitution, civil monegnglty or temporary or permanent cease-and-desist,cor removal or prohibition
order or (iii) any law or regulation prohibiting thar wire fraud or fraud in connection with anydiess entity; orbeen the subject of,
or a party to, any sanction or order, not subsetijuezversed, suspended or vacated, of any selflatgyy organization (as defined in
Section 3(a)(26) of the Exchange Act (15 U.S.C(@f26))), any registered entity (as defined int®ecl(a)(29) of the Commaodity
Exchange Act (7 U.S.C. 1(a)(29))), or any equivekxthange, association, entity or organization tilaa disciplinary authority over
its members or persons associated with a mer

Corporate Governance

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

There have been no changes to the procedures loh stickholders may recommend nominees to our Bafard
Directors.
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Director Qualifications

We believe that our directors should have the highefessional and personal ethics and valuesjstemt 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 gsrthem, given their individual
circumstances, to perform responsibly all direclaties for us. Each director must represent trerésts of all stockholders. When considering
potential director candidates, the board of dinectdso considers the candidate’s character, judgrdeversity, age and skills, including
financial literacy and experience in the contexvof needs and the needs of the board of directors.
Director Independence

The board of directors has determined that thremimees of our board of directors, Mr. Harris, Dr. fidletto and Mr. Fischman, are
independent under the revised listing standard$efNasdaq Stock Market, Inc. We intend to maingditeast two independent directors on
our board of directors in the future.
Code of Ethics

Our Chief Executive Officer and all senior finarda#icers, including the Chief Financial Officeare bound by a Code of Ethics that
complies with Item 406 of Regulation S-B of the Bange Act. Our Code of Ethics is posted on our welas www.reedsinc.com.

Board Structure and Committee Composition

As of the date of this Annual Report, our boardlioéctors has five directors and the following thetanding committees: an Audit
Committee, a Compensation Committee and a Nomimatamd 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 boar
directors and each of its committees through thimgending December 12, 2011.

Audit CommitteeOur Audit Committee oversees our accounting anafofal reporting processes, internal systems aflating and
financial controls, relationships with independaudtitors and audits of financial statements. Spe@gponsibilities include the following:

« selecting, hiring and terminating our independertitars;

- evaluating the qualifications, independence anébpmiance of our independent auditors;

« approving the audit and n-audit services to be performed by our independeditars;

. reviewing the design, implementation, adequacyedfettiveness of our internal controls and criti@atounting policies;

. overseeing and monitoring the integrity of our fingl statements and our compliance with legalr@gdlatory requirements as th
relate to financial statements or accounting msit

. reviewing with management and our independent argjiany earnings announcements and other pubicuenrcements regardir
our results of operations; a

e  preparing the audit committee report that the S&diires 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 determinatittte three members of the Audit Committee arepeddent under the rules of the SEC
and the Nasdaq National Market and that Dr. Muffolgualifies as an “audit committee financial estgeas defined by the rules of the SEC.
Our board of directors has adopted a written chéotethe Audit Committee meeting applicable stamdaf the SEC and the Nasdaq National
Market.
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Compensation Committe®ur Compensation Committee assists our board ettirs in determining and developing plans for the
compensation of our officers, directors and empdsy&pecific responsibilities include the following

« approving the compensation and benefits of our wkez officers;
. reviewing the performance objectives and actudbperance of our officers; and
. administering our stock option and other equity penmsation plans.

Our Compensation Committee is comprised of Dr. Mietto, Mr. Harris and Mr. Fischman. The board inéctors has determined
that all of the members of the Compensation Coneitire independent under the rules of the NasdagrnidhMarket. Our board of directors
has adopted a written charter for the Compens&mnmittee.

Nominations and Governance Commit®er Nominations and Governance Committee assistbdlard of directors by identifying
and recommending individuals qualified to becomenioers of our board of directors, reviewing corresfence from our stockholders, and
establishing, evaluating and overseeing our cotpaiavernance guidelines. Specific responsibilitietude the following:

« evaluating the composition, size and governanauoboard of directors and its committees and nmgakéitommendations regardi
future planning and the appointment of directoredo committees

« establishing a policy for considering stockholdeminees for election to our board of directors;
. evaluating and recommending candidates for ele¢tiaur board of directors.

Our Nominations and Governance Committee is coragrig Dr. Muffoletto and Mr. Fischman. The boarddofctors has determined
that all of the members of the Nominations and Goaece Committee are independent under the ruldsedflasdag National Market. Our
board of directors has adopted a written chartethif® Nominations and Corporate Governance Comenitte

Securities Authorized for Issuance under 2001 Stocption Plan, 2007 Stock Option Plan and 2009 Con&ant Stock Plan

For information regarding securities authorizedi$suance under our 2001 Stock Option Plan, 200ekSDption Plan and 2009
Consultant Stock Plan see “Market for Common Eqaityl Related Stockholder Matters.”

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act of41@3 amended (the “Exchange Act”) requires owatlirs and executive officers
and beneficial holders of more than 10% of our camstock to file with the SEC initial reports of nership and reports of changes in
ownership of our equity securities.

To our knowledge, based solely upon a review ofifsoBand 4and amendments thereto furnished to Reed’s und&FE’240.16&8
(e)during our most recent fiscal year and Fornas8 amendments thereto furnished to Reed’s witbeso our most recent fiscal year or
written representations from the reporting persorsbelieve that during the year ended Decembe?2@®19 our directors, executive officers
and persons who own more than 10% of our commark stomplied with all Section 16(a) filing requirents.
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Item 11. Executive Compensation

The following table summarizes all compensationfigzal years 2009 and 2008 received by our predagecutive officer, principal
financial officer and chief operating officer, whee the only executive officers of the Companyised! year 2009, 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 2009 $ 150,00( -$ 7,92 - - - $ 4,61€3) $ 162,53t
2008 $ 150,00( $ 4,61€(3) $ 154,61t
James Linesct,
Chief Financial
Officer (2) 2009 $ 151,98¢ -$ 7920 $ 55,50 - - - $ 215,40:
Thierry Foucaut ,
Chief Operating
Officer 2009 $ 130,00 $ 57,60 $ 7,92( - $ 195,52(
2008 $ 130,00 $ 57,60( $ 41,00( $ 228,60(

(1) The amounts represent the compensation expensad ftrar-based payment awards based on estimated fair yaeputed ir
accordance with Financial Accounting Standardslueiieg any impact of assumed forfeiture rates. rdéord compensation expense for
employee stock options based on the estimateddhie of the options on the date of grant using2laek Scholes option pricing
model. See discussion of valuation assumptiotisarfinancial statement Note 10.(A) Stock Optic

(2) Mr. Linesch was hired in January 2009. Amountgesent payments pursuant to an at will employmgréeament since his hire da

(3) Represents value of automobile provided to Christopd. Reec

Employment Agreements

We entered into an atill employment agreement with Thierry Foucaut, Qinief Operating Officer, which provides for an aalized
salary of approximately $130,000 per year. In &oldj we have granted Mr. Foucaut options to puseh# to 50,000 shares of common stock
which vest over a three year period ending in 2010.

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 Jgri®g 2009. In addition, we have granted Mr. Litesptions under our 2007 Stock
Option Plan to purchase up to 75,000 shares of camstock which vest over a three year period endargiary 19, 2012. In the event of a
sale of Reed’s, Inc., should Mr. Linesch’s employirterminate during the first 12 months after thkeshe will be entitled to three months
severance.

Except as set forth above, there are no writtenl@ngent agreements with any of our officers or l&yployees, includir

Christopher J. Reed. We do not have any agreemshith provide for severance upon termination opkryment, whether in context o
change of control or not.
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Outstanding Equity Awards At Fiscal Year-End

The following table sets forth information regamglimnexercised options and equity incentive plaarda/ for each Named Executive
Officer outstanding as of December 31, 2009.

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 - - -
James Linesch, Chief Financial Offic - 75,00((1) $1.30 01/04/14
Thierry FoucautChief Operating Office 33,33: 16,667(2) $7.55 06/03/12
16,66" 33,33{(3) $1.34 12/07/13

Notes:

(1)Vest as follows: 25,000 options vest on Januag030 and 25,000 will vest on January 3, 2011 andaky 3, 2012
(2)Vest as follows: 16,666 options will vest on Jup@@L0.

(3)Vest as follows: 16,667 will vest on December 6l@@nd 16,667 will vest on December 6, 2(

Director Compensation

The following table summarizes the compensatiod pabur directors for the fiscal year ended Decendi, 2009:

Fees
Earned or Non-Equity
Paid in Stock Option Incentive Plan  All Other
Name Cash Awards Awards Compensatior Compensatior Total
Judy Holloway Reed $ 2,02t $ 2,02t
Mark Harris $ 0 $ 0
Daniel S.J. Muffoletto $ 12,2041) $ 12,20«
Michael Fischman $ 1,65( $ 1,65(

(1) Since November 2007, Dr. Muffoletto receives $88Bmonth to serve as the Chairman of the Audit Catem
Item 12. Security Ownership of Certain BeneficialDwners, Management and Related Stockholder Matters

The following table reflects, as of the date o§tAnnual Report, the beneficial common stock owmiersf: (a) each of our directors,
(b) each of our current named executive officezseach person known by us to be a beneficial matiB% or more of our common stock, &
(d) all of our executive officers and directorsaagroup.
Except as otherwise indicated below, the persongedan the table have sole voting and investmentgpavith respect to all shares of comn

stock held by them. Unless otherwise indicateel pthincipal address of each listed executive offeael director is 13000 South Spring Street,
Los Angeles, California 90061.
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Percentage

of Shares
Number of Shares Beneficially
f Beneficial Ownet Beneficially Ownec Owned (1)
Directors and Named Executive Officers
Christopher J. Ree® 3,153,23! 31.2
Judy Holloway Ree(@ 3,153,23 31z
Mark Harris®) 31¢ *
Daniel S.J. Muffoletto, N.D 0 *
Michael Fischmal 0 *
James Linesc® 31,00( *
Thierry Foucau®) 61,00( L
Directors and executive officers as a group (7 qres}¥ 3,245,55 31.¢
5% or greater stockholders
Joseph Grac® 500,00( 4.¢
Pearl Elias®) 666,36. 6.€

* Less than 1%.

(1) Beneficial ownership is determined in accomawith the rules of the SEC. Shares of commockssabject to options or warrants
currently exercisable or exercisable within 60 dafyMarch 23, 2010 are deemed outstanding for caimgthe percentage ownershig
the stockholder holding the options or warrantsdratnot deemed outstanding for computing the pégige ownership of any other
stockholder. Unless otherwise indicated in therfotes to this table, we believe stockholders naméke table have sole voting and
sole investment power with respect to the sharefog@ opposite such stockholder’s name. Peregntd ownership is based on
approximately 10,104,1C shares of common stock outstanding as of Marcl2@3B0.

(2)  Christopher J. Reed and Judy Holloway Reed areameshnd wife. The same number of shares of constomk is shown for each
them, as they may each be deemed to be the benefiener of all of such share

(3) The address for Mr. Harris is 160 Barranca RoadyiNey Park, California 91321

(4) Consists of 6,000 shares of common stock and optmpurchase 25,000 shares of common stock. Bateéaclude options to purcha
50,000 shares of common stock that vest over tvaosy

(5) Consists of 11,000 shares of common stockogtidns to purchase up to 50,000 shares of commoai.sDoes not include options to
purchase up to 50,000 shares of common stock wigishover two year:

(5) The address for Mr. Grace is 1900 West NickersoeeBtSuite 116, PMB 158, Seattle, Washington 98

(6) The address for Mrs. Elias is P.O. Box 340, Mef&tation PA, 1906¢

ltem 13. Certain Relationships and Related Transamns, and Director Independence
CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Our board of directors has adopted written polieied procedures for the review of any transactorangement or relationship
between Reed’s and one of our executive officarectbrs, director nominees or 5% or greater stotrdrs (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 suchresction, arrangement or relationship, defined ‘@slated party transaction,” the
related party must report the proposed related peahsaction to our Chief Financial Officer. Tiicy calls for the proposed related party
transaction to be reviewed and, if deemed apprieprégoproved by the Governance Committee. If prabte, the reporting, review and
approval will occur prior to entry into the trantan. If advance review and approval is not pittie, the Governance Committee will
review, and, in its discretion, may ratify the tel&party transaction. Any related party transactithat are ongoing in nature will be
reviewed annually at a minimum. The related padpsactions listed below were reviewed by theljolrd of directors. Prior to August
2005, we did not have independent directors orBaard to review and approve related party transastiThe Governance Committee shall
review future related party transactions.
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During the years December 31, 2009 and 2008, we pasticipated in the following transactions in @i related person had or
will have a direct or indirect material interest:

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

During the year ended December 31, 2008, the Coypamployed two family members of the majority shalder and Chief
Executive Officer of the Company in sales roleseywere paid approximately $37,000 and $113,00@plByment ended in 2008, so there
were no payments during the year ended Decemb&(88,

During the year ended December 31, 2008, the Coyngatered into an agreement for the distributioitsoproducts internationally.
The agreement is between the Company and a congoatiplled by two brothers of Christopher Reed,e€Eixecutive Officer of the
Company. The agreement remains in effect until ireated by either party and requires the Comparpato10% of the defined sales of the
previous month. During the year ended Decembe2@09, the Company paid commissions on sales oD®00and issued 52,420 shares of
its common stock in satisfaction of $65,000 dueeuritis agreement. During the year ended DeceBihe2008, the Company paid $60,000
for these services and 200,000 warrants were gtamteonnection with this distribution agreementeTwarrants are issuable only upon the
attainment of certain international product saMswarrants vested during the year ended Decenthe?(®9. The warrants will be valued
and a corresponding expense will be recorded up@attainment of the sales goals identified whenithrrants were granted.

Item 14. Principal Accounting Fees and Services

Weinberg & Company, P.A. (“Weinberg”) was our indedent registered public accounting firm for thargeended December 31,
2009 and 2008.

The following table shows the fees paid or accioeds for the audit and other services providedgmberg for the years ended
December 31, 2009 and 2008.

2008 2008
Audit Fees $ 120,00 $ 153,00(
Audit-Related Fee 0 0
Tax Fees 0 0
All Other Fees 0 0
Total $ 120,000 $ 153,00

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 finanstatements included in our Form 10-K, or for seggithat are normally provided by the
accountant in connection with statutory and reguafilings or engagements for those fiscal yeéiis;audit-related fees” are fees for
assurance and related services by our principaletant that are reasonably related to the perfocemaf the audit or review of our financial
statements and are not reported under “audit f¢&i};tax fees” are fees for professional sengaendered by our principal accountant for tax
compliance, tax advice, and tax planning; and“@l)other fees” are fees for products and servimesided by our principal accountant, other
than the services reported under “audit fees,” itargdated fees,” and “tax fees.”

Audit Fees

Services provided to us by Weinberg with respestich periods consisted of the audits of our fiferstatements and limited revie'
of the financial statements included in QuartergpBrts on Form 10-Q. Weinberg also provided sesweith respect to the filing of our
registration statements in 2009 and 2008.

Audit Related Fees

Weinberg did not provide any professional servicass with which would relate to “audit related g€
Tax Fees

Weinberg did not provide any professional servicess with which would relate to “tax fees.”

All Other Fees

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

Under the SEC'’s rules, the Audit Committee is regplito pre-approve the audit and non-audit senpeeformed by the independent
registered public accounting firm in order to emstirat they do not impair the auditors’ independefi©ie Commission’s rules specify the
types of non-audit services that an independerit@uday not provide to its audit client and esisiiokhe Audit Committee’s responsibility for
administration of the engagement of the independagistered public accounting firm.

Consistent with the SEC’s rules, the Audit Comneit@harter requires that the Audit Committee revéend pre-approve all audit
services and permitted non-audit services provimethe independent registered public accounting fo us or any of our subsidiaries. The
Audit Committee may delegate pre-approval authddtg member of the Audit Committee and if it da@s, decisions of that member must be
presented to the full Audit Committee at its netieduled meeting. Accordingly, all audit servicad aon-audit services described in this Item
14 were pre-approved by the Audit Committee.

There were no hours expended on the principal axtaatis engagement to audit the registrant’s fireratatements for the most
recent fiscal year that were attributed to worlki@ened by persons other than the principal accouistdull-time, permanent employees.

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

All other financial statement schedules have bewitted because they are either not applicable®rehuired 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 Exgf@aAct, the registrant caused this Report to tyeesl on its behalf by the

undersigned, thereunto duly authorized.

Date: March 30, 2010

REED’S, INC.
a Delaware corporatic

By: /s/ Christopher J. Ret

Christopher J. Ree
Chief Executive Office

In accordance with the Exchange Act, this Repasthhieen signed below by the following persons oralbeti the registrant and in the

capacities and on the dates indicated.

Signature

Title Date

/s/ CHRISTOPHER J. REE

Christopher J. Ree

/sl JAMES LINESCH

James Linesc

/s/ JUDY HOLLOWAY REED

Judy Holloway Ree

/sl MARK HARRIS

Mark Harris

/s/ DANIEL S.J. MUFFOLETTC

Daniel S.J. Muffolettc

/sl MICHAEL FISCHMAN

Michael Fischmai

Chief Executive Officer, President and Chairman of
the Board of Directors March 30, 2010

(Principal Executive Officer

Chief Financial Office! March 30, 201(
(Principal Financial Officer and Principal Accourg

Officer)

Director March 30, 201(
Director March 30, 2010
Director March 30, 201(
Director March 30, 2010
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EXHIBIT INDEX

Certificate of Incorporation of Reed’s, Inc. agéilSeptember 7, 2001 (Incorporated by referenéslbibit 3.1 to Reed’s, Inc.’s
Registration Statement on Form-2 (File No. 33-120451))

Certificate of Amendment of Certificate of Incorption of Ree’s, Inc. as filed September 27, 2004 (Incorporateceference t
Exhibit 3.2 to Re€’s, Inc’s Registration Statement on Form-2 (File No. 33.-120451))

Certificate of Amendment of Certificate of Incorption of Ree’s, Inc. as filed December 18, 2007 (Incorporatedefgrence t(
Exhibit 3.3 to Re€’s, Inc’s Registration Statement on Fori-1 (File No. 33-156908))

Certificate of Designations, Preferences and Righ&eries A Preferred Stock of Reed’s, Inc. aifiDctober 12, 2004
(Incorporated by reference to Exhibit 3.3 to F's, Inc’s Registration Statement on Form-2 (File No. 33.-120451))

Certificate of Correction to Certificate of Desigioas as filed November 10, 2004 (Incorporateddfgnence to Exhibit 3.4 to
Ree(s, Inc’s Registration Statement on Form-2 (File No. 33-120451))

Amended Certificate of Designation of Series B Gatible Preferred Stock, filed December 4, 2008:d-herewith

Bylaws of Reed’s Inc., as amended (Incorporatetebgrence to Exhibit 3.5 to Reed’s, Inc.’s RegtétraStatement on Form SB-2
(File No. 33-120451))

Form of common stock certificate (Incorporated éference to Exhibit 4.1 to Re’s, Inc’s Registration Statement on Form-2
(File No. 33:-120451))

Form of Series A preferred stock certificate (Inmyated by reference to Exhibit 4.2 to R’s, Inc’s Registration Statement
Form SE-2 (File No. 33-120451))

Brewing Agreement between Resdinc. and The Lion Brewery, Inc. dated May 15)20incorporated by reference to Exhibit 1
to Reed’s, Inc.’s Registration Statement on Form2SBortions of the exhibit have been omitted pansuo a request for
confidential treatment. (File No. 3-120451))

Note in favor of the U.S. Small Business Admirasitn dated December 11, 2000 (Incorporated byeate to Exhibit 10.3 t
Ree(s, Inc’s Registration Statement on Form-2 (File No. 33-120451))

Note in favor of the U.S .Small Business Admiraitn dated December 11, 2000 (Incorporated byeate to Exhibit 10.4 t
Reec('s, Inc’s Registration Statement on Form-2 (File No. 33-120451))

Loan Agreement between R¢'s Inc. and California United Bank dated Novemi#rZD06 (Incorporated by reference to Exh
10.5 to Ree’s, Inc’s Registration Statement on Fori-1 (File No. 33-146012))

Brewing Agreement between R¢s Inc. and The Lion Brewery, Inc. dated Novembe2@8 (Incorporated by reference to Exh
10.1 to Ree€’s, Inc’s Form 10Q/A filed December 18, 20(

Employment Agreement between Reed’s, Inc. and Behkne dated August 1, 2007 (Incorporated by reéeréo Exhibit 10.8 to
Reec('s, Inc’s Registration Statement on Fori-1 (File No. 33-156908))

Employment Agreement between Reed’s, Inc. and Thieoucaut dated May 5, 2007 (Incorporated by efee to Exhibit 10.9 to
Ree(s, Inc’s Registration Statement on Fori-1 (File No. 33-156908))

Employment Agreement between R’s, Inc. and James Linesch dated December 29, 200&jorated by reference to Exhi
10.10 to Re€'s, Inc’s Registration Statement on Fori-1 (File No. 33-156908))

Promissory Note in favor of Lehman Brothers BangBFRlated February 22, 2008 (Incorporated by reterém Exhibit 10.13 to
Reec('s, Inc’s Registration Statement on Fori-1 (File No. 33-156908))

Loan and Security Agreement between Reed'’s Inc Fanstl Capital Western Region LLC dated May 30,200ncorporated by
reference to Exhibit 10.3 to R€’s, Inc’s Form 10Q/A December 7, 20C

Amendment Number One to Loan and Security Agreeretwteen Ree's Inc. and First Capital Western Region LLC dateak.
16, 2008 (Incorporated by reference to Exhibit 16.Ree's, Inc's Current Report on Form 8K dated July 23, 2(

Amendment Number Two to Loan and Security Agreerbehtveen Ree's Inc. and First Capital Western Region LLC dateue
16, 2008 (Incorporated by reference to Exhibit ZGd Ree’s, Inc’s Registration Statement on For-1 (File No. 33:-156908))
Amendment Number Three to Loan and Security Agregmetween Reed’s Inc. and First Capital WestemgidteLLC dated
September 24, 2008 (Incorporated by reference hibiEx10.18 to Reed’s, Inc.’s Registration StatetrenForm S-1 (File No. 333-
156908))
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Waiver to Loan and Security Agreement dated JanbaP¥09 (Incorporated by reference to Exhibit 9Gd Ree’s, Inc’s
Registration Statement on Forr-1 (File N0.333-156908))

2001 Stock Option Plan (Incorporated by referendéxhibit 4.3 to Re€’s, Inc’s Registration Statement on Form-2 (File No.
33:-120451)

Reed'’s Inc. Master Brokerage Agreement between Reled. and Reed’s Brokerage, Inc. dated May D80ncorporated by
reference to Exhibit 10.21 to R€'s, Inc’s Registration Statement on Forr-1 (File No.333-156908))

2007 Stock Option Plan (Incorporated by referendexhibit 10.22 to Reed's, Inc.'s Form 10K filedrista27, 2009

2009 Consultant Stock Plan (Incorporated by refezdn Exhibit 4.1 to Reed’s, Inc.’s RegistratioatStnent on Form S-8 (File No.
33:-157359)

Amendment Number Four to loan and Security Agredrbetween Reed’s Inc. and First Capital WesternidepLC dated March
27, 2009 (Incorporated by reference to Exhibit ZG®Reed's, Inc.'s Form 10K filed March 27, 20

Standard Offer, Agreement, and Escrow Instructfon®urchase of Real Estate dated April 23, 206%raended (Incorporated
reference to Exhibit 10.1 to Reed's, Inc.'s Fori®/R0as filed August 18, 200¢

Standard Industrial Commercial Lease Agreementddisltay 7, 2009, as amended (Incorporated by referem&xhibit 10.2 tc
Reed's, Inc.'s Form 10Q/A as filed August 18, 2(

Asset Purchase Agreement between Reed's, Inc.arahta Cider Mill, Inc. dated October 19, 2009 (Ipmoated by Reference to
Exhibit 10.1 to Reed's, Inc.'s Form 10Q/A as filBécember 7, 200¢

Loan and Security Agreement by and between Gem@agdihg |, LLC and Re¢'s Inc. dated November 18, 2009 (Filed herew
Code of Ethics (Incorporated by reference to ExHiBil to Reed’s, Inc.’s Registration StatemenEForm SB-2 (File No. 333-
157359))

Subsidiaries of Rer's, Inc., filed herewith

Consent of Weinberg & Co., P.A, to the incorpanatby reference to the previously filed RegistnatBiatement (SEC File No.
33:-157359), filed herewitl

Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 200z

Certification of Chief Financial Officer pursuait $ection 302 of the Sarba-Oxley Act of 200z

Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioBe06 of the Sarbar-
Oxley Act of 200z

Certification of Chief Financial Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdiio8e906 of the Sarbar-
Oxley Act of 200z

Indicates a management contract or compensatonygolarrangement
The certifications attached as Exhibits 32.1 an@ a2company the Annual Report on Forn-K pursuant to Section 906 of t
Sarbane-Oxley Act of 2002 and shall not be deen“filed” by Reer's, Inc. for purposes of Section 18 of the Secwriigchange Ac
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Exhibit 3.6

AMENDED CERTIFICATE OF DESIGNATION

(Pursuant to Section 151 of the Delaware General @uoration Law)

The undersigned, Christopher J. Reed and Judy Wajldreed, certify that:

ONE. They are the duly elected Chief Executivdid®@f and Secretary, respectively, of the Reedis,,|la Delaware corporation (the
Corporation”).

TWO. The Certificate of Incorporation of this Corption provides for a class of its authorized shdmown as Preferred Stock comprise
500,000 shares issuable from time to time in onmarre series, of which 47,121 shares designat&kdss A Convertible Preferred Stock
currently outstanding and no shares designate@i@ss® Convertible Preferred Stock are currentiistanding.

THREE. Pursuant to and in accordance with theipians of Section 151 of the Delaware General Gmpon Law and the Certificate
Incorporation of this Corporation Certificate of Incorporation”), the Board of Directors of the CorporationBbard of Directors”) has dul
authorized and adopted resolutions amending thefiCate of Designation originally filed April 22009 and amended November 16, 200!
decreasing the Conversion Price (defined hereimbedd the Series B Convertible Preferred Stock1at$.

FOUR. The Board of Directors of the Corporation taky authorized and adopted the following recitaisl resolutions on December 4, 2009:

WHEREAS, the Board of Directors of this corporatisrauthorized to fix the number of shares of agryes of Preferred Stock anc
determine the designation of any such series aadigts, preferences, privileges and restrictigrented to or imposed upon any wh
unissued series of Preferred Stock; and

WHEREAS, the Board of Directors has previously @ixnd determined the designation of, the numbehafes constituting, and
rights, preferences, privileges and restrictionatireg to a Series B Convertible Preferred Stoeckspant to a Certificate of Designation as 1
with the Delaware Secretary of State on April 2002 and amended November 16, 2009; and

WHEREAS, the Board of Directors wishes to amend egsiate the Certificate of Designation origindiled April 29, 2009 an
amended November 16, 2009, by decreasing the CsinnePrice (defined hereinbelow) of the Series Bi@uatible Preferred Stock to $1.43.

RESOLVED, that the Board of Directors hereby amesus restates the Certificate of Designation fidgutl 29, 2009 and amend
November 16, 2009 in its entirety and designatesnttimber of shares, and fixes the relative rightsyers and preferences thereof, anc
limitations or restrictions of the Series B Conitdg Preferred Stock (in addition to any provisiaet forth in the Certificate of Incorporat
that are applicable to the Preferred Stock oflases and series), as follows:




SERIES B CONVERTIBLE PREFERRED STOCK

A total of four hundred thousand (400,000) sharethe authorized and unissued Preferred Stock @fGbrporation, $10.00 sta
value per shargare hereby designated “Series B Convertible PredeBtock” (the ‘Series B Preferred) with such series having the followi
rights, preferences, powers, privileges and rdgiris, qualifications and limitations:

1. Rank The Series B Preferred shall rank (a) seniogllimatters, to (i) any class of common stockhaf Corporation, includin
without limitation, the Corporation’s common sto@).0001 par value per share (th€6mmon StockK’), and any other class or serie:
capital stock into which the Common Stock is resiféeed or reconstituted, (ii) any other class aiieseof capital stock of the Corporation ei
specifically ranking by its terms junior to the BarB Preferred or not specifically ranking bytgsms senior to or on parity with the Serie
Preferred, and (iii) any class or series of capgtatk of the Corporation into which the capitalcht referred to in the preceding subclause
and (i) is reclassified or reconstituted (the talpstock referred to in this clause (a) is herk@rareferred to as the Junior Stock”); (b) or
parity with any class or series of capital stocklad Corporation specifically ranking by its terns parity, in all matters expressly provic
with the Series B Preferred Parity Stock”); and (c) junior, in all matters expressly proeil] to the Corporatios’class of Preferred Stc
designated as Series A Convertible Preferred stockany class or series of capital stock of thep@ation specifically ranking by its ter
senior to the Series B PreferredSgnior Stock)).

2. Dividends

€)) Subiject to the prior payment in ffilany dividends to which any Senior Stock is dedifpursuant to the Certificate of Incorporat
as then amended to date, for a period of thregg8)s from the date of issuance of the Series BefPegl, the holders of the Series B Prefe
(each, a “Series B Holder") shall be entitled to receive, out of funds ldgalvailable therefor, dividends (theSeries B Dividends), which
shall be cumulative and na@empounding and accrue on a daily basis from the dia which a particular share of Series B Prefeisdssuec
at an annual rate equal to five percent (5%) of@niginal Purchase Price (theSeries B Dividend Raté, subject to increase as provi
below), payable as provided in Section Z{bjeof. As used hereinOriginal Purchase Price€’ means ten dollars ($10.00).

(b) Series B Dividends payable pursuar8ection 2(ahereof shall be payable in quarterly dividends é€tua.25% of such Liquidatic
Value (defined below) on each of September 30, e 31, March 31 and June 30 of each year (tBeries B Dividend Payment Datg,
for a period of 36 months from the date of issuanfcthe Series B Preferred Convertible PreferreatiSt Such dividends shall be payable
each Series B Dividend Payment Date, in additishales of Series B Preferred Convertible Prefestedk (“PIK Dividends”), or, in the sol
discretion of the Board of Directors, in cash om@aon Stock and such dividends shall be cumulatindeshall accrue whether or not decla
earned or payable from and after the date of is§tiee Series B Preferred. The shares of Serieselferred distributed as a PIK Dividend s
be deemed to be issued and outstanding from aed sith Series B Dividend Payment Date, and theuamof shares issued as a |
Dividend shall have an aggregate Liquidation Vakuethe Series B Dividend Payment Date equal tovdiee of the dividend accrued
payable. The initial Liquidation Value” of each share of Series B Preferred will be $1@&0share, and thereafter, there will be addete
Liguidation Value of each share of Series B Pref#ras of any Series B Dividend Payment Date, theuat of any dividends payable on s
share on that Series B Dividend Payment Date bup&id on that Series B Dividend Payment Date, twredr not such dividends are decla
earned or payable. The amount of Series B Dividgragsible on the Series B Preferred for any peffmgdtsr than a full calendar quarter s
be computed on the basis of a 360-day year of av@d+day months.




(c) So long as any shares of Series BeRegl are outstanding, the Corporation shall ragt @r declare any dividend, whether in cas
property, or make any othdistribution on any Junior Stock, or purchase, eader otherwise acquire for value any shares obdBtock unti
all Series B Dividends as set forth in Section 2zl have been paid or declared and set apart.

(d) Any Series B Dividend shall be paidRIK Dividends, cash or shares of Common Stockhésole and absolute discretion of
Board of Directors.

(e) If the Corporation elects to pay &wgries B Dividend due in Common Stockiifterest Shares’), the issuance price of the Intel
Shares will be equal to the Hay Weighted Average Price (as defined below) ef @ommon Stock ending on the day prior to Seri
Dividend Payment Date.Weighted Average Prick means, for any security as of any date, the defidumeweighted average price for st
security on the principal national securities exgeon which such equity securities are listeddmitted to trading (‘Principal Market ")
during the period beginning at 9:30:01 a.m., NewkYbime (or such other time as the Principal Maneblicly announces is the official of
of trading), and ending at 4:00:00 p.m., New Yoik& (or such other time as the Principal Marketlighbannounces is the official close
trading) as reported by Bloomberg through its "Vie&uat Price" functions, or, if the foregoing doex apply, the dollar volumereightec
average price of such security in the overdbeanter market on the electronic bulletin boardgoch security during the period beginnin
9:30:01 a.m., New York Time (or such other timesash market publicly announces is the official opétrading), and ending at 4:00:00 p.
New York Time (or such other time as such markddliply announces is the official close of tradirag) reported by Bloomberg, or, if no da
volumeweighted average price is reported for such secbsitBloomberg for such hours, the average of tighdst closing bid price and 1
lowest closing ask price of any of the market makier such security as reported in the "pink shebysPink Sheets LLC (formerly tl
National Quotation Bureau, Inc.). If the Weight&derage Price cannot be calculated for a securita particular date on any of the foregc
bases, the Weighted Average Price of such seaomityuch date shall be as determined by the affivemabte of a majority of the members
the Board of Directors, or, if the requisite apmbwef the Board of Directors cannot be obtained,abpationally recognized indepenc
appraiser or investment bank selected, in goodi,faly a majority of the members of the Board ofediors;provided, howeveyin no ever
shall there be a reduction in the fair market valisuch equity securities based upon a “minordy’similar discount or based upon the
that there does not exist any public trading maftiesuch equity securities. All such determinasido be appropriately adjusted for any s
dividend, stock split, stock combination or othianifar transaction during the applicable calculatjeriod.

3. Liguidation.
(@) In the event of any liquidation, dikgion or winding up of the Corporation, wheth@&luntary or involuntary, or a Triggering Ev

(as defined herein) (each referred to herein atiguidation Event”), after payment or provision for payment of debts atiter liabilities o
the Corporation and all amounts due and owing ¢ohiblders of outstanding shares of Senior Stocknyf, each holder of Series B Prefer
before any distribution or payment is made upon dumyior Stock, shall be entitled to receive, outhd assets of the Corporation leg
available for distribution to stockholders (th&vailable Asset$), an amount equal to each holder’s LiquidatiorfBrence. The Liquidation
Preference” payable with respect to each share of Series BeReef shall be equal to the greater of (i) the Idgtion Value and (ii) if suc
share of Series B Preferred were then convertitite Common Stock, such amount which the holderesfeS B Preferred would be entitlec
receive in connection with the Liquidation Eventsifich holder had converted his, her or its SerieBr&erred immediately prior to t
occurrence of the Liquidation Event. Shares of&3eB Preferred shall (i) not be entitled to anyritistions in the event of a Liquidation Ev
other than a distribution in an amount equal to ltguidation Preference, and (ii) be deemed caadelipon full distribution of su
Liquidation Preference.




(b) If the Available Assets shall be iffsient to permit full payment of the LiquidatioRreference upon a Liquidation Event tc
holders of Series B Preferred, as well as all paytmthen due or due by reason of such LiquidatieenEon any Parity Stock, then the hols
of Series B Preferred and holders of such ParitglSshall share ratably in any such distributionhef Corporatiors assets in proportion to -
full respective distributable amounts to which tlaeg entitled.

(c) Written notice of a Liquidation Evestating a payment date, the amount of the LigiodaPreference and the place where said
shall be payable, shall be given by mail, postagpaid, not less than thirty (30) nor more tharys{80) days prior to the payment date st
therein, to all holders of Series B Preferred abrd, such notice to be addressed to each suckhstider at such holdes’post office address
shown by the records of the Corporation.

(d) Unless otherwise provided herein, méheer the distribution provided for in this Secti®shall be payable in property other than ¢
the value of such property shall be the Fair Makiaue.

(e) As used herein, the following terrhalkhave the following meanings:

0] “Triggering Event” means (a) a sale of all or substantially all of &ssets of the Corporation to any Person, (b’
transaction or series of transactions by which Bayson or group (as such term is used in Secti@) 13 the Exchange Act) becomes
beneficial owner (as so defined), directly or iledity, of shares representing more than fifty petr¢80%) of the aggregate voting power of
Corporation. or (c) a merger, consolidation, reaig@ion, recapitalization or other transaction smries of related transactions (a
Recapitalization”) in which the stockholders of the Corporation ownénmajority of the voting stock of the Corporatieith the right to elet
a majority of the Board of Directors in the aggrtegenmediately prior to such Recapitalization dé a@n a majority of such voting stock
voting power of the surviving, successor or coritigtentity following such Recapitalization.

(i) “Person” means an individual or corporation, partnershipstirincorporated or unincorporated associatioint jeenture
limited liability company, joint stock company, gawvment (or an agency or subdivision thereof) bepentity of any kind.

(iii) “ Affiliate " means, at any time, and with respect to any Pei@oy,other Person that at such time directly ofréudly
through one or more intermediaries Controls, d€amtrolled by, or is under common Control with, lsdizst Person, and, with respect to
Corporation, shall include any Person beneficiallyning or holding, directly or indirectly, ten perat (10%) or more of any class of voting
equity interests of the Corporation or any subsyda any corporation of which the Corporation aisdsubsidiaries beneficially own or hold
the aggregate, directly or indirectly, ten perddi@) or more of any class of voting or equity fet#s. As used in this definition Control ”
means the possession, directly or indirectly, ef power to direct or cause the direction of the ag@ment and policies of a Person, whe
through the ownership of voting securities, by cacttor otherwise.




(iv) “Fair Market Value ” shall mean the following: (i) with respect to equsecurities, (A) in the event such equity seces
are publicly traded, the 1@ay Weighted Average Price for such equity se@sifireceding the date of consummation of the enegptiring
determination of Fair Market Value (theDetermination Date”) (B) in the event such equity securities are notiplybtraded, the fair mark
value of such equity securities shall be determibgdhe affirmative vote of a majority of the membef the Board of Directors or, if t
requisite approval of the Board of Directors canmbbtained, by a nationally recognized independppraiser or investment bank selecte
good faith, by a majority of the members of the Bloaf Directors;provided, howeveyin no event shall there be a reduction in therfearke
value of such equity securities based upon a “nityfoor similar discount or based upon the fact thatetdoes not exist any public trad
market for such equity securities; (ii) with resp&cdebt securities, the present value of such sieturities utilizing an interest rate equal te
prime rate on the Determination Date, as publishéthe Wall Street Journal, Eastern Edition, onrhsDetermination Date; or (iii) with resp
to any other property, the fair market value offspcoperty, as determined (A) by the affirmativeevof a majority of the members of
Board of Directors or (B) if the requisite approwdithe Board of Directors referred to in the piing clause (A) cannot be obtained, t
nationally recognized independent appraiser saleategood faith, by a majority of the memberstaf Board of Directors.

4. Voting Rights

(@) The holders of the issued and outstap@eries B Preferred shall have no voting rigitsept as required by law or as provide
Section 4(b)

(b) At any time when shares of Series Bfd?red are outstanding, in addition to any otheteveequired by law or the Certificate

Incorporation, without the written consent or affative vote of holders representing at least a ritgjof the shares of Series B Preferred
outstanding, the Corporation shall not issue onanize the issuance of any Senior Stock or PatibglS

(c) Any action which by law requires théirafiative vote or consent of the holders of SeBeRreferred shall require the consent of hol
representing at least a majority of the shareseoeS B Preferred then outstanding.

5. Conversion

(@) Optional ConversianThe holders of Series B Preferred shall havddahewing conversion rights (each shall be refdrte herein ¢
an “Optional Conversior):

0] At any time after issuance thares of Series B Preferred shall be convertiblaengttime and from time to time,
whole or in part (but not in fractions of a shai®)the option of the holder thereof, until any Bmgbtion Date, into such number of fully p
and nonassessable shares of Common Stock as iisaetd by multiplying the number of shares to bevested with the Conversion Rate.




(i) The ‘Conversion Rat€ shall be the Original Purchase Price divided byGbaversion Price at the time in effect fi
share of such Series B Preferred. Ti@ohversion Pricé’ per share of Series B Preferred initially shalelb@al to One Dollar and Forty Th
Cents ($1.43), subject to adjustment from timert@tas provided below.

(iii) As used herein,Acquisition Event” means (A) the execution of a definitive agreemeith & Person that is (1) t
beneficial owner of at least a majority of the tloenstanding shares of Series B Preferred, orr{2)félliate of (1), providing for a transacti
which would constitute a Triggering Event or (Bethublic commencement by a Person that is notthd)beneficial owner of at leas
majority of the then outstanding shares of SerieBr&ferred, or (3) an Affiliate of (1), of an exatge or tender offer to acquire all of
Common Stock.

(b) Mandatory ConversionAt any time after issuance of the Series B Pretk if the closing price of the Common Stock eygorted b
the Principal Market or quotation system on whiablrs Common Stock is traded or reported equals ceeds Two Dollars and Seventy F
Cents ($2.75) per share of Common Stock of the tuerent Conversion Price for five (5) consecutiragling days, then the Corporation s
have the right to cause all (but not less thanaltstanding shares of Series B Preferred to benaattcally converted into shares of Comr
Stock (such conversion being referred to hereia adandatory Conversion’ and the date on which such Mandatory Conversiomret
effective as the Mandatory Conversion Daté).

() Conversion of the Series B Preferred meyeffected by any holder thereof upon the sueemnad the transfer agent for the Serie
Preferred, or at such other office or offices, riffaas the Board of Directors may designate, ofctmtificate for such shares of the Seri¢
Preferred to be converted accompanied (if the ngma(which such certificate are to be registerdtedfrom the name(s) in which t
certificate formerly representing shares of SeBeRreferred had been registered prior to conveydigna written notice stating the name
names in which such holder wishes the certificateetificates for shares of Common Stock to baddsand, if an Optional Conversion, sta
that such holder elects to convert all or a spedifthole number of such shares. In case suchenstiall specify a name or names other
that of such holder, such notice shall be accongahby a payment of all transfer taxes payable uperissuance of shares of Common Sto
such name or names. As promptly as practicabbkjraany event within five business days aftergbgender of such certificate or certifice
and the receipt of such notice relating thereto, @ndpplicable, payment of all transfer taxes ffloe demonstration to the satisfaction of
Corporation that such taxes have been paid), thredCation shall deliver or cause to be delivergccértificates representing the numbe
validly issued, fully paid and nonassessable fudires of Common Stock to which the holder of shaféke Series B Preferred being conve
shall be entitled and (ii) if less than the fullmiber of shares of the Series B Preferred evidebyetthe surrendered certificate or certifici
being converted, a new certificate or certificatd#fdjke tenor, for the number of shares evidenogduch surrendered certificate or certific
less the number of shares being converted.

(d) In the event of any Optional Conversisach conversion shall be deemed to have been rmexdediately prior to the close of busin
on the date of the surrender of the certificateentificates for the shares of Series B Prefercetie converted and the giving of the nc
relating thereto, and the Person or Persons aehtibleeceive the shares of Common Stock issualde spch conversion shall be treated fo
purposes as the record holder or holders of suaheshof Common Stock on such date. In the evera dbfandatory Conversion, st
conversion shall be deemed to have been made oddhdatory Conversion Date, and the Person or Rersntitled to receive the share
Common Stock issuable upon such conversion shatelaged for all purposes as the record holdemtidrs of such shares of Common S
on the Mandatory Conversion Date. On the date loiclwa conversion is deemed pursuant to this Seétfd)to have been made, the right:
the holder of the shares of the Series B Prefatestined to have been converted as to the sharasdminerted shall cease except for the
to receive shares of Common Stock in accordanaanliter and the corresponding rights of a holder ofnthon Stock thereupon created.




(e) In connection with the conversion of ahares of the Series B Preferred, no fractiorshafes of Common Stock shall be issued,
lieu thereof the Corporation shall pay a cash ddjast in respect of such fractional interest inaamount equal to such fractional inte
multiplied by the then effective Conversion Pridémore than one share of the Series B Preferhadl be surrendered for conversion by
same holder at the same time, the number of falteshof Common Stock issuable on conversion thesteaif be computed on the basis of
total number of shares of the Series B Preferresis@ndered.

® The Corporation shall at all times me®e and keep available for issuance upon the gsioreof the Series B Preferred, such numb
its authorized but unissued shares of Common Sisakill from time to time be sufficient to permiitet conversion of all outstanding share
the Series B Preferred, and shall take all ac#gpuired to increase the authorized number of stefr€®@mmon Stock if necessary to permit
conversion of all outstanding shares of the Sa@i€seferred.

9) The Conversion Price shall be subje@djustment from time to time as follows:

0] Adjustments for Subdivisions or Combinations of @om Stock In the event the outstanding shares of Con
Stock shall be subdivided by stock split, stockdbwnd or otherwise, into a greater number of shaf€ommon Stock, the Conversion Pric
the Series B Preferred then in effect shall, comaily with the effectiveness of such subdivisiba,proportionately decreased. In the ever
outstanding shares of Common Stock shall be cordbineonsolidated into a lesser number of sharésoofimon Stock, the Conversion P
of the Series B Preferred then in effect shall,coorently with the effectiveness of such combimatmr consolidation, be proportionat
increased.

(i) Adjustments for Non-Cash Dividends and Other Distiions. In the event the Corporation makes, or fixes@or
date for the determination of holders of Commonctentitled to receive, any distribution (excludingpurchases of securities by
corporation not made on a pro rata basis) payalpedperty or in securities of the Corporation ottian shares of Common Stock, then ar
each such event the holders of Series B Prefetnall seceive, at the time of such distribution, #mount of property or the number
securities of the Corporation that they would heaeeived had their Series B Preferred been corvémte Common Stock on the date of s
event.

(i) Adjustments for Reorganizations, ReclassificatmmSimilar Events If the Common Stock shall be changed intc
same or a different number of shares of any ottesscor classes of stock or other securities opentyg, whether by capital reorganizati
reclassification or otherwise, then each shareeasfeS B Preferred shall thereafter be convertibte the number of shares of stock or
securities or property to which a holder of the bhemof shares of Common Stock of the Corporatidivei@ble upon conversion of such shi
of Series B Preferred shall have been entitled gpmh reorganization, reclassification or othemgéve




(iv) Shares Owned by Corporation For purposes of this Section 5(ghe number of shares of Common Stock al
time outstanding shall not include any shares ah@on Stock then owned or held by or for the accofitite Corporation.

(v) Certificate of Independent AccountaniThe certificate of any firm of independent paldiccountants of recogniz
national standing selected by the Board of Directfrthe Corporation (which may be the firm of ipdadent public accountants regul
employed by the Corporation) shall be presumptieelyect for any computation made under this Sadig).

(vi) No Adjustments for Abandoning Dividend Distribusion If the Corporation shall take a record of tledders of it:
Common Stock for the purpose of entitling themeoeive a dividend or other distribution, and shizdireafter and before the distributior
stockholders thereof legally abandon its plan tg padeliver such dividend or distribution, theretbafter no adjustment in the Conver:
Price or the number of shares of Common Stock Hsugpon exercise of the right of conversion grdridg this_Section 5(gghall be require
by reason of the taking of such record.

(vii) No Adjustments for Mergers, Reorganizations, Adtiois or Similar Events There shall be no adjustment of
Conversion Price in case of the issuance of angksutd the Corporation to the security holders of ather corporation in a merg
reorganization, acquisition or other similar trastgan except as set forth in this Section 5(g)

(h) In case of any capital reorganizatiomeclassification of outstanding shares of Comi@tatk (other than a reclassification covere
Section 5(g)(iii)), or in the case of a share exchange of CommorkStw securities of another corporation, or ineca$ any consolidation
merger of the Corporation with or into another @rgtion, or in case of any sale or conveyance tiham corporation of the property of
Corporation as an entirety or substantially asrainety (each of the foregoing being referred t@aédsransaction”), each share of the Serie
Preferred then owned by such holder shall theneateconvertible into, in lieu of the Common Staskuable upon such conversion pric
consummation of such Transaction, the kind and ainofushares of stock and other securities andgstgpeceivable (including cash) upon
consummation of such Transaction by a holder of tlianber of shares of Common Stock into which dreres of the Series B Preferred
convertible immediately prior to such Transactiorluding, on a pro rata basis, the cash, secaritigoroperty received by holders of Comt
Stock in any tender or exchange offer that is p stesuch Transaction).

0] Upon any adjustment of the Conversioicd’then in effect, the Corporation, at its expgrshall, upon the written request of any hc
of Series B Preferred, promptly compute such anjast in accordance with the terms hereof and fbrtdseach holder of Series B Preferr
certificate setting forth such adjustment and shgwih reasonable detail the facts upon which sdglistment is based.

()] Upon any conversion of Series B Prefdrpursuant to this Section the holder of such shares being converted skedlive any unpa
and accrued dividends on such shares being codverte




6. Redemptian

(@) At any time after the third anniversafythe issuance of the Series B Preferred, atinbtiless than all, the shares of Series B Pl
outstanding may be redeemed by the CorporationMaridatory Redemptiori) at its sole discretion, at a price equal to thexgneof (i) on
hundred ten percent (110%) of the Original Purchiee, plus an amount equal to any unpaid anduadcdividends and (ii) the Fair Mar
Value on the Redemption Date of such number ofeshaf Common Stock which the holder of the redee®eides B Preferred would
entitled to receive had the redeemed Series B iPegfdeen converted immediately prior to the redémp The right of the Corporation
redeem the Series B Preferred provided under gisidh 6(a), shall cease upon the occurrence of an Acquiskicent.

(b) Redemption Notice Upon the determination by the Corporation to afiate a Mandatory Redemption or a Partial Redem,
written notice of such redemption (th&&demption Notic&) shall be mailed, postage prepaid, to each holdezaufrd of Series B Preferred
its post office address last shown on the recofdeenCorporation, not less than five (5) busingdags prior to the date such redemption
occur (the “‘Redemption Daté). Each Redemption Notice shall state:

0] the number of shares of SeHeRreferred held by the holder that the Corporasioall redeem on the Redemption D

(i) the Redemption Date and thiegthe Corporation shall pay to the holders ofe3eB Preferred upon such redemp
as determined pursuant to Section 6@ applicable (the Redemption Pric€); and

(i) that the holder is to surremdo the Corporation, in the manner and at theeptiesignated, his, her or its certificat
certificates representing the shares of SeriesefieRed to be redeemed.

(c) Redemption Mechanic©n any Redemption Date, the Corporation shakeed such number of shares of Series B Preferrefdrsl
in the Redemption Notice. If on any RedemptioneDiie Corporation does not have sufficient fundgllg available to redeem such nurr
of shares of Series B Preferred set forth in thdeReption Notice, the Corporation shall redeem arpta portion of each Series B Prefe
holder’s redeemable shares out of funds legally availditdeefor, based on the respective amounts whicHdvatherwise be payable in resg
of such shares to be redeemed if the legally adaillunds were sufficient to redeem all such shaaed shall redeem the remaining shar
have been redeemed as soon as practicable aft€otperation has funds legally available therefdme Corporation may delay or cancel
redemption by providing notice of such delay or aalation to each holder of Series B Preferred tieaeived a Redemption Notice
connection with such redemption as promptly astfalole following the determination by the Corpawatto delay or cancel such redemption.

(d) Surrender of Certificates; Paymer®n or before the applicable Redemption Dateh dexdder of shares of Series B Preferred t
redeemed on such Redemption Date, unless suchrh@deexercised his, her or its right to convedhsshares as provided in Section$hal
surrender the certificate or certificates reprasgnéuch shares to the Corporation, in the mannéraa the place designated in the Redem
Notice, and thereupon the Redemption Price for sinelies shall be payable to the order of the pesdmse name appears on such certif
or certificates as the owner thereof, and eactesdared certificate shall be canceled and retitedhe event less than all of the share
Series B Preferred represented by a certificataeteemed, a new certificate representing the eeredd shares of Series B Preferred
promptly be issued to such holder.




(e) Rights Subsequent to Redemptidhthe Redemption Notice shall have been dulegj and if on the applicable Redemption Dati
Redemption Price payable upon redemption of theeshaf Series B Preferred to be redeemed on sudbrR&ion Date is paid or tendered
payment or deposited with an independent paymesritagp as to be available therefor, then notwitititey that the certificates evidencing
of the shares of Series B Preferred so calledddemption shall not have been surrendered, divilerith respect to such shares of Seri
Preferred shall cease to accrue after such Redemptite and all rights with respect to such shahedl forthwith after the Redemption D
terminate, except only the right of the holderseceive the Redemption Price without interest upaamender of their certificate or certifice
therefor.

7. Payment of TaxesThe Corporation shall pay all documentary, statrgnsfer and other taxes (other than taxes ooaniecof thi
holders of shares of Series B Preferred) and gfbeernmental charges attributable to the issuatelajery, conversion or redemption of shi
of Series B Preferregiirovided, howevey that the Corporation shall not be required to @ay taxes payable in respect of any transfer ireg
in the issuance or delivery of any certificate $ach shares in a name other than that of the hofdéie shares of Series B Preferred in res
of which such shares are being issued.

8. Exclusion of Other RightsExcept as may otherwise be required by law, shares of Series B Preferred shall not have
preferences or relative, participating, optionalother special rights, other than those specificaéit forth herein. The shares of Serie
Preferred shall have no preemptive or subscripiigints.

9. Severability If any right, preference or limitation of therf&s B Preferred set forth herein is invalid, urfiavor incapable of beir
enforced by reason of any rule of law or publicipglall other rights, preferences and limitatis®t forth herein which can be given ef
without the invalid, unlawful or unenforceable rigpreference or limitation shall, neverthelessnha@ in full force and effect, and no ric
preference or limitation herein set forth shall de=emed dependent upon any other such right, preferer limitation unless so expres
herein.

10. Status of Reacquired ShareShares of Series B Preferred that have beeredssmnd reacquired in any manner shall (1
compliance with any applicable provisions of thedeof the State of Delaware) have the status dfaied and unissued shares of Prefe
Stock issuable in series undesignated as to smmgksnay be redesignated and reissued.

11. Waivers The holders of Series B Preferred shall alserttéled to, and shall not be deemed to have waisag other applicab
rights granted to such holders under the Delawaeetl Corporation Law. Any of the rights of thelders of Series B Preferred set f
herein may be waived by the affirmative consentaie of the holders of at least a majority of thert outstanding shares of Series B Prefe
subject to applicable law.

12. Registration of Series B ConvertiBleferred Stock The Corporation shall register shares of théeSd3 Preferred, upon record:
be maintained by the Corporation for that purpdbke { Series B Preferred Registé}, in the name of the record holders thereof from tin
time. The Corporation may deem and treat the tegid holder of shares of Series B Preferred aaltkelute owner thereof for the purpos
any distribution to such holder, and for all otperposes, absent actual notice to the contrary.
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13. Registration of TransfersThe Corporation shall register the transfer mf ahares of Series B Preferred in the Series Befes
Register, upon surrender of certificates evidensimgh Shares to the Corporation at its addressfigakherein. Upon any such registratior
transfer, a new certificate evidencing the sharfeSaries B Preferred so transferred shall be isgaetthe transferee and a new certifii
evidencing the remaining portion of the sharessoatransferred, if any, shall be issued to thesfieaning holder.

14. Replacement Certificate$f any certificate evidencing Series B Preferi®dhutilated, lost, stolen or destroyed, the Coafion sha
issue or cause to be issued in exchange and suiostifor and upon cancellation hereof, or in lefland substitution for such certificate, a |
certificate, but only upon receipt of an affidasitloss and indemnity agreement reasonably satmfato the Corporation evidencing such |
theft or destruction and customary and reasonalblennity, if requested. Applicants for a new ddie under such circumstances shall
comply with such other reasonable regulations andgulures and pay such other reasonable third-pastg as the Corporation may prescribe.

15. Reservation of Stock Issuable Upomv@rsion. The Corporation shall at all times reserve aadpkavailable out of its authori:
but unissued shares of Common Stock , solely ®ptirposes of effecting the conversion of the shaf&eries B Preferred, such number ¢
shares of Common Stock as shall from time to timedifficient to effect the conversion of all outstang shares of the Series B Preferred;
if at any time the number of authorized but unisssbares of Common Stock shall not be sufficieneffect the conversion of all th
outstanding shares of Series B Preferred, in andiid such other remedies as shall be availabtéadolders of such Preferred Stock,
Corporation will take such corporate action as niayhe opinion of its counsel, be necessary toeiase its authorized but unissued shar
Common Stock to such number of shares as shallffieient for such purposes, including without liation, engaging in best efforts to obr
the requisite stockholder approval of any necesaargndment to the Certificate of Incorporation.

This Certificate shall become effective upon thiedithereof with the Secretary of State of thet&tef Delaware.

[signature page follows]
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The Corporation has caused this Amended CertifichtBesignation to be duly executed and acknowlddgge its undersigned dt
authorized officers this 4th day of December, 2009.

REED'’S, INc.
By: _ /s/ Christopher J. Reed

Name: Christopher J. Re
Title: President & Chief Executive Officer

REED'’S, INC.

By: _/s/ Judy Holloway Reed
Name: Judy Holloway Ree
Title: Secretary

12







EXHIBIT 10.28

LOAN AND SECURITY AGREEMENT
by and between
GEMCAP LENDING I, LLC,
as Lender,
and
REED'’S, INC.,

as Borrower

Dated: November 18, 2009




LOAN AND SECURITY AGREEMENT

LOAN AND SECURITY AGREEMENT, dated as of November 18, 2009, by and betwREED’S, INC. , a Delaware corporatic
with its principal place of business located at AB®outh Spring Street, Los Angeles, California &0Q “Borrower” ), and GEMCAP
LENDING |, LLC , a Delaware limited liability company with officeg 1401 Ocean Avenue, Suite 305, Santa Monicafo@@h 90401
(together with its successors and assigns;lteader” ).

RECITALS:

WHEREAS , Borrower desires to enter into an accounts redéésbased and inventobased revolving loan credit facility w
Lender; and

WHEREAS , Lender is willing to provide such loans on therte and conditions hereinafter set forth;

NOW, THEREFORE, in consideration of the foregoing, the mutual cam@s and agreements herein contained and other gyw
valuable consideration, Lender and Borrower muyuadvenant, warrant and agree as follows:

SECTION 1. DEFINITIONS AND RULES OF INTERPRETATION AND CONSTRUCTION

Specific Terms Defined. The following terms (including both the singukamd plurals thereof) shall have the following niege
unless the context indicates otherwise:

11 “Account Debtor” or “account debtor” shall have the meaning ascribed to such term iVB€.

1.2 “Accounts” or “accounts” shall mean “accountsds defined in the UCC, and, in addition, any analligations of an
kind at any time due and/or owing to Borrower, vileggtnow existing or hereafter arising, and all tsgbf Borrower to receive payment or .
other consideration including, without limitatiomvoices, contract rights, accounts receivable,ega@nintangibles, choses-action, note:
drafts, acceptances, instruments and all othersdaiiiligations and liabilities in whatever form ogito Borrower from any Pers:
Governmental Authority or any other entity, all gety therefor, and all of Borrowes’rights to receive payments for goods sold (wkr
delivered, undelivered, in transit or returned)jckihmay be represented thereby, or with respecetbgincluding, but not limited to, all rigl
as an unpaid vendor (including stoppage in transitlevin or reclamation), and all additional amisudue from any Account Debtor, toget
with all Proceeds and products of any and all efftregoing.

1.3 “ACH " shall have the meaning set forth in Section 2.hgreof.

14 “Advance”shall have the meaning as set forth 8ection 2.2(b) hereof.




15 “Affiliate” shall mean, with respect to any Person, (a) angrd®erson that, directly or indirectly, controks,controlle:
by, or is under common control with such Persoftbpiany other Person who is a director or offigeof such Person, (ii) of any Subsidiary
such Person or (iii) of any Person described insg#a(a) above. For the purposes of this definitommtrol of a Person shall mean the pc
(direct or indirect) to direct or cause the direntof the management or the policies of such Persbather through the ownership of any ¢
of stock or equity of such person or by contracbthierwise.

1.6 “Agreement” shall mean this Loan and Security Agreement (iriolgichll Exhibits annexed hereto and the Borrower’
Disclosure Schedule) as originally executed ognifended, modified, supplemented, renewed or extefrden time to time, as so amenc
modified, supplemented, renewed or extended.

1.7 “Availability " shall mean the lesser of (i) the Borrowing Basd (i) $3,000,000.

1.8 “Balance Sheettheans the Borrower’s balance sheet dated as oéi®bpt 30, 2009.

1.9 “Borrower” shall have the meaning set forth in the introductaragraph hereof.

1.10 “Borrower’s Disclosure Schedule” means the disclosure schedule prepared by Borrthaers being delivered to Lent

concurrently herewith.

111 “Borrowing Base” shall be calculated at any time as the sum of (®)groduct obtained by multiplying the outstan:
amount of Eligible Accounts, net of all taxes, disots, allowances and credits given or claimed, rmetdof all Reserves, by eighty perc
(80%), plus (B) the lesser of (1) the product atdi by multiplying the outstanding amount of Eligitnventory by fifty percent (50%) of t
actual manufactured cost or invoiced cost thet@®fpplicable, or (2) $1,500,000, net of all Resgrv

1.12 “Borrowing Certificate” shall have the meaning as set forth in Sectiorf)zh2¢eof.

1.13 “Business” shall mean the manufacture, sale and distribuibnonalcoholic and New Age beverages, candies ar
creams. “New Age” beverages include natural saddt, jfiices and fruit drinks, ready-to-drink teapprts drinks and water..

1.14 “Business Day” shall mean any day other than a Saturday, Sundagyother day on which banks located in the Sit
California are authorized or required to close uraplicable banking laws.

1.15 “Capital Assets” shall mean, in accordance with GAAP, fixed assetsh tangible (such as land, buildings, fixtu
machinery and equipment) and intangible (such tenpg copyrights, trademarks, franchises and godw

1.16 “Change of Control” shall have the meaning as set forth in Section hér#of.

1.17 “Chattel Paper” shall have the meaning ascribed to such terrhéntCC.




1.18 “Closing Date”shall mean the date of this Agreement.

1.19 “Collateral” shall have the meaning as set forth in Sectiorhér#of.
1.20 “Collection Account” has the meaning set forth in Section 2.2 hereof.
1.21 “Collection Days’shall mean a period equal to the greater of (i) 2)adBusiness Days after the deposit of Collections

the Collection Account, or (ii) such longer periad may be required by the financial institutionhmthom the Collection Account
maintained, in either event for which interest nb@ycharged on the aggregate amount of such depbgfie Interest Rate or, if applicable,
Default Interest Rate.

1.22 “Collections” means with respect to any Account, all cash catleston such Account.
1.23 “Commercial Tort Claims " shall have the meaning ascribed to such terthéenUCC.
1.24 “Default Interest Rate” shall have the meaning set forth in Section Zfebf.
1.25 “Deposit Accounts’ shall have the meaning ascribed to such terrhendCC.
1.26 “Document” or “document” shall have the meaning ascribed to such term itJtDE.
1.27 “Eligible Accounts” are Accounts created by Borrower which satisfyfthlewing criteria:
Q) such Accounts are created from, éseam connection with, the sale of Inventory ire tordinary course

Borrower’s Business;

(2) such Accounts are good and valid Acte representing undisputed bona fide indebtedimessred by th
Account Debtor therein named, for a fixed sum dsf@eh in the invoice relating thereto with respée an unconditional sale &
delivery upon the stated terms of goods sold byBiiweower, and collectible in accordance with thieims;

3) the amounts of the Accounts repottetiender are absolutely owing to Borrower and dbarise from sales i
consignment, guaranteed sales or other terms wvitdeh payment by the Account Debtors may be coowdi or contingent;

4) the Account Debtor’s chief executofice or principal place of business is locatedhie United States;
(5) such Accounts do not arise from pesgrbillings, retainages or bill and hold sales;
(6) there are no contra relationshipmff® counterclaims or disputes existing with esithereto;




@) the Inventory giving rise therete aot subject to any Liens except for the Lienkerider;
(8) such Accounts are free and clealldfiens except for the Liens of Lender;

(9) such Accounts are not Accounts witbpect to which the Account Debtor or any offioelemployee thereof
an officer, employee or agent of or is affiliatedthwBorrower, directly or indirectly, whether byrtie of family membershi
ownership, control, management or otherwise;

(20) such Accounts are not Accounts weébpect to which the Account Debtor is the Unite¢dtes or any state
political subdivision thereof or any departmentiacy or instrumentality of the United States, atayesor political subdivision;

(12) Borrower has delivered to LendelLender’s representative such documents as Lender mayregquested i
connection with such Accounts and Lender shall haceived a verification of such Accounts, satigfacto it, if sent to the Accou
Debtor or any other obligor or any bailee;

(12) there are no facts existing or tterad which might result in any material adversange in the Accou
Debtor’s financial condition;

(13) Accounts owed by a single Accounbfde or its Affiliates which are no greater tharetwy (20%) of all Eligibl
Accounts;

(14) such Accounts are not owed by anofiat Debtor with respect to which more than 25%soth Accour
Debtor’s Accounts have remained unpaid for more foaty (40) days after the invoice date thereof;

(15) such Accounts have not remained ighfge more than ninety (90) days after the ineoitate thereof;

(16) such Accounts continue to be in fidhformity with the representations and warrantresde by Borrower

Lender with respect thereto;

a7 Lender is, and continues to be,orably satisfied with the credit standing of thecéant Debtor in relation
the amount of credit extended;

(18) such Accounts are not evidencedtmttel paper or an instrument of any kind with eztgo or in payment
the Account unless such instrument is duly endotsechd in possession of Lender or represents ékdhgayment of an account;

(19) such Accounts are net of any retudiscounts, claims, credits and allowances;

(20) Borrower is able to bring suit andagce its remedies against the Account Debtorugihgjudicial process;




(21) such Accounts do not represent @giepayments, late or finance charges owing todsear; and
(22) such Accounts are otherwise satiefgdo Lender in its sole discretion.
1.28 “Eligible Inventory” shall mean finished goods and processed Inventaryed by Borrower consisting of beverag

candies and ice creams, and raw materials for #reufacture thereof, based on reports furnishedetaler by Borrower that are acceptabl
Lender in its sole discretion, excludiagy Inventory having any of the following characgtes:

(1) In-transit Inventory;

(2 Inventory that is located at anyr@use or other premises other than Borrosvprémises at 12930 or 13(
South Spring Street, Los Angeles, California 90@81any other warehouse expressly approved by lranderiting;

3 Inventory as to which Lender has received a waiver in form and substance acceptablLender from tf
applicable landlord, warehouseman, filler, process@acker in respect thereof;

4 Inventory not subject to a dulyfpeted first priority security interest in Lendefiégsor;

(5) Inventory that is subject to angthiin favor of any Person other than Lender thabissubordinate to Lende
first priority security interest on terms satisfagtto Lender in its sole discretion;

(6) Inventory on consignment from amgrgdn, on consignment to any Person or subjectytdailment;

@) Inventory that is damaged, defextitainted, slownoving or not currently saleable in the normal seuof th
Borrower's operations, or the amount of such Inmgnthat has been reduced by shrinkage;

(8) Inventory that the Borrower hasuraed, has attempted to return, is in the procésstarning or intends
return to the vendor thereof;

(9) Inventory manufactured or produdgdthe Borrower pursuant to a license unless th@icgble licensor hi
agreed in writing to permit the Lender to exerdiseights and remedies against such Inventory;

(10) Inventory not covered by a casualgurance policy reasonably acceptable to Lenddruader which Lend
has been named as a loss payee and additionatdhsur

(11) Inventory consisting of (i) packagifexcept bottle inventory approved by Lender s dble discretion), (i
work-in-process, (iii) replacement parts, (iv) cleaningmigs, (v) office supplies, (vi) Inventory heldlatations carrying less than
aggregate of $20,000 of Inventory at actual mariufad cost or invoiced cost, as applicable, (\avmaterials in opened or par
containers, and (viii) any raw materials or finidleoods which are past or near the expiration tete=of;




(12) Inventory with any contra relatioipsh setoffs, counterclaims or disputes existinthwespect thereto;

(13) Inventory located at any warehousetber storage facility as to which amounts pagdiy} Borrower to suc
warehouse or storage facility are past due; and

(14) Inventory otherwise deemed ineligibly Lender in its sole discretion.

1.29 “ Environment " means all air, surface water, groundwater or landluding, without limitation, land surface
subsurface, including, without limitation, all fislildlife, biota and all other natural resources.

1.30 “Environmental Law” or “Environmental Laws” shall mean all federal, state and local laws, &atwrdinances a
regulations now or hereafter in effect, and in eaabe as amended or supplemented from time to &me,any judicial or administrati
interpretation thereof, including any judicial adnainistrative order, consent decree or judgmersdtire to the regulation and protectior
human health, safety, the environment and nat@sdurces (including ambient air, surface waterugdavater, wetlands, land surface
subsurface strata, wildlife, aquatic species argktagion).

1.31 “Environmental Liabilities and Costs” shall mean, as to any Person, all liabilities, gdions, responsibilities, remec
actions, losses, damages, punitive damages, comrsggjudamages, treble damages, costs and expénsksling all fees, disbursements .
expenses of counsel, experts and consultants astsl @binvestigation and feasibility studies), Bnpenalties, sanctions and interest incurr
a result of any claim or demand by any other Perstwether based in contract, tort, implied or egprearranty, strict liability, criminal or ci
statute, including any Environmental Law, permitier or agreement with any Governmental Authorityther Person, and which arise fi
any environmental, health or safety conditionsad®elease or conditions that are reasonably lit@hkesult in a Release, and result from
past, present or future operations of such Persanyof its Affiliates.

1.32 “Environmental Lien” shall mean any Lien in favor of any Governmentathduity for Environmental Liabilities at
Costs.

1.33 “ERISA” shall mean the Employee Retirement Income SecAatyof 1974, as the same now exists or may frone tic
time hereafter be amended, modified, recodifiedupplemented, together with all rules, regulatiand interpretations thereunder or rel
thereto.

1.34 “Equipment” shall mean “equipmentgs such term is defined in the UCC, now owned oedféer acquired by Borrow:
wherever located, and shall include, without linida , the machinery and equipment set forthEothibit 1.34 annexed hereto, and all ot
equipment, machinery, furniture, Fixtures, computguipment, telephone equipment, molds, tools,, diastitions, tooling, transportati
equipment, all other tangible assets used in cdimrewith the manufacture, sale or lease of goadeendition of services, and Borrower’
interests in any leased equipment, and all repaicslifications, alterations, additions, controlsl aperating accessories thereof or thereto
all substitutions and replacements therefor.




1.35 “Equity Interests " shall mean, with respect to any Person, any andhaltes, rights to purchase, options, warr
general, limited or limited liability partnershimterests, membership interests, units, participatior other equivalents of or interes
(regardless of how designated) equity of such Peradether voting or nonvoting, including commoncst, preferred stock, convertil
securities or any other “equity security” (as stetm is defined in Rule 3alllof the General Rules and Regulations promulghyethe SE(
(or any successor thereto) under the 1934 Act).

1.36 “Event of Default” shall mean the occurrence or existence of any esewrbndition described in Section 11 of
Agreement.

1.37 “Financial Statements” shall have the meaning as set forth in Sectiorh8r@of.

1.38 “Financing Statements” shall mean the Uniform Commercial Code UCC~inancing Statements to be filed v

applicable Governmental Authorities of each Stat€emmonwealth or political subdivisions thereofguant to which Lender shall perfect
security interest in the Collateral.

1.39 “Fiscal Year” shall mean that twelve (12) month period commenoimglanuary 1 and ending on December 31.
1.40 “Fixtures” shall have the meaning ascribed to such term itUt€E.
141 “GAAP” means generally accepted accounting principledfactein the United States of America at the tinfeany

determination, and which are applied on a condidiasis. All accounting terms used in this Agreetvehich are not expressly defined in
Agreement shall have the meanings given to thosestey GAAP, unless the context of this Agreemehérwise requires.

1.42 “General Intangibles” shall have the meaning ascribed to such term iUt€.
1.43 “Goods” shall have the meaning ascribed to such term itJthe.
1.44 “Governmental Authority” or “Governmental Authorities” shall mean any federal, state, county or muni

governmental agency, board, commission, officeficial or entity exercising executive, legislativiidicial, regulatory or administrati
functions of or pertaining to government.

1.45 “Guarantor ” shall mean Christopher Reed.
1.46 “Indebtedness” shall mean, with respect to any Person, all ofdblégations of such Person which, in accordancé

GAAP, should be classified upon such Persdrdlance sheet as liabilities, or to which refeeeshould be made by footnotes thereto, inclt
without limitation, with respect to Borrower, inyapvent and whether or not so classified:




(@) all debt and similar monetary obligas of Borrower, whether direct or indirect;

(b) all obligations of Borrower arising iacurred under or in respect of any guarantidsefiwer direct or indirect) |
Borrower of the indebtedness, obligations or litib# of any other Person; and

(c) all obligations of Borrower arising imcurred under or in respect of any Lien uporinoany property owned |
such Person, even though such Person has not absuinecome liable for the payment of such oblayei

1.47 “Intellectual Property ” shall mean all of the following intellectual propemused in the conduct of the busines
Borrower: (a) inventions, processes, technigues;adieries, developments and related improvemenristher or not patentable; (b) Uni
States patents, patent applications, divisionalstiguations, reissues, renewals, registrationsfimnations, reexaminations, extensions ¢
any provisional applications, of any such patemtpaient applications, and any foreign or interadl equivalent of any of the foregoing;
United States registered or pending trademarkdetdaess, service marks, service names, trade namsesl names, logos, domain name
business symbols and any foreign or internatiorplivelent of any of the foregoing and all goodwdl§sociated therewith; (d) wec
specifications, software (including object and seucode listing) and artwork; (e) technical, sdfemtind other knowhow and informatiot
trade secrets, methods, processes, practices, lEsnuesigns, assembly procedures, specificatiamed or used by Borrower; (f) copyrigt
(9) work for hire; (h) customer and mailing lisemd (i) any and all rights of the Seller to the eafReed’s”or any derivation thereof, a
Borrower’s entire customer list and database and all agsets or useful by Borrower in the conduct of itsibhass over the internet or in i
electronic medium, including any websites or domr@imes owned by Borrower.

1.48 [RESERVED]

1.49 “Interest Rate” shall have the meaning set forth in Section Zfebf.

1.50 “Instruments” shall have the meaning ascribed to such term iUt€

151 “Inventory” shall mean “inventory,as such term is defined in the UCC, now owned oedfter acquired by Borrow:

wherever located, and, in any event, shall inclwd#jout limitation, all raw materials, work-in-press, finished and serfirished Inventor
including, without limitation, all materials, partsomponents and supplies relating to the manufactn assembly thereof, packaging
shipping supplies relating thereto, and all otimeentory, merchandise, goods and other personpepsonow or hereafter owned by Borrov
which are held for sale, exchange or lease or anm@shed or are to be furnished under a contrageofice or an exchange arrangemel
which constitute raw materials, work-in-processnuaiterials used or consumed or to be used or cormsum8orrowers business, or tl
processing, packaging, delivery or shipping of $hee, and all finished goods and the productseofdregoing, whatever form and where
located; and all names or marks affixed to or tcaffixed thereto for purposes of selling same kg $kller, manufacturer, lessor or licet
thereof and all right, title and interest of Boremtherein and thereto.




1.52 “Investment Property " shall have the meaning ascribed to such terrhéndCC.

1.53 “Landlord Waiver(s) ” shall mean the Landlord Waiver(s) executed by S2&ith Douglas Street, LLC {andlord ”) in
the form ofExhibit 1.53 annexed hereto.

1.54 “Lender” shall have the meaning set forth in the introducpmaragraph hereof.

1.55 “Letter-of-Credit Rights " means “letter-of-credit rightsés such term is defined in the UCC, including giat paymet

or performance under a letter of credit, whethenairthe beneficiary thereof has demanded or ideshto demand payment or performance.

1.56 “Lien” or “lien” shall mean any mortgage, deed of trust, pledgeyritgdnterest, hypothecation, assignment,
(statutory or other, including, without limitatioliens imposed by any Governmental Authority), geaor other encumbrance of any kint
nature whatsoever (including, without limitationurpuant to any conditional sale or other title métesn agreement, any financing lease ha
substantially the same economic effect as any efdhegoing, and the filing of any financing stagrhunder the UCC or comparable lav
any jurisdiction to evidence any of the foregoing)personal or real property or fixtures.

1.57 “Loan Documents” shall mean this Agreement and any and all othezeagents, notes, documents, mortgages, fina
statements, guaranties, certificates and instruisnexecuted and/or delivered by Borrower or any roBgrson to Lender pursuant to an
connection with the Loan and this Agreement, intigd without limitation, the Revolving Loan Notéhe Validity Guaranty, the Landlc
Waiver(s), the Patent and Trademark Security Agesgrthe Warehouse Agreements and all other docisnemiered into by the parties
connection with the transactions contemplated hereb

1.58 “ Material Adverse Effect” means a material adverse effect on (a) the Busiassegts, liabilities, financial conditit
results of operations or business prospects ofddar, (b) the ability of Borrower to perform itslgations under any Loan Document to wt
it is a party, (c) the value of the Collateral e rights of Lender therein, (d) the validity of@ceability of any of the Loan Documents, (e)
rights and remedies of Lender under any of sucmldacuments, or (f) the timely payment of the pifat of or interest on the Loan or ot
amounts payable in connection therewith. All defeations of materiality shall be made by the Lenidéts reasonable judgment.

1.59 “Material Contract ” means any contract or other arrangement (otherltban Documents), whether written or ora
which Borrower is a party as to which the breaamperformance, cancellation or failure to renewahy party thereto could have a Mate
Adverse Effect.

1.60 “Maturity Date” shall mean November 18, 2011, or such earlier bjatehich the maturity of the Obligations shall h
been accelerated pursuant to the terms hereof.

1.61 “1934 Act'shall mean the Securities Exchange Act of 1934nasnded.

1.62 “Note”shall mean the Revolving Loan Note.
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1.63 “Obligations” shall mean all obligations, liabilities and indebitess of every kind, nature and description owig
Borrower to Lender pursuant to the Loan Documeimtduding, without limitation, principal, interestepurchase obligations, charges, 1
costs and expenses, however evidenced, whetheinagppl, surety, endorser, guarantor or otherwigggther now existing or hereafter aris
whether arising before, during or after the Termafier the commencement of any case with respe&otoower under the United Sta
Bankruptcy Code or any similar statute (includimgthout limitation, the payment of interest and exttamounts which would accrue
become due but for the commencement of such cake}her direct or indirect, absolute or continggmint or several, due or not due, prim
or secondary, liquidated or unliquidated, securednsecured.

1.64 “Overadvance” shall have the meaning as set forth in Secti@id).hereof.

1.65 “Patent and Trademark Security Agrement” shall mean the Patent and Trademark Security Ageaeim the form ¢
Exhibit 1.65 annexed hereto.

1.66 “Payment Intangibles” shall have the meaning ascribed to such terrhéntCC.

1.67 “Permitted Encumbrances” shall mean the following: (a) Liens granted to denor its Affiliates; (b) purchase mor
security interests in favor of equipment vendorsrupny Capital Assets hereafter acquired (includivithout limitation, capitalized or finan
leases); providedhat, (i) no such purchase money security interesttberoLien (or capitalized or finance lease, asdase may be) wi
respect to specific future Capital Assets shaleedtto or cover any other property, other thansiecific Capital Assets so acquired, anc
proceeds thereof, (ii) such mortgage, Lien or dgcumterest secures only the cost or obligatiorpaty the purchase price of such spe
Capital Assets only (or the obligations under thpitalized or finance lease), (iii) the principah@unt secured thereby shall not exceed
hundred (100%) percent of the lesser of the cosherfair market value (at the time of the acqigsitof the Capital Assets) of the Cag
Assets so acquired, and (iv) such purchase mormyigeinterest is permitted under Section 10.5cbér(c) Liens of carriers, warehousen
artisans, bailees, mechanics and materialmen iedurr the ordinary course of business securing sush®verdue; (d) Liens incurred in
ordinary course of business in connection with woskcompensation, unemployment insurance or othensaf governmental insurance
benefits, relating to employees, securing sumsafiJoverdue or (ii) being diligently contested wogl faith provided that adequate reserves
respect thereto are maintained on the books ofdBa@r in conformity with GAAP; (e) Liens for taxeB (ot yet due or (ii) being diligent
contested in good faith by appropriate proceedimpgeyided that adequate reserves with respect tthenee maintained on the books
Borrower in conformity with GAAP, and which have effect on the priority of Liens in favor of Lender the value of the assets in wt
Lender has a Lien; and (f) such other Liens asaréorth orExhibit 1.67 annexed hereto and made a part hereof.

1.68 “Person” or “person” shall mean, as applicable, any individual, solepgetorship, partnership, corporation, limi

liability company, limited liability partnership,usiness trust, unincorporated association, joimtkstorporation, trust, joint venture or ot
entity or any government or any agency or instrusaéy or political subdivision thereof.
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1.69 “Proceeds” shall have the meaning ascribed to such term itJ®€ and shall also include, but not be limited(&,an
and all proceeds of any and all insurance poli¢iesluding, without limitation, life insurance, asdty insurance, business interrup
insurance and credit insurance), indemnity, wayrantguaranty payable to Borrower from time to timiéh respect to any of the Collatera
otherwise, (b) any and all payments (in any formatsbever) made or due and payable to Borrower fiora to time in connection with a
requisition, confiscation, condemnation, seizurdoofeiture of all or any part of the Collateral Bpy governmental body, authority, burea
agency or any other Person (whether or not actirdeucolor of Governmental Authority) and (c) amdall other amounts from time to ti
paid or payable under or in connection with anyhef Collateral.

1.70 “Promissory Note” shall have the meaning ascribed to such terrhéendCC.
1.71 [RESERVED]
1.72 “Releas€’” means any spilling, leaking, pumping, pouring, &gt emptying, discharging, injecting, escapiregdhing

dumping, or disposing of a Hazardous Substancetl@&nvironment.

1.73 “Reserves” shall mean, as of any date of determination, susbuats as Lender may from time to time establist
revise in good faith reducing the amount of the iklity (a) to reflect events, conditions, corgencies or risks which, as determinec
Lender in good faith, do or may adversely affettesi (i) the Collateral or any other property whistsecurity for the Obligations or its val
(i) the assets, Business or prospects of BorroWig),the security interests and other rights ofnider in the Collateral (including 1
enforceability, perfection and priority thereof), (/) Borrower’s ability to perform its Obligations under the Ldaacuments; or (b) in respi
of any state of facts which Lender determines indyaith constitutes an Event of Default or maythwiotice or passage of time or b
constitute an Event of Default.

1.74 “Responsible Officer” shall mean the Chief Executive Officer, the Chigle@ating Officer or the Chief Financial Offit
of Borrower.

1.75 “Revolving Loan Commitment’shall mean the difference between (i) Availabibityd (ii) the sum of the Reserves |
matured and unpaid Obligations.

1.76 “Revolving Loan Note’shall have the meaning as set forth in Sectiorb I2¢reof.

1.77 “Revolving Loan Prepayment Fee'shall have the meaning set forth in Section 4.2dfer

1.78 “Revolving Loans” shall have the meaning as set forth in Sectiora [2¢reof.

1.79 “SEC"shall mean the United States Securities and Exeh&@ognmission.

1.80 “SEC Reports” shall mean the Borrowes’periodic and other reports filed by the Borrowséh the SEC pursuant to 1

1934 Act, in each case as filed with the SEC argduding the information and documents (other thahilgts) incorporated therein
reference.
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1.81 “Securities” shall have the meaning ascribed to such terrhendCC.
1.82 “Software” shall have the meaning ascribed to such term itUBE.
1.83 “Subsidiary” shall mean, as to any Person, a corporation, livigbility company or other entity with respectvdich

more than fifty (50%) percent of the outstandinguigInterests of each class having voting poweatithe time owned by such Person o
one or more Subsidiaries of such Person or by Backon.

1.84 “Tangible Chattel Paper” shall have the meaning ascribed to such terrhéndCC.
1.85 “Term” shall have the meaning set forth in Section 4.1.
1.86 “UCC” shall mean the Uniform Commercial Code as presesnigcted in California (or any successor legislat

thereto), and as the same may be amended fromtditi@e, and the state counterparts thereof asheagnacted in such states or jurisdict
where any of the Collateral is located or held.

1.87 “Validity Guaranty "shall mean that certain guaranty made by Guarantéavor of Lender, in the form dExhibit 1.87
annexed hereto.

1.88 “Warehouse Agreements’ shall mean the agreements, of even date herewitbn@ Lender, Borrower and eact
United States Cold Storage, Valley Distributing &oiage, Advanced Packaging & Distribution Specigliba Grou, Castle & Cooke Ci
Storage, Gress Refrigerated Services and Unite@Ndasses, in the form &xhibit 1.88 annexed hereto.

1.89 Rules of Interpretation and Construction. In this Agreement unless the context otherwiseiregqu

(@) All terms used herein which are dedinn the UCC shall have the meanings given thewsiless otherwit
defined in this Agreement;

(b) Sections mentioned by number onlytheerespective Sections of this Agreement as stheved;

(c) Words importing a particular gendbals mean and include the other gender and worgmiting the singulz
number mean and include the plural number andwécsa;

(d) Words importing persons shall mead imclude firms, associations, partnerships (iniclgdimited partnerships

societies, trusts, corporations, limited liabiltpmpanies or other legal entities, including puldicgovernmental bodies, as well as na
persons;
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(e) Each reference in this Agreement tagicular person shall be deemed to include ereete to such persc
successors and permitted assigns;

® Any headings preceding the texts 0y &ection of this Agreement, and any table of entst or marginal not
appended to copies hereof are intended, solelgdovenience of reference and shall not constitysaraof this Agreement, nor shall they af
its meaning, construction or effect;

(9) If any clause, provision or sectiohtlois Agreement shall be ruled invalid or unen&able by any court
competent jurisdiction, such holding shall not ilidate or render unenforceable any of the remaipiyisions thereof;

(h) The terms “herein”, “hereunder”, “Bby”, “hereto”,and any similar terms as used in this Agreemeset ref thi
Agreement; the term “heretofore” means before thie @f execution of this Agreement; and the termréafter’shall mean after the date
execution of this Agreement;

0] If any clause, provision or sectioiithis Agreement shall be determined to be applreontrary to or conflictin
with any other clause, provision or section of thggeement, then the clause, provision or sectmntaining the more specific provisions s
control and govern with respect to such apparentiict

()] Unless otherwise specified, (i) aticounting terms used herein or in any Loan Doctrskeall be interpreted
accordance with GAAP, (i) all accounting deterntioas and computations hereunder or thereundel Bbahade in accordance with GA
and (iii) all financial statements required to tedivered hereunder or thereunder shall be pregaradcordance with GAAP;

(k) An Event of Default that occurs sheist or continue or be continuing unless suchnEwé Default is waived k
Lender in accordance with the terms of this Agresmend

)] The word “and” when used from timetime herein shall mean “or” or “and/oif’such meaning is expansive
the rights or interests of Lender in the given eant

SECTION 2. LOANS

2.1 [RESERVED]
2.2 Revolving Loans.
(@) Lender may, subject to the terms aoditions contained herein and the satisfactiotthef closing and fundit

conditions set forth herein, make revolving loaasBorrower (“ Revolving Loans”) prior to the Maturity Date in amounts requestet
Borrower from time to time, but not more than 1Bhdés each month, provided that the requested Rexpluban would not cause 1
outstanding Revolving Loans to exceed the Revoltiogn Commitment existing immediately prior to th@king of the requested Revolv
Loan. Subject to the terms and conditions helgoffower may borrow, repay and reborrow Revolvirgghs, as set forth in this Agreement.

(b) Revolving Loans may be drawn in ttzes of not less than Five Thousand Dollars ($5,§@8xh drawing, an “

Advance” and collectively, the “Advances”). The obligation of Borrower to repay the RevalgiLoans shall be evidenced by a note (the
Revolving Loan Note”) in the form ofExhibit 2.2(b) hereto and dated the date hereof.
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(c) Subject to mandatory payment of Reingl Loans as set forth in Section 2.2(d) belotg principal amount of tl
Revolving Loans shall be payable on the MaturityeDa

(d) Notwithstanding any provision her&nthe contrary, Borrower shall repay the RevolMirogins immediately at a
time and from time to time in an amount by which tutstanding balance of the Revolving Loans exxéeel Revolving Loan Commitment,
determined by Lender (anOveradvance”).

(e Borrower may prepay the entire ungmidcipal sum of the Revolving Loans without premior penalty, except
set forth in Section 4.2 hereof.

Whenever Borrower desires an Advarsarower will notify Lender by delivery of a bomdng certificate certifie
by a Responsible Officer @orrowing Certificate ") no later than one (1) Business Day prior to the d&the proposed Advance, setting fi
in reasonable detail, as of the date set forttherBorrowing Certificate, (i) a schedule of all Acats; (i) a schedule of Eligible Accounts .
the calculation of the Advance requested in conoedherewith, (iii) a schedule of all Inventorynda(iv) a schedule of Eligible Inventc
setting forth the calculation of Eligible Inventooy which such Advance is based and the calculatidhe Advance requested in connec
therewith, which Borrowing Certificate shall in aspects be subject to Lendereview and approval. In addition, Borrower shalhist
Lender with a Borrowing Certificate weekly on edlesday during the Term setting forth such infoiorgtirrespective of whether Borrov
has then requested an Advance. Lender shall bigednttd rely on any facsimile or electronic transsibn of a Borrowing Certificate given b
person who Lender reasonably believes to be a Rs#ge Officer, and Borrower shall indemnify anddhbender harmless for any damage
loss suffered by Lender as a result of such rediaiibe funding of each Advance shall be made ioraence with the applicable Borrow
Certificate as approved by Lender.

(9) Remittances from Account Debtors afidother proceeds of Accounts and other Collatstelll be directed

Lender and deposited in an account at a finanaistitution selected by Lender (theCollection Account”). Borrower shall cause .
Collections with respect to all Accounts to be sdimectly to Lenders address set forth in this Agreement or in accurdawith wire
instructions as provided by Lender pursuant to ittewr instruction approved by Lender and delivetedll Account Debtors, which instructi
may not be modified or terminated without Lendeptior written consent in each case. Once institusuch payment system shall rema
effect unless Lender directs otherwise. Borrowsllsbear all risk of loss of any funds depositetbisuch account except to the extent
loss is caused by the gross negligence or theulitifisconduct of Lender. In connection therewBbyrrower shall execute such lockbox an
bank account agreements as Lender shall specify firae to time. Any collections or other Collatepeoceeds received by Borrower from
source whatsoever shall be held in trust for theebieof Lender and immediately remitted to Lenitekind.

(h) In the event that Borrower receivag &ollections that should have been sent to the&mn Account, Borrowe

shall, promptly upon receipt and in any event witbine Business Day of receipt, forward such Cadbest directly to Lender, in the fol
received, and promptly notify Lender of such evedntil so forwarded, such Collections shall bedhieltrust for the benefit of Lender.
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0] Subject to charges for CollectionsyBaall amounts deposited into the Collection Acttowill, for the purposes
calculating the Borrowing Base and interest, belited to the aggregate outstanding amount of theRmEg Loans on the date of deposi
the Collection Account. No checks, drafts or otinstruments received by Lender shall constitutalfpayment to Lender unless and until ¢
instruments have actually been collected.

()] All payments of principal, interesges, costs, expenses and other charges provided this Agreement or ai
other Loan Document that have not been paid to &end the due dates thereof, and any chargebaek dligible Account against which
Advance was made, shall be added to the principalat of the Revolving Loans, and shall bear irseat the Default Interest Rate.

(k) Application of Collections and Proceeds of Collateal :

1. So long as no Event of Default shalén occurred and remain outstanding, Lender agmeepply al
Collections as follows: first, to Overadvances;oset; to all fees, costs and expenses; third, touadcand unpaid interest; fourth
matured and unpaid Obligations; and fifth, the gipal amount of the Revolving Loans.

2. If an Event of Default shall have aoged and be continuing, Lender may apply Colledjoany othe
proceeds of Collateral and all other payments veckby Lender to the payment of the Obligationsuioh manner and in such orde
Lender may elect in its sole discretion.

3. In addition to the foregoing applicatiof Collections, in order to satisfy Borrowempayment of amour
due under the Revolving Loans and all fees, expgeasd charges with respect thereto that are dupayable under this Agreemen
any other Loan Document, Borrower hereby irrevogahlthorizes the Lender to initiate manual and matic electronic (debit al
credit) entries through the Automated Clearing Hooisother appropriate electronic payment systeAGH ) to all deposit accour
maintained by Borrower, wherever located. At thguesst of the Lender, Borrower shall complete, eteeand deliver to the instituti
set forth below (with a copy to the Lender) any A@¢teement, voided check, information and/or dioecketter reasonably necess
to so instruct Borrowes' depository institution. Borrower (i) shall maiint in all respects this ACH arrangement; (ii) shak chang
depository institutions without Lendsr’prior written consent, and if consent is recejvglthll immediately execute similar A¢
instruction(s), and (iii) waive any and all claifts loss or damage arising out of debits or crettittom the depository institutic
whether made properly or in error. Borrower hasmcwnicated and instructed the institutions sehfoetlow:

Bank Name City National Bank

Address: 3424 Carson Stree
Torrance, CA 9050

ABA #: 12201606¢

Account #: 01723648:

Phone: 31C-264-2919

Fax: 31C-264-2906

Reference Reels

Contact Persor

Jackie Saidia
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2.3 Maximum Credit. The aggregate principal amount of the Revolvingrisoshall not exceed $3,000,000.

2.4 ReservesWithout limiting any other rights and remedies @der hereunder or under the other Loan Documimas,
Availability shall be subject to Lender's contingiinght, in its sole discretion in good faith, fraime to time, to withhold a Reserve from
Availability.

25 Use of ProceedsBorrower shall use the proceeds of the Revolvingrisosolely for (i) payment in full of any existisgnior
debt secured by the Collateral; or (ii) ordinaryics® working capital purposes in its Business uidiclg without limitation, the payment of any
fees hereunder.

2.6 Repayment.Borrower shall repay the Revolving Loans and otbkligations in accordance with the Revolving LoaotéN
and this Agreement

SECTION 3. INTEREST, FEES AND CHARGES
3.1 Interest.

(@) Interest on the unpaid principdiabae of Revolving Loans, including interest charfmr Collection Days, shi
be computed on the basis of the actual numberyf dimpsed and a year of 360 days and shall aetithe rate of Eighteen Percent (18%)
annum (the ‘Interest Rate ). All accrued interest on the Revolving Loans, inahgdinterest charges for Collection Days, shalldoe an
payable in arrears monthly on the first Businesg &fseach month.

(b) Following and during the continoatiof an Event of Default, interest on the unpaithgpal balance of tt
Revolving Loans shall accrue at a rate equal torifyv€our Percent (24%) per annum (thBéfault Interest Rate”).

3.2 Fees.Borrower shall pay Lender, or Lender’s designee fées set forth ikxhibit 3.2 . Such fees, other than the audit
referenced therein, shall be deemed fully earnetherdate hereof, shall be paid from Loan proceadd,not be subject to rebate or prore
for any reason.

3.3 Fees and Expenses Borrower shall pay, on Lender's demand, all coskpenses, filing fees and taxes payab
connection with the preparation, execution, deliveecording, administration, collection, liquidati defense and enforcement of the L
Documents, Lender's rights in the Collateral, alhataer existing and future agreements or docusmenntemplated herein or related hei
including any amendments, waivers, supplementonsents which may now or hereafter be made or eshieto in respect hereof, or in ¢
way involving claims or defenses asserted by Lemderlaims or defenses against Lender assertedobsoBer or any third party directly
indirectly arising out of or related to the relatéhip between Borrower and Lender, including, itlimited to the following, whether incurr
before, during or after the Term or after the comoegnent of any case with respect to Borrower utiteeiUnited States Bankruptcy Code
any similar or successor statute: (a) all costseaqmbnses of filing or recording (including UCC &iicing Statement and mortgage filing fe
(b) all title insurance and other insurance prensiuappraisal fees, fees incurred in connection waiith environmental report and audit, sul
and search fees and charges; (c) all fees reltitige collection and wire transfer of loan procgedcluding lockbox charges, and other ft
and fees for returned checks; and (d) all costss nd disbursements of counsel to Lender. If apg,fcosts or charges payable to Le
hereunder are not paid when due, such amountstshalllded to the principal amount of the Revoltingns and accrue interest at the De
Interest Rate until paid.
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3.4 Savings Clause It is intended that the Interest Rate and the Oefaterest Rate shall never exceed the maximum, it
any, which may be legally charged in the State alif@nia for loans made to corporations (th&aximum Rate ”). If the provisions fc
interest contained in the Revolving Loan Note wadslult in a rate higher than the Maximum Rate,itberest shall nevertheless be limite
the Maximum Rate and any amounts which may be fmai@drd interest in excess of the Maximum Rate sbalbpplied to the reduction
principal, or, at the option of Lender, returnedhe Borrower.

SECTION 4. TERM.

4.1 Term . This Agreement shall continue until all Obligatsoshall have been indefeasibly paid in full (therm” ).
4.2 Early Termination; Loan Prepayment Ees.
(@) Lender shall have the right to teraténthis Agreement at any time upon or after theuogence of an Event
Default.
(b) Except as set forth in Sections 4.B@reof, the Revolving Loans shall be prepayall8drrower without premiul
or penalty.
(c) Borrower may prepay the entire ungaidcipal sum of the Revolving Loans without premior penalty, provided

however, that, (i) such prepayment is no less than the amouthefemaining outstanding principal sum of allstamding Revolving Loar
(i) as part of such prepayment, Borrower shall pander all other amounts due to Lender pursuarthé& Revolving Loan Note, tt
Agreement and other Loan Documents, and (iii)ddition, in the event Borrower makes such prepayrdening the first nine (9) months
the Term, then Borrower shall pay to Lender an amagual to $60,000 (representing two percent (8%the maximum Revolving Lo
Commitment of $3,000,000) (the Revolving Loan Prepayment Fe€’). The Revolving Loan Prepayment Fee is intended topamsat
Lender for committing and deploying funds for Bamer’'s Revolving Loans pursuant to the Agreement fand_enders loss of investment
such funds in connection with such early termingtend is not intended as a penalty.

(d) The Revolving Loan Prepayment Fee alsall be due and payable by Borrower to Lendeeifder accelerates
payment of the Obligations during the first ning rf8nths of the Term due to the occurrence of aenEwf Default.

SECTION 5. COLLATERAL.
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5.1 Security Interests in Borrower’'s Assets. As collateral security for the payment and perfanoe of the Obligation
Borrower hereby grants and conveys to Lender adiisrity continuing security interest in and Liapon all now owned and hereafter acqt
property and assets of Borrower and the Proceedipraducts thereof (which property, assets andd@s, together with all other collate
security for the Obligations now or hereafter geahtto or otherwise acquired by Lender, are refetodukerein collectively as tH€ollateral” ),
including, without limitation, all property of Baswer now or hereafter held or possessed by Lemaderjncluding the following:

(@) Accounts;

(b) Chattel Pape!

(c) Commercial Tort Claims
(d) Deposit Accounts

(e) Documents

® Electronic Chattel Pape
(9) Equipment;

(h) Fixtures;

0] General Intangibles

()] Goods;

(k) Instruments

(0 Inventory;

(m) Investment Property

(n) Lettel-of-Credit Rights:
(0) Payment Intangible:

(p) Promissory Notes

(a) Software;

) Tangible Chattel Pape
(s) Securities (whether certificated or uncertificate
® Warehouse receipt
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(u) Cash monies;

v) Tax and duty refunds;
(w) Intellectual Property;
(x) All present and future books and resarelating to any of the above including, withbuatitation, all present ar

future books of account of every kind or naturefchase and sale agreements, invoices, ledger dailtdsof lading and other shippi
evidence, statements, correspondence, memoraradht, files and other data relating to the Colldteraany Account Debtor, together with
tapes, disks, diskettes and other data and softstarage media and devices, file cabinets or coataiin or on which the foregoing are st
(including any rights of Borrower with respect toyaof the foregoing maintained with or by any otRerson);

) All of Borrowers real property as well as any and all fixtures mmgrovements thereto, and any and all inte
therein, wherever located; and

(2) Any and all products and Proceedthefforegoing in any form including, without limiian, all insurance claim
warranty claims and proceeds and claims against garties for loss or destruction of or damagartp or the foregoing.

5.2 Financing Statements. Borrower hereby authorizes Lender to file Financ8tgtements with respect to the Collater:
form acceptable to Lender and its counsel, andblyeratifies any actions taken by Lender prior te tfate hereof to file such Financ
Statements. Borrower shall, at all times, do, makecute, deliver and record, register or fileFalancing Statements and other instrum
acts, pledges, leasehold or other mortgages, amartdpmodifications, assignments and transfercdose the same to be done), and
deliver to Lender such instruments and/or docuntemaevidencing items of Collateral, as may be esged by Lender to better secur
perfect Lender's security interest in the Colldteraany Lien with respect theretoBorrower acknowledges that it is not authorizedilemany
Financing Statement or amendment or terminaticestant with respect to any Financing Statementowitithe prior written consent of Len:
and agrees that it will not do so without the prigitten consent of Lender.

5.3 License Grant Borrower hereby grants to Lender an irrevocabla-exclusive, worldwide license without paymen
royalty or other compensation to Borrower, upondbeurrence and during the continuance of an EeeDefault, to use or otherwise exploi
any manner as to which authorization of the hotifesuch Intellectual Property would be required] &mlicense or sublicense such rights i
and under, any Intellectual Property now or heegadivned by or licensed to Borrower, and wherelierdame may be located, includin
such license access to all media in which any of dotellectual Property may be recorded or st@ned to all software and hardware uset
the compilation or printout thereof, and represgpitsmises and agrees that any such license oicenbe is not and will not be in conflict w
the contractual or commercial rights of any thietgdn and subject, in the case of trademarks awitsanarks, to sufficient rights to qua
control and inspection in favor of Borrower to avahe risk of invalidation of said trademarks aedvice marks. The foregoing license
terminate on the indefeasible payment in full df@bligations;_provided however, that any license, sublicense, or other rights g by
Lender pursuant to such license during its ternil stiaain in effect in accordance with its terms.
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5.4 Representations, Warranties and Covenants Concerngnthe Collateral. Borrower represents, warrants (each of w
such representations and warranties shall be deespedted upon the making of each request for alRieg Loan and made as of the time
each and every Revolving Loan hereunder) and cowsras follows:

(@) All of the Collateral (i) is owned lityfree and clear of all Liens (including any iataof infringement) except tho
in Lenders favor and Permitted Encumbrances and (ii) issmbfect to any agreement prohibiting the grantihg tien or requiring notice
or consent to the granting of a Lien.

(b) It shall not encumber, mortgage, gkedassign or grant any Lien upon any Collateraror other assets to any:
other than the Lender and except for Permitted Ecances.

(c) The Liens granted pursuant to thige®gnent, upon the filing of Financing Statementseispect of Borrower
favor of the Lender in the applicable filing offioé the state of organization of Borrower, the redng of the Liens in favor of the Lender in
U.S. Patent and Trademark Office and the U.S. GgpytOffice, as applicable, and the taking of amyians required under the laws
jurisdictions outside the United States with respedntellectual Property included in the Collatiewhich is created under such laws, consi
valid perfected first priority security interestsall of the Collateral in favor of the Lender,seurity for the prompt and complete payment
performance of the Obligations, enforceable in adance with the terms hereof.

(d) No security agreement, mortgage, dekdrust, financing statement, equivalent secudtyLien instrument ¢
continuation statement covering all or any parthef Collateral is or will be on file or of record any public office, except those relatin
Permitted Encumbrances.

(e) It shall not dispose of any of thdl@eral whether by sale, lease or otherwise extfmpfi) the sale of Inventory
the ordinary course of business and (ii) the digjposor transfer in the ordinary course of busge$ Equipment only to the extent that
proceeds of any such disposition are used to azgaplacement Equipment which is subject to thede€a security interest or are usec
repay the Obligations.

® It shall defend the right, title aimterest of the Lender in and to the Collateralimgfathe claims and demands of
Persons whomsoever, and take such actions, ing(giall actions necessary to grant the Lendenta” of any Investment Property, Dept
Accounts, Letter-ofSredit Rights or Electronic Chattel Paper ownedthwith any agreements establishing control tarbarm and substan
satisfactory to the Lender, (ii) the prompt (bubim event later than three (3) Business Days faoliguthe Lendes request therefor) delivery
the Lender of all original Instruments, Chattel @amegotiable Documents and certificated Secariti@ned by it (in each casaccompanie
by stock powers, allonges or other instrumentsrafigfer executed in blank), (iii) notification tbird parties of the Lendes’interest i
Collateral at the Lendes’request, and (iv) the institution of litigatiogaénst third parties as shall be prudent in ordgsrbtect and preserve
and/or the Lender’s interests in the Collateral.
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(9) It shall promptly, and in any everithin three (3) Business Days after the same isiiaed by it, notify the Lend
of any Commercial Tort Claim acquired by it andless otherwise consented to by the Lender, it sb@tér into a supplement to t
Agreement granting to the Lender a Lien in such @ential Tort Claim for the benefit of Lender.

(h) It shall perform in a reasonable tialeother steps requested by the Lender to craademaintain in the Lender’
favor a valid perfected first Lien in all Collatésabject only to Permitted Encumbrances.

() [RESERVED]

) All Accounts (i) represent compldiena fide transactions which require no furtherwuaader any circumstances

its part to make such Accounts payable by the Aat@ebtors, (ii) are not subject to any presentjriel contingent offsets or counterclai
and (iii) do not represent bill and hold sales,gignment sales, guaranteed sales, sale or retuwther similar understandings or obligation
any Affiliate or Subsidiary of the applicable Bower. It has not made, nor will it make, any agreatmwith any Account Debtor for a
extension of time for the payment of any Accoumy @ompromise or settlement for less than the doflount thereof, any release of
Account Debtor from liability therefor, or any dedion therefrom except a discount or allowancepi@mmpt or early payment allowed by i
the ordinary course of its business consistent higtorical practice and as previously discloseth&oLender in writing.

(k) It shall keep and maintain its Equgrhin good operating condition, except for ordynerear and tear, and st
make all necessary repairs and replacements theoetbfat the value and operating efficiency shiadlliatimes be maintained and preservel
shall not permit any such items to become a fixtaneeal estate or accessions to other personpepso

)] It shall maintain and keep all of ibooks and records concerning the Collateralsaéxecutive offices listed
Section 5.4(npf the Borrower’s Disclosure Schedule.

(m) Section 5.4(m)f the Borrowers Disclosure Schedule lists all banks and otheanfinal institutions at which
maintains deposits and/or other accounts, and Sdtedule correctly identifies the name, address tetephone number of each s
depository, the name in which the account is haldescription of the purpose of the account, aedctimplete account number. It shall
establish any depository or other bank account \itly financial institution (other than the accous& forth on_Section 5.4(nof the
Borrower’s Disclosure Schedule) without providingrder with written notification thereof and providisimilar information related thereto.

(n) On the date hereof, its exact legaia (as indicated in the public record of its gidton of organization
jurisdiction of organization, organizational iddig@tion number, if any, from the jurisdiction ofganization, and the location of its ct
executive office and all other offices or locatiomst of which it conducts business or operations, specified on_Section 5.4(f the
Borrower’s Disclosure Schedule. It has furnished to thedeera certified charter, certificate of incorpooatior other organization docum
and longform good standing certificate as of a date whectvithin thirty (30) days of the date hereof. slibrganized solely under the law of
jurisdiction so specified and has not filed anytiieates of domestication, transfer or continuaircany other jurisdiction. Except as othery
indicated on_Section 5.4(f the Borrowers Disclosure Schedule, the jurisdiction of its erigation of formation is required to maintai
public record showing it to have been organizetboned. Except as specified on Section 5.4frthe Borrowers Disclosure Schedule, it t
not changed its name, jurisdiction of organizatichief executive office or sole place of businesgcorporate structure in any way (e.g.
merger, consolidation, change in corporate fornotberwise) within the last five years and has nihiw the last five years become boi
(whether as a result of merger or otherwise) amatgr under a security agreement entered intonoghar Person, which has not heretc
been terminated.
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(0) It will not, except upon thirty (3@ays’prior written notice to the Lender and deliverythe Lender of all addition
financing statements and other documents reasomaqlyested by the Lender to maintain the validigrfection and priority of the secui
interests provided for herein: (i) change its gdiction of organization or the location of its ehiexecutive office from that referred to
Section 5.4(npf the Borrower’s Disclosure Schedule; or (ii) charnts name, identity or organizational structure.

(p) None of the Collateral is subjectaty prohibition against encumbering, pledging, hHipoating or assigning t
same or requires notice or consent to Borrowerisglof the same.

SECTION 6. CONDITIONS TO INITIAL LOANS.

The obligation of Lender to make the initial Revoty Loans shall be subject to the satisfaction aiver by Lender, prior thereto
concurrently therewith, of each of the followingncitions precedent:

6.1 Loan Documents. Each of the Loan Documents shall have been dulypsoperly authorized, executed and delivere
Borrower and the other parties thereto and shaithlell force and effect as of the date hereof.

6.2 Representations and Warranties. Each of the representations and warranties maae by behalf of Borrower to Lenc
in this Agreement and in other Loan Documents db@ltrue and correct in all material respects ath®fdate hereof, provided that any ¢
representation or warranty that is qualified by enaltity shall be true and correct in all respexgf the date hereof.

6.3 Certified Copies of Corporate Documents. Lender shall have received from Borrower, certifleda duly authorize
officer to be true and complete on and as of a déieh is not more than ten (10) Business Daysrgddhe date hereof, a copy of each o
the certificate of incorporation or such other fatimn documents of Borrower in effect on such d#teertification, and (b) the blaws o
Borrower in effect on such date.

6.4 Proof of Corporate Action . Lender shall have received from Borrower a copytifeed by a duly authorized officer to
true and complete on and as of the date which tisooe than ten (10) Business Days prior to the tatreof, of the records of all corpol
action taken by Borrower to authorize (a) its exiecuand delivery of each of the Loan Documentsvtoch it is or is to become a party
contemplated or required by this Agreement, (bpagformance of all of its agreements and obligetionder each of such documents, an
the incurring of the Obligations contemplated big thgreement.
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6.5 Legal Opinion . Lender shall have received a written legal opinaadressed to Lender, dated the date hereof, foumse
for Borrower. Such legal opinion shall be accelgtab Lender and its counsel.

6.6 Collateral . Lender shall have obtained a first, perfected sgcinterest in the Collateral of Borrower, subjextly to the
Permitted Encumbrances.

6.7 Insurance . Lender shall have received evidence of insurandditianal insured and loss payee endorsements res
hereunder and under the other Loan Documents,rin find substance satisfactory to Lender, and imatifs of insurance policies anc
endorsements naming Lender as additional insurddces payee.

6.8 Validity of Collateral Representation. Lender shall have received a statement by the pppte officers of the Borrow
which shall represent and certify the validity lo¢ tCollateral.

6.9 ACH Agreement. Lender shall have received from Borrower an agregnegecuted by Borrower which irrevoca
authorizes Lender to initiate manual and automatéctronic (debit and credit) entries through thetofnated Clearing House or ot
appropriate electronic payment system to all deaziounts maintained by Borrower, wherever located

6.10 IRS Form 4506.Lender shall have received from Borrower an exetf&am 4506 to be submitted to the Internal Rev
Service which shall grant Lender access to Borrtsitax returns.

6.11 IRS Form W9. Lender shall have received from Borrower an exetfiem W9 to be submitted to the Internal Reve
Service which shall allow Lender to verify Borrovgetax identification number(s).

6.12 Pay Proceeds Letter. Borrower shall have delivered to Lender a pay pedsdetter with respect to the disbursement ¢
proceeds of the initial Revolving Loans in form asubstance satisfactory to Lender, which lettetl giravide for, among other things, 1
payment or reimbursement of all costs and expensasred by Lender in connection with this Agreetnamd the other Loan Documents.

SECTION 7. CONDITIONS TO MAKING ALL LOANS.

The obligations of Lender to make all Revolving hedereunder shall be subject to the satisfactiomadver by Lender, prior there
or concurrently therewith, of each of the followicgnditions precedent:
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7.1 Applications and Compliance. The application for such Revolving Loans shall heeen made by Borrower to Lende
accordance with the applicable provisions of thisgement and in compliance with all provisionshi$ tAgreement.

7.2 Representations and Warranties Each of the representations and warranties maae by behalf of Borrower to Lenc
in this Agreement or in other Loan Documents shalle been true and correct in all material respetisn made (provided that any s
representation or warranty that is qualified amtteriality shall be true and correct in all regpgcshall, for all purposes of this Agreemen
deemed to be repeated on and as of the date ofRmaaiving Loan by Lender hereunder and shall be &nd correct in all respects on an
of each such date, except to the extent that asydf representations and warranties relate, bgxpeess terms thereof, solely to a date
to the date of each Revolving Loan by Lender hedleurand Lender shall have received a certificaiom a Responsible Officer with resp
to the foregoing in form and substance satisfgdiot ender.

7.3 Performance, etc.Borrower shall have duly and properly performednpbed with and observed each of its coveni
agreements and obligations contained in this Agesgrand in any other Loan Documents on the dateach Revolving Loan by Lenc
hereunder, and Lender shall have received a @atiifin from a Responsible Officer with respect te foregoing in form and substa
satisfactory to Lender. No event shall have o@xlion or prior to the date of each Revolving LogriLbnder hereunder and be continuing
the date of each Revolving Loan by Lender hereyratet no condition shall exist on the date of e@efolving Loan by Lender hereunc
which constitutes an Event of Default or which whulvith notice or the lapse of time, or both, cdng an Event of Default under t
Agreement or any other Loan Document, and Lendell $tave received a certification from a Respomsififficer with respect to tl
foregoing in form and substance satisfactory todes.

SECTION 8. REPRESENTATIONS AND WARRANTIES.
Borrower hereby represents and warrants to Lerdewing and intending that Lender shall rely theréo making the Revolvir
Loan contemplated hereby (each of which representaand warranties shall be continuing unlessesgly made in relation only to a spec
date), that:
8.1 Corporate Existence: Good Standing.
(@) Borrower (i) is a corporation dulyganized, validly existing and in good standing unttee laws of th
jurisdiction of its organization, (ii) is in goodamding in all other jurisdictions in which it isquired to be qualified to do business as a fo
corporation, and (iii) has all requisite corporptever and authority and full legal right to owntorhold under lease its properties and to «

on the business as presently engaged.

(b) Borrower has corporate power and enitth and has full legal rights to enter into eaxftthe Loan Documents
which it is a party, and to perform, observe anahply with all of its agreements and obligations @ndach of such documents.
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8.2 No Violation, etcThe execution and delivery by Borrower of the Ldaacuments to which Borrower is a party,
performance by Borrower of all of its agreementd abligations under each of such documents, andnthering by Borrower of all of t
Obligations contemplated by this Agreement, havenbauly authorized by all necessary corporate astion the part of Borrower and
required, its shareholders, and do not and will(aptcontravene any provision of Borrowscharter, bylaws or other governing documen
this Agreement (each as from time to time in ejfe() conflict with, or result in a breach of therms, conditions, or provisions of,
constitute a default under, or result in the coratf any Lien upon any of the property of Borroweder, any agreement, mortgage or ¢
instrument to which Borrower is or may become atypafc) violate or contravene any provision of aday, regulation, order, ruling
interpretation thereunder or any decree, ordeudgrent or any court or governmental or regulatarhority, bureau, agency or official (all
from time to time in effect and applicable to swatitity), (d) other than waivers required from Bevew’'s landlords, require any waive
consents or approvals by any of third party, intigdany creditors or trustees for creditors of Barer, or (e) require any approval, cons
order, authorization, or license by, or giving netto, or taking any other action with respecttoy Governmental Authority.

8.3 Binding Effect of Documents, et@orrower has duly executed and delivered each eflthan Documents to whi
Borrower is a party, and each of the Loan Documintsilid, binding and in full force and effect. &lagreements and obligations of Borrc
as contained in each of the Loan Documents cotestir upon execution and delivery thereof will stitute, legal, valid and bindil
obligations of Borrower, enforceable against Bomown accordance with their respective terms, subjgs to the enforcement of reme
only, to limitations imposed by federal and stated regarding bankruptcy, insolvency, reorganiratimoratorium and other laws affect
creditors' rights and remedies generally, and imega principles of law and equity.

8.4 No Events of Default.

(@) No Event of Default has occurred endontinuing and no event has occurred and isimaing and no conditic
exists that would, with notice or the lapse of timeboth, constitute an Event of Default.

(b) Borrower is not in default under angterial contract, agreement or instrument to wiolrower is a party or t
which Borrower or any property of Borrower is bound

(c) Borrowes execution, delivery and performance of and coemgke with this Agreement and the other L
Documents will not, with or without the passagetiofe or giving of notice, result in any materiabhation of law, or be in conflict with
constitute a default under any term or provisionresult in the creation of any Lien upon any ofrf®wer’'s properties or assets or
suspension, revocation, impairment, forfeiture @nnenewal, of any permit, license, authorizatiompproval applicable to Borrower, or an
its businesses or operations or any of its asseisoperties.

8.5 No Governmental Consent NecessaryNo consent or approval of, giving of notice to,isé@tion with or taking of ar

other action in respect of, any Governmental Autiidas required with respect to the execution, dely and performance by Borrower of |
Agreement and the other Loan Documents to whichatparty.
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8.6 No Proceedings. There are no actions, suits, or proceedings pgnali, to the best of Borrowarknowledge, threaten
against or affecting Borrower in any court or befany Governmental Authority which, if adverselyaetmined, would have an adverse ef
on the ability of Borrower to perform its obligati® under this Agreement or the other Loan Docuntentghich it is a party.

8.7 No Violations of Laws. Borrower has conducted, and is conducting, itsimss, so as to comply in all material resy
with all applicable federal, state, county and noipdl statutes and regulations. Neither Borrowar any officer, director or shareholder
Borrower is charged with, or so far as is known Byrrower, is under investigation with respect tay asiolation of any such statut
regulations or orders, which could have a Matekiderse Effect.

8.8 Use of Proceeds of the LoanProceeds from the Revolving Loan shall be used @oythose purposes set forth in
Agreement No part of the proceeds of the Loan shall be udieelctly or indirectly, for the purpose of pursirag or carrying any margin stc
or for the purpose of purchasing or carrying oditng in any stock under such circumstances asvimivie Borrower in a violation of any stat
or regulation. In particular, without limitatiorf the foregoing, no part of the proceeds from tlevdving Loans are intended to be use
acquire any publicly-held stock of any kind.

8.9 Financial Statements; Indebtedness

(@) The audited and unaudited financitatesnents contained in the SEC Reports (collegtjviie “Financial
Statements”) (x) fairly present as of the respective dates tifette® financial position of the Borrower and theuks of its operations, ce
flows and stockholdergquity for each of the periods then ended in allemal aspects; and (y) except for the fact thatuhaudited financi
statements omit notes to such statements andeyebadjustments thereto, have been prepared imdesume with GAAP in conformity with tl
rules and regulations of the SEC.

(b) Except as shown on the most recemtrgial Statements, (i) Borrower has no other bteldness as of the d
hereof which would adversely affect the financiahdition of Borrower or the Collateral, and (ii) Bower has no liabilities, contingent
otherwise, except those which, individually or e taggregate, are not material to the financiatlitiom or operating results of Borrower.

8.10 Changes in Financial Condition. Since September 30, 2009, there has been no matdvierse change and no mate
adverse development in the business, propertiestatpns, condition (financial or otherwise), résubf operations or prospects of
Borrower. Since September 30, 2009, Borrower lwagindeclared or paid any dividends, (ii) sold/assets, individually or in the aggreg
outside of the ordinary course of business, (i hcapital expenditures outside of the ordinaryreewf business, (iv) engaged in
transaction with any Affiliate or (v) engaged inyasther transaction outside of the ordinary coafseusiness.

8.11 Equipment . Borrower shall keep its Equipment in good order asplair, and in running and marketable condi
ordinary wear and tear excepted.
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8.12 Taxes and Assessments

(@) Borrower has paid and discharged wihes all taxes, assessments and other governnehdedes which m
lawfully be levied or assessed upon its income @nodits, or upon all or any portion of any propebglonging to it, whether real, persona
mixed, to the extent that such taxes, assessmednttaer charges have become due. Borrower haksdllg¢ax returns, federal, state and Ic
and all related information, required to be filgdib

(b) Borrower shall make all payments torhade by it hereunder without any Tax Deductias dafined below
unless a Tax Deduction is required by law. If Bareo is aware that it must make a Tax Deductior that there is a change in the rate o
basis of a Tax Deduction), it shall promptly notifgnder. If a Tax Deduction is required by lawb® made by Borrower, the amount of
payment due from Borrower shall be increased tarmpunt which (after making the Tax Deduction) lesage amount equal to the payn
which would have been due if no Tax Deduction hedrbrequired. If Borrower is required to make a Daduction, Borrower shall make
minimum Tax Deduction allowed by law and shall makg payment required in connection with that Tadilction within the time allow:
by law. Within thirty (30) days of making eitherTax Deduction or a payment required in connectidthh & Tax Deduction, Borrower sh
deliver to Lender evidence satisfactory to Lentiat the Tax Deduction has been made or (as apfdictiie appropriate payment has been
to the relevant taxing authority.

(c) “Tax Deduction” means a deduction or withholding for or on accopinfax from a payment under a Lc
Document.Tax” means any tax, levy, impost, duty or other chameithholding of a similar nature, including anycome, franchise, stan
documentary, excise or property tax, charge or (@vgach case, including any related penalty tarest).

8.13 ERISA . Borrower is in compliance in all material respegith the applicable provisions of ERISA and all ukgion:
issued thereunder by the United States Treasunafirapnt, the Department of Labor and the PensiorefeGuaranty Corporation.

8.14 Environmental Matters .

(@) To the best of its knowledge, Borrovikas duly complied with, and its facilities, busss assets, propel
leaseholds and equipment are in compliance ireapiects with, the provisions of all EnvironmentaWs.

(b) To the best of its knowledge, Borrowwas been issued all required federal, state @ral licenses, certificates
permits relating to the operation of its businesg] each Borrower and its facilities, businesstasproperty and equipment are in complii
in all material respects with all Environmental Llsaw

8.15 United States Anti-Terrorism LawsHolding Company Status.

(@) In this Section 8.15:
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“ Anti-Terrorism Law " means each of: (i) Executive Order No. 13224 git&aber 23, 2001 Blocking Property .
Prohibiting Transactions With Persons Who CommitteRten To Commit, or Support Terrorism (tlxecutive Order” ); (ii) the
Uniting and Strengthening America by Providing Agmiate Tools Required to Intercept and Obstruetdresm Act of 2001, Publ
Law 107-56 (commonly known as the USA Patriot Ai)) the Money Laundering Control Act of 1986, itic Law 99570; and (iv
any similar law enacted in the United States of Aozesubsequent to December 31, 2004.

“ holding company” has the meaning given to it in the United StateadiPWwtility Holding Company Act of 1935, and &
successor legislation and rules and regulationsplgated thereunder.

“ investment company” has the meaning given to it in the United State®stment Company Act of 1940.

“ public utility " has the meaning given to it in the United St&tederal Power Act of 1920.

“ Restricted Party ” means any person listed: (i) in the Annex to thedtxive Order; (i) on the Specially Designe

Nationals and Blocked Persons list maintained leyQlfffice of Foreign Assets Control of the Unitedt8s Department of the Treasi
or (iii) in any successor list to either of thedgping.

(b) Borrower is not (i) a holding compaay subject to regulation under the United StatebliP Utility Holding
Company Act of 1935; (ii) a public utility or sulsfeto regulation under the United States FederalegPdAct of 1920; (iii) required to |
registered as an investment company or subjecedalation under the United States Investment Compest of 1940; or (iv) subject
regulation under any United States Federal or $ater regulation that limits its ability to incor guarantee indebtedness.

(c) To the best of Borrowsrknowledge, Borrower (i) is not, and is not colx by, a Restricted Party; (ii) has
received funds or other property from a Restrid®adgty; and (iii) is not in breach of and is not tbject of any action or investigation ur
any Anti-Terrorism Law.

(d) Borrower has taken reasonable meadorensure compliance with the Anti-Terrorism Laws

8.16 Customers and VendorsThere are no disputes with any customers, suppleasufacturers, vendors and indepen
contractors of Borrower in excess of $15,000 inabgregate with any such party.

8.17 Representations, Warranties and Covenants Concernin the Collateral. The representations and warrantie:
Borrower set forth in Section 5.4 hereof are incogped in this Section 8.17 by reference.
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8.18 Books and Records. Borrower maintains its chief executive office amsl books and records related to its Accol
Inventory and all other Collateral at its addrestsferth in_Section 5.4(m)f Borrower’s Disclosure Schedule.

8.19 SEC ReportsThe SEC Reports do not contain any untrue stateofemtmaterial fact or omit to state any materéat
necessary in order to make the statements thendight of the circumstances under which theyragde, not misleading.

8.20 Internal Accounting Controls . Borrower maintains disclosure controls and pdoces (as such term is defined in F
13a45 under the 1934 Act) to ensure that informatiequired to be disclosed by the Borrower in the respihat it files or submits under -
1934 Act is recorded, processed, summarized anartegl) within the time periods specified in theesiland forms of the SEC, includi
without limitation, controls and procedures desifjte ensure that information required to be disaibby the Borrower in the reports the
files or submits under the 1934 Act is accumulated communicated to the Borrowgrnanagement, including its principal executivéceff ol
officers and its principal financial officer or @férs, as appropriate, to allow timely decisiongareling required disclosure. The resul
management’s evaluation of internal controls asedeed in Borrower's SEC Reports under “Contrald &rocedures”.

8.21 Changes. Since the date of the Balance Sheet, exceptsakded in Section 8.21 of BorrowgDisclosure Schedule, w
respect to Borrower, there has not been:

(@) any change in its business, asdatsliies, condition (financial or otherwise), grerties, operations or prospe
which, individually or in the aggregate, has hadca@uld reasonably be expected to have, a Matadaérse Effect;

(b) any resignation or termination of anfyts officers, key employees or groups of emples;,

(c) any material change, except in thdinary course of business, in its contingent obidges by way of guarant
endorsement, indemnity, warranty or otherwise;

(d) any damage, destruction or loss, ireor not covered by insurance, which has had;ootd reasonably |
expected to have, individually or in the aggregat®laterial Adverse Effect;

(e) any waiver by it of a valuable rigitof a material debt owed to it;

® any direct or indirect material loam&de by it to any of its stockholders, employedfcers or directors, oth
than advances made in the ordinary course of bssine

(9) any material change in any compensatirrangement or agreement with any employeecesffidirector ¢
stockholder;

(h) any declaration or payment of anyidbwd or other distribution of its assets;

0] any labor organization activity reddtto it;
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()] any debt, obligation or liability inored, assumed or guaranteed by it, except thasenfoaterial amounts and
current liabilities incurred in the ordinary coursfebusiness;

(k) any sale, assignment, transfer, abanmtnt or other disposition of any Collateral othtean Inventory in tt
ordinary course of business;

)] any change in any material agreententhich it is a party or by which it is bound whjeeither individually or i
the aggregate, has had, or could reasonably be&d® have, individually or in the aggregate, adfial Adverse Effect;

(m) any other event or condition of arharacter that, either individually or in the aggreg has had, or cot
reasonably be expected to have, individually dhnaggregate, a Material Adverse Effect; or

(n) any arrangement or commitment by itld any of the acts described in subsection ¢autih (m) of this Sectic
8.21.
8.22 Intellectual Property .
(@) Except for Permitted Encumbrancey Bdrrower holds all Intellectual Property thabivns free and clear of

Liens and restrictions on use or transfer, whetiarot recorded, and has sole title to and ownprshor has the full, exclusive (subject to
rights of its licensees) right to use in its figtlbusiness such Intellectual Property; and Borrolaadds all Intellectual Property that it uses
does not own under valid licenses or $igbnses from others; (2) the use of the IntellacRroperty by Borrower does not, to the knowledf
Borrower, violate or infringe on the rights of aather Person; (3) Borrower has not received anica@f any conflict between the asse
rights of others and Borrower with respect to amgllectual Property; (4) Borrower has used its omrctially reasonable best efforts to prc
its rights in and to all Intellectual Property; @drrower is in compliance with all material terarsd conditions of its agreements relating tc
Intellectual Property; (6) Borrower is not, andcgnJanuary 1, 2009 has not been, a defendant im&ion, suit, investigation or proceed
relating to infringement or misappropriation by Bawer of any Intellectual Property nor has Borroween notified of any alleged claim
infringement or misappropriation by Borrower of dmyellectual Property; (7) to the knowledge of Buwver, none of the products or serv
Borrower is researching, developing, proposes search and develop, make, have made, use, orirgfelhges or misappropriates &
Intellectual Property right of any third party; (Bdne of the trademarks and service marks useddoso®er, to the knowledge of Borrow
infringes the trademark or service mark rightsrof third party; and (9) to Borrower’knowledge, none of the material processes amauae
research and development results and other Kmow-elating to Borrower's business, the value biclv to Borrower is contingent up
maintenance of the confidentiality thereof, hasnbaieclosed to any Person other than Persons boumditten confidentiality agreements.

(b) Section 8.28f Borrower's Disclosure Schedule sets forth a true and compigtt of (i) all registrations ai
applications for Intellectual Property owned by Baver filed or issued by any Intellectual Properggistry, (ii) all Intellectual Proper
licenses which are either material to the busimé€83orrower or relate to any material portion ofrBawer’s Inventory, including licenses -
standard software having a replacement value ofentiban $10,000 and (iii) all domain names ownedobyregistered in the name
Borrower. None of such Intellectual Property lises are reasonably likely to be construed as aignasent of the licensed Intellect:
Property to Borrower. Borrower shall update th# throughout the Term immediately upon the filiog issuance of any registrations
applications for Intellectual Property owned by Bover, the licensing by Borrower of any third paittytellectual Property material
Borrower's business or the acquisition or registration byr@eer of any domain names, in each case made thiteeffective date of tt
Agreement.
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8.23 Employees. Borrower has no collective bargaining agreement$ wany of its employees. There is no labor u
organizing activity pending or, to Borrowsrknowledge, threatened with respect to BorrovBatrower is not a party to or bound by .
currently effective deferred compensation arranggmeonus plan, incentive plan, profit sharing pleetirement agreement or other emplc
compensation plan or agreement. To Borrog/kriowledge, no employee of Borrower, nor any cliastiwith whom Borrower has contract
is in violation of any material term of any emplognt contract or any other contract relating tortbbt of any such individual to be employ
by, or to contract with, Borrower or to receive admgnefits; and, to Borrower’knowledge, the continued employment by Borrowfeits
present employees, and the performance of Borrewsemtracts with its independent contractors, mdlt result in any such violation. Exc
for employees who have a current effective employmegreement with Borrower, as set forth_in Sec#?3 of Borrower's Disclosur
Schedule, no employee of Borrower has been grah&edght to continued employment by Borrower oatty material compensation followi
termination of employment with Borrower. Borrowisr not aware that any officer, director, managemtner, key employee or group
employees intends to terminate his, her or thejppleyment with Borrower, nor does Borrower have espnt intention to terminate any of
same.

8.24 Tax Status. Borrower (i) has made or filed all federal and estaicome and all other tax returns, reports andadation:
required by any jurisdiction to which it is subje(t) has paid all taxes and other governmentakssments and charges that are sho
determined to be due on such returns, reports anlhmtions, except those being contested in gaitd &nd for which it has set aside or
books a provision in the amount of such taxes beardested in good faith and (iii) has set asidé&®hooks provisions reasonably adequat
the payment of all taxes for periods subsequemhéoperiods to which such returns, reports or datitns apply. There are no unpaid te
claimed to be due by the taxing authority of anysgiction, and the officers of the Borrower knofwo basis for any such claim.

8.25 Sarbanes-Oxley Act. To Borrowers knowledge, Borrower is in compliance with any atidapplicable requirements
the Sarbane®xley Act of 2002 that are effective as of the dateeof, and any and all applicable rules and egguis promulgated by the S
thereunder that are effective as of the date hereof

8.26 Fees; Brokers; Finder€xcept as set forth in Section 8.26 the Borrowers Disclosure Schedule, there are no -
commissions or other compensation due to any théndy acting on behalf of or at the direction ofrBaver in connection with the Lo
Documents. Except as set forth in Section ®fe Borrowers Disclosure Schedule, all negotiations relativtheoLoan Documents, and
transactions contemplated thereby, have been davrieoy the Borrower with the Lender without theemention of any other person or er
acting on behalf of the Borrower, and in such maragenot to give rise to any claim against the Beoar or the Lender for any finder's 1
brokerage commission or like payment due to amygtharty acting on behalf of or at the directiorBafrrower, and if any such fee, commis:
or payment is payable, it shall be the sole respditg of the Borrower and the Borrower shall pand indemnify the Lender for, the same.
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8.27 Representations and Warranties: Tiey Accurate and Complete.None of the representations, certificates, ref
warranties or statements now or hereafter madeloretled to Lender pursuant hereto or in connectith this Agreement or any other Lc
Document or the transactions contemplated herebtaow or will contain any untrue statement of demal fact, or omits or will omit to ste
a material fact necessary in order to make therstnts contained herein and therein, in light efdincumstances in which they are made
misleading.

SECTION 9. AFFIRMATIVE COVENANTS.
Until the indefeasible payment and satisfactiofuihof all Obligations, Borrower hereby covenaatsd agrees as follows:

9.1 Notify Lender . Borrower shall promptly, and in any event withirreth (3) Business Days after obtaining knowle
thereof, inform Lender (a) if any one or more lné representations and warranties made by Borrawiis Agreement or in any docum
related hereto shall no longer be entirely trueusate and complete in any respect, (b) of any tewermircumstance that, to its knowlec
would cause Lender to consider any then existinggrtory as no longer constituting Eligible Inventar to consider any then exist
Receivable as no longer constituting an Eligibleddeable, (c) of any material delay in its perforroa of any of its obligations to any Acco
Debtor, (d) of any assertion by any Account Delofoany material claims, offsets or counterclaingy;df any allowances, credits and/or mo
granted by it to any Account Debtor; (f) of all reaal adverse information relating to the finanaiahdition of Borrower or any Accot
Debtor; (g) of any material return of Goods; angdghany loss, damage or destruction of any ofGb#ateral.

9.2 Change in Directors or Officers. Borrower shall promptly notify Lender of any chasge Borrowers Directors ¢
Officers.

9.3 Pay Taxes and Liabilities; Comply with Agreement Borrower shall promptly pay, when due, or otherwdggeharge, &
indebtedness, sums and liabilities of any kind rowhereafter owing by Borrower to its employeesnages or salaries or to Lender
Governmental Authorities however created, incureddenced, acquired, arising or payable, inclugdinghout limitation, the Obligation
income taxes, excise taxes, sales and use tazessé fees, and all other taxes with respect twhthe Collateral, or any wages or salaries
by Borrower or otherwise, unless the validity ofigthare being contested in good faith by Borrowgmappropriate proceedings, provided
Borrower shall have maintained reasonably adeqeatrves and accrued the estimated liability onrd@®eegr’s balance sheet for the paymer
same.
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9.4 Observe Covenants, etc Borrower shall observe, perform and comply with gdeenants, terms and conditions of
Agreement and the other Loan Documents.

9.5 Maintain Corporate Existence and Qualifications. Borrower shall maintain and preserve in full folmed effect, it
corporate existence and rights, franchises, liceasel qualifications necessary to continue itsriassi, and comply with all applicable statt
rules and regulations pertaining to the operatiomduct and maintenance of its existence and besineluding, without limitation, all feder
state and local laws relating to benefit plans,jremvnental safety, or health matters, and hazardoliguid waste or chemicals or other ligt
(including use, sale, transport and disposal ttfereo

9.6 Financial Reports and other Information and Documerts to be Furnished to Lender. Borrower shall deliver or cau
to be delivered to Lender, unless such informatias been filed with the SEC:

(@) Annual Financial Statements.Annual financial statements of the Borrower, cextifby the Chief Financi
Officer of Borrower and audited by an outside aetg firm acceptable to Lender, including Weinb&gCompany, P.A., as soon
available, but in any event within ninety (90) dafter the end of Borrowes'Fiscal Year during the Term. Such financialestants shall (:
fairly present the financial position of the Borremas of the dates thereof and the results ofpiggadions, cash flows and stockholderguity
for each of the periods then ended in all matasplects; and (y) be prepared in accordance with BAA

(b) Quarterly Financial Statements. As soon as available but in any event no later thanlast day of the SE
filing periods of (i) fortyfive (45) days from the close of each calendar tgndor the first three quarters of each calendsaryand (ii) ninet
(90) days from the last day of each calendar ygaasterly financial statements of the Borrower, timaudited balance sheet and the re
statement of income of the Borrower, prepared icoetance with GAAP, subject to yeand audit adjustments, together with such ¢
information with respect to the business of Borroag& Lender may request.

(c) Monthly Financial Statements. Not later than thirty (30) days after the end otteaalendar month, t
unaudited balance sheet and the related staterhémtame of the Borrower, certified by the Chieh&ncial Officer of Borrower, subject
yearend audit adjustments, with an aging schedule Ifacaounts receivable and accounts payable, tegetith such other information wi
respect to the business of Borrower as Lender @ayest.

(d) Borrowing Certificates. Weekly, a Borrowing Certificate in accordance withction 2.2(f) hereof.
(e) Notice of Judgments, Environmental, Health or Safgt Complaints.
0] Within three (3) Business Dayegriafter, written notice to Lender of the entryaofy judgment or tf

institution of any lawsuit or of other legal or égble proceedings or the assertion of any crosaaba counterclaim seeking monetary dami
from Borrower in an amount exceeding $25,000; and
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(i) Within three (3) Business Daystbafter, notice or copies if written of all claimmplaints, order
citations or notices, whether formal or informaljtten or oral, from a governmental body or privaggson or entity, relating to air emissic
water discharge, noise emission, solid or liquidtealisposal, hazardous waste or materials, ootrgy environmental, health or safety ma
which adversely effect Borrower. Such notices Isinalude, among other information, the name of plaety who filed the claim, the poten
amount of the claim, and the nature of the claim.

® Other Information . Upon demand,
0] Certificates of insurance fol @blicies of insurance to be maintained by Borromersuant hereto;
(i) An estoppel certificate executeg an authorized officer of Borrower indicatingaththere then exis

no Event of Default and no event which, with theirg of notice or lapse of time, or both, would sttute an Event of Default;

(iii) All information received by Bawwer affecting the financial status or conditionaofy Account Debtt
or the payment of any Account, including but notited to, invoices, original orders, shipping amdivery receipts;

(iv) Assignments, in form acceptalelender, of all Accounts, and of the monies du¢odoecome du
on specific contracts relating to the same; and

(V) At Borrower’s expense, annual raigals of Inventory by an appraiser acceptablestoder.

(9) Additional Information . From time to time, such other information as Lenuesy reasonably request, includ
financial projections and cash flow analysis.

9.7 Comply with Laws . Borrower shall comply with the requirements of gbiplicable laws, rules, regulations and orde
any Governmental Authority, compliance with whichriecessary to maintain its corporate existencerconduct of its business or non-
compliance with which would adversely affect in aegpect its ability to perform its obligationsasty security given to secure its obligations.

9.8 Insurance Required.

(@) Borrower shall cause to be maintajniedfull force and effect on all property of Bower including, withot
limitation, all Inventory and Equipment, insuranicesuch amounts against such risks as is reasorsalilyfactory to Lender, including, |
without limitation, business interruption, fire, itaw, theft, burglary, pilferage, vandalism, matias mischief, loss in transit, directerant
officer’s insurance in an amount no less than the maximewmol®ng Loan Commitment of $3,000,000, hazard iasue and, if as of the d
hereof, any of the real property of Borrower immarea that has been identified by the Secrefadposing and Urban Development as ha
special flood or mudslide hazards, and on whichstile of flood insurance has been made availalderuhe National Flood Insurance Ac
1968, then Borrower shall maintain flood insurancaid policy or policies shall:
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0] Be in a form and with insurersialihare satisfactory to Lender;

(i) Be for such risks, and for suclsuned values as Lender or its assigns may reasoredplire in order 1
replace the property in the event of actual or toutive total loss;

(i) Designate Lender as additionaluresdd and loss payee as Lender’s interest may fimentb time appear;

(iv) Contain a clause whereby the Lenaled any assignee of Lender has the right to redeiss payme
even if the Lender or its assignee has startedlwsare or similar action on property covered lg ittsurance;

(V) Contain a clause whereby if theues denies a claim by Borrower because of Borrosvacts or becau
Borrower failed to comply with any of the terms thie insurance coverage, the Lender and any assigihkender wil
nonetheless have the right to receive loss payihtém Lender or its assignee:

(A) Pays any premium due under the insurance antheer’s request if Borrower has failed to do aagl

(B) Submits a signed, sworn proof of loss within 60 dlafter receiving notice from the insurel
Borrower’s failure to do so.

(vi) Contain a “breach of warranty daliwhereby the insurer agrees that a breach of theintscondition
or any negligence by Borrower or any other perdail $10t invalidate the insurance as to Lenderigndssignee;

(vii) Provide that they may not be cdadeor altered without thirty (30) days prior weitt notice to Lende
and

(viii) Upon demand, be delivered to Lende
(b) Borrower shall obtain such additiomsurance as Lender may reasonably require.
(c) Borrower shall, in the event of lagsdamage, forthwith notify Lender and file proafsloss with the approprie

insurer. Borrower hereby authorizes Lender to eselany checks or drafts constituting insurancegeds.

(d) Borrower shall forthwith upon recegdtinsurance proceeds endorse and deliver the satender.
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(e) In no event shall Lender be reque#Hter to (i) ascertain the existence of or exanaing insurance policy or (i
advise Borrower in the event such insurance coeesagll not comply with the requirements of thisdgment.

9.9 Condition of Collateral; No Liens . Borrower shall maintain all Collateral in good cdiah and repair at all times, a
preserve it against any loss, damage, or destructfi@ny nature whatsoever relating to said Caitdter its use, and keep said Collateral
and clear of any Liens, except for the Permittedumbrances, and shall not permit Collateral to bexa fixture to real estate or accessiol
other personal property.

9.10 Payment of Proceeds Borrower shall forthwith upon receipt of all prodseof Collateral, pay such proceeds (insur
or otherwise) up to the amount of the thmnstanding Obligations over to Lender for applmatagainst the Obligations in such order
manner as Lender may elect.

9.11 Records. Borrower shall at all times keep accurate and cetaplecords of its operations, of the Collateral te statt
of each Account, which records shall be maintaiaeits executive offices as set forth on Sectiel{ri.of Borrower’s Disclosure Schedule
9.12 Delivery of Documents. If any proceeds of Accounts shall include, or ahyhe Accounts shall be evidenced by, nc

trade acceptances or instruments or document$ anyilnventory is covered by documents of titlechattel paper, whether or not negotie
then Borrower waives protest regardless of the fofrthe endorsement. If Borrower fails to endoasg instrument or document, Lende
authorized to endorse it on Borrower’s behalf.

9.13 United States Contracts. If any of the Accounts arise out of contracts wilie United States or any of its departme
agencies or instrumentalities, Borrower will notifgnder and, if requested by Lender, execute amgssary instruments in order that
monies due or to become due under such contratittshassigned to Lender and proper notice of $sgament given under the Fed
Assignment of Claims Act.

9.14 Other Names; Location Changes.

(@) Borrower shall promptly notify LendérBorrower is known by or conducting business emndny names oth
than those set forth in this Agreement.

(b) Borrower shall deliver not less thhinty (30) Business Days prior written notice terider if Borrower intends
conduct any of its business or operations at oboffices or locations other than those set famtthis Agreement, or if it changes the loca
of its chief executive office or the address atahhit maintains its books and records.

9.15 SEC Reporting Status. Borrower shall timely file all reports required lve filed with the SEC pursuant to Section 1

15(d) of the 1934 Act, and the Borrower shall tevminate its status as an issuer required tadierts under the 1934 Act even if the 1
Act or the rules and regulations thereunder woeldrit such termination.
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9.16 Further Assurances. Borrower shall at any time or from time to time apequest of Lender take such steps and ex
and deliver such Financing Statements and otharrdents all in the form of substance satisfactoryender relating to the creation, validity
perfection of the security interests provided fardin, under the UCC or which are reasonably necgd® effectuate the purposes
provisions of this Agreement. Borrower shall defehe right, title and interest of Lender in andthe Collateral against the claims
demands of all Persons whomsoever, and take sumngcincluding (i) all actions necessary to graehder “control”of any Investmel
Property, Deposit Accounts, Letter-Gfedit Rights or Electronic Chattel Paper ownedtpwith any agreements establishing control tart
form and substance satisfactory to Lender, (ii) phempt (but in no event later than three (3) BesiDays following Lendes’ reques
therefor) delivery to Lender of all original Instnents, Chattel Paper, negotiable Documents andiczied Securities owned by it (in et
case, accompanied by stock powers, allonges or atiseruments of transfer executed in blank), (iiptification of Lendess interest i
Collateral at Lendes request, and (iv) the institution of litigatiogadnst third parties as shall be prudent in ordeprotect and preser
Borrower’s and/or Lender’s respective and sevettalrests in the Collateral.

9.17 Indemnification . Borrower shall indemnify, protect, defend and sheaemless Lender, as well as Lender's direc
officers, trustees, employees, agents, attornegsbers and shareholders (hereinafter referredltectively as the “Indemnified Parties”
and individually as atindemnified Party” ) from and against (a) any and all losses, damagesnees or liabilities of any kind or nature
from any suits, claims or demands, by third partiesluding, without limitation, claims of brokeesd finders), including reasonable cou
fees incurred in investigating or defending suaing| suffered by any of them and caused by, rgatnarising out of, resulting from, or in ¢
way connected with the Revolving Loans, the tratisas contemplated herein and the Loan Document$,(la) any and all losses, dama
expenses or liabilities sustained by Lender in estion with any Environmental Liabilities and Cosdlts case any action shall be brot
against an Indemnified Party based upon any ofbieve and in respect to which indemnity may be kbagainst Borrower, the Indemnif
Party against whom such action was brought shalimptly notify Borrower in writing, and Borrower dhassume the defense ther
including the employment of counsel selected byr@wer and reasonably satisfactory to the Indemahiftarty, the payment of all costs
expenses and the right to negotiate and consesgttiement. Upon reasonable determination madédyndemnified Party, the Indemnif
Party shall have the right to employ separate celuinsany such action and to participate in theedsé thereof; provided, however, that
Indemnified Party shall pay the costs and expeimgesred in connection with the employment of sepaicounsel. Borrower shall not be lie
for any settlement of any such action effected aththeir consent, but if settled with Borrowseconsent, or if there be a final judgment foi
claimant in any such action, Borrower agrees temudify and save harmless said Indemnified Partynagavhom such action was brou
from and against any loss or liability by reasonsath settlement or judgment, except as otherwiseiged above. The provisions of t
Section shall survive the termination of this Agresmt and the final repayment of the Obligations.

SECTION 10. NEGATIVE COVENANTS.

Until payment and satisfaction in full of all Obditions and the termination of this Agreement, Bawohereby covenants and agi
as follows:
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10.1 Change of Control; No Creation of Subsidiaries Borrower will not consolidate with, merge with, acquire the stock
a material portion of the assets of any persom,fijpint venture, partnership, corporation, or othetity, whether by merger, consolidati
purchase of stock or otherwise if any such actesuits in a Change of Control (as defined belovoyr@ver will not create or permit to e»
any Subsidiary unless such new Subsidiary is a lydoevned Subsidiary and is designated by Lendeeidger a cdsorrower or guarant
hereunder and such Subsidiary shall have entetedalh such documentation required by Lender, iditlg, without limitation, to grant
Lender a first priority perfected security intergssubstantially all of such Subsidiasyassets to secure the Obligations. In additi@myddve!
will not acquire a material portion of the assdtamy entity in a manner that is not addressechbyféregoing provisions of this Section 10.
such action would impair Lender’s rights hereurmein the Collateral.

A “ Change of Control” shall be deemed to have occurred if:

0] any “Person,” which shall meanpgfson’as such term is used in Sections 13(d) and 14(theo1934 Act, ¢
group of Persons is or becomes the “beneficial oW(es defined in Rule 138-under the 1934 Act), directly or indirectly,
securities of Borrower representing 50% or morthefcombined voting power of Borrower’s then ouigiag voting securities;

(i) individuals, who at the Closing ®aconstitute the Board of Directors of Borrowand any new direct
whose election by the Board of Directors of Borrows whose nomination for election by Borrowsestockholders, was approvec
a vote of at least onlealf (1/2) of the directors then in office (othéiah in connection with a contested election), céasany reasc
to constitute at least a majority of the Board @fbtors of Borrower;

(i) the stockholders or members of Bover approve (I) a plan of complete liquidationBdrrower or (llI) th
sale or other disposition by Borrower of all or stamtially all of Borrower’s assets; or
(iv) a merger or consolidation of Bormvwith any other entity is consummated, other than
(A) a merger or consolidation whichsults in the voting securities of Borrower outstag

immediately prior thereto continuing to represegither by remaining outstanding or by being coreerinto votin
securities of the surviving entity) more than 50%tlee combined voting power of the surviving enfitputstandin
voting securities immediately after such mergecarsolidation; or

(B) a merger or consolidation whichubkbresult in the directors or managers of Borrovano wert

directors or managers immediately prior theretajtioming to constitute more than 50% of all direstor managers
the surviving entity immediately after such mergeconsolidation.
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In this paragraph (iv), “surviving entity” shall me only an entity in which all of Borrowar'stockholders immediately before s
merger or consolidation (determined without takimigp account any stockholders or members propeayasing appraisal or simil
rights) become stockholders by the terms of suctgereor consolidation, and the phrasiréctors of Borrower (who were direct
immediately prior thereto)” shall include only ir@uals who were directors of Borrower at the GtgsDate.

10.2 Disposition of Assets or Collateral Borrower will not sell, lease, transfer, convey otherwise dispose of any or all
its assets or Collateral, other than the dispasitiotransfer in the ordinary course of busine$@bsolete and worout Equipment only to tt
extent that the proceeds of any such dispositienuaed to acquire replacement Equipment whichbgestito Lendess first priority securit
interest or are used to repay the Revolving Loans.

10.3 Other Liens . Borrower will not incur, create or permit to exety Lien on any of its property or assets, wheties
owned or hereafter acquired, except (a) those Lirefesvor of Lender created by this Agreement draldther Loan Documents; and (b) for
Permitted Encumbrances.

10.4 Other Liabilities . Borrower will not incur, create, assume, or pétmiexist, any Indebtedness or liability on acdonin
either borrowed money or the deferred purchase mfiproperty, except (i) Obligations to Lender(igrindebtedness incurred in connection
with any of the Permitted Encumbrances.

10.5 Financing of Capital Assets

€)) Notwithstanding the provisions of @@t 10.4, Borrower shall be permitted to incur ébtedness to acquire
Capital Asset secured by a purchase money sedntéyest that qualifies as a Permitted Encumbrapoeyided that (i) the total of all su
Indebtedness does not exceed $25,000 in the aggragighout the prior written approval of Lendenda(ii) Borrower is otherwise then
compliance with the terms of this Agreement.

(b) Borrower hereby grants to the Lendeight of first refusal to provide any Capital As$-inancing (as defin
below) to be issued by Borrower, subject to théofeing terms and conditions. In the event that Baer desires to incur indebtedness fol
purpose of acquiring a Capital Asset whose totatipase cost is greater than $25,000, including@dessories and attachments thereto (a
Capital Asset Financing”), Borrower shall notify Lender in writing of such jpased Capital Asset Financing. In connection thihe
Borrower shall submit to Lender all information vegted by Lender regarding the Capital Asset pexgbes be acquired pursuant to the Ca
Asset Financing (the Capital Asset Financing Notice’). Lender shall have the right of first refusal, exsaible with ten (10) Business Di
of Lenders receipt of the Capital Asset Financing Noticepttovide the Capital Asset Financing in accordanith the terms hereof, where
sums advanced to acquire the subject Capital A$ssl be added to the principal amount of the RémglLoan hereunder and bear intere:
accordance with the terms hereof. If Lender deslitte exercise its right to provide such Capital éassinancing, or fails to respond to
Capital Asset Financing Notice within the tBasiness Day period set forth above, then Borrostell be entitled to obtain Capital As
Financing for such Capital Asset from a third pawithin thirty (30) days of the last day of suchtine period, provided that any lien secu
the financing thereof constitutes a Permitted Erfmamce hereunder. If such third party Capital A$Satincing is not consummated wit
such thirty (30) day period, than Borrowgeright to obtain such third party Capital Assetdficing shall terminate, and any such financind
once again become subject to Lender’s first reftight to provide such financing pursuant to thevsions of this Section 10.5(b).

(c) Borrower will not make any capitalpexditures for equipment other than out of proceafdéuture equit
financings without the prior written approval ofriger.
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10.6 Loans . Borrower will not make any loans to any Persongothan advances to employees of Borrower in tdeary
course of business, with outstanding advancesyt@mployee not to exceed $1,000 at any time.

10.7 Guaranties . Borrower will not assume, guaranty, endorse, coetinly agree to purchase or otherwise become
upon the obligation of any Person, except by thdoesement of negotiable instruments for depositadlection or similar transactions in -
ordinary course of business.

10.8 Transfers of Notes or Accounts Borrower will not sell, assign, transfer, discoontotherwise dispose of any AccoL
or any promissory note payable to Borrower, witlwithout recourse.

10.9 Dividends . Borrower will not declare or pay any cash dividenthke any distribution on, redeem, retire or otlise
acquire directly or indirectly, any shares of itsck or other Equity Interests (collectivelyEquity Distributions ") without the prior writte
consent of Lender, providedhowever, that so long as no Event of Default has occuaed is continuing, Borrower may make Eq
Distributions during the first and second yearshaf Term not to exceed an aggregate of Fifty Thodidaollars ($50,000) during each s
year.

10.10 Payments to Affiliates. Except as set forth in_Section 10.60the Borrower$ Disclosure Schedule, or as othen
approved by Lender in writing in advance, Borrowieall not make any payments of cash or other ptpper’any Affiliate.

10.11 Modification of Documents. Borrower will not change, alter or modify, or petrany change, alteration or modificat
of its certificate of incorporation, by-laws or ethgoverning documents in any manner that migheemhly affect Lendes’ rights hereunder
a secured lender or its Collateral without Lergdprior written consent.

10.12 Change of Business or Name Borrower will not change or alter the nature ofbissiness, or change its name
appears in the official filings of its state of argzation.

10.13 Settlements. Other than in the ordinary course of its businBssrower will not comprise, settle or adjust angiis ir
any amount relating to any of the Collateral, withthe prior written consent of Lender.

41




SECTION 11. EVENTS OF DEFAULT.
The occurrence of any of the following shall cotugé an event of default (hereinafter referreds@@'Event of Default” ):

11.1 Failure to Pay . The failure by Borrower to pay, when due, (a) aayrpent of principal, interest or other charges aog
owing to Lender pursuant to any obligations of Barer to Lender including, without limitation, tho§gbligations arising pursuant to t
Agreement or any Loan Document, or under any cdigeeement for the payment of monies then due apdbpato Lender, or (b) any ta:
due to any Governmental Authority.

11.2 Failure of Insurance . Failure of one or more of the insurance policieguneed hereunder to remain in full force .
effect; failure on the part of Borrower to pay @use to be paid all premiums when due on the inseraolicies pursuant to this Agreem
failure on the part of Borrower to take such othetion as may be requested by Lender in order ¢p kaid policies of insurance in full fo
and effect until all Obligations have been indefiglgispaid in full; and failure on the part of Bower to execute any and all documente
required by the insurance companies issuing sdidig®to effectuate said assignments.

11.3 Failure to Perform . Borrowers failure to perform or observe any covenant, termsondition of this Agreement or
any other Loan Document.

11.4 Cross Default. Borrowers default under any covenant, representation, termarranty contained in (i) any agreen
or contract with a third party which default woulekult in liability to the Borrower in excess ofGRL000, and which default is not curec
waived within five (5) Business Days, or (ii) angher Loan Document.

11.5 False Representation or Warranty. Borrower shall have made any statement, represemtat warranty in thi
Agreement or in any other Loan Document to whichir8eer is a party or in a certificate executed lyrwer incident to this Agreeme
which is at any time found to have been false y@aterial respect at the time such representatiovarranty was made.

11.6 Liquidation, Voluntary Bankruptcy, Dissolution, Assignment to Creditors . Any resolution shall be passed or
action (including a meeting of creditors) shallthken by Borrower for the termination, winding Uiguidation or dissolution of Borrower,
Borrower shall make an assignment for the benéfitreditors, or Borrower shall file a petition iroluntary liquidation or bankruptcy,
Borrower shall file a petition or answer or consseéking, or consenting to, the reorganization afr@ver or the readjustment of any of
indebtedness of Borrower under any applicable iresaly or bankruptcy laws now or hereafter existingluding the United States Bankrup
Code), or Borrower shall consent to, or be theextif a court order for, the appointment of argereer, administrator, liquidator, custodiat
trustee of all or any part of the property or ass#tBorrower or any corporate action shall be nakg Borrower for the purposes of effect
any of the foregoing.

11.7 Involuntary Petition Against Borrower . Any petition or application for any relief is filedgainst Borrower und
applicable insolvency or bankruptcy laws now oreladter existing (including the United States Bapkey Code) or under any insolven
reorganization, receivership, readjustment of deissolution or liquidation law or statute of amyigdiction now or hereafter in effect (whet
at law or in equity), and is not discharged or ethwithin thirty (30) days of the filing thereof.
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11.8 Judgments; Levies. Any judgments or attachments aggregating in exoés100,000 at any given time is obtai
against Borrower which remains unstayed for a jpeoioten (10) days or is enforced.

11.9 Change in Condition. There occurs any event or a change in the conditicaffairs, financial or otherwise, of Borrov
which, in the reasonable opinion of Lender, impaiesder's security or ability of Borrower to disopa its obligations hereunder or any o
Loan Document or which impairs the rights of LentheBorrower’s Collateral.

11.10 Environmental Claims . Lender determines that any Environmental Liabaitend Costs or Environmental Lien v
respect to Borrower will have a potentially adveeffect on the financial condition of Borrower ar the Collateral.

11.11 Failure to Notify . If at any time Borrower fails to provide Lender Wwihotice or copies, if written, of all matel
complaints, orders, citations or notices with resge environmental, health or safety complaintshimi five (5) days of Borrowes' receif
thereof.

11.12 Failure to Deliver Documentation. Borrower shall fail to obtain and deliver to Lend&ry other documentation requi
to be signed or obtained as part of this Agreemanghall have failed to take any reasonable aatouested by Lender to perfect, pro
preserve and maintain the security interests aad tn the Collateral provided for herein.

11.13 Change of Control. Borrower undergoes a Change of Control.

11.14 Reduction in Equity Ownership Interests. Guarantor ceases to own of record and beneficradlyless than Twen
Percent (20%) of the issued and outstanding vatwgership interests of Borrower.

11.15 Dissolution; Maintenance of Existence Borrower is dissolved, or Borrower fails to maintatis corporate existence
good standing, or the usual business of Borrowasegor is suspended in any respect.

11.16 Indictment . The indictment of Borrower or any director or Resgible Officer of Borrower under any criminal st
or commencement of criminal or civil proceedingsiagt Borrower, pursuant to which statute or prdoggs the penalties or remedies sol
or available include forfeiture of any portion d&tproperty of Borrower.

11.17 Tax Liens. The filing of a Lien for any unpaid taxes filed by Governmental Authority against Borrower or affijts
assets.
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11.18 Challenge to Validity of Loan Documents. Borrower attempts to terminate, or challenges #ilelity of, or its liability
under, this Agreement or any other Loan Documentary proceeding shall be brought to challengeualaity, binding effect of Loa
Document, or any Loan Document ceases to be a,\mifiding and enforceable obligation of Borrower.

11.19 Trading of Common Stock The Common Stock ceases to be traded on a ahtienurities exchange or electronic
guotation system.

SECTION 12. REMEDIES.
12.1 Acceleration; Other Remedies Upon the occurrence and during the continuatfcandeEvent of Default:

(@) Lender shall have all rights and rdi@e provided in this Agreement, any of the otheath. Documents, the U(
or other applicable law, all of which rights andnexlies may be exercised without notice to Borrowairsuch notices being hereby wai\
except such notice as is expressly provided foedrater or is not waivable under applicable lawl rights and remedies of Lender
cumulative and not exclusive and are enforcealnlel, eénder's discretion, alternatively, successively,concurrently on any one or m
occasions and in any order Lender may determinghdiv limiting the foregoing, Lender may (i) acesdte the payment of all Obligations
demand immediate payment thereof to Lender, (iihwi without judicial process or the aid or assise of others, enter upon any premise
or in which any of the Collateral may be located #ake possession of the Collateral or completegesing, manufacturing and repair of a
any portion of the Collateral, (iii) require Borrew at Borrowers expense, to assemble and make available to Lemyepart or all of tt
Collateral at any place and time designated by eEen@) collect, foreclose, receive, appropriatetoff and realize upon any and all Collat:
(v) notify Account Debtors or other obligors to negayment directly to Lender, or notify bailees@the disposition of Collateral, (vi) exte
the time of payment of, compromise or settle f@hcaredit, return of merchandise, and upon amadesr conditions, any and all Account:
other Collateral which includes a monetary obligatand discharge or release the Account Debtothar mbligor, without affecting any of t
Obligations, and (vii) sell, lease, transfer, assideliver or otherwise dispose of any and all &eHlal (including, without limitation, enteri
into contracts with respect thereto, by public ovate sales at any exchange, broker's board, Hiicg @f Lender or elsewhere) at such price
terms as Lender may deem reasonable, for cash, argdit or for future delivery, with Lender havitige right to purchase the whole or
part of the Collateral at any such public salepélihe foregoing being free from any right or @guwf redemption of Borrower, which right
equity of redemption is hereby expressly waived ateased by Borrower. If any of the Collaterabtier security for the Obligations is s
or leased by Lender upon credit terms or for futdevery, the Obligations shall not be reducedassult thereof until payment therefo
finally collected by Lender. If notice of dispositi of Collateral is required by law, ten (10) day®r notice by Lender to Borrower designa
the time and place of any public sale or the tirfteravhich any private sale or other intended défian of Collateral is to be made, shal
deemed to be reasonable notice thereof and Borraaimes any other notice. In the event Lendeiitintsts an action to recover any Collat
or seeks recovery of any Collateral by way of pigment remedy, Borrower waives the posting of aopdowhich might otherwise
required.
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(b) Lender may apply the proceeds of &efial actually received by Lender from any salasé, foreclosure or otl
disposition of the Collateral to payment of anytlod Obligations, in whole or in part (includingatieys' fees and legal expenses incurre
Lender with respect thereto or otherwise chargetthBorrower) and in such order as Lender may elsbether or not then due. Borro
shall remain liable to Lender for the payment omded of any deficiency together with interest & Default Interest Rate and all costs
expenses of collection or enforcement, includirgsomable attorneys' fees and legal expenses.

(c) Lender may, at its option, cure aefadlt by Borrower under any agreement with a tipadty or pay or bond «
appeal any judgment entered against Borrower, digehtaxes and Liens at any time levied on or iexjstith respect to the Collateral, and
any amount, incur any expense or perform any adéthwlhin Lender's sole judgment, is necessary or@pijate to preserve, protect, insi
maintain, or realize upon the Collateral. Such amt® paid by Lender shall be repayable by Borrosvedemand and added to the Obligati
with interest payable thereon at the Default IrgeRate. Lender shall be under no obligation teaf§uch cure, payment, bonding or dischi
and shall not, by doing so, be deemed to have asbamy obligation or liability of Borrower.

(d) Lender and Lender’s agents shall itheeright to utilize any of Borrowes’customer lists, registered names, t
names or trademarks to publicly advertise the kake, transfer, assign, deliver or otherwiseatispf any and all Collateral and Borrower
be deemed to have waived and voided any confidéntiyreements by and between Borrower and Lender.

12.2 Set-off . Lender shall have the right, immediately and withnotice of other action, to set-off against afyBorrowers
liabilities to Lender any money or other liabilityed by Lender or any Affiliate of Lender (and sufiliate of Lender is hereby authorized
effect such setff) in any capacity to Borrower, whether or noegdand Lender or such Affiliate shall be deemelawee exercised such right
setoff and to have made a charge against any such ynamether liability immediately upon the occurrenaf such Event of Default ev
though the actual book entries may be made ateginhsequent thereto. The right of siétgranted hereunder shall be effective irrespecti
whether Lender shall have made demand under oorimection with the Loan. None of the rights of dendescribed in this Section
intended to diminish or limit in any way LendertsAffiliates of Lender's common-law set-off rights.

12.3 Costs and Expenses Borrower shall be liable for all costs, charges angbenses, including attorney's fees
disbursements, incurred by Lender by reason obtloeirrence of any Event of Default or the exeroiskender's remedies with respect thel
each of which shall be repayable by Borrower onatsinwith interest at the Default Interest Rate, athdied to the Obligations.

12.4 No Marshalling . Lender shall be under no obligation whatsoeverrtzged first against any of the Collateral or ¢
property which is security for the Obligations lrefproceeding against any other of the Collateltak expressly understood and agreed th
of the Collateral or other property which is setyufor the Obligations stands as equal securityafb©bligations, and that Lender shall have
right to proceed against any or all of the Collater other property which is security for the @hbliions in any order, or simultaneously, ¢
its sole and absolute discretion it shall determilteés further understood and agreed that Lersffell have the right, subject to the nc
provisions in Section 12.1 of this Agreement, as its sole and absolute discretion shall deteenin sell any or all of the Collateral or ot
property which is security for the Obligations imysorder or simultaneously, as Lender shall deteenm its sole and absolute discretion.
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125 No Implied Waivers; Rights Cumulative . No delay on the part of Lender in exercising amht;i remedy, power
privilege hereunder or under any other Loan Docuneerprovided by statute or at law or in equityatherwise shall impair, prejudice
constitute a waiver of any such right, remedy, poareprivilege or be construed as a waiver of angri of Default or as an acquiesce
therein. No right, remedy, power or privilege ceméd on or reserved to Lender hereunder or unuepther Loan Document or otherwis:
intended to be exclusive of any other right, remeatywer or privilege. Each and every right, remeggwer or privilege conferred on
reserved to Lender under this Agreement or undgioéthe other Loan Documents or otherwise shalktlraulative and in addition to each .
every other right, remedy, power or privilege safeored on or reserved to Lender and may be exatdiy Lender at such time or times an
such order and manner as Lender shall (in its@aflecomplete discretion) deem expedient.

SECTION 13. OTHER RIGHTS OF LENDER.

131 Collections. Borrower hereby authorizes Lender to, and Lendeall shake such arrangements as it shall deem neg
or appropriate to, collect the Accounts and angothonetary obligations included in, or proceedgla# Collateral at any time whether or
an Event of Default has occurred. Borrower stalBorrowers expense and in the manner requested by Lendartinoe to time, direct th
remittances and all other proceeds of accounto#ret Collateral up to the amount of the tleemrent Obligations shall be (a) remitted in |
to Lender, (b) sent to a post office box desigthde and/or in the name of Lender, or in the nafr@asrower, but as to which access is lim
to Lender and/or (c) deposited into a bank accomaithtained in the name of Lender and/or a blockatklaccount under arrangements witt
depository bank under which all funds depositeduoh blocked bank account are required to be tamsf solely to Lender. In connect
therewith, Borrower shall execute such post offiog and/or blocked bank account agreements as tehd# specify.

13.2 Repayment of Obligations. All Obligations shall be payable at Lender's offga forth below or at a bank or such o
place as Lender may expressly designate from tarterte for purposes of this Section. Lender shpply all proceeds of Accounts or ot
Collateral received by Lender and all other paymeéntrespect of the Obligations to the Revolvingah® whether or not then due or to
other Obligations then due, in whatever order onmea Lender shall determine.

13.3 Lender Appointed Attorney-in-Fact .

(@) Borrower hereby irrevocably conségiand appoints Lender, with full power of sub$tiy as its true and lawl
attorney-infact, with full irrevocable power and authority its place and stead and in its name or otherwiean time to time in Lende
discretion, at Borrowes' sole cost and expense, to take any and all apgt®m@ction and to execute and deliver any andi@uments ar
instruments which Lender may deem reasonably nagess advisable to accomplish the purposes of figseement, including, witho
limiting the generality of the foregoing, (i) atyatime any of the Obligations are outstanding, {@&jransmit to Account Debtors, other oblic
or any bailees notice of the interest of Lendethim Collateral or request from Account Debtorsurhsother obligors or bailees at any time
the name of Borrower or Lender or any designeeesfder, information concerning the Collateral ang amounts owing with respect thert
(B) to execute in the name of Borrower and fileiagaBorrower in favor of Lender Financing Statemseor amendments with respect to
Collateral, or record a copy or an excerpt heradhe United States Copyright Office or the Uniftdtes Patent and Trademark Office ar
take all other steps as are necessary in the rablgoapinion of Lender under applicable law to petrthe security interests granted herein;
(C) to pay or discharge taxes, Liens, securityr@dts or other encumbrances levied or placed dhreatened against the Collateral; (ii) €
and during the continuation of an Event of Defa() to receive, take, endorse, assign, deliveceptand deposit, in the name of Lende
Borrower, any and all cash, checks, commercial papafts, remittances and other instruments arighents relating to the Collateral or
proceeds thereof, (B) to notify Account Debtorsotrer obligors to make payment directly to Lenaernotify bailees as to the dispositior
Collateral, (C) to change the address for delivadrgnail to Borrower and to receive and open madradsed to Borrower, (D) take or bring
the name of Lender or Borrower, all steps, actisngs or proceedings deemed by Lender necessatgsimable to effect collection of or ot
realization upon the Collateral; (E) to obtain @ufjust insurance required pursuant to this Agre¢med to pay all or any part of the premit
therefor and the costs thereof, and (F) to extbedime of payment of, compromise or settle foh¢asedit, return of merchandise, and u
any terms or conditions, any and all accounts bemCollateral which includes a monetary obligatéord discharge or release the Acci
Debtor or other obligor, without affecting any b&tObligations.
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(b) Borrower hereby ratifies, to the emtpermitted by law, all that Lender shall lawfubiyd in good faith do
cause to be done by virtue of and in compliancé wits Agreement. The powers of attorney grantedyent to this Agreement are eau
power coupled with an interest and shall be irrebde until the Obligations are paid indefeasiblyuith

13.4 Release of Lender Borrower hereby releases and exculpates Lendeffiters, partners, members, directors, emplo
agents, representatives and designees, from abiitjiaarising from any acts under this Agreementim furtherance thereof, whether
attorney-infact or otherwise, whether of omission or commissiand whether based upon any error of judgmemnistake of law or fac
except for gross negligence or willful miscondustdeetermined by a final and nappealable order from a court of competent jurisaiic Ir
no event will Lender have any liability to Borrowfer lost profits or other special or consequerdeinages.

135 Uniform Commercial Code . At all times prior and subsequent to an Event diaDk hereinafter, Lender shall be enti
to all the rights and remedies of a secured partieuthe UCC with respect to all Collateral.

13.6 Preservation of Collateral. At all times prior and subsequent to an Event ofaDk hereinafter, Lender may (but with
any obligation to do so) take any and all actioricihin its sole and absolute discretion is necgsaad proper to preserve its interest in
Collateral consisting of Accounts, including withdimitation the payment of debts of Borrower whiofight, in Lender's sole and abso
discretion, impair the Collateral or Lender's ségunterest therein, and the sums so expendeddndér shall be secured by the Collat
shall be added to the amount of the Obligations Idereder and shall be payable on demand with intexethe rate set forth in Section
hereof from the date expended by Lender until ebfgi Borrower. After written notice by Lender tofBower and automatically, withc
notice, after an Event of Default, Borrower shalt,rwithout the prior written consent of Lenderiach instance, (a) grant any extension of
of payment of any Accounts, (b) compromise or satthy Accounts for less than the full amount thiréx) release in whole or in part ¢
account debtor or other person liable for the paynoé any of the Accounts or any such other Cotldteor (d) grant any credits, discou
allowances, deductions, return authorizations ediie with respect to any of the Accounts.
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13.7 Lender's Right to Cure . In the event Borrower shall fail to perform anyitsf Obligations hereunder or under any ¢
Loan Document, then Lender, in addition to alltsfrights and remedies hereunder, may performaheesbut shall not be obligated to do s
the cost and expense of Borrower. Such costs apednses shall be added to the amount of the Oldigatilue Lender, and Borrower s
promptly reimburse Lender for such amounts togetiéin interest at the Default Interest Rate frore thate such sums are expended
repaid by Borrower.

13.8 Inspection of Collateral . From time to time as requested by Lender, Lendéisatesignee shall have access, (a) pri
an Event of Default, during reasonable businesgshtw all of the premises where Collateral is tedafor the purpose of inspecting
Collateral and to all of Borrower’s Collateral, lasive of books and records, and Borrower shalhiekender or Lendes designees to ma
copies of such books and records or extracts tteeneés Lender may request, and (b) on or afterveamtof Default that remains uncurec
the sole expense of Borrower, at any time, to &lithe premises where Collateral is located for pleposes of inspecting, disposing
realizing upon the Collateral, and all BorrovgeBbooks and records, and Borrower shall permit e its designee to make such copie
such books and records or extracts therefrom addrenay request. Without expense to Lender, Lemdsr use such of Borrowarpersonne
equipment, including computer equipment, prograonisited output and computer readable media, supplie premises for the collectior
Accounts and realization on other Collateral asdegnin its sole discretion, deems appropriaterr@®wer hereby irrevocably authorize
accountants and third parties to disclose and eletivLender at Borrowes’expense all financial information, books and rdspwork paper
management reports and other information in itseesion regarding Borrower.

SECTION 14, PROVISIONS OF BENERAL APPLICATION.

14.1 Waivers . Borrower waives demand, presentment, notice ofatish protest and notice of protest of any instmi
Borrower or others which may be included in thel&etlal.

14.2 Survival . All covenants, agreements, representations andam#es made by Borrower herein or in any other |
Document or in any certificate, report or instrumeantemplated hereby shall survive any independesmistigation made by Lender and
execution and delivery of this Agreement, and soehtificates, reports or instruments and shall iooet so long as any Obligations
outstanding and unsatisfied, applicable statutdisnitations to the contrary notwithstanding.
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14.3 Notices . All notices, requests and demands to or upon tbpesive parties hereto shall be in writing andhegit(a
delivered by hand or (b) delivered by national ongint courier service, and shall be deemed to heen duly given or made upon receip
the receiving party. All notices, requests and aeds are to be given or made to the respectivéepaat the following addresses (or to ¢
other addresses as either party may designatetlme o accordance with the provisions of this gaaph):

If to Borrower: Reecs Inc.
1300 South Spring Stre
Los Angeles, CA 9006
Attention: Christopher Reed, Chief Executive Offi

If to Lender: GemCap Lending I, LL(
1401 Ocean Avenur
Suite 30&
Santa Monica, California 904(
Attention: David Ellis

With a copy to Cohen Tauber Spievack & Wagner P
420 Lexington Avenue, Suite 241
New York, New York 10171
Attention: Robert A. Boghosian, Es

14.4 Amendments; Waiver of Defaults. The terms of this Agreement shall not be amendetlyed, altered, modifie
supplemented or terminated in any manner whatsawapt by a written instrument signed by Lendet Borrower. Any default or Event
Default by Borrower may only be waived by a writi@strument specifically describing such defaulttewent of Default and signed by
Lender.

14.5 Binding on Successors

(@) This Agreement shall be binding upo inure to the benefit of the parties heretothed respective success
and assigns, provided, however, that Borrower n@yaasign any of its rights or obligations undés #hgreement or the other Loan Docum:
to any Person without the prior written consentefider.

(b) Lender may assign any or all of tHai@ations together with any or all of the secutitgrefor to any Person ¢
any such assignee shall succeed to all of Lead&ghts with respect thereto. Lender shall noifyrrower of any such assignment. Upon
assignment, Lender shall have no further obligationder the Loan Documents. Lender may from timeirhe sell or otherwise gre
participations in any of the Obligations and thédko of any such participation shall, subject te terms of any agreement between Lende
such holder, be entitled to the same benefits asiérewith respect to any security for the Obligasian which such holder is a participant.
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14.6 Invalidity . Any provision of this Agreement which may be deterad by competent authority to be prohibitec
unenforceable in any jurisdiction shall, as to syafisdiction, be ineffective to the extent of suptohibition or unenforceability witho
invalidating the remaining provisions hereof, amy @uch prohibition or unenforceability in any gdiction shall not invalidate or ren:
unenforceable such provision in any other jurisdict

14.7 Publicity Borrower hereby authorizes Lender to make apprtgpeaanouncements of the financial arrangement esietc
by and between Borrower and Lender, including, aithlimitation, announcements which are commonlpwn as tombstones, in st
publications and to such selected parties as Leskalt in its sole and absolute discretion deenr@pyate, or as required by applice
law. Lender authorizes Borrower to make approeridisclosures of the financial arrangement entémeml by and between Borrower ¢
Lender in Borrower’s SEC Reports, including in a@at Report on Form 8-K and as required by appletaw.

14.8 Section or Paragraph Headings Section and paragraph headings are for convenimgeand shall not be construec
part of this Agreement.

14.9 APPLICABLE LAW :

THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED A ND INTERPRETED IN ACCORDANCE WITH THE

LAWS OF THE STATE OF CALIFORNIA, THE LAWS OF WHICH THE BORROWER HEREBY EXPRESSLY ELECTS TO
APPLY TO THIS AGREEMENT, WITHOUT GIVING EFFECT TO P ROVISIONS FOR CHOICE OF LAW THEREUNDER. THE

BORROWER AGREES THAT ANY ACTION OR PROCEEDING BROUG HT TO ENFORCE OR ARISING OUT OF THIS
AGREEMENT SHALL BE COMMENCED IN ACCORDANCE WITH THE PROVISIONS OF THIS AGREEMENT.

14.10 WAIVER OF JURY TRIAL

BORROWER HEREBY WAIVES ANY AND ALL RIGHTS THAT IT M AY NOW OR HEREAFTER HAVE UNDER THE LAWS
OF THE UNITED STATES OF AMERICA OR ANY STATE TO A T RIAL BY JURY OF ANY AND ALL ISSUES ARISING
EITHER DIRECTLY OR INDIRECTLY IN ANY ACTION OR PROC EEDING BETWEEN BORROWER, LENDER OR ITS
SUCCESSORS AND ASSIGNS, OUT OF OR IN ANY WAY CONNEQED WITH THIS AGREEMENT, THE OTHER LOAN
DOCUMENTS, THE OBLIGATIONS AND/OR THE COLLATERAL. IT IS INTENDED THAT SAID WAIVER SHALL APPLY TO
ANY AND ALL DEFENSES, RIGHTS, AND/OR COUNTERCLAIMS IN ANY ACTION OR PROCEEDINGS BETWEEN
BORROWER AND LENDER. BORROWER WAIVES ALL RIGHTS TO INTERPOSE ANY CLAIMS, DEDUCTIONS, SETOFFS
OR COUNTERCLAIMS OF ANY KIND, NATURE OR DESCRIPTION IN ANY ACTION OR PROCEEDING INSTITUTED BY
LENDER WITH RESPECT TO THIS AGREEMENT, THE OTHER LO AN DOCUMENTS, THE OBLIGATIONS, THE
COLLATERAL OR ANY MATTER ARISING THEREFROM OR RELAT ING THERETO, EXCEPT COMPULSORY
COUNTERCLAIMS.

14.11 CONSENT TO JURISDICTION.

BORROWER HEREBY (a) IRREVOCABLY SUBMITS AND CONSENT S TO THE EXCLUSIVE JURISDICTION OF THE STATE

AND FEDERAL COURTS LOCATED IN THE STATE OF CALIFONI A, LOS ANGELES COUNTY WITH RESPECT TO ANY
ACTION OR PROCEEDING ARISING OUT OF THIS AGREEMENT, THE OTHER LOAN DOCUMENTS, THE OBLIGATIONS

AND/OR THE COLLATERAL OR ANY MATTER ARISING THEREFR OM OR RELATING THERETO, AND (b) WAIVES ANY

OBJECTION WHICH IT MAY NOW OR HEREAFTER HAVE BASED ON VENUE AND/OR FORUM NON CONVENIENS WITH
RESPECT THERETO. IN ANY SUCH ACTION OR PROCEEDING, BORROWER WAIVES PERSONAL SERVICE OF THE
SUMMONS AND COMPLAINT OR OTHER PROCESS AND PAPERS THEREIN AND AGREES THAT THE SERVICE THEREOF
MAY BE MADE BY CERTIFIED MAIL, RETURN RECEIPT REQUE STED, DIRECTED TO BORROWER AT ITS OFFICES SET
FORTH HEREIN OR OTHER ADDRESS THEREOF OF WHICH LEND ER HAS RECEIVED NOTICE AS PROVIDED IN THIS
AGREEMENT. NOTWITHSTANDING THE FOREGOING, BORROWER CONSENTS TO THE COMMENCEMENT BY LENDER
OF ANY ACTION OR PROCEEDING IN ANY OTHER JURISDICTI ON TO ENFORCE ITS RIGHTS IN AND TO THE
COLLATERAL AND BORROWER WAIVES ANY OBJECTIONS WHICH IT MAY NOW OR HEREAFTER HAVE BASED ON

VENUE AND/OR FORUM NON CONVENIENS OF ANY SUCH ACTION OR PROCEEDING.
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14.12 Entire Agreement. This Agreement, the other Loan Documents, any supghts or amendments hereto or thereto
any instruments or documents delivered or to bveleld in connection herewith or therewith représdine entire agreement and understar
concerning the subject matter hereof and theredivden the parties hereto, and supersede all ottier pgreements, understandir
negotiations and discussions, representations,amées, commitments, proposals, offers and corgrashcerning the subject matter het
whether oral or written. In the event of any insistency between the terms of this Agreement agdsehedule or exhibit hereto, the term
this Agreement shall govern.

14.13 Counterparts . This Agreement may be executed in counterpartsbgrfdcsimile or other electronic signatures, eaf
which when so executed, shall be deemed an originakll of which shall constitute but one and shene instrument.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS WHEREOF, this Loan and Security Agreement has been dulywgredcas of the day and year first above written.

BORROWER:
REED’S, INC.
By: /s/

Name
Title

LENDER:
GEMCAP LENDING I, LLC
By: /s/

Name
Title

[SIGNATURE PAGE OF LOAN AND SECURITY AGREEMENT]
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Summary:

Detail:
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Exhibit 1.34

to

Loan and Security Agreement

Machinery and Equipment

Vehicles
Machinery and equipmel
Office equipmen

Furniture & Fixture:
Office Equipmen
Automobiles

Mach & Equip after (-15-09

Brewery Equipmer

Leased Equip after -3C-09

Pasteurize
Candy Roon

Vending/Display Material

Compute— Hardware
Compute— Software
Compute— Navision
CRM Hardware serve
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320,00(

1,056,001

389,00(

09/30/09

Leasec

19,643.8
49,675.5!
320,073.6
175,165.6
556,387.8
163,156.2

12,630.41
149,054.5
86,551.3
68,565.6!
133,344.3
31,358.7.

556,387.8
163,156.2




Exhibit 1.53
to
Loan and Security Agreement

Form of Landlord Waiver

LANDLORD WAIVER AND ACCESS AGREEMENT

THIS AGREEMENT effective the 13th day of November 2009,

BETWEEN:
525 SOUTH DOUGLAS STREET, LLC (the “Landlord ")
-and -
GEMCAP LENDING I, LLC (“ Lender™)
WHEREAS:
A. Lender is about to enter into a loan agrednine “Loan Agreement”) with Reed’s, Inc. Borrower ”) and in connection therew

Lender has been or will be granted a security éstein all of the personal property and the assEBorrower, including, withot
limitation, all of Borrowers inventory (as defined in the Uniform Commerciald€, or state counterpart thereof, in effect framettc
time in California) and books and records, in amyf whatsoever (such inventory, books and recamlgctively, the “Assets”);

B. the Assets are or may be kept at either of thevietlg locations: 12930 South Spring Street, Los élag, California 90061, or 13C
South Spring Street, Los Angeles, California 90Q&illectively, and each individually, as the contaay require, the Premises”);

C. the Landlord is the owner of the Premises;

D. the Landlord has by an Industrial Lease by between Landlord and Borrower (the “Leasgdjed May 7, 2009, leased the Pren
to Borrower for a term expiring on June 15, 2024 a

E. a condition of Lender making the loans déstiin the Loan Agreement (the “Loans$)the execution of this Agreement by
Landlord;

NOW THEREFORE , in consideration of the granting of the Loandleyder to Borrower and other good and valuable idenation
the receipt and sufficiency of which are herebyraskiedged by the Landlord, the Landlord represesdasegnants and agrees with Lende
follows:

1. The Landlord hereby waives and releasesviorfaf Lender and his assignee:

(@) any contractual lien, security interest, gleaor interest and any other landladien which it may be entitled to at law ol
equity against the Assets;

(b) any and all rights granted by or under any preseffiiture laws to levy or distrain for rent or aother charges which may
due to the Landlord against the Assets; and

(c) any and all other claims, liens and demarigssery kind which the Landlord has or may heradfteve against the Assets.
2. The Landlord specifically waives its right to détr against the Assets in favor of any rights whielmder may now or hereafter h
with respect to the Assets and agrees to relebsadd Assets to Lender or his assignee in thetedfesiefault by Borrower pursuant

the terms of any lease of the Premises by Borrgnier to the repayment by Borrower of the Loans.

3. The Landlord hereby disclaims any interest in tleséis and agrees to assert no claim to the Asgelis Borrower is indebted
Lender or Lender’s assignee.
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10.

11.

The Landlord agrees that Lender, its assignee yo#iis representatives, may enter and remain uperPremises for a commercii
reasonable period of time at any time during thetef the Lease and thereafter (in accordance S4tttion 8, below) to inspect or,
addition to its other rights herein provided, tgk@ssession of, remove and / or dispose of the Assghout interference by t
Landlord.

To the extent necessary, the Landlord cosgentenders security in the Assets and agrees that shoulddreor his assignee exerc
any rights under its security, the Landlord wilk materfere with enforcement of the rights thereemnd

The Landlord agrees that Lender may ass#gseiturity interest in the Assets and this Agreeéméhout the consent of the Landlord.

The Landlord shall give Lender, as applicailetwo weeks’prior written notice of the expiration or termiraii of the Lease and
the removal of the Assets to Lender and (ii) promptten notice of default by Borrower under theake and/or the abandonmer
the Premises by Borrower (any notice describedanses (i) or (ii), the Notice ”). Without limitation of any other provision here
Lender or its assignee shall have, for a periodpfo three months commencing immediately uponrekipn or termination of t
Lease (the ‘Period "), the right, and a license, to enter upon and usdé’thenises (including any personal property oflthadlorc
licensed or leased to Borrower prior to the exerdig the Landlord of its rights and remedies) tgrall the rights and benefits
Borrower under the Lease (but without becoming tietiaereunder or otherwise assuming any obligatafrBorrower thereunder
any obligation to cure any defaults thereundeddsemble, appraise, display, operate, sever, remwaiatain, prepare for sale, le:
process or repair the Assets or lease, transfebagdll (by private sale or public auction frone tRremises) the Assets, or any
thereof; subject, however, only to the obligatidi.ender to pay to Landlord the Base Rent and Aodlditl Rent (each as defined in
Lease) on a per diem basis for the number of dayisglthe Period or any extension thereof in whielnder has exercised such ris
and all utility costs for utilities used by Lend#urring such days, such rent and utilities to beapsymonthly.

Under no circumstances shall Lender have any diigado remove any of the Assets from the Premisender shall not t
responsible for any costs or expenses arising fiota or omissions of Borrower with respect to theniises or the Lease, includi
without limitation, damage to the Premises, failtmepay rent, or failure to clean or otherwise kedlre Premises in an appropr
condition.

[RESERVED]

The terms and provisions of this Agreement shaitérto the benefit of and be binding upon the ssmmes and assigns of the Land
(including, without limitation, any successor ownar encumbrancers of the Premises) and Lendercifgadly, the Landlor
acknowledges and agrees that, in connection with rafinancing of any loans to Borrower or its affies (including, withot
limitation, an increase in the aggregate princigalount of indebtedness thereunder), Lender magrashis Agreement to a ni
lender or lenders extending such financing (whitder or lenders may include Lender) (thidéw Lenders”), in which event thi
Agreement shall, without further action by any palie enforceable by the New Lenders. Notwithstamdhat the provisions of tt
paragraph are se#fxecuting, the Landlord agrees, upon request bjNtwe Lenders, to execute and deliver a written askedgmer
confirming the provisions of this paragraph in fogatisfactory to the New Lenders.

To the extent necessary, the Landlord consentsetaetcording or registration by Lender in any appede registry of any notice
document as Lender in its sole discretion may deesirable, appropriate or necessary, evidencirg Algreement, the Lease
Lenders security in any property which is or may in theufe become a fixture or is or may in the futufeeowise become attachec
the Premises.
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12.

13.

14.

15.

16.

17.

All notices including any notice of assignmentatoy party hereto under this Agreement shall beriting and sent to such party at
respective address set forth hereinafter by regidtmail or by courier. For purposes hereof, thadlords address is 525 S. Douc
Street, Suite 200, El Segundo, CA 90245 and Lerdetdress is 1401 Ocean Avenue, Suite 305, Santa&cl|dCA 90401.

The provisions of this Agreement shall comdi in effect until the undersigned shall have ixemkLender’s or the New Lendersis thi
case may be, written certification that all loand andebtedness of Borrower have been paid in full.

The interpretation, validity and enforcement ofstiligreement shall be governed by and construedruheelaws of the State
California, without giving effect to the conflictd laws principles thereof.

The parties irrevocably and unconditionally subtaithe jurisdiction of any court located in Los Aatgs County, California, and
courts competent to hear appeals therefrom.

Borrower has executed this Agreement for the pepdsacknowledging and agreeing to the terms ofAtpeeement and waiving a
releasing any claims it may have against LandlordLindlord agreeing to the matters set forth me¢eicluding, but not limited t
allowing the Lender and its assignees to entePteenises to remove the Assets.

The Landlord agrees to execute, acknowledge, dedind do and perform such further instruments aimys as Lender may reques
give effect to the terms hereof.

[SIGNATURE PAGE FOLLOWS]

56




IN WITNESS WHEREOF , the parties hereto have duly executed this Ageseras of the day and year first written above.

525 SOUTH DOUGLAS STREET, LLC

By:

Name:

Title:

Witness as to signature of

GEMCAP LENDING |, LLC

By:

Name:

Title:

BORROWER acknowledges and agrees to the foregoing:
Dated this day of November 2009.

REED'’S, INC.

By: /sl Christopher Reed

Name: Christopher Reed

Title: Chief Executive Officer

[SIGNATURE PAGE TO LANDLORD WAIVER AND ACCESS AGREE MENT]
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Exhibit 1.65
to
Loan and Security Agreement

Form of Patent and Trademark Security Agreement

PATENT AND TRADEMARK SECURITY AGREEMENT

PATENT AND TRADEMARK SECURITY AGREEMENT , dated as of November 12, 2009, (this “Agreementiade b
REED'’S, INC. , a Delaware corporation, with its principal plaafebusiness located at 13000 South Spring Strem, Angeles, Californ
90061 (* Grantor”), in favor of GEMCAP LENDING I, LLC , a Delaware limited liability company with offica$ 1401 Ocean Avenue, St
305, Santa Monica, CA 90401 (“Lender”).

WITNESSETH:

WHEREAS , the Grantor is the borrower under, and has etterte, a loan agreement with Lender, of even da&tewith
pursuant to which Lender is making revolving lotm8orrower (the “Loan Agreement”);

WHEREAS , the Grantor has, or may in the future acquiretage right, titte and interest in and to certaiatgnts, pate
applications and trademarks and related property;

WHEREAS, the Grantor has agreed to grant to the Lender arigginterest in its right, title and interest amd to all of it
owned and afteacquired patents, patent applications, trademaréigelated rights to secure the payment and pegoce of obligations of
Grantor under the Loan Agreement and the other [Dx@suments (as defined in the Loan Agreement);

WHEREAS , it is a condition precedent to the Lendeghtry into the Loan Agreement that the Grantaildrave execute
and delivered this Agreement to the Lender;

NOW, THEREFORE , in consideration of the mutual agreements ancerants contained herein and in the other
Documents, and for other good and valuable corsiider the receipt and sufficiency of which is herefrtknowledged, the parties hel
hereby as follows:

1. Certain Definitions.

(@) All the agreements or instrumentehedefined shall mean such agreements or instrtsm@nthe same may fr
time to time be supplemented or amended or thesténereof waived or modified to the extent pernditty, and in accordance with, the te

thereof and of this Agreement.

(b) Capitalized terms used herein withdetinition shall have the respective meaningsgaesl to such terms in {
Loan Agreement.
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(c) The following terms shall have thddwing meanings (such meanings to be equally apple to both the singu
and plural forms of the terms defined):

“Contract” means any contract, agreement, arrangement, lickrese, commitment or other instrument or undeditey o
any kind, whether written or oral, express or iragli

“Patent and Trademark Collateral” means all of @rantors right, title and interest in and to each of tbkofving, whethe
now owned or at any time hereafter acquired byGhentor or in which the Grantor now has or at ametin the future may acquire any ric
title or interest:

Q) all Patents;

(2) all Patent Licenses;

3) all Trademarks;

4 all Trademark Licenses;

(5) all Contracts, Documents and Genktaingibles developed or acquired by the Grantiatirey to any and all of tt
foregoing;

(6) all insurance policies to the extinaly relate to the preceding items (1) through &5y

@) to the extent not otherwise includedhe preceding items (1) through (6), all Prosegutoducts, rents, issu

profits and returns of and arising from any andéthe foregoing.

“Patent(s)’'means all patents, patent applications and paisalpdures which are presently, or in the futurey ipa, ownec
issued, acquired or used (whether pursuant toeasi or otherwise) anywhere in the world by then@ra in whole or in part, and all of 1
Grantors right, title and interest in and to all patengaipiventions and to file applications for patemsler patent laws of the United State
of any other jurisdiction, including any and alltexsions, reissues, substitutes, continuationstim@tions-inpart, divisionals, patents
addition, reexaminations and renewals thereof, and patentsigsherefrom, and any other proprietary rightated to any of the foregoi
(including, without limitation, remedies againsfringements thereof and rights of protection of interest therein under the laws of
jurisdictions) and any and all foreign counterparftany of the foregoing, including those listed Exhibit A to this Agreement, as it may
amended, supplemented or otherwise modified frame to time.

“Patent Licenses” means each license agreementifiddnin Exhibit A to this Agreement as it may be amen

supplemented or otherwise modified from time toetirand each license agreement relating to Patenesifter granted to, used or acquire:
the Grantor, in each case together with the rightse and rely upon the inventions and other exdglial property conveyed thereunder.
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“PTO” means the United States Patent and Trade@éite.

“Security Interest’means the security interest and collateral assighrgeanted in the Patent and Trademark Colle
pursuant to this Agreement.

“Trademark License” means each license agreementifabd in Exhibit B hereto as it may be amended, supplement
otherwise modified from time to time, and eachniee agreement relating to Trademarks hereafter, asegted or acquired by the Grantor.

“Trademarks”means (a) all trademarks, trade names, corporatesiacompany names, business names, fictitiousds:
names, trade styles, service marks, logos and sthece or business identifiers of the Grantor gtbfor its use anywhere in the worlc
hereinafter adopted or acquired, whether currantlyse or not, and the goodwill associated thetevell registrations and recordings ther
and all applications in connection therewith, imthg those identified irExhibit B to this Agreement, and (b) all renewals thereofths
Grantor.

2. Grant of Security Interest. As collateral security for the prompt and complpaiyment and performance w
due of the Obligations and for the other purposesiged in this Agreement, the Grantor hereby graassigns and conveys to the Lender i
the Grantors right, title and interest in and to the Patend &mademark Collateral as collateral security aedehy grants the Lende
continuing first priority security interest therei@uch grant includes, without limitation, a grafithe security interest to secure the payi
and performance of the Obligations. Notwithstagdime foregoing assignment, unless and until tebhe#l have occurred and be continuin
Event of Default, the Grantor shall retain andltbaeder hereby grants to the Grantor the exclusigairansferable, revocable right and lice
to use the Patent and Trademark Collateral on mrdninection with making, having made, using adiihgeproducts sold by the Grantor,
the Grantor's own benefit and account and for nather (except as provided in the Patent Licensestified onExhibit A and the Tradema
Licenses identified oxhibit B ). The Grantor agrees not to sell or assign sr@st in, or grant any sublicense under, the fargglicens
granted to the Grantor without the prior writtemsent of the Lender, which may be withheld in tieader’'s sole and absolute discretion.

3. Representations and Warranties The Grantor hereby represents and warrantsrnderethat:

€)) Description of Patent and Trademark Collateral. True and complete schedules setting forth all Retétater
Licenses, Trademarks and Trademark Licenses owredd, controlled or used by the Grantor or to whtoh Grantor is a party on the dati
this Agreement, together with a summary descriptiad full information in respect of the filing, tisgation, issuance and expiration d.
thereof, as applicable, are set forthExhibit A with respect to Patents and Patent Licenses argkbibit B with respect to Trademarks ¢
Trademark Licenses, respectively, to this Agreement

(b) Title; No Other Liens. The Patent and Trademark Collateral is held by téranee and clear of any and all Lit
or claims of others. None of the GrantAffiliates has any right, title or interest in tw any of the Patent and Trademark Collateral
security agreement, financing statement or othéfipmotice with respect to all or any part of #hatent and Trademark Collateral is on fil
of record in any public office, except such as rhaye been filed in favor of the Lender pursuanthe&oLoan Documents.
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(c) Perfected Liens. The Liens granted pursuant to this Agreement eahstitute, upon the completion of all
filings or notices listed ifExhibit C to this Agreement, which Exhibit includes all UQCinancing statements to be filed pursuant toltbhar
Documents and all requisite filings to be made with PTO in the forms substantially similar to tloatExhibit D and Exhibit E to this
Agreement, as applicable, valid and perfected Lamsll Patent and Trademark Collateral in favotha&f Lender, which are prior to all ot
Liens on such Patent and Trademark Collateral dridhware enforceable as such against all Persons.

(d) Consents under Contracts No consent (other than consents that have betined) of any party (other than
Grantor) to any Contract that constitutes parthef Patent and Trademark Collateral is requireghuoports to be required, in connection \
the execution, delivery and performance of thisegnent or the exercise of the Lender’s rights antkdies provided herein or at law.

(e) Chief Executive Office. The Grantors chief executive office and chief place of businisdocated at 13000 So
Spring Street, Los Angeles, California 90061.

® Authority. The Grantor has full power, authority and ledght to grant the Lender the Lien on the Pateni
Trademark Collateral pursuant to this Agreement.

(9) Approvals, Filings, Etc. No authorization, approval or consent of, onfili registration, recording or other ac
with, any United States or foreign court, governtakbody, regulatory agency, sedgulatory organization, or stock exchange or marke
shareholders of the Grantor or any other Persatydimg, without limitation, the PTO, is requireanllte obtained or made by the Grantor ot
Subsidiary (1) for the grant by the Grantor of then on the Patent and Trademark Collateral purst@this Agreement, (2) the collate
assignment of the Patent and Trademark Collateréie Lender pursuant to this Agreement or (3)eidget the Lien purported to be create:
this Agreement, in each case except as has beametitor made or (4) for the exercise of the Lersdeghts and remedies provided herei
at law.

(h) No Claims. Each of the Patents and Trademarks existing erd#te hereof is valid and enforceable, ani
Grantor is not presently aware of any past, pregeptospective claim by any third party that afyech Patents or Trademarks are invali

unenforceable, or that the use of any Patents aloesy violate the rights of any third person, baoy basis for any such claims.

() Statutory Notice. The Grantor has used and will continue to use prefautory notice in connection with its
of the Patents.
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()] Certain Patent Matters. To its knowledge, the Grantor does not lack aatemal rights or licenses to use
Patents or to make, have made, use, sell, or fuffesale the claimed subject matter of the Patefitsthe knowledge of the Grantor, there
no facts which would form a basis for a findingtthay of the claims of the Patents is unpatentalienforceable or invalid. To the knowle
of the Grantor, there are no pending U.S. or forgigtent applications which, if issued, would limitprohibit the ability of the Grantor or t
Lender to make, have made, use, sell, or offesdte the claimed subject matter of the Patents.

(k) Custom License Matters. Each Patent License or Trademark License is thed,lgglid and binding obligation
the Grantor and the respective licensor thereuntlerGrantor is not, and, to the best knowledgthefGrantor, each licensor is not, in del
of any of its obligations under any Patent Liceas@rademark License; no event has occurred androomstance exists that with the giv
of notice or the passage of time, or both, wouldstitute such a default by the Grantor; and, tooést knowledge of the Grantor, no such e
has occurred or circumstance exists that wouldt@atesa default by the licensor under any Patéo¢hse or Trademark License.

4, Covenants. The Grantor covenants and agrees with the Leth@efrom and after the date of this Agreementl
the payment and performance in full by the Graofall of the Obligations:

€)) Further Documentation. At any time and from time to time, upon the venttrequest of the Lender, and at
sole expense of the Grantor, the Grantor will pritynpnd duly execute and deliver such further imstents and documents and take
further actions as the Lender may request for Umpgse of obtaining or preserving the full benefitghis Agreement and of the rights :
powers herein granted, including, without limitatioany applicable filing with the PTO and the fijirof any financing or continuati
statements under the UCC or similar laws in effecny such jurisdiction with respect to the Liemeated hereby. The Grantor also he
authorizes the Lender to file any such financingcontinuation statement without the signature & @rantor to the extent permitted
applicable law. A photographic or other reproduetdf this Agreement shall be sufficient as a firiag statement for filing in any jurisdiction.

(b) Maintenance of Records. The Grantor will keep and maintain at its owntcasd expense satisfactory
complete records of the Patent and Trademark @oédlat For the further security of the Lender, Gantor hereby grants to the Lend:
security interest in all of the Grantsrbooks and records pertaining to the Patent aadefnark Collateral, and the Grantor shall turn @rg
such books and records for inspection at the officthe Grantor to the Lender or to its represéngatduring normal business hours at
request of the Lender.

(c) Limitation on Liens on Patent and Trademark Collateral. The Grantor (x) will not create, incur or perra
exist, will defend the Patent and Trademark Calidtagainst, and will take such other action aseisessary to remove, any Lien or claim ¢
to the Patent and Trademark Collateral, other tharLiens created hereby and by the other Loan Beaots, and (y) will defend the right, t
and interest of the Lender in and to any of theRaind Trademark Collateral against the claimsdamdands of all Persons.
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(d) Limitations on Dispositions of Patent and TrademarkCollateral. The Grantor will not sell, transfer, ass
grant any participation in, sublicense or otherwdispose of any of the Patent and Trademark Codlte any Persons, including, with
limitation, any Subsidiary or Affiliate, or attempffer or contract to do so.

(e) Limitations on Modifications, Waivers, Extensions é Patent Licenses and Trademark Licenses.The Grantc
will not (i) amend, modify, terminate or waive apsovision of any Patent License with respect to Batent or Trademark License with res
to any Trademark in any manner which could reasgnbb expected to materially adversely affect tledug of such Patent License
Trademark License as Patent and Trademark Collateréi) fail to exercise promptly and diligentBach and every material right and perf
each material obligation which it may have undexhel®atent License and Trademark License with reégpeany Trademarks. Within three
days of receipt thereof, the Grantor will deliverthe Lender a copy of each material demand, noti@®cument received by it relating in
way to each Patent License and Trademark License.

® Further Identification of Patent and Trademark Collateral. The Grantor shall furnish to the Lender from 1
to time, upon the request of the Lender, statemamisschedules further identifying and describimg Patent and Trademark Collateral
such other reports in connection with the PatedtErademark Collateral as the Lender may reasoraljyest, all in reasonable detail.

(9) Notices. The Grantor shall advise the Lender promptly, iouho event later than three (3) days after
occurrence thereof, in reasonable detail, at ittregs specified in accordance with Section 15 Hig(@oof any Lien on, or claim asser
against, any of the Patent and Trademark Collatethér than as created hereby or as permittede(® of any Event of Default hereun:
or any event which, with the giving of notice oetpassage of time, or both, would become an Evebtefault hereunder and (iii) of t
occurrence of any other event which could reasgniblexpected to have a material adverse effeth@ihiens created hereunder or the ri
of the Lender hereunder.

(h) Patents.

(1) The Grantor will notify the Lender nmediately if it knows, or has reason to know, thay applicatio
relating to any Patent may become abandoned onyfadverse determination or development (includinghout limitation, th
institution of, or any such determination or deyeh®nt in, any proceeding in the PTO or any courtrifiunal in any countn
regarding the Grantor's ownership of or licensétsgor other rights with respect to any Patent.

2) The Grantor will, with respect to aRptent that the Grantor obtains after the Cloflate or any Pate
License that the Grantor acquires after the CloBiatg, promptly, but in no event later than thi&@edays thereafter, (i) take all actis
necessary so that the Lender shall obtain a pedescurity interest in such Patent or Patent Isieeand (ii) provide to the Lende
revisedExhibit A , listing all Patents and all Patent Licenses icvithe Grantor has an interest.
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3) Upon request of the Lender, the Gramshall execute and deliver any and all agreememssruments
documents, and papers as the Lender may requesidence the Lendes’security interest in such Patents or Patent kiegnand tt
Grantor hereby constitutes the Lender its attolinefiact to execute and file all such writings for fbeegoing purposes, all acts of s
attorney being hereby ratified and confirmed; spotver being coupled with an interest is irrevocabiél the Grantor shall have pi
and performed in full all of its obligations undais Agreement and the other Loan Documents.

4) The Grantor will take all reasonabled necessary steps, including, without limitationany proceedir
before the PTO to maintain and pursue each Patekiding, without limitation, payment of maintenarfees.

(5) In the event that any Patent inclutfethe Patent and Trademark Collateral is infrihgg a third party, tt
Grantor shall promptly notify the Lender after tBgantor learns thereof and shall, if appropriatee $or infringement, seekil
injunctive relief where appropriate and to recoary and all damages for such infringement, or ®leh other actions as the Gra
shall reasonably deem appropriate under the cirtamoss to protect such Patent.

(6) The Grantor hereby grants to the lsezrehd Lendes employees and agents the right, upon prior w
notice, to visit the Grantas’plants and facilities, and the Grantor shallits®est efforts to arrange for the Lender anctitgployee
and agents to have access to such plants andiéscitif third parties which manufacture or suppbods or services, for or unt
contract with the Grantor.

M Trademarks.

(1) The Grantor (either itself or throuligensees) will, with respect to each Trademasantiied in Exhibit
B , asExhibit B may be amended, supplemented or otherwise modifeed time to time, (i) continue to use or have usedt
Trademark to the extent necessary to maintain Jwademark in full force free from any claim of abdanment for noruse, (i
maintain as in the past the quality of products aadiices offered under such Trademark, (iii) empm@ach Trademark with tl
appropriate notice of registration, (iv) not adaptuse any mark which is confusingly similar or @ocable imitation of suc
Trademark unless the Lender shall obtain a firsirity perfected security interest in the Grangadriterest in such mark pursuant to
Agreement, and (v) not (and not permit any licermesublicensee thereof to) do any act or knowiraghjt to do any act whereby &
such Trademark may become invalidated.

2) The Grantor will promptly notify tHeender if any application or registration relatitggany Trademal
may become abandoned, canceled or denied, or ofadwgrse determination or development (includinghaut limitation, th
institution of, or any such determination or deyeh®nt in, any proceeding in the PTO or any courtrifsunal in any countn
regarding the Grantor’s ownership interest in stickdemark or its right to register the same ordegkand maintain the same.
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3) The Grantor will, with respect to amyademark that the Grantor registers after thesi@tp Date or ar
Trademark License that the Grantor acquires afterGlosing Date, promptly (i) take all actions rssaey so that the Lender sl
obtain a perfected security interest in such Traat&nor Trademark License and (ii) provide to theder a revisedxhibit B listing
all registered Trademarks and all Trademark Licemsevhich the Grantor has an interest.

4) Upon request of the Lender, the Gramshall execute and deliver any and all agreememssruments
documents, and papers as the Lender may requesidence the Lendes’security interest in any Trademark and the golbdwic
general intangibles of the Grantor relating themtoepresented thereby, and the Grantor herebstitaies the Lender its attorney-in-
fact to execute and file all such writings for fleeegoing purposes, all acts of such attorney baemgby ratified and confirmed; st
power being coupled with an interest is irrevocabiél the Grantor shall have paid and performeduihall of its obligations und:
the Loan Documents.

(5) The Grantor will take all reasonabled necessary steps, including, without limitationany proceedir
before the PTO, to maintain and pursue each apigicéand to obtain the relevant registration) &mdnaintain the registration of 1
Trademarks, including, without limitation, filing applications for renewal, affidavits of use afffidavits of incontestability.

(6) In the event that any Trademark ideld in the Patent and Trademark Collateral is rigkd
misappropriated or diluted by a third party, thea®@or shall notify the Lender and shall, if appiaf@, sue for infringemel
misappropriation or dilution, seeking injunctivdieé where appropriate and to recover any and athdges for such infringeme
misappropriation or dilution, or take such otheti@atas the Grantor reasonably deems appropriateruhe circumstances to pro
such Trademark.

0)] Further Actions. Without limiting the foregoing provisions of th&ection 4, the Grantor further agrees for i
and its successors and assigns to execute upoestegpy other lawful documents and likewise toqrenfany other lawful acts which may
necessary or desirable to secure fully for the kendll right, title and interest in and to the détdtand Trademark Collateral, including, but
limited to, the execution of substitution, reissdivjsional or continuation patent applicationsdameliminary or other statement of the gi\
of testimony in any interference or other procegdim which the Patent and Trademark Collateral oy application, Patent or Tradem
directed thereto or derived therefrom may be ingdlv

(k) License Agreements. The Grantor shall comply with its obligationsden each of its Patent Licenses
Trademark Licenses.
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)] Changes in Locations, Name, Etc. The Grantor will not (i) change the locationitsfchief executive office/chi
place of business from that specified in Sectia) 8¢ (ii) change its name, identity or corpordteicture except as may be permitted unde
Loan Agreement and, prior to such action or evehall have taken appropriate action satisfactorthéoLender to preserve and protect
Lender’s collateral assignment and the Securitgrgdt under this Agreement.

(m) Subsidiaries. This Agreement is entered into on behalf of ardtie benefit of the Grantor. The Grantor wilt
permit any of its Subsidiaries or Affiliates to leaany ownership or other rights in or to exerciag aontrol over any of the Patent i
Trademark Collateral.

(n) Indemnification . The Grantor shall indemnify, protect, defend dwid harmless the Lender and its offic
trustees, employees, attorneys, managers, memdheestors, Affiliates, agents, shareholders andraggntatives (each, arintiemnifiec
Person”)from and against any and all claims, demands, $pgsdgments, damages, expenses or liabilitiesu(mg liabilities for penalties)
whatsoever kind or nature, and to reimburse thedeefor all costs and expenses, including, witHonitation, reasonable attorneyfges an
expenses, caused by, relating to, arising outesfilting from, or in any way connected with thisrdgment or the transactions contempl
herein, including, without limitation, any breachrbof or Event of Default, or the exercise by tlmder of any right or remedy granted |
hereunder or under the other Loan Documents orruaq@@icable law. In no event shall any IndemmuifRerson other than the Lender have
liability or obligation to the Grantor under thiggfeement or applicable law (liability under whidtetGrantor hereby waives) for any matte
thing in connection with this Agreement, and inewent shall the Lender be liable, in the absenca détermination of gross negligenct
willful misconduct on its part by final judgmentdinsubject to further appeal) of a court of compefarisdiction, for any matter or thing
connection with this Agreement other than to actdan moneys actually received by it in accordamdth the terms hereof. If and to -
extent that the obligations of the Grantor undés ®ection 4(n) are unenforceable for any readws,Grantor hereby agrees to make
maximum contribution to the payment and satisfacctbsuch obligations which is permissible undeylmable law.

5. Lender’'s Powers.

(@) Powers. The Grantor hereby irrevocably constitutes gopbints the Lender and any officer or agent theveit
full power of substitution, as its true and lawéitorney-infact with full irrevocable power and authority inet place and stead of the Gra
and in the name of the Grantor or in its own nafmeen time to time in the Lendes’discretion, during any period in which an EvenDefaull
is continuing, for the purpose of carrying out tkems of this Agreement, to take any and all appate action and to execute any anc
documents and instruments which may be necessatgsirable to accomplish the purposes of this Agexg. The Grantor hereby ratifies
that said attorneys shall lawfully do or causeéabne by virtue hereof. This power of attorneg jgower coupled with an interest and sha
irrevocable until the Grantor shall have paid aedqrmed in full all of the Obligations.

66




(b) Filing and Recordation. In addition to the filings the Grantor is require® make as specified Exhibit C , this
Agreement or an instrument referring hereto mafiled and recorded in such public offices and vgitlth governmental authorities, incluc
the PTO, as the Lender may determine from timéie.t The Lender may so file and record this Agreenas a “security interest’collatera
assignment”, “assignmentr similar designation as the Lender may deternfdoelong as such designation is consistent withiehms of thi
Agreement) and the Lender may from time to timecerd and refile or take other action to changed#isgnation under which this Agreerr
is filed or recorded (so long as such designasaonsistent with the terms of this Agreement).

(c) Other Powers. The Grantor also authorizes the Lender, at ame tand from time to time, to execute
connection with the sale provided for herein, angiagsements, assignments or other instrumentsrofeg@ance or transfer with respect to
Patent and Trademark Collateral.

(d) No Duty on Lender's Part. The powers conferred on the Lender hereundes@alsy to protect the Lendar’
interests in the Patent and Trademark Collaterdlsdrall not impose any duty upon the Lender to@sgerany such powers. The Lender ¢
be accountable only for amounts that it actualbeirees as a result of the exercise of such poweis$neither it nor any of its officers, direct
partners, managers, employees or agents shallspensgible to the Grantor for any act or failureatd hereunder, except for their own g
negligence or willful misconduct.

(e) Grantor Remains Liable under Contracts. Anything herein to the contrary notwithstanditige Grantor she
remain liable under each of the Contracts that titoes part of the Patent and Trademark Collateyadbserve and perform all the conditi
and obligations to be observed and performed blyeiteunder, all in accordance with and pursuarihéoterms and provisions of each <
Contract. The Lender shall not have any obligatiphiability under any Contract that constitutestpf the Patent and Trademark Collater:
reason of or arising out of this Agreement or theeipt by the Lender of any payment relating tchsGontract pursuant hereto, nor shall
Lender be obligated in any manner to perform anyhef obligations of the Grantor under or pursuanany such Contract, to make .
payment, to make any inquiry as to the nature estifficiency of any payment received by it or@ghe sufficiency of any performance by
party under any such Contract, to present or filg e@aim, to take any action to enforce any perfamoe or to collect the payment of .
amounts which may have been assigned to it or iohwihmay be entitled at any time or times.

6. Performance by Lender of Grantor's Obligations. If the Grantor fails to perform or comply withyaof its
agreements contained herein, the Lender, followintice to the Grantor to the extent required urntderLoan Documents, may itself perforn
comply, or otherwise cause performance or compianith such agreement, and the expenses of theelceéncurred in connection with st
performance or compliance shall be payable by then®r to the Lender on demand and shall consti@iigations secured hereby
accordance with the provisions of the Loan Agreemen
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7. Remedies. If an Event of Default has occurred and is caritig, the Lender may exercise, in addition to &leg
rights and remedies granted to it in this Agreengemt in any other instrument or agreement secuewigiencing or relating to the Obligatio
all rights and remedies of a secured party undett@C and all other rights and remedies granteduader the Loan Agreement.

8. Limitation on Duties Regarding Preservation of Patat and Trademark Collateral. The Lenders sole dut
with respect to the custody, safekeeping and physgieservation of the Patent and Trademark Collhta its possession, under the UC(
otherwise, shall be to deal with it in the same nearas the Lender deals with similar property ferown account. Neither the Lender nor
of its Affiliates, directors, managers, memberdicefs, employees, representatives or agents blkallable for failure to demand, collect
realize upon all or any part of the Patent and &naark Collateral or for any delay in doing so oalklve under any obligation to sell
otherwise dispose of any Patent and Trademark @addlaupon the request of the Grantor or otherwise.

9. Powers Coupled with an Interest. All authorizations and agencies herein contaivéh respect to the Patent ¢
Trademark Collateral are irrevocable and powerplembwith an interest until the Grantor has paid parformed in full all of the Obligations.

10. Severability. Any provision of this Agreement which is prohéitor unenforceable in any jurisdiction shall,a
such jurisdiction, be ineffective to the extentsoich prohibition or unenforceability without inv@diting the remaining provisions hereof,
any such prohibition or unenforceability in anyigdliction shall not invalidate or render unenfotdessuch provision in any other jurisdiction.

11. Paragraph Headings, Captions, Etc. The paragraph headings, the captions and theeriotised in th
Agreement are for convenience of reference onlyamdot to affect the construction hereof or kenanto consideration in the interpreta
hereof.

12. No Waiver; Cumulative Remedies. The Lender shall not by any act, delay, indulgemenission or otherwise
deemed to have waived any right or remedy hereuod&r have acquiesced in any Event of Defaulthoany breach of any of the terms
conditions hereof. No failure to exercise, nor @ejay in exercising, on the part of the Lendes, eght, power or privilege hereunder sl
operate as a waiver thereof. No single or paetialrcise of any right, power or privilege hereunsteall preclude any other or further exer
thereof or the exercise of any other right, powepivilege. A waiver by the Lender of any right @medy hereunder on any one occe
shall not be construed as a bar to any right oretdnwhich the Lender would otherwise have on amyr&ioccasion. The rights and reme
herein and in the other Loan Documents providecdtansulative, may be exercised singly or concuryeaiid are not exclusive of any right:
remedies provided by law or in equity or by statute
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13. Waivers and Amendments; Successors and AssignNone of the terms or provisions of this Agreenraaly by
waived, amended, supplemented or otherwise modifzdept by a written instrument executed by thetypao be charged wi
enforcement. This Agreement shall be binding uph@nsuccessors and assigns of the Grantor andishiad!to the benefit of the Lender anc
successors and assigns. The Grantor may not assigights or obligations under this Agreementheiit the prior written consent of 1
Lender, which may be withheld by the Lender irsitée and absolute discretion.

14. Termination of Security Interest; Release of Patenand Trademark Collateral.

(@) Upon the indefeasible payment and performanceulinbfy the Grantor of the Obligations, all righitle anc
interest of the Lender in and to the Patent andi@iraark Collateral, including the Security Intergatrsuant to this Agreement shall termi
and all rights to the Patent and Trademark Coligrall revert to the Grantor.

(b) Upon any such termination of the Si#gunterest, the Lender will, at the expense ¢ {Grantor, execute a
deliver to the Grantor such documents and take stiodr actions as the Grantor shall reasonablyestqio evidence the reassignment o
Patent and Trademark Collateral to the Grantortaedermination of the Security Interest. The Lemshall deliver to the Grantor all Pal
and Trademark Collateral so released then in tmelées possession.

15. Notices.

All notices, requests and demands to or upon tepedive parties hereto shall be given in writimgl @ither (a) delivered by hand or
delivered by national overnight courier servicehwiext business day delivery, and shall be deemédve been duly given or made on the
of delivery if delivered by hand, and on the neusibhess day if delivered by national overnight eauservice. All notices, requests
demands are to be given or made to the respeditiep at the following addresses (or to such atlgleiresses as either party may designe
notice in accordance with the provisions of thisagaaph):

If to Grantor: Reed’s, Inc.
13000 South Spring Street,
Los Angeles, California 90061
Attn: Christopher Reed, Chief Executive Officer
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If to Lender: GemCap Lending I, LLC
1401 Ocean Avenue
Suite 305
Santa Monica, California 90401
Attn: David Ellis

With a copy to: Cohen Tauber Spievack & Wagné. P.
420 Lexington Avenue, Suite 2400
New York, New York 10171
Attention: Robert A. Boghosian, Esq.

16. Fees and Expenses The Grantor agrees to pay the fees of the Lemdgrerforming its services under t
Agreement and all reasonable expenses (includibhgdituimited to attorneysees and costs for legal services, costs of insgrand paymer
of taxes or other charges) of, or incidental te, ¢thistody, care, sale or realization on any ofRtent and Trademark Collateral or in any
relating to the performance of the obligationsha énforcement or protection of the rights of tleeder hereunder.

17. Survival. All representations, warranties, covenants andesgeats of the Grantor and of the Lender cont:
herein will survive the execution and delivery tafrand the release of any Patent and Trademarlateddll pursuant hereto and shall rer
operative and in full force and effect regardlesmy investigation made by or on behalf of the demor the Grantor or any person \
controls the Lender or the Grantor.

18. Grantor's Obligations Absolute, Etc. The obligations of the Grantor under this Agreenshdll be absolute a
unconditional and shall remain in full force andeef without regard to, and shall not be releasegpended, discharged, terminate
otherwise affected by, any circumstance or occegemhatsoever, including, without limitation: @)y renewal, extension, amendmer
modification of or addition or supplement to oret@n from any of the other Loan Documents or atepagreement or instrument referre
therein, or any assignment or transfer of any thfergh) any waiver, consent, extension, indulgenceother action or inaction under ot
respect of any such Loan Document or other agreearénstrument; (c) any furnishing of any additdsecurity to the Lender or its assigr
or any acceptance thereof or any release of anyrigeby the Lender or its assignees; (d) any kti@n on any partg liability or obligation
under any such Loan Document or other agreemeimstiument or any invalidity or unenforceability, whole or in part, of any such Lc
Document or other agreement or instrument or any thereof; or (e) any bankruptcy, insolvency, gamization, composition, adjustme
dissolution, liquidation or other like proceedingating to the Grantor, or any action taken withpect to this Agreement by any truste
receiver, or by any court, in any such proceedivitgther or not the Grantor shall have notice ovkedge of any of the foregoing.

19. Integration. This Agreement, together with the other agreemenferenced herein, represents the e

agreement of the Grantor and the Lender with ragpethe subject matter hereof, and there are nmizes, undertakings, representatior
warranties by the Lender relative to the subjedtendnereof not expressly set forth or referretigcein.
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20. Counterparts; Execution . This Agreement may be executed in any numbecafnterparts and all t
counterparts taken together shall be deemed tatitgasone and the same instrument. This Agreepmmte executed by a party, may
delivered to the other party hereto by electroramgmission of a copy of this Agreement bearingsiigeature of the party so delivering -
Agreement.

21. APPLICABLE LAW . THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED AND
INTERPRETED IN ACCORDANCE WITH THE LAWS OF THE STAT E OF CALIFORNIA, THE LAWS OF WHICH THE
GRANTOR HEREBY EXPRESSLY ELECTS TO APPLY TO THIS AG REEMENT, WITHOUT GIVING EFFECT TO
PROVISIONS FOR CHOICE OF LAW THEREUNDER. THE GRANT OR AGREES THAT ANY ACTION OR PROCEEDING
BROUGHT TO ENFORCE OR ARISING OUT OF THIS AGREEMENT SHALL BE COMMENCED IN ACCORDANCE WITH
THE PROVISIONS OF THIS AGREEMENT.

22. WAIVER OF JURY TRIAL . GRANTOR HEREBY WAIVES ANY AND ALL RIGHTS THAT IT MAY
NOW OR HEREAFTER HAVE UNDER THE LAWS OF THE UNITED STATES OF AMERICA OR ANY STATE TO A TRIAL BY
JURY OF ANY AND ALL ISSUES ARISING EITHER DIRECTLY OR INDIRECTLY IN ANY ACTION OR PROCEEDING
BETWEEN GRANTOR AND LENDER OR THEIR SUCCESSORS AND ASSIGNS, OUT OF OR IN ANY WAY CONNECTED
WITH THIS AGREEMENT, THE OTHER LOAN DOCUMENTS, THE OBLIGATIONS AND/OR THE COLLATERAL. IT IS
INTENDED THAT SAID WAIVER SHALL APPLY TO ANY AND AL L DEFENSES, RIGHTS, AND/OR COUNTERCLAIMS IN
ANY ACTION OR PROCEEDINGS BETWEEN GRANTOR AND LENDE R. GRANTOR WAIVES ALL RIGHTS TO INTERPOSE
ANY CLAIMS, DEDUCTIONS, SETOFFS OR COUNTERCLAIMS OF ANY KIND, NATURE OR DESCRIPTION IN ANY ACTION
OR PROCEEDING INSTITUTED BY LENDER WITH RESPECT TO THIS AGREEMENT, THE OTHER LOAN DOCUMENTS,
THE OBLIGATIONS, THE COLLATERAL OR ANY MATTER ARISI NG THEREFROM OR RELATING THERETO, EXCEPT
COMPULSORY COUNTERCLAIMS.

23. CONSENT TO JURISDICTION. GRANTOR HEREBY (a) IRREVOCABLY SUBMITS AND CONSE NTS
TO THE EXCLUSIVE JURISDICTION OF THE STATE AND FEDE RAL COURTS LOCATED IN THE STATE OF CALIFORNIA,
LOS ANGELES COUNTY, WITH RESPECT TO ANY ACTION OR P ROCEEDING ARISING OUT OF THIS AGREEMENT, THE
OTHER LOAN DOCUMENTS, THE OBLIGATIONS AND/OR THE CO LLATERAL OR ANY MATTER ARISING THEREFROM
OR RELATING THERETO, AND (b) WAIVES ANY OBJECTION W HICH IT MAY NOW OR HEREAFTER HAVE BASED ON
VENUE OR FORUM NON CONVENIENS WITH RESPECT THERETO. IN ANY SUCH ACTION OR PROCEE DING, GRANTOR
WAIVES PERSONAL SERVICE OF THE SUMMONS AND COMPLAIN T OR OTHER PROCESS AND PAPERS THEREIN ANC
AGREES THAT THE SERVICE THEREOF MAY BE MADE BY CERT IFIED MAIL, RETURN RECEIPT REQUESTED,
DIRECTED TO GRANTOR AT ITS OFFICES SET FORTH HEREIN OR OTHER ADDRESS THEREOF OF WHICH LENDER
HAS RECEIVED NOTICE AS PROVIDED IN THIS AGREEMENT. NOTWITHSTANDING THE FOREGOING, GRANTOR
CONSENTS TO THE COMMENCEMENT BY LENDER OF ANY ACTIO N OR PROCEEDING IN ANY OTHER JURISDICTION
TO ENFORCE ITS RIGHTS IN AND TO THE COLLATERAL AND GRANTOR WAIVES ANY OBJECTION WHICH IT MAY
NOW OR HEREAFTER HAVE BASED ON VENUE AND/OR FORUM N ON CONVENIENS OF ANY SUCH ACTION OR
PROCEEDING.

[SIGNATURE PAGE FOLLOWS]
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24, Construction. The language used in this Agreement will be dekbtoebe the language chosen by the parti
express their mutual intent, and no rules of strictstruction will be applied against any party.

IN WITNESS WHEREOF , the Grantor and the Lender have caused this Pateh Trademark Security Agreement to be
executed and delivered by their respective officersther representatives thereunto duly authorézedf the date first above written.

REED'’S, INC.
By:

Name:
Title:

GEMCAP LENDING |, LLC

By:
Name:
Title:

[SIGNATURE PAGE — PATENT AND TRADEMARK SECURITY AGR EEMENT]
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STATE OF )ss.
COUNTY OF )

On , 2009, before me, , a Notary Public, personally appeared
who proved to me on the basis of satisfactory exddeto be the person ( s ) whose name ( s ) is sw@vscribed to the within instrument
acknowledged to me that he / she / they execugedamme in his / her / their authorized capacigs()ion behalf of Reegl’ Inc., as Grantor, a
that by his / her / their signature ( s ) on th&imment, Reed’s, Inc. executed the instrument.

| certify under PENALTY OF PERJURY under the lavidhe State of that the foregoing pafayis true and correct.

WITNESS my hand and official seal.

, Notary Public
My Commission Expires

STATE OF )ss.
COUNTY OF )
On , 2009, before me, , @ Notary Public, personally appeared

who proved to me on the basis of satisfactory ewideo be the person whose name is subscribe@ twwithin instrument and acknowledge:!
me that he executed the same in his authorizedcitppan behalf of GemCap Lending |, LLC, as Lendand that by his signature on
instrument, GemCap Lending I, LLC executed therimaent.

| certify under PENALTY OF PERJURY under the lavighe state of California that the foregoing paggar is true and correct.

WITNESS my hand and official seal.

, Notary Public
My Commission Expires
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EXHIBIT A
Patents, Patent Licenses and Patent Applications

None

ISSUED PATENTS
None

PATENT LICENSES

None

PATENT APPLICATIONS

None
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EXHIBIT B

Trademarks and Trademark Licenses

TRADEMARKS
Serial App. No. [item Status Filing Date Date Published, Allowed,
or Registered
78014426 Reed’s [ ] [ ] [ ]
78867175 Virgil's Live April 21, 2006 February 27, 2007
Sonoma Sparkler Abandoned
73720012 China Cola Live January 9, 2009 Not yet registere:

TRADEMARK LICENSES

Trademark License

Parties

None.
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EXHIBIT C

Filings Required for Collateral Assignment
and to Perfect Security Interest

1. Filing of Trademark Collateral Assignment é&eturity Agreement with the United States PatedtTrademark Office
2. Filing of Patent Collateral Assignment andB#g Agreement with the United States Patent arati@mark Office, as applicable

3. Filing of notice of security interest with tBe¢ate of Delaware.
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EXHIBIT D

FORM OF PATENT COLLATERAL ASSIGNMENT
AND SECURITY AGREEMENT

This PATENT SECURITY AGREEMENT, dated as of November _ , 2009, (this “Agreementigde by REEDS, INC., ¢
Delaware corporation with its principal place okmess located at 13000 South Spring Street, Lageles, California 90061 “(Grantor”),in
favor of GEMCAP LENDING I, LLC , a Delaware limited liability company with officeg 1401 Ocean Avenue, Suite 305, Santa Mc
CA 90401 (“Lender™).

Capitalized terms not otherwise defined herein hligemeaning set forth in the Patent and TraderBadurity Agreement, of ev
date herewith, between Grantor and Lender (theetRand Trademark Security Agreement”).

WITNESSETH:

WHEREAS, the Grantor has acquired certain right, title ameériest in certain United States patents and pagpiications identifie
in Exhibit 1 hereto (the “Patents”);

WHEREAS , the Grantor and the Lender are parties to thahiceLoan and Security Agreement, dated as of Nibey _, 2009 (
from time to time amended or supplemented, the flLAgreement”);

WHEREAS, it is a condition precedent to the Lendegntry into the Loan Agreement that the Grantalldhave executed a
delivered the Patent and Trademark Security Agre¢hoethe Lender;

WHEREAS, the Grantor wishes to grant to the Lender a sgcimiérest in certain of its property and assetsetoure the performar
of its obligations under the Loan Agreement andatiteer Loan Documents; and

W HEREAS, the Grantor and Lender by this instrument seelotdion and make a record of the collateral assigntroéand grant «
a security interest in the Patents;

NOW, THEREFORE , for good and valuable consideration, the recaigt adequacy of which are hereby acknowledgedithato
does hereby acknowledge and confirm that it hasenaacbllateral assignment to the Lender of, andghasted to the Lender a security inte
in, all of the Grantos right, title and interest in, to, and under ttaeRts. The Grantor also acknowledges and confihaisthe rights ar
remedies of the Lender with respect to the colddtessignment of and security interests in therRateacknowledged and confirmed hereby
more fully set forth in the Patent and TrademarkuBiey Agreement and the Loan Documents, the teamd provisions of which a
incorporated herein by reference.

[SIGNATURE PAGE FOLLOWS]
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REED'’S, INC.

By:
Name:
Title:

GEMCAP LENDING |, LLC

By:
Name:
Title:

[SIGNATURE PAGE - PATENT COLLATERAL ASSIGNMENTAND S ECURITY AGREEMENT]
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STATE OF )ss.
COUNTY OF )

On , 2009, before me, , a Notary Public, personally appes
, who proved tombe basis of satisfactory evidence to be tlisgmewhose name is subscribe
the within instrument and acknowledged to me tletkecuted the same in his authorized capacityebalbof Reeds, Inc., as Grantor, a
that by his signature on the instrument, Reed, énecuted the instrument.

| certify under PENALTY OF PERJURY under the lavidhe State of that the foregoing pafayis true and correct.

WITNESS my hand and official seal.

, Notary Public
My Commission Expires

STATE OF )ss.
COUNTY OF )
On , 2009, before me, , a Notary Public, personally appe

, who proved to mbaehasis of satisfactory evidence to be the pewftose name is subscribed to
within instrument and acknowledged to me that hecated the same in his authorized capacity on belfiagbemCap Lending I, LLC, :
Lender, and that by his signature on the instrupf@atnCap Lending I, LLC executed the instrument.

| certify under PENALTY OF PERJURY under the lawighe State of California that the foregoing paegdr is true and correct.

WITNESS my hand and official seal.

, Notary Public
My Commission Expires
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EXHIBIT 1

Patents and Patent Applications
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EXHIBIT E

FORM OF TRADEMARK COLLATERAL ASSIGNMENT
AND SECURITY AGREEMENT

This TRADEMARK SECURITY AGREEMENT, dated as of November 13, 2009, made bREED’S, INC., a Delawai
corporation, with its principal place of businegsdted at 13000 South Spring Street, Los AngelaBfothia 90061 (* Grantor”),in favor of
GEMCAP LENDING I, LLC , a Delaware limited liability company with offices 1401 Ocean Avenue, Suite 305, Santa Monica9Q40!
(“Lender™).

Capitalized terms not otherwise defined herein hligemeaning set forth in the Patent and TraderBadurity Agreement, of ev
date herewith, between Grantor and Lender (theetRand Trademark Security Agreement”).

WITNESSETH:
WHEREAS, the Grantor has acquired an interest in certagetrearks identified ifexhibit 1 hereto (the “Trademarks”);

WHEREAS , the Grantor and the Lender are parties to thagiceLoan and Security Agreement, dated as of Ndyer 13, 2009 (:
from time to time amended or supplemented, the filLAgreement”);

WHEREAS, it is a condition precedent to the Lendeentry into the Loan Agreement that the Grantatl$tave executed and deli
the Patent and Trademark Security Agreement th.¢neler;

WHEREAS, the Grantor wishes to grant to Lender a securitgré@st in certain of its property and assets torgethe performance
its obligations under the Loan Agreement and themtoan Documents;

WHEREAS, the Grantor and the Lender by this instrument $eadonfirm and make a record of the collateralgasient of and gra
of a security interest in the Trademarks.

NOW, THEREFORE, for good and valuable consideration, the receipit @ahequacy of which are hereby acknowledged, tlaat@
does hereby acknowledge and confirm that it hasenaacbllateral assignment to the Lender of, andghaisted to the Lender a security inte
in, all of the Grantos right, title and interest in, to, and under thmademarks. The Grantor also acknowledges andromnthat the rights ai
remedies of Lender with respect to the collatesalgnment of and security interests in the Tradksmacknowledged and confirmed hereby
more fully set forth in the Patent and Trademarkusiey Agreement and the Loan Documents, the teamd provisions of which a
incorporated herein by reference.

[SIGNATURE PAGE FOLLOWS]
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REED'’S, INC.

By:
Name:
Title:

GEMCAP LENDING |, LLC

By:
Name:
Title:

[SIGNATURE PAGE - TRADEMARK COLLATERAL ASSIGNMENTAN D SECURITY AGREEMENT]
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STATE OF )ss.
COUNTY OF )

On , 2009, before  me, , a Notary Public, personally appe
, Who proved to mén@rasis of satisfactory evidence to be the perduose name is subscribed to
within instrument and acknowledged to me that tecated the same in his authorized capacity on beh&eeds, Inc., as Grantor, and that
his signature on the instrument, Reed’s, Inc. eteztthe instrument.

| certify under PENALTY OF PERJURY under the lavidhe State of that the foregoing pafayis true and correct.

WITNESS my hand and official seal.

, Notary Public
My Commission Expires

STATE OF )ss.
COUNTY OF )
On , 2009, before me, , a Notary Public, personally appe

, Who proved to me obdhkis of satisfactory evidence to be the persorse/mame is subscribed to the wi
instrument and acknowledged to me that he exedhedame in his authorized capacity on behalf ahGap Lending I, LLC, as Lender, ¢
that by his signature on the instrument, GemCaplirgnl, LLC executed the instrument.

| certify under PENALTY OF PERJURY under the lawighe State of California that the foregoing paegdr is true and correct.

WITNESS my hand and official seal.

, Notary Public
My Commission Expires

83




EXHIBIT 1

Trademarks
Serial App. No. Item
78014426 Reed's
78867175 Virgil's

Sonoma Sparkler

73720012 China Cola
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Exhibit 1.67
to
Loan and Security Agreement

Permitted Encumbrances

Landlord’s interest in the following equipment (andsimilar equipment used for the brewing of bexgges hereafter acquired by Borrower and
located at 12930 South Spring Street, Los Ang@&atifornia 90061, or 13000 South Spring Street Bmgeles, California 90061):

Machinery & Equipment
Ursell Dicer Cutter &Slice
Cooling Tower

Air Compresso

Keg Machine

Floor Grindet

Forklift Overhaul

20 Ton Glycol Chiller Refrigerator syste
Storage containers (4)x 40 fc
5,000# lift truck

Air Compresso

Brewery Equipment

Bottling Line from Palm Springs Brewir

included 1997 GAI Rinser/Filler/Crowner, Kosme lEyeand conveyers and two jacked 50 BBI pressussele
Case Packe

Conveyel

Fristam Sanitary pum

Electrical pane

pasteurizer from AGAR Tank & Equipme

Cirque Brewery

includes 600 sq ft cold box 3 kettle 30 BBI brewbe®x 60 BBI pressure vessels misc pump:
tank insulation upgrad

IDD flash pasteurize

Filter Culligan Carbon be

5 gallon kegs x 50

Marq case erectc

Pearson 6 pak erect

Pearson stuffe

Conveyor for marq and pears

Boiler Equipment
Smith Boiler from SAl, Inc
Boiler System ac-ons

Other Equipment
Equipment described as collateral in the UCC FimanStatements filed by Landlord on November 12 @ith initial filing numbers 2009
3643183, 2009 3643191, 2009 3643209, and 2009 364
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Exhibit 1.87
to
Loan and Security Agreement

Form of Validity Agreement

VALIDITY GUARANTY

This Validity Guaranty, dated as of November 122@0Guaranty"), is by Christopher Reed (" Guarahtpin favor of GemCa
Lending I, LLC, a Delaware limited liability compgi "Lender").

RECITALS

A. Capitalized terms not otherwise defirfeerein have the meaning set forth in tbattain Loan and Security Agreement
even date herewith (the "Loan Agreemehtby and among Lender and Reed's, Inc., a Delawarporation (_"Borrowel’). " Guaranta
Obligations"means Guarantor's guarantee of the full and prgapient, satisfaction and performance of @@igations in accordance w
the terms and subject to the limitations set fbehein.

B. Guarantor desires that Lender estatdisevolving loan credit facility for Borrowen the principal amount of up to Thi
Million Dollars ($3,000,000) pursuant to the Loagreement (such facility, as may be modified oraept from time to time, the " Facility"

C. Lender has conditioned its willingnéssestablish the Facility upon the fulfillment oértain conditions, among them 1t
Guarantor enters into this Guaranty.

D. Guarantor acknowledges and agreesGhatantor will derive a substantial atidect benefit and advantage from the Fac
and other agreements and financial accommodatibbhsrmler to Borrower under the Loan Documents.

Accordingly, in consideration of the foregoing atie® mutual covenants and agreements hereinaftefiodbt and other good a
valuable consideration, the receipt and sufficieoicyhich are hereby acknowledged by Guarantorptréies hereby agree as follows:

Section 1. GuarantySubject to Section Zzuarantor hereby absolutely, unconditionally amehviocably guarantees to Lender the
and prompt payment, satisfaction and performancangfand all Obligations as and when due, whethetated maturity, by acceleration
otherwise, and including any and all interest, feapenses, damages, and penalties that may bepaidurred by Lender in the collection
all or any portion of the Obligations or the exsecior enforcement of any one or more of the otigdts, powers, privileges, remedies
interests of Lender relating thereto, irrespecti’éhe manner or success of any such collectioaraise or enforcement.

Section 2. Limitation Notwithstanding any other provision of this Gudyato the contrary, Lender shall not enforce Bisarant
except to the extent of any loss, damage, costresq liability, claim or other obligation incurrbg Lender (including attorneys' fees and ¢
reasonably incurred) arising out of or in connettiwith one or more of the following (each of thdldwing clauses (a) through (e) be
independent and Lender may enforce this Guarapigrately under any or all of them):

(@) any fraud or misrepresentation by Borrower or Goimain connection with the Loan Documents or thensaction
contemplated thereby;
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(b)  the gross negligence or willful miscondatBorrower or Guarantor;

(©) the removal or disposal of any portion af @ollateral after an Event of Default;
(d) any tortious interference by Guarantor Wit Loan Documents or the transactions contemptaergby; or
(e) any misappropriation of any Loan proceeds by Boawowar Guarantor, or any other negligent or interlamisconduct t

Borrower or Guarantor that impairs the Collateral.

Section 3. Continuing GuarantyGuarantor covenants and agrees that: (a) thascientinuing guarantee of payment, satisfactior
performance, and not collectibility only, whethbe tObligations are now or hereafter existing, asglor created, and irrespective of the
that, from time to time, monies may be advancepaick and readvanced, and the outstanding balantieedfFacility may be zero; (b) n
Guaranty may not be revoked or terminated untihdiroe as the Obligations and Guarantor Obligatihrall have been fully paid and satis
and Lender acknowledges the same in writing to éntar; (c) the Obligations shall not be deemed agehbeen otherwise fully paid &
satisfied so long as any Loan Document (other thenGuaranty) shall have any continuing force féeat; and (d) the Obligations will be pi
and satisfied in full in accordance with the termnsl provisions of the Loan Documents without redardny applicable law now or hereafte
effect in any jurisdiction, or the legality, valigj binding effect or enforceability of any term afiy Loan Document, including, withc
limitation, any applicable law that might in any mm&r affect any of those terms and provisions, iy af the rights, powers, privileg
remedies and interests of Lender with respect theoe that might cause or permit to be invoked altgration in the time, amount, or mar
of payment of any of the Obligations by Borroweraol other person or entity (other than Lender).

Section 4. _Agreement Absolute. Survival of Représ@mns. Etc.Each of the representations, warranties, covenants othe
obligations and agreements contained in this Giyrand the Loan Documents: (a) shall be absolutke larconditional, irrespective of t
legality, validity, binding effect or enforceabilibf any Obligations or Guarantor Obligations oranfy Loan Document; (b) shall survive
execution and delivery of this Guaranty and ther_LBacuments, and any and all advances, repaymadtseadvances thereunder, and :
remain and continue in full force and effect uhginder's lending commitment (if any) under the Rgdnhas terminated and all Obligations i
Guarantor Obligations have been fully paid andaiisfied, without regard (i) to any waiver, modétmon, extension, renewal, consolidat
division, amendment or restatement of any termrowipion of any Loan Document, (ii) to any full, gal, delayed, discontinued or non-
exercise of any of Lender's rights, powers, prgéle, remedies and interests under any Loan Docuonexgtplicable law, against any perso
entity, which exercise or enforcement may be delagéscontinued or otherwise not pursued or exkgl&ir any or no reason whatsoeve
which may be waived, omitted or otherwise not eisext or enforced (whether intentionally or otheryjgiii) to any surrender, repossess
sequestration, foreclosure, conveyance or assign(bgrdeed in lieu of foreclosure, or otherwiseles lease or other realization, dealini
disposition respecting any Collateral, (iv) to arlease, subordination or impairment of all or gayt of any Obligations or Collateral, or i
security interest therein (whether intentionally atherwise), (v) to any extension, stay, moratoriomstatute of limitations or similar tir
constraint under any applicable law, (vi) to anyeistigation, analysis or evaluation by Lender srdiésignees or representatives of the a
business, operations, properties or condition fiie or otherwise) of Borrower or Guarantor (d@)any act or omission on the partl@nder
Borrower, or any other person or entity, (viii) amy inducement to Guarantor to enter into this @uigr or (ixX) to any other event tl
otherwise might constitute a legal or equitablentetclaim, defense or discharge of Borrower or @Gotr; (c) shall not be subject to
defense, counterclaim, setoff, right of recoupmertatement, reduction or other claim or determimathat Guarantor may have agas
Lender, Borrower, or any other person or entityd &f) shall not be diminished or qualified by theath, disability, dissolution, reorganizati
insolvency, bankruptcy, custodianship or receivigrsii Guarantor, Borrower, or any other person mtitg, or the inability of any of them
pay debts or perform or otherwise satisfy obligadias they become due for any reason whatsoever.
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Section 5. Guaranty Not AffectedWithout limiting the generality of the foregoirsgctions or any other term or provision of
Guaranty, Guarantor covenants, agrees and cortbatst any time, and from time to time, in aceorck with the Loan Documents: (a) lc
may be advanced, repaid and readvanced from tirfimé&y or the amount of loans, the rate of intetiesteon, any other Obligation or the cr
availability under the Facility or any Loan Documemay be increased or otherwise changed; (b) the,tmanner, place and other terms
provisions of payment or performance of any oneore of the Obligations may be amended, extendedharwise changed; (c) any partia
late payment, or any payment during the continuarfi@ny default, under any Loan Document may bejgiedl in whole or in part or reject
(d) any Collateral may be surrendered, repossessedestered, judicially or nonjudicially forecldseonveyed or assigned (by deed in lie
foreclosure or otherwise), sold, leased or otherweslized upon, dealt with or disposed of, in vehml in part, whether to Lender, its desigi
or representatives or otherwise; (e) any mortgageteer security interest in any such Collaterayrha held without recordation or other fil
or notice or perfection (whether intentionally aherwise), may be recorded or otherwise perfededjay be assigned, released, subordit
or otherwise impaired, dealt with or disposed oivimole or in part; (f) any one or more paymentstridutions and proceeds received from «
respect of Borrower, Guarantor or any other pexmoentity, or any Collateral may be applied in #de and absolute discretion of Lende
the Obligations or to any other indebtedness oigabbns (including interest), the payment to amteursement of Lender for any fees
expenses for which it is entitled to be paid omfairsed pursuant to any of the provisions of this@nty or the other Loan Documents, ol
establishment and maintenance of any Collaterbpégliments made by Guarantor, Borrower, or anyrgteeson or entity shall be made 1
and clear of, and without any reduction for, ang ati present or future taxes, levies, impostsud#édns, charges or withholdings, and any
all liabilities with respect thereto); (g) the liity of Borrower, Guarantor or any other persoreotity to pay any and all of the Obligations 1
be settled, compromised, adjusted, forgiven, rel@as affected by any other accommodation, in whol@ part, and payment of any and a
the Obligations may be subordinated to the prigmpent of any other debts or claims of any othesger (h) any representation, warra
covenant or other term or provision of any Loan mraent, in whole or in part, may be the subjectmé or more waivers of applicability
consents to nonperformance, noncompliance or nemeésce, whether or not constituting defaults, @yrbe otherwise not exercised
enforced (whether intentionally or otherwise);di)y Loan Document, or any term or provision ther@ofvhole or in part, may be amenc
extended, renewed or otherwise changed in any cebgethe respective parties thereto in the mapnavided therein; (j) any one or more
this Guaranty or the other Loan Documents, or amy ar more of the rights, powers, privileges, reieednd interests of Lender hereir
therein, may be sold, conveyed, assigned or otkBerwansferred in whole or part (including partatipns or other undivided interests) to
other person or entity; (k) any other right, powgtiyvilege, remedy or interest of Lender under tBisaranty, any other Loan Documen
applicable law may be exercised or enforced by kerat its designees or representatives, wieix@rcise or enforcement may be dela
discontinued or otherwise not pursued or exhaustedny or no reason whatsoever, or any such righwer, privilege, remedy or interest r
be waived, omitted or otherwise not exercised doreed (whether intentionally or otherwise); allsnch manner and order, upon such t
and provisions and subject to such conditions asleemay, subject to the terms of the Loan Documeatgem necessary or desirable in its
and absolute discretion, all without notice to ongent from Guarantor; or (1) the death, incapadibprisonment or indictment and
conviction of any criminal offense of Guarantordaadl of the above clauses (#frough (1)without affecting this Guaranty or any other L
Document or any of the Guarantor Obligations, whabligations shall continue in full force and effentil such time as all Obligations and
Guarantor Obligations have been fully paid andsfieti.
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Section 6. Certain Representations and Warrantiégarantor represents and warrants to Lender asdb of the matters set fc
below: (a) Guarantor is an individual residingteg fddress set forth herein; (b) Guarantor hafuthkegal capacity and unconditional right
execute and deliver this Guaranty and each of therd.oan Documents to which Guarantor is or w#l & party, and to perform all
Guarantor's obligations hereunder and thereungdgrthé execution and delivery by Guarantor of ®Bigsaranty and each of the other L
Documents to which Guarantor is or will be a padnd the performance by Guarantor of all of Guamdntobligations hereunder ¢
thereunder will not violate or be in conflict wilny term or provision of (i) any law, rule statutedinance, regulation, code, (includi
without limitation, any applicable usury or similaw), (ii) any judgments, orders, writs, injunctjcr decrees or (ii) any mortgages, indent
leases, licenses, agreements, understandingsynmestts, contracts, proposed transactions or otbégadion of Guarantor or to whi
Guarantor is a party or by which Guarantor, or amgterial part of Guarantor's assets and propermiag, be bound or subject, and will
result in the creation or imposition of any Lienoapany of Guarantor's assets or properties; (dy&ar shall not take any action or inac
that may impair any material part of Guarantorsetsand properties; (e) no licenses, permitschiars, approvals, consents, waivers, no
authorizations, qualifications, concessions, orlitkes or registration, declaration or filing arequired (1) in connection with the due and \
execution, delivery and performance by Guarantdhisf Guaranty or any other Loan Document to wi@etarantor is or will be a party, or
to effect the legality, validity, binding effect enforceability of this Guaranty or any of the Ldaacuments; (f) this Guaranty is, and the c
Loan Documents to which Guarantor is or will be aty, when executed and delivered, will be, legalid and binding obligations
Guarantor, enforceable against Guarantor in acoeelavith their respective terms and provisions; &dGuarantor is solvent (i.e.,
aggregate fair value of Guarantor's assets exabedsum of Guarantor's actual and contingent ligs) and, both before and after taking
account the Guarantor Obligations, Guarantor hag@ate capital and is able to pay his debts asriayre.

Section 7. Certain Covenants of the Guarant@uarantor covenants and agrees that, from tretsaeof and until the Obligations
Guarantor Obligations have each been fully paid satfied, Guarantor shall give, or cause to bergiimmediate written notice to Lende
(i) any change in the domicile of Guarantor, (iig¢ institution or threat of, or any adverse changany action, suit, investigation or procee«
at law, in equity, in arbitration or otherwise, @iving or affecting Guarantor or any Guarantor @ation, or (iii) any change in location
material loss in the assets, properties and/oilitieb of Guarantor or a material decline in thedue or the validity thereof.

Section 8. Certain Acknowledgments and Waivers ofai@ntor. Guarantor acknowledges and agrees that the riglowers
privileges, remedies and interests granted twaferred upon Lender by this Guaranty, the otlwam_.Documents and applicable law are pt
discretionary and shall not, and shall not be dekoreconstrued to, impose upon Lender any dutytberoobligation, including, witho
limitation, any obligation (a) to sell, forecloseatherwise realize upon any Collateral, (b) totpeb or preserve any Collateral, (c) to perfori
satisfy any obligation under or respecting any &elal or Guarantor, (d) to mitigate or otherwieduce any expense, fees, penalties, da
or other loss, or (e) to otherwise exercise or efaany such right, power, privilege, remedy oeriiest. Any sale, foreclosure or of
realization upon any Collateral, or any other eiseror enforcement of any such right, power, peiyd, remedy or interest, if undertaker
Lender in its discretion, may be delayed, discargthor otherwise not pursued or exhausted for @aagan whatsoever (whether intentionall
otherwise). Without limiting the generality of theregoing, to the extent waiver is not limited undgplicable law, Guarantor hereby expre
waives each and every claim or defense, and aghe¢sSuarantor will not assert or pursue (by actswit, counterclaim or otherwise) ¢
claim or defense, respecting (i) any settlement@mpromise with any obligor or other third partyden any account receivable, n
instrument, agreement, document or general intdéagiicluded in the Collateral, irrespective of argduction in the potential procet
therefrom, (ii) the selection or order of dispasitiof any Collateral (which may be at random oatity order Lender may select in its sole
absolute discretion, and may be without regardhiptelding period or tax basis that any personrtityemay have therein or any tax or of
consequences arising from such disposition), tii@ private sale of any Collateral, whether or &y public market exists, (iv) the choice
timing of any sale date as to any Collateral (wHigmder may select in its sole and absolute digergtirrespective of whether greater ¢
proceeds would be realizable on a different sate,d&) the adequacy of the sale price of any @ai#, (vi) any insufficiency of any su
proceeds to fully satisfy the Obligations and GusvaObligations, (vii) any sale of any Collatetalthe first person or entity to receive an ¢
or make a bid, (viii) the selection of any purchraskeany Collateral, or (ix) any default by any plaser of any Collateral. Guarantor he
expressly waives the applicability of any and alblécable laws that are or may be in conflict witle terms and provisions of this Guarant
the other Loan Documents now or at any time inftitigre to the extent waiver is not limited undepligable law, including (without limitatio
those pertaining to notice (other than notices irequby this Guaranty or any other Loan Documeptitest, appraisal, valuation, st
extension, moratorium, marshaling of assets, exemgnd equity of redemption. Neither Lender noy af its designees or representat
shall incur any liability in connection with anylsaf or other action taken respecting any Colkdtar accordance with the provisions of
Guaranty or any other Loan Document or applicadle |
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Section 9._Waivers of Notice. EtGuarantor hereby expressly waives: (a) noticaafeptance of this Guaranty; (b) notice of
action taken or omitted in reliance hereon; (c)sprément; (d) demand for payment; (e) protest dicacof protest; (f) notice of a
nonpayment or the occurrence or continuance ofcgingr default, or any other event that (with theirgy of notice or the passage of time
both) could constitute a default, under any Loaruboent; (g) notice of any material or adverse e¢ff@bether individually or in the aggreg:
upon the assets, business, operations, propertiesndition (financial or otherwise) of Borroweru&antor or any other person or entity
upon any part of any Collateral; (h) any statutdiraftations or similar time constraint under anypéicable law, whether with respect to
Obligations or Guarantor Obligations or otherwize(i) any other proof, notice or demand of anyckihatsoever or the making or promptt
in making any claim or demand under this Guaramntgriy other Loan Document. No act or omission of lind in connection with any of t
foregoing shall in any way impair or otherwise aff¢he legality, validity, binding effect or enfembility of any term or provision of t
Guaranty or any of the Guarantor Obligations.

Section 10. Bankruptcy: Reinstatemen the event Lender is not permitted or is othiseaunable (because of the pendency o
bankruptcy, insolvency, receivership or other peatieg) to demand or accelerate the Obligationsothgrwise would have been permitte
do so at such time pursuant to any Loan Documesrider may demand payment in full, and may exewrnigeenforce any and all of its ot
rights, powers, privileges, remedies and interaatier this Guaranty or the other Loan Documentshich Guarantor is a party or by wh
Guarantor may be bound or subject, in each ca#dtes Obligations had been duly demanded or acatdd, and Guarantor will not raise,
hereby expressly waives and releases, any clamefense with respect to such deemed demand oresatieh. In the event any payment o
any application of any amount, asset or proper@gny of the Obligations or Guarantor Obligationsany part thereof, at any time is rescir
or must otherwise be restored or returned by Lengen the insolvency, bankruptcy or reorganizatémBorrower, Guarantor, or any otl
person or entity, whether by order of any court,doy settlement approved by any court, or othervilsen the terms and provisions of
Guaranty and the other Loan Documents shall coatiawapply, or shall be reinstated if not thenffeat, as the case may be, with respect t
Obligations or Guarantor Obligations so rescindesdtored or returned, all as though such paymeapplication had never been made.

Section 11, EnforcementLender, in its sole discretion, may proceed tereise or enforce any right, power, privilege, reei
interest that Lender may have under this Guaraty,other Loan Document or applicable law at lawequity, in rem or in any other fort
available under applicable law, severally and cativgly. Lender may institute one or more procegslifwhich may be separate proceedi
with respect to this Guaranty and each of the dtle@an Documents in such order and at such timéeader may elect in its sole and absc
discretion. This Guaranty and the other Loan Documenay be enforced without possession of any Uyidgrpromissory note, secur
agreement or pledge, or its production in any actguit or proceeding, and without the presencpaoticipation of Borrower or Guarant
whether through lack of jurisdiction, venue or $eevor otherwise; and Guarantor will not raise, @aath hereby waives, any objectiot
defense respecting the need for any such prodygiiesence or participation.
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Section 12. ExculpationLender and its participants, affiliates, custodi@and designees, representatives, and its offiearployee:
attorneys and agents, shall not incur any liabfiity any acts or omissions (and Guarantor herelpyessly waives any and all related cle
and actions against each such person or entitsingrout of or related directly or indirectly taghGuaranty, except to the extent occasione
the respective person's or entity's gross neglgemowillful misconduct as finally determined puasti to applicable law by a governme
authority or court having jurisdiction.

Section 13._Subrogation No payment by Guarantor shall entitle Guarantyr, subrogation to the rights of Lender, rights
reimbursement, restitution or contribution from Buover, or otherwise, to any payment by Borrowerdort of any assets of Borrower), exc
after the final and irrevocable payment (in castg satisfaction of any and all Obligations and @ua&or Obligations.

Section 14, Expenses. EtBuarantor shall pay or reimburse, on demand, adyaflrcosts and expenses incurred by Lender, wt
directly or indirectly, in connection with the enfement and adjudication of this Guaranty and ahgroLoan Documents, including (withi
limitation) the disbursements, expenses and re&deifees of counsel.

Section 15. Further Assurance$suarantor agrees to do such further acts andyghamd to execute and deliver such staten
assignments, agreements, instruments and othenmts as Lender from time to time may request imeotion with this Guaranty and
order to (a) evidence, confirm, perfect and progext lien granted by Guarantor, (b) give Lendeitdesignees or representatives confirmi
and further assurance of its rights, powers, @gelk, remedies and interests under this Guardmtyther Loan Documents and applicable
(c) better enable Lender or its designees or reptatves to exercise any such right, power, @gal, remedy or interest, and (d) othen
effectuate the purpose and the terms and provigibitsis Guaranty or the other Loan Documents, éacuch form and substance as ma
acceptable to Lender.

Section 16. Relationship of Guarantor and Lendér. Guarantor represents, warrants, acknowledges amgsghat: (a) Lender
acting solely in the capacity of Lender with redper this Guaranty, the other Loan Documents ared Gollateral; (b) Guarantor's s
relationship with Lender is that of debtor and a@l respectively, and no term or provision ofstiuaranty or any other Loan Documel
intended to create, nor shall any such term oriprav be deemed or construed to have created,cmy\jenture, partnership, trust, agenc
other fiduciary or advisory relationship with Guatar; and (c) Guarantor has independently and fellyewed and evaluated this Guaranty
other Loan Documents, and the transactions contgegphereunder and thereunder and the potentedtefof such transactions on the as
business, operations, properties and conditioraifital or otherwise) of Guarantor and Borrowersafif/), which review and evaluation v
made (i) together with counsel and (to the extemnded prudent by Guarantor) financial and othersady to Guarantor, and (ii) without ¢
reliance upon any oral or written advice, analgsiassurance of any kind whatsoever from Lender.

Section 17. Notices All notices, requests and demands to or uporreébpective parties hereto shall be given in writamgl shall b
deemed to have been duly given or made upon rebgitite receiving party. All notices, requests dethands are to be given or made tc
respective parties at the following addressesqauth other addresses as either party may desiggpatotice in accordance with the provis
of this Paragraph):
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If to Guarantor:

Christopher Reed
7706 Dunbarton Ave
Los Angeles, CA 90045

If to Lender:

GemcCap Lending I, LLC

1401 Ocean Avenue, Suite 305
Santa Monica, California 90401
Attn: David Ellis

With a copy to:

Cohen Tauber Spievack & Wagner P.C.
420 Lexington Avenue, Suite 2400
New York, New York 10171

Attention: Robert A. Boghosian, Esg.

Section 18. APPLICABLE LAW. THIS GUARANTY SHALL BE GOVERNED BY AND CONSTRUED AN D
INTERPRETED IN ACCORDANCE WITH THE LAWS OF THE STAT E OF CALIFORNIA, THE LAWS OF WHICH
GUARANTOR HEREBY EXPRESSLY ELECTS TO APPLY TO THIS GUARANTY, WITHOUT GIVING EFFECT TO
PROVISIONS FOR CHOICE OF LAW THEREUNDER. GUARANTOR AGREES THAT ANY ACTION OR PROCEEDING
BROUGHT TO ENFORCE OR ARISING OUT OF THIS GUARANTY SHALL BE COMMENCED IN ACCORDANCE WITH THE
PROVISIONS OF THIS GUARANTY.

Section 19. WAIVER OF JURY TRIAL . TO THE EXTENT PERMITTED UNDER APPLICABLE LAW, GUA RANTOR
HEREBY WAIVES ANY AND ALL RIGHTS THAT IT MAY NOW OR HEREAFTER HAVE UNDER THE LAWS OF THE
UNITED STATES OF AMERICA OR ANY STATE TO A TRIAL BY JURY OF ANY AND ALL ISSUES ARISING EITHER
DIRECTLY OR INDIRECTLY IN ANY ACTION OR PROCEEDING BETWEEN GUARANTOR AND LENDER OR THEIR
SUCCESSORS AND ASSIGNS, OUT OF OR IN ANY WAY CONNEQJED WITH THIS GUARANTY, THE OTHER LOAN
DOCUMENTS, THE OBLIGATIONS AND/OR THE COLLATERAL. | T IS INTENDED THAT SAID WAIVER SHALL APPLY TO
ANY AND ALL DEFENSES, RIGHTS, AND/OR COUNTERCLAIMS IN ANY ACTION OR PROCEEDINGS BETWEEN
GUARANTOR AND LENDER. GUARANTOR WAIVES ALL RIGHTS T O INTERPOSE ANY CLAIMS, DEDUCTIONS, SETOFFS
OR COUNTERCLAIMS OF ANY KIND, NATURE OR DESCRIPTION IN ANY ACTION OR PROCEEDING INSTITUTED BY
LENDER WITH RESPECT TO THIS GUARANTY, THE OTHER LOA N DOCUMENTS, THE OBLIGATIONS, THE
COLLATERAL OR ANY MATTER ARISING THEREFROM OR RELAT ING THERETO, EXCEPT COMPULSORY
COUNTERCLAIMS.
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Section 20. CONSENT TO JURISDICTION.GUARANTOR HEREBY (a) IRREVOCABLY SUBMITS AND CONSEN TS TO
THE EXCLUSIVE JURISDICTION OF THE STATE AND FEDERAL COURTS LOCATED IN THE STATE OF CALIFORNIA,
LOS ANGELES COUNTY, WITH RESPECT TO ANY ACTION OR P ROCEEDING ARISING OUT OF THIS GUARANTY, THE
OTHER LOAN DOCUMENTS, THE OBLIGATIONS AND/OR THE CO LLATERAL OR ANY MATTER ARISING THEREFROM
OR RELATING THERETO, AND (b) WAIVES ANY OBJECTIONS WHICH IT MAY NOW OR HEREAFTER HAVE BASED ON
VENUE OR FORUM NON CONVENIENS WITH RESPECT THERETO. IN ANY SUCH ACTION OR PROCEED ING,
GUARANTOR WAIVES PERSONAL SERVICE OF THE SUMMONS AN D COMPLAINT OR OTHER PROCESS AND PAPERS
THEREIN AND AGREES THAT THE SERVICE THEREOF MAY BE MADE BY CERTIFIED MAIL, RETURN RECEIPT
REQUESTED, DIRECTED TO GUARANTOR AT ITS OFFICES SET FORTH HEREIN OR OTHER ADDRESS THEREOF OF
WHICH LENDER HAS RECEIVED NOTICE AS PROVIDED IN THI S GUARANTY. NOTWITHSTANDING THE FOREGOING,
GUARANTOR CONSENTS TO THE COMMENCEMENT BY LENDER OF ANY ACTIO N OR PROCEEDING IN ANY OTHER
JURISDICTION TO ENFORCE ITS RIGHTS IN AND TO THE CO LLATERAL AND GUARANTOR WAIVES ANY OBJECTION
WHICH IT MAY NOW OR HEREAFTER HAVE BASED ON VENUE A ND/OR FORUM NON CONVENIENS OF ANY SUCH
ACTION OR PROCEEDING.

Section 21. ConstructionNo provision of this Guaranty shall be constraeghinst or interpreted to the disadvantage of aayy
hereto by reason of such party or his or its coumseng, or being deemed to have, structured afteld such provision.

Section 22. Headings. Amendments. Waiver. Bertion and paragraph headings are for conveniemligeand shall not be constrt
as part of this Guaranty. Any modification and adraent shall be in writing and signed by the pasteexl any waiver of, or consent to
departure from, any representation, warranty, camenor other term or provision shall be in writiagd signed by each affected party here
thereto, as applicable.

Section 23. Entire AgreemeniThis Guaranty represents the entire agreementaddrstanding concerning the subject matter h
and thereof between the parties, and supersedethatl prior agreements and understandings comgethe subject matter hereof, whether
or written.

Section 24._Survival All covenants, agreements, representations andamtees made by Guarantor herein or in any oflthar
Documents or in any certificate, report or instrmtneontemplated hereby shall survive any indepenithestigation made by Lender and
execution and delivery of this Guaranty, the Loasc@iments and such certificates, reports or instnisnand shall continue so long as
Obligations are outstanding and unsatisfied, apple statutes of limitations to the contrary notwianding.

Section 25. Severability Every provision of this Guaranty is intended ® deverable. If, in any jurisdiction, any term oo\psior
hereof is determined to be invalid or unenforceatalpthe remaining terms and provisions hereoll figaunimpaired, (b) any such invalidity
unenforceability in any jurisdiction shall not idig@ate or render unenforceable such term or prowmisn any other jurisdiction, and (c)
invalid or unenforceable term or provision shadl; purposes of such jurisdiction, be deemed repldigea term or provision that is valid ¢
enforceable and that comes closest to expressigntiention of the invalid or unenforceable termpoovision. If a court of compete
jurisdiction determines that any covenant or regtm, by the length of time or any other restdatior portion thereof, set forth in this Guar
is unreasonable or unenforceable, the court skdlliage or modify such covenants or restrictionshiwsé which it deems reasonable
enforceable under the circumstances and, as seeddir modified, the parties hereto agree that sogknants and restrictions shall rema
full force and effect as so modified. In the evartourt of competent jurisdiction determines that provision of this Guaranty is invalid
against public policy and cannot be so reduced atified so as to be made enforceable, the remajpiogisions of this Guaranty shall not
affected thereby, and shall remain in full forcel affect.
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Section 26. No Waiver bv Action. Cumulative RighEsc. A waiver of a breach of any term, covenant or cbodiof this Guarant
shall not operate or be construed as a continuiaiyex of such term, covenant or condition, or breaar of any other term, covenant
condition, or breach by such party. No failure xereise and no delay in exercising any right, regned power hereundeshall preclude ar
other or further exercise of any other right, resned power provided herein or by law or in equitgnder is entitled to exercise all rights
remedies available to it at law or in equity in nention with this Guaranty. The rights and remediesender hereunder are several
cumulative at Lender's discretion and may be egedcat Lender's discretion.

Section 27. Successors and AssigAdl covenants, promises and agreements by oretralb of the parties contained in this Guar.
shall be binding upon and shall inure to the béneaffithe parties and their respective estates,esgmtatives, successors and assigr
applicable; provided however that nothing in this Guaranty, express or impligtiall confer on Guarantor the right to assign ainlyi® rights
or obligations hereunder at any time.

Section 28. Counterpartdhis Guaranty may be executed in one or moreteoparts, and by facsimile or electronic signateegh ¢
which when so executed, shall be deemed an orjginakll of which shall constitute but one and shene instrument.

IN WITNESS WHEREOF, the undersigned has executeddafivered this Validity Guaranty as of the datstfwritten above.

GUARANTOR:

AGREED TO AND ACCEPTED BY LENDER:
GEMCAP LENDING |, LLC

By:

Name:
Title:

[SIGNATURE PAGE TO VALIDITY GUARANTY]
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Exhibit 1.88
to
Loan and Security Agreement

Form of Warehouse Agreement

GemCap Lending |, LLC
1401 Ocean Avenue, Suite 305
Santa Monica, California 90401

November 12, 200

[WAREHOUSE |
[ADDRESS |

[ ]
[ATTN: ]

Re: Reed'’s, Inc.
Dear [ ]:

As part of our financing arrangement with Reedrs;.| a Delaware corporation (“BorrowerBorrower has pledged a
granted to GemCap Lending I, LLC (“GemCap”, “us”“@re”) a first priority continuing security interest incatien upon all property ai
assets now owned and hereafter acquired by Borramwdrthe proceeds and products thereof (the “ @o#lk"). The Collateral include
among other things, merchandise, inventory and g@ddhe Borrower located in your facility at [ ] (thePtemise
") and which may be shipped to and stored with yomnftane to time in the future (any and all such rhardise, inventory and goo

collectively, the “ Inventory).

By your acknowledgement below, you certify as fato

1. There is storage or warehouse agreement in plaeebr you and Borrower with respect to your storafgiihe Inventor
(the “ Warehouse Agreemefjt You agree that, to the extent any of the termshisf letter agreement conflict with any of the terafighe
Warehouse Agreement, the terms of this letter agea¢ will govern and control. You further agreetttiee Warehouse Agreement may nc
amended, supplemented or otherwise modified witbautprior written consent.

2. (a) The Warehouse Agreement is in full force affdce and has not been amended, supplemented emaddie modifiec
(b) there is no defense, offset, claim or coungmelby or in favor of you against Borrower undeg iWarehouse Agreement, and (c) no ni
of default has been given under or in connectioth Wie Warehouse Agreement in connection with awethat has not been cured, and
have no knowledge of the occurrence of any defader or in connection with the Warehouse Agreement

3. This letter agreement is binding upon you and slaiktitute notice to you that we have a secunitgrest in the Inventor
You certify that you have not previously been addishat any person or entity, other than Borrowet @emCap, has any existing right, titls
interest in any of the Inventory.

4, Until you have received written notification to tlwentrary from us, you may release Inventory frdra Premises
accordance with Borrowes’instructions. Upon delivery of any such writtestification, you will handle the Inventory only accordance wit
GemcCap’s instructions, notwithstanding any insiorcbf the Borrower to the contrary.

5. You are holding and will hold all Inventofgr GemCap$ account in accordance with this letter agreeraadtyou wil

release same to us upon demand, provided thategmive payment of any accrued charges for thegetavithe Inventory being released. '
agree that you will not hinder or delay GemCaprifoecing its rights in and to the Inventory.

95




6. To assist us in keeping accurate records relatinbe Inventory, you will provide us with a finighgoods inventory repc
(“ Inventory Report”) regarding the Inventory upon request. The Invegnieport shall set forth the quantity of Inventdwid by you, an
such other matters as we shall reasonably reqinettiding information regarding delivery and shipmhef the Inventory and statements
charges rendered to the Borrower. In addition, walli confirm balances of the Inventory to us whan inventory is taken by you or -
Borrower, and make copies of any such inventorylaie to us upon request.

7. You hereby warrant and represent that you do nat idethe type of goods stored by the Borrower god do not buy ¢
sell such goods in the ordinary course of your fess.

8. Your costs and expenses of storing the Inventoajl éle paid by Borrower. You agree to advise uthimevent that ai
charges or expenses due from the Borrower to ygorbe past due, and if not paid by Borrower, thensheall be afforded the option to
such amounts. However, we shall not be directlindirectly liable or responsible for any of saicaches whether due or to become due.

9. The arrangement and instructions outlined hereall glontinue without any change or modificationilmte have give
written notification to the contrary to you, whialetification need only be signed by us. Upon delyvof any such notification, you will han
the Inventory in accordance with our instructions.

10. You hereby grant to the authorized representatbfeSemCap a license to enter the Premises to dooara)l of the
following with respect to the Inventory: inspecavie appraised, remove, maintain, prepare for galesfer, or sell (at public or private sale)
Inventory at any time, with reasonable prior natié®e shall not have any duty or obligation to remor dispose of any Inventory, or any o
property left on the Premises by Borrower.

11. (a) You will not assert contractual, statutory osgessory liens, claims or demands of any kind lwiau have or me
have in respect of the Inventory and (b) any riglde may have in or to the Inventory, no matter hamging (to the extent not effectivi
waived pursuant to clause (@f)this paragraph), shall be subordinate in alpeess to the rights of GemCap in respect therétds specifically
acknowledged that GemCap'’s security interest ifoséo and will take priority over any warehouserralien now existing or hereafter aris
under applicable law in your favor on account gpaid warehouse charges in connection with the lorgn

12. You will immediately notify us of any phgal loss, damage, theft, or destruction of anyiponf the Inventory.

13. All notices, requests and demands to or upon thpetive parties hereto shall be in writing antiezit(a) delivered
hand or (b) delivered by national overnight coudervice, and shall be deemed to have been dugngiv made upon receipt by the recei
party. All notices, requests and demands are t@i®En or made to the respective parties at tHevidhg addresses (or to such other addre
as either party may designate by notice in accaelavith the provisions of this paragraph):

If to GemCap GemcCap Lending I, LLC
1401 Ocean Avenue
Suite 305
Santa Monica, California 90401
Attn: David Ellis

If to you [ ]

If to Borrower Reed’s, Inc.
13000 South Spring Street
Los Angeles, California 90061
Attn: Christopher Reed,
Chief Executive Officer
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This letter agreement shall be governed by, angtooed in accordance with, the laws of the Stat€adiffornia. This letter agreem
may be executed in counterparts and by facsimiletloer electronic signature, each of which shalhberiginal, and all of which, when tal
together, shall constitute one agreement.

Very truly yours,

GEMCAP LENDING I, LLC

By:
Name/Title:

ACKNOWLEDGED AND AGREED TO BY:

[ ]

By:
Name/Title:

REED'S, INC.

By: /s/ James Linesch
James Linesch

Chief Financial Officer
Reed’s Inc.
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Exhibit 2.2(b)
to
Loan and Security Agreement

Form of Revolving Loan Note

SECURED LOAN NOTE

Up to $3,000,000
Dated: November 18, 2009

FOR VALUE RECEIVED, Reed’s, Inc.'Borrower" ), promises to pay to the order GEMCAP LENDING I, LLC , a Delawar
limited liability company with offices at 1401 Oceavenue, Suite 305, Santa Monica, California 9040d its successors and assigns (
Lender "), on or before November 18, 2011, the principal sdrapto Three Million Dollars ($3,000,000) in acdance with the Loan a
Security Agreement, of even date herewith, enterexdby and between Borrower and Lender (as amefrdedtime to time, the Agreemen
"). Capitalized terms used herein and not defineckin shall have their respective meanings afogétin the Agreement.

INTEREST; AMORTIZATION; DUE DATE: Interest on the outstanding principal balanceetieshall be computed on the basi
the actual number of days elapsed and a year ofi@g€. Interest shall accrue at a rate per annwal ¢g Eighteen Percent (18%), and sha
payable by Borrower in arrears (x) prior to the May Date, on the first Business Day of each caéermonth, commencing December 1, 2
(y) in full on the Maturity Date and (z) on demaatfter the Maturity Date. Following and during thentinuation of an Event of Default, inter
on the Loan, including principal and interest, shatrue at a rate per annum equal to Twenty-Fewdnt (24%).

Subject to the prepayment provisions hereof, Boeronvay borrow, repay and reborrow Loans, as s#t forthe Agreement.

The entire principal balance of this Note then @utding, plus any accrued and unpaid interest timertagether with all penalties ¢
late payment fees, if any, shall be due and payablihe Maturity Date pursuant to the terms ofAlgeeementBorrower may prepay the ent
unpaid principal sum of the Revolving Loans withpu¢mium or penalty, providedhowever, that, (i) such prepayment is no less than
amount of the remaining outstanding principal sunalboutstanding Revolving Loans, (i) as partsafch prepayment, Borrower shall
Lender all other amounts due to Lender pursuarhito Note, the Agreement and other Loan Documaeartd, (iii) in addition, in the eve
Borrower makes such prepayment during the firsé iff) months of the Term, then Borrower shall payénder an amount equal $60,00(
(representing two percent (2%) of the maximum Rengl Loan Commitment of $3,000,000) (th&&volving Loan Prepayment Feé). The
Revolving Loan Prepayment Fee is intended to comgtenLender for committing and deploying funds Borrower’s Revolving Loar
pursuant to the Agreement and for Lenddoss of investment of such funds in connectiothhwuch early termination, and is not intended
penalty. The Revolving Loan Prepayment Fee also shallueeahd payable by Borrower to Lender if Lender krages the payment of 1
Obligations during the first nine (9) months of therm due to the occurrence of an Event of Default.
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PAYMENT AND COLLECTION : In order to satisfy Borrowes’payment of amounts due under the Revolving La@asall fee:
expenses and charges with respect thereto thatuereand payable under this Note, the Agreemenngrosher Loan Document, Borrov
hereby irrevocably authorizes Lender to initiatenoeel and automatic electronic (debit and credityies through the Automated Clear
House or other appropriate electronic payment sygttACH”) to all deposit accounts maintained by Borrower, neher located. At tt
request of Lender, Borrower shall complete, exeand deliver to the institution set forth belowitfwa copy to the Lender) an A(
agreement, voided check, information and/or dicecietter reasonably necessary to so instruct B@rs depository institution. Borrow
(i) shall maintain in all respects this ACH arrangent; (ii) shall not change depository institutiavishout Lenders prior written consent, anc
consent is received, shall immediately executelamfiCH instruction(s), and (iii) waive any and alhims for loss or damage arising ou
debits or credits to/from the depository institatiavhether made properly or in error. Borrower basmmmunicated with and instructed
institution set forth below:

Bank Name City National Bank

Address: 3424 Carson Stree
Torrance, CA 9050

ABA #: 12201606¢

Account #: 01723648:

Phone: 31C-264-2919

Fax: 31C-264-2906

Reference Reels

Contact Person: Jackie Said

MAXIMUM RATE OF INTEREST : It is intended that the rates of interest hestiall never exceed the maximum rate, if any, w
may be legally charged on the Revolving Loans ewidd by this Note (the Maximum Rate "), and if the provisions for interest containe
this Note would result in a rate higher than thexMaum Rate, interest shall nevertheless be limitethe Maximum Rate and any amot
which may be paid toward interest in excess ofM@ximum Rate shall be applied to the reduction figipal, or, at the option of Lend
returned to Borrower.

PLACE OF PAYMENT: All payments hereon shall be made, and all estito the Lender required or authorized herebyl &g
given, at the office of Lender at the address dedey in the Agreement, or to such other placeaslér may from time to time direct
written notice to Borrower.

APPLICATION OF PAYMENTS: All payments received hereunder shall be applieciccordance with the provisions of
Agreement.

PAYMENT AND COLLECTION : All amounts payable hereunder are payable byglcloe wire transfer in immediately availa
funds to the account number specified by Lendelawiul money of the United States. At Lender’siop, Lender may charge the Borrowner’
account for the interest accrued hereunder. Bonmrageees to perform and comply with each of theeoawts, conditions, provisions :
agreements contained in every instrument now ecidgror securing the indebtedness evidenced hereby.
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SECURITY : This Note is issued pursuant to the Agreemedtiarsecured by a pledge of the Collateral as destrin the Loa
Documents. Notwithstanding the pledge of the Getll described above, Borrower hereby acknowledagsits and agrees that Borroveer’
obligations under this Note are recourse obligatiohBorrower to which Borrower pledges its fulitfeand credit.

DEFAULTS; REMEDIES: Upon the happening of an Event of Default, teader shall have all of the rights and remedie$ostt in
the Agreement.

The failure to exercise any of the rights and reiegdet forth in the Agreement shall not constituteaiver of the right to exercise
same or any other option at any subsequent timespect of the same event or any other event. atheptance by Lender of any payn
which is less than payment in full of all amountsedand payable at the time of such payment shalcoostitute a waiver of the right
exercise any of the foregoing rights and remediehat time or at any subsequent time or nullify gmior exercise of any such rights
remedies without the express consent of Lendegpbas and to the extent otherwise provided by law.

WAIVERS : Borrower waives diligence, presentment, protast demand and also notice of protest, demandomishani
nonpayment of this Note.

TERMINOLOGY : Any reference herein to Lender shall be deernaéddude and apply to every subsequent holdenisfNote.

AGREEMENT : Reference is made to the Agreement for provisias to the Revolving Loans, rates of interest,lafotl
acceleration and release matters. If there is @mflict between the terms of this Note and thenteof the Agreement, the terms of
Agreement shall control.

APPLICABLE LAW :

THIS NOTE SHALL BE GOVERNED BY AND CONSTRUED AND IN TERPRETED IN ACCORDANCE WITH THE LAWS OF
THE STATE OF CALIFORNIA, THE LAWS OF WHICH BORROWER HEREBY EXPRESSLY ELECTS TO APPLY TO THIS
NOTE, WITHOUT GIVING EFFECT TO PROVISIONS FOR CHOIC E OF LAW THEREUNDER. BORROWER AGREES THAT
ANY ACTION OR PROCEEDING BROUGHT TO ENFORCE OR ARIS ING OUT OF THIS NOTE SHALL BE COMMENCED IN
ACCORDANCE WITH THE PROVISIONS OF THIS NOTE.

WAIVER OF JURY TRIAL . TO THE EXTENT PERMITTED BY APPLICABLE LAW,

BORROWER HEREBY WAIVES ANY AND ALL RIGHTS THAT IT M AY NOW OR HEREAFTER HAVE UNDER THE LAWS
OF THE UNITED STATES OF AMERICA OR ANY STATE TO A T RIAL BY JURY OF ANY AND ALL ISSUES ARISING
EITHER DIRECTLY OR INDIRECTLY IN ANY ACTION OR PROC EEDING BETWEEN BORROWER AND LENDER OR
THEIR SUCCESSORS AND ASSIGNS, OUT OF OR IN ANY WAY CONNECTED WITH THIS NOTE, THE OTHER LOAN
DOCUMENTS, THE OBLIGATIONS AND/OR THE COLLATERAL. IT IS INTENDED THAT SAID WAIVER SHALL APPLY TO
ANY AND ALL DEFENSES, RIGHTS, AND/OR COUNTERCLAIMS IN ANY ACTION OR PROCEEDINGS BETWEEN
BORROWER AND LENDER. BORROWER WAIVES ALL RIGHTS TO INTERPOSE ANY CLAIMS, DEDUCTIONS, SETOFFS
OR COUNTERCLAIMS OF ANY KIND, NATURE OR DESCRIPTION IN ANY ACTION OR PROCEEDING INSTITUTED BY
LENDER WITH RESPECT TO THIS NOTE, THE OTHER LOAN DO CUMENTS, THE OBLIGATIONS, THE COLLATERAL OR
ANY MATTER ARISING THEREFROM OR RELATING THERETO, E XCEPT COMPULSORY COUNTERCLAIMS.
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CONSENT TO JURISDICTION .

BORROWER HEREBY (a) IRREVOCABLY SUBMITS AND CONSENT S TO THE EXCLUSIVE JURISDICTION OF THE STATE
AND FEDERAL COURTS LOCATED IN THE STATE OF CALIFORN 1A, LOS ANGELES COUNTY, WITH RESPECT TO ANY
ACTION OR PROCEEDING ARISING OUT OF THIS NOTE, THE OTHER LOAN DOCUMENTS, THE OBLIGATIONS AND/OR
THE COLLATERAL OR ANY MATTER ARISING THEREFROM OR R ELATING THERETO, AND (b) WAIVES ANY
OBJECTION WHICH IT MAY NOW OR HEREAFTER HAVE BASED ON VENUE AND/OR FORUM NON CONVENIENS WITH
RESPECT THERETO. IN ANY SUCH ACTION OR PROCEEDING, BORROWER WAIVES PERSONAL SERVICE OF THE
SUMMONS AND COMPLAINT OR OTHER PROCESS AND PAPERS THEREIN AND AGREES THAT THE SERVICE THEREOF
MAY BE MADE BY CERTIFIED MAIL, RETURN RECEIPT REQUE STED, DIRECTED TO BORROWER AT ITS OFFICES SET
FORTH IN THE AGREEMENT OR OTHER ADDRESS THEREOF OF WHICH LENDER HAS RECEIVED NOTICE AS
PROVIDED IN THE AGREEMENT. NOTWITHSTANDING THE FOR EGOING, BORROWER CONSENTS TO THE
COMMENCEMENT BY LENDER OF ANY ACTION OR PROCEEDING IN ANY OTHER JURISDICTION TO ENFORCE ITS
RIGHTS IN AND TO THE COLLATERAL AND WAIVES ANY OBJE CTION WHICH BORROWER MAY NOW OR HEREAFTER
HAVE BASED ON VENUE AND/OR FORUM NON CONVENIENS OF ANY SUCH ACTION OR PROCEEDING.

IN WITNESS WHEREOF, this Secured Revolving Loan Note has been dulyuweecand delivered by the undersigned as of the day

and year first above written.

BORROWER :
REED’S, INC.
By: /s/

Name
Title
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Exhibit 3.2
to
Loan and Security Agreement
Fees

Borrower shall pay to Lender the following fees:

Annual Line Fee:

A non+efundable fee of Thirty Thousand Dollars ($30,008) year (representing one percent (1%) per ancamputed on the basis of a :
day year and the actual number of days elapsettheamaximum Revolving Loan Commitment of $3,000)06i%all be due and payable or
the Closing Date and (ii) each subsequent annimerfahe Closing Date during the Term.

Unused Revolver Line Fee

A monthly fee at the rate of ortealf percent (0.5%) per annum (computed on theshafsa 360 day year and the actual number of daysed
on the average daily unused maximum Revolving L6ammitment of $3,000,000 during such month, payafdathly in arrears on the fi
day of each month during the Term.

Loan Administration Fee and Funding Fee

$500.00 per month, payable in arrears on thedigtof each month during the Term.
Audit Fees:

$700 per person, per day, plus out-of-pocket exg@&rfer not more than two (2) audits during eactmtihth period of the Term; provided, t
no such limitation shall apply following the occemce of an Event of Default.
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Schedule 5.4(m)
To
Loan and Security Agreement
Banks and Financial Institutions

Wells Fargo Bank

FBO Reed’s Inc

Dept 8184

1200 West 7" Street, Suite T2-210
Los Angeles, Ca 90017-2349
Account No. 4121722698
Representative

DENISE SUDENGA
612-573-9539
denise.j.sudenga@wellsfargo

City National Bank

ACCT 017-236482 General

ACCT 017-236481 Credit Card

Attn:  Jackie Saidian

310-264-2919

3424 Carson Street, Torrance, CA 90503

First Capital

ACCT 4121722698

Attn:  John Neher

213.412.1566

700 South Flower Street, Suite 2325 | Los Ang&adifornia 90017
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Schedule 5.4(n)
To
Loan and Security Agreement
Borrower's Legal Name: Rer's, Inc.
Borrower's Jurisdiction of Organization: Delawe

Borrower's Chief Executive Office and Other Office

Chief Executive Office

13000 S. Spring Street
Los Angeles, CA 90061

Other Offices
12930 S. Spring Street

Los Angeles, CA 90061

Describe any changes in name, jurisdiction of oizgdion, chief office location or corporate strugtwndertaken by Borrower within t
last five years: None

List any security agreements entered into by thadies which currently bind Borrower as a grati@reunder: None
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Schedule 8.21
To
Loan and Security Agreement
Changes since Balance Sheet Date of September 32

On October 1, 2009, 60,000 warrants were issuedmmection with longerm financing obligation at exercise price of $ilfa@r approximatel
five years.

On October 19, 2009, the Company executed an Axgethase Agreement with Sonoma Cider Mill, Inc.atmuire certain assets of
Sonoma Sparkler brand. Since June 1, 2009, basadonbinding letter of intent, the Company has been pagcknd selling the six Sonol
Sparkler brand products in anticipation of completiof this acquisition. The assets purchased is tifansaction include the intellect
property known as the Sonoma Sparkler label anchdtas for six flavors currently on the market, omser lists and vendor cont
information, assignable licenses and permits anstieg inventory. The aggregate purchase priceeurtide Agreement is $252,000. Ini
payments of $45,000 were made prior to the Agre¢rand the balance of $207,000 is payable in imaedits of $9,000 over 23 remain
months, continuing on the first of every month.

On October 8, 2009, the Company sold an aggredad®4189 units (“Units”) consisting of one sharfeoor common stock (“Share’gnc
warrants to purchase shares of our common stoclaf&ts”)at a price of $1.80 per Unit pursuant tpublic shelf registration on Form S-
3. The Warrants consist of (i) Series A Warrafds,the purchase of a number of shares of comnmocksequal to 40% of a purchaser’
Shares, which have an initial exercise price o2$2er share and are exercisable for a periodrefyfears commencing 183 days from the
of issuance, (ii) Series B Warrants, for the pusehaf a number of shares of common stock equad% &f a purchases’Shares, which have
exercise price equal to $1.80 and are exercisablé( trading days commencing immediately, andl §iéries C Warrants, for the purchase
number of a shares of common stock equal to 20% mirchases Shares, which have an exercise price of $2.25%amexercisable for fir
years commencing 183 days from the date of issuafibe Series B Warrants and Series C Warrants welye issued to purchasers v
purchase Units for an aggregate purchase pricé lehiat $125,000. The Company paid an 8% placeagent fee. The net proceeds to
Company from the shetike down, after deducting placement agent feesatichated offering expenses, were approximateB3EH0. At th
closing, the Company issued 364,189 shares of comstmck, Series A Warrants to purchase 145,676eshaf common stock, Series
Warrants to purchase 69,445 shares of common stockSeries C Warrants to purchase 27,778 shamsrohon stock.
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Schedule 8.22
To
Loan and Security Agreement
Intellectual Property

Proprietary Rights

We own trademarks that we consider material tobmsiness. Three of our trademarks are registeagi@nnarks in the U.S. Patent
Trademark Office: Virgil's ®, Reed’s Original Ging@rew All-Natural Jamaican Style Ginger Ale ® afthnfu China Natural Soda .®
Registrations for trademarks in the United Statéislast indefinitely as long as we continue to sl police the trademarks and renew fil
with the applicable governmental offices. We hagtbeen challenged in our right to use any of oatamal trademarks in the United States.

We have one pending trademark registration apicatincluding application[s] for registration ofid China Cola mark, ser
application number 77646445.

We utilize the following other unregistered mankghe conduct of our businesgonoma Sparkler

In addition, we consider our finished product ar@haentrate formulae, which are not the subject rof patents, to be tra
secrets. Our brewing process is a trade sectds process can be used to brew flavors of beverater than ginger ale and ginger beer,
as root beer, cream soda, cola, and other spicérabhtbeverages. We have not sought any patemtsuo brewing processes because we w
be required to disclose our brewing process inmapplications.

We have registered, or have rights to utilize i ¢bnduct of our business, the reedsinc.com am$gaeyerbrew.com domain names.

We generally use non-disclosure agreements witHaraes and distributors to protect our proprietagits.
Government Regulation

The production, distribution and sale in the Unigtdtes of many of our Compasyproducts are subject to the Federal Food, |
and Cosmetic Act, the Federal Trade Commission thetLanham Act, state consumer protection lawdera, state and local workplace he
and safety laws, various federal, state and logalrenmental protection laws and various other fatjestate and local statutes and regula
applicable to the production, transportation, saédety, advertising, labeling and ingredients wéhsproducts. Outside the United States

distribution and sale of our many products andteel@perations are also subject to numerous simildrother statutes and regulations.

All of our facilities and other operations in theitéd States are subject to various environmemtateption statutes and regulatic
including those relating to the use of water resesiand the discharge of wastewater. Our polity é®@mply with all such legal requirements.
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Schedule 8.23
To
Loan and Security Agreement
Employee Matters

We have 37 fulime employees, as follows: three in general mamage, nine in sales and marketing support, sixdmia and operations a

19 in production. We employ additional people qmaatime basis as needed. We have never participatadollective bargaining agreem
We believe that the relationship with our employisegood.

There are no written employment agreements withadrour officers or key employees In the event she of Reed, Inc., should Mr. Jam
Linesch’s employment terminate during the firsti@nths after the sale, he will be entitled to thremths severance.
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Schedule 8.23
To
Loan and Security Agreement
Employee Matters

We have 32 fulime employees, as follows: three in general mameage, ten in sales and marketing support, fivedimia and operations a

16 in production. We employ additional people qmaatime basis as needed. We have never participatadollective bargaining agreem
We believe that the relationship with our employisegood.
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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 referanctihe previously filed Registration StatementR#éed’s, Inc. on Form 8-(SEC Fil
Number 33-157-359) which was filed with the Commission on Febyukr, 2009 of our report, dated March 17, 2010 eaping in the annu
report on Form 10K for the years ended Decembe?@09 and 2008.

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

Los Angeles, California
March 30, 2010



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 Forn-K of Reecs Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgit&te a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statement$ oéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this
report;

4. The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contanld procedures (i

defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and piwres, or caused such disclosure controls and guoes to be designed under
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, paftidy during the period in which this report isifige prepared

Designed such internal control over financial réjpgr or caused such internal control over finah@aorting to be
designed under my supervision, to provide reasenafdurance regarding the reliability of financggorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprincipals;

Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntbd report our conclusio
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; an

Disclosed in this report any change in the regid's internal control over financial reporting thatooed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annyabrig that has material
affected, or is reasonably likely to materiallyeaff, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evatuatimternal control over financial
reporting to the registrant’s auditors and the acoinmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a. All significant deficiencies and materia@aknesses in the design or operation of internatals over financial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

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

Date: March 30, 201( /sl Christopher J. Ree

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 Forn-K of Reecs Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgit&te a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

3. Based on my knowledge, the financial statement$ oéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdthe periods presented in this
report;

4. The registrar's other certifying officer and | are responsibledetablishing and maintaining disclosure contanld procedures (i

defined in Exchange Act Rules 13a-15(e) and 15&))3(nd internal control over financial reportirag @defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and piwres, or caused such disclosure controls and guoes to be designed under
our supervision, to ensure that material infornratielating to the registrant, including its condatied subsidiaries, is made
known to us by others within those entities, paftidy during the period in which this report isifige prepared

Designed such internal control over financial réjpgr or caused such internal control over finah@aorting to be
designed under my supervision, to provide reasenafdurance regarding the reliability of financggorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprincipals;

Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntbd report our conclusio
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; an

Disclosed in this report any change in the regid's internal control over financial reporting thatooed during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annyabrig that has material
affected, or is reasonably likely to materiallyeaff, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evatuatimternal control over financial
reporting to the registrant’s auditors and the acoinmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a. All significant deficiencies and materia@aknesses in the design or operation of internatals over financial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

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

Date: March 30, 201( /sl James Linesc

James Linesch
Chief Financial Officer
(Principal Financial Officer



EXHIBIT 32.1
CERTIFICATION OF CHIEF EXECUTIVE 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 10fReed’s, Inc., a Delaware corporation (the “Comyafor the year ended
December 31, 2009, as filed with the SecuritieslExchange Commission on the date hereof (the “R8p@hristopher J. Reed, Chief
Executive Officer of the Company, hereby certifipsrsuant 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 faphesents, in all material respects, the finanaaldition and results of operations of

the Company.

REELC'S, INC.

Date: March 30, 2010 By: /s/ Christopher J. Reed

Christopher J. Ree
Chief Executive Office



EXHIBIT 32.2

CERTIFICATION OF CHIEF FINANCIAL 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 10fReed’s, Inc., a Delaware corporation (the “Comyafor the year ended

December 31, 2009, as filed with the SecuritiesExchange Commission on the date hereof (the “R8pdames Linesch, Chief Financial
Officer of the Company, hereby certifies, pursuant8 U.S.C. § 1350, as adopted pursuant to 89@iGeobarbanes-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 faphesents, in all material respects, the finanaaldition and results of operations of
the Company.

REELC'S, INC.

Date: March 30, 2010 By: /s/James Linesch

James Linesc
Chief Financial Officer
(Principal Financial Officer



