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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS AND INFORMATION

This Annual Report on Form 10-K (“Annual Reportthe other reports, statements, and information weahave previously filed
that we may subsequently file with the Securitied Bxchange Commission (“SECahd public announcements that we have previoushe
or may subsequently make include, may include, ripm@te by reference or may incorporate by referetgrtain statements that may
deemed to be forward-looking statements. The fa@oking statements included or incorporated byregfee in this Annual Report and th
reports, statements, information and announcenaausess activities, events or developments that’Reic. (together with its subsidiar
hereinafter referred to as “we,” “us,” “our” or “B@’s”) expects or anticipates will or may occur in theufat Any statements in this docurr
about expectations, beliefs, plans, objectivesyraptions or future events or performance are nstotical facts and are forwatdeking
statements. These statements are often, but nayslwnade through the use of words or phrasesaitimay,” “should,” “could,” “predict,”
“potential,” “believe,” “will likely result,” “expect,” “will continue,” “anticipate,” “seek,” “estimg,” “intend,” “plan,” “projection,” “would”
and “outlook,” and similar expressions. Accordingly, these stateamévolve estimates, assumptions and uncertaintidich could cau:
actual results to differ materially from those esgmsed in them. Any forwaldoking statements are qualified in their entireyyreference to tt
factors discussed throughout this document. AlvBddooking statements concerning economic conditiostgs of growth, rates of income
values as may be included in this document aredbasénformation available to us on the dates naaed we assume no obligation to up
any such forward-looking statements.

” o« " ” o LTS

The risk factors referred to in this Annual Repmtild cause actual results or outcomes to diffeerialy from those expressed in
forward-looking statements made by us, and you lshoot place undue reliance on any such forwardtitgp statements. Any forwardoking
statement speaks only as of the date on whichritdde and we do not undertake any obligation tatgdny forwardeoking statement
statements to reflect events or circumstances #iftedate on which such statement is made or tectehe occurrence of unanticipated eve
New factors emerge from time to time, and it is possible for us to predict which will arise. Inditbn, we cannot assess the impact of
factor on our business or the extent to which amstdr, or combination of factors, may cause acteallts to differ materially from tho
contained in any forward-looking statements.

Management cautions that these statements ardigdiddly their terms and/or important factors, mariywhich are outside of o
control, involve a number of risks, uncertaintiexl eother factors that could cause actual results erents to differ materially from t
statements made, including, but not limited to,ftilwing risk factors.

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

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

«  Competitive products and pricing pressures andhbility to gain or maintain its share of saleshia marketplace,
«  The introduction of new products,

« Our being subject to a broad range of evolving faletate and local laws and regulations includhmgse regarding the labeling
safety of food products, establishing ingredierdigieations and standards of identity for certaind® environmental protections,
well as worker health and safety. Changes in these and regulations could have a material effecth@ way in which we produ
and market our products and could result in inGdapsts,

« Changes in the cost and availability of raw matergand the ability to maintain our supply arrangateeand relationships and proc
timely and/or adequate production of all or anypof products,

«  Our ability to penetrate new markets and maintaiexpand existing markets,
« Maintaining existing relationships and expanding diistributor network of our products,
«  The marketing efforts of distributors of our protijenost of whom also distribute products thatcampetitive with our products,

« Decisions by distributors, grocery chains, spegielftain stores, club stores and other customedstontinue carrying all or any of ¢
products that they are carrying at any time,

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

« Changes in product category consumption,



«  Economic and political changes,
«  Consumer acceptance of new products, including tast comparisons,
« Possible recalls of our products, and

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

Although we believe that the expectations refledtedhe forwardlooking statements are reasonable, we cannot gtegrdatur
results, levels of activity, performance, or ackieents.




PART |
Iltem 1. Business
Background

We develop, manufacture, market and sell naturataiooholic carbonated soft drinks and “New Adeverages, candies and
creams. “New Age Beverages” is a category thauthe$ natural soda, fruit juices and fruit drinlesgdy-todrink teas, sports drinks and wa
We currently manufacture, market and sell six uaigtoduct lines:

+ Reed’s Ginger Brews,

« Virgil's Root Beer, Cream Sodas, Dr. Better andIR&#a, including ZERO diet sodas,
« China Colas,

+ Reed’'s Ginger Chews,

» Reed’s Ginger Ice Creams,

« Sonoma Sparkler Sparkling Juices,

In addition, we have a growing private label busge

We sell most of our products in specialty gournmet aatural food stores (estimated at approximaté®0 smaller or specialty sto
and approximately 3,000 supermarket format stomg)ermarket chains (estimated at approximatel@0rsliores), retail stores and restaul
in the United States and, to a lesser degree, ma@® Europe and other international territord& primarily sell our products througl
network of natural, gourmet and independent distats. We also maintain an organization ohouse sales managers who work mainly it
stores serviced by our natural, gourmet and ma&astrdistributors and with our distributors.

We produce and cpack our products in part at our facility in Los dgeetes, California, known as the Brewery, and prilyaat €
contracted co-packing facility in Pennsylvania. Tdoepack facility in Pennsylvania supplies us with s@idaducts for the eastern half of
United States and nationally for soda productsweatio not produce at The Brewery.

Key elements of our business strategy include:

« increase our relationship with and sales to therapmately 10,500 supermarkets that carry our petslin natural ar
mainstream,

« stimulate consumer demand and awareness for ostirgxbrands and products,

« develop additional alternative and natural bevetageds and other products, including specialtykagitnng and alternati
uses for our products, such as our new nause# petiduct,

« develop and produce private-label products forcsedlastomers,

« lower our cost of sales for our products, and

« optimize the size and focus of our sales force amage our relationships with distributors and tetatlets.

Our current sales effort is focused on building business in our approximately 10,500 natural aathstream supermarket accot
in the U.S. and Canada.

We create consumer demand for our products by:
» supporting in-store sampling programs of our prasiuc
« generating free press through public relations,
« advertising in store publications,
« maintaining a company website (www.reedsgingerizem),
« participating in large public events as sponsansd; a
« partnering with alcohol brands such as Dewar’s Badardi to create co-branded cocktail recipes aglDewars anc
Reeds” and a “Reed’s Dark and Stormy.”




Our principal executive offices are located at IB@buth Spring Street, Los Angeles, California 9d006ur telephone number
(310) 2179400. Our Internet address is (www.reedsgingerto@w). Information contained on our website or tisadccessible through ¢
website should not be considered to be part ofAhisual Report.

Historical Development

Reeds Original Ginger Brew was created in 1987 by QGbphker J. Reed, our founder and Chief Executivéc®ff and was introduc
to the market in Southern California stores in 1989 1990, we began marketing our products thrdugited Natural Foods (UNFI), and ot
natural food distributors and moved our productma larger facility in Boulder, Colorado.

In 1991, we incorporated our business operatiorthenstate of Florida under the name of Originavdage Corporation and mo\
all of our production to a co-pack facility in Paytvania. Throughout the 1930’we continued to develop and launch new Gingem
varieties. Reed’ Ginger Brews reached broad placement in naturdl gourmet foods stores nationwide through UNFI atiter majo
specialty, natural/gourmet and mainstream foodtswrage distributors.

In 1997, we began licensing the products of ChimdaGnd eventually acquired the rights to that pobdn 2000. In 1999, v
purchased the Virgi¥ Root Beer brand from the Crowley Beverage Compamy2000, we moved into an 18,000 square footelvans
property, the Brewery, in Los Angeles, Califorrti@,house our west coast production and warehowsliéyfa The Brewery now also serves
our principal executive offices. In 2001, pursugmta reincorporation merger, we changed our sthtemcorporation to Delaware and &
changed our name to Reed’s, Inc.

On December 12, 2006, we completed the sale o000 shares of our common stock at an offeringepoif $4.00 per share in «
initial public offering. The public offering resell in gross proceeds of $8,000,000. Following ghblic offering, we expanded sales
operations dramatically, initially using a diretore delivery strategy in Southern California, @omith other regional independent direct s
distributors (DSD). The relationships with DSDivere supported by our sales staff. In 2007, aiged a net of $7,600,000 in a pri
placement. We re-focused our sales strategy toiredte company direct store delivery sales andxfzaed sales to DSB’and natural foc
distributors on a national level. We also startellirgy directly to supermarket grocery stores, Whitas become a significant portion of
business today.

We continually introduce new products and line egiens, such as our Virgd'diet line of ZERO beverages introduced in 201d
Dr. Better and Extra Light 55 Calories in 2011. Wenmenced offering private label products in 2@ increased that business significe
in 2011.

Industry Overview

We offer natural premium carbonated soft drinks BESwhich are a growing segment of the $10 billi@SD marke
nationwide. Within natural food store markets, are among the topelling natural soft drinks. This market is steaayg growing. We al:
sell in major grocery chains nationally. The trandgrocery stores is to expand offerings of ndtgraducts and we have the scale
capability to develop these direct customer refeiops.

Our Products

We currently manufacture and sell 20 beveragesgetbandies and three ice creams. We make all opramgiucts using premium all-
natural ingredients. Our primary brands are ourd®eginger brew line and our Virgd' line of root beer and other products. Our c
products, include Reed’s Crystallized Ginger Caadgt Reed Chews, represent a lesser portion of revenueg\er, the products are popt
and sales are expanding. We also sell gingerrgant.




Reecs Ginger Brews

Ginger ale is the oldest known soft drink. Beforedern soft drink technology existed, nalcoholic beverages were brewed at h
directly from herbs, roots, spices, and fruits.e3& handcrafted brews were then aged like winéhayidy prized for their taste and their tol
health-giving properties. Reedd’Ginger Brews are a revival of this home brewing and we make them with care and attentio
wholesomeness and quality, using the finest freshd) roots, spices, and fruits. Our expert breasters brew each batch and age it with |
pride.

We believe that Reed’s Ginger Brews are uniqueh@irtkettle brewed origin among all mass-marketeftl drinks. Reed Ginge
Brews contain between 8 and 26 grams of fresh giimgevery 12eunce bottle. We use no refined sugars as sweste@er products difft
from commercial soft drinks in three particular &weristics: sweetening, carbonation and colofarggreater adult appeal. Instead of u:
injected-based carbonation, we produce our carmmaiaturally, through slower, beeriented techniques. This process produces sn
longer lasting bubbles that do not dissipate rgpiwhen the bottle is opened. We do not add cajprifihe color of our products con
naturally from herbs, fruits, spices, roots andési

In addition, since Reed’ Ginger Brews are pasteurized, they do not reqoireontain any preservatives. In contrast, mc
commercial soft drinks generally are produced usiatural and artificial flavor concentrates prepaby flavor laboratories, tap water, i
highly refined sweeteners. Typically, manufactumaiake a centrally processed concentrate that evilll litself to a wide variety of situatio
waters and filling systems. The final product engrally coldfilled and requires preservatives for stabilityol@s are added that are eit
natural, although highly processed, or artificial.

Our Reed'’s line contains the following products:

« Reecs Original Ginger Brewwas our first creation, and is a Jamaican recipéidonemade ginger ale using 17 grams of 1
ginger root, lemon, lime, honey, fructose, pineappkerbs and spices. Reed’s Original Ginger Bre20% fruit juice.

+ Ree(s Extra Ginger Brews the same approximate recipe, with 25 gramsesffiginger root for a stronger bite. ReeBktre
Ginger Brew is 20% fruit juice.

« Ree(s Premium Ginger Brevis sweetened only with honey and pineapple juieed® Premium Ginger Brew is 20% fr
juice.

» Ree(s Raspberry Ginger Brews brewed from 17 grams of fresh ginger root, raspbjuice and lime. Reesl’Raspber
Ginger Brew is 20% raspberry juice.

» Ree(s Spiced Apple Brewses 8 grams of fresh ginger root, the finest@atman apple juice and such apple pie spic
cinnamon, cloves and allspice. Reed’s Spiced ABpéav is 50% apple juice.

+ Reecs Cherry Ginger Brews naturally brewed from 22 grams of fresh gingeaty cherry juice from concentrate and spices.

« Ree(s Natural Energy Elixir, an energy drink infused with all natural ingredg designed to provide consumers wi
healthy and natural boost to energy levels

» Ree(s Nausea Reliefhased on our Ginger Brews with added B vitaminghBpnger and B vitamins have been studiet
their effectiveness in combating nausea.




Virgil’'s Root Beer

Virgil's is a premium root beer. We use abtural ingredients, including filtered water, wdthed cane sugar, anise from Sj
licorice from France, bourbon vanilla from Madagasecinnamon from Sri Lanka, clove from Indonesiimtergreen from China, sweet bi
and molasses from the southern United States, mutram Indonesia, pimento berry oil from Jamaicashm oil from Peru and cassia oil fr
China.We collect these ingredients worldwide and gathent together at the brewing and bottling facilities use in the United States .
Germany. We combine and brew these ingredients ruattiet specifications and finally heat-pasteuriegil’ s Root Beer, to enst
quality. We sell Virgil’'s Root Beer in three pagiag styles: 12-ounce bottles in a four-pack, acepeswing-lid style pint bottle and alber
self-tapping party keg.

In addition to our Virgil's Root Beer, we also affiae following products under our Virgil’s brand:

» Virgil's Cream Soda

« Virgil's Orange Cream Soda.

» Virgil's Black Cherry Cream Soda

« Virgil's Real Cola

«  Virgil's Dr. Better

« Virgil' s ZERO line, including Root Beer, Cream Soda, Radh, Dr. Better and Black Cherry Cream Soda. ZEIRO line
is naturally sweetened with Stevia.

« Virgil's juice beverages, including Clementine, Bledemonade and Pomegranate

We have other popular brands that currently hawitdd distribution, including China Cola, Sonomaa8ger and Flying Cauldrc
Butterscotch Beer. We are continually developiag ibrands and products.

Private Label Product

We design and manufacture drinks for private lastomers in our Los Angeles Brewery. We are d@gparflavor development a
in matching existing products in the market. Weealep the recipe and may design the label and®btiitle style. We do not private label
of our own branded product recipes. Private labhahufacturing is different than copacking, as wédbthe products and purchase
ingredients. The customer is purchasing a finigthvediuct, not a copacking service.

Our private label products have been primarily kloag juices, waters and teas. We develop thecgsufor glass and ingredients.
have a variety of packaging options, including sial bottles, foil capsules and various label type

New Product Development
We are always working on ideas and products toicoatexpanding our Reed’s Ginger Brews, Virgil'squct line, Reed Ginger Ic
Cream, and Reed’s Ginger Candy product lines anllgafng styles. Among the advantages of our gedfrated Brewery are the flexibility

try innovative packaging and the capability to ekpent with new product flavors at less cost to operations or capital.

Our private label products require continual prddigvelopment. We are able to be nimble and intieeaproducing new products
a short amount of time.




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 prodactsour private label
products, and

« a packing, or co-pack, facility in Pennsylvania @isupplies us with product we do not produce a Bhewery. The cacke
assembles our products and charges us a fee, tghgrehe case, for the products they produce.

We follow a “fill as needed” manufacturing model toe best of our ability and we have no significémaicklog of orders.
Substantially all of the raw materials used in pheparation, bottling and packaging of our prodwts purchased by us or by our cont
packers in accordance with our specifications. Re€dystallized Ginger is made to our specificasiom Fiji. Reeds Ginger Candy Chews
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 siepp As a general policy, we pick ingredientghe development of our products that t
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 willdiéde to keep up with increased production demavtsbelieve that the Brewe
has ample capacity to handle increased West Coastdss. To the extent that any significant inaeéadusiness requires us to suppleme
substitute our current goackers, we believe that there are readily availalernatives, so that there would not be a smif delay ¢
interruption in fulfilling orders and delivery ofuo products. In addition, we do not believe thatvgh will result in any significant difficulty «
delay in obtaining raw materials, ingredients aidned product that is repackaged at the Brewery.

Our Primary Markets

We target a niche in the estimated $60 billion oamgied and nomparbonated soft drink markets in the US, Canada
International. Our brands are generally regardegramium and natural, with upscale packaging aedl@sely defined as the artisa
premium bottled carbonated soft drink category.

The soft drink industry is highly fragmented aneé trtisanal soft drink category consists of suampetitors as, Henry Weinhar
Thomas Kemper, Hansen's, 1zze, Boylans and Jordss 8oname a few. These brands have the advaotdgeng seen widely in the natio
market and being commonly known for years througiil-funded ad campaigns. Despite our products havingadively high price for &
artisanal premium beverage product, no mass meldiartising and a relatively small but growing presein the mainstream market compi
to many of our competitors, we believe that restdtdate demonstrate that Reed's Ginger Brews ami'$ sodas are making strong inro
and market share gains against some of the largedb in the market.

We sell the majority of our products in the natuadd store, mainstream supermarket chains ands&eite locations, primarily
the United States and, to a lesser degree, in @aavad| Europe.




Natural Food Stores

Our primary and historical marketing and distribatisource of our products has been natural foodgandmet stores throughout
US. These stores include Whole Foods Market, Trdde's, Sprouts, Sunflowers, Earth Fare, New $safast to name a few. Our brands
also sold in gourmet restaurants and delis natidewWith the advent of large natural food storeailch and specialty merchants, the na
foods segment continues to grow each year, helpiglghe continued growth of our brands.

Mainstream Supermarkets and Retailers

We also sell our products to direct store delivdigtributors (DSD) who specialize in distributingdaselling our products directly
mainstream retail channels, natural foods, andialpgcetail stores. Our brands are further sdtgatly to some retailers who require that
sell directly to their distribution centers sintey have developed their own logistics capabilitiEgamples of chains that fall into the "dire
category are retailers such as, Costco, Trades,kmhe Whole Foods Market Regions, and Kroger.

Supermarkets, particularly supermarket chains andhiment local/regional chains, often impose shgttfees in order to gain sh
presence within their stores. These fees can foetgted to be paid on@me only or in installments. We pursue broad dasktting ir
supermarket chains throughout the US and to arelesree, in Canada. However, our local and nalisales team has been able to plac
products without having to pay significant slottifrgm time to time. Slotting fees for new item gdanents on average have cost anyw
between $10 to $150 per store, per new item.

Food Service Placement

We also market our beverages to industrial cafetgicorporate feeders), and to on premise barsemtaurants. As our business continu
mature, we intend to place our beverages in staglisport arenas, concert halls, theatres, and othieral centers as longrm marketing ar
pouring relationships are developed within thisibeiss segment.

International Sales

We have developed a limited market for our prodiuttSanada, Europe and Asia. Sales outside of Nemtlerica currently represent less t
1% of our total sales. Sales in Canada represenittdh3% of our total sales. We are currently arialty our international sales and marke
plan. Our analysis will explore options that maglirde outsourcing the international sales efforthiad or related parties. We have an ex
company that orders our products on a regular Hasislistribution in Japan. We are holding preliany discussions with other trad
companies and import/export companies for theibigion of our products throughout Asia, Europe &uith America. We believe that th
areas are a natural fit for Reedjinger products, because of the importance afegim International, but especially the Asian @dietl nutritior
Recently, we launched into the South African maleete and Israel. Both of these markets are shoaémly signs of success.

Distribution, Sales and Marketing

We currently have a national network of mainstreaatural and specialty food distributors in the tddiStates and Canada. We sell direct
our distributors, who in turn sell to retail star®ge also use our own internal sales force andpeddent sales representatives to promot
products for our distributors and direct salesuo retail customers. One of the main goals of @alesand marketing efforts is to increase !
and grow our brands. Our sales force consistsghitdield sales representatives and four interglginharketing sales representatives. Gene
our sales managers are responsible for all aeivitelated to the sales, distribution and marketihngur brands to our entire distributor i
retail partner network in North America. We distrie our products primarily through several natiomatural foods distributors and
increasing number of regional mainstream DSD diistdrs. We have entered into agreements with safneeir distributors that commit us
“"termination fees" if we terminate our agreememtdyeor without cause. These agreements call forcostomer to have the right to distrik
our products to a defined type of retailer withidedined geographic region. As is customary inlibeerage industry, if we should terminate
agreement or not automatically renew the agreementyould be obligated to make certain paymentsutocustomers. We have no plan
terminate or not renew any agreement with any of austomers. We also offer our products and pranat merchandise directly
consumers via the Internet through our websitew.reedsgingerbrew.com.




Marketing to Distributors

We market to distributors using a number of marigstrategies, including direct solicitation, telhketing, trade advertising and trade s
exhibition. These distributors include natural fogdurmet food, and mainstream distributors. Ouwtritiutors sell our products directly
natural food, gourmet food and mainstream superetafior sale to the public. We maintain direct eshtvith our distributor partners throt
our inhouse sales managers. From time to time and i limited markets, when use of our own sales fascaot cost effective, we w
utilize independent sales brokers and outside septatives.

Marketing to Retail Stores

The primary focus of our sales efforts is superradales. We have a small highly trained salesefthat is directly contacting superma
chains and setting up promotional calendars. Iritiatid we market to retail stores by utilizing teadhows, trade advertising, telemarke
direct mail pieces and direct contact with the estddur sales managers and representatives visié tregail stores to sell directly in m:
regions. Sales to retail stores are coordinatexutir our distribution network and our regional wemeses.

Competition

The beverage industry is highly competitive. Thiagpal areas of competition are pricing, packagitigyvelopment of new products and flay
and marketing campaigns. Our products compete avitide range of drinks produced by a relativelgéanumbeiof manufacturers. Most
these brands have enjoyed broad, well-establislatidral recognition for years, through wéllhded ad and other branding campaign
addition, the companies manufacturing these pradgenerally have greater financial, marketing amstridution resources than °
do. Important factors affecting our ability to cpete successfully include taste and flavor of potslutrade and consumer promotions, r
and effective development of new, unique cuttingeedroducts, attractive and different packagingntled product advertising and pricing.
also compete for distributors who will concentrate marketing our products over those of our compesti provide stable and relia
distribution and secure adequate shelf space &il @mitlets. Competitive pressures in the soft kigategory could cause our products ti
unable to gain or to lose market share or we cemfierience price erosion. We believe that ourvative beverage recipes and packaging
use of premium ingredients and a trade secret bgeptiocess provide us with a competitive advangagkthat our commitments to the higl
quality standards and brand innovation are keysitasuccess.

Proprietary Rights

We own trademarks that we consider material tobmsiness. Three of our material trademarks arestezgid trademarks in the U
Patent and Trademark Office: Virgil's ®, Reed’s gimial Ginger Brew All-Natural Jamaican Style Gingde ® and Tianfu China Natur
Soda ®.Registrations for trademarks in the United Stati#ldagt 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 useddrgur material trademarks in the Uni
States. We intend to obtain international regigiraof certain trademarks in foreign jurisdictions.

In addition, we consider our finished product ar@haentrate formulae, which are not the subject mf patents, to be tra
secrets. Our brewing process is a trade sectds process can be used to brew flavors of beverateer than ginger ale and ginger beer,
as root beer, cream soda, cola, and other spicérahtbeverages. We have not sought any patemtsuo brewing processes because we w
be required to disclose our brewing process inmatpplications.

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




Government Regulation

The production, distribution and sale in the Unifdtes of many of our Compasyproducts are subject to the Federal Food, |
and Cosmetic Act, the Federal Trade Commission thetLanham Act, state consumer protection lawggri, 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.

A California law requires that a specific warningpaar on any product that contains a componemtliby the State as having b
found to cause cancer or birth defects. The lavosep all food and beverage producers to the pbssitfi having to provide warnings on th
products. This is because the law recognizes ncergly applicable quantitative thresholds below athia warning is not require
Consequently, even trace amounts of listed compgensan expose affected products to the prospewtaofiing labels. Products contain
listed substances that occur naturally or thatcargributed to such products solely by a municipater supply are generally exempt from
warning requirement. No Company beverages prodtaresile in California are currently required temlay warnings under this law. We
unable to predict whether a component found in en@any product might be added to the Californiailisthe future, although the state
initiated a regulatory process in which caffeindl e evaluated for listing. Furthermore, we arsoalinable to predict when or whether
increasing sensitivity of detection methodologyt timay become applicable under this law and releggdlations as they currently exist, o
they may be amended, might result in the deteaifaan infinitesimal quantity of a listed substarigea beverage of ours produced for sa
California.

Bottlers of our beverage products presently offedl ase nonrefillable, recyclable containers in théted States and various ot
markets around the world. Some of these bottlexs affer and use refillable containers, which dse aecyclable. Legal requirements appl
various jurisdictions in the United States and egas requiring that deposits or certain ecotaxdses be charged for the sale, marketing
use of certain nonrefillable beverage containehe frecise requirements imposed by these measangsQther types of beverage container-
related deposit, recycling, ecotax and/or prodtetardship statutes and regulations also apphaiious jurisdictions in the United States
overseas. We anticipate that additional, similgaleequirements may be proposed or enacted ifuthee at local, state and federal levels,
in the United States and elsewhere.

All of our facilities and other operations in thenitéd States are subject to various environmentakeption statutes and regulatic
including those relating to the use of water resesirand the discharge of wastewater. Our polity omply with all such legal requiremel
Compliance with these provisions has not had, aedde not expect such compliance to have, any naatadverse effect on our cap
expenditures, net income or competitive position.

Environmental Matters

Our primary cost environmental compliance activgtyn recycling fees and redemption values. Weraggiired to collect redempti
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 22 full-time employees on our corporate staff, as follo8ve1 general management, 14 in sales and markstipgort, an
5 in administration and operations. We also h&/@r®duction employees that work both full and pane. We employ additional people o
parttime basis as needed. We have never participatadollective bargaining agreement. We believettarelationship with our employe
is good.




Iltem 2. Property

We lease a facility of approximately 43,000 squaegt, which serves as our principal executive eBjcour West Coast Brewery
bottling plant and our Southern California wareleftaility. Approximately 30,000 of the total spds leased under a lontgrm lease expirir
in 2024. We also lease a warehouse of approxisna&000 square feet under a tyear lease expiring in 2012 and a warehouse of0T
square feet on a month to month basis.

Iltem 3. Legal Proceedings

From time to time, we are a party to claims anélggoceedings arising in the ordinary course diess. Our management evalu
our exposure to these claims and proceedings ohaiMiy and in the aggregate and provides for p@klusses on such litigation if the amao
of the loss is estimable and the loss is probable.

From August 3, 2005 through April 7, 2006, we igbl833,156 shares of our common stock in conneatitth our initial public
offering. These securities represented all of theres issued in connection with the initial puldftering prior to October 11, 2006. Th
shares issued in connection with the initial publifering may have been issued in violation of @itRederal or State securities laws, or |
and may be subject to rescission.

On August 12, 2006, we made a rescission offerllthiaders of the outstanding shares that we beliake subject to rescissi
pursuant to which we offered to repurchase theaseshthen outstanding from the holders. At therexipin of the rescission offer on Septen
18, 2006, the rescission offer was accepted byf 3Repofferees to the extent of 28,420 shares ficaggregate of $119,000, including statu
interest. The shares that were tendered for résnisgere agreed to be purchased by others andomtdur funds.

Federal securities laws do not provide that a ssgmi offer will terminate a purchaseright to rescind a sale of stock that was
registered as required or was not otherwise exéropt such registration requirements. With respedht offerees who rejected the rescis
offer, we may continue to be liable under federal atate securities laws for up to an amount etgudie value of all shares of common s
issued in connection with the initial public offegi plus any statutory interest we may be requicegay. If it is determined that we offe
securities without properly registering them unfideral or state law, or securing an exemption fregistration, regulators could imps
monetary fines or other sanctions as provided utidese laws. However, we believe the rescissioer giffovides us with additional meritoric
defenses against any future claims relating toetlsésires.

Except as set forth above, we believe that theeenar material litigation matters at the currentetimlthough the results of st
litigation matters and claims cannot be predictdth wertainty, we believe that the final outcomeso€h claims and proceedings will not ha
material adverse impact on our financial positiaidity or results of operations.

Item 4. Mine Safety Disclosures

Not applicable.




PART Il
Item 5. Market for Common Equity and Related Stakholder Matters

Our common stock is listed for trading on the NASDACapital Market trading under the symbol “REEDThe following is
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, 2010
First Quarter $ 244 3% 1.27
Second Quarter 3.0¢ 1.62
Third Quarter 2.2t 1.6%
Fourth Quarter 2.4¢€ 1.8¢
Sales Price
High Low
Year Ending December 31, 2011
First Quarter $ 3.0 % 1.9t
Second Quarter 2.2¢ 1.74
Third Quarter 2.1C 1.61
Fourth Quarter 1.7¢€ 1.11

As of December 31, 2011, there were approximat@y ockholders of record of the common stock (noluding the number
persons or entities holding stock in nominee aeftname through various brokerage firms) and aqpedely 10,885,833 outstanding shi
of common stock.

Unregistered Sales of Equity Securities

During the fiscal year ended December 31, 2011lissged the following equity securities that wereegjistered under the Securi
Act:

« Weissued 72,873 shares of common stock in exchang®nsulting and legal services. The valuehefdtock was based on 1
closing price of the stock on the issuance or ajup®n date. The total value of shares issueddniices was $146,000. The shares
were issued pursuant to exemption from registratiotler Section 4(2) of the Securities #

Dividend Policy

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

We are obligated to pay a neomulative 5% dividend from lawfully available asst the holders of our Series A preferred stod
$0.13 per share per quarter on our Series B pegfestock in either cash or additional shares ofrnomstock at our discretion. In 2011
2010, we paid dividends on our Series A prefertegksin an aggregate of 11,455 and 11,211 share®mimon stock in each such yi
respectively, and anticipate that we will be obigghto issue at least this many shares annuallyetdolders of the Series A preferred stoc
long as such shares are issued and outstandi2@1h we accrued $50,000 of dividends on our onlitey Series B shares and paid $6,0(
dividends by issuing 3,394 shares of our commockstoln 2011, we accrued $42,000 of dividends enautstanding Series B shares and
$3,000 of dividends by issuing 2,708 shares ofcounmon stock.
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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 &®®,000 shares of common stock under our 200dkSdption Plan, and we ¢
authorized to issue options to purchase up to 108@0shares of common stock under our 2007 Stodlo@Plan. On August 28, 2001,
board of directors adopted the 2001 Stock OptianRInd the plan was approved by our stockhold@rs.October 8, 2007, our board
directors adopted the 2007 Stock Option Plan aagtan 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 thcentive stoc
options” within the meaning of Section 422 of titeinal Revenue Code or “non-qualified stock oidrThe primary difference betwe
“incentive stock options” and “non-qualified stooktions” is that once an option is exercised, ttoeks received under arinftentive stoc
option” has the potential of being taxed at the enfavorable long-term capital gains rate, whilecktoeceived by exercising a “naqualifiec
stock option” is taxed according to the ordinargame tax rate schedule.

The plans are currently administered by the bodrdiieectors. The plan administrator has full anaF authority to select tl
individuals to receive options and to grant suctioms as well as a wide degree of flexibility inelenining the terms and conditions of optic
including vesting provisions.

The exercise price of an option granted under tae gannot be less than 100% of the fair markatesgler share of common stock
the date of the grant of the option. The exerpidee of an incentive stock option granted to asperowning more than 10% of the ti
combined voting power of the common stock must bkeast 110% of the fair market value per shareafmon stock on the date of
grant. Options may not be granted under the pteorafter the tenth anniversary of the adoptiothefplan. Incentive stock options grante
a person owning more than 10% of the combined gaqiimwer of the common stock cannot be exercisallenbre than five years.

When an option is exercised, the purchase prighefunderlying stock will be paid in cash, excdpttthe plan administrator rr
permit the exercise price to be paid in any comimnaof cash, shares of stock having a fair makkadtie equal to the exercise price, 0
otherwise determined by the plan administrator.

If an optionee ceases to be an employee, direstocpnsultant with us, other than by reason of ldedisability, or retirement, :
vested options must be exercised within three nwfaliowing such event. However, if an optioreeemployment or consulting relations
with us terminates for cause, or if a director afis removed for cause, all unexercised optioifistevminate immediately. If an option
ceases to be an employee or director of, or a ¢@msuo us, by reason of death, disability, oireshent, all vested options may be exerc
within one year following such event or such shoperiod as is otherwise provided in the relateccament.

When a stock award expires ortésminated before it is exercised, the sharesssdedor that award are returned to the pool ofex
available for future awards.

No option can be granted under the plan after earsg/following the earlier of the date the plan wdepted by the board of direct
or the date the plan was approved by our stockhelde

2010 Incentive Stock Plan and 2010-2 Incentive Sto®lan

We are authorized to issue up to an aggregate ®@0@5shares of common stock t@mployees, officers, directors, consulte
independent contractors, advisors, or other semiogiders to Reed’s under our 2010 Incentive Stetdn and 201@- Incentive Stock Pl:
(collectively, the “2010 Plans”). The 2010 IncemrtiStock Plan was adopted by our board of direaar§larch 31, 2010; the 20Iincentive
Stock Option Plan was adopted on May 5, 2010. ZUid Plans are administered by a committee of dlaecbof directors. The plan commit
may from time to time, and subject to the provisiaf the plan and such other terms and conditisrth@ plan committee may prescribe, g
to any eligible person one or more shares of comstook of Reed ("Award Shares"). The grant of Award Shares angof the right t
receive Award Shares shall be evidenced by eitheritten consulting agreement or a separate wriggreement confirming such gre
executed by Reed’and the recipient, stating the number of Awardr& granted and stating all terms and conditidrsich grant. Durin
2010, 72,025 shares of common stock were issuedruthé 2010 Plans, and in 2011 there were no additishares issued under the Z
Plans.
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Equity Compensation Plan Information

The following table provides information, as of Retber 31, 2011, with respect to equity securitigh@ized for issuance unt
compensation plans:

Number of
Securities
Remaining
Available for
Future
Issuance
Number of Under Equity
Securities to be Compensation
Issued Upon Weighteo- Plans
Exercise. of Average (excluding
Outstandmg Exercise Pr_lce securities
Options, of Outstanding .
Warrants and Options, reflected in
Rights Warrants and Column(a))
Plan Category (@) Rights (b) (c)
Equity compensation plans approved by securitydrsld 1,172,000 $ 1.5t 828,00(
Equity compensation plans not approved by sechutgiers 2,006,871 $ 4.32 -
TOTAL 3,178,87' $ 3.3C 828,00(

Item 6. Selected Financial Data

As a smaller reporting company, Reed’s is not negliio provide the information required by thigmité.

Item 7. Management’s Discussion and Analysis of Financial @dition and Results of Operations

The following discussion and analysis of our finahcondition and results of operations should lad in conjunction with ol
financial statements and the related notes appeeagisewhere in this Annual Report. This discusaimhanalysis may contain forwelooking
statements based on assumptions about our futwsimdms. Our actual results could differ materidhgm those anticipated in these forward-
looking statements as a result of certain factorsluding but not limited to those set forth undRisk Factors” and elsewhere in this Anni
Report.

Overview

We continued to experience significant increasesales of our branded products in 2011, and weipate that those increases will conti
into 2012. Our gross margin on sales of brandediywots and private label products improved in 2Cdrld we feel that the gross mail
percentage will remain constant in 2012, with iasiag sales. Our branded sales increases arendriveew distributor relationships in F
regions, as well as expanded sales to our direstbomers. Private label opportunities are humeemgsour capabilities are increasing, so
we can accommodate growth in this segment of oaimless. We have adequate capital for our exiftirginess and we are increasing me
contribution without significant increases in ogerg and sales costs.
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Results of Operations
Year ended December 31, 2011 Compared to Year ebadsgmber 31, 2010
Sales

Sales of $25,013,000 for the year ended Decemhe2®1l represented an increase of $4,637,000,%, 38 compared to the prior year s
period. Sales from branded products increased 18%r during 2011, over 2010, with an overall voluimerease of 23% in our core D2mnce
branded beverages. Sales of private label prodoctsased to approximately $4.2 million in 2011, iacrease of approximately 46% o
2010. Sales increases are due to higher volumis kel customers as well as the addition of severgional direct store delivery (DS
distributors selling our products. Both branded private label sales are anticipated to increagédr in 2012.

Cost of Tangible Goods Sold

Cost of tangible goods sold consists of the cofteae materials and packaging utilized in the mawtdre of products, cpacking fee:
repacking fees, itbound freight charges, as well as certain intetmaalsfer costs. The total cost of $15,847,00aHeryear December 31, 2(
decreased, as a percentage of sales, to 63% asuamhtp 64% of sales in the prior year. Despitegpgncreases in certain key raw ingredie
we were able to lower our average costs on ourutze branded sodas overall by approximately 2%enyear ended December 31, 201.
compared to the prior year same period, due priyntarilower costs of certain packaging materials.

Cost of Goods Sold — Idle Capacity

Cost of goods sold idle capacity consists of direct production costexcess of charges allocated to our finished gaogsoduction. Plai
costs include labor costs, production suppliesairs@nd maintenance, and inventory waté- Our charges for labor and overhead alloc#b
our finished goods are determined on a market lsasis, which is lower than our actual costs inairrBlant costs in excess of produc
allocations are expensed in the period incurrelderathan added to the cost of finished goods preduddle capacity expenses increase
$1,761,000 in the year ended December 31, 2011y $,195,000 in the prior year. The increase is thi higher unabsorbed costs
production, primarily in payroll, workers comperieatinsurance and depreciation expense. Durindl20& performed a number of pl
upgrades and maintenance which required labor oebish could not be capitalized and which requimgetiods of down time fro
production. Despite the down periods, our copaclkume in the Los Angeles brewery increased by ®@¥ in 2011, as compared
2010. We also reduced our internal absorptionsrate certain products, to reflect market costsctvhiesulted in higher unabsorbed pe
costs.

Gross Profit

Our gross profit of $7,405,000 in the year endedddsber 31, 2011 represents 30% of sales, as cothfzatke same percentage in 2010.
improvement in tangible costs of goods sold, asragntage in sales, is offset by increased cagvodls sold +dle capacity as described abc

Delivery and Handling Expenses
Delivery and handling expenses consist of deliversts to certain customers and warehouse costgéacfor handling our finished goods a
production. Delivery and handling costs increase&2,307,000 in the year ended December 31, 2fih $1,728,000 in 2010. The 3

increase is due to higher sales volume, increaséght costs on certain customers and increasezhtowy handling costs. As a percentac
sales, delivery and handling expenses increas8&tm the year ended December 31, 2011, as compa&@il 0.
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Selling and marketing expenses

Selling and marketing expenses consist primarildioéct charges for staff compensation costs, diduey, sales promotion, marketing i
trade shows. Selling and marketing costs increasedall to $2,470,000 in the year ended Decembe2@11 from $2,319,000 in 2010. 7
$151,000 increase is primarily due to increased pameation and travel costs of approximately $19%,,@fset partially by decreases
facilities and trade show related costs.

As a percentage of sales, selling and marketints decreased to 10% in the year ended Decemb@0231, as compared to 11% in 2010.
General and Administrative Expenses

General and administrative expenses consist ptliynafithe cost of executive, administrative, andafice personnel, as well as professi
fees. General and administrative expenses duriagehr ended December 31, 2011 increased to $REY&om $2,740,000 in 2010. A le
matter asserted by a former industrial employeeltex$ in legal costs of $327,000 during 2011. Alse adjusted an ovexecrual of recyclin
fees payable in the amount of $82,000, resulting @me-time reduction in costs during the yeardAgiom these two ontime events, genel
and administrative expenses decreased by $107/0@D1il, as compared to the prior year. The decresaggimarily due to decreas
professional and consulting costs.

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

Loss from Operations

Loss from operations was $250,000 in the year efusmbmber 31, 2011, as compared to a loss of $3@4r0the same period of 2010. ~
improvement of $474,000 is primarily due to incezhsales and margin contribution.

Interest Expense

Interest expense increased to $691,000 in thesmded December 31, 2011, compared to interest egpen$586,000 in the same periol
2010. The increase is due to increased borrowimdgiua loan and security agreement with PMC FirsdntiC, secured primarily by o
inventory and accounts receivable. The agreenmaftdes both a revolving line of credit and a tdoan, allowing increased borrowing
compared to our former line of credit.

Modified EBITDA

The Company defines modified EBITDA (a non-GAAP si@&ment) as net loss before interest, taxes, degim and amortization, and non-

cash expense for securities. Other companies rabyulate modified EBITDA differently. Managemenglieves that the presentation
modified EBITDA provides a measure of performarita approximates cash flow before interest expearsstjs meaningful to investors.
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MODIFIED EBITDA SCHEDULE

Year ended December 31,
2011 2010
(unaudited)  (unaudited)

Net loss $ (941,000 $ (1,310,000
Modified EBITDA adjustments:
Depreciation and amortization 653,00( 616,00(
Interest expense 691,00( 586,00(
Stock option and warrant compensation 300,00( 198,00(
Other stock compensation for services and finaaes f 131,00( 366,00(
Total EBITDA adjustments 1,775,001 1,766,00!
Modified EBITDA income from operations $ 834,000 $ 456,00(

Liquidity and Capital Resources

As of December 31, 2011, we had stockholders eqfit$4,305,000 and we had working capital of $2,688, compared to stockhold
equity of $4,142,000 and working capital of $1,880 at December 31, 2010. The cash balance wasOplas of December 31, 2011
compared to $1,084,000 at December 31, 2010. Tdrease in our working capital of $825,000 was prilya result of our sale of our equ
securities and proceeds from a long term loangoffy losses from operations, before depreciatiwhaiher non-cash expenses.

Our decrease in cash and cash equivalents to $IXd3t0December 31, 2011 compared to $1,084,00C¢eaember 31, 2010 was primaril
result of cash used in operating activities, pritydor increases in accounts receivable and inmgnprepayments that are related to our ov
increases in ongoing revenues. Such cash usqeknmations was offset primarily by sales of equégigities. In addition to our cash positior
December 31, 2011, we had availability under awr bf credit of $307,000.

On February 4, 2011, we sold 304,880 shares ofcoormon stock and 121,952 warrants for $750,000. pAld $78,000 in expenses
connection with the transaction. The net proceeddeing used for working capital. We also gai$28,000 through the exercise of warrants.

During the year ended December 31, 2011, we inde®386,000 in plant improvements. We are upgrathiegfacilities as well as adding n
equipment to our production line that will increase flexibility in product offerings and increasar plant performance.

Our Loan and Security Agreement with PMC FinanBiatvices Group, LLC provides a $3 million revolvilige of credit and a $750,000 te
loan. The revolving line of credit is based on 8b6%celigible accounts receivable and 50% of eligibbhventory. The interest rate on
revolving line of credit is at the prime rate pRiF5% (7% at December 31, 2011). The term lodori$750,000 and bears interest at the p
rate plus 11.6%, which shall not be below 14.85&eicured by all of the unencumbered assets @ ahgpany, and is to be repaid in 48 e
installments of principal and interest of $21,000.
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We believe that the Company currently has the rsaecgswvorking capital to support existing operatidmsat least the next 12 months. |
primary capital source will be cash flow from op@yas as we gain profitability. If our sales godls not materialize as planned, we bel
that the Company can become leaner and our costdbe&amanaged to produce profitable operationstoHislly, we have financed ¢
operations primarily through private sales of comnstock, preferred stock, convertible debt, a bfieredit from a financial institution a
cash generated from operations.

We may not generate sufficient revenues from prosdales in the future to achieve profitable operai If we are not able to achieve profit:
operations at some point in the future, we evehtumbly have insufficient working capital to maimtaiur operations as we presently inter
conduct them or to fund our expansion and markedimg) product development plans. In addition, ossés may increase in the future a
expand our manufacturing capabilities and fundroarketing plans and product development. Thesespssnong other things, have had
may continue to have an adverse effect on our wgrkapital, total assets and stockholderglity. If we are unable to achieve profitabilitiye
market value of our common stock would decline ireale would be a material adverse effect on owaniomal condition.

If we continue to suffer losses from operationg, warking capital may be insufficient to support @bility to expand our business operat
as rapidly as we would deem necessary at any timess we are able to obtain additional financiffgere can be no assurance that we w
able to obtain such financing on acceptable teansgt all. If adequate funds are not availablererreot available on acceptable terms, we
not be able to pursue our business objectives amadabe required to reduce our level of operatidnsluding reducing infrastructu
promotions, personnel and other operating experBesse events could adversely affect our businessilts of operations and finan:
condition. If adequate funds are not availabléf tihey are not available on acceptable terms,adility to fund the growth of our operatio
take advantage of opportunities, develop producteovices or otherwise respond to competitivequness, could be significantly limited.

Critical Accounting Policies and Estimates

Our financial statements are prepared in accordmiiteaccounting principles generally acceptedhia United States of America, or GA/
GAAP requires us to make estimates and assumptiatsffect the reported amounts in our finandiatesnents including various allowan
and reserves for accounts receivable and investdtie estimated lives of lofiyed assets and trademarks and trademark liceasesell a
claims and contingencies arising out of litigatmmother transactions that occur in the normal sewf business. The following summarize
most significant accounting and reporting poliaes practices:

Revenue Recognitic. Revenue is recognized on the sale of a prodaenwhe product is shipped, which is when the oisloss transfers
our customers, and collection of the receivable&sonably assured. A product is not shipped witho order from the customer and cr
acceptance procedures performed. The allowanceefarns is regularly reviewed and adjusted by rganeent based on historical trend
returned items. Amounts paid by customers for shgpand handling costs are included in sales. Ttia@any reimburses its wholesalers
retailers for promotional discounts, samples anthoeadvertising and promotional activities usedhe promotion of the Comparsyproduct:
The accounting treatment for the reimbursementséonples and discounts to wholesalers resultsr@daction in the net revenue line it
Reimbursements to wholesalers and retailers faaiceadvertising activities are included in selleaigd marketing expenses.
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Trademark License and TrademarkaVe own trademarks that we consider materialup lusiness. Three of our material trademark
registered trademarks in the U.S. Patent and Trade®ffice: Virgil's ®, Reed'’s Original Ginger Brewll- Natural Jamaican Style Ginger ,
® and Tianfu China Natural Soda ®Registrations for trademarks in the United Statéklast indefinitely as long as we continue to &
police the trademarks and renew filings with theliable governmental offices. We have not beerdlehged in our right to use any of «
material trademarks in the United States. We intermbtain international registration of certaiademarks in foreign jurisdictions.

We account for these items in accordance with FABBance; we do not amortize indefinite-lived tradek licenses and trademarks.

In accordance with FASB guidance, we evaluate am-amortizing trademark license and trademarks gugrfer impairment. We meast
impairment by the amount that the carrying valueeexls the estimated fair value of the trademadn$ie and trademarks. The fair vall
calculated by reviewing net sales of the variougebgges and applying industry multiples. Based onquarterly impairment analysis
estimated fair values of trademark license andetraatks exceeded the carrying value and no impaisneere identified during the year en
December 31, 2011.

Long-Lived Assets Our management regularly reviews property, eqeiptimand other longived assets, including identifiable amortiz
intangibles, for possible impairment. This reviegcors quarterly or more frequently if events orrges in circumstances indicate the carr
amount of the asset may not be recoverable. Ietieindication of impairment of property and equgnt or amortizable intangible assets,
management prepares an estimate of future casls flomdiscounted and without interest charges) eggdeto result from the use of the a
and its eventual disposition. If these cash floveslass than the carrying amount of the assetngairment loss is recognized to write down
asset to its estimated fair value. The fair valiestimated at the present value of the future flasls discounted at a rate commensurate
managemeng estimates of the business risks. Quarterly, dieeaif there is indication of impairment of idéfired intangible assets not subj
to amortization, management compares the estinfaiedalue with the carrying amount of the asset.idpairment loss is recognized to w
down the intangible asset to its fair value ifsitéss than the carrying amount. Preparation ahastd expected future cash flows is inhere
subjective and is based on managensebést estimate of assumptions concerning expéatece conditions. No impairments were identi
during the year ended December 31, 2011.

Management believes that the accounting estimdtgerk to impairment of our long lived assets, idohg our trademark license ¢
trademarks, is a “critical accounting estimate8cause: (1) it is highly susceptible to changenmfrperiod to period because it requ
management to estimate fair value, which is basedssumptions about cash flows and discount rates(2) the impact that recognizing
impairment would have on the assets reported orbalance sheet, as well as net income, could beriaktManagement’ assumptions abc
cash flows and discount rates require significadgjment because actual revenues and expenseslhatuated in the past and we expect
will continue to do so.

In estimating future revenues, we use internal btelgnternal budgets are developed based on remesmiue data for existing product lines
planned timing of future introductions of new protiuand their impact on our future cash flows.

Accounts Receivab. We evaluate the collectability of our trade agdsueceivable based on a number of factors. bugistances where !
become aware of a specific custorsdriability to meet its financial obligations to, @sspecific reserve for bad debts is estimatedracarde:
which reduces the recognized receivable to thenastid amount our management believes will ultinyabel collected. In addition to spec
customer identification of potential bad debts, datit charges are recorded based on our histtossés and an overall assessment of pa:
trade accounts receivable outstanding.
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Inventories. Inventories are stated at the lower of costueipase and/or manufacture the inventory or theeatiestimated market value of
inventory. We regularly review our inventory quaéies on hand and record a provision for excessofsdlete inventory based primarily on
estimated forecast of product demand and/or olityatm sell the product(s) concerned and productiequirements. Demand for our prod
can fluctuate significantly. Factors that couldeaffdemand for our products include unanticipateginges in consumer preferences, ge
market conditions or other factors, which may resutancellations of advance orders or a redudtidhe rate of reorders placed by custon
Additionally, our managemenst’estimates of future product demand may be inateuwhich could result in an understated or oatee
provision required for excess and obsolete invgntor

Stock-Based CompensatioWwe periodically issue stock options and warrantsetoployees and non-employees in mampital raisin
transactions for services and for financing costee Company accounts for stock option and warraantg issued and vesting to employ
based on FASB ASC Topic 718, “Compensation — S@apensation"whereas the award is measured at its fair valtieeatlate of grant a
is amortized ratably over the vesting period. Weoant for stock option and warrant grants issusthaesting to normployees in accordar
with ASC Topic 718 whereby the fair value of theckt compensation is based on the measurement slaketermined at either (a) the dat
which a performance commitment is reached, or{(l)exdate at which the necessary performancertotka equity instrument is complete.

We estimate the fair value of stock options usimg Black-Scholes optiopricing model, which was developed for use in eating the fai
value of options that have no vesting restrictiand are fully transferable. This model requiresitipit of subjective assumptions, incluc
the expected price volatility of the underlyingdtaand the expected life of stock options. Progatata related to the expected volatilit
stock options is based on the historical volatitifythe trading prices of the Compasyommon stock and the expected life of stock ogtie
based upon the average term and vesting schedutes options. Changes in these subjective assomgptian materially affect the fair value
the estimate, and therefore the existing valuatiodels do not provide a precise measure of thevédire of our employee stock options.

We believe there have been no significant chandesng the year ended December 31, 2011, to thesitdisclosed as critical account
policies and estimates in Management's DiscusamghAmalysis of Financial Condition and Results gfe@ations in the Compars//Annua
Report on Form 10-K for the year ended DecembeG10.

Recent Accounting Pronouncements

In May 2011, the Financial Accounting Standardsfq&8FASB”) issued Accounting Standards Update (ASld. 2011-04, Amendments {
Achieve Common Fair Value Measurement and DisckdRequirements in U.S. GAAP and IFRSs”. ASU Nd.120 does not requi
additional fair value measurements and is not oheinto establish valuation standards or affectatadn practices outside of financ
reporting. The ASU is effective for interim andnaial periods beginning after December 15, 2011. Cbenpany will adopt the ASU
required. The ASU will affect the Company’s faalue disclosures, but will not affect the Compansgsults of operations, financial condi
or liquidity.

In June 2011, the FASB issued ASU No. 2011-05, sém&ation of Comprehensive Incomé'he ASU eliminates the option to present
components of other comprehensive income as pathefstatement of changes in shareholderglity, and instead requires consect
presentation of the statement of net income aner@bmprehensive income either in a continuougistant of comprehensive income or in
separate but consecutive statements. ASU No. 80isleffective for interim and annual periods begiug after December 15, 2011. -
Company will adopt the ASU as required. It wilMeano affect on the Company’s results of operatiéinancial condition or liquidity.
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In September 2011, the FASB issued ASU 2011-08stiig Goodwill for Impairment”an update to existing guidance on the assessm
goodwill impairment. This update simplifies theseassment of goodwill for impairment by allowing quamies to consider qualitative factor
determine whether it is more likely than not theg fair value of a reporting unit is less thanciisrying amount before performing the two
impairment review process. It also amends the ekesnof events or circumstances that would be densd in a goodwill impairme
evaluation. The amendments are effective for arsmhinterim goodwill impairment tests performed fiscal years beginning after Decernr
15, 2011. Early adoption is permitted. The Compangurrently evaluating the affects adoption oflA301108 may have on its goodw
impairment testing.

Other recent accounting pronouncements issued &y&SB (including its Emerging Issues Task Forgbg AICPA, and the Securiti
Exchange Commission (the "SEC") did not or arebeieved by management to have a material impadherCompany's present or fut
consolidated financial statements.

Inflation

Although management expects that our operationsbgilinfluenced by general economic conditions,dgenot believe that inflation ha:
material effect on our results of operations.

ltem 7A. Quantitative and Qualitative Disclosures About Market Risk

As a smaller reporting company, Reed’s is not nexglio provide the information required by thigit&A.
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Item 8. Financial Statements

Report of Independent Registered Public Accourfimm

Financial Statements:
Balance Sheets as of December 31, 2011 and Dec&hp2910
Statements of Operations for the years ended Desegih 2011 and 2010

Statements of Changes in Stockholders’ Equitytientears ended December 31,
2011 and 2010

Statements of Cash Flows for the years ended Deze®ih 2011 and 2010

Notes to Financial Statements
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Report of Independent Registered Public Accountingrirm

To the Board of Directors and Stockholders of:
Reed'’s, Inc.

We have audited the accompanying balance she&saif’s, Inc. as of December 31, 2011 and 2010lend:tated statements of operations,
changes in stockholders’ equity and cash flowsHeryears then ended. These financial statemenatharesponsibility of the Company’s
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those standards
require that we plan and perform the audits toiolf@asonable assurance about whether the finasteiidments are free of material
misstatement. The Company is not required to hawewere we engaged to perform, an audit of itsrirdl control over financial reporting.

Our audits included consideration of internal cohtrver financial reporting as a basis for desigranidit procedures that are appropriate in the
circumstances, but not for the purpose of exprgssimopinion on the effectiveness of the Compaimg&rnal control over financial reporting.
Accordingly, we express no such opinion. An augifudes examining, on a test basis, evidence stipgdhe amounts and disclosures in the
financial statements. An audit also includes assgdhe accounting principles used and signifiasiimates made by management, as well as
evaluating the overall financial statement pred@rmaWe believe that our audits provide a reastebasis for our opinion.

In our opinion, the financial statements referre@love present fairly in all material respects, fthancial position of Reed’s, Inc. as of
December 31, 2011 and 2010 and the results op@sations and its cash flows for the years thereérid conformity with accounting
principles generally accepted in the United Stafesmerica.

/sl Weinberg & Company, P.A.

Weinberg & Company, P.A.

Los Angeles, California
March 26, 2012
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REED'’S, INC.
BALANCE SHEETS

December 31, December 31,
2011 2010
ASSETS
Current assets:
Cash $ 713,000 $ 1,084,001
Inventory 6,099,001 4,555,00!
Trade accounts receivable, net of allowance fobtfalaccounts and returns and discounts of
$135,000 and $105,000, respectively 1,626,001 1,295,001
Prepaid inventory 168,00( 138,00(
Prepaid and other current assets 123,00( 78,00(
Total Current Assets 8,729,00! 7,150,001
Property and equipment, net of accumulated degreciaf $1,739,000 and $1,178,000, respectiv 3,512,00! 3,650,00!
Brand names 1,029,001 1,029,001
Deferred financing fees, net of amortization of $80 and $8,000, respectively 85,00( 47,00(
Total assets $ 13,355,00 $ 11,876,00
LIABILITIES AND STOCKHOLDERS'’ EQUITY
Current Liabilities:
Accounts payable $ 2,310,000 $ 2,586,00!
Accrued expenses 196,00( 162,00(
Dividends payable 83,00( 44.,00(
Recycling fees payable 111,00( 325,00(
Line of credit 3,095,00! 2,038,00!
Current portion of long term financing obligation 71,00( 55,00(
Current portion of capital leases payable 56,00( 39,00(
Current portion of note payable - 71,00(
Current portion of term loan 152,00( =
Total current liabilities 6,074,001 5,320,00!
Long term financing obligation, less current pamtiaet of discount of $626,000 and $677,000,
respectively 2,247,001 2,268,00
Capital leases payable, less current portion 153,00( 146,00(
Term loan, less current portion 576,00( -
Total Liabilities 9,050,00! 7,734,001
Commitments and contingencies
Stockholders’ equity:
Series A Convertible Preferred stock, $10 par ve#0@,000 shares authorized, 46,621 shares
issued and outstanding 466,00( 466,00(
Series B Convertible Preferred stock, $10 par ve806,000 shares authorized, 80,415 and 85,
shares issued and outstanding, respectively 804,00( 858,00(
Common stock, $.0001 par value, 19,500,000 shatbe@zed, 10,885,833 and 10,446,090
shares issued and outstanding, respectively 1,00(¢ 1,00(¢
Additional paid in capital 22,924,00 21,701,00
Accumulated deficit (19,890,00) (18,884,00)
Total stockholders’ equity 4,305,00! 4,142,001
Total liabilities and stockholders’ equity $ 13,355,00 $ 11,876,00

The accompanying notes are an integral part oktfinancial statements
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REED'S, INC.
STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2011 and 2010

2011 2010
Sales $ 25,013,00 $ 20,376,00
Cost of tangible goods sold 15,847,00 13,118,00
Cost of goods sold — idle capacity 1,761,001 1,195,00!
Gross profit 7,405,001 6,063,001
Operating expenses:
Delivery and handling expenses 2,307,00! 1,728,001
Selling and marketing expense 2,470,001 2,319,001
General and administrative expense 2,878,00! 2,740,00!
Total operating expenses 7,655,001 6,787,00
Loss from operations (250,001) (724,000)
Interest expense (691,000) (586,00()
Net loss (941,000) (1,310,001
Preferred stock dividend (65,000 (73,000
Net loss attributable to common stockholders $ (1,006,00) $ (1,383,001
Loss per share available to common stockholdessictand diluted $ (0.09) $ (0.149
Weighted average number of shares outstandinge bad diluted 10,785,71 10,186,60

The accompanying notes are an integral part oktfinancial statements
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Balance,
December 31,
2009

Fair Value of
Common
Stock issued
for bonuses
and services

Common stock
issued upon
conversion of
Series B
preferred stoc

Sale of common
stock in shelf
offering

Sale of Series B
preferred
stock, net of
offering costs

Exercise of stoct
options

Fair value vestin
of options
issued to
employees

Series A and
Series B
preferred stoc
dividend

Common stock
paid for Series
A andSeries E
dividend

Net Loss

Balance,
December 31,
2010

Fair value of
common stoc
issued
for services
and finance
fees

Common stock
issued upon
conversion of
Series B
preferred stoc

Sale of common
stock in
private
offering

Exercise of
warrants

Fair value vestin
of options
issued to
employees

Fair value of
warrants
issued for
services

Series A and
Series B

REED'’S, INC.
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

For the Years Ended December 31, 2011 and 2010

Additional Total
Common Stocl Series A Preferred Stoc Series B Preferred Stor Paid-in Accumulatec  Stockholders
Shares Amount Shares Amount Shares Amount Capital Deficit Equity
9,606,12 $ 1,00( 46,62 $ 466,00( 120,82( $ 1,208,000 $ 20,203,000 $ (17,501,00) $ 4,377,00
204,82¢ - - - - - 366,00( - 366,00(
334,83¢ - - - (47,83 (478,00() 478,00( - -
277,35¢ - - - - - 432,00( - 432,00(
- - - - 12,78( 128,00( (11,000 - 117,00(
8,33: - - - - - 6,00( - 6,00(
- - - - - - 198,00( - 198,00(
- - - - - - - (73,000 (73,000
14,60¢ - - - - - 29,00( - 29,00(
_ R - - o - - (1,310,001 (1,310,00)
10,446,09 1,00( 46,62 466,00( 85,76¢ 858,00( 21,701,00 (18,884,00) 4,142,00!
72,87: - - - - - 146,00( - 146,00(
37,457 - - - (5,357) (54,000 54,00( - -
304,88( - - - - - 672,00( - 672,00(
11,00¢( - - - - - 25,00( - 25,00(
- - - - - - 258,00( - 258,00(
- - - - - - 42,00( - 42,00(



preferred stock
dividend

Common stock
paid for Series
A and Series |
preferred stoc
dividend

Net loss

Balance,
December 31,
2011

- - - - - - - (65,000) (65,000)

13,53: . . . . . 26,00( . 26,00(

- - - - - - - (941,00() (941,00()
10,885,83 1,00( 46,62. $ 466,00 80,41! $ 804,000 $ 22,924,000 $ (19,890,00) $  4,305,00

The accompanying notes are an integral part oktfinancial statements
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REED'S, INC.
STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2011 and 2010

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash usegerating activities:
Depreciation and amortization
Fair value of stock options issued to employees
Fair value of warrants issued for services
Fair value of common stock issued for services
Increase in allowance for doubtful accounts
Changes in assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and inventory and other curreetsaas
Accounts payable
Accrued expenses
Recycling fees payable
Net cash used in operating activities

Cash flows from investing activities:
Purchase of property and equipment
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from issuance of common stock in shedfiofi, net of offering costs
Proceeds from issuance of common stock in priviteement, net of offering costs
Proceeds from stock option and warrant exercises
Proceeds from the issuance of Series B preferoat shet of offering costs
Payments for deferred financing fees
Proceeds received from term loan
Principal repayments on term loan
Principal repayments on long term financing obliigat
Principal repayments on capital lease obligation
Net borrowings on existing line of credit
Net (payoff) borrowings on former line of credit
Principal repayments on note payable
Net cash provided by financing activities
Net decrease in cash
Cash at beginning of year

Cash at end of year

Supplemental Disclosures of Cash Flow Information:
Cash paid during the year for:
Interest
Taxes
Non Cash Investing and Financing Activities
Series B preferred stock converted to common stock
Common Stock issued in settlement of Series A areS B preferred stock dividend
Series B preferred stock dividend payable in comstonk
Property and equipment acquired through capitalidedligation
Common stock issued for deferred financing fees

2011 2010
$ (941,000 $  (1,310,00)
653,00 616,00
258,00 198,00(
42,00( -
131,00 366,00
30,00 15,00(
(361,00() (444,00()
(1,544,001 (1,671,001
(75,000) (117,00()
(276,001() 1,632,001
34,00 35,00(
(215,00() (131,00()
(2,264,00) (811,00()
(356,00() (383,00()
(356,001() (383,00()

- 432,00

672,00 -
25,00 6,00(

- 117,00

(65,000) (30,000)
750,00 -
(22,000) -
(54,000) (42,000)
(43,000) (32,000)
3,404,001 ;
(2,347,00) 623,00
(71,000 (102,00()
2,249,001 972,00
(371,00() (222,00()
1,084,001 1,306,001

$ 713,000 $ 1,084,001
$ 671,000 $ 561,00
$ - $ -
$ 54,000 $ 478,00
$ 26,000 $ 29,00(
$ 42,000 $ 50,00(
$ 67,000 $ 64,00
$ 15,00 -

The accompanying notes are an integral part oktfinancial statements
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REED'’S, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

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

Reed’s, Inc. (the “Company”) was organized underltéws of the state of Florida in January 19912001, the Company changed
its name from Original Beverage Corporation to Reelthc. and changed its state of incorporationmfrBlorida to Delaware. The

Company is engaged primarily in the business okliging, manufacturing and marketing natural narofablic beverages, as well
as candies and ice creams. The Company currerfdysa$even Reed’s Ginger Brew flavors (Extra, @agi Premium, Light 55

Calorie Extra, Cherry Ginger, Raspberry Ginger 8pited Apple Ginger); Reed’s Energy Elixir; fiveryfii's beverages (Root Beer,
Cream Soda, Orange Cream Soda, Black Cherry Cremia, and Real Cola); four zero calorie Virgil's siens; two China Cola

beverages (regular and cherry); two Sonoma Spasgarkling juices; three kinds of ginger candieystallized ginger, ginger

chews and peanut butter ginger chews); and thee@$ of ginger ice cream (Original, Green Tea, @hadcolate). In 2010 the
Company introduced its nausea relief product aformaulated its Virgil's diet products into its nedERO line with stevia natural

sweetener.

The Company sells its products primarily in upsaaermet and natural food stores and supermarleghslin the United States and
Canada.

B) Cash
Cash includes unrestricted deposits.
C) Use of Estimates

The preparation of financial statements in conftyrmith generally accepted accounting principleguises management to make
estimates and assumptions that affect the reparteslints of assets and liabilities and disclosufe®otingent assets and liabilities
at the date of the financial statements and thertegp amounts of revenues and expenses duringfioeting period. Actual results
could differ from those estimates. Those estimated assumptions include estimates for reserveanobllectible accounts,

inventory obsolescence, analysis of impairmentseobrded intangibles, accruals for potential ligb# and assumptions made in
valuing stock instruments issued for services.

D) Accounts Receivabl

The Company evaluates the collectability of itsl&raaccounts receivable based on a number of fadtocércumstances where the
Company becomes aware of a specific customer’slityaio meet its financial obligations to the Coany, a specific reserve for bad
debts is estimated and recorded, which reducesebegnized receivable to the estimated amount thepany believes will
ultimately be collected. In addition to specificstamer identification of potential bad debts, batitdcharges are recorded based on
the Company’s historical losses and an overallssssent of past due trade accounts receivable odista

The allowance for doubtful accounts and returns diedounts is established through a provision &unmns and discounts charged
against sales. Receivables are charged off aghmstlowance when payments are received or predetirned. The allowance for
doubtful accounts and returns and discounts aseae®ber 31, 2011 was approximately $135,000 ancreer 31, 2010 was

approximately $105,000.
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E) Property and Equipment and Related Depreciati

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

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

Management regularly reviews property, equipmenlt @her long-lived assets for possible impairmdihis review occurs quarterly,
or more frequently if events or changes in circiemses indicate the carrying amount of the asset mo&ye recoverable. If there is
indication of impairment, management prepares éimate of future cash flows (undiscounted and withiaterest charges) expected
to result from the use of the asset and its evéntisposition. If these cash flows are less tham ¢arrying amount of the asset, an
impairment loss is recognized to write down theets its estimated fair value. The Company did reabgnize impairment for the
years ended December 31, 2011 and 2010.

F) Intangible Assets and Impairment Polic

The Company records intangible assets in accordaiitteFASB ASU Topic 350 “Intangibles — Goodwill drDther”. Intangible
assets consist mostly of brand names and are detenmedre indefinite lives not subject to annual aimation. Intangible assets which
have finite lives are amortized on a straight lbeesis over their remaining useful life; they argoasubject to annual impairment
reviews.

Management regularly reviews intangible assetpémsible impairment. This review occurs quartestymore frequently if events or
changes in circumstances indicate the carrying amofithe asset may not be recoverable. If thersndgcation of impairment,
management prepares an estimate of future cask flomdiscounted and without interest charges) erpdo result from the use of the
asset and its eventual disposition. If these clastsfare less than the carrying amount of the aaseimpairment loss is recognized to
write down the asset to its estimated fair value.ifNpairments were identified for the years endedddnber 31, 2011 and 2010.

G) Concentrations

The Company’s cash balances on deposit with barkguwaranteed by the Federal Deposit Insurancectatipn up to $250,000 at
December 31, 2011. The Company may be exposedkdai the amounts of funds held in bank accoumtsxicess of the insurance
limit. In assessing the risk, the Company’s polg&yo maintain cash balances with high quality fiicial institutions. The Company had
cash balances in excess of the guarantee duringtrs ended December 31, 2011 and 2010.

During the year ended December 31, 2011, the Coypad two customers who accounted for approxima28&86 and 11% of its
sales, respectively; and during the year ended bkee 31, 2010 the Company had three customers wtmuated for approximately
29% and 11% and 10% of its sales, respectively.oth@r customer accounted for more than 10% of Salesther year. As of
December 31, 2011 the Company had accounts re¢eidaie from two customers who comprised $475,00046)2 and $264,000
(15%), respectively, of its total accounts recelgabnd as of December 31, 2010 the Company haalatsreceivable due from three
customers who comprised $199,000 (14%), $197,00%]1land $159,000 (11%), respectively, of its tatdounts receivable.




The Company currently relies on a single contramtkpr for a majority of its production and bottlio§ beverage products. The
Company has different packers available for theadpction of products. Although there are otherkess and the Company has
outfitted their own brewery and bottling plant,f@oge in packers may cause a delay in the produptimcess, which could ultimately
affect operating results.

H) Fair Value of Financial Instruments

The Company uses various inputs in determiningfélirevalue of its investments and measures theseta®n a recurring basis.
Financial assets recorded at fair value in therfz@asheets are categorized by the level of objectgsociated with the inputs used to
measure their fair value. Authoritative guidanceviiied by the FASB defines the following levelseditly related to the amount of
subjectivity associated with the inputs to fairuation of these financial assets:

Level 1—Quoted prices in active markets for idemitEssets 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 such assets or liabilities decbto be valued on the basis above at Decemb&031,and 2010.
1) Cost of sales

The Company classifies cost of sales in two categoCost of tangible goods sold is comprised ef ¢bsts of raw materials and
packaging utilized in the manufacture of productspacking fees, repacking fees, in-bound freigtarges, as well as certain internal
transfer costs. Cost of goods sold — idle capamtysists of direct production costs in excesshafrges allocated to finished goods in
production. Plant costs include labor costs, prtdacsupplies, repairs and maintenance, and invenoite-off. Charges for labor
and overhead allocated to finished goods are détedron a market cost basis, which is lower thanabttual costs incurred. Plant
costs in excess of production allocations are exgenin the period incurred rather than added todbs&t of finished goods
produced. Expenses not related to the producfieuioproducts are classified as operating expenses

J) Delivery and Handling Expense

Shipping and handling costs are comprised of p@iolgaand receiving costs, inspection costs, warghgLcosts, transfer freight costs,
and other costs associated with product distrilougifber manufacture and are included as part ofatipg expenses.

K) 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 futurensequences of temporary differences in the finhmej@orting and tax bases of assets
and liabilities. The Company considers future tdeaftcome and ongoing, prudent and feasible tamrpitey 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 assetsdio &xpected realizable value, thereby decreasihgneome. Evaluating the value of

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

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




L) Revenue Recognitio

Revenue is recognized on the sale of a product wheiproduct is shipped, which is when the riskost transfers to our customers,
and collection of the receivable is reasonably @ssuA product is not shipped without an order frtime 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 custorfarshipping and handling costs are included lrsa

The Company accounts for certain sales incentineijding slotting fees, as a reduction of grodesarhese sales incentives for the
years ended December 31, 2011 and 2010 approxirfiaté@3,000 and $933,000, respectively.

M)  Net Loss Per Shar

Basic earnings (loss) per share is computed bydidigi the net income (loss) applicable to Commorci8tolders by the weighted
average number of shares of Common Stock outstgriiliring the year. Diluted earnings (loss) per sliaicomputed 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 sharesdhbeen issued, using the
treasury stock method. Potential common sharesxaleded from the computation as their effect isddative.

For the years ended December 31, 2011 and 201€athelations of basic and diluted loss per shaectla¢ same because potential
dilutive securities would have an anti-dilutiveesff. The potentially dilutive securities consistédhe following as of:

December 31,

2011 2010
Warrants 2,006,871 2,009,02
Series A Preferred Stock 186,48: 186,48:
Series B Preferred Stock 562,90! 600,36:
Options 1,172,001 840,00(
Total 3,928,25! 3,635,87

N) Advertising Cost:

Advertising costs are expensed as incurred andhaheded in selling expense in the amount of $26,88d $171,000, for the years
ended December 31, 2011 and 2010, respectively.

0) Stock Compensation Expen:

The Company periodically issues stock options aadrants to employees and non-employees in nonatapiising transactions for

services and for financing costs. The Company ausofor stock option and warrant grants issued\asding to employees based on
Financial Accounting Standards Board (FASB) ASCitafi8, “Compensation — Stock Compensation”, whetha award is measured
at its fair value at the date of grant and is aiped: ratably over the vesting period. The Compargoants for stock option and warrant
grants issued and vesting to non-employees in daoce with ASC Topic 718 whereas the value of tbekscompensation is based
upon the measurement date as determined at edh¢hd date at which a performance commitmentashed, or (b) at the date at
which the necessary performance to earn the efmuatsuments is complete.
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(2)

P) Recent Accounting Pronouncemen

In May 2011, the Financial Accounting Standards mo#&FASB”) issued Accounting Standards Update (ASNo.2011-04,
“Amendments to Achieve Common Fair Value Measurdmaed Disclosure Requirements in U.S. GAAP and IFR&SU No. 2011-

4 does not require additional fair value measurdsand is not intended to establish valuation stesslor affect valuation practices
outside of financial reporting. The ASU is effeetifor interim and annual periods beginning aftec&nber 15, 2011. The Company
will adopt the ASU as required. The ASU will affece Company’s fair value disclosures, but wilt affect the Company’s results of
operations, financial condition or liquidity.

In June 2011, the FASB issued ASU No. 2011-05,sémneation of Comprehensive Income”. The ASU elatés the option to present
the components of other comprehensive income asqgbahe statement of changes in shareholders’'tggand instead requires
consecutive presentation of the statement of nebne and other comprehensive income either in dimmmus statement of
comprehensive income or in two separate but comisecatatements. ASU No. 2011-5 is effective fotefim and annual periods
beginning after December 15, 2011. The Companlasibpt the ASU as required. It will have no affen the Company’s results of
operations, financial condition or liquidity.

In September 2011, the FASB issued ASU 2011-08stiifig Goodwill for Impairment”, an update to exigfi guidance on the

assessment of goodwill impairment. This updatepfias the assessment of goodwill for impairmest dlowing companies to

consider qualitative factors to determine whethé& more likely than not that the fair value ofegorting unit is less than its carrying
amount before performing the two step impairmenieng process. It also amends the examples of svamntircumstances that would
be considered in a goodwill impairment evaluatidie amendments are effective for annual and mtgdodwill impairment tests

performed for fiscal years beginning after Decemtir2011. Early adoption is permitted. The Conypiancurrently evaluating the

affects adoption of ASU 2011-08 may have on itsdyal impairment testing.

Other recent accounting pronouncements issued ®yF&SB (including its Emerging Issues Task Forthg AICPA, and the
Securities Exchange Commission (the "SEC") didaraire not believed by management to have a mbbenact on the Company's
present or future consolidated financial statements

Q) Reclassification
In presenting the Company’s statement of operationghe year ended December 31, 2010, the Compaayiously presented
$1,728,000 of delivery and handling expenses asgbaost of goods sold. In presenting the Compsusyatement of operations for the
year ended December 31, 2011, the Company hasséid the delivery and handling expenses to djperaxpenses.

Inventory

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

December 31, December 31,

2011 2010
Raw Materials and Packaging $ 3,538,000 $ 2,328,00!
Finished Goods 2,561,00! 2,227,001

$ 6,099,000 $ 4,555,001
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Property and Equipment

Fixed assets are comprised of the following as of:

December 31, December 31,
2011 2010

Land $ 1,108,000 $ 1,108,001
Building 1,708,001 1,551,001
Vehicles 320,00( 320,00(
Machinery and equipment 1,702,001 1,454,001
Office equipment 413,00( 392,00(
5,251,00! 4,828,001

Accumulated depreciation (1,739,001 (1,178,000

$ 3,512,000 $ 3,650,00!

Depreciation expense for the years ended Decembh&03 1 and 2010 was $561,000 and $452,000, resplgct
Machinery and equipment at December 31, 2011 ad® 2tcludes equipment held under capital lease26f,000 and $227,000,
respectively. Accumulated depreciation on equipniedd under leases was $104,000 and $53,000 asagriiber 31, 2011 and 2010,
respectively.

Intangible Assets
Brand Names
Brand names consist of three trademarks for natueakrages,. As long as the Company continuesntewdts trademarks, these
intangible assets will have an indefinite life. Acdingly, they are not subject to amortization. Ta@mpany determines fair value for
brand names by reviewing the net sales of the &gedcbeverage and applying industry multiplesabich similar beverages are sold.
The carrying amounts for brand names were $1,02%80mf December 31, 2011 and 2010.

Deferred Financing Fees

Deferred financing are comprised of the followirsgcd:

December 31, December 31,
2011 2010
Loan fees relating to financing $ 135,000 $ 55,00(
Accumulated amortization (50,000 (8,000
$ 85,000 $ 47,00(

Amortization expense for the years ended Decembe?2@®11 and 2010 was approximately $42,000 and $005espectively.

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

Year Amoun
2012 $ 64,00(
2013 8,00(
2014 8,00(
2015 3,00
2016 2,00(
Total $ 85,00(
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Line of Credit

On November 18, 2009, the Company executed a riemphine of credit (RLOC) commitment with GemCapnding |, LLC to
replace its existing line of credit. The senior@&T was for $3 million, based on 80% of eligible @aats receivable and 50% of
eligible inventory, with a maximum inventory advanef $1.5 million. Interest was accrued and pamhthly on outstanding loans
under the credit facility at a rate of 18% per annuAt December 31, 2010, the aggregate amoustanding under the line of credit
was $2,038,000 and the Company had approximately088 of availability on the line of credit. Theah was secured by all of the
business assets of the Company and was personaltgteed by the principal shareholder and chie€atkve officer.

On November 9, 2011, the Company entered into & lama Security Agreement with PMC Financial ServiGsoup, LLC. The Loan
and Security Agreement replaced the Company’siagi®LOC and added a $750,000 term loan to theitofgee Note 7). The RLOC
is for $3 million, based on 85% of eligible accaurgceivable and 50% of eligible inventory. Thesrast rate on the revolving line of
credit is at the prime rate plus 3.75% (7% at Ddmem81, 2011). The three-year Agreement is sechyeall of the unencumbered
assets of the Corporation. There is an early tatitn fee of 2% of the maximum revolver amount dgrhe first two years and 1% of
the maximum revolver during the third year. The @gmnent includes a financial covenant debt serweermge ratio that is effective if
the credit availability under the RLOC falls bel&400,000. On November 30, 2011, the maximum RL@©umt was temporarily
raised to $3.5 million, and on February 16, 2012 tbmporary maximum of $3.5 million was extendedl uviarch 30, 2012. At
December 31, 2011, the amount outstanding undeRtl@C was $3,095,000 and the Company had $307,D80ailability.

Long Term Financing Obligation
Long term financing obligation is comprised of folowing as of:

December 31,

2011 2010
Financing obligation $ 2,944,000 $ 3,000,00!
Valuation discount (626,000 (677,000
2,318,00! 2,323,001
Less current portion (71,000 (55,000
Long term financing obligation $ 2,247,000 $ 2,268,00!

On June 15, 2009, the Company closed escrow osalleeof its two buildings and its brewery equipmamd concurrently entered into
a long-term lease agreement for the same properdyeguipment. In connection with the lease the Guorgphas the option to

repurchase the buildings and brewery equipment ft@months after the commencement date to the énldedease term at the

greater of the fair market value or an agreed ugoount. Since the lease contains a buyback proveim other related terms, the
Company determined it had continuing involvemeiat tihid not warrant the recognition of a sale; tfemes the transaction has been
accounted for as a long-term financing. The prdsefeom the sale, net of transaction costs, hawn lrecorded as a financing
obligation in the amount of $3,056,000. Monthly pegnts under the financing agreement are recordddtaest expense and a
reduction in the financing obligation at an implicate of 9.9%. The financing obligation is perdgnguaranteed up to a limit of

$150,000 by the principal shareholder and Chiefclttee Officer, Christopher J. Reed.
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In connection with the financing obligation, ther@many issued an aggregate of 400,000 warrants richase its common stock at
$1.20 per share for five years. The 400,000 wasraugire valued at $752,000 and reflected as a diedxtuht, using the Black Scholes
option pricing model. The following assumptions wetilized in valuing the 400,000 warrants: stikeee of $2.10 to $2.25; term of 5
years; volatility of 91.36% to 110.9%; expectedididnds 0%; and discount rate of 2.15% to 2.20%. Z0@,000 warrants were
recorded as valuation discount and are being amedrtover 15 years, the term of the purchase op#anortization of valuation
discount was $50,000 and $51,000, respectivelynduhe years ended December 31, 2011 and 2010.

The aggregate amount due under the financing didigaat December 31, 2011 and 2010 was $2,944,6@D %$8,000,000,
respectively. Aggregate future obligations underfinancing obligation are as follows:

Year

2012 $ 71,00(

2013 90,00(

2014 111,00(

2015 134,00(

2016 160,00(

Thereafter 2,378,00!

Total $ 2,944,00

(7) Term Loan
December 31,
2011 2010

Term loan $ 728,000 $ =
Less current portion (152,000 -
Long term debt $ 576,000 $ -

In connection with the Loan and Security Agreemeitth PMC Financial Services Group, LLC (see Notethg Company entered into
a Term Loan. The loan is for $750,000, bears istesiethe prime rate plus 11.6%, which shall nobelew 14.85%, is secured by all
of the unencumbered assets of the Company, andis trepaid in 48 equal installments of princiguad interest of $21,000.

Aggregate future obligations under the term loanaa follows:

Year

2011 $ 152,00(

2012 176,00(

2013 204,00

2014 196,00(
Total $ 728,00(
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Obligations Under Capital Leases
The Company leases equipment for its brewery ojp@satwith an aggregate value of $294,000 underrsewm-cancelable capital
leases. Most of the leases are personally guamite the Company’s chief executive officer. Mdythayments range from $341 to
$1,680 per month, including interest, at intereges ranging from 6.51% to 17.32% per annum. Atebdwer 31, 2011, monthly
payments under these leases aggregated $7,256a4®s expire at various dates through 2016.

Future minimum lease payments under capital leaseas follows:

Years Ending December 31,

2012 $ 87,00(
2013 87,00(
2014 66,00(
2015 24,00(
2016 10,00(
Total payments 274,00(
Less: Amount representing interest 65,00(
Present value of net minimum lease payments 209,00(
Less: Current portion 56,00(
Non-current portion $ 153,00(

Stockholders’ Equity
Preferred Stock
Series A

Series A Preferred stock consists of 500,000 shatglsorized to Series A, $10.00 par value, 5% nantdative, participating,
preferred stock. As of December 31, 2011 and 26&€etwere 46,621shares outstanding, with a ligindagireference of $10.00 per
share.

These preferred shares have a 5% pro-rata annuaturoulative 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 mar&iete. 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 detl. In addition, the holders of our preferredcktare entitled to receive pro rata
distributions of dividends on an “as converted”ibagith the holders of our common stock. During ylear ended December 31, 2011
the Company accrued and paid a $23,000 dividendlpeyto the preferred shareholders, which the boéudirectors elected to pay

through the issuance of 11,455 shares of its comstmek; and during the year ended December 31, #@ompany accrued and
paid a $23,000 dividend payable to the preferreatedivlders, which the board of directors electegap through the issuance of
11,211 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 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. Hite all remaining assets shall be
distributed pro rata among all of our security lso&d Since June 30, 2008, we have the right, buthe obligation, to redeem all or
any portion of the Series A preferred stock by pgyhe holders thereof the sum of the original pase price per share, which was
$10.00, plus all accrued and unpaid dividends.
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The Series A preferred stock may be convertecheabption of the holder, at any time after issuasue prior to the date such stock is
redeemed, into four shares of common stock, sulbjeatjustment in the event of stock splits, reeestock splits, stock dividends,
recapitalization, reclassification and similar saations. We are obligated to reserve out of otinaized but unissued shares of
common stock a sufficient number of such sharexffext the conversion of all outstanding shareSerfies A preferred stock. During
the years ended December 31, 2011 and 2010, nessbBBeries A preferred stock were convertedshares of common stock.

Except as provided by law, the holders of our Sefigreferred stock do not have the right to vateany matters, including, without
limitation, the election of directors. However, 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

Series B

Series B Preferred stock consists of 500,000 shaotisorized to Series B, $10.00 par value, 5% nontdative, participating,
preferred stock. As of December 31, 2011 and 2béfe were 80,415 and 85,766 shares outstandisggctvely.

On February 5, 2010, the Company completed a syaoffiéring of 12,780 shares of its Series B CorilstatPreferred Stock at $10.00
per share, for gross proceeds of $127,800. In aimmewith the offering, the Company also issuedrasts to purchase 3,575 shares
of common stock at $1.79 per share for five yedh® Company paid legal and broker fees of approtéima11,000 in connection
with the offering, resulting in net proceeds to @@mpany of $117,000.

These preferred shares have a 5% pro-rata annoadumulative dividend payable quarterly for a péraf three years. The dividend

can be paid in cash or, in the sole and absolgeration of our board of directors, in shares ahown 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. Duritige year ended December 31,
2011, $42,000 in dividends were accrued and $300@ividends were paid by the issuance of 2,078eshaf common stock, as shares
of Series B Preferred were converted into sharemwfmon stock. During the year ended Decembel@10, $50,000 in dividends

were accrued and $6,000 of dividends were paidhéyssuance of 3,394 shares of 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 securjtitany, the holders of our Series B preferredtistare 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 convertedieabption of the holder, at any time after issusanue 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 shareffext the conversion of all outstanding shareSerfies B preferred stock. During
the year ended December 31, 2011, 5,351 shareefafred stock were converted into 37,457 sharesonfmon stock. During the

year ended December 31, 2010, 47,834 shares afsIepreferred stock were converted into 334,838eshof common stock.
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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 majonfythe holders of the Series B preferred stockha@ize or issue any equity security
having a preference over the Series B preferretkstath respect to dividends, liquidation, rederaptor voting, including any other
security convertible into or exercisable for anyiggsecurity other than any senior preferred stock

Common Stock

Common stock consists of $.0001 par value, 19,800shares authorized, 10,885,833 shares issuedwstinding as of December
31, 2011 and 10,446,090 shares issued and outstpasliof December 31, 2010.

On February 18, 2010, the Company sold an aggreffa?d7,359 shares of common stock at a price ofGper share for gross
proceeds of $472,000. Investors were also issuadams to purchase 83,208 shares of common sitnckpnnection with the

transaction. The warrants are exercisable at@e mf $2.10 per share for a period of five yeamm@ncing nine months from the
closing date of the offering. In connection wittetsale, the Company paid direct costs of appraeins40,000. The Company
received proceeds, after deducting offering expersfeapproximately $432,000.

During the year ended December 31, 2010, the Coynisaned 86,824 shares of common stock for servieedered at prices ranging
from $1.35 to $2.30 per share with a value of $268,and 118,004 shares of common stock to emplayeesbonus at stock prices
ranging from $1.32 to $2.12 per share with a valu$203,000, including $51,000 accrued as of Deeardi, 2009.

On February 3, 2011 the Company sold 304,880 stafreommon stock at $2.46 per share for $750,00@onnection with the sale,

the Company granted to the investors warrants tohase 121,952 shares of common stock for $2.7Tiieryears. The Company
paid an 8% placement agent fee of $60,000. Thep@osnreceived proceeds from the private placensdter deducting placement
agent fees and offering expenses, of $672,000M@&nch 25, 2011, the Registration Statement of timarnon stock to be sold and the
common stock underlying the warrants with the Si@esrand Exchange Commission was declared effectivaccordance with the
Registration Rights Agreement.

During the year ended December 31, 2011, the Coynisaned 63,873 shares of common stock for servexedered at prices ranging
from $1.32 to $2.69 per share with a value of $a3Q, During the year ended December 31, 2011Ctrapany issued 9,000 shares
of common stock at a price of $1.75 with a valu&b$,000 for financing fees related to the capéates. The value of the shares has
been recorded as deferred financing fees and arg beortized over the term of the capital leases.

Stock Options and Warrants
A) Stock Options

In 2001, the Company adopted the Original Bever@ggporation 2001 Stock Option Plan and in 2007 @uenpany adopted the
Reed’s Inc 2007 Stock Option Plan (the “Plans”)e Diptions under both plans shall be granted frome to time by the Compensation
Committee. Individuals eligible to receive optidnslude employees of the Company, consultantseédmpany 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
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During the years ended December 31, 2011 and 2B&@ ompany granted 437,000 and 245,000 optiospeontively, to purchase the
Company's common stock at a weighted average pfi§d.48 and $2.03, respectively, to employees vttt Plans. The aggregate
value of the options vesting, net of forfeituresyidg the years ended December 31, 2011 and 2050$&40,000 and $198,000,
respectively, and has been reflected as compensetist. As of December 31, 2011, the aggregateevafuunvested options was
$299,000, which will be amortized as compensatiost @s the options vest, over 2 - 3 years. On Dbeei23, 2011, the Company
repriced 20,000 employee options to an exercisee@f $1.14, which were previously $2.06 per sharet extended the termination
date of 420,000 employee options until DecemberZBd6. Such options previously were to expire atesl that were between 8
months and 48 months from the extension date. tdtad increase in stock compensation expense, r@swdt of the repricing and
extensions, was $53,000; of which $48,000 was meiced in the year ended December 31, 2011 and @500 be expensed in
2012. During the year ended December 31, 201@ thverre 8,333 stock options exercised at a pric00f5 per share resulting in
proceeds to the Company of $6,000. No options wreecised in 2011.

The weighted-average grant date fair value of atigranted during 2011 and 2010 was $0.66 and Sfe8pectively. The fair value
of each option award is estimated on the date arfitgusing the Black-Scholes option pricing model tiises the assumptions noted in
the following table. For purposes of determinihg expected life of the option, an average of gtemated holding period is used. The
risk-free rate for periods within the contractutd bf the options is based on the U. S. Treasigldyn effect at the time of the grant.

Year ended December 31,

2011 2010
Expected volatility 48%- 92% 44%- 78%
Weighted average volatility 61% 63%
Expected dividends — —
Expected average term (in years) 3.0 3.0
Risk free rate - average 1.30% 1.74%
Forfeiture rate 0% 0%

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

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

Outstanding at December 31, 2009 690,00( $1.74
Granted 245,00( $2.03
Exercised (8,339 $0.75
Forfeited or expired (86,66) $2.62
Outstanding at December 31, 2010 840,00( $1.74
Granted 437,00( $1.48
Exercised - -
Forfeited or expired (105,000 $2.59
Outstanding at December 31, 2011 1,172,00! $1.55 4.4 $133,000
Exercisable at December 31, 2011 667,000 $1.50 4.2 $133,000
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The aggregate intrinsic value was calculated agliffierence between the market price and the esengiice of the Company’s stock,
which was $1.11 as of December 31, 2011.

A summary of the status of the Company’s nonvestedes granted under the Company’s stock optiam gdeof December 31, 2011
and changes during the year then ended is presketed:

Weighted-
Average

Grant Date

Shares Fair Value
Nonvested at December 31, 2( 385,00( $0.77
Granted 437,00( $0.66
Vested (242,000 $0.56
Forfeited (75,000 $0.99
Nonvested at December 31, 2( 505,00( $0.74

Additional information regarding options outstargless of December 31, 2011 is as follows:

Options Exercisable at December 31,

Options Outstanding at December 31, 2011 2011
Weighted
Average
Range of Number of Remaining Weighted Number of Weighted
Exercise Shares Contractual Life Average Shares Average Exercist
Price Outstanding (years) Exercise Price Exercisable Price
$0.01- $1.99 852,00( 4.69 $1.00 570,33 $0.92
$2.00- $4.99 270,00( 4.08 $2.16 46,667 $2.05
$5.00- $6.99 - - - - -
$7.00 - $8.50 50,00( 0.42 $7.55 50,00( $7.55
1,172,00! 667,00(

B) Warrants

During the year ended December 31, 2008, 200,000amsz were granted in connection with a distritmitagreement between the
Company and a company which is owned by two brstiéChristopher Reed, President of the Comparhe Warrants are issuable
only upon the attainment of certain internatiomalduct sales goals. The warrants will be valuedi @corresponding expense will be
recorded upon the attainment of the sales goalgiftal when the warrants were granted. In Ap@0Q, the 200,000 warrants were re-
priced to $1.35 from a weighted average price o7 $2 Since these are performance-based warradta@performance criteria have
been met as of December 31, 2011, no expense w@gniged in the re-pricing of these warrants.

On February 9, 2010, the Company granted warranpsitchase 3,575 shares of common stock to a desleager in connection with
the placement of its Series B Convertible PrefeBamtk. The warrants are exercisable for five yedran exercise price of $1.79. On
February 22, 2010, the Company granted warranfmutohase 83,208 shares of common stock to investbospurchased 277,359
shares of its common stock. The warrants are esedle for five years at an exercise price of $2.10
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On February 3, 2011, the Company granted warrargstinection with a placement of 304,880 sharets @ommon stock to purchase
121,952 shares of common stock for $2.77 for a w@frfive years. In connection with the same plaeetnthe Company also granted
warrants to purchase 24,390 shares of common stoaldealer-manager at a price of $3.075 for fieary. In February 2011, 11,000
warrants were exercised at a price of $2.25 paestesulting in proceeds to the Company of $25,000.

On April 8, 2011, the Company granted to a constl260,000 warrants to purchase common stock atca pf $3.00 for five
years. The warrants vest monthly over 24 monthsOctober 2011, the consultant agreement was tetexl, so no further vesting
shall occur on these warrants. During the yeardndecember 31, 2011, 62,500 of such warrants diestsulting in expense of
$42,000, and 187,500 of such warrants were fodeite

The following table summarizes warrant activity fbe two years ended December 31, 2011:

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

Outstanding at December 31, 2009 1,991,69i $4.70

Granted 86,78: $2.09

Exercised - -

Forfeited or expired (69,445 $1.80

Outstanding at December 31, 2010 2,009,022 $4.68

Granted 396,34 $2.93

Exercised (11,000 $2.25

Forfeited or expired (387,500 $4.86

Outstanding at December 31, 2011 2,006,87! $4.32 1.7 -
Exercisable at December 31, 2011 1,806,87! $4.55 1.7 =

The aggregate intrinsic value was calculated, aBesfember 31, 2011, as the difference between #réehprice and the exercise
price of the Company'’s stock, which was $1.11 aBedember 31, 2011.

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 yieldfeeceft the time of the grant.

Year ended December 31,

2011 2010
Expected volatility 48%- 76% 61%- 70%
Weighted average volatility 54% 70%
Expected dividends = =
Expected term (in years) 5 5
Risk free rate 1.6% 2.4%

The weighted-average grant date fair value of vwasrgranted during 2011 and 2010 was $0.70 an@$6spectively.
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The following table summarizes the outstanding am@ts to purchase Common Stock at December 31, 2011:

Exercise
Number Price Expiration Dates
400,00( $1.20 May 2014
200,00 $1.35 May 2013
33,79¢ $1.79 December 2014
3,57¢ $1.79 February 2015
83,20¢ $2.10 August 2015
162,45: $2.25 April 2015
121,95: $2.77 February 2016
62,50( $3.00 April 2016
24,39( $3.08 August 2016
165,00( $6.60 June 2012
749,99! $7.50 June 2012

2,006,87!

(11) Income Taxes

At December 31, 2011 and 2010, the Company hadailaiFederal and state net operating loss caigials to reduce future taxable
income. The amounts available were approximately.@®illion and $16.3 million for Federal purposesspectively, and $12.9

million and $12.5 million for state purposes respety. The Federal carryforward expires in 2032 éne state carryforward expires
in 2017. Given the Company'’s history of net opam@gtiosses, management has determined that it ie fialy than not that the

Company will not be able to realize the tax benefiithe carryforwards. Accordingly, the Company has recognized a deferred tax
asset for this benefit.

Accounting guidance requires that a valuation alloee be established when it is more likely thanthat all or a portion of deferred
tax assets will not be realized. Due to restrici@amposed by Internal Revenue Code Section 382rdamgasubstantial changes in
ownership of companies with loss carry-forward® thilization of the Company’s net operating lossrg-forwards will likely be
limited as a result of cumulative changes in stoekership. The company has not recognized a defeax asset and, as a result, the
change in stock ownership has not resulted in daypges to valuation allowances.

Upon the attainment of taxable income by the Comparanagement 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 deferrexime tax assets are as follows as of:

December 31, December 31,
2011 2010
Deferred income tax asset:
Net operating loss carry forwa $ 6,150,000 $ 5,900,00!
Valuation allowance (6,150,001 (5,900,001
Net deferred income tax as: $ — 3 —
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Reconciliation of the effective income tax ratete U.S. statutory rate is as follows:

Year Ended
December 31,
2011 2010

Federal Statutory tax rate (34) % (34) %
State tax, net of federal benefit (5) % (5) %
Change in valuation (39) % (39) %
Allowance 39 % 38 %
Effective tax rate - % - %

Commitments and Contingencies
Lease Commitments

The Company leases machinery and warehouse spae non-cancelable operating leases. Rental expiensihe years ended
December 31, 2011 and 2010 was $129,000 and $1m8&pectively.

Future payments under these leases as of Decerhp20Bl are as follows:

Year ending December 31, Amount
2012 $ 33,00(
2013 -
2014 -

Total $ 33,00(

Other Commitments

The Company has entered into contracts with customéh clauses that commit the Company to feeséfCompany terminates the
agreement early or without cause. The contradisfmathe customer to have the right to distribitee Company’s products to a
defined type of retailer within a defined geograptégion. If the Company should terminate the @mttor not automatically renew
the agreements, amounts would be due to the custofvseof December 31, 2011 and 2010, the Compasynio plans to terminate or
not renew any agreement with any of their custontbesefore no fees have been accrued in the acmoying financial statements.
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(15)

Legal Proceedings

From time to time, we are a party to claims analggoceedings arising in the ordinary course difress. Our management evaluates
our exposure to these claims and proceedings thaidy and in the aggregate and provides for p@klutsses on such litigation if the
amount of the loss is estimable and the loss ibghie.

From August 3, 2005 through April 7, 2006, we isbB33,156 shares of our common stock in conneatitth our initial public
offering. These securities represented all of theress issued in connection with the initial puldftering prior to October 11, 2006.
These shares issued in connection with the irptigdlic offering may have been issued in violatidreither federal or state securities
laws, or both, and may be subject to rescission.

On August 12, 2006, we made a rescission offerlltthiadders of the outstanding shares that we beliaxe subject to rescission,
pursuant to which we offered to repurchase theaeeshthen outstanding from the holders. At theraxipn of the rescission offer on
September 18, 2006, the rescission offer was aeddpt 32 of the offerees to the extent of 28,42reshfor 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 ssgmi offer will terminate a purchaser’s right &scind a sale of stock that was not
registered as required or was not otherwise exdrapt such registration requirements. With respedhe offerees who rejected the
rescission offer, we may continue to be liable uritkrleral and state securities laws for up to aowennequal to the value of all shares
of common stock issued in connection with the ahipublic offering plus any statutory interest wayrbe required to pay. If it is
determined that we offered securities without priypeegistering them under federal or state law,securing an exemption from
registration, regulators could impose monetary die other sanctions as provided under these lalesvever, we believe the
rescission offer provides us with additional mefdas defenses against any future claims relatrnése shares.

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

Related Party Activity

During the year ended December 31, 2008, the Coyneatered into an agreement for the distributionit®products internationally.
The agreement is between the Company and a conguantiolled by two brothers of Christopher Reed,eChixecutive Officer of the
Company. The agreement remains in effect until irgated by either party and requires the Comparyaip10% of the defined sales
of the previous month. During the year ended Deeerhh, 2011, the Company paid commissions on gdl$66,000, and during the
year ended December 31, 2010, the Company paid &mioms on sales of $51,000. During the year erldecember 31, 2008,
200,000 warrants were granted in connection withdfstribution agreement. On April 23, 2009, thentpany repriced the warrants to
$1.35, the market value on that date. The warrargsissuable only upon the attainment of certatarnational product sales. No
warrants vested during the year ended Decembe2@®1l,. The warrants will be valued and a correspanédixpense will be recorded
upon the attainment of the sales goals identifiedmthe warrants were granted.

Subsequent Events
The Company paid monthly consulting fees of $5,08ach of January, February and March 2012 byrrigs#,425 shares of common
stock at $1.13 per share; 3,171 shares of comnumk st $1.58 per share; and 3,311 shares of constumk at $1.51 per share,

respectively.

From January 1, 2012 until March 14, 2012, holdérSeries B preferred stock converted 6,105 shiates42,735 shares of common
stock. Accrued Series preferred stock dividendd4od00 were paid on the converted shares by iguil2 shares of common stock.

F-22




Iltem 9. Changes in and Disagreements with Accouamtits on Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

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

Disclosure Controls and Procedur¢

Under the supervision and with the participatioroof management, including our Chief Executive €ffiand our Chief Financial Officer,
conducted an evaluation of our disclosure contaold procedures, as such term is defined under esuand Exchange Act of 1934 Rt
13a-15(f). Based on this evaluation, our Chief Exiee Officer and our Chief Financial Officer conded that the Compars/disclosur
controls and procedures were effective as of Deeerdb, 2011.

Changes in Internal Control over Financial Reportm

There have been no changes in the Compaimgérnal control over financial reporting duritige fourth quarter of 2011 that have mater
affected, or are reasonably likely to materiallieaf, the Company’s internal control over financigpborting.

Managemen’'s Report on Internal Control over Financial Repdrtg

Our management is responsible for establishing raashtaining adequate internal control over finahoggporting. Our internal control o\
financial reporting is a process designed to prevehsonable assurance regarding the reliabilipuofinancial reporting and the preparatio
financial statements for external purposes in ataoce with generally accepted accounting princip@@sr internal control over financ
reporting includes those policies and proceduras (i) pertain to the maintenance of records thmteasonable detail, accurately and f:
reflect the transactions and dispositions of theets of the Company; (ii) provide reasonable asm@rghat transactions are recorde
necessary to permit preparation of financial states in accordance with generally accepted acaogirgrinciples, and that receipts
expenditures of the Company are being made onlgcitordance with authorizations of management anetctdirs of the Company; a
(i) provide reasonable assurance regarding prsseror timely detection of unauthorized acquisitiause or disposition of the Compasy’
assets that could have a material effect on tlanfial statements.

Because of its inherent limitations, internal cohwver financial reporting may not prevent or détmisstatements. Also, projections of
evaluation of effectiveness to future periods atgect to the risk that controls may become inadégibecause of changes in conditions, ol
the degree of compliance with the policies or pdores may deteriorate. Management assessed tlativaffeess of the Compargyinterns
control over financial reporting as of December 3011. In making this assessment, we used theriariget forth by the Committee
Sponsoring Organizations of the Treadway Commis§@SO) inIinternal Control — Integrated FrameworkBased on our assessment
concluded that, as of December 31, 2011, the Coyparternal control over financial reporting wafeetive.
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This annual report does not include an attestatgort of our independent registered public acdagntirm regarding internal control o\
financial reporting. Managemest'report was not subject to attestation by our pedeent registered public accounting firm, pursua
provisions of the Dodd-Frank Wall Street Reform @whsumer Protection Act that permit us to prowisidy managemers’ report in thi
Annual Report on Form 10-K.

This report shall not be deemed to be filed forppses of Section 18 of the Exchange Act, or otresubject to the liabilities of that sect
and is not incorporated by reference into any dilof the Company, whether made before or afterdtite hereof, regardless of any ger
incorporation language in such filing.

Item 9B. Other Information
Submission of Matters to a Vote of Security Holders

The 2011 Annual Meeting of Stockholders of the Campwas held on December 30, 2011. At the meetirggfollowing individual
were elected as directors of the Company and reddhe number of votes set opposite their respeci@mes:

Votes Withheld,

Abstentions,
Votes Broker Non-
Director Votes For Against Votes
Christopher J. Reed 5,077,60! 1,298,02 >
Judy Holloway Reed 4,749,43 1,626,191 -
Mark Harris 4,801,18! 1,574,44. -
Dr. D.S.J. Muffoletto, N.D. 4,399,06. 1,976,561 -
Michael Fischman 3,639,50: 2,736,11! -

In addition, at the meeting, our stockholders iadithe appointment by the board of directors offtherg & Company, P.A. as the Company’
independent registered public accounting firm foe 2011 fiscal year; with 8,218,817 votes for, B@8, votes against, and 609,
Abstention/non-broker votes.
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PART IlI

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

General

Our directors currently have terms which will ertdoar next annual meeting of the stockholders dil timeir successors are elec
and qualify, subject to their death, resignatiorremoval. Officers serve at the discretion of tleardd of directors. Our board members
encouraged to attend meetings of the board of Wire@nd the annual meeting of stockholders. Therdof directors held nine meetings
2011. The following table sets forth certain infation with respect to our current directors andcexige officers:

Name Position Age
Christopher J. Reed President, Chief Executive Officer and ChairmaihefBoard 53
James Linesch Chief Financial Officer 57
Thierry Foucaut Chief Operating Officer 47
Judy Holloway Reed Secretary and Director 52
Mark Harris Director 56
Daniel S.J. Muffoletto Director 57
Michael Fischman Director 56

Business Experience of Directors and Executive Offérs

Christopher J. Reedounded our company in 1987. Mr. Reed has sergsezlaChairman, President and Chief Executive @ffginc:
our incorporation in 1991. Mr. Reed also serve€h®f Financial Officer during fiscal year 2007 lii@ctober 1, 2007 and again from A|
17, 2008 to January 19, 2010. Mr. Reed has beg@omsible for our design and products, includingdhiginal product recipes, the propriet
brewing process and the packaging and marketiradegfies. Mr. Reed received a B.S. in Chemical f@®ying in 1980 from Rennsel
Polytechnic Institute in Troy, New York.

James Linesctwas appointed as Chief Financial Officer effectiamuary 19, 2010. Mr. Linesch served as the chiaftial officer o
AdStar, Inc., a public company providing ad placetmgervices and payment processing software folighdys, from February 2006 ul
January 2010. He performed transaction intermgdiarvices with MET Advisors, LLC from January 2008til January 2006. From Ju
2000 to October 2004, he served as chief finardfader of DynTek, Inc., an information technolo@’) services company. From May 1¢
until October 1999 he served as chief financiaiceff and president of CompuMed, Inc. He also ska& chief financial officer of Univer:
Self Care, Inc. from June 1991 until May 1996. Mnesch is a certified public accountant (CPA)yihg practiced with Price Waterhouse
Los Angeles. He earned a BS degree in finance f@aifornia State University, Northridge, and an MBrom the University of Southe
California.

Thierry Foucauthas been our Chief Operating Officer since May 20B#or to joining us, Mr. Foucaut worked for si#ars as Chi
Operating Officer of Village Imports, a $30 milli@pecialty foods and beverage distributor in Catif@, where he created and launched ¢
of sparkling lemonades and managed the compgampérations including multiple warehouses anddleé DSD delivery trucks. Mr. Fouci
spent 2000 with Eve.com, a leading San Francisdusiie specializing in retail sales of high end cesas. Mr. Foucaut worked for Oréa
Paris from 1994 through 1999 with growing marketamgl sales responsibilities, including Product Mgandrom September 1994 to May 1¢
South Europe Marketing Coordinator from June 1996uly 1998 and Duty Free Key Account Executiverfrduly 1998 to December 19
managing large airport and airline clients overesavEuropean countries. He earned a Master @n8eidegree from Ecole Centrale Par
1988, and an MBA from Harvard Business School 8419

Judy Holloway Reechas been with us since 1992 and, as we have groasrun the accounting, purchasing and shipping
receiving departments at various times since tH@049Ms. Reed has been one of our directors slnoe 2004, and our Secretary s
October 1996. In the 1980s, Ms. Reed managed nteatiking for a Los Angeles Infomercial Media BuyiGroup and was an acco
manager with a Beverly Hills, California stock golio management company. She earned a Businegse®é&om MIU in 1981. Ms. Reec
the wife of Christopher J. Reed, our Chairman, iBezd and Chief Executive Officer.
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Mark Harris has been a member of our board of directors sirm@d 2005. Mr. Harris is an independent ventureitaist and he
been retired from the work force since 2002. te 003, Mr. Harris joined a group of Amgen colleag in funding NeoStem, Inc., a comp
involved in stemeell storage, archiving, and research to whichshee founding investor. From 1991 to 2002, Mr. ksaworked at Amgen, In
(Nasdag: AMGN), a preeminent biotech company, memgagwuch of Amgers media production for internal use and public tretes. Mr
Harris spent the decade prior working in the aemospndustry at Northrop with similar responsibakt

Daniel S.J. Muffoletto, N.D.has been a member of our board of directors froml 2005 to December 2006 and from January :
to the present. Dr. Muffoletto has practiced &aguropathic Physician since 1986. He has sersathigf executive officer of Its Your Eartt
natural products marketing company since June 268@dm 2003 to 2005, Dr. Muffoletto worked as Sadesl Marketing Director fi
Worthington, Moore & Jacobs, a Commercial Law Leaguember firm serving FedEx, UPS, DHL and Kodakpagnothers. From 2001
2003, he was the owneperator of the David St. Michel Art Gallery in Mogal, Québec. From 1991 to 2001, Dr. Muffolettaswth
owner/operator of a Naturopathic Apothecary, HeAdtdr*Natives of Seattle, Washington and EllicBity, Maryland. The apothecary hou
Dr. Muffoletto’s Naturopathic practice. Dr. Muffoletto receivedBachelors of Arts degree in Government and Comgaiitins from th
University of Baltimore in 1977, and conducted poatiuate work in the schools of Public Administatiand Publication Design at
University of Baltimore from 1978 to 1979. In 198 received his Doctorate of Naturopathic Medidiren the Santa Fe Academy
Healing, Santa Fe, New Mexico.

Michael Fischmanhas been a member of our board of directors sirprd 2005. Since 1998, Mr. Fischman has been Beesian
chief executive officer of the APEX course, thepmate training division of the International Asedion of Human Values. In addition, I
Fischman is a founding member and the directoraihing for USA at the Art of Living Foundation, global nonprofit educational ar
humanitarian organization at which he has coordihatver 200 personal development instructors si9&&.

Family Relationships

Other than the relationship of Christopher J. Raed, Judy Holloway Reed, Christopher Readife 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 mateggiakceedings adverse to Regdhawvi
any material interest adverse to Reed’s or havenglthe past ten years:

« been convicted in a criminal proceeding or beenestito a pending criminal proceeding (excludirgfftc violations and other min
offenses);

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

» been subject to any order, judgment, or decreesutmtequently reversed, suspended or vacatedy afoamt of competent jurisdictic
permanently or temporarily enjoining, barring, sersging or otherwise limiting his/her involvementany type of business, securit
futures, commodities or banking activities;

« been found by a court of competent jurisdictionginivil action), the Securities and Exchange Cossioh or the Commodity Futu
Trading Commission to have violated a federal @atestsecurities or commodities law, and the judgniexst not been revers
suspended, or vacated;

« been subject to, or party to, any judicial or adstmtive order, judgment, decree , or finding, salbsequently reversed, suspende
vacated, relating to an alleged violation of (fjyaFederal or State securities or commodities lawegulation, (i) any law ¢
regulation respecting financial institutions orurence companies including, but not limited togmporary or permanent injuncti
order of disgorgement or restitution, civil monesnplty or temporary or permanent cease-@esist order, or removal or prohibit
order or (iii) any law or regulation prohibiting ihar wire fraud or fraud in connection with anydiness entity; or been the subjec
or a party to, any sanction or order, not subsetijeeversed, suspended or vacated, of anyreelflatory organization (as definec
Section 3(a)(26) of the Exchange Act (15 U.S.C.(&826))), any registered entity (as defined int®ecl(a)(29) of the Commodi
Exchange Act (7 U.S.C. 1(a)(29))), or any equivalexchange, association, entity or organization ltf@e disciplinary authority ov
its members or persons associated with a member.
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Corporate Governance

We are committed to having sound corporate govemarinciples. We believe that such principles essential to running o
business efficiently and to maintaining our integin the marketplace. There have been no changes to the procedures loh \wtickholdel
may recommend nominees to our board of directors.
Director Qualifications

We believe that our directors should have the hglipeofessional and personal ethics and valuessistemt with our longstandi
values and standards. They should have broad experiat the policyraking level in business or banking. They shouldcbmmitted t
enhancing stockholder value and should have sefficiime to carry out their duties and to providsight and practical wisdom based
experience. Their service on other boards of pubtimpanies should be limited to a number that psrifiem, given their individu
circumstances, to perform responsibly all direchoties for us. Each director must represent therésts of all stockholders. When conside
potential director candidates, the board of dinect@lso considers the candidateharacter, judgment, diversity, age and skihgluding
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. filetto and Mr. Fischman, &
independent under the revised listing standardbhef Nasdag Stock Market, Inc. We intend to main&iteast two independent directors
our board of directors in the future.

Code of Ethics

Our Chief Executive Officer and all senior finadaficers, including the Chief Financial Officeare bound by a Code of Ethics 1
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 boarddiwéctors has five directors and the following thstanding committees: an Al
Committee, a Compensation Committee and a Nominsitimd Governance Committee. These committeesfarened in January 2007.

Audit CommitteeOur Audit Committee oversees our accounting andnfiial reporting processes, internal systems afading an
financial controls, relationships with independeauntlitors and audits of financial statements. Sjesponsibilities include the following:

«  selecting, hiring and terminating our independertitars;

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

. approving the audit and non-audit services to bopaed by our independent auditors;

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

. overseeing and monitoring the integrity of our fin&l statements and our compliance with legalragdlatory requirements as tl
relate to financial statements or accounting msitter

. reviewing with management and our independent argjiany earnings announcements and other puhbticlencements regardi
our results of operations; and

«  preparing the audit committee report that the S&diires in our annual proxy statement.
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Our Audit Committee is comprised of Dr. Muffolettidlr. Harris and Mr. Fischman. Dr. Muffoletto servas Chairman of the Aui
Committee. The board of directors has determinatl tthe three members of the Audit Committee arepeddent under the rules of the ¢
and the Nasdag National Market and that Dr. Muffolgualifies as an “audit committee financial estfeas defined by the rules of the S
Our board of directors has adopted a written chédotethe Audit Committee meeting applicable staxdeaof the SEC and the Nasdaq Ca
Market.

Compensation Committe®ur Compensation Committee assists our board etttirs in determining and developing plans fol
compensation of our officers, directors and empdsy&pecific responsibilities include the following

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

Our Compensation Committee is comprised of Dr. Idlefto, Mr. Harris and Mr. Fischman. The board oEdors has determin
that all of the members of the Compensation Conemitire independent under the rules of the NasdgridhMarket. Our board of directc
has adopted a written charter for the Compens&@mnmittee.

Nominations and Governance Committ@eir Nominations and Governance Committee assistdodard of directors by identifyi
and recommending individuals qualified to becomemniers of our board of directors, reviewing corresgfemce from our stockholders, i

establishing, evaluating and overseeing our cotpayavernance guidelines. Specific responsibilitietude the following:

« evaluating the composition, size and governanaaoboard of directors and its committees and ngakéitommendations regard
future planning and the appointment of directorsuo committees;

. establishing a policy for considering stockholdeminees for election to our board of directors; and
« evaluating and recommending candidates for ele¢tiaur board of directors.
Our Nominations and Governance Committee is coragrif Dr. Muffoletto and Mr. Fischman. The boardda®ctors has determin
that all of the members of the Nominations and Goaece Committee are independent under the ruléseoNasdaqg National Market. C
board of directors has adopted a written chartethfi® Nominations and Corporate Governance Comenitte
Section 16(a) Beneficial Ownership Reporting Compdince
Section 16(a) of the Securities Exchange Act 0f413% amended (the “Exchange Aatfuires our directors and executive offi
and beneficial holders of more than 10% of our cammstock to file with the SEC initial reports of parship and reports of change:
ownership of our equity securities.
To our knowledge, based solely upon a review offoBand 4and amendments thereto furnished to Reed’s und@FR 240.168
(e) during our most recent fiscal year and Formsn8 amendments thereto furnished to Reedth respect to our most recent fiscal ye:

written representations from the reporting perseves believe that during the year ended Decembef@1] our directors, executive offic
and persons who own more than 10% of our commak stomplied with all Section 16(a) filing requirents.
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ltem 11. Executive Compensation

The following table summarizes all compensationfiecal years 2011 and 2010 received by our predogxecutive officer, princip
financial officer and chief operating officer, wiaoe the only executive officers of the Companyistdl year 2011, ourNamed Executiv
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, 2011 $190,00( $ 3,04f - $19,00( - -$ 4,61€(2) $216,66:
Chief Executive Officer Principal Executi\
Officer) 2010 $200,00( - $ 10,30¢ - - -$ 4,61€(2) $214,91¢
James Linesch, 2011 $175,40( $ 3,04¢ - $ 15,20( - - - $193,64!
Chief Financial Officer(Principal Financia
Officer) 2010 $161,94: - $ 10,30( $ 13,00( - - - $185,24.
Thierry Foucaut , 2011 $180,00($ 3,04t $ $ 9,50 $192,54!
251,9:
Chief Operating Office 2010 $165,62!$51,00C $ 35,301 - $ 5

(1) The amounts represent the fair value forshlirebased payment awards, calculated on the date of graaccordance with Financ
Accounting Standards, excluding any impact of assliforfeiture rates.
(2) Represents value of automobile provided tastdwher J. Reed.

Employment Agreements
There are no employment agreements with our exaxufficers. Mr. Reed is currently paid an ann8alary of $190,000; M
Linesch is currently paid an annual salary of 1@6;0and Mr. Foucaut is currently paid an annuahryabf $180,000. Any bonuses

discretionary. In the event of a sale of Reedis,,Ishould Mr. Linescls’employment terminate during the first 12 montiesrahe sale, he w
be entitled to three months severance based aohipensation level at that time.
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Outstanding Equity Awards At Fiscal Year-End

The following table sets forth information regamglimnexercised options and equity incentive planrds/éor each Named Executive
Officer outstanding as of December 31, 2011.

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 Office - 50,00( (1) - $1.14 12/22/16
James Linesch, Chief Financial Officer 50,00( 25,000 (2) $1.30 12/22/16
6,667 13,33:(3) $1.14 12/22/16
- 40,00( (4) $1.14 12/22/16
Thierry Foucaut, Chief Operating Officer 50,00( - $7.55 06/03/12
50,00( = $1.34 12/22/16
- 25,00( (5) $1.14 12/22/16

Vesting of Options:

(1)25,000 will vest on 12/23/12 and 25,000 will vestl®/23/13
(2)25,000 vested on 01/03/12.

(3)6,666 will vest on 12/30/12 and on 12/30/13

(4)20,000 will vest on 12/23/12 and 20,000 will vestl®/23/13
(5)12,500 will vest on 12/23/12 and 12,500 will vestl®/23/13

Director Compensation

The following table summarizes the compensatiod gaour directors for the fiscal year ended Deocen#i, 2011:

Fees
Earned or Non-Equity
Paid in Stock Option Incentive Plan  All Other
Name Cash Awards Awards Compensatior Compensatior Total
Judy Holloway Reed $ 90C $ 90C
Mark Harris $ 0 $ 0
Daniel S.J. Muffoletto $ 11,89%(1) $ 11,89:
Michael Fischman $ 67E $ 67¢

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

The following table reflects, as of March 8, 201t#% beneficial common stock ownership of: (a) eafcbur directors, (b) each of ¢

current named executive officers, (c) each persmwk by us to be a beneficial holder of 5% or mmreur common stock, and (d) all of «
executive officers and directors as a group.

Except as otherwise indicated below, the personsedan the table have sole voting and investmentgpavith respect to all shares

common stock held by them. Unless otherwise indiathe principal address of each listed execubificer and director is 13000 So!
Spring Street, Los Angeles, California 90061.

*

(1)

)
(3)
(4)
(5)

(5)
(6)

Percentage
of Shares
Number of Shares Beneficially
fNamed Beneficial Owne Beneficially Ownec Owned (1)
Directors and Named Executive Officers
Christopher J. Ree@ 3,158,23! 28.¢
Judy Holloway ReetP) 3,158,23: 28.¢
Mark Harris®) 4,031 *
Daniel S.J. Muffoletto, N.D. 0 *
Michael Fischman 0 *
James LinescH 92,66: *
Thierry Foucauf® 110,00( 1.C
Directors and executive officers as a group (7 @ess 3,364,933 30.2
5% or greater stockholders
Joseph Grac® 500,00( 4.€
Pearl Eliag® 1,235,39. 11.1

Less than 1%.

Beneficial ownership is determined in accordancth whe rules of the SEC. Shares of common stotiestito options or warrar
currently exercisable or exercisable within 60 dafyMarch 8, 2012 are deemed outstanding for comguhe percentage ownershig
the stockholder holding the options or warrants dmat not deemed outstanding for computing the pésige ownership of any ott
stockholder. Unless otherwise indicated in thetrfotes to this table, we believe stockholders nametie table have sole voting ¢
sole investment power with respect to the sharédosth opposite such stockholdsrhame. Percentage of ownership is base
approximately 10,941,397 shares of common stotgtanding as of March 8, 2012.

Christopher J. Reed and Judy Holloway Reed aredmasbhnd wife. The same number of shares of constamk is shown for each
them, as they may each be deemed to be the bethefieher of all of such shares. Does not incluggons to purchase up to 50,(
shares of common stock which vest over two years.

The address for Mr. Harris is 160 BarrancadRd&ewbury Park, California 91320.

Consists of 11,000 shares of common stock and mptio purchase 86,667 shares of common stock. Doesnclude options -
purchase 53,333 shares of common stock vestingtaeeyears.

Consists of 10,000 shares of common stock and mptio purchase up to 100,000 shares of common.dbmeEs not include options
purchase up to 25,000 shares of common stock wigishover two years.

The address for Mr. Grace is 1900 West NiakeIStreet, Suite 116, PMB 158, Seattle, Washinggii9.

The address for Mrs. Elias is P.O. Box 340, Mer&iation, Pennsylvania 19066. Consists of 1,067 8&8es of common stock ¢
warrants to purchase 167,528 shares of common.stock
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Item 13. Certain Relationships and Related Transactions, an®irector Independence

Our board of directors has adopted written poli@esl procedures for the review of any transactamangement or relationsl|
between Reed’'s and one of our executive officemgctbrs, director nominees or 5% or greater stotddrs (or theirimmediate famil
members), each of whom we refer to as a “relatesope” in which such related person has a dire@direct material interest.

If a related person proposes to enter into sudglarssaction, arrangement or relationship, defined &elated party transactionthe
related party must report the proposed relatedypeahsaction to our Chief Financial Officer. Tpelicy calls for the proposed related p:
transaction to be reviewed and, if deemed apprEpri@pproved by the Nominations and Governance Gtigen Our Nominations al
Governance Committee is comprised of Dr. Muffolettal Mr. Fischman. The board of directors has detexd that all of the members of
Nominations and Governance Committee are indepeéndeter the rules of the Nasdaqg National Marképracticable, the reporting, revi
and approval will occur prior to entry into thertsaction. If advance review and approval is natpcable, the Nominations and Govern:
Committee will review, and, in its discretion, megtify the related party transaction. Any relatedty transactions that are ongoing in ne
will be reviewed annually at a minimum. The retafgarty transactions listed below were reviewedth®y full board of directors. Prior
August 2005, we did not have independent directorour board to review and approve related padpsactions. The Nominations
Governance Committee shall review future relatetlygaansactions.

During the years December 31, 2011 and 2010, we paxticipated in the following transactions in @lhia related person had or
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 Coyneatered into an agreement for the distributioitoproducts internationall
The agreement is between the Company and a comgamyolled by two brothers of Christopher Reed, eftixecutive Officer of tt
Company. The agreement remains in effect until ireated by either party and requires the Compangaip 10% of the defined sales of
previous month. During the year ended December281], the Company paid commissions on sales of0$66,and during the year en
December 31, 2010, the Company paid commissionsates of $51,000. During the year ended Decembge@®08, 200,000 warrants w
granted in connection with this distribution agrest On April 23, 2009, the Company repriced therargs to $1.35, the market value on
date. The warrants are issuable only upon thenatent of certain international product sales. Narnants vested during the year er
December 31, 2011. The warrants will be valued aedrresponding expense will be recorded upon ttasenent of the sales goals identil
when the warrants were granted.

Iltem 14. Principal Accounting Fees and Services

Weinberg & Company, P.A. (“WeinbergWas our independent registered public accounting for the years ended December
2011 and 2010.

The following table shows the fees paid or accringdis for the audit and other services providedABinberg for the years enc
December 31, 2011 and 2010.

2011 2010
Audit Fees $ 100,00 $ 89,00(
Audit-Related Fees 0 0
Tax Fees 5,00( 4,00(
All Other Fees 0 0
Total $ 105,000 $ 93,00(
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As defined by the SEC, (i) “audit feegte fees for professional services rendered bypauacipal accountant for the audit of
annual financial statements and review of finanstatements included in our Form KQ-or for services that are normally provided byg
accountant in connection with statutory and regmaffilings or engagements for those fiscal yedi3;“audit-related fees’are fees fc
assurance and related services by our principawtant that are reasonably related to the perfoceaf the audit or review of our financ
statements and are not reported under “audit f¢&3;"tax fees” are fees for professional services rendered byoncipal accountant for ti
compliance, tax advice, and tax planning; and ‘@) other fees”are fees for products and services provided bypauacipal accountant, ot
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 firdrstatements and limited revie
of the financial statements included in QuarterlgpBrts on Form 1@. Weinberg also provided services with respecthto filing of ou
registration statements in 2011 and 2010.

Audit Related Fees

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

Weinberg prepared our 2010 and 2009 Federal atelistzome taxes.

All Other Fees

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

Under the SEC'’s rules, the Audit Committee is reeplito pre-approve the audit and renrdit services performed by the indepen
registered public accounting firm in order to emsthrat they do not impair the auditors’ indepengefte Commissios’ rules specify tt
types of non-audit services that an independentautiay not provide to its audit client and esigiblthe Audit Committea’ responsibility fc
administration of the engagement of the independagistered public accounting firm.

Consistent with the SEC'’s rules, the Audit Comneittéharter requires that the Audit Committee revaavd preapprove all aud
services and permitted n@udit services provided by the independent regidtg@ublic accounting firm to us or any of our sdimiies. Th
Audit Committee may delegate papproval authority to a member of the Audit Comedtand if it does, the decisions of that membert rioe
presented to the full Audit Committee at its necttedduled meeting. Accordingly, 100% of audit sezgi@and noraudit services described

this Item 14 were pre-approved by the Audit Comeeaitt

There were no hours expended on the principal ateatis engagement to audit the registmmiithancial statements for the m
recent fiscal year that were attributed to worki@ened by persons other than the principal accouigtdull-time, permanent employees.
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PART IV

Iltem 15. Exhibits and Financial Statements

(&) 1. Financial Statements
See Index to Financial Statements in Item 8 of Ameual Report on Form 10-K, which is incorporatentein by reference.
2. Financial Statement Schedules

All other financial statement schedules have bemritted 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 theesl on its behalf by the
undersigned, thereunto duly authorized.

Date: March 26, 2012 REED'’S, INC.
a Delaware corporation

By: /s/ Christopher J. Reed

Christopher J. Reed
Chief Executive Officer

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

Signature Title Date

Chief Executive Officer, President and Chairman of

/s/ CHRISTOPHER J. REED the Board of Directors March 26, 2012
Christopher J. Reed (Principal Executive Officer)
/sl JAMES LINESCH Chief Financial Officer Mdr 26, 2012
James Linesch (Principal Financial Officer and Principal Accourg
Officer)
/s/ JUDY HOLLOWAY REED Director March 26, 2012

Judy Holloway Reed

/sl MARK HARRIS Director March 26, 2012
Mark Harris
/s/ DANIEL S.J. MUFFOLETTO Director March 26, 2012

Daniel S.J. Muffoletto

Director March 26, 2012

Michael Fischman
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EXHIBIT INDEX

3.1 Certificate of Incorporation of Reed’s, Ins fled September 7, 2001 (Incorporated by refezetocExhibit 3.1 to Reed!
Inc.’s Registration Statement on Form SB-2 (File Bi83-120451))

3.2 Certificate of Amendment of Certificate of émporation of Reed, Inc. as filed September 27, 2004 (Incorporatg
reference to Exhibit 3.2 to Reed’s, Inc.’s RegistraStatement on Form SB-2 (File No. 333-120451))

3.3 Certificate of Amendment of Certificate of tmporation of Reed, Inc. as filed December 18, 2007 (Incorporatedetigrenc
to Exhibit 3.3 to Reed’s, Inc.’s Registration Staént on Form S-1 (File No. 333-156908 ))

3.4 Certificate of Designations, Preferences aight® of Series A Preferred Stock of Reednc. as filed October 12, 2(
(Incorporated by reference to Exhibit 3.3 to Regltis.’s Registration Statement on Form SB-2 (Rite 333-120451))

3.5 Certificate of Correction to Certificate of Desigioas as filed November 10, 2004 (Incorporateddfgnence to Exhibit 3.4
Reed’s, Inc.’s Registration Statement on Form SBi2 No. 333-120451))

3.6 Amended Certificate of Designation of Serie€@vertible Preferred Stock, filed December 4,206@led herewith)

3.7 Bylaws of Reed’s Inc., as amended (Incorpdratereference to Exhibit 3.5 to Reed’s, IsdRegistration Statement on Fc
SB-2 (File No. 333-120451))

4.1 Form of common stock certificate (Incorporabgdreference to Exhibit 4.1 to Reed’s, IscRegistration Statement on Fc
SB-2 (File No. 333-120451))

4.2 Form of Series A preferred stock certificdteedrporated by reference to Exhibit 4.2 to Reeliis,’'s Registration Stateme
on Form SB-2 (File No. 333-120451))

10.1 Brewing Agreement between Rexdnc. and The Lion Brewery, Inc. dated May 150P2@Incorporated by reference

Exhibit 10.2 to Reed’s, Inc.’s Registration Stataemnen Form SB2. Portions of the exhibit have been omitted pamsuo :
request for confidential treatment. (File No. 333451))

10.1 Brewing Agreement between Reetfic. and The Lion Brewery, Inc. dated Novembe2dQ8 (Incorporated by reference
Exhibit 10.1 to Reed’s, Inc.’s Form 10Q/A filed xcber 18, 2009)

10.10 Waiver to Loan and Security Agreement ddtatuary 5, 2009 (Incorporated by reference to Hxhih19 to Reed’s, Inc’
Registration Statement on Form S-1 (File No. 338908 ))

10.11* 2001 Stock Option Plan (Incorporated byrefice to Exhibit 4.3 to Reed’s, Inc.’s Registrat®tatement on Form SB{File
No. 33:-120451)

10.12* Reed’s Inc. Master Brokerage Agreement betwReed’s, Inc. and Res®Brokerage, Inc. dated May 1, 2008 (Incorporatg
reference to Exhibit 10.21 to Reed’s, Inc.’s Registn Statement on Form S-1 (File No. 333-156908))

10.13** 2007 Stock Option Plan (Incorporated bierence to Exhibit 10.22 to Reed's, Inc.'s Form fi(#¢ March 27, 2009)

10.14* 2009 Consultant Stock Plan (Incorporatedrdference to Exhibit 4.1 to Reed'’s, Inc.’s Regiitm Statement on Form &-
(File N0.333-157359))

10.15* 2010 Incentive Stock Plan (Incorporatedréference to Exhibit 4.1 to Reed'’s, Inc.’s Ragibn Statement on Form &-
(File No. 333-165906))

10.16* 2010-2 Incentive Stock Plan (Incorporatgdréference to Exhibit 4.1 to Reed’s, Inc.’s Ragion Statement on Form &-

(File No. 333-166575))
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10.17 Amendment Number Four to loan and Securgyedment between Readnc. and First Capital Western Region LLC d
March 27, 2009 (Incorporated by reference to ExHibi24 to Reed's, Inc.'s Form 10K filed March 2009)

10.18 Standard Offer, Agreement, and Escrow Instructiéms Purchase of Real Estate dated April 23, 2009,amende
(Incorporated by reference to Exhibit 10.1 to Reeldic.'s Form 10Q/A as filed August 18, 2009)

10.19 Standard Industrial Commercial Lease Agreementddisitiy 7, 2009, as amended (Incorporated by referem&xhibit 10.2 t
Reed's, Inc.'s Form 10Q/A as filed August 18, 2009)

10.20 Asset Purchase Agreement between Reed's, Inc. andnt& Cider Mill, Inc. dated October 19, 2009 (Immyated b
Reference to Exhibit 10.1 to Reed's, Inc.'s Fori@/20as filed December 7, 2009)

10.15 Loan and Security Agreement between PMC rfeiah Services Group, LLC and ResdInc. dated November 8, 2(
(Incorporated by reference to Exhibit 10.15 to Redac.’s Form 10Q as filed November 14, 2011)

14.1 Code of Ethics (Incorporated by referencExbibit 14.1 to Reed’s, Inc.’s Registration Statetmen Form SB-2 (File No. 333-
157359))

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

23.1 Consent of Weinberg & Co., P.A., filed hertwi

31.1 Certification of Chief Executive Officer puemnt to Section 302 of the Sarbanes-Oxley Act 6220

31.2 Certification of Chief Financial Officer puent to Section 302 of the Sarbanes-Oxley Act 620

32.1 Certification of Chief Executive Officer pursuard 18 U.S.C. Section 1350, as adopted pursuant tio8e06 of th
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuanmd tL8 U.S.C. Section 1350, as adopted pursuant tioB8e€906 of th
Sarbanes-Oxley Act of 2002.

101.INS XBRL Instance Document

101.SCH XBRL Schema Document

101.CAL XBRL Calculation Linkbase Document

101.DEF XBRL Definition Linkbase Document

101.LAB XBRL Label Linkbase Document

101.PRE XBRL Presentation Linkbase Document

* Indicates a management contract or compensafaryor arrangement.

In accordance with SEC Release 33-8238, Exhibit 88d 32.2 are being furnished and not filed.
Furnished herewith. XBRL (Extensible Business RepgrLanguage) information is furnished and nogedilor a part of a registrati

statement or prospectus for purposes of Sectiorar 1P of the Securities Act of 1933, as amendedieemed not filed for purposes
Section 18 of the Securities Exchange Act of 1834amended, and otherwise is not subject to lighihder these sections.
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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 ExecutivBdef and Secretary, respectively, of the Reedlis,,la Delaware corporation (the “
Corporation”).

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

THREE. Pursuantto and in accordance with theipians of Section 151 of the Delaware General Gation Law and the Certificate of
Incorporation of this Corporation Certificate of Incorporation”), the Board of Directors of the Corporationgbdard of Directors”) has duly
authorized and adopted resolutions amending thefiCate of Designation originally filed April 22009 and amended November 16, 2009, by
decreasing the Conversion Price (defined hereimbedd the Series B Convertible Preferred Stock1at3.

FOUR. The Board of Directors of the Corporation taly 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 and to
determine the designation of any such series anddhts, preferences, privileges and restrictignasted to or imposed upon any wholly
unissued series of Preferred Stock; and

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

WHEREAS, the Board of Directors wishes to amend rasthte the Certificate of Designation origindilgd April 29, 2009 and
amended November 16, 2009, by decreasing the CsinwePrice (defined hereinbelow) of the Series Bi@otible Preferred Stock to $1.43.

RESOLVED, that the Board of Directors hereby ameas restates the Certificate of Designation figulil 29, 2009 and amended
November 16, 2009 in its entirety and designatesitimber of shares, and fixes the relative rigiassers and preferences thereof, and
limitations or restrictions of the Series B Conildé Preferred Stock (in addition to any provisi@es forth in the Certificate of Incorporation
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) shafd¢be@authorized and unissued Preferred Stockeohrporation, $10.00 stated value
per share are hereby designated “Series B Convertible Prefie®tock” (the ‘Series B Preferred) with such series having the following
rights, preferences, powers, privileges and regiris, qualifications and limitations:

1. Rank The Series B Preferred shall rank (a) senioa)limatters, to (i) any class of common stockhaf Corporation, including, without
limitation, the Corporation’s common stock, $0.0Q@t value per share (theCbommon StocK), and any other class or series of capital stock
into which the Common Stock is reclassified or restituted, (ii) any other class or series of cdgitack of the Corporation either specifically
ranking by its terms junior to the Series B Prefdror not specifically ranking by its terms sen@bpr on parity with the Series B Preferred,
(i) any class or series of capital stock of therfration into which the capital stock referredrtdhe preceding subclauses (i) and (ii) is
reclassified or reconstituted (the capital stodknred to in this clause (a) is hereinafter reféteas the Junior Stock”); (b) on parity with

any class or series of capital stock of the Copamaspecifically ranking by its terms on paritg,all matters expressly provided, with the Se

B Preferred (‘Parity Stock™); and (c) junior, in all matters expressly proedj to the Corporatiog’class of Preferred Stock designated as ¢

A Convertible Preferred stock and any class oesasf capital stock of the Corporation specificaipking by its terms senior to the Series B
Preferred (“Senior StocK).

2. Dividends

(@) Subject to the prior payment in fafllany dividends to which any Senior Stock is éadifpursuant to the Certificate of Incorporation,
as then amended to date, for a period of thregg@js from the date of issuance of the Series Begl, the holders of the Series B Preferred
(each, a ‘Series B Holder") shall be entitled to receive, out of funds ldgavailable therefor, dividends (theSeries B Dividends), which

shall be cumulative and non-compounding and aconug daily basis from the date on which a particsitere of Series B Preferred is issued,
at an annual rate equal to five percent (5%) ofQhginal Purchase Price (theSeries B Dividend Raté,subject to increase as provided
below), payable as provided in Section Z{bjeof. As used hereinJriginal Purchase Pricé’ means ten dollars ($10.00).

(b) Series B Dividends payable pursuargéction 2(ahereof shall be payable in quarterly dividends &tpé.25% of such Liquidation
Value (defined below) on each of September 30, e 31, March 31 and June 30 of each year (®eries B Dividend Payment Daty

for a period of 36 months from the date of issuasfdhie Series B Preferred Convertible PreferrextiSt Such dividends shall be payable, on
each Series B Dividend Payment Date, in additishales of Series B Preferred Convertible Prefetedk (“PIK Dividends”), or, in the sol
discretion of the Board of Directors, in cash on@eon Stock and such dividends shall be cumulatiaesiall accrue whether or not declared,
earned or payable from and after the date of isftiee Series B Preferred. The shares of Serieselerred distributed as a PIK Dividend shall
be deemed to be issued and outstanding from aedsafth Series B Dividend Payment Date, and theuatraf shares issued as a PIK
Dividend shall have an aggregate Liquidation Vahtahe Series B Dividend Payment Date equal tovéthee of the dividend accrued and
payable. The initial Liquidation Value” of each share of Series B Preferred will be $Q@6r share, and thereafter, there will be addeldeto
Liquidation Value of each share of Series B Prefras of any Series B Dividend Payment Date, itheuait of any dividends payable on such
share on that Series B Dividend Payment Date biupaid on that Series B Dividend Payment Date, twedr not such dividends are declal
earned or payable. The amount of Series B Dividgagable on the Series B Preferred for any petimdtsr than a full calendar quarter shall
be computed on the basis of a 360-day year of av@d+day months.




(c) So long as any shares of Series BeRe#l are outstanding, the Corporation shall rgtqr declare any dividend, whether in cash or
property, or make any other distribution on anyidustock, or purchase, redeem or otherwise acdoirealue any shares of Junior Stock until
all Series B Dividends as set forth in Section 2fgll have been paid or declared and set apart.

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

(e) If the Corporation elects to pay &gries B Dividend due in Common StocHrfterest Shares), the issuance price of the Interest
Shares will be equal to the 10-day Weighted Averraigee (as defined below) of the Common Stock egndim the day prior to Series B
Dividend Payment Date.Weighted Average Pricémeans, for any security as of any date, the duetddume-weighted average price for such
security on the principal national securities exgeon which such equity securities are listeddonitted to trading (‘Principal Market”)

during the period beginning at 9:30:01 a.m., Newkybime (or such other time as the Principal Mareblicly announces is the official open
of trading), and ending at 4:00:00 p.m., New Yon@& (or such other time as the Principal Marketlighbannounces is the official close of
trading) as reported by Bloomberg through its "\foéuat Price" functions, or, if the foregoing does apply, the dollar volume-weighted
average price of such security in the over-the-tmumarket on the electronic bulletin board forlssecurity during the period beginning at
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.m.,
New York Time (or such other time as such markdéliply announces is the official close of tradirag) reported by Bloomberg, or, if no dol
volume-weighted average price is reported for sezturity by Bloomberg for such hours, the averdghehighest closing bid price and the
lowest closing ask price of any of the market maker such security as reported in the "pink shdetsPink Sheets LLC (formerly the
National Quotation Bureau, Inc.). If the Weigh#eerage Price cannot be calculated for a securitg particular date on any of the forego
bases, the Weighted Average Price of such seamisuch date shall be as determined by the affivmabte of a majority of the members of
the Board of Directors, or, if the requisite apmbef the Board of Directors cannot be obtainedalmationally recognized independent
appraiser or investment bank selected, in good,fhit a majority of the members of the Board ofebiors;provided, howeverin no event
shall there be a reduction in the fair market vafisuch equity securities based upon a “minordy%imilar discount or based upon the fact
that there does not exist any public trading mafteesuch equity securities. All such determinasi@o be appropriately adjusted for any stock
dividend, stock split, stock combination or othienitar transaction during the applicable calculatmeriod.




3. Liguidation

(@) In the event of any liquidation, dikgion or winding up of the Corporation, wheth@luntary or involuntary, or a Triggering Event
(as defined herein) (each referred to herein akigquidation Event”), after payment or provision for payment of deatsl other liabilities of
the Corporation and all amounts due and owingedthiders of outstanding shares of Senior Stodqgyf each holder of Series B Preferred,
before any distribution or payment is made uponamjor Stock, shall be entitled to receive, outhef assets of the Corporation legally
available for distribution to stockholders (th&vailable Asset$), an amount equal to each holder’s LiquidatioefBrence. The Liquidation
Preference” payable with respect to each share of Seriese®eed shall be equal to the greater of (i) thguldation Value and (ii) if such
share of Series B Preferred were then convertittteCommon Stock, such amount which the holderesieS B Preferred would be entitled to
receive in connection with the Liquidation Evensifich holder had converted his, her or its Seri€seBerred immediately prior to the
occurrence of the Liquidation Event. Shares ofe&XeB Preferred shall (i) not be entitled to anyritistions in the event of a Liquidation Event
other than a distribution in an amount equal tolfigeiidation Preference, and (ii) be deemed cardalipon full distribution of such
Liguidation Preference.

(b) If the Available Assets shall be iffsiient to permit full payment of the LiquidatidPreference upon a Liquidation Event to all
holders of Series B Preferred, as well as all paysthen due or due by reason of such LiquidatieenEon any Parity Stock, then the holders
of Series B Preferred and holders of such ParitgiSshall share ratably in any such distributiothef Corporation’s assets in proportion to the
full respective distributable amounts to which tleeg entitled.

(c) Written notice of a Liquidation Evestating a payment date, the amount of the LidiodePreference and the place where said sums
shall be payable, shall be given by mail, postageaid, not less than thirty (30) nor more tharys{80) days prior to the payment date stated
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, méher the distribution provided for in this Sect®shall be payable in property other than cash,
the value of such property shall be the Fair Makkatie.

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

() “Triggering Event” means (a) a sale of all or substantially alll aissets of the Corporation to any Person, (b) any
transaction or series of transactions by whichResson or group (as such term is used in Secti¢d) b8 the Exchange Act) becomes the
beneficial owner (as so defined), directly or iedity, of shares representing more than fifty per¢80%) of the aggregate voting power of the
Corporation. or (c) a merger, consolidation, rearg@ation, recapitalization or other transactiorseries of related transactions (a “
Recapitalization”) in which the stockholders of the Corporation dmga majority of the voting stock of the Corpoaoatiwith the right to elect
a majority of the Board of Directors in the aggreeganmediately prior to such Recapitalization do omvn a majority of such voting stock or
voting power of the surviving, successor or coritiguentity following such Recapitalization.

(i) “Person” means an individual or corporation, partnerskipst, incorporated or unincorporated associajmnf venture,
limited liability company, joint stock company, gevament (or an agency or subdivision thereof) beoentity of any kind.

(i) “ Affiliate " means, at any time, and with respect to any Pem@oy other Person that at such time directiyndiréectly
through one or more intermediaries Controls, @asatrolled by, or is under common Control with, Isdicst Person, and, with respect to the
Corporation, shall include any Person beneficiallsning or holding, directly or indirectly, ten pert (10%) or more of any class of voting or
equity interests of the Corporation or any subsyd@ any corporation of which the Corporation d@sdsubsidiaries beneficially own or hold,
the aggregate, directly or indirectly, ten perqd®%) or more of any class of voting or equity retds. As used in this definitionControl”
means the possession, directly or indirectly, efgibwer to direct or cause the direction of the ag@ment and policies of a Person, whether
through the ownership of voting securities, by cacttor otherwise.




(iv) “Fair Market Value” shall mean the following: (i) with respect to éfyusecurities, (A) in the event such equity setesi
are publicly traded, the 10-day Weighted Averagedior such equity securities preceding the daosummation of the event requiring a
determination of Fair Market Value (thédetermination Date’) (B) in the event such equity securities are malicly traded, the fair market
value of such equity securities shall be determimethe affirmative vote of a majority of the membef the Board of Directors or, if the
requisite approval of the Board of Directors carm@bbtained, by a nationally recognized indepehdppraiser or investment bank selecte:
good faith, by a majority of the members of the Bloaf Directors;provided, howeverin no event shall there be a reduction in therferket
value of such equity securities based upon a “nitiyfaor similar discount or based upon the factttteere does not exist any public trading
market for such equity securities; (ii) with resptecdebt securities, the present value of such sieturities utilizing an interest rate equal te
prime rate on the Determination Date, as publishélthe Wall Street Journal, Eastern Edition, orhsDetermination Date; or (iii) with respect
to any other property, the fair market value ofrspmoperty, as determined (A) by the affirmativeéevof a majority of the members of the
Board of Directors or (B) if the requisite approe&lthe Board of Directors referred to in the piding clause (A) cannot be obtained, by a
nationally recognized independent appraiser saleategood faith, by a majority of the memberstaf Board of Directors.

4, Voting Rights

(@) The holders of the issued and outst@n8eries B Preferred shall have no voting rightsept as required by law or as provided in

Section 4(b)
(b) At any time when shares of Series 8féred are outstanding, in addition to any otteevequired by law or the Certificate of
Incorporation, without the written consent or affative vote of holders representing at least a ritgjof the shares of Series B Preferred then

outstanding, the Corporation shall not issue ohanite the issuance of any Senior Stock or PatibgIs

(c) Any action which by law requires tHérenative vote or consent of the holders of SeBeBreferred shall require the consent of
holders representing at least a majority of theeshaf Series B Preferred then outstanding.

5. Conversion

(@) Optional ConversionThe holders of Series B Preferred shall havdahewing conversion rights (each shall be refdrte herein as
an “Optional Conversior):

| At any time after issuance thargs of Series B Preferred shall be convertibingttime and from time to time, in wh
or in part (but not in fractions of a share), a @ption of the holder thereof, until any Redempfiate, into such number of fully paid and
nonassessable shares of Common Stock as is degerimyrmultiplying the number of shares to be cotecewith the Conversion Rate.




(i) TheConversion Raté shall be the Original Purchase Price divided loy €onversion Price at the time in effect for a
share of such Series B Preferred. Tl@ohversion Price per share of Series B Preferred initially shalklgeial to One Dollar and Forty Thi
Cents ($1.43), subject to adjustment from timert@tas provided below.

(i) As used hergimcquisition Event” means (A) the execution of a definitive agreemeitlh a Person that is (1) the
beneficial owner of at least a majority of the tloeistanding shares of Series B Preferred, orr(Aféliate of (1), providing for a transaction
which would constitute a Triggering Event or (Bg thublic commencement by a Person that is nothélpeneficial owner of at least a
majority of the then outstanding shares of Seri€y&erred, or (3) an Affiliate of (1), of an exatge or tender offer to acquire all of the
Common Stock.

(b) Mandatory ConversionAt any time after issuance of the Series B Rretk if the closing price of the Common Stockegsorted by
the Principal Market or quotation system on whighlsCommon Stock is traded or reported equals ceeris Two Dollars and Seventy Five
Cents ($2.75) per share of Common Stock of the tverent Conversion Price for five (5) consecutiegling days, then the Corporation shall
have the right to cause all (but not less thanaaitstanding shares of Series B Preferred to hmaattcally converted into shares of Common
Stock (such conversion being referred to hereia ‘aslandatory Conversiori and the date on which such Mandatory Conversixgoines
effective as the Mandatory Conversion Dat#).

(c) Conversion of the Series B Preferrexy ioe effected by any holder thereof upon the sdeeto the transfer agent for the Series B
Preferred, or at such other office or offices,njaas the Board of Directors may designate, ot#éficate for such shares of the Series B
Preferred to be converted accompanied (if the ngnirefvhich such certificate are to be registenéi@idfrom the name(s) in which the
certificate formerly representing shares of SeBdreferred had been registered prior to conveydigra written notice stating the name or
names in which such holder wishes the certificateestificates for shares of Common Stock to beagsand, if an Optional Conversion, sta
that such holder elects to convert all or a spedifvhole number of such shares. In case suchershiall specify a name or names other than
that of such holder, such notice shall be accongubby a payment of all transfer taxes payable uperissuance of shares of Common Stor
such name or names. As promptly as practicabteéjraany event within five business days afterdheender of such certificate or certificates
and the receipt of such notice relating theretq #rapplicable, payment of all transfer taxestfoeg demonstration to the satisfaction of the
Corporation that such taxes have been paid), tmpdCation shall deliver or cause to be deliver¢détrtificates representing the number of
validly issued, fully paid and nonassessable tudires of Common Stock to which the holder of shaféle Series B Preferred being conve
shall be entitled and (ii) if less than the fullmioer of shares of the Series B Preferred evidehgebe surrendered certificate or certificates
being converted, a new certificate or certificatéddike tenor, for the number of shares evidenogduch surrendered certificate or certificates
less the number of shares being converted.

(d) In the event of any Optional Conversisich conversion shall be deemed to have been iimewlediately prior to the close of business
on the date of the surrender of the certificatesstificates for the shares of Series B Preferodokt converted and the giving of the notice
relating thereto, and the Person or Persons ahtileeceive the shares of Common Stock issualia apch conversion shall be treated for all
purposes as the record holder or holders of suatestof Common Stock on such date. In the eveat\éndatory Conversion, such
conversion shall be deemed to have been made aviadhdatory Conversion Date, and the Person or Remptitled to receive the shares of
Common Stock issuable upon such conversion shatkbgéed for all purposes as the record holdeotdrs of such shares of Common Stock
on the Mandatory Conversion Date. On the date loiclwa conversion is deemed pursuant to_this Se&iid)to have been made, the rights of
the holder of the shares of the Series B Prefatesiined to have been converted as to the sharesdminerted shall cease except for the right
to receive shares of Common Stock in accordanaanliter and the corresponding rights of a holder ofnthon Stock thereupon created.




(e) In connection with the conversioraaf/ shares of the Series B Preferred, no fractibsbares of Common Stock shall be issued, but
in lieu thereof the Corporation shall pay a caghstthent in respect of such fractional interesairamount equal to such fractional interest
multiplied by the then effective Conversion Pridémore than one share of the Series B Prefetnatl be surrendered for conversion by the
same holder at the same time, the number of falleshof Common Stock issuable on conversion thesteaif be computed on the basis of the
total number of shares of the Series B Preferresis@ndered.

® The Corporation shall at all timeseeve, and keep available for issuance upon theecsion of the Series B Preferred, such number
of its authorized but unissued shares of CommonokSis will from time to time be sufficient to petrttie conversion of all outstanding shares
of the Series B Preferred, and shall take all aatemuired to increase the authorized number akeshaf Common Stock if necessary to permit
the conversion of all outstanding shares of théeSd& Preferred.

(9) The Conversion Price shall be subjeetdjustment from time to time as follows:

0] Adjustments for Subdivisions or Combinations of @am Stock In the event the outstanding shares of CommookSt
shall be subdivided by stock split, stock dividematherwise, into a greater number of shares afi@on Stock, the Conversion Price of the
Series B Preferred then in effect shall, conculyesith the effectiveness of such subdivision, beportionately decreased. In the event the
outstanding shares of Common Stock shall be cordlneonsolidated into a lesser number of shar€oofimon Stock, the Conversion Price
of the Series B Preferred then in effect shall,coorently with the effectiveness of such combinatio consolidation, be proportionately
increased.

(i) Adjustments for Non-Cash Dividends and Other Distibns. In the event the Corporation makes, or fixeecrd
date for the determination of holders of CommorcKtentitled to receive, any distribution (excludirgpurchases of securities by the
corporation not made on a pro rata basis) payahpedperty or in securities of the Corporation ottian shares of Common Stock, then and in
each such event the holders of Series B Prefeha&@tireceive, at the time of such distribution, #mount of property or the number of
securities of the Corporation that they would heaeeived had their Series B Preferred been cord/érte Common Stock on the date of such
event.

(i) Adjustments for Reorganizations, ReclassificatmmSimilar Events If the Common Stock shall be changed into the
same or a different number of shares of any otlasssor classes of stock or other securities quenty, whether by capital reorganization,
reclassification or otherwise, then each sharecoieS B Preferred shall thereafter be convertile ihe number of shares of stock or other
securities or property to which a holder of the bemof shares of Common Stock of the Corporatidivel@ble upon conversion of such shz
of Series B Preferred shall have been entitled womh reorganization, reclassification or othemgve




(iv) Shares Owned by Corporation For purposes of this Section 5(dhe number of shares of Common Stock at any time
outstanding shall not include any shares of ComBioick then owned or held by or for the accounhef@orporation.

(v) Certificate of Independent AccountanThe certificate of any firm of independent puldiccountants of recognized
national standing selected by the Board of Directdrthe Corporation (which may be the firm of ipdadent public accountants regularly
employed by the Corporation) shall be presumptieelyect for any computation made under this Sadig).

(vi) No Adjustments for Abandoning Dividend Distribution If the Corporation shall take a record of tieddiers of its
Common Stock for the purpose of entitling themetcetive a dividend or other distribution, and stta@reafter and before the distribution to
stockholders thereof legally abandon its plan tp qadeliver such dividend or distribution, theetbafter no adjustment in the Conversion
Price or the number of shares of Common Stock idsugpon exercise of the right of conversion grdrie this Section 5(g9hall be required
by reason of the taking of such record.

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

(h) In case of any capital reorganizatiomeclassification of outstanding shares of Comr8tock (other than a reclassification covered
by Section 5(g)(iii)), or in the case of a share exchange of Commark3to securities of another corporation, or ineca§any consolidation
or merger of the Corporation with or into anotherporation, or in case of any sale or conveyan@ntiher corporation of the property of the
Corporation as an entirety or substantially asraimety (each of the foregoing being referred t@addransaction”), each share of the Series
Preferred then owned by such holder shall thenebéieconvertible into, in lieu of the Common Stassuable upon such conversion prior to
consummation of such Transaction, the kind and arnolushares of stock and other securities andestgpeceivable (including cash) upon
consummation of such Transaction by a holder dfrilnenber of shares of Common Stock into which dreee of the Series B Preferred was
convertible immediately prior to such Transactimcluding, on a pro rata basis, the cash, secsritigoroperty received by holders of Comr
Stock in any tender or exchange offer that is p stesuch Transaction).

0] Upon any adjustment of the Converdiwite then in effect, the Corporation, at its exgee shall, upon the written request of any
holder of Series B Preferred, promptly compute sadjnstment in accordance with the terms hereoffamilsh to each holder of Series B
Preferred a certificate setting forth such adjustinaad showing in reasonable detail the facts wploich such adjustment is based.

()] Upon any conversion of Series B Pmefé pursuant to this Section fhe holder of such shares being converted sbedlive any
unpaid and accrued dividends on such shares bemged.




6. Redemption

(@) At any time after the third anniveysaf the issuance of the Series B Preferredballinot less than all, the shares of Series B
Preferred outstanding may be redeemed by the Catipor(a “Mandatory Redemptiori) at its sole discretion, at a price equal to gneater of
(i) one hundred ten percent (110%) of the Origaidchase Price, plus an amount equal to any ugpaiciccrued dividends and (ii) the Fair
Market Value on the Redemption Date of such nunabshares of Common Stock which the holder of ddeemed Series B Preferred would
be entitled to receive had the redeemed SerieefPed been converted immediately prior to thenagtion. The right of the Corporation to
redeem the Series B Preferred provided under #itich 6(a) shall cease upon the occurrence of an Acquiskioent.

(b) Redemption NoticdJpon the determination by the Corporation to@ffate a Mandatory Redemption or a Partial Redempti
written notice of such redemption (th&k&demption Noticé€) shall be mailed, postage prepaid, to each holdezaafrd of Series B Preferred
its post office address last shown on the recofdseoCorporation, not less than five (5) busingags prior to the date such redemption is to
occur (the “Redemption Daté). Each Redemption Notice shall state:

0] the number ofsbs of Series B Preferred held by the holderttr@aCorporation shall redeem on the Redemption;Date

(i) the Redemptibate and the price the Corporation shall pay tdhiiders of Series B Preferred upon such redempti
determined pursuant to Section 6(af applicable (theRedemption Pricé); and

(iii) that the holds to surrender to the Corporation, in the maramef at the place designated, his, her or itsfivaté or
certificates representing the shares of SerieseeRed to be redeemed.

(c) Redemption Mechanic®n any Redemption Date, the Corporation shakbeetsuch number of shares of Series B Preferrddréiet

in the Redemption Notice. If on any Redemptionetae Corporation does not have sufficient fundallg available to redeem such number
of shares of Series B Preferred set forth in theéelReption Notice, the Corporation shall redeem argta portion of each Series B Preferred
holder’s redeemable shares out of funds legallylaa therefor, based on the respective amountshaliould otherwise be payable in respect
of such shares to be redeemed if the legally avaiffunds were sufficient to redeem all such shaxed shall redeem the remaining shares to
have been redeemed as soon as practicable aft€otperation has funds legally available therefdme Corporation may delay or cancel any
redemption by providing notice of such delay orasiation to each holder of Series B Preferred tee¢ived a Redemption Notice in
connection with such redemption as promptly astralgle following the determination by the Corpdasatto delay or cancel such redemption.

(d) Surrender of Certificates; Paymet@®dn or before the applicable Redemption Dateh éadder of shares of Series B Preferred to be
redeemed on such Redemption Date, unless suchrh@dexercised his, her or its right to convechsshares as provided_ in Sectionshall
surrender the certificate or certificates represgndiuch shares to the Corporation, in the mannéréthe place designated in the Redemption
Notice, and thereupon the Redemption Price for sheles shall be payable to the order of the pexbmse name appears on such certifi

or certificates as the owner thereof, and eaclendared certificate shall be canceled and retitedhe event less than all of the shares of
Series B Preferred represented by a certificateegleemed, a new certificate representing the eereed shares of Series B Preferred shall
promptly be issued to such holder.




(e) Rights Subsequent to Redemptidiithe Redemption Notice shall have been duliegj and if on the applicable Redemption Date
the Redemption Price payable upon redemption o$liages of Series B Preferred to be redeemed dnRedemption Date is paid or tendered
for payment or deposited with an independent paymagent so as to be available therefor, then nbstanding that the certificates evidencing
any of the shares of Series B Preferred so catleceilemption shall not have been surrenderedjelinds with respect to such shares of Series
B Preferred shall cease to accrue after such Retitemipate and all rights with respect to such statell forthwith after the Redemption Date
terminate, except only the right of the holderseiceive the Redemption Price without interest upamender of their certificate or certificates
therefor.

7. Payment of TaxesThe Corporation shall pay all documentary, statrgmsfer and other taxes (other than taxes aymiiecof the
holders of shares of Series B Preferred) and @beernmental charges attributable to the issuatel&ery, conversion or redemption of shs

of Series B Preferreghrovided, howeverthat the Corporation shall not be required to ay taxes payable in respect of any transfer ireal

in the issuance or delivery of any certificate$ach shares in a name other than that of the hofdbe shares of Series B Preferred in respect
of which such shares are being issued.

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

9. Severability If any right, preference or limitation of theri&s B Preferred set forth herein is invalid, urfialver incapable of being
enforced by reason of any rule of law or publicipglall other rights, preferences and limitatices forth herein which can be given effect
without the invalid, unlawful or unenforceable righreference or limitation shall, neverthelessa in full force and effect, and no right,
preference or limitation herein set forth shalldeemed dependent upon any other such right, prefer@r limitation unless so expressed
herein.

10. Status of Reacquired Sharé&hares of Series B Preferred that have beeadssod reacquired in any manner shall (upon comgs
with any applicable provisions of the laws of that8 of Delaware) have the status of authorizedusnissued shares of Preferred Stock isst
in series undesignated as to series and may bsigedéed and reissued.

11. Waivers The holders of Series B Preferred shall alseriiiled to, and shall not be deemed to have waiaey other applicable

rights granted to such holders under the Delawame@l Corporation Law. Any of the rights of tr@ders of Series B Preferred set forth
herein may be waived by the affirmative consentaie of the holders of at least a majority of thert outstanding shares of Series B Preferred,
subject to applicable law.

12. Registration of Series B ConvertiBteferred Stock The Corporation shall register shares of théeSd& Preferred, upon records to
be maintained by the Corporation for that purptise { Series B Preferred Registé}, in the name of the record holders thereof friimme to
time. The Corporation may deem and treat the tegid holder of shares of Series B Preferred aalikelute owner thereof for the purpose of
any distribution to such holder, and for all otperposes, absent actual notice to the contrary.
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13. Registration of Transferd’he Corporation shall register the transferrof shares of Series B Preferred in the Series B2Reel
Register, upon surrender of certificates evidensingh Shares to the Corporation at its addressfigaelerein. Upon any such registration or
transfer, a new certificate evidencing the shafe®enies B Preferred so transferred shall be issuéite transferee and a new certificate
evidencing the remaining portion of the sharessoatansferred, if any, shall be issued to thesfieaming holder.

14. Replacement Certificate$f any certificate evidencing Series B Prefeniechutilated, lost, stolen or destroyed, the Coaion shall
issue or cause to be issued in exchange and suiostifor and upon cancellation hereof, or in la@and substitution for such certificate, a new
certificate, but only upon receipt of an affidasitloss and indemnity agreement reasonably sat@fato the Corporation evidencing such Ic
theft or destruction and customary and reasonallemnity, if requested. Applicants for a new diedite under such circumstances shall also
comply with such other reasonable regulations andgulures and pay such other reasonable third-pastg as the Corporation may prescribe.

15. Reservation of Stock Issuable Uponveeosion. The Corporation shall at all times reserve agelkavailable out of its authorized
but unissued shares of Common Stock , solely ®iptirposes of effecting the conversion of the shaf&eries B Preferred, such number ¢
shares of Common Stock as shall from time to timesudficient to effect the conversion of all outstang shares of the Series B Preferred; and
if at any time the number of authorized but unisksieares of Common Stock shall not be sufficiergftect the conversion of all then
outstanding shares of Series B Preferred, in amidtt such other remedies as shall be availaltteetdolders of such Preferred Stock, the
Corporation will take such corporate action as nirayhe opinion of its counsel, be necessary togase its authorized but unissued shares of
Common Stock to such number of shares as shallffieient for such purposes, including without ltation, engaging in best efforts to obtain
the requisite stockholder approval of any necesasargndment to the Certificate of Incorporation.

This Certificate shall become effective upoa fiting thereof with the Secretary of State of Btate of Delaware.

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

REED'’S, INC.

By: /s/ Christopher J. Reed

Name:Christopher J. Ree:
Title: President & Chief Executive Offic

REED'’S, INC.

By: /s/ Judy Holloway Ree
Name:Judy Holloway Ree
Title: Secretary
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EXHIBIT 21

REED'’S, INC.

SUBSIDIARIES

NONE



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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 33-178623) which was filed with the Commission on Dmber 20, 2011 of our report, dated March 26, 2@ppearing in the annt
report on Form 10K for the years ended Decembe2@1]1 and 2010.

WEINBERG & COMPANY, P.A.
Certified Public Accountants

Los Angeles, California
March 26, 2012



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.

2.

Date:

I have reviewed this Annual Report on Form 16flReed’s Inc.;

Based on my knowledge, this report does notadomny untrue statement of a material fact ortamstate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisletading with respect to the
period covered by this report;

Based on my knowledge, the financial statememd other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd have:

a.

Designed such disclosure controls and praesdor caused such disclosure controls and proesdo 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, pattéidy during the period in which this report isifg prepared;

Designed such internal control over finanpggorting, or caused such internal control oveafficial reporting to be
designed under my supervision, to provide reasenasdurance regarding the reliability of finanoigdorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprincipals;

Evaluated the effectiveness of the registsagisclosure controls and procedures and preséntb@s report our conclusio
about the effectiveness of the disclosure contintbprocedures, as of the end of the period covgyehis report based on
such evaluation; and

Disclosed in this report any change in thggsteant’s internal control over financial repodithat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annuyabrig that has material
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over finaeceporting; and

The registrant’s other certifying officer anbldve disclosed, based on our most recent evatuatimternal control over financial
reporting to the registrant’s auditors and the tealinmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

a. All significant deficiencies and material wWaasses in the design or operation of internalrotsibver financial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaard report financial
information; and

b. Any fraud, whether or not material, that ilmes management or other employees who have disatirole in the
registrant’s internal control over financial repogt

March 26, 2012 /s/ Christopher J. Reed

Christopher J. Reed

Chief Executive Officer

(Principal Executive Officer) and Chief Financiaffider (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. I have reviewed this Annual Report on Form 16flReed’s Inc.;

2. Based on my knowledge, this report does notadomny untrue statement of a material fact ortamstate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisletading with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememd other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this rep

4, The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirg @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd have:

a. Designed such disclosure controls and praesdor caused such disclosure controls and proesdo 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, pattéidy during the period in which this report isifg prepared;

b. Designed such internal control over finanpggorting, or caused such internal control oveafficial reporting to be
designed under my supervision, to provide reasenasdurance regarding the reliability of finanoigdorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprincipals;

C. Evaluated the effectiveness of the registsagisclosure controls and procedures and preséntb@s report our conclusio
about the effectiveness of the disclosure contintbprocedures, as of the end of the period covgyehis report based on
such evaluation; and

d. Disclosed in this report any change in thggsteant’s internal control over financial repodithat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annuyabrig that has material
affected, or is reasonably likely to materiallyeaftf, the registrant’s internal control over finaeceporting; and

5. The registrant’s other certifying officer anbldve disclosed, based on our most recent evatuatimternal control over financial

reporting to the registrant’s auditors and the tealinmittee of the registrant’s board of direct@spersons performing the
equivalent functions):

a. All significant deficiencies and material wWaasses in the design or operation of internalrotsibver financial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaard report financial
information; and

b. Any fraud, whether or not material, that ilmes management or other employees who have disatirole in the
registrant’s internal control over financial repogt

Date: March 26, 2012 /s/ James Linesch

James Linesch
Chief Financial Officer
(Principal Financial Officer)



EXHIBIT 32.1

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

In connection with the Annual Report on Form 10fReed’s, Inc., a Delaware corporation (the “Comgafor the year ended
December 31, 2011, as filed with the Securitieslxchange 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 faphlgsents, in all material respects, the finanaaldition and results of operations of
the Company.

REED'’S, INC.

Date: March 26, 2012 By: /s/ Christopher J. Reed

Christopher J. Reed
Chief Executive Officer




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 “Comgafor the year ended
December 31, 2011, as filed with the SecuritiesEBxchange 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@i6eobarbanes-Oxley Act of 2002, that, to
the best of his knowledge and belief, that:

(1) The Report fully complies with the requiremeoatsSection 13(a) or 15(d) of the Securities ExgeAct of 1934; and

(2) The information contained in the Report faphlgsents, in all material respects, the finanaaldition and results of operations of
the Company.

REED'’S, INC.

Date: March 26, 2012 By: /s/ James Linesch

James Linesch
Chief Financial Officer
(Principal Financial Officer)



