SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF
THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2012

Commission File Number 000-32501

REED’S, INC.

(Exact name of registrant as specified in its arart

Delaware 35-217777¢
State or other jurisdiction of incorporation or anjgation I.R.S. Employer Identification Numb:

13000 South Spring Stree
Los Angeles, California 90061
Address of principal executive offic Zip Code

(310) 217-9400
Registrant’s telephone number, including area code

Securities registered pursuant to Section 12(b) t¢fie Act:

Title of Class Name of each exchange where registered
Common Stock, $.0001 par value per shai NYSE MKT

Securities registered pursuant to Section 12(g) ¢ifie Act: None

Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405edBdturities Act.  Ye&l No

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 orti®ecl5(d) of the Act. Yedd No

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti® or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementsife past 90 days. YdxI No O

Indicate by check mark whether the registrant lasmstted electronically and posted on its corpok&b site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8 232.405 of tthapter) during the preceding 12
months (or for such shorter period that the regigtwvas required to submit and post such filess ¥  No O

Indicate by check mark if disclosure of delinquilers pursuant to Item 405 of Regulation S-K i$ nontained herein, and will not be
contained, to the best of registrant’s knowledgeléfinitive proxy or information statements incorgted by reference in Part 11l of this Form
10-K or any amendment to this Form 10-K]

Indicate by check mark whether the registrantler@e accelerated filer, an accelerated filer, maccelerated filer or a smaller reporting
company. See definition of “large accelerated filesccelerated filer” and “small reporting compdrg Rule 12b-2 of the Exchange Act.

Large Accelerated fileld Accelerated fileid Non-accelerated fileid Smaller reporting comparix
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exge Act) YesO No

The aggregate market value of the voting and ndmga@ommon equity held by non-affiliates (excluglivoting shares held by officers and
directors) as of June 30, 2012 was $26,080,000

12,500,833 common shares, $.001 par value, westamaling on March 13, 2013.




TABLE OF CONTENTS

Page
PART | 4
Item 1. Business 11
Item 2. Properties 11
Item 3. Legal Proceeding 11
Item 4. Mine Safety Disclosure! 11
PART I 12
Item 5. Market for Registrar s Common Equity, Related Stockholder Matters asddsPurchases of Equity Securi 12
Item 6. Selected Financial Da 14
Item 7. Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior 15
ltem 7A. Quantitative and Qualitative Disclosures About MarRisk 20
Item 8. Financial Statemen 21
Item 9. Changes in and Disagreements with Accountants @ourting and Financial Disclosu 22
Item 9A. Controls and Procedur 22
Item 9B. Other Informatior 22
PART IlI 23
Item 10. Directors, Executive Officers and Corporate Govaos 23
Item 11. Executive Compensatic 28
Item 12. Security Ownership of Certain Beneficial Owners Mahagement and Related Stockholder Mai 29
Item 13. Certain Relationships and Related Transactionsarettor Independenc 30
Item 14. Principal Accountant Fees and Servi 31
PART IV 32
Item 15. Exhibits, Financial Statement Schedt 32




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 Exchange Commission (“SECdnhd public announcements that we have previoushe
or may subsequently make include, may include, rpm@te by reference or may incorporate by refererertain statements that may
deemed to be forward-looking statements. The faM@oking statements included or incorporated byresfee in this Annual Report and th
reports, statements, information and announcensatdsess activities, events or developments that’'Retnc. (together with its subsidiar
hereinafter referred to as “we,” “us,” “our” or “B@’s”) expects or anticipates will or may occur in thaufat Any statements in this docurr
about expectations, beliefs, plans, objectivesyrapsions or future events or performance are nstohical 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,” “expeet,” “will continue,” “anticipate,” “seek,” “estim&,” “intend,” “plan,” “projection,” “would”
and “outlook,” and similar expressions. Accordingly, these statgm@volve estimates, assumptions and uncertaintidnich could cau:
actual results to differ materially from those eegsed in them. Any forwarldoking statements are qualified in their entireyyreference to tt
factors discussed throughout this document. Allveindlooking statements concerning economic conditiogigs of growth, rates of income
values as may be included in this document aredbaseénformation available to us on the dates noded we assume no obligation to up
any such forward-looking statements.

LI ” o« ” o ” LTS LTS " o«

The risk factors referred to in this Annual Repmotild cause actual results or outcomes to diffeerraly from those expressed in i
forward-looking statements made by us, and you lshoot place undue reliance on any such forwarditgg statements. Any forwardoking
statement speaks only as of the date on whichritade and we do not undertake any obligation tatgeny forwardeoking statement
statements to reflect events or circumstances #iféedate on which such statement is made or kectehe occurrence of unanticipated eve
New factors emerge from time to time, and it is poassible for us to predict which will arise. Ind#ttbn, we cannot assess the impact of
factor on our business or the extent to which amwtdr, or combination of factors, may cause actesillts to differ materially from tho
contained in any forward-looking statements.

Management cautions that these statements ardigdidly their terms and/or important factors, manfiywhich are outside of o
control, involve a number of risks, uncertaintigsd aother factors that could cause actual results earents to differ materially from t
statements made, including, but not limited to,ftil®wing risk factors.

. Our ability to generate sufficient cash flow tgport capital expansion plans and general operaiitivities,

. Decreased demand for our products resulting tbamges in consumer preferences,

. Competitive products and pricing pressures amdability to gain or maintain its share of salesha marketplace,

. The introduction of new products,

. Our being subject to a broad range of evolving fallstate and local laws and regulations includhase regarding the labeling ¢

safety of food products, establishing ingredierdigigations and standards of identity for certaibdf& environmental protections,
well as worker health and safety. Changes in tless and regulations could have a material effacthe way in which we produ
and market our products and could result in in@da®osts

. Changes in the cost and availability of raw materdend the ability to maintain our supply arrangate@nd relationships and proc
timely and/or adequate production of all or anpof products

. Our ability to penetrate new markets and maintaiaxpand existing markets,

. Maintaining existing relationships and expandimg distributor network of our products,




. The marketing efforts of distributors of our puats, most of whom also distribute products thatcampetitive with our products,

. Decisions by distributors, grocery chains, spegialtain stores, club stores and other customedéstmntinue carrying all or any
our products that they are carrying at any ti

. The availability and cost of capital to finanag avorking capital needs and growth plans,

. The effectiveness of our advertising, marketing promotional programs,

. Changes in product category consumption,

. Economic and political changes,

. Consumer acceptance of new products, includisig test comparisons,

. Possible recalls of our products, and

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

Although we believe that the expectations refledtedhe forwardiooking statements are reasonable, we cannot geardatur
results, levels of activity, performance, or acki@ents.




PART |

Item 1. Business

Background

We develop, manufacture, market and sell naturalaicoholic carbonated soft drinks, kombucha, candied ice creams. V
currently manufacture, market and sell seven unpqoduct lines:

Reed's Ginger Brews,

Virgil's Root Beer, Cream Sodas, Dr. Better andIR&aa, including ZERO diet sodas,
Culture Club Kombucha

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 gournret aatural food stores (estimated at approximat€dp0 smaller or specialty sto
and approximately 3,000 supermarket format stomg)ermarket chains (estimated at approximatel§Orddores), retail stores and restaul
in the United States and, to a lesser degree, iraa We primarily sell our products through aveek of natural, gourmet and indepenc
distributors. We also maintain an organizationnefiouse sales managers who work mainly in the sk@psced by our natural, gourmet
mainstream distributors and with our distributors.

We produce and cpack our products in part at our facility in Los giates, California, known as the Brewery, and prilpat ¢
contracted co-packing facility in Pennsylvania. Tdugpack facility in Pennsylvania supplies us with s@daducts 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 thera@mately 13,000 supermarkets that carry our petglun natural ar
mainstream

Expand our distribution network by adding regiodiaéct store delivery (DSD’s) and additional diractounts,

stimulate consumer demand and awareness for astirexbrands and products through promotions andréding,

develop additional product flavors under our brafidand extensions) and other new products, inotudpecialty packagil
and alternative uses for our produs

develop and produce private-label products forcselestomers,

lower our cost of sales for our products by gairéngnomies of scale in our purchasing, and

optimize the size and focus of our sales force anage our relationships with distributors and retailets.

Our current sales effort is focused on building business in our approximately 13,000 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.reedsgingerbsem),
participating in large public events as sponsors.

Our principal executive offices are located at XB@&buth Spring Street, Los Angeles, California 94006ur telephone number
(310) 2179400. Our Internet address is (www.reedsgingerlm@mw). Information contained on our website or tisahccessible through ¢
website should not be considered to be part ofAhisual Report.




Historical Development

Reeds Original Ginger Brew was created in 1987 by Gbpker J. Reed, our founder and Chief Executivéc®ff and was introduc
to the market in Southern California stores in 19B9 1990, we began marketing our products thraughed Natural Foods Inc. (UNFI), a
other natural food distributors and moved our pobidu to a larger facility in Boulder, Colorado.

In 1991, we incorporated our business operatiorteanstate of Florida under the name of Originalfd8age Corporation and mo\
all of our production to a co-pack facility in Peyivania. Throughout the 1930)’we continued to develop and launch new Gingemw
varieties. Reed Ginger Brews reached broad placement in naturdl gourmet foods stores nationwide through UNFI atiter majo
specialty, natural/gourmet and mainstream foodtaewtrage 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 Compaty 2000, we moved into an 18,000 square foatelous
property, the Brewery, in Los Angeles, Califorriahouse our west coast production and warehowdi@yfa The Brewery now also serves
our principal executive offices. In 2001, pursusmta reincorporation merger, we changed our statecorporation to Delaware and &
changed our name to Reed’s, Inc.

On December 12, 2006, we completed the sale 00200 shares of our common stock at an offeringepof $4.00 per share in ¢
initial public offering. The public offering reseld in gross proceeds of $8,000,000. Following thblip offering, we expanded sales
operations dramatically, initially using a diretdre delivery strategy in Southern California, @amith other regional independent direct s
distributors (DSD). The relationships with DSDivere supported by our sales staff. In 2007, vigedaa net of $7,600,000 in a priv
placement. We re-focused our sales strategy toredten company direct store delivery sales and fraed sales to DSB’and natural foc
distributors on a national level. We also startellirgy directly to supermarket grocery stores, whias 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 2014
Dr. Better and Extra Light 55 Calories in 2011. \W@mmenced offering private label products in 2040¢ have increased that busit
significantly in 2011 and 2012. In 2012, we introdd our Culture Club kombucha line with the inif@adir flavors.

Industry Overview

We offer natural premium carbonated soft drinks ;Svhich are a growing segment of the $Hilion CSD market nationwid
Within natural food store markets, we are amongttipeselling natural soft drinks. This market is steaayl growing. We also sell in ma
grocery chains nationally. The trend in groceryesas to expand offerings of natural products wechave the scale and capability to dev
these direct customer relationships.

Our Products

We currently manufacture and sell 24 beverages, ¢dandies and three ice creams. We make all opoedlucts using premium all-
natural ingredients. Our primary brands are ourd®eginger brew line, our Virgi§ line of root beer and our Culture Club kombudbat
candy products, include Reed's Crystallized Gingandy and Reed'Chews, represent a lesser portion of revenues\es, the products ¢
popular and sales are expanding. We also sell ginge&ream.

Ree(s Ginger Brews

Ginger ale is the oldest known soft drink. Beforedern soft drink technology existed, naicoholic beverages were brewed at h
directly from herbs, roots, spices, and fruits.e3d handcrafted brews were then aged like winenayidy prized for their taste and their tol
health-giving properties. Reed’Ginger Brews are a revival of this home brewimy and we make them with care and attentio
wholesomeness and quality, using the finest freshdj roots, spices, and fruits. Our expert breagtars brew each batch with fresh ginger.

We believe that Reed’'s Ginger Brews are uniqueh@ir tkettle-brewed origin among all mass-marketefi drinks. Reed Ginge
Brews contain between 8 and 26 grams of fresh giimgevery 12eunce bottle. We use pure cane sugar as the sveee@ur products diffi
from commercial soft drinks in three particular w@eristics: sweetening, carbonation and colofarggreater adult appeal. Instead of u:
injected-based carbonation, we produce our carfmmataturally, through slower, beeriented techniques. This process produces sn
longer lasting bubbles that do not dissipate rgpighen the bottle is opened. We do not add cadprifihe color of our products con
naturally from herbs, fruits, spices, roots andgsi




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,
highly refined sweeteners. Typically, manufactummeke a centrally processed concentrate that evildl 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:

« Reec(s Original Ginger Brewwas our first creation, and is a Jamaican recip@donemade ginger ale using 17 grams of |
ginger root, lemon, lime, honey, raw cane sugaregpple, herbs and spices. F's Original Ginger Brew is 20% fruit juic

« Reec(s Extra Ginger Brews the same approximate recipe, with 25 gramsestfiginger root for a stronger bite. RexeHXxtr:
Ginger Brew is 20% fruit juice

« Reels Premium Ginger Brevs sweetened only with honey and pineapple jui@ed® Premium Ginger Brew is 20% fr
juice.

o Reec(s Raspberry Ginger Brews brewed from 17 grams of fresh ginger root, raspbjuice and lime. Reesl’Raspbern
Ginger Brew is 20% raspberry juic

« Reecs Spiced Apple Brewses 8 grams of fresh ginger root, the finest@®tman apple juice and such apple pie spic
cinnamon, cloves and allspice. R’s Spiced Apple Brew is 50% apple jui

« Reec(s Cherry Ginger Brewis naturally brewed from 22 grams of fresh gingmty 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 le»

« Ree(s Nausea Reliebhased on our Ginger Brews with added B vitaminghBypnger and B vitamins have been studie(
their effectiveness in combating naus

Virgil's Root Beer

Virgil's is a premium root beer. We use abtural ingredients, including filtered water, urddhed cane sugar, anise from Sj
licorice from France, bourbon vanilla from Madagascinnamon from Sri Lanka, clove from Indonesiamtergreen from China, sweet bi
and molasses from the southern United States, mutrom Indonesia, pimento berry oil from Jamaicalsam oil from Peru and cassia oil f
China.We collect these ingredients worldwide and gathent together at the brewing and bottling facilitidée combine these ingredie
under strict specifications and finally heat-pasgtuVirgil's Root Beer, to ensure quality. We seitgil’ s Root Beer in three packaging sty
12-ounce bottles in a four-pack, a special swidgstyle pint bottle and a 5-liter self-tapping pekéeg.

In addition to our Virgil's Root Beer, we also afféae 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 SedReal Cola, Dr. Better and Black Cherry Cream S@ia ZERO
line is naturally sweetened with Stev

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

Reecs Culture Club Kombucha

We introduced our Culture Club kombucha in 2012nacha is a fermented tea that dates its origik Bamusands of years. Amc
consumers, kombucha is believed to have healingclahsing characteristics. Sweetened tea is intexd to a “startertulture and lightl
fermented to produce an acetic drink. We makeitiesf kombucha possible, using a combination ob@gland Yerba Mate teas. Initially,
produced four flavors, Goji Ginger, Hibiscus Ginggrapefruit, Lemon Ginger Raspberry and Cranbéffg.plan to introduce four additior
flavors in 2013.

We have other popular brands that currently hawitdd distribution, including China Cola, SonomaaBger and Flying Cauldrc
Butterscotch Beer. We are continually developing beands and products.




Private Label Product

We design and manufacture drinks for private lainstomers in our Los Angeles Brewery. We are egparflavor development a
in matching existing products in the market. Wealep the recipe and may design the label and/obditige style. We do not private label
of our own branded product recipes. Private labehufacturing is different than copacking, as weldotie products and purchase
ingredients. The customer is purchasing a finigiredluct, not a copacking service.

Our private label products have been primarily kloag juices, waters and teas. We develop the ssufor glass and ingredients.
have a variety of packaging options, including gwiid 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'sguict line, Reed Ginger Ic
Cream, and Reed’s Ginger Candy product lines aolgggng styles. Among the advantages of our gadfrated Brewery are the flexibility
try innovative packaging and the capability to eipent with new product flavors at less cost to operations or capital.

Our private label products require continual pradievelopment. We are able to be nimble and inmeaproducing 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 TBeswery, at which we produce certain soda prodantsour private lab
products, ant

« a packing, or co-pack, facility in Pennsylvania e¥hsupplies us with product we do not produce a Bhewery. The co-
packer assembles our products and charges usgefegrally by the case, for the products they prec

We follow a “fill as needed” manufacturing modeltte best of our ability and we have no significhatklog of ordersSubstantiall
all of the raw materials used in the preparatiasifling and packaging of our products are purchasedis or by our contract packers
accordance with our specifications. Reed’s Cryigedl Ginger is made to our specifications in Fjeeds Ginger Candy Chews are made
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 $epp 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 majopbgponstriction or calamity.

We believe that as we continue to grow, we willaixe to keep up with increased production demaWisbelieve that the Brewe
has ample capacity to handle increased West Coastdss. To the extent that any significant inazdéadusiness requires us to suppleme
substitute our current goackers, we believe that there are readily avalaliternatives, so that there would not be a digmit delay ¢
interruption in fulfilling orders and delivery oo products. In addition, we do not believe thatvgth will result in any significant difficulty
delay in obtaining raw materials, ingredients ardied product that is repackaged at the Brewery.

Our Primary Markets

We target a niche in the estimated $60 billion oadied and nonarbonated soft drink markets in the US, Canadalatetdnatione
markets. Our brands are generally regarded as prerand natural, with upscale packaging and areelgadefined as the artisanal (cre
premium bottled carbonated soft drink category.

The soft drink industry is highly fragmented ane ttraft soft drink category consists of such coibpet as, Henry Weinharc
Thomas Kemper, Hansen's, Izze, Boylans and Jords 8bname a few. These brands have the advaotdgping seen widely in the natio
market and being commonly known for years througtl-lunded ad campaigns. Despite our products havinglaively high price for
artisanal premium beverage product, no mass meldiertising and a relatively small but growing prese in the mainstream market compi
to many of our competitors, we believe that resudtdate demonstrate that Reed's Ginger Brews amyil'¥ sodas are making strong inro
and market share gains against some of the largadb in the market.




Kombucha is the largest growth segment of the fanat beverage category of drinks and foods, inolwatoconut water, yogurt a
fresh juices. Among this broader category, thegefated juices and functional beverages segmemt gy approximately $200 million in 20
to an estimated market of approximately $600 mill{50% growth), according to SPINS data. Kombudragrises the overwhelming majol
share of this explosive growth and comprises mbghe segment. It is generally believed that thgnsent will continue to expand at a str
rate over the next few years. Other functionalkim this category are also expanding sales dthyetes, primarily coconut water and fr
pressed juices. Consumer awareness and demanehfdiohal drinks is increasing and we feel that korha and other cultured drinks will
in the forefront of this expanding market category.

We sell the majority of our products in the natddd store, mainstream supermarket chains andsé&eoite locations, primarily
the United States and, to a lesser degree, in Gaanadi 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, Tradels, Sprouts, Sunflowers, Earth Fare, New Seaggst to name a few. Our brands
also sold in gourmet restaurants and delis natidewWith the advent of large natural food storeirchand specialty merchants, the nai
foods segment continues to grow each year, hefpielghe continued growth of our brands.

Mainstream Supermarkets and Retailers

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

Supermarkets, particularly supermarket chains anthiment local/regional chains, often impose shgftfees in order to gain sh
presence within their stores. These fees can betsted to be paid orténe only or in installments. We utilize selectisietting in supermark
chains throughout the US and to a lesser degre€amada. However, our local and national sales teasnbeen able to place our prod
without having to pay significant slotting feesotihg fees for new item placements on average leage anywhere between $10 to $15C
store, per new item.

Food Service Placement

We also market our beverages to industrial catetgicorporate feeders), and to on premise barsemtaurants. As our business continue
mature, we intend to place our beverages in stagligport arenas, concert halls, theatres, and othierral centers as longrm marketing ar
pouring relationships are developed within thisibess segment.

International Sales

We have developed a limited market for our produti€anada, Europe and Asia. Sales outside of Namikrica currently represent less t
1% of our total sales. Sales in Canada representt db3% of our total sales. We believe that ttegeegood opportunities for expansion of s
in Canada and we are increasing our marketing fooukat market. Other international sales becoost grohibitive, except in specialty s¢
circumstances, since our premium sodas are packgidss, which involves substantial freight to mowverseas. We are open to opportur
to export and to copack internationally and expauod brands into foreign markets, and we are holdireiminary discussions with tradi
companies and import/export companies for theilligion of our products throughout Asia, Europe &udith America. We believe that th
areas are a natural fit for Resdjinger products, because of the importance djegiin international markets, especially the Asiaarke
where ginger is a significant part of diet and itiatn.




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 salesupretail customers. One of the main goals of @alesand marketing efforts is to increase !
and grow our brands. Our sales force consists mibsasales representatives in five geographic regiacross the country. Additionally,
employ a staff of internal telemarketing sales espntatives. Generally, our sales managers arernsibje for all activities related to the sa
distribution and marketing of our brands to ourirentlistributor and retail partner network in Nor¥merica. We distribute our produ
primarily through several national natural foodstdibutors and an increasing number of regionalnsteéam DSD distributors. We h:
entered into agreements with some of our distritsuthat commit us to "termination fees" if we tematie our agreements early or witr
cause. These agreements call for our customenvmthe right to distribute our products to a deditygpe of retailer within a defined geograr
region. As is customary in the beverage indusfrwe should terminate the agreement or not aut@alitirenew the agreement, we woulc
obligated to make certain payments to our custonvéeshave no plans to terminate or not renew angeagent with any of our customers.
also offer our products and promotional merchandisectly to consumers via the Internet through wabsite www.reedsgingerbrew.com.

Marketing to Distributors

We market to distributors using a number of marigttrategies, including direct solicitation, tebeketing, trade advertising ¢
trade show exhibition. These distributors includgunal food, gourmet food, and mainstream distalsit Our distributors sell our produ
directly to natural food, gourmet food and mairatnesupermarkets for sale to the public. We mainthiact contact with our distribut
partners through our iheuse sales managers. From time to time and in Weited markets, when use of our own sales forc@at cos
effective, we will utilize independent sales brakand outside representatives.

Marketing to Retail Stores

The primary focus of our sales efforts is superradales. We have a small highly trained salesefdhhat is directly contactil
supermarket chains and setting up promotional dalemn In addition, we market to retail stores biizing trade shows, trade advertisi
telemarketing, direct mail pieces and direct caméth the store. Our sales managers and reprdsasaisit these retail stores to sell dire
in many regions. Sales to retail stores are coatdahthrough our distribution network and our reglovarehouses.

Competition

The beverage industry is highly competitive. Thigipal areas of competition are pricing, packagitevelopment of new produ
and flavors and marketing campaigns. Our producimpete with a wide range of drinks produced by latikely large number 1
manufacturers. Most of these brands have enjoyeddbrwell-established national recognition for geahrough welfunded ad and oth
branding campaigns. In addition, the companies fieatwring these products generally have greataanfiral, marketing and distributi
resources than we do. Important factors affectingability to compete successfully include tastd favor of products, trade and consu
promotions, rapid and effective development of newmique cutting edge products, attractive and difie packaging, branded prod
advertising and pricing. We also compete for distiors who will concentrate on marketing our pradusver those of our competitors, pro\
stable and reliable distribution and secure adegsia¢lf space in retail outlets. Competitive pressin the soft drink category could cause
products to be unable to gain or to lose marketeshawe could experience price erosion. We beliba¢ our innovative beverage recipes
packaging and use of premium ingredients and & tsadret brewing process provide us with a conipetitdvantage and that our commitm:
to the highest quality standards and brand innomaire keys to our success.

The kombucha market is dominated by one producer selis their products nationally. The remaindethef producers are comprit
of mostly fragmented regional or local companidserg are companies that gain market share in neggions; however, most do not have
scale and capability to effectively sell and dimite on a national basis. We believe that theemisxcellent opportunity for Reexdto becom
the #2 national producer of kombucha in a relayivshort period of time, since we have existing ribstion channels and custor
relationships to expanding our sales volume quickle also have ilouse production capabilities that can be scaledsupeeded to make t
a primary brand for Reesl’ We believe that our existing infrastructure tgsa competitive advantage, including productgtesinanufacturin
& production, and a network of sales & distribution




Proprietary Rights

We own trademarks that we consider material tobmginess. Three of our material trademarks arestergid trademarks in the L
Patent and Trademark Office: Virgil's ®, Reed’s @gmial Ginger Brew All-Natural Jamaican Style Gingkle ® and China Cola ®
Registrations for trademarks in the United Statslast indefinitely as long as we continue to @s® police the trademarks and renew fil
with the applicable governmental offices. We hawélveen challenged in our right to use any of oatemal trademarks in the United Sta
We intend to obtain international registration eftain 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 secids process can be used to brew flavors of beveratier than ginger ale and ginger beer,
as root beer, cream soda, cola, and other spicéraibhtbeverages. We have not sought any patentsuo brewing processes because we w
be required to disclose our brewing process inmatpplications.

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

The production, distribution and sale in the Unigtdtes of many of our Compasyproducts are subject to the Federal Food, |
and Cosmetic Act, the Federal Trade Commission thetLanham Act, state consumer protection lavgera, state and local workplace he
and safety laws, various federal, state and locairenmental protection laws and various other faljestate and local statutes and regula
applicable to the production, transportation, sadety, advertising, labeling and ingredients wfhs products. Outside the United States
distribution and sale of our many products andteel@perations are also subject to numerous sirildrother statutes and regulations.

A California law requires that a specific warningpaar on any product that contains a componesetliby the State as having b
found to cause cancer or birth defects. The lavosep all food and beverage producers to the ptsitfi having to provide warnings on th
products. This is because the law recognizes nergly applicable quantitative thresholds below ebhia warning is not require
Consequently, even trace amounts of listed compenzan expose affected products to the prospeataafing labels. Products contain
listed substances that occur naturally or thatcardributed to such products solely by a municipater supply are generally exempt from
warning requirement. No Company beverages prodtaresale in California are currently required tsmlay warnings under this law. We
unable to predict whether a component found in en@amy product might be added to the Californiaitisthe future, although the state
initiated a regulatory process in which caffeinédl Wwe evaluated for listing. Furthermore, we argoalinable to predict when or whether
increasing sensitivity of detection methodologyt timy become applicable under this law and releg¢gdlations as they currently exist, o
they may be amended, might result in the deteaifoan infinitesimal quantity of a listed substarieea beverage of ours produced for sa
California.

Bottlers of our beverage products presently offed ase nonrefillable, recyclable containers in theted States and various ot
markets around the world. Some of these bottlas affer and use refillable containers, which dse aecyclable. Legal requirements appl
various jurisdictions in the United States and eeas requiring that deposits or certain ecotaxéeasr be charged for the sale, marketing
use of certain nonrefillable beverage containere precise requirements imposed by these measargsQther types of beverage containel
related deposit, recycling, ecotax and/or prodtewardship statutes and regulations also apphaiious jurisdictions in the United States
overseas. We anticipate that additional, similgaleequirements may be proposed or enacted ifutbiee 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 environmentatkption statutes and regulatic
including those relating to the use of water resesirand the discharge of wastewater. Our polity somply with all such legal requiremel
Compliance with these provisions has not had, arddw not expect such compliance to have, any nahtadverse effect on our cap
expenditures, net income or competitive position.

Environmental Matters

Our primary cost environmental compliance activityn recycling fees and redemption values. Weraggired to collect redempti

values from our customers and remit those redemptdues to the state, based upon the number tédaff certain products sold in that state.
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Employees

We have 28 fultime employees on our corporate staff, as folldven general management, 16 in sales and markstipgort, and
in accounting, administration and operations. W ddave 33 production employees that work both&ot part time. We employ additio
people on a patime basis as needed. We have never participatedcpllective bargaining agreement. We believe tiwa relationship wit
our employees is good.

ltem 2. Property

We lease a facility of approximately 76,000 squaet, which serves as our principal executive efficour West Coast Brewery
bottling plant and our Southern California wareloftacility. Approximately 30,000 of the total spasdeased under a lortgrm lease expirir
in 2024. We also lease a warehouse of approxima®&Q00 square feet under a lease expiring in 28ivarehouse of approximately 13,
square feet under a lease expiring in 2014, andratlvouse of 15,000 square feet on a month to niis.

Item 3. Legal Proceedings

From time to time, we are a party to claims an@lg@goceedings arising in the ordinary course ditess. Our management evalu
our exposure to these claims and proceedings aillly and in the aggregate and provides for p@klusses on such litigation if the ama
of the loss is estimable and the loss is probable.

From August 3, 2005 through April 7, 2006, we isbB33,156 shares of our common stock in conneactith our initial public
offering. These securities represented all of tharess issued in connection with the initial pulditering prior to October 11, 2006. Thi
shares issued in connection with the initial publifering may have been issued in violation of eitRederal or State securities laws, or t
and may be subject to rescission.

On August 12, 2006, we made a rescission offerllthh@dders of the outstanding shares that we beliake subject to rescissi
pursuant to which we offered to repurchase theaseshthen outstanding from the holders. At theratiphn of the rescission offer on Septen
18, 2006, the rescission offer was accepted byf 32eoofferees to the extent of 28,420 shares fioaggregate of $119,000, including statu
interest. The shares that were tendered for régnisgere agreed to be purchased by others andarotdur funds.

Federal securities laws do not provide that a ssgm offer will terminate a purchaseright to rescind a sale of stock that was
registered as required or was not otherwise exémpt such registration requirements. With respedhe offerees who rejected the rescis
offer, we may continue to be liable under federal atate securities laws for up to an amount efqutiie value of all shares of common si
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 untiieral or state law, or securing an exemption fregistration, regulators could impi
monetary fines or other sanctions as provided utitese laws. However, we believe the rescissiogr @ifovides us with additional meritoric
defenses against any future claims relating toetisbares.

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

Item 4. Mine Safety Disclosures

Not applicable.
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PART Il
Item 5. Market for Common Equity and Related Stockholder Maters
Our common stock is listed for trading on the NYBIKT trading under the symbol “REED”Prior to December 31, 2012, «

company traded on the NASDAQ exchange. The follgwina summary of the high and low bid prices af cmmmon stock on the NASD/#
and NYSE MKT Capital Markets for the periods presdn

Sales Price
High Low

Year Ending December 31, 201
First Quartel $ 3.0 $ 1.9t
Second Quarte 2.2¢ 1.7¢
Third Quartel 2.1C 1.61
Fourth Quarte 1.7¢ 1.11

Sales Price

High Low

Year Ending December 31, 2012
First Quarte! $ 19C $ 1.1C
Second Quarte 4.4¢ 1.7¢
Third Quartel 7.1¢ 3.2¢
Fourth Quarte 8.82 4.9¢

As of December 31, 2012, there were approximat8ly dtockholders of record of the common stock {noluding the number
persons or entities holding stock in nominee arettname through various brokerage firms) and aqupadely 12,498,427 outstanding sh
of common stock.

Unregistered Sales of Equity Securities

During the fiscal year ended December 31, 2012isaeed the following equity securities that wereegistered under the Securi
Act:

*  We issued 14,965 shares of common stock in exchiang®nsulting and legal services. The value efdtock was based on
closing price of the stock on the issuance or afjrgmn date. The total value of shares issuedeiorices was $23,000. T
shares were issued pursuant to exemption fromtratia under Section 4(2) of the Securities A

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 anticipateaded or paying any dividends in the foreseeabtarbu Payments of future dividends, if &
will be at the discretion of our board of direct@f$er taking into account various factors, inchglithe terms of our credit facility and
financial condition, operating results, current amticipated cash needs and plans for expansion.

We are obligated to pay a nenmulative 5% dividend from lawfully available atsto 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 ofrmomstock at our discretion. In 2012
2011, we paid dividends on our Series A preferedksin an aggregate of 4,760 and 11,455 sharemimon stock in each such y«
respectively, and anticipate that we will be ohiéghto issue at least this many shares annuatlyetdolders of the Series A preferred stoc
long as such shares are issued and outstandi@1®, we accrued $29,000 of dividends on our ondtey Series B shares and paid $37
of dividends by issuing 3,394 shares of our commstomek. In 2011, we accrued $42,000 of dividend®oenoutstanding Series B shares
paid $3,000 of dividends by issuing 4,760 sharesuofcommon 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 purchas® &9®,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 OptianPand the plan was approved by our stockhold@nsOctober 8, 2007, our board
directors adopted the 2007 Stock Option Plan, bagtan was approved by our stockholders on Noverd®e?007.

The plans permit the grant of options to our emeésy directors and consultants. The options magtitote either incentive stoc
options” within the meaning of Section 422 of tmtefnal Revenue Code or “non-qualified stock omibhe primary difference betwe
“incentive stock options” and “non-qualified stooktions” is that once an option is exercised, ttoeksreceived under ariritentive stoc
option” has the potential of being taxed at the enfavorable long-term capital gains rate, whileckteeceived by exercising a “napualifiec
stock option” is taxed according to the ordinargame tax rate schedule.

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

The exercise price of an option granted under the gannot be less than 100% of the fair markatevgler share of common stock
the date of the grant of the option. The exerciseepof an incentive stock option granted to a pereswning more than 10% of the t
combined voting power of the common stock musttdeast 110% of the fair market value per shareooimon stock on the date of the gr
Options may not be granted under the plan on er dfte tenth anniversary of the adoption of thenplacentive stock options granted 1
person owning more than 10% of the combined vatimger of the common stock cannot be exercisablenfe than five years.

Whenan option is exercised, the purchase price of tidertlying stock will be paid in cash, except tHa plan administrator m
permit the exercise price to be paid in any contimnaof cash, shares of stock having a fair maxkadtie equal to the exercise price, o
otherwise determined by the plan administrator.

If an optionee ceases to be an employee, directocpnsultant with us, other than by reason of ldedisability, or retirement, :
vested options must be exercised within three nsofdliowing such event. However, if an optiore€@mployment or consulting relations
with us terminates for cause, or if a director afis removed for cause, all unexercised optioitistevminate immediately. If an option
ceases to be an employee or director of, or a ¢amsuo us, by reason of death, disability, oiremhent, all vested options may be exerc
within one year following such event or such shopieriod as is otherwise provided in the relatecagent.

When a stock award expires or is terminated bafaseexercised, the shares set aside for thatcame returned to the pool of sh:
available for future awards.

No option can be granted under the plan after earg/following the earlier of the date the plan wdsepted by the board of direct
or the date the plan was approved by our stocknalde
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2010 Incentive Stock Plan and 2010-2 Incentive Sto®lan

We are authorized to issue up to an aggregate @0@5shares of common stock émployees, officers, directors, consulte
independent contractors, advisors, or other sepiogiders to Reed’s under our 2010 Incentive Steldn and 201@- Incentive Stock Ple
(collectively, the “2010 Plans”). The 2010 Incesti8tock Plan was adopted by our board of direciorlarch 31, 2010; the 20IDincentive
Stock Option Plan was adopted on May 5, 2010. TH& Plans are administered by a committee of tlzedoof directors. The plan commit
may from time to time, and subject to the provisio the plan and such other terms and conditisrtb@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 eitheritien consulting agreement or a separate writtgreement confirming such gre
executed by Rees’and the recipient, stating the number of Awardr&$ granted and stating all terms and conditiéreaich grant. Durin
2011, 14,965 shares of common stock were issueeruhd 2010 Plans, and in 2011 there were 72,0&%sfof common stock issued.

Equity Compensation Plan Information

The following table provides information, as of Betber 31, 2012, with respect to equity securitigh@ized for issuance unt
compensation plans:

Number of Securities
Remaining Available

Number of Securities Weighted-Average for Future Issuance
to be Issued Upon Exercise Price of Under Equity
Exercise of Outstanding Options, Compensation Plans
Outstanding Options, Warrants and (excluding securities
Warrants and Rights Rights reflected in Column
Plan Category (a) (b) (a))(c)
Equity compensation plans approved by securitydrs 607,000 % 1.2% 470,99¢
Equity compensation plans not approved by sechotglers 317,25. % 2.4C -
TOTAL 924,25  $ 1.6¢€ 470,99

Iltem 6. Selected Financial Data

As a smaller reporting company, Reed'’s is not neglio provide the information required by thisiité.
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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 lB&ad in conjunction with o
financial statements and the related notes appgagisewhere in this Annual Report. This discusaiwhanalysis may contain forwelooking
statements based on assumptions about our futwsiadss. Our actual results could differ materidigm 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

Our 2012 results reflect 20% growth in revenue$30 million. Private label sales were approxima&y2 million of the revenues, $1 milli
higher than in 2011. Our private label revenuesafdittie short of expectations in the fourth gigardue to lower buying from a major custor
We are starting out 2013 with very strong growttboth private label and branded product revenue20IlL3, we anticipate that our Cult
Club kombucha line will make an increasing impactlwanded sales revenues while we continue to aser@ur distribution reach for «
branded Ginger Brew and Virgi'lines of natural sodas. In addition to revenuemfour three great brands, we are exploring auftti line
extensions and branding opportunities. We are ials@asing our consumer marketing and creatingtexant around our brands, which
increase general awareness of our products. Weveethat we have adequate capital for our exigtimginess plans for 2013 and we
increasing margin contribution at a rate that sdathan increases in operating and sales costs.

Results of Operations
Year ended December 31, 2012 Compared to Year ebdm@mber 31, 2011
Sales

Sales of $30,007,000 for the year ended Decemhe2@®I2 represent an increase of $4,994,000, or 28%pmpared to the prior year si
period. Sales from branded products increased 8% during 2012, over 2011, with an overall voluimerease of 18% in our core D2mce
branded beverages. Sales of private label prodocteased to approximately $5.2 million in 2012, iacrease of approximately 23% o
2011. The branded product sales increases areochighter volumes with key customers as well asatthdition of several regional direct st
delivery (DSD) distributors selling our productsofotional allowances, a deduction from revenuaseiased at a faster rate than gross
increases, primarily due to initial discounting oar kombucha sales and to additional promotionaiviies with our distributors. Oi
kombucha sales commenced during the second hal1sf, with volume increases primarily in the fouytharter.

Cost of Tangible Goods Sold

Cost of tangible goods sold consists of the cofteaw materials and packaging utilized in the mawtidre of products, cpacking fee:
repacking fees, in-bound freight charges, as wetetain internal transfer costhe total cost of $18,943,000 for the year Decen3ier201.
was 63% of net sales, as it also was in 2011. Beegpice increases in certain key raw ingredientswere able to lower our average cost
our 12 ounce branded sodas overall by approxim&8yn the year ended December 31, 2012, as conhparthe prior year same period,
primarily to lower costs of certain packaging metist

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 suppliesaireppnd maintenance, and inventory wafe-Our charges for labor and overhead allocab
our finished goods are determined on a market lsasis, which is lower than our actual costs inairRant costs in excess of produc
allocations are expensed in the period incurrelderathan added to the cost of finished goods prediutdie capacity expenses increase
$1,920,000 in the year ended December 31, 2018 $b,761,000 in the prior year period. The incraasgue to higher unabsorbed cost
production, primarily in payroll, workers comperieat insurance and depreciation expense. During 20&2produced about 60% I
equivalent cases in our Los Angeles plant thanidénd2011. The lower production is due primaribydur initial kombucha productions, wh
tied up plant time while we learned and improvedcpsses. During the first half of 2012, we alsdgrered a number of plant upgrades
maintenance that required labor costs which cooltdbe capitalized and which required periods of ddimne from production. Despite 1
lower production in 2012, we were able to mitigtte plant losses to an increase of $159,000 orr@¥ease over 2011. We anticipate tha
plant production will increase to record productiates in 2013, which will help us to reduce tHe ithpacity costs.
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Gross Profit
Our gross profit of $9,144,000 in the year endedddeber 31, 2012 represents 30% of sales, as cothfmaB®% in 2011.
Delivery and Handling Expenses

Delivery and handling expenses consist of deliersts to certain customers and warehouse costgéacifor handling our finished goods a
production. Delivery and handling costs increase&2,634,000 in the year ended December 31, 2048 $2,307,000 in 2011. The 1.
increase is due to higher sales volume, increaséght costs on certain customers and increasezhtowy handling costs. As a percentag
sales, delivery and handling expenses were 9%timdifdhe years ended December 31, 2012, and 2011.

Selling and marketing expenses

Selling and marketing expenses consist primarilyioéct charges for staff compensation costs, didugg, sales promotion, marketing i
trade shows. Selling and marketing costs increasedall to $3,145,000 in the year ended Decembef312 from $2,470,000 in 2011. 1
$675,000 increase (27%) is primarily due to incedasarketing and promotional costs of $403,00duding dealer promotions, sponsorsl
and trade shows; and to higher compensation retatsid of $251,000. Our overall sales staff in@ddsom 13 at the end of 2011 to 17 af
end of 2012. As our sales base continues to gr@awlan to progressively increase our sales stéfifién. As a percentage of sales, selling
marketing costs in the aggregate were 10% in batye¢ars ended December 31, 2012 and 2011.

General and Administrative Expenses

General and administrative expenses consist pilynefithe cost of executive, administrative, andafice personnel, as well as professi
fees. General and administrative expenses duriagyéfar ended December 31, 2012 increased to $8E2%om $2,878,000 in 2011. T
$351,000 increase is primarily due to increaseirsulting and professional fees of $168,000, arease in loan fees of $149,000, an incr
in facilities+elated costs of $142,000, and an increase indbeuats receivable reserve of $122,000. Cost isesemvere offset by a decreas
compensation-related costs of $103,000. In 201#gal matter asserted by a former industrial emgoyesulted in ongme legal costs «
$327,000 that did not recur in 2012.

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

Income (Loss) from Operations

Income from operations was $136,000 in the yeaeéndecember 31, 2012, as compared to a loss of @250 2011. The improvement
$386,000 is primarily due to increased sales angjima&ontribution.

Interest Expense

Interest expense decreased to $660,000 in theeyekad December 31, 2012, compared to interest egpein$691,000 in the same periol
2011. The decrease is due to lower average borgowiider a loan and security agreement with PMCrigiiah LLC, secured primarily by o
inventory and accounts receivable.

Modified EBITDA
The Company defines modified EBITDA (a non-GAAP s@&ment) as net loss before interest, taxes, dagi;n and amortization, and non-
cash sharbéased compensation expense. Other companies maylatal modified EBITDA differently. Management lesles that tr

presentation of modified EBITDA provides a measnofrperformance that approximates cash flow befoterést expense, and is meaningfi
investors.
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MODIFIED EBITDA SCHEDULE

Year ended December 31

2012 2011
(unaudited) (unaudited)

Net loss $ (524,000 $ (941,000
Modified EBITDA adjustments
Depreciation and amortizatic 738,00( 653,00(
Interest expens 660,00( 691,00(
Stock option and warrant compensat 107,00( 300,00(
Other stock compensation for services and finaaes f 23,00( 131,00(

Total EBITDA adjustments 1,528,001 1,775,001
Modified EBITDA income from operations $ 1,004,000 $ 834,00(

Liquidity and Capital Resources

As of December 31, 2012, we had stockholders eqfit$4,098,000 and we had working capital of $2,208, compared to stockhold
equity of $4,305,000 and working capital of $2,688B), at December 31, 2011. The decrease in our ngrdapital of $357,000 was primaril
result of net losses and pay downs on our long-téii.

Our increase in cash and cash equivalents to $0063&t December 31, 2012 compared to $713,00eémber 31, 2011 was primaril
result of cash provided by operating activities if,177,000. Such cash provided by operations wésetoprimarily by costs of pla
improvements of $507,000 and loan pay downs of 88V We also gained $177,000 through the exedfistock options and warrants.
addition to our cash position on December 31, 20&2had availability under our line of credit of382000.

Our Loan and Security Agreement with PMC FinanS8iaivices Group, LLC provides a $4 milliogvolving line of credit and a $750,000 te
loan. The revolving line of credit is based on 8b6%=ligible accounts receivable and 50% of eligiieentory. The interest rate on t
revolving line of credit is at the prime rate pRi§5% (7% at December 31, 2012he term loan is for $750,000 and bears interesteaprime
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.

We believe that the Company currently has the macgswvorking capital to support existing operatidmisat least the next 12 months. |
primary capital source will be positive cash flonwrh operations. If our sales goals do not mateeadis planned, we believe that the Com
can reduce its operating costs and can be managedintain positive cash flow from operations. Bligtally, we have financed our operati
primarily through private sales of common stoclefprred stock, convertible debt, a line of creditd a financial institution and cash gener
from operations.

We may not generate sufficient revenues from prbdales in the future to achieve profitable opereti If we are not able to achieve profiti
operations at some point in the future, we evehtumhy have insufficient working capital to maintaur operations as we presently inter
conduct them or to fund our expansion and markedimgj product development plans. In addition, ossés may increase in the future a
expand our manufacturing capabilities and fundroarketing plans and product development. Thesesossnong other things, have had
may continue to have an adverse effect on our wgrkapital, total assets and stockholdergiity. If we are unable to achieve profitabilitiye
market value of our common stock would decline #adle would be a material adverse effect on oarfiial condition.
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If we suffer losses from operations, our workingital may be insufficient to support our abilityeégpand our business operations as rapic
we would deem necessary at any time, unless weldeeto obtain additional financing. There can beassurance that we will be able to ok
such financing on acceptable terms, or at allddcuate funds are not available or are not availablacceptable terms, we may not be at
pursue our business objectives and would be redjtireeduce our level of operations, including i@dg infrastructure, promotions, persor
and other operating expenses. These events coutiisadly affect our business, results of operate financial condition. If adequate ful
are not available or if they are not available ameptable terms, our ability to fund the growth afr operations, take advantage
opportunities, develop products or services ormttse respond to competitive pressures, could dgpaifgiantly limited.

Critical Accounting Policies and Estimates

Our financial statements are prepared in accordaitteaccounting principles generally acceptedhe United States of America, or GA/
GAAP requires us to make estimates and assumptian@ffect the reported amounts in our finandatesnents including various allowan
and reserves for accounts receivable and investatie estimated lives of loriyed assets and trademarks and trademark liceasesgll a
claims and contingencies arising out of litigatmmother transactions that occur in the normal sewf business. The following summarize
most significant accounting and reporting polic@esl practices:

Revenue Recognitic. Revenue is recognized on the sale of a prodhenvwthe 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 mgangent based on historical trend
returned items. Amounts paid by customers for shipand handling costs are included in sales. Thany reimburses its wholesalers
retailers for promotional discounts, samples anthgeadvertising and promotional activities usedhie promotion of the Comparsyproducts
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 selleagd marketing expenses.

Trademark License and TrademarkdVe own trademarks that we consider materialuo lusiness. Three of our material trademark:
registered trademarks in the U.S. Patent and Trade®@ffice: Virgil's ®, Reed’s Original Ginger Brell- Natural Jamaican Style Ginger ,
® and Tianfu China Natural Soda ®egistrations for trademarks in the United Statdklast indefinitely as long as we continue to @&
police the trademarks and renew filings with thel@pble governmental offices. We have not beerlehged 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 FA8Bance; we do not amortize indefinite-lived tnaaek licenses and trademarks.

In accordance with FASB guidance, we evaluate auramortizing trademark license and trademarks qugrier impairment. We meast
impairment by the amount that the carrying valueeexis the estimated fair value of the trademadn$ie and trademarks. The fair vall
calculated by reviewing net sales of the variousebeges and applying industry multiples. Based onquarterly impairment analysis

estimated fair values of trademark license ancetraatks exceeded the carrying value and no impaisweere identified during the year en
December 31, 2012.

Long-Lived Assets Our management regularly reviews property, eqeipimand other lontived assets, including identifiable amortiz
intangibles, for possible impairment. This revieecors quarterly or more frequently if events orrges in circumstances indicate the carr
amount of the asset may not be recoverable. I&tlseindication of impairment of property and eaqugnt or amortizable intangible assets,
management prepares an estimate of future cask #apected to result from the use of the asseitaedentual disposition. If these cash fli
are less than the carrying amount of the assempairment loss is recognized to write down theetiss its estimated fair value. The fair ve
is estimated at the present value of the futuré dasvs discounted at a rate commensurate with gemants estimates of the business ri
Quarterly, or earlier, if there is indication of pairment of identified intangible assets not subjecamortization, management compare:
estimated fair value with the carrying amount & #sset. An impairment loss is recognized to vaiten the intangible asset to its fair valt
it is less than the carrying amount. Preparatioestimated expected future cash flows is inheresilyjective and is based on managensen
best estimate of assumptions concerning expectacefeonditions. No impairments were identifiedidgrthe year ended December 31, 2012.
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Management believes that the accounting estimdsgete to impairment of our long lived assets, idahg our trademark license ¢
trademarks, is a “critical accounting estimatescause: (1) it is highly susceptible to changenfrperiod to period because it requ
management to estimate fair value, which is basedssumptions about cash flows and discount rateb)(2) the impact that recognizing
impairment would have on the assets reported orbalance sheet, as well as net income, could berrahtManagement’ assumptions abc
cash flows and discount rates require significadgment because actual revenues and expensesliatvated in the past and we expect
will continue to do so.

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

Accounts Receivab. We evaluate the collectability of our trade acusueceivable based on a number of factors. bugistances where
become aware of a specific customsdriability to meet its financial obligations to, @sspecific reserve for bad debts is estimatedraoarde:
which reduces the recognized receivable to thenestid amount our management believes will ultinydbel collected. In addition to spec
customer identification of potential bad debts, dadt charges are recorded based on our histéogsts and an overall assessment of pa:
trade accounts receivable outstanding.

Inventories. Inventories are stated at the lower of costuiipase and/or manufacture the inventory or theeatiestimated market value of
inventory. We regularly review our inventory quéie on hand and record a provision for excessotisdlete inventory based primarily on
estimated forecast of product demand and/or ouityatd sell the product(s) concerned and productiequirements. Demand for our prod
can fluctuate significantly. Factors that couldeaffdemand for our products include unanticipateahges in consumer preferences, ge
market conditions or other factors, which may resutancellations of advance orders or a redudtiche rate of reorders placed by custon
Additionally, our managemerst’estimates of future product demand may be inateuwhich could result in an understated or oaze
provision required for excess and obsolete inventor

Stock-Based Compensatiowe periodically issue stock options and warrantsetoployees and non-employees in mapital raisin
transactions for services and for financing costee Company accounts for stock option and warraautg issued and vesting to employ
based on FASB ASC Topic 718, “Compensation — S@apensationwhereas the award is measured at its fair valtieeatiate of grant a
is amortized ratably over the vesting period. Weoaat for stock option and warrant grants issuathasting to noremployees in accordar
with ASC Topic 718 whereby the fair value of thecét compensation is based on the measurement slaketermined at either (a) the dat
which a performance commitment is reached, or tieadate at which the necessary performancertotba 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 requiresittpait of subjective assumptions, incluc
the expected price volatility of the underlying &tand the expected life of stock options. Progctata 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 optie
based upon the average term and vesting schedutas 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.
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We believe there have been no significant changesng the year ended December 31, 2012, to tmasitdisclosed as critical accouni
policies and estimates in Management's DiscussiohAmalysis of Financial Condition and Results gfe@ations in the Compars//Annua
Report on Form 10-K for the year ended DecembeRB1].

Recent Accounting Pronouncements

In December 2011, the FASB issued ASU No. 2011*Ralance Sheet (Topic 210): Disclosures about Qtifsg Assets and Liabilities.This
ASU requires an entity to disclose information abaffsetting and related arrangements to enablesufdts financial statements to underst
the effect of those arrangements on its financaitipn. ASU No. 20111 will be applied retrospectively and is effectifie annual an
interim reporting periods beginning on or afteruky 1, 2013. The Company does not expect adotidhis standard to have a mate
impact on its results of operations, financial atod, or liquidity.

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

Inflation

Although management expects that our operationisha&ilinfluenced by general economic conditions,deenot believe that inflation has
material effect on our results of operations.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

As a smaller reporting company, Reed'’s is not neglio provide the information required by thigit&A.
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Report of Independent Registered Public Accountingrirm

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

We have audited the accompanying balance she®eseaxd’s, Inc. as of December 31, 2012 and 2011 landeiated statements of
operations, changes in stockholders’ equity antl @asvs for the years then ended. These finant&#ements are the responsibility
of the Company’s management. Our responsibilitp isxpress an opinion on these financial statenteated on our audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting Oversighamo(United States).
Those standards require that we plan and perfoematidlits to obtain reasonable assurance about &gl financial statements
are free of material misstatement. The Companyisrequired to have, nor were we engaged to perfammaudit of its internal
control over financial reporting. Our audits inokad consideration of internal control over financiaporting as a basis for
designing audit procedures that are appropriatthéncircumstances, but not for the purpose of esging an opinion on the
effectiveness of the Company’s internal control rofinancial reporting. Accordingly, we express nacls opinion. An audit
includes examining, on a test basis, evidence stipgothe amounts and disclosures in the finanstatements, assessing the
accounting principles used and significant estimat®ade by management, as well as evaluating thelb¥mancial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements referre@tbove present fairly in all material respects, fihancial position of Reed’s, Inc.
as of December 31, 2012 and 2011 and the resuits operations and its cash flows for the yeaentended in conformity with
accounting principles generally accepted in thetdthStates of America.

Weinberg & Company, P.A.
Los Angeles, California
March 25, 2013
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REED’S, INC.
BALANCE SHEETS

December 31, December 31,
2012 2011
ASSETS
Current assett
Cast $ 1,163,000 $ 713,00
Inventory 5,794,00! 6,099,001
Trade accounts receivable, net of allowanceléubtful accounts and returns and discou
of $399,000 and $135,000, respectiv 1,961,001 1,626,00!
Prepaid inventor 201,00t 168,00(
Prepaid and other current assets 212,00( 123,00(
Total Current Asset 9,331,00! 8,729,00!
Property and equipment, net of accumulatedegggmtiion of $2,351,000 and $1,739,000,
respectively 3,422,00! 3,512,001
Brand name 1,029,001 1,029,001
Deferred financing fees, net of amortizatior$660,000 and $8,000, respectively 54,00( 85,00(
Total assets $ 13,836,000 $ 13,355,00
LIABILITIES AND STOCKHOLDERS ' EQUITY
Current Liabilities:
Accounts payabl $ 3,368,000 $ 2,310,001
Accrued expenst 214,00( 196,00(
Dividends payabl 74,00( 83,00(
Recycling fees payah 19,00( 111,00¢
Line of credi 3,023,001 3,095,001
Current portion of long term financing obligati 90,00( 71,00(
Current portion of capital leases paye 69,00( 56,00(
Current portion of term loan 176,00( 152,00(
Total current liabilities 7,033,00! 6,074,00!
Long term financing obligation, less currenttmm, net of discount of $576,000 and
$626,000, respective 2,208,001 2,247,001
Capital leases payable, less current pol 98,00( 153,00(
Term loan, less current portion 399,00( 576,001
Total Liabilities 9,738,001 9,050,001
Commitments and contingenci
Stockholder' equity:
Series A Convertible Preferred stock, $10 par ve80€,000 shares authorized, 10,411 ¢
46,621 shares issued and outstanding, respec 104,00( 466,00(
Series B Convertible Preferred stock, $10 par vé&08,000 shares authorized, 45,602 &
80,415 shares issued and outstanding, respec 456,00( 804,00(
Common stock, $.0001 par value, 19,500,000 shatherzed, 12,084,673 and 10,885,¢
shares issued and outstanding, respect 1,00(¢ 1,00(¢
Additional paid in capita 23,996,00 22,924,00
Accumulated defici (20,459,00) (19,890,00)
Total stockholder equity 4,098,001 4,305,001
Total liabilities and stockholders’ equity $ 13,836,00 $ 13,355,00

The accompanying notes are an integral part ottfieancial statements
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REED'’S, INC.
STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2012 and 2011

2012 2011
Sales $ 30,007,00 25,013,00
Cost of tangible goods sa 18,943,00 15,847,00
Cost of goods sold — idle capacity 1,920,001 1,761,00
Gross profit 9,144,00! 7,405,00!
Operating expense
Delivery and handling expens 2,634,00! 2,307,00!
Selling and marketing expen 3,145,00! 2,470,001
General and administrative expense 3,229,00! 2,878,00i
Total operating expenses 9,008,001 7,655,001
Income (loss) from operatiol 136,00( (250,000
Interest expense (660,00() (691,00()
Net loss (524,001 (941,001
Preferred stock dividend (45,000 (65,000
Net loss attributable to common stockholders $ (569,000 (1,006,001
Loss per share attributable to common stockholdbesic and diluted $ (0.0%) (0.09)
Weighted average number of shares outstandingec aad diluted 11,361,05 10,785,71

The accompanying notes are an integral part ottfieancial statements

F-3




REED'’S, INC.
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
For the Years Ended December 31, 2012 and 2011

Additional Total
Common Stocl Series A Preferred Sto Series B Preferred Stoi Paic-In Accumulate: Stockholder:

Shares Amount Share: Amount Share: Amount Capital Deficit Equity

Balance,
December
31, 201C 10,446,09 1,00 46,62: 466,00( 85,76¢ 858,00( 21,701,00 (18,884,00)  4,142,00!

Fair value of

common si

issued for

services an

finance fee: 72,87 - - - - - 146,00( - 146,00(
Common stoc

issued upol

conversion

of Series B

preferred

stock 37,45% - - - (5,35 (54,000 54,00( - -
Sale of

common

stock in

private

offering 304,88( - - - - - 672,00( - 672,00(
Exercise of

warrants 11,00( - - - - - 25,00( - 25,00(
Fair value

vesting of

options

issued to

employee: - - - - - - 258,00(
Fair value of

warrants

issued for

services - - - - - - 42,00(
Series A ant

Series B

preferred

stock

dividend - - - - - - - (65,00() (65,000
Common stoc

paid for

Series A

and Series

B preferred

stock

dividend 13,53 - - - - - 26,00( - 26,00(
Net loss = = — - - - — (941,00() (941,000
Balance

December

31,2011 10,885,833 $ 1,00( 46,62. % 466,00( 80,41 % 804,000 $ 22,924,00 $(19,890,00)$ 4,305,00i

258,00(

42,00(

Fair Value of

Common

Stock

issued for

bonuses ar

services 14,96¢ - - - - - 23,00(
Common stoc

issued upol

conversion

of Series A

preferred

stock 144,84( - (36,210 (362,00() - - 362,00( - -
Common stoc

issued upol

conversion

of Series B

preferred

stock 243,69: - - - (34,819 (348,00() 348,00( - -
Exercise of

stock

options 347,22: - - - - - 30,00( - 30,00(
Exercise of

warrants 416,04¢ - - - - - 147,00(
Fair value

vesting of

options

23,00(

147,00(



issued tc

employees - - - - - - 107,00( - 107,00(
Series A ant

Series B

preferred

stock

dividend - - - - - - - (45,000 (45,000
Common stoc
paid for Serie!
A and
Series B
dividend 32,07 - - - - - 55,00( - 55,00(
Net Loss (524,00() (524,000
Balance

December

31, 2012 $ 12,084,667 $ 1,00( 1041 $ 104,00( 4560: $ 456,000 $ 23,996,00 $20,459,00 $ 4,098,00

The accompanying notes are an integral part ottfieancial statements
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REED’S, INC.
STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2012 and 2011

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash pieviby (used in) operating activitie
Depreciation and amortizatic
Fair value of stock options issued to employ
Fair value of warrants issued for servi
Fair value of common stock issued for servi
Increase in allowance for doubtful accou
Changes in assets and liabiliti
Accounts receivabl
Inventory
Prepaid expenses and inventory and other currests
Accounts payabl
Accrued expense
Recycling fees payable
Net cash provided by (used in) operating activities
Cash flows from investing activitie
Purchase of property and equipm
Net cash used in investing activities
Cash flows from financing activitie
Proceeds from issuance of common stock in priviaeement, net of offering cos
Proceeds from stock option and warrant exerc
Payments for deferred financing fe
Proceeds received from term Ic
Principal repayments on term lo
Principal repayments on long term financing obliga
Principal repayments on capital lease obliga
Net (repayments) borrowings on existing line ofdir
Net (payoff) borrowings on former line of cre
Principal repayments on note paya
Net cash (used) provided by financing activities
Net increase (decrease) in Ci
Cash at beginning of year
Cash at end of year

Supplemental Disclosures of Cash Flow Information

Cash paid during the year fc
Interest
Taxes

Non Cash Investing and Financing Activities
Series A preferred stock converted to common s
Series B preferred stock converted to common ¢
Common Stock issued in settlement of Series A @SB preferred stoc
Series B preferred stock dividend payable in comstonk
Property and equipment acquired through capitaldedligatior
Common stock issued for deferred financing 1

2012 2011
$ (524,000 $ (941,00
738,00 653,001

107,00 258,00!

- 42,00(

23,00( 131,001

264,00 30,00(

(599,00 (361,000

305,00 (1,544,00)

(122,00() (75,00()

1,058,001 (276,001

19,00 34,00(

(92,000 (215,000

1,177,00 (2,264,00)

(507,00) (356,000

(507,00) (356,001

- 672,00

177,00 25,00(

(44,000 (65,000

- 750,00

(153,00) (22,00()

(71,000 (54,000)

(57,000 (43,00()

(72,000 3,404,00!

- (2,347,00)

- (71,000

(220,00() 2,249,00!

450,00( (371,000

713,00 1,084,00

$ 1,163,000 $ 713,00
$ 668,000 $ 671,00
$ - % -
$ 362,000 $ -
$ 348,000 $ 54,00(
$ 55,000 $ 26,00(
$ 74000 $ 42,00(
$ 15,000 $ -67,00(
$ -8 15,00(

The accompanying notes are an integral part oktfirancial statements
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(1)

REED’S, INC.
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

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

Reed’s, Inc. (the “Company”) was organized underlétws of the state of Florida in January 19912001, the Company changed its
name from Original Beverage Corporation to Reetfis, and changed its state of incorporation frorarifla to Delaware. The
Company is engaged primarily in the business okltging, manufacturing and marketing natural namwfablic beverages, as well as
candies and ice creams. The Company currentlyoffeven Reed’s Ginger Brew flavors (Extra, OrigiRaemium, Light 55 Calorie
Extra, Cherry Ginger, Raspberry Ginger and Spicpglé Ginger); Reed’s Energy Elixir; five Virgil'selverages (Root Beer, Cream
Soda, Orange Cream Soda, Black Cherry Cream SadaRR@al Cola); four zero calorie Virgil's versiorigjo China Cola beverages
(regular and cherry); two Sonoma Sparkler sparklinges; three kinds of ginger candies (crystatfiginger, ginger chews and peanut
butter ginger chews); and three flavors of gingerdéream (Original, Green Tea, and Chocolate) Ol 2he Company introduced its
nausea relief product and reformulated its Virgdiet products into its new ZERO line with steviatural sweetener. In 2012 the
company introduced its kombucha line with four 8es.

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

B) Use of Estimate:

The preparation of financial statements in confeymith generally accepted accounting principleguiees management to make
estimates and assumptions that affect the repartemlints of assets and liabilities and disclosufe®tingent assets and liabilities at
the date of the financial statements and the redatounts of revenues and expenses during thetinrgpperiod. Actual results could

differ from those estimates. Those estimates amsdnagtions include estimates for reserves of unciitiie accounts, inventory

obsolescence, depreciable lives of property andpetgnt, analysis of impairments of recorded inthheg, accruals for potential

liabilities and assumptions made in valuing staxkruments issued for services.

C) Accounts Receivabl

The Company evaluates the collectability of itdléraaccounts receivable based on a number of fadtogrcumstances where the
Company becomes aware of a specific customer’slityato meet its financial obligations to the Coanyy, a specific reserve for bad
debts is estimated and recorded, which reduceetioginized receivable to the estimated amount tregany believes will ultimately
be collected. In addition to specific customer tiferation of potential bad debts, bad debt charges recorded based on the
Company’s historical losses and an overall assassofi@ast due trade accounts receivable outstgndin

The allowance for doubtful accounts and returns disdounts is established through a provision reduthe carrying value of
receivables. Receivables are charged off agaiesaliowance when payments are received or prodetisned. The allowance for
doubtful accounts and returns and discounts aseafe@ber 31, 2012 was approximately $399,000 anceiieer 31, 2011 was
approximately $135,000.

D) Property and Equipment and Related Depreciati

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

Property and Equipment Ty Years of Depreciatio

Building 39 year:
Machinery and equipme 5-12 year:
Vehicles 5 year:
Office equipmen 5-7 year:
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Management regularly reviews property, equipment @ther long-lived assets for possible impairm@ihis review occurs quarterly,

or more frequently if events or changes in circamses indicate the carrying amount of the assetmoaype recoverable. If there is
indication of impairment, management prepares éimate of future cash flows expected to result fribra use of the asset and its
eventual disposition. If these cash flows are thas the carrying amount of the asset, an impaitrioss is recognized to write down
the asset to its estimated fair value. The Comptighyrot recognize impairment for the years endedebdwer 31, 2012 and 2011.

E) Intangible Assets and Impairment Polic

The Company records intangible assets in accordaitbd=ASB ASU Topic 350 “Intangibles — Goodwill du®ther”. Intangible assets
consist mostly of brand names and are deemed ® ihdefinite lives not subject to annual amortizatilntangible assets, which have
finite lives, are amortized on a straight-line Basier their remaining useful life; they are alabject to annual impairment reviews.

Management regularly reviews intangible assetpémsible impairment. This review occurs quartestymore frequently if events or
changes in circumstances indicate the carrying amoti the asset may not be recoverable. If therendgcation of impairment,
management prepares an estimate of future casls #apected to result from the use of the asseitarbentual disposition. If these
cash flows are less than the carrying amount ofiset, an impairment loss is recognized to wigierdthe asset to its estimated fair
value. No impairments were identified for the yeamgded December 31, 2012 and 2011.

F) Concentrations

The Company’s cash balances on deposit with barkkgw@aranteed by the Federal Deposit Insurancectatipn up to $250,000 at
December 31, 2012. The Company may be exposedkdai the amounts of funds held in bank accoumtsxcess of the insurance
limit. In assessing the risk, the Company’s polgyo maintain cash balances with high quality fiicial institutions. The Company had
cash balances in excess of the guarantee during#rs ended December 31, 2012 and 2011.

During the year ended December 31, 2012, the Coypad two customers who accounted for approxima®ébp and 10% of its

sales, respectively; and during the year ended iBbee 31, 2011, the Company had two customers wbouated for approximately
28% and 11% of its sales, respectively. No othetamer accounted for more than 10% of sales ireeigear. As of December 31,
2012 the Company had accounts receivable due franctistomers who comprised $580,000 (25%) and $800(14%), of its total

accounts receivable; and as of December 31, 204 XCtimpany had accounts receivable due from twoomests who comprised
$475,000 (27%), $264,000 (15%), respectively, ofdtal accounts receivable.

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

G) Fair Value of Financial Instruments

The Company uses various inputs in determiningfélirevalue of its investments and measures theset@a®n a recurring basis.
Financial assets recorded at fair value in thertz@aheets are categorized by the level of objgcthgsociated with the inputs used to
measure their fair value. Authoritative guidancevisied by the FASB defines the following levelsedily related to the amount of
subjectivity associated with the inputs to fairuation of these financial assets:

Level 1—Quoted prices in active markets for idegdtmssets or liabilities.

Level 2—Inputs, other than the quoted prices iivaaharkets, 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@032,and 2011.
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H) Cost of sales

The Company classifies cost of sales in two categoiCost of tangible goods sold is comprised ef ¢bsts of raw materials and
packaging utilized in the manufacture of productspacking fees, repacking fees, in-bound freidiarges, as well as certain internal
transfer costs. Cost of goods sold — idle capamtysists of direct production costs in excess afghs allocated to finished goods in
production. Plant costs include labor costs, pridacsupplies, repairs and maintenance, and invgmtate-off. Charges for labor and
overhead allocated to finished goods are determamea market cost basis, which is lower than theah@osts incurred. Plant costs in
excess of production allocations are expensedeirpériod incurred rather than added to the cohished goods produced. Expenses
not related to the production of our products dasgified as operating expenses.

)  Delivery and Handling Expense

Shipping and handling costs are comprised of pwiolgaand receiving costs, inspection costs, warghgucosts, transfer freight costs,
and other costs associated with product distrilbugiter manufacture and are included as part ofating expenses.

J) Income Taxes

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

liability is established for the expected futuresequences of temporary differences in the finameorting and tax bases of assets
and liabilities. The Company considers future td&alcome and ongoing, prudent and feasible tammpiay strategies, in assessing the
value of its deferred tax assets. If the Compartgrd@nes 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 decreasthgnicome. Evaluating the value of

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

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

K) Revenue Recognitio

Revenue is recognized on the sale of a product wieproduct is shipped, which is when the riskosk transfers to our customers,
and collection of the receivable is reasonably @skuA 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 custorf@rshipping and handling costs are included lasa

The Company accounts for certain sales incentinefjding slotting fees, as a reduction of grodesarhese sales incentives for the
years ended December 31, 2012 and 2011 approxir$idi8d5,000 and $1,463,000, respectively.

L) Net Loss Per Shar

Basic earnings (loss) per share is computed bydidigithe net income (loss) applicable to Commorci&tolders by the weighted
average number of shares of Common Stock outstgmtliring the year. Diluted earnings (loss) per sligicomputed by dividing the
net income (loss) applicable to Common Stockholtgrthe weighted average number of common sharssamaling 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 isdintive.

For the years ended December 31, 2012 and 201tatbations of basic and diluted loss per shezdlse same because potential
dilutive securities would have an anti-dilutiveesff. The potentially dilutive securities consistédhe following as of:

December 31

2012 2011
Warrants 317,25: 2,006,87!
Series A Preferred Sto« 41,64 186,48
Series B Preferred Stoi 319,21 562,90!
Options 607,00( 1,172,00!
Total 1,285,11 3,928,25!
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M) Advertising Cost:

Advertising costs are expensed as incurred andhahaded in selling expense in the amount of $1Q0,8nd $25,000, for the years
ended December 31, 2012 and 2011, respectively.

N) Stock Compensation Expen:

The Company periodically issues stock options aadramts to employees and non-employees in nonatapising transactions for

services and for financing costs. The Company ausofor stock option and warrant grants issued\asling 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 aipedt ratably over the vesting period. The Comparooants 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 e@hé¢nhd date at which a performance commitmentastred, or (b) at the date at
which the necessary performance to earn the emnstsuments is complete.

O) Recent Accounting Pronouncemen

In December 2011, the FASB issued ASU No. 2011“Bhlance Sheet (Topic 210): Disclosures about Qtfsg Assets and
Liabilities.” This ASU requires an entity to dissk® information about offsetting and related arramgrgts to enable users of its
financial statements to understand the effect ok¢harrangements on its financial position. ASU R011-11 will be applied
retrospectively and is effective for annual aneiim reporting periods beginning on or after Japuar2013. The Company does not
expect adoption of this standard to have a matenjpdct on its results of operations, financialdition, or liquidity.

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

P) Reclassificatior

In presenting the Company’s statement of operationghe year ended December 31, 2011, the Compa@yiously presented

$2,307,000 of delivery and handling expenses asopaost of goods sold. In presenting the Compsusyatement of operations for the
year ended December 31, 2012, the Company hassédidd the 2011 delivery and handling expenseptrating expenses.
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(2) Inventory

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

December 31, December 31,
2012 2011
Raw Materials and Packagi $ 3,524,000 $ 3,538,001
Finished Goods 2,270,001 2,561,00!
$ 5,794,000 $ 6,099,00!
(3) Property and Equipment
Property and equipment is comprised of the follgnas of:
December 31, December 31,
2012 2011
Land $ 1,108,000 $ 1,108,00
Building 1,737,001 1,708,001
Vehicles 320,00( 320,00t
Machinery and equipme 2,174,001 1,702,001
Office equipment 434,00( 413,00(
5,773,00 5,251,00!
Accumulated depreciation (2,351,001 (1,739,001
$ 3,422,000 $ 3,512,00!

Depreciation expense for the years ended Decenih@032 and 2011 was $612,000 and $561,000, resplgct
Machinery and equipment at December 31, 2012 add 2icludes equipment held under capital lease®360,000 and $294,000,
respectively. Accumulated depreciation on equipnietd under leases was $149,000 and 104,000 aea#friber 31, 2012 and 2011,
respectively.

(4) Intangible Assets

Brand Names

Brand names consist of three trademarks for naheakrages. As long as the Company continues tewéts trademarks, these
intangible assets will have an indefinite life. Acdingly, they are not subject to amortization.

Deferred Financing Fees

Deferred financing fees are comprised of the foifmpas of:

December 31, December 31,
2012 2011
Loan fees relating to financir $ 80,00 $ 135,00(
Accumulated amortization (26,000 (50,000
$ 54,00( $ 85,00(

Amortization expense for the years ended Decembge2@®L2 and 2011 was approximately $75,000 andd®d2espectively.
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(5)

(6)

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

Year Amount
2013 41,00(
2014 8,00(
2015 3,00(
2016 2,00(
Total $ 54,00(

Line of Credit

On November 9, 2011, the Company entered into & lava Security Agreement with PMC Financial ServiGoup, LLC. The Loan

and Security Agreement replaced the Company’siagiRLOC and added a $750,000 term loan to theitofgek Note 7). The RLOC

initially was for $3 million, based on 85% of elidg accounts receivable and 50% of eligible inventoThe interest rate on the
revolving line of credit is at the prime rate pBi§5% (7% at December 31, 2012). The three-yeaedégent is secured by all of the
unencumbered assets of the Corporation. There éady termination fee of 2% of the maximum reveolaenount during the first two

years and 1% of the maximum revolver during thedtigear. The Agreement includes a financial covedabt service coverage ratio
that is effective if the credit availability unddre RLOC falls below $100,000. On November 30, 2@tié maximum RLOC amount
was temporarily raised to $3.5 million, and on Mdy 2012, the Company’s revolving line of creditswacreased from $3,000,000 to
$4,000,000. At December 31, 2012 and December (lll,2he aggregate amount outstanding under theoficredit was $3,023,000
and $3,095,000 respectively, and the Company hprbaimately $ 234 ,000 of availability on this lioécredit at December 31, 2012.
The line of credit expires on November 7, 2014 srgbcured by substantially all of the Companysets

Long Term Financing Obligation

Long term financing obligation is comprised of fodowing as of:

December 31

2012 2011
Financing obligatior $ 2,874,000 $ 2,944,00i
Valuation discoun (576,00() (626,00()
2,298,001 2,318,001
Less current portio (90,000 (71,000
Long term financing obligatio $ 2,208,000 $ 2,247,00

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 properyeguipment. In connection with the lease the Guomgphas the option to

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

greater of the fair market value or an agreed ugropunt. Since the lease contains a buyback provesia other related terms, the
Company determined it had continuing involvemeiat hid not warrant the recognition of a sale; tfaee the transaction has been
accounted for as a long-term financing. The proseledm the sale, net of transaction costs, haven seeorded as a financing
obligation in the amount of $3,056,000. Monthly peants under the financing agreement are recordedta®st expense and a
reduction in the financing obligation at an imgicate of 9.9%. The financing obligation is perdbnguaranteed up to a limit of

$150,000 by the principal shareholder and Chiefchtiee Officer, Christopher J. Reed.

In connection with the financing obligation, ther@umany issued an aggregate of 400,000 warrantsrthase its common stock at
$1.20 per share for five years. The 400,000 wasrevatre valued at $752,000 and reflected as a dedxtuht, using the Black Scholes
option pricing model. The following assumptions wetilized in valuing the 400,000 warrants: stitece of $2.10 to $2.25; term of 5
years; volatility of 91.36% to 110.9%; expectedidiénds 0%; and discount rate of 2.15% to 2.20%. Z0@,000 warrants were
recorded as valuation discount and are being apedrtover 15 years, the term of the purchase opf\lomortization of valuation
discount was $50,000 during both of the years efmmmber 31, 2012 and 2011.
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The aggregate amount due under the financing dldigat December 31, 2012 and 2011 was $2,874,00%2,944,000, respectively.

Aggregate future obligations under the financinigattion are as follows:

Year

2013 $ 90,00(

2014 111,00(

2015 134,00(

2016 161,00(

2017 190,00(
Thereaftel 2,188,001
Total $ 2,874,001

(7) Term Loan
In connection with the Loan and Security Agreemeith PMC Financial Services Group, LLC (see Notetbg Company entered into
a Term Loan. The loan is for $750,000, bears istemethe prime rate plus 11.6%, which shall nobélew 14.85%, is secured by all
of the unencumbered assets of the Company, andis tepaid in 48 equal installments of principad anterest of $21,000.

December 31

2012 2011
Term loan $ 575,000 $ 728,00(
Less current portion (176,000 (152,000
Long term debt $ 399,000 $ 576,00(
Aggregate future obligations under the term loanaa follows:
Year

2013 $ 176,00(

2014 204,00(

2015 195,00(

Total $ 575,00(

(8) Obligations Under Capital Leases
The Company leases equipment for its brewery opeaiwith an aggregate value of $294,000 underteaigin-cancelable capital
leases. Most of the leases are personally guadhbie¢he Company’s chief executive officer. Montplgyments range from $341 to
$1,680 per month, including interest, at interedes ranging from 6.51% to 17.32% per annum. Atelbder 31, 2012, monthly
payments under these leases aggregated $7,00(kaR@s expire at various dates through 2016.
Future minimum lease payments under capital leaseas follows:

Years Ending December 31

2013 $ 92,00(
2014 71,00(
2015 28,00(
2016 14,00(
Total payment: 205,00(
Less: Amount representing inter 38,00(
Present value of net minimum lease paym 167,00(
Less: Current portio 69,00(
Non-current portior $ 98,00(
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(9)

Stockholders’ Equity
Preferred Stock
Series A

Series A Preferred stock consists of 500,000 shautkorized to Series A, $10.00 par value, 5% namdative, participating,
preferred stock. As of December 31, 2012 and 20f%ke were 10,411 and 46,621 shares outstandisggectvely, with a liquidation
preference of $10.00 per share.

These preferred shares have a 5% pro-rata annumaturoulative 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 markiete. We cannot declare or pay
any dividend on shares of our securities rankimgojuto the preferred stock until the holders of pteferred stock have received the
full non-cumulative dividend to which they are #etl. In addition, the holders of our 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, 2012
the Company accrued and paid a $16,000 dividendlpayo the preferred shareholders, which the bo&directors elected to pay

through the issuance of 4,760 shares of its comstock; and during the year ended December 31, 2 Tompany accrued and
paid a $23,000 dividend payable to the preferreatediolders, which the board of directors electegayp through the issuance of
11,455 shares of its common stock.

In the event of any liquidation, dissolution or wing up of the Company, or if there is a changeasftrol event, then, subject to the
rights of the holders of our more senior securjtieany, the holders of our Series A preferreccktare entitled to receive, prior to the
holders of any of our junior securities, $10.00 gleare plus all accrued and unpaid dividends. Hftene all remaining assets shall be
distributed pro rata among all of our security feotd Since June 30, 2008, we have the right, buthmoobligation, to redeem all or

any portion of the Series A preferred stock by pgythe holders thereof the sum of the original pase price per share, which was
$10.00, plus all accrued and unpaid dividends.

The Series A preferred stock may be convertedheabption of the holder, at any time after issuaare prior to the date such stock is
redeemed, into four shares of common stock, suljeatjustment in the event of stock splits, rezestock splits, stock dividends,
recapitalization, reclassification and similar saations. We are obligated to reserve out of otinaaized but unissued shares of
common stock a sufficient number of such shareffext the conversion of all outstanding shareSaies A preferred stock. During
the year ended December 31, 2012, 36,210 shafsrigfs A preferred stock were converted into 14 @+ares of common stock and
in 2011, no shares of Series A preferred stock weneerted into shares of common stock.

Except as provided by law, the holders of our Sefigpreferred stock do not have the right to vateany matters, including, without
limitation, the election of directors. However, Isong as any shares of Series A preferred stoclatgtanding, we shall not, without
first obtaining the approval of at least a majowfythe holders of the Series A preferred stockhatize or issue any equity security
having a preference over the Series A preferreckstoth respect to dividends, liquidation, rederaptor 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 shangisorized to Series B, $10.00 par value, 5% nonwdative, participating,
preferred stock. As of December 31, 2012 and 2béfetwere 45,602 and 80,415 shares outstandirgatgely.

On February 5, 2011, the Company completed a syaoffiéring of 12,780 shares of its Series B ConbttPreferred Stock at $10.00
per share, for gross proceeds of $127,800. In aiimmewith the offering, the Company also issuedrasats to purchase 3,575 shares
of common stock at $1.79 per share for five ye@he Company paid legal and broker fees of approtalpa11,000 in connection
with the offering, resulting in net proceeds to @@mpany of $117,000.

These preferred shares have a 5% pro-rata annoaturoulative dividend payable quarterly for a pérad three years. The dividend
can be paid in cash or, in the sole and absolseration of our board of directors, in shares ahown stock based on its then fair
market value. We cannot declare or pay any dividemghares of our securities ranking junior topheferred stock until the holders
of our preferred stock have received the full namalative dividend to which they are entitled. Dwgrithe year ended December 31,
2012, $29,000 in dividends were accrued and $38¢gdGfividends were paid by the issuance of 27,3i&es of common stock, as
shares of Series B Preferred were converted indmeshof common stock. During the year ended Dece®bg2011, $42,000 in
dividends were accrued and $3,000 of dividends \pai@ by the issuance of 2,078 shares of commark sto
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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 securitieany, the holders of our Series B preferrectistare entitled to receive, prior to the
holders of any of our junior securities, $10.00 gleaire plus all accrued and unpaid dividends. Eftene all remaining assets shall be
distributed pro rata among all of our security leoid

The Series B preferred stock may be convertedheabption of the holder, at any time after issuaanue prior to the date such stock is
redeemed, into seven shares of common stock, subjecijustment in the event of stock splits, reeestock splits, stock dividends,
recapitalization, reclassification and similar saations. We are obligated to reserve out of otinaaized but unissued shares of
common stock a sufficient number of such sharesffert the conversion of all outstanding shareSearies B preferred stock. During
the year ended December 31, 2012, 34,813 shamef@ired stock were converted into 243,691 shafre®emmon stock. During the
year ended December 31, 2011, 5,351 shares oks3epecferred stock were converted into 37,457eshaf common stock.

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

Common Stock

Common stock consists of $.0001 par value, 19,%@0shares authorized, 12,084,673 shares issuedwstinding as of December
31, 2012 and 10,885,833 shares issued and outstpasliof December 31, 2011.

On February 3, 2011 the Company sold 304,880 sleiresmmon stock at $2.46 per share for $750,00@ohnection with the sale,
the Company granted to the investors warrants tohase 121,952 shares of common stock for $2.7Tileryears. The Company
paid an 8% placement agent fee of $60,000. The @aynpeceived proceeds from the private placeméisy deducting placement
agent fees and offering expenses, of $672,000. @25, 2011, the Registration Statement of tmencon stock to be sold and the
common stock underlying the warrants with the Siéesrand Exchange Commission was declared effectivaccordance with the
Registration Rights Agreement.

During the year ended December 31, 2011, the Coyniganed 63,873 shares of common stock for serveredered at prices ranging
from $1.32 to $2.69 per share with a value of $28Q, During the year ended December 31, 2011, dmepany issued 9,000 shares of
common stock at a price of $1.75 with a value d,800 for financing fees related to the capitabé=a The value of the shares has
been recorded as deferred financing fees and arg bmortized over the term of the capital leases.

During the year ended December 31, 2012, the Coyniganed 14,965 shares of common stock for servamedered at prices ranging
from $1.13 to $2.17 per share with a value of $23,0

(10) Stock Options and Warrants
A) Stock Options

In 2001, the Company adopted the Original Bever@ggoration 2001 Stock Option Plan and, in 200@é, @ompany adopted the
Reed'’s Inc 2007 Stock Option Plan (the “Plans”)e Hiptions under both plans shall be granted frome tio time by the Compensation
Committee. Individuals eligible to receive optianslude employees of the Company, consultantsedbmpany 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 500,068 4,500,000, respectively for the Original Beveragorporation 2001 Stock
Option Plan and the Reed'’s Inc 2007 Stock Opti@mPI
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During the years ended December 31, 2012 and 2B&XCompany granted 10,000 and 437,000 optiongecsisely, to purchase the

Company's common stock at a weighted price of $a18b a weighted average price of $1.48, respegtitelemployees under the

Plans. The aggregate value of the options vestieigof forfeitures, during the years ended DecerBie2012 and 2011 was $112,000
and $210,000, respectively, and has been refletetbmpensation cost. As of December 31, 2012aglgeegate value of unvested
options was $145,000, which will be amortized ampensation cost as the options vest, over 2 - Byea

On April 9, 2012, the Company repriced 20,000 erygdooptions to an exercise price of $1.83, whichevpgeviously $2.43 per share
and $2.06 per share. The total increase in stonipeasation expense, as a result of the repricirg$8z000. On December 23, 2011,
the Company repriced 20,000 employee options texancise price of $1.14, which were previously $20@r share; and extended the
termination date of 420,000 employee options ubétember 22, 2016. Such options previously werexgre on dates that were
between 8 months and 48 months from the extensits d@he total increase in stock compensation esqgeas a result of the repricing
and extensions, was $53,000; of which $48,000 wasgnized in the year ended December 31, 2011 &0d®& in the year ended
December 31, 2012. During the year ended DecembeR@®L2 there were 408,334 options exercised avenage price of $1.05,
resulting in proceeds to the Company of $30,000stMi such exercises were cash-less, resultingiproceeds to the Company.
During the year ended December 31, 2011 there 8888 stock options exercised at a price of $0e&t5spare resulting in proceeds to
the Company of $6,000.

The weighted-average grant date fair value of otigranted during 2012 and 2011 was $0.40 and $te6pectively. The fair value
of each option award is estimated on the date arfitgusing the Black-Scholes option pricing modal tiises the assumptions noted in
the following table. For purposes of determining &xpected life of the option, an average of thign@sed holding period is used. The
risk-free rate for periods within the contractutd bf the options is based on the U. S. Treasiglgyin effect at the time of the grant.

Year ended December &

2012 2011
Expected volatility 48% 48%- 92%
Expected dividend — —
Expected average term (in yea 3.0 3.0
Risk free rate average 0.9% 1.30%
Forfeiture rate 0% 0%

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

WeightedAverage
Remaining Aggregate
WeightedAverage Contractual Intrinsic
Shares Exercise Prict Terms (Years Value

Outstanding at December 31,

2010 840,00C $1.74
Grantec 437,00C $1.48
Exercisec - -
Forfeited or expire: (105,000) $2.59
Outstanding at December 31,

2011 1,172,00C $1.55
Grantec 10,000 $1.85
Exercisec (408,334) $1.05
Forfeited or expire: (166,666) $4.46
Outstanding at December 31,

2012 607,000 $1.27 3.6 $ 2,668,00!
Exercisable at December 31, 2( 411,165 $1.17 3.7 $ 1,847,001

The aggregate intrinsic values of $2,668,000 an®@47,000 were calculated as the difference betwhenmarket price and the
exercise price of the Company’s stock, which wa$&%as of December 31, 2012.
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A summary of the status of the Company’s nonvestedes granted under the Company’s stock optiam gdeof December 31, 2012
and changes during the year then ended is presbealed:

Weightec-

Average

Grant Date

Shares Fair Value
Nonvested at December 31, 2( 505,000 $0.74
Grantec 10,000 $0.40
Vested (205,276) $0.55
Forfeited (113,888) $1.41
Nonvested at December 31, 2( 195,836 $0.65

Additional information regarding options outstarglas of December 31, 2012 is as follows:

Options Exercisable at

Options Outstanding at December 31, 201 December 31, 2012
Weighted
Average
Number of Remaining Weighted Number of Weighted
Range of Exercise Shares Contractual Life ~ Average Exercist Shares Average Exercist
Price QOutstanding (years) Price Exercisable Price
$0.01- $1.99 472,000 3.80 $1.05 332,831 $0.67
$2.00 - $4.99 135,000 2.90 $2.01 78,334 $1.96
607,000 411,165

B) Warrants

On February 9, 2011, the Company granted warrargsitchase 3,575 shares of common stock to a de@leager in connection with

the placement of its Series B Convertible PrefeBtmtk. The warrants are exercisable for five yaa@n exercise price of $1.79. On
February 22, 2011, the Company granted warrantsutohase 83,208 shares of common stock to investbespurchased 277,359

shares of its common stock. The warrants are esadla for five years at an exercise price of $2.10.

On February 3, 2011, the Company granted warranternection with a placement of 304,880 sharéts @ommon stock to purchase
121,952 shares of common stock for $2.77 for a wfrfive years. In connection with the same placetnéhe Company also granted
warrants to purchase 24,390 shares of common sboaldealer-manager at a price of $3.075 for fiearg. In February 2011, 11,000
warrants were exercised at a price of $2.25 peesesulting in proceeds to the Company of $25,000.

On April 8, 2011, the Company granted to a constil#%b0,000 warrants to purchase common stock aica pf $3.00 for five years.

The warrants vest monthly over 24 months. In Oat@®4 1, the consultant agreement was terminatedo $orther vesting shall occur
on these warrants. During the year ended Decenmhe2@L1, 62,500 of such warrants vested, resultingxpense of $42,000, and
187,500 of such warrants were forfeited.

During the year ended December 31, 2012 there &igt€622 warrants exercised at prices between §eP8hare and $3.08 per share
(an average price of $1.61), resulting in procegedhe Company of $147,000 and 416,328 sharesrofrem stock issued.
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The following table summarizes warrant activity foe two years ended December 31, 2012:

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

Outstanding at December 31, 2( 2,009,02¢ $4.68

Grantec 396,342 $2.93

Exercisec (11,000) $2.25

Forfeited or expire: (387,500) $4.86

Outstanding at December 31, 2( 2,006,87(C $4.32

Grantec - -

Exercisec (574,622) $1.61

Forfeited or expirel (1,114,995 $6.26

Outstanding at December 31, 2( 317,253 $2.40 1.7 $1,906,000
Exercisable at December 31, 2( 317,253 $2.40 2.7 $1,906,000

The aggregate intrinsic value of $1,906,000 wasutaled, as of December 31, 2012, as the differbet@een the market price and
the exercise price of the Company’s stock, whick $2.68 as of December 31, 2012.

The fair value of each warrant is estimated onddie 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 CompaRgr purposes of determining the
expected life of the warrant, the full contraceldf the warrant is used. The risk-free rate faiqus within the contractual life of the
warrants is based on the U. S. Treasury yieldfiecefit the time of the grant.

Year ended December =

2012 2011
Expected volatility N/A 48%- 76%
Expected dividend N/A -
Expected term (in year N/A 5
Risk free rate N/A 1.6%

The weighted-average grant date fair value of wasrgranted during 2011 was $0 and $0.98 respégtiVbere were no warrants
granted in 2012.

The following table summarizes the outstanding afmts to purchase Common Stock at December 31, 2012:

Number ExercisePrice Expiration Dates
83,20¢ $2.10 August 201t
116,56! $2.25 April 2015
117,48( $2.77 February 2016
317,25!

(11) Income Taxes

At December 31, 2012 and 2011, the Company hadsdnaiFederal and state net operating loss camgials to reduce future taxable
income. The amounts available were approximately.%illion and $16.2 million for Federal purposesspectively, and $12.5

million and $12.3 million for state purposes respety. The Federal carryforward expires in 2038l éime state carryforward expires
in 2018. Given the Company’s history of net opatiosses, management has determined that it ig fi@ly 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.
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Effective January 1, 2007, the Company adopted FABBelines that address the determination of wdrethx benefits claimed or

expected to be claimed on a tax return should berded in the financial statements. Under this goég, we may recognize the tax
benefit from an uncertain tax position only if st inore likely than not that the tax position wi#t bustained on examination by the
taxing authorities, based on the technical meffitthe position. The tax benefits recognized in financial statements from such a
position should be measured based on the largesfibthat has a greater than fifty percent liketd of being realized upon ultimate
settlement. This guidance also provides guidancéesacognition, classification, interest and péeslbn income taxes, accounting in
interim periods and requires increased disclosukethe date of adoption, and as of December 3122dhd 2011, the Company did
not have a liability for unrecognized tax benefiésd no adjustment was required at adoption.

The Company’s policy is to record interest and fi&@gaon uncertain tax provisions as income taxeesg. As of December 31, 2012
and 2011, the Company has not accrued interes¢maliies related to uncertain tax positions. Addiilly, tax years 2007 through
2012 remain open to examination by the major tajimnigdictions to which the Company is subject.

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 deferredbine tax assets are as follows as of:

December 31, December 31,
2012 2011
Deferred income tax assi
Net operating loss carry forwa $ 6,000,000 $ 6,150,001
Valuation allowance (6,000,001 (6,150,001
Net deferred income tax as: $ - 3 -

Reconciliation of the effective income tax ratdtie U.S. statutory rate is as follows:

Year Endec
December 31
2012 2011

Federal Statutory tax ra (34)% (39)%
State tax, net of federal bene (5)% (5)%
(39)% (39%
Valuation allowanct 39% 3%
Effective tax rate —% -%

(12) Commitments and Contingencie:
Lease Commitments

The Company leases warehouse space under non-ableceperating leases. Rental expense for the pemlsd December 31, 2012
and 2011 was $237,000 and $129,000, respectively.

Future payments under these leases as of Decerhp20R are as follows:

Year ending December 3 Amount
2013 $ 181,00
2014 186,00(
2015 138,00(
2016 138,00(
2017 131,00(

Total $ 774,00(

Other Commitments

The Company has entered into contracts with customih clauses that commit the Company to pay fete Company terminates
the agreement early or without cause. The conti@tsor the customer to have the right to disitédbthe Company’s products to a
defined type of retailer within a defined geograptagion. If the Company should terminate the amwitor not automatically renew the
agreements without cause, amounts would be dusetoustomer. As of December 31, 2012 and 2011Ctdmpany has no plans to
terminate or not renew any agreement with any eif ttustomers; therefore, no fees have been acinub@ accompanying financial

statements.
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(13) Legal Proceeding:

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

From August 3, 2005 through April 7, 2006, we isbB33,156 shares of our common stock in conneatith our initial public
offering. These securities represented all of theress issued in connection with the initial puldféering prior to October 11, 2006.
These shares issued in connection with the imtiddlic 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 offerlltti@ders of the outstanding shares that we beliake subject to rescission,
pursuant to which we offered to repurchase theaeeshthen outstanding from the holders. At theratipin of the rescission offer on
September 18, 2006, the rescission offer was aeddpt 32 of the offerees to the extent of 28,420 eshfor an aggregate of $119,000,
including statutory interest. The shares that vienelered for rescission were agreed to be purchasethers and not from our funds.

Federal securities laws do not provide that a ssgm 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 respedht offerees who rejected the
rescission offer, we may continue to be liable uritkrleral and state securities laws for up to aouatequal to the value of all shares
of common stock issued in connection with the ahipublic offering plus any statutory interest waynbe required to pay. If it is
determined that we offered securities without priypeegistering them under federal or state lawsecuring an exemption from
registration, regulators could impose monetary ire other sanctions as provided under these l&lesvever, we believe the
rescission offer provides us with additional meidas defenses against any future claims relatiripeése shares.

Except as set forth above, we believe that thegenar material litigation matters at the currentetiilithough 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 finampmaltion, liquidity, or results of operations.

(14) Related Party Activity

During the year ended December 31, 2008, the Coynpatered into an agreement for the distributioftoproducts internationally.
The agreement is between the Company and a conguentiolled by two brothers of Christopher Reed,e€Eixecutive Officer of the
Company. The agreement remains in effect until itested by either party and requires the Compargaip10% of the defined sales
of the previous month. During the year ended Deeerfh, 2012, the Company paid commissions on &4l$45,000, and during the
year ended December 31, 2011, the Company paid sioms on sales of $66,000.

(15) Subsequent Events

From January 1, 2013 until February 20, 2013, Compmamployees exercised 51,665 options at pricesdest $0.86 and $2.02, and
received proceeds of $30,000 and issued 47,86 &shdrcommon stock. On January 23, 2013 the Comsamed 1,189 shares of
common stock as a cashless exercise of a warna@td00 shares at $2.25.

As of February 15, 2013, the Company declared adatany conversion of its Series B Convertible Prefé Stock. The company
issued 319,214 shares of common stock in exchaogéh& remaining 45,602 shares of Series B CorblertPreferred Stock

outstanding. The Company also issued 47,890 stuireesmmon stock to the Series B Convertible PrefeiBtock shareholders as
payment of dividends that had accrued in the amol§i1.05 per share.

On March 4, 2013, the Company granted stock optioramployees for 256,000 shares with an exeraise pf $4.00 per share, the
market closing price of its common stock on thengdate with a fair value of approximately $287,000
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Item 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Management’'s Annual Report on Internal Control overFinancial Reporting

Disclosure Controls and Procedur

Under the supervision and with the participatiormof management, including our Chief Executive ¢#ffiand our Chief Financial Officer,
conducted an evaluation of our disclosure contanld procedures, as such term is defined under iesuand Exchange Act of 1934 R
13a-15(f). Based on this evaluation, our Chief Exime Officer and our Chief Financial Officer conded that the Compars/disclosur
controls and procedures were effective as of Deeer@b, 2012.

Changes in Internal Control over Financial Reportm

There have been no changes in the Compaimgernal control over financial reporting duritige fourth quarter of 2012 that have mater
affected, or are reasonably likely to materiallfeaf, the Company'’s internal control over finaneigborting.

Managemen's Report on Internal Control over Financial Repdrtg

Our managemeris responsible for establishing and maintaininggadée internal control over financial reporting.rGuternal control ove
financial reporting is a process designed to prvahsonable assurance regarding the reliabiliguofinancial reporting and the preparatio
financial statements for external purposes in atmece with generally accepted accounting princip@gr internal control over financ
reporting includes those policies and proceduras (i pertain to the maintenance of records tlmteasonable detail, accurately and f:
reflect the transactions and dispositions of thgetssof the Company; (ii) provide reasonable assarahat transactions are recorde
necessary to permit preparation of financial stetes in accordance with generally accepted acaogirrinciples, and that receipts
expenditures of the Company are being made onlgctordance with authorizations of management arettdrs of the Company; a
(i) provide reasonable assurance regarding prweror timely detection of unauthorized acquisitiaise or disposition of the Compasiy’
assets that could have a material effect on ttanéiial statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢taisstatements. Also, projections of
evaluation of effectiveness to future periods agexct to the risk that controls may become inadégjbecause of changes in conditions, ol
the degree of compliance with the policies or pdures may deteriorate. Management assessed tl@ivaffeess of the Compargyinterna
control over financial reporting as of December 2012. In making this assessment, we used theriariset forth by the Committee
Sponsoring Organizations of the Treadway Commis§Z@SO0) ininternal Control — Integrated FrameworkBased on our assessmenti
concluded that, as of December 31, 2012, the Coyparternal control over financial reporting watéegtive.

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

Item 9B. Other Information

None.
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PART Il

Item 10. Directors, Executive Officers, Promoters, Control Rrsons and Corporate Governance; Compliance with $&on 16(a) of the
Exchange Act

General

Our directors currently have terms which will ertdbar next annual meeting of the stockholders dil timeir successors are elec
and qualify, subject to their death, resignatiorramoval. Officers serve at the discretion of tlwardl of directors. Our board members
encouraged to attend meetings of the board of tdire@nd the annual meeting of stockholders. Trerdof directors held nine meetings
2012. The following table sets forth certain infation with respect to our current directors andcakge officers:

Name Position Age
Christopher J. Ree President, Chief Executive Officer and ChairmarthefBoarc 54
James Linesc Chief Financial Office 58
Thierry Foucau Chief Operating Office 48
Judy Holloway Ree: Secretary and Directc 53
Mark Harris Director 57
Daniel S.J. Muffolettc Director 58
Michael Fischmal Director 57

Business Experience of Directors and Executive Offers

Christopher J. Reedounded our company in 1987. Mr. Reed has sergaziaChairman, President and Chief Executive @ffgnci
our incorporation in 1991. Mr. Reed also served€hif Financial Officer during fiscal year 2007 ii@dctober 1, 2007 and again from A|
17, 2008 to January 19, 2010. Mr. Reed has be@omsible for our design and products, includingdhginal product recipes, the propriet
brewing process and the packaging and marketiregesgies. Mr. Reed received a B.S. in Chemical fg®jing in 1980 from Rennsel
Polytechnic Institute in Troy, New York.

James Linesclwas appointed as Chief Financial Officer effectiamuary 19, 2009. Mr. Linesch served as the chiahtial officer o
AdStar, Inc., a public company providing ad placemservices and payment processing software fotighdys, from February 2006 ui
January 2009. He performed transaction intermgdiarvices with MET Advisors, LLC from January 2006til January 2006. From Ju
2000 to October 2004, he served as chief finartfader of DynTek, Inc., an information technolo¢jif) services company. From May 1¢
until October 1999, he served as chief financificef and president of CompuMed, Inc. He also edras 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 featifornia State University, Northridge, and an MBom the University of Southe
California.

Thierry Foucauthas been our Chief Operating Officer since May 20Biior 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 compamyerations including multiple warehouses anddleé DSD delivery trucks. Mr. Fouci
spent 2000 with Eve.com, a leading San Francisdusite specializing in retail sales of high-end cesos. Mr. Foucaut worked for Oréa
Paris from 1994 through 1999 with growing marketamgd sales responsibilities, including Product Mgmafrom September 1994 to N
1996, South Europe Marketing Coordinator from Ju8@6 to July 1998 and Duty Free Key Account Exaeufrom July 1998 to Decemt
1999, managing large airport and airline clienteraseveral European countries. He earned a Makt8cience degree from Ecole Cent
Paris in 1988, and an MBA from Harvard Businessostin 1994.
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Judy Holloway Reedhas been with us since 1992 and, as we have grbasirun the accounting, purchasing and shipping
receiving departments at various times since th8049Ms. Reed has been one of our directors slnoe 2004, and our Secretary s
October 1996. In the 1980s, Ms. Reed managed nteaitiiing for a Los Angeles Infomercial Media BuyiGroup and was an acco
manager with a Beverly Hills, California stock golio management company. She earned a Businege®é&om MIU in 1981. Ms. Reed
the wife of Christopher J. Reed, our Chairman, idezg and Chief Executive Officer.

Mark Harris has been a member of our board of directors sinmd 2005. Mr. Harris is an independent ventureitdist 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 whichshe founding investor. From 1991 to 2002, Mr. $aworked at Amgen, In
(Nasdag: AMGN), a preeminent biotech company, mamgaghuch of Amgers media production for internal use and publictrefes. Mr
Harris spent the decade prior working in the aemospndustry at Northrop with similar responsimakt

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 &aturopathic Physician since 1986. He has sersethigf executive officer of Its Your Eartt
natural products marketing company since June 26@dm 2003 to 2005, Dr. Muffoletto worked as Sa#esl Marketing Director f
Worthington, Moore & Jacobs, a Commercial Law Leaguember firm serving FedEx, UPS, DHL and Kodakopmagnothers. From 2001
2003, he was the owneperator of the David St. Michel Art Gallery in Mosal, Québec. From 1991 to 2001, Dr. Muffolettasaths
owner/operator of a Naturopathic Apothecary, HeAl&dr*Natives of Seattle, Washington and EllicGity, Maryland. The apothecary hou
Dr. Muffoletto’s Naturopathic practice. Dr. Muffoletto receivedachelors of Arts degree in Government and Comoations from th
University of Baltimore in 1977, and conducted goatiuate work in the schools of Public Administratiand Publication Design at
University of Baltimore from 1978 to 1979. In 1986e received his Doctorate of Naturopathic Medidireem the Santa Fe Academy
Healing, Santa Fe, New Mexico.

Michael Fischmanhas been a member of our board of directors simrd 2005. Since 1998, Mr. Fischman has been Beasian
chief executive officer of the APEX course, thepmmate training division of the International Asstion of Human Values. In addition, I
Fischman is a founding member and the directorahing for USA at the Art of Living Foundation, giobal nonprofit educational ar
humanitarian organization at which he has coordhatver 200 personal development instructors sifég.
Family Relationships

Other than the relationship of Christopher J. Reed, Judy Holloway Reed, Christopher Rsadife 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 matepraceedings adverse to Regdhavi
any material interest adverse to Reed’s or havenglthe past ten years:

« been convicted in a criminal proceeding or beernestitio a pending criminal proceeding (excludiraffic violations and other min
offenses)

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

« been subject to any order, judgment, or decreesutmdequently 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 activitis
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« been found by a court of competent jurisdictiondicivil action), the Securities and Exchange Cossion or the Commaodity Futu
Trading Commission to have violated a federal atessecurities or commodities law, and the judgrhastnot been reversed, susper
or vacated

® been subject to, or party to, any judicial or adstmative order, judgment, decree , or finding, sobsequently reversed, suspende
vacated, relating to an alleged violation of (iydfederal or State securities or commodities lawegulation, (ii) any law or regulati
respecting financial institutions or insurance camips including, but not limited to, a temporary parmanent injunction, order
disgorgement or restitution, civil money penaltytemporary or permanent cease-aedist order, or removal or prohibition order aj)
any law or regulation prohibiting mail or wire fidor fraud in connection with any business entitypeen the subject of, or a party
any sanction or order, not subsequently reverseshended or vacated, of any selffulatory organization (as defined in Section @&
of the Exchange Act (15 U.S.C. 78c(a)(26))), anyistered entity (as defined in Section 1(a)(29thaf Commodity Exchange Act
U.S.C. 1(a)(29))), or any equivalent exchange, @ation, entity or organization that has disciptinauthority over its members
persons associated with a member.
been subject to, or party to, any judicial or adstrmative order, judgment, decree , or finding, sobsequently reversed, suspende
vacated, relating to an alleged violation of (iydfederal or State securities or commodities lawegulation, (ii) any law or regulati
respecting financial institutions or insurance camips including, but not limited to, a temporary parmanent injunction, order
disgorgement or restitution, civil money penaltyt@mporary or permanent cease-aledist order, or removal or prohibition order a@j
any law or regulation prohibiting mail or wire fidhor fraud in connection with any business entitypeen the subject of, or a party
any sanction or order, not subsequently reverseshended or vacated, of any selffulatory organization (as defined in Section @&
of the Exchange Act (15 U.S.C. 78c(a)(26))), angistered entity (as defined in Section 1(a)(29Yhaf Commodity Exchange Act
U.S.C. 1(a)(29))), or any equivalent exchange, @ation, entity or organization that has discipiinauthority over its members
persons associated with a memi

Corporate Governance

We are committed to having sound corporate govemaninciples. We believe that such principles @ssential to running o

business efficiently and to maintaining our intggrn the marketplaceThere have been no changes to the procedures lwh wtockholdel
may recommend nominees to our board of directors.

Director Qualifications

We believe that our directors should have the taglpeofessional and personal ethics and valuessistent with our longstandi

values and standards. They should have broad experiat the policyaaking 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 pubiimpanies should be limited to a number that pgerifiem, given their individu
circumstances, to perform responsibly all direchaties for us. Each director must represent therasts of all stockholders. When conside
potential director candidates, the board of dinectalso considers the candidateharacter, judgment, diversity, age and skilisjuidinc
financial literacy and experience in the contexbof 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 New York Stock Exchange diftempany Manual. We intend to maintain at leastehindependent directors on
board of directors in the future.

Code of Ethics

Our Chief Executive Officer and all senior finariaifficers, 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.
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Board Structure and Committee Composition

As of the date of this Annual Report, our boarddméctors has five directors and the following thtanding committees: an At
Committee, a Compensation Committee and a Nomimatomd Governance Committee. These committeesfarened in January 2007.

Audit CommitteeOur Audit Committee oversees our accounting andnfial reporting processes, internal systems afating an
financial controls, relationships with independautlitors and audits of financial statements. Sesponsibilities include the following:

« selecting, hiring and terminating our independeritars;

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

« approving the audit and non-audit services to opwed by our independent auditors;

« reviewing the design, implementation, adequacyedfattiveness of our internal controls and criti@atounting policies;

« overseeing and monitoring the integrity of our fin@l statements and our compliance with legal r@gailatory requirements as ti
relate to financial statements or accounting msit

« reviewing with management and our independent argliany earnings announcements and other publicusrcements regarding «
results of operations; at

« preparing the audit committee report that the S&diires in our annual proxy statement.

Our Audit Committee is comprised of Dr. Muffolettdlr. Harris and Mr. Fischman. Dr. Muffoletto servas Chairman of the Aus
Committee. The board of directors has determinat ttre three members of the Audit Committee arepeddent under the rules of the ¢
and the New York Stock Exchange Listed Company Mband that Dr. Muffoletto qualifies as an “auddnemittee financial expert,as
defined by the rules of the SEC. Our board of doechas adopted a written charter for the Auditn@uttee meeting applicable standard
the SEC and the New York Stock Exchange.

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

- approving the compensation and benefits of our ke officers;
« reviewing the performance objectives and actudbperance of our officers; and

« administering our stock option and other equity pensation plans.
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Our Compensation Committee is comprised of Dr. Mletto, Mr. Harris and Mr. Fischman. The board oéctors has determin
that all of the members of the Compensation Conemitire independent under New York Stock Exchangted.iCompany Manual Sect
303A.02. In affirmatively determining the independe of a director who will serve on the compensattommittee, the Compars/’boart
considered all factors specifically relevant to tilee the director has a relationship to the Compahigh is material to the directarability tc
be independent from management in connection wiéh duties of a committee member, including, withbomitation: (1) the source
compensation of the director, including any corisgltadvisory or other compensatory fee paid byGbepany; and (2) whether the directc
affiliated with the Company, or an affiliate of tG@mpany.

Our board of directors has adopted a written chéotethe Compensation Committee.

Nominations and Governance Committ€eir Nominations and Governance Committee assistbdard of directors by identifyi
and recommending individuals qualified to becomentoers of our board of directors, reviewing corresfence from our stockholders, i
establishing, evaluating and overseeing our cotparavernance guidelines. Specific responsibilitietude the following:

- evaluating the composition, size and governanceuofboard of directors and its committees and ntakgtommendations 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 coragrig Dr. Muffoletto and Mr. Fischman. The boarddotctors has determin
that all of the members of the Nominations and Goaece Committee are independent under the ruldsedfiew York Stock Exchange Lis
Company Manual. Our board of directors has adoptedtten charter for the Nominations and Corpofateernance Committee.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act of412% amended (the “Exchange Aatdquires our directors and executive offis
and beneficial holders of more than 10% of our camrstock to file with the SEC initial reports of pership and reports of change:
ownership of our equity securities.

To our knowledge, based solely upon a review ofrf308 and 4 and amendments thereto furnished to'®Reeder 17 CFR 240.16a-3
(e) during our most recent fiscal year and Forna& amendments thereto furnished to Reedth respect to our most recent fiscal yei
written representationsom the reporting persons, we believe that duthmg year ended December 31, 2012 our directorgugive officer:
and persons who own more than 10% of our commak stomplied with all Section 16(a) filing requirents.
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Item 11. Executive Compensation

The following table summarizes all compensationfiggal years 2012 and 2011 received by our pradaixecutive officer, principal
financial officer and chief operating officer, whece the only executive officers of the Companyisodl year 2012, our “Named Executive
Officers”.

Non- Non-
Equity Qualified
Option Incentive Deferred

Name and Stock  Awards Plan Compensatior  All Other
Principal Position Year Salary Bonus Awards ($)(1) Compensatior Earnings Compensatior Total
Christopher J.
Reed, Chief
Executive Officer
(Principal
Executive
Officer) 2012%$217,000C & 4,00( - $ - = -$ 4,61€(2) $221,00(

2011$190,00( § 3,04t - $19,00 - -$ 4,61€(2) $216,66:
James Linesch,
Chief Financial
Officer 2012$181,00¢ £ 29,00( - % - - - - $210,00¢
(Principal
Financial Officer) 2011$175,40( § 3,04t - $ 15,20( - - - $193,64!
Thierry Foucaut ,
Chief Operating
Officer 2012$184,15: $ - 8 $ = $184,15:

2011$180,00( $ 3,04t ¢ $ 9,50( $192,54!

(1) The amounts represent the fair value for all stsed payment awards, calculated on the date af graaccordance with Financ
Accounting Standards, excluding any impact of assliforfeiture rates.
(2) Represents value of automobile provided to Christod. Reec

Employment Agreements
There are no employment agreements with our exexaofficers. Mr. Reed is currently paid an annuab8/ of $190,000; Mr. Lines
is currently paid an annual salary of $175,000; indFoucaut is currently paid an annual salar$180,000. Any bonuses are discretionar

the event of a sale of Reed’s, Inc., should Mr.ekiths employment terminate during the first 12 monthierahe sale, he will be entitled
three months severance based on his compensatilratehat time.
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Outstanding Equity Awards At Fiscal Year-End

The following table sets forth information regarmglinnexercised options and equity incentive planrdsiéor each Named Execut
Officer outstanding as of December 31, 2012.

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 25,00( 25,00( (1) - $1.14 12/22/16
James Linesch,
Chief Financial Office 13,33¢ 6,66%(3) - $1.14 12/22/16
20,00( 20,00((4) - $1.14 12/22/16
Thierry Foucaut,
Chief Operating Office 12,50( 12,50((5) - $1.14 12/22/16

Vesting of Options:

(1) 25,000 will vest on 12/23/1
(2) 25,000 vested on 01/03/1
(3) 6,667 will vest on 12/30/1
(4) 20,000 will vest on 12/23/1
(5) 12,500 will vest on 12/23/1

Director Compensation

The following table summarizes the compensatiod paour directors for the fiscal year ended Decendd, 2012:

Fees
Earned or Non-Equity
Paid in Stock Option  Incentive Plan  All Other
Name Cash Awards Awards Compensatior Compensatior Total
Judy Holloway Reed $ 1,35( $ 1,35(
Mark Harris $ 2,35( $ 2,35(
Daniel S.J. Muffoletto $ 12,09¢(1) $ 12,09¢
Michael Fischman $ 75C $ 75C

(1)Since November 2007, Dr. Muffoletto receives $888mponth to serve as the Chairman of the Audit Cidtam
Item 12. Security Ownership of Certain Beneficial Owners, M@agement and Related Stockholder Matters

The following table reflects, as of March 7, 208 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 mafreur common stock, and (d) all of «
executive officers and directors as a group.

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

common stock held by them. Unless otherwise inditathe principal address of each listed executiffieer and director is 13000 So!
Spring Street, Los Angeles, California 90061.
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(1)

(2)

(3)
(4)

()
(6)

Percentage

of Shares

Number of Shares Beneficially
Name of Named Beneficial Owner Beneficially Ownec Owned (1)
Directors and Named Executive Officers
Christopher J. Ree®® 1,615,47 12.¢
Judy Holloway Ree(® 1,615,47 12.¢
Mark Harris(®) 9,36 *
Daniel S.J. Muffoletto, N.C 0 *
Michael Fischmal 0 *
James Linesc® 112,92: *
Thierry Foucau® 70,04¢ *
Directors and executive officers as a group (7 qres} 1,807,80: 14.4

5% or greater stockholders
Robert Ree(®) 800,00( 6.4
* Less than 1%.

Beneficial ownership is determined in accordancth whe rules of the SEC. Shares of common stotlestito options or warrar
currently exercisable or exercisable within 60 dafyMarch 8, 2012 are deemed outstanding for comguhe percentage ownershif
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 12,500,833 shares of common stoctandling as of March 8, 201

Christopher J. Reed and Judy Holloway Reed aredmasbnd wife. The same number of shares of constauk is shown for each
them, as they may each be deemed to be the behefieher of all of such shares. Consists of 1583 shares of common stock .
options to purchase 31,250 shares of common sia&s not include options to purchase up to 43, Te0es of common stock, wh
vest over two year:

The address for Mr. Harris is 160 Barranca RoadyliNgy Park, California 9132(

Consists of 73,338 shares of common stock and mptio purchase 39,583 shares of common stock. Doe#nclude options
purchase 45,417 shares of common stock vestingteeyears

Consists of 51,299 shares of common stock and rptio purchase up to 18,750 shares of common siBmds not include options
purchase up to 31,250 shares of common stock, wigishover two year:

Robert Reed is the trustee of the Reed Familywdegable Trust One and the Reed Family IrrevocablestTTwo. Each trust ow
400,000 shares of common stock. As sole TrustebeR Reed holds voting and dispositive power @alesf these share

Item 13. Certain Relationships and Related Transactions, an®irector Independence

Our board of directors has adopted written poli@es procedures for the review of any transactéorangement or relationsl

between Reed and one of our executive officers, directorsectior nominees or 5% or greater stockholders (eir tmmediate famil
members), each of whom we refer to as a “relatesiope’ in which such related person has a direatdirect material interest.
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If a related person proposes to enter into suaglargsaction, arrangement or relationship, defined &®lated party transactionthe
related party must report the proposed relatedy geahsaction to our Chief Financial Officer. Tpelicy calls for the proposed related pi
transaction to be reviewed and, if deemed apprprigpproved by the Nominations and Governance dtisen Our Nominations al
Governance Committee is comprised of Dr. Muffolettml Mr. Fischman. The board of directors has detexd that all of the members of
Nominations and Governance Committee are indepenaeder the rules of the New York Stock Exchangstdd Company Manual.
practicable, the reporting, review and approval agicur prior to entry into the transaction. lfvadce review and approval is not practice
the Nominations and Governance Committee will ieyiand, in its discretion, may ratify the relategrty transaction. Any related ps
transactions that are ongoing in nature will béewed annually at a minimum. The related partysextions listed below were reviewec
the full board of directors. Prior to August 20@%e did not have independent directors on our boarteview and approve related pi
transactions. The Nominations and Governance Caeershall review future related party transactions.

During the years December 31, 2012 and 2011, we paxticipated in the following transactions in efhi related person had or
have a direct or indirect material interest:

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

During the year ended December 31, 2008, the Coyneatered into an agreement for the distributioftoproducts internationall
The agreement is between the Company and a comgamtyolled by two brothers of Christopher Reed, eChixecutive Officer of tt
Company. The agreement remains in effect until itested by either party and requires the Companyatp 10% of the defined sales of
previous month. During the year ended December2B812, the Company paid commissions on sales of0805,and during the year ent
December 31, 2011, the Company paid commissiorsales of $66,000.

Item 14. Principal Accounting Fees and Services

Weinberg & Company, P.A. (“WeinbergW¥yas our independent registered public accountimg for the years ended December
2012 and 2011.

The following table shows the fees paid or accrbgdis for the audit and other services providedABinberg for the years enc
December 31, 2012 and 2011.

2012 2011
Audit Fees $ 57,00( $ 100,00
Audit-Related Fee 0 0
Tax Fees 5,00( 5,00(
All Other Fees 0 0
Total $ 62,00( $ 105,00(

As defined by the SEC, (i) “audit feegie 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 bg
accountant in connection with statutory and reguiaffilings or engagements for those fiscal yedii$; “audit-related fees”are fees fc
assurance and related services by our principaumtant that are reasonably related to the perfocmaf the audit or review of our financ
statements and are not reported under “audit f€gi3;"tax fees” are fees for professional services rendered byponcipal accountant for ti
compliance, tax advice, and tax planning; and‘@l)other fees"are fees for products and services provided bypaucipal accountant, oth
than the services reported under “audit fees,” itanedated fees,” and “tax fees.”

Audit Fees
Services provided to us by Weinberg with respestutth periods consisted of the audits of our firdrstatements and limited revie

of the financial statements included in QuarterigpBrts on Form 1@®. Weinberg also provided services with respecth® filing of ou
registration statements in 2012 and 2011.
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Audit Related Fees

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

Weinberg prepared our 2012 and 2011 Federal atelintaome 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 reggiito pre-approve the audit and rewmdit services performed by the indepen
registered public accounting firm in order to emstivat they do not impair the auditors’ indepenéerithe Commissios’ rules specify tf
types of non-audit services that an independentauniay not provide to its audit client and esistibthe Audit Committes' responsibility fc
administration of the engagement of the independgistered public accounting firm.

Consistent with the SEC's rules, the Audit Comneittéharter requires that the Audit Committee revawd preapprove all aud
services and permitted naudit services provided by the independent regidt@ublic accounting firm to us or any of our sdimies. Th
Audit Committee may delegate papproval authority to a member of the Audit Comedtand if it does, the decisions of that membert iioe
presented to the full Audit Committee at its nesthiexduled meeting. Accordingly, 100% of audit sezsiand noraudit services described
this Item 14 were pre-approved by the Audit Comeitt

There were no hours expended on the principal ataatis engagement to audit the registradihancial statements for the m
recent fiscal year that were attributed to workiganed by persons other than the principal accauistéull-time, permanent employees.

PART IV
Item 15. Exhibits and Financial Statements

(a) 1. Financial Statements
See Index to Financial Statements in Item 8 of Ameual Report on Form 10-K, which is incorporakemtein by reference.

2. Financial Statement Schedules

All other financial statement schedules have besitted because they are either not applicable®required information is shown in
the financial statements or notes thereto.

3. Exhibits
See the Exhibit Index, which follows the signatpegje of this Annual Report on Form 10-K, whichnisdrporated 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 ExgfgeAct, the registrant caused this Report to tpeesi on its behalf by the

undersigned, thereunto duly authorized.

Date: March 25, 2013

REED’S, INC.
a Delaware corporatic

By: /s/ Christopher J. Re¢

Christopher J. Reed
Chief Executive Office

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

capacities and on the dates indicated.

Signature

Title

Date

/s CHRISTOPHER J. REE

Christopher J. Reed

/s/ JAMES LINESCF

James Linesch

/s/ JUDY HOLLOWAY REED

Judy Holloway Reed

/sl MARK HARRIS

Mark Harris

/s/ DANIEL S.J. MUFFOLETTC

Daniel S.J. Muffoletto

Michael Fischman

Chief Executive Officer, President and Chairman of

the Board of Director
(Principal Executive Officer

Chief Financial Officer
(Principal Financial Officer and Principal
Accounting Officer)

Director

Director

Director

Director
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EXHIBIT INDEX

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

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

3.3 Certificate of Amendment of Certificate of Incorption of Reeds, Inc. as filed December 18, 2007 (Incorporatedefigrence t
Exhibit 3.3 to Re€’s, Inc’s Registration Statement on For-1 (File N0.333-156908))

3.4 Certificate of Designations, Preferences and RigiftSeries A Preferred Stock of RegdInc. as filed October 12, 2C
(Incorporated by reference to Exhibit 3.3 to F's, Inc’s Registration Statement on Form-2 (File No. 33-120451))

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

3.6 Amended Certificate of Designation of Series B Gaible Preferred Stock, filed December 4, 200 dfherewith’

3.7 Bylaws of Reed’s Inc., as amended (Incorporatedeligrence to Exhibit 3.1 to Reed’s, Inc.’s CurrBefport on Form & filed
December 19, 201:

4.1 Form of common stock certificate (Incorporated éference to Exhibit 4.1 to Reed’s, Inc.’s RegighraStatement on Form SB-
2 (File No. 33-120451))

4.2 Form of Series A preferred stock certificate (Inmmated by reference to Exhibit 4.2 to Reed’s, WRegistration Statement
Form SE-2 (File No. 33-120451))

10.1 Waiver to Loan and Security Agreement dated Jan6arg009 (Incorporated by reference to Exhibit 90td Reed'’s, Incs
Registration Statement on Forr-1 (File N0.333-156908))

10.2* 2001 Stock Option Plan (Incorporated by referenceéxhibit 4.3 to Reed’s, Inc.’s Registration Stagenon Form SB2 (File No
33E-120451)

10.3 Reed'’s Inc. Master Brokerage Agreement between 'Bekt. and Reed Brokerage, Inc. dated May 1, 2008 (Incorporatg
reference to Exhibit 10.21 to Re€'s, Inc’s Registration Statement on For-1 (File No.333-156908))

10.4* 2007 Stock Option Plan (Incorporated by referendexhibit 10.22 to Reed's, Inc.'s Form 10K filedrista27, 2009

10.5* 2009 Consultant Stock Plan (Incorporated by refezen Exhibit 4.1 to Reed’s, Inc.’s Registratiomt8ment on Form 8-(File
No. 33:-157359))

10.6* 2010 Incentive Stock Plan (Incorporated by refeeetocExhibit 4.1 to Reed’s, Inc.’s Registrationt8taent on Form 8- (File
No. 33:-165906))

10.7* 2010-2 Incentive Stock Plan (Incorporated by rafeesto Exhibit 4.1 to Reed’s, Inc.’s Registratiaat8ment on Form 8-(File
No. 33:-166575))

10.8 Loan and Security Agreement between PMC Financeali€es Group, LLC and Reeq’ Inc. dated November 8, 2(
(Incorporated by reference to Exhibit 10.15 to F's, Inc’s Form 10Q as filed November 14, 20

14.1 Code of Ethics (Incorporated by reference to Exhidi1l to Reed's, Inc.’s Registration Statementomm SB-2 (File No. 333-
157359))

21. Subsidiaries of Re('s, Inc., filed herewith

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

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

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

32.1 Certification of Chief Executive Officer pursuant18 U.S.C. Section 1350, as adopted pursuantdtioBe906 of the Sarbanes-
Oxley Act of 2002

32.2 Certification of Chief Financial Officer pursuamt 18 U.S.C. Section 1350, as adopted pursuantdboBe06 of the Sarbanes-
Oxley Act of 2002

101.INS XBRL Instance Documer

101.SCH XBRL Schema Documel

101.CAL XBRL Calculation Linkbase Docume

101.DEF XBRL Definition Linkbase Documer

101.LAB XBRL Label Linkbase Documel

101.PRE XBRL Presentation Linkbase Docume

* Indicates a management contract or compensatarygr 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 noédilor a part of a registrati
statement or prospectus for purposes of Sectiornw 1P of the Securities Act of 1933, as amendedieemed not filed for purposes
Section 18 of the Securities Exchange Act of 1@34amended, and otherwise is not subject to lighitider these sectior
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EXHIBIT 21
REED’S, INC.
SUBSIDIARIES

NONE



EXHIBIT 31.1

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

I, Christopher J. Reed, certify that:

1. | have reviewed this Annual Report on Forn-K of Ree(s Inc.;

2. Based on my knowledge, this report does not cor@mjnuntrue statement of a material fact or omgt&de a material fact necess
to make the statements made, in light of the cistances under which such statements were madejisieiading with respect
the period covered by this repc

3. Based on my knowledge, the financial statements$ atimer financial information included in this repdairly present in all materi
respects the financial condition, results of opgerst and cash flows of the registrant as of, andtfee periods presented in |
report;

4, The registrans other certifying officer and | are responsible éstablishing and maintaining disclosure conteald procedures (

defined in Exchange Act Rules 13a-15(e) and 15€)) and internal control over financial repagtifas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and proceduresaused such disclosure controls and procedurbes tiesigned unc
our supervision, to ensure that material infornratielating to the registrant, including its condated subsidiaries, is me
known to us by others within those entities, paitidy during the period in which this report s prepared

Designed such internal control over financial réipg; or caused such internal control over finahcéporting to b
designed under my supervision, to provide reasenabburance regarding the reliability of finanegborting and tr
preparation of financial statements for externappses in accordance with generally accepted atioguprincipals;

Evaluated the effectiveness of the registsamlisclosure controls and procedures and presenteithis report ot
conclusions about the effectiveness of the discéosontrols and procedures, as of the end of thiegpeovered by th
report based on such evaluation;

Disclosed in this report any change in tegistrants internal control over financial reporting thatcooed during th
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annuyabmg that has material
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrang other certifying officer and | have disclosedsdxh on our most recent evaluation of internal @rdver financie
reporting to the registrant’s auditors and the fedimmittee of the registrast’board of directors (or persons performing
equivalent functions)

a. All significant deficiencies and material weaknesgethe design or operation of internal contralerdfinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refioancia
information; anc

b. Any fraud, whether or not material, that involvesmagement or other employees who have a significalatin the
registran’'s internal control over financial reportir

Date: March 25, 201 /sl Christopher J. Reed

Christopher J. Reed
Chief Executive Officer
(Principal Executive Officer



EXHIBIT 31.2

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

I, James Linesch, certify that:

1. | have reviewed this Annual Report on Forn-K of Ree(s Inc.;

2. Based on my knowledge, this report does not cor@mjnuntrue statement of a material fact or omgt&de a material fact necess
to make the statements made, in light of the cistances under which such statements were madejisieiading with respect
the period covered by this repc

3. Based on my knowledge, the financial statements$ atimer financial information included in this repdairly present in all materi
respects the financial condition, results of opgerst and cash flows of the registrant as of, andtfee periods presented in |
report;

4, The registrans other certifying officer and | are responsible éstablishing and maintaining disclosure conteald procedures (

defined in Exchange Act Rules 13a-15(e) and 15€)) and internal control over financial repagtifas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and proceduresaused such disclosure controls and procedurbes tiesigned unc
our supervision, to ensure that material infornratielating to the registrant, including its condated subsidiaries, is me
known to us by others within those entities, paitidy during the period in which this report s prepared

Designed such internal control over financial réipg; or caused such internal control over finahcéporting to b
designed under my supervision, to provide reasenabburance regarding the reliability of finanegborting and tr
preparation of financial statements for externappses in accordance with generally accepted atioguprincipals;

Evaluated the effectiveness of the registsamlisclosure controls and procedures and presenteithis report ot
conclusions about the effectiveness of the discéosontrols and procedures, as of the end of thiegpeovered by th
report based on such evaluation;

Disclosed in this report any change in tegistrants internal control over financial reporting thatcooed during th
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an annuyabmg that has material
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrang other certifying officer and | have disclosedsdxh on our most recent evaluation of internal @rdver financie
reporting to the registrant’s auditors and the fedimmittee of the registrast’board of directors (or persons performing
equivalent functions)

a. All significant deficiencies and material weaknesgethe design or operation of internal contralerdfinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refioancia
information; anc

b. Any fraud, whether or not material, that involvesmagement or other employees who have a significalatin the
registran’'s internal control over financial reportir

Date: March 25, 201 /sl James Linesch

James Linesch
Chief Financial Officer
(Principal Financial Officer



EXHIBIT 32.1

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

In connection with the Annual Report on Form 10-KReed's, Inc., a Delaware corporation (the “Comarfor the year ende
December 31, 2012, as filed with the Securities Brdhange Commission on the date hereof (the “R8pdChristopher J. Reed, Ch
Executive Officer of the Company, hereby certifiparsuant to 18 U.S.C. § 1350, as adopted purdoag@06 of the Sarban&xley Act o
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 ExafeAct of 1934; and
(2) The information contained in the Report faiplyesents, in all material respects, the finanaialdition and results of operations
the Company.
REELC'S, INC.
Date: March 25, 2013 By: /sl Christopher J. Ree
Christopher J. Reed

Chief Executive Officer
(Principal 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 10-KReed's, Inc., a Delaware corporation (the “Comarfor the year ende
December 31, 2012, as filed with the Securities Brchange Commission on the date hereof (the “R8pdiames Linesch, Chief Financ
Officer of the Company, hereby certifies, pursuant8 U.S.C. § 1350, as adopted pursuant to §9@secfarbane®xley Act of 2002, that, -
the best of his knowledge and belief, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExafeAct of 1934; and
(2) The information contained in the Report faiplyesents, in all material respects, the finanaialdition and results of operations
the Company.
REELC'S, INC.
Date: March 25, 2013 By: /sl James Linesc
James Linesch

Chief Financial Officer
(Principal Financial Officer




