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CT Corporation System, 111 Eighth Avenue, New York, New York 10011, (212) 894-8940
(Agent for service in the United States)

The Commission is requested to send copies of all communications to:

Trent C. A. Mell, Esq.
North American Palladium Ltd.

130 Adelaide Street West, Suite 2116
Toronto, Ontario, Canada M5H 3P5

(416) 360-7590

Riccardo A. Leofanti, Esq.
Skadden, Arps, Slate, Meagher & Flom LLP

222 Bay Street, Suite 1750
Toronto, Ontario, Canada M5K 1J5

(416) 777-4700

Ian G. Putnam, Esq.
Stikeman Elliott LLP

5300 Commerce Court West, 199 Bay Street
Toronto, Ontario, Canada M5L 1B9

(416) 869-5506

Approximate date of commencement of proposed sale to the public: From time to time after the effective date of this Registration
Statement.

Province of Ontario, Canada

(Principal jurisdiction regulating this offering)

It is proposed that this filing shall become effective (check appropriate box below):

A. o upon filing with the Commission, pursuant to Rule 467(a) (if in connection with an offering being made contemporaneously in
the United States and Canada).

B. x at some future date (check appropriate box below)
1. o pursuant to Rule 467(b) on (            ) at (            ) (designate a time not sooner than

seven calendar days after filing).
2. o pursuant to Rule 467(b) on (            ) at (            ) (designate a time seven calendar

days or sooner after filing) because the securities regulatory authority in the review
jurisdiction has issued a receipt or notification of clearance on (            ).

3. x pursuant to Rule 467(b) as soon as practicable after notification of the Commission
by the Registrant or the Canadian securities regulatory authority of the review
jurisdiction that a receipt or notification of clearance has been issued with respect
hereto.

4. o after the filing of the next amendment to this Form (if preliminary material is being
filed).

If any of the securities being registered on this form are to be offered on a delayed or continuous basis pursuant to the home jurisdiction�s shelf
prospectus offering procedures, check the following box. x
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The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until the
Registration Statement shall become effective as provided in Rule 467 under the Securities Act of 1933, as amended, or on such date as
the Commission, acting pursuant to Section 8(a) of the Act, may determine.
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PART I

INFORMATION REQUIRED TO BE DELIVERED TO

OFFEREES OR PURCHASERS

I-1
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No securities regulatory authority in Canada or the United States has expressed an opinion about these securities and it is an offence to claim
otherwise. This short form base shelf prospectus constitutes a public offering of securities only in those jurisdictions where they may lawfully be
offered for sale and therein only by persons permitted to sell such securities in those jurisdictions.

Information has been incorporated by reference in this short form base shelf prospectus from documents filed with the securities
commissions or similar regulatory authorities in Canada. Copies of the documents incorporated herein by reference may be
obtained on request without charge from the Corporate Secretary, Suite 2116, 130 Adelaide Street West, Toronto,
Ontario M5H 3P5, telephone (416) 360-7590, and are also available electronically at the Corporation�s profile at
www.sedar.com.

SHORT FORM BASE SHELF PROSPECTUS DATED MAY 15, 2009

Secondary Offering

NORTH AMERICAN PALLADIUM LTD.

14,240,047 COMMON SHARES

This prospectus covers resales, from time to time, of securities of North American Palladium Ltd. (the �Corporation�) by two security
holders pursuant to the terms of a registration rights agreement dated March 24, 2006 between North American Palladium Ltd. and
such security holders.  Since no securities are being offered by the Corporation pursuant to this prospectus, the Corporation will not
receive the proceeds from any sales of such securities. All expenses incurred in connection with the preparation and filing of this
prospectus will be paid by the Corporation.

On March 29, 2006, the Corporation issued Series I convertible notes due August 1, 2008 (the �Series I Notes�) in the aggregate principal amount
of US$35,000,000 to Kaiser-Francis Oil Company (�KFOC�) and IP Synergy Finance Inc. (�IP Synergy� and, collectively with KFOC, the �Holders�)
on a private placement basis pursuant to a securities purchase agreement dated March 24, 2006 (the �Securities Purchase Agreement�) between the
Corporation and the Holders.
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On June 23, 2006, the Corporation issued a Series II convertible note due December 1, 2008 (the �Series II Note�) in the principal amount of
US$13,500,000 to KFOC on a private placement basis. The Series II Note was issued upon exercise by the Corporation of its option to sell the
Series II Note to KFOC pursuant to the Securities Purchase Agreement.

The Series I Notes and Series II Note (collectively, the �Notes�) accrued interest at a rate of 6.5% per annum, which was paid bi-monthly, on the
1st day of February, April, June, August, October and December (each such date, an �Interest Payment Date�) commencing on June 1, 2006, in the
case of the Series I Notes, and on August 1, 2006, in the case of the Series II Note. At the option of the Holders, all of the interest that became
due on any Interest Payment Date was satisfied through the issuance of the Corporation�s common shares (�Common Shares�) at a price per
Common Share which reflected a 10% discount from the volume weighted average trading price per Common Share on the NYSE-Amex
(formerly, the American Stock Exchange) for the five consecutive trading days immediately prior to the applicable Interest Payment Date (as
such number of Common Shares may have been adjusted pursuant to the terms of the Notes). The principal amount of the Series I Notes was
repaid in nine equal instalments.  The first and last instalment payment dates were April 1, 2007 and August 1, 2008, respectively. The principal
amount of the Series II Note was repaid in nine equal instalments.  The first and last instalment payment dates were August 1, 2007 and
December 1, 2008, respectively. At the option of the Holders, all of the principal amount of the Notes that became due at any date under the
terms of the Notes (a �Principal Payment Date�) was satisfied through the issuance of Common Shares at a price

Edgar Filing: NORTH AMERICAN PALLADIUM LTD - Form F-10/A

6



per Common Share which reflected a 10% discount from the volume weighted average trading price per Common Shares on the NYSE-Amex
for the five consecutive trading days immediately prior to the applicable Principal Payment Date (as such number of Common Shares may have
been adjusted pursuant to the terms of the Notes).  See �Convertible Note and Common Share Purchase Warrant Financing�.

In addition, common share purchase warrants, exercisable until March 29, 2010, to purchase 1,805,016 Common Shares (as adjusted) (the
�Series I Warrants�) were issued to the Holders with the Series I Notes, and common share purchase warrants, exercisable until June 23, 2010, to
purchase 951,649 Common Shares (as adjusted) (the �Series II Warrants�) were issued to KFOC with the Series II Note. Each of the Series I and
Series II Warrants (collectively, the �Warrants�) is exercisable to purchase one Common Share at an adjusted exercise price of US$10.73, in the
case of the Series I Warrants, and US$7.85, in the case of the Series II Warrants.  The number of Common Shares issuable under the Warrants
and the exercise price of the Warrants has been adjusted and may be adjusted in the future upon the occurrence of certain events pursuant to the
terms of the Warrants.

As of May 14, 2009, KFOC owned or controlled approximately 44% of the Corporation�s Common Shares and IP Synergy did not own or
control any of the Corporation�s Common Shares.

This prospectus may be used by the Holders (see �Selling Securityholders�), in connection with resales, from time to time, during the period that
this prospectus, including any amendments thereto, remains valid, of 14,240,047 Common Shares, consisting of:

(a)  up to 518,853 Common Shares issued to the Holders in satisfaction of the interest paid on the
Series I Notes;

(b)  up to 244,760 Common Shares issued to KFOC in satisfaction of the interest paid on the Series II
Note;

(c)  up to 6,490,218 Common Shares issued to the Holders in satisfaction of the repayment of the
aggregate principal amount of the Series I Notes;

(d)  up to 4,229,551 Common Shares issued to KFOC in satisfaction of the repayment of the aggregate
principal amount of the Series II Note; and

(e)  up to 2,756,665 Common Shares issuable to the Holders upon the exercise of the Series I and
Series II Warrants.

The Common Shares included in paragraphs (a) to (e) above are referred to in this prospectus as the �Qualified Shares�.
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This prospectus has not been filed in respect of, and will not qualify, any distribution of Qualified Shares in Ontario or in any other
Province or Territory of Canada at any time.

The Qualified Shares may be offered by the Holders in negotiated transactions or otherwise, to or through underwriters or dealers purchasing as
principals or directly to purchasers at varying prices determined at the time of the sale or at negotiated prices. In addition, the Qualified Shares
may be offered from time to time through ordinary brokerage transactions on the NYSE-Amex. See �Plan of Distribution�. This prospectus is filed
in the Province of Ontario, Canada and as part of a registration statement in the United States pursuant to a multijurisdictional disclosure system
adopted by the United States and Canada (�MJDS�). The Holders may be deemed to be �underwriters� as defined in the United States Securities Act
of 1933, as amended (the �U.S. Securities Act�). Any profits realized by the Holders may be deemed to be underwriting compensation. If the
Holders use any broker-dealers, any commissions paid to underwriters or dealers and, if underwriters or dealers purchase any Qualified Shares
as principals, any profits received by such underwriters or dealers on the resale of the Qualified Shares, may be deemed to be underwriting
compensation under the U.S. Securities Act.
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The Common Shares are listed under the symbol �PAL� on the NYSE-Amex and on the Toronto Stock Exchange (�TSX�) under the symbol �PDL�.
The last reported sale price of the Common Shares on the NYSE-Amex on May 13, 2009 was US$2.37 per share, and on the TSX on May 13,
2009 was Cdn$2.78 per share.

Investing in the Qualified Shares involves risk. Please carefully consider the �Risk Factors� section beginning on page 11 of this
prospectus.

Under the MJDS, the Corporation is permitted to prepare this prospectus in accordance with Canadian disclosure requirements.
Prospective investors should be aware that such disclosure requirements are different from those of the United States. The financial
statements incorporated herein by reference have been prepared in accordance with Canadian generally accepted accounting principles
(�Canadian GAAP�) and are subject to Canadian auditing and auditor independence standards, and thus may not be comparable to
financial statements of United States companies.

Owning Qualified Shares may subject you to tax consequences both in the United States and Canada. This prospectus may not describe
these tax consequences fully. You should read the tax discussion under �Canadian Federal Income Tax Considerations� and �United States
Federal Income Tax Considerations�. These discussions are of a general nature only and are not intended to be exhaustive of all possible
tax consequences.

The enforcement by investors of civil liabilities under the United States federal securities laws may be affected adversely by the fact that
the Corporation is incorporated under the federal laws of Canada, that most of its officers and directors are residents of Canada, that
some or all of the experts named in the registration statement to which this prospectus relates are residents of a foreign country, and
that a substantial portion of the assets of the Corporation and said persons are located outside the United States.

No underwriter has been involved in the preparation of, or has performed a review of, the contents of this prospectus.

NEITHER THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION (�SEC�) NOR ANY STATE SECURITIES
COMMISSION HAS APPROVED OR DISAPPROVED OF THE QUALIFIED SHARES, OR PASSED ON THE ACCURACY OR
ADEQUACY OF THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENCE.
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Unless otherwise indicated or the context suggests otherwise, all references in this prospectus to the �Corporation� refer to North American
Palladium Ltd., together with its wholly-owned subsidiary, Lac des Iles Mines Ltd.

Unless otherwise indicated, all financial information included and incorporated by reference in this prospectus has been prepared in accordance
with Canadian GAAP, which may differ from generally accepted accounting principles in the United States (�U.S. GAAP�). The Corporation�s
financial statements that are incorporated by reference into this prospectus have been reconciled to U.S. GAAP, as described therein. Please see
the supplementary schedule of �Reconciliation to Accounting Principles Generally Accepted in the United States� for the fiscal year ended
December 31, 2008 which is incorporated by reference into this prospectus, for a summary of the significant differences between Canadian
GAAP and U.S. GAAP as they apply to the Corporation�s financial statements.

In this prospectus, unless otherwise specified or the context otherwise requires, all monetary amounts are expressed in Canadian dollars.
References to �$� or �Cdn$� are to Canadian dollars and references to �US$� are to U.S. dollars.
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You should rely only upon the information included in, or incorporated by reference into, this prospectus. The Corporation and the Holders have
not authorized any other person to provide you with different or inconsistent information, and you should not rely upon any such information.
You should assume that the information appearing in this prospectus is accurate as of the date on the front cover of this prospectus. The
Corporation�s business, financial condition, results of operations and prospects may have changed since that date. Neither the delivery of this
prospectus nor the registration of the Qualified Shares hereunder shall, under any circumstances, create any implication that there has been no
change in the Corporation�s business or affairs since the respective dates as of which information is given herein.

This prospectus summarizes certain documents and other information and you are referred to this documentation and other information for a
more complete understanding of what is discussed in this prospectus. In making an investment decision, you must rely on your own examination
of the Corporation and the terms of the Qualified Shares, including the merits and risks involved.

The Corporation and the Holders are not making any representation to any person acquiring the Qualified Shares regarding the legality of an
investment in the Qualified Shares by such purchaser under any laws or regulations. You should not consider any information in this prospectus
to be legal, business or tax advice. You should consult your own attorney, accountant, business advisor and tax advisor for legal, business and
tax advice regarding an investment in the Qualified Shares.

You must comply with all applicable laws and regulations in force in any applicable jurisdiction and you must obtain any consent, approval or
permission required by you for the purchase, offer or resale of the Qualified Shares under the laws and regulations in force in the jurisdiction to
which you are subject or in which you make such purchase, offer or resale, and the Corporation and the Holders will not have any responsibility
therefor.

2
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CAUTIONARY NOTE TO UNITED STATES INVESTORS

This prospectus has been prepared in accordance with the requirements of Canadian securities laws, which differ from the requirements of
United States securities laws. Unless otherwise indicated, all reserve and resource estimates included in this prospectus and any documents
incorporated by reference herein, and any prospectus supplement have been, and will be, prepared in accordance with Canadian National
Instrument 43-101�Standards of Disclosure for Mineral Projects (��NI 43-101��) and the Canadian Institute of Mining, Metallurgy and Petroleum
classification system. NI 43-101 is a rule developed by the Canadian Securities Administrators that establishes standards for all public disclosure
an issuer makes of scientific and technical information concerning mineral projects.

Canadian standards, including NI 43-101, differ significantly from the requirements of the SEC, and reserve and resource information contained
in or incorporated by reference into this prospectus and any prospectus supplement may not be comparable to similar information disclosed by
U.S. companies. In particular, and without limiting the generality of the foregoing, these documents use the terms �measured resources�, �indicated
resources� and �inferred resources�. U.S. investors are advised that, while such terms are recognized and required by Canadian securities laws, the
SEC does not recognize them. Under U.S. standards, mineralization may not be classified as a ��reserve�� unless the determination has been made
that the mineralization could be economically and legally produced or extracted at the time the reserve determination is made. U.S. investors are
cautioned not to assume that any part of a �measured resource� or �indicated resource� will ever be converted into a �reserve�. U.S. investors should
also understand that ��inferred resources�� have a great amount of uncertainty as to their existence and great uncertainty as to their economic and
legal feasibility. It cannot be assumed that all or any part of �inferred resources� exist, are economically or legally mineable or will ever be
upgraded to a higher category. Under Canadian rules, estimated �inferred resources� may not form the basis of feasibility or pre-feasibility studies
except in rare cases. Disclosure of �contained ounces� in a mineral resource is permitted disclosure under Canadian regulations. However, the SEC
normally only permits issuers to report mineralization that does not constitute �reserves� by SEC standards as in place tonnage and grade, without
reference to unit measures. The requirements of NI 43-101 for identification of �reserves� are also not the same as those of the SEC, and reserves
reported by the Corporation in compliance with NI 43-101 may not qualify as �reserves� under SEC standards.  Accordingly, information
concerning mineral deposits set forth herein may not be comparable with information made public by companies that report in accordance with
U.S. standards.

3
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DOCUMENTS INCORPORATED BY REFERENCE

Information has been incorporated by reference in this prospectus from documents filed with the Ontario Securities Commission (�OSC�) and filed
with, or furnished to, the SEC in the United States. Copies of the documents incorporated herein by reference may be obtained on request
without charge from the Corporate Secretary of the Corporation at Suite 2116, 130 Adelaide Street West, Toronto, Ontario M5H 3P5, telephone:
(416) 360-7590, or by accessing the disclosure documents available through the internet on the Canadian Securities Administrators� System for
Electronic Document Analysis and Retrieval (SEDAR) at www.sedar.com, which is the Canadian equivalent of the SEC�s Electronic Document
Gathering and Retrieval System (EDGAR). Disclosure documents filed with, or furnished to, the SEC are available through EDGAR at
www.sec.gov.

The following documents are specifically incorporated by reference and form an integral part of this prospectus:

(a) the annual information form of the Corporation dated March 16, 2009 for the fiscal year ended December 31, 2008 (the
�AIF�);

(b) the audited comparative financial statements of the Corporation and the notes thereto for the financial year ended
December 31, 2008, together with the report of the auditors thereon;

(c) the management�s discussion and analysis for the annual comparative financial statements referred to in paragraph
(b) above;

(d) the supplementary schedule of �Reconciliation to Accounting Principles Generally Accepted in the United States� prepared
in connection with the audited comparative financial statements referred to in paragraph (b) above;

(e) the management information circular of the Corporation dated April 30, 2009, prepared in connection with the
Corporation�s annual and special meeting of shareholders held on May 28, 2009, excluding those portions under the headings �Solicitation of
Proxies�, �Appointment and Revocation of Proxy�, �Exercise of Discretion by Proxies�, �Performance Graph�, �Corporate Governance� and �Obligations,
Duties and Role of the Board of Directors�;

(f) the audited financial statements of Cadiscor Resources Inc. (�Cadiscor�) and the notes thereto for the financial year ended
December 31, 2008, together with the report of the auditors thereon (which are available on SEDAR under Cadiscor�s profile);

(g) the material change report dated April 3, 2009 prepared in connection with the proposed merger by way of plan of
arrangement (the �Arrangement�) with, and $7.5 million loan (the �Loan�) to, Cadiscor;
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(h) the unaudited comparative financial statements of the Corporation and the notes thereto for the three month period ended
March 31, 2009; and

(i) the management�s discussion and analysis for the unaudited comparative financial statements referred to in paragraph
(h) above.

Scott Wilson Roscoe Postle Associates Inc. (�Scott Wilson RPA�) prepared a NI 43-101 Technical Report for the Lac des Iles property (including
the Lac des Iles mine and the Offset High Grade Zone) (the �LDI Report�), dated and filed on SEDAR March 13, 2009.  Des Cullen, P.Geo.,
Consulting Geologist, F.H. Brown, CPG, Pr. Sci. Nat., Consulting Geologist, and Laila Potvin, P.Eng. (formerly Laila Sedore), Mill
Superintendent at Lac des Iles Mines Ltd., prepared a NI 43-101 Technical Report for the Shebandowan West Property (the �Shebandowan
Report�), dated August 9, 2007 and filed on SEDAR October 26, 2007.

4
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The Shebandowan Report has not been updated to reflect any new information since the date of the report, including, but not limited to,
resources and reserves, mine and plant production, metallurgy, operating and capital costs and environmental data. The �qualified persons� who
prepared the LDI Report were Deborah A. McCombe, P.Geo, Richard E. Routledge, M.Sc. P.Geo, Ian T. Blakley, P.Geo and Jason J. Cox,
P.Eng. and are each employees of Scott Wilson RPA and independent for the purposes of NI 43-101. The �qualified persons� mentioned above
who prepared the Shebandowan Report are independent from the Corporation, with the exception of Laila Potvin, P.Eng., who would not be
considered independent for the purposes of NI 43-101.

The LDI Report includes and updates technical information from a NI 43-101 resource estimate for the Offset High Grade Zone (the
�Offset Zone Report�) dated January 15, 2009.  As a result, any reference to, or information originating from, the Offset Zone Report that
may be presented in the documents incorporated by reference to this prospectus, is no longer relevant and is excluded from this
prospectus and the documents incorporated by reference hereto.

Any material change reports (excluding confidential material change reports), annual information forms, interim consolidated financial
statements of the Corporation (including the management�s discussion and analysis in the interim reports for such periods), annual audited
consolidated financial statements of the Corporation, including the auditors� report thereon and including the management�s discussion and
analysis in respect of such annual financial statements, business acquisition reports, information circulars, and any other disclosure documents
required to be incorporated by reference under National Instrument 44-101 � Short Form Prospectus Distributions which are required to be filed
by the Corporation with the OSC after the date of this prospectus and prior to the termination of the offering of securities hereunder shall be
deemed to be incorporated by reference into this prospectus. Any similar document filed by the Corporation with, or furnished by the
Corporation to, the SEC pursuant to the United States Securities Exchange Act of 1934, as amended (the �U.S. Exchange Act�), after the date of
this prospectus shall be deemed to be incorporated by reference in this prospectus, or as exhibits to the registration statement of which this
prospectus forms a part, if and to the extent provided in such document.

Any statement contained in this prospectus or in a document incorporated or deemed to be incorporated by reference in this prospectus
shall be deemed to be modified or superseded for the purposes of this prospectus to the extent that a statement contained in this
prospectus or in any other subsequently filed document which also is or is deemed to be incorporated by reference in this prospectus
modifies or supersedes that statement. The modifying or superseding statement need not state that it has modified or superseded a prior
statement or include any other information set forth in the document that it modifies or supersedes. The making of a modifying or
superseding statement is not an admission for any purposes that the modified or superseded statement, when made, constituted a
misrepresentation, an untrue statement of material fact or an omission to state a material fact that is required to be stated or is
necessary to make a statement not misleading in light of the circumstances in which it was made. Any statement so modified or
superseded shall not constitute a part of this prospectus, except as so modified or superseded.

Upon a new annual information form for the year ended December 31, 2009 and the related annual financial statements being filed with
the OSC during the currency of this prospectus, the previous annual information form, the previous annual financial statements and all
interim financial statements, material change reports and information circulars (to the extent the disclosure is inconsistent) filed prior
to the commencement of the then current financial year will be deemed no longer to be incorporated into this prospectus for purposes of
future resales of Qualified Shares hereunder.

Upon each new filing of interim financial statements and related management discussion and analysis filed with the OSC during the
currency of this prospectus, the previous interim financial statements and management discussion and analysis (to the extent the
disclosure is inconsistent) filed prior to the commencement of the then current interim period will be deemed no longer to be
incorporated into this prospectus for purposes of future resales of Qualified Shares hereunder.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus and the documents incorporated by reference herein contain forward-looking statements, which includes future-orientated
information, within the meaning of the �safe harbor� provisions of the U.S. Private Securities Litigation Reform Act of 1995 and the securities
legislation of certain of the provinces of Canada, including the Securities Act (Ontario). Forward-looking statements, including future-oriented
financial information, are necessarily based on estimates and assumptions made by the Corporation in light of its experience and perception of
historical trends, current conditions and expected future developments, as well as other factors it believes are appropriate in the circumstances.
These estimates and assumptions are inherently subject to significant business, economic, competitive and other uncertainties and contingencies,
many of which, with respect to future events, are subject to change. These uncertainties and contingencies can affect actual results and could
cause actual results to differ materially from those expressed or implied in any forward-looking statements made by the Corporation, or on its
behalf.

In making the forward-looking statements in this prospectus and the documents incorporated by reference herein, the Corporation has applied
several material factors and assumptions, including, but not limited to:

• placing the Lac des Iles mine on care and maintenance is temporary and the mine will eventually resume operations;

• the Lac des Iles mine would remain viable operationally and economically if and when market prices for palladium, platinum and
other metals produced at the mine return to historical averages;

• the expectations for mill feed head grade and mill performance will proceed as expected if and when the Lac des Iles mine resumes
operations;

• the plans for mill production, sustainable recoveries from the Lac des Iles mine, exploration at Lac des Iles and elsewhere will all
proceed as expected if and when metal prices return to historical averages;

• market fundamentals will result in reasonable demand and prices for palladium and by-product metals in the future;

• the Corporation will not be subject to any environmental disasters, significant litigation, significant regulatory changes or significant
labour disruptions;

• the advice the Corporation has received from its consultants and advisors relating to matters such as mineral resource and mineral
reserve estimates, metallurgy, permitting and environmental matters is reliable and correct and, in particular, that the models, dilution strategies
and mining recovery estimates used to calculate mineral resources and mineral reserves are appropriate and accurate; and

• financing will be available on reasonable terms.

The Corporation cannot assure you that any of these assumptions will prove to be correct.

The words �expect,� �anticipate,� �estimate,� �may,� �will,� �should,� �intend,� �believe,� �target,� �budget,� �plan,� �projection� and similar expressions are intended to
identify forward-looking statements. Information concerning mineral reserve and mineral resource estimates also may be considered
forward-looking statements, as such information constitutes a prediction of what mineralization might be found to be present if and when a
project is actually developed.
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In light of the risks and uncertainties inherent in all forward-looking statements, including future-oriented financial information, the inclusion or
incorporation by reference of forward-looking statements in this prospectus or in any document incorporated by reference should not be
considered as a representation by the Corporation or any other person that its objectives or plans will be achieved. Numerous factors could cause
the Corporation�s actual results to differ materially from those in the

6
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forward-looking statements, including the following, which are discussed in greater detail under the heading �Risk Factors�:

• a prolonged suspension of production at the Corporation�s Lac des Iles mine;

• continuing weak commodity prices or fluctuations in commodity prices;

• the state of the global economy and economic and political events, including the deterioration of the global capital markets, affecting
metal supply and demand;

• fluctuations in foreign currency exchange rates, particularly the Canadian dollar/U.S. dollar exchange rate;

• the ability of the Corporation to meet operating cost estimates;

• the accuracy of mineral resource and mineral reserve estimates;

• demand for, and cost of, exploration, development and construction services and equipment;

• risks related to future exploration programs, including the risk that future exploration will not replace mineral resources and mineral
reserves that are depleted in the Lac des Iles mine;

• risks of acquisitions and the failure to integrate acquired mining properties;

• risks associated with the proposed acquisition of Cadiscor Resources Inc.;

• the Corporation�s history of losses and the possibility of future losses;

• inherent risks and hazards associated with mining and processing operations;

• failure to maintain projected production levels;

• potential uncertainty related to title to the Corporation�s mineral properties;

• changes in the life-of-mine plan;

• the Corporation�s dependence on a third party for smelting and refining its metal;

• competition for exploration, development and construction services and equipment;

• the ability of the Corporation to obtain external financing to explore and develop its properties;

• employment disruptions, including the failure to renew on acceptable terms or at all the collective agreement between the
Corporation and the employee union;

• costs of complying with environmental laws and regulations;

• costs of complying with other government regulations;
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• the risk that permits and regulatory approvals necessary to develop and operate mines on the Corporation�s properties will not be
available on a timely basis, on reasonable terms or at all;

• competition from larger producers of platinum group metals and from potential new producers;

• the development of new technology or new alloys that could reduce the demand for palladium or platinum;

• loss of key personnel;

• the ability of the Corporation to comply with the terms of its credit facilities;

• the ability of KFOC to control the Corporation;

• risk related to hedging strategies;

• lack of infrastructure necessary to develop the Corporation�s projects;

• risks involved in current or future litigation or regulatory proceedings; and

• the ability of the Corporation to maintain adequate internal control over financial reporting and disclosure controls and procedures.

These factors should be considered carefully, and readers should not place undue reliance on the Corporation�s forward-looking statements. The
Corporation believes that the expectations reflected in the forward-looking statements, including future-oriented financial information, contained
in this prospectus and the documents incorporated by reference are reasonable, but no assurance can be given that these expectations will prove
to be correct. In addition, although the Corporation has attempted to identify important factors that could cause actual actions, events or results
to differ materially from those
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described in forward-looking statements, including future-oriented financial information, there may be other factors that cause actions, events or
results not to be as anticipated, estimated or intended. The Corporation undertakes no obligation to disclose publicly any future revisions to
forward-looking statements, including future-oriented financial information, to reflect events or circumstances after the date of this prospectus or
to reflect the occurrence of unanticipated events, except as expressly required by law. Additionally, the forward-looking statements, including
future-oriented financial information, contained herein are presented solely for the purpose of conveying our reasonable belief of the direction of
the Corporation and may not be appropriate for other purposes.

RECENT DEVELOPMENTS

On October 21, 2008, the Corporation announced that due to declining metal prices, the Lac des Iles mine would be placed on temporary care
and maintenance.  Declining sales and production in the automotive industry, the major consumer of palladium and platinum, suggests that
platinum group metal (�PGM�) producers would be facing significant challenges in the near term.  Placing the mine on temporary care and
maintenance resulted in the layoff of over 350 employees.  The Corporation has not determined when, or if, the Lac des Iles mine will re-open.

On October 1, 2008, William J. Biggar joined the Corporation as President and Chief Executive Officer, replacing James Excell, with the dual
mandate of growing the Corporation�s core assets and leveraging the Corporation�s strong balance sheet to pursue potential acquisitions and joint
venture opportunities.  Mr. Biggar also joined the Corporation�s Board of Directors.  Mr. Biggar has 10 years of experience in investment
banking and most recently held the position of Managing Director at Richardson Capital Limited.  He has served as Senior Vice President at
Barrick Gold Corporation and the Horsham Corporation, as Executive Vice-President of Magna International and as President and CEO of MI
Developments.

The Arrangement with Cadiscor Resources Inc.

On March 31, 2009, the Corporation announced that it had entered into a definitive agreement pursuant to which it proposed to acquire by way
of a plan of arrangement all of the outstanding common shares of Cadiscor in an all-share transaction, whereby Cadiscor shareholders would
receive 0.33 of a common share of the Corporation for each common share of Cadiscor held (the �Exchange Ratio�).

Based on the common shares of Cadiscor outstanding at March 31, 2009, this is expected to result in the Corporation issuing approximately 14.3
million common shares of the Corporation to Cadiscor shareholders, who would own approximately 14% of the Corporation upon completion of
the transaction.

The transaction has been structured as a plan of arrangement under the Canada Business Corporations Act, and is subject to approval by the
shareholders of Cadiscor and by applicable stock exchanges. The required shareholder approval is two-thirds of the votes cast by Cadiscor
shareholders at a special meeting to consider the transaction. Cadiscor has mailed an information circular to its shareholders and will hold the
special meeting on May 22, 2009.  The closing of the transaction is expected to take place as soon as practicable following the special meeting in
May 2009 and will be considered the date of the acquisition for accounting purposes.

Holders of options, warrants and the convertible debenture of Cadiscor will be entitled to exercise their convertible securities for common shares
of the Corporation in lieu of Cadiscor shares, based on the Exchange Ratio described above. Some or all of these instruments may be converted
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into or exercised for Cadiscor common shares prior to closing, in which case such holders would participate as described above and additional
common shares of the Corporation would be issued at closing.

The definitive agreement includes a commitment by Cadiscor not to solicit alternative transactions. In certain circumstances, if Cadiscor
terminates the definitive agreement in order to enter into another transaction, then Cadiscor is obligated to pay to the Corporation a termination
payment of $1 million. In other circumstances in which the definitive agreement is terminated, Cadiscor would be required to pay
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the out of pocket expenses of the Corporation up to an amount of $250,000.  The Corporation also has the right to match competing offers that
may be made to Cadiscor. A former director of Cadiscor is expected to be added to the Corporation�s board of directors following the closing of
the transaction.

Concurrent with the signing of the definitive agreement, the Corporation has advanced to Cadiscor a total of $7.5 million, pursuant to the
purchase of a $5.4 million convertible note and a $2.1 million non-convertible note, the proceeds of both of which are to be used by Cadiscor to
seek to bring its primary asset, the Sleeping Giant mine, back into production. Both notes have a term of 18 months, require Cadiscor to pay
interest at a rate of 12% per annum and are secured by a first charge on Cadiscor�s assets. The convertible note is convertible into Cadiscor
common shares at $0.50 per share, which, on full conversion, would constitute an approximate 19.9% shareholding by the Corporation in
Cadiscor.  The funds advanced pursuant to the purchase of the aforementioned notes were sourced from the Corporation�s cash on hand.

Post-Arrangement Matters

Upon completion of the proposed Arrangement, Cadiscor would become a wholly-owned subsidiary of the Corporation.  Following the date on
which the Arrangement becomes effective (the �Effective Date�), Cadiscor shareholders would become shareholders of the Corporation.

It is the Corporation�s intention to continue the exploration and development activities of Cadiscor on the Sleeping Giant property and to re-open
the mine, thereby producing gold.

Since Cadiscor will be a wholly-owned subsidiary of the Corporation upon completion of the proposed Arrangement, all of the current directors
and officers of Cadiscor will resign their positions as of the Effective Date and will be replaced by persons appointed by the Corporation.  The
current officers of Cadiscor are expected to continue to be employed by the Corporation or its affiliates.

Allocation of Purchase Price

The Arrangement with Cadiscor has not yet closed.  If approved at a special meeting of the Cadiscor shareholders� to be held on May 22, 2009, it
is expected that the transaction will only close on or about May 26, 2009. While the Exchange Ratio is fixed, the final purchase price will only
be determined on the closing date.

For the purposes of the pro forma financial statements at Appendix A hereof, the purchase price and the allocation of the purchase price of
Cadiscor were based upon preliminary estimates with respect to the fair value increment associated with the assets to be acquired and the
liabilities to be assumed.

As described in the pro forma financial statements and notes thereto, the determination of the purchase price of Cadiscor, based on management�s
preliminary estimate, is $34,528,000 and was allocated on the following basis:
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In 2004, we incurred $400,323 of promotional expenses due to deals offered by our sales force in the sale of our
products. This represented about 4.3% of gross sales. In 2005, they were similar at $291,755 and about 2.9% of gross
sales. These deals are accounted for as a direct reduction of sales. These percentage rates are in line with our historical
rates and we do not anticipate them changing significantly. These promotional expenses are monitored and kept in a
certain range.

As a percentage of net sales, gross profit decreased from 20.9% in 2004 to 18.2% in 2005. This decrease was due to
increases in higher freight costs due to increased fuel costs (0.6%), increased depreciation (0.3%) and increased
packaging costs due to glass costs increasing due to fuel costs increases (1.7%). To offset the reduced margins,
effective February 1, 2006 we have increased prices in a number of the companies product lines. We expect margins
to increase for 2006 due to this. This price increase averaged approximately 7% across the board.
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General and Administrative and Selling expenses increased by $213,958 or 11.5% from $1,866,511, in 2004 to
$2,080,469 in 2005 and increased as a percentage of net sales from 20.8% in 2004 to 22.0% in 2005. The increase in
expenses was primarily due to increased sales wages due to a larger sales force (2.7%), more commissions due to
increased number of outside sales brokers (1.0%), increased sales fuel costs (1.6%), increased fuel expenses for plant
heating requirements (1.5%) and increased accounting costs due to the extra costs associated with being an SEC
reporting company (1.7%). We do expect to increase the selling expenses upon the completion of the current IPO as
we gear up the sales force for further expansion into the mainstream. We anticipate a lead time until these new sales
people are generating enough additional revenue to support their additional expenses. We anticipate that General and
Administrative expenses should remain relatively constant for 2006.

Legal Defense costs for 2004 were $80,156. These expenses were incurred for a lawsuit brought against us by a
consultant alleging funds due him from us. We mounted a successful defense in this action. We filed a post trial
motion for attorney fees and costs and were awarded $64,895. The case went to appeal which generated an additional
expense of $36,558 in 2005. We won the appeal and are seeking additional damages. In 2006, we expect to spend
approximately the same amount of legal expenses as 2005.

Interest expense was $309,504 in 2005, compared to interest expense of $255,032 in 2004. We had slightly higher
interest expense in 2005 due to increased borrowing on our receivable line of credit with our lender, BACC. In 2006,
we expect that the IPO will reduce our need for debt financing and allow the Company to obtain more favorable
borrowing rates, thus offsetting the rise in the Prime Rate, and therefore interest expense should decrease.

Liquidity and Capital Resources

Historically, we have financed our operations primarily through private sales of common stock, preferred stock,
convertible debt, a line of credit from a financial institution, and cash generated from operations.

As of December 31, 2005, we had a working capital deficit of $1,594,758, compared to a working capital deficit of
$684,647 as of December 31, 2004. This increase in our working capital deficit was primarily attributable to increases
in accounts payable and our line of credit These increases were required due to the loss the Company incurred in 2005
and costs incurred for the IPO.

We used $214,667 in investing activities for the twelve months ended December 31, 2005, primarily for the purchase
of equipment for our West Coast Brewery and a loan made to a director before we became public. The purchase of
equipment was for the 5 liter party keg filler. This piece of equipment reduces the labor costs by over 75% in the
manufacture of the party kegs.

Cash flow provided from financing activities was $242,533 for the twelve months ended December 31, 2005 and was
the result of increased borrowing on our line of credit, principal borrowing on long term debt, used primarily to
purchase manufacturing equipment to improve the west coast production facility and vehicles, and cash from the sale
of stock from the company’s IPO, offset by principal payments of debt payments for deferred offering expenses
associated with the Company’s IPO.

Management recognizes the operating losses and costs incurred in the Company’s initial public offering have
negatively impacted liquidity. Management plans to continue to have available a line of credit to provide short term
liquidity and plans to continue its efforts regarding the IPO currently effective. Management believes the combination
of these two items, will provide the liquidity the Company needs for 2006. In addition, the price increases
Management instituted should lead to increased margins and a decrease in loss from operations, thus improving the
Company’s liquidity needs. Management also recognizes there may be a potential securities law violation, which may
require the Company to refund a maximum of approximately $759,000 relating to the issuance of shares of our
common stock in 2006. In the event no further sales of the offering occur and in the event the Company is required to
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refund the entire $759,000, Management believes it will be able to refund that amount and provide working capital to
the Company sufficient for the Company to conduct operations during the 2006 fiscal year.

 Critical Accounting Policies

Our financial statements are prepared in accordance with accounting principles generally accepted in the United States
of America, or GAAP. GAAP requires us to make estimates and assumptions that affect the reported amounts in our
financial statements including various allowances and reserves for accounts receivable and inventories, the estimated
lives of long-lived assets and trademarks and trademark licenses, as well as claims and contingencies arising out of
litigation or other transactions that occur in the normal course of business. The following summarizes our most
significant accounting and reporting policies and practices:
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Trademark License and Trademarks. Trademark license and trademarks primarily represent the costs we pay for
exclusive ownership of the Reed’s® trademark in connection with the manufacture, sale and distribution of beverages
and water and non-beverage products. We also own the Virgil’s® trademark and the China Cola® trademark. In
addition, we own a number of other trademarks in the United States as well as in a number of countries around the
world. We account for these items in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets.” Under
the provisions of SFAS No. 142, we do not amortize indefinite-lived trademark licenses and trademarks.

In accordance with SFAS No. 142, we evaluate our non-amortizing trademark license and trademarks quarterly for
impairment. We measure impairment by the amount that the carrying value exceeds the estimated fair value of the
trademark license and trademarks. The fair value is calculated by reviewing net sales of the various beverages and
applying industry multiples. Based on our quarterly impairment analysis the estimated fair values of trademark license
and trademarks exceeded the carrying value and no impairments were identified during the years ended December 31,
2005 or 2004.

Long-Lived Assets. Our management regularly reviews property, equipment and other long-lived assets, including
identifiable amortizing intangibles, for possible impairment. This review occurs quarterly or more frequently if events
or changes in circumstances indicate the carrying amount of the asset may not be recoverable. If there is indication of
impairment of property and equipment or amortizable intangible assets, then management prepares an estimate of
future cash flows (undiscounted and without interest charges) expected to result from the use of the asset and its
eventual disposition. If these cash flows are less than the carrying amount of the asset, an impairment loss is
recognized to write down the asset to its estimated fair value. The fair value is estimated at the present value of the
future cash flows discounted at a rate commensurate with management’s estimates of the business risks. Quarterly, or
earlier, if there is indication of impairment of identified intangible assets not subject to amortization, management
compares the estimated fair value with the carrying amount of the asset. An impairment loss is recognized to write
down the intangible asset to its fair value if it is less than the carrying amount. Preparation of estimated expected
future cash flows is inherently subjective and is based on management’s best estimate of assumptions concerning
expected future conditions. No impairments were identified during the years ended December 31, 2005 or 2004.

Management believes that the accounting estimate related to impairment of our long lived assets, including our
trademark license and trademarks, is a “critical accounting estimate” because: (1) it is highly susceptible to change from
period to period because it requires management to estimate fair value, which is based on assumptions about cash
flows and discount rates; and (2) the impact that recognizing an impairment would have on the assets reported on our
consolidated balance sheet, as well as net income, could be material. Management’s assumptions about cash flows and
discount rates require significant judgment because actual revenues and expenses have fluctuated in the past and we
expect they will continue to do so.

In estimating future revenues, we use internal budgets. Internal budgets are developed based on recent revenue data
for existing product lines and planned timing of future introductions of new products and their impact on our future
cash flows.

Advertising. We account for advertising production costs by expensing such production costs the first time the related
advertising is run.

Accounts Receivable. We evaluate the collectibility of our trade accounts receivable based on a number of factors. In
circumstances where we become aware of a specific customer’s inability to meet its financial obligations to us, a
specific reserve for bad debts is estimated and recorded which reduces the recognized receivable to the estimated
amount our management believes will ultimately be collected. In addition to specific customer identification of
potential bad debts, bad debt charges are recorded based on our historical losses and an overall assessment of past due
trade accounts receivable outstanding.
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Inventories. Inventories are stated at the lower of cost to purchase and/or manufacture the inventory or the current
estimated market value of the inventory. We regularly review our inventory quantities on hand and record a provision
for excess and obsolete inventory based primarily on our estimated forecast of product demand and/or our ability to
sell the product(s) concerned and production requirements. Demand for our products can fluctuate significantly.
Factors that could affect demand for our products include unanticipated changes in consumer preferences, general
market conditions or other factors, which may result in cancellations of advance orders or a reduction in the rate of
reorders placed by customers. Additionally, our management’s estimates of future product demand may be inaccurate,
which could result in an understated or overstated provision required for excess and obsolete inventory.

Income Taxes. Current income tax expense is the amount of income taxes expected to be payable for the current year.
A deferred income tax asset or liability is established for the expected future consequences of temporary differences in
the financial reporting and tax bases of assets and liabilities. We consider future taxable income and ongoing, prudent,
and feasible tax planning strategies, in assessing the value of our deferred tax assets. If our management determines
that it is more likely than not that these assets will not be realized, we will reduce the value of these assets to their
expected realizable value, thereby decreasing net income. Evaluating the value of these assets is necessarily based on
our management’s judgment. If our management subsequently determined that the deferred tax assets, which had been
written down, would be realized in the future, the value of the deferred tax assets would be increased, thereby
increasing net income in the period when that determination was made.

Recent Accounting Pronouncements

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs, an amendment of ARB No. 43, Chapter 4.” The
amendments made by Statement 151 clarify that abnormal amounts of idle facility expense, freight, handling costs,
and wasted materials (spoilage) should be recognized as current period charges and require the allocation of fixed
production overheads to inventory based on the normal capacity of the production facilities. The guidance is effective
for inventory costs incurred during fiscal years beginning after June 15, 2005. Earlier application is permitted for
inventory costs incurred during fiscal years beginning after November 23, 2004. The Company has evaluated the
impact of the adoption of SFAS 151, and does not believe the impact will be significant to the Company’s overall
results of operations or financial position.

In December 2004, the FASB issued SFAS No.153, “Exchanges of Non-monetary Assets, an amendment of APB
Opinion No. 29, Accounting for Non-monetary Transactions.” The amendments made by Statement 153 are based on
the principle that exchanges of non-monetary assets should be measured based on the fair value of the assets
exchanged. Further, the amendments eliminate the narrow exception for non-monetary exchanges of similar
productive assets and replace it with a broader exception for exchanges of non-monetary assets that do not have
commercial substance. Previously, Opinion 29 required that the accounting for an exchange of a productive asset for a
similar productive asset or an equivalent interest in the same or similar productive asset should be based on the
recorded amount of the asset relinquished. Opinion 29 provided an exception to its basic measurement principle (fair
value) for exchanges of similar productive assets. The Board believes that exception required that some non-monetary
exchanges, although commercially substantive, be recorded on a carryover basis. By focusing the exception on
exchanges that lack commercial substance, the Board believes this Statement produces financial reporting that more
faithfully represents the economics of the transactions. The Statement is effective for non-monetary asset exchanges
occurring in fiscal periods beginning after June 15, 2005. Earlier application is permitted for non-monetary asset
exchanges occurring in fiscal periods beginning after the date of issuance. The provisions of this Statement shall be
applied prospectively. The Company has evaluated the impact of the adoption of SFAS 152, and does not believe the
impact will be significant to the Company’s overall results of operations or financial position.

In December 2004, the FASB issued SFAS No.123 (revised 2004), “Share-Based Payment.” Statement 123(R) will
provide investors and other users of financial statements with more complete and neutral financial information by
requiring that the compensation cost relating to share-based payment transactions be recognized in financial
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statements. That cost will be measured based on the fair value of the equity or liability instruments issued. Statement
123(R) covers a wide range of share-based compensation arrangements including share options, restricted share plans,
performance-based awards, share appreciation rights, and employee share purchase plans. Statement 123(R) replaces
FASB Statement No. 123, “Accounting for Stock-Based Compensation”, and supersedes APB Opinion No. 25,
“Accounting for Stock Issued to Employees.”  Statement 123, as originally issued in 1995, established as preferable a
fair-value-based method of accounting for share-based payment transactions with employees. However, that Statement
permitted entities the option of continuing to apply the guidance in Opinion 25, as long as the footnotes to financial
statements disclosed what net income would have been had the preferable fair-value-based method been used. Public
entities (other than those filing as small business issuers) will be required to apply Statement 123(R) as of the first
interim or annual reporting period that begins after June 15, 2005. The Company has evaluated the impact of the
adoption of SFAS 123(R), and does not believe the impact will be significant to the Company’s overall results of
operations or financial position. All options issued prior to December 31, 2005 vested immediately, and therefore,
there is no associated unamortized compensation that will be recorded in future periods relating to these options.

In May 2005 the FASB issued SFAS Number 154, “Accounting Changes and Error Corrections”. This SFAS provides
guidance on accounting for and reporting of accounting changes and error corrections. The Company has evaluated
the impact of SFAS 154 and does not believe the impact will be significant to the Company’s overall results of
operations or financial position.

We do not believe that the adoption of the above recent pronouncements will have a material effect on our
consolidated financial position or results of operations.

Inflation

Although management expects that our operations will be influenced by general economic conditions, we do not
believe that inflation has a material effect on our results of operations.

11
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Principal Commitments:

At December 31, 2005, the Company did not have any material commitments for capital expenditures. The Company's
principal commitments for the next five fiscal years consisted of contractual commitments as summarized below. The
summary shown below assumes that the Company will repay it lines of credit in full without renewals.

Payments Due by Year

Contractual cash
obligations Total 2006 2007 2008 2009 2010

Lines of credit $ 1,445,953 $ 1,445,953 $ -0- $ -0- $ -0- $ -0-
Long -term debt 580,794 169,381 111,321 102,654 87,348 38,090

Operating lease
obligations 94,479 58,433 20,968 10,905 4,173 -0-

Total contractual
cash Obligations $ 5,644,978 $ 1,933,813 $ 1,168,870 $ 1,232,707 $ 884,183 $ 425,405
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ITEM 7: FINANCIAL STATEMENTS

We have audited the accompanying balance sheet of Reed’s, Inc. as of December 31, 2005 and the related statements
of operations, changes in stockholders’ equity and cash flows for the years ended December 31, 2005 and 2004. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly in all material respects, the financial position
of Reed’s, Inc. as of December 31, 2005 and the results of its operations and its cash flows for the years ended
December 31, 2005 and 2004 in conformity with accounting principles generally accepted in the United States of
America.

The accompanying financial statements have been prepared assuming that the Company will continue as a going
concern. However, the Company incurred a loss of $825,955 and used $42,610 of cash in operating activities during
the year ended December 31, 2005, and had a working capital deficiency of $1,594,758 as of December 31, 2005.
These factors, among others, as discussed in Note 1 to the financial statements, raise substantial doubt about the
Company's ability to continue as a going concern. Management's plans in regard to these matters are also described in
Note 1. The financial statements do not include any adjustments that might result from the outcome of this
uncertainty.

/s/ WEINBERG & COMPANY, P.A.

Weinberg & Company, P.A.

Los Angeles, California
April 7, 2006

F-1
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REED’S, INC.
BALANCE SHEET

As of December 31, 2005

 ASSETS
Cash $ 27,744
Inventory 1,208,019
Trade accounts receivable, net of allowance for doubtful accounts and returns and discounts of
$70,000 534,906
Other receivables 10,563
Prepaid expenses 74,279

Total Current Assets 1,855,511

Property and equipment, net of accumulated depreciation of $508,136 1,885,354

OTHER ASSETS
Brand names 800,201
Other intangibles, net of accumulated amortization of $3,723 14,891
Deferred stock offering costs 356,238

Total Other Assets 1,171,330

TOTAL ASSETS $ 4,912,195

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts payable $ 1,644,491
Lines of credit 1,445,953
Current portion of long term debt 169,381
Accrued interest 136,240
Accrued expenses 54,204

Total Current Liabilities 3,450,269

Loans payable, related party 252,358
Long term debt, less current portion 1,060,573

Total Liabilities 4,763,200

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY
Preferred stock, $10.00 par value, 500,000 shares authorized, 58,940 shares issued and
outstanding, liquidation preference of $10.00, per share 589,402
Common stock, $.0001 par value, 11,500,000 shares authorized, 5,042,197 shares issued and
outstanding 503
Common stock to be issued (7,367 shares) 29,470
Additional paid in capital 2,788,683
Accumulated deficit (3,259,063)
Total stockholders’ equity 148,995
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TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 4,912,195

The accompanying notes are an integral part of these financial statements

F-2
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REED’S, INC.
STATEMENTS OF OPERATIONS

For the Years Ended December 31, 2005 and 2004

Year Ended
December 31,

2005 2004

SALES $ 9,470,285 $ 8,978,365
COST OF SALES 7,745,499 7,103,037
GROSS PROFIT 1,724,786 1,875,328
OPERATING EXPENSES
Selling 1,124,705 791,975
General & Administrative 955,764 1,074,536
Legal Fees 36,558 80,156
Provision for amounts due from director 124,210 0

2,241,237 1,946,667
LOSS FROM OPERATIONS (516,451) (71,339)
OTHER EXPENSES
Interest Expense (309,504) (255,032)
Loss on extinguishment of debt (—) (153,000)

(309,504) (408,032)

NET LOSS (825,955) (479,371)
Preferred Stock Dividend (29,470) —
Net Loss Attributable to Common Stockholders $ (855,425) $ (479,371)

NET LOSS PER SHARE AVAILABLE TO COMMON
STOCKHOLDERS — BASIC AND DILUTED $ (0.18) $ (0.10)

WEIGHTED AVERAGE SHARES OUTSTANDING,
Basic and Fully Diluted 4,885,151 4,726,091

The accompanying notes are an integral part of these financial statements
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REED’S, INC.
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY 

For the Years Ended December 31, 2005 and 2004

Common Stock Preferred Stock

Shares Amount

Common
Stock to

be
Issued

Additional
Paid

In Capital Shares Amount
Accumulated

Deficit Total

Balance,
January 1,
2004 4,726,091  $ 472  $ — $ 2,429,824 — $ — $ (1,723,627)  $ 706,669
Issuance of
preferred
stock — — — —33,440 334,400 — 334,400
Conversion
of debt to
preferred
stock — — — —25,500 255,002 — 255,002
Recognition
of beneficial
conversion
feature on
issuance of
preferred
stock — — — 353,640 — — (200,640) 153,000
Net loss for
year ended
2004 — — — — — — (479,371) (479,371)
Balance,
December
31, 2004 4,726,091 472 — 2,783,464 58,940 589,402 (2,403,638) 969,700
Exercise of
warrants 262,500 26 5,224 — — — 5,250
Preferred
Stock
Dividend — — 29,470 — — (29,470) —
Common
stock issued
for cash 53,606 5 — 196,570 — — — 196,575
Deferred
stock
offering
costs
charged to
additional
paid in
capital — — — (196,575) — — — (196,575)

— — — — — — (825,955) (825,955)
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Net loss for
year ended
December
31, 2005
Balance
December
31, 2005 5,042,197 $ 503 $ 29,470 $ 2,788,683 58,940 $ 589,402 $ (3,259,063) $ 148,995

The accompanying notes are an integral part of these financial statements

F-4

Edgar Filing: NORTH AMERICAN PALLADIUM LTD - Form F-10/A

37



REED’S, INC.
STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 2005 and 2004

Year Ended December 31 ,
2005 2004

CASH FLOWS FROM OPERATING ACTIVITIES
Net Loss $ (825,955) $ (479,371)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 118,517 97,329
Loss on extinguishment of debt — 153,000
Provision for amounts due from director 124,210 —
(Increase) decrease in operating assets and increase (decrease) in
operating liabilities:
Accounts receivable 262,708 (231,557)
Inventory 93,006 (3,665)
Prepaid expenses (68,627) 11,730
Other receivables (7,400) 7,589
Accounts payable 232,367 233,447
Accrued expenses 2,655 (9,755)
Accrued interest 25,909 45,233
Net cash used in operating activities (42,610) (176,020)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of property and equipment (181,654) (204,147)
Due from director (33,013) (44,040)
Net cash used in investing activities (214,667) (248,187)
CASH FLOWS FROM FINANCING ACTIVITIES:
Deferred offering costs (332,858) (219,955)
Principal payments on debt (263,815) (208,852)
Proceeds from issuance of common stock 196,575 —
Proceeds received from issuance of preferred stock — 334,400
Proceeds from borrowings on debt 295,900 208,464
Net borrowings on lines of credit 367,731 339,708
Payments on debt to related parties (21,000) —
Net cash provided by financing activities 242,533 453,765
NET INCREASE (DECREASE) IN CASH (14,744) 29,558
CASH — Beginning of year 42,488 12,930
CASH — End of year $ 27,744 $ 42,488
Supplemental Disclosures of Cash Flow Information
Cash paid during the period for:
Interest $ 283,595 $ 227,669
Taxes $ — $ —

Noncash Investing and Financing Activities

Notes payable converted to preferred stock $ — $ 224,000
Accrued interest converted to preferred stock — 31,002
Beneficial conversion feature — 353,640
Common Stock issued in settlement of accrued interest on related party
debt upon exercise of  warrants 5,250 —
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Common Stock to be issued in settlement of preferred stock dividend
(7,367 shares) 29,470 —
Conversion of a line of credit to a term loan 50,000 —

The accompanying notes are an integral part of these financial statements.
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS

(1) Operations and Summary of Significant Accounting Policies

A) Nature of Operations

Reed’s, Inc. (the “Company”) was organized under the laws of the state of Florida in January 1991. In 2001, the
Company changed its name from Original Beverage Corporation to Reed’s, Inc. and changed its state of incorporation
from Florida to Delaware. The Company is engaged primarily in the business of developing, manufacturing and
marketing natural non-alcoholic beverages, as well as candies and ice creams. The Company currently offers 14
beverages, two candies, and three ice creams.

The Company sells its products primarily in upscale gourmet and natural food stores and supermarket chains in the
United States and, to a lesser degree, in Canada.

B) Going Concern

The accompanying financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America, which contemplate continuation of the Company as a going concern.
However, the Company had a net loss of $825,955 and utilized cash of $42,610 in operating activities during the year
ended December 31, 2005, and had a working capital deficiency of $1,564,758 at December 31, 2005. In addition, the
Company may have committed a violation of securities law which may require the rescission of common stock issued
in 2006 in the aggregate of approximately $759,000, see Note 14. These factors raise substantial doubt about the
Company's ability to continue as a going concern. The financial statements do not include any adjustments relating to
the recoverability and classification of recorded asset amounts, or amounts and classification of liabilities that might
result from this uncertainty. The Company is conducting an initial public offering of its stock. The maximum amount
of common stock to be sold is 2,000,000 shares at $4.00. Management has received interest enough in the offering
which leads it to believe the maximum amount of the offering will be sold. The Company has received approximately
$975,076 from the offering, see Note 14. In the event no further sales of the offering occur and in the event the
Company is required to refund the entire $759,000, management believes it will be able to refund that amount and
provide working capital to the Company sufficient for the Company to conduct operations during the 2006 fiscal year.

C) Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates.

D) Accounts Receivable

The Company evaluates the collectibility of its trade accounts receivable based on a number of factors. In
circumstances where the Company becomes aware of a specific customer’s inability to meet its financial obligations to
the Company, a specific reserve for bad debts is estimated and recorded, which reduces the recognized receivable to
the estimated amount the Company believes will ultimately be collected. In addition to specific customer
identification of potential bad debts, bad debt charges are recorded based on the Company’s historical losses and an
overall assessment of past due trade accounts receivable outstanding.
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The allowance for doubtful accounts and returns and discounts is established through a provision for returns and
discounts charged against sales. Receivables are charged off against the allowance when payments are received or
products returned. The allowance for doubtful accounts and returns and discounts as of December 31, 2005 was
$70,000.

E) Property and Equipment and Related Depreciation

Property and equipment is stated at cost. Depreciation is calculated using accelerated and straight-line methods over
the estimated useful lives of the assets as follows:

Property and Equipment Type Years of Depreciation

Building 39 years
Machinery and equipment 7-12 years
Computer 3-5 years
Automobile 5 years
Office equipment 7 years
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

Management regularly reviews property, equipment and other long-lived assets for possible impairment. This review
occurs quarterly, or more frequently if events or changes in circumstances indicate the carrying amount of the asset
may not be recoverable. If there is indication of impairment, management prepares an estimate of future cash flows
(undiscounted and without interest charges) expected to result from the use of the asset and its eventual disposition. If
these cash flows are less than the carrying amount of the asset, an impairment loss is recognized to write down the
asset to its estimated fair value. Management believes that the accounting estimate related to impairment of its
property and equipment is a “critical accounting estimate” because: (1) it is highly susceptible to change from period to
period because it requires management to estimate fair value, which is based on assumptions about cash flows and
discount rates; and (2) the impact that recognizing an impairment would have on the assets reported on our balance
sheet, as well as net income, could be material. Management’s assumptions about cash flows and discount rates require
significant judgment because actual revenues and expenses have fluctuated in the past and are expected to continue to
do so.

F) Intangible Assets

The Company records intangible assets in accordance with Statement of Financial Accounting Standard
(SFAS) Number 142, “Goodwill and Other Intangible Assets.” Goodwill and other intangible assets deemed to have
indefinite lives are not subject to annual amortization. The Company reviews, at least quarterly, its investment in
brand names and other intangible assets for impairment and if impairment is deemed to have occurred the impairment
is charged to expense. Intangible assets which have finite lives are amortized on a straight line basis over their
remaining useful life; they are also subject to annual impairment reviews. See Note 4.

Management applies the impairment tests contained in SFAS number 142 to determine if an impairment has occurred.
Accordingly, management compares the carrying value of the asset to its fair value in determining the amount of the
impairment. No impairments were identified for the years ended December 31, 2005 and 2004.

Management believes that the accounting estimate related to impairment of its intangible assets, is a “critical
accounting estimate” because: (1) it is highly susceptible to change from period to period because it requires
management to estimate fair value, which is based on assumptions about cash flows and discount rates; and (2) the
impact that recognizing an impairment would have on the assets reported on our balance sheet, as well as net income,
could be material. Management’s assumptions about cash flows and discount rates require significant judgment
because actual revenues and expenses have fluctuated in the past and are expected to continue to do so.

G) Concentrations

The Company’s cash balances on deposit with banks are guaranteed by the Federal Deposit Insurance Corporation up
to $100,000. The Company may be exposed to risk for the amounts of funds held in one bank in excess of the
insurance limit. In assessing the risk, the Company’s policy is to maintain cash balances with high quality financial
institutions. The Company had cash balances in excess of the $100,000 guarantee during the year ended December 31,
2005.

During the years ended December 31, 2005 and 2004 the Company’s had two customers, which accounted for
approximately 39% and 15% and 39% and 14% of  sales, respectively . No other customer accounted for more than
10% of sales in either year. As of December 31, 2005, the Company had approximately $181,580 and $38,000,
respectively, of accounts receivable due from these customers.
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

The Company currently relies on a single contract packer for a majority of its production and bottling of beverage
products. The Company has different packers for their non-beverage products. Although there are other packers and
the Company is in the process of outfitting their own brewery and bottling plant, a change in packers may cause a
delay in the production process, which could ultimately affect operating results.

H) Fair Value of Financial Instruments

The carrying amount of the Company’s financial instruments including cash, accounts and other receivables, accounts
payable, accrued interest and accrued expenses approximate their fair value as of December 31, 2005 due to their short
maturities. The carrying amount of lines of credit, loans payable, related party and long term debt approximate fair
value because the related effective interest rates on these instruments approximate the rates currently available to the
Company.

I) Cost of sales

The Company , with one exception, classifies shipping and handling costs of the sale of its products as a component of
cost of sales. The one exception regards shipping and handling costs associated with local sales and local distribution.
Since these activities are integrated, those costs are combined and are included as selling expenses in the year ended
2005 and general and administrative expenses in the year ended 2004. For the years ended December 31, 2005 and
2004 those costs were approximately $88,000 and $63,000, respectively.

In addition, the Company classifies purchasing and receiving costs, inspection costs, warehousing costs, freight costs,
internal transfer costs and other costs associated with product distribution as costs of sales. Certain of these costs
become a component of the inventory cost and are expensed to costs of sales when the product to which the cost has
been allocated is sold.

Expenses not related to the production of our products are classified as operating expenses.

J) Income Taxes

Current income tax expense is the amount of income taxes expected to be payable for the current year. A deferred
income tax asset or liability is established for the expected future consequences of temporary differences in the
financial reporting and tax bases of assets and liabilities. The Company considers future taxable income and ongoing,
prudent and feasible tax planning strategies, in assessing the value of its deferred tax assets. If the Company
determines that it is more likely than not that these assets will not be realized, the Company will reduce the value of
these assets to their expected realizable value, thereby decreasing net income. Evaluating the value of these assets is
necessarily based on the Company’s judgment. If the Company subsequently determined that the deferred tax assets,
which had been written down, would be realized in the future, the value of the deferred tax assets would be increased,
thereby increasing net income in the period when that determination was made.

K) Deferred Stock Offering Costs

The Company capitalizes costs incurred related to an initial public offering and future issuance of common stock until
such time as the stock is issued, or the stock offering is abandoned by the Company. These costs include attorney’s
fees, accountant’s fees, SEC filing fees, state filing fees, and other specific incremental costs directly related to the
initial public offering and related issuance of common stock. At December 31, 2005, deferred offering costs were
$356,238. The offering associated with these costs is continuing. As proceeds are received from the offering the
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deferred offering costs are charged to additional paid in capital. During the year ended December 31, 2005, $196,575
of deferred offering costs where charged to additional paid in capital. No such charge was made to additional paid in
capital during 2004, as the offering had not commenced until 2005. 
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

L) Stock Options

Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation” (SFAS No. 123),
establishes a fair value method of accounting for stock-based compensation plans and for transactions in which an
entity acquires goods or services from non-employees in exchange for equity instruments. SFAS No. 123 also
encourages, but does not require, companies to record compensation cost for stock-based employee compensation.
SFAS No. 123 was amended by SFAS No. 148, which now requires companies to disclose in interim financial
statements the pro forma effect on net income (loss) and net income (loss) per common share of the estimated fair
market value of stock options or warrants issued to employees. The Company has chosen to continue to account for
stock-based compensation issued to employees utilizing the intrinsic value method prescribed in Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees”, with pro forma disclosures of net
income (loss) as if the fair value method had been applied. Accordingly, compensation cost for stock options is
measured as the excess, if any, of the fair market price of the Company’s stock at the date of grant over the amount an
employee must pay to acquire the stock.

For the year ended December 31, 2005, 218,500 options were issued that immediately vested. The pro forma
disclosure related to the issuance and vesting of these options is as follows:

Net loss as reported $ (825,955)
Stock based compensation (530,955)

Pro forma loss $ (1,356,910)

Primary and fully diluted loss per share, as reported $ (0.18)
Proforma fully and diluted loss per share $ (0.28)

No options were granted during 2004, therefore, pro forma disclosure of the fair value method is not applicable and is
not presented. The assumptions used in calculating the fair value of the options granted during 2005, using the
Black-Scholes option pricing model, were: risk free interest rate, 4.05%, expected life, 5 years, expected volatility
70% and, no expected dividends.

M) Revenue Recognition

Revenue is recognized on the sale of a product when the product is shipped, which is when the risk of loss transfers to
our customers, and collection of the receivable is reasonably assured. A Product is not shipped without an order from
the customer and credit acceptance procedures performed. The allowance for returns is regularly reviewed and
adjusted by management based on historical trends of returned items. Amounts paid by customers for shipping and
handling costs are included in sales.

N) Net Loss Per Share

Loss per share calculations are made in accordance with SFAS No. 128, “Earnings Per Share.” Basic loss per share is
calculated by dividing net loss by weighted average number of common shares outstanding for the year. Diluted loss
per share is computed by dividing net loss by the weighted average number of common shares outstanding plus the
dilutive effect of outstanding common stock warrants and convertible debentures.
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For the years ended December 31, 2005 and 2004 the calculations of basic and diluted loss per share are the same
because potential dilutive securities would have an anti-dilutive effect.

The potentially dilutive securities consisted of the following as of December 31, 2005: 

Warrants 613,241
Convertible notes 133,954
Preferred Stock 235,760
Options 291,000

Total 1,273,955
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

O) Advertising Costs

The Company accounts for advertising production costs by expensing such production costs the first time the related
advertising is run.

Advertising costs are expensed as incurred and are included in selling expense in the amount of $90,176 and $42,828
for the years ended December 31, 2005 and 2004, respectively.

The Company accounts for certain sales incentives, including slotting fees, as a reduction of gross sales, in accordance
with Emerging Issues Task Force on Issue 01-9 “Accounting for Consideration Given by a Vendor to a Customer or
Reseller of the Vendor’s Products.” These sales incentives for the years ended December 31, 2005 and 2004
approximated $292,000 and $400,000, respectively.

P) Reporting Segment of the Company

Statement of Financial Accounting Standards No. 131, “Disclosures about Segments of an Enterprise and Related
Information” (SFAS No. 131) requires certain disclosures of operating segments, as defined in SFAS No. 131.
Management has determined that the Company has only one operating segment and therefore is not required to
disclose operating segment information. The Company does not account for the net sales of its various products
separately, and the disclosure required by SFAS No. 131 of product revenue is not presented because it would be
impracticable to do so.

Q) Comprehensive Income

A statement of comprehensive income is not presented in our financial statements since we did not have any of the
items of other comprehensive income in any period presented.

R) Recent Accounting Pronouncements

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs, an amendment of ARB No. 43, Chapter 4.” The
amendments made by Statement 151 clarify that abnormal amounts of idle facility expense, freight, handling costs,
and wasted materials (spoilage) should be recognized as current period charges and require the allocation of fixed
production overheads to inventory based on the normal capacity of the production facilities. The guidance is effective
for inventory costs incurred during fiscal years beginning after June 15, 2005. Earlier application is permitted for
inventory costs incurred during fiscal years beginning after November 23, 2004. The Company has evaluated the
impact of the adoption of SFAS 151, and does not believe the impact will be significant to the Company's overall
results of operations or financial position.

In December 2004, the FASB issued SFAS No.153, “Exchanges of Nonmonetary Assets, an amendment of APB
Opinion No. 29, Accounting for Nonmonetary Transactions.” The amendments made by Statement 153 are based on
the principle that exchanges of nonmonetary assets should be measured based on the fair value of the assets
exchanged. Further, the amendments eliminate the narrow exception for nonmonetary exchanges of similar productive
assets and replace it with a broader exception for exchanges of nonmonetary assets that do not have commercial
substance. Previously, Opinion 29 required that the accounting for an exchange of a productive asset for a similar
productive asset or an equivalent interest in the same or similar productive asset should be based on the recorded
amount of the asset relinquished. Opinion 29 provided an exception to its basic measurement principle (fair value) for
exchanges of similar productive assets. The Board believes that exception required that some nonmonetary exchanges,
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although commercially substantive, be recorded on a carryover basis. By focusing the exception on exchanges that
lack commercial substance, the Board believes this Statement produces financial reporting that more faithfully
represents the economics of the transactions. The Statement is effective for nonmonetary asset exchanges occurring in
fiscal periods beginning after June 15, 2005. Earlier application is permitted for nonmonetary asset exchanges
occurring in fiscal periods beginning after the date of issuance. The provisions of this Statement shall be applied
prospectively. The Company has evaluated the impact of the adoption of SFAS 152, and does not believe the impact
will be significant to the Company's overall results of operations or financial position.
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

In December 2004, the FASB issued SFAS No.123 (revised 2004), “Share-Based Payment.” Statement 123(R) will
provide investors and other users of financial statements with more complete and neutral financial information by
requiring that the compensation cost relating to share-based payment transactions be recognized in financial
statements. That cost will be measured based on the fair value of the equity or liability instruments issued. Statement
123(R) covers a wide range of share-based compensation arrangements including share options, restricted share plans,
performance-based awards, share appreciation rights, and employee share purchase plans. Statement 123(R) replaces
FASB Statement No. 123, “Accounting for Stock-Based Compensation”, and supersedes APB Opinion No. 25,
“Accounting for Stock Issued to Employees.” Statement 123, as originally issued in 1995, established as preferable a
fair-value-based method of accounting for share-based payment transactions with employees. However, that Statement
permitted entities the option of continuing to apply the guidance in Opinion 25, as long as the footnotes to financial
statements disclosed what net income would have been had the preferable fair-value-based method been used. Public
entities (other than those filing as small business issuers) will be required to apply Statement 123(R) as of the first
interim or annual reporting period that begins after June 15, 2005 and small business issuers will be required to adopt
for reporting periods beginning after December 15, 2005. The Company has evaluated the impact of the adoption of
SFAS 123(R), and does not believe the impact will be significant to the Company's overall results of operations or
financial position. All options issued prior to December 31, 2005 vested immediately, and therefore, there is no
associated unamortized compensation that will be recorded in future periods relating to these options.

In May 2005 the FASB issued SFAS Number 154, “Accounting Changes and Error Corrections.” This SFAS provides
guidance on accounting for and reporting of accounting changes and error corrections. The Company has evaluated
the impact of SFAS 154 and does not believe the impact will be significant to the Company’s overall results of
operations or financial position.

The Company does not believe that the adoption of the above recent pronouncements will have a material effect on
the Company’s consolidated financial position or results of operations.

(The rest of this page left blank intentionally)
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

(2) Inventory

Inventory is valued at the lower of cost (first-in, first-out) or market, and is comprised of the following as of
December 31, 2005:

Raw Materials $ 678,343
Finished Goods 529,676

$ 1,208,019

(3) Fixed Assets

Fixed assets are comprised of the following as of December 31, 2005:

Land $ 409,546
Building 915,932
Vehicles 223,867
Machinery and equipment 734,886
Office equipment 109,259

2,393,490
Accumulated depreciation (508,136)

$ 1,885,354

Depreciation expense for the years ended December 31, 2005 and 2004 was $117,773 and $96,585, respectively.

(4) Intangible Assets

Brand Names

Brand Names consist of two (2) trademarks for natural beverages which the Company acquired in previous years. As
long as the Company continues to renew its trademarks, these intangible assets will have an indefinite life.
Accordingly, they are not subject to amortization. The Company determines fair value for Brand Names by reviewing
the net sales of the associated beverage and applying industry multiples for which similar beverages are sold. As of
December 31, 2005, carrying amounts for Brand Names were $800,201.
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

Other Intangible Assets

At December 31, 2005, Other Intangible Assets consist of:

Asset
Gross

Amount
Accumulated
Amortization

Current
Year

Amortization Useful Life
Building Loan Fees $ 18,614 $ 3,723 $ 745 300 months

The estimated aggregate amortization as of December 31, 2005 for each of the next five years is:

Year Amount
2006 $ 745
2007 745
2008 745
2009 745
2010 745

(5) Lines of Credit

The Company had outstanding borrowings of $1,445,953 as of December 31, 2005 under the following line of credit
agreements:

The Company has an unsecured $50,000 line of credit with a bank. Interest is payable monthly at the prime rate, as
published in the Wall Street Journal, plus 1.5% per annum. The Company’s outstanding balance was $27,321 at
December 31, 2005. The interest rate in effect at December 31, 2005 was 8.75%. The line expires in December 2009.

The Company has a line of credit in the amount of $482,264 at December 31, 2005 with Merrill Lynch. The loan was
co-signed by Robert T. Reed, Jr., the Company’s Vice President and National Sales Manager — Mainstream and a
brother of the Company’s founder and CEO, Christopher J. Reed. Robert Reed also pledged his personal stock account
on deposit with Merrill Lynch as collateral. The line of credit bears interest at a rate of rate of 3.785% per annum plus
LIBOR (8.255% as of December 31, 2005). In consideration for Mr. Reed’s pledging his stock account at Merrill
Lynch as collateral, the Company pays Mr. Reed 5% per annum of the amount the Company borrows from Merrill
Lynch as a loan fee. During the years ended December 31, 2005 and 2004, the Company paid Mr. Reed $15,250 and
$3,125, respectively, under this agreement.  

The Company has a line of credit with a finance company. This line of credit allows the Company to borrow a
maximum amount of $1,910,000, based on a borrowing base of accounts receivables and inventory. The borrowing
base on the accounts receivable is 80% of all eligible receivables, which are primarily accounts receivables under 90
days. The inventory borrowing base is 50% of eligible inventory. As of December 31, 2005, the amounts borrowed on
this line of credit were $ 936,368. The interest rate on this line of credit is Prime plus 2.75%, making the interest rate
at December 31, 2005 10%. The line of credit expires in June 2006 and is guaranteed by Chris and Judy Reed, the
principal stockholders of the Company. This revolving line of credit is secured by all Company assets, including
accounts receivable, inventory, trademarks and other intellectual property, building and equipment. As of December
31, 2005, the Company had approximately $10,000 of availability on this line of credit.
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

(6) Notes Payable to Related Parties

The Company has three unsecured loans payable to Robert T. Reed, Sr., the father of the Company’s founder
Christopher J. Reed, in an amount of $252,358 as of December 31, 2005.

The first loan bears interest at 10% per annum and matures in October 2007. The outstanding principal balance of the
loan as of December 31, 2005 was $24,648.

The second loan bears interest at 8% per annum and matures in October 2007. The outstanding principal balance of
this loan as of December 31, 2005  was $177,710. As long as the debt is outstanding, Mr. Reed has the right to convert
this loan and accrued interest into shares of our common stock at a rate of one share of common stock for every $2.00
owed to Mr. Reed. As of December 31, 2005, the loan was convertible into 125,313 shares of common stock.

The third loan bears interest at 8% per annum and matures in October 2007. The outstanding principal balance of this
loan as of December 31, 2005 was $50,000.

(7) Long-term Debt

Long-term debt consists of the following as of December 31, 2005:

Note payable to SBA in the original amount of $748,000 with interest at the Wall Street Journal
prime rate plus 1% per annum, adjusted monthly with no cap or floor.  The combined monthly
principal and interest payments are $5,851, subject to annual adjustments. The interest rate in effect
at December 31, 2005 was 8%. The note is secured by land and building and guaranteed by the
majority stockholder. The note matures November 2025. $ 674,582

Notes payable, unsecured, with interest at 10% per annum. Principal and accrued interest are
payable in full at the end of the note term. Theses notes were issued with warrants, exercisable at
issuance. The warrants have an exercise price of $3 and a term of 5 years. Principal and any unpaid
interest are due in June 2006. 50,000

Building improvement loan with a maximum draw of $168,000. The interest rate is at the Wall
Street Journal prime rate plus 1%, adjusted monthly with no cap or floor. The combined monthly
principal and interest payments are $1,186; subject to annual adjustments. The rate in effect at
December 31, 2005 was 8% per annum. The note is secured by land and building and guaranteed by
the majority stockholder and matures November 2025. 142,119
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

Notes payable, due on demand, unsecured, with interest at 10% per annum. The note is convertible
to common stock at 60% of the initial public offering price or 100% of a private offering price. 9,000

Note payable to a bank, unsecured, interest rate is prime plus 3.25%. The interest rate in effect
December 31, 2005 was10.5% . The note matures in December 2009. 50,000

Notes payable to GMAC, secured by automobiles, payable in monthly installments of $758
including interest at 0.0%, with maturity in 2008. 18,204

Notes payable to Chrysler Financial Corp., secured by automobiles, payable in monthly installments
of $658, including interest at 1.9% per annum, with maturity in 2008. 21,151

Equipment line of credit up to a maximum of $150,000, secured by certain plant equipment. Payable
in ratable monthly installments of principal and applicable interest. This loan bears interest at prime
plus 2.75% per annum. The interest rate in effect at December 31, 2005 was 10.00%. This loan
matures in May 2009. 93,900

Installment loan secured by certain plant equipment. Payable in monthly installments of $3,167 plus
interest. This loan bears interest at prime plus 2.75% per annum. The interest rate in effect at
December 31, 2005 was 10.00%. This loan matures in June 2010. 170,998

Total 1,229,954

Less current portion 169,381
$ 1,060,573

The aggregate maturities of long-term debt for each of the next five years and thereafter are as follows as of
December 31, 2005:

2006 $ 169,381
2007 111,321
2008 102,654
2009 87,348
2010 38,090
Thereafter 721,160
Total $ 1,229,954

(8) Stockholders’ Equity

Common stock consists of $.0001 par value, 11,500,000 shares authorized, 5,042,197 shares issued and outstanding as
of December 31, 2005.

Preferred stock consists of 500,000 shares authorized to Series A, $10.00 par value, 5% non-cumulative, participating,
preferred stock. As of December 31, 2005 there were 58,940 shares outstanding, liquidation preference of $10.00.

Edgar Filing: NORTH AMERICAN PALLADIUM LTD - Form F-10/A

55



These preferred shares have a 5% pro-rata annual non-cumulative dividend. The dividend can be paid in cash or, in
the sole and absolute discretion of our board of directors, in shares of common stock based on its then fair market
value. We cannot declare or pay any dividend on shares of our securities ranking junior to the preferred stock until the
holders of our preferred stock have received the full non-cumulative dividend to which they are entitled. In addition,
the holders of our preferred stock are entitled to receive pro rata distributions of dividends on an “as converted” basis
with the holders of our common stock.
F-15
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

In the event of any liquidation, dissolution or winding up of the Company, or if there is a change of control event,
then, subject to the rights of the holders of our more senior securities, if any, the holders of our Series A preferred
stock are entitled to receive, prior to the holders of any of our junior securities, $10.00 per share plus all accrued and
unpaid dividends. Thereafter, all remaining assets shall be distributed pro rata among all of our security holders.

At any time after June 30, 2007, we have the right, but not the obligation, to redeem all or any portion of the Series A
preferred stock by paying the holders thereof the sum of the original purchase price per share, which was $10.00, plus
all accrued and unpaid dividends.

The Series A preferred stock may be converted, at the option of the holder, at any time after issuance and prior to the
date such stock is redeemed, into four shares of common stock, subject to adjustment in the event of stock splits,
reverse stock splits, stock dividends, recapitalization, reclassification and similar transactions. We are obligated to
reserve out of our authorized but unissued shares of common stock a sufficient number of such shares to effect the
conversion of all outstanding shares of Series A preferred stock.

Except as provided by law, the holders of our Series A preferred stock do not have the right to vote on any matters,
including, without limitation, the election of directors. However, so long as any shares of Series A preferred stock are
outstanding, we shall not, without first obtaining the approval of at least a majority of the holders of the Series A
preferred stock authorize or issue any equity security having a preference over the Series A preferred stock with
respect to dividends, liquidation, redemption or voting, including any other security convertible into or exercisable for
any equity security other than any senior preferred stock.

During 2004, the Company sold its preferred stock in a private placement. 33,440 shares were issued in connection
with this offering and $334,400 of proceeds were received. The Company recorded a beneficial conversion feature
(BCF) in accordance with Emerging Issues Task Force (EITF) 98-5. The BCF arises from the conversion price of the
preferred stock being less than the fair market value of the common stock at the commitment date of the offering. The
fair market value of the stock has been determined to be $4.00 per share, based on the initial public offering price
which is expected to be $4.00. The excess of the fair market price of the underlying common stock over the
conversion price is $1.50. Since the conversion feature of this offering allows for the conversion of preferred stock
into 4 shares of common stock for each share of preferred stock, 133,760 shares of common stock could be issued if
fully converted. Accordingly, the BCF recorded was $200,640 and was reflected as a charge to accumulated deficit
during the year ended December 31, 2004.

In addition, during 2004, the Company negotiated with certain of its debt holders to convert debt and accrued interest
to preferred stock. In connection with this conversion $224,000 of debt principal and $31,002 of accrued interest were
converted in exchange for the 25,500 shares of Series A Convertible Preferred Stock. Upon conversion, the excess of
the fair market price of the underlying common stock over the conversion price of $1.50 per share as described above,
resulted in a loss on extinguishment of debt of $153,000. In connection with this transaction, the Company recorded a
BCF of $153,000, since the conversion of all of the preferred stock associated with this transaction could be converted
into 102,000 shares of common stock at $1.50 per share based on the excess of the fair market price of the conversion
price as described above.

During the year ended December 31, 2005, the Company accrued $29,740 dividend payable to the preferred
shareholders, which management has elected to pay in shares of common stock.  As such, common stock to be issued
as of December 31, 2005 represents the preferred stock dividend to be paid with the issuance of common stock.
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

(9) Stock Options and Warrants

A) Stock Options

The Company has granted certain employees and other individuals stock options to purchase the Company’s common
stock under employment agreements. The options generally vest immediately or when services are performed and
have a maximum term of five (5) years.

In 2001, the Company adopted the Original Beverage Corporation 2001 Stock Option Plan. The options shall be
granted from time to time by the Compensation Committee. Individuals eligible to receive options include employees
of the Company, consultants to the Company and directors of the Company. The options shall have a fixed price,
which will not be less than 100% of the fair market value per share on the grant date. Options granted to employees
are accounted for according to APB 25.The following table summarizes the stock option activity for the years ended
December 31, 2005 and 2004:

Options

Weighted
Average

Exercise Price

Balance January 1, 2004 72,500 $ 3.21
Options granted in 2004 — N/A
Options exercised in 2004 — --

Balance December 31, 2004 72,500 $ 3.21
Options granted in 2005 218,500 $ 4.00
Options exercised in 2005 --- --

Balance December 31, 2005 291,000 $ 3.80

Exercise
Price Range

Weighted Average
Remaining Number

Weighted Average
Remaining Contractual Life

Weighted
Average

Exercise Price
$2.00 37,500 44 months $ 2.00
$3.00 17,500 42 months 3.00
$4.00 218,500 60 months 4.00
$6.00  17,500 42 months 6.00

Total options 291,000 56 months 3.80

All options are vested and exercisable as of December 31, 2005.

B)  Warrants

A summary of the warrants outstanding and exercisable at December 31, 2005 is as follows:

Exercise Weighted Average Weighted Average
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Price Range Remaining Number Remaining Contractual Life Weighted
Average

Exercise Price
$2.00 119,876 42 months $ 2.00
$3.00 493,365 42 months $ 3.00

Total warrants 613,241

The warrants expire at various dates in 2009 and all are fully exercisable.

F-17

Edgar Filing: NORTH AMERICAN PALLADIUM LTD - Form F-10/A

60



REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

(10) Income Taxes

At December 31, 2005, the Company had available Federal and state net operating loss carryforwards to reduce future
taxable income. The amounts available were approximately $2,745,000 for Federal purposes and $1,284,000 for state
purposes. The Federal carryforward expires in 2025 and the state carryforward expires in 2010. Given the Company’s
history of net operating losses, management has determined that it is more likely than not the Company will not be
able to realize the tax benefit of the carryforwards.

Accordingly, the Company has not recognized a deferred tax asset for this benefit. Upon the attainment of taxable
income by the Company, management will assess the likelihood of realizing the tax benefit associated with the use of
the carryforwards and will recognize a deferred tax asset at that time.

Significant components of the Company’s deferred income tax assets as of December 31, 2005 are as follows:

Deferred income tax asset:
Net operating loss carry forward $ 1,061,000
Valuation allowance (1,061,000)
Net deferred income tax asset $ —

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

Year Ended
December 31,

2005 2004
Tax expense at the U.S. statutory income tax (34.00)% (34.00)%
Increase in the valuation allowance 34.00% 34.00%
Effective tax rate — —

(11) Commitments and Contingencies

Lease Commitments

The Company leases machinery under non-cancelable operating leases. Rental expense for the years ended December
31, 2005 and 2004 was $67,816 and $55,157, respectively.

Future payments under these leases as of December 31, 2005 are as follows:

Year Ending
December 31,
2006 $ 58,433
2007 20,968
2008 10,905
2009 4,173
Total $ 94,479
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REED’S, INC.
NOTES TO FINANCIAL STATEMENTS — (Continued)

(12) Legal Proceedings

The Company currently and from time to time is involved in litigation incidental to the conduct of its business. The
Company is not currently a party to any lawsuit or proceeding which, in the opinion of its management, is likely to
have a material adverse effect on it.

During 2005 and 2004 the Company incurred $30,901 and $80,156, respectively, of legal costs associated with a
lawsuit which the Company has won. The Plaintiff has appealed. The judgment in favor of the Company is to have the
Plaintiff reimburse the Company for its legal defense costs. If the Company is successful in the appeals process, it will
record income from the judgment when the monies are collected.

On January 20 th , 2006, Consac Industries, Inc. (dba Long Life Teas and Long Life Beverages) filed a lawsuit in the
United States District Court for the Central District of California against Reed’s Inc. and Christopher Reed, Case No.
CV06-0376. The complaint asserts claims for negligence, breach of contract, breach of warranty, and breach of
express indemnity relating to Reed’s, Inc.’s manufacture of approximately 13,000 cases of “Prism Green Tea Soda” for
Consac. Consac contends that we negligently manufactured the soda resulting in at least one personal injury. Consac
seeks $2.6 million in damages, plus interest and attorneys fees. We contend that Consac was responsible for the soda’s
condition by providing a defective formula which had not been adequately tested. Management has filed a motion to
dismiss. We believe that we will successfully defend Consac’s claims and the case is without merit. Some of the
allegations made against the company are covered by insurance and some allegations are not covered by insurance.
While there is no assurance, we believe that the Consac litigation will have no material adverse effect upon our
operations.

(13) Related Party Activity

The Company has notes payable to related parties. See Note 6.

As of December 31, 2005, the Company was owed $124,210 from Peter Sharma, a former director.  For financial
reporting purposes, Company Management has decided to reserve 100% of this receivable as of December 31, 2005.
The collection of the receivable was deemed by management to be impaired. Management is pursuing collection
efforts. In January 2006, the director, Peter Sharma, resigned from the Board of Directors.

In June 2005, Robert T. Reed, Sr. converted 262,500 of warrants to 262,500 shares of common stock.  In lieu of
receiving cash, the Company reduced the amount of accrued interest it owed on debt payable to Robert T Reed, Sr. 
The amount of the exercise price and the corresponding reduction in accrued interest was $5,250.

(14) Subsequent events

From January 1, 2006 to April 7, 2006, the Company sold 270,850 shares of common stock as a result of its public
offering. The Company received approximately $975,076 from these sales. The Company intends to continue the
offering.

On January 26, 2006 we filed a post-effective amendment with the Securities and Exchange Commission for our
offering. We have recently been advised that sales of securities in the amount of up to 189,760 shares may have been
completed without the Securities and Exchange Commission declaring this January 26, 2006 amendment effective.
We are currently considering the possibility of offering to all the investors in these 189,760 shares the alternative of
either reaffirming their investment or requesting a refund of the amount of their investment. The maximum amount of
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the refund is approximately $759,000. Management will develop a plan to effect such a refund in the event it proceeds
with such an offer. It is possible that such a refund would materially and adversely effect the Company’s financial
position.
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ITEM 8: CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

We did not change our auditors and there are no disagreements with our auditors.

ITEM 8A: CONTROLS AND PROCEDURES

a) Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures are designed to ensure that information required to be disclosed in the reports filed
or submitted by the Company under the Securities Exchange Act of 1934 is recorded, processed, summarized and
reported, within the time periods specified in the rules and forms of the Securities and Exchange Commission.
Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed in the reports filed under the Securities Exchange Act of 1934 is accumulated and
communicated to the Company's management, including its principal executive and financial officers, as appropriate,
to allow timely decisions regarding required disclosure.

As of December 31, 2005, we carried out an evaluation, under the supervision and with the participation of our chief
executive officer and chief financial officer, of the effectiveness of the design and operations of our disclosure
controls and procedures, as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934.

Our chief executive officer and chief financial officer concluded that as of the evaluation date, such disclosure
controls and procedures were effective to ensure that information required to be disclosed by us in the reports we file
or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified
in the rules and forms of the Securities and Exchange Commission, and is accumulated and communicated to our
management, including our chief executive officer and chief financial officer, as appropriate to allow timely decisions
regarding required disclosure.

(b) Changes in Internal Controls

There were no changes in our internal controls over financial reporting during the quarter ended December 31, 2005
that materially affected, or were reasonably likely to materially affect, our internal controls over financial reporting.

PART III

ITEM 9: DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The following table sets forth certain information with respect to our directors and executive officers:

Name Age Position
Christopher J. Reed 46 President, Chief Executive Officer, Chief Financial Officer and Chairman of

the Board
Eric Scheffer 37 Vice President and National Sales Manager - Natural Foods
Robert T. Reed, Jr. 49 Vice President and National Sales Manager - Mainstream
Robert Lyon 55 Vice President Sales - Special Projects
Judy Holloway Reed 45 Secretary and Director
Mark Harris 48 Independent Director
Dr. D.S.J. Muffoletto, N.D. 50 Independent Director
Michael Fischman 49 Independent Director

Edgar Filing: NORTH AMERICAN PALLADIUM LTD - Form F-10/A

65



Christopher J. Reed founded our company in 1987. Mr. Reed has served as our Chairman, President, Chief Executive
Officer, and Chief Financial Officer since our incorporation in 1991. Mr. Reed has been responsible for our design
and products including the original product recipes, the proprietary brewing process, and the packaging and marketing
strategies. Mr. Reed received a B.S. in Chemical Engineering in 1980 from Rennselaer Polytechnic Institute in Troy,
New York.

Eric Scheffer has been our Vice President and National Sales Manager - Natural Foods since May 2001. From
September 2000 to May 2001, Mr. Scheffer worked as Vice President of Sales for Rachel Perry Natural Cosmetics.
Mr. Scheffer was national sales manager at Earth Science, Inc. from January 1999 to September 2000, where he
managed the United States and Canadian outside sales force. Mr. Scheffer was national sales manager at USA
Nutritionals from June 1997 to January 1999, where he led a successful effort bridging their marketing from natural
foods to mainstream stores. He worked for Vita Source as Western sales manager from May 1994 to June 1997 and
was their first sales representative.

Robert T. Reed Jr. has been our Vice President and National Sales Manager - Mainstream since January 2004. From
1988 through December 2003, Mr. Reed was Vice President of Strategic Sales at SunGard Availability Services,
during that period the company’s revenues increased from $30 million to over $1.2 billion, earning the company a
place in the Fortune 500. Mr. Reed became President of the SunGard eSourcing, the managed Internet services
provider subsidiary of SunGard Availability Services, an entity with revenues in excess of $70 million and over 300
employees. He earned a Bachelors of Science at Mount Saint Mary’s University in 1977. Mr. Reed is the brother of
Christopher J. Reed, our Chairman, President, Chief Executive Officer, and Chief Financial Officer.

13

Edgar Filing: NORTH AMERICAN PALLADIUM LTD - Form F-10/A

66



Robert Lyon has been our Vice President Sales - Special Projects since June 2002. In that capacity, Mr. Lyon directs
our southern California direct sales and distribution program, our launch in mainstream markets. Over the past five
years, Mr. Lyon also ran an organic rosemary farm in Malibu, California, selling bulk to re-packagers. In the 1980s
and 1990s, Mr. Lyon started a successful water taxi service with 20 employees and eight vessels of his own design. He
also built the national sales team for a jewelry company, Iberia. Mr. Lyon holds several U.S. patents. He earned a
Business Degree from Northwestern Michigan University in 1969.

Judy Holloway Reed has been with us since 1992 and, as we have grown, has run the accounting, purchasing, and
shipping and receiving departments at various times in the 1990s. Ms. Reed has been one of our directors since June
2004, our Secretary since October 1996 and our Director of Office Operations and Staff Management since June 2004.
In the 1980s, Ms. Reed managed media tracking for a Los Angeles Infomercial Media Buying Group and was an
account manager with a Beverly Hills, California stock portfolio management company. She earned a Business
Degree from MIU in 1981. Ms. Reed is the wife of Christopher J. Reed, our Chairman, President, Chief Executive
Officer, and Chief Financial Officer.

Independent Board Members

Mark Harris has been a member of our board since April 2005. Mark is an independent venture capitalist and has
been retired from the work force since 2002. In late 2003, Mr. Harris joined a group of Amgen colleagues in funding
NeoStem, Inc., a company involved in stem-cell storage, archiving, and research to which he is founding angel
investor. From 1991 to 2002 Mark worked at biotech giant Amgen managing much of the company’s media production
for internal use and public relations. Mr. Harris spent the decade prior working in Aerospace with similar
responsibilities. Mr. Harris holds a degree in Cinematography.

Dr. Daniel S.J. Muffoletto, N.D. has been a member of our Board of Directors since April 2005. Dr. Muffoletto has
practiced as a Naturopathic Physician since 1986. He is CEO of Its Your Earth, a natural products marketing
company. From 2003 to 2005, Daniel worked as sales and marketing director for Worthington, Moore & Jacobs, a
Commercial Law League member firm serving FedEx, UPS, DHL & Kodak among others. From 2001 to 2003, he
was owner-operator of the David St. Michel Art Gallery in Montreal, Québec. From 1991 to 2001 Dr. Muffoletto was
the owner/operator of a Naturopathic Apothecary, Herbal Alter*Natives of Seattle, WA and Ellicott City, MD; the
apothecary housed Dr. Muffoletto’s Naturopathic Practice. Daniel holds a B.A. in Government and Communications
(U. of Baltimore, 1977), with postgraduate work in the schools of Public Administration and Publication Design (U.
of Baltimore, 1978 - 1979). In 1986, he received his Doctorate of Naturopathic Medicine from the Santa Fe Academy
of Healing, Santa Fe, NM.

Michael Fischman has been a member of our Board since April 2005. Since 1998, Michael has been President and
CEO of the APEX course, the corporate training division of the International Association of Human Values. In
addition, Mr. Fischman is a founding member and the director of training for USA at the Art of Living Foundation, a
global non-profit educational and humanitarian organization at which he has coordinated over 200 personal
development instructors since 1997. Among Mr. Fischman’s personal development clients are the World Bank, Royal
Dutch Shell, the United Nations, the US Department of Probation, the Washington, D.C. Police Department, and
Rotary Clubs International.

Other than the relationship of Christopher J. Reed, Judy Holloway Reed, and Robert T. Reed, Jr., none of our directors
or executive officers are related to one another.

Code of ethics.

Management is currently developing a code of ethics for adoption and plans to do so in the year ending December 31,
2006.
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ITEM 10: EXECUTIVE COMPENSATION

The following table sets forth for the last three fiscal years each component of compensation paid or awarded to, or
earned by, our executive officers.

Annual Compensation
Salary Salary Salary Bonus

Name and Principal Position 2005 2004 2003 2002-2003
Christopher J. Reed, President, CEO
and CFO $ 150,000 $ 150,000 $ 150,000 ----
Judy Holloway Reed, Secretary,
Dir of Office Operations (part-time) 12,000 12,000 N/A ----
Robert T. Reed, Jr.,
Vice President and National Sales
Manager-Mainstream 50,000 50,000 N/A ----
Eric Scheffer,
Vice president and national Sales
Manager-Natural Foods 60,000 60,000 60,000 ----
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ITEM 11: SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS.

The following table sets forth certain information as to shares of our common stock owned as of December 31, 2005,
or which can be acquired within 60 days of December 31, 2005, by (i) each person known by management to
beneficially own more than five percent (5%) of our outstanding common stock, (ii) each of our directors and
executive officers, and (iii) all directors and executive officers as a group.

Name and Address
of Beneficial Owner Number of Shares Owned % Owned (1)

5% Stockholders
Joseph Grace
1900 West Nickerson Street
Suite 116, PMB 158
Seattle, WA 98119

500,000 9.9

Robert T Reed, Sr. 6430
Kinglet Way
Carlsbad, CA 92009

262,500 5.2

Directors and Executive Officers (2)

Christopher J. Reed (3) 3,200,000 63.5
Robert T. Reed, Jr. (4) 327,500 6.5
Eric Scheffer 500 *

Mark Harris (5) 4,000 *
Dr. Daniel S.J. Muffoletto, N.D. 0 0
Michael Fischman 0 0
All directors and executive officers as a
group (6 persons)

3,532,000 70.0

_________________________

* Less than 1%  

(1) Percentage of ownership for each holder is calculated on 5,042,197 shares of common stock outstanding
on December 31, 2005. Beneficial ownership is determined in accordance with the rules of the SEC and
generally includes shares over which the holder has voting or investment power, subject to community
property laws. Shares of common stock subject to options or warrants that are currently exercisable or
exercisable within 60 days are considered to be beneficially owned by the person holding the options or
warrants for computing that person’s percentage, but are not treated as outstanding for computing the
percentage of any other person.

(2) The address for all of our directors and officers is: 13000 South Spring Street, Los Angeles, California
90061.

(3) Christopher J. Reed and Judy Holloway Reed are husband and wife. The same number of shares is shown
for each of them as they may each be deemed to be the beneficial owner of all of such shares.

(4) Consists of (i) 267,500 shares of common stock and (ii) 15,000 shares of Series A preferred stock, which
can be converted at any time into 60,000 shares of common stock.

Edgar Filing: NORTH AMERICAN PALLADIUM LTD - Form F-10/A

69



(5)  Consists of 1,000 shares of Series A preferred stock, which can be converted at any time into 4,000 shares
of common stock.
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ITEM 12: CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

We have three loans payable to Robert T. Reed, Sr., the father of our founder, President and CEO, Christopher J.
Reed. The first loan was made to us in May 1991 to provide $94,000 in working capital. This loan bears interest at
10% per annum and matures in October 2007. As of December 31, 2005, the outstanding principal balance of the loan
was $24,648 and accrued and unpaid interest was $7,393.

The second loan from Robert T. Reed, Sr. was made to us in June 1999 to provide $250,000 for the acquisition of
Virgil’s Root Beer. This loan bears interest at 8% per annum and matures in October 2007. As of December 31, 2005,
the outstanding principal balance of the loan was $177,710 and accrued and unpaid interest was $72,915. As long as
the debt is outstanding, Mr. Reed has the right to convert the principal, and accrued and unpaid interest of this loan
into shares of our common stock at a rate of one share of common stock for every $2.00 owed to Mr. Reed. As
of December 31, 2005, the loan was convertible into 125,313 shares of common stock.

The third loan from Robert T. Reed, Sr., was made to us in October 2003 to provide $50,000 for working capital. This
loan bears interest at 8% per annum and matures in October 2007. As of December 31, 2005, the outstanding principal
balance of the loan was $50,000 and accrued and unpaid interest was $8,800.

Mr. Reed, Sr. has suspended payments due him   from time to time. His current agreement suspends our payment
obligation until October 1, 2007 or we receive financing in excess of $1,000,000, which ever occurs first.

Robert T. Reed Sr. has options to purchase 262,500 shares at $0.02 for his work in 1991 helping the start up of our
company. The expiration date of these options is June 1, 2005. The original term of the options was until December
31, 1997. We affected extension of these options twice, once to December 31, 2000 and again to June 1, 2005. These
extensions were granted in consideration of extensions Mr. Reed, Sr. granted us on the repayment of his various loans
made to us. These options were exercised on May 31, 2005.

In September 2004, Robert T. Reed Jr., our Vice President and National Sales Manager — Mainstream and a brother of
Christopher J. Reed, co-signed a note for a line of credit we opened with Merrill Lynch and pledged his stock account
at Merrill Lynch as collateral. In consideration for Mr. Reed’s pledging his stock account at Merrill Lynch as collateral,
we pay Mr. Reed 5% per annum of the amount we borrow from Merrill Lynch.
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Robert T. Reed Jr.’s investment occurred as follows;

Class of stock # of shares Price/share $ invested Date of issue
Common 187,500 0.27 $ 50,000 1991
Common 50,000 0.75 $ 37,500 1993
Common 10,000 1.50 $ 15,000 1996
Common(*) 20,000 1.00 $ 20,000 2001
Preferred 15,000 10.00 $ 150,000 2004
Total $ 272,500

In July 2001, Mark Reed, a brother of Christopher J. Reed, converted a loan he made to us into 8,889 shares of
common stock. The original loan was for $5,000 and was made in June of 1991. The loan was part of a private
offering of convertible debt.

We believe that the terms of each of the foregoing transactions were as favorable to us as the terms that would have
been available to us from unaffiliated parties.

Since January 2000, we have extended a line of credit to one of our consultants, Peter Sharma III who sat on our board
until February 2006; the line of credit is interest free. In July 2005, a repayment schedule begin at $1,000 per month
end with a balloon payment for the remaining balance, due on December 31, 2007. As of December 31, 2005,
management has chosen to reserve the entire amount of the outstanding balance of $124,210. Management is pursuing
collection efforts.

At the time of each of the transactions listed above, except for the loan in October 2003 from Robert T. Reed, Sr., we
did not have any independent directors to ratify such transactions.

We have three independent directors that have been added to our board as of April 15, 2005; on May 20, 2005, the
Board of Directors, inclusive of the independent directors, resolved to reauthorize all material ongoing and past
transactions, arrangements, and relationships listed herein. In addition, all future material affiliated transactions and
loans will be made or entered into on terms that are no less favorable to us than those that can be obtained from
unaffiliated third parties; and all future material affiliated transactions and loans, and any forgiveness of loans, must
be approved by a majority of our independent directors who do not have an interest in the transactions and who have
access, at our expense, to independent legal counsel.

ITEM 13: EXHIBITS

None

ITEM 14: PRINCIPAL ACCOUNTANT FEES AND SERVICES

Audit and Audit Related Fees:

Weinberg & Company, P.A. ("Weinberg") was the Company's independent registered public accounting firm for the
years ended December 31, 2005 and 2004.  ervices provided to the Company by Weinberg with respect to such
periods consisted of the audits of the Company's consolidated financial statements and  limited reviews of the
condensed consolidated financial statements included in Quarterly Reports on Form 10-QSB. Weinberg & Co. also
provided services with respect to the filing of the Company's Registration Statement on Form SB-2, and amendments
thereto, during 2005. Charges by Weinberg with respect to these matters aggregated approximately $144,000 and
$35,000, respectively, for the years ended December 31, 2005 and 2004.
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Tax Fees:

Weinberg did not provide any services to the Company with respect to the preparation of corporate income tax returns
or tax planning matters.

All Other Fees:

Weinberg did not provide any services with respect to any matters other than those related to audit and audit-related
matters.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

 REED’S , INC.
                                             (Registrant)

Date: April 17, 2006

Name Title Date

/s/ CHRISTOPHER J. REED
  Christopher J. Reed

Chief Executive Officer, President,
Chief Financial Officer, and Chairman

of the Board
(Principal Executive Officer, Principal

Financial Officer, and Principal
Accounting Officer)

July 27, 2006

/s/ JUDY HOLLOWAY REED
  Judy Holloway Reed Director July 27, 2006

/s/ MARK HARRIS
  Mark Harris Independent Director July 27, 2006

/s/ DR. DANIEL S.J.
MUFFOLETTO, N.D.
  Dr. Daniel S.J. Muffoletto

Independent Director July 27, 2006

/s/ MICHAEL FISCHMAN
  Michael Fischman Independent Director July 27, 2006
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