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DOCUMENTS INCORPORATED BY REFERENCE: See Exhibits
FORWARD-LOOKING STATEMENTS

Statements that are not historical facts, including statements about our prospects and strategies and our expectations
about growth contained in this report, are "forward-looking statements" within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These
forward-looking statements represent our present expectations or beliefs concerning future events. We caution that
such forward-looking statements involve known and unknown risks, uncertainties and other factors which may cause
our actual results, performance or achievements to be materially different from any future results, performance or
achievements expressed or implied by such forward-looking statements. Such factors include, among other things, the
uncertainty as to our future profitability; the accuracy of our performance projections; and our ability to obtain
financing on acceptable terms to finance our operations until we become profitable.
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BRAVO! BRANDS INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

March 31,
2007
(Unaudited)
Assets

Current assets:
Cash and cash equivalents $ 202,333 $
Accounts receivable, net of allowances for
doubtful accounts of $140,000 at 2007 and 2006 855,759
Inventories, net of allowance for slow moving and
obsolete inventory of $603,514 and $347,000,
respectively 1,212,774
Prepaid expenses 399,905
Total current assets 2,670,771
Fixed assets, net 1,257,966
Intangible assets, net 213,254
Other assets 3,454,910
Total assets $ 7,596,901 $

Liabilities, Redeemable Preferred Stock and Stockholders’ Deficit

Current liabilities:
Accounts payable
Accrued liabilities

Notes payable
Convertible notes payable
Derivative liabilities
Total current liabilities

Non-current notes payable

F-1

12,113,147
6,509,889
2,149,301

25,624,038
3,871,058

50,267,433

53,228

December 31,
2006

3,783,562

965,733

2,157,866
388,565
7,295,726

1,211,556
18,537,612
3,332,856
30,377,750

8,987,940
7,014,263
243,968
25,486,990
19,941,082
61,674,243

67,500
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BRAVO! BRANDS INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS

Redeemable preferred stock:

Series J, par value $0.001 per share, 500,000 shares designated, 8% Cumulative
Convertible Preferred Stock, stated value $10.00 per share, 200,000 shares issued
and outstanding for 2007 and 2006

Series K, par value $0.001 per share, 500,000 shares designated, 8% Cumulative
Convertible Preferred Stock, stated value $10.00 per share, 95,000 shares issued
and outstanding for 2007 and 2006

Total redeemable preferred stock

Stockholders’ deficit:

Preferred stock, 5,000,000 shares authorized;

Series B convertible, par value $0.001 per share, 1,260,000 shares designated, 9%
Convertible Preferred Stock, stated value $1.00 per share, 107,440 shares issued
and outstanding for 2007 and 2006

Series H convertible, par value $0.001 per share, 350,000 shares designated, 7%
Cumulative Convertible Preferred Stock, stated value $10.00 per share, 53,500
shares issued and outstanding for 2007 and 2006

Common stock, par value $0.001 per share, 500,000,000 shares authorized,
206,492,028 and 202,429,528 shares issued and outstanding for 2007 and 2006,
respectively

Additional paid-in capital

Common stock subscription receivable

Accumulated deficit

Translation adjustment

Total stockholders’ deficit

Total liabilities, redeemable preferred stock and stockholders’
deficit

See accompanying notes.

$

March 31,
2007
(Unaudited)

1,807,130

849,484

2,656,614

107,440

535,000

206,492

131,286,442
(10,000)
(177,523,974)

18,226

(45,380,374)

December
31,
2006

1,561,707

837,769

2,399,476

107,440

535,000

202,430

122,414,992
(10,000)
(157,031,836)

18,505

(33,763,469)

7,596,901 $ 30,377,750
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BRAVO! BRANDS INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

Revenues
Product costs
Shipping costs
Gross margin

Operating expenses:
Marketing and advertising
Selling

General and administrative
Impairment loss

Product development

Loss from operations
Other income (expenses), net:
Derivative income

Interest income (expense), net and financing costs
Liquidated damages

Loss before income taxes

Provision for income taxes

Net loss

Adjustments to net loss to arrive at loss applicable to common
stockholders:

Preferred stock dividends and accretion

Loss applicable to common stockholders

Basic and diluted loss per common share

Weighted average common shares outstanding

Comprehensive loss and its components consist of the following:

Net loss
Foreign currency translation
Comprehensive loss

See accompanying notes.

$

2007

(Unaudited)

3,152,892
(3,184,947)
(277,201)
(309,256)

1,512,919
2,253,299
5,601,705
17,662,006
84,928
27,114,857
(27,424,113)
372,774
(2,342,411)
(1,969,637)
(29,393,750)

(29,393,750)

(326,948)
(29,720,698)
(0.15)
203,509,389
(29,393,750)

(279)
(29,394,029)

Three Months Ended March 31,

2006

(Unaudited)

3,561,215
(2,946,460)
(393,452)

221,303

949,964
1,893,134
1,765,846

115,963
4,724,907

(4,503,604)
4,949,188
(36,364)
(685,887)
4,226,937
(276,667)

(276,667)

(258,783)
(535,450)
(0.00)
184,253,753
(276,667)

(690)
(277,357)
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BRAVO! BRANDS INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Three Months Ended March 31

Cash Flows from Operating Activities:

Net (loss)

Adjustments to net loss:

$

Depreciation and amortization

Impairment charge
Bad debt expense
Inventory obsolescence
Derivative income

Amortization of debt discount
Stock option expense for consultants

Stock compensation expense

Loss on disposal of fixed assets
Changes in operating assets and liabilities:

Accounts receivable

Inventories

Prepaid expenses and other assets
Accounts payable and accrued expenses

Net cash used in operating activities

Cash Flows from Investing Activities:
Licenses, finance and trademark costs

Purchases of equipment

Net cash used in investing activities

Cash Flows provided by Financing Activities:
Proceeds from conversion of warrants
Proceeds from convertible notes payable

Proceeds from notes payable
Payment of dividends
Payment of notes payable

Registration costs for financing
Net cash provided by financing activities

Effect of changes in exchange rates on cash

Net (decrease) in cash and cash equivalents

Cash and cash equivalent, beginning of period

Cash and cash equivalent, end of period $

Supplemental Cash Flow Information

Non-cash investing and financing activities:

2007

(Unaudited)

(29,393,750)

796,326
17,662,006

256,514
(372,774)
1,363,825

495,622

109,973

688,578
(9,816)

2,620,832

(5,782,664)

(97,319)
(97,319)

2,625,000
(22,500)
(13,928)

(289,539)

2,299,033

(279)
(3,581,229)
3,783,562

202,333

$

$

2006

(Unaudited)

(276,667)
896,505
14,941

(4,949,188)
11,076
347,566
111,592
1,999

1,596,042
(2,652,769)
(980,325)

1,668,557
(4,210,671)
(163,536)

(249,910)
(413,446)

150,000
169,323
(11,257)
4,317)
(17,143)
286,606
(690)
(4,338,201)
4,947,986

609,785

Three Months Ended March 31,

2007

2006
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Conversion of notes payable $ 991,009 $

See accompanying notes.
F-4
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BRAVO! BRANDS INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

Note 1 -Nature of Business, Basis of Presentation and Liquidity and Management’s Plans
Nature of Business:

Bravo! Brands Inc., a Delaware corporation, and subsidiary (‘“the Company”) is engaged in the sale of flavored milk
products, primarily in the United States.

Basis of Presentation:

The accompanying unaudited consolidated financial statements have been prepared in accordance with generally
accepted accounting principles for interim financial information and with the instructions to Form 10-QSB, Item
310(b) of Regulation S-B and Article 10 (01)(c) of Regulation S-X. Accordingly, the accompanying financial
statements do not include all the information and footnotes required by generally accepted accounting principles for
complete financial statements. These consolidated financial statements should be read in conjunction with the
consolidated financial statements and notes thereto included in the Company’s Annual Report on Form 10-KSB. In the
opinion of management, all adjustments (consisting of normal recurring adjustments) considered necessary for a fair
presentation have been included in the accompanying financial statements. Operating results for the three-month
period ending March 31, 2007 are not necessarily indicative of the results that may be expected for the year ended
December 31, 2007.

We have made certain reclassifications to the statement of operations for the three months ended March 31, 2006 to
conform to presentations and classifications in the current period. The consolidated balance sheet at December 31,
2006 is audited.

Liquidity and Management’s Plans:

Generally Accepted Accounting Principles contemplate that the Company will continue as a going concern for a
reasonable period. As reflected in the accompanying consolidated financial statements, the Company has continued to
incur operating losses and negative cash flows from operations and has a working capital deficiency of $47,596,662 at
March 31, 2007. Based on recent performance and discussions with CCE, the Company's main distributor,
management has determined that a material increase in revenues is highly unlikely, as was previously forecasted.
Accordingly, an updated analysis of future cash flows to be generated from the related intangible assets have resulted
in a non-cash impairment charge of $17,662,006. Furthermore, on April 1, 2007 the Company became in default of
certain provisions of its Senior Notes issued in July 2006, as amended in December 2006, due to failing to make the
required quarterly interest payment of approximately $730,000. The defaults entitle the holders to certain penalties
including the acceleration of the notes at a premium. Finally, the Company expects to be dependent on third party
financing at least through the first three quarters of 2007. Ultimately, the Company’s ability to continue as a going
concern is dependent upon the achievement of profitable operations. There is no assurance that further funding will be
available at acceptable terms, if at all, or that the Company will be able to achieve profitability. These conditions raise
substantial doubt about the Company’s ability to continue as a going concern.

The Company plans to increase its sales, primarily by securing new distribution partners and by introducing new dairy
based products into different segments of the beverage market. The Company’s margins are expected to improve due
to increased sales, unit price increases and a major focus on cost containment measures. Effective May 2007, the
Company has reduced payroll expenses by approximately 55% and its total monthly cash expenditures by

10
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approximately 66%. In addition, the Company is seeking to revise the existing Master Distribution Agreement
(“MDA”) with CCE, primarily to remove the exclusivity and right of first refusal language. CCE has agreed in principle
to these changes. Also, the investors who have provided approximately $1.2 million in recent financings are
completing due diligence. If such due diligence is satisfactory, Management believes additional funding will be
available to fund future operations. In connection with the default of the Senior Notes, the Company is negotiating a
120 day forbearance agreement with its July 2006 Senior Note holders. If executed, the forbearance agreement will
relieve the Company from paying interest and principal due on the notes and hold in abeyance the rights of the Senior
Note holders arising from the enumerated defaults. The forbearance agreement also will give the Company the time
needed to restructure its capitalization and to seek strategic partners. There can be no assurance that the forbearance
agreement will be executed.

F-5
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BRAVO! BRANDS INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

The accompanying financial statements do not reflect any adjustments that may result from the outcome of these
uncertainties.

Note 2 - Summary of Significant Accounting Policies
Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. The most significant estimates included in the
Company’s financial statements are the following:

- Estimating the fair value of the Company’s financial instruments that are required to be carried at fair value.
- Estimating the recoverability of the Company’s long-lived assets.
- Estimating the Company’s reserve for unsalable and obsolete inventories that are carried at lower of cost or market.

The Company uses all available information and appropriate techniques to develop its estimates. However, actual
results could differ from the Company’s estimates.

Business Segment and Geographic Information

The Company operates in one dominant industry segment that it has defined as the single serve flavored milk industry.
The Company’s international business contributes less than 1% of the Company’s revenues, and the Company has no
physical assets outside of the United States. The Company currently has one customer in the United States that
provided 80% and 71% of its revenue during the quarters ended March 31, 2007 and 2006, respectively. The
Company intends in the near future to focus on its domestic operations.

Revenue Recognition

Revenues are recognized pursuant to formal revenue arrangements with the Company’s customers, at contracted prices,
when the Company’s product is delivered to their premises and collectibility is reasonably assured. The Company
extends merchantability warranties to its customers on its products but otherwise does not afford its customers with
rights of return. Warranty costs have historically been insignificant.

F-6
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BRAVO! BRANDS INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

The Company’s revenue arrangements often provide for industry-standard slotting fees where the Company makes
cash payments to the respective customer to obtain rights to place the Company’s products on their retail shelves for a
stipulated period of time. The Company also engages in other promotional discount programs in order to enhance its

sales activities. The Company believes its participation in these arrangements is essential to ensuring continued

volume and revenue growth in the competitive marketplace. These payments, discounts and allowances are recorded

as reductions to the Company’s reported revenue. Unamortized slotting fees are recorded in prepaid expenses.

Principles of Consolidation

The Company’s consolidated financial statements include the accounts of Bravo! Brands Inc. and its wholly-owned
subsidiary, Bravo! Brands (UK) Ltd. All material intercompany balances and transactions have been eliminated.

Cumulative translation adjustments that the Company makes to reflect the accounts of Bravo! Brands (UK) Ltd. and

its Canadian branch (neither of which is currently operational) into United States Dollars are recorded as a component

of other comprehensive income (loss) and stockholders’ deficit.

Shipping and Handling Costs

Shipping and handling costs incurred to deliver products to the Company’s customers are included as a component of
cost of sales. These costs amounted to $277,201 and $393,452 for the three months ended March 31, 2007 and 2006,
respectively.

Accounts Receivable

The Company’s accounts receivable are exposed to credit risk. During the normal course of business, the Company
extends unsecured credit to its customers with normal and traditional trade terms. Typically credit terms require
payments to be made by the thirtieth day following the sale. The Company regularly evaluates and monitors the
creditworthiness of each customer. The Company provides an allowance for doubtful accounts based on its continuing
evaluation of its customers’ credit risk and its overall collection history. As of March 31, 2007 and December 31, 2006,
the allowance for doubtful accounts aggregated $140,000.

Inventories

Inventories, which consist primarily of finished goods, are stated at the lower of cost on the first in, first-out method or
market. Further, the Company’s inventories are perishable. Accordingly, the Company estimates and records
lower-of-cost or market and unsalable-inventory reserves based upon a combination of the Company’s historical
experience and on a specific identification basis. As of March 31, 2007 and December 31, 2006, the reserve for
inventory obsolescence was $603,514 and $347,000, respectively. Inventory obsolescence charges are included as a
component of product costs.

F-7
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BRAVO! BRANDS INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

Intangible Assets

The Company’s intangible assets, which are recorded at cost, consist of capitalized expenditures associated with a
licensing agreement with Organic Valley and various trademarks at March 31, 2007. At December 31, 2006,
intangible assets also included costs capitalized related to the CCE MDA, manufacturing agreements with Jasper
Products, LLC (“Jasper”) and H.P. Hood (“Hood”) See "Impairment of Long-Lived Assets" below. The intangible assets
remaining at March 31, 2007 are being amortized on a straight line basis over their estimated useful lives, which range
from three to five years.

Impairment of Long-Lived Assets

The Company evaluates the carrying value and recoverability of its long-lived assets when circumstances warrant
such evaluation by applying the provisions of Financial Accounting Standard No. 144, Accounting for the Impairment
or Disposal of Long-Lived Assets (“FAS 144”). FAS 144 requires that long-lived assets be reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable
through the estimated undiscounted cash flows expected to result from the use and eventual disposition of the assets.
Whenever any such impairment exists, an impairment loss will be recognized for the amount by which the carrying
value exceeds the fair value. The Company estimates fair value for these assets by discounting the future cash flows
expected to be generated from use of the long lived assets to present value.

Recent discussions with CCE have indicated that the Company will not generate the sales previously expected,
including rollout of the brands into new channels of distribution and access to key marketing and rebate programs.
Furthermore, the Company has experienced a significant decline in sales from CCE during April and May, 2007, and
overall quarter one revenues were much lower than originally forecasted. Management’s updated forecasted revenues
from CCE, its primary customer, for 2007 and for future years have been revised downward significantly. Therefore,
additional capacity secured through the Jasper and H.P. Hood agreements may not be necessary. Based on the updated
forecast, management expects production penalties associated with unused capacity per the manufacturing agreements
to continue.

The Company’s updated analysis of cash flows to be generated from the CCE MDA, Jasper and Hood agreements
indicate negative net discounted cash flows. Accordingly, a non-cash impairment charge of $17,662,006 has been
recognized during the quarter ended March 31, 2007 to write off the carrying value of these assets.

The Company is searching for a new strategic partner who would invest in and potentially distribute its products
nationally. Based on these developments, the Company has commenced preliminary discussions with CCE to revise
substantially the exclusivity and other terms of the existing MDA. The Company also hopes to restructure its
manufacturing agreements with Jasper and Hood. There can be no certainty that the Company will be able to
successfully complete its negotiations with CCE or restructure its agreements with Jasper and Hood.

Financial Instruments

Financial instruments, as defined in Financial Accounting Standard No. 107 Disclosures about Fair Value of Financial
Instruments (FAS 107), consist of cash, evidence of ownership in an entity and contracts that both (i) impose on one
entity a contractual obligation to deliver cash or another financial instrument to a second entity, or to exchange other
financial instruments on potentially unfavorable terms with the second entity, and (ii) conveys to that second entity a
contractual right (a) to receive cash or another financial instrument from the first entity, or (b) to exchange other
financial instruments on potentially favorable terms with the first entity. Accordingly, the Company’s financial

14
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instruments consist of cash and cash equivalents, accounts receivable, accounts payable, accrued liabilities, notes
payable, derivative financial instruments, convertible debt and redeemable preferred stock that the Company has
concluded is more akin to debt than equity.

F-8
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BRAVO! BRANDS INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

The Company carries cash and cash equivalents, accounts receivable, accounts payable and accrued liabilities at
historical costs; their respective estimated fair values approximate carrying values due to their current nature. The
Company also carries notes payable, convertible debt and redeemable preferred stock at historical cost; however, fair
values of debt instruments and redeemable preferred stock are estimated for annual disclosure purposes based upon
the present value of the estimated cash flows at market interest rates applicable to similar instruments.

Derivative financial instruments, as defined in Financial Accounting Standard No. 133, Accounting for Derivative
Financial Instruments and Hedging Activities (FAS 133), consist of financial instruments or other contracts that
contain a notional amount and one or more underlying (e.g. interest rate, security price or other variable), require no
initial net investment and permit net settlement. Derivative financial instruments may be free-standing or embedded in
other financial instruments. Further, derivative financial instruments are initially, and subsequently, measured at fair
value and recorded as liabilities or, in rare instances, assets.

The Company generally does not use derivative financial instruments to hedge exposures to cash-flow, market or
foreign-currency risks. However, the Company has entered into certain other financial instruments and contracts, such
as debt financing arrangements, redeemable preferred stock arrangements and freestanding warrants with features that
are either (i) not afforded equity classification, (ii) embody risks not clearly and closely related to host contracts, or
(iii) may be net-cash settled by the counterparty. As required by FAS 133, these instruments are required to be carried
as derivative liabilities, at fair value, in the Company’s financial statements.

The following table summarizes the effects on the Company’s income (loss) associated with changes in the fair values
of its derivative financial instruments by type of financing for the quarters ended March 31, 2007 and 2006 (as
discussed below, these amounts give effect to a change in accounting principle on January 1, 2007):

Derivative income (expense): 2007 2006
Convertible note and warrant financings $ (42,037) $ (50,904)
Preferred stock and warrant financings 407,152 1,331,015
Other warrants and derivative contracts 7,659 3,669,077
Total Derivative Income $ 372,774 $ 4,949,188

Additional information related to individual financing arrangements can be found in notes 6 through 8.

The following table summarizes the number of common shares indexed to the derivative financial instruments as of
March 31, 2007:

Conversion
Financing or other contractual Note Features Warrants Total
arrangement:
June 2004 $600,000 Convertible 6(a) 3,075,000 - 3,075,000
Note Financing
May 2006 $2,500,000 Note 10(c) - 900,000 900,000
Financing
Series J Convertible Preferred Stock 8(b) 28,000,000 - 28,000,000
Total Common Shares Indexed 31,075,000 900,000 31,975,000
F-9
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BRAVO! BRANDS INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

During December 2006, the Financial Accounting Standards Board issued FASB Staff Position (FSP) EITF 00-19-2,
Accounting for Registration Payment Arrangements, which amended Financial Accounting Standard No. 133
Accounting for Derivative Financial Instruments and Hedging Activities. Generally, the amendment provides for the
exclusion of registration payments, such as the liquidated damages that the Company has incurred, from the
consideration of classification of financial instruments, previously required under FAS133 and EITF 00-19. Rather,
registration payments are to be accounted for pursuant to Financial Accounting Standard No. 5 Accounting for
Contingencies, which provides for the recognition of registration payments when they are both probable and
reasonably estimable. The FSP was adopted by the Company on January 1, 2007, as was required by the new
accounting pronouncement. However, the Company had previously applied the view (provided in EITF 05-04) that
registration payments required recognition pursuant to FAS 5. See Note 4, Accrued Liabilities for information about
the recognition and amounts of registration payments.

Adoption of the FSP involved management’s reevaluation of the conditions for equity or liability classification of
existing derivative financial instruments pursuant to the revised criteria of EITF 00-19. As a result of the reevaluation,
management concluded that the embedded conversion feature and warrants, associated with the July 2006
$30,000,000 Convertible Note Financing, and previously classified as liabilities, should be afforded equity
classification. Under the previous standard, management determined that the unlimited nature of contractual
registration payments for non-registration and non-effectiveness rose to an uneconomic settlement alternative and the
subject share-indexed securities required liability classification. Under the FSP, the registration payment provisions
are not considered for purposes of classification. Rather, commencing January 1, 2007, those payments are accounted
for under the provisions of FAS 5. As a result, the embedded conversion feature and warrants met the eight conditions
for equity classification provided in EITF 00-19. Adoption of this new standard resulted in the reclassification of
$6,516,000 to additional paid in capital accompanied by a credit to retained earnings of $9,181,251 which represents
the cumulative effect of this change in accounting principle.

Share-based payments

Effective January 1, 2005, the Company adopted Financial Accounting Standards No. 123(R), Share-Based Payments
(FAS123R). Under the fair value method, the Company recognizes compensation expense for all share-based
payments granted after January 1, 2005, as well as all share-based payments granted prior to, but not yet vested, as of
January 1, 2005, in accordance with FAS No. 123. Under the fair value recognition provisions of FAS 123(R), the
Company recognizes share-based compensation expense, net of an estimated forfeiture rate, over the requisite service
period of the award. Prior to the adoption of FAS 123 and FAS 123(R), the Company accounted for share-based
payments under Accounting Principles Board Opinion No. 25 Accounting for Stock Issued to Employees and the
disclosure provisions of FAS No. 123. For further information regarding the adoption of FAS No. 123(R), see Note 9
to the consolidated financial statements.

F-10
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BRAVO! BRANDS INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Loss Per Common Share

The Company’s basic loss per common share is computed by dividing the loss applicable to common stockholders by
the weighted average number of common shares outstanding during the reporting period. Diluted loss per common

share is computed similar to basic loss per common share except that diluted loss per common share includes dilutive

common stock equivalents, using the treasury stock method and assumes that the convertible debt instruments were

converted into common stock upon issuance, if dilutive. For the quarters ended March 31, 2007 and 2006 potential

common shares arising from the Company’s stock options, stock warrants, convertible debt and convertible preferred
stock amounting to 271,474,228 and 81,913,744 shares, respectively, were not included in the computation of diluted

loss per share because their effect was anti-dilutive.

Recent Accounting Pronouncements Affecting the Company:

Statement of Financial Accounting Standard 159, Fair Value Option for Financial Assets and Financial Liabilities
(“FAS 159”)

In February 2007, the Financial Accounting Standards Board (FASB) issued FAS No. 159 (“FAS 159”), “Fair Value
Option for Financial Assets and Financial Liabilities,” which permits entities to choose to measure many financial
instruments and certain other items at fair value. The objective of FAS 159 is to improve financial reporting by
providing entities with the opportunity to mitigate volatility in reported earnings caused by measuring related assets
and liabilities differently without having to apply complex hedge accounting provisions. The fair value option
established by FAS 159 permits all entities to choose to measure eligible items at fair value at specified election dates.

A business entity shall report unrealized gains and losses on items for which the fair value option has been elected in
earnings at each subsequent reporting date. FAS 159 is effective for fiscal years beginning after November 15, 2007.
The Company is currently evaluating the impact this standard will have on its financial condition, results of
operations, cash flows or disclosures.

Statement of Financial Accounting Standard 157, Fair Value Measurements (“FAS 157”)

On September 15, 2006, the Financial Accounting Standards Board issued a standard that provides enhanced guidance
for using fair value to measure assets and liabilities. The standard applies whenever other standards require (or permit)
assets or liabilities to be measured at fair value. The standard does not expand the use of fair value in any new
circumstances. This Statement is effective for financial statements issued for fiscal years beginning after November
15, 2007, and interim periods within those fiscal years. Earlier application is encouraged, provided that the reporting
entity has not yet issued financial statements for that fiscal year, including financial statements for an interim period
within that fiscal year. The Company is currently evaluating the impact of adopting this pronouncement on its
financial statements.

FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes

In June 2006, the Financial Accounting Standards Board issued FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes—an interpretation of FASB Statement No. 109 (FIN 48), which provides clarification
related to the process associated with accounting for uncertain tax positions recognized in consolidated financial
statements. FIN 48 prescribes a more-likely-than-not threshold for financial statement recognition and measurement
of a tax position taken, or expected to be taken, in a tax return. FIN 48 also provides guidance related to, among other
things, classification, accounting for interest and penalties associated with tax positions, and disclosure requirements.
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This Interpretation is effective for fiscal years beginning after December 15, 2006. The Company adopted FIN 48
effective January 1, 2007. There was no major impact to the financial statements from the adoption of this
pronouncement.
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FSP EITF 00-19-2 Accounting for Registration Payment Arrangements

As more fully discussed above, the Company adopted the provisions of FSP EITF 00-19-2 on January 1, 2007.
Note 3 - Intangible Assets

At March 31, 2007, the Company’s intangible assets consist of unamortized costs associated with warrants issued in
connection with a licensing agreement with Organic Valley, and trademark and license costs. The useful lives of these
assets range from three to five years. The following table summarizes the components of the Company’s intangible
assets as of March 31, 2007 and December 31, 2006:

2007 2006
CCE Distribution Agreement $ - 9 15,960,531
Manufacturing Agreement - Jasper 0 2,700,000
Manufacturing Agreement - H.P. Hood 0 2,384,055
Licensing Agreement - Organic Valley 104,299 104,299
Trademark costs and other licenses 232,916 237,916
Less accumulated amortization (123,961) (2,849,189)
Total Intangible Assets $ 213,254 $ 18,537,612

Amortization expense amounted to $652,136 and $848,500 for the quarters ended March 31, 2007 and 2006,
respectively.

As discussed in Note 2, the Company wrote-off the remaining carrying value of the CCE MDA, Jasper, and H.P.
Hood manufacturing agreement intangible assets during the quarter ended March 31, 2007 and recognized a non-cash
impairment loss of $17,662,006.

Note 4 - Accrued liabilities

Accrued liabilities consist of the following as of March 31, 2007 and December 31, 2006:

2007 2006
Production processor liability (a) $ 2,307,418 $ 850,628
Accrued payroll and related taxes 529,761 542,741
Accrued interest 1,211,225 893,706
Liquidated damages due to late registration (b) 1,725,607 3,397,419
Radio advertising and promotion costs -- 716,944
Other (¢) 735,878 612,825
Total Accrued Liabilities $ 6,509,889 $ 7,014,263

(a) Represents accruals for certain amounts owed to Jasper, the Company’s 34 party production processor. Included
within this amount at March 31, 2007 are $1.5 million in forecasted Q2 2007 production shortfall penalties that are
both probable and estimable.

(b) Certain of the Company’s financing arrangements provide for penalties in the event of non-registration of securities
underlying the financial instruments. Generally, these penalties are calculated as a percentage of the financing
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proceeds, usually between 1.0% and 3.0% each month. The Company records these liquidated damages when they are
both probable and estimable pursuant to FAS 5, “Accounting for Contingencies.”
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(c) Represents primarily accruals for HP Hood production penalties and professional fees.

Note 5 - Notes Payable

Notes payable consist of the following as of March 31, 2007 and December 31, 2006:

2007 2006
International Paper Note Payable (a) $ 187,743 §$ 187,743
Notes Payable to GMAC (b) 109,797 123,725
February 2007 Short Term Financing (c) 1,438,438 0
March 2007 Short Term Financing (d) 466,551 0
Total notes payable 2,202,529 311,468
Less current maturities 2,149,301 243,968
Long-term notes payable $ 53,228 $ 67,500

(a) In 1999, the Company issued a promissory note to assume existing debt owed by its then Chinese joint venture
subsidiary to a supplier, International Paper. The face value of that unsecured note was $282,637 at an annual interest
rate of 10.5%. The note originally required 23 monthly payments of $7,250 and a balloon payment of $159,862 due on
July 15, 2000. During 2000, the Company negotiated an extension of this note to July 1, 2001. International Paper
imposed a charge of $57,000 to renegotiate the note, which represents interest due through the extension date. The
balance due on this note is $187,743 at March 31, 2007, all of which is delinquent. Interest accrued and unpaid as of
March 31, 2007 and December 31, 2006 aggregated $114,330 and $109,470, respectively.

(b) In March 2006, the Company purchased eight vehicles that are used by its regional sales managers. This loan
balance represents amounts payable to GMAC under 36-month loan agreements. Annual interest rates are 1.5% (seven
vehicles) and 4.9% (one vehicle).

(c) In February 2007, the Company issued promissory notes with a face value of $2,000,000 and an annual interest
rate of 12%. The notes are scheduled to be repaid on June 9, 2007 in full. The Company also issued 2,000,000
warrants associated with the notes, with an exercise price of $0.34.

(d) In March 2007, the Company issued promissory notes with a face value of $625,000 and an annual interest rate of
12%. The notes are scheduled to be repaid on June 9, 2007 in full. The Company also issued 625,000 warrants
associated with the notes, with an exercise price of $0.34.

Note 6 - Convertible Notes Payable

Convertible debt carrying values consist of the following as of March 31, 2007 and December 31, 2006:

2007 2006
$600,000 Convertible Note Payable, due December 2005 (a) $ 450,000 $ 450,000
$30,000,000 Convertible Note Payable, due July 31, 2010 (b) 25,174,038 25,036,990
Total Convertible Notes Payable $ 25,624,038 $ 25,486,990
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(a) $600.000 Convertible Note Financing:

On June 29, 2004, the Company issued $600,000 of 10.0% convertible notes payable, due December 31, 2005, plus
warrants to purchase 2,000,000 and 5,000,000 shares of the Company’s common stock with strike prices of $0.25 and
$1.00, respectively, for periods of five and two years, respectively. Net proceeds from this financing arrangement
amounted to $500,000. As of March 31, 2007 and December 31, 2006, the outstanding principal balance on this note
was $450,000. The reduction in principal was due to note conversions. This debt is past due and the outstanding
carrying value of $450,000 does not include $62,124 of unpaid interest, which is being reflected in accrued liabilities.
The note is convertible into a fixed number of the Company’s common shares based upon a conversion price of $0.15
with anti-dilution protection for sales of securities below the fixed conversion price. The Company has the option to
redeem the convertible notes for cash at 120% of the face value. The holder has the option to redeem the convertible
notes payable for cash at 130% of the face value in the event of defaults and certain other contingent events, including
events related to the common stock into which the instrument is convertible, registration and listing (and maintenance
thereof) of the Company’s common stock and filing of reports with the Securities and Exchange Commission (the
“Default Put”). In addition, the Company extended registration rights to the holder that required registration and
continuing effectiveness thereof; the Company is required to pay monthly liquidating damages of 2.0% for defaults
under this provision.

In the Company’s evaluation of this instrument, the Company concluded that the conversion feature was not afforded
the exemption as a conventional convertible instrument due to the anti-dilution protection; and it did not otherwise
meet the conditions for equity classification. Since equity classification is not available for the conversion feature, the
Company was required to bifurcate the embedded conversion feature and carry it as a derivative liability, at fair value.
The Company also concluded that the Default Put required bifurcation because, while puts on debt instruments are
generally considered clearly and closely related to the host, the Default Put is indexed to certain events, noted above,
that are not associated with debt instruments. The Company combined all embedded features that required bifurcation
into one compound instrument that is carried as a component of derivative liabilities. The Company also determined
that the warrants did not meet the conditions for equity classification because these instruments did not meet all of the
necessary criteria for equity classification. Therefore, the warrants were also required to be carried as a derivative
liability, at fair value. As of December 31, 2005, all warrants related to the financing had been converted.

The Company estimated the fair value of the compound derivative on the inception date, and subsequently, using the

Monte Carlo valuation technique, because that technique embodies all of the assumptions (including credit risk,

interest risk, stock price volatility and conversion estimates) that are necessary to fair value complex derivative

instruments. As a result of these estimates, the Company’s valuation model resulted in compound derivative balances
associated with this financing arrangement of $496,304 and $454,267 as of March 31, 2007 and December 31, 2006,

respectively. These amounts are included in Derivative Liabilities on the Company’s balance sheet.

The following table illustrates fair value adjustments that the Company has recorded related to the derivative financial
instruments associated with the $600,000 convertible note financing:

Three months Three months
ended ended
March 31, March 31,
Derivative income (expense) 2007 2006
Compound derivative $ 42,037) $ (132,500)
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Changes in the fair value of the compound derivative and, therefore, derivative income (expense) related to the
compound derivative is significantly affected by changes in the Company’s trading stock price and the credit risk
associated with its financial instruments. Future changes in these underlying market conditions will have a continuing
effect on derivative income (expense) associated with these instruments.

(b) $30.000.000 Convertible Note Financing:

On July 26, 2006, the Company issued $30,000,000 of 9.0% convertible notes payable, due January 27, 2010, plus
warrants to purchase 12,857,143 shares (“Series A Warrants”) of the Company’s common stock at $0.73, for a period of
five years. Net proceeds from this financing arrangement amounted to approximately $27,500,000 (net of
approximately $2,500,000 in financing costs). There was a $1,000,000 note balance related to the May 2006 financing
that was exchanged for an equal amount of convertible notes from this financing. The Company had a carrying value
on this note of $25,174,038 as of March 31, 2007. The convertible notes were convertible into a fixed number of the
Company’s common shares based upon a conversion price of $0.70 with anti-dilution protection for sales of securities
below the fixed conversion price. The Company had the option to redeem the convertible notes for cash at an amount
equal to the note balance plus accrued interest including the amount of unpaid interest that would have been paid
through the third anniversary of the note. The holder has the option to redeem the convertible notes payable for cash at
125% of the face value in the event of default and certain other contingent events, including events related to the
common stock into which the instrument is convertible, registration and listing (and maintenance thereof) of the
Company’s common stock and filing of reports with the Securities and Exchange Commission (the “Default Put”). The
Company has the option to redeem the notes payable at a date earlier than maturity (the “call option”). If the Company
exercises the call option, the holders will have the right to exercise an additional 42,857,142 warrants and receive
common shares to which the contingent warrants are indexed to (“Series B Warrants™). Absent the Company’s exercise
of its call option to redeem the convertible notes, the holders have no rights to exercise the warrants and receive
common shares to which the contingent warrants are indexed. The Company currently has no plans in the foreseeable
future to exercise its call option. If the Company does exercise its call option, however, the number of its common
shares that are issuable upon the exercise of the contingent warrants is limited to the number of its common shares
underlying the convertible notes that have been redeemed. In addition, the Company extended registration rights to the
holder that required registration and continuing effectiveness thereof; the Company is required to pay monthly
liquidating damages of 3.0% for defaults under this provision.

In the Company’s initial evaluation of this instrument, the Company concluded that the conversion feature was not
afforded the exemption as a conventional convertible instrument due to the anti-dilution protection, and it did not
otherwise meet the conditions for equity classification specifically because the registration payment arrangement rose
to an uneconomic settlement of the arrangement. Since equity classification was not available for the conversion
feature, the Company was required to bifurcate the embedded conversion feature and carry it as a derivative liability,
at fair value during 2006. The Company also concluded that the Default Put required bifurcation because, while puts
on debt instruments are generally considered clearly and closely related to the host, the Default Put was indexed to
certain events, noted above, that are not associated with risks of debt instruments. The Company combined all
embedded features that required bifurcation into one compound instrument that was carried as a component of
derivative liabilities. The Company also determined that the warrants did not meet the conditions for equity
classification because the registration payment arrangement was also deemed to rise to an uneconomic settlement.
Therefore, the warrants were also required to be carried as a derivative liability, at fair value during 2006.
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The Company estimated the fair value of the compound derivative on the inception date, and subsequently, using the
Monte Carlo valuation technique, because that technique embodies all of the assumptions (including credit risk,
interest risk, stock price volatility and conversion estimates) that are necessary to fair value complex derivative
instruments. The Company estimated the fair value of the warrants on the inception date, and subsequently, using the
Black-Scholes-Merton valuation technique, because that technique embodies all of the assumptions (including
volatility, expected terms, and risk free rates) that are necessary to fair value freestanding warrants. These amounts are
included in Derivative Liabilities on the Company’s balance sheet.

On August 31, 2006, the Company entered into Amendment Agreements in which the investors agreed to release the
Company from events of default that occurred under the terms of the original July 26, 2006 financing. In exchange,
Amended and Restated Notes were issued in which the conversion price on the $15,000,000 financing, which was
held in escrow, was reduced from $0.70 to $0.51. In addition, the holder could require the Company to redeem any
portion of the Amended and Restated Note in cash or common stock at 125% from October 10, 2006 through
December 15, 2006. This debt modification was deemed to be a modification rather than a debt extinguishment since
it did not rise to the requirements of EITF 96-19 to be deemed a debt extinguishment. The change in the conversion
price caused an additional embedded conversion feature liability of approximately $646,000 which was also recorded
as a reduction in the carrying amount of the debt.

On December 29, 2006, the Company entered into Amendment Agreements in which the investors agreed to waive
their rights to exercise their “Default Put” when an event of default occ