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EXPLANATORY NOTE  

Unless otherwise indicated or the context otherwise requires, all references in this Quarterly Report on Form 10-Q to “we,” “us,” “our,” 
and the “Company” are to Jones Soda Co. ® , a Washington corporation, and our wholly-owned subsidiaries Jones Soda Co. (USA) Inc., Jones 
Soda (Canada) Inc., myJones.com Inc. and Whoopass USA Inc.  

In addition, unless otherwise indicated or the context otherwise requires, all references in this Quarterly Report to “ Jones Soda ” and “ 
Jones Pure Cane Soda ” refer to our premium soda sold under the trademarked brand name “ Jones Soda Co .”  

CAUTIONARY NOTICE REGARDING FORWARD LOOKING STATEME NTS  

We desire to take advantage of the “safe harbor” provisions of the Private Securities Litigation Reform Act of 1995. This Quarterly 
Report on Form 10-Q and the documents incorporated by reference herein contain a number of forward-looking statements that reflect 
management’s current views and expectations with respect to our business, strategies, products, future results and events and financial 
performance. All statements made in this Report other than statements of historical fact, including statements that address operating 
performance, events or developments that management expects or anticipates will or may occur in the future, including statements related to 
distributor channels, volume growth, revenues, profitability, new products, adequacy of funds from operations, statements expressing general 
optimism about future operating results and non-historical information, are forward looking statements. In particular, words such as “believe,” 
“expect,” “intend,” “anticipate,” “estimate,” “may,” “will,” “should,” “plan,” “predict,” “could,” “fu ture,” “stock,” “target,” variations of such 
words, and similar expressions identify forward-looking statements, but are not the exclusive means of identifying such statements and their 
absence does not mean that the statement is not forward-looking.  

Readers should not place undue reliance on these forward-looking statements, which are based on management’s current expectations and 
projections about future events, are not guarantees of future performance, are subject to risks, uncertainties and assumptions and apply only as 
of the date of this Report. Our actual results, performance or achievements could differ materially from historical results as well as the results 
expressed in, anticipated or implied by these forward-looking statements. In particular, our operating results may fluctuate due to a number of 
factors, including, but not limited to, the following:  
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•   Our inability to successfully implement our carbonated soft drink (CSD) strategy, on which our business plan and future growth are 

dependent to a significant extent;  

  
•   The inability of our exclusive manufacturer and distributor (National Beverage Corp.) of Jones Soda 8-ounce and 12-ounce cans 

and 1-liter PET bottles and Jones Energy in 16-ounce cans in the grocery and mass merchant channel to perform adequately, which 
would impair our ability to gain market acceptance in the CSD industry;  

  •   Our inability to establish long-term agreements with our distributors and our inability to attract and maintain key distributors;  
  •   Our inability to carefully manage our inventory levels and to predict the timing and amount of our sales;  

  
•   Our inability to establish and maintain distribution arrangements directly with retailers and national retail accounts, on which our 

business plan and future growth are dependent in part;  

  
•   Our inability to realize the benefits expected from our sponsorship agreements, to which we have dedicated, and will continue to 

dedicate, significant resources;  
  •   Our inability to realize the benefits expected from various trade promotion and marketing expenditures;  

  
•   Our reliance on third-party packers of our products, which could make management of our marketing and distribution efforts 

inefficient or unprofitable;  
  •   Our inability to secure a continuous supply and availability of raw materials;  
  •   Our inability to source our flavors on acceptable terms from our key flavor suppliers;  

  
•   Our inability to maintain brand image and product quality and the risk that we may suffer other product issues such as product 

recalls;  
  •   Our inability to attract and retain key personnel, which would directly affect our efficiency and results of operations;  
  •   Our inability to effectively manage our growth and resources in order to execute on our business plan;  

  
•   Our inability to protect our trademarks, patent and trade secrets, which may prevent us from successfully marketing our products 

and competing effectively;  

  
•   Litigation or legal proceedings (including pending securities class actions), which could expose us to significant liabilities and 

damage our reputation;  
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For a discussion of some of the additional factors that may affect our business, results and prospects, see “Item 1A. RISK FACTORS” in 
our Annual Report on Form 10-K for the year ended December 31, 2007 filed with the Securities and Exchange Commission on March 17, 
2008. Readers are also urged to carefully review and consider the various disclosures made by us in this Report and in our other reports we file 
with the Securities and Exchange Commission, including our periodic reports on Forms 10-Q and 8-K. Except as required by law, we 
undertake no obligation to publicly update or revise any forward-looking statements, whether as a result of new information, future events or 
otherwise.  
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•   Our inability to remediate a material weakness in our internal control over financial reporting, which could adversely impact our 

ability to report accurate financial results in a timely manner;  
  •   Our inability to build and sustain proper information technology infrastructure;  

  
•   Our inability to create and maintain brand name recognition and acceptance of our products, which are critical to our success in our 

competitive, brand-conscious industry;  
  •   Our inability to continue developing new products to satisfy our consumers’  changing preferences;  
  •   Our inability to meet the covenants of our bank credit lines;  
  •   Our inability to comply with the many regulations to which our business is subject; and  

  
•   Our inability to compete successfully against much larger, well-funded established companies currently operating in the beverage 

industry.  
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PART I. FINANCIAL INFORMATION  
   

JONES SODA CO. AND SUBSIDIARIES  

Consolidated Balance Sheets  

June 30, 2008 with comparative figures for December 31, 2007  
   

See accompanying notes to interim consolidated financial statements.  
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ITEM 1. FINANCIAL STATEMENTS 

     
June 30,  

2008     
December 31,  

2007   
     (Unaudited)         

Assets       

Current assets:       

Cash and cash equivalents     $ 12,275,222     $ 17,857,805   
Short-term investments       7,477,825       9,935,400   

       
  

      
  

Total cash and short-term investments       19,753,047       27,793,205   
Accounts receivable       7,106,971       4,474,559   
Taxes receivable       98,681       —     
Inventory (note 3)       8,135,979       5,745,888   
Prepaid expenses       1,377,457       822,620   

       
  

      
  

     36,472,135       38,836,272   
Deferred income tax asset (note 8)       117,850       117,850   
Capital assets       1,237,248       1,078,916   
Other assets       1,306,641       1,418,516   
Intangible assets       156,015       173,040   

       
  

      
  

   $ 39,289,889     $ 41,624,594   
       

  

      

  

Liabilities and Shareholders’  Equity       

Current liabilities:       

Accounts payable and accrued liabilities     $ 10,841,360     $ 6,993,226   
Current portion of capital lease obligations       147,201       156,847   
Taxes payable       —         203,379   

       
  

      
  

     10,988,561       7,353,452   
Capital lease obligations, less current portion       399,147       474,226   
Long term liabilities - Other (note 5)       314,920       —     

       
  

      
  

     714,067       474,226   
Commitments and contingencies (note 9)       

Shareholders’  equity (note 7)       

Common stock:       

Authorized: 100,000,000 common stock, no par value       

Issued and outstanding: 26,354,313 common shares (2007 – 26,251,183)       43,956,476       43,855,928   
Additional paid-in capital       4,288,936       3,990,711   
Accumulated other comprehensive income       107,457       129,471   
Deficit       (20,765,608 )     (14,179,194 ) 

       
  

      
  

     27,587,261       33,796,916   
       

  
      

  

   $ 39,289,889     $ 41,624,594   
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JONES SODA CO. AND SUBSIDIARIES  

Consolidated Statements of Operations  
(Unaudited)  
Three months and six months ended June 30, 2008 and 2007  
   

See accompanying notes to interim consolidated financial statements.  
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     Three Months Ended June 30     Six Months Ended June 30   
     2008     2007     2008     2007   

Revenue     $ 11,699,459     $ 13,012,473     $ 21,102,962     $ 22,200,512   
Cost of goods sold       8,718,895       8,563,343       16,199,926       14,235,221   

       
  

      
  

      
  

      
  

Gross profit       2,980,564       4,449,130       4,903,036       7,965,291   
Licensing revenue       58,001       47,797       108,501       193,743   

       
  

      
  

      
  

      
  

     3,038,565       4,496,927       5,011,537       8,159,034   
Operating expenses (1) :           

Promotion and selling       3,481,617       3,474,142       6,483,399       5,832,863   
General and administrative       2,227,130       1,526,638       5,087,229       3,257,808   

       
  

      
  

      
  

      
  

     5,708,747       5,000,780       11,570,628       9,090,671   
Loss before interest income and income taxes       (2,670,182 )     (503,853 )     (6,559,091 )     (931,637 ) 
Interest\other income, net:       87,402       416,269       234,839       857,356   

       
  

      
  

      
  

      
  

Loss before income tax       (2,582,780 )     (87,584 )     (6,324,252 )     (74,281 ) 
Income tax benefit (expense) (note 8)           

Current       (150,275 )     (150,587 )     (262,162 )     (146,860 ) 
Deferred       —         278,897       —         320,180   

       
  

      
  

      
  

      
  

     (150,275 )     128,310       (262,162 )     173,320   
       

  
      

  
      

  
      

  

Earnings (loss) for the period     $ (2,733,055 )   $ 40,726     $ (6,586,414 )   $ 99,039   
       

  

      

  

      

  

      

  

Earnings (loss) per share, basic     $ (0.10 )   $ 0.00     $ (0.25 )   $ 0.00   
Earnings (loss) per share, diluted     $ (0.10 )   $ 0.00     $ (0.25 )   $ 0.00   

Weighted average number of common stock           

Basic       26,347,955       25,771,972       26,306,801       25,782,275   
Diluted       26,347,955       26,385,734       26,306,801       26,311,614   

(1)    Includes non-cash stock-based compensation as follows (note 7):           

Promotion and selling     $ (29,632 )   $ 131,084     $ 116,659     $ 199,088   
General and administrative     $ (55,764 )   $ 194,334     $ 213,235     $ 334,230   
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JONES SODA CO. AND SUBSIDIARIES  

Consolidated Statements of Shareholders’ Equity and Comprehensive Loss  
Six months ended June 30, 2008 (Unaudited)  
Year ended December 31, 2007  
   

See accompanying notes to interim consolidated financial statements.  
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Common  
Stock  

Number    
Paid-in  
Amount    

Additional  
Comprehensive 

 
Capital     

Accumulated 
Other  

Income (Loss)     
Shareholders’  

Deficit     
Total  

Equity    

Balance, December 31, 2006     25,637,491    $ 41,890,777    $ 2,832,865     $ 96,016       $(2,550,168)     $ 42,269,490   
Proceeds from employee equity incentive plans     613,692      1,604,192      —         —         —         1,604,192   
Stock-based compensation     —        —        1,518,805       —         —         1,518,805   
Exercise of stock options     —        360,959      (360,959 )     —         —         —     
Loss for the year     —        —        —         —         (11,629,026 )     —     
Other comprehensive income, realized losses on 

available-for-sale short-term investments 
reclassed to income     —        —        —         11,736       —       

Other comprehensive income, unrealized gain on 
available-for-sale short-term investments     —        —        —         21,719       —       

Comprehensive loss for the year     —        —        —         —           (11,595,571 ) 
                   

  
      

  
      

  
      

  

Balance, December 31, 2007     26,251,183      43,855,928      3,990,711       129,471       (14,179,194 )     33,796,916   
Proceeds from employee equity incentive plans     103,130      68,879      —         —         —         68,879   
Exercise of stock options     —        31,669      (31,669 )     —         —         —     
Stock-based compensation     —        —        329,894       —         —         329,894   
Loss for the period     —        —        —         —         (6,586,414 )   
Other comprehensive losses, unrealized losses on 

available-for-sale short-term investments     —        —        —         (295 )     —       
Other comprehensive income, realized gains on 

available-for-sale short-term investments 
reclassed to income     —        —        —         (21,719 )     —       

Comprehensive loss for the period                   (6,608,428 ) 
                   

  
      

  
      

  
      

  

Balance, June 30, 2008     26,354,313    $ 43,956,476    $ 4,288,936     $ 107,457     $ (20,765,608 )   $ 27,587,261   
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JONES SODA CO. AND SUBSIDIARIES  

Consolidated Statements of Cash Flows  
(Unaudited)  
Six months ended June 30, 2008 and 2007  
   

See accompanying notes to interim consolidated financial statements.  
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     Six Months Ended June 30,   
     2008     2007   

Cash flows from (used in) operating activities:       

Earnings (loss) for the period     $ (6,586,414 )   $ 99,039   
Items not involving cash:       

Depreciation and amortization       324,656       288,728   
Deferred income tax       —         (320,180 ) 
Stock compensation expense       329,894       533,318   

Changes in assets and liabilities:       

Accounts receivable       (2,632,412 )     1,078,964   
Taxes receivable       (98,681 )     —     
Inventory       (2,390,091 )     (2,082,366 ) 
Prepaid expenses       (554,837 )     (1,214,262 ) 
Taxes payable       (203,379 )     (147,131 ) 
Accounts payable and accrued liabilities       3,813,984       1,299,409   
Long term liabilities – other       277,921       —     

       
  

      
  

Net cash (used in) operating activities       (7,719,359 )     (464,481 ) 
Cash flows from (used in) investing activities:       

Purchase of capital assets       (228,626 )     (278,056 ) 
Purchase of other assets       (54,311 )     —     
Sales of short-term investments-net       2,435,559       938,770   

       
  

      
  

Net cash from investing activities       2,152,622       660,714   
Cash flows from (used in) financing activities:       

Net repayment of capital lease obligations       (84,725 )     (44,823 ) 
Proceeds from exercise of options       68,879       1,109,991   

       
  

      
  

Net cash from (used in) financing activities       (15,846 )     1,065,168   
       

  
      

  

Net increase (decrease) in cash and cash equivalents       (5,582,583 )     1,261,401   
Cash and cash equivalents, beginning of period       17,857,805       13,905,870   

       
  

      
  

Cash and cash equivalents, end of period     $ 12,275,222     $ 15,167,271   
       

  

      

  

Supplemental disclosure of non-cash financing activities:       

Assets acquired under capital lease     $ —       $ 672,737   
Cash paid (received) during year for:       

Interest     $ (294,133 )   $ (813,040 ) 
Income taxes     $ 326,894     $ 288,405   
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JONES SODA CO. AND SUBSIDIARIES  

Notes to Interim Consolidated Financial Statements  

Six months ended June 30, 2008 and 2007 (Unaudited)  
   

Jones Soda Co. develops, produces, markets, licenses and distributes premium beverages and related products. Our primary product lines 
include the brands Jones Pure Cane Soda™ ; , a premium soda; Jones 24C™, an enhanced water beverage; Jones Organics™, a ready to 
drink organic tea; Jones Energy™, a high energy drink; WhoopAss Energy Drink ® , a high energy drink; and Jones Naturals ® , a non-
carbonated juice and tea drink. We are a Washington corporation and our corporate offices are located at 234 9 th Avenue North, Seattle, 
Washington. We have three operating subsidiaries, Jones Soda Co. (USA) Inc., Jones Soda (Canada) Inc., and myjones.com, Inc., as well 
as one non-operating subsidiary, Whoopass USA Inc.  

   
   

These unaudited interim consolidated financial statements have been prepared using generally accepted accounting principles in the 
United States of America (“GAAP”) and United States Securities and Exchange Commission (“SEC”) rules and regulations 
applicable to interim financial reporting. The accompanying unaudited interim consolidated financial statements are prepared in 
accordance with GAAP but do not include all information and footnotes required by GAAP for annual financial statements. 
However, in the opinion of management, all adjustments (which consist only of normal recurring adjustments) necessary for a fair 
presentation of the results of operations for the relevant periods have been made. Results for the interim period are not necessarily 
indicative of the results to be expected for the full fiscal year or for any other interim period. These financial statements should be 
read in conjunction with the summary of accounting policies and the notes to the consolidated financial statements for the year 
ended December 31, 2007, as amended by note 2(d) below, included in our annual report on Form 10-K.  

The consolidated financial statements include the accounts of our company and our wholly-owned subsidiaries. All material inter-
company accounts and transactions have been eliminated on consolidation.  

   

The preparation of the consolidated financial statements requires management to make a number of estimates and assumptions 
relating to the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the 
consolidated financial statements and the reported amounts of revenue and expenses during the reporting period. Significant items 
subject to such estimates and assumptions include, but are not limited to, inventory valuation, depreciable lives of capital assets, 
prepaid assets, other assets and intangible assets, valuation allowances for receivables, trade promotions, stock-based compensation 
expense, income taxes, valuation allowances for deferred income tax assets and contingencies. Actual results could differ from 
those estimates.  

   

Our sales are seasonal and we experience significant fluctuations in quarterly results as a result of many factors. We generate a 
substantial percentage of our revenues during the warm weather months of April through September. Timing of customer purchases 
will vary each year and sales can be expected to shift from one quarter to another. As a result, management believes that period-to-
period comparisons of results of operations are not necessarily meaningful and should not be relied upon as any indication of future 
performance or results expected for the fiscal year.  

   

Effective January 1, 2008 we adopted FASB issued FAS No. 157 entitled “Fair Value Measurements” (“FAS No. 157”). This 
statement clarifies the definition of fair value to provide greater consistency and clarity on existing accounting pronouncements that 
require fair value measurements, provides a framework for using fair value to measure assets and liabilities and expands disclosures 
about fair value measurements. FAS No. 157 was required to be applied for fiscal years beginning after November 15, 2007 and 
interim periods within that year, but FASB Staff Position 157-2 defers the effective date of FAS No. 157 to fiscal years beginning 
on or after November 15, 2008 for all non-financial assets and non-financial liabilities, except those that are recognized and 
disclosed at fair value on a recurring basis. The adoption of FAS No. 157 had no significant impact on our consolidated financial 
statements. In accordance with FASB Staff Position (“FSP FAS”) 157-2, Effective Date of FASB Statement No. 157, the Company 
has deferred application of SFAS No. 157 until after November 15, 2008, in relation to nonrecurring nonfinancial assets and 
nonfinancial liabilities including goodwill impairment testing, asset retirement obligations, long-lived asset impairments and exit 
and disposal activities.  
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1. Nature and continuance of operations: 

2. Significant accounting policies: 

  (a) Basis of presentation: 

  (b) Use of estimates: 

  (c) Seasonality: 

  (d) Recently issued accounting pronouncements 
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Effective January 1, 2008 we adopted SFAS No. 159 entitled “The Fair Value Option for Financial Assets and Financial 
Liabilities—Including an amendment of FASB Statement No. 115” (“FAS No. 159”). FAS No. 159 permits companies to choose to 
measure many financial instruments and certain other items at fair value that are not currently required to be measured at fair value 
and establishes presentation and disclosure requirements. Unrealized gains and losses on items for which the fair value option has 
been elected will be reported in earnings. FAS No. 159 is effective for fiscal years beginning after November 15, 2007. The 
adoption of FAS No. 159 had no significant impact on our consolidated financial statements.  

In December 2007, the FASB ratified the EITF’s Consensus for Issue No. 07-1, “Accounting for Collaborative 
Arrangements” (“EITF 07-1”), which defines collaborative arrangements and establishes reporting requirements for transactions 
between participants in a collaborative arrangement and between participants in the arrangement and third parties. EITF 07-1 will 
become effective beginning with our first quarter of 2009. We are currently evaluating the impact, if any, of this standard on our 
Consolidated Financial Statements.  

In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of General Accepted Accounting Principles.” This statement 
documents the hierarchy of the various sources of accounting principles and the framework for selecting the principles used in 
preparing financial statements. This statement shall be effective 60 days following the Securities and Exchange Commission’s 
approval of the Public Company Accounting Oversight Board amendments to AU Section 411, The Meaning of Present Fairly in 
Conformity With Generally Accepted Accounting Principles. SFAS No. 162 will not have a material impact on our consolidated 
financial statements.  

   

Certain prior period amounts have been reclassified to conform to the presentation adopted in the current period.  

   

Inventories consist of raw materials and finished goods and are stated at the lower of cost and estimated net realizable value and include 
adjustments for estimated obsolescence. Cost is determined principally using actual cost on a first-in first-out basis. The provisions for 
excess inventory are based on estimated forecasted usage of inventories. A significant change in demand for certain products as compared 
to forecasted amounts may result in the recording of additional provisions for obsolete inventory. Provisions for obsolete inventory are 
recorded as cost of goods sold.  

   

   

We operate in one industry segment, with operations during the first six months of 2008 primarily in the United States and Canada. 
During the six-month period ended June 30, 2008, sales in the United States were approximately $17,841,000 (2007—$19,395,000), sales 
in Canada were approximately $3,148,000 (2007—$2,531,000), and sales to other countries totaled approximately $245,000 (2007—
$274,000). Sales have been assigned to geographic locations based on the location of customers.  

During the six-month period ended June 30, 2008, revenues from one customer represented $4,691,000 (2007 – $2,502,000) of the total 
revenue.  

   

Long term liabilities include certain amounts related to our sponsorship agreement with the Seattle Seahawks, non-identifiable benefits 
and deferred gains on the sale and leaseback of certain equipment.  
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  (e) Comparative figures 

3. Inventory: 

     
June 30,  

2008    

December 31, 
 

2007 

Finished goods     $ 6,227,142    $ 3,797,884 
Raw materials       1,908,837      1,948,004 

              

   $ 8,135,979    $ 5,745,888 
              

4. Segmented information and export sales: 

5. Long term liabilities: 

Sponsorship agreement with the Seattle Seahawks     $ 277,921 
Deferred gain of sale/leaseback of equipment       36,999 

       

   $ 314,920 
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The computation for basic and diluted earnings per share is as follows:  
   

As of June 30, 2008, due to the net loss for the period all outstanding equity options are anti-dilutive.  

   

In 1996, we adopted a stock option plan (the 1996 Plan) that provides for the issuance of incentive and non-qualified stock options to 
officers, directors, employees and consultants. In addition, in 2002 we adopted a second stock option plan for the issuance of incentive 
and non-qualified stock options to officers, directors, employees and consultants (the 2002 Plan). (The 1996 Plan and 2002 Plan are 
collectively referred to as the “Plans.”) On May 18, 2006, at the annual shareholders meeting, the shareholders approved an amendment 
to the 2002 Plan to increase the total number of shares of common stock authorized for issuance during the life of the plan from an 
aggregate 3,750,000 shares to 4,500,000 shares. The 1996 Plan terminated by its terms on June 18, 2006 and no additional options may 
be granted thereunder. There are no options outstanding under the 1996 plan. On May 31, 2007, at the annual shareholders meeting, the 
shareholders approved another amendment to the 2002 Plan to permit awards of restricted stock grants and the 2002 Plan was renamed to 
the “2002 Stock Option and Restricted Stock Plan.”  

Under the terms of our 2002 Plan, our Board of Directors may grant options or restricted stock to employees, officers, directors and 
consultants. The plan provides for granting of options or restricted stock at the fair market value of our stock at the grant date. 
Historically, options generally vested over a period of eighteen months, with the first 25% vesting at the date of grant and the balance 
vesting in equal amounts every six months thereafter. Effective during the quarter ended September 30, 2006, we changed the vesting 
schedule for our prospective stock option grants, to vest over a period of forty-two months, with the first 1/7th vesting six months from 
the grant date and the balance vesting in equal amounts every six months thereafter. We determine the term of each option at the time it is 
granted. Historically, options granted generally have a five- or ten-year term.  

   

A summary of our stock option activity is as follows:  
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6. Earnings per share: 

     Three Months Ended June 30,    Six Months Ended June 30, 
     2008     2007    2008     2007 

Earnings (loss) for the period     $ (2,733,055 )   $ 40,726    $ (6,586,414 )   $ 99,039 
Weighted average number of common stock outstanding:            

Basic       26,347,955       25,771,972      26,306,801       25,782,275 
Dilutive stock options       —         613,762      —         529,339 

       
  

             
  

      

Diluted       26,347,955       26,385,734      26,306,801       26,311,614 
Earnings (loss) per share:            

Basic     $ (0.10 )   $ 0.00    $ (0.25 )   $ 0.00 
Diluted     $ (0.10 )   $ 0.00    $ (0.25 )   $ 0.00 

7. Shareholders’ equity: 

  (a) Stock options: 

     Outstanding Options   

     
Number of  

Shares     

Average  
Exercise 

Price   

Balance at December 31, 2006     1,424,025     $ 4.05   
Options granted     339,500       19.19   
Options exercised     (613,692 )     (2.61 ) 
Options cancelled     (77,097 )     (14.60 ) 

     
  

      
  

Balance at December 31, 2007     1,072,736       8.91   
Options granted     658,250       3.43   
Options exercised     (87,500 )     2.48   
Options cancelled     (168,737 )     11.78   

     
  

      
  

Balance at June 30, 2008     1,474,749     $ 6.49   
     

  

      

  

Exercisable, June 30, 2008     744,343     $ 6.56   
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The following table summarizes information about stock options outstanding and exercisable under our stock incentive plans at June 30, 
2008:  

   

The total intrinsic value for options exercised during the three and six months ended June 30, 2008 was $116,798 and $126,705, 
respectively. The total intrinsic value for options exercised during the three and six months ended June 30, 2007 was $7,465,000 and 
$9,325,000, respectively.  

The aggregate intrinsic value of options outstanding at June 30, 2008 was $116,990 and for options exercisable was $103,790.  

During the six-month period ended June 30, 2008, no modifications were made to outstanding stock options, and there were no stock-
based compensation costs capitalized as part of the cost of any asset.  

   

During the six months ended June 30, 2008, the Board of Directors granted 66,850 shares of restricted stock to certain employees and 
directors under our revised 2002 Stock Option and Restricted Stock Plan, which was approved by our shareholders in May 2007. No 
monetary payment is required from the employees or directors upon receipt of the restricted stock awards. The shares of restricted stock 
vest over a period of forty-two months in equal amounts every six months. At June 30, 2008, the restricted stock had an aggregate 
intrinsic value of approximately $1,540.  

A summary of our restricted stock activity is as follows:  
   

   

We account for stock-based compensation in accordance with Financial Accounting Standards Board (“FASB”) Statement No. 123(R), 
Share-Based Payment (“FAS 123R”), using the fair-value based method. Stock-based compensation expense is recognized using the 
straight-line attribution method over the employees’ requisite service period.  

The following table summarizes the stock-based compensation expense by type of awards:  
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Number  

outstanding    

Weighted  
average  

remaining 
contractual 

 
life (years)    

Weighted 
 

Average  
exercise  

price    
Number  

exercisable    

Weighted  
average  

remaining 
contractual 

 
life (years)    

Weighted 
 

average  
exercise  

price 

$1.10 to $2.99     97,000    0.52    $ 2.15    97,000    0.52    $ 2.15 
$3.00 to $4.00     754,500    6.89      3.44    202,500    6.89      3.98 
$4.01 to $5.01     2,000    2.11      5.01    2,000    2.11      5.01 
$5.02 to $9.33     416,000    3.27      7.13    375,271    3.27      6.95 
$9.35 to $22.95     205,249    3.85      18.49    67,571    3.85      18.51 

                        

   1,474,749    5.02    $ 6.49    744,343    3.95    $ 6.56 
                        

  (b) Restricted stock awards: 

     

Restricted 
 

Shares     

Weighted- 
Grant Date 

 
Fair Value    

Weighted-  
Average  

Contractual 
 

Life 

Unvested restricted stock at December 31, 2007     129,500     $ 10.11    2.86 yrs 
Granted     66,850       3.24    
Vested     (15,829 )     10.10    —   
Stock Cancelled     (56,426 )     9.12    —   

     
  

         

Balance at June 30, 2008     124,095     $ 6.85    2.86 yrs 
     

  

         

  (c) Stock-based compensation expense: 

     
Six Months Ended  

June 30, 
     2008     2007 

Stock options     $ 363,597     $ 533,318 
Restricted stock       (33,703 )     —   

       
  

      

     $329,894       $533,318 
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Shares of restricted stock are valued at the grant date market price of the underlying securities, and the compensation expense is 
recognized on a straight-line basis over the forty-two month vesting period based on the estimated number of awards expected to vest.  

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model employing the 
following key assumptions. Expected stock price volatilities are based upon the historical volatility of our daily stock closing prices over 
a period equal to the expected life of each option grant. The risk-free interest rate was selected based on yields from Government Bond 
yields with a term equal to the expected term of the options being valued. Expected term of the option is based on historical employee 
stock option exercise behavior, the vesting terms of the respective option and a contractual life of five to ten years. Our stock price 
volatility and option lives involve management’s best estimates at that time, and both of these metrics impact the fair value of the option 
calculated under the Black-Scholes methodology and, ultimately, the expense that will be recognized over the requisite service period.  

We employ the following key weighted average assumptions in determining the fair value of stock options, using the Black-Scholes 
option pricing model:  

   

SFAS 123R also requires that we recognize compensation expense for only the portion of stock options or restricted stock that is expected 
to vest. Therefore, we apply estimated forfeiture rates that are derived from historical employee termination behavior. If the actual 
number of forfeitures differs from those estimated by management, additional adjustments to stock-based compensation expense may be 
required in future periods. During the quarter ended June 30, 2008, as a result of the departure of certain employees and directors, we 
increased our estimated forfeiture rate from 11% to a range of 13% -60% on outstanding stock options and restricted stock. We also 
cancelled 12,857 unvested shares of restricted stock of one of our directors. The cumulative impact of this forfeiture rate re-estimate and 
cancellation of restricted stock was a reduction of stock based compensation expense of approximately $456,000, which was recognized 
in the quarter ended June 30, 2008. At June 30, 2008, the unrecognized compensation expense related to stock options and unvested 
restricted stock was $2,655,000 and $984,000, respectively, which are to be recognized over weighted-average periods of 3.03 years and 
2.86 years, respectively.  

   

We account for income taxes in accordance with SFAS 109, “Accounting for Income Taxes,” which requires the recognition of deferred 
tax assets and liabilities for the expected future tax consequences of events that have been included in the financial statements which 
differ from our tax returns.  

The determination of our provision of income taxes and valuation allowances requires significant judgment, the use of estimates, and the 
interpretation and application of complex tax laws. To the extent management believes it is more likely than not that we will not be able 
to utilize some or all of our deferred tax assets prior to their expiration, we are required to establish valuation allowances against that 
portion of deferred tax assets. We analyze the valuation allowances on our deferred taxes on a quarterly basis.  

During the fourth quarter of fiscal 2007, we recognized a full valuation allowance against our net U.S. deferred tax assets in the amount 
of approximately $5.5 million after experiencing significant losses in our U.S. operations. We incurred additional losses in our U.S. 
operations during the first half of 2008 and increased our cumulative losses in our U.S. operations. As such, we reasonably expect to 
continue to record a full valuation allowance on our future U.S. deferred tax assets until we sustain an appropriate level of taxable income 
through U.S. operations and tax planning strategies. No valuation allowance was recorded for the deferred tax assets recorded in the 
Canadian subsidiary, as this subsidiary remains profitable.  

We adopted the provisions of FASB Interpretation No. 48 (“FIN 48”), Accounting for Uncertainty in Income Taxes , on January 1, 2007. 
The adoption of FIN 48 had no impact on our consolidated financial statements. At June 30, 2008 and December 31, 2007, we had no 
unrecognized tax benefits that, if recognized, would affect our effective income tax rate over the next 12 months.  
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Three months  
ended June 30,     

Six months  
ended June 30,   

     2008     2007     2008     2007   
Expected dividend yield       —         —         —         —     
Expected stock price volatility       71.4 %     55.0 %     71.1 %     55.0 % 
Risk-free interest rate       3.4 %     4.9 %     2.7 %     4.9 % 
Expected term (in years)       4.5       2.75       4.5       2.75   
Weighted-average grant date fair-value     $ 1.81     $ 4.88     $ 1.97     $ 4.88   

8. Income Taxes: 
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The current and deferred tax provision rates are calculated at the effective federal statutory rate, taking into consideration expected 
permanent differences, state income taxes, alternative minimum taxes and the recording of valuation allowances.  

A portion of our outstanding stock options qualify as incentive stock options (ISO) for income tax purposes. As such, a tax benefit is not 
recorded at the time the compensation cost related to the options is recorded for book purpose due to the fact that an ISO does not 
ordinarily result in a tax benefit unless there is a disqualifying disposition. Stock option grants of non-qualified options result in the 
creation of a deferred tax asset, which is a temporary difference, until the option is exercised. Due to the treatment of incentive stock 
options for tax purposes, our effective tax rate during any quarter is subject to variability.  

As of June 30, 2008, we are evaluating the deductibility of stock option expenses not included in previously filed tax returns. To the 
extent these unrecognized potential tax benefits may be ultimately recognized, they will impact the effective tax rate in a future period.  

   

Commitments  
   
   

During the six months ended June 30, 2008 we had commitments aggregating approximately $23,223,000 which represent commitments 
made by us to various suppliers of raw materials and finished goods, commitments to co-packers for production equipment and 
commitments under our Sponsorship Agreements with the Seattle Seahawks and the New Jersey Nets in exchange for exclusive beverage 
rights for certain soft drinks at Qwest Field and the proposed new arena in Brooklyn, New York, as well as signage, advertising and other 
promotional benefits to enhance our brand awareness. These obligations vary in terms.  

Legal proceedings  

On September 4, 2007, a putative class action complaint was filed against us, our CEO, and our CFO in the U.S. District Court for the 
Western District of Washington, alleging claims under Section 10(b) and 20(a) of the Securities Exchange Act of 1934, as amended, and 
Rule 10b-5 promulgated thereunder. The case is entitled Saltzman v. Jones Soda Company, et al., Case No. 07-CV-1366-RSL, and 
purports to be brought on behalf of a class of purchasers of our common stock during the period March 9, 2007, to August 2, 2007. Six 
substantially similar complaints subsequently were filed in the same court, some of which allege claims on behalf of a class of purchasers 
of our common stock during the period November 1, 2006, to August 2, 2007. Some of the subsequently filed complaints added as 
defendants certain directors and another officer of the Company. The complaints generally allege violations of federal securities laws 
based on, among other things, false and misleading statements and omissions about our financial results and business prospects. The 
complaints seek unspecified damages, interest, attorneys’ fees, costs, and expenses. On October 26, 2007, these seven lawsuits were 
consolidated as a single action entitled In re Jones Soda Company Securities Litigation, Case No. 07-cv-1366-RSL. On March 5, 2008, 
the Court appointed Robert Burrell lead plaintiff in the consolidated securities case. On May 5, 2008, the lead plaintiff filed a First 
Amended Consolidated Complaint, which purports to allege claims on behalf of a class of purchasers of our common stock during the 
period of January 10, 2007, to May 1, 2008, against the Company and Peter van Stolk, our former Chief Executive Officer, former 
Chairman of the Board, and current director. The First Amended Consolidated Complaint generally alleges violations of federal securities 
laws based on, among other things, false and misleading statements and omissions about our agreements with retailers, allocation of 
resources, and business prospects. Defendants filed a motion to dismiss the amended complaint on July 7. The motion is scheduled to be 
fully briefed and submitted for consideration in early October.  

In addition, on September 5, 2007, a shareholder derivative action was filed in the Superior Court for King County, Washington, 
allegedly on behalf of and for the benefit of the Company, against certain of our current officers and current and former directors. The 
case is entitled Cramer v. van Stolk, et al., Case No. 07-2-29187-3 SEA (“Cramer Action”). The Company also was named as a nominal 
defendant. Four other shareholders filed substantially similar derivative actions. Two of these actions were filed in the Superior Court for 
King County, Washington. One of these two Superior Court actions has been voluntarily dismissed and the other has been consolidated 
with the Cramer Action under the caption In re Jones Soda Co. Derivative Litigation, Lead Case No. 07-2-31254-4 SEA. On April 28, 
2008, plaintiffs in the consolidated action filed an amended complaint based on the same basic allegations of fact as in the federal 
securities class actions and alleging, among other things, that certain of our current and former officers and directors breached their 
fiduciary duties to the Company and were unjustly enriched in connection with the public disclosures that are the subject of the federal 
securities class actions. On May 2, 2008, the Court signed a stipulation and order staying the proceedings in the consolidated Cramer 
Action until all motions to dismiss in the consolidated federal securities class action have been adjudicated.  
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9. Commitments and contingencies 

Payments Due By Period  

( Dollars in Thousands )    Total    

Less than 
 

1 Year    
Years  

2-3    
Years  

4-5    

More Than 5 
 

Years 

Purchase Obligations     $ 23,223    $ 4,973    $ 11,959    $ 4,227    $ 2,064 
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The two remaining shareholder derivative actions were filed in the U.S. District Court for the Western District of Washington. On 
April 10, 2008, the Court presiding over the federal derivative cases consolidated them under the caption Sexton v. Van Stolk, et al., Case 
No. 07-1782RSL (“Sexton Action”), and appointed Bryan P. Sexton lead plaintiff. The Court also established a case schedule, which, 
among other things, sets the close of fact discovery as January 4, 2009, and sets a trial date of May 4, 2009. The actions comprising the 
consolidated Sexton Action are based on the same basic allegations of fact as in the securities class actions filed in the U.S. District Court 
for the Western District of Washington and the Cramer Action, filed in the Superior Court for King County. The actions comprising the 
Sexton Action allege, among other things, that certain of our current and former directors and officers breached their fiduciary duties to 
the Company and were unjustly enriched in connection with the public disclosures that are the subject of the federal securities class 
actions. The complaints seek unspecified damages, restitution, disgorgement of profits, equitable and injunctive relief, attorneys’ fees, 
costs, and expenses. On June 3, 2008, the parties filed a joint motion to stay the Sexton Action until all motions to dismiss in the federal 
securities class action have been adjudicated. On June 5, 2008, the Court granted the motion and stayed the Sexton action.  

The Cramer Action and Sexton Action are derivative in nature and do not seek monetary damages from the Company. However, the 
Company may be required, throughout the pendency of the action, to advance payment of legal fees and costs incurred by the defendants 
and the litigation may result in significant obligations for payment of defense costs and indemnification, which could be material.  

We are unable to predict the outcome of these cases. An adverse court determination in any of these actions against us could result in 
significant liability and could have a material adverse effect on our business, results of operations or financial condition, subject to the 
limits of our insurance policies.  

We are involved in various other claims and legal actions arising in the ordinary course of business, including proceedings involving 
product liability claims and other employee claims, and tort and other general liability claims, for which we carry insurance, as well as 
trademark, copyright, and related claims and legal actions. In the opinion of our management, the ultimate disposition of these matters 
will not have a material adverse effect on our consolidated financial position, results of operations or liquidity.  

   

You should read the following discussion and analysis in conjunction with our unaudited consolidated financial statements and related 
notes included elsewhere in this Report and the 2007 audited consolidated financial statements and notes thereto included in our Annual 
Report on Form 10-K, which was filed with the Securities and Exchange Commission on March 17, 2008.  

This Quarterly Report on Form 10-Q and the documents incorporated herein by reference contain forward-looking statements. These 
statements relate to future events or our future financial performance. In some cases, you can identify forward-looking statements by 
terminology such as “believe,” “expect,” “intend,” “anticipate,” “estimate,” “may,” “will,” “should,” “plan,” “predict,” “could,” 
“future,” “stock,” “target,” variations of such words, and similar expressions. These statements are only predictions. Actual events or results 
may differ materially. In evaluating these statements, you should specifically consider various factors, including the risks outlined at the 
beginning of this report under “Cautionary Notice Regarding Forward-Looking Statements” and in Item 1A of our most recent Annual Report 
on Form 10-K filed with the Securities and Exchange Commission. These factors may cause our actual results to differ materially from any 
forward-looking statements. Except as required by law, we undertake no obligation to publicly release any revisions to these forward-looking 
statements that may be made to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.  

Overview  

We develop, produce, market and distribute “New Age” or “Premium” beverages. We currently produce, market and distribute six 
beverage brands:  
   

   

   

   

   

ITEM 2. MANAGEMENT ’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS 

  •   Jones Pure Cane Soda ™, a “premium” soda;  
  •   Jones 24C ™, an enhanced water beverage;  
  •   Jones Organics ™, a ready-to-drink organic tea;  
  •   Jones Energy ™, a citrus energy drink;  

   

  •    WhoopAss Energy Drink ® , a citrus energy drink; and  

   
15  

  •    Jones Naturals ® , a non-carbonated juice & tea.  
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We currently sell and distribute our products throughout the United States and Canada through our network of independent distributors 
(our “Direct Store Delivery” channel, or DSD) and our national retail accounts (our “Direct To Retail” channel, or DTR), as well as through 
licensing and distribution arrangements.  

In 2007, we entered the carbonated soft drink market (CSD) with the introduction of 12-ounce cans of Jones Pure Cane Soda, which are 
manufactured and distributed by National Beverage Corp. in grocery and mass merchant channels in the U.S. pursuant to an exclusive 
agreement we entered into with National Beverage in September 2006. Through this arrangement, we identify and secure various national and 
regional retailers across the United States for our premium carbonated 12-ounce soft drinks and 16-ounce energy drink products, and we are 
responsible for all sales efforts, marketing, advertising and promotion. Using concentrate supplied by Jones, National Beverage both 
manufactures and sells on an exclusive basis the products directly to retailers. National Beverage is responsible for the manufacturing, delivery 
and invoicing of the sales of our products in this channel.  

With respect to our DSD channel, we have focused our sales and marketing resources on the expansion and penetration of our products 
through our independent distributor network in our core markets consisting of the Northwest, Southwest and Midwest U.S. and Western 
Canada, as well as targeted expansion into our less penetrated markets consisting of the Northeast and Southeast U.S. and Eastern Canada.  

We launched our DTR business strategy in 2003 as a complementary channel of distribution to our DSD channel, targeting large national 
retail accounts. Through these programs, we negotiate directly with large national retailers, primarily premier food service-based businesses, to 
carry our products, serviced through the retailer’s appointed distribution system. We currently have distribution arrangements with Barnes & 
Noble, Panera Bread Company, Target Corporation and Sam’s Club. Wal-Mart discontinued the sale of Jones Soda 12-ounce bottles during the 
quarter ended June 30, 3008.  

We are a Washington corporation formed in 2000 as a successor to Urban Juice and Soda Company Ltd., a Canadian company formed in 
1987. Our principal place of business is located at 234 Ninth Avenue North, Seattle, Washington 98109. Our telephone number is (206) 624-
3357.  

Critical Accounting Estimates and Policies  

The discussion and analysis of our financial condition and results of operations is based upon our consolidated financial statements, 
which have been prepared in accordance with accounting principles generally accepted in the United States. The preparation of these financial 
statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and 
related disclosure of contingent assets and liabilities. On an on-going basis, we evaluate our estimates including, but not limited to, those 
affecting revenues, the allowance for doubtful accounts, the salability of inventory and the useful lives of tangible and intangible assets, 
valuation allowances for receivables, trade promotions, stock-based compensation expense, valuation allowances for deferred income taxes and 
liabilities and contingencies. The brief discussion below is intended to highlight some of the judgments and uncertainties that can impact the 
application of these policies and the specific dollar amounts reported on our financial statements. We base our estimates on historical 
experience and on various other assumptions that we believe to be reasonable under the circumstances, the results of which form our basis for 
making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ 
from these estimates under different assumptions or conditions, or if management made different judgments or utilized different estimates. 
Many of our estimates or judgments are based on anticipated future events or performance, and as such are forward-looking in nature, and are 
subject to many risks and uncertainties, including those discussed below and elsewhere in this Report. We do not undertake any obligation to 
update or revise this discussion to reflect any future events or circumstances.  

We have identified below some of our accounting policies that we consider critical to our business operations and the understanding of 
our results of operations. This is not a complete list of all of our accounting policies, and there may be other accounting policies that are 
significant to us. For a detailed discussion on the application of these and our other accounting policies, see Note 2 to the Consolidated 
Financial Statements included in this Report and the summary of accounting policies and notes to the financial statements included in our 
annual report on Form 10-K for the year ended December 31, 2007.  

Revenue Recognition  

We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the sales price is fixed or determinable 
and collectability is reasonably assured.  

With respect to our DSD and DTR channels, our products are sold on various terms for cash or credit. Our credit terms, which are 
established in accordance with local and industry practices, typically require payment within 30 days of delivery. We recognize revenue upon 
receipt of our products by our distributors and retail customers in accordance with written sales terms, net of provisions for discounts and 
allowances. All sales to distributors and customers are final sales and we have a “no return” policy; however, in limited instances, due to credit 
issues or product quality issues, we may take back a product.  
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With respect to our CSD channel, we recognize revenue from the sale of concentrate to National Beverage Corp. on a gross basis and 
recognize revenue upon receipt of concentrate by National Beverage. The selling price and terms of sale of concentrate to National Beverage 
are determined in accordance with our manufacturing and distribution agreement with them. Our credit terms from the sale of concentrate 
typically require payment within 30 days of delivery. All sales of concentrate to National Beverage are final sales and we have a “no return” 
policy with them, however, in limited instances, due to product quality or other custom package commitments, we may take back product.  

Licensing revenue is recorded when we receive a sale confirmation from the third party.  

We pay for slotting fees or similar arrangements in accordance with Emerging Issues Task Force Issue (“EITF”) No. 01-9, Accounting 
for Consideration Given by a Vendor to a Customer (Including a Reseller of the Vendor’s Products). Generally, this incentive is recognized as 
a reduction in revenue at the later of the date on which the related revenue is recognized or a commitment is made. If we receive a benefit from 
any such incentives over a period of time and we meet certain criteria, such as retailer performance, recoverability and enforceability, such 
incentives are recorded as an asset and are amortized as a reduction of revenue over the term of the arrangement. Typically, we amortize 
slotting fees over a period not exceeding 12 months subject to recoverability consideration. We evaluate the recoverability of any deferred 
slotting fees on a quarterly basis.  

Cash consideration and promotion allowances (including slotting fees) that we pay to customers or distributors are accounted for as a 
reduction of revenue when expensed or amortized in our statements of operations. For the six-month period ended June 30, 2008, our revenue 
was reduced by approximately $3,263,000 (2007-$337,000), primarily on account of promotion allowances, slotting fees and cash 
considerations.  

We entered into a Sponsorship Agreement with Football Northwest LLC (d/b/a Seattle Seahawks) and First & Goal, Inc. on May 22, 
2007 and with Brooklyn Arena LLC and New Jersey Nets Basketball, LLC on November 8, 2007, both of which provide us with the exclusive 
beverage rights for certain soft drinks as well as signage, advertising and other promotional benefits to enhance our brand awareness. We have 
allocated amounts under the agreements to the identifiable benefits including signage, advertising and other promotional benefits based on their 
fair value and are recognizing such costs in promotion and selling expenses based on our existing policy for such expenses. The remaining 
amounts due under the agreement in excess of the fair value of the identifiable benefits, if any, are recorded as an expense.  

Allowance for Doubtful Accounts; Bad Debt Reserve  

We routinely estimate the collectability of our accounts receivable. We analyze accounts receivable, historical bad debts, customer 
concentrations, customer credit-worthiness, current economic trends and changes in our customer payment terms when evaluating the adequacy 
of the allowance for doubtful accounts. In general, we have historically and continue today to provide an allowance for doubtful accounts equal 
to 100% of any unpaid balance outstanding greater than 90 days since invoice, unless considered collectible. We believe that in general bad 
debt reserves for other companies in the beverage industry represent approximately 2% of total sales. Historically, our bad debt reserves have 
been less than 1% of total sales. Bad debt expense is classified within general and administrative expenses in our Consolidated Statements of 
Operations. Our estimates for allowance for doubtful accounts did not change materially since the fiscal year ended December 31, 2007.  

Additionally, if we receive notice of a disputed receivable balance, we accrue such additional amount as we determine is reflective of the 
risk of non-collection. In considering the amount of bad debt allowance we rely heavily on our history of no material write-offs and on the fact 
that our revenue is not dependent on one or a few customers, but is spread among a number of customers. However, another factor that could 
cause us to change our estimates would be a downturn in the economy that we determine has the potential to affect collections if we see a 
greater concentration of our receivables from fewer customers. In such events, we may be required to record additional charges to cover this 
exposure. Material differences may result in the amount and timing of our bad debt expenses for any period if we made different judgments or 
utilized different estimates.  

Inventory  

We hold raw materials and finished goods inventories, which are manufactured and procured based on our sales forecasts. We value 
inventory at the lower of cost and estimated net realizable value, and include adjustments for estimated obsolescence, on a first in-first out 
basis. These valuations are subject to customer acceptance, planned and actual product changes, demand for the particular products, and our 
estimates of future realizable values based on these forecasted demands. We regularly review inventory detail to determine whether a write-
down is necessary. We consider various factors in making this determination, including recent sales history and predicted trends, industry 
market conditions and general economic conditions. The amount and timing of write-downs for any period could change if we make different 
judgments or use different estimates. We also determine whether an allowance for obsolescence is required on products that are over 12 months 
from production date. During the six months ended June 30, 2008, we decreased inventory obsolescence provisions for discontinued raw 
material and finished goods. At June 30, 2008 we had an inventory obsolescence provision of approximately $388,000 ($565,000 at 
December 31, 2007). As of June 30, 2007, we had an inventory obsolescence provision of $291,000.  
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Deferred Income Taxes  

The determination of our provision for income taxes requires significant judgment, the use of estimates, and the interpretation and 
application of complex tax laws. To the extent management believes it is more likely than not that we will not be able to utilize some or all of 
our deferred taxes prior to their expiration, we are required to establish valuation allowances against that portion of deferred tax assets. The 
determination of required valuation allowances involves significant management judgment and is based upon our best estimate of anticipated 
taxable profits in various jurisdictions with which the deferred tax assets are associated. Changes in expectations could result in significant 
adjustments to the valuation allowances and material changes to our provision for income taxes.  

During the fourth quarter of fiscal 2007, we concluded that it was appropriate to record a charge of approximately $5,483,000 to establish 
a full valuation allowance against the tax benefits arising from losses in our U.S. operations. As of December 31, 2007, we had incurred 
cumulative losses in recent years with respect to our U.S. operations. We incurred additional losses in our U.S. operations during the first half 
of 2008 and increased our cumulative losses in our U.S. operations. In accordance with the relevant accounting guidance, we considered future 
projections of U.S. pretax income as a material factor in our analysis of the realizability of our net U.S. deferred tax assets. Nonetheless, it was 
difficult to overcome the cumulative losses and, thus, we continue to establish a full valuation allowance against our net U.S. deferred tax 
assets. This is due to the fact that the relevant accounting guidance puts more weight on the negative objective evidence of cumulative losses in 
recent years than the positive subjective evidence of future projections of pretax income. We analyze the realizability of our deferred tax assets 
on a quarterly basis, but reasonably expect to continue to record a full valuation allowance on future U.S. tax benefits until we sustain an 
appropriate level of taxable income through improved U.S. operations and tax planning strategies. No valuation allowance was recorded for 
deferred tax assets recorded in the Canadian subsidiary, as this subsidiary remains profitable.  

We adopted the provisions of Financial Accounting Standards Board Interpretation No. 48 (“FIN 48”) on January 1, 2007. The adoption 
of FIN 48 did not impact the consolidated financial condition, results of operations or cash flows. We believe that we have appropriate support 
for the income tax positions taken and to be taken on our tax returns and that our accruals for tax liabilities are adequate for all open years 
based on an assessment of many factors including past experience and interpretations of tax law applied to the facts of each matter. Therefore, 
no reserves for uncertain income tax positions have been recorded for the six months ended June 30, 2008 pursuant to FIN 48.  

Contingencies  

We are subject to the possibility of losses from various contingencies. See Part II: Item 1. – Legal Proceedings. Considerable judgment is 
necessary to estimate the probability and amount of loss from such contingencies. An accrual is made when it is probable that a liability has 
been incurred or an asset has been impaired and the amount of loss can be reasonably estimated. We accrue a liability and charge to operations 
for estimated costs of adjudication or settlement and unasserted claims existing as of the balance sheet date.  

As of June 30, 2008, no loss contingencies have been accrued for any class action or derivative lawsuits, as we are unable to predict the 
outcome of these cases. An adverse court determination in any of these actions against us could result in significant liability and could have a 
material adverse effect on our business, results of operations or financial condition, subject to the limits of our insurance policies.  

Stock-based Compensation  

We adopted Statement of Financial Accounting Standards No. 123R, “Share-Based Payment” (SFAS 123R), using the modified 
prospective transition method in 2006. Under this method, stock-based compensation expense is recognized using the fair-value based method 
for all awards granted on or after the date of adoption. We have adopted the Black-Scholes option pricing model to estimate fair value of each 
option grant. Determining the fair value of share-based awards at the grant date requires judgment. In addition, judgment is also required in 
estimating the amount of share-based awards that are expected to be forfeited. If actual results differ significantly from these estimates, our 
stock-based compensation expense and results of operations could be materially impacted. During the quarter ended June 30, 2008, as a result 
of the departure of certain employees and directors, we increased our estimated forfeiture rate from 11% to a range of 13%—60% on 
outstanding stock options and restricted stock. We also cancelled 12,857 unvested shares of restricted stock of one of our directors. The 
cumulative impact of this forfeiture rate re-estimate and cancellation of restricted stock was a reduction of stock based compensation expense 
of approximately $456,000, which was recognized in the quarter ended June 30, 2008.  

During the six months ended June 30, 2008, the Board of Directors granted restricted stock awards for 66,850 shares and stock option 
awards for 658,250 shares under our 2002 Stock Option and Restricted Stock Plan, which was approved by our shareholders in May 2007. 
Under the fair value recognition provision of SFAS 123R, share-based compensation cost for stock awards is measured at the grant date based 
on the fair value of the award and is recognized as expense over the requisite service period.  
   

18  



Table of Contents  

We amortize stock-based compensation for both stock option grants and restricted stock awards, in most instances, over a period of 42 
months, with the first 1/7th vesting six months from the grant date and the balance vesting in equal amounts every six months thereafter.  

Results of Operations for the Three and Six Months Ended June 30, 2008  

Revenue  
   

   

   

For the three months ended June 30, 2008, net revenues were approximately $11,699,000, a decrease of $1,313,000, or 10.1%, over the 
approximately $13,012,000 in net revenues for the three months ended June 30, 2007. The decrease in net revenues over the same period of the 
prior year was primarily attributable to an increase in promotion allowances and slotting fees, which offset increased sales through the DSD 
channel (as discussed below) and increased sales of concentrate to National Beverage (as discussed below). The decrease in net revenues over 
the same period of prior year was also impacted by decrease in sales in the DTR channel due to reduced sales to Wal-Mart stores during the 
quarter ended June 30, 2008, which offset gains from our launch as the exclusive supplier of canned soda to Alaska Airlines. Revenues in our 
DSD channel increased compared to the same three-month period of the prior year, primarily due to shipments of 24C as we continued to 
introduce the product across North America. Increased case sales in our DSD channel of all products in the Northeast, Southeast, Eastern 
Canada and Western Canada were partially offset by decreased case sales in the Midwest, Northwest and Southwest. Additionally, revenue in 
the second quarter of 2007 included sales of 16-ounce cans for which there were no comparable sales in 2008. Increased case sales in the 
Northeast and Southeast are due to new distributors selling our products. Increased case sales in Canada are due to new product placement 
arrangements with Loblaws, a Canadian grocery store chain. Although our overall business in the Northwest and Southwest is growing due to 
increased brand development, we believe case sales of 12-ounce bottles (which fall into our DSD channel) in the Northwest and Southwest 
were negatively affected by a lack of strong presence in the grocery chain distribution. We also believe the decline in sales of our 12-ounce 
bottles in the Midwest and West may be attributable to the introduction of 12-ounce cans in those regions.  

For the three-month period ended June 30, 2008, our gross revenue was reduced by $2,312,000 on account of promotion allowances and 
cash discounts of approximately $1,658,000 and slotting fees of approximately $654,000, compared to a reduction of promotion allowances 
and cash discounts of $250,000 in the comparable three-month period in 2007. We incurred increased promotion allowances and slotting fees 
in the CSD and DTR channels to activate placement and promotions related to new product introductions of Jones Cola, Jones Sugar Free Cola, 
Jones Lemon Lime, and 24C.  

For the six months ended June 30, 2008, net revenues were approximately $21,103,000, a decrease of $1,092,000, or 4.9%, over the 
approximately $22,200,000 in net revenues for the six months ended June 30, 2007. The decrease in net revenues over the same period of the 
prior year was primarily attributable to an increase in promotion allowances and slotting fees, which offset increased sales through the DSD 
and DTR channels (as discussed below). The decrease in net revenues over the same period of the prior year was also attributable to decreased 
sales of concentrate to National Beverage Corp (as discussed below).  
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     Three Months Ended June 30,     Six Months Ended June 30,   
(Dollars in Thousands)    2008     2007     Change     2008     2007     Change   
Gross Revenue (1)     $ 14,012     $ 13,262     5.6 %   $ 24,366     $ 22,537     8.1 % 
Less: Promotion allowances and slotting fees (2)       (2,312 )     (250 )   824.8 %     (3,263 )     (337 )   867.1 % 

       
  

      
  

    
  

      
  

      
  

    
  

Net Revenue     $ 11,699     $ 13,012     -10.1 %   $ 21,103     $ 22,200     -4.9 % 
       

  

      

  

    

  

      

  

      

  

    

  

(1) Gross revenue, which excludes the impact of slotting fees and promotional allowances, is a non-GAAP financial measure. The most 
directly comparable GAAP measure is net revenues. Under GAAP, slotting fees and promotional allowances are recorded as a reduction 
of revenue in calculating net revenues. Gross revenue is used by management to monitor operating performance, including in comparison 
to prior years, as it allows evaluation of sales performance before the effects of any slotting fees and promotional items, which can mask 
certain performance issues. We believe that the presentation of gross revenues provides useful information to investors because it allows 
a more comprehensive presentation of the Company’s operating performance. However, gross revenues should not be used alone as an 
indicator of operating performance in place of net revenues. Gross revenues may not be realized in the form of cash receipts as slotting 
fees and promotional payments and allowances may be deducted from payments received from customers. This table reconciles gross 
revenues to net revenues. 

(2) Although the expenditures described in this line item are determined in accordance with GAAP and meet GAAP requirements, the 
disclosure thereof does not conform with GAAP presentation requirements. Additionally, the presentation of promotional allowances and 
slotting fees may not be comparable to similar items presented by other companies. The presentation of promotional allowances and 
slotting fees facilitates an evaluation of the impact thereof on the determination of net revenues and illustrates the spending levels 
incurred to secure such sales. 
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For the six-month period ended June 30, 2008, our gross revenue was reduced by $3,263,000 on account of promotion allowances and 
cash discounts of approximately $2,609,000 and slotting fees of approximately $654,000, compared to a promotion allowance and cash 
discounts reduction of $337,000 in the comparable six-month period in 2007. We incurred increased promotion allowances and slotting fees in 
the CSD and DTR channels to activate placement and promotions related to new product introductions of Jones Cola, Jones Sugar Free Cola 
and Jones Lemon Lime.  

Revenues in our DSD network increased compared to the same six-month period of the prior year, primarily due to shipments of 24C as 
we continued to introduce the product across North America. Increased case sales of all products in the Northeast, Southeast, Eastern Canada 
and Western Canada were partially offset by decreased case sales in the Midwest, Northwest and Southwest. The Northeast and Southeast 
regions were positively impacted by shipments to current distributors and new distributors purchasing Jones products. Shipments in Canada 
increased compared to the same period of 2007 due to the addition of new retailers and the implementation of new retailer programs. We 
believe the decrease in case sales in the Midwest was due to general economic conditions, and that the Northwest and Southwest were impacted 
negatively by a changeover of distributors and changes in the distribution network.  

The increase in revenues in our DTR network compared to the same six-month period of the prior year was due primarily to increased 
case sales to Sam’s Club and Wal-Mart, which accounted for approximately 22% of our first six months of revenue. We were selected by 
Sam’s Club as a Volume Producing Items (VPI) partner for 2008, under which we expected to have opportunities for enhanced in-store 
placement and promotions. This selection positively impacted our sales to Sam’s Club in the first and second quarters, as we commenced 
shipments under this program. However, during the second quarter of 2008, Sam’s Club reduced the number of stores carrying Jones Soda 
under the VPI program. As a result, we expect sales to Sam’s Club under the VPI program to have a lesser than planned positive impact in 
future quarters of 2008. Our status as a VPI partner does not guarantee any minimum sales levels and could be terminated or further limited at 
any time, so there can be no assurance in this regard. During the quarter, Wal-Mart also discontinued carrying the Jones Soda 12-ounce bottles 
although they continue to carry the 12-ounce can.  

Our concentrate sales to National Beverage increased over the comparable 3-month period in 2007 due primarily to concentrate 
shipments relating to our new product introductions of Jones Cola, Jones Sugar Free Cola and Jones Lemon Lime. We also shipped our 
traditional flavors this quarter. In the future, we expect National Beverage to order concentrate for various flavors based on its production needs 
and inventory levels, as they already have sufficient inventory of most of our traditional and new flavors for current orders and will only re-
order based on demand. Concentrate sales to National Beverage decreased over the comparable six-month period in 2007 because we did not 
ship any significant amount of concentrate in the first quarter of 2008, as we believe National Beverage had sufficient concentrate inventory for 
current orders. This decrease in the first quarter of 2008 offset the increase in the second quarter of 2008.  

Case sales  

Historically, we have reported our sales volume of unit cases of finished products sold by us through our DTR and DSD channels. 
Starting in 2008, we are also reporting for informational purposes sales volume of unit cases of Jones-branded finished products sold by 
National Beverage (through the CSD channel) to various retailers. This does not change our revenue recognition policy. These are finished 
goods bearing our trademarks where we provide marketing support and from the sale of which we derive economic benefit. We believe that 
this measurement, together with finished product sales to our DTR and DSD channels, provides another indication of the strength of our brand 
and acceptance of our products in the marketplace.  

Consolidated case sales of finished products to retailers and distributors through our DSD and DTR channels for the six-months ended 
June 30, 2008, expressed as 288-ounce equivalent cases, were 1,722,000. This is an increase of 177,000 cases, or 11.5%, over total comparable 
case sales for the same period in 2007. During the first six-months of 2008, total case sales of Jones-branded finished products sold directly by 
National Beverage to retailers in the CSD channel were 569,000, an increase of 1.8%, compared to 559,000 for the same period in 2007.  

We also intend to continue to report consolidated case sales of concentrate to National Beverage. Concentrate case sales represents the 
amount of concentrate sold by us to National Beverage. We recognize revenue from these sales upon receipt of the concentrate by National 
Beverage in accordance with our revenue recognition policy. Case sales of concentrate to National Beverage and total cases of finished 
products sold by National Beverage to retailers (which are discussed above) are not necessarily equal during any given period. Factors such as 
seasonality, National Beverage inventory practices, timing of price increases, new product introductions, retailer demand and changes in 
product mix can impact unit case volume and concentrate sales and can create differences between sales of concentrate by us and sales of 
finished products to retailers by National Beverage.  

Consolidated case sales of concentrate to National Beverage for the six-months ended June 30, 2008, expressed as 288-ounce equivalent 
cases, were 1,072,000. This is a decrease of 828,000 cases, or 43.6%, over total case sales for the comparable six month period in 2007, 
resulting primarily from the fact that we did not ship any significant amount of concentrate to National Beverage in the first quarter of 2008, as 
discussed above.  
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288-ounce equivalent case sales by Jones Soda  
   

288-ounce equivalent case sales by National Beverage  
   

Gross Profit  
   

For the three-month period ended June 30, 2008, gross profit decreased by approximately $1,469,000, or 33.0%, over the approximately 
$4,449,000 in gross profit for the three-month period ended June 30, 2007. For the three-month period ended June 30, 2008, gross profit as a 
percentage of revenue decreased to 25.5% from 34.2% for the comparable period in 2007. The decrease in gross profit for the quarter was 
primarily attributable to increased promotional allowances (as discussed above) recorded in the quarter, overall increased freight costs (caused 
by the volatility in the commodity markets and the shutdown of our St. Louis co-packer, which in turn resulted in longer shipping distances to 
our customers in the Midwest and Southeast) and additional provisions of approximately $130,000 related to obsolete and discontinued raw 
materials, finished goods and raw material commitments. This offset the positive impact on gross margins from the shipments of concentrate to 
National Beverage during the quarter.  

For the six-month period ended June 30, 2008, gross profit decreased by approximately $3,062,000 or 38.4% over the $7,965,000 in 
gross profit for the six-month period ended June 30, 2007. For the six-month period ended June 30, 2008, gross profit as a percentage of 
revenue decreased to 23.2% from 35.9% for the comparable period in 2007. The decrease in gross profit is primarily attributable to increased 
promotional allowances recorded in the first half (as discussed above), overall increased freight costs (caused by the volatility in the 
commodity markets and the shutdown of our St. Louis co-packer, which in turn resulted in longer shipping distances to our customers in the 
Midwest and Southeast), additional provisions of approximately $705,000 related to obsolete and discontinued raw materials, finished goods 
and raw material commitments and decreased sales of concentrate.  

Licensing Revenue  
   

Licensing revenue during the second quarter of 2008 was primarily due to our exclusive licensing arrangements with Big Sky Brands for 
Jones Soda Flavor Booster Hard Candy. For the three-month period ended June 30, 2008, we received royalty payments of approximately 
$58,000, an increase of 20.8% compared to $48,000 earned in the same period of 2007. For the six-month period ended June 30, 2008 we 
received royalty payments of approximately $109,000, a decrease of 43.8% compared to $194,000 earned in the same period of 2007. This 
decrease is due to the fact that, for the first quarter of 2007, licensing revenue also included the remaining royalty payments on the sale of 12-
ounce cans pursuant to our exclusive licensing arrangement with Target Corporation, which ended December 31, 2006.  

Total Operating Expenses  
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     Three Months Ended June 30,     Six Months Ended June 30,   
     2008    2007    Change     2008    2007    Change   
Finished products case sales to DTR and DSD channels     940,000    947,000    -0.7 %   1,722,000    1,545,000    11.5 % 
Concentrate case sales to National Beverage     1,037,000    776,000    33.6 %   1,072,000    1,900,000    -43.6 % 

     Three Months Ended June 30,     Six Months Ended June 30,   
     2008    2007    Change     2008    2007    Change   
Jones branded finished products case sales by National Beverage     679,000    1,148,000    -40.9 %   1,174,000    1,316,000    -10.8 % 

     Three Months Ended June 30,     Six Months Ended June 30,   
(Dollars in Thousands)    2008     2007     Change     2008     2007     Change   
Gross profit     $ 2,981     $ 4,449     -33.0 %   $ 4,903     $ 7,965     -38.4 % 
Percentage of Revenue       25.5 %     34.2 %       23.2 %     35.9 %   

     Three Months Ended June 30,     Six Months Ended June 30,   
(Dollars in Thousands)    2008    2007    Change     2008    2007    Change   
Licensing revenue     $ 58    $ 48    21.3 %   $ 109    $ 194    -44.0 % 

     
Three Months Ended  

June 30,     Six Months Ended June 30,   
(Dollars in Thousands)    2008     2007     Change     2008     2007     Change   
Promotion and selling     $ 3,482     $ 3,474     0.2 %   $ 6,483     $ 5,833     11.2 % 
General and administrative       2,227       1,527     45.8 %     5,087       3,258     56.1 % 

       
  

      
  

        
  

      
  

  

Total operating expenses     $ 5,709     $ 5,001     14.2 %   $ 11,571     $ 9,091     27.3 % 
Percentage of revenue       48.8 %     38.4 %       54.8 %     40.9 %   
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Total operating expenses for the three-month period ended June 30, 2008 were approximately $5,709,000, an increase of $708,000, or 
14.2%, over operating expenses of approximately $5,001,000 for the three-month period ended June 30, 2007.  

For the three-month period ended June 30, 2008, total operating expenses as a percentage of revenue increased to 48.8% from 38.4% over 
the comparable period in 2007. The increase in total operating expenses was primarily attributable to an increase in costs related to employee 
compensation, marketing expenses, and legal and audit fees. This increase offset a reduction in stock compensation resulting from a forfeiture 
re-estimate as a result of the departure of employees and directors during the quarter.  

Total operating expenses for the six-month period ended June 30, 2008 were approximately $11,571,000, an increase of $2,480,000 or 
27.3% over operating expenses of $9,091,000 for the six-month period ended June 30, 2007. For the six-month period ended June 30, 2008, 
total operating expenses as a percentage of revenue increased to 54.8% from 40.9% over the comparable period in 2007. The increase in total 
operating expenses was primarily attributable to an increase in costs related to employee compensation, marketing expenses, and legal and 
audit fees. This increase offset a reduction in stock compensation expense resulting from a forfeiture re-estimate as a result of the departure of 
employees and directors during the second quarter of 2008.  

Changes in promotion and general and administrative expenses are explained in greater detail below.  

Promotion and selling expenses  
   

Promotion and selling expenses for the three months ended June 30, 2008 were approximately $3,482,000 representing an increase of 
$8,000 over promotion and selling expenses of approximately $3,474,000 for the three-month period ended June 30, 2007. Promotion and 
selling expenses as a percentage of revenue increased to 29.8% for the three-month period ended June 30, 2008 from 26.7% over the 
comparable period in 2007. The increase in total promotion expenses was primarily attributable to an increase in costs related to sales salaries 
and marketing program expenses. Sales salaries during the three-months ended June 30, 2008 reflected an increase in the employee count in the 
sales and marketing department. During the quarter, we hired 28 regional sales representatives to start the implementation of our model market 
initiative in three selected regions. We believe the model market initiative, which includes deep regional market support, allows us to develop 
and strengthen our distribution infrastructure for our current and future products. This increase in costs offset a reduction in stock compensation 
expense that resulted from a forfeiture rate re-estimate as a result of the departure of employees and directors during the quarter.  

Promotion and selling expenses for the six months ended June 30, 2008 were $6,483,000, an increase of $650,000 over promotion and 
selling expenses of $5,833,000 for the six-month period ended June 30, 2007. Promotion and selling expenses as a percentage of revenue 
increased to 30.7% for the six-month period ended June 30, 2008 from 26.30% over the comparable period in 2007. The increase in promotion 
and selling expenses for the six months ended June 30, 2008 was due to the increase in the number of employees in sales and marketing and 
increased marketing program expenses, including costs related to our sponsorship agreement with the Seattle Seahawks. This increase offset a 
reduction in stock compensation expense which resulted from a forfeiture rate re-estimate as a result of the departure of employees and 
directors during the second quarter of 2008.  

At June 30, 2008, we had 69 employees in sales and marketing compared to 45 such employees at June 30, 2007. Our sales salaries for 
the period increased due to an increase in the number of new sales director and vice-president level positions, as well as the introduction of new 
regional sales representatives for our model market initiative.  

General and Administrative Expenses  
   

General and administrative expenses for the three-month period ended June 30, 2008 were approximately $2,227,000, representing an 
increase of $700,000, or 45.8%, compared to approximately $1,527,000 for the three-month period ended June 30, 2007. General and 
administrative expenses as a percentage of revenue increased to 19.0% for the three months ended June 30, 2008 from 11.7% for the 
comparable period in 2007. The increase in general and administrative expenses was due to an increase in legal fees (primarily related to our 
ongoing securities litigation and to executive transition matters), audit fees and administrative salaries and benefits (due primarily to additional 
compensation paid to our Chief Executive Officer and our Chief Operating Officer and to increased headcount in the Operations and Finance 
departments). This increase offset a reduction in stock compensation expense, which resulted from a forfeiture rate re-estimate as a result of the 
departure of employees and directors during the quarter.  
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     Three Months Ended June 30,     Six Months Ended June 30,   
(Dollars in Thousands)    2008     2007     Change     2008     2007     Change   
Promotion and selling     $ 3,482     $ 3,474     0.2 %   $ 6,483     $ 5,833     11.2 % 
Percentage of revenue       29.8 %     26.7 %       30.7 %     26.3 %   

     Three Months Ended June 30,     Six Months Ended June 30,   
(Dollars in Thousands)    2008     2007     Change     2008     2007     Change   
General and administrative     $ 2,227     $ 1,527     45.8 %   $ 5,087     $ 3,258     56.1 % 
Percentage of revenue       19.0 %     11.7 %       24.1 %     14.7 %   
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General and administrative expenses for the six-month period ended June 30, 2008 were $5,087,000, an increase of $1,829,000, or 
56.1%, compared to $3,258,000 for the six-month period ended June 30, 2007. General and administrative expenses as a percentage of revenue 
increased to 24.1% for the six-months ended June 30, 2008 from 14.7% for the comparable period in 2007. The increase in general and 
administrative expenses was due to an increase in legal fees (primarily related to our ongoing securities litigation and to executive transition 
matters), audit fees, insurance expenses (primarily related to higher premiums) and administrative salaries and benefits (due primarily to 
additional compensation paid to our Chief Executive Officer and our Chief Operating Officer and to increased headcount in the Operations and 
Finance departments).  

Interest/Other income, net  

For the three-month period ended June 30, 2008, interest/other income was approximately $87,000 compared to interest/other income of 
approximately $416,000 in same period in 2007. The decrease in interest income/other income was due to decreased interest income due to 
lower levels of cash and short-term investments and lower levels of effective interest rates compared to the same period in 2007.  

For the six-months ended June 30, 2008, interest income was approximately $262,000, compared to interest income of approximately 
$857,000 in the same period in 2007. The decrease in interest income/other income was due to decreased interest income due to lower levels of 
cash and short-term investments and lower levels of effective interest rates compared to the same period in 2007.  

Income taxes  

Provision for income taxes for the three and six months ended June 30, 2008 were approximately $150,000 and $262,000 respectively. 
This compares to a recovery of taxes of approximately $128,000 and $173,000 for the same comparable periods in 2007.  

The tax provision for the three and six months ended June 30, 2008 relates to the tax provision on income from our Canadian operations, 
as this subsidiary’s income remains fully taxable. No recovery of taxes is recorded for the loss in our U.S. operations as we have recorded a full 
valuation allowance on our U.S. net deferred tax assets. We expect to continue to record a full valuation allowance on our U.S. net deferred tax 
assets until we sustain an appropriate level of taxable income through improved U.S. operations.  

Our effective tax rate is based on recurring factors, including the forecasted mix of income before taxes in various jurisdictions, estimated 
permanent differences and the recording of a full valuation allowance on our U.S. net deferred tax assets.  

Net Income (loss)  

Net loss for the three and six months ended June 30, 2008 was approximately $(2,733,000) and $(6,586,000) respectively. This compares 
to net income of approximately $41,000 and $99,000 respectively, for the three and six months ended June 30, 2007. The decrease in net 
income for the comparable periods was due to increased promotion allowances in the DTR, DSD and CSD channels, provisions for 
discontinued inventory, increased freight costs, increased salaries incurred in sales and administration, and increased marketing expenses, legal 
fees and audit fees. Each of these factors is discussed in greater detail above.  

Liquidity and Capital Resources  

Cash, cash-equivalents and short-term investments were approximately $19,753,000 as of June 30, 2008, compared to approximately 
$27,793,000 as of December 31, 2007. Net cash used in operating activities was approximately $7,719,000 for the six-month period ended 
June 30, 2008, primarily due to our loss from operations and an increase in working capital items, such as inventory, accounts receivable and 
prepaid expenses. The increase in inventory is due to seasonal buildup of inventory. The increase in prepaid expenses is due to prepayments of 
insurance, promotion expenses and prepayments under our Sponsorship Agreement with the Seattle Seahawks. Investing activities provided 
approximately $2,153,000 for the six-month period ended June 30, 2008, primarily due to the sale of short-term investments. Net cash used by 
financing activities was approximately $16,000 for the six-month period ended June 30, 2008, and consisted of repayment of capital lease 
obligations offset by proceeds from the exercise of stock options.  

On August 21, 2007, we entered into a Loan Agreement with Key Bank National Association, providing for a revolving line of credit in 
principal amount of up to $15 million. This new credit facility matures on August 21, 2009. The credit facility is not subject to any borrowing 
base computations or limitations, but does contain certain financial covenants that the Company must meet. We must maintain a minimum 
Current Ratio (Current Assets to Current Liabilities, each as defined in the Loan Agreement) of 2.00 to 1.00. Also, our ratio of Total Debt to 
Tangible Net Worth (each as defined in the Loan Agreement) cannot exceed 1.00 to 1.00. At our election, the interest rate on the credit facility 
will be based on either (a) Key Bank’s prime rate minus 1.50% per annum, or  
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(b) LIBOR plus 1.00% per annum. The credit facility is secured by a grant of a first priority security interest in all of our assets. Concurrently 
with the Loan Agreement, on August 21, 2007, we entered into a Security Agreement in favor of Key Bank. The Loan Agreement and Security 
Agreement contain customary representation and warranties, affirmative and negative covenants and events of default. Upon an event of 
default, outstanding amounts under the credit facility accrue interest at the prime rate plus 5.00%. As of the date of this Report, we were in 
compliance with the above financial covenants and we had not borrowed any amounts under the credit facility.  

As of June 30, 2008, we had working capital of approximately $25,484,000, compared to working capital of approximately $31,483,000 
as of December 31, 2007. Decrease in working capital was primarily due to cash used in operating activities of approximately $7,719,000.  

We expect cash flows from operations, cash, cash equivalents, short-term investments and our revolving line of credit to provide 
sufficient liquidity to meet our foreseeable cash requirements for operations, projected working capital requirements, planned capital 
expenditures, purchase obligations and slotting fees for at least the next twelve months.  

Accounts receivable increased from December 31, 2007 to June 30, 2008 from approximately $4,475,000 to approximately $7,107,000. 
This increase was due to a seasonal increase in shipments taking place during the second quarter. Accounts payable increased from 
December 31, 2007 to June 30, 2008 from approximately $6,993,000 to approximately $10,841,000. This increase was primarily due to 
increased accruals for purchases of inventory, freight, professional fees, trade promotion expenses and compensation expenses at June 30, 
2008.  

Various class action lawsuits and derivative suits have been filed against us and certain directors and officers as of June 30, 2008. We are 
unable to predict the outcome of these cases. An adverse court determination in any of these actions against us could result in significant 
liability and could have a material adverse effect on our business, results of operations or financial condition, subject to the limits of our 
insurance policies.  

Contractual Obligations and Off-Balance Sheet Arrangements  

Our purchase obligations as of June 30, 2008 were approximately $23.2 million, including approximately $1.0 million of capital 
expenditure commitments relating to the purchase of co-packing equipment in connection with the conversion to pure cane sugar. These 
purchase obligations include commitments under our sponsorship agreements with the Seattle Seahawks and the New Jersey Nets, which 
represent almost half of our total purchase obligations. Our purchase obligations also include commitments under our supply agreement 
relating to PHARMA GABA to purchase raw materials through the end of the term of the agreement in July 2010. These commitments 
represent approximately 45% of our total purchase obligations. Approximately $4,900,000 of our purchase obligations are due in 2008, 
approximately half of which relate to the purchase of PHARMA GABA. In addition to our purchase obligations, as of June 30, 2008, we had 
approximately $1,400,000 of capital and operating lease obligations. All commitments vary in terms and commit us to payments from 2008 to 
2014.  

We have no off-balance sheet arrangements.  

Seasonality  

As is typical in the beverage industry, our sales are seasonal. In a typical year, approximately 60% of our sales by volume occur from 
April to September and approximately 40% occur from October to March. As a result, our working capital requirements and cash flow vary 
substantially throughout the year. Consumer demand for our products is also affected by weather conditions. Cool, wet spring or summer 
weather could result in decreased sales of our beverages and could have an adverse effect on our results of operations. Management believes 
that the demand for our products will continue to reflect such seasonal consumption patterns. In addition, our operating results are highly 
dependent upon the performance of our independent distributors and retailers, as well as competition in the industry and general economic 
conditions.  

Due to these and other factors, our results of operations have fluctuated from period to period. As a result, management believes that 
period-to-period comparisons of results of operations are not necessarily meaningful and should not be relied upon as any indication of future 
performance. While we look to expand our distribution network and increase market penetration, such seasonality may not be easily discernible 
from results of operations. Due to all of the foregoing factors, our operating results in a particular quarter may fail to meet market expectations.  

   

In the normal course of our business, our financial position is routinely subject to a variety of risks. The principal market risks (i.e., the 
risk of loss arising from adverse changes in market rates and prices) to which we are exposed are fluctuations in energy and commodity prices 
affecting the cost of raw materials (including, but not limited to, increases in the price of aluminum for cans, resin for PET plastic bottles, as 
well as cane sugar), and the limited availability of certain raw materials and co-packer capacity. We are also  
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subject to market risks with respect to the cost of commodities because our ability to recover increased costs through higher pricing is limited 
by the competitive environment in which we operate. In addition, we are subject to interest rate risk on our investment portfolio and foreign 
exchange risk due to our sales and co-packing operations in Canada. We are also subject to other risks associated with the business 
environment in which we operate, including the collectability of accounts receivable and obsolescence of inventory due to changes in market 
conditions or new product initiatives. We believe that our exposure to these risks as of June 30, 2008 is not material.  

We do not use derivative financial instruments to protect ourselves from fluctuations in interest rates or foreign currency fluctuations, and 
do not hedge against fluctuations in commodity prices. We do not use hedging agreements or alternative instruments to manage the risks 
associated with securing sufficient ingredients or raw materials, including, but not limited to, cans, PET plastic bottles, glass, labels, pure cane 
sugar or packaging arrangements, or protecting against shortages of raw materials.  

With respect to foreign currency risk, the functional currency for substantially all of our operations is the U.S. dollar. However, we held 
aggregate cash and operating assets in Canadian dollars valued at approximately U.S. $1,078,000 as of June 30, 2008.  

At June 30, 2008, the majority of our debt consisted of fixed rate debt under our capital leases. During the six-months ended June 30, 
2008, we did not make any draws on our line of credit.  

   

Disclosure Control and Procedures  

Under the supervision and with the participation of the Company’s management, including our Chief Executive Officer and our Chief 
Financial Officer, the Company has evaluated the effectiveness of its disclosure controls and procedures (as defined in Rule 13a-15(e) under 
the Securities Exchange Act of 1934) as of June 30, 2008, the end of the period covered by this report. Based upon that evaluation, our Chief 
Executive Officer and our Chief Financial Officer have concluded that these disclosure controls and procedures were not effective as of 
June 30, 2008. The basis for this determination was that, as discussed below, we have identified a material weakness in our internal control 
over financial reporting, which we view as an integral part of our disclosure controls and procedures. This material weakness is briefly 
described below and is described in detail in our Management’s Report on Internal Control Over Financial Reporting that is included in our 
Form 10-K for the year ended December 31, 2007, which was filed with the Securities and Exchange Commission on March 17, 2008. As of 
June 30, 2008, we had not fully remediated this weakness.  

The Remediation Plan and Changes in Internal Control over Financial Reporting  

As discussed above, we identified the following material weakness in our internal control over financial reporting as of December 31, 
2007: The Company has limited accounting personnel with sufficient expertise, accounting knowledge and training in generally accepted 
accounting principles and financial reporting requirements. Specifically, we lack sufficient personnel to anticipate, identify, resolve and review 
complex accounting issues and to complete a timely review of the financial statements. Although we have not fully remediated this material 
weakness as of June 30, 2008, we have made, and will continue to make, improvements to our policies, procedures, systems and staff who have 
significant roles in internal control to address the internal control deficiencies identified by us and our independent registered public accounting 
firm. We have initiated the following remediation steps to address the material weakness described above:  
   

   

   

   

   

Except for the items noted above, there have been no other changes in our internal control over financial reporting during the quarter 
ended June 30, 2008 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.  
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  •   In the first quarter of 2008, we hired a Manager of Legal Affairs to support all contract analysis and SEC compliance filings.  

  
•   We also hired in the first quarter of 2008 an experienced Manager of SEC and GAAP reporting to support and prepare all SEC 

filings in 2008.  

  
•   We will continue to add additional accounting and finance staff with the commensurate knowledge, experience, and training 

necessary to complement the current staff in the financial reporting functions, in addition to the staff hired in 2007.  
  •   We will continue to focus on improving the skill sets of our accounting and finance staff through education and training.  

  

•   We have previously engaged qualified professional consultants where we did not have sufficient internal resources, with 
management reviewing both the inputs and outputs of the services provided. We will continue to seek employees for our accounting 
and finance staff with appropriate expertise and, as necessary, will continue to engage qualified professional consultants to 
supplement our accounting and finance staff.  
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PART II. OTHER INFORMATION  
   

On September 4, 2007, a putative class action complaint was filed against us, our CEO, and our CFO in the U.S. District Court for the 
Western District of Washington, alleging claims under Section 10(b) and 20(a) of the Securities Exchange Act of 1934, as amended, and Rule 
10b-5 promulgated thereunder. The case is entitled Saltzman v. Jones Soda Company, et al., Case No. 07-CV-1366-RSL, and purports to be 
brought on behalf of a class of purchasers of our common stock during the period March 9, 2007, to August 2, 2007. Six substantially similar 
complaints subsequently were filed in the same court, some of which allege claims on behalf of a class of purchasers of our common stock 
during the period November 1, 2006, to August 2, 2007. Some of the subsequently filed complaints added as defendants certain directors and 
another officer of the Company. The complaints generally allege violations of federal securities laws based on, among other things, false and 
misleading statements and omissions about our financial results and business prospects. The complaints seek unspecified damages, interest, 
attorneys’ fees, costs, and expenses. On October 26, 2007, these seven lawsuits were consolidated as a single action entitled In re Jones Soda 
Company Securities Litigation, Case No. 07-cv-1366-RSL. On March 5, 2008, the Court appointed Robert Burrell lead plaintiff in the 
consolidated securities case. On May 5, 2008, the lead plaintiff filed a First Amended Consolidated Complaint, which purports to allege claims 
on behalf of a class of purchasers of our common stock during the period of January 10, 2007, to May 1, 2008, against the Company and Peter 
van Stolk, our former Chief Executive Officer, former Chairman of the Board, and current director. The First Amended Consolidated 
Complaint generally alleges violations of federal securities laws based on, among other things, false and misleading statements and omissions 
about our agreements with retailers, allocation of resources, and business prospects. Defendants filed a motion to dismiss the amended 
complaint on July 7. The motion is scheduled to be fully briefed and submitted for consideration in early October.  

In addition, on September 5, 2007, a shareholder derivative action was filed in the Superior Court for King County, Washington, 
allegedly on behalf of and for the benefit of the Company, against certain of our current officers and current and former directors. The case is 
entitled Cramer v. van Stolk, et al., Case No. 07-2-29187-3 SEA (“Cramer Action”). The Company also was named as a nominal defendant. 
Four other shareholders filed substantially similar derivative actions. Two of these actions were filed in the Superior Court for King County, 
Washington. One of these two Superior Court actions has been voluntarily dismissed and the other has been consolidated with the Cramer 
Action under the caption In re Jones Soda Co. Derivative Litigation, Lead Case No. 07-2-31254-4 SEA. On April 28, 2008, plaintiffs in the 
consolidated action filed an amended complaint based on the same basic allegations of fact as in the federal securities class actions and 
alleging, among other things, that certain of our current and former officers and directors breached their fiduciary duties to the Company and 
were unjustly enriched in connection with the public disclosures that are the subject of the federal securities class actions. On May 2, 2008, the 
Court signed a stipulation and order staying the proceedings in the consolidated Cramer Action until all motions to dismiss in the consolidated 
federal securities class action have been adjudicated.  

The two remaining shareholder derivative actions were filed in the U.S. District Court for the Western District of Washington. On 
April 10, 2008, the Court presiding over the federal derivative cases consolidated them under the caption Sexton v. Van Stolk, et al., Case 
No. 07-1782RSL (“Sexton Action”), and appointed Bryan P. Sexton lead plaintiff. The Court also established a case schedule, which, among 
other things, sets the close of fact discovery as January 4, 2009, and sets a trial date of May 4, 2009. The actions comprising the consolidated 
Sexton Action are based on the same basic allegations of fact as in the securities class actions filed in the U.S. District Court for the Western 
District of Washington and the Cramer Action, filed in the Superior Court for King County. The actions comprising the Sexton Action allege, 
among other things, that certain of our current and former directors and officers breached their fiduciary duties to the Company and were 
unjustly enriched in connection with the public disclosures that are the subject of the federal securities class actions. The complaints seek 
unspecified damages, restitution, disgorgement of profits, equitable and injunctive relief, attorneys’ fees, costs, and expenses. On June 3, 2008, 
the parties filed a joint motion to stay the Sexton Action until all motions to dismiss in the federal securities class action have been adjudicated. 
On June 5, 2008, the Court granted the motion and stayed the Sexton action.  

The Cramer Action and Sexton Action are derivative in nature and do not seek monetary damages from the Company. However, the 
Company may be required, throughout the pendency of the action, to advance payment of legal fees and costs incurred by the defendants and 
the litigation may result in significant obligations for payment of defense costs and indemnification, which could be material.  

We are unable to predict the outcome of these cases. An adverse court determination in any of these actions against us could result in 
significant liability and could have a material adverse effect on our business, results of operations or financial condition, subject to the limits of 
our insurance policies.  

   

There have been no material changes that we are aware of from the risk factors set forth in Part I, Item 1A in our Annual Report on Form 
10-K for the year ended December 31, 2007 filed with the Securities and Exchange Commission on March 17, 2008.  
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We held our 2008 annual meeting of shareholders on June 5, 2008. At the meeting, the shareholders voted on the election of directors.  

The shareholders elected the following seven directors, receiving the number of votes set forth opposite their respective names:  
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SHAREHOLDERS 

Director    Votes For    Votes Withheld 

Richard S. Eiswirth, Jr     19,753,281    1,134,121 
Michael M. Fleming     19,756,578    1,130,824 
Stephen C. Jones     19,208,847    1,678,555 
Matthew K. Kellogg     19,738,652    1,148,750 
Jonathan J. Ricci     19,842,311    1,045,091 
Susan A. Schreter     19,855,891    1,031,511 
Peter M. van Stolk     19,687,813    1,199,589 

ITEM 6. EXHIBITS 

ITEM 6.    EXHIBITS  

10.1* 
   

Employment Offer Letter between Stephen C. Jones and Jones Soda Co., dated June 3, 2008. (Previously filed with, and 
incorporated herein by reference to, Exhibit 10.1 to our current report on Form 8-K, filed on June 9, 2008; File No. 000-28820) 

10.2*    Form of Restricted Stock Purchase Agreement under 2002 Stock Option and Restricted Stock Plan (Filed herewith.) 

31.1      Section 302 Certification of CEO - Stephen C. Jones, Chief Executive Officer (Filed herewith.) 

31.2      Section 302 Certification of CFO - Hassan N. Natha, Chief Financial Officer (Filed herewith.) 

32.1   
   

Section 906 Certification of CEO - Stephen C. Jones, Chief Executive Officer of Jones Soda Co., pursuant to 18 U.S.C. 1350, 
as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (Filed herewith.) 

32.2   
   

Section 906 Certification of CFO - Hassan N. Natha, Chief Financial Officer of Jones Soda Co., pursuant to 18 U.S.C. 1350, as 
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (Filed herewith.) 

* Management contract or compensatory plan or arrangement. 
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SIGNATURE  

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 hereunto duly authorized.  

August 8, 2008  
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JONES SODA CO. 

By:   /s/ Stephen C. Jones 
  Stephen C. Jones 
  Chief Executive Officer 
  (principal executive officer) 

By:   /s/ Hassan N. Natha 
  Hassan N. Natha 
  Chief Financial Officer 
  (principal financial and accounting officer) 



Exh. 10.2 

JONES SODA CO.  

— RESTRICTED STOCK PURCHASE AGREEMENT —  

No.                      

This Restricted Stock Purchase Agreement (“Agreement”) is made and entered into as of the date of award set forth below (“Date of 
Award”) by and between Jones Soda Co., a Washington corporation (“Company”), and the participant named below (“Participant”). 
Capitalized terms not defined herein shall have the respective meanings ascribed to them in the Company’s 2002 Stock Option and Restricted 
Stock Plan (“Plan”). A copy of the Plan has been provided to Participant.  

Participant’s Name:  

Participant’s Address:  

Total Number of Shares:  

Purchase Price per Share:  

Date of Award:  

Vesting Commencement Date:  

1. Purchase and Sale of the Shares . Subject to the terms and conditions of this Agreement, the Company agrees to sell to Participant and 
Participant agrees to purchase from the Company at the Closing (as defined below) the total number of shares of Common Stock of the 
Company set forth above (“Shares”) at the purchase price per share set forth above (“Purchase Price”). All references to the number of Shares 
and the Purchase Price of the Shares in this Agreement shall be adjusted to reflect any stock split, stock dividend or other similar change in the 
Shares which may be made after the date of this Agreement.  

2. Closing .  

(a) The purchase and sale of the Shares shall occur at a closing (the “Closing”) to be held on the date first set forth above, or at any 
other time mutually agreed upon by the Company and Participant. The Closing will take place at the principal office of the Company or at 
such other place as shall be designated by the Company. At the Closing, Participant shall deliver the aggregate Purchase Price set forth 
above to the Company by cash or personal or cashiers’ check payable to the Company, and the Company will issue, as promptly 
thereafter as practicable, a stock certificate, registered in the name of the Participant, reflecting  
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the Shares. Notwithstanding the foregoing, Participant may not purchase any Shares under this Award unless such sale and issuance 
complies with all relevant provisions of applicable laws and regulations and the requirements of any stock exchange upon which the 
Company common stock is then listed.  

(b) In addition, at Closing Participant shall execute and deliver to the Company (i) two copies of the Assignment Separate From 
Certificate (with the date and the number of Shares left blank) substantially in the form attached to this Agreement as Exhibit A and 
(ii) one copy of the Joint Escrow Instructions substantially in the form attached to this Agreement as Exhibit B .  

3. Repurchase Option .  

(a) In the event the Participant ceases to be an employee, consultant or director of the Company (each, a “Service Provider”) for any 
or no reason, including without limitation, by reason of Participant’s death, Disability, resignation or involuntary termination, with or 
without Cause, the Company shall upon the date of such termination (as reasonably fixed and determined by the Company) have the 
right, but not the obligation (the “Repurchase Option”), for a period of 90 days from such date (or such longer period as may be agreed to 
by Participant and the Company), to repurchase any Shares which have not yet vested as of the termination date. In addition, in the event 
Participant is terminated for Cause, the Company shall have a Repurchase Option for a period of 90 days from the date of termination (or 
such longer period as may be agreed to by Participant and the Company), to repurchase all Shares, both vested and unvested. The Shares 
to which the Repurchase Option relates pursuant to this Section 3(a) shall be referred to as the “Subject Shares”.  

(b) The Company may exercise its Repurchase Option and repurchase all or any of the Subject Shares at a price per share equal to 
the Purchase Price (the “Repurchase Price”). The Repurchase Option shall be exercised by the Company by delivering written notice to 
the Participant or, in the event of the Participant’s death or disability, Participant’s executor, which shall identify the number of Subject 
Shares to be repurchased and shall notify Participant of the time, place and date for settlement of such purchase, which shall be scheduled 
by the Company within the term of the Repurchase Option. The Company shall be entitled to pay for any Subject Shares repurchased 
pursuant to its Repurchase Option at the Company’s option by check or by offset against any indebtedness owing to the Company by 
Participant, or by a combination of both. Upon delivery of such notice and the payment of the aggregate Repurchase Price, the Subject 
Shares being repurchased shall be cancelled and shall return to the Company’s authorized but unissued capital stock, and all rights and 
interests therein or relating thereto shall be terminated.  

(b) The Company in its sole discretion may designate and assign one or more employees, officers, directors, stockholders, affiliates, 
successors or assigns of the Company or other persons or organizations to exercise all or a part of the Company’s Repurchase Option to 
purchase all or a part of the Subject Shares.  
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4. Vesting; Release of Shares From Repurchase Option . So long as Participant’s continuous status as a Service Provider has not yet 
terminated in each such instance, the Shares will vest and be released from the Repurchase Option [INSERT VESTING SCHEDULE].  

5. Acceleration of Vesting upon Corporate Transaction . In the event of a Corporate Transaction (as defined in the Plan), unless otherwise 
determined by the Board or Committee at the time of grant or by amendment (with the Participant’s consent) all outstanding Shares shall 
become fully vested and released from the Repurchase Option.  

6. Investment Representations . In connection with the purchase of the Common Stock, Participant represents to the Company the 
following:  

(a) Participant is aware of the Company’s business affairs and financial condition and has acquired sufficient information about the 
Company to reach an informed and knowledgeable decision to acquire the Shares. Participant is acquiring the Shares for investment for 
his / her own account only and not with a view to, or for resale in connection with, any “distribution” thereof within the meaning of the 
Securities Act.  

(b) Participant can properly evaluate the merits and risks of an investment in the Shares and can protect his / her own interests in 
this regard, whether by reason of his / her own business and financial expertise, the business and financial expertise of his / her 
professional advisors, or his / her preexisting business or personal relationship with the Company or any of its officers, directors or 
controlling persons. Participant realizes that the purchase of the Shares involves a high degree of risk, and that the Company’s future 
prospects are uncertain. Participant is able to hold the Shares indefinitely if required, and is able to bear the loss of his / her entire 
investment in the Shares.  

(c) Participant acknowledges that unless and until the Company files a registration statement under the Securities Act with respect 
to the Shares, the Shares are “restricted securities” and the Shares may not be resold unless such proposed resale is registered or pursuant 
to an available exemption under the Securities Act. The Company is under no obligation to register the Shares or any subsequent 
proposed resale of the shares. The certificate evidencing the Shares will be imprinted with a legend which prohibits the transfer of the 
Shares unless such transfer is registered or such registration is not required in the opinion of counsel for the Company.  
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7. Restrictions on Transfer .  

(a) Restrictive Legends. Participant understands and agrees that the Company shall cause the legends set forth below, or 
substantially equivalent legends, to be placed upon any certificate(s) evidencing ownership of the Shares, together with any other legends 
that may be required by the Company or by applicable state or federal securities laws:  

“THE SHARES REPRESENTED BY THIS CERTIFICATE ARE SUBJECT TO A REPURCHASE OPTION HELD BY THE ISSUER 
OR ITS ASSIGNEE(S) AS SET FORTH IN THE RESTRICTED STOCK PURCHASE AGREEMENT BETWEEN THE ISSUER AND 
THE ORIGINAL HOLDER OF THESE SHARES, A COPY OF WHICH MAY BE OBTAINED AT THE PRINCIPAL OFFICE OF 
THE ISSUER. ANY TRANSFER OR ATTEMPTED TRANSFER OF ANY SHARES SUBJECT TO SUCH OPTION IS VOID 
WITHOUT THE PRIOR EXPRESS WRITTEN CONSENT OF THE COMPANY.”  

(b) Stop-Transfer Notices . Participant agrees that to ensure compliance with the restrictions referred to herein, the Company may 
issue appropriate “stop transfer” instructions to its transfer agent.  

(c) Refusal to Transfer . The Company shall not be required (i) to transfer on its books any Shares that have been sold or otherwise 
transferred in violation of any of the provisions of this Agreement or (ii) to treat as owner of such Shares or to accord the right to vote or 
pay dividends to Participant or other transferee to whom such Shares shall have been so transferred.  

(d) Unvested Shares . Notwithstanding anything to the contrary in this Agreement, neither any Unvested Shares nor any beneficial 
interest in such Unvested Shares shall be sold, gifted, transferred, encumbered or otherwise disposed of in any way (whether by operation 
of law or otherwise) by the Participant.  

8. Escrow . As security for the faithful performance of this Agreement, Participant agrees to deliver, immediately upon receipt of the 
certificate(s) evidencing the Shares, and authorizes and directs the Company to cause the stock certificates evidencing the Shares to be 
delivered, to the Secretary of the Company or its designee (the “Escrow Agent”). These documents shall be held by the Escrow Agent pursuant 
to the Joint Escrow Instructions of the Company and Participant set forth in Exhibit B to this Agreement, which instructions are incorporated 
into this Agreement by this reference, and which instructions shall also be delivered to the Escrow Agent after the Closing Date.  

9. Rights as Shareholder . Subject to the provisions of this Agreement, Participant shall exercise all rights and privileges of a shareholder 
of the Company with respect to the Shares from and after the date that Participant delivers a fully executed copy of this Agreement (including 
all exhibits and attachments hereto) and full payment for the Shares to the Company, including the right to vote the Shares, even if some or all 
of the Shares have not yet vested and been released from the Company’s Repurchase Option. From the date of the Company’s exercise of its 
Repurchase Option, Participant shall have no further rights as a holder of the Subject Shares repurchased by the Company, other than the right 
to receive payment for the Subject Shares so repurchased in accordance with the provisions of this Agreement.  

10. Tax Consequences . Participant has reviewed with his / her own tax advisors the federal, state, local and foreign tax consequences of 
this investment and the transactions contemplated by this Agreement. Participant is relying solely on such advisors and not on any statements 
or representations of the Company or any of its agents. Participant understands that  
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Participant (and not the Company) shall be responsible for any tax liability that may arise as a result of the transactions contemplated by this 
Agreement. Participant understands that Code Section 83 taxes as ordinary income the difference between the Purchase Price for the Shares 
and the fair market value of the Shares as of the date any restrictions on the Shares lapse. In this context, “restriction” includes the right of the 
Company to repurchase the Shares pursuant to the Repurchase Option. Participant understands that Participant may elect to be taxed at the time 
the Shares are purchased, rather than when and as the Shares vest, by filing with the IRS an election under Code Section 83(b) within 30 days 
from the date of purchase. THE FORM FOR MAKING THIS SECTION 83(b) ELECTION IS ATTACHED TO THIS AGREEMENT AS 
EXHIBIT C AND PARTICIPANT (AND NOT THE COMPANY OR ANY OF ITS AGENTS) SHALL BE SOLELY RESPONSIBLE FOR 
APPROPRIATELY FILING SUCH FORM, EVEN IF PARTICIPANT REQUESTS THE COMPANY OR ITS AGENTS TO MAKE THIS 
FILING ON PARTICIPANT’S BEHALF.  

11. Payment of Withholdings Taxes . Purchaser acknowledges that he / she is responsible for paying or providing for any applicable 
federal or state tax withholdings as a result of this Award. Purchaser may satisfy all or part of Purchaser’s tax withholding obligations by 
(a) paying cash to the Company, (b) having the Company withhold an amount from any cash amounts otherwise due or to become due from the 
Company to Purchaser, (c) authorizing the Company to withhold Shares that would otherwise become vested pursuant to this Award (up to the 
employer’s minimum tax withholding rate) or (d) delivering to the Company already owned and unencumbered shares of Common Stock (up 
to the employer’s minimum required tax withholding rate). Notwithstanding the previous sentence, Purchaser acknowledges and agrees that the 
Company or any affiliate has the right to deduct from payments of any kind otherwise due to Purchaser any federal, state, local or foreign taxes 
of any kind required by law to be withheld with respect to this Award. Unless the tax withholding obligations that arise in connection with this 
Award are satisfied, the Company shall have no obligation to issue a certificate for such Shares or release such Shares from any escrow 
provided for herein.  

12. Employment at Will; No Employment or Service Contract . Participant acknowledges and agrees that the vesting of Shares pursuant 
to this Agreement is earned only by continuing service as an employee, director or consultant of the Company. Neither this Award nor anything 
in this Agreement (including the vesting schedule) constitutes an express or implied promise of continued engagement as an employee, director 
or consultant, and shall not interfere with Participant’s right or the Company’s right to terminate Participant’s relationship with the Company at 
any time, with or without Cause.  

13. Interpretation . Any dispute regarding the interpretation of this Agreement shall be submitted by Participant or the Company to the 
Committee for review. The resolution of such a dispute by the Committee shall be final and binding on the Company and Participant.  

14. Notices . Any notice required to be given or delivered to the Company under the terms of this Agreement shall be in writing and 
addressed to the Corporate Secretary of the Company at its principal corporate offices. Any notice required to be given or delivered to 
Participant shall be in writing and addressed to Participant at the address indicated above or to  
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such other address as such party may designate in writing from time to time to the Company. All notices shall be deemed to have been given or 
delivered upon the earlier of: (a) when received; (b) when delivered personally; (c) four days after deposit in the U.S. mail, first class with 
postage prepaid and properly addressed; (d) one business day after deposit with any return receipt express courier (prepaid); or (e) one business 
day after transmission by facsimile (transmission confirmed).  

15. Successors and Assigns . The Company may assign any of its rights under this Agreement. This Agreement shall be binding upon and 
inure to the benefit of the successors and assigns of the Company. The rights granted to the Participant under this Agreement are not assignable 
by the Participant under any circumstances. Subject to the restrictions on transfer set forth herein, this Agreement shall be binding upon 
Participant and Participant’s heirs, executors, administrators, legal representatives and successors.  

16. Entire Agreement . The Plan is incorporated herein by reference. This Agreement and the Plan constitute the entire agreement of the 
parties with respect to the purchase of the Shares by the Participant and supersede all prior written or oral undertakings and agreements, 
including, but not limited to, any representations made during any interviews, discussions or negotiations whether written or oral.  

17. Severability . Should any provision of this Agreement be found to be illegal or unenforceable, the other provisions shall nevertheless 
remain effective and shall remain enforceable to the greatest extent permitted by law.  

18. Governing Law . This Agreement shall be governed by and construed in accordance with the laws of the State of Washington, without 
regard to its provisions regarding conflicts of laws.  

20. Counterparts . This Agreement may be executed in one or more counterparts, each of which will be deemed an original, but all of 
which together will constitute one and the same agreement. Facsimile copies of signed signature pages shall be binding originals.  

DATED as of the Date of Award set forth above.  
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JONES SODA CO.  

By:     

Its:     

Name:     



Acceptance by Participant :  

Participant acknowledges receipt of a copy of the Plan. Participant has reviewed the Plan and this Agreement in their entirety, has had an 
opportunity to obtain the advice of counsel prior to executing this Agreement and fully understands all provisions of the Plan and this 
Agreement. Participant acknowledges that there may be adverse tax consequences upon purchase or disposition of the Shares and that 
Participant should consult a tax adviser prior to any such exercise or disposition. Participant accepts this Agreement subject to all of the terms 
and provisions of the Plan and this Agreement.  

Date signed: __________________________  
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(Signature) 

  

(Print Name) 



EXHIBIT A 

ASSIGNMENT SEPARATE FROM CERTIFICATE  

For value received and pursuant to that certain Restricted Stock Purchase Agreement (the “Agreement”), the undersigned Participant 
hereby sells, assigns and transfers to Jones Soda Co., a Washington corporation (“Company”),                              (               ) shares of the 
Common Stock of the Company, standing in the undersigned’s name on the books of said corporation represented by Certificate No.           
herewith and do hereby irrevocably constitute and appoint                          as attorney-in-fact to transfer the said stock on the books of the 
Company with full power of substitution in the premises. This Assignment may be used only in accordance with and subject to the terms and 
conditions of the Agreement, in connection with the reacquisition of shares of Common Stock of the Company issued to the undersigned 
Participant pursuant to the Agreement, and only to the extent that such Shares remain subject to the Company’s Repurchase Option under the 
Agreement.  

Dated: __________________________  
   

Participant’s Signature:       
  

Participant’s Name:     

  (please print) 



EXHIBIT B 

JOINT ESCROW INSTRUCTIONS  

                     , 20__  

Corporate Secretary  
Jones Soda Co.  
234 Ninth Avenue North  
Seattle, Washington 98109  

Dear Sir/Madam:  

As Escrow Agent for both Jones Soda Co., a Washington corporation (the “Company”), and the undersigned recipient of stock of the 
Company (“Recipient”), you are hereby authorized and directed to hold the documents delivered to you pursuant to the terms of that certain 
Restricted Stock Purchase Agreement (“Agreement”), in accordance with the following instructions:  

1. In the event Recipient ceases to render services to the Company or an affiliate of the Company during the vesting period set forth in the 
Agreement, the Company or its assignee will give to Recipient and you a written notice specifying that the shares of stock shall be transferred 
to the Company. Recipient and the Company hereby irrevocably authorize and direct you to close the transaction contemplated by such notice 
in accordance with the terms of said notice.  

2. At the closing you are directed (a) to date any stock assignments necessary for the transfer in question, (b) to fill in the number of 
shares being transferred, and (c) to deliver same, together with the certificate evidencing the shares of stock to be transferred, to the Company.  

3. Recipient irrevocably authorizes the Company to deposit with you any certificates evidencing shares of stock to be held by you 
hereunder and any additions and substitutions to said shares as specified in the Agreement. Recipient hereby irrevocably constitutes and 
appoints you as Recipient’s attorney-in-fact and agent for the term of this escrow to execute with respect to such securities and other property 
all documents of assignment and/or transfer and all stock certificates necessary or appropriate to make all securities negotiable and complete 
any transaction herein contemplated.  

4. This escrow shall terminate upon vesting of the shares or upon the earlier return of the shares to the Company. From time to time, upon 
written request of Recipient, duly confirmed by the Company, you will deliver to Recipient a certificate representing the shares that have 
vested and that have been released from the Company’s repurchase option.  
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5. If at the time of termination of this escrow you should have in your possession any documents, securities, or other property belonging 
to Recipient, you shall deliver all of same to Recipient and shall be discharged of all further obligations hereunder.  

6. Your duties hereunder may be altered, amended, modified or revoked only by a writing signed by all of the parties hereto.  

7. You shall be obligated only for the performance of such duties as are specifically set forth herein and may rely and shall be protected in 
relying or refraining from acting on any instrument reasonably believed by you to be genuine and to have been signed or presented by the 
proper party or parties or their assignees. You shall not be personally liable for any act you may do or omit to do hereunder as Escrow Agent or 
as attorney-in-fact for Recipient while acting in good faith and any act done or omitted by you pursuant to the advice of your own attorneys 
shall be conclusive evidence of such good faith.  

8. You are hereby expressly authorized to disregard any and all warnings given by any of the parties hereto or by any other person or 
corporation, excepting only orders or process of courts of law, and are hereby expressly authorized to comply with and obey orders, judgments 
or decrees of any court. In case you obey or comply with any such order, judgment or decree of any court, you shall not be liable to any of the 
parties hereto or to any other person, firm or corporation by reason of such compliance, notwithstanding any such order, judgment or decree 
being subsequently reversed, modified, annulled, set aside, vacated or found to have been entered without jurisdiction.  

9. You shall not be liable in any respect on account of the identity, authority or rights of the parties executing or delivering or purporting 
to execute or deliver the Agreement or any documents or papers deposited or called for hereunder.  

10. You shall not be liable for the outlawing of any rights under any statute of limitations with respect to these Joint Escrow Instructions 
or any documents deposited with you.  

11. You shall be entitled to employ such legal counsel and other experts as you may deem necessary properly to advise you in connection 
with your obligations hereunder, may rely upon the advice of such counsel, and may pay such counsel reasonable compensation therefor.  

12. Your responsibilities as Escrow Agent hereunder shall terminate if you shall cease to be Secretary of the Company or if you shall 
resign by written notice to each party. In the event of any such termination, the Company may appoint any officer or assistant officer of the 
Company as successor Escrow Agent and Recipient hereby confirms the appointment of such successor or successors as his attorney-in-fact 
and agent to the full extent of your appointment.  

13. If you reasonably require other or further instruments in connection with these Joint Escrow Instructions or obligations in respect 
hereto, the necessary parties hereto shall join in furnishing such instruments.  
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14. It is understood and agreed that should any dispute arise with respect to the delivery and/or ownership or right of possession of the 
securities, you may (but are not obligated to) retain in your possession without liability to anyone all or any part of said securities until such 
dispute shall have been settled either by mutual written agreement of the parties concerned or by a final order, decree or judgment of a court of 
competent jurisdiction after the time for appeal has expired and no appeal has been perfected, but you shall be under no duty whatsoever to 
institute or defend any such proceedings.  

15. Any notice required or permitted hereunder shall be given in writing and shall be deemed effectively given upon personal delivery or 
upon deposit in the U.S. mail, by registered or certified mail with postage and fees prepaid, addressed to each of the other parties hereunto 
entitled at the following addresses, or at such other addresses as a party may designate by ten days’ written notice to each of the other parties 
hereto:  
   

16. By signing these Joint Escrow Instructions you become a party hereto only for the purpose of said Joint Escrow Instructions; you do 
not become a party to the Agreement.  

17. This instrument shall be binding upon and inure to the benefit of the parties hereto, and their respective successors and permitted 
assigns. It is understood and agreed that references to “you” or “your” herein refer to the original Escrow Agent and to any and all successor 
Escrow Agents. It is understood and agreed that the Company may at any time or from time to time assign its rights under the Grant Notice and 
these Joint Escrow Instructions in whole or in part.  

Very truly yours,  
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Company:     Jones Soda Co. 
   234 Ninth Avenue North 
   Seattle, Washington 98109 
   Attn: Chief Executive Officer 
   

Recipient:     _________________________ 
   _________________________ 
   _________________________ 
   

Escrow Agent:     Jones Soda Co. 
   234 Ninth Avenue North 
   Seattle, Washington 98109 
   Attn: Corporate Secretary 

JONES SODA CO.     RECIPIENT: 

By:         Signature:     

Name:         Name:     

Title:           



Agreed and Accepted:  

ESCROW AGENT:  
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By:     

Name:     
Title:   Corporate Secretary 



EXHIBIT C 

SECTION 83(b) ELECTION  

The undersigned taxpayer hereby elects, pursuant to Section 83(b) of the Internal Revenue Code of 1986, as amended, to include in his or her 
gross income for the current taxable year, the amount of any compensation taxable to him or her in connection with his or her receipt of the 
property described below:  
   

Name:_________________________________________________________________________________________  

Address:     _______________________________________________________________________________________  

           ________________________________________________________________________________________  

Social Security No.:________________________________________________________________________________  
   

   

   

   

   

   

   

   

Dated:                      , 20__.  
   

This election must be filed with the Internal Revenue Service Center with which the Employee files his or her Federal income tax returns and 
must be filed within 30 days after the date of purchase. This filing should be made by registered or certified mail, return receipt requested. The 
Employee must retain two copies of the completed form for filing with his or her Federal and state tax returns for the current tax year and an 
additional copy for his or her records.  

(1) The taxpayer who performed the services is: 

(2) The property with respect to which the election is made is                      shares (“Shares”) of common stock of Jones Soda Co. (the 
“Company”). 

(3) The Shares were transferred to the undersigned on                      , 20__. 

(4) The taxable year for which the election is made is the calendar year 20__. 

(5) The Shares may be repurchased by the Company, or its assignee, if for any reason taxpayer’s service with the Company is terminated. 
The Company’s repurchase right lapses with respect to a portion of the Shares over time. 

(6) The fair market value of such Shares at the time of transfer (determined without regard to any restriction other than a restriction which by 
its terms will never lapse) is $                      . 

(7) The amount, if any, paid for such Shares is $                      . 

(8) A copy of this statement was furnished to the Company, for whom taxpayer rendered the services underlying the transfer of such 
property. 

(9) The foregoing election may not be revoked except with the consent of the Commissioner. 

  

    
  

Spouse (if any)     Taxpayer 



EXHIBIT 31.1 

CERTIFICATION  

I, Stephen C. Jones, certify that:  

1. I have reviewed this quarterly report on Form 10-Q of Jones Soda Co.;  

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined 
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 
15d-15(f)) for the registrant and have:  

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others 
within those entities, particularly during the period in which this report is being prepared;  

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles;  

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most 
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 
reporting; and  

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, 
to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):  

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and  

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting.  

Dated as of August 8, 2008.  
   

/s/ Stephen C. Jones 
Stephen C. Jones 
Chief Executive Officer 



EXHIBIT 31.2 

CERTIFICATION  

I, Hassan N. Natha, certify that:  

1. I have reviewed this quarterly report on Form 10-Q of Jones Soda Co.;  

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to 
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period 
covered by this report;  

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;  

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined 
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 
15d-15(f)) for the registrant and have:  

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others 
within those entities, particularly during the period in which this report is being prepared;  

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under 
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles;  

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the 
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and  

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most 
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 
reporting; and  

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, 
to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):  

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are 
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and  

b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting.  

Dated as of August 8, 2008  
   

/s/ Hassan N. Natha 
Hassan N. Natha  
Chief Financial Officer  



EXHIBIT 32.1 

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

In connection with the Quarterly Report of Jones Soda Co. (the “Company”) on Form 10-Q for the fiscal quarter ended June 30, 2008 as filed 
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Stephen C. Jones, Chief Executive Officer of the Company, 
certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge 
and belief:  

1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 78o(d)); 
and  

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company.  
   

/s/ Stephen C. Jones     August 8, 2008 
Stephen C. Jones     

Chief Executive Officer     



EXHIBIT 32.2 

CERTIFICATION PURSUANT TO  
18 U.S.C. SECTION 1350  

AS ADOPTED PURSUANT TO  
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002  

In connection with the Quarterly Report of Jones Soda Co. (the “Company”) on Form 10-Q for the fiscal quarter ended June 30, 2008 as filed 
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Hassan N. Natha, Chief Financial Officer of the Company, 
certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge 
and belief:  

1. the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m or 78o(d)); 
and  

2. the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the 
Company.  
   

/s/ Hassan N. Natha     August 8, 2008 
Hassan N. Natha     

Chief Financial Officer     




