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Shares held directly by Greylock XII Limited Partnership. Greylock XII GP Limited Liability Company is the sole General Partner of
Greylock XII Limited Partnership and may be deemed to share voting and dispositive power with respect to the shares held by Greylock
XII Limited Partnership. Greylock XII GP Limited Liability Company disclaims any beneficial ownership of the securities held by
Greylock XII Limited Partnership except to the extent of any pecuniary interest therein. Effective March 12, 2012, Greylock XII Limited
Partnership, a venture capital partnership, distributed in-kind, without consideration, a total of 3,676,500 shares of Common Stock of the
Issuer to its general and limited partners.

(2) Shares held directly by Greylock XII-A Limited Partnership. Greylock XII GP Limited Liability Company is the sole General Partner of
Greylock XII-A Limited Partnership and may be deemed to share voting and dispositive power with respect to the shares held by
Greylock XII-A Limited Partnership. Greylock XII GP Limited Liability Company disclaims any beneficial ownership of the securities
held by Greylock XII-A Limited Partnership except to the extent of any pecuniary interest therein. Effective March 12, 2012, Greylock
XII-A Limited Partnership, a venture capital partnership, distributed in-kind, without consideration, a total of 408,500 shares of Common
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Stock of the Issuer to its general and limited partners.
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a currently valid OMB number. FT: 0px; TEXT-INDENT: 0px; LINE-HEIGHT: 1.25; MARGIN-RIGHT: 0px">$

15.75

$
4.64

2006
1st Quarter $ 8.45 $ 5.40
2nd Quarter $ 7.40 $ 5.55
3rd Quarter $ 6.46 $ 3.50
4th Quarter $ 4.50 $ 3.30

On May 6, 2005, we concluded the public offering of 1,400,000 shares of our common stock at a price of $5.00 per
share and on June 16, 2005 the underwriters exercised their option to purchase an additional 210,000 shares of our
common stock at a price of $5.00 per share pursuant to a Registration Statement on Form SB-2 (No. 333-116838)
which was declared effective by the Securities and Exchange Commission on May 3, 2005. After underwriting
discounts and commissions and offering expenses, we received net proceeds of $6,436,016 in the offering, after giving
effect to the over-allotment option. We used some of the proceeds to pay down bank debt, to build up our inventories
for sales expansion and for general corporate purposes, including working capital and capital expenditures. Additional
proceeds were used to purchase equipment and provide working capital for our two joint ventures.

17

Edgar Filing: Pandora Media, Inc. - Form 4

Explanation of Responses: 3



ITEM 6.  SELECTED FINANCIAL DATA

The following table sets forth selected financial data for the last five years from the consolidated financial statements
of Coffee Holding Co, Inc. The following information is only a summary, and you should read it in conjunction with
our consolidated financial statements and notes beginning on page F-1.

For the Years Ended October 31,
2006 2005 2004 2003 2002

(Dollars in thousands, except per share data)
Income Statement Data:
Net sales $ 51,171 $ 41,545 $ 28,030 $ 20,240 $ 17,433
Cost of sales 43,576 33,876 20,928 15,373 12,453
Gross profit 7,595 7,669 7,102 4,867 4,980
Operating expenses 6,231 5,698 5,400 3,993 3,505
Income from operations 1,364 1,971 1,702 874 1,475
Other income (expense)  (68) (60) (134) (136) (162)
Income before income taxes 1,296 1,911 1,568 738 1,313
Provision for income taxes 602 726 693 116 558
Minority interest (6) - - - -
Net income $ 700 $ 1,185 $ 875 $ 622 $ 755
Net income per share -
Basic and diluted $ 0.13 $ 0.25 $ 0.22 $ 0.16 $ 0.19

At October 31,
2006 2005 2004 2003 2002

(Dollars in thousands, except per share data)
Income Statement Data:
Total assets $ 18,982 $ 16,545 $ 10,914 $ 7,035 $ 6,042
Short-term debt 2,543 1,064 3,048 215 205
Long-term debt - - 6 2,800 1,972
Total liabilities 7,640 5,904 7,918 4,915 4,544
Shareholders’ equity 11,342 10,642 2,996 2,120 1,498
Book value per share $ 2.05 $ 1.92 $ 0.75 $ 0.53 0.37
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ITEM
7.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATION

Cautionary Note on Forward Looking Statements

Some of the matters discussed under the caption “Management’s Discussion and Analysis or Plan of Operation,”
“Business,” “Risk Factors” and elsewhere in this annual report include forward-looking statements made pursuant to the
safe harbor provisions of the Private Securities Litigation Reform Act of 1995. We have based these forward-looking
statements on our current expectations and projections about future events, including, among other things:

·  the impact of rapid or persistent fluctuations in the price of coffee beans;

·  fluctuations in the supply of coffee beans;

·  general economic conditions and conditions which affect the market for coffee;

·  our success in implementing our business strategy or introducing new products;

·  our ability to attract and retain customers;

·  our success in expanding our market presence in new geographic regions;

·  the effects of competition from other coffee manufacturers and other beverage alternatives;

·  changes in tastes and preferences for, or the consumption of, coffee;

·  our ability to obtain additional financing; and

·  other risks which we identify in future filings with the Securities and Exchange Commission.

In some cases, you can identify forward-looking statements by terminology such as “may,” “will,” “should,” “could,” “predict,”
“potential,” “continue,” “expect,” “anticipate,” “future,” “intend,” “plan,” “believe,” “estimate” and similar expressions (or the negative of
such expressions). Any or all of our forward looking statements in this annual report and in any other public
statements we make may turn out to be wrong. They can be affected by inaccurate assumptions we might make or by
known or unknown risks and uncertainties. Consequently, no forward looking statement can be guaranteed. In
addition, we undertake no responsibility to update any forward-looking statement to reflect events or circumstances
which occur after the date of this annual report.

Overview

We are an integrated wholesale coffee roaster and dealer in the United States and one of the few coffee companies that
offers a broad array of coffee products across the entire spectrum of consumer tastes, preferences and price points. As
a result, we believe that we are well positioned to increase our profitability and endure potential coffee price volatility
throughout varying cycles of the coffee market and economic conditions.
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Our operations have primarily focused on the following areas of the coffee industry:

·  the sale of wholesale specialty green coffee;

·  the roasting, blending, packaging and sale of private label coffee; and

·  the roasting, blending, packaging and sale of our seven brands of coffee.

Our operating results are affected by a number of factors including:

·  the level of marketing and pricing competition from existing or new competitors in the coffee industry;

·  our ability to retain existing customers and attract new customers;

·  fluctuations in purchase prices and supply of green coffee and in the selling prices of our products; and

·  our ability to manage inventory and fulfillment operations and maintain gross margins.

Our net sales are driven primarily by the success of our sales and marketing efforts and our ability to retain existing
customers and attract new customers. For this reason, we have made the strategic decision to invest in measures that
will increase net sales. In February 2004, we acquired certain assets of Premier Roasters, including equipment and a
roasting facility in La Junta, Colorado. We also hired a West Coast Brand Manager to market our S&W brand and to
increase sales of S&W coffee to new customers. In March 2006, we entered into a joint venture with Coffee Bean
Trading-Roasting LLC and formed Café La Rica, LLC, a Delaware limited liability company. The joint venture
engages in the roasting, packaging and sale of the Café La Rica brand coffee and other branded and food service
coffee products in Miami, Florida. We own 50% of the joint venture and are the primary supplier of its coffee
inventory. In April 2006, we entered into a joint venture with Caruso's Coffee of Brecksville, Ohio and formed
Generations Coffee Company, LLC, a Delaware limited liability company, which will engage in the roasting,
packaging and sale of private label specialty coffee products. We own 60% of the joint venture and are the exclusive
supplier of its coffee inventory. We believe that the Generations Coffee joint venture will allow us to bid on the
private label gourmet whole bean business we have not been equipped to pursue from an operational standpoint in the
past. With this specialty roasting facility in place, in many cases right in the backyard of our most important wholesale
and retail customers, we believe that we are in an ideal position to combine our current canned private label business
with high-end private label specialty whole bean business. High-end specialty whole bean coffee sells for as much as
three times more per pound than the canned coffees in which we currently specialize. As a result of these efforts, net
sales increased in our specialty green coffee, private label and branded coffee business lines in both dollars and
pounds sold. In addition, we increased the number of our customers in all three areas.

Our net sales are affected by the price of green coffee. We import green coffee from Colombia, Mexico, Kenya, Brazil
and Uganda. The supply and price of coffee beans are subject to volatility and are influenced by numerous factors
which are beyond our control. For example, coffee crops in Brazil, which produces one-third of the world’s green
coffee, are susceptible to frost in June and July and drought in September, October and November. However, because
we purchase coffee from a number of countries and are able to freely substitute one country’s coffee for another in our
products, price fluctuations in one country generally have not had a material impact on the price we pay for coffee.
Accordingly, price fluctuations in one country generally have not had a material effect on our results of operations,
liquidity and capital resources. Historically, because we generally have been able to pass green coffee price increases
through to customers, increased prices of green coffee generally result in increased net sales. However, the average
indicator price for Robusta coffee, the main component for our leading espresso brands (Café Caribe and Café
Supremo), increased 104% by August 2006 compared to August of 2005. This indicator price was the highest seen in
the last seven years as measured by the International Coffee Organization. By September 2006, prices had achieved
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further gains, trading to their highest levels in eight years. For competitive reasons, we were not able to pass these
price increases through to our customers. As a result, the increases in the price of coffee had the effect of diminishing
our profit margins significantly on our leading espresso lines as there were no lower priced coffees to substitute into
our blends and we were not able to increase our prices to maintain our margins. In October 2006, national brands
reacted to these price increases, raising list prices by $0.12 per unit, and we were able to increase our prices as well.
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Historically, we have used short-term coffee futures and options contracts primarily for the purpose of partially
hedging and minimizing the effects of changing green coffee prices and to reduce our cost of sales. In addition, we
acquire futures contracts with longer terms, generally three to four months, primarily for the purpose of guaranteeing
an adequate supply of green coffee at favorable prices. Although the use of these derivative financial instruments has
enabled us to mitigate the effect of changing prices, no strategy can entirely eliminate pricing risks and we generally
remain exposed to loss when prices decline significantly in a short period of time. In addition, we generally remain
exposed to supply risk in the event of non-performance by the counter-parties to any futures contracts. If the hedges
that we enter do not adequately offset the risks of coffee bean price volatility or our hedges result in losses, our cost of
sales may increase, resulting in a decrease in profitability.

Critical Accounting Policies and Estimates

The preparation of financial statements and related disclosures in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Estimates are used for, but not limited to, the accounting
for the allowance for doubtful accounts, inventories, income taxes and loss contingencies. Management bases its
estimates on historical experience and on various other assumptions that are believed to be reasonable under the
circumstances. Actual results could differ from these estimates under different assumptions or conditions.

We believe the following critical accounting policies, among others, may be impacted significantly by judgment,
assumptions and estimates used in the preparation of the financial statements:

·  We recognize revenue in accordance with Securities and Exchange Commission Staff Accounting Bulletin No. 104,
“Revenue Recognition” (“SAB 104”). Under SAB 104, revenue is recognized at the point of passage to the customer of
title and risk of loss, when there is persuasive evidence of an arrangement, the sales price is determinable, and
collection of the resulting receivable is reasonably assured. We recognize revenue at the time of shipment. Sales are
reflected net of discounts and returns.

·  Our allowance for doubtful accounts is maintained to provide for losses arising from customers’ inability to make
required payments. If there is deterioration of our customers’ credit worthiness and/or there is an increase in the
length of time that the receivables are past due greater than the historical assumptions used, additional allowances
may be required. For example, every additional one percent of our accounts receivable that becomes uncollectible,
would reduce our operating income by approximately $65,000.
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·  Inventories are stated at cost (determined on a first-in, first-out basis). Based on our assumptions about future
demand and market conditions, inventories are subject to be written-down to market value. If our assumptions about
future demand change and/or actual market conditions are less favorable than those projected, additional
write-downs of inventories may be required. Each additional one percent of potential inventory writedown would
have reduced operating income by approximately $30,000 for the year ended October 31, 2006.

·  We account for income taxes in accordance with Statement of Financial Accounting Standards No. 109, “Accounting
for Income Taxes” (“SFAS No. 109”). Under SFAS No. 109, deferred tax assets and liabilities are determined based on
the liabilities, using enacted tax rates in effect for the year in which the differences are expected to reverse. Deferred
tax assets are reflected on the balance sheet when it is determined that it is more likely than not that the asset will be
realized. Accordingly, our net deferred tax asset of $208,700 could need to be written off if we do not remain
profitable.

Year Ended October 31, 2006 (Fiscal 2006) Compared to the Year Ended October 31, 2005 (Fiscal 2005)

Net Income. Net income decreased $485,053, or 40.9%, to $700,082 or $.13 per share for the year ended October 31,
2006 compared to $1,185,135 or $.25 per share for the year ended October 31, 2005. The decrease in net income
primarily reflects increased cost of sales and operating expenses and a loss by our Café La Rica joint venture, partially
offset by increased net sales. We believe the loss by Café La Rica, which was formed in March 2006, is consistent
with the typical initial performance of a start-up venture of this type.

Net Sales. Net sales totaled $51,171,202 for the year ended October 31, 2006, an increase of $9,625,857 or 23.2%
from $41,545,345 for the year ended October 31, 2005. The increase in net sales reflects a 10.4% increase in coffee
pounds sold from 31.6 million pounds in 2005 to 34.9 million pounds in 2006. The increase in pounds of coffee sold
is the result of increased sales of our branded and specialty green coffees. Sales of our Café Caribe brand increased
once again and sales of our second Hispanic espresso, Café Supremo, increased 48%, as measured by Information
Resources Incorporated data. The number of our customers in the specialty green coffee area grew approximately 3%
to 290 customers. These customers are predominately independent gourmet/specialty roasters, some of whom own
their own retail outlets. Sales to new customers in this area historically start slowly because many of these companies
are start up ventures. Because the specialty green coffee area is the fastest growing segment of the coffee market, we
believe that our customer base and sales will grow in this area. The increase in coffee prices also contributed to the
increase in net sales.

Cost of Sales. Cost of sales for the year ended October 31, 2006 was $43,575,963 or 85.2% of net sales, as compared
to $33,875,973 or 81.5% of net sales for the year ended October 31, 2005. Cost of sales consists primarily of the cost
of green coffee and packaging materials and realized and unrealized gains or losses on hedging activity. The increase
in cost of sales reflects higher packaging costs associated with the increase in net sales of approximately $300,000 and
increased purchases of green coffee in the amount of approximately $5.8 million. The increase in green coffee
purchases resulted from increased pounds sold and higher green coffee prices during the period as prices increased
$0.23 per pound on the New York Arabica market and $0.27 per pound on the London Robusta market year to year.
The average indicator price for Robusta coffee, the main component for our leading espresso brands (Café Caribe and
Café Supremo), increased 104% by August 2006 compared to August of 2005. This indicator price was the highest
seen in the last seven years as measured by the International Coffee Organization. By September 2006, prices had
achieved further gains, trading to their highest levels in eight years. For competitive reasons, we were not able to pass
these price increases through to our customers. As a result, these increases had the effect of diminishing our profit
margins significantly on our leading espresso lines as there were no lower priced coffees to substitute into our blends.
In addition, our private label margins were negatively impacted as well, but to a much lesser degree, as Robustas
represent only a small percentage of our private label blends. In October 2006, national brands reacted to these price
increases, raising list prices by $0.12 per unit. We increased our prices as well.
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Gross Profit. Gross profit for the year ended October 31, 2006 was $7,595,239, a decrease of $74,133 from
$7,669,372 for the year ended October 31, 2005. Gross profit as a percentage of net sales decreased by 3.7% to 14.8%
for the year ended October 31, 2006 from 18.5% for the year ended October 31, 2005. The decrease in our margins is
mainly attributable to increases in coffee prices.

Operating Expenses. Total operating expenses increased $532,669 or 9.3% to $6,230,932 for the year ended October
31, 2006 from $5,698,263 for the fiscal year ended October 31, 2005 due to increases in selling and administrative
expenses and officers’ salaries partially offset by a decrease in bad debt expense. Selling and administrative expenses
increased $731,769 or 15% to $5,585,787 for the year ended October 31, 2006 from $4,854,018 for 2005. The
increase in selling and administrative expenses reflects several factors, including increases of approximately $485,000
in labor costs $155,000 in professional fees and $234,000 in shipping costs, partially offset by decreases of $60,000 in
show and demo costs, $50,000 in advertising and promotion and $40,000 in bank charges.

The increase in labor costs is attributable to an increase in administrative and sales staff, salary increases and bonuses.
The increase in professional fees was due to the requirements of implementing our compliance with Section 404 of the
Sarbanes-Oxley Act. The increase in shipping costs was attributable to increased sales as well as higher fuel prices
which resulted in increased trucking rates. The decrease in show and demo costs represents a change in our sales
strategy. The decrease in advertising and promotion is attributable to reduced allowances to customers which resulted
in reduced chargebacks.

Officers’ salaries increased $41,807 to $616,052 for the year ended October 31, 2006 from $574,245 for the year ended
October 31, 2005. The increase was mainly due to a fiscal year 2006 bonus paid to our President and Chief Executive
Officer and was partially offset by a $35,000 reduction in his annual salary effective in August of 2006.

Other Income and Expense. Other expense increased $8,011 or 13.3% from $60,321 for the year ended October 31,
2005 to $68,332 for the year ended October 31, 2006. The increase was attributable a loss in the initial year of our
Café La Rica joint venture of $176,911 and an increase in interest expense of $19,417. The increase was partially
offset by an increase in interest income of $78,604, a $65,310 increase in other income and $44,403 in management
fee income earned from providing administrative services to the Café La Rica joint venture. We believe the loss by
Café La Rica, which was formed in March 2006, is consistent with the typical initial performance of a start-up venture
of this type.

Income Before Taxes. We had income of $1,295,975 before income taxes for the year ended October 31, 2006
compared to income of $1,910,788 before income taxes for the year ended October 31, 2005. The decrease was
attributable to increased cost of sales due to increased commodity prices and operating expenses, partially offset by
increased net sales.

Income Taxes. Our provision for income taxes for the year ended October 31, 2006 totaled $602,059 compared to
$725,653 for the year ended October 31, 2005 as a result of decreased income before taxes. Our effective tax rate
remained the same.

23

Edgar Filing: Pandora Media, Inc. - Form 4

Explanation of Responses: 11



Year Ended October 31, 2005 (Fiscal 2005) Compared to the Year Ended October 31, 2004 (Fiscal 2004)

Net Income. Net income increased $309,793, or 35.4%, to $1,185,135 or $0.25 per share for the year ended October
31, 2005 compared to $875,342 or $0.22 per share for the year ended October 31, 2004. The increase in net income
primarily reflects increased net sales, offset in part by an increase in cost of sales.

Net Sales. Net sales totaled $41,545,345 for the year ended October 31, 2005, an increase of $13,514,956 or 48.2%
from $28,030,389 for the year ended October 31, 2004. The increase in net sales reflects a 20.6% increase in coffee
pounds sold from 26.2 million pounds in 2004 to 31.6 million pounds in 2005. The increase in pounds of coffee sold
is the result of increased sales of our private label, branded and specialty green coffees. Sales of our Café Caribe
brand, as measured by Information Resources Incorporated data, increased approximately 21.0% over fiscal 2004 due
in part to the efforts of our third party marketing specialists through label redesigns and new distribution. The number
of our customers in the specialty green coffee area grew approximately 7.3% to 281 customers. These customers are
predominately independent gourmet/specialty roasters, some of whom own their own retail outlets. Sales to new
customers in this area historically start slowly because many of these companies are start up ventures. Because the
specialty green coffee area is the fastest growing segment of the coffee market, we believe that our customer base and
sales will grow in this area. The increase in the price of the underlying commodity (coffee) also contributed to the
increase in net sales.

Cost of Sales. Cost of sales for the year ended October 31, 2005 was $33,875,973 or 81.5% of net sales, as compared
to $20,927,506 or 74.7% of net sales for the year ended October 31, 2004. Cost of sales consists primarily of the cost
of green coffee and packaging materials and realized and unrealized gains or losses on hedging activity. The increase
in cost of sales reflects increased purchases of green coffee in the amount of approximately $12.5 million due to
increased pounds sold and higher green coffee prices during the period as prices increased $0.23 per pound year to
year, an increase in packaging costs associated with the increase in net sales of approximately $1.0 million, and a
decrease in net gains on future contracts. As the price of coffee is cyclical and volatile and subject to many factors,
including weather, politics and economics, we are unable to predict the purchase price of green coffee for fiscal 2006.
We began to acquire futures contracts with longer terms (generally three to four months) primarily for the purpose of
guaranteeing an adequate supply of green coffee at favorable prices beginning in the latter half of fiscal 2000 and
continuing through fiscal 2005. The use of these derivative financial instruments has enabled us to mitigate the effect
of changing prices, to increase our margins as coffee prices have increased and to be more competitive with our
pricing.

Gross Profit. Gross profit for the year ended October 31, 2005 was $7,669,372, an increase of $566,489 or 8.0%, from
$7,102,883 for the year ended October 31, 2004. Gross profit as a percentage of net sales decreased by 6.8% to 18.5%
for the year ended October 31, 2005 from 25.3% for the year ended October 31, 2004. The decrease in our margins is
mainly attributable to decreased net gains on future contracts during fiscal 2005 compared to fiscal 2004 and increases
in coffee prices.

Operating Expenses. Total operating expenses increased $297,881 or 5.5% to $5,698,263 for the year ended October
31, 2005 from $5,400,382 for the fiscal year ended October 31, 2004 due to increases in selling and administrative
expenses and bad debt expense, partially offset by decreased officers’ salaries. Selling and administrative expenses
increased $107,123 or 2.3% to $4,854,018 for the year ended October 31, 2005 from $4,746,895 for 2004. The
increase in selling and administrative expenses reflects several factors, including increases of approximately $194,000
in insurance and $162,000 in shipping costs, partially offset by decreases of $167,000 in office salaries and $83,000 in
payroll taxes.
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The increase in insurance was due to the purchase of directors’ and officers’ insurance following our initial public
offering. The increase in shipping costs was attributable to increased sales. The decrease in office salaries and payroll
was due to the departure of our Chief Financial Officer and other administrative staff. Our President and Chief
Executive Officer has since assumed the duties previously associated with our Chief Financial Officer.

Officers’ salaries decreased $48,328 to $574,245 for the year ended October 31, 2005 from $622,573 for the year
ended October 31, 2004. The decrease was mainly due to our President and Chief Executive Officer’s decision not to
accept a bonus for 2005.

Other Income and Expense. Other expense decreased $73,643 or 55.0% from $133,964 for the year ended October
31, 2004 to $60,321 for the year ended October 31, 2005. The decrease was attributable to both an increase in interest
income of $38,397 and a decrease in interest expense of $35,246.

Income Before Taxes. We had income of $1,910,788 before income taxes for the year ended October 31, 2005
compared to income of $1,568,537 before income taxes for the year ended October 31, 2004. The increase was
attributable to increased income from operations and decreased other expense.

Income Taxes. Our provision for income taxes for the year ended October 31, 2005 totaled $725,653 compared to
$693,195 for the year ended October 31, 2004 as a result of increased income before taxes. There was a slight change
in the effective rate due to income tax refunds.

Liquidity and Capital Resources

As of October 31, 2006, we had working capital of $8,357,022 which represented an $83,073 increase from our
working capital of $8,273,849 as of October 31, 2005, and total stockholders’ equity of $11,341,704, which increased
by $700,082 from our total stockholders’ equity of $10,641,622 as of October 31, 2005. Our working capital increased
primarily due to an decrease of $1,597,035 in inventories, an increase of $1,336,095 in the commodities held at broker
and an increase in our accounts receivable of $1,375,272. Obligations under our line of credit borrowings increased by
$1,479,714. At October 31, 2006, the outstanding balance on our line of credit was $2,542,881 compared to
$1,063,167 at October 31, 2005. Total stockholders’ equity increased due to our net income for the fiscal year.

As of October 31, 2006, we had a financing agreement with Merrill Lynch Business Financial Services Inc. This line
of credit is for a maximum $4,000,000, expires on October 31, 2007 and requires monthly interest payments at a rate
of LIBOR plus 2.15%. This loan is secured by a blanket lien on all of our assets.

The credit facility contains covenants that place restrictions on our operations. Among other things, these covenants:
require us to maintain certain financial ratios; require us to maintain a minimum net worth; and prohibit us from
merging with or into other companies, acquiring all or substantially all of the assets of other companies, or selling all
or substantially all of our assets without the consent of the lender. These restrictions could adversely impact our ability
to implement our business plan, or raise additional capital, if needed. In addition, if we default under our existing
credit facility or if our lender demands payment of a portion or all of our indebtedness, we may not have sufficient
funds to make such payments. As of October 31, 2006, we were in compliance with all covenants contained in the
credit facility.
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We also leased machinery and equipment under a capital lease which expired in July 2006. The interest rate on the
capital lease was 7.347% per annum. The outstanding balance was paid in full during the year.

For the year ended October 31, 2006 compared to 2005 our operating activities used net cash of $319,564 as
compared to the year ended October 31, 2005 when net cash used by operating activities was $3,879,082. The
increased cash flow from operations for the year ended October 31, 2006 was primarily due to a decrease of
$1,597,035 in inventories and also, a decrease in accounts payable and accrued expenses of $397,112 and less of an
increase in commodities held at broker of $1,336,095.

For the year ended October 31, 2006, our investing activities used net cash of $776,458 as compared to the year
October 31, 2005 when net cash used by investing activities was $474,147. The increase in net cash used by investing
activities for fiscal 2006 was due to the investments in our joint ventures, partially offset by decreased purchases of
property and equipment.

The change in cash flow from financing activities for the year ended October 31, 2006 was primarily due to net
proceeds from our May 2005 initial public offering of $6,436,016.

For the year ended October 31, 2005, our operating activities used net cash of $3,879,082 as compared to the year
ended October 31, 2004 when net cash provided by operating activities was $1,616,465. The decreased cash flow
from operations for the year ended October 31, 2005 was primarily due to an increase of $2,238,389 in inventories, an
increase of $2,120,493 in the commodities held at broker and an increase of $1,423,821 in accounts receivable.

For the year ended October 31, 2005, our investing activities used net cash of $474,147 as compared to the year
October 31, 2004 when net cash used by investing activities was $1,056,179. The decrease in net cash used by
investing activities for fiscal 2005 was due to decreased purchases of property and equipment as the purchase of
property and equipment from Premier Roasters occurred in February 2004.

For the year ended October 31, 2005, our financing activities provided net cash of $4,446,552 as compared to the year
ended October 31, 2004 when net cash provided by financing activities was $8,027. The increased cash flow from
financing activities was primarily due to net proceeds from our May 2005 initial public offering of $6,436,016, offset
in part by increased net cash payments under our line of credit. Net cash used on our line of credit increased
$2,014,857 to net cash used of $1,621,878 for the year ended October 31, 2005 compared to net cash provided of
$392,979 for the year ended October 31, 2004. In addition, during fiscal 2005, we used $252,000 to fully pay off a
term loan we no longer utilize

We expect to fund our operations, including paying our liabilities, funding capital expenditures and making required
payments on our debts, through October 31, 2007 with cash provided by operating activities and the use of our credit
facility. In addition, an increase in eligible accounts receivable and inventory would permit us to make additional
borrowings under our line of credit. We also believe we could, if necessary, obtain additional loans by mortgaging our
headquarters.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements that have or are reasonably likely to have a current or future effect
on our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity,
capital expenditures or capital resources that is material to investors.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Market risks relating to our operations result primarily from changes in interest rates and commodity prices as further
described below.

Interest Rate Risks. We are subject to market risk from exposure to fluctuations in interest rates. At October 31, 2006,
our debt consisted of $2,542,881 of variable rate debt under our revolving line of credit. At October 31, 2006, interest
on the variable rate debt was payable primarily at 7.47% (or 2.15% above the one-month LIBOR rate) for the
revolving line of credit.

Commodity Price Risks. The supply and price of coffee beans are subject to volatility and are influenced by numerous
factors which are beyond our control. Historically, we have used short-term coffee futures and options contracts
primarily for the purpose of partially hedging and minimizing the effects of changing green coffee prices, as further
explained in Note 2 of the notes to financial statements in this report. In addition, during the latter half of fiscal 2000,
we began to acquire futures contracts with longer terms (generally three to four months) primarily for the purpose of
guaranteeing an adequate supply of green coffee. The use of these derivative financial instruments has enabled us to
mitigate the effect of changing prices although we generally remain exposed to loss when prices decline significantly
in a short period of time and remain at higher levels, preventing us from obtaining inventory at favorable prices. We
generally have been able to pass green coffee price increases through to customers, thereby maintaining our gross
profits. However, we cannot predict whether we will be able to pass inventory price increases through to our
customers in the future. We believe our hedging policies remain a vital element to our business model not only in
controlling our cost of sales, but also giving us the flexibility to obtain the inventory necessary to continue to grow our
sales while minimizing margin compression during a time of historically high coffee prices.

At October 31, 2006, we held 70 options (generally with terms of two months or less) covering an aggregate of
2,625,000 pounds of green coffee beans at prices of $1.05 per pound. The fair market value of these options, which
was obtained from major financial institutions, was $116,813 at October 31, 2006.

At October 31, 2006, we held 129 future contracts for the purchase of 2,465,000 pounds of coffee at an average price
of $1.05 per pound. The market price of coffee applicable to such contracts was $1.05 per pound at October 31, 2006.

ITEM 8.  FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

See pages F-1 through F-21 following the Exhibit Index of this Annual Report on Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL
DISCLOSURE

None.
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ITEM 9A. CONTROLS AND PROCEDURES

Management, including the Company’s President, Treasurer and Chief Executive Officer (who is the Company’s
principal executive officer and principal accounting officer), has evaluated the effectiveness of the Company’s
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) as of the end of the
period covered by this report. Based upon that evaluation, the Company’s President, Chief Executive Officer and
Treasurer concluded that the disclosure controls and procedures were effective to ensure that information required to
be disclosed in the reports the Company files and submits under the Exchange Act is (i) recorded, processed,
summarized and reported as and when required and (ii) accumulated and communicated to the Company’s
management, including its principal executive officer and financial officer, as appropriate to allow timely decisions
regarding disclosure.

There have been no changes in the Company’s internal control over financial reporting identified in connection with
the evaluation that occurred during the Company’s last fiscal quarter that has materially affected, or that is reasonably
likely to materially affect, the Company’s internal control over financial reporting.

ITEM 9B. OTHER INFORMATION

None.
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PART III  

ITEM 10.  DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Information required by this item is incorporated by reference to the Company’s Proxy Statement for the 2007 Annual
Meeting of Stockholders.

ITEM 11.  EXECUTIVE COMPENSATION

Information required by this item is incorporated by reference to the Company’s Proxy Statement for the 2007 Annual
Meeting of Stockholders.

ITEM 12.  SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Information required by this item is incorporated by reference to the Company’s Proxy Statement for the 2007 Annual
Meeting of Stockholders.

The following table sets forth the aggregate information of our equity compensation plans in effect as of October 31,
2006.

Equity Compensation Plan Information

Plan category

Number of securities
to be issued

upon exercise of
outstanding options,
warrants and rights

Weighted-average
exercise price of

outstanding options,
warrants and rights

Number of securities
remaining available for
future issuance under
equity compensation

plans (excluding
securities reflected in

column (a))
(a) (b) (c)

Equity compensation
plans approved by
security holders — — 800,000

Equity compensation
plans not approved by
security holders — — —
Total — — 800,000

ITEM 13.  CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

Information required by this item is incorporated by reference to the Company’s Proxy Statement for the 2007 Annual
Meeting of Stockholders.
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ITEM 14.  PRINCIPAL ACCOUNTING FEES AND SERVICES

Information required by this item is incorporated by reference to the Company’s Proxy Statement for the 2007 Annual
Meeting of Stockholders.
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PART IV

ITEM 15  EXHIBITS, FINANCIAL STATEMENT SCHEDULES

The financial statements listed below are filed as a part of this report. See Index to Financial Statements beginning on
Page F-1.

Consolidated Financial Statements:

- Index to Consolidated Financial Statements.

- Report of Independent Registered Public Accountants.

- Consolidated Balance Sheets as of October 31, 2006 and 2005.

- Consolidated Statements of Income - Years Ended October 31, 2006, 2005 and 2004.

- Consolidated Statements of Changes in Stockholders’ Equity - Years Ended October 31, 2006, 2005 and 2004.

- Statements of Cash Flows - Years Ended October 31, 2005 and 2004.

-  Notes to Consolidated Financial Statements.

-  (a)(2) Schedule II Valuation and Qualifying Accounts.

See Exhibit Index following the signature page to this report.
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SIGNATURES

In accordance with Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized on January 26, 2007.

COFFEE HOLDING CO., INC.

By:  /s/ Andrew Gordon

Andrew Gordon
President and Chief Executive Officer

In accordance with the Exchange Act, this report has been signed below by the following persons on behalf of the
registrant and in the capacities and on the dates indicated.

Signature Title

/s/ Andrew Gordon President, Chief Executive Officer, Chief Financial Officer, Treasurer
and

Andrew Gordon
Director (principal executive officer and principal financial and
accounting officer)

Date: January 26, 2007

/s/ David Gordon Executive Vice President -- Operations, Secretary and Director

David Gordon
Date: January 26, 2007

/s/ Gerard DeCapua Director

Gerard DeCapua
Date: January 26, 2007

/s/ Daniel Dwyer Director

Daniel Dwyer
Date: January 26, 2007

Director

Barry Knepper
Date:

/s/ John Rotelli Director

John Rotelli
Date: January 26, 2007
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/s/ Robert M. Williams Director

Robert M. Williams
 Date: January 26, 2007
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Exhibit Index

Exhibit No. Description
2.1 Agreement and Plan of Merger by and among Transpacific International Group

Corp. and Coffee Holding Co., Inc. (incorporated herein by reference to Exhibit 2
to Post-Effective Amendment No. 1 to the Registration Statement on Form SB-2
(file No. 333-00588-NY) as filed with the Securities and Exchange Commission
on November 10, 1997).

2.2 Asset Purchase Agreement, dated February 4, 2004, by and between Coffee
Holding Co., Inc. and Premier Roasters LLC (incorporated herein by reference to
Exhibit 2.1 to the Current Report on Form 8-K dated February 4, 2004 as filed
with the SEC on February 20, 2004).

3.1 Amended and Restated Articles of Incorporation of Coffee Holding Co., Inc.,
(incorporated herein by reference to Exhibit 3.1 to the Coffee Holding Co., Inc.
Form 8-A, filed with the Securities and Exchange Commission on May 2, 2005).

3.2 By-Laws of Coffee Holding Co., Inc. (incorporated herein by reference to Exhibit
3.2 to the Coffee Holding Co., Inc. Form 8-A, filed with the Securities and
Exchange Commission on May 2, 2005).

4.1 Form of Stock Certificate of Coffee Holding Co., Inc. (incorporated herein by
reference to the Coffee Holding Co., Inc. Registration Statement on Form SB-2,
filed with the Securities and Exchange Commission on June 24, 2004).

10.1 Lease with T&O Management Corp. dated August 15, 1997 (incorporated herein
by reference to Exhibit 10.1 to the Coffee Holding Co., Inc. Quarterly Report on
Form 10-Q for the quarter ended April 30, 1998, filed with the Securities and
Exchange Commission on October 27, 2000).

10.2 1998 Stock Option Plan (incorporated herein by reference to Exhibit 10.2 to the
Coffee Holding Co., Inc. Quarterly Report on Form 10-Q for the quarter ended
April 30, 1998, filed with the Securities and Exchange Commission on October
27, 2000).

10.3 Working Capital Management Account Loan and Security Agreement with
Merrill Lynch Business Financial Services Inc. (incorporated herein by reference
to Exhibit 10.3 to the Coffee Holding Co., Inc. Annual Report on Form 10-KSB,
filed with the Securities and Exchange Commission on February 10, 2005).

10.4 Amendment to Working Capital Account Loan and Security Agreement with
Merrill Lynch Business Financial Services, Inc. (incorporated herein by reference
to Exhibit 10.4 to the Coffee Holding Co., Inc. Quarterly Report on Form
10-QSB for the quarter ended January 31, 2005, filed with the Securities and
Exchange Commission on March 17, 2005).

10.9 Capital Lease Agreement with HSBC Business Credit (USA), Inc. (incorporated
herein by reference to Exhibit 10.9 to Amendment No. 1 to the Coffee Holding
Co., Inc. Registration Statement on Form SB-2/A, filed with the Securities and
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Exchange Commission on August 12, 2004).

10.10 Sales contract with Supervalu and Cub Foods (incorporated herein by reference
to Exhibit 10.10 to Amendment No. 1 to the Coffee Holding Co., Inc. Annual
Report on Form 10-KSB/A for the year ended October 31, 2002, filed with the
Securities and Exchange Commission on August 26, 2004) (confidential portions
have been redacted pursuant to a request for confidential treatment and filed
separately with the Securities and Exchange Commission).
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10.11 Sales contract with Shurfine Central (incorporated herein by reference to Exhibit
10.11 to Amendment No. 1 to the Coffee Holding Co., Inc. Annual Report on
Form 10-KSB/A for the year ended October 31, 2002, filed with the Securities
and Exchange Commission on August 26, 2004) (confidential portions have been
redacted pursuant to a request for confidential treatment and filed separately with
the Securities and Exchange Commission).

10.12 Lease dated February 4, 2004 by and between Coffee Holding Co., Inc. and the
City of La Junta, Colorado (incorporated herein by reference to Exhibit 10.12 to
Amendment No. 1 to the Coffee Holding Co., Inc. Registration Statement on
Form SB-2/A, filed with the Securities and Exchange Commission on August 12,
2004).

10.13 Trademark License Agreement dated February 4, 2004 between Del Monte
Corporation and Coffee Holding Co, Inc. (incorporated herein by reference to
Exhibit 10.13 to the Coffee Holding Co., Inc. Quarterly Report on Form
10-QSB/A for the quarter ended April 30, 2004, filed with the Securities and
Exchange Commission on August 26, 2004).

10.14 Employment agreement by and among Coffee Holding Co., Inc. and Andrew
Gordon (incorporated herein by reference to the Coffee Holding Co., Inc.
Registration Statement on Form SB-2, filed with the Securities and Exchange
Commission on June 24, 2004).

10.15 Employment agreement by and among Coffee Holding Co., Inc. and David
Gordon (incorporated herein by reference to the Coffee Holding Co., Inc.
Registration Statement on Form SB-2, filed with the Securities and Exchange
Commission on June 24, 2004).

10.17 Corporate Brands Agreement dated as of March 30, 2004 by and between
Albertson’s, Inc. and Coffee Holding Co., Inc. (incorporated herein by reference
to Amendment No. 2 to the Coffee Holding Co., Inc. Registration Statement on
Form SB-2/A, filed with the Securities and Exchange Commission on October
25, 2004) (confidential portions have been redacted pursuant to a request for
confidential treatment and filed separately with the Securities and Exchange
Commission).

10.19 Coffee Holding Co., Inc. Non-Qualified Deferred Compensation Plan
(incorporated herein by reference to the Coffee Holding Co., Inc. Quarterly
Report on Form 10-QSB, filed with the Securities and Exchange Commission on
June 14, 2005).

11.1 Earnings Per Share.

31.1 Rule 13a-14(a)/15d-14(a) Certification.

32.1 Section 1350 Certification.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTANTS

To the Board of Directors
Coffee Holding Co., Inc. and Subsidiary

We have audited the accompanying consolidated balance sheets of Coffee Holding Co., Inc. and Subsidiary as of
October 31, 2006 and 2005 and the related consolidated statements of income, changes in stockholders’ equity and
cash flows for each of the three years in the period ended October 31, 2006. Our audits also included the financial
statement schedule listed in Part IV, Item 15. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based
on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Coffee Holding Co., Inc. and Subsidiary as of October 31, 2006 and 2005 and the results of its
operations and cash flows for each of the three years in the period ended October 31, 2006, in conformity with
accounting principles generally accepted in the United States of America. Also, in our opinion, the related financial
statement schedule, when considered in relation to the basic financial statements taken as a whole, presents fairly in
all material respects the information set forth therein.

/s/ LAZAR LEVINE & FELIX, LLP

LAZAR LEVINE & FELIX, LLP

New York, New York
January 9, 2007
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS

OCTOBER 31, 2006 AND 2005

2006 2005
- ASSETS -

CURRENT ASSETS:
Cash $ 1,112,165 $ 735,468
Commodities held at broker 4,330,489 2,994,394
Accounts receivable, net of allowance for doubtful accounts of $420,349
for 2006 and 2005, respectively 6,534,848 5,159,576
Inventories 2,899,543 4,496,578
Prepaid expenses and other current assets 328,544 272,541
Prepaid and refundable income taxes 302,003 11,629
Deferred income tax assets 221,000 318,600
TOTAL CURRENT ASSETS 15,728,592 13,988,786

Property and equipment, at cost, net of accumulated depreciation of
$4,159,274 and $3,727,524 for 2006 and 2005, respectively 2,138,951 2,379,952
Investment in joint venture 408,798 -
Due from joint venture 73,658 -
Deposits and other assets 631,859 176,575
TOTAL ASSETS $ 18,981,858 $ 16,545,313

- LIABILITIES AND STOCKHOLDERS' EQUITY -
CURRENT LIABILITIES:
Accounts payable and accrued expenses $ 4,828,689 $ 4,431,577
Current portion of obligations under capital lease - 1,329
Line of credit borrowings 2,542,881 1,063,167
Income taxes payable - current - 218,864
TOTAL CURRENT LIABILITIES 7,371,570 5,714,937

Deferred income tax liabilities 12,300 53,700
Deferred compensation payable 256,284 135,054
TOTAL LIABILITIES 7,640,154 5,903,691

MINORITY INTEREST - -

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS' EQUITY:
Preferred stock, par value $.001 per share; 10,000,000 shares authorized;
none issued - -
Common stock, par value $.001 per share; 30,000,000 shares authorized,
5,529,830 shares issued and outstanding for 2006 and 2005, respectively 5,530 5,530
Additional paid-in capital 7,327,023 7,327,023
Retained earnings 4,009,151 3,309,069
TOTAL STOCKHOLDERS' EQUITY 11,341,704 10,641,622
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 18,981,858 $ 16,545,313
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The accompanying notes are an integral part of these consolidated financial statements.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME

YEARS ENDED OCTOBER 31, 2006, 2005 AND 2004

2006 2005 2004
NET SALES $ 51,171,202 $ 41,545,345 $ 28,030,389

COST OF SALES 43,575,963 33,875,973 20,927,506

GROSS PROFIT 7,595,239 7,669,372 7,102,883

OPERATING EXPENSES:
Selling and administrative 5,585,787 4,854,018 4,746,895
Bad debt expense 29,093 270,000 30,914
Officers' salaries 616,052 574,245 622,573
TOTALS 6,230,932 5,698,263 5,400,382

INCOME FROM OPERATIONS 1,364,307 1,971,109 1,702,501

OTHER INCOME (EXPENSE)
Interest income 128,967 50,363 11,966
Other income 65,310 - -
Equity in loss of joint venture (176,911) - -
Management fee income 44,403 - -
Interest expense (130,101) (110,684) (145,930)
TOTALS (68,332) (60,321) (133,964)

INCOME BEFORE INCOME TAXES AND
MINORITY INTEREST IN SUBSIDIARY 1,295,975 1,910,788 1,568,537

Provision for income taxes 602,059 725,653 693,195

INCOME BEFORE MINORITY INTEREST 693,916 - -

Minority interest in subsidiary 6,166 - -

NET INCOME $ 700,082 $ 1,185,135 $ 875,342

Basic and diluted earnings per share $ .13 $ .25 $ .22

Weighted average common shares outstanding:

Basic 5,529,830 4,721,327 3,999,650
Diluted 5,599,830 4,776,757 3,999,650

The accompanying notes are an integral part of these consolidated financial statements.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

YEARS ENDED OCTOBER 31, 2006, 2005 AND 2004

Common Stock

Additional
Paid -

in Capital
Retained
Earnings Total

$.001 Par Value
Number of

Shares Amount
Balance, October 31, 2003 3,999,650 $ 4,000 $ 867,887 $ 1,248,592 $ 2,120,479

Net income - - - 875,342 875,342

Balance, October 31, 2004 3,999,650 4,000 867,887 2,123,934 2,995,821

Sale of common stock 1,610,000 1,610 6,434,496 - 6,436,016
Return of stock to
Treasury-Cancelled (89,820) (90) - - -
Issuance of common stock for
services 10,000 10 24,640 - 24,650
Net income - - - 1,185,135 1,185,135

Balance, October 31, 2005 5,529,830 5,530 7,327,023 3,309,069 10,641,622

Net income - - - 700,082 700,082

Balance, October 31, 2006 5,529,830 $ 5,530 $ 7,327,023 $ 4,009,151 $ 11,341,704

The accompanying notes are an integral part of these consolidated financial statements.

F-5

Edgar Filing: Pandora Media, Inc. - Form 4

Explanation of Responses: 30



COFFEE HOLDING CO., INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED OCTOBER 31, 2006, 2005 AND 2004

2006 2005 2004
OPERATING ACTIVITIES:
Net income $ 700,082 $ 1,185,135 $ 875,342
Adjustments to reconcile net income to net cash (used
in) provided by operating activities:
Depreciation 431,750 373,106 363,612
Bad debt expense 5,421 270,000 30,914
Deferred income taxes 56,200 (173,200) (27,200)
Loss from joint venture 176,911 - -
Changes in operating assets and liabilities:
Commodities held at broker (1,336,095) (2,120,493) 20,222
Accounts receivable (1,380,693) (1,423,821) (1,881,986)
Inventories 1,597,035 (2,238,289) (476,865)
Prepaid expenses and other current assets (56,003) 563,558 (244,963)
Prepaid and refundable income taxes (290,374) (11,629) -
Due from joint venture (73,658) - -
Accounts payable and accrued expenses 397,112 (227,259) 2,797,389
Income tax payable (218,864) 58,864 160,000
Deposits and other assets (328,388) (135,054) -
Net cash (used in) provided by operating activities (319,564) (3,879,082) 1,616,465

INVESTING ACTIVITIES:
Purchases of property and equipment (190,749) (466,122) (1,039,479)
Investment in joint venture (585,709) - -
Security deposits - (8,025) (16,700)
Net cash used in investing activities (776,458) (474,147) (1,056,179)

FINANCING ACTIVITIES:
Principal payments on term loan - (252,000) (84,000)
Net proceeds from initial public offering - 6,436,016 -
Advances under bank line of credit 41,847,244 27,754,052 28,108,814
Principal payments under bank line of credit (40,367,530) (29,375,930) (27,715,835)
Payments to related parties - - (79,646)
Principal payments of obligations under capital leases (1,329) (115,586) (221,306)
Net cash provided by financing activities 1,478,385 4,446,552 8,027

MINORITY INTEREST (5,666) - -

NET INCREASE IN CASH 376,697 93,323 568,313

Cash, beginning of year 735,468 642,145 73,832

CASH, END OF YEAR $ 1,112,165 $ 735,468 $ 642,145
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SUPPLEMENTAL DISCLOSURE OF CASH
FLOW DATA:
Interest paid $ 121,844 $ 103,286 $ 145,930
Income taxes paid $ 831,503 $ 460,744 $ 370,850

On June 10, 2005, 10,000 shares of restricted stock valued at $24,650 were issued for services to be rendered.

The accompanying notes are an integral part of these consolidated financial statements.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 1 - BUSINESS ACTIVITIES:

Coffee Holding Co., Inc. (the “Company”) conducts wholesale coffee operations, including manufacturing, roasting,
packaging, marketing and distributing roasted and blended coffees for private labeled accounts and its own brands,
and sells green coffee. The Company’s sales are primarily to customers that are located throughout the United States
and Canada consisting of supermarkets, wholesalers, gourmet roasters, and individually owned and multi-unit
retailers.

The Company owns a 60% interest in Generations Coffee Company, LLC (“GCC”) effective April 7, 2006. GCC is in
the same business as the Company and had limited operations during the period ended October 31, 2006. The
Company also exercises control of GCC. As a result of its 60% interest and control, the financial statements of GCC
are consolidated with the Company.

The Company also owns a 50% interest in Cafe La Rica, LLC (“CLR”) effective March 10, 2006. CLR is in the same
business as the Company and is being recorded as an investment in joint venture. The Company does not exercise
control of CLR. As a result, the financial statements of CLR are not consolidated and is accounted for by the equity
method of accounting.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The Company’s accounting policies are in accordance with accounting principles generally accepted in the United
States of America. Outlined below are those policies considered to be particularly significant.

USE OF ESTIMATES:

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those amounts.

BASIS OF PRESENTATION:

The consolidated financial statements include the accounts of the Company and GCC. In 2006, the equity method of
accounting was used to record the Company’s share of the loss in CLR. All significant inter-company balances and
transactions have been eliminated in consolidation.

CASH EQUIVALENTS:

Cash equivalents represent highly liquid investments with maturities of three months or less at the date of purchase.

INVENTORIES:

Inventories are valued at the lower of cost (first-in, first-out basis) or market.

PROPERTY AND EQUIPMENT:
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Property and equipment are recorded at cost and depreciated using the straight-line method over the estimated useful
lives of the assets.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, ,2005 AND 2004

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

HEDGING:

The Company uses options and futures contracts to partially hedge the effects of fluctuations in the price of green
coffee beans. Options and futures contracts are marked to market with current recognition of gains and losses on such
positions. The Company's accounting for options and futures contracts may increase earnings volatility in any
particular period. The Company has open position contracts held by the broker which includes commodities for cash,
futures and options in the amount of $4,330,489 and $2,994,394 at October 31, 2006 and 2005, respectively. The
Company classifies its options and future contracts as trading securities and accordingly, unrealized holding gains and
losses are included in earnings and not reflected as a net amount in a separate component of shareholders’ equity.

At October 31, 2006, the Company held 70 options (generally with terms of two months or less) covering an
aggregate of 2,625,000 pounds of green coffee beans at $1.05 per pound. The fair market value of these options,
which was obtained from major financial institutions, was $116,813 at October 31, 2006.

At October 31, 2005, the Company held 300 options (generally with terms of two months or less) covering an
aggregate of 11,250,000 pounds of green coffee beans at prices of $.9750 to $1.00 per pound. The fair market value of
these options, which was obtained from a major financial institution, was $159,750 at October 31, 2005.

At October 31, 2006, the Company held 129 future contracts for the purchase of 4,837,500 pounds of coffee at an
average price of $1.05 per pound. The market price of coffee applicable to such contracts was $1.08 per pound
aggregating $2,662,200 at October 31, 2006. At October 31, 2005, the Company did not hold any future contracts.

The Company currently has agreements with two of its wholesale vendors in which it is the supplier at fixed prices for
lines of private label ground coffee. The Company is the exclusive customer of one of these wholesale vendors. The
agreements generally contain only pricing terms and do not contain minimum purchase requirements.

Included in cost of sales and due from broker for the years ended October 31, 2006, 2005 and 2004, the Company
recorded realized and unrealized gains and losses respectively, on these contracts as follows:

YEARS ENDED
OCTOBER 31,

2006 2005 2004
Gross realized gains $ 2,769,507 $ 4,081,339 $ 3,129,479
Gross realized losses $ (1,462,183) $ (3,264,522) $ (1,415,505)
Unrealized gains (losses) $ 347,494 $ 11,111 $ (92,236)
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

ADVERTISING:

The Company expenses the cost of advertising and promotion as incurred. Advertising costs charged to operations
totaled $123,839, $163,007 and $163,007 in 2006, 2005 and 2004, respectively.

INCOME TAXES:

The Company accounts for income taxes pursuant to the asset and liability method which requires deferred income tax
assets and liabilities to be computed for temporary differences between the financial statement and tax bases of assets
and liabilities that will result in taxable or deductible amounts in the future based on enacted tax laws and rates
applicable to the periods in which the differences are expected to affect taxable income. Valuation allowances are
established when necessary to reduce deferred tax assets to the amount expected to be realized. The income tax
provision or credit is the tax payable or refundable for the period plus or minus the change during the period in
deferred tax assets and liabilities (see also Note 8).

STOCK OPTIONS:

Effective November 1, 2005, the Company accounted for any stock options in accordance with the recognition and
measurement provisions of Statement of Financial Accounting Standards (“FAS”) No 123 (revised 2004), Share-Based
Payment (“FAS 123(R)”), which replaces FAS No. 123, Accounting for Stock - Based Compensation, and supersedes
Accounting Principles Board Opinion (“APB”) No 25, Accounting for Stock Issued to Employees, and related
interpretations. FAS 123(R) requires compensation costs related to share-based payment transactions, including
employee stock options, to be recognized in the financial statements. In addition, the Company adheres to the
guidance set forth within Securities and Exchange Commission (“SEC”) Staff Accounting Bulletin (“SAB”) No. 107,
which provides the Staff’s views regarding the interaction between SFAS No. 123(R) and certain SEC rules and
regulations and provides interpretations with respect to the valuation of share-based payments for public companies.

Prior to November 1, 2005, the Company accounted for any stock options in accordance with APB No. 25 which
employed the intrinsic value method of measuring compensation cost. Accordingly, compensation expense would
have been recognized for fixed stock options if the exercise price of the option equaled or exceeded the fair value of
the underlying stock at the grant date (See Note 11).

EARNINGS PER SHARE:

The Company presents “basic’ and, if applicable, “diluted” earnings per common share pursuant to the provisions of
Statement of Financial Accounting Standards No. 128, “Earnings per Share” (“SFAS 128”) and certain other financial
accounting pronouncements. Basic earnings per common share are calculated by dividing net income by the weighted
average number of common shares outstanding during each period. The calculation of diluted earnings per common
share is similar to that of basic earnings per common share, except that the denominator is increased to include the
number of additional common shares that would have been outstanding if all potentially dilutitive common shares,
such as those issuable upon the exercise of stock options, were issued during the period.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

EARNINGS PER SHARE (Continued):

The weighted average common shares outstanding used in the computation of basic earnings per share was 5,529,830,
4,721,327 and 3,999,650 for 2006, 2005 and 2004, respectively. The weighted average common shares outstanding
used in the computation of diluted earnings per share was 5,599,830, 4,776,757 and 3,999,650 for 2006, 2005 and
2004, respectively.

FAIR VALUE OF FINANCIAL INSTRUMENTS:

The carrying amounts of cash and cash equivalents, accounts receivable and accounts payable approximate fair value
because of the short-term nature of these instruments. Fair value estimates are made at a specific point in time, based
on relevant market information about the financial instrument when available. These estimates are subjective in nature
and involve uncertainties and matters of significant judgment and therefore, cannot be determined with precision.
Changes in assumptions could significantly affect the estimates.

REVENUE RECOGNITION:

The Company recognizes revenue in accordance with Securities and Exchange Commission Staff Accounting Bulletin
No. 104, “Revenue Recognition” (“SAB 104”). Under SAB 104, revenue is recognized at the point of passage to the
customer of title and risk of loss, when there is persuasive evidence of an arrangement, the sales price is determinable,
and collection of the resulting receivable is reasonably assured. The Company recognizes revenue at the time of
shipment.

The Company sells its products without the right of return. Returns and allowances are recorded when a customer
claims receipt of damaged goods. The Company in turn seeks reimbursement from the shipper.

Slotting fees: Certain retailers require the payment of slotting fees in order to obtain space for the Company’s products
on the retailer’s store shelves. The cost of these fees is recognized at the earlier of the date cash is paid or a liability to
the retailer is created. These amounts are included in the determination of cost of goods sold.

Discounts: The cost of these discounts are recognized at the date of the sale. These amounts are included in the
determination of net sales.

Volume-based incentives: These incentives typically involve rebates or refunds of a specific amount of cash
consideration that are redeemable only if the reseller completes a specified cumulative level of sales transactions.
Under incentive programs of this nature, the Company estimates the anticipated cost of the rebate when it records the
sale. These amounts are included in the determination of net sales.

Cooperative advertising: Under these arrangements, the Company will agree to reimburse the reseller for a portion of
the costs incurred by the reseller to advertise and promote certain of the Company’s products. The Company will
recognize the cost of cooperative advertising programs in the period in which the advertising and promotional activity
first takes place. The costs of these incentives are included in advertising expense.

F-10

Edgar Filing: Pandora Media, Inc. - Form 4

Explanation of Responses: 37



Edgar Filing: Pandora Media, Inc. - Form 4

Explanation of Responses: 38



COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

SHIPPING AND HANDLING FEES AND COSTS:

In accordance with EITF No. 00-10 “Accounting for Shipping and Handling Fees and Costs”, revenue received from
shipping and handling fees is reflected in net sales. Costs associated with shipping product to customers aggregating
approximately $1,592,000, $1,358,000 and $1,197,000 for the years ended October 31, 2006, 2005 and 2004,
respectively is included in selling and administrative expenses.

RECLASSIFICATIONS:

Prior years financial statements have been reclassified to conform with current years presentation.

RECENT ACCOUNTING PRONOUNCEMENTS:

Statement of Financial Accounting Standard 155, Accounting for Certain Hybrid Financial Instruments (“SFAS
No. 155”)

In February 2006, the FASB amended SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”,
and SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities”,
with the issuance of SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments”. SFAS No. 155 resolves
issues addressed in the earlier standards and is effective for all financial instruments acquired or issued after the
beginning of an entity’s first fiscal year that begins after September 15, 2006.

Statement of Financial Accounting Standard 156, Accounting for Servicing of Financial Assets (“SFAS No. 156”)

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets”, which amended SFAS
No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities”, with respect
to the accounting for separately recognized servicing assets and servicing liabilities. SFAS 156 permits an entity to
choose either the amortization method or the fair value measurement method for each class of separately recognized
servicing assets or servicing liabilities. The application of this statement is not expected to have an impact on the
Company’s financial statement

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

In September 2006, the Financial Accounting Standard Board issued a standard that provides enhanced guidance for
using fair value to measure assets and liabilities. The standard applies whenever other standards require (or permit)
assets or liabilities to be measured at fair value. The standard does not expand the use of fair value in any new
circumstances.

This Statement is effective for financial statements issued for fiscal years beginning after November 15, 2007, and
interim periods within those fiscal years. Earlier application is encouraged, provided that the reporting entity has not
yet issued financial statements for that fiscal year, including financial statements for an interim period within that
fiscal year.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

RECENT ACCOUNTING PRONOUNCEMENTS (Continued):

Statement of Financial Accounting Standard 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans—an amendment of FASB Statements No. 87, 88, 106, and 132(R)

In September 2006, the Financial Accounting Standard Board issued a standard that provides improved financial
reporting by requiring an employer to recognize the overfunded or underfunded status of a defined benefit
postretirement plan (other than a multiemployer plan) as an asset or liability in its statement of financial position and
to recognize changes in that funded status in the year in which the changes occur through comprehensive income of a
business entity or changes in unrestricted net assets of a not-for-profit organization. This Statement also improves
financial reporting by requiring an employer to measure the funded status of a plan as of the date of its year-end
statement of financial position, with limited exceptions. This Statement amends Statement 87, FASB Statement No.
88, Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination
Benefits, Statement 106, and FASB Statement No. 132 (revised 2003), Employers’ Disclosures about Pensions and
Other Postretirement Benefits, and other related accounting literature. The required date of adoption of the recognition
and disclosure provisions of this Statement differs for an employer that is an issuer of publicly traded equity securities
(as defined) and an employer that is not. An employer with publicly traded equity securities is required to initially
recognize the funded status of a defined benefit postretirement plan and to provide the required disclosures as of the
end of the fiscal year ending after December 15, 2006.

SEC Staff Accounting Bulletin 108 (“SAB 108”), Considering the Effects of Prior Year Misstatements when
Qualifying Misstatements in Current Year Financial Statements

In September 2006, the SEC staff issued Staff Accounting Bulletin No. 108, "Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements." SAB 108 was issued in order
to eliminate the diversity of practice surrounding how public companies quantify financial statement misstatements.

Traditionally, there have been two widely-recognized methods for quantifying the effects of financial statement
misstatements: the “roll-over” method and the “iron curtain” method. The roll-over method focuses primarily on the
impact of a misstatement on the income statement—including the reversing effect of prior year misstatements—but its use
can lead to the accumulation of misstatements in the balance sheet. The iron-curtain method, on the other hand,
focuses primarily on the effect of correcting the period-end balance sheet with less emphasis on the reversing effects
of prior year errors on the income statement.

In SAB 108, the SEC staff established an approach that requires quantification of financial statement misstatements
based on the effects of the misstatements on each of the company's financial statements and the related financial
statement disclosures.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

RECENT ACCOUNTING PRONOUNCEMENTS (Continued):

This model is commonly referred to as a "dual approach" because it requires quantification of errors under both the
iron curtain and the roll-over methods. SAB 108 permits existing public companies to initially apply its provisions
either by (i) restating prior financial statements as if the "dual approach" had always been used or (ii) recording the
cumulative effect of initially applying the "dual approach" as adjustments to the carrying values of assets and
liabilities as of January 1, 2006 with an offsetting adjustment recorded to the opening balance of retained earnings.

Financial Accounting Standards Board (FASB) No. 48, Accounting for Uncertainty in Income Taxes (“FIN 48”)

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes - an interpretation of FASB Statement No. 109 (FIN 48), which provides clarification
related to the process associated with accounting for uncertain tax positions recognized in consolidated financial
statements. FIN 48 prescribes a more-likely-than-not threshold for financial statement recognition and measurement
of a tax position taken, or expected to be taken, in a tax return. FIN 48 also provides guidance related to, among other
things, classification, accounting for interest and penalties associated with tax positions, and disclosure requirements.
We are required to adopt FIN 48 on November 1, 2007, although early adoption is permitted. We are currently
evaluating the impact of adopting FIN 48 on our consolidated financial statements.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 3 - FORMATION OF SUBSIDIARY - GENERATIONS COFFEE COMPANY, LLC:

The Company and PMD Enterprises, Inc. (DBA Caruso’s Coffee, (“Caruso”)) formed GCC on April 7, 2006. GCC
engages in the roasting, packaging and sale of private label specialty coffees for sale and distribution, throughout the
United States. The initial capital contribution by the Company was cash aggregating $328,388 and by Caruso, the use
of equipment and plant/warehouse space. The Company and Caruso share in profits and losses in the ratio of 60:40
and initial membership interests are 600 shares and 400 shares, respectively. The agreement provides for an increase
of capital contribution by Caruso to make each partner equal and to share equally a 50% ratio in profits and losses.
The operations of GCC have been consolidated with the Company from the commencement of operations to October
31, 2006.

NOTE 4 - FORMATION OF JOINT VENTURE - CAFÉ LA RICA, LLC:

The Company and Coffee Bean Trading-Roasting LLC (“CBT”) formed CLR on March 10, 2006. The purpose of CLR
is to engage in the roasting, packaging and sale of branded coffee products in the Southeastern United States markets.
CLR was funded by an initial cash contribution of $250,000 by the Company. In addition, the Company contributed
cash in order to purchase equipment valued at $335,709 and CBT contributed equipment, and inventory of coffee and
packaging materials valued at $119,316. The Company and CBT also contributed their respective intellectual property
which had minimal value consisting of licenses for the use of the Company’s Café Caribe trademark and CBT’s Café
La Rica trademark per separate licensing agreements. The trademarks are licensed to CLR as exclusive,
non-assignable, non-transferable, royalty free rights to use them worldwide in connection with manufacture,
packaging, sale, marketing and distribution of the licensed products (as defined) within the territory (as defined) in the
respective agreements. The Company and CBT each have a 50% allocation in the profits and losses of CLR. CLR is
being accounted for under the equity method of accounting.

Separate agreements were entered into between the Company and CLR for the Company to provide administrative
services to CLR for a fee, to sell CLR with coffee inventory and to pay CLR a roasting fee for all coffee roasted and
sold as one of the Company’s proprietary brands, for which CLR will not receive a share of profits. CLR also engages
in roasting other non-company brands coffee for which the profits/losses will be shared by both partners.
Administrative changes by the Company to the joint venture for the period ended October 31, 2006 aggregated
$44,403.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 4 - FORMATION OF JOINT VENTURE - CAFÉ LA RICA, LLC (Continued):

The following represents condensed financial information of Café La Rica, LLC as of October 31, 2006 and date of
commencement to October 31, 2006.

Current assets $ 406,041
Machinery and other assets 481,023
Total assets $ 887,064

Current liabilities $ 569,057
Other liabilities 3,926
Capital 314,081

Total liabilities and capital $ 887,064

Sales $ 903,242

Expenses 1,257,064

Net loss $ (353,822)

Company’s share of net loss $ (176,911)

NOTE 5 - INVENTORIES:

Inventories at October 31, 2006 and October 31, 2005 consisted of the following:

2006 2005
Packed coffee $ 700,284 $ 1,276,050
Green coffee 1,466,161 2,483,061
Packaging supplies 733,098 737,467
Totals $ 2,899,543 $ 4,496,578
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 6 - PROPERTY AND EQUIPMENT:

Property and equipment at October 31, 2006 and 2005 consisted of the following:

Estimated
Useful
Life 2006 2005

Building and improvements
30

years $ 1,401,016 $ 1,393,516

Machinery and equipment
7

years 3,853,272 3,784,129
Machinery and equipment
under capital lease

7
years 458,179 458,179

Automobile
3

years 84,925 43,617

Furniture and fixtures
7

years 359,833 287,035
6,157,225 5,966,476

Less accumulated
depreciation 4,159,274 3,727,524

1,997,951 2,238,952
Land 141,000 141,000

$ 2,138,951 $ 2,379,952

Depreciation expense totaled $431,750, $373,106 and $363,612 in 2006, 2005 and 2004, respectively. As of October
31, 2006 the Company has paid $328,388 as a deposit towards the purchase of equipment to be used at GCC.

NOTE 7 - LINE OF CREDIT:

The Company has a financing agreement with Merrill Lynch Business Financial Services Inc. which was originally
entered into in November 2004 and amended in March 2005 for a line of credit of up to $4,000,000. The line of credit
is secured by a blanket lien on all the assets of the Company and the personal guarantees of two of the Company’s
officer/shareholders, requires monthly interest payments at a rate of LIBOR plus 2.4% (7.47% at October 31, 2006
and 6.23% at October 31, 2005) and requires the Company to comply with various financial covenants. The
agreement expires on October 31, 2007. As of October 31, 2006 and 2005, the Company was in compliance with all
financial covenants. As of October 31, 2006 and 2005, the borrowing under the line of credit was $2,542,881 and
$1,063,167, respectively.

In April 2005, the Company entered into an additional term loan with Merrill Lynch Business Financial Services Inc.
in order to finance the purchase of roasting equipment. This term loan was paid in full prior to October 31, 2005.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 8 - INCOME TAXES:

The tax effects of the temporary differences that give rise to the deferred tax assets and liabilities as of October 31,

2006 2005
Deferred tax assets:
Accounts receivable $ 167,000 $ 168,855
Inventory 54,000 149,745

$ 221,000 $ 318,600

Deferred tax liabilities:
Fixed assets $ 12,300 $ 53,700

The Company’s provision (benefit) for income taxes in 2006, 2005 and 2004 consisted of the following:

2006 2005 2004

Federal - current $ 430,211 $ 726,364 $ 497,421
Federal - deferred 37,800 (134,700) (29,072)
State and local - current 112,648 172,489 232,174
State and local - deferred 21,400 (38,500) (7,328)

Total $ 602,059 $ 725,653 $ 693,195

A reconciliation of the difference between the expected income tax rate using the statutory federal tax rate and the
Company’s effective tax rate is as follows:

2006 2005 2004

Federal income tax statutory
rate 34% 34% 34%
State income taxes, net of
federal tax benefit 6% 8% 8%
Other - benefit of tax refunds -% -% 2%

Effective tax rate 40% 42% 44%
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 9 - COMMITMENTS AND CONTINGENCIES:

OPERATING LEASES:

a)The Company occupies warehouse facilities under an operating lease, which was set to expire on August 31, 2006.
The lease was renegotiated effective February 2006 for a term of five years, expiring on January 31, 2011, at a
monthly rental of $15,000. The lease requires the Company to pay utilities and other maintenance expenses. Rent
charged to operations amounted to $161,000, $90,000 and $59,030 in 2006, 2005 and 2004, respectively.

The Company also uses a variety of independent, bonded commercial warehouses to store its green coffee beans.

b)In February 2004, the Company entered into a lease for office and warehouse space in La Junta City, Colorado.
This lease, which is at a monthly rental of $8,341 beginning January 2005, expires on January 31, 2024.

The aggregate minimum future lease payments as of October 31, 2006 for each of the next five years and thereafter
are as follows:

October 31,

2007 $ 280,093
2008 280,093
2009 280,093
2010 280,093
2011 145,093
Thereafter 1,326,232

$ 2,591,697

LEGAL PROCEEDINGS:

The Company is a party to various legal proceedings. In the opinion of management, these actions are routine in
nature and will not have a material adverse effect on the Company’s financial statements in subsequent years.

401 (K) RETIREMENT PLAN:

The Company has a 401(k) Retirement Plan, which covers all the full time employees who have completed one year
of service and have reached their 21st birthday. The Company matches 100% of the aggregate salary reduction
contribution up to the first 3% of compensation and 50% of aggregate contribution of the next 2% of compensation.
Contributions to the plan aggregated $54,807, $53,350 and $12,500 for 2006, 2005 and 2004, respectively.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 9 - COMMITMENTS AND CONTINGENCIES (Continued):

MARKETING AGREEMENT:

In May 2005, the Company entered into a one-year agreement with a marketing firm. The Company paid the firm
$8,000 per month and at closing, issued 10,000 shares of stock valued at $24,650 for services rendered. As of October
31, 2006, this agreement has been terminated.

NOTE 10 - CONCENTRATION OF CREDIT RISK:

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash
and cash equivalents, commodities held at broker and trade accounts receivable. The Company maintains its cash and
cash equivalents in bank and brokerage accounts, the balances of which, at times, may exceed Federal insurance
limits. Although at October 31, 2006 and 2005 the Company did have cash balances that exceeded the Federal
insurance limits, they have not experienced any losses in such accounts and monitor the soundness of the financial
institutions on a periodic basis. The net balance of the Company’s investments in derivative financial instruments also
represents commodities held at broker. Exposure to credit risk is reduced by placing such deposits and investments
with major financial institutions and monitoring their credit ratings.

Approximately 30% and 6% of the Company’s sales were derived from two customers in 2006. Those customers also
accounted for approximately $777,000 and $241,000 of the Company’s accounts receivable balance as of October 31,
2006. Approximately 28% and 8% of the Company’s sales were derived from two customers in 2005. Those customers
also accounted for approximately $314,000 and $249,000 of the Company’s account receivable balance at October 31,
2005. Approximately 22% and 11% of the Company’s sales were derived from two customers in 2004. Those
customers also accounted for approximately $400,000 and $458,000 of the Company’s accounts receivable balance as
of October 31, 2004. Concentration of credit risk with respect to other trade receivables are limited due to the short
payment terms generally extended by the Company; by ongoing credit evaluations of customers; and by maintaining
an allowance for doubtful accounts that management believes will adequately provide for credit losses.

Management does not believe that credit risk was significant at October 31, 2006 and 2005.

NOTE 11 - STOCK OPTION PLAN:

On February 10, 1998, the Company’s stockholders consented to the adoption of the Company’s stock option plan (the
“Plan”) whereby incentive and/or non-incentive stock options for the purchase of up to 2,000,000 shares of the
Company’s common stock may be granted to the Company’s directors, officers, other key employees and consultants.
Under the Plan, the exercise price of all options must be at least 100% of the fair market value of the common stock
on the date of grant (the exercise price of an incentive stock option for an optionee that holds more than 10% of the
combined voting power of all classes of stock of the Company must be at least 110% of the fair market value on the
date of grant). On June 21, 2004, the plan was amended to reduce the number of shares of common stock reserved for
issuance under the plan from 2,000,000 to 800,000, subject to adjustment for stock splits, stock dividends,
reorganizations, mergers, recapitalizations or other capital adjustments.

As of October 31, 2006 no options had been granted under the Plan, since its inception.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 12 - MAJOR VENDORS/RELATED PARTY:

During fiscal 2006, 77% of the Company’s purchases were from ten vendors. Two of these vendors accounted for 30%
and 10% of total purchases, respectively. These two vendors accounted for approximately $605,000 and $410,000 of
the Company’s accounts payable at October 31, 2006 respectively.

During fiscal 2005, 85% of the Company’s purchases were from ten vendors. Two of these vendors accounted for 43%
and 8% of total purchases, respectively. These two vendors accounted for approximately $1,457,000 and $165,000 of
the Company’s accounts payable at October 31, 2005, respectively.

During fiscal 2004, 81% of the Company’s purchases were from ten vendors. Two of these vendors accounted for 34%
and 11% of total purchases, respectively. These two vendors accounted for approximately $1,028,000 and $246,000 of
the Company’s accounts payable at October 31, 2004, respectively.

In addition, an employee of one of these vendors is a director of the Company. Purchases from that vendor totaled
approximately $13,841,000, $12,969,000 and $6,075,000 in 2006, 2005 and 2004, respectively. Management does not
believe that the loss of any one vendor would have a material adverse effect on the Company’s operations due to the
availability of many alternate suppliers.

NOTE 13 - NON-QUALIFIED DEFERRED COMPENSATION PLAN:

In January 2005, the Company established the “Coffee Holding Co., Inc. Non-Qualified Deferred Compensation Plan.”
Currently, there is only one participant in the plan. Within the plan guidelines, this employee is deferring a portion of
his current salary and bonus.

NOTE 14 - SALE OF COMMON STOCK:

The Company entered into an agreement with Maxim Group LLC (“Maxim”) for Maxim to serve as the Company’s
financial advisors and lead managing underwriter for a public offering of the Company’s common stock. Subsequently,
Maxim and Joseph Stevens & Company, Inc. (“Joseph Stevens”) entered into an agreement pursuant to which Joseph
Stevens agreed to act as managing underwriter and Maxim agreed to participate in the underwriting syndicate for the
offering.

The offering of 1,400,000 shares concluded on May 6, 2005 and on June 16, 2005 the underwriters exercised their
right to purchase 210,000 additional shares of common stock (the over-allotment option) at the public offering price
less the underwriting discount (ten percent). An aggregate of 1,610,000 shares of the Company’s common stock were
sold in the offering at a price of $5.00 per share. The Company paid $25,000 to Maxim upon the filing of a
registration statement for the offering with the United States Securities and Exchange Commission, which amount was
split between Joseph Stevens and Maxim. The Company also paid to Joseph Stevens and Maxim a non-accountable
expense allowance less amounts previously paid to Maxim, equal to three percent of the gross proceeds derived from
the public offering. The Company also sold to Joseph Stevens and Maxim for $100, warrants to purchase 70,000
shares of common stock at a price of $6.00 per share. The fair market value of these warrants was charged and
credited to additional paid-in capital. The warrants are exercisable for a period of five years and contain provisions for
cashless exercise, anti-dilution and piggyback registration rights.

During 2005, a former shareholder returned 89,820 shares of common stock for no consideration.
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COFFEE HOLDING CO., INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

OCTOBER 31, 2006, 2005 AND 2004

NOTE 15 - QUARTERLY RESULTS OF OPERATIONS:

The following table presents unaudited quarterly results of operations for the four quarters ended October 31, 2006
and 2005. We believe that all necessary adjustments, consisting only of normal recurring adjustments, have been
included in the amounts stated below to present fairly such quarterly information.

First Quarter Second Quarter Third Quarter Fourth Quarter

2006
Net Sales $ 13,844,845 $ 12,010,928 $ 11,858,581 $ 13,456,848
Gross profit 2,325,443 862,694 1,941,651 2,465,451
Income (loss) from operations 906,631 (492,969) 385,843 564,802
Net income (loss) 519,638 (284,234) 179,450 285,228
Diluted earnings (loss) per share $ .09 $ (.05) $ .03 $ .05

2005
Net Sales $ 8,060,280 $ 10,173,230 $ 10,782,680 $ 12,529,155
Gross profit 2,072,267 2,252,858 1,033,458 2,310,789
Income (loss) from operations 676,881 1,003,371 (792,607) 1,083,464
Net income (loss) 402,281 598,356 (447,875) 632,373
Diluted earnings (loss) per share $ .10 $ .15 $ (.08) $ .13
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Schedule II

Coffee Holding Co., Inc.
Valuation and qualifying accounts

for the years ended October 31, 2006, 2005, and 2004

(a) Description

(b) Balance at
Beginning of

Year

(c) Additions
Charged to

(reversed from)
Costs and
Expenses

(d) Deductions
- Net

Write-Offs
(e) Balance at
End of Year

Year Ended October 31, 2006:
Allowance for doubtful accounts on
trade receivables $ 420,349 $ - $ - $ 420,349

Year Ended October 31, 2005:
Allowance for doubt accounts on
trade receivables $ 150,349 $ 270,000 $ - $ 420,349

Year Ended October 31, 2004:
Allowance for doubtful accounts on
trade receivables $ 119,435 $ 30,914 $ - $ 150,349
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