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PART I
Item 1. Business
Overview

We develop and market premium brands in the following beverage alcohol categories: rum, whiskey, liqueurs, vodka,
tequila and wine. We distribute our products in all 50 U.S. states and the District of Columbia, in twelve primary
international markets, including Ireland, Great Britain, Northern Ireland, Germany, Canada, Bulgaria, France, Russia,
Finland, Norway, Sweden, China and the Duty Free markets, and in a number of other countries in continental Europe
and Latin America. We market the following brands, among others, Gosling’s Rum®, Jefferson’s®, Jefferson’s
Reserve® and Jefferson's Presidential Select TM bourbons, Clontarf® Irish whiskey, Pallini® liqueurs, Boru® vodka,
Knappogue Castle Whiskey® , Tierras TM tequila, Travis Hasse’s Original® Pie Liqueurs, A. de Fussigny® Cognacs
and Betts & SchollTM wines, including the CC:TM line of wines.

Effective as of February 9, 2010, we completed a reincorporation transaction under which Castle Brands Inc., a
Delaware corporation (“Castle Delaware”), merged with and into Castle Brands (Florida) Inc., a Florida corporation and
wholly-owned subsidiary of Castle Delaware (“Castle Florida™), with Castle Florida being the surviving entity and being
renamed Castle Brands Inc. As a result of the reincorporation, the legal domicile of the surviving entity is now the

State of Florida. In the reincorporation, each outstanding share of Castle Delaware common stock, par value $0.01

per share, was converted into one share of Castle Florida common stock, par value $0.01 per share.

Castle Florida was incorporated in Florida in 2009 and is the successor to Castle Delaware, which was incorporated in
Delaware in 2003.

Our brands
We market the premium brands listed below.

Gosling’s rum. We are the exclusive U.S. distributor for Gosling’s rums, including Gosling’s Black Seal Dark Rum,
Gosling’s Gold Bermuda Rum and Gosling’s Old Rum. The Gosling family produces these rums in Bermuda, where
Gosling’s rums have been under continuous production and ownership by the Gosling family for over 200 years. We
hold a 60% controlling interest in Gosling-Castle Partners, Inc., a global export venture between us and the Gosling
family. Gosling-Castle Partners has the exclusive long-term export and distribution rights for the Gosling’s rum
products for all countries other than Bermuda. The Gosling’s rum brands accounted for approximately 34% and 32%

of our revenues for our 2011 and 2010 fiscal years, respectively. We have also introduced Gosling’s Stormy Ginger
Beer, an essential non-alcoholic ingredient in Gosling’s trademarked Dark ‘n Stormy® rum cocktail, and Gosling’s Rum
Swizzle, the famous Bermuda classic made with both Gosling’s Black Seal Rum and Gosling’s Gold Bermuda Rum
along with a blend of island flavors that include pineapple and orange.

Jefferson’s bourbons. We develop and market three premium, very small batch bourbons: Jefferson’s, Jefferson’s
Reserve and Jefferson’s Presidential Select. Each of these three distinct premium Kentucky bourbons, is blended in
batches of eight to twelve barrels to produce specific flavor profiles.

Clontarf Irish whiskeys. Our family of Clontarf Irish whiskeys currently represents a majority of our case sales of Irish
whiskey. Clontarf, an accessible and smooth premium Irish whiskey, is distilled using quality grains and pure Irish
spring water. Clontarf is then aged in bourbon barrels and mellowed through Irish oak charcoal. Clontarf is available
in single malt and classic versions.
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Knappogue Castle Whiskey. We developed our Knappogue Castle Whiskey, a single malt Irish whiskey to build on
both the popularity of single malt Scotch whisky and the growth in the Irish whiskey category. Knappogue Castle
Whiskey is distilled in pot stills using malted barley and is aged twelve years.

Knappogue Castle 1951. Knappogue Castle 1951 is a pure pot-still whiskey that was distilled in 1951 and then aged
for 36 years in sherry casks. The name comes from an Irish castle, formerly owned by Mark Edwin Andrews, the
originator of the brand and the father of Mark Andrews, our chairman.

Pallini liqueurs. We have the long-term exclusive U.S. distribution rights (excluding duty free sales) for Pallini
Limoncello and its related brand extensions. Pallini Limoncello is a premium lemon liqueur, which is served iced
cold, on the rocks or as an ingredient in a wide variety of drinks, ranging from martinis to iced tea. It is also used in
cooking, particularly for pastries and cakes. Pallini Limoncello is crafted from an authentic family recipe. It is made
with Italy’s finest Sfusato Amalfitano lemons that are hand-selected for optimal freshness and flavor. There are two
other flavor extensions of this Italian liqueur: Pallini Peachcello made with white peaches, and Pallini Raspicello,
made from a combination of raspberries and other berries.

Brady’s Irish cream liqueurs. Brady’s Irish Cream, a high quality Irish cream, is made in small batches using Irish
whiskey, dairy fresh cream and natural flavors. We have also introduced Brady’s Chocolate Mint Irish Cream.
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Boru vodka. Boru vodka, a premium vodka produced in Ireland, was developed in 1998 and is named after the
legendary High King of Ireland, Brian Boru, who united the Irish clans and drove foreign invaders out of Ireland. It is
five-times distilled using pure spring water for smoothness and filtered through ten feet of charcoal made from Irish
oak for increased purity. We offer five flavor extensions of Boru vodka: Boru Citrus, Boru Orange, Boru Cherry, Boru
Grape and Boru Crazzberry (a cranberry/raspberry flavor fusion).

Tierras tequila. In 2009, we launched an organic, super-premium tequila, “Tequila Tierras Autenticas de Jalisco”TM or
“Tierras”. Tierras is a USDA certified organic tequila and is available as blanco, reposado and afiejo. We are the
exclusive U.S. importer and marketer of Tierras.

Celtic Crossing liqueur. We have the exclusive worldwide distribution rights for Celtic Crossing, a premium brand of
Irish liqueur that is a unique combination of Irish spirits, cognac and a taste of honey. We have a 60% ownership
interest in Celtic Crossing in the United States, Canada, Mexico, Puerto Rico and the islands between North and South
America. Gaelic Heritage Corporation Limited, an affiliate of one of our bottlers, has the exclusive rights to produce
and supply us with Celtic Crossing. In 2011, we will be re-launching this Celtic Crossing as a wholly owned brand,
Celtic Honey.

Travis Hasse’s Original Pie Liqueurs. We are the exclusive global distributor for Travis Hasse’s Original Pie Liqueurs,
including Travis Hasse’s Original Apple Pie Liqueur, a blend of various types of apples, spices and cinnamon, and
Travis Hasse's Original Cherry Pie Liqueur, a cherry-pie-filling flavor from the marriage of maraschino cherries and a
hint of vanilla. We have a 20% interest in DP Castle Partners, LLC, a joint venture formed with Travis Hasse and his
wholly owned Drink Pie, LLC to manage the manufacturing and marketing of Travis Hasse’s Original Apple Pie
Liqueur, Cherry Pie Liqueur and any future line extensions of the brand. Under the terms of the agreement, we will
acquire an increasing stake in the brand based on achieving certain case sale targets.

A. de Fussigny Cognacs. We are the exclusive U.S. importer for A. de Fussigny Cognacs, a range of premium
cognacs. A. de Fussigny Cognacs include XO, Superieur and Selection. A. de Fussigny Cognacs are the only cognacs
still distilled, aged and bottled entirely in Cognac.

Betts & Scholl and cc: wines . Betts & Scholl is a family of fine wines that includes Grenache, Shiraz and Riesling
from Australia, Syrah from California, and Hermitage Blanc and Rouge from France. Each bottle of Betts & Scholl
features the artwork of internationally renowned contemporary artists. In 2010, we introduced the cc: line of wines,
including California Cabernet and Chardonnay.

Our strategy

Our objective is to continue building a distinctive portfolio of global premium spirits and fine wine brands as we move
towards profitability. To achieve this, we continue to seek to:

eincrease revenues from our more profitable brands. We have focused, and continue to focus, our distribution
relationships, sales expertise and targeted marketing activities on our more profitable brands;

eimprove value chain and manage cost structure. We have undergone a comprehensive review and analysis of our
supply chains and cost structures both on a company-wide and brand-by-brand basis. This included personnel
reductions throughout our company; restructuring our international distribution system; controlling inventory levels;
changing distributor relationships in certain markets; moving production of certain products to a lower cost facility
in the U.S.; and reducing general and administrative costs. We continue to review costs and seek to further reduce
expense; and
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selectively add new premium brands to our portfolio. We intend to continue developing new brands and pursuing
strategic relationships, joint ventures and acquisitions to selectively expand our premium spirits and fine wine
portfolio, particularly by capitalizing on and expanding our already demonstrated partnering capabilities. Our
criteria for new brands focuses on underserved areas of the beverage alcohol marketplace, while examining the
potential for direct financial contribution to our company and the potential for future growth based on development
and maturation of agency brands. We will evaluate future acquisitions and agency relationships on the basis of their
potential to be immediately accretive and their potential contributions to our objectives of becoming profitable and
further expanding our product offerings. We expect that future acquisitions, if consummated, would involve some
combination of cash, debt and the issuance of our stock.

Production and supply

There are several steps in the production and supply process for beverage alcohol products. First, all of our spirits
products are distilled. This is a multi-stage process that converts basic ingredients, such as grain, sugar cane or agave,
into alcohol. Next, the alcohol is processed and/or aged in various ways depending on the requirements of the specific
brand. For our vodka, this processing is designed to remove all other chemicals, so that the resulting liquid will be
odorless and colorless, and have a smooth quality with minimal harshness. Achieving a high level of purity involves a
series of distillations and filtration processes.




Edgar Filing: Castle Brands Inc - Form 10-K

For our flavored vodkas and all of our other spirits brands, rather than removing flavor, various complex flavor
profiles are achieved through one or more of the following techniques: infusion of fruit, addition of various flavoring
substances, and, in the case of rums, whiskeys and cognacs, aging of the brands in various types of casks for extended
periods of time and the blending of several rums, whiskeys or cognacs to achieve a unique flavor profile for each
brand. For our wines we work with specific growers and winemakers to produce proprietary expressions of wine from
prestigious appellations. After the distillation, purification and flavoring processes are completed, the various liquids
are bottled. This involves several important stages, including bottle and label design and procurement, filling of the
bottles and packaging the bottles in various configurations for shipment.

We do not have significant investments in grape contracts, wine making, distillation, bottling or other production
facilities or equipment. Instead, we have entered into relationships with several companies to provide those services to
us. We believe that these types of arrangements allow us to avoid committing significant amounts of capital to fixed
assets and permit us to have the flexibility to meet growing sales levels by dealing with companies whose capacity
significantly exceeds our current needs. These relationships vary on a brand-by-brand basis as discussed below. As
part of our ongoing cost-containment efforts, we intend to continue to review each of our business relationships to
determine if we can increase the efficiency of our operations.

Gosling’s rum

Gosling’s rums have been produced by the Gosling’s family in Hamilton, Bermuda for over 200 years and, under our
distribution arrangements with Gosling's Export (Bermuda) Limited, (“Gosling’s Export™), they have retained the right to
act as the sole supplier to Gosling-Castle Partners Inc. with respect to our Gosling’s rum requirements. Gosling's

sources its rums in the Caribbean and transports them to Bermuda where they are blended according to proprietary
recipes. The rums are then sent to Heaven Hill Distilleries, Inc.’s plant in Bardstown, Kentucky where they are bottled,
packaged, stored and shipped to our third-party warehouse. In 2007, Gosling’s increased its blending and storage
facilities in Bermuda to accommodate our supply needs for the foreseeable future. We believe Heaven Hill has ample
capacity to meet our projected supply needs. See “Strategic brand-partner relationships.”

Knappogue Castle and Clontarf Irish whiskeys

In 2005, we entered into a long-term supply agreement with Irish Distillers Limited, a subsidiary of Pernod Ricard,
under which it has agreed to supply us with the aged single malt and grain whiskeys used in our Knappogue Castle
Whiskey, a Knappogue Castle Whiskey blend we may produce in the future and all of our Clontarf Irish whiskey
products. The supply agreement provides for Irish Distillers to meet our running ten-year estimate of supply needs for
these products, each of which is produced to a flavor profile prescribed by us. At the beginning of each year of the
agreement, we must specify our supply needs for each product for that year, which amounts we are then obligated to
purchase over the course of that year. These amounts may not exceed the annual amounts set forth in the running
ten-year estimate unless approved by Irish Distillers. The agreement provides for fixed prices for the whiskeys used in
each product, with escalations based on certain cost increases. The whiskeys are then sent to Terra Limited (“Terra”) in
Baileyboro, Ireland, where they are bottled in bottles we designed and packaged for shipment. We believe that both
Terra, which also acts as bottler for certain of our Boru vodka and as producer and bottler of our Brady’s Irish cream
(and as bottler for Celtic Crossing, which is supplied to us by one of Terra’s affiliates), has sufficient bottling capacity
to meet our current needs, and both Terra and Irish Distillers have the capacity to meet our future supply needs.

Terra provides intake, storage, sampling, testing, filtering, filling, capping and labeling of bottles, case packing,
warehousing and loading and inventory control for our Boru vodkas and our Knappogue Castle and Clontarf Irish
whiskeys at prices that are adjusted annually by mutual agreement based on changes in raw materials and consumer
price indexes increases up to 3.5% per annum. This agreement also provides for maintenance of product specifications
and minimum processing procedures, including compliance with applicable food and alcohol regulations and
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maintenance, storage and stock control of all raw products and finished products delivered to Terra. Terra holds all
alcohol on its premises under its customs and excise bond. Our bottling and services agreement with Terra will expire
on June 30, 2011. We expect to continue to operate under the terms of the expiring contract as we negotiate a new
agreement with Terra. We believe we could obtain alternative sources of bottling and services if we are unable to
renew the existing Terra contract.

Jefferson’s bourbons

Jefferson’s and Jefferson’s Presidential Select bourbons are bottled for us by Lawrenceburg Distillers, Inc., which we
refer to as LDI, in Lawrenceburg, Indiana, from our stocks of aged bourbon. Jefferson’s Reserve bourbons are
produced and bottled for us by Kentucky Bourbon Distillers in Bardstown, Kentucky. Kentucky Bourbon Distillers
sold barrels of aged bourbon to us, from which we blended no more than eight to twelve barrels to produce specific
flavor profiles of each of our bourbon products. Kentucky Bourbon Distillers then bottled the bourbons in bottles
designed and decorated for us through third party suppliers. Bourbon has been in short supply in the United States in
recent years, and we have been actively seeking alternate sourcing for future supply. In December 2009, in order to
bolster our bourbon supply, we acquired a rare stock of aged bourbon which will supply our currently forecasted
supply needs for Jefferson’s and Jefferson’s Reserve.

Pallini liqueurs

LLL.A.R. S.p.A./Pallini Internazionale (“I.L.A.R.”), an Italian company based in Rome and owned since 1875 by the
Pallini family, produces Pallini Limoncello, Raspicello and Peachcello. .L.A.R. makes their Limoncello using
Sfusato Amalfitano lemons in a proprietary infusion process. .LL.A.R. also produces Pallini Peachcello, using white
peaches and Pallini Raspicello, using a combination of raspberries and other berries. [.LL.A.R. bottles the liqueurs at its
plant in Rome and ships them to us under our long-term exclusive U.S. marketing and distribution agreement. We
believe that I.LL.A.R. has adequate facilities to produce and bottle sufficient Limoncello, Peachcello and Raspicello to
meet our foreseeable needs. See “Strategic brand-partner relationships.”
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Boru vodka

We have a supply agreement with Royal Nedalco B.V., a leading European producer of grain neutral spirits, to
provide us with the distilled alcohol used in our Boru vodka. The supply agreement provides for Royal Nedalco to
produce natural spirit for us with specified levels of alcohol content pursuant to specifications set forth in the
agreement and at specified prices through its expiration in December 2011, in quantities designated by us. We believe
that Royal Nedalco has sufficient distilling capacity to meet our needs for Boru vodka for the foreseeable future. In
the event that we do not renew the Royal Nedalco agreement, we believe that we will be able to obtain grain neutral
spirits from another supplier.

The five-times distilled alcohol is delivered from Royal Nedalco to the bottling premises at Terra, where it is filtered
in several proprietary ways, pure water is added to achieve the desired proof, and, in the case of the citrus, orange,
cherry, grape and Crazzberry versions of Boru vodka, flavorings are added. Depending on the size of the bottle, Boru
vodka is then either bottled at Terra or shipped in bulk to the United States and bottled at LDI, where we bottle certain
sizes for the U.S. market. We believe that both Terra and LDI have sufficient bottling capacity to meet our current
needs, and both have the capacity to meet our future supply needs.

Brady’s Irish cream

Brady’s Irish cream is produced for us by Terra. Fresh cream is combined with Irish whiskey, grain neutral spirits and
various flavorings to our specifications, and then bottled by Terra in bottles designed for us. We believe that Terra has
the capacity to meet our foreseeable supply needs for this brand.

Celtic Crossing liqueur

We have exclusive worldwide distribution rights to the Celtic Crossing brand of Irish liqueur and a 60% ownership
interest in the Celtic Crossing brand in the United States, Canada, Mexico, Puerto Rico and the islands between North
and South America. Gaelic Heritage Corporation Limited, an affiliate of Terra, has a contractual right to act as the sole
supplier to us of Celtic Crossing. Gaelic Heritage mixes the ingredients comprising Celtic Crossing using a proprietary
formula and then Terra bottles it for them in bottles designed for us. We believe that the necessary ingredients are
available to Gaelic Heritage in sufficient supply and that Terra’s bottling capacity is currently adequate to meet our
projected supply needs. See “Strategic brand-partner relationships.”

Tierras tequila

Tierras Tequila Autenticas de Jalisco or “Tierras” is being produced for us in Mexico by Autentica Tequilera S.A. de
C.V. Autentica Tequilera currently sources organic agave from third-parties, and together with its affiliates is in the
process of cultivating its own supply of organic agave. Autentica Tequilera distills and bottles the tequila at its facility
in the Jalisco region of Mexico. Tierras is available as blanco, reposado and afiejo. The blanco is unaged, the reposado
is aged in oak barrels at the distillery for up to one year, and the afiejo is aged in oak barrels at the distillery for at least
one year. We believe that, given the ability of Autentica Tequilera to purchase organic agave and its anticipated
cultivation of organic agave, that Autentica Tequilera has sufficient capacity to meet our foreseeable supply needs for
this brand.

Travis Hasse’s Original Pie Liqueurs
Travis Hasse’s Original Pie Liqueurs are produced for us by Temperance Distilling Company (“Temperance”) in
Temperance, Michigan. Various flavorings are combined with grain neutral spirits to our specifications, and then

bottled by Temperance in bottles designed for us. We believe that Temperance has the capacity to meet our

10
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foreseeable supply needs for this brand.
A. de Fussigny Cognacs

We are the exclusive U.S. distributor for A. de Fussigny Cognacs, a range of exceptional cognacs. Fussigny Cognacs
include XO, Superieur and Selection. The A. de Fussigny Cognacs are produced for us by A. de Fussigny Cognacs,
the only cognac producer located entirely in Cognac. We believe that A. de Fussigny Cognacs has sufficient capacity
to meet our foreseeable supply needs for this brand.

Betts & Scholl and cc: wines

The Betts and Scholl wines are produced for us by well regarded winemakers in the Barossa Valley in Australia and
Hermitage, France. In Australia, we work with Rusden Wines to produce the OG, Chronique and Black Betty

wines. In France, the winemaker Jean-Louis Chave produces, blends and bottles our Red and White Hermitage wines.
The cc: wines are being produced for us by well regarded winemakers in Napa Valley, California. Although we do not
have formal agreements with theses parties, we believe that our relationships with them are strong enough and that the
availability of wine is such that these producers will be able to provide a sufficient quantity of wine to fulfill our
requirements into the foreseeable future.

11



Edgar Filing: Castle Brands Inc - Form 10-K

Distribution network

We believe that one of our strengths is the distribution network that we have developed with our sales team and our
independent distributors and brokers. We currently have distribution and brokerage relationships with third-party
distributors in all 50 U.S. states, as well as material distribution arrangements in approximately 20 other countries.

U.S. distribution

Background. Importers of beverage alcohol in the United States must sell their products through a three-tier

distribution system. Typically, an imported brand is first sold to a U.S. importer, who then sells it to a network of
distributors, or wholesalers, covering the United States, in either “open” states or “control” states. In the 32 open states, the
distributors are generally large, privately-held companies. In the 18 control states, the states themselves function as the
distributor, and regulate suppliers such as us. The distributors and wholesalers in turn sell to individual retailers, such

as liquor stores, restaurants, bars, supermarkets and other outlets licensed to sell beverage alcohol. In larger states such

as New York, more than one distributor may handle a brand in separate geographical areas. In control states, importers

sell their products directly to state liquor authorities, which distribute the products and either operate retail outlets or
license the retail sales function to private companies, while maintaining strict control over pricing and profit.

The U.S. wine and spirits industry has consolidated dramatically over the last ten years due to merger and acquisition
activity. There are currently six major spirits companies, each of which own and operate their own importing
businesses. All companies, including these large companies, are required by law to sell their products through
wholesale distributors in the United States. The major companies are exerting increasing influence over the regional
distributors and as a result, it has become more difficult for smaller companies to get their products recognized by the
distributors. We believe our established distribution network in all 50 states allows us to overcome a significant
barrier to entry in the U.S. beverage alcohol market and enhances our attractiveness as a strategic partner for smaller
companies lacking comparable distribution.

For fiscal 2011, our U.S. sales represented approximately 88.0% of our revenues, and we expect them to grow as a
percentage of our total sales in the future. See note 17 to our accompanying consolidated financial statements.

Importation. We currently hold the federal importer and wholesaler license required by the Alcohol and Tobacco Tax
and Trade Bureau of the U.S. Treasury Department, and the requisite state license in all 50 states and the District of
Columbia.

Our inventory is strategically maintained in large bonded warehouses and shipped nationally by an extensive network
of licensed and bonded carriers.

Until February 2010, we used a New York-based nationally licensed importer, to coordinate the importing and
industry compliance required for the sales of our products across the United States. Since March 2010, we have been
acting as our own importer as it is more economical than using a third party.

Wholesalers and distributors. In the United States, we are required by law to use state-licensed distributors or, in the
control states, state-owned agencies performing this function, to sell our brands to retail outlets. As a result, we
depend on distributors for sales, for product placement and for retail store penetration. We currently have no
distribution agreements or minimum sales requirements with any of our U.S. alcohol distributors, and they are under
no obligation to place our products or market our brands. All of the distributors also distribute our competitors’
products and brands. As a result, we must foster and maintain our relationships with our distributors. Through our
internal sales team, we have established relationships for our brands with wholesale distributors in each state, and our
products are currently sold in the United States by approximately 80 wholesale distributors, as well as by various state

12
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beverage alcohol control agencies.
International distribution

In our foreign markets, most countries permit sales directly from the brand owner to retail establishments, including
liquor stores, chain stores, restaurants and pubs, without requiring that sales go through a wholesaler tier. In our
international markets, we rely primarily on established spirits distributors in much the same way as we do in the
United States. We use Terra to handle the billing, inventory and shipping for us for some products in certain of our
non-U.S. markets.

As in the United States, the beverage alcohol industry has undergone consolidation internationally, with considerable
realignment of brands and brand ownership. The number of major spirits companies internationally has been reduced
significantly due to mergers and brand ownership consolidation. While there are still a substantial number of
companies owning one or more brands, most business is now done by the six major companies, each of whom owns
and operates its own distribution company in the major international markets. These captive distribution companies
focus primarily on the brands of the companies that own them.

Even though we do not utilize the direct route to market in our international operations, we do not believe that we are
at a significant disadvantage, because the local importers/distributors typically have established relationships with the
retail accounts and are able to provide extensive customer service, in store merchandising and on premise promotions.
Also, even though we must compensate our wholesalers and distributors in each market in which we sell our brands,
we are, as a result of using these distributors, still able to benefit from substantially lower infrastructure costs and
centralized billing and collection.

13
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Our primary international markets are Ireland, Great Britain, Northern Ireland, Germany, Canada, France, Italy,
Sweden and the Duty Free markets. We also have sales in other countries in continental Europe, Latin America, the
Caribbean and Asia. For fiscal 2011, non-U.S. sales represented 12.0% of our revenues. See note 17 to our
accompanying consolidated financial statements.

Significant customers

Sales to one distributor, Southern Wine and Spirits and related entities, accounted for approximately 28.6% of our
consolidated revenues for fiscal 2011.

Our sales team

While we currently expect more rapid growth in the United States, our primary market, international markets hold
potential for future growth and are part of our global strategy. We have realigned our international strategy on a
market-by-market basis to strengthen our distributor relationships, optimize our sales team and effectively focus our
financial resources.

We currently have a total sales force of 15 people, including six regional U.S. sales managers with an average of over
15 years of industry experience with premium beverage alcohol brands.

Our sales personnel are engaged in the day-to-day management of our distributors, which includes setting quotas,
coordinating promotional plans for our brands, maintaining adequate levels of stock, brand education and training and
sales calls with distributor personnel. Our sales team also maintains relationships with key retail customers through
independent sales calls. They also schedule promotional events, create local brand promotion plans, host in-store
tastings where permitted and provide wait staff and bartender training and education for our brands.

Advertising, marketing and promotion

To build our brands, we must effectively communicate with three distinct audiences: our distributors, the retail trade
and the end consumer. Advertising, marketing and promotional activities help to establish and reinforce the image of
our brands in our efforts to build substantial brand value. We believe our execution of disciplined and strategic
branding and marketing campaigns will continue to drive our future sales.

We employ full-time, in-house marketing, sales and customer service personnel who work together with third party
design and advertising firms to maintain a high degree of focus on each of our product categories and build brand
awareness through innovative marketing activities. We use a range of marketing strategies and tactics to build brand
equity and increase sales, including consumer and trade advertising, price promotions, point-of-sale materials, event
sponsorship, in-store and on-premise promotions and public relations, as well as a variety of other traditional and
non-traditional marketing techniques to support our brands.

Besides traditional advertising, we also employ three other marketing methods to support our brands: public relations,
event sponsorships and tastings. Our significant U.S. public relations efforts have helped gain editorial coverage for
our brands, which increases brand awareness. Event sponsorship is an economical way for us to have influential
consumers taste our brands. We actively contribute product to trend-setting events where our brand has exclusivity in
the brand category. We also conduct hundreds of in-store and on-premise promotions each year.

We support our brand marketing efforts with an assortment of point-of-sale materials. The combination of trade and

consumer programs, supported by attractive point-of-sale materials, also establishes greater credibility for us with our
distributors and retailers.
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Strategic brand-partner relationships

We forge strategic relationships with emerging and established spirits brand owners seeking opportunities to increase
their sales beyond their home markets and achieve global growth. This ability is a key component of our growth
strategy and one of our competitive strengths. Our original relationship with the Boru vodka brand was as its exclusive
U.S. distributor. To date, we have also established strategic relationships for Gosling’s rum, the Pallini liqueurs, Travis
Hasse’s Original Pie Liqueurs, A. de Fussigny cognacs, Tierras Tequila and Celtic Crossing, as described below, and
we intend to seek to expand our brand portfolio through similar future arrangements.

Gosling-Castle Partners Inc./Gosling’s rums

In 2005, we entered into an exclusive national distribution agreement with Gosling’s Export for the Gosling’s rum
products. We subsequently purchased a 60% controlling interest in Gosling-Castle Partners, Inc., a strategic export
venture with the Gosling family. Gosling's Export holds the exclusive distribution rights for Gosling’s rum and related
products on a worldwide basis (other than in Bermuda), through Gosling-Castle Partners, and assigned to
Gosling-Castle Partners all of Gosling’s Export’s interest in our January 2005 U.S. distribution agreement with them.
The export agreement expires in April 2020, subject to a 15 year extension if certain case sale targets are met. Under
the export agreement, Gosling-Castle Partners is generally entitled to a share of the proceeds from the sale, if ever, of
the ownership of any of the Gosling’s brands to a third-party, through a sale of the stock of Gosling’s Export or its
parent, with the size of such share depending upon the number of case sales made during the twelve months preceding
the sale. Also, prior to selling the ownership of any of their brands that are subject to these agreements, Gosling’s
Export must first offer such brand to Gosling-Castle Partners and then to us. The Goslings, through Gosling’s Brothers
Limited, have the right to act as the sole supplier to Gosling-Castle Partners for our Gosling’s rum requirements.
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LL.A.R. S.p.A./Pallini Internazionale

We have a long-term, exclusive marketing and distribution agreement with .L.A.R., a family-owned Italian spirits
company founded in 1875, under which we distribute Pallini Limoncello, Peachcello and Raspicello liqueurs in the
United States. We began shipping these products in September 2005.

In January 2011, we entered into an agreement (the "New Agreement") with Pallini Internazionale S.r.I. ("Pallini"), as
successor in interest to I.LL.A.R., regarding the importation and distribution of certain Pallini brand products. The New
Agreement supersedes our August 27, 2004 agreement with [.LL.A.R. S.p.A (the "Original Agreement"). The terms of
the New Agreement are effective as of April 1, 2010.

The New Agreement expires on March 31, 2016, subject to successive five-year renewals unless either party delivers
a notice of non-renewal six months prior to the end of the term. Under the New Agreement, if minimum volume
targets are not achieved and not cured, Pallini has the right to terminate the agreement without payment of termination
fees to us. However, if such targets are met, we have the right under the New Agreement to receive certain termination
payments and other payments upon the non-renewal of the agreement, certain terminations of the agreement or the
sale of the brand. We have modified reporting requirements under the New Agreement as compared to the Original
Agreement. The exclusive territory under the New Agreement is the fifty states of the United States of America and
the District of Columbia, but does not include Puerto Rico, overseas territories or military bases of the United States
that were included in the Original Agreement.

Autentica Tequilera S.A. de C.V./Tierras tequila

In February 2008, we entered into an importation and marketing agreement with Autentica Tequilera S.A. de C.V.,
under which we became the exclusive U.S. importer ofTequila Tierras Autenticas de Jalisco or “Tierras,” a USDA
certified organic, super premium tequila.

The agreement has a five-year term, with automatic five-year renewals based upon sales targets. During the term, we
have the right to purchase tequila at stipulated prices. Autentica Tequilera must maintain certain standards for its
products, and we have input into the product and packaging. We are required to prepare periodic reports detailing the
development of the brand’s sales. Under this agreement, we have rights of first refusal for any new market for Tierras
(except Mexico), and any new Autentica Tequilera products in any market (except Mexico). We also have a right of
first refusal on any sale of the Tierras brand, and a right to acquire up to 35% of the economic benefit of any such sale
with a third-party based upon the achievement of certain cumulative sales targets.

Gaelic Heritage Corporation Limited/Celtic Crossing

In March 1998, we entered into an exclusive national distribution agreement with Gaelic Heritage Corporation
Limited, an affiliate of Terra, one of our suppliers, which was amended in April 2001, under which we acquired from
Gaelic a 60% ownership interest, and our former importer, MHW, Ltd., acquired a 10% ownership interest, in the
Celtic Crossing brand in the United States, Canada, Mexico, Puerto Rico and the islands between North and South
America. We also have the right to acquire 70% of the ownership of the Celtic Crossing brand in the remainder of the
world. We also acquired the exclusive right to distribute Celtic Crossing on a world-wide basis. Under the terms of the
agreement with Gaelic, as amended, we have the right to purchase from Gaelic, based upon our forecasts, cases of
Celtic Crossing at annually agreed costs and a royalty payment per case sold at various rates depending on the
territory and type of case sold. During the agreement term, we may not distribute any other Irish liqueur unless it is
bottled in Terra’s facilities or unless Gaelic provides its prior written consent. The agreement continues until
terminated by either party.
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Travis Hasse’s Original Pie Liqueurs

In August 2010, we formed DP Castle Partners, LLC (“DPCP”) with Drink Pie, LLC to manage the manufacturing and
marketing of Travis Hasse’s Original® Apple Pie Liqueur, Cherry Pie Liqueur and any future line extensions of the
brand. DPCP has the exclusive global rights to produce and market Travis Hasse’s Original® Pie Liqueurs and we
have the global distribution rights for this brand. We purchase the finished product from DPCP at a pre-determined
margin and then use our existing infrastructure, sales force and distributor network to sell the product and promote the
brands. Under the terms of the agreement, we own 20% of DPCP and will acquire an increasing stake in the brand
based on achieving case sale targets.

A. de Fussigny Cognacs

In May 2010, we entered into an importation and marketing agreement with A. de Fussigny Cognac, under which we
became the exclusive U.S. importer of A. de Fussigny Cognacs, a range of premium cognacs. A. de Fussigny Cognacs
include XO, Superieur and Selection. A. de Fussigny Cognacs are the only cognacs still distilled, aged and bottled
entirely in Cognac.
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The agreement has a five-year term, with automatic five-year renewals based upon sales targets. During the term, we
have the right to purchase cognac at stipulated prices and A. de Fussigny must maintain certain standards for its
products. We are required to prepare periodic reports detailing the development of the brand’s sales and prepare annual
strategic marketing and growth plans.

Intellectual property

Trademarks are an important aspect of our business. We sell our products under a number of trademarks, which we
own or use under license. Our brands are protected by trademark registrations or are the subject of pending
applications for trademark registration in the United States, the European Community and most other countries where
we distribute, or plan to distribute, our brands. The trademarks may be registered in the names of our subsidiaries and
related companies. Generally, the term of a trademark registration varies from country to country, and, in the United
States, trademark registrations need to be renewed every ten years. We expect to register our trademarks in additional
markets as we expand our distribution territories.

We have entered into distribution agreements for brands owned by third parties, such as the Gosling’s rums, the Pallini
liqueurs, Travis Hasse’s Original Pie liqueurs, A. de Fussigny cognacs and Tierras tequila. The Gosling’s rum brands,
Pallini liqueurs, Travis Hasse’s Original Pie liqueurs and A. de Fussigny cognacs are registered by their respective
owners and we have the exclusive right to distribute the Gosling’s rums on a worldwide basis (other than in Bermuda),
Travis Hasse’s Original Pie liqueurs globally and the Pallini liqueur brands and A. de Fussigny cognacs in the United
States. Gosling’s also has a trademark for their signature rum cocktail, Dark ‘n Stormy. Autentica Tequiliera holds the
registered U.S. trademark for Tequila Tierras Autenticas de Jalisco and its distinctive label. See “Strategic
brand-partner relationships.”

Seasonality

Our industry is subject to seasonality with peak retail sales generally occurring in the fourth calendar quarter (our third
fiscal quarter) primarily due to seasonal holiday buying. This holiday demand typically results in slightly higher sales
for us in our second and/or third fiscal quarters.

Competition

The beverage alcohol industry is highly competitive. We believe that we compete on the basis of quality, price, brand
recognition and distribution strength. Our premium brands compete with other alcoholic and nonalcoholic beverages
for consumer purchases, retail shelf space, restaurant presence and wholesaler attention. We compete with numerous
multinational producers and distributors of beverage alcohol products, many of which have greater resources than us.

Over the past ten years, the U.S. wine and spirits industry has undergone dramatic consolidation and realignment of
brands and brand ownership. The number of major importers in the United States has declined significantly. Today
there are six major companies: Diageo, Pernod Ricard, Bacardi, Brown-Forman, Future Brands and Constellation
Brands.

We believe that we are sometimes in a better position to partner with small to mid-size brands than the six major
importers. Despite our relative capital position and resources, we have been able to compete with these larger
companies in pursuing agency distribution agreements and acquiring brands by being more responsive to private and
family-owned brands, offering flexible transaction structures and providing brand owners the option to retain local
production and “home” market sales. Given our size relative to our major competitors, most of which have multi-billion
dollar operations, we believe that we can provide greater focus on smaller brands and tailor structures based on
individual brand owner preferences.
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By focusing on the premium and super-premium segments of the market, which typically have higher margins, and
having an established, experienced sales force, we believe we are able to gain relatively significant attention from our
distributors for a company of our size. Our U.S. regional sales managers, who average over 15 years of industry
experience, provide long-standing relationships with distributor personnel and with their major customers. Finally, the
continued consolidation among the major companies is expected to create an opportunity for small to mid-size wine
and spirits companies, such as ourselves, as the major companies contract their portfolios to focus on fewer brands.

Government regulation

We are subject to the jurisdiction of the Federal Alcohol Administration Act, U.S. Customs Laws, Internal Revenue
Code of 1986, and the Alcoholic Beverage Control Laws of all fifty states.

The United States Treasury Department’s Alcohol and Tobacco Tax and Trade Bureau regulates the production,
blending, bottling, sales and advertising and transportation of alcohol products. Also, each state regulates the
advertising, promotion, transportation, sale and distribution of alcohol products within its jurisdiction. We are also
required to conduct business in the United States only with holders of licenses to import, warehouse, transport,
distribute and sell spirits.

10
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In Europe, we are subject to similar regulations related to the production of spirits, including, among others, the Food
Hygiene Regulations 1950-1989, European Communities (Hygiene of Foodstuffs) Regulations, 2000, European
Communities (Labeling, Presentation and Advertising of Food Stuffs) Regulations, 2002 , Irish Whiskey Act, 1980,
European Communities (Definitions, Description and Presentation of Spirit Drinks) Regulations, 1995, Merchandise
Marks Act 1970, Licensing Act 2003 and Licensing Act Northern Ireland Order 1996 covering the testing of raw
materials used and the standards maintained in production processing, storage, labeling, distribution and taxation.

The United States and Europe regulate the advertising, marketing and sale of beverage alcohol. These regulations
range from a complete prohibition of the marketing of alcohol in some countries to restrictions on the advertising
style, media and messages used.

Labeling of wines and spirits is also regulated in many markets, varying from health warning labels to importer
identification, alcohol strength and other consumer information. All beverage alcohol products sold in the United
States must include warning statements related to risks of drinking beverage alcohol products.

In the 18 U.S. control states, the state liquor commissions act in place of distributors and decide which products are to
be purchased and offered for sale in their respective states. Products are selected for purchase and sale through listing
procedures which are generally made available to new products only at periodically scheduled listing interviews.
Consumers may purchase products not selected for listings only through special orders, if at all.

The distribution of alcohol-based beverages is also subject to extensive federal and state taxation in the United States
and internationally. Most foreign countries in which we do business impose excise duties on wines and distilled
spirits, although the form of such taxation varies from a simple application on units of alcohol by volume to intricate
systems based on the imported or wholesale value of the product. Several countries impose additional import duty on
distilled spirits, often discriminating between categories in the rate of such tariffs. Import and excise duties may have
a significant effect on our sales, both through reducing the consumption of alcohol and through encouraging consumer
switching into lower-taxed categories of alcohol.

We believe that we are in material compliance with applicable federal, state and other regulations. However, we
operate in a highly regulated industry which may be subject to more stringent interpretations of existing regulations.
Future compliance costs due to regulatory changes could be significant.

Since we import distilled spirits and wine products produced primarily outside the U.S., adverse effects of regulatory
changes are more likely to materially affect earnings and our competitive market position rather than capital
expenditures. Capital expenditures in our industry are normally associated with either production facilities or brand
acquisition costs. Because we are not a U.S. producer, changes in regulations affecting production facility operations
may indirectly affect the costs of the brands we purchase for resale, but we would not anticipate any resulting material
adverse impact upon our capital expenditures.

Global conglomerates with international brands dominate our industry. The adoption of more restrictive marketing
and sales regulations or increased excise taxes and customs duties could materially adversely affect our earnings and
competitive industry position. Large international conglomerates have greater financial resources than we do and
would be better able to absorb increased compliance costs.

Employees
As of March 31, 2011, we had 40 full-time employees, 24 of which were in sales and marketing and 16 of which were
in management, finance and administration. We also had 40 full-time employees as of March 31, 2010. As of

March 31, 2011, 38 of our employees were located in the United States and two were located outside of the United
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States in Ireland.
Geographic Information

We operate in one business — premium beverage alcohol. Our product categories are rum, whiskey, liqueurs, vodka,
tequila and wine. We report our operations in two geographical areas: International and United States. See note 17 to
our accompanying consolidated financial statements.

Available Information

Our corporate filings, including our annual reports on Form 10-K, our quarterly reports on Form 10-Q, our current
reports on Form 8-K, our proxy statements and reports filed by our officers and directors under Section 16(a) of the
Securities Exchange Act of 1934, as amended, and any amendments to those filings, are available, free of charge, on
our investor website, http://investor.castlebrandsinc.com , as soon as reasonably practicable after we or our officers
and directors electronically file or furnish such material with the SEC. You may also find our code of business
conduct, nominating and governance charter and audit committee charter on our website. We do not intend for
information contained in our website, or those of our subsidiaries, to be a part of this annual report on Form 10-K.
Shareholders may request paper copies of these filings and corporate governance documents, without charge, by
written request to Castle Brands Inc., 122 East 42nd St., Suite 4700, New York, NY 10168, Attn: Investor Relations.
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Also, you may read and copy any materials we file with the SEC at the SEC’s Public Reference Room at 100 F Street,
NE., Washington, DC 20549, on official business days during the hours of 10 a.m. to 3 p.m. You may obtain
information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC
maintains an Internet site (http://www.sec.gov) that contains reports, proxy and information statements, and other
information regarding issuers that file electronically with the SEC.
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Item 1A. Risk Factors
Risks Relating To Our Business

Recent worldwide and domestic economic trends and financial market conditions could adversely impact our financial
performance.

The worldwide and domestic economies have experienced adverse conditions and may be subject to further
deterioration for the foreseeable future. We are subject to risks associated with these adverse conditions, including
economic slowdown and the disruption, volatility and tightening of credit and capital markets.

This global economic situation could adversely impact our major suppliers, distributors and retailers. The inability of
suppliers, distributors or retailers to conduct business or to access liquidity could impact our ability to distribute our
products.

There can be no assurance that market conditions will improve in the near future. A prolonged downturn, further
worsening or broadening of the adverse conditions in the worldwide and domestic economies could affect consumer
spending patterns and purchases of our products, and create or exacerbate credit issues, cash flow issues and other
financial hardships for us and for our suppliers, distributors, retailers and consumers. Depending upon their severity
and duration, these conditions could have a material adverse impact on our business, liquidity, financial condition and
results of operations. We are unable to predict the likely duration and severity of the current disruption in the financial
markets and the adverse economic conditions in the United States and other markets.

We have never been profitable, and believe we will continue to incur net losses for the foreseeable future.

We have incurred losses since our inception, including a net loss of $6.3 million for fiscal 2011, and had an
accumulated loss of $118.4 million as of March 31, 2011. We believe that we will continue to incur net losses for the
foreseeable future as we expect to make continued significant investment in product development and sales and
marketing and to incur significant administrative expenses as we seek to grow our brands. We also anticipate that our
cash needs will exceed our income from sales for the foreseeable future. Some of our products may never achieve
widespread market acceptance and may not generate sales and profits to justify our investment therein. Also, we may
find that our expansion plans are more costly than we anticipate and that they do not ultimately result in
commensurate increases in our sales, which would further increase our losses. We expect we will continue to
experience losses and negative cash flow, some of which could be significant. Results of operations will depend upon
numerous factors, some of which are beyond our control, including market acceptance of our products, new product
introductions and competition. We incur substantial operating expenses at the corporate level, including costs directly
related to being an SEC reporting company.

We may require additional capital, which we may not be able to obtain on acceptable terms. Our inability to raise
such capital, as needed, on beneficial terms or at all could restrict our future growth and severely limit our operations.

We have limited capital compared to other companies in our industry. This may limit our operations and growth,
including our ability to continue to develop existing brands, service our debt obligations, maintain adequate inventory
levels, fund potential acquisitions of new brands, penetrate new markets, attract new customers and enter into new
distribution relationships. If we have not generated sufficient cash from operations to finance additional capital needs,
we will need to raise additional funds through private or public equity and/or debt financing. We cannot assure you
that, if and when needed, additional financing will be available to us on acceptable terms or at all. If additional capital
is needed and either unavailable or cost prohibitive, our operations and growth may be limited as we may need to
change our business strategy to slow the rate of, or eliminate, our expansion or reduce or curtail our operations. Also,
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any additional financing we undertake could impose covenants upon us that restrict our operating flexibility, and, if
we issue equity securities to raise capital, such as our 10% Series A Convertible Preferred Stock (“Series A Preferred
Stock™), our existing shareholders may experience dilution and the new securities may have rights, preferences and
privileges senior to those of our common stock.

If our brands do not achieve more widespread consumer acceptance, our growth may be limited.
Most of our brands are early in their growth cycle and have not achieved global brand recognition. Also, brands we

may acquire in the future are unlikely to have established global brand recognition. Accordingly, if consumers do not
accept our brands, we will not be able to penetrate our markets and our growth may be limited.
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We depend on a limited number of suppliers. Failure to obtain satisfactory performance from our suppliers or loss of
our existing suppliers could cause us to lose sales, incur additional costs and lose credibility in the marketplace. We
also have annual purchase obligations with certain suppliers.

We depend on a limited number of third-party suppliers for the sourcing of all of our products, including both our own
proprietary brands and those we distribute for others. These suppliers consist of third-party distillers, bottlers and
producers in the United States, Bermuda, the Caribbean, Australia and Europe. We rely on the owners of Gosling’s
rum, Pallini liqueurs, A. de Fussigny Cognacs and Tierras tequila to produce their brands for us. For our proprietary
products, we may rely on a single supplier to fulfill one or all of the manufacturing functions for a brand. For instance,
Royal Nedalco is the sole producer for Boru vodka; Irish Distillers Limited is the sole provider of our single malt,
blended and grain Irish whiskeys; Gaelic Heritage Corporation Limited is the sole producer of our Celtic Crossing
Irish liqueur; and Terra Limited is not only the sole producer of our Brady’s Irish cream liqueur but also the only
bottler of our Irish whiskeys. We do not have long-term written agreements with all of our suppliers. Also, if we fail
to complete purchases of products ordered annually, certain suppliers have the right to bill us for product not
purchased during the period. The termination of our written or oral agreements or an adverse change in the terms of
these agreements could have a negative impact on our business. If our suppliers increase their prices, we may not have
alternative sources of supply and may not be able to raise the prices of our products to cover all or even a portion of
the increased costs. Also, our suppliers’ failure to perform satisfactorily or handle increased orders, delays in shipments
of products from international suppliers or the loss of our existing suppliers, especially our key suppliers, could cause
us to fail to meet orders for our products, lose sales, incur additional costs and/or expose us to product quality issues.
In turn, this could cause us to lose credibility in the marketplace and damage our relationships with distributors,
ultimately leading to a decline in our business and results of operations. If we are not able to renegotiate these
contracts on acceptable terms or find suitable alternatives, our business could be negatively impacted.

We depend on our independent wholesale distributors to distribute our products. The failure or inability of even a few
of our distributors to adequately distribute our products within their territories could harm our sales and result in a
decline in our results of operations.

We are required by law to use state licensed distributors or, in 18 states known as “control states,” state-owned agencies
performing this function, to sell our products to retail outlets, including liquor stores, bars, restaurants and national
chains in the United States. We have established relationships for our brands with wholesale distributors in each state;
however, failure to maintain those relationships could significantly and adversely affect our business, sales and

growth. Over the past decade there has been increasing consolidation, both intrastate and interstate, among

distributors. As a result, many states now have only two or three significant distributors. Also, there are several
distributors that now control distribution for several states. As a result, if we fail to maintain good relations with a
distributor, our products could in some instances be frozen out of one or more markets entirely. The ultimate success
of our products also depends in large part on our distributors’ ability and desire to distribute our products to our desired
U.S. target markets, as we rely significantly on them for product placement and retail store penetration. We have no
formal distribution agreements or minimum sales requirements with any of our distributors and they are under no
obligation to place our products or market our brands. Moreover, all of them also distribute competitive brands and
product lines. We cannot assure you that our U.S. alcohol distributors will continue to purchase our products, commit
sufficient time and resources to promote and market our brands and product lines or that they can or will sell them to
our desired or targeted markets. If they do not, our sales will be harmed, resulting in a decline in our results of
operations.

While most of our international markets do not require the use of independent distributors by law, we have chosen to
conduct our sales through distributors in all of our markets and, accordingly, we face similar risks to those set forth
above with respect to our international distribution. Some of these international markets may have only a limited
number of viable distributors.
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The sales of our products could decrease significantly if we cannot secure and maintain listings in the control states.

In the control states, the state liquor commissions act in place of distributors and decide which products are to be
purchased and offered for sale in their respective states. Products selected for listing must generally reach certain
volumes and/or profit levels to maintain their listings. Products are selected for purchase and sale through listing
procedures which are generally made available to new products only at periodically scheduled listing interviews.
Products not selected for listings can only be purchased by consumers in the applicable control state through special
orders, if at all. If, in the future, we are unable to maintain our current listings in the 18 control states, or secure and
maintain listings in those states for any additional products we may acquire, sales of our products could decrease
significantly.

If we are unable to identify and successfully acquire additional brands that are complementary to our existing
portfolio, our growth will be limited, and, even if additional brands are acquired, we may not realize planned benefits
due to integration difficulties or other operating issues.

A key component of our growth strategy is the acquisition of additional brands that are complementary to our existing
portfolio through acquisitions of such brands or their corporate owners, directly or through mergers, joint ventures,
long-term exclusive distribution arrangements and/or other strategic relationships. If we are unable to identify suitable
brand candidates and successfully execute our acquisition strategy, our growth will be limited. Also, even if we are
successful in acquiring additional brands, we may not be able to achieve or maintain profitability levels that justify our
investment in, or realize operating and economic efficiencies or other planned benefits with respect to, those
additional brands. The addition of new products or businesses entails numerous risks with respect to integration and
other operating issues, any of which could have a detrimental effect on our results of operations and/or the value of
our equity. These risks include:

. difficulties in assimilating acquired operations or products;
. unanticipated costs that could materially adversely affect our results of operations;
enegative effects on reported results of operations from acquisition related charges and amortization of acquired
intangibles;
o diversion of management’s attention from other business concerns;
o adverse effects on existing business relationships with suppliers, distributors and retail customers;
. risks of entering new markets or markets in which we have limited prior experience; and
o the potential inability to retain and motivate key employees of acquired businesses.
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Also, there are special risks associated with the acquisition of additional brands through joint venture arrangements.
While we own a controlling interest in our Gosling-Castle Partners strategic export venture and have operational
control of DPCP, we may not have the majority interest in, or control of, future joint ventures that we may enter into.
There is, therefore, risk that our joint venture partners may at any time have economic, business or legal interests or
goals that are inconsistent with our interests or goals or those of the joint venture. There is also risk that our current or
future joint venture partners may be unable to meet their economic or other obligations and that we may be required to
fulfill those obligations alone.

Our ability to grow through the acquisition of additional brands will also be dependent upon the availability of capital
to complete the necessary acquisition arrangements. We intend to finance our brand acquisitions through a
combination of our available cash resources, third party financing and, in appropriate circumstances, the further
issuance of equity and/or debt securities. Acquiring additional brands could have a significant effect on our financial
position, and could cause substantial fluctuations in our quarterly and yearly operating results. Also, acquisitions
could result in the recording of significant goodwill and intangible assets on our financial statements, the amortization
or impairment of which would reduce reported earnings in subsequent years.

Currency exchange rate fluctuations and devaluations may have a significant adverse effect on our revenues, sales and
overall financial results.

For fiscal 2011, non-U.S. operations accounted for approximately 12.0% of our revenues. Therefore, gains and losses
on the conversion of foreign payments into U.S. dollars could cause fluctuations in our results of operations, and
fluctuating exchange rates could cause reduced revenues and/or gross margins from non-U.S. dollar-denominated
international sales. Also, for fiscal 2011, Euro denominated sales accounted for approximately 8.1% of our total
revenue, so a substantial change in the rate of exchange between the U.S. dollar and the Euro could have a significant
adverse affect on our financial results. Our ability to acquire spirits and wine and produce and sell our products at
favorable prices will also depend in part on the relative strength of the U.S. dollar. We may not be able to hedge
against these risks.

We must maintain a relatively large inventory of our products to support customer delivery requirements, and if this
inventory is lost due to theft, fire or other damage or becomes obsolete, our results of operations would be negatively
impacted.

We must maintain relatively large inventories to meet customer delivery requirements for our products. We are always
at risk of loss of that inventory due to theft, fire or other damage, and any such loss, whether insured against or not,
could cause us to fail to meet our orders and harm our sales and operating results. Also, our inventory may become
obsolete as we introduce new products, cease to produce old products or modify the design of our products’ packaging,
which would increase our operating losses and negatively impact our results of operations.

Either our or our strategic partners’ failure to protect our respective trademarks and trade secrets could compromise our
competitive position and decrease the value of our brand portfolio.

Our business and prospects depend in part on our, and with respect to our agency or joint venture brands, our strategic
partners’, ability to develop favorable consumer recognition of our brands and trademarks. Although both we and our
strategic partners actively apply for registration of our brands and trademarks, they could be imitated in ways that we
cannot prevent. Also, we rely on trade secrets and proprietary know-how, concepts and formulas. Our methods of
protecting this information may not be adequate. Moreover, we may face claims of misappropriation or infringement
of third parties’ rights that could interfere with our use of this information. Defending these claims may be costly and,
if unsuccessful, may prevent us from continuing to use this proprietary information in the future and result in a
judgment or monetary damages being levied against us. We do not maintain non-competition agreements with all of
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our key personnel or with some of our key suppliers. If competitors independently develop or otherwise obtain access
to our or our strategic partners’ trade secrets, proprietary know-how or recipes, the appeal, and thus the value, of our
brand portfolio could be reduced, negatively impacting our sales and growth potential.

Risks Related to Our Industry
Adverse public opinion about alcohol could reduce demand for our products.

Anti-alcohol groups have, in the past, advocated successfully for more stringent labeling requirements, higher taxes
and other regulations designed to discourage alcohol consumption. More restrictive regulations, negative publicity
regarding alcohol consumption and/or changes in consumer perceptions of the relative healthfulness or safety of
beverage alcohol could decrease sales and consumption of alcohol and thus the demand for our products. This could,
in turn, significantly decrease both our revenues and our revenue growth, causing a decline in our results of
operations.

Class action or other litigation relating to alcohol abuse or the misuse of alcohol could adversely affect our business.

Our industry faces the possibility of class action or similar litigation alleging that the continued excessive use or abuse
of beverage alcohol has caused death or serious health problems. It is also possible that governments could assert that
the use of alcohol has significantly increased government funded health care costs. Litigation or assertions of this type
have adversely affected companies in the tobacco industry, and it is possible that we, as well as our suppliers, could be
named in litigation of this type.
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Also, lawsuits have been brought in a number of states alleging that beverage alcohol manufacturers and marketers
have improperly targeted underage consumers in their advertising. Plaintiffs in these cases allege that the defendants’
advertisements, marketing and promotions violate the consumer protection or deceptive trade practices statutes in each
of these states and seek repayment of the family funds expended by the underage consumers. While we have not been
named in these lawsuits, it is possible we could be named in similar lawsuits in the future. Any class action or other
litigation asserted against us could be expensive and time consuming to defend against, depleting our cash and
diverting our personnel resources and, if the plaintiffs in such actions were to prevail, our business could be harmed
significantly.

Regulatory decisions and legal, regulatory and tax changes could limit our business activities, increase our operating
costs and reduce our margins.

Our business is subject to extensive regulation in all of the countries in which we operate. This may include
regulations regarding production, distribution, marketing, advertising and labeling of beverage alcohol products. We
are required to comply with these regulations and to maintain various permits and licenses. We are also required to
conduct business only with holders of licenses to import, warehouse, transport, distribute and sell beverage alcohol
products. We cannot assure you that these and other governmental regulations applicable to our industry will not
change or become more stringent. Moreover, because these laws and regulations are subject to interpretation, we may
not be able to predict when and to what extent liability may arise. Additionally, due to increasing public concern over
alcohol-related societal problems, including driving while intoxicated, underage drinking, alcoholism and health
consequences from the abuse of alcohol, various levels of government may seek to impose additional restrictions or
limits on advertising or other marketing activities promoting beverage alcohol products. Failure to comply with any of
the current or future regulations and requirements relating to our industry and products could result in monetary
penalties, suspension or even revocation of our licenses and permits. Costs of compliance with changes in regulations
could be significant and could harm our business, as we could find it necessary to raise our prices in order to maintain
profit margins, which could lower the demand for our products and reduce our sales and profit potential.

Also, the distribution of beverage alcohol products is subject to extensive taxation both in the United States and
internationally (and, in the United States, at both the federal and state government levels), and beverage alcohol
products themselves are the subject of national import and excise duties in most countries around the world. An
increase in taxation or in import or excise duties could also significantly harm our sales revenue and margins, both
through the reduction of overall consumption and by encouraging consumers to switch to lower-taxed categories of
beverage alcohol.

We could face product liability or other related liabilities that increase our costs of operations and harm our reputation.

Although we maintain liability insurance and will attempt to limit contractually our liability for damages arising from
our products, these measures may not be sufficient for us to successfully avoid or limit liability. Our product liability
insurance coverage is limited to $1.0 million per occurrence and $2.0 million in the aggregate and our general liability
umbrella policy is capped at $10.0 million. Further, any contractual indemnification and insurance coverage we have
from parties supplying our products is limited, as a practical matter, to the creditworthiness of the indemnifying party
and the insured limits of any insurance provided by these suppliers. In any event, extensive product liability claims
could be costly to defend and/or costly to resolve and could harm our reputation.

Contamination of our products and/or counterfeit or confusingly similar products could harm the image and integrity
of, or decrease customer support for, our brands and decrease our sales.

The success of our brands depends upon the positive image that consumers have of them. Contamination, whether
arising accidentally or through deliberate third-party action, or other events that harm the integrity or consumer
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support for our brands, could affect the demand for our products. Contaminants in raw materials purchased from third
parties and used in the production of our products or defects in the distillation and fermentation processes could lead
to low beverage quality as well as illness among, or injury to, consumers of our products and could result in reduced
sales of the affected brand or all of our brands. Also, to the extent that third parties sell products that are either
counterfeit versions of our brands or brands that look like our brands, consumers of our brands could confuse our
products with products that they consider inferior. This could cause them to refrain from purchasing our brands in the
future and in turn could impair our brand equity and adversely affect our sales and operations.

Risk Relating to Owning Our Stock

We may not be able to maintain our listing on the NYSE Amex, which may limit the ability of our shareholders to sell
their common stock.

If we do not meet the NYSE Amex continued listing criteria, we may be delisted and trading of our common stock
could be conducted in the OTC Bulletin Board or the interdealer quotation systems of the OTC Markets Group Inc. In
such case, a shareholder likely would find it more difficult to trade our common stock or to obtain accurate market
quotations for it. If our common stock is delisted, it will become subject to the Securities and Exchange Commission’s
“penny stock rules,” which impose sales practice requirements on broker-dealers that sell that common stock to persons
other than established customers and “accredited investors.” Application of this rule could make broker-dealers unable
or unwilling to sell our common stock and limit the ability of shareholders to sell their common stock in the secondary
market.
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Our executive officers, directors and principal shareholders own a substantial percentage of our voting stock, which
allows them to control matters requiring shareholder approval. They could make business decisions for us that cause
our stock price to decline and may act by written consent.

As of June 28, 2011, our executive officers, directors and principal shareholders beneficially owned approximately
62% of our common stock, including warrants and options that are exercisable within 60 days of the date of this
annual report and assuming full conversion of the Series A Preferred Stock and related warrants to be acquired by
such persons in connection with the June 2011 private placement described under ‘“Management’s Discussion and
Analysis of Financial Condition and Results of Operations.” As a result, if they act in concert, they could control
matters requiring approval by our shareholders, including the election of directors, and could have the ability to
prevent or cause a corporate transaction, even if other shareholders oppose such action. Also, our charter permits our
shareholders to act by written consent. This concentration of voting power could also have the effect of delaying,
deterring, or preventing a change of control or other business combination, which could cause our stock price to
decline.

Provisions in our articles of incorporation, our bylaws and Florida law could make it more difficult for a third party to
acquire us, discourage a takeover and adversely affect existing shareholders.

Our articles of incorporation, our bylaws and the Florida Business Corporation Act contain provisions that may have
the effect of making more difficult, delaying, or deterring attempts by others to obtain control of our company, even
when these attempts may be in the best interests of our shareholders. These include provisions limiting the
shareholders’ powers to remove directors. Our articles of incorporation also authorize our board of directors, without
shareholder approval, to issue one or more series of preferred stock, which could have voting and conversion rights
that adversely affect or dilute the voting power of the holders of our common stock, such as our Series A Preferred
Stock. Florida law also imposes conditions on certain "affiliated transactions” with “interested shareholders.”

These provisions and others that could be adopted in the future could deter unsolicited takeovers or delay or prevent
changes in our control or management, including transactions in which shareholders might otherwise receive a
premium for their shares over then current market prices. These provisions may also limit the ability of shareholders
to approve transactions that they may deem to be in their best interests.

Our shareholders may experience substantial dilution as a result of the conversion of Series A Preferred Stock, the
exercise of options and warrants to purchase our common stock, or due to anti-dilution provisions relating to any on
the foregoing.

As of June 28, 2011, we have outstanding or have entered into agreements to issue 6,937 shares of Series A Preferred
Stock which may convert into 22,818,961 shares of our common stock and warrants to purchase 11,409,487 shares of
our common stock. Also, as of June 28, 2011, we have reserved 12,000,000 shares of our common stock for issuance
upon the exercise of options granted or available to be granted pursuant to our stock option plan, all of which may be
granted in the future. The conversion of the Series A Preferred Stock and the exercise of these options and warrants
will result in dilution to our existing shareholders and could have a material adverse effect on our stock price. The
conversion price of the Series A Preferred Stock and certain warrants are also subject to certain anti-dilution
adjustments.

We are required to pay liquidated damages to the holders of our Series A Preferred Stock if we fail to timely register
for resale the shares of our common stock issuable upon conversion of the Series A Preferred Stock and exercise of
the 2011 Warrants issued in our June 2011 private placement, which liquidated damages could adversely affect our
results of operations.
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We are required to register with the SEC for resale the shares of our common stock issuable upon conversion of the
Series A Preferred Stock and exercise of the warrants issued in our June 2011 private placement. If we fail to timely
register such shares of common stock for resale, we will be required to pay monthly liquidated damages to the holders
of such Series A Preferred Stock in an amount equal to 1.0% of the subscription amount paid by such holders, up to a
maximum of 3.0% such subscription amount. The payment of such liquidated damages could have an adverse effect
on our results of operations.

Item 1B. Unresolved Staff Comments.

Not applicable.

Item 2. Properties

Our executive offices are located in New York, NY, where we lease approximately 4,800 square feet of office space
under a lease that expires in April 2012. We also lease approximately 750 square feet of office space in Dublin,
Ireland under a lease that expires in December 2013 and approximately 1,000 square feet of office space in Houston,
TX under a lease that expires in January 2012.

Item 3. Legal Proceedings

We believe that neither we nor any of our wholly-owned subsidiaries is currently subject to litigation which, in the
opinion of our management, is likely to have a material adverse effect on us.

We may, however, become involved in litigation from time to time relating to claims arising in the ordinary course of
our business. These claims, even if not meritorious, could result in the expenditure of significant financial and

managerial resources.

Item 4. (Removed and Reserved)
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PART II

Item 5. Market for Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases of Equity
Securities

Price range of common stock

Our common stock trades on the NYSE Amex under the symbol “ROX.” The following table sets forth the high and
low closing prices for our common stock for the periods specified.

Fiscal 2011 High Low
First Quarter (April 1 — June 30, 2010) $ 042 $ 0.24
Second Quarter (July 1 — September 30, 2010) $ 045 $ 0.30
Third Quarter (October 1 — December 31, 2010) $ 041 $ 0.33
Fourth Quarter (January 1 — March 31, 2011) $ 041 $ 0.33
Fiscal 2010

First Quarter (April 1 — June 30, 2009) $ 028 $ 0.19
Second Quarter (July 1 — September 30, 2009) $ 046 $ 0.20
Third Quarter (October 1 — December 31, 2009) $ 047 $ 0.27
Fourth Quarter (January 1 — March 31, 2010) $ 034 $ 0.24

Holders

At June 28, 2011, there were approximately 160 record holders of our common stock.

Dividend policy

We did not declare or pay any cash dividends in fiscal 2011 or 2010 and we do not intend to pay any cash dividends
with respect to our common stock in the foreseeable future. We currently intend to retain any earnings for use in the
operation of our business and to fund future growth. Any future determination to pay cash dividends will be at our
board’s discretion and will depend upon our financial condition, operating results, capital requirements and such other
factors as our board deems relevant.

Equity Compensation Plan Information

The following table sets forth information at March 31, 2011 regarding compensation plans under which our equity
securities are authorized for issuance.

Number of
securities
to be issued Number of
upon securities
exercise of remaining
outstanding Weighted-average  available
options, exercise price of for future
warrants, outstanding issuance

restricted  options, warrants, under equity
stock and restricted stock and compensation
Plan category rights rights plans
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Equity compensation plans approved by security holders 7,076,236 $§ 243
Total 7,076,236 $ 2.43

Item 6. Selected Financial Data

As a smaller reporting company, we are not required to provide the information required by this Item.

18

6,850,578
6,850,578
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Overview

Our objective is to continue building a distinctive portfolio of global premium and super premium spirits and fine
wine brands as we move towards profitability. To achieve this, we continue to seek to:

eincrease revenues from our more profitable brands. We continue to focus our distribution relationships, sales
expertise and targeted marketing activities on our more profitable brands;

eimprove value chain and manage cost structure. We have undergone a comprehensive review and analysis of our
supply chains and cost structures both on a company-wide and brand-by-brand basis. This included personnel
reductions throughout our company; restructuring our international distribution system; reducing inventory levels;
changing distributor relationships in certain markets; moving production of certain products to a lower cost facility
in the U.S.; and reducing general and administrative costs. We continue to review costs and seek to reduce expense;
and

eselectively add new premium brands to our portfolio. We intend to continue developing new brands and pursuing
strategic relationships, joint ventures and acquisitions to selectively expand our premium spirits and fine wine
portfolio, particularly by capitalizing on and expanding our partnering capabilities. Our criteria for new brands
focuses on underserved areas of the beverage alcohol marketplace, while examining the potential for direct financial
contribution to our company and the potential for future growth based on development and maturation of agency
brands. We evaluate future acquisitions and agency relationships on the basis of their potential to be immediately
accretive and their potential contributions to our objectives of becoming profitable and further expanding our
product offerings. We expect that future acquisitions, if consummated, would involve some combination of cash,
debt and the issuance of our stock.

Recent Events
$7.0 Million Private Placement

To support our liquidity needs as we pursue a path towards profitability, in June 2011 we entered into agreements
relating to a private placement of an aggregate of approximately $7.0 million of newly-designated Series A Preferred
Stock. Holders of Series A Preferred Stock are entitled to receive cumulative dividends at the rate per share (as a
percentage of the stated value per share) of 10% per annum, whether or not declared by our board, which are payable
in shares of our common stock upon conversion of the Series A Preferred Stock or upon a liquidation. We completed a
private offering with certain investors of approximately $2.2 million of Series A Preferred Stock for its stated value of
$1,000 per share and warrants, which we refer to as the 2011 Warrants, to purchase 50% of the number of shares of
our common stock, issuable upon conversion of such Series A Preferred Stock. Subject to adjustment (including
dilutive issuances), the Series A Preferred Stock is convertible into common stock at a conversion price of $0.304 per
share and the 2011 Warrants have an exercise price of $0.38 per share.

Also in June 2011, certain of our directors, officers and other affiliates agreed to purchase an aggregate of
approximately $1.0 million of Series A Preferred Stock and 2011 Warrants on substantially the same terms described
above, subject to shareholder approval of such issuance in accordance with NYSE Amex rules. Pending such
shareholder approval, we issued an aggregate of approximately $1.0 million in promissory notes to these affiliate
purchasers, which notes and accrued but unpaid interest thereon will convert automatically into Series A Preferred
Stock and 2011 Warrants following shareholder approval. These notes bear interest at 10% per annum and mature 18
months from the date of issuance, subject to prior conversion upon shareholder approval. The affiliate purchasers
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include Frost Gamma Investments Trust, an entity affiliated with Dr. Phillip Frost, a director and principal shareholder
of our company, Mr. Richard Lampen, our chief executive officer and a director of our company, Mr. Mark Andrews,
our chairman of the board, and certain of his affiliates, Mr. John Glover, our chief operating officer, and Mr. Alfred
Small, our senior vice president, chief financial officer, treasurer and secretary.

Also in June 2011, certain holders of our outstanding debt, including certain of our directors, officers and other
affiliates agreed to purchase shares of Series A Preferred Stock and 2011 Warrants in exchange for $3.6 million
aggregate principal amount of our existing debt, and accrued but unpaid interest thereon, on substantially the same
terms described above, subject to shareholder approval of such issuance in accordance with NYSE Amex rules. The
affiliate debt holders include Frost Gamma Investments Trust, Vector Group Ltd., a principal shareholder of ours, Mr.
Lampen , Mr. Andrews, Lafferty Ltd., a principal shareholder of our company and IVC Investments, LLLP, an entity
affiliated with Mr. Glenn Halpryn, a director of ours, and Betts & Scholl, LLC, an entity affiliated with Dennis Scholl,
a director of ours (who converted principal, but not accrued but unpaid interest thereon). We believe that the debt
conversion should better position us to access traditional third-party working capital financing.

If we sell or grant any option to purchase or any right to reprice, or otherwise dispose of or issue (or announce any
sale, grant or any option to purchase or other disposition), any common stock or common stock equivalents entitling
any person to acquire common stock at an effective price per share that is lower than the then conversion price of the
Series A Preferred Stock, the holders of the Series A Preferred Stock and the 2011 warrants will be entitled to an
adjusted conversion price and additional shares of common stock upon the exercise of the 2011 warrants.
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We agreed to register for resale the shares of common stock issuable upon conversion of the Series A Preferred Stock
and the exercise of the 2011 Warrants.

Pallini Agreement

In January 2011, we entered into a new agreement with Pallini, as successor in interest to [.L.A.R., regarding the
importation and distribution of certain Pallini brand products. The new agreement supersedes the August 27, 2004
agreement with I.L.A.R. The terms of the new agreement were effective as of April 1, 2010.

The new agreement expires on March 31, 2016, subject to successive five-year renewals unless either party delivers a
notice of non-renewal six months prior to the end of the term. The original agreement had an expiration date of
December 31, 2012. Under the new agreement, if minimum volume targets are not achieved and not cured, Pallini has
the right to terminate the agreement without payment of termination fees to us. However, if such targets are met, we
have the right under the new agreement to receive certain payments upon the non-renewal of the agreement, certain
terminations of the agreement or the sale of the Pallini brand. We have modified reporting requirements under the new
agreement. The exclusive territory under the new agreement is the fifty states of the United States of America and the
District of Columbia, but does not include Puerto Rico, overseas territories or military bases of the United States that
were included in the original agreement.

December 2010 Promissory Notes

In December 2010, we issued promissory notes in the aggregate principal amount of $1.0 million to Frost Gamma
Investments Trust, Vector Group Ltd., IVC Investors, LLLP, Mark E. Andrews, III and Richard J. Lampen.
Borrowings under the notes mature on June 21, 2012 and bear interest at a rate of 11% per annum. Interest accrues
quarterly and is due at maturity. The notes may be prepaid in whole or in part at any time prior to maturity without
penalty, but with payment of accrued interest to the date of prepayment. The holders of these notes agreed to convert
the notes to Series A Preferred Stock following shareholder approval as part of the $7.0 Private Placement transaction
described above.

DP Castle Partners, LLC

In August 2010, we formed DP Castle Partners, LLC with Drink Pie, LLC to manage the manufacturing and
marketing of Travis Hasse’s Original® Apple Pie Liqueur, Cherry Pie Liqueur and any future line extensions of the
brand. DPCP has the exclusive global rights to produce and market Travis Hasse’s Original® Pie Liqueurs and we
have the global distribution rights for this brand. We purchase the finished product from DPCP at a pre-determined
margin and then use our existing infrastructure, sales force and distributor network to sell the product and promote the
brands. Under the terms of the agreement, we own 20% of DPCP and will acquire an increasing stake in the brand
based on achieving certain case sales targets.

Revolving Credit Facility

In December 2009, we entered into a $2.5 million revolving credit agreement with, among others, Frost Gamma
Investments Trust, Vector Group Ltd., Lafferty Ltd., [IVC Investors, LLLP, Mark E. Andrews, III and Richard J.
Lampen. Under the credit agreement, we may borrow from time to time up to $2.5 million to be used for working
capital or general corporate purposes. Borrowings under the credit agreement mature on April 1, 2013 and bear
interest at a rate of 11% per annum, payable quarterly. At December 31, 2010, the note was secured by $10.2 million
of inventory and $4.5 million in trade accounts receivable of Castle Brands (USA) Corp. under a security agreement.
We have borrowed the full amount available under the credit agreement as of the date of this filing. $0.5 million of
this facility will be converted to Series A Preferred Stock following shareholder approval as part of the $7.0 Private
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Placement transaction described above.
June 2010 Promissory Note

In June 2010, we issued a $2.0 million promissory note to Frost Gamma Investments Trust, which we refer to as the
Frost Note. Borrowings under the Frost Note mature on June 21, 2012 and bear interest at a rate of 11% per annum.
Interest accrues quarterly and is due at maturity. The Frost Note may be prepaid in whole or in part at any time prior
to maturity without penalty, but with payment of accrued interest to the date of prepayment. This note will be
converted to Series A Preferred Stock following shareholder approval as part of the $7.0 Private Placement transaction
described above.

Share Repurchase
In June 2010, we repurchased 3,790,562 shares of our common stock at a price of $0.27 per share in a
privately-negotiated transaction. Also, our board of directors approved a stock repurchase program authorizing us to

repurchase up to an additional 2.5 million shares of our common stock. As of the date of this report, no shares of our
common stock had been repurchased under the repurchase program.
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Operations overview

We generate revenue through the sale of our products to our network of wholesale distributors or, in control states,
state-operated agencies, which, in turn, distribute our brands to retail outlets. In the U.S., our sales price per case
includes excise tax and import duties, which are also reflected as a corresponding increase in our cost of sales. Most of
our international sales are sold “in bond”, with the excise taxes paid by our customers upon shipment, thereby resulting
in lower relative revenue as well as a lower relative cost of sales, although some of our United Kingdom sales are sold
“tax paid”, as in the United States. The difference between sales and net sales principally reflects adjustments for
various distributor incentives.

Our gross profit is determined by the prices at which we sell our products, our ability to control our cost of sales, the
relative mix of our case sales by brand and geography and the impact of foreign currency fluctuations. Our cost of
sales is principally driven by our cost of procurement, bottling and packaging, which differs by brand, as well as
freight and warehousing costs. We purchase certain products, such as Gosling’s rums, Pallini liqueurs, A. de Fussingy
cognacs and Tierras tequila, as finished goods. For other products, such as Jefferson’s bourbons, we purchase the
components, including the distilled spirits, bottles and packaging materials, and have arrangements with third parties
for bottling and packaging. Our U.S. sales typically have a higher absolute gross margin than in other markets, as sales
prices per case are generally higher in the U.S.

Selling expense principally includes advertising and marketing expenditures and compensation paid to our marketing
and sales personnel. Our selling expense, as a percentage of sales and per case, is higher than that of our competitors
because of our brand development costs, level of marketing expenditures and established sales force versus our
relatively small base of case sales and sales volumes. However, we believe that maintaining an infrastructure capable
of supporting future growth is the correct long-term approach for us.

While we expect the absolute level of selling expense to increase in the coming years, we expect selling expense as a
percentage of revenues and on a per case basis to decline, as our volumes expand and our sales team sells a larger
number of brands.

General and administrative expense relates to corporate and administrative functions that support our operations and
includes administrative payroll, occupancy and related expenses and professional services. We expect general and
administrative expense in fiscal 2012 to be lower than fiscal 2011, as we have restructured our fine wine division and
our international operations and continue to control core spending. We expect our general and administrative expense
as a percentage of sales to decline due to economies of scale.

We expect to increase our case sales in the U.S. and internationally over the next several years through organic
growth, and through the extension of our product line via line extensions, acquisitions and distribution agreements.
We will seek to maintain liquidity and manage our working capital and overall capital resources during this period of
anticipated growth to achieve our long-term objectives, although there is no assurance that we will be able to do so.

We continue to believe the following industry trends will create growth opportunities for us, including:
ethe divestiture of smaller and emerging non-core brands by major spirits companies as they continue to consolidate;
eincreased barriers to entry, particularly in the U.S., due to continued consolidation and the difficulty in establishing
an extensive distribution network, such as the one we maintain;

. the trend by small private and family-owned spirits brand owners to partner with, or be acquired by, a
company with global distribution. We expect to be an attractive alternative to our larger competitors for
these brand owners as one of the few modestly-sized publicly-traded spirits companies; and

e growth in the non-spirits segments of the beverage alcohol industry, particularly wine, which may allow us to grow
our portfolio and leverage our distribution network.
