Offering Memorandum: Part II of Offering Document (Exhibit A to Form
C)

Tequila Holdings, Inc.
55 East End Ave #7d
New York, NY 10028

paquitequila.com

Up to $4,389,436.16 in Class B Common Stock at $2.74
Minimum Target Amount: $9,998.26

A crowdfunding investment involves risk. You should not invest any funds in this
offering unless you can afford to lose your entire investment.

In making an investment decision, investors must rely on their own examination of
the issuer and the terms of the offering, including the merits and risks involved. These
securities have not been recommended or approved by any federal or state securities
commission or regulatory authority. Furthermore, these authorities have not passed
upon the accuracy or adequacy of this document.

The U.S. Securities and Exchange Commission does not pass upon the merits of any
securities offered or the terms of the offering, nor does it pass upon the accuracy or
completeness of any offering document or literature.

These securities are offered under an exemption from registration; however, the U.5.
Securities and Exchange Commission has not made an independent determination
that these securities are exempt from registration.



Company:

Company: Tequila Holdings, Inc.

Address: 55 East End Ave #7d, New York, NY 10028
State of Incorporation: DE

Date Incorporated: June 15, 2017

Terms:

Equity

Offering Minimum: $9,998.26 | 3,649 shares of Class B Common Stock
Offering Maximum: $4,389,436.16 | 1,601,984 shares of Class B Common Stock
Type of Security Offered: Class B Common Stock

Purchase Price of Security Offered: $2.74

Minimum Investment Amount (per investor): $249.34

*"Maximum Number of Shares offered subject to adjustment for bonus shares. See
Bonus info below.

Company Perks*

Early Bird

e Friends and Family - First 72 hours | 15% bonus shares
e Super Early Bird - Next 72 hours | 10% bonus shares
e Early Bird Bonus - Next 7 days | 5% bonus shares

Volume

Tier 1 perk ($1000+): PaQui T-Shirt

Tier 2 perk ($5,000+): 2 PaQui T-Shirts

Tier 3 perk ($10,000+): PaQui T-Shirt + Branded Riedel Tequila Glasses

Tier 4 perk ($25,000+): PaQui T-Shirt + Branded Riedel Tequila Glasses + 5%
bonus shares

o Tier 5 perk ($50,000+): PaQui T-Shirt + Branded Riedel Tequila Glasses + 10%
bonus shares

*All perks occur when the offering is completed.

The 10% StartEngine Owners' Bonus

Tequila Holdings, Inc. will offer 10% additional bonus shares for all investments that
are committed by investors that are eligible for the StartEngine Crowdfunding Inc.
OWNer's bonus.

This means eligible StartEngine shareholders will receive a 10% bonus for any shares
they purchase in this offering. For example, if you buy 100 shares of Class B Common
Stock at $2.74/share, vou will receive and own 110 shares for $274. Fractional shares



will not be distributed and share bonuses will be determined by rounding down to the
nearest whole share.

This 10% Bonus is only valid during the investor eligibility period. Investors eligible
for this bonus will also have priority if they are on a waitlist to invest and the company
surpasses its maximum funding goal. They will have the first opportunity to invest
should room in the offering become available if prior investments are canceled or fail.

Investors will only receive a single bonus, which will be the highest bonus rate they
are eligible for.

The Company and its Business

Company Overview

PaQui is a high-end tequila with branding based on deep consumer insight and which
offers a liquid profile that stands out against the leading brands with its floral aromas,
sweet agave fruit, complexity and soft finish.

The Company has developed the proprietary recipe of PaQui tequila. Our contractors
manufacture PaQui tequila in Jalisco, Mexico, according to our specifications. We
import our main product, PaQui tequila, from Mexico and sell it to wholesalers who
commercialize our products in the U.S. through retailers.

The brand is at an early stage but has proven its potential with impressive account
penetration and repeat sales in NYC, the most competitive market for tequila in the
U.S. we arelalso oerating now in CA and Fl, respectively the first and third largest
tequila markets.

The company intends to progressivley expand to new states inn 2021 and the
following vears.

Competitors and Industry

High-end tequila is a significant category in the spirits industry and in the last
fiveyears grew from 3.09% of total spirits to 6.52%. The category is dominated by three
brands, patron , Don Julio and casamigos that benefit from high consumer awareness
generated by extensive marketing spending. In 2020, high-end tequila brands enjoyed
explosive growth of 46%. According to IWSR forecasts, tequila will be the fastest-
growing spirit both globally and in the US over the next five years

Consumer research and selling experience have led our founders to believe that there
is an unfilled niche for a brand with a very different taste profile, elevated and refined
with complexity and smoothness.

The dominant brands focus on marketing and have neglected quality and taste. We
differentiate PaQui Tequila by its much more enjoyable taste profile. Unlike the
dominant brands, PaQui Tequila’s positioning and marketing capture the emotion
behind the tequila drinking experience.



Sources: https://www.elitetraveler.com/finest-dining/wines-and-spirits/tequilas-
sunrise-from-nightclub-shot-to-premium-

spirithttps://www.forbes.com/sites/katedingwall/2021/12/31/big-sales-no-agave-a-
look-at-2020-in-the-tequila-industry/?sh=36d143d2c088

Current Stage and Roadmap

The Company is operating in a limited but meaningful area, New York, FL, CA, GA and
TN. Since Spring 2018, one salesperson as well as the Company’s CEO have opened
180 accounts, almost all in Manhattan, and enjoyed an 80% reorder rate. The revenues
are small, and the marketing costs are high, but this phase was meant to demonstrate
the brand's potential to compete on a national level and to attract distribution
networks that offer national or close to national distribution. Growth for PaQui tequila
in 2020 was 84% on a small base.

The vision for the Company is to expand to 40+ states covering the majority of high-
end tequila volume and to achieve top 7 brand status. To accomplish this, we will need
significant resources to expand awareness and consumer interest and trial.

The Team
Officers and Directors

Name: John Chappell
John Chappell's current primary role is with the Issuer.
Positions and offices currently held with the issuer:

e Position: CEO, Treasurer, Director
Dates of Service: January 25, 2012 - Present
Responsibilities: John Chappell is one of the original founders, CEO and
Treasurer of PaQui Tequila. He has been working with the Company full time
since 2010. Further, John boasts extensive executive experience in marketing
and selling alcoholic beverages including Stoli vodka with Pepsico, Rolling Rock,
Samuel Adams, Boston Beer Co. John leads and manages all operations. John
does not take a salary at this time.

Name: Javier Martinez

Javier Martinez's current primary role is with Martinez Brands, Inc.. Javier Martinez
currently services 1-2 hours per week in their role with the Issuer.

Positions and offices currently held with the issuer:

e Position: President, Secretary, Director
Dates of Service: January 25, 2012 - Present
Responsibilities: Javier Martinez is one of the original founders of PaQui



Tequila.]Javier Martinez has a strong regulatory network in Mexico and is
considered an expert in tequila. Javier Martinez graduated from the Universidad
Autonoma Metropolitana in Mexico City. He then studied for a Master's Degree
and earned a Ph.D. from St. Anthony's College at the University of Oxford in
England. Does not take a salary. He works a few hours each week with PaQui
Tequila.

Other business experience in the past three years:

¢ Employer: Martinez Brands, Inc.
Title: President and CEO
Dates of Service: December 08, 1997 - Present
Responsibilities: Aside from his activities at the Company, he is also the
President and CEO of Martinez Brands, Inc., a company that he established in
1997 to import, distribute and market proprietary brands and bulk tequila.

Risk Factors

The SEC requires the company to identify risks that are specific to its business and its
financial condition. The company is still subject to all the same risks that all
companies in its business, and all companies in the economy, are exposed to. These
include risks relating to economic downturns, political and economic events and
technological developments (such as hacking and the ability to prevent hacking).
Additionally, early-stage companies are inherently more risky than more developed
companies. You should consider general risks as well as specific risks when deciding
whether to invest.

These are the risks that relate to the Company:

Uncertain Risk

An investment in the Company involves a high degree of risk and should only be
considered by those who can afford the loss of their entire investment. Furthermore,
the purchase of any of the Securities should only be undertaken by persons whose
financial resources are sufficient to enable them to indefinitely retain an illiquid
investment. Each investor in the Company should consider all of the information
provided to such potential investor regarding the Company as well as the following
risk factors, in addition to the other information listed in the Company’s Form C. The
following risk factors are not intended, and shall not be deemed to be, a complete
description of the commercial and other risks inherent in the investment in the
Company. There can be no assurance that the Company will meet our projections.
There can be no assurance that the Company will be able to find sufficient demand for
our products, that our targeted consumers will choose our tequila brand over
competing products, or that we will able to sell our products at a level that allows the
Company to make a profit and still attract business partners.

Our business projections are only projections



We have a limited operating history upon which you can evaluate our performance,
and accordingly, our prospects must be considered in light of the risks that any new
company encounters. While our predecessor Tequila Holdings, LLC was originally
formed on October 12, 2006, we are still operating as a startup company and our
operations are subject to all business risks associated with new enterprises. The
likelihood of our continuation of a viable business must be considered in light of the
problems, expenses, difficulties, complications, and delays frequently encountered in
connection with an early-stage business operating in a competitive industry, and the
continued development of advertising, promotions, distribution networks and a
corresponding client base. We currently focus our sales in the state of New York, and
we anticipate that our operating expenses will increase for the near future, depending
on our future distribution opportunities in new states. There can be no assurances that
we will ever operate profitably. You should consider the Company’s business,
operations and prospects in light of the risks, expenses and challenges faced as an
early-stage company.

Any valuation at this stage is difficult to assess

The valuation for the offering was established by the Company. Unlike listed
companies that are valued publicly through market-driven stock prices, the valuation
of private companies, especially startups, is difficult to assess and you may risk
overpaying for your investment.

The transferability of the Securities you are buying is limited

The Securities will not be freely tradable until one year from the initial purchase date.
Although the Securities may be tradable under federal securities law, state securities
regulations may apply, and each Investor should consult with his or her attorney. Any
shares purchased through this Offering is subject to SEC limitations of transfer. You
should be aware of the long-term nature of this investment. There is not now and
likely will not be a public market for the Securities. Because the Securities have not
been registered under the Securities Act or under the securities laws of any state or
non-United States jurisdiction, the Securities have transfer restrictions and cannot be
resold in the United States except pursuant to Rule 501 of Regulation CF. It is not
currently contemplated that registration under the Securities Act or other securities
laws will be affected. Limitations on the transfer of the Securities may also adversely
affect the price that you might be able to obtain for the Securities in a private sale.
Investors should be aware of the long-term nature of their investment in the
Company. Each Investor in this Offering will be required to represent that it is
purchasing the Securities for its own account, for investment purposes and not with a
view to resale or distribution thereof,

Your investment could be illiquid for a long time

You should be prepared to hold this investment for several years or longer. For the 12
months following your investment there will be restrictions on how you can resell the
securities you receive. More importantly, there is no established market for these
securities and there may never be one. As a result, if you decide to sell these securities
in the future, you may not be able to find a buyer. The Company may be acquired by
an existing player in the alocholic beverage industry. However, that may never happen



or it may happen at a price that results in you losing money on this investment.

We may not have enough capital as needed and may be required to raise more capital.
Although interest rates are low, it is still a difficult environment for obtaining credit
on favorable terms. If we cannot obtain credit when we need it, we could be forced to
raise additional equity capital, modify our growth plans, or take some other action.
[ssuing more equity may require bringing on additional investors. Securing these
additional investors could require pricing our equity below its current price. If so, your
investment could lose value as a result of this additional dilution. In addition, even if
the equity is not priced lower, your ownership percentage would be decreased with the
addition of more investors. Interest on debt securities could increase costs and
negatively impact operating results. In addition, if we raise more equity capital from
the sale of our capital stock, institutional or other investors may negotiate terms that
are likely to be more favorable than the terms of your investment, and possibly a lower
purchase price per share. If adequate funds are unavailable, we may be required to
delay, reduce the scope of or eliminate one or more of our research, development or
commercialization programs, product launches or marketing efforts, any of which may
materially harm our business, financial condition and results of operations.

Terms of subsequent financings may adversely impact your investment

We will likely need to engage in common equity, debt, or preferred stock financings in
the future, which may reduce the value of your investment in the Common Stock.
Interest on debt securities could increase costs and negatively impact operating
results. Preferred stock could be issued in series from time to time with such
designation, rights, preferences, and limitations as needed to raise capital. The terms
of preferred stock could be more advantageous to those investors than to the holders
of Common Stock. In addition, if we need to raise more equity capital from the sale of
Common Stock, institutional or other investors may negotiate terms that are likely to
be more favorable than the terms of your investment, and possibly a lower purchase
price per share.

Management Discretion as to Use of Proceeds

Qur success will be substantially dependent upon the discretion and judgment of our
management team with respect to the application and allocation of the proceeds of
this Offering. The use of proceeds described in this Form C is an estimate based on our
current business plan. We, however, may find it necessary or advisable to re-allocate
portions of the net proceeds reserved for one category to another, and we will have
broad discretion in doing so. Any projections or forward looking statements regarding
our anticipated financial or operational performance are hypothetical and are based
on management's best estimate of the probable results of our operations and will not
have been reviewed by our independent accountants. These projections will be based
on assumptions which management believes are reasonable. Some assumptions
invariably will not materialize due to unanticipated events and circumstances beyond
management's control. Therefore, actual results of operations will vary from such
projections, and such variances may be material. Any projected results cannot be
guaranteed.



Minority Holder; Securities with No Voting Rights

This means that you will have no rights in dictating on how the Company will be run.
You are trusting in management discretion in making good business decisions that
will grow your investments. Furthermore, in the event of a liquidation of our
company, you will only be paid out if there is any cash remaining after all of the
creditors of our company have been paid out.

You are trusting that management will make the best decision for the company
You are trusting in management discretion. You are buying securities as a minority
holder, and therefore must trust the management of the Company to make good
business decisions that grow your investment.

Insufficient Funds

The company might not sell enough securities in this offering to meet its operating
needs and fulfill its plans, in which case it will cease operating and you will get
nothing. Even if we sell all the common stock we are offering now, the Company will
(possibly) need to raise more funds in the future, and if it can’t get them, we will fail.
Even if we do make a successful offering in the future, the terms of that offering might
result in your investment in the company being worth less, because later investors
might get better terms.

We face significant market competition

We will compete with larger, established companies who currently have products on
the market and/or various respective product development programs. They may have
much better financial means and marketing/sales and human resources than us. They
may succeed in developing and marketing competing equivalent products earlier than
us, or superior products than those developed by us. There can be no assurance that
competitors will render our products obsolete or that the products developed by us
will be preferred to any existing or newly developed products. It should further be
assumed that competition will intensify.

We are an early stage company and have not yet generated any profits

Tequila Holdings was formed on June 15th, 2007. Accordingly, the Company has a
limited history upon which an evaluation of its performance and future prospects can
be made. Our current and proposed operations are subject to all business risks
associated with new enterprises. These include likely fluctuations in operating results
as the Company reacts to developments in its market, managing its growth and the
entry of competitors into the market. We will only be able to pay dividends on any
shares once our directors determine that we are financially able to do so. Tequila
Holdings has incurred a net loss and has had limited revenues generated since
inception. There is no assurance that we will be profitable in the next 5 years or
generate sufficient revenues to pay dividends to the holders of the shares.

The development and commercialization of spirits is highly competitive.

We face competition with respect to any products that we may seek to develop or
commercialize in the future. Our competitors include major companies worldwide,
and the high-end tequila industry is dominated by three brands that have an 85%



market share. For example, Patron dominates the luxury tequila segment with seven
out of every ten bottles sold. Many of our competitors, such as Patron, have
significantly greater financial, technical and human resources than we have and
superior expertise in research, development and marketing of approved distilled
spirits and thus may be better equipped than us to develop and commercialize
distilled spirits. These competitors also compete with us in recruiting and retaining
qualified personnel and acquiring technologies. Smaller or early stage companies may
also prove to be significant competitors, particularly through collaborative
arrangements with large and established companies. Small batch tequila competitors
who have scaled further than our Company include Azunia, Deleon, Peligroso,
Milagro, Avion and Casamigos. Qur competitors may commercialize products more
rapidly or effectively than we are able to, which would adversely affect our
competitive position, the likelihood that our distilled spirits will achieve initial market
acceptance and our ability to generate meaningful additional revenues from our
products.

Quality management plays an essential role in determining and meeting customer
requirements, preventing defects, improving the Company’s product and avoiding
potential recalls and claims against the Company.

Our future success depends on our ability to maintain and continuously improve our
quality management program. The Company has rigorous product safety and quality
standards. However, if products taken to market are or become contaminated or
adulterated, the Company may be required to conduct costly product recalls and may
become subject to product liability claims by individuals, groups, or government
organizations as well as negative publicity, which would cause our business to suffer.
We believe that we maintain insurance customary for businesses of our size and type.
However, there are types of losses we may incur that cannot be insured against or that
we believe are not economically reasonable to insure. Such losses could have a
material adverse effect on our business and results of operations. An inability to
address a quality or safety issue in an effective and timely manner may also cause
negative publicity, a loss of customer confidence in us or our current or future
products, which may result in the loss of sales and difficulty in successfully launching
new products. In addition, a successful claim brought against us in excess of available
insurance or not covered by indemnification agreements, or any claim that results in
significant adverse publicity against us, could have an adverse effect on our business,
our reputation, and the reputation of the entire industry.

Maintaining, extending and expanding our reputation and brand image are essential
to our business success.

We seek to maintain, extend, and expand our brand image through marketing
investments, including advertising and consumer promotions, and product
innovation. Increasing attention on marketing could adversely affect our brand image.
It could also lead to stricter regulations and greater scrutiny of marketing practices.
Existing or increased legal or regulatory restrictions on our advertising, consumer
promotions and marketing, or our response to those restrictions, could limit our
efforts to maintain, extend and expand our brands. Moreover, adverse publicity about
regulatory or legal action against us could damage our reputation and brand image,



undermine our customers’ confidence and reduce long-term demand for our products,
even if the regulatory or legal action is unfounded or not material to our operations.
In addition, our success in maintaining, extending, and expanding our brand image
depends on our ability to adapt to a rapidly changing media environment. We
increasingly rely on social media and online dissemination of advertising campaigns.
The growing use of social and digital media increases the speed and extent that
information or misinformation and opinions can be shared. Negative posts or
comments about us, our brands or our products on social or digital media, whether or
not valid, could seriously damage our brands and reputation. If we do not establish,
maintain, extend and expand our brand image, then our product sales, financial
condition and results of operations could be adversely affected.

We must correctly predict, identify, and interpret changes in consumer preferences
and demand, offer new products to meet those changes, and respond to competitive
innovation.

Consumer preferences change continually. Our success depends on our ability to
predict, identify, and interpret the tastes and habits of consumers and to offer
products that appeal to consumer preferences. If we do not offer products that appeal
to consumers, our sales and market share will decrease. We must distinguish between
short-term fads, mid-term trends, and long-term changes in consumer preferences. If
we do not accurately predict which shifts in consumer preferences will be long-term,
or if we fail to introduce new and improved products to satisfy those preferences, our
sales could decline. In addition, achieving growth depends on our successful
development, introduction, and marketing of innovative new products. Successful
innovation depends on our ability to correctly anticipate customer and consumer
acceptance, to obtain, protect and maintain necessary intellectual property rights, and
to avoid infringing the intellectual property rights of others and failure to do so could
compromise our competitive position and adversely impact our business. Successful
innovation depends on our ability to correctly anticipate consumer acceptance and to
efficiently create these new products. However, as we invest in new products, we face
the risk of unanticipated operational or commercialization difficulties, including an
inability to obtain necessary permits or governmental approvals, the development of
competing distilling technologies, failure of third-party distilleries that we engage to
operate in accordance with our specifications or expectations, as well as their inability
to purchase additional equipment or required materials.

Substantial disruption to production at the manufacturing and distribution facilities
we are engaged with could occur.

A disruption in production at the manufacturing facilities we are engaged with could
have an adverse effect on our business. In addition, a disruption could occur at the
facilities of our suppliers or distributors. The disruption could occur for many reasons,
including fire, natural disasters, weather, water scarcity, manufacturing problems,
disease, strikes, transportation or supply interruption, government regulation,
cybersecurity attacks or terrorism. Alternative facilities with sufficient capacity or
capabilities may not be available, may cost substantially more or may take a
significant time to start production, each of which could negatively affect our business
and results of operations. The consolidation of retail customers could adversely affect



us. Retail customers, such as liquor stores in our major markets, may consolidate,
resulting in fewer customers for our business. Consolidation also produces larger
retail customers that may seek to leverage their position to improve their profitability
by demanding improved efficiency, lower pricing, increased promotional programs, or
specifically tailored products. In addition, larger retailers have the scale to develop
supply chains that permit them to operate with reduced inventories or to develop and
market their own white-label brands. Retail consolidation and increasing retailer
power could adversely affect our product sales and results of operations. Retail
consolidation also increases the risk that adverse changes in our customers’ business
operations or financial performance will have a corresponding material and adverse
effect on us. For example, if our customers cannot access sufficient funds or financing,
then they may delay, decrease, or cancel purchases of our products, or delay or fail to
pay us for previous purchases, which could materially and adversely affect our product
sales, financial condition, and operating results.

Evolving tax, environmental, food quality and safety or other regulations or failure to
comply with existing licensing, labeling, trade, food quality and safety and other
regulations and laws could have a material adverse effect on our consolidated
financial condition.

Our products, both in and outside of the United States, are subject to regulation by
various federal, state, provincial and local laws, regulations and government agencies,
including the TTB, U.S. Food and Drug Administration, U.S. Federal Trade
Commission, and the Customs and Border Protection (CBP). These laws and
regulations and interpretations thereof mav change, sometimes dramatically, as a
result of a variety of factors, including political, economic or social events. The
manufacturing, marketing and distribution of food products, including alcoholic
beverage products, are subject to governmental regulation that control such matters
as food quality and safety, ingredients, advertising, product or production
requirements, labeling, import or export of our products or ingredients, relations with
distributors and retailers, health and safety, the environment, and restrictions on the
use of government programs to purchase certain of our products. We are also
regulated with respect to matters such as licensing requirements, trade and pricing
practices, tax, anticorruption standards, advertising and claims, and environmental
matters. The need to comply with new, evolving or revised tax, environmental, food
quality and safety, labeling or other laws or regulations, or new, or changed
interpretations or enforcement of existing laws or regulations, may have an adverse
effect on our business and results of operations. Further, if we are found to be out of
compliance with applicable laws and regulations in these areas, we could be subject to
civil remedies, including fines, injunctions, termination of necessary licenses or
permits, or recalls, as well as potential criminal sanctions, any of which could have an
adverse effect on our business. Even if regulatory review does not result in these types
of determinations, it could potentially create negative publicity or perceptions which
could harm our business or reputation.

We are dependent on third-party suppliers for key raw materials, packaging materials
and production inputs, and our use of natural ingredients exposes us to weather and
crop reliability.



We purchase the raw materials used in the production of and the distilling of our
spirits, including agave and other ingredients, from a number of domestic and foreign
third-party suppliers. The manufacturing of our tequila takes place in Mexico, where
our agave is grown. Agave is an agricultural product and therefore many outside
factors, including weather conditions, pests, government regulations and legislation
affecting agriculture, could affect quality, price and supply. We are exposed to the
quality of the agave crop each year, and significant failure of a crop would adversely
affect our costs.

We source certain packaging materials, such as bottles, labels, caps and other shipping
materials from a number of third-party suppliers and, in some cases, single-source
suppliers.

Although we believe that alternative suppliers are available, the loss of any of our
packaging material suppliers could adversely affect our results of operations and
financial condition. Our inability to preserve the current economics of these
agreements could expose us to significant cost increases in future years.

The process of distilling alcohol utilizes a large amount of water.

Parts of Mexico have been experiencing a severe drought for the last several years.
While there are currently no restrictions on our use of water based on the drought, we
cannot predict whether such restrictions may be put in place in the future. Any
restrictions on water consumption could cause a disruption in production at our third-
party manufacturing facilities, which would have a material, adverse effect on our
business operations.

Growth rates higher than planned or the introduction of new products requiring
special ingredients could create higher demand for ingredients greater than we can
source.

Although we believe that there are alternative sources available for our key
ingredients, there can be no assurance that we would be able to acquire such
ingredients from substitute sources on a timely or cost-effective basis in the event that
current suppliers could not adequately fulfill orders, which would adversely affect our
business and results of operations.

We may become heavily dependent on our distributors.

QOur future distributors often represent competing spirits brands and are to varying
degrees influenced by their continued business relationships with other brewers and
distillers. Our independent distributors may be influenced by a large distiller,
particularly if they rely on that distiller for a significant portion of their sales, which
many distributors do. In addition, certain of our distributors cover a substantial
network of certain on-premise retailers. While we believe that the relationships
between us and our distributors are generally good, some of these relationships are
relatively new and untested and there can be no assurance that any or all of our
distributors will continue to effectively market and distribute our products. The loss of
any distributor or the inability to replace a poorly performing distributor in a timely
fashion could have a material adverse effect on our business, financial condition and
results of operations.



QOur future distribution relationships may be governed by state laws that in certain
respects may supersede the terms of any contractual relationships.

Under most of these state laws, distribution agreements can only be terminated by the
supplier after the supplier shows some type of "cause” (usually an uncured deficiency
in the distributor’s operation) or upon payment of some sort of compensation to the
distributor for the value of the distribution rights. State laws also may limit a
supplier’s right to object to proposed assignments of distribution rights and/or
changes in distributor ownership. A minority of states have enacted similar laws
coverning distillery-distributor relationships. Therefore, while we have entered into
contractual relationships with some of our distributors, state law in various
jurisdictions may limit our exercising our contractual termination and enforcement
rights. Additionally, our distribution relationships are susceptible to changes in state
legislation that could significantly alter the competitive environment for the spirits
distribution industry, which could adversely affect the financial stability of
distributors on which we rely.

In general, demand for our products is highly correlated with general economic
conditions and the time of year.

A substantial portion of our revenue is derived from discretionary spending by
individuals, which typically falls during times of economic instability. Declines in
economic conditions in the U.S. may adversely impact our consolidated financial
results. Because such declines in demand are difficult to predict, we or the industry
may have increased excess capacity as a result. An increase in excess capacity may
result in declines in prices for our products. Our business is also subject to seasonal
fluctuations, as tequila sales are typically higher during summer season. As a result of
these factors, our financial results for any period of less than a vear are not necessarily
indicative of the results that may achieved for a full fiscal year.

Product liability claims could adversely impact our business and reputation.

Our business exposes us to potential product liability risk, as well as warranty and
recall claims that are inherent in the design, manufacture, sale and use of our
products. We sell products in the alcohol industry where the impact of product liability
risk is high. In the event our products actually or allegedly fail to perform as expected
and we are subject to such claims above the amount of insurance coverage, outside
the scope of our coverage, or for which we do not have coverage, our results of
operations, as well as our reputation, could be adversely affected. Our products may
be subject to recall for performance or safety-related issues. Product recalls subject us
to harm to our reputation, loss of current and future customers, reduced revenue and
product recall costs. Product recall costs are incurred when we, either voluntarily or
involuntarily, recall a product through a formal campaign to solicit the return of
specific products due to a known or suspected performance issue. Any significant
product recalls could have an adverse effect on our business and results of operations.

Damage to our reputation could negatively impact our business, financial condition
and results of operations.

Our reputation and the quality of our brand are critical to our business and success in
existing markets and will be critical to our success as we enter new markets. Any



incident that erodes consumer loyalty for our brand could significantly reduce its
value and damage our business. We may be adversely affected by any negative
publicity, regardless of its accuracy, including with respect to: » alcoholic beverage
safety concerns, including food tampering or contamination; » security breaches of
confidential guest or employee information; « employment-related claims relating to
alleged employment discrimination, wage and hour violations, labor standards or
health care and benefit issues; or « government or industry findings concerning our
products, of the bars and restaurants carrving the PaQui tequila brand. Also, there has
been a marked increase in the use of social media platforms and similar devices,
including blogs, social media websites and other forms of internet-based
communications that provide individuals with access to a broad audience of
consumers and other interested persons. The availability of information on social
media platforms is virtually immediate as is its impact. Information posted may be
adverse to our interests or may be inaccurate, each of which may harm our
performance, prospects or business. The harm may be immediate without affording us
an opportunity for redress or correction.

Legislation and regulations requiring the display and provision of nutritional
information products, and new information or attitudes regarding diet and health or
adverse opinions about the health effects of consuming our products, could affect
consumer preferences and negatively impact our business, financial condition and
results of operations.

We produce distilled spirits. Government regulation and consumer eating habits may
impact our business as a result of changes in attitudes regarding diet and health or
new information regarding the health effects of consuming our products. These
changes have resulted in, and may continue to result in, the enactment of laws and
regulations that impact the ingredients and nutritional content of our offerings, or
laws and regulations requiring us to disclose the nutritional content of our beverages.
Various jurisdictions may also seek to adopt significant additional product labeling or
warning requirements relating to the content or perceived adverse health
consequences of our products. If these types of requirements become applicable to our
products under current or future environmental or health laws or regulations, they
may inhibit sales of such products.

Investors will not be entitled to any inspection or information rights other than those
required by Regulation CF.

Investors will not have the right to inspect the books and records of the Company or
to receive financial or other information from the Company, other than as required by
Regulation CF. Other security holders of the Company may have such rights.
Regulation CF requires only the provision of an annual report on Form C and no
additional information — there are numerous methods by which the Company can
terminate annual report obligations, resulting in no information rights, contractual,
statutory or otherwise, owed to Investors. This lack of information could put Investors
at a disadvantage in general and with respect to other security holders.

There is no present market for the Securities, and we have arbitrarily set the price.
The Offering price was not established in a competitive market.



We have arbitrarily set the price of the Securities with reference to the general status
of the securities market and other relevant factors. The Offering price for the
Securities should not be considered an indication of the actual value of the Securities
and is not based on our net worth or prior earnings. We cannot assure you that the
Securities could be resold by you at the Offering price or at any other price. In
addition to the risks listed above, businesses are often subject to risks not foreseen or
fully appreciated by the management. [t is not possible to foresee all risks that may
affect us. Moreover, the Company cannot predict whether the Company will
successfully effectuate the Company’s current business plan. Each prospective
Investor is encouraged to carefully analyze the risks and merits of an investment in
the Securities and should take into consideration when making such analysis, among
other, the Risk Factors discussed in this section.

The amount of capital the Company is attempting to raise in this Offering is not
enough to sustain the Company’s high growth strategy.

Even if we sell all the Class B Common Stock offered in this Offering, the Company
will need to procure funds in addition to the amount raised in the Offering in order to
achieve the Company’s long-term scaling goals. There is no guarantee the Company
will be able to raise such funds on acceptable terms or at all. If we are not able to raise
sufficient capital in the future, we will not be able to execute our business plan, our
continued operations will be in jeopardy and we may be forced to cease operations
and sell or otherwise transfer all or substantially all of our remaining assets, which
could cause an Investor to lose all or a portion of his or her investment.

There can be no assurance that we will ever provide liquidity to Investors through
either a sale of the Company or a registration of the Securities.

There can be no assurance that any form of merger, combination, or sale of the
Company will take place, or that any merger, combination, or sale would provide
liquidity for Investors. Furthermore, we mav be unable to register the Securities for
resale by Investors for legal, commercial, regulatory, market-related or other reasons.
In the event that we are unable to effect a registration, Investors could be unable to
sell their Securities unless an exemption from registration is available.

The Company does not anticipate paying any cash dividends for the foreseeable
future.

The Company currently intends to retain future earnings, if any, for the foreseeable
future, to repay indebtedness and to support its business. The Company does not
intend in the foreseeable future to pay any dividends to holders of its shares of its
Class B Common Stock. In addition to the risks listed above, businesses are often
subject to risks not foreseen or fully appreciated by the management. It is not possible
to foresee all risks that may affect us. Moreover, the Company cannot predict whether
the Company will successfully effectuate the Company’s current business plan. Each
prospective Investor is encouraged to carefully analyze the risks and merits of an
investment in the Securities and should take into consideration when making such
analysis, among other, the Risk Factors discussed in this section.

The Company has a short history, limited customers, and limited revenues.



If you are investing in this company, it’s because you think that the brand PaQui
Tequila is a good idea, that the team will be able to successfully market, and sell its
product, that we can price them right and sell them to enough peoples so that the
Company will succeed.

We rely on various intellectual property rights, including trademarks in order to
operate our business.

In particular, the Company has registered the trademark Paqui, with registration No.
3,709,577 in connection with its goods. Such intellectual property rights, however,
may not be sufficiently broad or otherwise may not provide us a significant
competitive advantage. In addition, the steps that we have taken to maintain and
protect our intellectual property may not prevent it from being challenged,
invalidated, circumvented or designed-around, particularly in countries where
intellectual property rights are not highly developed or protected. In some
circumstances, enforcement may not be available to us because an infringer has a
dominant intellectual property position or for other business reasons, or countries
may require compulsory licensing of our intellectual property. Our failure to obtain or
maintain intellectual property rights that convey competitive advantage, adequately
protect our intellectual property or detect or prevent circumvention or unauthorized
use of such property, could adversely impact our competitive position and results of
operations. We also rely on laws pertaining to trademarks and domain names to
protect the value of our corporate brands and reputation. Despite our efforts to protect
our proprietary rights, unauthorized parties may copy aspects of our products or
recipes, obtain and use information, marks, or know-how that we regard as
proprietary, or otherwise violate or infringe our intellectual property rights. In
addition, it is possible that others could independently develop substantially
equivalent products. If we do not effectively protect our intellectual property, or if
others independently develop substantially equivalent intellectual property, our
competitive position could be weakened. We also rely on nondisclosure and
noncompetition agreements with consultants and other parties to protect, in part,
trade secrets and other proprietary rights. There can be no assurance that these
agreements will adequately protect our trade secrets and other proprietary rights and
will not be breached, that we will have adequate remedies for any breach, that others
will not independently develop substantially equivalent proprietary information or
that third parties will not otherwise gain access to our trade secrets or other
proprietary rights.

As we expand our business, protecting our intellectual property will become
increasingly important.

The protective steps we have taken may be inadequate to deter our competitors from
using our proprietary information. In order to protect or enforce our intellectual
property rights, we may be required to initiate litigation against third parties, such as
infringement lawsuits. Also, these third parties may assert claims against us with or
without provocation. These lawsuits could be expensive, take significant time and
could divert management’s attention from other business concerns. The law relating
to the scope and validity of claims in the distilled spirit industry in which we operate
is still evolving and, consequently, intellectual property positions in our industry are



generally uncertain. We cannot assure you that we will prevail in any of these
potential suits or that the damages or other remedies awarded, if any, would be
commercially valuable.

From time to time, third parties may claim that one or more of our products infringe
their intellectual property rights.

Any dispute or litigation regarding patents or other intellectual property could be
costly and time-consuming due to the complexity of intellectual property rights
relating to recipes. The uncertainty of intellectual property litigation and could divert
our management and key personnel from our business operations. A claim of
intellectual property infringement could force us to enter into a costly or restrictive
license agreement, which might not be available under acceptable terms or at all,
could require us to redesign our branding, which would be costly and time-consuming,
and/or could subject us to an injunction against manufacture and sale of certain of our
products. We may have to pay substantial damages, including damages for past
infringement if it is ultimately determined that our product candidates infringe a third
party’s proprietary rights. Even if these claims are without merit, defending a lawsuit
takes significant time, may be expensive and may divert management’s attention from
other business concerns. Any public announcements related to litigation or
interference proceedings initiated or threatened against us could cause our business
to be harmed. Our intellectual property portfolio may not be useful in asserting a
counterclaim, or negotiating a license, in response to a claim of intellectual property
infringement. In certain of our businesses we rely on third party intellectual property
licenses and we cannot ensure that these licenses will be available to us in the future
on favorable terms or at all.

Our co-founder and CEO, John Chappell, entered into a series of related party secured
loans with the Company.

Our co-founder and CEO John Chappell entered into certain secured loans with the
Company which have been memorialized in a certain Amended and Restated 8%
Senior Convertible Note effective as of December 6, 2019, with a principal amount of
$1,744,624.28. Related party transactions create potential conflicts of interest that
may result in actions that benefit the related parties at the expense of the Company or
the Investors. For more information about this related party transaction, see Section
titled ‘Capitalization and Ownership’.

Our CEO and founder, John Chappell, owns a significant number of the outstanding
shares of the Company, that is subject to increase.

QOur CEO and founder, John Chappell, currently owns a number of shares representing
52.51% total ownership of the Company’s shares issued and outstanding, which is not
inclusive of the shares of Class A Common Stock that will be issued to him upon the
conversion of the Senior Convertible Note that he holds. John Chappell’s ownership is
subject to increase, as he is the holder of a Senior Convertible Note with a maturity
dated of December 6, 2024. See Section titled ‘Capitalization and Ownership’. The
conversion of the Convertible Senior Note may occur at any time at Mr. Chappell’s
election and contains a conversion price of $0.40 per share. If such conversion occurs
subsequent to the closing of this Offering, the Securities issued in this Offering would



be significantly diluted.

To be successful, the Company requires capable people to run its day to day
operations

As the Company grows, it will need to attract and hire additional employees in sales,
marketing, design, development, operations, finance, legal, human resources and
other areas. Depending on the economic environment and the Company’s
performance, we may not be able to locate or attract qualified individuals for such
positions when we need them. We may also make hiring mistakes, which can be costly
in terms of resources spent in recruiting, hiring and investing in the incorrect
individual and in the time delay in locating the right employee fit. If we are unable to
attract, hire and retain the right talent or make too many hiring mistakes, it is likely
our business will suffer from not having the right emplovees in the right positions at
the right time. This would likely adversely impact the value of your investment.

In order for the Company to compete and grow, it must attract, recruit, retain and
develop the necessary personnel who have the needed experience.

Recruiting and retaining highly qualified personnel who are knowledgeable about the
alcoholic beverage industry and distribution of alcoholic beverage products is critical
to our success. These demands may require us to hire additional personnel and will
require our existing management personnel to develop additional expertise as we
grow and scale. We face intense competition for personnel. The failure to attract and
retain personnel or to develop such expertise could delay or halt the development and
commercialization of our product candidates. If we experience difficulties in hiring
and retaining personnel in key positions, we could suffer from delays in product
development, loss of customers and sales and diversion of management resources,
which could adversely affect operating results.

Although dependent on certain key personnel, we do not have any key man life
insurance policies on such persons and does not intend to obtain such insurance in
the near future.

The Company is dependent upon our founders, and kevy service providers in order to
conduct its operations and execute its business plan. In particular, we rely on the
skills and expertise of our Chief Executive Officer, John Chappell, whose knowledge of
our business and industry would be difficult to replace. If Mr. Chappell, terminates its
relationship with the Company, we may not be able to replace his expertise, fully
integrate new personnel or replicate the prior working relationships, and the loss of
their services might significantly delay or prevent the achievement of our business
objectives. Further, the Company has not purchased any insurance policies with
respect to John Chappell in the event of his death or disabilities. Therefore, in the
event of death or disability of John Chappell, the Company will not receive any
compensation and the loss of his services will negatively affect the Company and its
operations.



Ownership and Capital Structure; Rights of the Securities

Ownership

The following table sets forth information regarding beneficial ownership of the
company’s holders of 20% or more of any class of voting securities as of the date of
this Offering Statement filing.

Stockholder Number of Securities :
Name od Type of Security Owned Percentage
John Chappell |2,156,439 |Class A Common Stock 52.0
john Chappell [364,618 Series A Convertible Preferred 520
Stock
The Company'’s Securities

The Company has authorized Class A Common Stock, Class B Common Stock, Series A
Convertible Preferred Stock, Senior Convertible Notes, and Convertible Debt. As part
of the Regulation Crowdfunding raise, the Company will be offering up to 1,601,984 of
Class B Common Stock.

Class A Common Stock

The amount of security authorized is 15,000,000 with a total of 4,119,791 outstanding.
Voting Rights

one vote per share.
Material Rights

The Board may declare and pay dividends to the holders of Class A Common Stock
subject to the laws of the State of Delaware. Holders of Class A Common Stock do not
have preemptive rights.

Class B Common Stock

The amount of security authorized is 10,000,000 with a total of 1,172,485 outstanding.
Voting Rights

There are no voting rights associated with Class B Common Stock.
Material Rights

Voting rights:

The holders of shares of Class B Common Stock shall have no voting rights, except to
the extent required by the General Corporation Law of the State of Delaware.

Material rights:




The Board may declare and pay dividends to the holders of Class B Common Stock
subject to the laws of the State of Delaware.

Except as to voting rights, all shares of Class A Common Stock and Class B Common
Stock shall be identical and entitle to the holder thereof the same rights and privileges
in the equity of the Company.

Holders of Class B Common Stock do not have preemptive rights.
Series A Convertible Preferred Stock

The amount of security authorized is 335,000 with a total of 184,493 outstanding.
Voting Rights

one vote per share.
Material Rights

Dividends rights - As and if declared by the Board, the holders of Series A shares of
Convertible Preferred Stock shall be entitled to receive annual cash dividends at the
rate of 10% of the Series A Original Issue Price, which is in the amount of $5 per share
(the “Series A Original Issue Price”), on each outstanding share of Series A Convertible
Preferred Stock and up to an aggregate cumulative amount per share of Series A
Convertible Preferred Stock equal to the Series A Original Issue Price. All dividends
hereunder are non-cumulative and non-mandatory, and shall be payable only when,
as and if declared by the Company’s Board of Directors, and in preference to the
holders of any other stock of the Company (the “Junior Stock™).

No dividend, whether in cash or property, shall be paid or declared; nor shall any
other distribution be made on any Junior Stock until all dividends set forth above on
the Series A shares of Convertible Preferred Stock shall have been paid or declared and
set apart.

Liquidation rights - The holders of shares of Series A Convertible Preferred Stock
benefit from liquidation rights upon any Liquidation (as defined in the Certificate of
Designation of Series A Preferred Stock), dissolution or winding up of the Company,
whether voluntary or involuntary, before any distribution or payment shall be made to
the holders of any Junior Stock. The holders of shares of Series A Convertible Preferred
Stock shall be entitled to be paid out of the assets of the company the amount of the
Series A Original Issue Price plus an additional amount equal to any dividends
declared but unpaid for each share of Series A Convertible Preferred Stock. Thereafter,
any remainder shall be distributed ratably to the holders of the Common Stock and the
holders of Series A Convertible Preferred Stock on the basis of the aggregate number of
shares of Common Stock upon conversion of the Series A Preferred Stock.

Conversion - Upon the occurrence of an Acquisition, Asset Transfer or a firmly
underwritten public offering pursuant to an effective registration statement under the
Securities Act of 1933, as amended, covering the offer and sale of Common Stock for



the account of the Company, each of the outstanding Series A shares of Convertible
Preferred Stock shall be converted automatically into shares of Class A Common
Stock, based on the conversion price, initially equal to the Series A Original Issue
Price, as adjusted from time to time as set forth in the Certificate of Designation of
Series A Preferred Stock.

Senior Convertible Notes

The security will convert into Class a common stock and the terms of the Senior
Convertible Notes are outlined below:

Amount outstanding: $1,744,624.28

Maturity Date: December 06, 2024

Interest Rate: 8.0%

Discount Rate: %

Valuation Cap: None

Conversion Trigger: At any time, the holder of the Senior Convertible Note shall have
the right to convert, in part or in whole, the outstanding principal amount and all
accrued and unpaid interest thereunder into shares of the Company’s Class A Common
Stock, at the Conversion Price of $0.40 per share (the “Conversion Price”).

Material Rights

Amount authorized:

According to the Second Amended and Restated Certificate of Incorporation filed on
December 3, 2019, the Company is authorized to issue up to $2,500,000 of principal
amount of Senior Convertible Notes, convertible into shares of the Company’s Class A
Common Stock.

Amount outstanding:

Pursuant to 4(a)(2) of the Securities Act, on February 6, 2015, the Company issued one
8% Senior Secured Convertible Note to John Chappell in the original aggregate amount
of $1,163,858.28. The Senior Convertible Note was amended and restated on

December 6, 2019, and its total principal amount as amended is $1,744,624.28 (the
“Senior Convertible Note™).

Voting rights:
N/A
Material rights:

The Senior Convertible Note accrues simple interest at a rate of 8% per annum and
contains a maturity date of December 6, 2024, The Senior Convertible Note has a
maturity date of December 6, 2024, at which time the Company shall pay the Senior
Convertible Note holder the principal amount of $1,744,624.28, together with all
accrued and unpaid interest, if the Senior Convertible Note has not been repaid or



converted sooner. In an Event of Default, as defined in the Senior Convertible Note,
the interest rate under the Senior Convertible Note shall equal the lower of nine
percent (9%) per annum or the highest rate permitted by Law.

At any time, the holder of the Senior Convertible Note shall have the right to convert,
in part or in whole, the outstanding principal amount and all accrued and unpaid
interest thereunder into shares of the Company’s Class A Common Stock, at the
Conversion Price of $0.40 per share (the “Conversion Price”).

The Conversion Price of the Senior Convertible Note is subject to adjustments.

If the Company or any of its subsidiaries, at any time while the Senior Convertible
Note is outstanding (A) shall pay a stock dividend or otherwise make distribution or
distributions on any equity securities (including instruments or securities convertible
into or exchangeable for such equity securities but excluding any stockholder rights
granted pursuant to a poison pill) in shares of Common Stock, (B) subdivide
outstanding Common Stock into a larger number of shares, (C) combine outstanding
Common Stock into a smaller number of shares, or (D) issues new securities by
reclassification of the shares of Common Stock of the Company, then, and in each
such case, the Conversion Price in effect immediately prior to such event or the record
date therefor, whichever is earlier, shall be adjusted so that holder of the Senior
Convertible Note shall be entitled to receive the number of shares of Common Stock
or other securities of the Company which such holder would have owned or have been
entitled to receive after the occurrence of any of the events described above, had such
Senior Convertible Note been surrendered for conversion immediately prior to the
occurrence of such event or record date therefore, whichever is earlier. Any such
adjustment shall become effective (x) in the case of any such dividend or distribution,
immediately after the close of business on the record date for the determination of
holders of share of Common Stock entitled to receive such dividend or distribution, or
(v) in the case of such subdivision, reclassification or combination, at the close of
business on the day upon which such corporate action becomes effective.

In case any transaction or event (including, without limitation, any merger,
consolidation, combination, recapitalization, sale of assets, tender or exchange offer,
reclassification, compulsory share exchange or liquidation) shall occur in which all or
substantially all outstanding share of Common Stock are converted into or exchanged
or acquired for or constitute the right to receive stock, or other securities, cash,
property or assets (each, a “Fundamental Change”), the holder of the Senior
Convertible Note outstanding immediately prior to the occurrence of such
Fundamental Change shall have the right upon any subsequent conversion the receive
the kind and amount of stock, other securities, cash, property or assets that such
holder would have received if such share had been converted immediately prior to
such Fundamental Change.

Security Interest:

The Senior Convertible Note is secured by a security interest in all assets of the
Company, including but not limited to all cash, bank accounts, inventory, intellectual



property, properties and other assets of the Company. Its holder shall be entitled to
file all such financing statements and others security documents, and the Company
shall be obligated to execute any such documents in favor of the holder, such that
holder has a first priority perfected security lien on the Company’s assets.

Seniority:

The Company’s obligations under the Senior Convertible Note shall rank senior to all
debt of the Company, whether now are hereinafter existing.

Convertible Debt

The security will convert into Class a common stock and the terms of the Convertible
Debt are outlined below:

Amount outstanding: $104,716.00
Interest Rate: 0.0%

Discount Rate: %

Valuation Cap: None

Conversion Trigger:

Material Rights

This convertible debt is b/t the company and the CEO who advanced $104,716 at no
interest and due on demand.

What it means to be a minority holder

As a minority holder of Class B Common Stock of the Company, you will have limited
rights in regard to the corporate actions of the Company, including additional
issuances of securities, Company repurchases of securities, a sale of the Company or
its significant assets, or Company transactions with related parties. Further, investors
in this Offering may have rights less than those of other investors and will have
limited influence on the corporate actions of the Company.

Dilution

Investors should understand the potential for dilution. An Investor’s stake in a
company could be diluted due to the company issuing additional shares. In other
words, when the company issues more shares, the percentage of the Company that
you own will go down, even though the value of the Company may go up. You will own
a smaller piece of a larger company. This increase in number of shares outstanding
could result from a stock offering (such as an initial public offering, another
crowdfunding round, a venture capital round, angel investment), employees
exercising stock options, or by conversion of certain instruments (e.g. convertible
notes such as the Amended and Restated 8% Senior Secured Convertible Note,
preferred shares, such as our Series A Convertible Preferred Stock or options or
warrants we may issue in the future) into stock. If the Company decides to issue more



shares, an investor could experience value dilution, with each share being worth less
than before, and control dilution, with the total percentage an investor owns being
less than before. There may also be earnings dilution, with a reduction in the amount
earned per share (though this typically occurs only if the company offers dividends,
and most early stage companies are unlikely to offer dividends, preferring to invest
any earnings into the company).

Transferability of securities

For a year, the securities can only be resold:

In an IPO;
To the company;
To an accredited investor; and

To a member of the family of the purchaser or the equivalent, to a trust
controlled by the purchaser, to a trust created for the benefit of a member of the
family of the purchaser or the equivalent, or in connection with the death or
divorce of the purchaser or other similar circumstance.

Recent Offerings of Securities

We have made the following issuances of securities within the last three years:

Type of security sold: Convertible Note

Final amount sold: $1,744,624.28

Use of proceeds: The proceeds were used for general operations, production,
marketing and sales.

Date: December 06, 2019

Offering exemption relied upon: Section 4(a)(2)

Name: Class B Common Stock

Type of security sold: Equity

Final amount sold: $1,064,339.21

Number of Securities Sold: 657,867

Use of proceeds: StartEngine Platform Fees 3.5% of funds Marketing 30% of
funds Social media campaigns, production of content, Facebook ads, etc.
Company Employment 20% of funds Changing the status of some consultants
and contractors to full time employees. Inventory 46.5% of funds Producing new
tequila inventory to prepare for expansion into additional markets and meeting
demand in current markets.

Date: October 31, 2019

Offering exemption relied upon: Regulation CF



Financial Condition and Results of Operations

Financial Condition

You should read the following discussion and analysis of our financial condition and
results of our operations together with our financial statements and related notes
appearing at the end of this Offering Memorandum. This discussion contains forward-
looking statements reflecting our current expectations that involve risks and
uncertainties. Actual results and the timing of events may differ materially from those
contained in these forward-looking statements due to a number of factors, including
those discussed in the section entitled “Risk Factors” and elsewhere in this Offering
Memorandum.

Results of Operations

Circumstances which led to the performance of financial statements:

Revenue in 2020 was adversely impacted by Covid shutdowns which severely limited
sales to bars and restaurants, which were our main sources of volume. It also led to a
new wholesaler partner in NY to delay taking on the brand. Other factors that affected
our financial performance were the need to invest in salespeople, marketing programs,
digital advertising, and digital content.

Revenue grew 84% in 2020 from a small base as we expanded to CA, FL, and GA. The
cost of goods exceeded revenue because the marketing requirements in luxury tequila
require investment for several years. Without the investment in digital marketing and
ads, salespeople, and marketing programs, there is little to no chance of significant
growth or long-term success. it is a very expensive category to compete in.

We eventually will sell the brands to a large spirits company that will value Teuila
Holdings by the number of cases sold and not by the amount of profit generated. This
is because the acquiring company will be able to plug the brands into its distribution
system and will have a much lower cost basis.

Historical results and cash flows:

We believe that revenue will increase at a far faster pace than in the past as we enlist
new wholesalers for key states (we are close to having dealt with new wholesalers for
both NY and FL, but not yet concluded) and as we sell in more states. We also believe
our digital marketing capabilities will drive awareness and growth. The company has
begun to pursue a serious initiative to grow e- commerce sales and anticipates
significant volume growth as we cut deals with large retailers that ship tequila.

Liquidity and Capital Resources

What capital resources are currently available to the Company? (Cash on hand,
existing lines of credit, shareholder loans, etc...)



We have approx. $150k in cash now. Our CEQ is also capable of lending the company
up to $200k.

How do the funds of this campaign factor into your financial resources? (Are these
funds critical to your company operations? Or do you have other funds or capital
resources available?)

The funds from this campaign are crucial to our ability to produce tequila, expand to
new states and increase marketing and sales efforts to drive growth.

Are the funds from this campaign necessary to the viability of the company? (Of the
total funds that your company has, how much of that will be made up of funds raised
from the crowdfunding campaign?)

The company would survive without the new funds but would not achieve the growth
levels we desire over the near and long term.

How long will you be able to operate the company if you raise your minimum? What
expenses is this estimate based on?

The company would survive without the new funds. If we raise our minimum, we
would operate for six months by carefully monitoring our expanded marketing and
sales expenses.

How long will you be able to operate the company if you raise your maximum funding
goal?

The company would survive without the new funds. If we raise our maximum, we can
operate for 18- 24 months while significantly increasing marketing/sales spend and
expanding to new markets.

Are there any additional future sources of capital available to your company?
(Required capital contributions, lines of credit, contemplated future capital raises,
etc...)

We anticipate additional fundraising to fund geographic expansion and to increase
advertising to generate drinker awareness, trial, and case sales.

Indebtedness

e Creditor: Convertible Debt — Related Parties
Amount Owed: $1,163,858.00



Interest Rate: 8.0%

In February 2015, the Company issued Senior Secured Convertible Notes
(“Senior Convertible Notes”) to John Chappell, the Company’s Chief Executive
Officer ("CEO™), with principal balances totaling $1,163,858. During 2019, the
Company amended the Senior Convertible Notes to reflect additional loans
made to the Company for an amended principal balance of $1,744,624. Interest
accrues at 8% per annum on the unpaid principal balance and matures five years
from the date of the amendment. The note is convertible at $0.40 per share of
Class A common stock at any date at the option of the holder. The change in
terms, primarily related to the conversion feature, was determined to be
substantial; however, there was no gain or loss on extinguishment. Based on the
estimated fair value of Class A common stock, it was determined that the note
included a beneficial conversion feature that was greater than the value of the
note. Accordingly, the Company recorded a full discount on the note which will
be amortized over the life of the note. As of December 31, 2020, the Company
amortized $378,002 with $1,366,622 remaining to be amortized through
December 2024,

o Creditor: Convertible Debt — Related Parties
Amount Owed: $104,716.00
Interest Rate: 0.0%
Subsequent to entering into the convertible debt described above, the
Company’s CEO advanced the Company $104,716. The advances are due on
demand and non-interest bearing.

Related Party Transactions

¢ Name of Entity: John Chappell
Relationship to Company: Officer
Nature / amount of interest in the transaction: Convertible Debt — Related
Parties
Material Terms: In February 2015, the Company issued Senior Secured
Convertible Notes ("Senior Convertible Notes”) to John Chappell, the Company’s
Chief Executive Officer (“CEQ"), with principal balances totaling $1,163,858.
During 2019, the Company amended the Senior Convertible Notes to reflect
additional loans made to the Company for an amended principal balance of
$1,744,624. Interest accrues at 8% per annum on the unpaid principal balance
and matures five years from the date of the amendment. The note is convertible
at $0.40 per share of Class A common stock at any date at the option of the
holder. The change in terms, primarily related to the conversion feature, was
determined to be substantial; however, there was no gain or loss on
extinguishment. Based on the estimated fair value of Class A common stock, it
was determined that the note included a beneficial conversion feature that was
ereater than the value of the note. Accordingly, the Company recorded a full
discount on the note which will be amortized over the life of the note. As of



December 31, 2020, the Company amortized $378,002 with $1,366,622
remaining to be amortized through December 2024. Subsequent to entering into
the convertible debt described above, the Company’s CEO advanced the
Company $104,716. The advances are due on demand and non-interest bearing.

Valuation

Pre-Money Valuation: $15,006,347.06
Valuation Details:

Valuation Disclaimer

The pre-money valuation has been calculated on a fully diluted basis. In making this
calculation, we have assumed:

(1) all preferred stock, if any, are converted to common stock;

(ii) all outstanding options, warrants, and other securities, if any, with a right to
acquire shares are exercised; and

(iii) any shares reserved for issuance under a stock plan are issued.

The pre-money valuation does not take into account any convertible securities
currently outstanding. The Company currently has $1,849,340.28 in Senior
Convertible Notes and Convertible Debt outstanding. Please refer to the Company
Securities section of the Offering Memorandum for further details regarding current
outstanding convertible securities that may affect vour ownership in the future.

Valuation Basis

The past 18 months of sales in NYC, the most competitive market for high-end
tequila, demonstrate proof of concept with 180 accounts opened and an 80% repeat
purchase rate. This was achieved without a traditional wholesale through the work of
one full-time salesperson and the assistance of the founder/CEO.

National media from PBS Information Matrix video and commercial. 50 million
households will be reached.

Incipient relationship with Johnson Brothers in NY metro market as of this fall. This is
the 4th largest wholesaler network in the wine/spirits category and could potentially
offer PaQui distribution in an additional 25 states.

Multiples in high-end tequila can be very high. Casamigos was valued at $1BN at its
acquisition by Diageo in 2017. The price paid per case ranged between 38300 and
$11,100 depending on the actual volume of between 90k and 120K cases. (Source
Beverage Daily.com. Reuters.) Furthermore, Bacardi to buy out Patron tequila in a $5.1
billion deal, analyst estimates deal at lofty 25.5 x EBITDA.



PaQui has demonstrated an ability to compete with the dominant brands with its
consumer insight-based branding and its taste profile that offers a far more pleasant
drinking experience than the dominant brands.

We also view the recent raise on StartEngine by a mezcal brand that valued itself at
$7.5M as a relevant justification for the $15M valuation as we now have a very credible
mezcal brand under our own brand.

*The Company set its valuation internally, without a formal-third party independent
evaluation.

Use of Proceeds

If we raise the Target Offering Amount of $9,998.26 we plan to use these proceeds as
follows:

e StartEngine Platform Fees
3.5%

o Working Capital
96.5%
Production of tequila.

If we raise the over allotment amount of $4,389,436.16, we plan to use these proceeds
as follows:

e StartEngine Platform Fees
3.5%

e Marketing

35.0%
Digital advertising, content development, new product development, sales force

expense, POS.

o Working Capital
50.0%
Production of tequila and shipping to US and to specific markets.

e Company Employment
11.5%
Moving key contract employees to full time employee status.

The Company may change the intended use of proceeds if our officers believe it is in
the best interests of the company.

Regulatory Information

Disqualification



No disqualifying event has been recorded in respect to the company or its officers or
directors.

Compliance Failure

The company has not previously failed to comply with the requirements of Regulation
Crowdfunding.

Ongoing Reporting

The Company will file a report electronically with the SEC annually and post the
report on its website no later than April 30 (120 days after Fiscal Year End). Once
posted, the annual report may be found on the Company’s website at
paquitequila.com (paquitequila.com/annualreport).

The Company must continue to comply with the ongoing reporting requirements
until:

(1) it is required to file reports under Section 13(a) or Section 15(d) of the Exchange
Act;

(2) 1t has filed at least one (1) annual report pursuant to Regulation Crowdfunding and
has fewer than three hundred (300) holders of record and has total assets that do not
exceed $10,000,000;

(3) it has filed at least three (3) annual reports pursuant to Regulation Crowdfunding;

(4) it or another party repurchases all of the securities issued in reliance on Section
4(a)(6) of the Securities Act, including any payment in full of debt securities or any
complete redemption of redeemable securities; or

(5) it liquidates or dissolves its business in accordance with state law.
Updates
Updates on the status of this Offering may be found at: www.startengine.com/paqui

Investing Process

See Exhibit E to the Offering Statement of which this Offering Memorandum forms a
part.
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TEQUILA HOLDINGS, INC.

FINANCIAL STATEMENTS
AND INDEPENDENT AUDITOR’S REPORT

FOR THE CALENDAR YEARS ENDED
DECEMBER 31, 2020 AND 2019



" IndigoSpire

CPAs & ADVISORS
INDEPENDENT AUDITOR'S REPORT
April 6, 2021
To: Board of Directors, Tequila Holdings, Inc.

Re: 2020-2019 Financial Statement Audit

We have audited the accompanying financial statements of Tequila Holdings, Inc. (the “Company”),
which comprise the balance sheets as of December 31, 2020 and 2019, and the related statements of
operations, stockholders’ deficit, and cash flows for the calendar year periods thus ended, and the
related notes to the restated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
errar.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit of the Company’s financial statements in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity's
preparation and fair presentation of the financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion.

An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements. We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our audit opinion.



Opinion

In our opinion, the restated financial statements referred to above present fairly, in all material
respects, the restated financial position of the Company as of December 31, 2020 and 2019, and the
results of its operations, shareholders’ deficit and cash flows for the calendar year periods thus ended in
accordance with accounting principles generally accepted in the United States of America.

Going Concern

The accompanying restated financial statements have been prepared assuming that the Company will
continue as a going concern. As discussed in the Notes to the financial statements, the Company has
suffered recurring losses from operations and has a net capital deficiency that raise substantial doubt
about its ability to continue as a going concern. Management's evaluation of the events and conditions
and management's plans regarding these matters are also described in the Notes to the financial
statements. The financial statements do not include any adjustments that might result from the
outcome of this uncertainty. Our opinion is not modified with respect to this matter.

Sincerely,

"Ifﬂiﬁtﬁ?ive CPA Gyoup

IndigoSpire CPA Group, LLC
Aurora, CO

See accompanying notes which are itegral to the financial statements



TEQUILA HOLDINGS, INC.
BALANCE SHEETS
SEE ACCOMPANYING INDEPENDENT AUDITOR’S REPORT
DECEMBER 31, 2020 AND 2019

December 31, December 31,
2020 2019
Assets
Current assets:
Cash 5 153618  § 8.976
Accounts receivable 41,761 18,281
Inventory 36,739 72432
Related party receivable - -
Other current assets 4915 -
Total curmrent assets 237033 G4, 689
Total assets 5 237.033 5 09 6RO
Liabilities and Stockholders' Deficit
Current hiabilities:
Accounts payable 3 11,097 b 17,790
Accrued habilities 549214 456,105
Related party advances 104,716 92,716
Note pavable - current 12,704 36,827

Total current liabilities 677.731 (3,438
Convertible debt - net of current portion - -
Convertible debt - related party, net of discount

of $1,366,622 and $1.715,547, respectively ATRO02 29077

Total liabilities 1,055,733 (32,515
Commutments and contingencies (Note 3) - -

Stockholders' Deficit:
Pretermed stock, 335,000 authonzed, 184,493

issued and outstanding 330,242 330,242
Class A Common stock, 15,000,000 authorized,

4,119,791 1ss5ued and outstandmg 4,120 4,120
Class B Common stock, 100000000 authorized.,

1,172,455 issued and outstanding 1,173 515
Subscription receivable (14,374) -
Additional paid-in capital 4,290,945 3,331,328
Accumulated deficit {3.430,806) (4, 199,031)

Total stockholders' deficit {&18,700) (532.826)

Total habilities and stockholders' deficit 5 237.033 5 90,689

See accompanying notes which are integral to the financial statements



TEQUILA HOLDINGS, INC.

STATEMENTS OF OPERATIONS

SEE ACCOMPANYING INDEPENDENT AUDITOR’S REPORT
FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

Revenues
Cost of revenues

Gross profit

Operating Expenses:
Ceneral and administrative
Sales and marketing

Total operating expenses

Operating loss
Ciher expense:
Interest expense

Total other expense

Met loss

2020 2019

5 222,059 b 120,383
323,995 90,482

(101,936) 20,90

TR, 808 160,051

608,999 164,935

687,807 324,986
(789,743) (205,085)

442034 122,186

442,034 122,186
g (123177 % (417.271)

see accompanying notes which are imtegral to the financial statements



December 31, 20018
Stock based compensation
Shares issued for services
Beneficial conversion feature
Mel loss

December 31, 2009
Stock based compensation
Shares issued for services
Shares 1ssued Reg CF Raise
Met loss

December 31, 2020

Preferred Stock

TEQUILA HOLDINGS, INC.,
STATEMENTS OF STOCKHOLDERS'® DEFICIT
SEE ACCOMPANYING INDEPENDENT AUDITOR’S REPORT
FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

Common Stock - A

Common Stock - B

Total
Additional Paid- Subscription  Accumulated Stockholders'
Bhares Aomount Shares Acrount Shares Aot in Capital Receivable Defacit Deficat
[Rd40% & 330,242 4119791 5 4. 120 514618 % 515 3 1,586,704 - 2 (37RLTON % (1,860,179
- - - - - - 1,744 (24 - - 1,744 624
- - - - - - - - (417.271) (417.271)
| 84,493 330,242 4,119,791 4,120 514,618 515 3,331,328 - (4, 199,031 ¥ (532.826)
- - - - 637 8G7 HhaH a59 617 i(14.374) - F G445 902
- - - - - - - - (1L231,7TT (1,231,777}
| 84,493 330,242 4,119,791 4,120 [.172.485 1.173 4,290,945 (14,374) (5,430,808) (B1%,701)

See accompanying notes which are integral to the financial statements



TEQUILA HOLDINGS, INC.

STATEMENTS OF CASH FLOWS

SEE ACCOMPANYING INDEPENDENT AUDITOR’S REPORT
FOR THE YEARS ENDED DECEMBER 31, 2020 AND 2019

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash
used in operating activities:
Depreciation
Amortzation
Loss on sale of mtangible assets
Gain on debt conversion
Amortization of debt discount
Stock-based compensation
Changes in operating assets and habilities:
Accounts receivable
Inventory
Other current assets
Accounts payable
Accrued liabilities
Detferred revenue
MNet cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Related party advances
Met cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds (repayment) - related party advances
Proceeds (repayment) - line of credit, net
Proceeds (repayent) - notes payable, net
Proceeds (repayments ) - notes payable - related pantes
Proceeds - convertible debt
Proceeds (repayment) - convertible debt - related parties
Proceeds fromsale of preferred stock
Proceeds fromsale of common stock

MNet cash provided by financing activities

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of vear
Cash and cash equivalents, end of year

Supplemental disclosures of cash flow information:
Cash paid for interest

Cash paid for mcome taxes

Mon cash investing and financing activities:
Beneficial conversion feature on related party
convertible debt

2020 2019
b (1,231,775 8§ (417.271)
348,925 20077
(23,480) (6,375)
35,603 (41,637)
(4.915) -
(6.603) 5.576
93,109 97,109
(789.136) (333.521)
1 2,000 92,716
(24,123) (13,243)
. 249 500
945 901 i
033,778 328,973
144,642 (4.548)
8976 13,524
5 153,618 S 8976

S_-
Y -
S 1,744,624

See accompanying notes to the financial statements



TEQUILA HOLDINGS, INC.
NOTES TO THE FINANCIAL STATEMENTS

NOTE 1 - NATURE OF OPERATIONS

Tequila Holdings, Inc. was formed on June 15, 2007 (“Inception™) in the State of Delaware. The

financial statements of Tequila Holdings, Inc. (which may be referred to as the "Company”, "we," "us," or
"our") are prepared in accordance with accounting principles generally accepted in the United States of

America (“U.S. GAAP”). The Company’s headquarters are located in New York, New York.

Tequila Holdings, Inc. produces and sells PaQui, an artisanal tequila handerafted in a small distillery
using traditional pot stills. Our Master Distiller invented a new process to achieve an inviting
aroma, lavers of flavor, and a soft finish — so unlike the other tequilas on the market.

Management Plans

The Company does not yet have revenues significant enough to cover operating costs and operates in an
industry that is highly competitive. These above matters raise substantial doubt about the Company's
ability to continue as a going concern. During the next twelve months, the Company intends to fund its
operations with capital from existing shareholders, issuances through of equity through a Regulation
Crowdfunding offering as well as other means of financing as available. There are no assurances that
management will be able to raise capital on terms acceptable to the Company. If we are unable to obtain
sufficient amounts of additional capital, we may be required to reduce the scope of our planned
development and operations, which could harm our business, financial condition and operating results,
The balance sheets do not include any adjustments that might result from these uncertainties.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements in conformity with U.S, GAAP requires management to make
certain estimates and assumptions that affect the reported amounts of assets and liabilities, and the
reported amount of expenses during the reporting periods. Actual results could materally ditfer trom
these estimates. It is reasonably possible that changes in estimates will occur in the near term.

Fair Value of Financial Instruments

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a
liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly
transaction between market participants as of the measurement date. Applicable accounting guidance
provides an established hierarchy for inputs used in measuring fair value that maximizes the use of
observable inputs and minimizes the vuse of unobservable inputs by requiring that the most observable
inputs be used when available. Observable inputs are inputs that market participants would use in valuing
the asset or liability and are developed based on market data obtained from sources independent of the
Company. Unobservable inputs are inputs that reflect the Company’s assumptions about the factors that
market participants would use in valuing the asset or liability, There are three levels of inputs that may be
used to measure fair value:

Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical assets or liabilities
in active markets.

Level 2 - Include other inputs that are directly or indirectly observable in the marketplace.
Level 3 - Unobservable inputs which are supported by little or no market activity,

The fair value hierarchy also requires an entity to maximize the use of observable inputs and mimimize the
use of unobservable inputs when measuring fair value.

Fair-value estimates discussed herein are based upon certain market assumptions and pertinent
information available to management as of December 31, 2020 and 2019, The respective carrving value
of certain on-balance-sheet financial instruments approximated their fair values,



TEQUILA HOLDINGS, INC,
NOTES TO THE FINANCIAL STATEMENTS

Risks and Uncertainties

The Company has a limited operating history and has not generated revenue from intended operations.,
The Company's business and operations are sensitive to general business and economic conditions in the
LS, and worldwide along with local, state, and federal governmental policy decisions. A host of factors
beyond the Company's control could cause fluctuations in these conditions. Adverse conditions may
include but are not limited to: changes in the airline industry, blockchain asset regulations by authorities,
fuel and operating costs, changes to corporate governance best practices for executive flying, general
demand for private jet travel, market acceptance of the Company’s business model and COVID-19 1ssues
more fully described below. These adverse conditions could affect the Company's financial condition and
the results of its operations.

On January 30, 2020, the World Health Orgamization declared the COVID-19 coronavirus outhreak a
“Public Health Emergency of International Concern™ and on March 10, 2020, declared it to be a
pandemic. Actions taken around the world to help mitigate the spread of the coronavirus include
restrictions on travel, and quarantines in certain areas, and forced closures for certain types of public
places and businesses. The COVID-19 coronavirus and actions taken to mitigate it have had and are
expected to continue to have an adverse impact on the economies and financial markets of many
countries, including the geographical area in which the Company operates. While it 1s unknown how long
these conditions will last and what the complete financial effect will be to the Company, it 15 known that
the travel industry in which we operate has been severely impacted. The Company 1s monitoring the
situation and exploring opportunities in regards to travel behavior for when travel restrictions ease.

Cash and Cash Equivalents
For purpose of the statement of cash flows, the Company considers all highly liquid debt instruments
purchased with an original maturity of three months or less to be cash equivalents,

Offering Costs

The Company complies with the requirements of Financial Accounting Standards Board (“FASB™),
Accounting Standards Codification (“ASC™) 340 with regards to offering costs. Prior to the completion of
an offering, offering costs will be capitalized as deferred offering costs on the balance sheet. The deferred
offering costs will be charged to stockholders™ equity upon the completion of an offering or to expense if
the offering 1s not completed.

Accounts Receivable

Accounts receivable are recorded at the invoiced amount and are non-interest-bearing. The Company
maintains an allowance for doubtful accounts to reserve for potential uncollectible receivables. The
Company did not have an allowance for doubtful accounts as of December 31, 2020 and 2019,

Convertible Debt with Beneficial Conversion Features

Convertible debt is accounted for under the guidelines established by Accounting Standards Codification
(“ASC™) 470-20, Debt with Conversion and Other Options. ASC 470-20 governs the calculation of an
embedded beneficial conversion and/or debt i1ssued with warrants, which is treated as a discount to the
instruments where derivative accounting does not apply. The discounts are accreted over the term of the

debi.

Modifications to Convertible Debt

We account for modifications of embedded conversion features (“"ECF™) in accordance with ASC 470 —
Debt (“ASC 4707), ASC 470 requires the modification of a convertible debt instrument that changes the
fair value of an ECF be recorded as a debt discount and amortized to interest expense over the remaining
life of the debt. If modification is considered a substantial (i.e., greater than 10% of the carrying value of
the debt), an extinguishment of the debt 15 deemed to have occurred, resulting in the recognition of an
extinguishment gain or loss.



TEQUILA HOLDINGS, INC,
NOTES TO THE FINANCIAL STATEMENTS

Revenue Recognition
The Company recognizes revenues from the sale of tequila to bars, restaurants, and retail stores.

The Company has adopted ASC Topic 606 (“ASC 606™) — Revenue from Contracts with Customers, as of
January 1, 2019 using the modified retrospective method. The adoption of ASC 606 did not materially
impact the way the Company recognizes revenue,

In applving the guidance of ASC 606, the Company 1) identifies the contract with the customer 2)
identifies the performance obligations in the contract 3) determines the transaction price, 4) determines if
an allocation of that transaction price is required to the performance obligations in the contract, and 5)
recognizes revenue when or as the companies satisfies a performance obligation.

Cast of Revenues
Cost of revenues consists of product and logistic costs from our third-party fulfilment manager.

Advertising
The Company expenses the cost of advertising and promotions as incurred.

Concentration of Credit Risk

The Company maintains its cash with a major financial institution located in the United States of America
which it believes to be credit worthy. Balances are insured by the Federal Deposit Insurance Corporation
up to $250,000. At times, the Company may maintain balances in excess of the federally insured limits.

NOTE 3 - COMMITMENTS AND CONTINGENCIES

We are currently not involved with or know of any pending or threatening litigation against the Company
or any of its officers.

NOTE 4 - DEBT

Convertible Debt — Related Parties

In February 20135, the Company issued Senior Secured Convertible Notes (“Senior Convertible Notes™) to
John Chappell, the Company’s Chief Executive Officer ("CEQ"), with principal balances totaling
51,163,858, During 2019, the Company amended the Senior Convertible Notes to reflect additional loans
made to the Company for an amended principal balance of $1,744.624. Interest accrues at 8% per annum
on the unpaid principal balance and matures five vears from the date of the amendment. The note is
convertible at $0.40 per share of Class A common stock at any date at the option of the holder. The
change in terms, primarily related to the conversion feature, was determined to be substantial; however,
there was no gain or loss on extinguishment.

Based on the estimated fair value of Class A common stock, it was determined that the note included a
beneficial conversion feature that was greater than the value of the note. Accordingly, the Company
recorded a full discount on the note which will be amortized over the life of the note. As of December 31,
2020, the Company amortized $378,002 with $1,366,622 remaining to be amortized through December
2024,

Convertible Debt — Related Parties
Subsequent to entering into the convertible debt described above, the Company’s CEOQ advanced the
Company $104,716. The advances are due on demand and non-interest bearing.



TEQUILA HOLDINGS, INC,
NOTES TO THE FINANCIAL STATEMENTS

NOTE 5 -STOCKHOLDERS® DEFICIT

Common Stock
We have authorized the issuance of 25,000,000 shares of our common stock with par value of 50.0001,
Of these authorized shares, 15,000,000 are designated as Class A Common Stock and 10,000,000 shares

are designated as Class B Common Stock.

During the year ended December 31, 2020, the Company sold 675,867 shares of Class B common stock
for gross proceeds of $1,059,335 through its Regulation Crowdfunding offering and received $945,902 in
proceeds from amounts sold which were subject to hold back. As of December 31, 2020, the Company
had a remaining subscription receivable of 514,374,

As of December 31, 2020, 1,172,485 and 4,119,791 shares are outstanding of Class B Common Stock and
Class A Common Stock, respectively.

Preferred Stock
We have authorized the issuance of 335,000 shares of our preferred stock with par value of 50.0001. As
of December 31, 2020, there were 184,493 shares of preferred stock outstanding

NOTE 6 — INCOME TAXES

Income Taxes

The Company applies ASC 740 Income Taxes (“ASC 740™). Deferred income taxes are recognized for
the tax consequences in future vears of differences between the tax bases of assets and liabilities and their
financial statement reported amounts at each period end, based on enacted tax laws and statutory tax rates
applicable to the periods in which the differences are expected to affect taxable income. Valuation
allowances are established, when necessary, to reduce deferred tax assets to the amount expected to be
realized. The provision for income taxes represents the tax expense for the period, if any and the change
during the period in deferred tax assets and habilities.

ASC 740 also provides criteria for the recognition, measurement, presentation and disclosure of uncertain
tax positions. A tax benefit from an uncertain position 1s recognized only 1f it 1s “more likely than not™
that the position 15 sustainable upon examination by the relevant taxing authority based on its technical
merit.

The following table presents the current and deferred tax provision for federal and state income taxes for
the years ended December 31:

2020 2019

Current tax provision

Federal h - 3 -

State - -
Total 5 - % -
Deferred tax provision (benefit)

Federal A (163,000) $ (62,000)

State (66,000) (25,000)

Vahation allowance 229 (00 87000

Total - -
Total provision for income taxes h - $ -




TEQUILA HOLDINGS, INC,
NOTES TO THE FINANCIAL STATEMENTS

Reconciliations of the ULS, federal statutory rate to the actual tax rate are as follows for the years ended
December 31:

2020 2019

Statutory US Federal tax rate 21.0% 21.0%
Permanent differences:

State and local mcome taxes, net of Fede 7.0% 7.0%%

Stock compensation -7.8% -4.8%

Other 0.4% -4.8%
Temporary differences -2.1% -0.8%
Change m effective tax rate 6. 8% 0.0%%
Valuation allowance -18.6% -17.5%
Total 6. 8% 0.0%%

The components of our deferred tax assets (llabilities) for federal and state income taxes consisted of the
following as of December 31:

2020 2019
Deferred tax asset attributable to:
Net operating loss carryover i 1,234,000 b 1,004,000
Valiation allowance (1.234.000) ( 1,004,000
Net deferred tax asset h - b -

As of December 31, 2020, and 2019, the Company had deferred tax assets of approximately $1,234,000
and $1,004,000, respectively, primanly from net operating losses of approximately § 4,182,000 and
$3.404.000, respectively. The Company maintains a full valuation allowance on the deferred tax assets as
of December 31, 2020 and 2019, Net operating losses incurred after 2018 have no expiration.

The Company 1s subject to tax in the United States (“U.5.”) and files tax returns in the U.S. Federal

Jurisdiction and New York state jurisdiction. The Company is subject to U.S. Federal, state and local
income tax examinations by tax authorities for all periods since 2016. The Company currently is not
under examination by any tax authority.

NOTE 6 - SUBSEQUENT EVENTS

The Company has evaluated subsequent events that occurred after December 31, 2020 through April 6, 2021,
the 1ssuance date of these financial statements. There have been no other events or transactions during this
time which would have a material effect on these financial statements.



EXHIBIT CTOFO