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

Skunk Brothers Spirits, Inc.
40 SW Cascade Avenue, Suite 45
Stevenson, WA 958648
https://skunkbrothersspirits.com/

Up to $3,930,808.00 in Common Stock at $2.00
Minimum Target Amount: $10,000.00

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: Skunk Brothers Spirits, Inc.

Address: 40 SW Cascade Avenue, Suite 45, Stevenson, WA 98648
State of Incorporation: WA

Date Incorporated: May 25, 2013

Terms:

Equity

Offering Minimum: $10,000.00 | 5,000 shares of Common Stock
Offering Maximum: $3,930,808.00 | 1,965,404 shares of Common Stock
Type of Security Offered: Common Stock

Purchase Price of Security Offered: $2.00

Minimum Investment Amount (per investor): $250.00

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

Time-Based:

Friends and Family Early Birds

Invest within the first 48 hours and receive additional 20% bonus shares.
Super Early Bird Bonus

Invest within the first week and receive additional 15% bonus shares.

Early Bird Bonus

Invest within the first two weeks and receive an additional 10% bonus shares.
Amount-Based:

$250+ | Gimme a Shot!

Invest $250+ and you will be recognized on our customer appreciation page.
$500+ | Keep 'em Coming!

Invest $500+ and receive a code for 5% off in our tasting room or online store +
Recognition on our customer appreciation page + a Challenge Coin. *

$1000+ | Liquid Courage

Invest $1,000+ and receive a code for 5% off in our tasting room or online store +
Recognition on our customer appreciation page + 4 Skunk Brothers Coasters, 2 Cozies,
a Skunk Brothers Patch, and Challenge Coin. *



$2500+ | I Don't Dance

Invest $2,500+ and receive a code for 10% off in our tasting room or online store +
Recognition on our customer appreciation page + 4 Skunk Brothers Coasters, 2 Cozies,
a Skunk Brothers Patch, Swag Bag, and Challenge Coin*

$5,000+ | Let’s Dance!!

Invest $5,000+ and receive a code for 10% off in our tasting room or online store +
Recognition on our customer appreciation page + A Skunk Brothers Hat, 4 Skunk
Brothers Coasters, 2 Cozies, a Skunk Brothers Patch and Challenge Coin and Swag
Bag*

$10,000+ | This Round's on Me!

Invest $10,000+ and receive 5% bonus shares + a code for 10% off in our tasting room
or online store + A Skunk Brothers Hat, 4 Skunk Brothers Coasters, 2 Cozies, a Skunk
Brothers Patch and Challenge Coin and Swag Bag™®

$25,000+ | Shots, shots, shots, shots!!!

Invest $25,000+ and receive 10% bonus shares + A code for 10% off in our tasting room
or online store + A Skunk Brothers Hat, 4 Skunk Brothers Coasters, 2 Cozies, a Skunk
Brothers Patch and Challenge Coin and Swag Bag®

$50,000+ | Maintaining the perfect Buzz!

Invest $50,000+ and receive 15% bonus shares + A code for 10% off in our tasting room
or online store + A Skunk Brothers Hat, 4 Skunk Brothers Coasters, 2 Cozies, a Skunk
Brothers Patch and Challenge Coin and Swag Bag®

Note* These store discounts will not stack with old ones from the previous raise. All
perks occur when the offering is completed.

The 10% StartEngine Owners' Bonus

Skunk Brothers will offer 10% additional bonus shares for all investments that are
committed by investors that are eligible for the StartEngine Crowdfunding Inc.
OWWNer'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 Common Stock at
$2.00 / share, you will receive 110 shares, meaning you'll own 110 shares for $200.
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 investors’ 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

Established in 2013, Skunk Brothers is a grain-to-glass craft distillery producing
authentic artisanal spirits in Stevenson, Washington. We make award-winning
whiskeys, brandies, liqueurs, gins, and cordials on the banks of the Columbia River,
just outside the Portland metro area. Our products are made from locally grown,
natural ingredients. Each batch is made by hand in Washington State using
sustainable and environmentally friendly processes.

We are a small, family-owned business with roots in our grandfather’s Prohibition-era
moonshine activities. We honor our heritage by blending old-fashioned, traditional
techniques with modern processes. We feel this sets us apart in the industry and plays
a vital role in building our loyal customer base. Even as we expand and our
distribution increases, customers still travel hundreds of miles to visit our tasting
room in the scenic Columbia Gorge, the windsurfing capital of the world.

Initially, most of our sales came from the Tasting Room. Now we are moving into
multiple states and venues with outside sales and distribution. We are expanding our
aged spirits program as well as year-round production of our core line of products for
national distribution. Even as we continue to grow, however, we will always have
seasonal and specialty products that are available only in the tasting room.

Competitors and Industry

The craft distilling industry is experiencing a boom similar to the growth of craft wine
and beer in previous decades. As laws and fees governing the licensing of distilleries
have relaxed, more and more people have entered the market. Since Covid-19,
however, many of the craft spirit producers have gone out of business, resulting in
empty shelf space at retailers.

At the same time, consumers are becoming more educated on the process of spirits
manufacturing. Many “craft” distilleries purchase and rebrand spirits from bulk
manufacturers in the Midwest and West Coast. Consumers have begun to realize they
are being charged premium prices for bulk products and they have started to take a
lesser view of those producers. Now those craft spirits fans are left without product,
putting us in an excellent market position.

We believe that consumers are migrating towards grain-to-glass and terroir producers
such as Skunk Brothers Spirits, while big-brand producers are struggling to catch up
with these trends by acquiring smaller brands and distilleries. Spirits sales are
expected to skyrocket in the next ten years as a new generation of consumers enters



the market. These drinkers are developing more refined palates for bourbon, American
single malt, rye whiskies, and fruit-based brandies. As a result, nearly every
manufacturer in the U.S. is pouring billions of dollars into scaling up production in all
spirits types. The bourbon industry alone is expected to smash through the sales
records of the early 1980s, the "glory days" of bourbon. Skunk Brothers is in the perfect
position to increase distribution. We have seven years of steady growth in our region
and we have developed a loyal following by providing excellent products, an enjoyable
experience in our destination Tasting Room, and continued expansion.

Current Stage and Roadmap

Skunk Brothers has become a fully realized business with 6 vears of experience in the
industry. We have a firm grasp of the market, we have excellent brand loyalty, and we
have saturated our local area, all with a limited outside sales force! Instead, we make
personal visits to restaurants, bars, and events. We provide tastings of our products
with the distillers right there to answer questions directly to the customers. In past
years, 90% of our sales came from the tasting room only, the rest being through
special orders to the state of Oregon (OLCC) and larger companies such as Total Wine
and More, and New Seasons Markets. Now we are experiencing growth in web-based
purchasing.

Tourists in Stevenson come to our tasting room and try our products, then go home
and order from our website as they run low on products or they get friends and family
interested in our hand-crafted products. We are currently producing five products
monthly (Bourbon, Apple Pie Brandy, Moonshine Corn Whiskey, and Cinnamon Corn
Whiskey) as well as 8 and counting seasonal Brandies and liqueurs from locally grown
produce.

We are currently producing five products year-round (Whiskey Road Straight Bourbon,
Smoke Jumper Bourbon, Apple Pie Brandy, Corn Whiskey, and Cinnamon Corn
Whiskey) as well as four rotating seasonal liqueurs from locally grown produce. Skunk
Brothers is happy to announce that our sales for 2020 more than doubled despite the
Covid-19 lockdowns. We have increased production of our Smoke Jumper Bourbon
year-round and have officially launched our Whiskey Road Straight Bourbon. While
streamlining our core products, our master distiller has created many new and exciting
products, including a honey moonshine whiskey we call Viking Lightning and our
Honey Pear Cordial, which sold out in a few months. We have newly released our
Peach Cordial for the spring and plan our Sweet 45 Cherry Cordial this summer

Our immediate plans include capitalizing on the modernization and expansion of our
facilities. We are also exploring the possibility of expanding into a second bonded
space or potentially a space of our own and we can easily double the production
capacity to meet the demand of our market.

Second, the goal is to build inventory to have stock on hand to meet the demand
anticipated with new distribution channels that Skunk Brothers is opening. The
inventory will enable the shipment of Skunk products quickly so these channels can
scale rapidly. This would be done by the end of 02, 2021.



Finally, management needs to bring on more professional sales and marketing support
to help build the brand in new states, such as California, Colorado, and Texas, to name
a few. Management believes this will be also in Q3, 2021. This will enable Skunk
Brothers to attend and show their product at regional competitions and trade shows.

The Team

Officers and Directors

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

e Position: Owner, Director, Founder, CEO/CFO/CCO/CTO
Dates of Service: May 13, 2013 - Present
Responsibilities: Supervision of the corporation and it's property, business and
affairs. Chairperson of the board. Currently not taking a salary, $8,000 per month
once profitibility is met.

Other business experience in the past three years:

¢ Employer: Portland Air Base Fire Department
Title: Captain
Dates of Service: October 15, 2011 - Present
Responsibilities: Shift leader, department manager

Name: Daniel I. Donocho
Daniel I. Donoho 's current primary role is with the Issuer.
Positions and offices currently held with the issuer:

® Position: Vice-President
Dates of Service: November 01, 2017 - Present
Responsibilities: Oversees distillery operations

Name: Glenn J. Smith

Glenn J. Smith's current primary role is with Oswego Financial Services. Glenn J.
Smith currently services 28 hours per week in their role with the Issuer.

Positions and offices currently held with the issuer:

¢ Position: Financial Advisor
Dates of Service: November 01, 2018 - Present



Responsibilities: Assisting with financial planning

Other business experience in the past three years:

e Employer: Oswego Financial Services
Title: Managing Director
Dates of Service: September 11, 2014 - Present
Responsibilities: Managing Director

Other business experience in the past three years:

e Employer: Portland Venture Group
Title: CEO
Dates of Service: August 01, 1992 - Present
Responsibilities: CEO

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 also referred to as “we”, “us”, “our”, or “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 Common
Stock 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.

Our business projections are only projections

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 product,
that people think it’s a better option than a competing product, or that we will able to



provide the service at a level that allows the Company to make a profit and still attract
business.

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

Any Common Stock purchased through this crowdfunding campaign is subject to SEC
limitations of transfer. This means that the stock that yvou purchase cannot be resold
for a period of one year. The exception to this rule is if you are transferring the stock
back to the Company, to an “accredited investor,” as part of an offering registered
with the Commission, to a member of your family, trust created for the benefit of your
family, or in connection with yvour death or divorce.

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 educational software development industry. However, that
may never happen or it may happen at a price that results in you losing money on this
investment.

If the Company cannot raise sufficient funds it will not succeed

The Company, is offering Common Stock in the amount of up to $XXXXXXX in this
offering, and may close on any investments that are made. Even if the maximum
amount is raised, the Company is likely to need additional funds in the future in order
to grow, and if it cannot raise those funds for whatever reason, including reasons
relating to the Company itself or the broader economy, it may not survive. If the
Company manages to raise only the minimum amount of funds, sought, it will have to
find other sources of funding for some of the plans outlined in “Use of Proceeds.”

We may not have enough capital as needed and may be required to raise more capital.
We anticipate needing access to credit in order to support our working capital
requirements as we grow. 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. Issuing more equity may require bringing on
additional investors. Securing these additional investors could require pricing our
equity below its current price. If so, vour 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. If we are unable
to find additional investors willing to provide capital, then it is possible that we will



choose to cease our sales activity. In that case, the only asset remaining to generate a
return on your investment could be our intellectual property. Even if we are not forced
to cease our sales activity, the unavailability of credit could result in the Company
performing below expectations, which could adversely impact the value of your
investment.

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

Our 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 below 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.

Projections: Forward Looking Information

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 Voting Rights

The Common Stock that an investor is buying has voting rights attached to them and
you will be part of the minority shareholders of the Company and therefore will have a
limited ability to influence management's decisions on how to run the business. 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 other secured
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.

This offering involves “rolling closings,” which may mean that earlier investors may
not have the benefit of information that later investors have.

Once we meet our target amount for this offering, we may request that StartEngine
instruct the escrow agent to disburse offering funds to us. At that point, investors
whose subscription agreements have been accepted will become our investors. All
early-stage companies are subject to a number of risks and uncertainties, and it is not
uncommon for material changes to be made to the offering terms, or to companies’
businesses, plans or prospects, sometimes on short notice. When such changes
happen during the course of an offering, we must file an amended to our Form C with
the SEC, and investors whose subscriptions have not yet been accepted will have the
right to withdraw their subscriptions and get their money back. Investors whose
subscriptions have already been accepted, however, will already be our investors and
will have no such right.

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 technology or 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

Skunk Brothers Spirits was formed on May 25, 2013. 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. Skunk
Brothers Spirits 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 3 years or
generate sufficient revenues to pay dividends to the holders of the shares.



We are an early stage company and have limited revenue and operating history

The Company has a short history, few customers, and effectively no revenue. If you
are investing in this company, it’s because you think that Skunk Brothers Spirits is a
good idea, that the team will be able to successfully market, and sell the product, that
we can price our products right and sell them to enough peoples so that the Company
will succeed. Further, we have not vet generated a positive cash flow and there is no
assurance that we will ever be profitable.

We have pending patent approval’s that might be vulnerable

One of the Company's most valuable assets is its intellectual property. The Company's
intellectual property such as patents, trademarks, copyrights, Internet domain names,
and trade secrets may not be registered with the proper authorities. We believe one of
the most valuable components of the Company is our intellectual property portfolio.
Due to the value, competitors may misappropriate or violate the rights owned by the
Company. The Company intends to confinue to protect its intellectual property
portfolio from such violations. It is important to note that unforeseeable costs
associated with such practices may invade the capital of the Company due to its
unregistered intellectual property.

Our trademarks, copyrights and other intellectual property could be unenforceable or
ineffective

Intellectual property is a complex field of law in which few things are certain. It is
possible that competitors will be able to design around our intellectual property, find
prior art to invalidate it, or render the patents unenforceable through some other
mechanism. If competitors are able to bypass our trademark and copyright protection
without obtaining a sub-license, it is likely that the Company’s value will be materially
and adversely impacted. This could also impair the Company’s ability to compete in
the marketplace. Moreover, if our trademarks and copyrights are deemed
unenforceable, the Company will almost certainly lose any potential revenue it might
be able to raise by entering into sublicenses. This would cut off a significant potential
revenue stream for the Company.

The cost of enforcing our trademarks and copyrights could prevent us from enforcing
them

Trademark and copyright litigation has become extremely expensive. Even if we
believe that a competitor is infringing on one or more of our trademarks or copyrights,
we might choose not to file suit because we lack the cash to successfully prosecute a
multi-year litigation with an uncertain outcome; or because we believe that the cost of
enforcing our trademark(s) or copyright(s) outweighs the value of winning the suit in
light of the risks and consequences of losing it; or for some other reason. Choosing not
to enforce our trademark(s) or copyright(s) could have adverse consequences for the
Company, including undermining the credibility of our intellectual property, reducing
our ability to enter into sublicenses, and weakening our attempts to prevent
competitors from entering the market. As a result, if we are unable to enforce our
trademark(s) or copyright(s) because of the cost of enforcement, vour investment in
the Company could be significantly and adversely affected.



The loss of one or more of our key personnel, or our failure to attract and retain other
highly qualified personnel in the future, could harm our business

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 mayv 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 employees in the right
positions at the right time. This would likely adversely impact the value of your
investment.

Our ability to sell our product or service is dependent on outside government
regulation which can be subject to change at any time

QOur ability to sell product is dependent on the outside government regulation such as
the FDA (Food and Drug Administration), FTC (Federal Trade Commission) and other
relevant government laws and regulations. The laws and regulations concerning the
selling of product may be subject to change and if they do then the selling of product
may no longer be in the best interest of the Company. At such point the Company may
no longer want to sell product and therefore your investment in the Company may be
affected.

We rely on third parties to provide services essential to the success of our business

We rely on third parties to provide a variety of essential business functions for us,
including manufacturing, shipping, accounting, legal work, public relations,
advertising, retailing, and distribution. It is possible that some of these third parties
will fail to perform their services or will perform them in an unacceptable manner. [t is
possible that we will experience delays, defects, errors, or other problems with their
work that will materially impact our operations and we may have little or no recourse
to recover damages for these losses. A disruption in these key or other suppliers’
operations could materially and adversely affect our business. As a result, your

investment could be adversely impacted by our reliance on third parties and their
performance.

COVID-19 Risks
Know that COVID-19 makes the rest of the 2021 year income very hard to forecast we
are still having a terrific year so far making hand sanitizer.

Your investment could 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’s plan is to be



acquired by an existing player in the cycling or fitness industry. However, that may
never happen or it may happen at a price that results in you losing money on this
investment. Although an initial public offering is a potential path for the Company, it
is not likely. 14 Similarly, we do not expect to issue dividends to investors, even if we
are in the position to do so. Instead, we intend to re-invest profits back into the
Company in an effort to drive growth. As a result, the most likely path to making a
positive return on your investment is through a successful sale of the business. Even if
we achieve our revenue plans, it is possible that market conditions will lead us to
conclude that a sale is not viable, not in the best interest of the shareholders at that
time, or inappropriate for any number of reasons. Because your return on this
investment is likely tied to the sale of the Company, there are a wide range of factors
that will impact the value of your investment that are out of our control, including,
but not limited to, the selling environment, the number of interested purchasers, the
perceived value of our brand and our intellectual property, comparable recent sales in
our industry and other industries, the projected performance of the cycling and fitness
categories at the time of the sale, the cost of capital, and the perceived synergies
between our Company and the acquirer.

Taxes

The Company has reviewed its tax filings for the previous years and the filings did not
reflect the actual financial situation of the company for those years. The Company is
currently working on assessing this matter and will file amendments to correct the tax
filings for the previous years.



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 Name|Number of Securities Owned |Type of Security Owned|Percentage
Scott Donoho 3,337,500 Common Stock 55.3

The Company's Securities

The Company has authorized equity stock. As part of the Regulation Crowdfunding
raise, the Company will be offering up to 1,965,404 of Common Stock.

Common Stock

The amount of security authorized is 10,000,000 with a total of 6,025,804 outstanding.
Voting Rights

One vote per share.
Material Rights

The total number of outstanding shares on a fully diluted basis 6,025,804 shares,
which includes 5,579,858 shares of common stock and 445, 946 outstanding common
stock warrants and options.

Voting Rights of Securities Sold in this Offering

Voting Proxy. Each Subscriber shall appoint the Chief Executive Officer of the
Company (the “CEQ”), or his or her successor, as the Subscriber’s true and lawful
proxy and attorney, with the power to act alone and with full power of substitution, to,
consistent with this instrument and on behalf of the Subscriber, (i) vote all Securities,
(ii) give and receive notices and communications, (iii) execute any instrument or
document that the CEO determines is necessary or appropriate in the exercise of its
authority under this instrument, and (iv) take all actions necessary or appropriate in
the judgment of the CEO for the accomplishment of the foregoing. The proxy and
power granted by the Subscriber pursuant to this Section are coupled with an interest.
Such proxy and power will be irrevocable. The proxy and power, so long as the
Subscriber is an individual, will survive the death, incompetency and disability of the
Subscriber and, so long as the Subscriber is an entity, will survive the merger or
reorganization of the Subscriber or any other entity holding the Securities. However,
the Proxy will terminate upon the closing of a firm-commitment underwritten public
offering pursuant to an effective registration statement under the Securities Act of
1933 covering the offer and sale of Common Stock or the effectiveness of a
registration statement under the Securities Exchange Act of 1934 covering the



Common Stock.
* Please also refer to Skunk Brothers' byvlaws attached as Exhibit F,

What it means to be a minority holder

As a minority holder of Common Stock of this offering, you have granted your votes
by proxy to the CEO of the Company. Even if you were to receive control of your
voting rights, as a minority holder, you will have limited rights in regards 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. The 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
bonds, preferred shares or warrants) 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:
e |nan IPO;
¢ To the company;
e To an accredited investor; and

e 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:

e Name: Common Stock
Type of security sold: Equity
Final amount sold: $0.00
Number of Securities Sold: 4,500,000
Use of proceeds: On November 25, 2019, the company underwent a stock split of
37.5to 1, where the 120,000 shares of Common Stock then outstanding were
split to make bring the total number of issued shares to 4,500,000.
Date: November 25, 2019
Offering exemption relied upon: Section 4(a)(2)

e Name: Common Stock
Type of security sold: Equity
Final amount sold: $0.01
Number of Securities Sold: 45,000
Use of proceeds: Business operations.
Date: November 18, 2018
Offering exemption relied upon: Section 4(a)(2)

¢ Type of security sold: SAFE
Final amount sold: $0.01
Use of proceeds: Business Operations
Date: November 01, 2018
Offering exemption relied upon: Section 4(a)(2)

¢ Name: Common Stock
Type of security sold: Equity
Final amount sold: $0.01
Number of Securities Sold: 11,000
Use of proceeds: Business operations
Date: January 01, 2019
Offering exemption relied upon: Section 4(a)(2)

e Name: Common Stock
Type of security sold: Equity
Final amount sold: $0.01
Number of Securities Sold: 44,000
Use of proceeds: Business operations
Date: November 01, 2018
Offering exemption relied upon: Section 4(a)(2)

¢ Name: Common Stock
Type of security sold: Equity



Final amount sold: $0.01

Number of Securities Sold: 11,000

Use of proceeds: Business operations

Date: January 01, 2019

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

Name: Common Stock

Type of security sold: Equity

Final amount sold: $0.01

Number of Securities Sold: 11,000

Use of proceeds: Business operations

Date: January 22, 2019

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

Name: Common Stock

Type of security sold: Equity

Final amount sold: $0.01

Number of Securities Sold: 10,000

Use of proceeds: Business operations

Date: May 01, 2019

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

Name: Common Stock

Type of security sold: Equity

Final amount sold: $0.01

Number of Securities Sold: 10,000

Use of proceeds: Business operations

Date: May 01, 2019

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

Name: Common Stock

Type of security sold: Equity

Final amount sold: $0.01

Number of Securities Sold: 44,000

Use of proceeds: Business operations

Date: November 01, 2019

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

Name: Common Stock

Type of security sold: Equity

Final amount sold: $1,069,192.00

Number of Securities Sold: 1,079,858

Use of proceeds: Expansion

Date: December 22, 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:
Results of Operations
Year ended December 31, 2020 compared to vear ended December 31, 2019

Revenue

Net revenue for fiscal vear 2020 was $217,646, nearly double as compared to fiscal
year 2019 net revenue of $114,811. This continues a trend of nearly doubling our sales
each year. As a result of the COVID-19 pandemic, we were forced to focus more on the
local market and existing accounts. Skunk Brothers also pulled back from the initial
plan to market more heavily to outside sales instead of adding a web-based store.
During the emergency Skunk Brothers then switched to production of hand sanitizer
to increase the traffic into the tasting room. Our focus on investing for growth
resulted in Gross revenue declining to a negative $654,573. This investment in
remodeling and upgrading egquipment, hiring personnel to increase production, sales,
marketing, procuring CF perk items and then shipping them all contributed to this
temporary decline. Following the State and Federal lockdowns we were forced to shut
down most operations due to COVID-19 restrictions. Management chose to spend the
time during the lockdowns to purchase and install the equipment laid out in our CF
use of funds using the funds brought in by Crowd Funding operations.

Gross Margins

2020 gross profit increased by $78,819 over 2019 gross profit and gross margins as a
percentage of revenues from 32% in 2019 to 40% in 2020 due to reduction in cost of
goods from adding a coolant water recycling system, professional grade fermentation
tanks and hiring consultants to analyze our production process which allowed us to
increase output while optimizing raw material consumption.

Cost of Sales




Overall cost of sales increased in 2020 as a result of implementing plan described in
the Reg CF crowdfunding campaign use of funds. This included remodeling,
purchasing or upgrading equipment, hiring personnel to increase production, sales
and marketing, and then needing to shut down most operations due to COVID-19
restrictions imposed by State and Federal authorities. Despite this fact sales doubled
once again in 2020, continuing the trend from 2019 and 2018.

Expenses

The Company’s expenses consist of, among other things, employee wages, marketing
and sales expenses, fees for professional services and patents, crowdfunding perk item
expenses, fulfilment service and shipping expenses. In 2020 expenses temporarily and
sharply increased by $790,788. Approximately $5580,859 of this increase was due to
increased personnel costs. With a focus on expanding distribution and sales the
company hired 6 additional employees in 2020, 2 in sales, 2 in marketing and 2 in
operations and 1 in financial services. In the fall of 2020, the lockdowns were still
continuing with no sign of lifting. As a result, it was decided suspend some of these
programs until COVID-19 restrictions were lifted.

Historical results and cash flows:

Historical results reflect Skunk Brothers' artisan roots and hand-crafted products. Part
of this process was in refining our ingredients and flavor profile with alternative
product offerings. The company has grown from originally offering just 3 products to
over 9 today. With this effort behind us, the company is in a position to grow rapidly
around its most successful products. This will allow us to focus on improving margins,
increasing distribution channels while improving operating cash flow. The spirits
market is forecast to grow at a CAGR of 33% over the next 4 vears.

The Company has managed its cash flow carefully and put working capital to work in
areas in areas that generate new profitable revenue streams. The Barrel Club has been
a consistent source of cash flow for the Company over the past 12 months and will be
a source in the future. SBS needs to drive new cash flow streams and with the next
raise, SBS will have the financial strength to capitalize on these opportunities.

Liquidity and Capital Resources

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

Skunk Brothers has approximately $20,000 on hand with access to funds from
investors and shareholders. We have also applied for SBA loans to include the
Targeted SBA and PPP loans. Finally we have applied for the Washington State
Department of Agriculture Relief and Recovery Grant for Craft Distilleries

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?)

We are in a growth phase despite the restrictions of COVID. This money will help us
continue to operate despite continued lockdowns and in the event that we are once
again forced to close our tasting room and sales operations down for the pandemic, we
will be able to continue to produce product and store it in barrels where it will accrue
value. If we are unable to raise the funds we will still be able to operate, however with
reduced personnel and at a reduced level of production.

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?)

In the event that we are unable to raise funds we will continue to operate however, we
will operate on a reduced scale with fewer people and at a lower production rate.

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

Historically the company has operated at Gross Sales levels of Y2 to 1/3 of current
levels and could do so again by reducing operating expenses. Without the funds from
this campaign the company will grow much slower with operations restricted to
breakeven cash flow levels. The company’s fixed costs are approximately $26,000 per
month and can be managed with our current sales inside and outside of our tasting
room. Historically the founders have been willing to forego compensation to continue
to build the company and are willing to do so again if necessary.

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

With $4M of funds the company can continue to expand operations and distribution
into new markets. If product demand grows faster than anticipated the company will
need to raise additional capital or throttle sales back to manage cash flow accordingly.
If product demand stagnates the company will need to reduce costs to manage cash
flow requirements.

Are there any additional future sources of capital available to your company?

(Required capital contributions, lines of credit, contemplated future capital raises,
etc...)

The company operates in an economically challenging region and may have access to
economic development funds in the future. If the company decides to purchase its
own facility it would be eligible for SBA and other government subsidized programs
given its location and historic growth. The company is working on several strategic



partnerships which could result in additional capital being invested in the company.

Indebtedness

e Creditor: Skamania County Economic Development Counsel
Amount Owed: $102,000.00
Interest Rate: 6.0%
Maturity Date: June 01, 2025

e Creditor: Glenn Smith

Amount Owed: $55,000.00
Interest Rate: 6.0%
Maturity Date: December 22, 2021

e Creditor: Sharlaina C. Kramer
Amount Owed: $165,000.00
Interest Rate: 6.0%

Maturity Date: April 19, 2022

e Creditor: Doug Probstfeld
Amount Owed: $139,000.00
Interest Rate: 1.0%
Maturity Date: May 23, 2023

e Creditor: Company Credit Card (VISA)

Amount Owed: $20,000.00
Interest Rate: 18.0%

Maturity Date: January 23, 2025

Related Party Transactions

¢ Name of Entity: Glenn Smith
Relationship to Company: Financial Advisor
Nature / amount of interest in the transaction: $55,000.00 owed with an interest
rate of 6% and maturity date of 12/22,/2021.
Material Terms:

Valuation

Pre-Money Valuation: $12,051,608.00

Valuation Details:



*The Company set its valuation internally, without a formal-third party independent
evaluation and the pre-money valuation has been calculated on a fully diluted basis.
The total number of outstanding shares on a fully diluted basis is 6,025,804 shares,
which includes 5,579,858 shares of common stock and 445,946 outstanding common
stock warrants and options.

In the spring of 2020, Skunk Brothers closed on a very successful campaign raising
over $500,000 in net cash to fund its growth at a post-money valuation of $5.5M. With
those funds, Skunk Brothers was able to accomplish a number of strategic initiatives
that have significantly increased the value of the company such as:

New fermentation, mash, and hot liquor tanks along with operational changes have
reduced production times from three weeks to four days. These changes have allowed
Skunk Brothers to more than double its capacity.

A newly installed cooling system has significantly reduced our need for municipal
water cutting utility costs by

A new specialized distillery-focused accounting system that provides for improved
COGS, inventory costs, tracking of batches, and links that information directly into
their accounting system.

Skunk Brothers was also able to pay off an economic development loan that was
coming due in 6 months eliminating that debt service requirement.

In addition to the above the valuation is based on but not limited to the following
factors:

The global craft spirits market size is expected to reach USD 80.43 billion by 2025
expanding at a CAGR of 33.4% according to Grand View Research. With whiskey being
the most consumed variety of craft spirits. This represents a massive market where
Skunk Brothers Spirits, Inc. is poised to be a major provider.

Although the future looks very bright Covid-19 crushed the craft distiller industry.
Craft distillers have become an integral part of the communities in which they
operate. In 2019 they directly employed over 15,000 people in the U.S. and their sales
reached nearly $1.8 billion, representing a total retail value of almost $3.2 billion.
Unfortunately, as part of the hospitality industry, craft distillers have been negatively
impacted by COVID-19 closings, resulting in over $700 million in annualized lost sales
for craft distillers (or 41% of total craft business) and almost 4,600 lost jobs. According
to DISCUS ( Craft Distillers: Covid-19 Impact August 2020)

Many of these craft distilleries will not return opening up opportunities for the better-
financed firms like Skunk Brothers with low operating costs to step in and capture
some of this market opportunity.

In 2020 Skunk Brothers pivoted due to Covid-19 and invested in selling products
online. The company now sells into over 30 states around the country and is in the
process of adding more on a regular basis. In addition, the company experienced an



increase in tasting room sales in spite of local lockdowns. Skunk Brothers has also
added additional sales staff that has been focused on building relationships with
distributors that will be invaluable once the economy reopens.

The possession of local and trusted relationships for marketing the Skunk brand, and
strategic assets and to leverage the branding, and quality product to fulfill that
market.

One of Skunk Brothers advisors is the founder of Eastside Distilling
(www.eastsidedistilling.com), a publicly traded distillery in the Pacific Northwest, that
he grew from zero to over $4million in annual revenue.

The intellectual property and recipes of the company have been painstakingly
developed over the last 5 years. These are secrets of the Company and highly valued
property since this differentiates Skunk Brothers from other craft distillers.

Over the past 12 months, Skunk Brothers has established a number of strategic
relationships.

Patriot Paws is a Non-Profit Organization that we donate to. The mission of Patriot
PAWS is to train and provide service dogs of the highest quality at no cost to disabled
American veterans and others with mobile disabilities in order to help restore their
physical and emotional independence. Patriot PAWS intends to build partnerships
with state and community organizations to help develop and support this goal.

Skunk Brothers also is working with a partner that specializes in the rapid aging of
whiskey through proprietary technology which reduces the time to produce and age
their bourbon from a minimum of 24 months to three months or less. This partnership
also has the potential to add new distribution channels to the Skunk Brothers product
line.

Overwhelmingly positive product feedback from spirit industry professional
mixologists and influencers. Most recently Skunk Brothers came in first place
receiving the Century Award from Food and Beverage Magazine for their new
innovative blueberry cordial product. In addition, Smoke Jumper and Apple Pie both
won Golds. And finally, all their labels won awards as well. This success resulted in a
dramatic increase in demand for the Blueberry Cordial which has sold out multiple
times already. They literally can’t keep it on the shelf.

Operational improvements mentioned above have resulted in contribution margins
improving from 59% to 66%.

To date, the company has invested over $139,901. in equipment and inventory.
Including:

10 barrel, 320-gallon distillation plant

100-gallon finishing still



15 Barrel brewhouse equipment

Finally, Skunk Brothers has a stellar team of professionals running the organization.
Along with advisors having decades of entrepreneurial experience.

Scott Donoho is the founder and has been running Skunk Brothers for over 6 years
creating new and unique products based on old family moonshine recipes.

Lenny Gotter is an Advisor. He founded Eastside Distilling and was the CEO from 2008
to 2014 when the company was the first craft distillery to go public on NASDAQ
symbol EAST. During his tenure, he created more than a dozen award-winning brands
and flavor profiles all the while aggressively driving business growth. He stayed on as
Director until 2016 when he started working as an independent consultant. Since then
he has worked on acquisitions, product development, and sales growth in the craft
spirits space. Judging in a number of spirits competitions, he also runs his own tasting
group, Portland Whiskey Club

Glenn Smith is a Financial Advisor. Mr. Smith is a seasoned executive with over 25
years of experience in general management, strategic planning, finance, marketing,
and business development. As founder of the Portland Venture Group, he has been
involved in over a dozen different ventures as both an investor and in various CxO

positions. His current focus has been on providing financing alternatives to clients,
developing strategic partnerships, and identifying new investment opportunities for
his clients. Early in his career, Mr. Smith worked for several Fortune 500 firms in both
financial and marketing roles. Mr. Smith has been instrumental in the sale of several
entrepreneurial companies resulting in significant returns to investors and founders.
Smith has advanced degrees in both engineering and business from UC Berkeley. He is
a chartered financial analyst and a licensed professional engineer.

Accordingly, the Management, Founders, and Advisors consider the pre-money
valuation of $12,051,608 reasonable.

Use of Proceeds

If we raise the Target Offering Amount of $10,000.00 we plan to use these proceeds as
follows:

e StartEngine Platform Fees
3.5%

e Marketing
80.0%
Funding to be set aside for marketing and sales materials and ad space in
traditional and online marketing ad programs.

e Research alternative funding options
16.5%
Research and develop plan for alternative funding options. This could include



revamping the CF or seeking out SBA or other loans. Funds would be used for
salaries of individuals needed to research.

If we raise the over allotment amount of $3,930,808.00, we plan to use these proceeds
as follows:

e StartEngine Platform Fees
3.5%

o Marketing
20.0%
A comprehensive marketing and sales plan will be developed for off premises
sales in the West Coast and various states outside of our region. A team will be
established to accomplish these goals and funding will be set aside for marketing
and sales materials, ad space, and online and traditional marketing ads
campaigns.

o Company Emplovment
20.0%
Distillery operations personnel, sales, marketing and adminstration personnel to
be hired immediately at wages intended to bring in an experienced crew. Wages
to be commensurate with training and position. Full time personnel to be
offered insurance and benefits to ensure they stay on with the company as we

grow.

o Operations
10.0%
Funds to be used for regular maintenance and of existing equipment, purchase
or replacement of worn capital equipment items and add labor saving devices to
reduce cost of goods.

o Working Capital
40.0%
Working capital potentially to be used to establish second location or move into
larger facility and cover costs related. Pay off debt, legal and consulting fees,
establish emergency fund for continued operations during unexpected
slowdowns

e [nventory
6.5%
Continue to build and maintain an inventory of raw materials for production and
finsished goods for distribution.

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
https://skunkbrothersspirits.com/ (www.skunkbrothersspirits.com/annual-report).

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

(1) 1t 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/skunk-
brothers

Investing Process

See Exhibit E to the Offering Statement of which this Offering Memorandum forms a
part.



EXHIBIT B TO FORM C

FINANCIAL STATEMENTS AND INDEPENDENT ACCOUNTANT'S REVIEW FOR Skunk Brothers
Spirits, Inc.

[See attached]



SKUNK BROTHERS SPIRITS,
INC.

FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2020 AND 2019

(Expressed in United States Dollars)



INDEX TO FINANCIAL STATEMENTS

INDEPENDENT ACCOUNTANT'S REPORT ..ovviviiiiin

FINANCIAL STATEMENTS:

Balance SHEBLS ..o eeveiiee e esesemrne e e snneees

Statements of Operations ......cccoiiiniiiiniineen

Statements of Changes in Stockholders’ Equity

Statements of Cash FIOWS .oeeoeeeeiieeeeeeeeenn.

Motes to Financial Statements ....ooviviiiciininnen.



INDEPENDENT ACCOUNTANT'S REPORT

To the Board of Directors of
Skunk Brothers Spirts, Inc.
Stevenson, Washington

Opinion

We have audited the financial statements of Skunk Brothers Spirts, Inc., which comprise the balance sheets
as of December 31, 2020 and 2019, and the related statements of operations, changes in stockholders’
equity, and cash flows for the years then ended, and the related notes to the financial statements.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of Skunk Brothers Spirts, Inc as of December 31, 2020 and 2019, and the results of its operations and
its cash flows for the years then ended in accordance with accounting principles generally accepted in the
United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America (GAAS). Our responsibilities under those standards are further described in the Auditor’s
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of Skunk Brothers Spirts, Inc. and to meet our other ethical responsibilities, in accordance with
the relevant ethical requirements relating to our audits. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for 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 error.

In preparing the financial statements, management is required to evaluate whether there are conditions or
events, considered in the aggregate, that raise substantial doubt about Skunk Brothers Spirts, Inc’s ability to
continue as a going concern for period of twelve months from the end of the year ended December 31, 2020.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’'s report that
includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and
therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher
than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if, individually



or in the aggregate, they could reasonably be expected to influence the economic decisions of users made on
the basis of these financial statements.

In performing an audit in accordance with GAAS, we:
« Exercise professional judgment and maintain professional skepticism throughout the audit.

* |dentify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, and design and perform audit procedures responsive to those risks. Such procedures include
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.

* Obtain an understanding of internal control relevant to the audit 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 Skunk Brothers Spirts, Inc.'s internal control. Accordingly, no such opinion is expressed.

* Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statements.

* Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise
substantial doubt about Skunk Brothers Spirts, Inc.’s ability to continue as a going concern for a reasonable
period of time,

We are required to communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit, significant audit findings, and certain internal control-related matters
that we identified during the audit.

Going Concern

As discussed in Note 9, certain conditions indicate that the Company may be unable to continue as a going
concern. The accompanying financial statements do not include any adjustments that might be necessary
should the Company be unable to continue as a going concern.

Sethpart S

April 22, 2021

Los Angeles, California



SKUNK BROTHERS SPIRITS, INC.

BALANCE SHEETS

As of December 31, 2020 2019
IUSD 5 in Dollars)
ASSETS
Current Assets:
Cash & cash equivalents 5 46,419 5 1,285
Accounts receivable 379 -
Inventories, net 95,768 41,257
Deferred offering costs - 94 878
Total current assets 142,566 137,420
Praperty and equipment, net 125,131 72,396
Total assets 271,697 209,816
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liahilities:
Accounts payable and acorued expenses 172,744 122,801
Deferred revenue 116,250 105,250
Loans payable, current portion 257,950 100,000
Total current liabilities 546,944 328,051
Loans payable 138,671 236,632
Total liabilities 685,615 564,683
STOCKHOLDERS' EQUITY
Commaon stock 558 450
Additional paid-in capital 835,419 240,005
Retained earnings/(accumulated deficit) (1,249 B85] [595,322)
Total stockholders' equity (413,918) (354,867)
Total liabilities and stockholders’ equity 5 271,697 & 209,816

See occompanying notes to financial statements,




SKUNK BROTHERS SPIRITS, INC.
STATEMENTS OF OPERATIONS

For Fiscal Year Ended December 31, 2020 2019
(USD 5 in Dollars, except per share data)
MNet revenue 217,646 S 114,811
Cost of goods sold 70,745 46,729
Gross profit 146,901 bE, 082
Operating expenses
General and administrative 580,497 205,054
Sales and marketing 201,291 4,875
Total operating expenses 790,788 209,929
Operating income/(loss) (643,887 {141,847)
Interest expense {10,686} {10,664)
Income/[Loss] before provision for income taxes (654,573) (152,511}
Provision/{Benefit) for income taxes
Net loss (654,573) 5 (152,511)

See occompanying notes to financial statements.



SKUNK BROTHERS SPIRITS, INC.

STATEMENTS OF CHANGES IN STOCKHOLDERS” EQUITY

For Fiscal Year Ended December 31,
2020 and 2019

(USD S in Dollars, except per share data)

(in thousands, 5U5)

Balance—December 31, 2018

Met loss

Balance—December 31, 2019

Issuance of common stock, net of
issuance costs
Net income/{loss)

Balance—December 31, 2020

Additional Total
Common Stock Paid-In Accumulated Stockholders'

Shares Amount Capital Deficit Equity
4,500,000 450 5 240,005 s (442,811) 5 (202,356)
- - - (152,511) (152,511)
4,500,000 450 & 240,005 S [595,322) 5 (354,867)
1,079,858 108 595,414 - 595,522
. - - (654,573) {654,573)
5,579,858 558 & 835,419 $ (1,249,895) % (413,918)

See accompanying notes to financiol statements,



SKUNK BROTHERS SPIRITS, INC.

STATEMENTS OF CASH FLOWS

For Fiscal Year Ended December 31, 2020 2019
(USD S in Dallars, except per share data)
CASH FLOW FROM OPERATING ACTIVITIES
MNet loss 5 (654,573) & (152,511)
Adjustments to recancile net loss to net cash provided/{used) by operating activities:
Depreciation 42,201 34,828
Changes in operating assets and liabilities:
Accounts receivable 1379) -
Inventories (54,510 (30,071)
Accounts payable and accrued expenses 49,543 81,126
Deferred revenue 11,000 85,250
Net cash provided/{used) by operating activities (606,319) 18,622
CASH FLOW FROM INVESTING ACTIVITIES
Purchases of property and equipment (98,936) (11,400)
Met cash provided/{used) in investing activities (98,936) (11,400)
CASH FLOW FROM FINANCING ACTIVITIES
Borrowings on loans payable 195,350 102,297
Repayments of notes payable (135,361} (17,250}
Issuance of common stock, net of issuance costs 595,522 -
Deferred offering costs 94,878 (94,878)
Net cash provided/(used) by financing activities 750,389 (9,831)
Change in cash 45,134 {2,609)
Cash—beginning of year 1,285 3,894
Cash—end of year 5 46,419 % 1,285
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for interest 5 - 3 -
Cash paid during the year for income taxes 5 - 5 -

See accompanying notes to financial statements,



SKUNK BROTHERS SPIRITS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR YEArR ENDED TO Decemeer 31, 2020 AND Decemeer 31, 2019

All amounts in these Notes are expressed in United States dollars {*S” or “USS”), unless otherwise indicated.

1. NATURE OF OPERATIONS

Skunk Brothers Spirits, Inc. was formed on May 26, 2013 ("Inception”) in the State of WA. The financial
statements of Skunk Brothers Spirits, 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 Stevenson, Washington.
Skunk Brothers Spirit, Inc. is a true craft distillery, fine-tuning and hand-crafting our distilled spirits from local
ingredients. We produce high quality Moonshine Corn Whiskey, Apple Pie Brandy, and Cinnamon Corn

Whiskey. We are barrel-aging single malt and bourbon and have plans in the near future to produce gin,
vodka, and some exciting seasonal fruit brandies and cordials

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements in conformity with United States GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Stock Split

In 2019, the Company effected a 37.50-for-1 forward stock split of its issued and outstanding shares.
Accordingly, all share and per share amounts for all periods presented in the accompanying financial
statements and notes thereto have been adjusted retroactively, where applicable, to reflect this stock split.

Cash and Cash Equivalents

Cash and cash equivalents include all cash in banks. The Company’s cash are deposited in demand accounts
at financial institutions that management believes are creditworthy. 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.

Accounts Receivable

Accounts receivable are recorded at net realizable value or the amount that the Company expects to collect
on gross customer trade receivables. We estimate losses on receivables based on known troubled accounts
and historical experience of losses incurred. Receivables are considered impaired and written-off when it is

—
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probable that all contractual payments due will not be collected in accordance with the terms of the
agreement.

Inventories

Inventory consists of merchandise and is stated at cost. Cost includes the acquisition cost of purchased goods
and is determined using the first-in, first-out (“FIFO") method.

Property and Equipment

Property and equipment are stated at cost. Normal repairs and maintenance costs are charged to earnings
as incurred and additions and major improvements are capitalized. The cost of assets retired or otherwise
disposed of and the related depreciation are eliminated from the accounts in the period of disposal and the
resulting gain or loss is credited or charged to earnings.

Depreciation is computed over the estimated useful lives of the related asset type or term of the operating
lease using the straight-line method for financial statement purposes. The estimated service lives for property
and equipment is as follows:

Category Useful Life
Equipment 5-7 years
Condensate Piping System 5-7 years
Income Taxes

Skunk Brothers Spirits, Inc is an S corporation for income tax purposes. Under these provisions, the Company
does not pay federal corporate income taxes on its taxable income. Instead, the members are liable for
individual federal and state income taxes on their respective shares of the Company’'s taxable income. The
Company has filed tax returns from inception through 2019 and is not subject to tax examination by the
Internal Revenue Service or state regulatory agencies.

Revenue Recognition

ASC Topic 606, "Revenue from Contracts with Customers” establishes principles for reporting information
about the nature, amount, timing and uncertainty of revenue and cash flows arising from the entity's
contracts to provide goods or services to customers,

Revenues are recognized when control of the promised goods or services are transferred to a customer, in
an amount that reflects the consideration that the Company expects to receive in exchange for those goods
or services. The Company applies the following five steps in order to determine the appropriate amount of
revenue to be recognized as it fulfills its obligations under each of its agreements: 1) identify the contract
with a customer; 2) identify the performance obligations in the contract; 3) determine the transaction price;
4) allocate the transaction price to performance obligations in the contract; and 5) recognize revenue as the
performance obligation is satisfied.

—
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Revenue from the sale of alcohol when the goods have been shipped (for wholesale and online customers)
or delivered to the customer (tasting room sales) the Company has satisfied its performance obligation.
Revenue from the sale of merchandise is recognized when both the payment is tendered and the inventory
is available for shipment to the customer.

Operating Leases

Operating leases relate to warehouse space, and office space, which generally contain rent escalation clauses,
rent holidays, and contingent rent provisions. Rent expense for operating leases is recognized on a straight-
line basis over the term of the lease, which is generally four to five years based on the initial lease term, plus
first renewal option periods that are reasonably assured.

Fair Value of Financial Instruments

The carrying value of the Company’s financial instruments included in current assets and current liabilities
(such as cash and cash equivalents, restricted cash and cash equivalents, accounts receivable, accounts
payable and accrued expenses approximate fair value due to the short-term nature of such instruments.

The inputs used to measure fair value are based on a hierarchy that prioritizes observable and unobservable
inputs used in valuation technigues. These levels, in order of highest to lowest priority, are described below:

Level 1—Quoted prices (unadjusted) in active markets that are accessible at the measurement date for
identical assets or liabilities.

Level 2—0Observable prices that are based on inputs not quoted on active markets, but corroborated by
market data.

Level 3—Unobservable inputs reflecting the Company’s assumptions, consistent with reasonably available
assumptions made by other market participants. These valuations require significant judgment.

Subsequent Events

The Company considers events or transactions that occur after the balance sheets date, but prior to the
issuance of the financial statements to provide additional evidence relative to certain estimates or to identify
matters that require additional disclosure. Subsequent events have been evaluated through April 22, 2021,
which is the date the financial statements were issued.

Recently Issued and Adopted Accounting Pronouncements

In February 2019, FASB issued ASU No. 2019-02, Leases, that requires organizations that lease assets, referred
to as "lessees", to recognize on the balance sheet the assets and liabilities for the rights and obligations
created by those leases with lease terms of more than 12 months. ASU 2019-02 will also require disclosures
to help investors and other financial statement users better understand the amount, timing, and uncertainty
of cash flows arising from leases and will include qualitative and quantitative requirements. The new standard

—
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for nonpublic entities will be effective for fiscal years beginning after December 15, 2021. We are currently
evaluating the effect that the updated standard will have on the financial statements and related disclosures.

In June 2019, FASBE amended ASU No. 2019-07, Compensation — Stock Compensation, to expand the scope
of Topic 718, Compensation — Stock Compensation, to include share-based payment transactions for
acquiring goods and services from nonemployees. The new standard for nonpublic entities will be effective
for fiscal years beginning after December 15, 2019, and interim periods within fiscal years beginning after
December 15, 2020, and early application is permitted. We are currently evaluating the effect that the
updated standard will have on the financial statements and related disclosures.

In August 2019, amendments to existing accounting guidance were issued through Accounting Standards
Update 2019-15 to clarify the accounting for implementation costs for cloud computing arrangements. The
amendments specify that existing guidance for capitalizing implementation costs incurred to develop or
obtain internal-use software also applies to implementation costs incurred in a hosting arrangement that is
a service contract. The guidance is effective for fiscal years beginning after December 15, 2020, and interim
periods within fiscal years beginning after December 15, 2021, and early application is permitted. We are
currently evaluating the effect that the updated standard will have on the financial statements and related
disclosures.

The FASB issues ASUs to amend the authoritative literature in ASC. There have been a number of ASUs to
date, including those above, that amend the original text of ASC. Management believes that those issued to
date either (i) provide supplemental guidance, (ii) are technical corrections, (iii) are not applicable to us or
(iv) are not expected to have a significant impact our financial statements.

3. INVENTORY

Inventory was comprised of the following items:

As of December 31, 2020 2019

Finished goods S 16,778 S 14,557
Raw materials 78,990 26,700
Inventories, net S 95768 5 41,257

4. PROPERTY AND EQUIPMENT, NET

As of December 31, 2020 and 2019, property and equipment, net consist of:
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As of December 31, 2020 2019

Furniture, machiney and equipment S 308,574 S 209,638
Condensate piping system 36,907 36,907
Property and Equipment, at Cost 345,481 246,545
Less: Accumulated depreciation (216,350) (174,150)
Property and Equipment, Net S 129,131 S 72,396

Depreciation expense for property and equipment for the years ended December 31, 2020 and 2019
amounted to 542,201 and 534,828, respectively.

5. DEBT
Loans Payable

MCEDD

On May 20, 2014, the company entered a promissory note agreement with MID-Columbia Economic
Development District (MCEDD) in the amount of $139,000. The monthly payment is 51,700.00 and has an
annual interest rate of 7.75%. The note is unsecured.

The outstanding balance of the loan was fully repaid in April 2020. As of December 31, 2020 and 2019, the
balance was 50 and $125,192, respectively.

Skamania

On November 14, 2013, the company entered a loan agreement with Skamania Economic Development
Council (SEDC) in the amount of $139,000. The note matures in 84 months from that date, or December 15,
2020. The loan has an interest rate of 7% and the first 12 monthly payments are interest only followed by 72
monthly payments of $1,600. In 2020 the Company modified the loan and the maturity date was extended

to April 2025. The outstanding balance of the loan as of December 31, 2020 and 2019 was $101,271 and
5111,440, respectively.

Other

During 2019 and 2019, a private individual advanced the Company several loans with no defined maturity
date or interest. As of December 31, 2020, the outstanding balance of the loan was 5257,950 and $100,000
respectively.

SBA PPP Loan



SKUNK BROTHERS SPIRITS, INC.
NOTES TO FINANCIAL STATEMENTS
FOR YEArR ENDED TO Decemeer 31, 2020 AND Decemeer 31, 2019

In April 2020, the Company entered into a loan with a lender in an aggregate principal amount of 37,400
pursuant to the Paycheck Protection Program (“PPP") under the Coronavirus Aid, Relief, and Economic
Security (CARES) Act. The PPP Loan is evidenced by a promissory note (“Note"). Subject to the terms of the
Note, the PPP Loan bears interest at a fixed rate of one percent (1%) per annum, with the first six months of
interest deferred, has an initial term of two years, and is unsecured and guaranteed by the Small Business
Administration. The Company may apply to the Lender for forgiveness of the PPP Loan, with the amount
which may be forgiven equal to the sum of payroll costs, covered rent, and covered utility payments incurred
by the Company during the applicable forgiveness period, calculated in accordance with the terms of the
CARES Act. The loan proceeds were used for payroll and other covered payments and is expected to be
forgiven in 2021 based on current information available; however, formal forgiveness has not yet occurred
as of the date of these financial statements,

b. CAPITALIZATION AND EQUITY TRANSACTIONS
Common Stock

The Company amended its Article of Incorporation on September 1, 2019 to its increase authorized shares
to 10,000,000 shares.

In 2020, the Company issued 1,079,858 shares of common stock pursuant to a Regulation CF offering at a
price of $1.00 per share,

As of December 31, 2020 and 2019, the Company had 1,199,858 and 120,000 shares of common stock,
respectively.

Stock Options

On December 31, 2020, the Company granted an option to purchase 1,001,250 shares of common stock with
an exercise price of 51,00 per share. The fair value of the granted options was approximately $460,000. This
unrecognized compensation cost will be recognized over the requisite service period, which is expected to
be 4 years.

7. COMMITMENTS AND CONTINGENCIES

Operating Leases

On November 18, 2013, the company entered a lease agreement with Port of Skamania County, a municipal
corporation of the state of Washington for a commercial and professional building. The lease commenced on
December 1, 2013 and ended on October 31, 2018. Currently, it is paid month to month until the extension
terms are finalized by both parties. Rent expense was 541,998 and 545,556 for the years ended December
31, 2020 and 2019, respectively.

*
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Contingencies

The Company’'s operations are subject to a variety of local and state regulation. Failure to comply with one
or more of those regulations could result in fines, restrictions on its operations, or losses of permits that could
result in the Company ceasing operations.

Litigation and Claims

From time to time, the Company may be involved in litigation relating to claims arising out of operations in
the normal course of business. As of December 31, 2020, there were no pending or threatened lawsuits that
could reasonably be expected to have a material effect on the results of the Company’s operations.

8. SUBSEQUENT EVENTS

The Company has evaluated subsequent events through April 22, 2021, the date the financial statements
were available to be issued. No subsequent events have been noted.

9. GOING CONCERN

The accompanying financial statements have been prepared on a going concern basis, which contemplates
the realization of assets and the satisfaction of liabilities in the normal course of business. The Company
incurred losses from operations and has an accumulated deficit of $1,249,895 as of December 31, 2020.

The Company’s ability to continue as a going concern in the next twelve months following the date the
financial statements were available to be issued is dependent upon its ability to produce revenues and/or
obtain financing sufficient to meet current and future obligations and deploy such to produce profitable
operating results.

Management has evaluated these conditions and plans to generate revenues and raise capital as needed to
satisfy its capital needs. During the next twelve months, the Company intends to fund its operations through
debt and/or equity financing.

There are no assurances that management will be able to raise capital on terms acceptable to the Company.
If it is unable to obtain sufficient amounts of additional capital, it may be req