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Part I - Financial Information

Item 1. Financial Statements

IP STRATEGY HOLDINGS, INC.

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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IP Strategy Holdings, Inc.

Condensed Consolidated Balance Sheets

(unaudited)

June 30, 2026 December 31, 2025

ASSETS

Current Assets

Cash $ 19,362  $ 245,282 

Accounts Receivable 283,535  347,763 

Inventory 1,561,645  1,643,020 

Digital Assets Receivable 725,752  — 

Other Current Assets 472,940  510,440 

Total Current Assets 3,063,234  2,746,505 

Long Term Assets

Property and Equipment, net of Accumulated Depreciation 890,515  1,238,662 

Operating Lease Right-of-Use Assets, net 1,890,135  2,125,540 

Investment in Flavored Bourbon LLC 10,928,195  10,928,195 

Intangible Digital Assets 12,817,725  91,701,203 

Other Long Term Assets 11,965  17,965 

Total Long Term Assets 26,538,535  106,011,565 

Total Assets $ 29,601,769  $ 108,758,070 

LIABILITIES & STOCKHOLDERS’ EQUITY / (DEFICIT)

Current Liabilities

Accounts Payable $ 3,769,724  $ 1,979,942 

Accrued Payroll 867,935  1,586,121 

Accrued Tax Liability 1,407,353  1,559,316 

Other Current Liabilities 578,320  536,017 

Operating Lease Liabilities, Current 671,263  730,935 

Notes Payable, Current 2,361,614  2,353,998 

Accrued Interest 149,809  138,692 

Total Current Liabilities 9,806,018  8,885,021 

Long Term Liabilities

Operating Lease Liabilities, net of Current Portion 1,280,533  1,436,077 

Notes Payable, net of Current Portion 179,752  220,842 

Total Long-Term Liabilities 1,460,285  1,656,919 

Total Liabilities 11,266,303  10,541,940 

Commitments and Contingencies (Note 9)

Stockholders’ Equity / (Deficit)

Preferred Stock - par value $0.0001 per share, 10,000,000 shares authorized

Series A Convertible, 500,000 shares designated; 210,700 shares issued and outstanding as of June 30, 2026 and

December 31, 2025 21  21 

Series B Convertible, 850,000 shares designated; 0 shares issued and outstanding as of June 30, 2026 and December

31, 2025 —  — 

Common Stock, par value $0.0001 per share; 985,000,000 shares authorized; 721,578 and 482,554 shares issued and

outstanding as of June 30, 2026 and December 31, 2025, respectively 72  48 

Additional Paid-In-Capital 312,376,755  310,065,394 

Accumulated Deficit (294,041,382) (211,849,333)

Total Stockholders’ Equity / (Deficit) 18,335,466  98,216,130 

Total Liabilities & Stockholders’ Equity / (Deficit) $ 29,601,769  $ 108,758,070 

The accompanying notes are an integral part of these condensed consolidated financial statements.
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IP Strategy Holdings, Inc.

Condensed Consolidated Statements of Operations

(unaudited)

For the Three Months Ended

June 30,

For the Six Months Ended

June 30,

2026 2025 2026 2025

REVENUE

Crypto and Related $ 553,681  $ —  $ 2,006,184  $ — 

Spirits Products 166,417  1,060,443  412,100  1,898,498 

Spirits Services 16,192  261,379  30,231  515,307 

Total Net Revenues 736,290  1,321,822  2,448,515  2,413,805 

COST OF REVENUE

Crypto and Related 134,475  —  276,998  — 

Spirits Products 192,913  1,082,943  593,536  1,897,152 

Spirits Services —  11,791  —  17,680 

Total Cost of Revenue 327,388  1,094,734  870,534  1,914,832 

Gross Profit 408,902  227,088  1,577,981  498,973 

OPERATING EXPENSES

Sales and Marketing 324,466  1,971,923  766,718  3,287,310 

General and Administrative 3,253,432  4,904,126  5,903,433  6,311,802 

Change in Fair Value of Intangible Digital Assets 11,661,975  —  76,131,652  — 

Total Operating Expenses 15,239,873  6,876,049  82,801,803  9,599,112 

Operating Loss (14,830,971) (6,648,961) (81,223,822) (9,100,139)

OTHER INCOME / (EXPENSE)

Interest Expense (14,841) (595,309) (27,338) (1,118,522)

Restructure Costs Post-Close (408,137) —  (699,441) — 

Other Income / (Expense) (192,401) (47,686) (240,738) (106,342)

Total Other Income / (Expense) (615,379) (642,995) (967,517) (1,224,864)

Income / (Loss) Before Income Taxes (15,446,350) (7,291,956) (82,191,339) (10,325,003)

Income Taxes (710) (3,122) (710) (3,122)

Net Income / (Loss) $ (15,447,060) $ (7,295,078) $ (82,192,049) $ (10,328,125)

Net Income / (Loss) Per Share, Basic $ (13.30) $ (308.12) $ (68.10) $ (463.63)

Weighted Average Common Shares Outstanding, Basic 1,168,984  27,501  1,209,784 25,837 

Net Income / (Loss) Per Share, Diluted $ (13.30) $ (308.12) $ (68.10) $ (463.63)

Weighted Average Common Shares Outstanding, Diluted 1,168,984  27,501  1,209,784  25,837

The accompanying notes are an integral part of these condensed consolidated financial statements.
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IP Strategy Holdings, Inc.

Condensed Consolidated Statements of Stockholders’ Equity / (Deficit)

(unaudited)

Common Stock Preferred Stock - Series A

Accumulated

Equity / (Deficit)

Total

Stockholders’

Equity / (Deficit)

Number of

Shares Par Value

Number of

Shares Par Value

Additional

Paid-in

Capital

Beginning Balance March 31, 2026 514,171 $ 51  210,700 $ 21  $ 311,008,299  $ (278,594,321) $ 32,414,050 

Exercise of PIPE Prepaid Warrants for Common

Stock 38,940  4  —  —  1,446  —  1,450 

Exercise of PIPE Advisor Warrants for Common

Stock 1,738  —  —  —  —  —  — 

Exchange of Common Stock for Prefunded Warrants (4,137) —  —  —  —  —  — 

Cashless exercise of 2022 $6 Warrants 160,992  16  —  —  (16) —  — 

Exercise of Series B Preferred Warrants to Purchase

Common Stock 1,926  —  —  —  —  —  — 

RSUs Vested 8,092 1 — —  (1) —  — 

RSU Share-based Compensation — —  —  —  1,367,878  —  1,367,878 

Effect of Reverse Split and Fractional Shares (144) —  —  —  (851) (1) (852)

Net Income / (Loss) — —  — —  —  (15,447,060) (15,447,060)

Ending Balance June 30, 2026 721,578 $ 72  210,700 $ 21  $ 312,376,755  $ (294,041,382) $ 18,335,466 

Common Stock Preferred Stock - Series A

Accumulated

Equity / (Deficit)

Total

Stockholders’

Equity / (Deficit)

Number of

Shares Par Value

Number of

Shares Par Value

Additional

Paid-in

Capital

Beginning Balance December 31, 2025 482,554 $ 48  210,700 $ 21  $ 310,065,394  $ (211,849,333) $ 98,216,130 

Exercise of PIPE Prepaid Warrants for Common

Stock 43,125 4  —  —  1,446  —  1,450 

Exercise of PIPE Advisor Warrants for Common

Stock 2,799 —  —  —  —  —  — 

Exchange of Common Stock for Prefunded

Warrants (4,137) —  —  —  —  —  — 

Cashless exercise of 2022 $6 Warrants 160,992  16  —  —  (16) —  — 

Exercise of Debt Exchange Warrants to Purchase

Common Stock 1,341  —  —  —  —  —  — 

Exercise of Series B Preferred Warrants to Purchase

Common Stock 19,349 2  —  —  (2) —  — 

RSUs Vested 15,696  2  —  —  (2) —  — 

RSU Share-based Compensation — —  —  —  2,310,787  —  2,310,787 

Effect of Reverse Split and Fractional Shares (141) —  —  —  (852) —  (852)

Net Income / (Loss) — —  —  —  —  (82,192,049) (82,192,049)

Ending Balance June 30, 2026 721,578 $ 72  210,700 $ 21  $ 312,376,755  $ (294,041,382) $ 18,335,466 



Common Stock Preferred Stock - Series A Preferred Stock - Series B

Accumulated

Equity / (Deficit)

Total

Stockholders’

Equity / (Deficit)

Number of

Shares Par Value

Number of

Shares Par Value

Number of

Shares Par Value

Additional

Paid-in

Capital

Beginning Balance March 31, 2025 17,303 $ 2  494,840 $ 49  167,981 $ 17  $ 76,838,021  $ (77,167,065) $ (328,976)

Private Placement of Series B

Preferred Stock (and warrants) — — — —  111,200 11  1,111,990  —  1,112,001 

ELOC Agreement Sales of

Common Stock 2,768 — — —  — —  497,647  —  497,648 

Exercise of Prepaid Warrants to

Purchase Common Stock 4,539 — — —  — —  (1) —  — 

Exercise of Common Warrants to

Purchase Common Stock 274 — — —  — —  —  —  — 

Exchange of Prepaid Warrants to

Purchase Common Stock for

Series B Preferred Stock — — — —  55,917 4  (4) —  — 

Exchange of Series A Preferred

Stock and Related Warrants for

Series B Preferred Stock — — (284,140) (28) 409,256 42  (14) —  — 

RSUs Vested 6,932 1 — —  — —  (1) —  — 

RSU Share-based Compensation — — — —  — —  3,127,807  —  3,127,807 

Net Income / (Loss) — $ —  — —  — —  —  (7,295,078) (7,295,078)

Ending Balance June 30, 2025 31,816 $ 3  210,700 $ 21  744,354 $ 74  $ 81,575,446  $ (84,462,143) $ (2,886,599)

Common Stock Preferred Stock - Series A Preferred Stock - Series B

Accumulated

Equity / (Deficit)

Total

Stockholders’

Equity / (Deficit)

Number of

Shares Par Value

Number of

Shares Par Value

Number of

Shares Par Value

Additional

Paid-in

Capital

Beginning Balance December 31,

2024 13,184 $ 1  494,840 $ 49  — $ —  $ 74,925,736  $ (74,134,018) $ 791,767 

Private Placement of Series B

Preferred Stock (and warrants) — —  —  —  279,181  28  2,791,782  —  2,791,810 

Exercise of ELOC Commitment

Warrant 167 —  —  —  —  —  67  —  67 

ELOC Agreement Sales of

Common Stock 3,593  —  —  —  —  —  730,073  —  730,074 

Exercise of Prepaid Warrants to

Purchase Common Stock 7,666 1  —  —  —  —  (1) —  — 

Exercise of Common Warrants to

Purchase Common Stock 274  —  —  —  —  —  —  —  — 

Exchange of Prepaid Warrants to

Purchase Common Stock for

Series B Preferred Stock — —  —  —  55,917  4  (4) —  — 

Exchange of Series A Preferred

Stock and Related Warrants for

Series B Preferred Stock — —  (284,140) (28) 409,256  42  (14) —  — 

Exercise of Warrants to Purchase

Common Stock —  —  —  —  —  —  —  —  — 

RSUs Vested 6,932  1  —  —  —  —  (1) —  — 

RSU Share-based Compensation — —  —  —  —  —  3,127,807  —  3,127,807 

Net Income / (Loss) — —  —  —  —  —  —  (10,328,125) (10,328,125)

Ending Balance June 30, 2025 31,816 $ 3  210,700 $ 21  744,354 $ 74  $ 81,575,446  $ (84,462,143) $ (2,886,599)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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IP Strategy Holdings, Inc.

Condensed Consolidated Statements of Cash Flows

(unaudited)

For the Six Months Ended

June 30,

2026 2025

Net Income / (Loss) $ (82,192,049) $ (10,328,125)

Adjustments to Reconcile Net Income / (Loss) to Net Cash Used in Operating Activities:

Depreciation and Amortization 64,426  570,456 

Amortization of Operating Lease Right-of-Use Assets 223,565  200,727 

Loss on Disposal of Property and Equipment 205,229  8,661 

Change in Fair Value of Intangible Digital Assets 76,131,652  — 

Non-cash Interest Expense 11,117  207,282 

Non-cash Share-based Compensation 2,310,787  3,127,807 

Changes in Operating Assets and Liabilities:

Accounts Receivable 64,228  428,182 

Inventory 81,375  156,115 

Other Current Assets 37,500  (35,971)

Intangible Digital Assets (1,799,659) 815,535 

Other Long Term Assets 6,000  (6,899)

Accounts Payable 1,789,783  1,902,131 

Other Current Liabilities (827,846) 441,625 

Operating Lease Liabilities (203,376) (216,457)

Net Cash Used in Operating Activities (4,097,269) (2,728,931)

Cash Flow from Investing Activities

Proceeds from Sale of Intangible Digital Assets 3,825,733  — 

Purchase of Property and Equipment —  (28,596)

Proceeds from Sale of Assets 78,492  83,902 

Net Cash Provided by Investing Activities 3,904,225  55,306 

Cash Flow from Financing Activities

Repayment of Notes Payable (33,474) (300,000)

Proceeds from Private Placement of Series B Preferred Stock (and warrants) —  2,791,810 

Proceeds from ELOC Sales of Common Stock —  730,074 

Common Stock Shares Repurchased (852) — 

Proceeds from Warrants Exercised 1,450  67 

Net Cash Provided by / (Used in) Financing Activities (32,876) 3,221,951 

Net Increase / (Decrease) in Cash (225,920) 548,326 

Cash – Beginning of Period 245,282  453,162 

Cash – End of Period $ 19,362  $ 1,001,488 

Supplemental Cash Flow Information related to Interest Paid & Income Taxes Paid:

Cash Paid during the Period for:

Interest Expense $ 16,222  $ 911,240 

Income Tax Expense $ 710  $ 3,122 

Supplemental Schedule of Non-cash Investing and Financing Activities:

    Series B Preferred Stock Issued in Exchange for Series A Preferred Stock $ —  $ 4,092,567 

    Series B Preferred Stock Issued in Exchange for Prepaid Warrants $ —  $ 559,180 

Exercise of Prepaid Warrants to Purchase Common Stock $ —  $ 11 

Exercise of Common Warrants to Purchase Common Stock $ —  $ 7 

Exchange of Prepaid Warrants to Purchase Common Stock for Series B Preferred Stock $ —  $ 4 

Exchange of Series A Preferred Stock and Related Warrants for Series B Preferred Stock $ —  $ 42 

RSUs Vested $ —  $ 275 

Right-of-use Assets Obtained in Exchange for New Operating Lease Liabilities $ 6,519  $ 181,861 



The accompanying notes are an integral part of these condensed consolidated financial statements.
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IP Strategy Holdings, Inc.

Notes to Condensed Consolidated Financial Statements

(unaudited)

NOTE 1 — DESCRIPTION OF OPERATIONS AND BASIS OF PRESENTATION

Description of operations — IP Strategy Holdings, Inc., formerly Heritage Distilling Holding Company, Inc. (the “Company”), is a Delaware corporation engaged in the

businesses of: investing in, managing, and/or operating cryptocurrency activities, including ecosystem validator services; and investing in, managing, and/or operating

businesses that are engaged in the production, sale, or distribution of alcoholic beverages. The Company is headquartered in Gig Harbor, Washington and has three wholly

owned subsidiaries that are included in the condensed consolidated financial statements, Heritage Distilling Company, Inc, a Washington corporation (“HDC” or “Heritage

Distilling Company”); Thinking Tree Spirits, Inc., an Oregon corporation (“Thinking Tree Spirits” or “TTS”), and IP Strategy, LLC, a Nevada limited liability company.

On February 17, 2026, the Company filed a Third Amended and Restated Certificate of Incorporation, as subsequently amended, to change its name from Heritage

Distilling Holding Company, Inc. to IP Strategy Holdings, Inc., effective as of February 18, 2026. The names of the Company’s wholly owned subsidiaries, Heritage Distilling

Company, Thinking Tree Spirits, and IP Strategy, LLC, remained unchanged.

HDC has operated since 2011 as a craft distillery initially making a variety of whiskeys, vodkas, gins and rums as well as Ready-to-Drink (“RTD”) beverages. HDC also

operated distillery tasting rooms in Washington and Oregon. On October 23, 2025, in response to coming lease increases, recently-enacted state tax increases on small

businesses and pending wage increases, the Company closed its five owned and operated tasting rooms in Washington and Oregon effective December 31, 2025, and

transitioned its spirits production to third-party contract producers beginning in the first quarter of 2026 (the “Restructuring”) (See Note 14- Restructuring.) These actions,

along with a significant reduction in headcount and overhead, are expected to result in significant reductions in net expenses with a resulting positive impact to net income. The

elimination of in-house production and the eventual termination of leases associated with operations is also expected to greatly reduce unabsorbed overhead expense for every

case of product sold, thereby greatly improving margins. The Company will continue to sell spirits through distributors and direct to consumers online, through its TBN sales

channel, and to work with Native American tribes to license the Heritage Distilling Company brand and the Company’s products for production and sale by tribes in HDC-

branded tasting rooms in or near their casino properties.

IP Strategy LLC was formed in September 2025 as a subsidiary of the Company to accumulate and hold $DATA  tokens, the native cryptocurrency of the DATA Network,

and to house validator and related cryptocurrency operations. Under the digital currency treasury strategy adopted in 2025, the Company purchases and holds primarily $DATA

tokens for long term investment purposes.

Initial Public Offering — On November 25, 2024, the Company closed an initial public offering (“IPO”) of 4,218 shares of common stock at $1,600 per share.

Concurrently, the Company also closed a private offering of 955 common warrants to purchase shares of common stock with an exercise price of $4 per share at $1,596 per

warrant (the “Common Warrants”). (See Note 7 - Stockholders’ Equity.)

Rebranding and Change in Ticker Symbol — In September 2025, the Company rebranded as “IP Strategy,” reflecting its evolution into a public-market vehicle focused

on the accumulation of $DATA tokens. In connection with the rebranding, the Company’s Nasdaq ticker symbol was changed from “CASK” to “IPST” and the Company

commenced trading under the new symbol at the market open on September 22, 2025.

Registration of Common Stock — On January 24, 2025, the Company filed a Form S-1 Registration Statement under the Securities Act of 1933 to register up to a

maximum of 12,500 shares of common stock and 167 shares of common stock issuable upon the exercise of the Commitment Warrants described below, of the up to

$15,000,000 aggregate gross purchase price of shares of common stock (the “ELOC Shares”) that have been or may be issued by us to the equity line of credit investor (the

“ELOC Investor”) pursuant to the Securities Purchase Agreement, dated as of January 23, 2025, between the Company and the Investor (the “ELOC Purchase Agreement”),

establishing a committed equity facility (the “Facility” or “Equity Line of Credit”). The 167 shares of common stock issuable to the Investor upon the

 On June 25, 2026, the Story Foundation rebranded as The DATA Foundation, and migrated its $IP tokens to $DATA tokens at a 1:1 ratio. All $IP token references included in

these financial statements as of and for all periods presented have been changed to $DATA token references to reflect the effect of that June 25, 2026 migration, unless

otherwise noted.

1

1
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IP Strategy Holdings, Inc.

Notes to Condensed Consolidated Financial Statements

(unaudited)

NOTE 1 — DESCRIPTION OF OPERATIONS AND BASIS OF PRESENTATION (cont.)

exercise of a stock purchase warrant with an exercise price of $0.001 per share (the “Commitment Warrants”) were issued pursuant to the ELOC Purchase Agreement that the

Company and the ELOC Investor entered into in a letter agreement dated January 23, 2025 under which the ELOC Investor shall not be allowed to exercise the Commitment

Warrants for a number of shares of common stock that would give it and its affiliates beneficial ownership of an amount of common stock greater than 1% of the total

outstanding common stock after giving effect to such conversion. In February 2025, the ELOC Investor exercised the Commitment Warrants for $67.

On June 13, 2025, the Company filed a Form S-1 Registration Statement under the Securities Act of 1933 to register the resale of up to a maximum of an additional

25,000 ELOC Shares, for an aggregate of 37,500 ELOC Shares available under the ELOC Purchase Agreement, which was approved by the shareholders on June 24, 2025.

On December 22, 2025, the Company terminated the ELOC Purchase Agreement and the Equity Line of Credit.

Private Placement of Common Stock (PIPE) — On August 15, 2025, the Company closed a private placement offering (the “PIPE Offering”) with certain institutional

and accredited investors for a private placement of an aggregate of 925,947 pre-funded warrants (the “Pre-Funded Warrants”) to acquire shares of common stock. The purchase

price for the Pre-Funded Warrants was the price of the Company’s common stock of $241.72 per share less $0.04, or $241.68 per Pre-Funded Warrant, for an aggregate

purchase price of $223.8 million, before deducting placement agent fees and other offering expenses. In connection with the PIPE Offering, the Company announced its digital

asset treasury reserve strategy, pursuant to which the Company plans to use $DATA tokens as its primary treasury reserve asset on an ongoing basis (See Note 6 -Intangible

Digital Assets). As of June 30, 2026, the Company believed its then-current cash balances, coupled with anticipated cash flow from its spirits and crypto-related operating

activities and the sale of tokens acquired as part of the PIPE Offering, if necessary, will be sufficient to meet its working capital requirements for at least one year from the date

of the issuance of the accompanying condensed consolidated financial statements.

Basis of Presentation — The accompanying condensed consolidated financial statements have been prepared in conformity with accounting principles generally

accepted in the United States of America (“U.S. GAAP”) and include the Company’s wholly-owned subsidiaries. All intercompany transactions and balances have been

eliminated in the consolidation process. Certain accounts relating to the prior year have been reclassified to conform to the current period’s presentation. These reclassifications

had no effect on the net income / (loss) or net assets as previously reported.

Stock Splits — On September 18, 2025, the Company’s stockholders approved an amendment to the Company’s Second Amended and Restated Certificate of

Incorporation, as amended, to effect a reverse stock split of the Company’s common stock at a reverse stock split ratio ranging from 1:5 to 1:20, without reducing the authorized

number of shares of common or preferred stock or changing the par value per share of the common stock, and to authorize the Company’s Board of Directors (the “Board”) to

determine, at its discretion, the timing of the amendment and the specific ratio of the reverse stock split, without further approval or authorization of the Company’s

stockholders. On October 16, 2025, the Board approved, and on November 5, 2025 the Company effected, a 1-for-20 reverse stock split. (The “November 2025 Stock Split”.)

All share and per share numbers included in these financial statements as of and for all periods presented reflect the effect of that stock split unless otherwise noted.

On April 10, 2026, the Company’s stockholders approved an amendment to the Company’s Third Amended and Restated Certificate of Incorporation to effect a reverse

stock split of the Company’s common stock at a reverse stock split ratio ranging from 1:3 to 1:20, without reducing the authorized number of shares of common or preferred

stock or changing the par value per share of the common stock, and to authorize the Board to determine, at its discretion, the timing of the amendment and the specific ratio of

the reverse stock split, without further approval or authorization of the Company’s stockholders. On April 17, 2026, the Board approved, and on April 23, 2026, the Company

effected, a 1-for-20 reverse stock split (the “April 2026 Stock Split”). All share and per share numbers included in these financial statements as of and for all periods presented

also reflect the effect of that stock split unless otherwise noted.

All share and per share numbers presented in these financial statements have been rounded individually. As a result, totals may reflect the effect of differences between:

aggregating the individually rounded component numbers; and the rounding of the total of the individual component numbers. In cases where rounding occurred, the amount of

the rounding difference is not material and are considered to be insignificant. The aggregate effect of rounding down fractional shares
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NOTE 1 — DESCRIPTION OF OPERATIONS AND BASIS OF PRESENTATION (cont.)

and the respective payout of paid in capital is reported in the aggregate where significant, including the condensed consolidated statements of stockholders’ equity.

Unaudited Interim Financial Information — The accompanying condensed consolidated balance sheet as of June 30, 2026, the condensed consolidated statement of

operations and the condensed consolidated statements of stockholders’ deficit, for the three and six months ended June 30, 2026 and 2025, and the condensed consolidated

statement of cash flows for the six months ended June 30, 2026 and 2025 are unaudited. The unaudited interim condensed consolidated financial statements have been prepared

on the same basis as the audited annual consolidated financial statements and, in the opinion of management, reflect all adjustments, which include normal recurring

adjustments, necessary for the fair statement of the Company’s financial position as of June 30, 2026 and the results of its operations for the three and six months ended

June 30, 2026 and 2025 and cash flows for the six months ended June 30, 2026 and 2025. The financial data and other information disclosed in these notes related to the three

and six months ended June 30, 2026 and 2025 are also unaudited. The results for the three and six months ended June 30, 2026 are not necessarily indicative of results to be

expected for the year ending December 31, 2026, any other interim periods, or any future year or period.

The accompanying condensed consolidated balance sheet as of December 31, 2025 has been derived from the Company’s audited consolidated financial statements for the

year ended December 31, 2025. These unaudited interim condensed consolidated financial statements should be read in conjunction with the audited annual consolidated

financial statements for the year ended December 31, 2025 included in the Company's Annual Report on Form 10-K for the year ended December 31, 2025, filed with the SEC

on April 14, 2026.

Liquidity and Going Concern — The Company has experienced recurring operating losses, negative operating cash flows, and periods of negative working capital.

These factors, along with the volatility in the market price of the Company’s digital token holdings, represent conditions that could impact the Company’s near-term liquidity if

not managed appropriately.

Management has evaluated the Company’s current operating plan, expected revenues, and cost structure and believes that, based on current projections, existing cash

resources and anticipated cash flows from operations are sufficient to support ongoing operations and meet obligations as they come due for at least the next twelve months.

These projections assume continued execution of the Company’s business plan and stabilization of key revenue drivers.

A significant component of the Company’s liquidity is derived from its holdings of digital tokens, the value of which is subject to market conditions and price volatility.

Accordingly, the Company’s liquidity position is, in part, dependent on the future market price of these tokens.

To address liquidity requirements, the Company sells $DATA tokens it earns from its validator operations into the market. These sales provide a source of liquidity to fund

the Company's operating expenses and other cash requirements. Of the tokens received in 2025 as part of the August 15, 2026 PIPE offering, 10 million have a long term

restriction on sale under the technical parameters of the layer 1 protocol for a three year period from the date of receipt. The remaining tokens are contractually restricted from

sale until August 17, 2027, except the Company has the ability to monetize up to 3 million $DATA tokens at any one time through a covered call program (the “Covered Call

Program”), pursuant to which the Company receives premiums in exchange for granting counterparties the right to acquire specified quantities of $DATA tokens under the

terms of individual covered call contracts for the use of such tokens.

If $DATA tokens subject to a covered call contract are delivered or otherwise liquidated upon exercise or settlement of the applicable contract, the Company reserves it

right to unstake an equivalent number of otherwise contractually restricted $DATA tokens and make those tokens available for subsequent covered call transactions. This

replenishment mechanism permits the Company to maintain up to 3 million $DATA tokens available for participation in the Covered Call Program at any one time, subject to

the applicable contractual restrictions and program requirements. The Covered Call Program provides the Company with a potential additional source of liquidity through the

receipt of option premiums, but may result in the disposition of underlying $DATA tokens upon exercise or settlement of covered call contracts. The amount of premiums

earned, the availability of counterparties and the Company's ability to continue operating the program depend on market conditions and the terms of individual transactions.

There can be no assurance that the Covered Call Program will generate sufficient liquidity to satisfy the Company's operating requirements.
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NOTE 1 — DESCRIPTION OF OPERATIONS AND BASIS OF PRESENTATION (cont.)

Management will continue to evaluate its liquidity position, operating performance, and market conditions and may take additional actions, as necessary, to preserve

liquidity and support the Company’s strategic objectives, including the disposition of digital assets for cash. Based on the foregoing, management believes the Company will

continue as a going concern for at least the next twelve months from the date of issuance of the financial statements.

Risks and Uncertainties

Intangible Digital Assets and Cryptocurrency Risks

The Company is subject to various risks including market risk, liquidity risk, and other risks related to concentration of its assets in a single asset class, $DATA tokens.

Investing in $DATA tokens is currently highly speculative and volatile. The Company's substantial concentration in $DATA tokens exposes it to risks associated with changes in

the tokens' market value, the viability and commercial adoption of the DATA protocol, and the decisions of third parties that develop, govern or operate the underlying

blockchain infrastructure. The announced transition of the DATA Network to Sui introduces additional risks involving network migration, technology dependencies,

tokenholder rights, governance, market liquidity and the elimination or modification of existing validator services. The Company may have limited ability to influence these

developments notwithstanding the material effect they could have on the value of its assets and its financial condition.

On June 25, 2026, the Story Foundation announced its rebranding as The DATA Foundation, the Story Network was renamed the DATA Network, and the network's

native $IP token was renamed $DATA. The announced rebranding contemplated a one-for-one transition from $IP to $DATA without changing the aggregate token supply. The

subsequent token migration and the October 2026 announcement of a further migration to Sui should be distinguished from the June rebranding. The ultimate integration with

Sui (described further below) remains subject to implementation and the publication of detailed holder transition procedures. The transition represents a strategic shift from the

network's prior emphasis on the registration and licensing of intellectual property, including music, media and other creative assets, toward infrastructure supporting the

sourcing, provenance, verification, processing and licensing of data for artificial intelligence applications.

The DATA Foundation's strategy is supported by the DATA Network, Trace and Poseidon. Trace serves as the public audit layer for data registered on the DATA Network.

Data contributions generate verifiable on-chain receipts containing information intended to establish provenance, consent, applicable licensing or policy terms and related

transaction information. Trace records the receipt and associated verification information rather than storing the underlying data itself, allowing the underlying data and

contributor identity to remain private. Poseidon serves as a data-processing layer designed to clean and normalize raw data, validate authenticity and licensing, score records for

quality and relevance, and prepare data for use by artificial intelligence developers.

In connection with the June 25, 2026 transition, The DATA Foundation also announced a strategic relationship with KLED.ai (“KLED”), an opt-in marketplace through

which individuals contribute data for potential licensing to artificial intelligence developers and other purchasers. KLED announced that it was onboarding more than

1.5 billion user-contributed records to the DATA Network. Under the integration, KLED generates an anonymized receipt when data is uploaded to its platform and submits

audit information to Trace, including content hashes, consent documentation, payment records and timestamps. KLED also announced support for USDC payments on the

DATA Network in addition to other stablecoin and fiat payment options.

On October 9, 2026, the previously announced one-for-one migration of $IP tokens to $DATA tokens was implemented, with no announced change to the aggregate token

supply. On October 12, 2026, the Sui Foundation and DATA Foundation announced a strategic transaction pursuant to which the Sui Foundation would invest $30 million in the

DATA Network and become its largest institutional holder. The DATA Network is expected to migrate from its existing independent blockchain to a protocol operating natively

on the Sui blockchain, and the independent DATA blockchain is expected to be retired following completion of the migration. The announcement stated that existing $DATA

tokens would migrate on a one-for-one basis, that holder economics and governance rights would be at least equivalent to those previously applicable, and that existing locked

and vesting positions would carry over unchanged. However, detailed migration procedures, implementation dates and the mechanisms by which such rights and restrictions

will be preserved have not yet been published.
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NOTE 1 — DESCRIPTION OF OPERATIONS AND BASIS OF PRESENTATION (cont.)

The retirement of the independent DATA blockchain is expected to eliminate the need for the existing network validator services, including those provided by the

Company, resulting in the termination of the Company's current validator-related activities and associated revenue opportunities. Although the DATA Foundation has indicated

that opportunities may exist for participation in a sequencer or similar infrastructure role under the new architecture, no definitive arrangement, compensation structure,

qualification criteria, implementation schedule or economic benefit to the Company has been established. There can be no assurance that the Company will obtain such a role or

that any replacement revenue would equal or exceed any revenue or other economic benefits previously received or expected from its validator activities.

The DATA Foundation has positioned the DATA Network, Trace, Poseidon and applications such as KLED as components of an integrated infrastructure through which

data may be sourced, verified, processed and licensed for artificial intelligence applications. The commercial adoption, utilization and financial impact of these initiatives

remain subject to development, execution and market-adoption risks, and reported registration volumes, contributor counts, data volumes and other operating metrics may not

be indicative of future network activity, revenue or financial performance.

Reported data registrations, protocol receipts, contributor counts and data volumes are measures of network activity and should not be interpreted as evidence of

completed commercial licensing transactions, paying customers, recurring revenue, profitability or demand for $DATA tokens. The volume of records uploaded to KLED may

substantially exceed the number of records registered through Trace, and neither metric necessarily represents unique records or completed transactions generating economic

value for the DATA protocol. The migration to Sui could also change the fees, token utility and economic incentives associated with network activity. Accordingly, increases in

reported usage may not result in increased demand for $DATA tokens or appreciation in their market value.

Unless otherwise indicated, references to $DATA tokens in these financial statements include the tokens previously designated as $IP tokens, reflecting the June 25, 2026

announcement of the rebranding and the subsequent implementation of the one-for-one token migration. This change in terminology does not, by itself, indicate a change in the

number of tokens held by the Company or the accounting treatment of those holdings.

The fair value of digital assets included in the Company's condensed consolidated balance sheets at June 30, 2026 and December 31, 2025, calculated by reference to the

principal market price in accordance with U.S. GAAP, relates primarily to the value of the $DATA tokens held by the Company and fluctuations in the price of $DATA tokens

could materially and adversely affect an investment in shares of the Company’s common stock. The price of $DATA tokens has a limited history. During such history, $DATA

token prices have been volatile and subject to influence by many factors, including the levels of liquidity. If digital asset markets continue to experience significant price

fluctuations, the Company may experience losses. Several factors may affect the price of $DATA tokens, including, but not limited to, global $DATA token supply and demand,

theft of $DATA tokens from global trading platforms or vaults, failure of a custodian holding the Company’s $DATA tokens, competition from other forms of digital currency

or payment services, global or regional political, economic or financial conditions, and other unforeseen events and situations.

As of June 30, 2026, the fair value of intangible digital assets on the condensed consolidated balance sheet was $12,817,725 using the then closing price per $DATA token

of $0.2955. The $DATA tokens held by the Company are assets of the Company, and the Company’s stockholders have no specific rights to any specific $DATA token(s). In the

event of the insolvency of the Company, its assets may be inadequate to satisfy a claim by its creditors or stockholders.

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of estimates — The presentation of condensed consolidated financial statements in conformity with U.S. GAAP requires management to make estimates and

assumptions that affect the reported amounts of assets, liabilities, revenues, and expenses, and the disclosure of contingent assets and liabilities at the date of the condensed

consolidated financial statements and the reported amounts of expenses during the reporting period. Significant estimates and assumptions reflected in these condensed

consolidated financial statements include the valuation of common stock, common stock warrants, and stock options. Results could differ from those estimates. Estimates are

periodically reviewed due to changes in circumstances, facts, and experience. Changes in estimates are recorded in the period in which they become known.
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NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

Fair value measurements — Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market

participants at the measurement date. There is a hierarchy based upon the transparency of inputs used in the valuation of an asset or liability. The valuation hierarchy contains

three levels:

Level 1 — Valuation inputs are unadjusted quoted market prices for identical assets or liabilities in active markets.

Level 2 — Valuation inputs are quoted prices for identical assets or liabilities in markets that are not active, quoted market prices for similar assets and liabilities

in active markets and other observable inputs directly or indirectly related to the assets or liabilities being measured.

Level 3 — Valuation inputs are unobservable and significant to the fair value measurement.

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the lowest level of any input that is significant to the fair value

measurement. Valuation techniques used need to maximize observable inputs and minimize unobservable inputs.

In determining the appropriate levels, the Company analyzes the assets and liabilities measured and reported on a fair value basis. At each reporting period, all assets and

liabilities for which the fair value measurement is based on significant unobservable inputs are classified as Level 3.

The Company’s financial instruments consist primarily of cash, accounts receivable, inventory and accounts payable. The carrying amount of such instruments

approximates fair value due to their short-term nature. The carrying value of long-term debt approximates fair value because of the market interest rate of the debt. The

investment in Flavored Bourbon LLC was written down to its current fair value, determined according to Level 3 inputs in the fair value hierarchy described above.

The Company holds USDC, a stablecoin redeemable on a one-to-one basis for U.S. dollars and issued by Circle Internet Financial, LLC and its affiliate, Circle Internet

Financial Europe SAS. USDC is accounted for as a financial instrument in the condensed consolidated financial statements. Circle Internet Financial, LLC reported that, as of

June 30, 2026, underlying reserves were held in cash, short-duration U.S. Treasuries, and overnight U.S. Treasury repurchase agreements within segregated accounts for the

benefit of USDC holders.

The Company holds intangible digital assets in the form of $DATA tokens, which are measured at fair value using quoted prices in active markets and are classified as

Level 1 within the fair value hierarchy. If a Level 1 input is available, it is required to be utilized as a measure of fair value without any adjustments, including those that would

reflect the size of the holdings (including blockage factors). Due to the inherent volatility of cryptocurrency markets, the fair value of these assets may fluctuate significantly,

which could materially impact the Company’s financial position and results of operations.

The following table summarizes the Company’s assets and liabilities that are subject to fair value measurement on a recurring basis and the level of inputs used for such

measurement:

As of June 30, 2026

Asset: Level 1 Level 2 Level 3 Total

Digital Assets Receivable $ —  $ 725,752  $ —  $ 725,752 

Intangible Digital Assets 12,817,725  —  —  12,817,725 

Total $ 12,817,725  $ 725,752  $ —  $ 13,543,477 

During the six months ended June 30, 2026 and 2025, there were no transfers between Level 1, Level 2, and Level 3.

As of December 31, 2025

Asset: Level 1 Level 2 Level 3 Total

Intangible Digital Assets $ 91,701,203  $ —  $ —  $ 91,701,203 

Total $ 91,701,203  $ —  $ —  $ 91,701,203 

13



Table of Contents

IP Strategy Holdings, Inc.

Notes to Condensed Consolidated Financial Statements

(unaudited)

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

During the years ended December 31, 2025 and 2024, there were no transfers between Level 1, Level 2, and Level 3.

Concentrations of credit risk — Financial instruments potentially subjecting the Company to concentrations of credit risk consist primarily of accounts receivable,

accounts payable and bank demand deposits that may, from time to time, exceed Federal Depository Insurance Corporation (“FDIC”) insurance limits. To mitigate the risks

associated with FDIC insured limits the Company maintains an Insured Cash Swap (“ICS”) service account at its primary bank. Under terms of the ICS, when the bank places

funds for the Company using ICS, the deposit is sent from the Company’s transaction account into deposit accounts at other ICS Network banks in amounts below the standard

FDIC insured maximum of $250,000 for overnight settling. If the Company’s account exceeds the FDIC limit of $250,000 at the end of the business day, funds are

automatically swept out by the Company’s bank and spread among partner banks in accounts, each totaling less than $250,000. This makes the Company’s funds eligible for

FDIC insurance protection each day. The funds are then swept back into the Company’s account at the beginning of the next business day. The aggregate limit that can be

protected for the Company under this program is approximately $150 million.

The Company considers the concentration of credit risk associated with its reportable segment that produces and sells alcohol beverages under various brands (the

“Heritage Distilling Segment”) accounts receivable to be commercially reasonable and believes that such concentration does not result in the significant risk of near-term severe

adverse impacts. As of June 30, 2026 and December 31, 2025, the Heritage Distilling Segment had customers that individually represented 10% or more of the Company’s

accounts receivable. There were 3 and 3 individual customers that together represented 72% and 81% of total accounts receivable, as of June 30, 2026 and December 31, 2025,

respectively. There were 3 and 4 individual customer accounts that together represented 75% and 91% of total revenue for the three months ended June 30, 2026 and 2025,

respectively. There were 2 and 5 individual customer accounts that together represented 68% and 89% of total revenue for the six months ended June 30, 2026 and 2025,

respectively. There were 1 and 2 individual suppliers that represented 18% and 30% of total accounts payable, as of June 30, 2026 and December 31, 2025, respectively.

Concentration of Revenues - Heritage Distilling Segment Three Months Ended June 30, Six Months Ended June 30,

2026 2025 2026 2025

Customer A 39 % 37 % 50 % 28 %

Customer B — % 20 % — % 22 %

Customer C — % 13 % — % 14 %

Customer D — % — % — % 13 %

Customer E 25 % 21 % 18 % 12 %

Customer F 11 % — % — % — %

75 % 91 % 68 % 89 %

No $DATA token validator customers accounted for 10% or more of the Company’s accounts receivable.

Accounts receivable — Accounts receivable are reported at net realizable value. Receivables consist of amounts due from distributors. In evaluating the collectability of

individual receivable balances, the Company considers several factors, including the age of the balance, the customers’ historical payment history, its credit worthiness and

economic trends. There was no allowance for credit losses as of June 30, 2026 and December 31, 2025.

Inventories — Inventories are stated at the lower of cost or net realizable value, with cost being determined under the weighted average method, and consist of raw

materials, work-in-process, and finished goods. Costs associated with spirit production and other costs related to manufacturing of products for sale, are recorded as inventory.

Work-in-process inventory is comprised of all accumulated costs of raw materials, direct labor, and manufacturing overhead to the respective stage of production. Finished

goods and raw materials inventory includes the supplier cost, shipping charges, import fees, and federal excise taxes. Management routinely monitors inventory and

periodically writes off damaged and unsellable inventory. There was no valuation allowance as of June 30, 2026 and December 31, 2025.
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NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

The Company holds volumes of barreled whiskey, which will not be sold within one year due to the duration of the aging process. Consistent with industry practices, all

barreled whiskey is classified as work-in-process inventory and is included in current assets.

Digital Assets Receivable — The Company classifies the $DATA tokens that are held as collateral assets by the counterparties under its short-term (30 day) covered call

contracts as digital assets receivable in current assets.

The digital asset receivables are initially measured upon transfer at fair value and subsequently remeasured at fair value at the end of each reporting period. The changes

in fair value are recognized on the condensed consolidated statements of operations, in accordance with ASC 350-60.

Current Assets — Other current assets include prepaid insurance of $275,291.

Intangible Digital Assets — The Company holds intangible digital assets in the form of $DATA tokens, and immaterial amounts of other intangible digital assets,

including $ARIAIP Tokens and $APL Tokens with an aggregate cost basis of $20,000 and $20,000 and an aggregate fair value of $3,368 and $9,980 as of June 30, 2026 and

December 31, 2025, respectively, which are accounted for in accordance with ASC 350-60. Substantially all of the digital assets are held for investment purposes. The

Company does not engage in regular trading of these assets but may stake them. Intangible digital assets that are held for investment are initially recorded at cost and are

subsequently remeasured to fair value at the end of each reporting period, with changes in fair value recognized in Change in Fair Value of Intangible Digital Assets in the

condensed consolidated statements of operations. Fair value is measured using quoted intangible digital asset prices within the Company’s principal market at the time of

measurement. The Company considers Coinbase to be its principal market for the valuation and reporting of digital assets, as Coinbase has the highest trading volume of

$DATA tokens and is the market in which the Company transacts in $DATA tokens. Realized gains and losses on dispositions are recognized on a specific identification basis

for $DATA tokens held for investment. Cash inflow from dispositions of intangible digital assets held for investment are reflected in cash flows from investing activities in the

condensed consolidated statement of cash flows.

The Company receives $DATA tokens as blockchain rewards (staking revenue) in its validator operations, with such intangible digital assets converted to cash shortly

thereafter. Intangible digital assets earned in the Company’s validator operations are initially recorded at the fair value of the $DATA tokens received at contract inception as an

addition to intangible digital assets and in Crypto and Related Revenue in the condensed consolidated statement of operations. The intangible digital assets are subsequently

remeasured to fair value at the end of each reporting period, with changes in fair value recognized in Change in Fair Value of Intangible Digital Assets in the condensed

consolidated statements of operations. Fair value is measured using quoted intangible digital asset prices within the Company’s principal market at the time of measurement.

Realized revenues on disposition are recognized on a first-in-first-out basis.

Covered Call Contracts — On January 6, 2026, the Board approved using 3 million of unlocked $DATA tokens for its Covered Call Program, and the Company began

entering into such covered call transactions. On March 4, 2026, the Board increased the authorization for the number of $DATA tokens allowed to be used under the covered

call strategy to 6 million. The amount of $DATA tokens used in the program is spread out over 4 tranches having a typical contract period of 30 days for each tranche. If no

contracts have been exercised, they are typically rolled over for additional 30 day contracts with new premiums being earned with each new contract placed. Under the terms of

the contracts, the counter party holds the $DATA tokens as collateral, and if a contract is exercised because the strike price has been achieved, then the tokens are liquidated and

the Company receives the proceeds from the sale of the tokens at the contracted strike price. Revenue from covered call contracts is recorded in crypto and related revenue

without giving effect to a fee of 7.5% of premiums earned that is due to the firm that employs the Company’s contract Chief Investment Officer. The 7.5% fee is recorded in

crypto and related cost of revenue.

The Company accounts for covered call activity in accordance with Accounting Standards Codification (“ASC”) 320 (Derivatives and Hedging) and ASC 390 (Derivative

Instruments). The Company enters into covered call positions to generate additional income from $DATA tokens it holds. A covered call is a derivative transaction in which the

Company sells (writes) a call option on an $DATA token it owns, thereby receiving a premium. The underlying $DATA token remains the Company’s asset, and the call option

is a derivative instrument. The premium received from the sale of the call option is recognized as a component of crypto and related revenue in the condensed consolidated

statement of operations
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NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

and is amortized to crypto and related revenue over the life of the option using the straight-line method. The Company records the option as a derivative liability on the

condensed consolidated balance sheet at fair value, with changes in fair value recognized in crypto and related revenue until the option expires or is exercised. If the option is

exercised, the Company settles the underlying security at the exercise price, and the premium is recognized as a reduction of the carrying amount of the $DATA token (See

Note 6 - Intangible Digital Assets - Sale of Covered Call Contracts on Intangible Digital Assets).

Property and equipment, net of accumulated depreciation — Property and equipment are stated at cost and depreciated using the straight-line method over the

estimated useful lives of the assets — generally 3 to 20 years. Leasehold improvements are amortized on a straight-line basis over the shorter of the asset’s estimated useful life

or the term of the lease. Construction in progress is related to the construction or development of property and equipment that have not yet been placed in service for their

intended use. When the asset is available for use, it is transferred from construction in progress to the appropriate category of property and equipment and depreciation on the

item commences.

Upon retirement or sale, the related cost and accumulated depreciation are removed from the accounts and any resulting gain or loss is included in the condensed

consolidated statement of operations. Costs of maintenance and repairs are charged to expense as incurred; significant renewals and betterments are capitalized.

On October 23, 2025, the Company announced that it would close its five owned and operated tasting rooms in Washington and Oregon effective December 31, 2025,

along with the transition of production to third-party contract producers beginning in the first quarter of 2026. Accordingly, as of December 31, 2025, the Company wrote off

and expensed the related property and equipment, net of accumulated depreciation, as part of the related Restructuring (See Note 14 - Restructuring).

Leases — The Company has operating leases for corporate offices, and in the past has had operating leases for warehouses, distilleries, and tasting rooms, that are

accounted for under ASC 842. The Company determines if an arrangement is a lease at inception. Operating lease ROU assets represent the Company’s right to use an

underlying asset for the lease term and operating lease liabilities represent the Company’s obligation to make lease payments arising from a lease. Operating lease ROU assets

and lease liabilities are recognized at the commencement date based on the present value of the future minimum lease payments over the lease term. The Company recognizes

lease expense for lease payments on a straight-line basis over the term of the lease. Operating lease ROU assets also include the impact of any lease incentives. An amendment

to a lease is assessed to determine if it represents a lease modification or a separate contract. Lease modifications are reassessed as of the effective date of the modification. For

modified leases, the Company also reassess the lease classification as of the modification’s effective date.

The interest rate used to determine the present value of the future lease payments is the Company’s incremental borrowing rate, because the interest rate implicit in the

Company’s operating leases is not readily determinable. The incremental borrowing rate is estimated to approximate the interest rate on a collateralized basis with similar terms

and payments, and in the economic environments where the leased asset is located. The incremental borrowing rate is calculated by modeling the Company’s credit rating based

on its historic arm’s-length secured borrowing facility and estimating an appropriate credit rating for similar secured debt instruments. The Company’s calculated credit rating

on secured debt instruments determines the yield curve used. In addition, an incremental credit spread is estimated and applied to reflect the Company’s ability to continue as a

going concern. Using the spread adjusted yield curve with a maturity equal to the remaining lease term, the Company determines the borrowing rates for all operating leases.

The Company’s operating lease terms include periods under options to extend or terminate the operating lease when it is reasonably certain that the Company will

exercise that option in the measurement of its operating lease ROU assets and liabilities. The Company considers contractual-based factors such as the nature and terms of the

renewal or termination, asset-based factors such as the physical location of the asset and entity-based factors such as the importance of the leased asset to the Company’s

operations to determine the operating lease term. The Company generally uses the base, non- cancelable lease term when determining the operating lease ROU assets and lease

liabilities. The ROU asset is tested for impairment whenever events or changes in circumstances indicate that the carrying amount may not be fully recoverable in accordance

with Accounting Standards Codification Topic 360, Property, Plant, and Equipment.
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Operating lease transactions are included in operating lease ROU assets, current operating lease liabilities and operating lease liabilities, net of current portion on the

consolidated balance sheets.

On October 23, 2025, the Company announced that it would close its five owned and operated tasting rooms in Washington and Oregon effective December 31, 2025,

along with the transition of production to third-party contract producers beginning in the first quarter of 2026. Accordingly, as of December 31, 2025, the Company wrote off

and expensed the related operating lease ROU assets and lease liabilities as part of the related Restructuring (See Note 14 - Restructuring).

Impairment of long-lived assets — All of the Company’s long-lived assets held and used are evaluated for impairment whenever events or changes in circumstances

indicate that the carrying amounts may not be recoverable. Factors that the Company considers in deciding when to perform an impairment review include: significant

underperformance of the business in relation to expectations; significant negative industry or economic trends; and significant changes or planned changes in the use of the

assets. When such an event occurs, future cash flows expected to result from the use of the asset and its eventual disposition is estimated. If the undiscounted expected future

cash flows are less than the carrying amount of the asset, an impairment loss is recognized for the difference between the asset’s fair value and its carrying value. The Company

did not record any impairment losses on long-lived assets for the six months ended June 30, 2026 and 2025.

Investments / Investment in Flavored Bourbon LLC — Non-marketable equity investments of privately held companies are accounted for as equity securities without

readily determinable fair value at cost minus impairment, as adjusted for observable price changes in orderly transactions for identical or similar investment of the same issue

pursuant to Accounting Standards Codification (“ASC”) Topic 321 Investments — Equity Securities (“ASC 321”) as the Company does not exert any significant influence over

the operations of the investee company.

The Company performs a qualitative assessment at each reporting period considering impairment indicators to evaluate whether the investment is impaired. Impairment

indicators that the Company considers include but are not limited to: i) a significant deterioration in the earnings performance, credit rating, asset quality, or business prospects

of the investee; ii) a significant adverse change in the regulatory, economic, or technological environment of the investee; iii) a significant adverse change in the general market

condition of either the geographical area or the industry in which the investee operates; iv) a bona fide offer to purchase, an offer by the investee to sell, or a completed auction

process for the same or similar investment for an amount less than the carrying amount of that investment; and v) factors that raise significant concerns about the investee’s

ability to continue as a going concern, such as negative cash flows from operations, working capital deficiencies, or noncompliance with statutory capital requirements or debt

covenants. If the qualitative assessment indicates that the investment is impaired, a loss is recorded equal to the difference between the fair value and carrying value of the

investment. The Company did not record any impairment charges related to its investment in Flavored Bourbon, LLC for the six months ended June 30, 2026 and 2025.

As of June 30, 2026 and December 31, 2025, the Company had an 11.8% and 11.8% ownership interest in Flavored Bourbon, LLC., respectively (See also Note 9 -

Commitments and Contingencies - Payment Upon Sale of Flavored Bourbon, LLC). In January 2024, Flavored Bourbon LLC conducted a capital call, seeking to raise $12

million from current and new investors at the same valuation as the last raise (which was in 2021). The Company chose not to participate in the raise, but still retained its rights

to full recovery of is capital account of $25.3 million, with the Company being guaranteed a payout of this $25.3 million in the event the brand is sold to a third party, or the

Company can block such sale. As of December 31, 2024, a total of $9,791,360 of the $12 million was raised. It is unclear if there will be an attempt to raise the remaining

amount under the offering. The Company retains 11.8% ownership interest in this entity plus a 2.5% override in the waterfall of distributions. As a result of the January 2024

capital call, which was the first triggering event to perform a review of the fair value of its Investment in Flavored Bourbon, LLC since the prior transaction in 2021, in

accordance with adjusting for observable price changes for similar investments of the same issuer pursuant to ASC 321 as noted above, the Company performed a qualitative

assessment of its Investment in Flavored Bourbon, LLC. The Company determined that the Class E Units being offered were similar enough to the Company’s investment in

Class A Units (with differences including the Class A Units’ liquidation preference seniority and preferential voting rights related to sale or liquidation) to trigger a reassessment

of the value of the Company’s Investment in Flavored Bourbon LLC, which was done using the Option Pricing Model Backsolve Valuation Method (“OPM Backsolve

Valuation Method”). The Company’s analysis determined the fair value of its Investment in Flavored Bourbon, LLC, should be adjusted to $14,285,000 as of
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NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

June 30, 2024 from $10,864,000 recorded previously, with the resulting increase in fair value of $3,421,000 recorded as gain on increase in value of Flavored Bourbon, LLC on

the condensed consolidated statement of operations for the year ended December 31, 2024. The assumptions the Company used in calculating the fair value as of June 30, 2024

included: expected term of 5 years; expected volatility of 70%; expected dividends of $0; and risk-free interest rate of 4.08% (based on the 5-year T-Bill rate).

As of December 31, 2025 the Company evaluated qualitative impairment indicators for its non-controlling minority equity investment in Flavored Bourbon, LLC as of the

measurement date. There have been no observable share sales, financing rounds, or brand-level transactions to provide direct price discovery. Therefore, the Company

estimated fair value using Level 3 inputs consistent with ASC 820 (market participant assumptions).

Based on (i) reported contraction in craft spirits, (ii) the reported slowdown in overall alcohol participation and spirits supplier revenue, (iii) reported flavored whiskey

category softness, (iv) continued distributor-tier consolidation and sales force reductions, (v) lack of observable marketing or sales activity for the brand for the latter half of

2025, and (vi) public-company earnings deterioration and impairment activity, management concluded the investment’s carrying value exceeds fair value. Accordingly, an

impairment charge of $3,357,027 was recorded, reducing the value of the investment from the previously recorded $14,285,222 down to its revised fair value of $10,928,195 as

of December 31, 2025. Such fair value was derived based on a market approach and using the following unobservable inputs and assumptions:

• craft spirits contraction and reduced capital availability;

• broad spirits slowdown and reduced alcohol revenue;

• flavored whiskey softness;

• RTDs as a growth pocket

• three-tier system impairment indicator: distributor stress, consolidation, and SKU rationalization;

• sector-wide valuation resets (impairments, earnings declines, and cost actions);

• retail inventory and shelf pressure; and

• tariff effects on U.S. spirits consumption.

The OPM Backsolve Valuation Method (which was used in the June 30, 2024 valuation analysis) derives the implied equity value for one type of equity security from a

contemporaneous transaction involving another type of security. The recent transaction involving Class E Units was utilized as the reference transaction in the OPM Backsolve

Valuation Method analysis to derive a value of the Company’s Class A Units. The OPM Backsolve Valuation Method analysis applies the Black-Scholes-Merton option pricing

model, which is impacted by the following assumptions:

• Expected Term. The probability weighted expected term incorporates the Company’s assumptions about the time necessary for the business to develop and position

itself for a potential liquidity event.

• Expected Volatility. As Flavored Bourbon, LLC shares are privately held, the volatility used is based on a benchmark of comparable companies within the distilled

spirits industry.

• Expected Dividend Yield. The dividend rate used is zero as Flavored Bourbon, LLC has never paid any cash dividends, and the Company does not anticipate any in the

foreseeable future.

• Risk-Free Interest Rate. The interest rates used are based on the implied yield available on U.S. Treasury zero-coupon issues with an equivalent remaining term equal

to the expected term.

Treasury stock — Treasury stock is shares of the Company’s own stock that have been issued and subsequently repurchased by the Company. Converting outstanding

shares to treasury shares does not reduce the number of shares issued but does reduce the number of shares outstanding. These shares are not eligible to receive dividends.

The Company accounts for treasury stock under the cost method. Upon the retirement of treasury shares, the Company deducts the par value of the retired treasury shares

from common stock and allocates the excess of cost over par value as a deduction to additional paid-in capital based on the pro-rata portion of additional paid-in-capital, and

the remaining excess as an increase to accumulated deficit. Retired treasury shares revert to the status of authorized but
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NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

unissued shares. All shares repurchased to date have been retired. For the six months ended June 30, 2026 and 2025, the Company repurchased 144 and 0 shares of common

stock, respectively.

Revenue recognition — The Company determines spirits business revenue recognition from contracts with customers through the following steps:

• Identification of the contract, or contracts, with the customer;

• Identification of the performance obligation in the contract;

• Determination of the transaction price;

• Allocation of the transaction price to the performance obligations in the contracts; and

• Recognition of the revenue when, or as, the Company satisfies a performance obligation.

Revenue is recognized when control of the promised goods or services is transferred to the customers, in an amount that reflects the consideration the Company expects to

be entitled to in exchange for those goods or services.

Crypto and Related Business Revenue

Blockchain rewards-validator business from staking tokens — The Company operates multiple validator nodes on the DATA Network and earns $DATA tokens as

rewards and commission income for validating transactions and maintaining network security. These activities include both self-staking (using the Company’s own tokens) and

providing validation services to the DATA Network on behalf of third-party delegators.

The Company earns commission income and staking rewards in the form of $DATA tokens from validator operations. A contract with enforceable rights and obligations

exists when the Company stakes its tokens to the validator and starts solving blocks on the DATA blockchain, which is the customer by analogy. Each block creation or

validation is a performance obligation. Revenue is recognized at the point when the block creation or validation is complete and the rewards are transferred into a digital wallet

that the Company controls. Revenue is measured based on the number of tokens received, which is a variable consideration resolved at the conclusion of each epoch, and the

fair value of the token at contract inception. The Company considers itself the principal in transactions with the blockchain networks, and therefore presents such blockchain

rewards earned on a gross basis. $DATA tokens could be staked by third party delegators, with the Company performing validation services. In such arrangements, because the

Company is providing the validation service to the DATA Network on behalf of the third party delegators, the Company recognizes revenue on a gross basis.

Spirits Business

The Company’s Spirits business revenue consists primarily of the sale of spirits domestically in the United States. Customers consist primarily of direct consumers. The

Company’s revenue generating activities have a single performance obligation and are recognized at the point in time when control transfers and the obligation has been

fulfilled, which is when the related goods are shipped or delivered to the customer, depending upon the method of distribution and shipping terms. Revenue is measured as the

amount of consideration the Company expects to receive in exchange for the sale of a product. Revenue is recognized net of any taxes collected from customers, which are

subsequently remitted to governmental authorities. Sales terms do not allow for a right of return unless the product is damaged. Historically, returns have not been material to

the Company. Amounts billed to customers for shipping and handling are included in sales. The results of operations are affected by economic conditions, which can vary

significantly by time of year and can be impacted by the consumer disposable income levels and spending habits.

• Direct to Consumer — In 2025, the Company sold its spirits and other merchandise directly to consumers via two channels: e-commerce sales and sales through its

five owned and operated Heritage Distilling Company branded tasting rooms, which were closed on December 31, 2025 (See Note 14 - Restructuring), and through

the internet (e-commerce). Since January 1, 2026, the Company has sold its products directly to consumers only through e-commerce sales.

Retail sales in tasting rooms were paid for at the time of sale once the transactions with the customer were completed. At that point, the Company transferred control

and recognized revenue for the spirits and merchandise when the product was received by the customer in the tasting rooms. E-commerce sales occur through third-

party
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NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

retailers who acquire the Company’s products from a wholesaler or clearing agent depending on the state they are in. The Company recognizes the revenue when it

ships its product to the wholesaler or clearing house and the Company is typically paid on 30 to 45 day terms.

The Company periodically offers discounts on spirits sales made through the internet. All discounts are recorded as a reduction of retail product revenue.

• Wholesale — The Company sells its spirits to wholesale distributors under purchase orders. The Company transfers control and recognizes revenue for these orders

upon shipment of the spirits from the Company’s warehouse facilities. Payment terms to wholesale distributors typically range from 30 to 45 days. The Company pays

depletion allowances to its wholesale distributors based on their sales to their customers which are recorded as a reduction of wholesale product revenue. The

Company also pays certain incentives to distributors which are reflected net within revenues as variable consideration. The total amount of depletion allowances and

sales incentives for the three months ended June 30, 2026 and 2025 was $1,246 and $5,971, respectively. The total amount of depletion allowances and sales

incentives for the six months ended June 30, 2026 and 2025 was $3,775 and $10,020, respectively.

• Service revenue — Represents fees for distinct value-added services that the Company provides to third parties, which may include production, bottling, marketing

consulting and other services aimed at growing and improving brands and sales. Revenue is billed monthly and earned and recognized over-time as the agreed upon

services are completed. The Company recorded $16,192 and $261,379 in service revenue in the condensed consolidated statements of operations for the three months

ended June 30, 2026 and 2025, respectively. The Company recorded $30,231 and $515,307 in service revenue in the condensed consolidated statements of operations

for the six months ended June 30, 2026 and 2025, respectively. There is no contractually committed service revenue that would give rise to an unsatisfied performance

obligation at the end of each reporting period.

Substantially all revenue is recognized from sales of goods or services transferred when contract performance obligations are met. As such, the accompanying condensed

consolidated financial statements present financial information in a format which does not further disaggregate revenue, as there are no significant variations in economic

factors affecting the nature, amount, timing, and uncertainty of cash flows.

The following table presents revenue disaggregated by sales channel:

For the Three Months Ended

June 30,

For the Six Months Ended

June 30,

2026 2025 2026 2025

Crypto and Related Revenue $ 553,681  $ —  $ 2,006,184  $ — 

Direct to Consumer $ 70,343  $ 602,983  $ 122,378  $ 1,171,697 

Wholesale 96,074  457,460  289,722  726,800 

Total Products Net Revenues 166,417  1,060,443  412,100  1,898,497 

Spirits Services 16,192  261,379  30,231  515,308 

Total Spirits Revenue from Contracts with Customers $ 182,609  $ 1,321,822  $ 442,331  $ 2,413,805 

Total Net Revenues $ 736,290  $ 1,321,822  $ 2,448,515  $ 2,413,805 

Excise taxes — Excise taxes are levied on alcoholic beverages by governmental agencies. For imported alcoholic beverages, excise taxes are levied at the time of removal

from the port of entry and are payable to the U.S. Customs and Boarder Protection (the “CBP”). For domestically produced alcoholic beverages, excise taxes are levied at the

time of removal from a bonded production site and are payable to the Alcohol and Tobacco Tax and Trade Bureau (the “TTB”). These taxes are not collected from customers

but are instead the responsibilities of the Company. The Company’s accounting policy is to include excise taxes in “Cost of Revenue” within the condensed consolidated

statements of operations, which totaled $3,089 and $39,687 for the three months ended June 30, 2026 and 2025, respectively; and $9,957 and $70,263 for the six months ended

June 30, 2026 and 2025, respectively.
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Shipping and handling costs — Shipping and handling costs of $12,222 and $27,339 were included in “Cost of Revenue” within the condensed consolidated statements

of operations for the three months ended June 30, 2026 and 2025, respectively. Shipping and handling costs of $24,176 and $81,110 were included in “Cost of Revenue” within

the condensed consolidated statements of operations for the six months ended June 30, 2026 and 2025, respectively.

Stock-based compensation — The Company measures compensation for all stock-based awards at fair value on the grant date and recognizes compensation expense

over the service period on a straight-line basis for awards expected to vest.

The fair value of stock options granted is estimated on the grant date using the Black-Scholes option pricing model. The Company uses a third-party valuation firm to

assist in calculating the fair value of the Company’s stock options. This valuation model requires the Company to make assumptions and judgment about the variables used in

the calculation, including the volatility of the Company’s common stock and assumed risk-free interest rate, expected years until liquidity, and discount for lack of

marketability. Forfeitures are accounted for and are recognized in calculating net expense in the period in which they occur. Stock-based compensation from vested stock

options, whether forfeited or not, is not reversed.

During the six months ended June 30, 2026 and 2025, the Company did not grant any stock option awards. The Company has not granted any stock options since 2019.

The Company has granted restricted stock units (“RSUs”) under the Company 2019 Stock Incentive Plan (the “2019 Plan”) (See Note 7 - Stockholders’ Equity). Upon the

closing of the Company’s initial public offering (which occurred on November 25, 2024), the 2024 Equity Incentive Plan, as amended (the “2024 Plan”), became effective,

authorizing the issuance of up to 12,500 shares of common stock. On September 18, 2025, the shareholders approved an increase in the number of shares authorized for

issuance under the 2024 Plan to up to 87,500 shares of common stock. On June 25, 2026, the Company’s stockholders approved an increase in the number of shares authorized

for issuance under the 2024 Plan up to 500,000 shares of common stock As of June 30, 2026, the Company had made grants of 47,087 and forfeits back to plan of 3,506 shares

of common stock under the 2024 Plan, and 456,419 shares remained authorized for grant.

Stock-based compensation expense is recognized based on the value of the portion of stock-based payment awards that is ultimately expected to vest and become

exercisable during the period. The Company recognizes compensation expense for all stock-based payment awards made to employees, directors, and non-employees using a

straight-line method, generally over a service period of four years.

In the past, the Company granted stock options to purchase common stock with exercise prices equal to the value of the underlying stock, as determined by the Board on

the date the equity award was granted.

Advertising — The Company expenses costs relating to advertising either as costs are incurred or the first time the advertising takes place. Advertising expenses totaled

$6,316 and $46,539 for the three months ended June 30, 2026 and 2025, respectively; and $80,010 and $235,834 for the six months ended June 30, 2026 and 2025,

respectively, and were included in “Sales and marketing” in the condensed consolidated statements of operations.

Income taxes — The Company follows the Financial Accounting Standards Board (“FASB”) Accounting Standards Codification 740, “Income Taxes” for establishing

and classifying any tax provisions for uncertain tax positions. The Company’s policy is to recognize and include accrued interest and penalties related to unrecognized tax

benefits as a component of income tax expenses. The Company is not aware of any entity level uncertain tax positions.

Income taxes are accounted for under the asset and liability method, which requires the recognition of deferred tax assets and liabilities for the expected future tax

consequences of events that have been included in the condensed consolidated financial statements. Under this method, deferred tax assets and liabilities are determined based

on the differences between the financial statements and the tax basis of assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to

reverse. The effect of a change in tax rates on deferred tax assets and liabilities is recognized in operations in the period that includes the enacted date.

On July 4, 2025, the One Big Beautiful Bill Act (“OBBBA”) was enacted in the U.S. The OBBBA includes significant tax related provisions, such as the permanent

extension of certain expiring provisions of the Tax Cuts and Jobs Act of 2017 (Tax Act), modifications to the international tax framework, and the restoration of favorable tax

treatment for certain business provisions. The OBBBA has multiple effective dates with the earliest provisions taking effect in fiscal
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2025 and others beginning in fiscal 2026 and beyond. ASC 740, “Income Taxes”, requires the effects of changes in tax rates and laws on deferred tax balances to be recognized

in the period in which the legislation is enacted. The Company reflected the impact in its deferred balances as of June 30, 2026 and December 31, 2025, and will monitor future

effects as new guidance emerges.

Net income / (loss) per share attributable to common stockholders — The Company computed basic net income / (loss) per share attributable to common stockholders

by dividing net income / (loss) attributable to common stockholders by the weighted-average number of common stock outstanding for the period, without consideration for

potentially dilutive securities. The Company computes diluted net income / (loss) per common share after giving consideration to all potentially dilutive common stock,

including stock options, RSU awards, and warrants to purchase common stock outstanding during the period determined using the treasury-stock method as well as the

convertible notes outstanding during the period determined using the if-converted method, except where the effect of including such securities would be antidilutive.

Reclassification — Certain amounts in the prior period financial statements have been reclassified to conform to the presentation of the current period financial

statements. These reclassifications had no effect on the previously reported net income / (loss).

Segment Information — Operating segments are defined as components of an enterprise about which separate financial information is available that is evaluated

regularly by the chief operating decision maker (“CODM”), or decision–making group, in deciding how to allocate resources and assess performance. The Company’s CODM

is the Chief Executive Officer. The Company operates as 2 operating segments and uses net income / (loss) as measures of profit or loss on a consolidated basis in making

decisions regarding resource allocation and performance assessment. Additionally, the Company’s CODM regularly reviews the Company’s expenses on a consolidated basis.

The financial metrics used by the CODM help make key operating decisions, such as allocation of budgets between the following significant segment expenses: cost of

revenues; general and administrative; and research and development expenses.

Recent accounting pronouncements — In December 2023, the FASB issued Accounting Standards Update (“ASU”) No. 2023-09, Income Taxes (Topic 740):

Improvements to Income Tax Disclosures. ASU 2023-09 requires entities to disclose specific rate reconciliations, amount of income taxes separated by federal and individual

jurisdiction, and the amount of income/(loss) from continuing operations before income tax expense (benefit) disaggregated between federal, state, and foreign. The new

standard is effective for the Company for its annual periods beginning January 1, 2025, with early adoption permitted. The Company adopted this standard prospectively during

2025.

In November 2024, the FASB issued ASU 2024-03, Income Statement - Reporting Comprehensive Income - Expense Disaggregation Disclosures (Subtopic 220-40):

Disaggregation of Income Statement Expenses (“ASU 2024-03”), and in January 2025, the FASB issued ASU 2025-01, Income Statement - Reporting Comprehensive Income -

Expense Disaggregation Disclosures (Subtopic 220-40): Clarifying the Effective Date (“ASU 2025-01”). ASU 2024-03 requires additional disclosure of the nature of expenses

included in the income statement as well as disclosures about specific types of expenses included in the expense captions presented in the statement of operations. ASU 2024-

03, as clarified by ASU 2025-01, is effective for fiscal years beginning after December 15, 2026, and interim periods within fiscal years beginning after December 15, 2027,

with early adoption permitted. The Company is currently evaluating the impact these standards will have on its financial statements.

NOTE 3 — INVENTORIES

Inventories consisted of the following:

June 30, 2026 December 31, 2025

Finished Goods $ 240,832  $ 326,131 

Work-in-Process 825,418  862,239 

Raw Materials 495,395  454,650 

Total Inventory $ 1,561,645  $ 1,643,020 
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NOTE 4 — PROPERTY AND EQUIPMENT, NET

Property and equipment, net consisted of the following:

Estimated

Useful Lives

(in years)

June 30,

2026

December 31,

2025

Machinery and Equipment 5 to 20 $ 2,247,089  $ 2,739,210 

Leasehold Improvements Lease term 478,788  478,787 

Computer and Office Equipment 3 to 10 666,699  1,702,294 

Vehicles 5 272,560  272,560 

Construction in Progress N/A —  — 

Total Property and Equipment $ 3,665,136  $ 5,192,851 

Less: Accumulated Depreciation (2,774,621) (3,954,189)

Property and Equipment, net of Accumulated Depreciation $ 890,515  $ 1,238,662 

Depreciation expense related to property and equipment for the three months ended June 30, 2026 and 2025 was $33,643 and $273,928, respectively; and for the six

months ended June 30, 2026 and 2025 was $64,426 and 570,456, respectively.

On October 23, 2025, the Company announced the Restructuring. As of December 31, 2025, the Company retired and expensed $2,146,790 of property, plant and

equipment, net, and terminated leases. The net loss and other related expenses are reflected in the Company’s condensed consolidated financial statements as of December 31,

2025 as part of Restructuring (See Note 14 - Restructuring).

NOTE 5 — BORROWINGS

Borrowings of the Company consisted of the following:

June 30,

2026

December 31,

2025

PPP Loan $ 2,269,456  $ 2,269,456 

COVID19 TTS Loan 22,354  22,354 

City of Eugene 249,556  283,030 

Total Notes Payable $ 2,541,366  $ 2,574,840 

In March and September 2021, the Company executed a secured term loan agreement and an amendment with Silverview Credit Partners, L.P. (the “Silverview Loan”)

for an aggregate borrowing capacity of $15,000,000.

As of June 30, 2026 and December 31, 2025, the outstanding balance of the Silverview Loan was $0.

In April 2020, the Company was granted a loan under the Paycheck Protection Program (“PPP”) offered by the Small Business Administration (the “SBA”) under the

Coronavirus Aid, Relief and Economic Security Act (the “CARES Act”), section 7(a)(36) of the Small Business Act for $3,776,100. The proceeds from the PPP loan may only

be used to retain workers and maintain payroll or make mortgage interest, lease and utility payments and all or a portion of the loan may be forgiven if the proceeds are used in

accordance with the terms of the program within the 8 or 24-week measurement period. The loan terms require the principal balance and 1% interest to be paid back within two

years of the date of the note. In June 2021, the Company’s bank approved forgiveness of the loan of $3,776,100. During the year ended December 31, 2022, the forgiveness was

partially rescinded by the SBA and the Company recognized $1,506,644 as other income in the condensed consolidated statements of operations, resulting in $2,269,456 in

debt. Under the terms of the PPP loan, the Company has also recorded interest expense on the PPP loan at the rate of 1%, for a total of $5,658 and $5,658 for the three months

ended June 30, 2026 and 2025, respectively; and $11,254 and $11,254 for the six months ended June 30, 2026 and 2025, respectively. The Company is currently in the process

of disputing a portion if not all of the difference. The terms of the agreement state that the Company has 18-24 months to repay the PPP loan.
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NOTE 5 — BORROWINGS (cont.)

In February 2024, the Company acquired the debt of Thinking Tree Spirits with City of Eugene in the amount of $389,875. The City of Eugene loan will mature on

May 1. 2028 with an interest rate of 0% through July 31, 2025. Beginning August 1, 2025, the City of Eugene loan began accruing interest at the rate of 5%. Monthly payments

began on September 1, 2025 in the amount of $6,714, including accrued interest. As of June 30, 2026 and December 31, 2025, the balance of the City of Eugene loan was

249,556 and 283,030, respectively, and is unsecured.

The following table represents scheduled principal repayments from 2026 and the years through thereafter and thereafter:

Years Ending Amount

2026 $ 2,320,525 

2027 71,139 

2028 149,702 

2029 — 

thereafter — 

$ 2,541,366 

NOTE 6 — INTANGIBLE DIGITAL ASSETS

On August 15, 2025, the Company adopted the $DATA token as its primary treasury reserve asset (which was migrated to the $DATA token on June 25, 2026. (See

below.). Under this new treasury strategy, the Company purchases and holds $DATA tokens for long term investment purposes. The Company accounts for its $DATA tokens as

an indefinite-lived intangible asset in accordance with ASC 350, Intangibles—Goodwill and Other and has ownership of and control over its $DATA tokens, which are included

in intangible digital assets in the condensed consolidated balance sheets. As of June 30, 2026 and December 31, 2025, there were contractual restrictions consisting of

restrictions on sale or transfer and lock ups on the Company’s sale of its $DATA tokens.

The following table summarizes the intangible digital assets ($DATA tokens, $APL Tokens, $ARIAIP Tokens, and USDC) held by the Company as of June 30, 2026 and

December 31, 2025:

As of June 30, 2026

Units Cost Basis Fair Value

$DATA Tokens 45,819,670 $ 119,081,046  $ 13,539,712 

APL Tokens 13,889 $ 10,000  $ — 

ARIAIP Tokens 125,000 $ 10,000  $ 3,368 

USDC 397 $ 397  $ 397 

Total 45,958,956 $ 119,101,443  $ 13,543,477 

  Less: Amount Classified as Digital Assets Receivable 2,456,010 $ 12,883,365  $ (725,752)

Total Intangible Digital Assets 48,414,966 $ 131,984,808  $ 12,817,725 

 (a) (b)
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NOTE 6 — INTANGIBLE DIGITAL ASSETS (cont.)

As of December 31, 2025

Units Cost Basis Fair Value

$DATA Tokens 53,339,862  $ 209,261,236  $ 91,691,223 

APL Tokens 13,889  10,000  2 

ARIAIP Tokens 125,000  10,000  9,978 

Total 53,478,751  $ 209,281,236  $ 91,701,203 

____________

(a)    As of June 30, 2026, the total $DATA tokens held are comprised of: 10.0 million tokens are programmatically restricted under the layer 1 protocol through August 2028;

3.0 million tokens are available for the Covered Call Program; and the remaining 32.8 million tokens are contractually restricted through August 15, 2027.

(b)    $DATA Tokens as of June 30, 2026 includes digital assets receivable of 2,456,000 units with a cost basis of $12,883,365 and a fair value of $725,752.

(c)    Of the 53.3 million $DATA tokens, 6,176,470.588 $DATA tokens were acquired in conjunction with the PIPE for a total price of $21,000,000 with a 12 month restriction on transfer or

sale.

There were no Token Treasury Segment activities prior to August 15, 2025. The following table represents a reconciliation of the fair values of the Company’s intangible

digital assets:

Intangible Digital Assets Fair Value

$DATA Tokens All Other

Balance - December 31, 2024 $ —  $ — 

  Additions

     PIPE Offering 128,819,949  — 

     Purchases 80,000,034  20,000 

     Staking Rewards 4,951,565  — 

  Dispositions

     Sale of Staking Rewards (2,890,396) — 

     Sale of Purchased Intangible Digital Assets (1,000,000) — 

  Change in Fair Value of Intangible Digital Assets (118,189,929) (10,020)

Balance -December 31, 2025 $ 91,691,223  $ 9,980 

  Additions

     Purchases —  — 

     Staking Rewards 1,603,195  — 

  Dispositions (3,629,664) — 

  Reclassification of Covered Calls to Current Assets (725,752) — 

  Loss on Sale of Intangible Digital Assets (30,529,901) — 

  Change in Fair Value of Intangible Digital Assets (45,595,141) (6,612)

Ending Balance - June 30, 2026 $ 12,813,960  $ 3,368 

____________

(a)     Additions represent initial consideration received in 2025 as part of the August 15, 2026 PIPE offering, and purchases of, and staking rewards earned on, crypto assets held for investment.

As of June 30, 2026 Per the Omnibus Amendment dated March 6, 2026, a total of 10.0 million tokens were restricted through August 2028; 3.0 million tokens are available for the

Covered Call Program; and the remaining 32.8 million tokens were restricted and such restriction would not be lifted until after August 15, 2027. However, under the Company’s

Covered Call Program, in the event $DATA tokens in that program are

(c)

 (a)

 (b)

 (a)

 (b)
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NOTE 6 — INTANGIBLE DIGITAL ASSETS (cont.)

liquidated per a specific covered call contract, the Company reserves the right to unstake long term locked $DATA tokens equal to that same number of liquidated $DATA tokens to reload

for future covered calls such that up a total of 3 million $DATA tokens would be available for its Covered Call Program at any one time.

(b)     The Company measures gains and losses by each asset held. These include cumulative realized losses of $27,466,760 and $0 and realized gains of $0 and $0 for the three months ended

June 30, 2026 and 2025, respectively; and realized losses of $30,531,663 and $0 and realized gains of $1,762 and $0 or the six months ended June 30, 2026 and 2025,

respectively.

The Company from time to time also holds stablecoins, primarily USDC, which are designed to maintain a value pegged to the U.S. dollar. These holdings are presented

within other current assets on the condensed consolidated balance sheets. Because stablecoins do not meet the definition of cash or cash equivalents under ASC 305, cash and

cash equivalents, they are accounted for as financial instruments and measured at fair value under ASC 820, with changes recognized in net income. The Company monitors

liquidity, counterparty risk, and regulatory developments related to these holdings on an ongoing basis. As of June 30, 2026 and December 31, 2025, the Company held 397 and

0 USDC, respectively.

Sale of Covered Call Contracts on Intangible Digital Assets — On January 6, 2026, the Board approved using 3 million of unlocked $DATA tokens for covered call

transactions, and the Company began entering into such covered call transactions. On March 4, 2026, the Board increased the authorization for the number of $DATA tokens

allowed to be use under the Covered Call Program to 6 million.

The covered call contracts were written to generate additional income from existing holdings while retaining potential for capital appreciation up to the strike price. Each

contract granted the counterparty the right, but not the obligation, to purchase the specified quantity of $DATA tokens at a predetermined strike price on or before the contract’s

expiration date.

Premiums received from the sale of these options totaled $140,288 and $417,682 during the three and six months ended June 30, 2026, respectively, of which $162,718

and $402,990 was recognized as crypto and related revenue for covered call contracts that expired without exercise, and $14,692 was recognized as a liability as of June 30,

2026 until subsequent expiration or settlement of the respective covered call contracts. If any of the covered call contracts had been exercised, the carrying amount of the

underlying digital asset and the option liability would have been derecognized, and any resulting gain or loss would be recognized in crypto and related revenue. Revenue from

covered call contracts is recorded in crypto and related revenue without giving effect to a fee of 7.5% of premiums earned that is due to the Company’s contract Chief

Investment Officer. That fee totalled $9,703 and $27,724 for the three and six months ended June 30, 2026, respectively, and was recorded in cost of crypto and related revenue.

As of June 30, 2026, the Company had outstanding covered call contracts covering 2,456,000 $DATA tokens, with a weighted average strike price of $0.3073 per $DATA

token, a weighted average remaining contractual term of 10.96 days, and a fair value of outstanding option liabilities of $754,678. During the three and six months ended

June 30, 2026, respectively, the Company wrote covered call contracts covering an aggregate of 7,912,000 and 14,412,000 $DATA tokens with a weighted average strike price

of $0.4519 and $0.7382 per $DATA token, all with terms of 30 days.

Sale of Intangible Digital Assets (1 million $DATA Tokens) — In March 2026, the Board approved selling up to 1,000,000 $DATA tokens and using the proceeds there

from for operations, and the Company sold the $DATA tokens at an average price of $0.798 for cash proceeds of $798,450 before deducting any fees or commissions on any

such sales.

Sale of Restricted $DATA Tokens to The DATA Foundation - In May 2026, the Company sold to The DATA Foundation 5,000,000 $DATA tokens that had significant

restrictions on future sales into the market for a period longer than one year. The Company received $459,135 USDC for the sale of these tokens, at a loss on sale of intangible

digital assets of $16,540,865, for the quarter ended June 30, 2026.

Liquidation of $DATA Tokens under the Covered Call Program - In June 2026,1,000,000 $DATA tokens were liquidated under the Company’s Covered Call Program

via the strike price under the contract covering those tokens. The Company received $405,000 USDC upon the liquidation of these tokens, at a loss on sale of intangible digital

assets of $6,053,635, for the quarter ended June 30, 2026. Following this 1,000,000 separate $DATA tokens were unstaked from the validator to fully reload the Covered Call

Program.
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November 2025 Stock Split - On September 18, 2025, the Company’s stockholders approved an amendment to the Second Amended and Restated Certificate of

Incorporation, as amended, to effect a reverse stock split of the Company’s common stock at a reverse stock split ratio ranging from 1:5 to 1:20, without reducing the authorized

number of shares of common stock or changing the par value per share of the common stock, and to authorize the Board to determine, at its discretion, the timing of the

amendment and the specific ratio of the reverse stock split, without further approval or authorization of the Company’s stockholders. On October 16, 2025, the Board approved,

and on November 5, 2025 the Company effected, a 1-for-20 reverse stock split. All share and per share numbers included in these financial statements as of and for all periods

presented reflect the effect of that stock split unless otherwise noted.

April 2026 Stock Split - On March 20, 2026, the Company received a notice from Nasdaq, indicating that the Company’s common stock did not meet the Minimum Bid

Price Requirement, as the closing bid price for the common stock was below $1.00 per share for thirty (30) consecutive business days (See Note 9 - Commitments and

Contingencies - March 2026 Notice of Delisting or Failure to Satisfy a Continued Listing Rule or Standard, and April 2026 Stock Split). Accordingly, on March 20, 2026, the

Company filed with the SEC a proxy statement for a special meeting of its stockholders as of record on March 19, 2026 to be held on April 10, 2026 to consider a proposal to

authorize a reverse stock split of the common stock at a ratio ranging from 1:3 to 1:20, the actual ratio to be determined by the Board.

On April 10, 2026, the Company’s stockholders approved an amendment to the Third Amended and Restated Certificate of Incorporation to effect a reverse stock split of

the Company’s common stock at a reverse stock split ratio ranging from 1:3 to 1:20, without reducing the authorized number of shares of common stock or changing the par

value per share of the common stock, and to authorize the Board to determine, at its discretion, the timing of the amendment and the specific ratio of the reverse stock split,

without further approval or authorization of the Company’s stockholders. On April 17, 2026, the Board approved, and on April 23, 2026, the Company effected, a 1-for-20

reverse stock split. All share and per share numbers included in these financial statements as of and for all periods presented also reflect the effect of that stock split unless

otherwise noted.

Share Repurchase Program — On February 19, 2026, the Company announced the Board has authorized a share repurchase program whereby the Company may buy

back up to 50,000 of our outstanding shares of common stock through December 31, 2026. As of June 30, 2026, the Company had 721,578 shares of common stock

outstanding. Assuming the full execution of buying back 50,000 shares, this would constitute an approximately 6.93% reduction in the number of outstanding shares of

common stock. The Company may acquire shares through open market purchases or privately negotiated transactions, including through a Rule 10b5-1 plan, at the discretion of

management and on terms that management determines to be advisable. As of June 30, 2026, the Company repurchased no shares of common stock under the share repurchase

program.

Common stock — As of June 30, 2026, the Company had 721,578 shares of common stock issued and outstanding. During the three and six months ended June 30, 2026

and year ended December 31, 2025, respectively, 201,670, 227,606 and 400,505 warrants to purchase common stock were exercised, and no shares of common stock were

repurchased.

In the second quarter of 2025, the Board and stockholders took certain actions and approved an amendment to the Company’s Second Amended and Restated Certificate

of Incorporation, as amended. These actions and amendments included, among other things:

• filing a Certificate of Amendment to the Certificate of Designations, Preferences, Powers and Rights of the Series B Convertible Preferred Stock on June 12, 2025 to

increase the number of authorized shares of Series B preferred stock from 750,000 shares to 850,000 shares; and

• filing a First Amendment to the Company’s Second Amended and Restated Certificate of Incorporation on June 24, 2025 to increase the total number of authorized

shares of capital stock of the Company to 495,000,000 shares, consisting of 490,000,000 shares of common stock and 5,000,000 shares of preferred stock, each with a

par value of $0.0001 per share.
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The Company’s stockholders approved certain amendments to the Company’s Second Amended and Restated Certificate of Incorporation, as amended, at a September 18,

2025 special meeting. The Board later effectuated the amendments as follows:

• via a September 26, 2025 Second Amendment to the Company’s Second Amended and Restated Certificate of Incorporation, as amended, to increase the number of

authorized shares of capital stock from 495,000,000 shares to 995,000,000 shares, consisting of 985,000,000 shares of common stock and 10,000,000 shares of

preferred stock, each with a par value of $0.0001 per share; and

• via an October 31, 2025 Third Amendment to the Company’s Second Amended and Restated Certificate of Incorporation, as amended, to effectuate a 1-for-20 reverse

stock split, effective November 5, 2025.

Upon the closing of the Company’s initial public offering (which occurred on November 25, 2024), the 2024 Plan became effective, authorizing the issuance of the up to

12,500 shares of common stock. At the September 18, 2025 special meeting, the Company’s stockholders also approved an amendment to the 2024 Plan to increase the shares

available for issuance under the 2024 Plan from 12,500 shares to 87,500 shares. At the June 25, 2026 annual meeting, the Company’s stockholders approved an an amendment

to the 2024 Plan, as amended, to increase the number of shares authorized for issuance under the 2024 Plan from 87,500 up to 500,000 shares As of June 30, 2026, the

Company had made grants of 47,087 shares of common stock under the 2024 Plan.

On February 17, 2026, the Company filed a Third Amended and Restated Certificate of Incorporation, as subsequently amended, to change the name of the Company

from Heritage Distilling Holding Company, Inc. to IP Strategy Holdings, Inc., effective as of February 18, 2026.

At the April 10, 2026 special meeting, the Company’s stockholders approved an amendment to the Company’s Third Amended and Restated Certificate of Incorporation.

The Board later effectuated the amendment via a First Amendment to the Company’s Third Amended and Restated Certificate of Incorporation filed on April 21, 2026 to

effectuate a 1-for-20 reverse stock split, effective April 23, 2026.

Prepaid, Pre-Funded, and Common Warrants to Purchase Common Stock — In 2024 and prior, certain holders of shares of common stock agreed to exchange shares

of their common stock into a like number of prepaid warrants (the “2024 Prepaid Warrants”). Additionally, certain holders of convertible notes agreed to convert certain

convertible notes into prepaid warrants. Certain 2024 Prepaid Warrants were also then exercised in exchange for common stock in 2024. Such 2024 Prepaid Warrants were

eligible for exercise without the payment of additional consideration at any time that the respective holder beneficially owns a number of shares of common stock that is less

than 9.99% of the Company’s outstanding shares of common stock for a number of shares that would cause the holder to beneficially own 9.99% of the Company’s outstanding

shares of common stock, and having no expiration date. As of June 30, 2026, none of the 2024 Prepaid Warrants remained outstanding.
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NOTE 7 — STOCKHOLDERS’ EQUITY / (DEFICIT) (cont.)

The following sets forth the outstanding 2024 Prepaid Warrants, Pre-Funded Warrants (See Note 6 - Intangible Digital Assets), and Common Warrants (See Note 1 -

Description of Operations and Basis of Presentation - Initial Public Offering) as of June 30, 2026 and December 31, 2025:

2024 Prepaid

Warrants

Pre-Funded

Warrants

Common

Warrants

Balance December 31, 2024 9,679 — 955

Issuance of Pre-Funded Warrants in PIPE Offerings —  925,947  — 

Exercise of Pre-Funded Warrants in Exchange for Common Stock —  (359,041) — 

Prepaid Warrants Issued with Series B Preferred Stock 819  —  — 

Exercise of Prepaid Warrants in Exchange for Common Stock (7,929) —  (955)

Exchange of Prepaid Warrants for Series B Preferred Stock (2,569) —  — 

Balance December 31, 2025 — 566,906 —

Exercise of Pre-Funded Warrants in Exchange for Common Stock —  (43,125) — 

Effect of Reverse Split —  (2) — 

Balance June 30, 2026 — 523,779 —

In addition to the 2024 Prepaid Warrants and Common Warrants in the table above, 298 warrants to purchase common stock at $4.00 per share were issued in connection

with the initial aggregate $250,000 of non-ELOC Investor Series B preferred stock subscriptions (see Preferred Stock - Series B below).

In the six months ended June 30, 2026, 43,125 Pre-Funded Warrants were exercised for common stock, leaving 523,779 Pre-Funded Warrants remaining outstanding.

In the year ended December 31, 2025:

• 819 prepaid warrants were issued with Series B preferred stock; 7,679 prepaid warrants (with an exercise price of $0.40 each) were exercised cashlessly for 7,666

shares of common stock (including related party cashlessly exercised 5,803 prepaid warrants for 5,793 shares of common stock); and 2,569 prepaid warrants (with an

exercise price of $0.40 each) were exchanged for 55,917 shares of Series B preferred stock, leaving no prepaid warrants remaining outstanding;

• 925,947 Pre-Funded Warrants were issued in the PIPE Offering, and 359,041 of those Pre-Funded Warrants were exchanged for common stock, leaving 566,906 Pre-

Funded Warrants outstanding; and

• 955 Common Warrants were exercised for common stock, leaving no Common Warrants remaining outstanding.

Subsequent to June 30, 2026, through [October [XX], 2026], no Pre-Funded Warrants were exercised.

Stock options — HDC’s 2018 Equity Incentive Plan was approved by the HDC Board of Directors and its shareholders in March 2018. On April 27, 2019, in anticipation

of the Company’s reorganization on May 1, 2019, the Company’s Board and its sole stockholder approved the 2019 Plan to succeed HDC’s 2018 Equity Incentive Plan.

The 2024 Plan allows for the grant of incentive stock options (“ISOs”), nonqualified stock options (“NQSOs”), stock appreciation rights (“SARs”), restricted stock, RSU

awards, performance shares, and performance units to eligible participants for ten (10) years (until November 2034).

The 2019 Plan allows for the grant of ISOs, NQSOs, SARs, restricted stock, RSU awards, performance shares, and performance units to eligible participants for ten (10)

years (until April 2029). The cost of awards under the 2019 Plan generally is based on the fair value of the award on its grant date. The maximum number of shares that may be

utilized for awards under the 2019 Plan as of June 30, 2026 was 641.
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The following sets forth the outstanding ISOs and related activity for the six months ended June 30, 2026:

Options Outstanding

Number of

Shares

Weighted-

Average

Exercise Price

Per Share

Weighted-

Average

Remaining

Contractual

Term (in years)

Aggregate

Intrinsic Value

Outstanding at December 31, 2025 3  $ 63,156  0.42 years $ 0.00 

Exercisable at December 31, 2025 3  $ 63,156  0.42 years $ 0.00 

Remaining unvested at December 31, 2025 0  $ 63,156 

Forfeited 0  $ 63,156 

Expired 3  $ 63,156 

Outstanding at June 30, 2026 —  $ 63,156  0 $ 0.00 

Exercisable at June 30, 2026 —  $ 63,156  $ 0.00 

Remaining unvested at June 30, 2026 0  $ 63,156 

ISOs require a recipient to remain in service to the Company, ISOs generally vest ratably over periods ranging from one to four years from the vesting start date of the

grant and vesting of ISOs ceases upon termination of service to the Company. Vested ISOs generally are exercisable for three months after the date of termination of service.

The terms and conditions of any ISO shall comply in all respects with Section 422 of the Code, or any successor provision, and any applicable regulations thereunder. The

exercise price of each ISO is the fair market value of the Company’s stock on the applicable date of grant. The Company used the mean volatility estimate from Varga’s 409A

valuation based on the median 5-year volumes of select peer companies. Fair value was estimated based on a combination of shares being sold at $63,156 up through February

of 2019 and the most recent 409A completed when these ISOs were issued in April of 2018 valuing the Company’s stock at $63,156 per share. No ISOs may be granted more

than ten (10) years after the earlier of the approval by the Board, or the stockholders, of the 2019 Plan.

There were no grants of stock options in the six months ended June 30, 2026 and the year ended December 31, 2025. As of June 30, 2026, the Company had no

outstanding ISOs.

Restricted stock units — The RSU awards granted in 2019 under the 2019 Plan were granted at the fair market value of the Company’s stock on the applicable date of

grant. RSU awards generally vest ratably over periods ranging from one to four years from the grant’s start date. Upon termination of service to the Company, vesting of RSU

awards ceases, and most RSU grants are forfeited by the participant, unless the award agreement indicates otherwise. The majority of RSU awards are “double trigger” and both

the service-based component, and the liquidity-event component (including applicable lock-up periods) must be satisfied prior to an award being settled. Upon settlement, the

RSU awards are paid in shares of common stock. The Company recognizes the compensation expense for the restricted stock units based on the fair value of the shares at the

grant date amortized over the stated period for only those shares that are not subject to the double trigger.
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The following table summarizes the RSU activity for the six months ended June 30, 2026 and 2025:

Restricted

Stock

Units

Weighted Average

Exercise Price

Per Share

Vested and Outstanding at December 31, 2024 592  $ 4,372.33 

Granted 6,318 496.00 

Vested (6,910) 840.00 

Forfeited/Canceled/Expired — — 

Vested and Outstanding at June 30, 2025 — $ — 

Vested and Outstanding at December 31, 2025 25,860  $ 227.35 

Granted 21,225  $ 21.05 

Vested (19,182) $ 128.94 

Forfeited/Canceled/Expired —  $ — 

Unvested and Outstanding at June 30, 2026 27,903  $ 109.48 

Vested and Outstanding at June 30, 2026 —  $ — 

Compensation expense for RSU awards is recognized upon meeting both the time-vesting condition and the triggering event condition.

The following table presents stock-based compensation expense included in the condensed consolidates statements of operations related to RSUs issued under the 2024

Plan:

For the Three Months Ended

June 30,

For the Six Months Ended

June 30,

2026 2025 2026 2025

Cost of Revenue $ 5,338  $ 121,107  $ 10,651  $ 121,107 

Sales and Marketing 16,116  647,294  107,548  647,294 

General and Administrative 1,306,095  2,359,406  2,152,259  2,359,406 

Total Share-based Compensation $ 1,327,549  $ 3,127,807  $ 2,270,458  $ 3,127,807 

Equity-classified warrants — The Company estimates the fair values of equity warrants using the Black-Scholes option-pricing model on the date of issuance with

Monte Carlo simulations to determine the probability of warrants being exercisable.

Contingent Legacy Shareholder Warrants — On October 30, 2024, the Company issued warrants to purchase common stock that became contingently exercisable

upon the closing of an initial public offering (which occurred on November 25, 2024), at the price per share of the Company’s initial public offering (or $1,600 per share) to its

common shareholders of record as of May 31, 2023 (the “Contingent Legacy Shareholder Warrants”), that will be exercisable, if at all, provided / contingent upon: if the

warrant holder continuously holds the shares such holder owned on May 31, 2023 through the date the warrant is exercised; and if the common stock attains a specified volume

weighted average price per share (“VWAP”) over a 10-trading-day period (the “10-Trading-Day VWAP”) before expiring:

• Tranche 1 - for up to 1,906 shares of common stock when the 10-Trading-Day VWAP of the common stock reaches 200% of the $1,600 per share initial public

offering price (or $3,200 per share), and that will expire on the 24-month anniversary of the Company’s initial public offering (the “Tranche 1 Contingent Legacy

Shareholder Warrants”);

• Tranche 2 - for up to 3,812 shares of common stock when the 10-Trading-Day VWAP of the common stock reaches 300% of the $1,600 per share initial public

offering price (or $4,800 per share), and that will expire on the
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42-month anniversary of the Company’s initial public offering (the “Tranche 2 Contingent Legacy Shareholder Warrants”); and

• Tranche 3 - for up to 4,765 shares of common stock when the 10-Trading-Day VWAP of the common stock reaches 500% of the $1,600 per share initial public

offering price (or $8,000 per share), and that will expire on the 60-month anniversary of the Company’s initial public offering (the “Tranche 3 Contingent Legacy

Shareholder Warrants”).

The Company recorded a value of $8,828 for the Contingent Legacy Shareholder Warrants as of the October 30, 2024 grant date based on a Black Scholes option pricing

model. The assumptions used in the Black-Scholes option pricing model for the Contingent Legacy Shareholder Warrants were as follows:

Weighted Average Expected Volatility 70 %

Expected Dividends — %

Weighted Average Expected Term (in years) 5

Risk-Free Interest Rate 4.22 %

Probability Scenarios of meeting contingencies

Shareholder holds shares owned on May 31, 2023 through warrant exercise date 95% to 75%

Common stock attains a specified 10-Trading-Day VWAP price before expiring 0.025% to 2.25%

As of June 30, 2026, there were outstanding and exercisable: 1,185 Tranche 1 Contingent Legacy Shareholder Warrants; 2,460 Tranche 2 Contingent Legacy Shareholder

Warrants; and 3,087 Tranche 3 Contingent Legacy Shareholder Warrants, with weighted-average remaining contractual terms of 1.33 years, 2.83 years, and 4.59 years,

respectively.

Whiskey Note Shareholder Warrants — On April 1, 2025, the Company issued warrants with an expiration date of April 1, 2028 to purchase 2,210 shares of common

stock with an exercise price of $1,600 per share to common shareholders of record who acquired their common stock through the exchange of Whiskey Notes and whose shares

were subject to 100% lockup for 6 months post-IPO (the “Whiskey Note Shareholder Warrants”). Certain holders of the Whiskey Note Shareholder Warrants forfeited their

warrants to purchase 763 shares of common stock, leaving warrants to purchase 1,445 shares of common stock remaining as of December 31, 2025. The Whiskey Note

Shareholder Warrants will be exercisable if the warrant holder continuously holds all shares of common stock such holder owned on the date of the Company’s IPO through the

date the warrant is exercised, and then only if the common stock attains a 10-Trading Day VWAP of $3,200 per share before expiring. The Company recorded the fair value of

the Whiskey Note Shareholder Warrants of $152.90 in the three months ended September 30, 2025 based on a Black Scholes option pricing model and Monte Carlo simulation

analysis.

Debtor Exchange Warrants — Between July 30, 2025 and August 14, 2025, the Company issued warrants with an expiration date of July 30, 2030 to purchase 12,694

shares of common stock with an exercise price of $4.00 per share and 1,125 shares of common stock with an exercise price of $48 per share to contractors pursuant to Debtor

Exchange Agreements.

In the six months ended June 30, 2026, 1,753 Debtor Exchange Warrants at $4.00 per share were cashlessly exercised for 1,341 shares of common stock leaving 2,063

Debtor Exchange Warrants outstanding.

Series B Exchange Warrants — On August 8, 2025, the Company issued pre-funded warrants with an expiration date of August 8, 2030 to purchase 42,505 shares of

common stock with an exercise price of $0.04 per share (the “Series B Exchange Warrants”) in exchange for shares of Series B preferred stock pursuant to an Exchange

Subscription Agreement dated July 30, 2025. The Series B Exchange Warrants vest pursuant to the following schedule:

• Tranche 1 - for up to 22,371 shares of common stock at the earlier of 3-months from the issue date or when the closing price of the common stock equals or exceeds

$600 per share; and

• Tranche 2 - for up to 20,134 shares of common stock at the earlier of 6-months from the issue date or when the closing price of the common stock equals or exceeds

$800 per share.
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In the six months ended June 30, 2026, 19,045 Series B Exchange Warrants at $0.04 per share were cashlessly exercised for 18,992 shares of common stock, leaving

2,263 Tranche 1 warrants outstanding and 2,036 Tranche 2 warrants outstanding.

Advisor Warrants — On August 10, 2025, the Company issued pre-funded warrants with an expiration date of August 10, 2030 to purchase 43,750 shares of common

stock with an exercise price of $4.00 per share (the “Advisor Warrants”) in connection with various Advisor/Consulting Agreements dated between June 19, 2025 and August

10, 2025. The Advisor Warrants vested or will vest pursuant to the following schedule:

• Tranche 1 - up to 9,687 shares of common stock at the earlier of 3-months from the issue date or when the closing price of the common stock equals or exceeds $400

per share;

• Tranche 2 - up to 10,187 shares of common stock at the earlier of 6-months from the issue date or when the closing price of the common stock equals or exceeds $600

per share;

• Tranche 3 - up to 10,750 shares of common stock at the earlier of 6-months from the issue date or when the closing price of the common stock equals or exceeds $800

per share; and

• Tranche 4 - up to 13,125 shares of common stock vesting equally over 12 months from the date the Company received approval of its stockholders which was

September 18, 2025.

In the six months ended June 30, 2026, certain Advisor Warrants totalling 4,125 shares were cashlessly exercised at $4.00 per share for 2,799 of common stock, leaving

7,187 Tranche 2 warrants outstanding and 9,625 Tranche 3 warrants outstanding.

Subsequent to June 30, 2026, through October 23, 2026, certain Advisor Warrants totalling 20,000 shares were cashlessly exercised at $4.00 per share for 14,923 shares of

common stock, leaving 2,812 Tranche 1, 3,437 Tranche 2, 4,624 Tranche 3, and 5,625 Tranche 4 warrants outstanding.

Pre-Funded Warrants — see Note 6 - Intangible Digital Assets.

Other equity classified warrants — During the six months ended June 30, 2026, the Company issued no warrants. During the three months ended June 30, 2026, 4,137

shares of an investor’s common stock was exchanged for prepaid warrants that are exercisable at $0.002 per share, of which, the investor assigned 4,137 to The DATA

Foundation.

In addition to the Contingent Legacy Shareholder Warrants, Whiskey Note Shareholder Warrants, Debtor Exchange Warrants, Series B Exchange Warrants, Advisor

Warrants, and Pre-Funded Warrants discussed above, during the year ended December 31, 2025, the Company issued additional warrants totaling 13,066, including: 2,130

warrants to purchase common stock at $4.00 per share issued in connection with the issuance of Series B preferred stock; 167 Commitment Warrants to purchase common stock

at $4.00 per share issued in connection with the ELOC Agreement (that were exercised in February 2025); and 10,768 warrants to purchase common stock at $4.00 per share

issued in connection with the PIPE transaction pursuant to that certain Placement Agency Agreement dated August 11, 2025 in connection with the PIPE transaction.

In the six months ended June 30, 2026, of the warrants issued in connection with the issuance of Series B preferred stock, 695 shares at $4.00 per share were cashlessly

exercised for 356 common stock leaving 1,054 warrants outstanding and of the warrants issued in 2022 with a fixed exercise price of $6.00, 496,002 shares were cashlessly

exercised for 160,992 shares of common stock leaving 412,332 warrants outstanding.

Subsequent to June 30, 2026, through October 23, 2026, of the warrants issued in 2022 with a fixed exercise price of $6.00, 412,332 shares were cashlessly exercised for

248,476 shares of common stock leaving no 2022 warrants outstanding and 208 warrants were issued in connection with a factoring agreement with a fixed exercise price of

$6.00 that were cashlessly exercised for 129 shares of common stock leaving no warrants outstanding.
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NOTE 7 — STOCKHOLDERS’ EQUITY / (DEFICIT) (cont.)

The assumptions used in the Black-Scholes option pricing model were as follows:

Weighted Average Expected Volatility 70 %

Expected Dividends — %

Weighted Average Expected Term (in years) 5

Risk-Free Interest Rate 4.12 %

The Underwriting Agreement and the related warrants granted to the underwriter equal 5% of the total proceeds raised in the Company’s November 25, 2024 initial public

offering at an exercise price equal to the offering price, or warrants for 210 shares at $1,600 per share. As of December 31, 2025, the underwriter has not exercised any such

warrants.

Correction for Missed Warrants. — Subsequent to the closing of the August 15, 2025 PIPE Offering, and after consultation with Roth Capital Partners, LLC, the

Company was notified by Roth that certain 2022 warrants promised to Roth related to the 2022 Convertible Note financing had not been issued yet. The Company and Roth are

in the process of reaching agreement on the number of warrants due and will update those details in a future filing. The Company does not anticipate the number of warrants to

be issued would be material relative to the total number of other common stock, warrants or other securities authorized or outstanding.

Deferred Compensation — Beginning in May 2023, certain senior level employees elected to defer a portion of their salary until such time as the Company completed a

successful public registration of its stock (which occurred on November 25, 2024). Upon success of the Company's initial public offering, each employee was then to be paid

their deferred salary plus a range of matching dollars in RSUs (under the new 2024 Plan noted above) for every $1 dollar of deferred salary. As of December 31, 2025, the

Company had recorded $848,908 of such equity compensation as deferred payroll expense, which was included in accrued liabilities. Accordingly, as of June 30, 2025, upon

the expiration of the 6 month post-IPO lockup period (in May 2025) the Company issued approximately $1,894,615 in equity compensation (in the form of 1,184 RSUs) in

settlement of the deferred compensation. During the six months ended June 30, 2025, certain senior level employees elected to defer an additional $79,275 of their salary. As of

December 31, 2025, the Company had a balance of $119,586 of deferred salary remaining to be paid. During the six months ended June 30, 2026, certain senior level

employees elected to defer an additional portion of their salary, and the Company paid a portion of previously deferred salary, leaving a total balance of $184,394 remaining to

be paid as of June 30, 2026. Subsequent to June 30, 2026, certain senior level employees deferred an additional $271,235 of salary, and in October 2026, $11,923 of previously

deferred salary was paid.

NOTE 8 — LEASES

The Company has had operating leases for corporate offices, warehouses, distilleries, tasting rooms and certain equipment which have been accounted for using ASC

Topic 842. The Company’s operating lease terms included periods under options to extend or terminate the operating lease when it was reasonably certain that the Company

would exercise that option in the measurement of its operating lease ROU assets and liabilities. The Company considered contractual-based factors such as the nature and terms

of the renewal or termination, asset-based factors such as the physical location of the asset and entity-based factors such as the importance of the leased asset to the Company’s

operations to determine the operating lease term. The Company generally used the base, non-cancelable lease term when determining the operating lease ROU assets and lease

liabilities. The ROU asset is tested for impairment whenever events or changes in circumstances indicate that the carrying amount may not be fully recoverable in accordance

with Accounting Standards Codification Topic 360, Property, Plant, and Equipment.

On October 23, 2025, the Company announced the Restructuring. As of December 31, 2025 the Company wrote off and expensed $3,392,744 of: property and equipment;

operating lease ROU assets and lease liabilities; and other related expenses as part of the Restructuring. (See Note 14 - Restructuring.) In January 2026, the barrels of whiskey

previously stored in Oregon and Washington were moved to Kentucky and are being maintained under barrel storage contracts totalling approximately $1,500 per month.

In January 2025, the Company terminated one warehouse lease in Eugene, Oregon, moving from a 33,000 square feet to an approximately 8,000 square feet lease. The

monthly expenses associated with the new lease were reduced from
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NOTE 8 — LEASES (cont.)

approximately $18,000 per month down to $7,700 per month. The new lease expires in January 2028, with an option for a three year extension. The Company is actively

looking to terminate this lease early. The change in ROU assets and related liabilities both for the terminated lease and the new warehouse lease were recorded in the quarter

ended March 31, 2025. The Company also negotiated the reduction of warehouse space of its largest warehouse effective September 15, 2025, reducing annualized expenses for

that space by approximately two-thirds.

The following table presents the consolidated lease cost for amounts included in the measurement of lease liabilities for operating leases for the three and six months

ended June 30, 2026 and 2025, respectively:

Three Months Ended

June 30,

Six Months Ended

June 30,

2026 2025 2026 2025

Lease Cost:

Amortization of Right-of-Use Assets $ 111,889  $ 105,070  $ 235,406  $ 200,727 

Interest on Lease Liabilities 88,491  222,933  206,760  455,278 

Operating lease cost 36,955  27,982  82,637  57,627 

Total lease cost $ 237,335  $ 355,985  $ 524,803  $ 713,632 

____________

(1) Included in “Cost of Revenue -Spirits Products”, “Sales and Marketing” and “General and Administrative “expenses in the accompanying condensed consolidated statements of operations.

The following table presents weighted-average remaining lease terms and weighted-average discount rates for the consolidated operating leases as of June 30, 2026 and

2025, respectively:

June 30,

2026 2025

Weighted-average remaining lease term – operating leases (in years) 4.8 5.8

Weighted-average discount rate – operating leases 22% 22%

The Company’s ROU assets and liabilities for operating leases were $1,890,135 and $1,951,795, respectively, as of June 30, 2026. The ROU assets and liabilities for

operating leases were $2,125,540 and $2,167,012, respectively, as of December 31, 2025. The ROU assets for operating leases were included in “Operating Lease Right-of-Use

Assets, net” in the accompanying condensed consolidated balance sheets. The liabilities for operating leases were included in the “Operating Lease Liabilities, Current” and

“Operating Lease Liabilities, net of Current Portion” in the accompanying condensed consolidated balance sheets.

Maturities of lease liabilities for the remainder of 2026 and the years through 2030 and thereafter are as follows:

Years Ending Amounts

2026 $ 712,147 

2027 838,417 

2028 661,102 

2029 638,080 

2030 117,053 

thereafter — 

Total lease payments $ 2,966,799 

Less: Interest (1,015,004)

Total Lease Liabilities $ 1,951,795 

(1)
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The Company’s lease in Gig Harbor, Washington and its lease in Tumwater, Washington were both terminated as of October 16, 2026. The Company’s final production

space lease in Eugene, Oregon is expected to be terminated in November 2026.

NOTE 9 — COMMITMENTS AND CONTINGENCIES

Leases — The Company has historically maintained operating leases for various facilities for retail, production and storage. As part of its move to an asset light enterprise

it has been negotiating the exit from existing warehouse and production facility leases. As of October 16, 2026, the two largest warehouse and production facility leases were

terminated or officially vacated, leaving just two smaller leases in place, which the Company is working to exit expeditiously. The termination of any remaining leases between

October 2026 and December 31, 2026 will result in the write-off of related ROU assets and liabilities in the period ending December 31, 2026. (See Note 8 - Leases and Note

15 - Subsequent Events, for further information).

Payment Upon Sale of Flavored Bourbon, LLC — As an inducement to obtain financing in 2022 and 2023 through convertible notes, under the terms of the 2022 and

2023 Convertible Promissory Notes’ Securities Purchase Agreements, upon the sale of the Flavored Bourbon brand to an arm’s length third party and the receipt by the

Company of any proceeds due to it from such brand sale, the holders of the 2022 and 2023 Convertible Promissory Notes shall receive a one-time payment in an amount equal

to 150% of their original subscription amount. Such payment shall be in addition to any other amounts otherwise due and shall survive the conversion or repayment of the 2022

and 2023 Convertible Promissory Notes. Accordingly, the $10,900,000 in 2022 Convertible Promissory Notes subscriptions and $5,430,000 in 2023 Convertible Promissory

Notes subscriptions will be due an aggregate of $24,495,000 upon the sale of Flavored Bourbon, LLC to an arm’s length third party.

Litigation — From time to time, the Company may become involved in various legal proceedings in the ordinary course of its business and may be subject to third-party

infringement claims.

In the normal course of business, the Company may agree to indemnify third parties with whom it enters into contractual relationships, including customers, lessors, and

parties to other transactions with the Company, with respect to certain matters. The Company has agreed, under certain conditions, to hold these third parties harmless against

specified losses, such as those arising from a breach of representations or covenants, other third-party claims that the Company’s products when used for their intended

purposes infringe the intellectual property rights of such other third parties, or other claims made against certain parties. It is not possible to determine the maximum potential

amount of liability under these indemnification obligations due to the Company’s limited history of prior indemnification claims and the unique facts and circumstances that are

likely to be involved in each claim. As of June 30, 2026 and December 31, 2025, the Company has not been subject to any pending litigation claims.

Management Fee — The Company is required to pay a monthly management fee to Summit Distillery, Inc., which is expected to terminate upon final disposition of the

production lease tied to such agreement (See Note 11 - Related-Party Transactions).

Barrel Service Contracts — In January 2026, the barrels of whiskey previously stored in Oregon and Washington were moved to Kentucky and are being maintained

under barrel storage contracts totalling approximately $1,500 per month.

NOTE 10 — RETIREMENT PLANS

The Company sponsors a traditional 401(k), Roth 401(k) and profit-sharing plan, in which all eligible employees may participate after completing three months of

employment. No contributions have been made by the Company during the six months ended June 30, 2026 and 2025.

NOTE 11 — RELATED-PARTY TRANSACTIONS

Management Agreement — On October 6, 2014, the Company entered into a management agreement with Summit Distillery, Inc., an Oregon corporation, to open a new

Heritage Distilling Company location in Eugene, Oregon. The Company engaged Summit Distillery, Inc. to manage the Eugene location for an annual management fee. The

principals and sole owners of Summit Distillery, Inc., are also shareholders of the Company. For each of the three months ended
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NOTE 11 — RELATED-PARTY TRANSACTIONS (cont.)

June 30, 2026 and 2025, the Company expensed a management fee of $45,000, and for each of the six months ended June 30, 2026 and 2025, the Company expensed a

management fee of $90,000 that was paid to Summit Distilling, Inc. The agreement is expected to terminate upon final disposition of the production lease tied to such

agreement.

Commissions on the Covered Call Program — Revenue from covered call contracts is recorded in crypto and related revenue without giving effect to a fee of 7.5% of

premiums earned that is due to the firm that employs the Company’s contract Chief Investment Officer. The 7.5% fee is recorded in crypto and related cost of revenue.

NOTE 12 — BASIC AND DILUTED NET INCOME / (LOSS) PER SHARE

The Company computes basic net income / (loss) per share by dividing net income / (loss) for the period by the weighted-average number of common shares outstanding

during the period. The Company computes diluted net income / (loss) per share by dividing net income / (loss) for the period by the weighted-average number of common

shares outstanding during the period, plus the dilutive effect of the stock options, RSU awards and exercisable common stock warrants, as applicable pursuant to the treasury

stock method, and the convertible notes, as applicable pursuant to the if-converted method. The following table sets forth the computation of basic and diluted net income /

(loss) per share:

For the Three Months Ended

June 30,

For the Six Months Ended

June 30,

2026 2025 2026 2025

Basic earnings per share of common stock:

Numerator:

Net Income / (Loss) for the period $ (15,447,060) $ (7,295,078) $ (82,192,049) $ (10,328,125)

Preferred stock dividend (95,869) (1,178,544) (190,684) (1,650,573)

Net Income / (Loss) for the period – basic $ (15,542,929) $ (8,473,622) $ (82,382,733) $ (11,978,698)

Denominator:

Weighted average number of shares of common stock - basic 1,168,984  27,501  1,209,784  25,837 

Net Income / (Loss) per share of common stock - basic $ (13.30) $ (308.12) $ (68.10) $ (463.63)

Diluted earnings per share of common stock:

Numerator

Net Income / (Loss) for the period - basic $ (15,542,929) $ (8,473,622) $ (82,382,733) $ (11,978,698)

Net Income / (Loss) for the period - diluted $ (15,542,929) $ (8,473,622) $ (82,382,733) $ (11,978,698)

Denominator

Weighted average number of shares of common stock - diluted 1,168,984  27,501  1,209,784  25,837 

Net Income / (Loss) per share of common stock - diluted $ (13.30) $ (308.12) $ (68.10) $ (463.63)

____________

(1) Includes 581,542 and 924 prepaid warrants, as of June 30, 2026 and 2025, respectively

Diluted earnings / (loss) per share reflect the potential dilution of securities that could share in the earnings of an entity. The following number of shares of common stock

from the potential exercise or conversion of outstanding

(1)
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NOTE 12 — BASIC AND DILUTED NET INCOME / (LOSS) PER SHARE (cont.)

potentially dilutive securities were excluded from the computation of diluted net income / (loss) per share attributable to common stockholders for the periods presented

because including them would have been antidilutive:

For the Three and Six

Months Ended

June 30,

2026 2025

ISOs —  6 

RSU Awards 27,903  — 

Equity-classified Warrants 414,294  7,356 

Liability-classified Warrants —  — 

Legacy Warrants 6,732  8,599 

Warrants issued with Preferred Stock (Series B) 1,054  2,130 

Convertible Notes —  — 

Preferred Stock (Series A) 911,033  2,013 

Preferred Stock (Series B) —  51,842 

Total 1,361,016  71,946 

NOTE 13 — SEGMENT REPORTING

The Company is presenting two operating and reportable segments: one segment that manages the Company’s intangible digital asset treasury (the “IP Strategy, LLC

Segment”); and one reportable segment that produces and sells alcohol beverages under various brands (the “Heritage Distilling Segment”). In the IP Strategy, LLC Segment,

the Company’s $DATA token investments are maintained and managed to make a return on investment through validation and staking activities to generate revenue. In the

Heritage Distilling Segment, all brands are predominantly beverages that are manufactured using similar production processes, have comparable alcohol content, generally fall

under the same regulatory environment, and are sold to the same types of customers in similar size quantities at similar price points and with similar profit margins.

The Company’s chief operating decision maker (“CODM”) is the chief executive officer. The CODM assesses performance for each segment based on revenue and gross

profit, which are reported in the condensed consolidated statement of operations. Other costs and expenses of the Company are analyzed on an aggregate basis and not allocated

to the segments. The accounting policies for segment reporting are the same as for the Company’s condensed consolidated financial statements. As the Company continues its

operations of the $DATA treasury strategy, it may provide additional data points to the CODM to assist with decision making that will be evaluated for inclusion in the

Company's reportable segment disclosure.
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NOTE 13 — SEGMENT REPORTING (cont.)

The following summarizes the Company’s operations by segment for the three and six months ended June 30, 2026 and 2025. There were no IP Strategy, LLC Segment

activities prior to August 2025.

For the Three Months Ended

June 30,

For the Six Months Ended

June 30,

2026 2025 2026 2025

Crypto and Related Segment

Revenue $ 553,681  $ —  $ 2,006,184  $ — 

Cost of Revenue 134,475  —  276,998  — 

Gross Profit 419,206  —  1,729,186  — 

Spirits Business Segment

Revenue $ 182,609  $ 1,321,822  $ 442,331  $ 2,413,805 

Cost of Revenue 192,913  1,094,734  593,536  1,914,832 

Gross Profit (10,304) 227,088  (151,205) 498,973 

Total Revenue $ 736,290  $ 1,321,822  $ 2,448,515  $ 2,413,805 

Cost of Revenue 327,388  1,094,734  870,534  1,914,832 

Gross Profit $ 408,902  $ 227,088  $ 1,577,981  $ 498,973 

____________

(a) Represented as Crypto and Related Revenue in the condensed consolidated statement of operations.

(b) Represented as Spirits Products Revenue and Spirits Services Revenue in the condensed consolidated statement of operations.

The CODM does not review disaggregated assets on a segment basis, and therefore, such information is not presented. As a result of the change in operating segments, the

Company’s reporting units were reassessed, and it was determined that the Company would use the two operating segments as reporting units for purpose of evaluating

goodwill for impairment. Since the IP Strategy, LLC Segment is a newly-created operating segment that did not have activities prior to August 2025, all goodwill was attributed

to the Heritage Distilling Segment.

NOTE 14 — RESTRUCTURING

Closure of Tasting Rooms; Production Transition — On October 23, 2025, the Company announced the Restructuring. As of December 31, 2025 the Company retired

and expensed $2,146,790 of: property, plant and equipment, net; and terminated leases. The net loss and other related expenses are reflected as part of Restructuring (See Notes

4 - Property and Equipment, Net and 8 - Leases). The Company will continue to sell spirits through distributors and direct to consumers online, and will continue to work with

Tribes to license the Heritage Distilling Company brand and its products for production and sale by Tribes in HDC-branded tasting rooms in or near their casino properties.

In addition to the $3,392,744 recorded as of December 31, 2025, during the three and six months ended June 30, 2026, the Company recorded additional expenses related

to the Restructuring of $408,137 and $699,441, respectively, of future lease obligation, and personnel related expenses.

As of June 30, 2026 and December 31, 2025, the Company had recorded accrued liabilities related to the Restructuring of $0 and $501,134, respectively. As of

December 31, 2025, the accrued liabilities related to the Restructuring were comprised primarily of: personnel wages, compensation and severance; professional fees; and other

expenses that were paid subsequent to December 31, 2025.

NOTE 15 — SUBSEQUENT EVENTS

For its condensed consolidated financial statements as of June 30, 2026 and for the period then ended, the Company evaluated subsequent events through the date on

which those condensed consolidated financial statements were issued.

(a)

(b)
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NOTE 15 — SUBSEQUENT EVENTS (cont.)

Other than the items noted below and in Notes 7, 8, and 9, there were no subsequent events identified for disclosure as of the date the condensed consolidated financial

statements were available to be issued.

Lease Terminations — The Company’s lease in Gig Harbor, Washington and its lease in Tumwater, Washington were both terminated as of October 16, 2026. The

Company’s final production space lease in Eugene, Oregon is expected to be terminated in November 2026. The Company is working to also terminate a final small warehouse

lease in Eugene, Oregon. Once these remaining leases are terminated, the Company expects to no longer enter into retail, production or warehouse leasing obligations on a go

forward basis.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our condensed consolidated financial

statements and the related notes and other financial information included elsewhere in this filing. In addition to historical condensed consolidated financial information, the

following discussion contains forward-looking statements that reflect our plans, estimates and beliefs. Our actual results could differ materially from those discussed in the

forward-looking statements. Factors that could cause or contribute to such differences include, but are not limited to, those discussed in this section titled “Risk Factors” and

elsewhere in this filing. Unless the context otherwise requires, for the purposes of this section, “IP Strategy,” “we,” “us,” “our,” or the “Company” refer to IP Strategy

Holdings, Inc., a Delaware corporation, and its consolidated subsidiaries, including its principal operating subsidiary, Heritage Distilling Company, Inc., a Washington

corporation (“Heritage,” “Heritage Distilling” or “HDC”), Thinking Tree Spirits, Inc., an Oregon corporation, and IP Strategy, LLC, a Nevada limited liability company.

Business Overview

In connection with the development of our cryptocurrency treasury reserve policy, on August 15, 2025, we completed a $223.8 million private investment in public equity

(“PIPE”) transaction wherein we acquired 53.2 million $DATA  tokens in our digital asset treasury. Details of the PIPE transaction are summarized below. The $DATA token is

the native cryptocurrency of the DATA Network, running on the DATA layer 1 blockchain. The $DATA protocol and related $DATA tokens can be used to pay for

computational services on the DATA Network, to mint or manage digital rights objects, or to transfer value in network-native transactions. These tokens can also be exchanged

for fiat currencies, such as the U.S. dollar, at rates determined on digital asset trading platforms or in individual end-user-to-end-user transactions using decentralized trading

protocols. As part of our treasury reserve strategy, we set up a validator business as a reporting segment to generate ongoing recurring revenue from activities associated with

such validation efforts. In addition to our validator operations, we have been developing and implementing digital asset treasury management strategies intended to generate

income from our $DATA token holdings while maintaining significant exposure to the underlying digital assets. These activities include our existing covered-call program and

the evaluation of additional financial and commercial arrangements designed to generate recurring income, enhance treasury flexibility and support the long-term development

of our cryptocurrency and related business segment.

In our spirits segment we produce, market and sell super premium whiskeys and premium flavored whiskeys. We believe we have developed differentiated products that

are responsive to consumer desires for rewarding and novel taste experiences. We sell our spirits products through our direct-to-consumer (“DtC”) channel, via wholesale

distributors and through TBN partners.

Our Crypto and Related Business

In August 2025, we determined to focus our growing cryptocurrency efforts on the native cryptocurrency of the DATA Network referred to as $DATA tokens. As part of

this business segment, we established a new validator business related to $DATA tokens, staking 43.5 million of the 53.2 million $DATA tokens we secured in the August 15,

2025 PIPE transaction. To become a network validator, a holder of $DATA tokens is required to put up or “stake” $DATA tokens as collateral (like a security deposit) that

shows the DATA Network that it has “skin in the game.” A cryptocurrency validator is like a digital “notary” or “referee” in a blockchain network. Its job is to check that

transactions on the network are real and follow the network rules. Validators are randomly selected to propose a new block of transactions to be added to the blockchain. When

a participant attempts a transaction, that participant is required to pay a minimum “gas” fee. A participant also can opt to pay an additional fee to ensure that its transaction is

added to the blockchain more quickly. These fees are denominated in the same cryptocurrency that is evidenced by the blockchain. The validator chosen to propose a block will

(when that block is successfully confirmed by the other validator nodes) receive the gas fees for all transactions in the block (known as “execution layer rewards”). In addition,

the blockchain automatically issues cryptocurrency as rewards to validators who successfully propose a block. In addition to our validator operations, we began generating

income from the sale of covered-call contracts in January 2026 as part of our broader digital asset treasury management strategy. We continue to evaluate opportunities to

expand these activities through additional option-based strategies, structured financial arrangements, digital asset lending and other market-based opportunities that may allow

us to generate income from our $DATA token holdings while maintaining substantial exposure to the DATA ecosystem. In October 2026, The DATA Foundation announced

plans to migrate the DATA Network to the Sui blockchain, which is expected to

 On June 25, 2026, the Story Foundation rebranded as The DATA Foundation, and migrated its $IP tokens to $DATA tokens at a 1:1 ratio. All $IP token references included

herein as of and for all periods presented have been changed to $DATA token references to reflect the effect of that June 25, 2026 migration, unless otherwise noted.

2

2
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result in the wind-down of all existing validator infrastructure. As the network evolves, we intend to evaluate alternative opportunities for generating income through our digital

asset treasury activities and potential participation in new network-related services. The availability, timing and economic benefits of these opportunities will depend on market

conditions, applicable contractual restrictions and the development of the DATA ecosystem, and there can be no assurance that these activities will generate revenues

comparable to those historically generated by our validator operations.

Our Spirits Business

Our spirits business operates in the craft segment of the approximately $288 billion global spirits market. Our growth strategy is centered on three primary initiatives.

First, we are expanding higher-margin DtC sales through a compliant third-party platform that enables shipments to consumers in 46 states, representing approximately 96.8%

of the U.S. population, allowing us to build direct customer relationships and leverage consumer data to drive repeat purchases and targeted marketing. Second, we aim to

increase wholesale volume through key national and regional accounts by using DtC brand-building efforts to support distributor partnerships and retail pull-through. Third, we

are continuing to test our TBN model, under which tribal partners own and operate production and retail businesses using our brands, intellectual property and operational

support in exchange for royalties on gross sales. We believe this regional production and distribution network has the potential to enhance brand localization, drives trial and

awareness, and creates synergies with our wholesale channels as both footprints expand.

Key Factors Affecting Our Operating Results

Management believes that our performance and future success depend on many factors that present significant opportunities, but also pose challenges, including the

following:

Pricing, Product Cost and Margins

Prior to August 2025, most of our revenue was generated by retail sales of our spirits in our retail tasting rooms (which we closed on December 31, 2025), wholesale

spirits sold through distributors, and spirits sold through our e-commerce platform. Beginning in September 2025, we established a validator program to derive revenue from

staking rewards tied to our $DATA token holdings, which has become the primary source of our revenue at margins exceeding approximately 85%. However, on October 12,

2026, the Sui Foundation and DATA Foundation announced that the DATA Network would migrate to the Sui blockchain and that the existing independent DATA blockchain

would be retired. The announced migration is expected to eliminate the existing validator infrastructure through which we earn staking rewards. Accordingly, we expect our

current validator-related revenue to terminate following completion of the migration, unless alternative revenue-generating arrangements are established. The timing of the

migration and the resulting financial impact on our operations remain uncertain. Going forward, as we transition spirits production to third parties, we expect our expenses

related to production, sales and marketing of our spirits brands to be mostly eliminated. Also, as we focus on the highest margin spirits brands while we shed high overhead real

estate leases, equipment and depreciation expenses, we expect to see margins associated with our sprits brands to increase, particularly where we license our brands and recipes

to third parties who pay us net license fees.

Cryptocurrency Validator Operations and Announced Transition to Sui

In September 2025, we completed testing and onboarding of a validator to stake a substantial portion of our $DATA token holdings and earn staking rewards. By mid-

September 2025, we had completed onboarding the bulk of our tokens onto the validator, through which we began earning daily rewards in the form of additional $DATA

tokens. These rewards have become the Company's primary source of revenue and have historically generated margins exceeding approximately 85%. We recognize income

from validator activities in U.S. dollars based on the fair value of the $DATA tokens received at the time the rewards are earned, using applicable market pricing information.

Recent developments involving the DATA Network, including changes to its underlying blockchain infrastructure, validator participation requirements, staking reward

mechanisms and network governance, could adversely affect the Company's ability to continue operating its validator business, the amount and value of staking rewards earned,

and the profitability of those operations prior to the anticipated termination of validator services in connection with the migration to Sui.

On October 12, 2026, the Sui Foundation and DATA Foundation announced a strategic transaction under which the DATA Network would migrate from its existing

independent blockchain to a protocol operating natively on Sui. The announced migration contemplates retirement of the independent DATA blockchain and elimination of the

existing validator infrastructure, including the infrastructure through which the Company currently earns staking rewards. Consequently, upon completion of the migration, we

expect our current validator operations and associated revenue stream to terminate.
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Although the DATA Foundation has indicated that opportunities may exist for certain infrastructure participants to provide sequencer or similar services under the new

network architecture, the Company has not entered into any definitive agreement establishing its eligibility, compensation, responsibilities or right to participate in such

activities. There can be no assurance that the Company will obtain a replacement infrastructure role or that any resulting revenue would equal or exceed the revenue currently

generated through validator operations.

The timing of the migration, termination of existing validator activities and availability of any alternative revenue opportunities remain uncertain. The loss of our validator

revenue without a corresponding replacement could materially adversely affect our future revenue, operating margins, cash flows and results of operations. Management also

continues to evaluate new opportunities to expand operating lines and business segments to grow revenue and overall value for the enterprise while also reviewing options to

add cash to the balance sheet to improve liquidity.

Key Components of Results of Operations

Net Revenues

Our validator business revenue is primarily generated through blockchain rewards from participation in proof-of-stake networks (“Staking Revenue”), where we validate

or create blocks on the DATA Network using staking validators we control. In exchange for these validation services, we earn $DATA tokens, the native token of the DATA

Network. Revenue is recognized at the point in time when a block is successfully created or validated and the related rewards are transferred to digital wallets we control. Each

block validation represents a distinct performance obligation. We recognize blockchain rewards revenue (Staking Revenue) on a gross basis, as we act as principal of our

contracts by providing the $DATA tokens required for staking. Blockchain rewards are recorded in crypto and related revenue on the condensed consolidated statements of

operations. Revenue is measured based on the number of tokens received and their fair value at contract inception.

We also generate crypto and related revenue from the sale of covered call contracts, which began in January 2026. The premium received from the sale of the call option

is recognized as a component of crypto and related revenue in our condensed consolidated statement of operations. The premium is amortized to crypto and related revenue

over the life of the option using the straight-line method. We record the option as a derivative liability on our condensed consolidated balance sheet at fair value, with changes

in fair value recognized in crypto and related revenue until the option expires or is exercised. If the option is exercised, we settle the underlying security at the exercise price,

and the premium is recognized as a reduction of the carrying amount of the $DATA token

Our spirits business net revenues consist primarily of the sale of spirits and services domestically in the United States. Customers consist primarily of wholesale

distributors and direct consumers. Substantially all revenue is recognized from products transferred at a point in time when control is transferred, and contract performance

obligations are met. Service revenue represents fees for distinct value-added services that we provide to third parties, including production, bottling, marketing, consulting and

other services, including for the TBN, aimed at growing and improving brands and sales. Service revenue is recognized over the period in which the service is provided. On a

go-forward basis, spirits revenue may also include addition licensing fees we earn by licensing out our brands or recipes to third parties to produce, market and sell.

Cost of Revenue

We recognize the staking and validator business cost of revenue in the same manner that the related revenue is recognized. Our cost of revenue consists of Amazon Web

Services data center incidences that run the validator protocol and software, financial software to track each token earned and their value, consulting agreements related to

managing the validator work, contracted computer programmers to insure validator uptime and the net rewards owed to third parties for which we perform validator services.

Specifically, per the agreements of the layer 1 protocol, of the rewards derived from staking on behalf of third parties, we keep 5% of the rewards earned and pay 95% of the

rewards to the third party token owners, and this 95% paid out to third parties is treated as an expense. Accounting rules require we book the full revenue associated with the

total rewards earned and then deduct as a cost the 95% of the rewards payable to the third party token owners. This has the effect of increasing the total cost of revenue

associated with staking and reducing our gross profits and gross margins accordingly.

We recognize the spirits business cost of revenue in the same manner that the related revenue is recognized. Our cost of revenue consists of product costs, including

manufacturing costs, duties and other applicable importing costs, shipping and handling costs, packaging, warranty replacement costs, fulfillment costs, warehousing costs, and

certain allocated costs related to management, facilities and personnel-related expenses associated with supply chain logistics.
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Gross Profit and Gross Margin

Our gross profit for both our crypto and spirits business is the difference between our revenues and cost of revenue. Gross margin percentage is obtained by dividing gross

profit by our revenue. Our gross profit and gross margin are, or may be, influenced by several factors, including:

• Market conditions that may impact the market value of our investment in intangible digital assets ($DATA tokens);

• Market conditions that impact the market value of the blockchain rewards (staking revenue);

• Staking yields for work performed on the validator;

• The cost of third-party computer services that house our validator;

• The volume of tokens that we stake or commit to covered calls, and the terms of the related contracts;

• The volume of third-party tokens assigned to our validator;

• Market conditions that may impact our pricing;

• Our cost structure for manufacturing operations, including contract manufacturers, relative to volume, and our product support obligations;

• Our capacity utilization and overhead cost absorption rates;

• Our ability to maintain our costs on the components that go into the manufacture of our products;

• Seasonal sales offerings or product promotions in conjunction with plans created with our distributors or retail channels;

• Our closure of our tasting rooms; and

• Our closure of our distillery operations and shift to third-party production.

We expect our gross profit and gross margin to fluctuate over time, depending on the factors described above.

Sales and Marketing

Sales and marketing expenses through June 30, 2026 consisted primarily of employee-related costs for individuals working in our sales and marketing departments and

the executives to whom such employees report and the executives whose primary function was sales or marketing. The expenses included our personnel responsible for

managing our e-commerce platform, wages, commissions and bonuses for our outside sales team members who market and sell our products to distributors and retail end users

and the associated costs of such sales. Sales and marketing expenses also included the costs of social media, influencers, and other traditional marketing costs, costs related to

trade shows and events and an allocated portion of overhead costs. With the closure of our retail tasting rooms as of December 31, 2025, all staffing, managerial, and sales and

marketing expenses related to those operations were eliminated effective January 1, 2026.

General and Administrative

General and administrative expenses consist primarily of personnel-related expenses associated with our executive, finance, legal, insurance, information technology and

human resources functions, as well as professional fees for legal, audit, accounting and other consulting services, and an allocated portion of overhead costs. We expect our

general and administrative expenses will increase on an absolute dollar basis as a result of operating as a public company, including expenses necessary to comply with the

rules and regulations applicable to companies listed on a national securities exchange and related to compliance and reporting obligations pursuant to the rules and regulations

of the SEC, as well as increased expenses for general and director and officer insurance, investor relations, directors fees and other administrative and professional services. In

addition, we expect to incur additional costs as we hire additional personnel and enhance our infrastructure to support our crypto and related business and the anticipated

growth of our business.

As of June 30, 2026, we had outstanding restricted stock units (“RSUs”) that, upon vesting, will settle into an aggregate of 27,904 shares of common stock based upon the

grant date fair value of $3,054,775.300. During the three and six months ended June 30, 2026, respectively, we granted 0 and 8,975 RSUs to officers and employees, and 2,250

and 12,250 RSUs to a consultant for investor relations support.
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Interest Expense

Interest expenses include cash interest accrued on our secured debt, cash interest and non-cash interest paid or accrued on our notes payable, interest on leased equipment

or assets, and costs and interest on credit cards.

Change in Fair Value of Intangible Digital Assets

Our intangible digital assets consist primarily of $DATA tokens in our digital treasury. These assets are remeasured to fair value at the end of each reporting period, with

changes recognized in Change in Fair Value of Intangible Digital Assets on the condensed consolidated statements of operations. For the three and six months ended June 30,

2026, respectively, we recognized a fair value loss of approximately $11,662,000 and $76,132,000 driven by market fluctuations in the $DATA token. As of June 30, 2026, the

fair value of intangible digital assets on our condensed consolidated balance sheet was approximately $12,818,000 using the closing price per $DATA token of $0.2955. As of

December 31, 2025, the fair value of intangible digital assets on our condensed consolidated balance sheet was approximately $91,701,000 using the closing price per $DATA

token of $1.719. We continue to hold substantially all $DATA tokens for investment and may stake them periodically.

Changes in Fair Value of Investment in Flavored Bourbon, LLC

As of June 30, 2026 and December 31, 2025, respectively, we had a 11.8% and 11.8% ownership interest in Flavored Bourbon, LLC, respectively. For the year ended

December 31, 2025, we recorded an impairment charge of approximately $3,357,000 on our investment in Flavored Bourbon LLC.

As of December 31, 2025, we evaluated qualitative impairment indicators for our non-controlling minority equity investment in Flavored Bourbon, LLC as of the

measurement date. There have been no observable share sales, financing rounds, or brand-level transactions to provide direct price discovery. Therefore, we estimated fair value

using Level 3 inputs consistent with ASC 820 (market participant assumptions).

Based on (i) the reported contraction in craft spirits, (ii) the reported slowdown in overall alcohol participation and spirits supplier revenue, (iii) reported flavored whiskey

category softness, (iv) continued distributor-tier consolidation and sales force reductions, (v) lack of consistent marketing or sales activity for the brand for the latter half of

2025, and (vi) public-company earnings deterioration and impairment activity, management concluded the investment’s carrying value exceeds fair value. A write-down of

23.5%, or approximately $3,357,000, from the previously recorded approximately $14,285,000 down to approximately $10,928,000 as of December 31, 2025, is the best

estimate within a supportable 20%–25% range.

Restructure Costs

On October 23, 2025, we announced that we would close our five owned and operated tasting rooms in Washington and Oregon effective December 31, 2025, along with

the transition of our production from in-house production to third party contract producers beginning in the first quarter of 2026 (the “Restructuring”). As of December 31,

2025, we wrote off and expensed approximately $3,393,000 of: property and equipment; operating lease ROU assets and lease liabilities; and other related expenses as part of

the Restructuring. During the three and six months ended June 30, 2026, we recorded additional expenses related to the Restructuring of approximately $408,000 and $699,000,

respectively, of future lease obligation, and personnel related expenses.

Income Taxes

Section 382 Ownership Changes and Limitation on Net Operating Loss Carryforwards

We engaged an outside accounting firm to perform an analysis under Internal Revenue Code (“IRC”) Section 382 to determine whether changes in ownership of our stock

could limit the future utilization of our NOL carryforwards and certain tax credits. The analysis covered the period beginning March 22, 2018, when we ceased operating as an

S corporation and became a C corporation, through December 31, 2025.

Under IRC Section 382, if a corporation undergoes an “ownership change,” generally defined as a cumulative increase of more than 50 percentage points in the ownership

of 5% shareholders over a rolling three-year period, the corporation’s ability to utilize its pre-change NOLs and certain tax attributes may be subject to an annual limitation. The

limitation is generally calculated based on the fair market value of the corporation immediately prior to the ownership change multiplied by the long-term tax-exempt rate,

subject to certain adjustments.

Based on the analysis, we experienced ownership changes on November 25, 2024 and August 15, 2025, primarily in connection with our initial public offering and

subsequent equity transactions. These ownership changes resulted in limitations on our ability to utilize certain NOL carryforwards and tax credits generated prior to those

dates.
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As of December 31, 2024, we had approximately $61.5 million of federal NOL carryforwards and approximately $192,000 of federal tax credits subject to Section 382

limitations. During the year ended December 31, 2025, we generated additional federal NOLs of approximately $13.3 million and $32,000 of federal tax credit, resulting in

total federal NOL carryforwards of approximately $74.8 million and federal tax credit approximately $224,000 as of December 31, 2025, before consideration of any

limitations under Section 382. Following the ownership changes, our ability to utilize our NOLs and certain tax credits is limited on an annual basis.

Based on the Section 382 limitation analysis, we expect that our tax attributes will be released and available for use gradually over multiple years rather than immediately.

For example, estimated annual availability includes approximately:

• $0.8 million available in 2024 (partial year following the ownership change);

• approximately $5.4 million per year from 2025 through 2028;

• approximately $4.7 million in 2029; and

• approximately $1.0 million per year thereafter until the remaining attributes are fully utilized.

The additional NOLs generated during 2025 of approximately $13.3 million may also be subject to the Section 382 limitation to the extent such losses are treated as pre-

change attributes or otherwise limited under applicable tax rules. As a result, we expect that a portion of our NOL carryforwards, including those generated in 2025, will be

usable only over an extended period of time in accordance with the applicable annual limitation amounts.

As reflected in the rollout schedule included in the analysis, a portion of our tax attributes will become available over time through approximately 2044 and subsequent

tax years, subject to our generating sufficient taxable income to utilize those attributes.

The analysis also indicates that approximately $189,000 of tax credits may be permanently limited and therefore unavailable for utilization as a result of the Section 382

limitations. We will update this estimate to reflect the impact of additional NOLs generated in 2025 of approximately $13.3 million and any resulting changes in the amount of

tax attributes that may be limited or available in future periods.

We will continue to evaluate the impact of these limitations as part of our ASC 740 income tax accounting, including the assessment of deferred tax assets and related

valuation allowances. Future ownership changes, additional losses generated in 2025 and subsequent years, or changes in taxable income projections could further impact our

ability to utilize our NOL carryforwards and other tax attributes.

Transition of Story Foundation to The DATA Foundation

On June 25, 2026, the Story Foundation announced its transition and rebranding to The DATA Foundation, including the renaming of the Story Network as the DATA

Network and the network's native $IP token as $DATA. In connection with the transition, The DATA Foundation stated that existing $IP tokens would migrate to $DATA on a

one-for-one basis without requiring action by holders of native $IP tokens. The DATA Foundation described the transition as a strategic refocusing of the network toward

infrastructure supporting artificial intelligence training data, including data sourcing, provenance, licensing, auditability and monetization. The DATA Foundation stated that the

transition did not involve a change to the underlying blockchain network or technology.

The transition represents an evolution of the Story Foundation's prior focus on programmable intellectual property. According to The DATA Foundation, its experience

developing applications across entertainment, creator tools, gaming and other intellectual-property categories led it to identify artificial intelligence training data as an area

demonstrating significant demand for its technology. The DATA Foundation has accordingly positioned the DATA Network as infrastructure through which data may be

sourced, processed, verified and licensed for use in artificial intelligence applications.

In connection with the June 25, 2026 transition, The DATA Foundation also introduced Trace, a public audit and verification platform designed to create verifiable records

relating to the provenance, contributor consent, licensing and other information associated with data made available for artificial intelligence applications. Each contribution

registered through the DATA Network is intended to generate a verifiable receipt that may be used to establish an audit trail relating to the underlying data without requiring the

underlying data itself to be publicly disclosed.

KLED Integration, AI Training Data and Trace

Also on June 25, 2026, The DATA Foundation launched Trace, a public audit and verification platform designed to create verifiable on-chain records relating to the

provenance, consent, licensing and payment history of data registered on

46



Table of Contents

the DATA Network. On the same date, The DATA Foundation announced an integration with KLED.ai (“KLED”), an opt-in marketplace through which individuals may

contribute data for licensing and other use by artificial intelligence developers and other data purchasers. In connection with the integration, KLED began onboarding a pool of

more than 1.5 billion user-contributed records to the DATA Network. The 1.5 billion figure represents records uploaded to or available through KLED and being onboarded to

the DATA ecosystem and should not be interpreted as the number of records that had completed registration on-chain as of June 25, 2026.

The DATA Foundation also invested $3 million in KLED on June 25, 2026. KLED reported that the investment increased its total funding to approximately $14 million.

In connection with the relationship, Avi Patel, KLED's founder and Chief Executive Officer, joined The DATA Foundation as Chief Data Officer in an advisory capacity while

continuing to lead KLED. The DATA Foundation stated that the relationship is intended to combine KLED's data-sourcing marketplace with the DATA Network's audit and

licensing infrastructure.

The DATA Foundation currently reports that KLED has received more than 1.5 billion records uploaded by individual contributors and is receiving more than five million

additional uploads per day. Under the integration, KLED's contributor receipts, consent and policy records, provenance information and other audit information may be

recorded and verified through Trace and the DATA Network.

The DATA Foundation has described KLED as a significant source of data for the DATA Network and as part of a broader ecosystem of applications intended to address

the sourcing, processing, verification and licensing of artificial intelligence training data.

Registration Activity Through June 30, 2026

Following the June 25, 2026 transition and commencement of the KLED integration, registration activity on the DATA Network increased. According to DATA

Foundation updates reported following quarter end, more than 10 million records had been registered on the DATA Network as of June 30, 2026.

Management believes that registration activity is a relevant indicator of utilization of the DATA Network because a registration represents the creation of a verifiable

receipt associated with a data contribution or record. Registration counts should not, however, be interpreted as equivalent to revenue, unique data assets, customers or

completed commercial licensing transactions, and historical registration activity may not be indicative of future network utilization.

Subsequent Network Growth

Following June 30, 2026, The DATA Foundation reported continued growth in DATA Network activity. On July 24, 2026, the DATA Network surpassed 100 million

cumulative on-chain data registrations. The DATA Foundation has stated that registration count is an operating metric it uses to evaluate utilization of the network because

registrations represent use of the network for the creation of verifiable records relating to data provenance, contributor information and related rights and licensing information.

As of October 13, 2026, The DATA Foundation's publicly-available network reporting indicated approximately 277 million receipts recorded on the protocol,

approximately 532,000 contributors and approximately 390 terabytes of data audited through the network. These figures represent growth from the more than 10 million

registrations reported as of June 30, 2026 and the more than 100 million cumulative registrations reported on July 24, 2026.

The 277 million receipts reported as of October 13, 2026 should be distinguished from the more than 1.5 billion records reported as uploaded to KLED. The latter

represents the broader pool of records uploaded or available for onboarding through KLED, while the receipt count represents records for which a receipt had been recorded on

the DATA protocol as of the applicable measurement date.

The DATA Foundation's publicly available information also indicated as of October 13, 2026 that KLED had more than 1.5 billion records uploaded by contributors and

was receiving more than five million new uploads per day. The difference between uploaded records and protocol receipts indicates that a substantial inventory of uploaded data

remained available for potential processing or registration on the DATA Network. There can be no assurance as to the timing or extent to which uploaded records will ultimately

be registered, licensed or otherwise generate economic activity on the network.

Trace serves as the DATA Network's public audit layer and is designed to provide records relating to provenance, contributor consent, applicable policy terms and other

information associated with contributed data. The DATA Foundation has positioned Trace, together with KLED and other applications operating on the DATA Network, as

infrastructure
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intended to enable developers, data purchasers and other parties to evaluate and verify rights and provenance associated with data intended for artificial intelligence

applications.

The commercial adoption, utilization and financial impact of the DATA Network, Trace, KLED and related applications remain subject to development, execution,

market-adoption and other risks. Registration volume, contributor counts, data volume and other operating metrics are reported by The DATA Foundation and other ecosystem

participants and should not be interpreted as an indication or guarantee of future revenue, network activity, token value or financial performance.

On October 12, 2026, The DATA Foundation announced a strategic transaction pursuant to which the Sui Foundation committed to invest approximately $30 million in

the DATA Network, becoming its largest institutional stakeholder. In connection with the transaction, The DATA Foundation announced plans to migrate the DATA Network to

the Sui blockchain and discontinue operation of its independent Layer 1 blockchain and associated validator infrastructure. The Company currently holds $DATA tokens as part

of its digital asset treasury and participates in the network as a validator.

$IP tokens migrated to $DATA tokens on a one-for-one basis as of October 9, 2026 with no other change to existing token supply. It was announced by The DATA

Foundation that vesting schedules and lockup restrictions were expected to be preserved, but no details were yet supplied. The DATA Foundation also noted that at some point

yet to be determined after migration it is expected there will no longer be a need for third party validators, which would necessarily negate the need for validation services

provided by the Company, although it noted opportunities may exist to participate in a sequencer or similar infrastructure role under the new network architecture. The timing,

requirements, and economic benefits of any such role have not yet been determined.

The Company continues to evaluate the potential effects of the transaction and planned migration on its digital asset holdings and network activities. As of the date of this

filing, the ultimate financial and operational impacts of the transaction and migration remain uncertain.

Reverse Stock Splits

On September 18, 2025, the stockholders approved an amendment to our Second Amended and Restated Certificate of Incorporation, as amended, to effect a reverse stock

split of our common stock at a reverse stock split ratio ranging from 1:5 to 1:20, without reducing the authorized number of shares of common or preferred stock or changing

the par value per share of our common stock, and to authorize the Company’s Board of Directors (the “Board”) to determine, at its discretion, the timing of the amendment and

the specific ratio of the reverse stock split, without further approval or authorization of our stockholders. On October 16, 2025, the Board approved, and on November 5, 2025

we effected, a 1-for-20 reverse stock split. All share and per share numbers included in in this filing as of and for all periods presented also reflect the effect of that stock split

unless otherwise noted.

On April 10, 2026, the stockholders approved an amendment to our Third Amended and Restated Certificate of Incorporation to effect a reverse stock split of our common

stock at a reverse stock split ratio ranging from 1:5 to 1:20, without reducing the authorized number of shares of common or preferred stock or changing the par value per share

of our common stock, and to authorize the Board to determine, at its discretion, the timing of the amendment and the specific ratio of the reverse stock split, without further

approval or authorization of our stockholders. On April 17, 2026, the Board approved, and on April 23, 2026 we effected, a 1-for-20 reverse stock split. All share and per share

numbers included in this filing as of and for all periods presented also reflect the effect of that stock split unless otherwise noted.

All share and per share numbers presented in this filing have been rounded individually. As a result, totals may reflect the effect of differences between: aggregating the

individually rounded component numbers; and the rounding of the total of the individual component numbers. In cases where rounding occurred, the amount of the rounding

difference is not material and are considered to be insignificant. The aggregate effect of rounding down fractional shares and the respective payout of paid in capital is reported

in the aggregate where significant, including the condensed consolidated statements of stockholders’ equity.

Comparison of the Results of Operations for the Three Months Ended June 30, 2026 and 2025

The numbers presented below that have been rounded for presentation purposes have been rounded individually. As a result, totals may reflect the effect of differences

between aggregating the individually rounded component numbers and the rounding of the total of the individual (non-rounded) component numbers. In cases where rounding

occurred, the amount of the rounding difference is generally $1,000 or less. Such differences are considered to be insignificant.
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The following table summarizes our results of operations for the three months ended June 30, 2026 and 2025.

For the Three Months Ended

June 30,

2026 2025 Change

REVENUE

Crypto and Related $ 554,000  $ —  $ 554,000 

Spirits Products 166,000  1,060,000  (894,000)

Spirits Services 16,000  261,000  (245,000)

Total Net Revenues 736,000  1,322,000  (586,000)

COST OF REVENUE

Crypto and Related 134,000  —  134,000 

Spirits Products 193,000  1,083,000  (890,000)

Spirits Services —  12,000  (12,000)

Total Cost of Revenue 327,000  1,095,000  (767,000)

Gross Profit 409,000  227,000  182,000 

OPERATING EXPENSES

Sales and Marketing 324,000  1,972,000  (1,647,000)

General and Administrative 3,253,000  4,904,000  (1,651,000)

Change in Fair Value of Intangible Digital Assets 11,662,000  —  11,662,000 

Total Operating Expenses 15,240,000  6,876,000  8,364,000 

OTHER INCOME / (EXPENSE)

Interest Expense (15,000) (595,000) 580,000 

Restructure Costs Post-Close (408,000) —  (408,000)

Other Income / (Expense) (192,000) (48,000) (145,000)

Total Other Income / (Expense) (615,000) (643,000) 28,000 

Income / (Loss) Before Income Taxes (15,446,000) (7,292,000) (8,154,000)

Income Taxes (1,000) (3,000) 2,000 

Net Income / (Loss) $ (15,447,000) $ (7,295,000) $ (8,152,000)

Net Income / (Loss) Per Share, Basic $ (13.30) $ (308.12) $ 294.82 

Weighted Average Common Shares Outstanding, Basic 1,168,984  27,501  1,141,483

Net Income / (Loss) Per Share, Diluted $ (13.30) $ (308.12) $ 294.82 

Weighted Average Common Shares Outstanding, Diluted 1,168,984  27,501  1,141,483
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Cost of revenue of approximately $327,000 and $1,095,000, and operating expenses of approximately $15,240,000 and $6,876,000 for the three months ended June 30,

2026 and 2025, respectively, included non-cash share-based compensation for employees (personnel) and consultants of approximately $772,000 and $3,127,000, respectively,

as follows:

Three Months Ended June 30,

(rounded to $000’s)

Non-Cash Share-Based Compensation 2026 2025 Change

Production / Cost of Revenue $ 5,000  $ 121,000  $ (116,000)

Sales and Marketing 16,000  647,000  (631,000)

General and Administrative - Director Fees —  337,000  (337,000)

General and Administrative 750,000  1,810,000  (1,060,000)

Subtotal Employee Compensation 772,000  2,915,000  (2,143,000)

Professional Fees (General and Administrative) —  212,000  (212,000)

Total Non-Cash Share-Based Compensation $ 772,000  $ 3,127,000  $ (2,355,000)

Cost of revenue, sales and marketing, and general administrative expense, net of non-cash share-based compensation was as follows:

Three Months Ended June 30, 2026

(rounded to $000’s)

Three Months Ended June 30, 2025

(rounded to $000’s)

Expenses Net of Non-Cash Share-Based

Compensation Cost of Revenue

Sales and

Marketing

General and

Administrative Cost of Revenue

Sales and

Marketing

General and

Administrative

Total Expense $ 327,000  $ 324,000  $ 3,253,000  $ 1,095,000  $ 1,972,000  $ 4,904,000 

Less: Non-Cash Share-Based Compensation (5,000) (16,000) (750,000) (121,000) (647,000) (2,359,000)

Total Expense, net of Non-Cash Share-Based

Compensation $ 322,000  $ 308,000  $ 2,503,000  $ 974,000  $ 1,325,000  $ 2,546,000 

Net Revenues - Crypto and Related Business

Three Months Ended

June 30,

(rounded to $000’s)

Net Revenues - Crypto and Related 2026 2025 Change

Staking Revenue 391,000  —  391,000 

Covered Call Contracts 163,000  —  163,000 

$ 554,000  $ —  $ 554,000 

Net revenues were approximately $554,000 and $0 for the three months ended June 30, 2026 and 2025, respectively, an increase of approximately $554,000, or 100%,

period over period. There were no comparable revenues in the three months ended June 30, 2025 as we began recognizing staking and validator revenues on September 18,

2025 and revenue from sale of covered call contracts in January of 2026. For the three months ended June 30, 2026, substantially all crypto and related validator business

revenue was related to self-staking. Net revenues in this segment include all revenues we realize from staking our own tokens and all revenue from the staking of tokens owned

by third parties before paying out 95% of the rewards owed to those third party token owners. Of the approximately [$391,000] in Staking Revenue for the three months ended

June 30, 2026 [$371,000] was derived from our own staking rewards and approximately [$20,000] was the total realized from staking rewards for tokens owned by third

parties, 95% of which, or approximately [$19,000], were paid to the third party token owners and is included in cost of revenue.

Of the total validator business revenues related to cryptocurrency, we drive operational revenues in two ways: 1) self-staking (tokens we own being staked on our own

validator); and 2) staking of third-party tokens. Revenue is recognized at the point when the block creation or validation is complete and the rewards are transferred into a

digital wallet that we control. Validator services were tested in early September and were fully functional as of September 18, 2025, meaning the revenue from this activity was

only active for the fourth quarter of 2025, and approximately two weeks of the twelve weeks of the third quarter of 2025. In addition to staking revenue, we also generate

crypto and related revenue from the sale of
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covered call contracts, which began in January 2026 and totaled approximately $163,000 in covered call premiums for the three months ended June 30, 2026.

Cost of Revenue — Crypto and Related Business

Cost of revenue was approximately $134,000 and $0 for the three months ended June 30, 2026 and 2025, respectively, an increase of approximately $134,000 from $0

period over period. Cost of revenue consisted primarily of: technology platform expenses; external engineering support; consulting services for managing our crypto assets and

investment strategies; blockchain transaction fees and blockchain rewards payable to third party delegators related to crypto operating activities; and commissions paid on

covered call contracts. Of the blockchain rewards payable to third parties, they are derived from staking on behalf of third parties, for which we keep 5% of the rewards earned

and pay 95% of the rewards to the third party token owners. Accounting rules require we book the full revenue associated with the total rewards earned and then deduct as a

cost the 95% of the rewards payable to the third party token owners, which has the effect of increasing the total cost of revenue associated with staking and reducing our gross

profits and gross margins accordingly. Cost of revenue associated with the 95% of staking rewards owed to third parties was approximately $19,000 of the $119,000 total cost

of revenue noted in the table below. There was no comparable cost of revenue in the three months ended June 30, 2025 as we began recognizing revenues from staking and

validator activities and covered call contracts; and incurring related cost of revenue once our validator services was operational on September 18, 2025 and we began entering

into covered call contracts in January 2026.

Three Months Ended

June 30,

(rounded to $000’s)

Cost of Revenue - Crypto and Related 2026 2025 Change

Staking Costs 119,000  —  119,000 

Covered Call Contract Commissions 16,000  —  16,000 

$ 134,000  $ —  $ 134,000 

Gross Profit — Crypto and Related Business

Gross profit was approximately $419,000 and $0 for the three months ended June 30, 2026 and 2025, respectively, an increase of approximately $419,000, or 100%,

period over period, and included:

Three Months Ended

June 30,

(rounded to $000’s)

Total Gross Profit - Crypto and Related 2026 2025 Change

Staking Gross Profit 272,000  —  272,000 

Covered Call Contracts 147,000  —  147,000 

$ 419,000  $ —  $ 419,000 

It is important to note that there were no comparable cost of revenue in the three months ended June 30, 2025 as we began recognizing staking and validator revenues and

incurring related cost of revenue upon beginning our validator service on September 18, 2025.

Gross Profit Analysis — Crypto and Related Business

Gross Margin numbers were as follows for the three months ended June 30, 2026 and 2025 as follows:

Three Months Ended

June 30,

ChangeTotal Gross Margin - Crypto and Related 2026 2025

Staking Profit 69.6 % — % 69.6 %

Covered Call Profit 90.4 % — % 90.4 %

75.7 % — % 75.7 %

Gross margin was approximately 75.7% and 0% for the three months ended June 30, 2026 and 2025, respectively, based upon total net revenues of approximately

$554,000 and $0, respectively. As noted above in Cost of Revenue, of the rewards earned for staking third party tokens, 95% is paid out to those third parties, with the net of

5% being recognized by
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us. This high cost inflates the overall cost of revenue and reduces our overall gross profit and gross margins. Excluding these third party expenses the cost of operating the

validator and earning our own rewards is relatively fixed, consisting primarily of the party consulting services to run the validator and the modest monthly expenses associated

with the web service hosting the validator. Because we earn a fairly steady number of tokens in any given period of time from validator services, and because the costa of

earning the tokens are relatively fixed, the biggest driver of gross profit and resulting gross margin is the market price of the token itself. The higher the token price the great the

gross profit and gross margin. At $1.00 per token the gross profit and gross margin would be much higher than if the token was valued at $0.30 when compared against the

same fixed operating costs.

The Gross Profit numbers above were based on the total revenues for the three months ended June 30, 2026 and 2025 as follows:

Three Months Ended

June 30,

(rounded to $000’s)

Net Revenues - Crypto and Related 2026 2025 Change

Staking Revenue 391,000  —  391,000 

Covered Call Contracts 163,000  —  163,000 

$ 554,000  $ —  $ 554,000 

Net Revenues — Spirits Business

Three Months Ended June 30,

(rounded to $000’s)

Net Revenues — Spirits Business 2026 2025 Change

Products $ 166,000  $ 1,060,000  $ (894,000)

Services 16,000  261,000  (245,000)

$ 182,000  $ 1,321,000  $ (1,139,000)

Net revenues were approximately $182,000 and $1,321,000 for the three months ended June 30, 2026 and 2025, respectively, a decrease of approximately $1,139,000, or

86.2%, period over period.

The approximately $894,000 net decrease in product revenues, period over period, included:

Three Months Ended June 30,

(rounded to $000’s)

Product Revenues — Spirits Business 2026 2025 Change

Wholesale $ 96,000  $ 457,000  $ (361,000)

Retail 70,000  603,000  (533,000)

$ 166,000  $ 1,060,000  $ (894,000)

The approximately $361,000 decrease in wholesale product revenues was primarily the result of halting production of a selection of lower margin products and the timing

of orders through the wholesale channel moving between quarters.

The approximately $533,000 decrease in retail revenues was primarily a result of having closed all of our retail tasting rooms as of December 31, 2025, with no retail

revenue being generated in the period ending March 31, 2026.

The approximately $245,000 decrease in net services revenue period over period included:

Three Months Ended June 30,

(rounded to $000’s)

Services Revenue — Spirits Business 2026 2025 Change

Third Party $ 2,000  $ 8,000  $ (6,000)

Retail —  247,000  (247,000)

Consulting and Other 14,000  6,000  8,000 

$ 16,000  $ 261,000  $ (245,000)
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Net services revenue decreased by approximately $245,000 period over period, driven by an approximately $247,000 decrease in retail services having closed all of our

retail tasting rooms as of December 31, 2025, with no retail services revenue being generated in the three months ended June 30, 2026.

Cost of Revenue — Spirits Business

Cost of revenue was approximately $193,000 and $1,095,000 for the three months ended June 30, 2026 and 2025, respectively, a decrease of approximately $902,000, or

82.4%, period over period. Cost of revenue for the three months ended June 30, 2026 and 2025, respectively, included approximately $5,000 and $121,000 of non-cash share-

based compensation expenses related to RSU grant awards recognized for production employees.

Three Months Ended June 30,

(rounded to $000’s)

Cost of Revenue - Spirits Business 2026 2025 Change

Products $ 193,000  $ 1,083,000  $ (890,000)

Services —  12,000  (12,000)

$ 193,000  $ 1,095,000  $ (902,000)

The approximately $902,000 decrease in net spirits business cost of revenue period over period included: a decrease in product cost of approximately $890,000 to

approximately $193,000 for the three months ended June 30, 2026, from approximately $1,083,000 for the three months ended June 30, 2025, and a decrease in unabsorbed

overhead of approximately $497,000 to approximately $110,000 as of June 30, 2026 from approximately $607,000 as of June 30, 2025. The approximately $890,000 decrease

in products costs was driven largely by the closure of all of our retail tasting rooms as of December 31, 2025, with no retail services revenue being generated in the period

ending June 30, 2026 and the exiting of certain low margin spirits SKUs in wholesale.

Services cost of revenue decreased by approximately $12,000 to approximately $0 for the three months ended June 30, 2026 from approximately $12,000 for the three

months ended June 30, 2025 primarily resulting from us ending a low-margin third-party production contract for another brand and the wind down of barrel production for third

parties.

Three Months Ended June 30,

(rounded to $000’s)

Components of Products Cost of Revenue - Spirits Business 2026 2025 Change

Product Cost (from inventory) $ 83,000  $ 476,000  $ (393,000)

Overhead - Unabsorbed 110,000  607,000  (497,000)

$ 193,000  $ 1,083,000  $ (890,000)

Three Months Ended June 30,

(rounded to $000’s)

Components of Products Cost of Revenue — Spirits Business 2026 2025 Change

Product Cost (from inventory) 43.2 % 44.0 % (0.7)%

Overhead - Unabsorbed 56.8 % 56.0 % 0.7 %

100.0 % 100.0 % — %

Unabsorbed overhead as a component of product cost of revenue of approximately 56.8% and 56.0% for the three months ended June 30, 2026 and 2025, respectively, has

been a significant contributors to our overall low products gross margins. Unabsorbed overhead is a function of costs attributable to the excess capacity and associated overhead

in our system. As we move to third party production in 2026 there will be a transitionary period where we still report Production Overhead costs carried against lower sales,

leading to a higher percentage of costs during this period. Once we complete the transition of our final production lease and equipment disposition in 2026, we expect this cost

to be largely eliminated in 2027 and beyond as we move to third party and licensee production. (See below for our discussion on Gross Margins related to unabsorbed overhead

in Non-GAAP Financial Measures).
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The approximately $890,000 decrease in net products cost of revenue period over period is further detailed as follows:

Three Months Ended June 30,

(rounded to $000’s)

Products Cost of Revenue — Spirits Business 2026 2025 Change

Spirits - Wholesale $ 83,000  $ 303,000  $ (220,000)

Spirits - Retail —  141,000  (141,000)

Merchandise and Prepared Food —  32,000  (32,000)

Unabsorbed Overhead 110,000  607,000  (497,000)

$ 193,000  $ 1,083,000  $ (890,000)

Products cost of revenue decreased by approximately $890,000 period over period, driven primarily by an approximately $220,000 decrease in wholesale product costs as

we continued shifting away from lower-margin wholesale volume toward a focus on direct-to-consumer sales, and an approximately $497,000 decrease in unabsorbed overhead

reflecting reduced capacity as production focus evolved. (See below for our discussion on Gross Margins related to unabsorbed overhead in Non-GAAP Financial Measures).

Gross Profit — Spirits Business

Gross profit / (loss) was approximately $(10,000) and $227,000 for the three months ended June 30, 2026 and 2025, respectively, a decrease of approximately $237,000,

or 104%, period over period, and included:

Three Months Ended June 30,

(rounded to $000’s)

Total Gross Profit / (Loss) - Spirits Business 2026 2025 Change

Products $ (26,000) $ (23,000) $ (3,000)

Services 16,000  250,000  (234,000)

$ (10,000) $ 227,000  $ (237,000)

Three Months Ended June 30,

(rounded to $000’s)

Total Gross Margin - Spirits Business 2026 2025 Change

Products (15.7)% (2.2)% (13.5)%

Services 100.0 % 95.8 % 4.2 %

(5.5)% 17.2 % (22.7)%

Gross Margin numbers above are based on the total net revenues for the three months ended June 30, 2026 and 2025 as follows:

Three Months Ended June 30,

(rounded to $000’s)

Net Revenues — Spirits Business 2026 2025 Change

Products $ 166,000  $ 1,060,000  $ (894,000)

Services 16,000  261,000  (245,000)

$ 182,000  $ 1,321,000  $ (1,139,000)

For the three months ended June 30, 2026 and 2025, respectively, the approximately $(26,000) and $(23,000) in products gross profit / (loss), and the resulting decline in

products gross margin to (15.7)% for the three months ended June 30, 2026 compared to (2.2)% for the three months ended June 30, 2025, shows the impact of our reduction in

excess capacity by moving to third-party production, thereby reducing unabsorbed overhead to approximately $110,000 in the three months ended June 30, 2026 from $607,000

during the three months ended June 30, 2025.

Total gross margin decreased to (5.5)% from 17.2% on lower net revenues. Management is undergoing a significant change in focus for the spirits reporting segment of

our business by eliminating our own production leases and disposing of equipment to get asset-light, instead working through third-party licensees and producers to produce

our products for sale into the market. The use of our brands and recipes by trusted licensees can also generate revenue via licensing fees. License
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fee revenues to us can grow as the third-party licensees increase placement and sales of our brands. Because we would not have the obligations or costs associated with

production, marketing or sales for such licensed products, any licensing revenue earned by us should come with higher margins than past revenue tied to our own past

production and sales efforts. Finally, because we have now removed all of our own production leases and equipment, we expect the unallocated production overhead expenses

incurred in the past to be mostly eliminated on a go-forward basis (See also below our comments related to this in more detail in Non-GAAP Financial Measures).

Gross Profit / (Loss) - Analysis of Exclusion of Unabsorbed Overhead — Spirits Business

To provide a more detailed view to our performance for products and services based purely on the direct input costs we remove unabsorbed overhead expenses for the

following analysis. Products gross profit excluding unabsorbed overhead was approximately $84,000 and $584,000 for the three months ended June 30, 2026 and 2025,

respectively, a decrease of approximately $500,000, or 85.7%, period over period, and included:

Three Months Ended June 30,

(rounded to $000’s)

Total Gross Profit / (Loss) - Excluding Unabsorbed Overhead 2026 2025 Change

Products Net Revenue $ (26,000) $ (23,000) $ (3,000)

Add Back: Unabsorbed Overhead 110,000  607,000  (497,000)

     Products Gross Profit Excluding Unabsorbed Overhead 84,000  584,000  (500,000)

Services 16,000  250,000  (234,000)

     Total Gross Profit Excluding Unabsorbed Overhead $ 100,000  $ 834,000  $ (734,000)

Three Months Ended June 30,

(rounded to $000’s)

Total Gross Margin - Excluding Unabsorbed Overhead 2025 2025 Change

Products (15.7)% (2.2)% (13.5)%

Add Back: Unabsorbed Overhead 66.0 % 57.3 % 8.7 %

     Products Gross Margin Excluding Unabsorbed Overhead 50.3 % 55.1 % (4.8)%

Services 100.0 % 95.8 % 4.2 %

     Total Gross Margin Excluding Unabsorbed Overhead 54.7 % 63.1 % (8.4)%

Products gross margin excluding unabsorbed overhead of 50.3% for the three months ended June 30, 2026 compared to 55.1% for the same period in 2025 shows the

impact of our continued transition and the exiting of the higher margin activities that were related to our retail tasting rooms that closed on December 31, 2025.

Sales and Marketing Expenses

Sales and marketing expenses were approximately $324,000 for the three months ended June 30, 2026 compared to approximately $1,972,000 for the three months ended

June 30, 2025. This approximately $1,648,000 decrease included:

Three Months Ended June 30,

(rounded to $000’s)

Sales and Marketing Expense 2026 2025 Change

Personnel - Cash Wages and Related Expense $ 185,000  $ 826,000  $ (641,000)

Personnel - Share-Based Compensation 16,000  647,000  (631,000)

Tasting Room —  22,000  (22,000)

Leases and Rentals —  188,000  (188,000)

Sales and Marketing Expenses 10,000  82,000  (72,000)

Other 114,000  207,000  (93,000)

$ 324,000  $ 1,972,000  $ (1,648,000)

The overall approximately $1,648,000 decrease in sales and marketing expense period over period was the result of a mix of reduced headcount in the wholesale sales

team and retail tasting room sales staff as a result of closing the retail tasting rooms on December 31, 2025. This also removed from the cost structure all costs associated with

rent and operational overhead associated with the tasting rooms.
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General and Administrative Expenses

General and administrative expenses were approximately $3,253,000 for the three months ended June 30, 2026, compared to approximately $4,904,000 for the three

months ended June 30, 2025. This approximately $1,651,000 decrease included:

Three Months Ended June 30,

(rounded to $000’s)

General and Administrative Expense 2026 2025 Change

Personnel - Cash Wages and Related Non-Cash Expense $ 404,000  $ 985,000  $ (581,000)

Personnel - Share-Based Compensation 750,000  1,810,000  (1,060,000)

Professional Fees 1,335,000  760,000  575,000 

Professional Fees - Share-Based Compensation 596,000  212,000  384,000 

Business Insurance 240,000  122,000  118,000 

Leases and Rentals 82,000  143,000  (61,000)

Depreciation 16,000  228,000  (212,000)

Other (169,000) 207,000  (376,000)

Other - Share-Based —  437,000  (437,000)

$ 3,253,000  $ 4,904,000  $ (1,651,000)

General and administrative expenses decreased by approximately $1,651,000 to approximately $3,253,000 for the three months ended June 30, 2026, from approximately

$4,904,000 in the three months ended June 30, 2025, driven primarily by an approximately: $1,060,000 decrease in non-cash personnel share-based compensation, including

RSU grants tied to deferred compensation and employee incentives. General and administrative expenses also included a decrease of approximately $212,000 in depreciation;a

decrease of approximately $437,000 in other -share based related primarily to director fees; a decrease of approximately 376,000 in other; and a decrease of approximately

$61,000 in leases and rentals, primarily a result of reduced warehouse space in the three months ended June 30, 2026 compared to the three months ended June 30, 2025 and the

restructuring of the spirits business at the end of 2025. The respective periods also included offsetting approximately $575,000 increase in professional fees incurred related to

contract Chief Investment Officer services, other outside professional services management of our crypto currency assets, additional public relations and investor relations

expenses via third-party professionals and high accounting and audit preparation services to prepare us for our first audit with new additional cryptocurrency accounting

obligations; an approximately $384,000 increase in share-based compensation professional fees related to RSU grants offered to third party service providers; and an

approximately $118,000 increase in business insurance.

Interest Expense

Interest expense decreased by approximately $580,000 to approximately $15,000 for the three months ended June 30, 2026, compared to approximately $595,000 for the

three months ended June 30, 2025. The decrease was primarily due to the settlement of the Silverview loan in August 2025.

Gain / (Loss) on Intangible Digital Assets

Change in fair value of intangible digital assets resulted in a loss of approximately $11,662,000 for the three months ended June 30, 2026, (based on a closing price on

June 30, 2026 of $0.2955 per $DATA token), compared to $0 for the three months ended June 30, 2025, as we had no similar $DATA tokens held for investment as of June 30,

2025 and began recognizing fair value adjustments on $DATA tokens upon closing of the August 15, 2025 PIPE transaction. The loss for the three months ended June 30, 2026

was primarily attributable to unfavorable market movements in the quoted price of $DATA tokens held for investment. We measure fair value using quoted prices in our

principal market at the end of each reporting period, with changes recognized in Change in Fair Value of Intangible Digital Assets on the condensed consolidated statements of

operations.

During the three months ended March 31, 2026, we sold 1 million $DATA tokens into the market for cash proceeds of approximately $798,000 before deducting any fees

or commissions on any such sales, for a loss on sale of intangible digital assets of approximately $2,360,000, which is included in the loss attributed to the change in fair value

of intangible digital assets recognized for the same time period.

56



Table of Contents

Restructure Costs

On October 23, 2025, we announced the Restructuring. As of December 31, 2025, we wrote off and expensed approximately $3,393,000 of: property and equipment;

operating lease ROU assets and lease liabilities; and other related expenses as part of the Restructuring. During the three and six months ended June 30, 2026, we recorded

additional expenses related to the Restructuring of approximately $408,000 and $699,000, respectively, of future lease obligation, and personnel related expenses.

Income Taxes

As of December 31, 2024, we had approximately $61.5 million of federal NOL carryforwards and approximately $192,000 of federal tax credits subject to Section 382

limitations. During the year ended December 31, 2025, we generated additional federal NOLs of approximately $13.3 million, resulting in total federal NOL carryforwards of

approximately $74.8 million as of December 31, 2025, before consideration of any limitations under Section 382. Following the ownership changes, our ability to utilize our

NOLs and certain tax credits is limited on an annual basis. The analysis determined an initial base annual Section 382 limitation of approximately $1.0 million, which may be

increased in certain years by recognized built-in gains attributable to our assets.

Based on the Section 382 limitation analysis, we expect that our tax attributes will be released and available for use gradually over multiple years rather than immediately.

For example, estimated annual availability includes approximately:

• $0.8 million available in 2024 (partial year following the ownership change);

• approximately $5.4 million per year from 2025 through 2028;

• approximately $4.7 million in 2029; and

• approximately $1.0 million per year thereafter until the remaining attributes are fully utilized.

The additional NOLs generated during 2025 of approximately $13.3 million may also be subject to the Section 382 limitation to the extent such losses are treated as pre-

change attributes or otherwise limited under applicable tax rules. As a result, we expect that a portion of our NOL carryforwards, including those generated in 2025, will be

usable only over an extended period of time in accordance with the applicable annual limitation amounts.

As reflected in the rollout schedule included in the analysis, a portion of our tax attributes will become available over time through approximately 2044 and subsequent

tax years, subject to our generating sufficient taxable income to utilize those attributes.

The analysis also indicates that approximately $189,000 of tax credits may be permanently limited and therefore unavailable for utilization as a result of the Section 382

limitations. We will update this estimate to reflect the impact of additional NOLs generated in 2025 of approximately $13.3 million and any resulting changes in the amount of

tax attributes that may be limited or available in future periods.

We will continue to evaluate the impact of these limitations as part of its ASC 740 income tax accounting, including the assessment of deferred tax assets and related

valuation allowances. Future ownership changes, additional losses generated in 2025 and subsequent years, or changes in taxable income projections could further impact our

ability to utilize our NOL carryforwards and other tax attributes.

During the three months ended June 30, 2026, we estimate an increase in our tax loss carryforward of approximately $3.2 million for federal income taxes (based on the

applicable statutory federal tax rate of 21%) based on our year to date net loss. While we believe that this benefit may be available to offset taxable income in future periods, the

amount and timing of its utilization is subject to the Section 382 annual limitation and our ability to generate future taxable income. As a result of these uncertainties, we have

elected to fully reserve against the use of these tax benefits in our financial statements as of June 30, 2026, and accordingly no related income tax benefit has been recognized in

the accompanying condensed consolidated financial statements.

Comparison of the Results of Operations for the Six Months Ended June 30, 2026 and 2025

The numbers presented below that have been rounded for presentation purposes have been rounded individually. As a result, totals may reflect the effect of differences

between: aggregating the individually rounded component numbers; and the rounding of the total of the individual (non-rounded) component numbers. In cases where rounding

occurred, the amount of the rounding difference is generally $1,000 or less. Such differences are considered to be insignificant.
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The following table summarizes our results of operations for the six months ended June 30, 2026 and 2025.

For the Six Months Ended

June 30,

2026 2025 Change

REVENUE

Crypto and Related $ 2,006,000  $ —  $ 2,006,000 

Spirits Products 412,000  1,898,000  (1,486,000)

Spirits Services 30,000  515,000  (485,000)

Total Net Revenues 2,449,000  2,414,000  35,000 

COST OF REVENUE

Crypto and Related 277,000  —  277,000 

Spirits Products 594,000  1,897,000  (1,304,000)

Spirits Services —  18,000  (18,000)

Total Cost of Revenue 871,000  1,915,000  (1,044,000)

Gross Profit 1,578,000  499,000  1,079,000 

OPERATING EXPENSES

Sales and Marketing 767,000  3,287,000  (2,521,000)

General and Administrative 5,903,000  6,312,000  (408,000)

Change in Fair Value of Intangible Digital Assets 76,132,000  —  76,132,000 

Total Operating Expenses 82,802,000  9,599,000  73,203,000 

Operating Loss (81,224,000) (9,100,000) (72,124,000)

OTHER INCOME / (EXPENSE)

Interest Expense (27,000) (1,119,000) 1,091,000 

Restructure Costs Post-Close (699,000) —  (699,000)

Other Income / (Expense) (241,000) (106,000) (134,000)

Total Other Income / (Expense) (968,000) (1,225,000) 257,000 

Income / (Loss) Before Income Taxes (82,191,000) (10,325,000) (71,866,000)

Income Taxes (1,000) (3,000) 2,000 

Net Income / (Loss) $ (82,192,000) $ (10,328,000) $ (71,864,000)

Net Income / (Loss) Per Share, Basic $ (68.10) $ (463.63) $ 395.53 

Weighted Average Common Shares Outstanding, Basic 1,209,784  25,837  1,183,947 

Net Income / (Loss) Per Share, Diluted $ (68.10) $ (463.63) $ 395.53 

Weighted Average Common Shares Outstanding, Diluted 1,209,784  25,837  1,183,947 
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Cost of revenue of approximately $871,000 and $1,915,000, and operating expenses of approximately $82,802,000 and $9,599,000 for the six months ended June 30,

2026 and 2025, respectively, included non-cash share-based compensation for employees (personnel) and consultants of approximately $2,311,000 and $3,127,000,

respectively, as follows:

Six Months Ended June 30,

(rounded to $000’s)

Non-Cash Share-Based Compensation 2026 2025 Change

Production / Cost of Revenue $ 11,000  $ 121,000  $ (110,000)

Sales and Marketing 108,000  647,000  (539,000)

General and Administrative - Director Fees —  337,000  (337,000)

General and Administrative 1,142,000  1,810,000  (668,000)

Subtotal Employee Compensation 1,260,000  2,915,000  (1,655,000)

Professional Fees (General and Administrative) 1,051,000  212,000  839,000 

Total Non-Cash Share-Based Compensation $ 2,311,000  $ 3,127,000  $ (816,000)

Cost of revenue, sales and marketing, and general administrative expense, net of non-cash share-based compensation is as follows:

Six Months Ended June 30, 2026

(rounded to $000’s)

Six Months Ended June 30, 2025

(rounded to $000’s)

Expenses Net of Non-Cash Share-Based

Compensation Cost of Revenue

Sales and

Marketing

General and

Administrative Cost of Revenue

Sales and

Marketing

General and

Administrative

Total Expense $ 871,000  $ 767,000  $ 5,903,000  $ 1,915,000  $ 3,287,000  $ 6,312,000 

Less: Non-Cash Share-Based Compensation (11,000) (108,000) (2,193,000) (121,000) (647,000) (2,359,000)

Total Expense, net of Non-Cash Share-Based

Compensation $ 860,000  $ 659,000  $ 3,711,000  $ 1,794,000  $ 2,640,000  $ 3,953,000 

Net Revenues - Crypto and Related Business

Six Months Ended June 30,

(rounded to $000’s)

Net Revenues - Crypto and Related 2026 2025 Change

Staking Revenue 1,603,000  —  1,603,000 

Covered Call Contracts 403,000  —  403,000 

$ 2,006,000  $ —  $ 2,006,000 

Net revenues were approximately $2,006,000 and $0 for the six months ended June 30, 2026 and 2025, respectively, an increase of approximately $2,006,000, or 100%,

period over period. There were no comparable revenues in the six months ended June 30, 2025 as we began recognizing staking and validator revenues on September 18, 2025

and revenue from sale of covered call contracts in January of 2026. For the six months ended June 30, 2026, substantially all crypto and related validator business revenue was

related to self-staking. Net revenues in this segment include all revenues we realize from staking our own tokens and all revenue from the staking of tokens owned by third

parties before paying out 95% of the rewards owed to those third party token owners. Of the approximately [$1,603,000] in Staking Revenue for the six months ended June 30,

2026 [$1,521,000] was derived from our own staking rewards and approximately [$82,000] was the total realized from staking rewards for tokens owned by third parties, 95%

of which, or approximately [$78,000], were paid to the third party token owners and is included in cost of revenue.

Of the total validator business revenues related to cryptocurrency we drive operational revenues in two ways: 1) self-staking (tokens we own being staked on our own

validator); and 2) staking of third-party tokens. Revenue is recognized at the point when the block creation or validation is complete and the rewards are transferred into a

digital wallet that we control. Validator services were tested in early September 2025 and were fully functional as of September 18, 2025, meaning the revenue from this

activity was only active for the fourth quarter of 2025, and approximately two weeks of the twelve weeks of the third quarter of 2025. In addition to staking revenue, we also

generate crypto and related revenue from

59



Table of Contents

the sale of covered call contracts, which began in January 2026 and totaled approximately $403,000 in covered call premiums for the six months ended June 30, 2026.

Cost of Revenue — Crypto and Related Business

Cost of revenue was approximately $277,000 and $0 for the six months ended June 30, 2026 and 2025, respectively, an increase of approximately $277,000 from $0

period over period. Cost of revenue consisted primarily of: technology platform expenses; external engineering support; consulting services for managing our crypto assets and

investment strategies; blockchain transaction fees and blockchain rewards payable to third party delegators related to crypto operating activities; and commissions paid on

covered call contracts. Of the blockchain rewards payable to third parties, they are derived from staking on behalf of third parties, for which we keep 5% of the rewards earned

and pay 95% of the rewards to the third party token owners. Accounting rules require we book the full revenue associated with the total rewards earned and then deduct as a

cost the 95% of the rewards payable to the third party token owners, which has the effect of increasing the total cost of revenue associated with staking and reducing our gross

profits and gross margins accordingly. Cost of revenue associated with the 95% of staking rewards owed to third parties was approximately $77,747 of the $243,416 total cost

of revenue noted in the table below. There was no comparable cost of revenue in the six months ended June 30, 2025 as we began recognizing revenues from staking and

validator activities and covered call contracts; and incurring related cost of revenue once our validator services was operational on September 18, 2025 and we began entering

into covered call contracts in January 2026.

Six Months Ended

June 30,

(rounded to $000’s)

Cost of Revenue - Crypto and Related 2026 2025 Change

Staking Costs 243,000  —  243,000 

Covered Call Contract Commissions 34,000  —  34,000 

$ 277,000  $ —  $ 277,000 

Gross Profit — Crypto and Related Business

Gross profit was approximately $1,729,000 and $0 for the six months ended June 30, 2026 and 2025, respectively, an increase of approximately $1,729,000, or 100%,

period over period, and included:

Six Months Ended

June 30,

(rounded to $000’s)

Total Gross Profit - Crypto and Related 2026 2025 Change

Staking Gross Profit 1,360,000  —  1,360,000 

Covered Call Contracts 369,000  —  369,000 

$ 1,729,000  $ —  $ 1,729,000 

It is important to note that there were no comparable cost of revenue in the six months ended June 30, 2025 as we began recognizing staking and validator revenues and

incurring related cost of revenue upon beginning our validator service on September 18, 2025.

Gross Profit Analysis — Crypto and Related Business

Gross Margin numbers were as follows for the six months ended June 30, 2026 and 2025 as follows:

Six Months Ended

June 30,

ChangeTotal Gross Margin - Crypto and Related 2026 2025

Staking Profit 84.8 % — % 84.8 %

Covered Call Profit 91.7 % — % 91.7 %

86.2 % — % 86.2 %

Gross margin was approximately 86.2% and 0.0% for the six months ended June 30, 2026 and 2025, respectively, based upon total net revenues of approximately

$2,006,000 and $0, respectively. As noted above in Cost of Revenue, of the rewards earned for staking third party tokens, 95% is paid out to those third parties, with the net of

5% being
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recognized by us. This high cost inflates the overall cost of revenue and reduces our overall gross profit and gross margins. Excluding these third party expenses the cost of

operating the validator and earning our own rewards is relatively fixed, consisting primarily of the party consulting services to run the validator and the modest monthly

expenses associated with the web service hosting the validator. Because we earn a fairly steady number of tokens in any given period of time from validator services, and

because the costa of earning the tokens are relatively fixed, the biggest driver of gross profit and resulting gross margin is the market price of the token itself. The higher the

token price the great the gross profit and gross margin. At $1.00 per token the gross profit and gross margin would be much higher than if the token was valued at $0.30 when

compared against the same fixed operating costs.

The Gross Profit numbers above are based on the total revenues for the six months ended June 30, 2026 and 2025 as follows:

Six Months Ended June 30,

(rounded to $000’s)

Net Revenues - Crypto and Related 2026 2025 Change

Staking Revenue 1,603,000  —  1,603,000 

Covered Call Contracts 403,000  —  403,000 

$ 2,006,000  $ —  $ 2,006,000 

Net Revenues — Spirits Business

Six Months Ended June 30,

(rounded to $000’s)

Net Revenues — Spirits Business 2026 2025 Change

Products $ 412,000  $ 1,899,000  $ (1,487,000)

Services 30,000  515,000  (485,000)

$ 442,000  $ 2,414,000  $ (1,972,000)

Net revenues were approximately $442,000 and $2,414,000 for the six months ended June 30, 2026 and 2025, respectively, a decrease of approximately $1,972,000, or

(81.7)%, period over period.

The approximately $1,487,000 net decrease in product revenues, period over period, included:

Six Months Ended June 30,

(rounded to $000’s)

Product Revenues — Spirits Business 2026 2025 Change

Wholesale $ 290,000  $ 727,000  $ (437,000)

Retail 122,000  1,172,000  (1,050,000)

$ 412,000  $ 1,899,000  $ (1,487,000)

The approximately $437,000 decrease in wholesale product revenues was primarily the result of halting production of a selection of lower margin products and the timing

of orders through the wholesale channel moving between quarters.

The approximately $1,050,000 decrease in retail revenues was primarily a result of having closed all of our retail tasting rooms as of December 31, 2025, with no retail

revenue being generated in the period ending March 31, 2026.

The approximately $485,000 decrease in net services revenue period over period included:

Six Months Ended June 30,

(rounded to $000’s)

Services Revenue — Spirits Business 2026 2025 Change

Third Party $ 4,000  $ 14,000  $ (10,000)

Retail —  485,000  (485,000)

Consulting and Other 26,000  16,000  10,000 

$ 30,000  $ 515,000  $ (485,000)
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Net services revenue decreased by approximately $485,000 period over period, driven by an approximately $485,000 decrease in retail services due to the closure of all of

our retail tasting rooms as of December 31, 2025, with no retail services revenue being generated in the six months ended June 30, 2026.

Cost of Revenue — Spirits Business

Cost of revenue was approximately $594,000 and $1,915,000 for the six months ended June 30, 2026 and 2025, respectively, a decrease of approximately $1,321,000, or

69.0%, period over period. Cost of revenue for the six months ended June 30, 2026 and 2025, respectively, includes approximately $11,000 and $121,000 of non-cash share-

based compensation expenses related to RSU grant awards recognized for production employees.

Six Months Ended June 30,

(rounded to $000’s)

Cost of Revenue - Spirits Business 2026 2025 Change

Products $ 593,000  $ 1,897,000  $ (1,304,000)

Services —  18,000  (18,000)

$ 594,000  $ 1,915,000  $ (1,321,000)

The approximately $1,321,000 decrease in net spirits business cost of revenue period over period included: a decrease in product cost of approximately $1,304,000 to

approximately $593,000 for the six months ended June 30, 2026, from approximately $1,897,000 for the six months ended June 30, 2025, and a decrease in unabsorbed

overhead of approximately $656,000 to approximately $387,000 for the six months ended June 30, 2026 from approximately $1,043,000 for the six months ended June 30,

2025. The approximately $1,304,000 decrease in products costs was driven largely by the closure of all of our retail tasting rooms as of December 31, 2025, with no retail

services revenue being generated in the period ending June 30, 2026 and the exiting of certain low margin spirits products in wholesale.

Services cost of revenue decreased by approximately $18,000 to $0 for the six months ended June 30, 2026 from approximately $18,000 for the six months ended

June 30, 2025 primarily resulting from us ending a low-margin third-party production contract for another brand and the wind down of barrel production for third parties.

Six Months Ended June 30,

(rounded to $000’s)

Components of Products Cost of Revenue - Spirits Business 2026 2025 Change

Product Cost (from inventory) $ 207,000  $ 829,000  $ (622,000)

Overhead - Unabsorbed 387,000  1,043,000  (656,000)

$ 594,000  $ 1,872,000  $ (1,278,000)

Six Months Ended June 30,

(rounded to $000’s)

Components of Products Cost of Revenue — Spirits Business 2026 2025 Change

Product Cost (from inventory) 34.8 % 44.3 % (9.5)%

Overhead - Unabsorbed 65.2 % 55.7 % 9.5 %

100.0 % 100.0 % — %

Unabsorbed overhead as a component of product cost of approximately 65.2% and 55.7% for the six months ended June 30, 2026 and 2025, respectively, has been a

significant contributor to our overall low products gross margins. Unabsorbed overhead is a function of costs attributable to the excess capacity and associated overhead in our

system. As we moved to third party production in 2026 there will be a transitionary period where we still have Production Overhead costs carried against lower sales, leading to

a higher percentage of costs during this period. Once we complete the transition of our final production lease and equipment disposition in 2026, we expect this cost to be

largely eliminated in 2027 and beyond as we move to third party and licensee production. (See below for our discussion on Gross Margins related to unabsorbed overhead in

Non-GAAP Financial Measures).
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The approximately $1,278,000 decrease in net products cost of revenue period over period is further detailed as follows:

Six Months Ended June 30,

(rounded to $000’s)

Products Cost of Revenue — Spirits Business 2026 2025 Change

Spirits - Wholesale $ 207,000  $ 477,000  $ (270,000)

Spirits - Retail —  287,000  (287,000)

Merchandise and Prepared Food —  65,000  (65,000)

Unabsorbed Overhead 387,000  1,043,000  (656,000)

$ 594,000  $ 1,872,000  $ (1,278,000)

Products cost of revenue decreased by approximately $1,278,000 period over period, driven primarily by: an approximately $270,000 decrease in wholesale product costs

as we continued shifting away from lower-margin wholesale volume toward higher-margin direct-to-consumer sales, the elimination of third-party production costs due to no

such activity in 2025; an approximately $287,000 decrease in retail product costs driven largely by the closure of all of our retail tasting rooms; and an approximately $656,000

decrease in unabsorbed overhead reflecting reduced capacity as production focus evolved. (See below for our discussion on Gross Margins related to unabsorbed overhead in

Non-GAAP Financial Measures).

Gross Profit / (Loss) — Spirits Business

Gross profit / (loss) was approximately $(151,000) and $499,000 for the six months ended June 30, 2026 and 2025, respectively, a decrease of approximately $650,000, or

130%, period over period, and included:

Six Months Ended June 30,

(rounded to $000’s)

Total Gross Profit / (Loss) - Spirits Business 2026 2025 Change

Products $ (181,000) $ 1,000  $ (182,000)

Services 30,000  498,000  (468,000)

$ (151,000) $ 499,000  $ (650,000)

Six Months Ended June 30,

(rounded to $000’s)

Total Gross Margin - Spirits Business 2026 2025 Change

Products (43.9)% 0.1 % (44.0)%

Services 100.0 % 96.7 % 3.3 %

(34.2)% 20.7 % (54.8)%

Gross Margin numbers above are based on the total net revenues for the six months ended June 30, 2026 and 2025 as follows:

Six Months Ended June 30,

(rounded to $000’s)

Net Revenues — Spirits Business 2026 2025 Change

Products $ 412,000  $ 1,899,000  $ (1,487,000)

Services 30,000  515,000  (485,000)

$ 442,000  $ 2,414,000  $ (1,972,000)

For the six months ended June 30, 2026 and 2025, respectively, the approximately $(181,000) and $1,000 in products gross profit / (loss), and the resulting decline in

products gross margin to (43.9)% for the six months ended June 30, 2026 compared to 0.1% for the six months ended June 30, 2025, shows the impact of our reduction in

excess capacity by moving to third-party production, thereby reducing unabsorbed overhead to approximately $387,000 in the six months ended June 30, 2026 from $1,043,000

during the six months ended June 30, 2025.

Total gross margin decreased to (34.2)% from 20.7% on lower net revenues. Management is undergoing a significant change in focus for the spirits reporting segment of

our business by eliminating our own production leases and disposing of
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equipment to get asset-light, instead working through third-party licensees and producers to produce our products for sale into the market. The use of our brands and recipes by

trusted licensees can also generate revenue via licensing fees. License fee revenues to us can grow as the third-party licensees increase placement and sales of our brands.

Because we would not have the obligations or costs associated with production, marketing or sales for such licensed products, any licensing revenue earned by us should come

with higher margins than past revenue tied to our own past production and sales efforts. Finally, because we have now removed all of our own production leases and equipment,

we expect the unallocated production overhead expenses incurred in the past to be mostly eliminated on a go-forward basis. (See also below our comments related to this in

more detail in Non-GAAP Financial Measures).

Gross Profit - Analysis of Exclusion of Unabsorbed Overhead — Spirits Business

To provide a more detailed view to our performance for products and services based purely on the direct input costs we remove unabsorbed overhead expenses for the

following analysis. Products gross profit excluding unabsorbed overhead was approximately $206,000 and $1,044,000 for the six months ended June 30, 2026 and 2025,

respectively, a decrease of approximately $838,000, or 80%, period over period, and included:

Six Months Ended June 30,

(rounded to $000’s)

Total Gross Profit / (Loss) - Excluding Unabsorbed Overhead 2026 2025 Change

Products Net Revenue $ (181,000) $ 1,000  $ (182,000)

Add Back: Unabsorbed Overhead 387,000  1,043,000  (656,000)

     Products Gross Profit Excluding Unabsorbed Overhead 206,000  1,044,000  (838,000)

Services 30,000  498,000  (468,000)

     Total Gross Profit Excluding Unabsorbed Overhead $ 236,000  $ 1,542,000  $ (1,306,000)

Six Months Ended June 30,

(rounded to $000’s)

Total Gross Margin - Excluding Unabsorbed Overhead 2025 2025 Change

Products (43.9)% 0.1 % (44.0)%

Add Back: Unabsorbed Overhead 93.9 % 54.9 % 39.0 %

     Products Gross Margin Excluding Unabsorbed Overhead 50.0 % 55.0 % (5.0)%

Services 100.0 % 96.7 % 3.3 %

     Total Gross Margin Excluding Unabsorbed Overhead 53.4 % 63.9 % (10.5)%

Products gross margin excluding unabsorbed overhead of 50.0% for the six months ended June 30, 2026 compared to 55.0% for the same period in 2025 shows the impact

of our continued transition and the exiting of the higher margin activities that were related to our retail tasting rooms that closed on December 31, 2025.

Sales and Marketing Expenses

Sales and marketing expenses were approximately $767,000 for the six months ended June 30, 2026 compared to approximately $3,287,000 for the six months ended

June 30, 2025. This approximately $2,520,000 decrease included:

Six Months Ended June 30,

(rounded to $000’s)

Sales and Marketing Expense 2026 2025 Change

Personnel - Cash Wages and Related Expense $ 298,000  $ 1,555,000  $ (1,257,000)

Personnel - Share-Based Compensation 108,000  647,000  (539,000)

Tasting Room —  44,000  (44,000)

Leases and Rentals —  378,000  (378,000)

Sales and Marketing Expenses 103,000  288,000  (185,000)

Other 257,000  375,000  (118,000)

$ 767,000  $ 3,287,000  $ (2,520,000)

The overall approximately $2,520,000 decrease in sales and marketing expense period over period was the result of a mix of reduced headcount in the wholesale sales

team and retail tasting room sales staff as a result of our closure of the
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retail tasting rooms on December 31, 2025. This also removed from the cost structure all costs associated with rent and operational overhead associated with the tasting rooms.

General and Administrative Expenses

General and administrative expenses were approximately $5,903,000 for the six months ended June 30, 2026, compared to approximately $6,312,000 for the six months

ended June 30, 2025. This approximately $409,000 decrease included:

Six Months Ended June 30,

(rounded to $000’s)

General and Administrative Expense 2026 2025 Change

Personnel - Cash Wages and Related Non-Cash Expense $ 858,000  $ 1,394,000  $ (536,000)

Personnel - Share-Based Compensation 1,142,000  1,810,000  (668,000)

Professional Fees 1,567,000  960,000  607,000 

Professional Fees - Share-Based Compensation 1,051,000  212,000  839,000 

Business Insurance 467,000  243,000  225,000 

Leases and Rentals 133,000  285,000  (152,000)

Depreciation 32,000  477,000  (445,000)

Other 654,000  594,000  60,000 

Other - Share-Based —  337,000  (337,000)

$ 5,903,000  $ 6,312,000  $ (409,000)

General and administrative expenses decreased by approximately $409,000 to approximately $5,903,000 for the six months ended June 30, 2026, from approximately

$6,312,000 in the six months ended June 30, 2025, driven primarily by an approximately: $536,000 decrease in personnel cash wages and related non-cash (payroll) expenses;

and $668,000 decrease in non-cash personnel share-based compensation, including RSU grants tied to deferred compensation and employee incentives; . General and

administrative expenses also included: a decrease of approximately $445,000 in depreciation; a decrease of approximately $152,000 in leases and rentals primarily a result of

reduced warehouse space in the six months ended June 30, 2026 compared to the six months ended June 30, 2025 and the restructuring of the spirits business at the end of

2025;;and a decrease of approximately $337,000 in other-share based related primarily to director fees. Non-cash share-based compensation remained a significant component

of general and administrative expense in both periods. The respective periods also included offsetting: approximately $607,000 increase in professional fees incurred related to

contract Chief Investment Officer services, other outside professional services management of our crypto currency assets, additional public relations and investor relations

expenses via third-party professionals and high accounting and audit preparation services to prepare us for our first audit with new additional cryptocurrency accounting

obligations; approximately $839,000 increase in share based compensation professional fees related to RSU grants to third party service providers; approximately $225,000

increase in business insurance; and an increase of approximately $60,000 in other.

Interest Expense

Interest expense decreased by approximately $1,091,000 to approximately $27,000 for the six months ended June 30, 2026, compared to approximately $1,119,000 for the

six months ended June 30, 2025. The decrease was primarily due to the settlement of the Silverview loan in August 2025.

Gain / (Loss) on Intangible Digital Assets

Change in fair value of intangible digital assets resulted in a loss of approximately $76.1 million for the six months ended June 30, 2026 (based on a closing price on

June 30, 2026 of $0.2955 per $DATA token), compared to $0 for the six months ended June 30, 2025, as we had no similar $DATA tokens held for investment as of June 30,

2025 and began recognizing fair value adjustments on $DATA tokens upon closing of the August 15, 2025 PIPE transaction. The loss for the six months ended June 30, 2026

was primarily attributable to unfavorable market movements in the quoted price of $DATA tokens held for investment. We measure fair value using quoted prices in our

principal market at the end of each reporting period, with changes recognized in Change in Fair Value of Intangible Digital Assets on the condensed consolidated statements of

operations.

During the six months ended June 30, 2026, we sold 1 million $DATA tokens into the market for cash proceeds of approximately $798,000 before deducting any fees or

commissions on any such sales, for a loss on sale of intangible digital
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assets of approximately $2,360,000[,which is included in] the loss attributed to the change in fair value of intangible digital assets recognized for the same time period.

Restructure Costs

On October 23, 2025, we announced the Restructuring. As of December 31, 2025, we wrote off and expensed approximately $3,393,000 of: property and equipment;

operating lease ROU assets and lease liabilities; and other related expenses as part of the Restructuring. During the three and six months ended June 30, 2026, we recorded

additional expenses related to the Restructuring of approximately $408,000 and $699,000, respectively, of future lease obligation, and personnel related expenses.

Income Taxes

As of December 31, 2024, we had approximately $61.5 million of federal NOL carryforwards and approximately $192,000 of federal tax credits subject to Section 382

limitations. During the year ended December 31, 2025, we generated additional federal NOLs of approximately $13.3 million, resulting in total federal NOL carryforwards of

approximately $74.8 million as of December 31, 2025, before consideration of any limitations under Section 382. Following the ownership changes, our ability to utilize our

NOLs and certain tax credits is limited on an annual basis. The analysis determined an initial base annual Section 382 limitation of approximately $1.0 million, which may be

increased in certain years by recognized built-in gains attributable to our assets.

Based on the Section 382 limitation analysis, we expect that our tax attributes will be released and available for use gradually over multiple years rather than immediately.

For example, estimated annual availability includes approximately:

• $0.8 million available in 2024 (partial year following the ownership change);

• approximately $5.4 million per year from 2025 through 2028;

• approximately $4.7 million in 2029; and

• approximately $1.0 million per year thereafter until the remaining attributes are fully utilized.

The additional NOLs generated during 2025 of approximately $13.3 million may also be subject to the Section 382 limitation to the extent such losses are treated as pre-

change attributes or otherwise limited under applicable tax rules. As a result, we expect that a portion of our NOL carryforwards, including those generated in 2025, will be

utilizable only over an extended period of time in accordance with the applicable annual limitation amounts.

As reflected in the rollout schedule included in the analysis, a portion of the Company’s tax attributes will become available over time through approximately 2044 and

subsequent tax years, subject to the Company generating sufficient taxable income to utilize those attributes.

The analysis also indicates that approximately $189,000 of tax credits may be permanently limited and therefore unavailable for utilization as a result of the Section 382

limitations. We will update this estimate to reflect the impact of additional NOLs generated in 2025 of approximately $13.3 million and any resulting changes in the amount of

tax attributes that may be limited or available in future periods.

We will continue to evaluate the impact of these limitations as part of its ASC 740 income tax accounting, including the assessment of deferred tax assets and related

valuation allowances. Future ownership changes, additional losses generated in 2025 and subsequent years, or changes in taxable income projections could further impact our

ability to utilize our NOL carryforwards and other tax attributes.

During the six months ended June 30, 2026, we estimate an increase in our tax loss carryforward of approximately $17.3 million for federal income taxes (based on the

applicable statutory federal tax rate of 21%) based on our year to date net loss. While we believe that this benefit may be available to offset taxable income in future periods, the

amount and timing of its utilization is subject to the Section 382 annual limitation and our ability to generate future taxable income. As a result of these uncertainties, we have

elected to fully reserve against the use of these tax benefits in our financial statements as of June 30, 2026, and accordingly no related income tax benefit has been recognized in

the accompanying condensed consolidated financial statements.

Non-GAAP Financial Measures

To supplement our condensed consolidated financial statements, which are prepared and presented in accordance with GAAP, we use certain non-GAAP financial

measures, as described below, to understand and evaluate our core operating performance. These non-GAAP financial measures, which may be different than similarly titled

measures used by other
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companies, are presented to enhance investors’ overall understanding of our financial performance and should not be considered a substitute for, or superior to, the financial

information prepared and presented in accordance with GAAP.

EBITDA and Adjusted EBITDA: EBITDA represents GAAP net income / (loss) adjusted for (i) depreciation of property and equipment; (ii) interest expense; (iii) share-

based compensation; and (iv) provision for income taxes. Adjusted EBITDA represents EBITDA adjusted for the recognition of share-based compensation, non recurring gains

and losses; and other one-time items. We believe that EBITDA and adjusted EBITDA help identify underlying trends in our business that could otherwise be masked by the

effect of the expenses that we include in GAAP operating loss. These non-GAAP financial measures should not be considered in isolation from, or as substitutes for, financial

information prepared in accordance with GAAP. There are several limitations related to the use of this non-GAAP financial measure compared to the closest comparable GAAP

measure. Some of these limitations are that:

• Adjusted Gross Profit, EBITDA and adjusted EBITDA do not reflect our cash expenditures, or future requirements for capital expenditures or contractual

commitments;

• Adjusted Gross Profit, EBITDA and adjusted EBITDA do not reflect changes in, or cash requirements for, our working capital needs;

• Adjusted Gross Profit, EBITDA and adjusted EBITDA exclude certain recurring, non-cash charges such as depreciation of property and equipment and, although

this is a non-cash charge, the assets being depreciated may have to be replaced in the future;

• Adjusted Gross Profit, EBITDA and adjusted EBITDA exclude income tax benefit (expense); and

• Other companies in our industry may calculate non-GAAP financial measures differently than we do, limiting their usefulness as comparative measures.

The following table presents a reconciliation of our spirits business GAAP Gross Profit to Adjusted Gross Profit by removing unabsorbed overhead for the three and six

months ended June 30, 2026 and 2025. Adjusted Gross Margin excluding unabsorbed overhead is the percentage obtained by dividing Adjusted Gross Profit after removing

unabsorbed overhead by our GAAP total net revenue. It is an analysis that assumes all excess production capacity and space has been used in production and generating

revenue, assigning all such overhead costs across all production and revenue. It is especially important in forecasting to larger entities that may be looking to acquire brands or

entities about the amount of inefficiencies they can wring out of a products or production if such products or ventures were acquired and absorbed into their larger and more

efficient systems.

Three Months Ended June 30,

(rounded to $000’s)

Six Months Ended June 30,

(rounded to $000’s)

Gross Profit Analysis Excluding Unabsorbed Overhead - Spirits Business 2026 2025 2026 2025

GAAP Total Net Revenue $ 736,000  $ 1,322,000  $ 2,449,000  $ 2,414,000 

GAAP Gross Profit $ 409,000  $ 227,000  $ 1,578,000  $ 499,000 

GAAP Gross Profit Additions / (Deductions):

Add Back: Unabsorbed Overhead 110,000  607,000  387,000  1,043,000 

Adjusted Gross Profit Excluding Unabsorbed Overhead $ 518,000  $ 834,000  $ 1,965,000  $ 1,542,000 

GAAP Gross Margin 55.5 % 17.2 % 64.4 % 20.7 %

Adjusted Gross Margin Excluding Unabsorbed Overhead 70.4 % 63.1 % 80.3 % 63.9 %

The above Adjusted Gross Margin excluding unabsorbed overhead shows the cost of production of our products and services based on raw inputs and direct labor and

overhead, removing all unabsorbed overhead expenses for unused capacity. This allows us to examine the cost of each product and its margin as we evaluate where our areas of

product focus should be. Management is undergoing a significant change in focus for the spirits reporting segment of our business by eliminating our own production leases

and disposing of equipment to get asset-light, instead working through third-party licensees and producers to produce our products for sale into the market. The use of our

brands and recipes by trusted licensees can also generate revenue via licensing fees. License fee revenues to us can grow as the third-party licensees increase placement and

sales of our brands. Because we would not have the obligations or costs associated with production, marketing or sales for such licensed products, any licensing revenue earned

by us should come with higher margins than past revenue tied to our own past production and sales efforts. Finally, because we have now removed all of our own production

leases and equipment, we expect the unallocated production overhead expenses incurred in the past to be mostly eliminated on a go-forward basis.
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The following table presents a reconciliation of net income / (loss) to EBITDA and adjusted EBITDA for the three and six months ended June 30, 2026 and 2025:

Three Months Ended June 30,

(rounded to $000’s)

Six Months Ended June 30,

(rounded to $000’s)

EBITDA Analysis 2026 2025 2026 2025

Net Income / (Loss) $ (15,447,000) $ (7,295,000) $ (82,192,000) $ (10,328,000)

Add / (Deduct):

Income Taxes 1,000  3,000  —  3,000 

Interest Expense 15,000  595,000  27,000  1,119,000 

Depreciation and Amortization 64,000  $ 250,000  64,000  570,000 

EBITDA $ (15,367,000) $ (6,447,000) $ (82,101,000) $ (8,636,000)

Change in Fair Value of Intangible Digital Assets 11,662,000  —  76,132,000  — 

Share-Based Compensation 772,000  3,127,000  2,311,000  3,127,000 

Adjusted EBITDA $ (2,933,000) $ (3,320,000) $ (3,658,000) $ (5,509,000)

Liquidity and Capital Resources

We have experienced recurring operating losses, negative operating cash flows, and periods of negative working capital. These factors, along with the volatility in the

market price of our digital token holdings, represent conditions that could impact our near-term liquidity if not managed appropriately.

We have evaluated our current operating plan, expected revenues, and cost structure and believe that, based on current projections, existing cash resources and anticipated

cash flows from operations are sufficient to support ongoing operations and meet obligations as they come due for at least the next twelve months. These projections assume

continued execution of our business plan and stabilization of key revenue drivers.

A significant component of our liquidity is derived from our holdings of digital tokens, the value of which is subject to market conditions and price volatility. Accordingly,

our liquidity position is, in part, dependent on the future market price of these tokens.

To mitigate potential liquidity constraints and maintain financial flexibility, we have the ability to monetize a portion of our digital token holdings. We intend to actively

monitor token market conditions and, if necessary, may sell tokens in an orderly manner to generate cash and support operations. We believe that this flexibility provides an

additional source of liquidity that can be utilized to address potential adverse movements in token prices or other market conditions.

We will continue to evaluate our liquidity position, operating performance, and market conditions and may take additional actions, as necessary, to preserve liquidity and

support our strategic objectives, including the disposition of digital assets for cash. Based on the foregoing, we believe we will continue as a going concern for at least the next

twelve months from the date of issuance of the financial statements. Management also continues to evaluate new opportunities to expand operating lines and business segments

to grow revenue and overall value for the enterprise while also reviewing options to add cash to the balance sheet to improve liquidity.

Share Repurchase Program — On February 19, 2026, we announced that the Board authorized a share repurchase program whereby we may buy back up to 50,000

shares of its outstanding shares of common stock through December 31, 2026. As of June 30, 2026, we had 721,578 shares of its common stock outstanding. Assuming the full

execution of buying back 50,000 shares, this would constitute an approximately 6.93% reduction in the number of outstanding shares of common stock. We may acquire shares

through open market purchases or privately negotiated transactions, including through a Rule 10b5-1 plan, at the discretion of management and on terms that we determine to

be advisable. As of June 30, 2026, no shares of common stock have been repurchased under the share repurchase program.
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Cash Flows

The following table sets forth a summary of cash flows for the periods presented:

Summary of Cash Flows

For the Six Months Ended

June 30,

(rounded to $000’s)

2026 2025

Net Cash Used in Operating Activities $ (4,097,000) $ (2,729,000)

Net Cash Provided by Investing Activities 3,904,000  55,000 

Net Cash Provided by / (Used in) Financing Activities (33,000) 3,222,000 

Net Increase / (Decrease) in Cash $ (226,000) $ 548,000 

Net Cash Used in Operating Activities

During the six months ended June 30, 2026 and 2025, net cash used in operating activities was approximately $4,097,000 and $2,729,000, respectively, resulting primarily

from net income / (loss) of approximately $(82,192,000) and $(10,328,000), respectively. During the six months ended June 30, 2026 and 2025, approximately $(852,000) and

$3,484,000, respectively, of cash was (used) / generated by changes in operating account balances of operating assets and liabilities. Non-cash adjustments to reconcile net

income / (loss) to net cash used in operating activities were approximately $78,947,000 and $4,115,000 in the respective periods.

The approximately $78,947,000 of non-cash adjustments for the six months ended June 30, 2026 consisted primarily of approximately: $76,132,000 of change in fair

value of intangible digital assets; $64,000 of depreciation expense; $224,000 of non-cash amortization of operating lease right-of-use assets; $2,311,000 of non-cash share-

based compensation; and $11,000 of non-cash interest expense primarily associated with our notes payable.

The approximately $4,115,000 of non-cash adjustments in the six months ended June 30, 2025 included approximately: $570,000 of depreciation expense; $201,000 of

non-cash amortization of operating lease right-of-use assets; $3,128,000 of non-cash share-based compensation; and $207,000 of non-cash interest expense primarily associated

with our notes payable.

Net Cash Provided by / (Used in) Investing Activities

During the six months ended June 30, 2026 and 2025, net cash provided by / (used in) investing activities was approximately $3,904,000 and $55,000, respectively,

related primarily to the purchase of property and equipment, net of amounts related to proceeds from sale of assets in both periods, and approximately $3,826,000 of proceeds

from sale of intangible digital assets during the six months ended June 30, 2026.

Net Cash Provided By / (Used in) Financing Activities

During the six months ended June 30, 2026 and 2025, net cash provided by / (used in) financing activities was approximately $(33,000) and $3,222,000, respectively. The

cash proceeds (used) in the six months ended June 30, 2026 of approximately $(33,000) was primarily comprised of approximately $33,000 of repayment of notes payable. The

cash proceeds provided by financing activities in the six months ended June 30, 2025 of approximately $3,222,000 were primarily comprised of approximately: $730,000 from

the sale of common stock under the ELOC; and $2,792,000 from the sale of Series B preferred stock (and warrants for the first two non-ELOC Investor subscriptions); offset by

repayment of notes payable of $300,000.

Supplemental Cash Flow Information

During the six months ended June 30, 2026, supplemental cash flow activity included approximately: $16,000 of cash paid for interest expense; $7,000 of right-of-use

assets obtained in exchange for new operating lease liabilities; and $0 of unpaid property and equipment additions.

During the six months ended June 30, 2025, supplemental cash flow activity included approximately: $911,000 of cash paid for interest expense; $4,093,000 of Series B

preferred stock issued in exchange for Series A preferred stock; $559,000 of Series B preferred stock issued in exchange for prepaid warrants; and $182,000 of right-of-use

assets obtained in exchange for new operating lease liabilities.
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Recent Accounting Pronouncements

A discussion of recent accounting pronouncements is included in Note 2 to our condensed consolidated financial statements for the six months ended June 30, 2026 and

2025 included elsewhere in this filing.

Critical Accounting Estimates

Our condensed consolidated financial statements are prepared in accordance with generally accepted accounting principles in the U.S. The preparation of our condensed

consolidated financial statements and related disclosures requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, costs and expenses,

and the disclosure of contingent assets and liabilities in our condensed consolidated financial statements. We base our estimates on historical experience, known trends and

events and various other factors that we believe are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of

assets and liabilities that are not readily apparent from other sources. We evaluate our estimates and assumptions on an ongoing basis. Our actual results may differ from these

estimates under different assumptions or conditions.

While our significant accounting policies are described in more detail in the notes to our condensed consolidated financial statements, we believe that the following

estimates are those most critical to the judgments and estimates used in the preparation of our condensed consolidated financial statements.

Valuation of Warrant Liabilities

The fair value of the warrant liabilities at issuance and at each reporting period are estimated based on significant inputs not observable in the market, which represents a

Level 3 measurement within the fair value hierarchy. The warrants are free-standing instruments and determined to be liability-classified in accordance with ASC 480. We use

the PWERM and the Monte Carlo Simulation (“MCS”) to incorporate estimates and assumptions concerning our prospects and market indications into the models to estimate

the value of the warrants. The most significant estimates and assumptions used as inputs in the PWERM and MCS valuation techniques impacting the fair value of the warrant

liabilities are the timing and probability of an initial public offering, held to maturity, and default scenario outcomes. The most significant estimates and assumptions used as

inputs in the PWERM and MCS valuation techniques impacting the fair value of the warrant liabilities are those utilizing certain weighted average assumptions such as

expected stock price volatility, expected term of the warrants, and risk-free interest rates.

Valuation of Future Lease Payments

The interest rate used to determine the present value of the future lease payments is our incremental borrowing rate, because the interest rate implicit in our operating

leases is not readily determinable. The incremental borrowing rate is estimated to approximate the interest rate on a collateralized basis with similar terms and payments, and in

the economic environments where the leased asset is located. The incremental borrowing rate is calculated by modeling our credit rating on our historical arm’s-length secured

borrowing facility and estimating an appropriate credit rating for similar secured debt instruments. Our calculated credit rating on secured debt instruments determines the yield

curve used. In addition, an incremental credit spread is estimated and applied to reflect our ability to continue as a going concern. Using the spread adjusted yield curve with a

maturity equal to the remaining lease term, we determine the borrowing rates for all operating leases.

Stock-Based Compensation

We measure compensation for all stock-based awards at fair value on the grant date and recognize compensation expense over the service period on a straight-line basis

for awards expected to vest.

The fair value of options granted is estimated on the grant date using the Black-Scholes option pricing model. We use a third-party valuation firm to assist in calculating

the fair value of our options. This valuation model requires us to make assumptions and judgments about the variables used in the calculation, including the volatility of our

common stock and assumed risk-free interest rate, expected years until liquidity, and discount for lack of marketability. Since we do not have sufficient trading history of our

common stock, we estimate the expected volatility of our options at the grant date by taking the average historical volatility of a group of comparable publicly traded companies

over a period equal to the expected term of the options. We use the U.S. Treasury yield for our risk-free interest rate that corresponds with the expected term. We determine the

expected term based on the average period the options are expected to remain outstanding using the simplified method, generally calculated as the midpoint of the options’

vesting term and contractual expiration period, as we do not have sufficient historical information to develop reasonable expectations about future exercise patterns and post-

vesting employment termination behavior. We utilize a dividend yield of zero, as we do not currently issue dividends, nor do we expect to do so in the future. Forfeitures are

accounted for and are recognized in calculating net

70



Table of Contents

expense in the period in which they occur. Stock-based compensation from vested options, whether forfeited or not, is not reversed.

Stock option awards generally vest on time-based vesting schedules. Stock-based compensation expense is recognized based on the value of the portion of stock-based

payment awards that is ultimately expected to vest and become exercisable during the period. We recognize compensation expense for all stock-based payment awards made to

employees, directors, and non-employees using a straight-line method, generally over a service period of four years.

We grant stock options to purchase common stock with exercise prices equal to the value of the underlying stock based on the closing price of our common stock as

reported on the date of grant. Prior to our initial public offering of our common stock in November 2024, we granted stock options to purchase common stock with exercise

prices equal to the value of the underlying stock, as determined by the Board on the date the equity award was granted.

Income Taxes

We follow the Financial Accounting Standards Board (“FASB”) Accounting Standards Codification Topic 740, “Income Taxes” for establishing and classifying any tax

provisions for uncertain tax positions. Our policy is to recognize and include accrued interest and penalties related to unrecognized tax benefits as a component of income tax

expenses. We are not aware of any entity level uncertain tax positions.

Income taxes are accounted for under the asset and liability method, which requires the recognition of deferred tax assets and liabilities for the expected future tax

consequences of events that have been included in our condensed consolidated financial statements. Under this method, deferred tax assets and liabilities are determined based

on the differences between the financial statements and the tax basis of assets and liabilities using enacted tax rates in effect for the year in which the differences are expected to

reverse. The effect of a change in tax rates on deferred tax assets and liabilities is recognized in operations in the period that includes the enacted date.

Impairment of Long-Lived Assets

All long-lived assets used are evaluated for impairment whenever events or changes in circumstances indicate that the carrying amounts may not be recoverable. Factors

that we consider in deciding when to perform an impairment review include significant underperformance of the business in relation to expectations, significant negative

industry or economic trends and significant changes or planned changes in the use of the assets. When such an event occurs, future cash flows expected to result from the use of

the asset and its eventual disposition are estimated. If the undiscounted expected future cash flows are less than the carrying amount of the asset, an impairment loss is

recognized for the difference between the asset’s fair value and its carrying value. We did not record any impairment losses on long-lived assets for the six months ended

June 30, 2026 or 2025.

Off-Balance Sheet Arrangements

We had no obligations, assets or liabilities that would be considered off-balance sheet arrangements as of June 30, 2026 or for the periods presented. We do not participate

in transactions that create relationships with unconsolidated entities or financial partnerships, often referred to as variable interest entities, which would have been established

for the purpose of facilitating off-balance sheet arrangements. We have not entered any off-balance sheet financing arrangements, established any special purpose entities,

guaranteed any debt or commitments of other entities, or purchased any non-financial assets.

Emerging Growth Company Status

The JOBS Act permits an “emerging growth company” such as us to take advantage of an extended transition period to comply with new or revised accounting standards

applicable to public companies until those standards would otherwise apply to private companies. We have elected to use this extended transition period for complying with

new or revised accounting standards that have different effective dates for public and private companies until the earlier of the date we (i) are no longer an emerging growth

company or (ii) affirmatively and irrevocably opt out of the extended transition period provided in the JOBS Act. As a result, we will not be subject to the same new or revised

accounting standards as other public companies that are not emerging growth companies, and our condensed consolidated financial statements may not be comparable to other

public companies that comply with new or revised accounting pronouncements as of public company effective dates. We may choose to early adopt any new or revised

accounting standards whenever such early adoption is permitted for private companies.

We will cease to be an emerging growth company on the date that is the earliest of (i) the last day of the fiscal year in which we have total annual gross revenues of $1.235

billion or more, (ii) the last day of our fiscal year following the fifth
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anniversary of the date of the closing of our initial public offering (November 25, 2029), (iii) the date on which we have issued more than $1.0 billion in nonconvertible debt

during the previous three years or (iv) the date on which we are deemed to be a large accelerated filer under the rules of the SEC.

Further, even after we no longer qualify as an emerging growth company, we may still qualify as a “smaller reporting company,” which would allow us to take advantage

of many of the same exemptions from disclosure requirements, including reduced disclosure obligations regarding executive compensation in our periodic reports and proxy

statements. We cannot predict if investors will find our common stock less attractive because we may rely on these exemptions. If some investors find our common stock less

attractive as a result, there may be a less active trading market for our common stock and our share price may be more volatile.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risks from fluctuations in interest rates, which may adversely affect the results of operations and our financial condition. We seek to minimize

these risks through regular operating and financing activities.

Inflation Risk

We do not believe that inflation had a significant impact on our results of operations for any periods presented in our condensed consolidated financial statements.

Nonetheless, if our costs were to become subject to significant inflationary pressures, we may not be able to fully offset such higher costs, and our inability or failure to do so

could harm our business, financial condition and results of operations.

Item 4. Controls and Procedures

Evaluation of disclosure controls and procedures

Our management, with the participation of our Chief Executive Officer and our Chief Financial Officer, evaluated the effectiveness of our disclosure controls and

procedures pursuant to Rule 13a-15 under the Securities Exchange Act of 1934, as amended (the “Exchange Act”). In designing and evaluating the disclosure controls and

procedures, management recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the

desired control objectives. In addition, the design of disclosure controls and procedures must reflect the fact that there are resource constraints and that management is required

to apply its judgment in evaluating the benefits of possible controls and procedures relative to their costs.

Based on management’s evaluation, our Chief Executive Officer and our Chief Financial Officer concluded that, as a result of the material weaknesses described below, as

of June 30, 2026, our disclosure controls and procedures are not designed at a reasonable assurance level and are not effective to provide reasonable assurance that information

we are required to disclose in reports that we file or submit under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified in SEC

rules and forms, and that such information is accumulated and communicated to our management, including our Chief Executive Officer and our Chief Financial Officer, as

appropriate, to allow timely decisions regarding required disclosure. The material weaknesses, which relate to internal control over financial reporting, that were identified are:

a) due to our small size, we do not have a proper segregation of duties in certain areas of our financial reporting process. The areas where we have a lack of segregation of

duties include cash receipts and disbursements, approval of purchases and approval of accounts payable invoices for payment. This control deficiency, which is pervasive in

nature, results in a reasonable possibility that material misstatements of the condensed consolidated financial statements will not be prevented or detected on a timely basis;

b) the lack of the quantity of resources to implement an appropriate level of review controls to properly evaluate the completeness and accuracy of transactions entered

into by us, resulting in material post-closing and audit adjustments; and.

c) the lack of internal control at third-party service providers that we have engaged with to track all activities related to our digital asset treasury strategy.

We are committed to improving our financial organization. In addition, we will look to increase our personnel resources and technical accounting expertise within the

accounting function to resolve non-routine or complex accounting matters.
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Changes in internal control over financial reporting

There were no changes in our internal control over financial reporting that occurred during the quarter ended June 30, 2026 that have materially affected, or are reasonably

likely to materially affect, our internal control over financial reporting.
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Part II - Other Information

Item 1. Legal Proceedings

We may be subject to legal disputes and subject to claims that arise in the ordinary course of business. Although the results of such litigation and claims in the ordinary

course of business cannot be predicted with certainty, we believe that the final outcome of such matters will not have a material adverse effect on our business, results of

operations, cash flows or financial condition. Regardless of outcome, litigation can have an adverse impact on us because of defense costs, diversion of management resources

and other factors. Currently, there is no litigation pending against our company that could materially affect our company.

Item 1A. Risk Factors

There have been no material changes to the risk factors set forth in the section titled “Risk Factors” included in our Annual Report on Form 10-K for the year ended

December 31, 2025 filed with the SEC on April 14, 2026 ( our “Annual Report”), except as follows:

Risks Related to Ownership of Our Common Stock

If Nasdaq’s new $5 million minimum Market Value of Listed Securities continued listing requirement becomes enforceable, or if we fail to maintain compliance with other

exchange listing standards, our common stock may be subject to suspension or delisted, which would materially and adversely affect its liquidity, market price, and our

access to capital.

Our common stock is listed on The Nasdaq Stock Market LLC (“Nasdaq”). On July 22, 2026, the Securities and Exchange Commission (SEC), acting through its Division

of Trading and Markets pursuant to delegated authority, approved a new Nasdaq continued listing rule requiring all listed issuers to maintain a minimum Market Value of Listed

Securities (“MVLS”) of at least $5.0 million for each listed class, calculated as the consolidated closing bid price multiplied by the total listed securities outstanding of that

class. Unlike other Nasdaq continued listing standards, the new $5.0 million MVLS standard carries no compliance or cure period. If a listed class remains below $5.0 million

MVLS for 30 consecutive business days, Nasdaq will immediately issue a Staff Delisting Determination, resulting in the immediate suspension of trading without an automatic

stay upon appeal.

Although implementation of this rule was automatically stayed on July 29, 2026, pursuant to SEC Rule of Practice 431(e) pending full Commission review, on September

11, 2026, the SEC formally granted the petitions for review of the approval order and directed that the stay remain in effect pending further Commission action. Accordingly,

the new $5.0 million MVLS requirement is not currently enforceable. In October 2026, Nasdaq also filed a rule change clarifying that, if the stay is terminated and the

requirement becomes operative, the 30-consecutive-business-day measurement period would begin on the first business day following termination of the stay, and periods

during which a company’s MVLS was below $5.0 million before or during the stay would not count toward determining noncompliance under the new requirement. There can

be no assurance that the SEC will modify or reverse the approval order, and the ultimate outcome of the Commission’s review remains uncertain.

Because our common stock has a smaller publicly-traded float and lower total share count, our MVLS has over the past six months fluctuated near or below the $5.0

million threshold. If the proposed rule becomes enforceable upon the lifting or resolution of the SEC stay, and the market price or share count of our common stock does not

sustain an MVLS above $5.0 million for 30 consecutive business days following the applicable commencement of the measurement period:

• No Cure Window: We will not be granted a 180-day cure period to regain compliance, and trading in our common stock will be immediately suspended by Nasdaq

following the issuance of a Staff Delisting Determination.

• Limited Appeal Standards: The Nasdaq Hearings Panel’s discretion to grant an exception upon appeal is strictly limited to instances of factual calculation errors or our

ability to demonstrate compliance with all initial (rather than continued) listing standards across our equity tiers.

• Remedial Structural Actions: To maintain or restore compliance, we may be required to pursue corporate restructurings, such as changes to our capital structure,

capital-raising transactions or other strategic alternatives. Such actions may require charter amendments, board or shareholder approvals, or cause dilution or market

volatility.

If our common stock is delisted from Nasdaq, trading would likely be conducted on an over-the-counter (“OTC”) market. OTC trading generally involves significantly

reduced liquidity, wider bid-ask spreads, decreased institutional
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investor coverage, and heightened price volatility. In addition, if our common stock is delisted from Nasdaq, we and our stockholders could face other significant material

adverse consequences including:

• limited availability of market quotations for our common stock;

• a determination that our common stock is a “penny stock,” which will require brokers trading in our common stock to adhere to more stringent rules and possibly

result in a reduced level of trading activity in the secondary trading market for our common stock;

• a limited amount of news and analyst coverage; and

• a decreased ability to issue additional securities or obtain additional financing in the future.

Regardless of the ultimate outcome of the new $5.0 million MVLS requirement, we remain subject to Nasdaq’s other continued listing standards, and any failure to satisfy

those requirements could independently result in the suspension or delisting of our common stock.

Risks Related to Our Holdings of $DATA Tokens and the Regulation, Custody, Security and Liquidity of Digital Assets

The regulatory treatment of $DATA tokens remains uncertain, and changes in applicable laws, regulations or regulatory interpretations could materially adversely affect

the value, liquidity and permitted uses of our $DATA tokens and our business.

The Securities and Exchange Commission (the “SEC”) has stated that certain digital assets and transactions involving digital assets may be subject to the federal securities

laws. Determining whether a particular digital asset constitutes a “security,” or whether a transaction involving such an asset constitutes an investment contract, requires

consideration of the characteristics of the asset and the facts and circumstances of the relevant transaction.

On March 17, 2026, the SEC issued an interpretive release, accompanied by guidance from the Commodity Futures Trading Commission (the “CFTC”), clarifying the

application of the federal securities laws to certain crypto assets and transactions involving crypto assets. The interpretation, which became effective March 23, 2026,

establishes a framework distinguishing among digital commodities, digital collectibles, digital tools, stablecoins and digital securities, and addresses circumstances under which

a crypto asset that is not itself a security may nevertheless be offered or sold as part of an investment contract. The interpretation also addresses certain activities involving

crypto assets, including protocol staking, protocol mining, airdrops and wrapping.

In its interpretation, the SEC expressly identified Solana (“SOL”), Bitcoin (“BTC”), Ether (“ETH”), XRP and certain other crypto assets as examples of digital

commodities that are not themselves securities, based on the SEC's understanding of their characteristics, terms and functions as of the date of the interpretation. However, the

SEC clarified that transactions involving non-security crypto assets may nevertheless constitute investment contracts subject to the federal securities laws, depending on the

relevant facts and circumstances. The interpretation does not supersede the investment contract analysis established by the U.S. Supreme Court in SEC v. W.J. Howey Co., and

the application of the federal securities laws remains subject to the facts and circumstances of each transaction, as well as future legislative, regulatory and judicial

developments.

The SEC's approach to digital assets has evolved significantly in recent years. In 2023 and 2024, the SEC initiated enforcement proceedings against several digital asset

market participants, including Binance, Coinbase, Kraken and Cumberland DRW, LLC, alleging violations of federal securities laws involving transactions in certain digital

assets, including SOL. During 2025, the SEC dismissed or agreed to dismiss certain enforcement proceedings against digital asset market participants while pursuing a revised

regulatory framework through its Crypto Task Force. In September 2026, the SEC's Division of Corporation Finance issued additional staff guidance addressing the March

2026 interpretation, including matters relating to the functionality and decentralization of crypto systems and the circumstances in which investment contracts involving crypto

assets may arise or cease to exist.

Although these developments have provided greater regulatory clarity for certain digital assets, the SEC has not expressly classified $DATA tokens as digital commodities

or otherwise determined that $DATA tokens are not securities. The regulatory classification of $DATA tokens may depend on their characteristics, the functionality and

development of the DATA Network, representations made by persons involved in developing or promoting the network, the economic rights associated with the tokens, and the

circumstances under which the tokens are issued, distributed, marketed, transferred or sold. The classification of other digital assets does not establish the classification of

$DATA tokens.
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The announced migration of the DATA Network to Sui and the retirement of its independent blockchain may also affect the facts and circumstances relevant to the

regulatory classification of $DATA tokens and transactions involving those tokens. Changes in protocol governance, network functionality, token utility, economic incentives

and the role of identifiable persons or entities in developing and maintaining the protocol may be relevant to the application of federal securities laws. The SEC's identification

of SOL and certain other digital assets as digital commodities does not establish that $DATA tokens, or transactions involving $DATA tokens, will receive the same treatment.

Nor does the migration to a separate blockchain establish that $DATA tokens are not securities. Any adverse regulatory determination could materially affect the Company's

ability to hold, transfer, monetize or otherwise utilize its tokens.

If $DATA tokens, or transactions involving $DATA tokens, are determined to constitute securities or investment contracts under applicable federal or state securities laws,

the Company, issuers, promoters, trading platforms, custodians or other market participants may become subject to additional registration, disclosure, licensing, custody, trading

or other regulatory requirements. Compliance with such requirements could increase costs, restrict transactions, limit the availability of trading venues or custodial

arrangements, impair liquidity or require changes to the Company's activities. Any resulting restrictions or uncertainty could adversely affect the market value of $DATA tokens

and the Company's financial condition, results of operations and the value of its common stock.

The announced migration of the DATA Network to the Sui blockchain and retirement of its independent blockchain could materially adversely affect the value, liquidity,

functionality and accessibility of the Company's $DATA tokens.

On October 12, 2026, the Sui Foundation and DATA Foundation announced that the DATA Network and its Trace registry would migrate to the Sui ecosystem, with the

DATA Network operating as a protocol natively on Sui and its existing independent blockchain ultimately being retired. The announced transaction represents a fundamental

change in the technical architecture, governance dependencies and operating arrangements supporting $DATA tokens.

Although the DATA Foundation has announced that existing $DATA tokens will be migrated on a one-for-one basis, with holder economics and governance rights at least

equivalent to those currently applicable and existing locked and vesting positions preserved, the detailed migration procedures, implementation timetable, technical

requirements and contractual arrangements governing the transition have not yet been fully disclosed.

The migration may involve modifications to token contracts, network interfaces, wallet infrastructure, custody arrangements, transaction processing, governance

procedures, staking or other economic mechanisms. The implementation of these changes may be subject to software defects, cybersecurity vulnerabilities, operational failures,

delays, incompatibilities with existing custody systems, errors in token balances or restrictions, or other unforeseen technical or commercial difficulties.

There can be no assurance that the migration will be completed on the anticipated terms or timetable, that the Company's existing tokens and related rights will be

transferred without interruption or loss, or that the resulting token economics and functionality will be equivalent in practice to those applicable before the migration. Any

failure, delay, disruption or adverse change associated with the migration could materially adversely affect the Company's ability to access, transfer, monetize or otherwise

utilize its $DATA tokens and could adversely affect their market value and the Company's financial condition and results of operations.

Although the Company holds a significant number of $DATA tokens, such ownership does not, by itself, provide the Company with control over, or participation in, the

management, governance or decision-making processes of the DATA Foundation. The Company does not control the timing, terms or implementation of the announced

migration to Sui and may have limited or no ability to influence decisions concerning the DATA protocol, token economics, governance arrangements, infrastructure providers

or other matters affecting the value and utility of its $DATA holdings. The Company may not receive information concerning the DATA Foundation's plans, decisions or

operations before such information is publicly disclosed. Accordingly, the Company may be required to respond to material changes affecting its digital assets without advance

notice or meaningful opportunity to influence those changes.

The retirement of the independent DATA blockchain is expected to eliminate the Company's existing validator-related activities, and there can be no assurance that

replacement revenue opportunities will become available.

The Company has historically participated in the DATA Network's validator infrastructure and has operated validator infrastructure in connection with its digital asset

activities. The Company earns daily staking rewards in the form of additional $DATA tokens through its validator operations, which have become its primary source of revenue,

with reported margins exceeding approximately 85%. Revenue earned through validator operations is separate from changes in the fair
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value of the Company's existing $DATA token holdings. The announced migration of the DATA Network to Sui contemplates the retirement of the independent blockchain and

the elimination of the existing third-party validator infrastructure.

As a result, the Company expects that its current validator-related activities and associated revenue opportunities will be eliminated or substantially modified following

completion of the migration. The timing of this change and its ultimate financial impact have not yet been determined. Because validator-related staking rewards represent the

Company's primary source of revenue, termination of these activities without a corresponding replacement revenue source would materially reduce the Company's revenue and

could materially adversely affect its operating margins, cash flows and results of operations. The Company has not established that any alternative infrastructure role or other

arrangement will be available to replace them.

Although the DATA Foundation has indicated that opportunities may exist for certain infrastructure participants to provide sequencer or similar services under the new

network architecture, the Company has not entered into a definitive agreement establishing the Company's eligibility, responsibilities, compensation, operating costs or rights to

participate in such activities. There can be no assurance that the Company will be selected or otherwise qualify to provide such services, or that any such services would

generate revenue or other economic benefits.

The Company may be required to make additional investments in technology, personnel, security or other infrastructure to qualify for any future role, and there can be no

assurance that such investments would generate an economic return. Any replacement revenue opportunity may be less profitable, less predictable or less durable than the

Company's existing validator activities, or may not materialize at all.

The loss of the Company's primary revenue source, together with uncertainty concerning the availability, timing and profitability of alternative infrastructure

opportunities, could materially impair the Company's ability to execute its business strategy and achieve sustainable profitability.

The DATA protocol's dependence on the Sui blockchain could expose the Company to technical, operational, cybersecurity, governance and regulatory risks associated

with Sui that the Company may be unable to control.

Following completion of the announced migration, the operation of the DATA protocol and certain functions supporting $DATA tokens are expected to depend on the Sui

blockchain and related infrastructure. Sui is a separate blockchain ecosystem whose development, operation, security, governance and economic incentives are controlled or

influenced by participants and organizations that are independent of the Company.

The Sui blockchain may experience network outages, transaction processing failures, congestion, software defects, cybersecurity incidents, validator failures, consensus

disruptions, governance disputes, protocol upgrades or other operational difficulties. Vulnerabilities in Sui's smart contract environment, including contracts developed using

the Move programming language, or in applications and infrastructure interacting with the network could result in unauthorized transfers, loss of digital assets, transaction

failures or interruptions in network services.

Changes to Sui's technical architecture, validator arrangements, transaction fees, governance rules, economic incentives or regulatory treatment could adversely affect the

operation, cost or commercial viability of the DATA protocol. The Company may have limited ability to influence or prevent such changes or to obtain compensation for

resulting losses.

The continued development, security, performance and commercial adoption of Sui are subject to substantial uncertainty. There can be no assurance that Sui will maintain

sufficient network reliability, security, decentralization, market acceptance or regulatory support to meet the DATA protocol's future requirements.

Any material disruption, security incident, adverse governance decision or deterioration in the Sui ecosystem could adversely affect the operation of the DATA protocol,

the liquidity and market value of $DATA tokens and the Company's financial condition and results of operations.

The use of Walrus and other Sui-related storage, encryption and access-control technologies introduces additional cybersecurity, data integrity, privacy and operational

risks.

The DATA Foundation has announced that Walrus, a decentralized data storage platform associated with the Sui ecosystem, will become the default storage layer for

applications operated by the DATA Foundation. The integration is
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expected to support storage of encrypted reference files and verification of data provenance, with related access-control technologies potentially governing the ability of

authorized users to retrieve or utilize stored information.

These technologies may be subject to software defects, encryption or key-management failures, unauthorized access, data corruption, loss of stored information, service

interruptions, vulnerabilities in smart contracts or access-control mechanisms, and other cybersecurity or operational risks. The integration of multiple systems may introduce

additional dependencies and points of failure that are not present in the existing DATA Network architecture.

The effectiveness of encryption, access controls, consent verification and data provenance mechanisms may depend on the accuracy of information supplied by data

contributors and third-party applications, as well as the security and proper functioning of the underlying software and infrastructure. Technical verification of a record's

existence or integrity does not independently establish that the underlying data was lawfully obtained, that all necessary consents were validly secured or that a purchaser

possesses all rights required for its intended use.

The storage or processing of personal, confidential, proprietary or regulated information could expose participants in the DATA ecosystem to privacy, intellectual property,

cybersecurity, data protection and other legal or regulatory requirements in multiple jurisdictions. Failures to comply with such requirements, or disputes concerning data

ownership, consent, licensing or permitted uses, could result in litigation, regulatory investigations, restrictions on operations or reputational harm.

Any such event could impair the commercial adoption or perceived reliability of the DATA protocol, reduce demand for related services or tokens, and adversely affect

the value of the Company's $DATA holdings.

The Sui Foundation's announced $30 million investment may increase concentration of ownership or influence over the DATA ecosystem, and the Company may not

receive any direct economic benefit from that investment.

The Sui Foundation has announced a $30 million strategic investment in the DATA Network, pursuant to which it is expected to become the network's largest institutional

holder. The detailed economic, governance and contractual terms of the investment have not been publicly disclosed.

Depending on the structure of the investment, the transaction may increase the concentration of $DATA token ownership or governance influence among a limited number

of institutional participants. Such concentration could permit significant holders or affiliated parties to influence decisions concerning protocol development, token economics,

governance, liquidity arrangements, infrastructure providers or other matters affecting the DATA ecosystem.

The interests of the Sui Foundation, DATA Foundation, PIP Labs and other significant participants may differ from those of the Company or other $DATA tokenholders.

Decisions that advance the commercial or strategic interests of the broader Sui ecosystem may not maximize the market value or economic utility of $DATA tokens held by the

Company.

In addition, the economic interests of participants in the Sui ecosystem may be influenced by the value, utility and adoption of Sui's native token and other ecosystem

assets, rather than by the value of $DATA tokens. The migration could result in transaction fees, infrastructure compensation or other economic benefits being allocated to Sui

network participants or other third parties rather than to $DATA tokenholders. The Company cannot predict whether the commercial success of the DATA protocol following

the migration will generate corresponding economic benefits for holders of $DATA tokens.

The Company's ownership of $DATA tokens does not, by itself, entitle it to receive any portion of the Sui Foundation's announced $30 million investment or confer

contractual rights under that transaction. The Company has not independently verified all of the investment's economic, governance and contractual terms and cannot determine

whether, or to what extent, the transaction will benefit the DATA protocol or the value of the Company's token holdings. The transaction may also create future market risks if

significant holders are permitted to transfer or dispose of substantial token positions.

There can be no assurance that the investment will result in increased commercial adoption of the DATA protocol, greater demand for $DATA tokens, improved market

liquidity or appreciation in the value of the Company's token holdings. Any adverse changes in ownership concentration, governance arrangements, token economics or the

strategic relationship among the relevant parties could materially adversely affect the value of the Company's $DATA tokens.
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The migration to Sui may alter the economic utility of $DATA tokens, and increased use of the DATA protocol may not result in increased demand for or appreciation in

the value of $DATA tokens.

The DATA Network's migration from an independent blockchain to a protocol operating on Sui is expected to alter the infrastructure used to process transactions and

support network operations. Although the DATA Foundation has indicated that $DATA will remain the token of the DATA protocol and that existing holder economics and

governance rights will be preserved or improved, the detailed economic arrangements governing the token's future utility have not yet been fully disclosed to the Company.

The migration may change the manner in which transaction fees are paid, network services are compensated, infrastructure providers receive economic incentives, and

protocol participants are required or encouraged to acquire, hold or use $DATA tokens. Certain functions previously performed through the DATA Network's native blockchain

may instead depend on Sui's native infrastructure or other digital assets. The Company has not been provided with definitive information establishing the extent to which

$DATA tokens will be required for protocol transactions, payment of fees, access to services, governance or other network functions following the migration. There can be no

assurance that the future economic arrangements will create demand for $DATA tokens comparable to that contemplated under the existing network architecture.

Accordingly, increased registration activity, data storage, licensing transactions or other utilization of the DATA protocol may not generate a corresponding increase in

demand for $DATA tokens. The DATA protocol could experience increased commercial adoption without producing proportionate economic benefits for tokenholders.

The Company cannot predict the extent to which the future utility, governance rights, supply dynamics, incentive arrangements or market demand for $DATA tokens will

differ from those applicable before the migration. Any reduction in the economic utility of $DATA tokens, or failure of increased protocol activity to translate into token

demand, could materially adversely affect their market value and the Company's financial condition and results of operations.

The announced migration may create additional risks concerning the Company's locked or transfer-restricted $DATA tokens and its ability to access or transfer those

tokens.

Certain of the Company's $DATA token holdings are subject to contractual lock-up restrictions and transfer limitations. The announced migration to Sui is expected to

require the transition of existing token positions and related rights to new blockchain infrastructure.

Although the DATA Foundation has announced that existing locked and vesting positions will carry over unchanged, the detailed procedures for implementing such

restrictions and preserving the rights of tokenholders and custodians have not yet been disclosed.

The migration may require changes to custody arrangements, wallet configurations, token contracts, transfer procedures or other operational arrangements. Differences in

blockchain architecture or token functionality could create uncertainty concerning the continued application, administration or enforcement of existing lock-up restrictions and

transfer limitations.

The Company may incur additional legal, administrative, technology or custody costs to implement the migration and preserve its rights with respect to its restricted

tokens. Technical errors, delays, incompatibilities or other operational difficulties could prevent the Company from accessing or transferring tokens when otherwise permitted

under the applicable restrictions.

There can be no assurance that the migration will be implemented without affecting the Company's rights or ability to access, transfer or monetize its locked or restricted

$DATA tokens. Any resulting dispute, operational disruption or impairment of the Company's ability to access or monetize its holdings could materially adversely affect its

liquidity, financial condition and results of operations.

The failure of Congress to enact comprehensive digital asset market structure legislation, including the CLARITY Act, could prolong regulatory uncertainty and expose the

Company to changes in regulatory interpretations, rulemaking and enforcement priorities.

Congress has considered comprehensive digital asset market structure legislation, including the Digital Asset Market Clarity Act of 2025 (the “CLARITY Act”), intended

to establish a more comprehensive statutory framework governing the
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regulation of digital assets and the respective authorities of the SEC and CFTC. There can be no assurance that the CLARITY Act or substantially similar legislation will be

enacted, or that any enacted legislation will provide favorable treatment for $DATA tokens or the Company's digital asset activities.

In the absence of comprehensive legislation, the SEC and CFTC may continue to develop the regulatory framework governing digital assets through interpretive releases,

rulemaking, exemptive relief, supervisory guidance and enforcement actions under existing statutory authority. In October 2026, the CFTC published an advance notice of

proposed rulemaking concerning crypto asset transactions and markets, reflecting continuing efforts to establish regulatory requirements for certain digital asset activities. The

SEC may also adopt additional rules or interpretations concerning digital asset offerings, secondary market transactions, trading platforms, broker-dealers, custodians, staking

arrangements and other activities involving crypto assets. In the absence of comprehensive legislation, the durability of the current regulatory framework may depend to a

greater extent on administrative interpretations, agency rulemaking and the policies of future SEC and CFTC leadership. Regulatory approaches that currently provide greater

flexibility for digital asset activities could be modified or reversed, potentially requiring changes to the Company's digital asset custody, trading, monetization or other activities

even without new legislation.

In August 2026, the SEC proposed Regulation Crypto Assets, which would establish a tailored registration and exemption framework for certain investment contracts

involving crypto assets, including specified exemptions from Securities Act registration requirements and a conditional safe harbor addressing circumstances under which a

crypto asset would no longer be subject to an investment contract. In October 2026, the SEC also proposed amendments to custody requirements applicable to registered

investment advisers and regulated investment companies holding or providing services involving crypto assets. These proposals remain subject to potential modification and

final adoption, and there can be no assurance that they will be adopted in their proposed form or that the Company, $DATA tokens or transactions involving $DATA tokens

would qualify for any resulting exemptions, safe harbors or other regulatory accommodations. If adopted, the resulting requirements could affect the availability of custodial

services, trading arrangements, investment products and other market infrastructure supporting digital assets, potentially increasing compliance costs or limiting the Company's

ability to hold, transfer or monetize its $DATA tokens.

Although current SEC and CFTC leadership has expressed support for greater regulatory clarity and a framework that distinguishes non-security digital assets from

securities, agency interpretations and policies may be modified, withdrawn, superseded or challenged in judicial proceedings. Future administrations, regulatory officials or

courts may adopt different interpretations of existing law. Regulatory changes could also impose requirements that are more restrictive or costly than those currently applicable.

If the CLARITY Act or comparable legislation is not enacted, uncertainty concerning the allocation of regulatory authority between the SEC and CFTC, the treatment of

particular digital assets and the requirements applicable to digital asset intermediaries may persist. This uncertainty could discourage exchanges, custodians, institutional

investors and other market participants from supporting $DATA tokens, restrict the development of liquid trading markets, increase compliance costs or limit the Company's

ability to transfer, monetize or otherwise utilize its token holdings. Even if legislation is enacted, implementing regulations, transition periods and compliance requirements

could result in additional costs, operational restrictions or adverse market effects.

Accordingly, the Company cannot predict the ultimate regulatory treatment of $DATA tokens or the effect of future legislative, regulatory or judicial developments. Any

unfavorable determination, change in law or prolonged regulatory uncertainty could materially adversely affect the value and liquidity of the Company's $DATA tokens, its

ability to execute its business strategy and the value of its common stock.

If $DATA tokens are determined to be securities, the Company could become subject to regulation under the Investment Company Act of 1940, which could materially

restrict its operations.

If $DATA tokens are determined to constitute securities, the Company may become subject to additional regulatory considerations under the Investment Company Act of

1940, as amended (the “Investment Company Act”). Whether the Company would be required to register as an investment company would depend on the nature and

composition of its assets, its business activities, applicable statutory tests and the availability of exclusions or exemptions.

In particular, the Investment Company Act generally includes within the definition of an investment company certain issuers that are engaged primarily in investing,

reinvesting or trading in securities, or that own investment securities having a value exceeding 40% of the value of their total assets, excluding government securities and cash

items, on an unconsolidated basis, subject to applicable definitions, exclusions and exemptions. If $DATA tokens were treated as
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investment securities for purposes of the Investment Company Act, the Company's substantial holdings of such tokens could increase the risk that the Company would be

deemed an investment company.

If the Company were required to register as an investment company and could not qualify for an applicable exclusion or exemption, it could be required to materially

restructure its operations, dispose of assets, modify its investment or treasury activities, or take other actions to comply with applicable law. Registration under the Investment

Company Act could impose significant operational, governance, capital structure, reporting and other requirements that may be inconsistent with the Company's existing

business model. Failure to comply with applicable requirements could result in regulatory proceedings, restrictions on operations or other material adverse consequences,

potentially including liquidation or adverse effects on the continued listing of the Company's common stock.

The absence of established custody, clearing and settlement infrastructure for $DATA tokens exposes the Company to risks of loss, theft, unauthorized transfers and

operational failures.

There is currently no centralized clearinghouse or widely established central securities depository for $DATA tokens comparable to the infrastructure used for traditional

securities. The Company relies, or may rely, on digital wallets, private keys, third-party custodians and blockchain-based transaction settlement mechanisms to hold, transfer

and safeguard its $DATA tokens. The planned migration to Sui may require the Company and its custodians to implement new wallet addresses, token contracts, network

integrations, transfer procedures and security controls. The Company may experience temporary restrictions on deposits, withdrawals, transfers or trading during the transition,

and third-party custodians or trading venues may not support the migrated tokens immediately or at all. Any resulting inability to access or transfer tokens could impair the

Company's liquidity or its ability to satisfy obligations involving those assets.

Digital asset custody arrangements may be subject to risks that differ materially from those associated with traditional securities custody. These risks include cyberattacks,

theft, unauthorized transfers, compromised credentials, loss of private keys, technological failures, custodian insolvency, inadequate internal controls and operational errors.

There can be no assurance that any custodian or other service provider maintaining or facilitating access to the Company's $DATA tokens will maintain adequate insurance

coverage or that any available coverage would compensate the Company for losses involving its tokens.

Transactions involving $DATA tokens generally are irreversible once confirmed on the applicable blockchain. Tokens transferred to an incorrect address, stolen through

unauthorized access or rendered inaccessible through the loss or destruction of private keys may be permanently unrecoverable. The DATA Network may not be capable of

restoring access to lost private keys or reversing completed transactions.

Any material loss, theft, unauthorized transfer or inability to access the Company's $DATA tokens could materially adversely affect the Company's financial condition,

results of operations and the value of its common stock.

Cybersecurity incidents, blockchain network disruptions, smart contract vulnerabilities and failures of third-party service providers could adversely affect the value and

accessibility of $DATA tokens.

In addition to the risks associated with the Sui blockchain and related infrastructure described above, the Company is exposed to cybersecurity, operational and

technology risks involving its digital asset wallets, custody arrangements, transaction processing systems, smart contracts and other systems used to access, safeguard or

transfer $DATA tokens. Such systems may be vulnerable to unauthorized access, software defects, compromised credentials, cyberattacks, operational errors, network

disruptions and other failures. These risks may increase during the migration to Sui as the Company and its service providers implement new technology and operational

procedures.

The Company also relies on third-party service providers for certain custody, technology, security, transaction processing and other operational functions. Cybersecurity

incidents, business failures, financial instability, regulatory restrictions or operational deficiencies affecting these providers could impair the Company's ability to access,

safeguard, transfer or monetize its digital assets. Any such event could materially adversely affect the market value, liquidity or accessibility of the Company's $DATA tokens

and its financial condition and results of operations.

The market for $DATA tokens may be illiquid, and sales or other dispositions of significant quantities of tokens could materially adversely affect their market value.

The market for $DATA tokens may have limited trading volume, market depth, institutional participation and available trading venues. There can be no assurance that an

active, liquid and orderly market for $DATA tokens will
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develop or be sustained. The availability of trading venues may also be affected by regulatory developments, listing requirements, market conditions and the willingness of

intermediaries to support transactions in $DATA tokens. The announced migration could also affect the availability of trading pairs, exchange listings, market makers, custody

providers and other market infrastructure supporting $DATA tokens. Trading venues may suspend or discontinue support for the existing token during the migration, and there

can be no assurance that equivalent liquidity or market access will be available following completion of the transition. The Company's ability to dispose of tokens may be

particularly constrained if significant market volatility occurs during a period of reduced trading access or limited custody support.

If the Company seeks to sell or otherwise dispose of a significant quantity of $DATA tokens, the available market may be insufficient to absorb such transactions without

a substantial decline in market price. The Company's ability to monetize its holdings may also be constrained by contractual lock-up arrangements, transfer restrictions,

regulatory limitations, exchange policies or other market conditions.

The expiration, amendment or termination of applicable lock-up restrictions, including restrictions affecting tokens held by the Company or other significant holders,

could increase the supply of tokens available for sale and create additional downward pressure on market prices. The Company may be unable to sell substantial quantities of

tokens at quoted market prices or within a desired period.

Accordingly, the value assigned to the Company's $DATA token holdings may not reflect the proceeds that could be realized through an actual sale or liquidation of those

holdings. Significant declines in token prices, limited market liquidity or an inability to monetize tokens when needed could adversely affect the Company's liquidity, financial

condition, results of operations and the value of its common stock.

The Company may be subject to litigation, regulatory investigations and other legal proceedings relating to its digital asset activities.

The Company, issuers, promoters, custodians, trading platforms and other participants associated with $DATA tokens may become subject to litigation, regulatory

investigations, enforcement proceedings or other legal claims involving the issuance, distribution, promotion, custody, transfer, trading or regulatory classification of digital

assets.

Such proceedings may arise under federal or state securities laws, commodities laws, consumer protection laws, cybersecurity and privacy requirements, or other

applicable legal frameworks. Even proceedings that do not result in an adverse determination may impose significant legal expenses, management distraction, reputational harm

or operational restrictions.

Any adverse judgment, regulatory determination, settlement or compliance obligation could materially adversely affect the Company's business, financial condition,

results of operations and the value of its common stock.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Sales of Unregistered Securities

There have been no sales of unregistered securities within the reporting period covered by this report that would be required to be disclosed pursuant to Item 701 of

Regulation S-K.

Repurchases of Shares or of Company Equity Securities

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

Not applicable.

Item 5. Other Information

None.
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Item 6. Exhibits

The Exhibits listed in the Exhibit Index are filed as part of this quarterly report on Form 10-Q. Each management contract or compensatory plan or agreement listed on the

Exhibit Index is identified by a hashtag.

EXHIBIT INDEX

Exhibit Incorporated by Reference

Number Description of Exhibits Form File No. Exhibit Filing Date

3.1 Third Amended and Restated Certificate of Incorporation of IP Strategy

Holdings, Inc.

8-K 001-42411 3.1 February 18, 2026

3.2 First Amendment to the Third Amended and Restated Certificate of

Incorporation of IP Strategy Holdings, Inc.

8-K 001-42411 3.1 April 21, 2026

3.3 Second Amended and Restated Bylaws of IP Strategy Holdings, Inc. 8-K 001-42411 3.2 February 18, 2026

3.4 Certificate of Designations, Preferences and Rights of the Series A

Convertible Preferred Stock

S-1/A 333-279382 3.8 October 3, 2024

4.1 Form of Common Stock Certificate of IP Strategy Holdings, Inc. 10-K 001-42411 4.1 April 14, 2026

4.2 Form of Preferred Stock Certificate of IP Strategy Holdings, Inc. 10-K 001-42411 4.2 April 14, 2026

4.3 Form of Series A Common Stock Purchase Warrant S-1/A 333-279382 4.7 July 5, 2024

4.4 Form of Legacy Common Stock Purchase Warrants S-1/A 333-279382 4.8 October 25, 2024

4.5 Form of Representative Common Stock Purchase Warrant (from initial

public offering)

8-K 001-42411 4.1 November 26, 2024

4.6 Form of Whiskey Note Exchange Common Stock Purchase Warrant 10-K 001-42411 4.10 April 28, 2025

4.7 Form of Series B Common Stock Purchase Warrant 8-K 001-42411 4.1 June 3, 2025

4.8 Form of Advisory Common Stock Purchase Warrant 8-K 001-42411 4.2 August 11, 2025

4.9 Form of Placement Agent Common Stock Purchase Warrant 8-K 001-42411 4.3 August 11, 2025

4.10 Form of PIPE Pre-Funded Common Stock Purchase Warrant 8-K 001-42411 4.1 August 18, 2025

4.11 Form of Debtor Exchange Common Stock Purchase Warrant 10-K 001-42411 4.1 April 14, 2026

4.12 Form of Series B Exchange Common Stock Purchase Warrant S-1/A 333-289870 4.15 October 16, 2025

10.1 2019 Stock Incentive Plan# 10-K 001-42411 4.1 April 14, 2026

10.2 2024 Equity Incentive Plan#†

10.3 Form of Restricted Stock Unit Award Agreement 10-K 001-42411 4.1 April 14, 2026

10.4 Form of October 2023 Exchange Agreement S-1/A 333-279382 10.6 October 3, 2024

10.5 Form of Amendment to October 2023 Exchange Agreement S-1/A 333-279382 10.7 October 3, 2024

10.6 Amendment dated October 24, 2024 to October 2023 Exchange

Agreement

S-1/A 333-279382 10.11 October 25, 2024

10.7 Form of April 2024 Exchange Agreement S-1/A 333-279382 10.8 October 3, 2024

10.8 Form of Registration Rights Agreement, dated as of August 11, 2025,

between Company and each Purchaser (as defined therein)

8-K 001-42411 10.2 August 11, 2025

10.9 Employment Agreement dated as of October 1, 2025 of Justin Stiefel# 8-K 001-42411 10.1 October 3, 2025

10.10 Employment Agreement dated as of October 1, 2025 of Jennifer Stiefel# 8-K 001-42411 10.2 October 3, 2025
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10.11 Employment Agreement dated as of October 1, 2025 of Michael

Carrosino#

8-K 001-42411 10.3 October 3, 2025

31.1 Certification of the Chief Executive Officer pursuant to Exchange Act

Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section 302 of

the Sarbanes-Oxley Act of 2002†

31.2 Certification of the Chief Financial Officer pursuant to Exchange Act

Rules 13a-14(a) and 15d-14(a), as adopted pursuant to Section 302 of

the Sarbanes-Oxley Act of 2002†

32 Certification of Chief Executive Officer and Chief Financial Officer

pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002†

101.INS Inline XBRL Instance Document.†

101.SCH Inline XBRL Taxonomy Extension Schema Document.†

101.CAL Inline XBRL Taxonomy Extension Calculation Linkbase Document.†

101.DEF Inline XBRL Taxonomy Extension Definition Linkbase Document.†

101.LAB Inline XBRL Taxonomy Extension Label Linkbase Document.†

101.PRE Inline XBRL Taxonomy Extension Presentation Linkbase Document.†

104 Cover Page Interactive Data File (formatted as Inline XBRL and

contained in Exhibit 101).

# Indicates a management contract or compensatory plan.

† Filed herewith
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

authorized.

IP STRATEGY HOLDINGS, INC.

Date: October 23, 2026 By: /s/ Justin Stiefel

Justin Stiefel

Chief Executive Officer

Date: October 23, 2026 By: /s/ Michael Carrosino

Michael Carrosino

Chief Executive Officer

Principal Financial Officer and

Principal Accounting Officer
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Exhibit 10.2

IP STRATEGY HOLDINGS, INC.

2024 EQUITY INCENTIVE PLAN

Effective November 25, 2024

(as amended through June 25, 2026)

ARTICLE I

PURPOSE

The Plan’s purpose is to encourage and enable employees, directors, and independent contractors of the Company and its subsidiaries (“Service

Providers”) to acquire or increase their holdings of common stock of the Company, promoting alignment with the interests of the Company and its

shareholders. The Plan shall be a catalyst in the attraction, motivation, and retention of Service Providers by offering a form of compensation that has the ability

to generate personal wealth through capital appreciation, dividends, and liquidity events. Capitalized terms used in the Plan are defined in Article XI.

ARTICLE II

ELIGIBILITY

Service Providers are eligible to be granted Awards under the Plan, subject to the limitations described herein.

ARTICLE III

ADMINISTRATION AND DELEGATION

3.1       Administration. The Plan is administered by the Board of Directors of the Company, or upon its delegation, by a committee of the Board of

Directors (the “Administrator”). The Administrator has authority to grant Awards and set Award terms and conditions, subject to the conditions and limitations

in the Plan. The Administrator also has the authority to take all actions and make all determinations under the Plan, to interpret the Plan and Award Agreements

and to adopt, amend and repeal Plan administrative rules, guidelines and practices as it deems advisable. The Administrator may correct defects and

ambiguities, supply omissions and reconcile inconsistencies in the Plan or any Award as it deems necessary or appropriate to administer the Plan and any

Awards. The Administrator may delegate its authority to one or more officers of the Company with respect to Awards that do not involve “insiders” within the

meaning of Section 16 of the Exchange Act. The acts of such delegates shall be treated as acts of the Administrator, and such delegates shall report regularly to

the Administrator regarding the delegated duties and responsibilities and any Awards granted. The Administrator’s determinations under the Plan are in its sole

discretion and will be final and binding on all persons having or claiming any interest in the Plan or any Award.

3.2    Appointment of Committees. To the extent Applicable Laws permit, the Board may delegate any or all of its powers under the Plan to one or more

Committees. The Board may abolish any Committee or re-vest in itself any previously delegated authority at any time.

ARTICLE IV

STOCK AVAILABLE FOR AWARDS

4.1     Number of Shares. Subject to adjustment under Article VIII and the terms of this Article IV, the maximum number of shares of Common Stock

that may be issued under the Plan shall be



five hundred thousand (500,000) shares (the “Overall Share Limit”), provided, however, that the Overall Share Limit shall not include Stock Appreciation

Rights units in which the Award Grant of such units are paid out in cash at the time of exercise rather than in actual Shares of stock. Shares issued under the

Plan may consist of authorized but unissued Shares, Shares purchased on the open market or treasury Shares.

4.2       Share Recycling. If all or any part of an Award expires, lapses or is terminated, surrendered, repurchased, canceled without having been fully

exercised or forfeited, or exchanged for or settled in cash, in any case, in a manner that results in the Company not issuing any Shares covered by the Award or

acquiring Shares at a price not greater than the price (as adjusted to reflect any Equity Restructuring) paid by the Participant for such Shares, the unused or

reacquired Shares covered by the Award will, as applicable, become or again be available for Award grants under the Plan. Further, Shares delivered (either by

actual delivery or attestation) to the Company by a Participant to satisfy the applicable exercise or purchase price of an Award and/or to satisfy any applicable

tax withholding obligation (including Shares retained by the Company from the Award being exercised or purchased and/or creating the tax obligation) will, as

applicable, become or again be available for Award grants under the Plan. The payment of Dividend Equivalents in cash in conjunction with any outstanding

Awards shall not count against the Overall Share Limit.

4.3    Incentive Stock Option Limitations. Notwithstanding anything to the contrary herein, no more than 6,250 Shares may be issued pursuant to the

exercise of Incentive Stock Options.

4.4     Substitute Awards. In connection with an entity’s merger or consolidation with the Company or the Company’s acquisition of an entity’s property

or stock, the Administrator may grant Awards in substitution for any options, stock or stock-based awards granted before such merger or consolidation by such

entity or its affiliate in accordance with Applicable Laws. Substitute Awards may be granted on such terms as the Administrator deems appropriate,

notwithstanding limitations on Awards in the Plan. Substitute Awards will not count against the Overall Share Limit (nor shall Shares subject to a Substitute

Award be added to the Shares available for Awards under the Plan as provided above), except that Shares acquired by exercise of substitute Incentive Stock

Options will count against the maximum number of Shares that may be issued pursuant to the exercise of Incentive Stock Options under the Plan. Additionally,

in the event that a company acquired by the Company or any Subsidiary, or with which the Company or any Subsidiary combines, has shares available under a

pre-existing plan approved by stockholders and not adopted in contemplation of such acquisition or combination, the shares available for grant under such pre-

existing plan (as adjusted, to the extent appropriate, using the exchange ratio or other adjustment or valuation ratio or formula used in such acquisition or

combination to determine the consideration payable to the holders of common stock of the entities party to such acquisition or combination) may be used for

new Awards under the Plan and shall not reduce or affect the Overall Share Limit; provided that such new Awards shall not be made after the date grants could

have been made under the pre-existing plan, absent the acquisition or combination, and shall only be made to individuals who were not Service Providers prior

to such acquisition or combination.

4.5    Non-Employee Director Compensation. The Board may make Awards to non-employee Directors from time to time, subject to the limitations in

the Plan. The Board will determine the terms, conditions and amounts of all such non-employee Director Awards in its discretion and pursuant to the exercise of

its business judgment, taking into account such factors, circumstances, external market compensation survey data and considerations as it shall deem relevant

from time to time.
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ARTICLE V

STOCK OPTIONS AND STOCK APPRECIATION RIGHTS

5.1    General.

(a)     The Administrator may grant Options or Stock Appreciation Rights to Service Providers subject to the limitations in the Plan, including

any limitations in the Plan that apply to Incentive Stock Options. All Options shall be separately designated as Incentive Stock Options or Non-Qualified Stock

Options at the time of grant. To the extent that an Option is designated as an Incentive Stock Option but does not qualify as such under Section 422 of the Code,

the Option (or nonqualifying portion thereof) shall be treated as a Nonqualified Option. The Administrator will determine the number of Shares covered by each

Option and Stock Appreciation Right, the exercise price of each Option and Stock Appreciation Right and the conditions and limitations applicable to the

exercise of each Option and Stock Appreciation Right.

(b)    A Stock Appreciation Right will entitle the Participant (or other individual entitled to exercise the Stock Appreciation Right) to receive

from the Company upon exercise of the exercisable portion of the Stock Appreciation Right an amount determined by multiplying the excess, if any, of the

awarded Fair Market Value or Fair Grant Value, as applicable, of one Share on the date of exercise over the exercise price of the Stock Appreciation Right by

the number of Shares with respect to which the Stock Appreciation Right is exercised, subject to any limitations of the Plan or that the Administrator may

impose. A Stock Appreciation Right may be payable in cash, Shares valued at Fair Market Value or a combination of the two, as the Administrator may

determine or provide in the Award Agreement.

5.2       Exercise Price. The Administrator will establish each Option’s and Stock Appreciation Right’s exercise price per share and shall specify the

exercise price in the Award Agreement. Unless otherwise determined by the Administrator, the exercise price will not be less than 100% of the awarded Fair

Market Value or Fair Grant Value, as applicable, of one Share on the grant date of the Option or Stock Appreciation Right. In no event shall the Option price per

share of any Option be less than par value per share of Common Stock.

5.3     Duration. Each Option or Stock Appreciation Right will be exercisable at such times and as specified in the Award Agreement, provided that,

unless otherwise determined by the Administrator in accordance with Applicable Laws, the term of an Option or Stock Appreciation Right will not exceed ten

years. Notwithstanding the foregoing, if the Participant, prior to the end of the term of an Option or Stock Appreciation Right, violates the non-competition,

non-solicitation, confidentiality or other similar restrictive covenant provisions of any employment contract, confidentiality and nondisclosure agreement or

other agreement between the Participant and the Company or any of its Subsidiaries, the right of the Participant and the Participant’s transferees to exercise any

Option or Stock Appreciation Right issued to the Participant shall terminate immediately upon such violation and cease to be exercisable, unless the

Administrator otherwise determines.

5.4       Vesting of Options and Stock Appreciation Rights. Each Option or Stock Appreciation Right may, but need not, vest and therefore become

exercisable in periodic installments that may, but need not, be equal. The Option or Stock Appreciation Right may be subject to such other terms and conditions

on the time or times when it may be exercised (which may be based on a performance goal, which may be based on the Performance Criteria, or other criteria)

as the Administrator may deem appropriate. The vesting provisions of individual Options and Stock Appreciation Rights may vary.
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5.5    Exercise.

(a)        Options and Stock Appreciation Rights may be exercised by delivering to the Company a written notice of exercise, in a form the

Administrator approves (which may be electronic), signed by the person authorized to exercise the Option or Stock Appreciation Right, together with, as

applicable, payment in full (i) as specified in Section 5.6 of the exercise price for the number of Shares for which the Award is exercised and (ii) as specified in

Section 9.8 for any applicable taxes. Unless the Administrator otherwise determines, an Option or Stock Appreciation Right may not be exercised for a fraction

of a Share.

(b)    If an Option is granted to an Employee who is a non-exempt employee for purposes of the Fair Labor Standards Act of 1938, as amended,

the Option will not be first exercisable for any Shares until at least six (6) months following the date of grant of the Option (although the Option may vest prior

to such date). Consistent with the provisions of the Worker Economic Opportunity Act, (i) if such non-exempt Employee dies or suffers a Disability, (ii) upon a

Change in Control in which such Option is not assumed, continued, or substituted, or (iii) upon the Participant’s retirement (as such term may be defined in the

Participant’s Award Agreement, in another agreement between the Participant and the Company or a Subsidiary, or, if no such definition, in accordance with the

then current employment policies and guidelines of the Company or employing Subsidiary), the vested portion of any Option may be exercised earlier than six

(6) months following the date of grant. The foregoing provision is intended to operate so that any income derived by a non-exempt employee in connection with

the exercise or vesting of an Option will be exempt from the Participant’s regular rate of pay. To the extent permitted and/or required for compliance with the

Worker Economic Opportunity Act to ensure that any income derived by a non-exempt employee in connection with the exercise, vesting, or issuance of any

Shares under any other Award will be exempt from the employee’s regular rate of pay, the provisions of this Section 5.5(b) will apply to all Awards and are

hereby incorporated by reference into such Award Agreements.

5.6         Payment Upon Exercise. Subject to Section 10.8, any Company insider trading policy (including blackout periods) and Applicable Laws, the

exercise price of an Option must be paid by:

(a)      cash, wire transfer of immediately available funds or by check payable to the order of the Company, provided that the Company may

limit the use of one of the foregoing payment forms if one or more of the payment forms below is permitted;

(b)          if there is a public market for Shares at the time of exercise, unless the Administrator otherwise determines, (i) delivery (including

electronically or telephonically to the extent permitted by the Administrator) of an irrevocable and unconditional undertaking by a broker acceptable to the

Administrator to deliver promptly to the Company sufficient funds to pay the exercise price, or (ii) the Participant’s delivery to the Company of a copy of

irrevocable and unconditional instructions to a broker acceptable to the Administrator to deliver promptly to the Company cash or a check sufficient to pay the

exercise price; provided that such amount is paid to the Company at such time as may be required by the Administrator;

(c)    to the extent permitted by the Administrator, delivery (either by actual delivery or attestation) of Shares owned by the Participant valued at

their awarded Fair Market Value or grant date Fair Grant Value, as applicable, which meet the conditions established by the Administrator to avoid adverse

accounting consequences to the Company (as determined by the Administrator);

(d)        to the extent permitted by the Administrator, surrendering Shares then issuable upon the Option’s exercise valued at their Fair Market

Value on the exercise date; or
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(e)    to the extent permitted by the Administrator, any combination of the above payment forms.

5.7    Termination of Service.

(a)    General. Unless otherwise provided in an Award Agreement or in an employment agreement the terms of which have been approved by

the Administrator, or as otherwise determined by the Administrator, following a Participant’s Termination of Service (other than upon the Participant’s death or

Disability), a Participant may exercise an Option or Stock Appreciation Right (to the extent that the Participant was entitled to exercise such Option or Stock

Appreciation Right as of the date of such Termination of Service) but only within such period of time ending on the earlier of (i) the date three (3) months

following the Participant’s Termination of Service or (ii) the expiration of the term of the Option or Stock Appreciation Right as set forth in the Award

Agreement. If, after Termination of Service, the Participant does not exercise the Option or Stock Appreciation Right within the time specified in the Award

Agreement, the Option or Stock Appreciation Right shall terminate and cease to be exercisable. Notwithstanding the foregoing, if the Termination of Service is

by the Company or any Subsidiary for Cause, all outstanding Options and Stock Appreciation Rights (whether or not vested) shall immediately terminate and

cease to be exercisable.

(b)    Extension of Termination Date. The Administrator may provide in a Participant’s Award Agreement that if the exercise of the Option or

Stock Appreciation Right following the Participant’s Termination of Service would be prohibited because the issuance of Shares would violate the registration

requirements under the Securities Act or any other federal or state securities law or the rules of any securities exchange or interdealer quotation system, then the

Option or Stock Appreciation Right shall terminate on the earlier of (i) the expiration of the term of the Option or Stock Appreciation Right or (ii) the date three

(3) months following the end of the period during which the exercise of the Option or Stock Appreciation Right would be in violation of such registration or

other securities law requirements.

(c)    Disability of Participant. Unless otherwise provided in an Award Agreement or in an employment agreement the terms of which have been

approved by the Administrator, or as otherwise determined by the Administrator, following a Participant’s Termination of Service as a result of the Participant’s

Disability, a Participant may exercise an Option or Stock Appreciation Right (to the extent that the Participant was entitled to exercise such Option or Stock

Appreciation Right as of the date of such Termination of Service) but only within such period of time ending on the earlier of (i) the date twelve (12) months

following the Participant’s Termination of Service or (ii) the expiration of the term of the Option or Stock Appreciation Right as set forth in the Award

Agreement. If, after Termination of Service, the Participant does not exercise the Option or Stock Appreciation Right within the time specified in the Award

Agreement, the Option or Stock Appreciation Right shall terminate and cease to be exercisable. Notwithstanding the above, if the Termination of Service was

due to a validly documented and Company acknowledged injury suffered while working for the Company (a “Company Injury”), the time for the Participant to

exercise such Options or Stock Appreciation Rights shall be extended to three (3) months after the Participant is certified to have recovered to the maximum

extent possible from such Company Injury.

(d)     Death of Participant. Unless otherwise provided in an Award Agreement or in an employment agreement the terms of which have been

approved by the Administrator, or as otherwise determined by the Administrator, following a Participant’s Termination of Service as a result of the Participant’s

death, the Option or Stock Appreciation Right may be exercised (to the extent the Participant was entitled to exercise such Option or Stock Appreciation Right

as of the date of death) by the Participant’s estate, by a person who acquired the right to exercise the Option or Stock Appreciation
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Right by bequest or inheritance or by a person designated to exercise the Option or Stock Appreciation Right upon the Participant’s death, but only within such

period of time ending on the earlier of (i) the date three (3) months following the final closing of the estate, or (ii) the expiration of the term of the Option or

Stock Appreciation Right as set forth in the Award Agreement. If, after the Participant’s death, the Option or Stock Appreciation Right is not exercised within

the time specified in the Award Agreement, the Option or Stock Appreciation Right shall terminate and cease to be exercisable.

5.8    Additional Terms of Incentive Stock Options. The Administrator may grant Incentive Stock Options only to employees of the Company, any of its

present or future parent or subsidiary corporations, as defined in Sections 424(e) or (f) of the Code, respectively, and any other entities the employees of which

are eligible to receive Incentive Stock Options under the Code. If an Incentive Stock Option is granted to a Greater Than 10% Stockholder, the exercise price

will not be less than 110% of the Fair Market Value of one Share on the Option’s grant date, and the term of the Option will not exceed five (5) years. All

Incentive Stock Options will be subject to and construed consistently with Section 422 of the Code. By accepting an Incentive Stock Option, the Participant

agrees to give prompt notice to the Company of dispositions or other transfers of Shares acquired under the Option made within (a) two (2) years from the grant

date of the Option or (ii) one (1) year after the transfer of such Shares to the Participant, with such notice specifying the date of the disposition or other transfer

and the amount the Participant realized, in cash, other property, assumption of indebtedness or other consideration, in such disposition or other transfer. Neither

the Company, nor any Subsidiary, nor the Administrator, nor any of their Affiliates will be liable to a Participant, or any other party, if an Option fails or ceases

to qualify as an “incentive stock option” under Section 422 of the Code. Any Option or portion thereof that fails to qualify as an “incentive stock option” under

Section 422 of the Code for any reason will be a Non-Qualified Stock Option.

ARTICLE VI

RESTRICTED STOCK AWARDS; RESTRICTED STOCK UNITS

6.1    General.

(a)    The Administrator may grant Restricted Stock Awards, or the right to purchase Restricted Stock Awards, to any Service Provider, subject

to the Company’s right to repurchase from the Participant all or part of such Shares at their issue price or other stated or formula price (or to require forfeiture of

such Shares) if conditions the Administrator specifies in the Award Agreement are not satisfied before the end of the applicable restriction period(s) that the

Administrator establishes for such Award. Restricted Stock Units may be awarded at either the Fair Market Value or the Fair Grant Value, as determined by the

Administrator.

(b)       The Administrator may grant Restricted Stock Units to any Service Provider, which Awards may be subject to vesting and forfeiture

conditions, as set forth in an Award Agreement. The Administrator will determine and set forth in the Award Agreement the terms and conditions for each

Restricted Stock Award and Restricted Stock Unit, subject to the conditions and limitations contained in the Plan. Restricted Stock Units may be awarded at

either the Fair Market Value or the Fair Grant Value, as determined by the Administrator.

6.2    Restricted Stock Awards.

(a)    Stockholder Rights. Subject to any restrictions set forth in the Award Agreement, Participants holding Restricted Stock Awards that have

vested and settled generally shall have the rights and privileges of a stockholder with respect to such Shares, including the right to vote such Shares, and the

right to dividends as provided in Section 6.2(b).
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(b)     Dividends. Participants holding Restricted Stock Awards will be entitled to all ordinary cash dividends paid with respect to such Shares

that have vested and settled, unless the Administrator provides otherwise in the Award Agreement. In addition, unless the Administrator provides otherwise, if

any dividends or distributions are paid in Shares, or consist of property other than an ordinary cash dividend, the Shares or other property will be subject to the

same restrictions on transferability and forfeitability as the Restricted Stock Awards with respect to which they were paid if the Restricted Stock Awards have

vested and settled.

(c)        Stock Certificates. The Company may require that the Participant deposit in escrow with the Company (or its designee) any stock

certificates issued in respect of Restricted Stock Awards, together with a stock power endorsed in blank.

(d)    Section 83(b) Election. If a Participant makes an election under Section 83(b) of the Code to be taxed with respect to the Restricted Stock

Awards as of the grant date, rather than as of the date(s) upon which such Participant would otherwise be taxable under Section 83(a) of the Code, such

Participant shall be required to deliver a copy of such election to the Company promptly after filing such election with the Internal Revenue Service (along with

proof of the timely filing thereof) along with the value of the grant.

6.3    Restricted Stock Units.

(a)     Settlement. The Administrator may provide that settlement of Restricted Stock Units will occur upon or as soon as reasonably practicable

after the Restricted Stock Units vest or will instead be deferred, on a mandatory basis or at the Participant’s election, in a manner intended to comply with

Section 409A. The Administrator may provide that the Restricted Stock Units will settle upon more than one vesting condition.

(b)     Stockholder Rights. A Participant will not have any rights of a stockholder with respect to Shares subject to any Restricted Stock Unit

unless and until the Shares are delivered in settlement of the Restricted Stock Unit.

(c)        Dividend Equivalents. Prior to settlement or forfeiture, Restricted Stock Units awarded under the Plan may, at the Administrator’s

discretion, provide for a right to Dividend Equivalents. Such right entitles the holder to be credited with an amount equal to all dividends paid on one Share

while the Restricted Stock Unit is outstanding. Dividend Equivalents may be converted into additional Restricted Stock Units. Settlement of Dividend

Equivalents may be made in the form of cash, Shares, other securities, other property, or in a combination of the foregoing. Prior to distribution, any Dividend

Equivalents shall be subject to the same conditions and restrictions as the Restricted Stock Units to which they attach.

ARTICLE VII

OTHER STOCK OR CASH BASED AWARDS

7.1    Other Stock or Cash Based Awards. The Administrator may grant Other Stock or Cash Based Awards to any Service Provider, including Awards to

receive Shares in the future or Awards to receive annual or other periodic or long-term cash bonus awards. The Administrator will determine and set forth in the

Award Agreement the terms and conditions for each Other Stock or Cash Based Award, including any purchase price, performance goal (which may be based

on the Performance Criteria), transfer restrictions, and vesting conditions.

7.2       Payment Form. Other Stock or Cash Based Awards will also be available as a payment form in the settlement of other Awards, as standalone

payments and as payment in lieu of compensation
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to which a Participant is otherwise entitled. Other Stock or Cash Based Awards may be paid in Shares, cash or other property, as the Administrator determines.

ARTICLE VIII

ADJUSTMENTS FOR CHANGES IN COMMON STOCK

AND CERTAIN OTHER EVENTS

8.1        Equity Restructuring. In connection with any Equity Restructuring, notwithstanding anything to the contrary in this Article VIII, the

Administrator will equitably adjust each outstanding Award as it deems appropriate, in an equitable and a non-arbitrary manner, to reflect the Equity

Restructuring, which may include adjusting the number and type of securities subject to each outstanding Award, the Award’s exercise price (if applicable),

granting additional Awards to Participants, and making cash payments to Participants. The adjustments provided under this Section 8.1 will be nondiscretionary,

final, and binding on all persons, including the affected Participant and the Company; provided that the Administrator will determine whether an adjustment is

equitable and shall insure any such adjustment is applied equitably across all Plan Participates who hold the same type of Awards being adjusted.

8.2    Corporate Transactions. In the event of any dividend or other distribution (whether in the form of cash, Shares, other securities, or other property);

reorganization, merger, consolidation, combination, amalgamation, repurchase, recapitalization, liquidation, or dissolution; sale, transfer, exchange or other

disposition of all or substantially all of the assets of the Company or sale or exchange of Shares or other securities of the Company; Change in Control; issuance

of warrants or other rights to purchase Shares or other securities of the Company; other similar corporate transaction or event; other unusual or nonrecurring

transaction or event affecting the Company or its financial statements; or any change in any Applicable Laws or accounting principles, the Administrator,

subject to any limitations in Applicable Laws, is authorized without any further required approval or action of the stockholders to take action as it deems

appropriate and to alter, amend or suspend rules of the Plan in order to (x) prevent dilution or enlargement of the benefits or potential benefits intended by the

Administrator to be made available under the Plan or with respect to any Award, (y) facilitate such transaction or event or (z) give effect to such changes in

Applicable Laws or accounting principles. The Administrator may take such action either in the Award Agreement or by action taken prior to the occurrence of

such transaction or event (except that action to give effect to a change in Applicable Laws or accounting principles may be made within a reasonable period of

time after such change). The Administrator’s action(s) may include, but shall not be limited to, any one or more of the following actions:

(a)     To provide for the cancellation of any such Award in exchange for either an amount of cash or other property with a value equal to the

amount that could have been obtained upon the exercise or settlement of the vested portion of such Award or realization of the Participant’s rights under the

vested portion of such Award, as applicable; provided that, if the amount that could have been obtained upon the exercise or settlement of the vested portion of

such Award or realization of the Participant’s rights, in any case, is equal to or less than zero, then the Award may be terminated without payment;

(b)       To provide that such Award shall vest and, to the extent applicable, be exercisable as to all Shares covered thereby, notwithstanding

anything to the contrary in the Plan or the provisions of such Award;

(c)     To provide that such Award be assumed by the successor or survivor corporation, or a parent or subsidiary thereof, or be substituted for by

awards covering the stock of the successor or survivor corporation, or a parent or subsidiary thereof, with appropriate adjustments as to the number and
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types of shares and/or applicable exercise or purchase price, in all cases, as determined by the Administrator;

(d)    To make adjustments in the number and type of shares (or other securities or property) subject to such Award and/or with respect to which

new Awards may be granted under the Plan (including, but not limited to, adjustments of the limitations in Article IV hereof on the maximum number and type

of shares which may be issued, and including increasing the Overall Share Limit if allowed by Applicable Laws) and/or in the terms and conditions of

(including the exercise or purchase price or applicable performance goals), and the criteria included in, outstanding Awards;

(e)    To replace such Award with other rights or property selected by the Administrator of equal or greater value; and/or

(f)    To provide that unvested Awards will terminate and cannot vest, be exercised or become payable after the applicable event unless such

Awards are part of an agreed upon offer of employment or a valid employment or service provider contract.

8.3    Administrative Stand Still. In the event of any pending stock dividend, stock split, combination or exchange of shares, merger, consolidation or

other distribution (other than normal cash dividends) of Company assets to stockholders, or any other extraordinary transaction or change affecting the Shares

or the share price of Common Stock, including any Equity Restructuring or any securities offering or other similar transaction, for administrative convenience,

the Administrator may refuse to permit the exercise of any Award for up to sixty (60) days before or after such transaction.

8.4    General.

(a)    Subject to Applicable Laws, except as expressly provided in the Plan or the Administrator’s action under the Plan, no Participant will have

any rights due to any subdivision or consolidation of Shares; dividend payment; increase or decrease in the number of shares of any class; or dissolution,

liquidation, merger, or consolidation of the Company or other corporation. Except as expressly provided with respect to an Equity Restructuring under Section

8.1 above or the Administrator’s action under the Plan, no issuance by the Company of shares of any class, or securities convertible into shares of any class, will

affect, and no adjustment will be made regarding, the number of Shares subject to an Award or the Award’s exercise or purchase price.

(b)    The existence of the Plan, any Award Agreements and the Awards granted hereunder will not affect or restrict in any way the Company’s

right or power to make or authorize (i) any adjustment, recapitalization, reorganization or other change in the Company’s capital structure or its business, (ii)

any merger, consolidation, dissolution or liquidation of the Company or sale of Company assets or (iii) any sale or issuance of securities, including securities

with rights superior to those of the Shares, subject to Applicable Laws.

(c)     The Administrator may treat Participants and Awards (or portions thereof) differently from other Participants or other Awards under this

Article VIII, and the Administrator need not treat Participants or Awards (or portions thereof) uniformly, Subject to Applicable Laws.

ARTICLE IX

GENERAL PROVISIONS APPLICABLE TO AWARDS

9.1     Transferability. Except as the Administrator may determine or provide in an Award Agreement, Awards may not be sold, assigned, transferred,

pledged or otherwise encumbered, either voluntarily or by operation of law, except by will or the laws of descent and distribution, or, subject to the
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Administrator’s consent for Awards other than Incentive Stock Options, pursuant to a domestic relations order, and, during the life of the Participant, will be

exercisable only by the Participant. References to a Participant, to the extent relevant in the context, will include references to a Participant’s authorized

transferee that the Administrator specifically approves.

9.2       Documentation. Each Award will be evidenced in an Award Agreement, which may be written or electronic, as the Administrator determines.

Each Award may contain terms and conditions in addition to those set forth in the Plan.

9.3    Discretion. Except as the Plan otherwise provides, each Award may be made alone or in addition or in relation to any other Award. The terms of

each Award to a Participant need not be identical, and the Administrator need not treat Participants or Awards (or portions thereof) uniformly.

9.4    Default Vesting. Unless otherwise set forth in an individual Award Agreement, each Award shall vest over a four (4) year period, with one-quarter

(1/4) of the Award vesting on the first annual anniversary of the date of grant, with the remainder of the Award vesting monthly thereafter.

9.5    Leaves of Absence.

(a)    Unless the Administrator provides otherwise, vesting of Awards granted hereunder will be suspended during any Employee’s unpaid leave

of absence and will resume on the date the Employee returns to work on a regular schedule as determined by the Administrator; provided, however, that no

vesting credit will be awarded for the time vesting has been suspended during such leave of absence. A Service Provider will not cease to be an Employee in the

case of (i) any leave of absence approved by the Company or the employing Subsidiary, although any leave of absence not provided for in the applicable

employee manual of the Company or employing Subsidiary needs to be approved by the Administrator, or (ii) transfers between locations of the Company or

between the Company, its parent, or any Subsidiary.

(b)       Unless the Administrator determines otherwise, no Option granted to a Participant who is an employee at the time of grant shall be

exercised unless the Participant is, at the time of exercise characterized as an active employee and has been an employee continuously since the date the Option

was granted.

(i)        An Option shall not be affected by any change in the terms, conditions or status of the Participant’s employment, provided that the

Participant continues to be an employee of the Company or a related corporation.

(ii)     The employment relationship shall be treated as continuing or intact for any period that the Participant is on military or sick leave or

other bona fide leaves of absence, provided that such leave does not exceed 90 days, or, if longer, as long as the Participant’s right to

reemployment is guaranteed either by statute or by contact. The employment relationship shall be treated as continuing or intact while the

Participant is not in active service because of disability. For the purpose of this Plan, “disability” shall have the meaning ascribed to the term in

any employment agreement, consulting agreement, to which a Participant is a party, or if no such agreement applies, “disability” shall mean the

inability of the Participant to engage in any substantial gainful activity by reason of any medically determinable physical or mental impairment

which can be expected to result in death, or which has lasted or can be expected to last for a continuous period of not less than twelve (12)

months. The Administrator shall have sole authority to determine whether a Participant is disabled, and, if applicable, the date of a
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Participant’s termination of employment or service for any reason (the “termination date”).

9.6         Other Change in Status. Subject to compliance with Applicable Laws, including Section 409A of the Code, in the event a Service Provider’s

regular level of time commitment in the performance of services for the Company, its parent, or any Subsidiary is reduced (for example, and without limitation,

if the Service Provider is an Employee of the Company and the Employee has a change in status from a full-time Employee to a part-time Employee for reasons

other than because of a change in medical condition or as a result of a validly documented and Company acknowledged injury suffered while working for the

Company) after the date of grant of any Award to the Service Provider, the Administrator has the right in its sole discretion to (a) make a corresponding

reduction in the number of Shares subject to any portion of such Award that is scheduled to vest or become payable after the date of such change in time

commitment, and (b) in lieu of or in combination with such a reduction, extend the vesting or payment schedule applicable to such Award. In the event of any

such reduction, the Service Provider will have no right with respect to any portion of the Award that is so reduced or extended.

9.7    Effect of Termination of Service; Change in Status. The Administrator will determine, in its sole discretion, the effect of all matters and questions

relating to any Termination of Service, including, without limitation, (a) whether a Termination of Service has occurred, (b) whether a Termination of Service

resulted from a discharge for Cause, (c) whether a particular leave of absence constitutes a Termination of Service, (d) whether a change in a Participant’s

Service Provider status affects an Award, and (e) the extent to which, and the period during which, the Participant, the Participant’s legal representative,

conservator, guardian or Designated Beneficiary may exercise rights under an Award, if applicable. Notwithstanding the above, in the event the Termination

was due to incapacitation or a Company Injury, the Administrator may not begin the process of Termination of Service until a medical opinion from the medical

professional providing care to the Participant determines that either the Participant is not likely to recover from the incapacity, or in the event of a Company

Injury, that the Participant has recovered to the maximum extent possible from the Company Injury. Nothing in the preceding sentence shall create or imply any

ongoing employment obligation, relationship or agreement by the Company toward the Participant simply by virtue of the fact that a Termination of Service has

not been declared.

9.8    Withholding.

(a)          Each Participant must pay the Company, or make provision satisfactory to the Administrator for payment of, any taxes required by

Applicable Laws to be withheld in connection with such Participant’s Awards by the date of the event creating the tax liability. The Company may deduct an

amount sufficient to satisfy such tax obligations based on the applicable statutory withholding rates (or such other rate as may be determined by the Company

after considering any accounting consequences or costs) from any payment of any kind otherwise due to a Participant.

(b)        Subject to Section 10.8 and any Company insider trading policy (including blackout periods), a Participant may satisfy such tax

obligations (i) in cash, by wire transfer of immediately available funds, by check made payable to the order of the Company, provided that the Company may

limit the use of one of the foregoing payment forms if one or more of the payment forms below is permitted, (ii) to the extent permitted by the Administrator, in

whole or in part by delivery of Shares, including Shares retained from the Award creating the tax obligation, valued at their awarded Fair Market Value or Fair

Grant Value, as applicable, (provided such delivery does not create adverse accounting consequences to the Company, as determined by the Administrator), (iii)

if there is a public market for Shares at the time the tax obligations are satisfied, unless the Administrator otherwise determines, (A) delivery (including

electronically or telephonically to the extent permitted by the
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Administrator) of an irrevocable and unconditional undertaking by a broker acceptable to the Administrator to deliver promptly to the Company sufficient funds

to satisfy the tax obligations, or (B) delivery by the Participant to the Administrator of a copy of irrevocable and unconditional instructions to a broker

acceptable to the Administrator to deliver promptly to the Company cash or a check sufficient to satisfy the tax withholding; provided that such amount is paid

to the Company at such time as may be required by the Administrator, or (iv) to the extent permitted by the Administrator, any combination of the foregoing

payment forms. If any tax withholding obligation will be satisfied under clause (ii) of the immediately preceding sentence by the Administrator’s retention of

Shares from the Award creating the tax obligation and there is a public market for Shares at the time the tax obligation is satisfied, the Administrator may elect

to instruct any broker determined acceptable to the Administrator for such purpose to sell on the applicable Participant’s behalf some or all of the Shares

retained and to remit the proceeds of the sale to the Company or its designee. Each Participant’s acceptance of an Award under the Plan will constitute the

Participant’s authorization to the Administrator and instruction and authorization to such broker to complete the transactions described in the preceding

sentence.

9.9     Amendment of Award; Repricing.

(a)        The Administrator may amend, modify or terminate any outstanding Award, including by substituting another Award of the same or a

different type, changing the exercise or settlement date, and converting an Incentive Stock Option to a Non-Qualified Stock Option. The Participant’s consent to

such action will be required unless (i) the action does not materially and adversely affect the Participant’s rights under the Award, or (ii) the change is permitted

under Article VIII or pursuant to Section 10.6.

(b)    The Administrator may, subject to approval by the stockholders of the Company if required by Applicable Laws, (i) reduce the exercise

price of outstanding Options or Stock Appreciation Rights, (ii) cancel outstanding Options or Stock Appreciation Rights in exchange for cash, other Awards or

Options or Stock Appreciation Rights with an exercise price that is less than the exercise price of the original Options or Stock Appreciation Rights, or (iii) take

such other action that is considered a “repricing” for purposes of Applicable Laws.

9.10     Conditions on Delivery of Stock. The Company will not be obligated to deliver any Shares under the Plan or remove restrictions from Shares

previously delivered under the Plan until (a) all Award conditions have been met or removed to the Administrator’s satisfaction, (b) as determined by the

Administrator, all other legal matters regarding the issuance and delivery of such Shares have been satisfied, including any applicable securities laws and stock

exchange or stock market rules and regulations, and (c) the Participant has executed and delivered to the Company such representations or agreements as the

Administrator deems necessary or appropriate to satisfy any Applicable Laws. The Company’s inability to obtain authority from any regulatory body having

jurisdiction, which the Administrator determines is necessary to the lawful issuance and sale of any securities, will relieve the Company of any liability for

failing to issue or sell such Shares.

9.11    Acceleration. The Administrator may at any time provide that an Award will become immediately vested and fully or partially exercisable, free

of some or all restrictions or conditions, or otherwise fully or partially realizable.

ARTICLE X

MISCELLANEOUS

10.1    No Right to Employment or Other Status. No person will have any claim or right to be granted an Award, and the grant of an Award will not be

construed as giving a Participant the right to continued employment or any other relationship with the Company. The Company expressly reserves the
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right at any time to dismiss or otherwise terminate its relationship with a Participant free from any liability or claim under the Plan or any Award, except as

expressly provided in an Award Agreement.

10.2         No Rights as Stockholder; Certificates. Subject to the Award Agreement, no Participant or Designated Beneficiary will have any rights as a

stockholder with respect to any Shares to be distributed under an Award until becoming the record holder of such Shares. Notwithstanding any other provision

of the Plan, unless the Administrator otherwise determines or Applicable Laws require, the Company will not be required to deliver to any Participant

certificates evidencing Shares issued in connection with any Award and instead such Shares may be recorded in the books of the Company (or, as applicable, its

transfer agent or stock plan administrator). The Company may place legends on stock certificates issued under the Plan that the Administrator deems necessary

or appropriate to comply with Applicable Laws.

10.3    Effective Date and Term of Plan. The Plan will become effective on the Effective Date and, unless earlier terminated by the Board, will remain

in effect until the earlier of (a) the earliest date as of which all Awards granted under the Plan have been satisfied in full or terminated and no Shares approved

for issuance under the Plan remain available to be granted under new Awards or (b) the tenth (10 ) anniversary of the earlier of the date the Plan is approved by

the Board or the date the Plan is approved by the Company’s stockholders. If the Plan is not originally approved by the Company’s stockholders, the Plan will

not become effective, and no Awards will be granted under the Plan.

10.4    Amendment of Plan. The Board and the Administrator may each amend, suspend or terminate the Plan at any time; provided that no amendment,

other than an increase to the Overall Share Limit, may materially and adversely affect any Award outstanding at the time of such amendment without the

affected Participant’s consent. No Awards may be granted under the Plan during any suspension period or after Plan termination or expiration of the Plan’s term.

Awards outstanding at the time of any Plan suspension or termination will continue to be governed by the Plan and the Award Agreement, as in effect before

such suspension or termination. If stockholder approval to amend the Plan is required by state law, corporate charter, company by-laws or other approved filing

or policy, the Board will obtain stockholder approval of any such Plan amendment to the extent necessary to comply with Applicable Laws.

10.5        Provisions for Foreign Participants. The Administrator may modify Awards granted to Participants who are foreign nationals or employed

outside the United States or establish subplans or procedures under the Plan to address differences in laws, rules, regulations or customs of such foreign

jurisdictions with respect to tax, securities, currency, employment, employee benefits or other matters.

10.6     Section 409A.

(a)    General. The Company intends that all Awards be structured to comply with, or be exempt from, Section 409A, such that no adverse tax

consequences, interest, or penalties under Section 409A apply. Notwithstanding anything in the Plan or any Award Agreement to the contrary, the Administrator

may, without a Participant’s consent, amend this Plan or Awards, adopt policies and procedures, or take any other actions (including amendments, policies,

procedures and retroactive actions) as are necessary or appropriate to preserve the intended tax treatment of Awards, including any such actions intended to (i)

exempt this Plan or any Award from Section 409A, or (ii) comply with Section 409A. The Company makes no representations or warranties as to an Award’s

tax treatment under Section 409A or otherwise. The Company will have no obligation under this Section 10.6 or otherwise to avoid the taxes, penalties or

interest under Section 409A with respect to any Award and will have no liability to any Participant or any other person if any Award, compensation or other

benefits under the Plan are

th
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determined to constitute noncompliant “nonqualified deferred compensation” subject to taxes, penalties or interest under Section 409A.

(b)    Separation from Service. If an Award constitutes “nonqualified deferred compensation” under Section 409A, any payment or settlement of

such Award upon a termination of a Participant’s Service Provider relationship will, to the extent necessary to avoid taxes under Section 409A, be made only

upon the Participant’s “separation from service” (within the meaning of Section 409A), whether such “separation from service” occurs upon or after the

Termination of Service of a Participant. For purposes of this Plan or any Award Agreement relating to an Award that constitutes “nonqualified deferred

compensation” under Section 409A, references to a “termination,” “termination of employment,” Termination of Service or like terms means a “separation from

service” (within the meaning of Section 409A).

(c)          Payments to Specified Employees. Notwithstanding any contrary provision in the Plan or any Award Agreement, any payment of

“nonqualified deferred compensation” to a “specified employee” (as defined under Section 409A and as the Administrator determines) due to such Participant’s

“separation from service” will, to the extent necessary to avoid taxes under Section 409A(a)(2)(B)(i) of the Code, be delayed for the six-month period

immediately following such “separation from service” (or, if earlier, until the specified employee’s death) and will instead be paid (as set forth in the Award

Agreement) on the day immediately following such delay period or as soon as administratively practicable thereafter (without interest). Any payments of

“nonqualified deferred compensation” payable more than six months following the Participant’s “separation from service” will be paid at the time or times the

payments are otherwise scheduled to be made. Furthermore, notwithstanding any contrary provision of the Plan or any Award Agreement, any payment of

“nonqualified deferred compensation” under the Plan that may be made in installments shall be treated as a right to receive a series of separate and distinct

payments.

10.7    Limitations on Liability. Notwithstanding any other provision of the Plan or any Award Agreement, no individual acting as a director, officer,

other employee or agent of the Company or any Subsidiary will be liable to any Participant, former Participant, spouse, beneficiary, stockholders (to the extent

allowed by Applicable Law), or any other person for any claim, loss, liability, or expense incurred in connection with the Plan or any Award, and such

individual will not be personally liable with respect to the Plan or any Award because of any contract or other instrument executed in his or her capacity as an

Administrator, director, officer, other employee or agent of the Company or any Subsidiary. The Company will indemnify and hold harmless each director,

officer, other employee and agent of the Company or any Subsidiary that has been or will be granted or delegated any duty or power relating to the Plan’s

administration or interpretation, against any cost or expense (including attorneys’ fees) or liability (including any sum paid in settlement of a claim with the

Administrator’s approval) arising from any act or omission concerning this Plan or any Award unless arising from such person’s own fraud or bad faith.

10.8        Lock-Up Period. The Company may, at the request of any underwriter representative, in connection with registering the offering of any

Company securities under the Securities Act, prohibit Participants from, directly or indirectly, selling or otherwise transferring any Shares or other Company

securities during a period of up to one hundred eighty days following the effective date of a Company registration statement filed under the Securities Act, or

such longer period as determined by the underwriter.

10.9    Data Privacy.

(a)       As a condition for receiving any Award, each Participant explicitly and unambiguously consents to the collection, use and transfer, in

electronic or other form, of personal data as

    14



described in this section by and among the Company and its Subsidiaries and Affiliates exclusively for implementing, administering and managing the

Participant’s participation in the Plan, and to the publication and public filing of information about the Participant and the amount, type and value of Awards

granted under the Plan for purposes of complying with federal and state securities laws. The Company and its Subsidiaries and Affiliates may hold certain

personal information about a Participant, including the Participant’s name, address and telephone number; birthdate; social security, insurance number or other

identification number; salary; nationality; job title(s); any shares or securities held by the Participant in the Company or its Subsidiaries and Affiliates; and any

Award details, to implement, manage and administer the Plan and Awards (the “Data”).

(b)     The Company and its Subsidiaries and Affiliates may transfer the Data amongst themselves as necessary to implement, administer and

manage a Participant’s participation in the Plan, and the Company and its Subsidiaries and Affiliates may transfer the Data to third parties assisting the

Company with Plan implementation, administration and management. These recipients may be located in the jurisdiction where the Participant is located or

elsewhere, and the jurisdiction where the Participant is located may have different data privacy laws and protections than the jurisdiction where the recipient is

located. By accepting an Award, each Participant authorizes such recipients to receive, possess, use, retain and transfer the Data, in electronic or other form, to

implement, administer and manage the Participant’s participation in the Plan, including any required Data transfer to a broker or other third party with whom

the Company or the Participant may elect to deposit any Shares.

(c)    The Company may cancel a Participant’s ability to participate in the Plan and, in the Administrator’s discretion, forfeit any outstanding

Awards if the Participant withdraws the consents in this Section 10.9. For more information on the consequences of withdrawing consent, Participants may

contact their local human resources representative.

10.10    Severability. If any portion of the Plan, or any action taken under it, is held illegal or invalid for any reason, the illegality or invalidity will not

affect the remaining parts of the Plan, and the Plan will be construed and enforced as if the illegal or invalid provisions had been excluded, and the illegal or

invalid action will be null and void.

10.11    Governing Documents. If any conflict occurs between the Plan and any Award Agreement or other written agreement between a Participant and

the Company (or any Subsidiary) that the Administrator has approved, the Plan will govern, unless it is expressly specified in such Award Agreement or other

written document that a specific provision of the Plan will not apply.

10.12        Governing Law. The Plan and all Awards will be governed by and interpreted in accordance with the laws of the State of Delaware,

disregarding any state’s choice-of-law principles requiring the application of a jurisdiction’s laws other than the State of Delaware.

10.13    Forfeiture Events; Claw-back Provisions.

(a)     The Administrator may specify in an Award Agreement that the Participant’s rights, payments and benefits with respect to an Award shall

be subject to reduction, cancellation, forfeiture or recoupment upon the occurrence of certain events, in addition to applicable vesting conditions of an Award.

Such events may include, without limitation, breach of non-competition, non-solicitation, confidentiality, or other restrictive covenants that are contained in the

Award Agreement or otherwise applicable to the Participant, a Participant’s Termination of Service for Cause, or other conduct by the Participant that is

detrimental to the business or reputation of the Company and/or its Subsidiaries and Affiliates.
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(b)         All Awards (including any proceeds, gains or other economic benefit the Participant actually or constructively receives related to an

Award or the receipt or resale of any Shares underlying the Award) will be subject to any Company claw-back, recovery, or recoupment policy as in effect from

time to time, including any policy adopted to comply with Applicable Laws (including the Dodd-Frank Wall Street Reform and Consumer Protection Act and

any rules or regulations promulgated thereunder). In addition, the Administrator may include such other claw-back, recovery, or recoupment provisions in an

Award Agreement as it determines is necessary or appropriate.

10.14     Titles and Headings. The titles and headings in the Plan are for convenience of reference only and, if any conflict, the Plan’s text, rather than

such titles or headings, will control.

10.15          Conformity to Securities Laws. As a condition for receiving any Award, each Participant acknowledges that the Plan and each Award is

intended to conform to the extent necessary with Applicable Laws. Notwithstanding anything herein to the contrary, the Plan and all Awards will be

administered only in conformance with Applicable Laws. To the extent Applicable Laws permit, the Plan and all Award Agreements will be deemed amended as

necessary to conform to Applicable Laws.

10.16        Relationship to Other Benefits. The benefits and rights provided under the Plan are wholly discretionary and, although provided by the

Company, do not constitute regular or periodic payments. No payment under the Plan will be considered part of a Participant’s salary or compensation or taken

into account in determining any benefits under any pension, retirement, savings, profit sharing, group insurance, welfare, severance, resignation, redundancy or

other end of service payments, or other benefit plan of the Company or any Subsidiary except as expressly provided in writing in such other plan or an

agreement thereunder.

10.17     Broker-Assisted Sales. In the event of a broker-assisted sale of Shares in connection with the payment of amounts owed by a Participant under

or with respect to the Plan or any Award, including amounts to be paid under Section 9.8(b)(iii): (a) any Shares to be sold through the broker-assisted sale will

be sold on the day the payment first becomes due, or as soon thereafter as practicable; (b) such Shares may be sold as part of a block trade with other

Participants in the Plan in which all participants receive an average price; (c) the applicable Participant will be responsible for all broker’s fees and other costs

of sale, and by accepting an Award, each Participant agrees to indemnify and hold the Company harmless from any losses, costs, damages, or expenses relating

to any sale; (d) to the extent the Company or its designee receives sale proceeds that exceed the amount owed, the Company will pay such excess in cash to the

applicable Participant as soon as reasonably practicable; (e) the Company and its designees are under no obligation to arrange for a sale at any particular price;

and (f) in the event the proceeds of a sale are insufficient to satisfy the Participant’s obligation, the Participant may be required to pay immediately upon

demand to the Company or its designee an amount in cash sufficient to satisfy any remaining portion of the Participant’s obligation.

10.18    Unfunded Plan. The Plan shall be unfunded. Neither the Company, the Board nor the Administrator shall be required to establish any special or

separate fund or to segregate any assets to assure the performance of its obligations under the Plan.

10.19       Fractional Shares. No fractional Shares shall be issued or delivered pursuant to the Plan. The Administrator shall determine whether cash,

additional Awards or other securities or property shall be issued or paid in lieu of fractional Shares or whether any fractional Shares should be rounded, forfeited

or otherwise eliminated.

10.20    Section 16 of the Exchange Act. It is the intent of the Company that the Plan satisfy, and be interpreted in a manner that satisfies, the applicable

requirements of Rule 16b-3 so that Participants will be entitled to the benefit of Rule 16b-3 (or any other rule promulgated under Section 16 of the
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Exchange Act) and will not be subject to short-swing liability under Section 16 of the Exchange Act. Accordingly, if the operation of any provision of the Plan

would conflict with the intent expressed in this Section 10.20, such provision to the extent possible shall be interpreted and/or deemed amended so as to avoid

such conflict.

ARTICLE XI

DEFINITIONS

As used in the Plan, the following words and phrases will have the following meanings:

11.1    “Administrator” means the Board or a Committee to the extent that the Board’s powers or authority under the Plan have been delegated to such

Committee.

11.2    “Affiliate” means a corporation or other entity that, directly or through one or more intermediaries, controls, is controlled by or is under common

control with, the Company.

11.3    “Applicable Laws” means the requirements relating to the administration of equity incentive plans under U.S. federal and state securities, tax and

other applicable laws, rules and regulations, the applicable rules of any stock exchange or quotation system on which the Shares are listed or quoted and the

applicable laws and rules of any country or other jurisdiction where Awards are granted.

11.4    “Award” means, individually or collectively, a grant under the Plan of Options, Stock Appreciation Rights, Restricted Stock Awards, Restricted

Stock Units, Dividend Equivalents or Other Stock or Cash Based Awards.

11.5    “Award Agreement” means a written agreement evidencing an Award, which may be electronic, that contains such terms and conditions as the

Administrator determines, consistent with and subject to the Plan.

11.6    “Board” means the Board of Directors of the Company.

11.7    “Cause” means (a) if a Participant is a party to a written offer letter, employment, severance, consulting, or similar agreement with the Company

or any of its Subsidiaries or an Award Agreement in which the term “cause” is defined (a “Relevant Agreement”), “cause” as defined in the Relevant

Agreement, and (b) if no Relevant Agreement exists, (i) the Participant’s dishonest statements or acts with respect to the Company or any of its Subsidiaries or

Affiliates, or any of their current or prospective customers, suppliers, vendors or other third parties with which such entity does business; (ii) the Participant’s

commission of, or plea of guilty or nolo contendere to (A) a felony (or crime of similar magnitude under Applicable Laws outside the United States) or (B) any

misdemeanor involving moral turpitude, deceit, dishonesty or fraud; (iii) the Participant’s failure to perform his or her assigned duties and responsibilities to the

reasonable satisfaction of the Company, which failure continues, in the reasonable judgment of the Company, after written notice given to the Participant by the

Company; (iv) the Participant’s gross negligence, willful misconduct or insubordination with respect to the Company or any of its Subsidiaries or Affiliates; (v)

the Participant’s violation of any provision of any agreement(s) between the Participant and the Company or any of its Subsidiaries or Affiliates relating to non-

competition, non-solicitation, nondisclosure, confidentiality, assignment of inventions or other similar restrictive covenant; (vi) the Participant’s material

violation of any written policies or codes of conduct of the Company or any of its Subsidiaries or Affiliates, including written policies related to discrimination,

harassment, performance of illegal or unethical activities, and ethical misconduct; or (vii) the Participant’s conduct that brings or is reasonably likely to bring

the Company or any of its Subsidiaries or Affiliates negative publicity or into public disgrace, embarrassment, or disrepute.
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11.8     “Change in Control” means and includes each of the following:

(a)      A transaction or series of transactions (other than an offering of Common Stock to the general public through a registration statement

filed with the Securities and Exchange Commission or a transaction or series of transactions that meets the requirements of clauses (i) and (ii) of subsection (c)

below) whereby any “person” or related “group” of “persons” (as such terms are used in Sections 13(d) and 14(d)(2) of the Exchange Act) (other than the

Company, any of its Subsidiaries, an employee benefit plan maintained by the Company or any of its Subsidiaries, or a “person” that, prior to such transaction,

directly or indirectly controls, is controlled by, or is under common control with, the Company) directly or indirectly acquires beneficial ownership (within the

meaning of Rule 13d-3) of securities of the Company possessing more than fifty percent (50%) of the total combined voting power of the Company’s securities

outstanding immediately after such acquisition; or

(b)         During any twelve (12) month period, individuals who, at the beginning of such period, constitute the Board together with any new

Director(s) (other than a Director designated by a person who shall have entered into an agreement with the Company to effect a transaction described in

subsections (a) or (c)) whose election to the Board or nomination for election by the Company’s stockholders was approved by a vote of at least two-thirds of

the Directors then still in office who either were Directors at the beginning of the twelve (12) month period or whose election or nomination for election was

previously so approved, cease for any reason to constitute a majority thereof; or

(c)     The consummation by the Company (whether directly involving the Company or indirectly involving the Company through one or more

intermediaries) of (i) a merger, consolidation, reorganization, or business combination in which the Company does not emerge from the transaction as the

resulting named Successor Entity after consummation of the transaction or ; (ii) a sale or other disposition of all or substantially all of the Company’s assets in

any single transaction or series of related transactions or (iii) the acquisition of assets or stock of another entity, in each case other than a transaction:

(A)         which results in the Company’s voting securities outstanding immediately before the transaction continuing to represent, directly or

indirectly, at least a majority of the combined voting power of the Successor Entity’s outstanding voting securities immediately after the

transaction, where “Successor Entity” means the Company or the person that owns or controls all or substantially all of the Company’s assets

as a result of the transaction or otherwise succeeds to the business of the Company, and

(B)       after which no person or group beneficially owns voting securities representing fifty percent (50%) or more of the combined voting

power of the Successor Entity unless the Successor Entity is a company whose stock is traded on a public stock exchange, in which case there

shall be no deemed Change of Control; provided, however, that no person or group shall be treated for purposes of this clause (B) as

beneficially owning fifty percent (50%) or more of the combined voting power of the Successor Entity solely as a result of the voting power

held in the Company prior to the consummation of the transaction.

Notwithstanding the foregoing, if a Change in Control constitutes a payment event with respect to any Award (or portion of any Award) that constitutes

“nonqualified deferred compensation” under Section 409A, to the extent necessary to avoid taxes under Section 409A, the transaction or event described in

subsection (a), (b) or (c) must also constitute a “change in control event,” as defined in Treasury Regulation Section 1.409A-3(i)(5).
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The Administrator shall have full and final authority, which shall be exercised in its discretion, to determine conclusively whether a Change in Control

has occurred, the date of the occurrence of such Change in Control and any incidental matters relating thereto; provided that any exercise of authority in

conjunction with a determination of whether a Change in Control constitutes a “change in control event,” as defined in Treasury Regulation Section 1.409A-3(i)

(5), shall be consistent with such regulation.

11.9     “Code” means the Internal Revenue Code of 1986, as amended, and the regulations issued thereunder.

11.10    “Committee” means one or more committees or subcommittees of the Board or otherwise consisting of one or more Directors (or executive

officers, to the extent Applicable Laws permit). To the extent required to comply with the provisions of Rule 16b-3, it is intended that each member of the

Committee will be, at the time the Committee takes any action with respect to an Award that is subject to Rule 16b-3, a “non-employee director” within the

meaning of Rule 16b-3; however, a Committee member’s failure to qualify as a “non-employee director” within the meaning of Rule 16b-3 will not invalidate

any Award that is otherwise validly granted under the Plan.

11.11    “Common Stock” means the common stock, $0.0001 par value per share, of the Company, or such other securities of the Company as may be

designated by the Administrator from time to time in substitution thereof.

11.12     “Company” means IP Strategy Holdings, Inc., a Delaware corporation, or any successor.

11.13      “Consultant” means any person, including any adviser, engaged by the Company or its parent or Subsidiary to render services to such entity if

the consultant or adviser: (a) renders bona fide services to the Company (or its parent or Subsidiary); (b) renders services not in connection with the offer or sale

of securities in a capital-raising transaction and does not directly or indirectly promote or maintain a market for the Company’s securities; and (c) is a natural

person.

11.14          “Designated Beneficiary” means the beneficiary or beneficiaries the Participant designates, in a manner the Administrator determines, to

receive amounts due or exercise the Participant’s rights if the Participant dies or becomes incapacitated. Without a Participant’s effective designation,

“Designated Beneficiary” will mean the Participant’s estate.

11.15     “Director” means a Board member.

11.16    “Disability” means, unless the applicable Award Agreement says otherwise, that the Participant is unable to engage in any substantial gainful

activity by reason of any medically determinable physical or mental impairment; provided, however, for purposes of determining the term of an Incentive Stock

Option pursuant to Section 5.7(c) hereof, the term “Disability” shall have the meaning ascribed to it within the meaning of Section 22(e)(3) of the Code. The

determination of whether an individual has a Disability shall be determined under procedures established by the Administrator. Except in situations where the

Administrator is determining Disability for purposes of the term of an Incentive Stock Option, the Administrator may rely on any determination that a

Participant is disabled for purposes of benefits under any long-term disability plan maintained by the Company or any of its Subsidiaries or Affiliates in which

the Participant participates.

11.17          “Dividend Equivalents” means a right granted to a Participant under the Plan to receive the equivalent value (in cash or Shares) of cash

dividends paid on Shares.

11.18        “Effective Date” means the date as of which this Plan is adopted by the Board, subject to the approval of the Plan by the Company’s

stockholders in accordance with Section 422 of the Code and
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the regulations promulgated thereunder. If such approval is not obtained, this Plan and any Awards granted under the Plan shall be null and void and of no force

and effect.

11.19     “Employee” means any employee of the Company or any of its Subsidiaries.

11.20      “Equity Restructuring” means a nonreciprocal transaction between the Company and its stockholders, such as a stock dividend, stock split,

spin-off or recapitalization through a large, nonrecurring cash dividend, that affects the number or kind of shares or the share price of Common Stock and

causes a change in the per share value of the Common Stock underlying outstanding Awards.

11.21     “Exchange Act” means the Securities Exchange Act of 1934, as amended.

11.22    “Fair Grant Value” means the value of specific types of Awards that are allowed under law to have a different stated grant value at the time of

Award than the Fair Market Value of the Company shares, The Fair Grant Value shall be determined by the Administrator after taking into account all available

information, public reports, third-party or outside consultant reports, accounting our auditor reviews, legal advice, tax advice, GAAP protocols and other

relevant inputs, Nothing herein shall change the treatment of the value, recognition or tax treatment of any exercised Awards, or the treatment of any gain

between the Fair Grant Value and the Fair Market Value. Nothing herein shall allow for the granting of an award at a Fair Grant Value if GAAP or the law

requires them to be awarded at the Fair Market Value. The Administrator’s determination of Fair Market Value shall be conclusive and binding on all persons.

11.23    “Fair Market Value” means, as of any date, the value of Common Stock determined as follows: (a) if the Common Stock is readily tradable on

an established securities market, its Fair Market Value will be the closing sales price for such Common Stock as quoted on such exchange for such date, or if no

sale occurred on such date, the last day preceding such date during which a sale occurred, as reported in The Wall Street Journal or another source the

Administrator deems reliable; (b) if the Common Stock is not readily tradable on an established securities market but is quoted on a national market or other

quotation system, its Fair Market Value will be the closing sales price on such date, or if no sales occurred on such date, then on the last date preceding such

date during which a sale occurred, as reported in The Wall Street Journal or another source the Administrator deems reliable; or (c) if the Common Stock is not

readily tradable on an established securities market, its Fair Market Value will be determined in good faith by the Administrator; provided, in any case the

Administrator may determine the Fair Market Value in its discretion to the extent such determination does not constitute a “material revision” to the Plan under

applicable stock exchange or stock market rules and regulations (or otherwise require stockholder approval).

Notwithstanding the preceding, for federal, state, and local income tax reporting purposes and for such other purposes as the Administrator deems

appropriate, Fair Market Value shall be determined by the Administrator in accordance with uniform and nondiscriminatory standards adopted by it from time

to time. In addition, the determination of Fair Market Value in all cases shall be in accordance with the requirements set forth under Section 409A to the extent

necessary for an Award to comply with, or be exempt from, Section 409A. The Administrator’s determination of Fair Market Value shall be conclusive and

binding on all persons.

11.24    “Greater Than 10% Stockholder” means an individual then owning (within the meaning of Section 424(d) of the Code) more than 10% of the

total combined voting power of all classes of stock of the Company or its parent or subsidiary corporation, as defined in Section 424(e) and (f) of the Code,

respectively.
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11.25     “Incentive Stock Option” means an Option intended to qualify as an “incentive stock option” as defined in Section 422 of the Code.

11.26     “Non-Qualified Stock Option” means an Option not intended or not qualifying as an Incentive Stock Option.

11.27     “Option” means an option to purchase Shares.

11.28    “Other Stock or Cash Based Awards” means Awards of cash, Shares, or other property that are valued wholly or partially by referring to, or are

otherwise based on, Shares.

11.29     “Overall Share Limit” has the meaning set forth in Section 4.1.

11.30    “Participant” means a Service Provider who has been granted an Award.

11.31     “Performance Criteria” mean the criteria (and adjustments) that the Administrator may select for an Award to establish performance goals for

a performance period, which may include the following: net earnings or losses (either before or after one or more of interest, taxes, depreciation, amortization,

and non-cash equity-based compensation expense); gross or net sales; revenue; sales or revenue growth; net income (either before or after taxes) or adjusted net

income; profits (including but not limited to gross profits, net profits, profit growth, net operation profit or economic profit); profit return ratios or operating

margin; budget or operating earnings (either before or after taxes or before or after allocation of corporate overhead and bonus); cash flow (including operating

cash flow, free cash flow or cash flow return on capital); return on assets; return on capital or invested capital; cost of capital; return on stockholders’ equity;

total stockholder return; return on sales; costs, reductions in costs and cost control measures; expenses; working capital; earnings or loss per share; adjusted

earnings or loss per share; price per share or dividends per share (or appreciation in or maintenance of such price or dividends); regulatory achievements or

compliance; implementation, completion or attainment of objectives relating to research, development, regulatory, commercial, or strategic milestones or

developments; market share; economic value or economic value added models; division, group or corporate financial goals; customer satisfaction/growth;

customer service; employee satisfaction; recruitment and maintenance of personnel; human resources management; supervision of litigation and other legal

matters; strategic partnerships and transactions; financial ratios (including those measuring liquidity, activity, profitability or leverage); debt levels or

reductions; sales-related goals; financing and other capital raising transactions; cash on hand; acquisition activity; investment sourcing activity; marketing

initiatives; and other measures of performance selected by the Board or Administrator whether or not listed herein, any of which may be measured in absolute

terms or as compared to any incremental increase or decrease. Such performance goals also may be based solely by reference to the Company’s performance or

the performance of a Subsidiary, division, business segment or business unit of the Company or a Subsidiary, or based upon performance relative to

performance of other companies or upon comparisons of any of the indicators of performance relative to performance of other companies. The Administrator

may provide for exclusion of the impact of an event or occurrence which the Administrator determines should appropriately be excluded, including

(a) restructurings, discontinued operations, extraordinary items, and other unusual, infrequently occurring or non-recurring charges or events, (b) asset write-

downs, (c) litigation or claim judgments or settlements, (d) acquisitions or divestitures, (e) reorganization or change in the corporate structure or capital

structure of the Company, (f) an event either not directly related to the operations of the Company, Subsidiary, division, business segment or business unit or not

within the reasonable control of management, (g) foreign exchange gains and losses, (h) a change in the fiscal year of the Company, (i) the refinancing or

repurchase of bank loans or debt securities, (j) unbudgeted capital expenditures, (k) the issuance or repurchase of equity securities and other changes in the

number of outstanding shares, (l) conversion of some or all of convertible securities
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to Common Stock, (m) any business interruption event, (n) the cumulative effects of tax or accounting changes in accordance with U.S. generally accepted

accounting principles, or (o) the effect of changes in other laws or regulatory rules affecting reported results.

11.32     “Plan” means this IP Strategy Holdings, Inc. 2024 Equity Incentive Plan, as may be amended from time to time.

11.33    “Restricted Stock Award” means Shares awarded to a Participant under Article VI subject to certain vesting conditions and other restrictions.

11.34    “Restricted Stock Unit” means an unfunded, unsecured right to receive, on the applicable settlement date, one or more Shares or an amount in

cash or other consideration determined by the Administrator to be of equal value as of such settlement date, subject to certain vesting conditions and other

restrictions.

11.35     “Rule 16b-3” means Rule 16b-3 promulgated under the Exchange Act.

11.36          “Section 409A” means Section 409A of the Code and all regulations, guidance, compliance programs and other interpretative authority

thereunder.

11.37    “Securities Act” means the Securities Act of 1933, as amended.

11.38    “Service Provider” means an Employee, Consultant or Director.

11.39    “Shares” means shares of Common Stock.

11.40    “Stock Appreciation Right” means a stock appreciation right granted under Article V.

11.41       “Subsidiary” means any entity (other than the Company), whether domestic or foreign, in an unbroken chain of entities beginning with the

Company if each of the entities other than the last entity in the unbroken chain beneficially owns, at the time of the determination, securities or interests

representing at least fifty percent (50%) of the total combined voting power of all classes of securities or interests in one of the other entities in such chain.

11.42     “Substitute Awards” shall mean Awards granted or Shares issued by the Company in assumption of, or in substitution or exchange for, awards

previously granted, or the right or obligation to make future awards, in each case by a company acquired by the Company or any Subsidiary or with which the

Company or any Subsidiary combines.

11.43     “Termination of Service” means the date the Participant ceases to be a Service Provider.

* * *
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Exhibit 31.1

 

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

PURSUANT TO RULE 13A-14(A)

 

I, Justin Stiefel, certify that:

 

1.     I have reviewed this Quarterly Report on Form 10-Q of IP Strategy Holdings, Inc.;

 

2.     Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in

light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

 

3.     Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,

results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4.     The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules

13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

 

(a)     Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that

material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in

which this report is being prepared;

 

(b)     Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted

accounting principles;

 

(c)     Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the

disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

(d)     Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the

registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over

financial reporting; and

 

5.     The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s

auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 

(a)     All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to

adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

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

reporting.

 

Date: October 23, 2026

By: /s/ Justin Stiefel

Name:    Justin Stiefel

Title: Chief Executive Officer



Exhibit 31.2

 

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

PURSUANT TO RULE 13A-14(A)

 

I, Michael Carrosino, certify that:

 

1.     I have reviewed this Quarterly Report on Form 10-Q of IP Strategy Holdings, Inc.;

 

2.     Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in

light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

 

3.     Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,

results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 

4.     The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules

13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

 

(a)     Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that

material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in

which this report is being prepared;

 

(b)     Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide

reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted

accounting principles;

 

(c)     Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the

disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 

(d)     Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the

registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over

financial reporting; and

 

5.     The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s

auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 

(a)     All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to

adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 

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

reporting.

 

Date: October 23, 2026

By: /s/ Michael Carrosino

Name:    Michael Carrosino 

Title: Chief Financial Officer



Exhibit 32

 

 

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

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

 

Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, each of the undersigned officers of IP Strategy Holdings,

Inc., a Delaware corporation (the “Company”), hereby certifies that, to his knowledge:

 

(1)     The Quarterly Report on Form 10-Q of the Company for the second quarter ended June 30, 2026 (the “Report”), fully complies with the requirements of Section

13(a) or 15(d) of the Securities Exchange Act of 1934; and

 

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

 

Date: October 23, 2026

By: /s/ Justin Stiefel

Name:    Justin Stiefel

Title: Chief Executive Officer

 

By: /s/ Michael Carrosino

Name:    Michael Carrosino

Title: Chief Financial Officer

 


