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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS FOR THE FISCAL YEARS ENDED DECEMBER 31, 2023
AND DECEMBER 31, 2022

The following has been prepared for the purposes of providing management’s discussion and
analysis (“MD&A”) of the consolidated financial position of Yerbaé¢ Brands Corp. (“Yerbaé” or
the “Company”) as of December 31, 2023. This MD&A is dated April 29, 2024, and should be
read in conjunction with the Company’s condensed consolidated annual financial statements for
fiscal years ended December 31, 2023 and 2022 and the notes related thereto.

Pursuant to an exemptive relief order issued on April 29, 2024, this MD&A and the condensed
consolidated annual financial statements for fiscal years ended December 31, 2023 and 2022
accompanying this MD&A have been prepared in accordance with accounting principles generally
accepted in the United States and in accordance with Item 303 of Regulation S-K under the United
States Securities Exchange Act of 1934 for the periods stated herein.

NOTE REGARDING FORWARD LOOKING STATEMENTS

This MD&A contains certain “forward looking information” within the meaning of applicable
securities laws in Canada. Forward looking information may relate to the Company’s future
financial outlook and anticipated events or results and may include information regarding the
Company’s financial position, business strategy, growth strategies, budgets, operations, financial
results, taxes, dividend policy, plans and objectives. Particularly, information regarding the
Company’s expectations of future results, performance, achievements, prospects or opportunities
or the markets in which it operates is forward looking information. In some cases, forward looking
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information can be identified by the use of forward looking terminology such as “plans”, “targets”,
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“expects” or “does not expect”, “is expected”, “an opportunity exists”, “budget”, “scheduled”,
“estimates”, “outlook”™, “forecasts”, “projection”, “prospects”, “strategy”, “intends”, “anticipates”,
“does not anticipate”, “believes”, or variations of such words and phrases or state that certain
actions, events or results “may”, “could”, “would”, “might”, “will”, “will be taken”, “occur” or
“be achieved”. In addition, any statements that refer to expectations, intentions, projections or
other characterizations of future events or circumstances contain forward looking information.
Statements containing forward looking information are not historical facts but instead represent
management’s expectations, estimates and projections regarding future events or circumstances.

Forward-looking statements in this MD&A include, but are not limited to, statements relating to:

o the Company’s expectations regarding industry trends, overall market growth rates
and Yerbaé’s growth rates and growth strategies;

. the Company’s ability to obtain funding for its operations;
° the use of available funds;

o the performance of the Company’s business and operations;
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o the Company’s expectations regarding revenues, expenses, and anticipated cash
needs;

. the intention to grow the Company’s business and operations;

J the expected timing and completion of the Company’s near-term objectives;

o laws and regulations and any amendments thereto applicable to the Company;

J the Company’s competitive advantages and business strategies;

o the Company’s future product offerings; and

J the Company’s plans with respect to the payment of dividends.

The forward-looking information in this MD&A is based on the Company’s opinions, estimates
and assumptions in light of its experience and perception of historical trends, current conditions
and expected future developments, as well as other factors that it currently believes are appropriate
and reasonable in the circumstances. Despite a careful process to prepare and review the forward-
looking information, there can be no assurance that the underlying opinions, estimates and
assumptions will prove to be correct.

In providing forward-looking information, Yerba¢ have made certain assumptions in respect of:
its ability to build its market share; the performance of the Company’s business and operations;
the Company’s ability to retain key personnel; its ability to maintain and expand geographic scope;
its ability to execute on it expansion plans; criticism of energy drink products and/or the energy
drink market; economic downturn and continued uncertainty in the financial markets and other
adverse changes in general economic or political conditions, as well as other major
macroeconomic phenomena; net revenues derived entirely from energy drinks; increased
competition; relationships with co-packers and distributors and/or their ability to manufacture
and/or distribute the Company’s products; relationships with existing customers; changing retail
landscape; increases in costs and/or shortages of raw materials and/or ingredients and/or fuel
and/or costs of co-packing; failure to accurately estimate demand for its products; history of
negative cash flow; intellectual property rights; maintenance of brand image or product quality;
retention of the full-time services of senior management; the Company’s ability to continue
investing in its products to support the Company’s growth; its ability to obtain and maintain
existing financing on acceptable terms; currency exchange and interest rates; the impact of
competition; the changes and trends in the Company’s industry or the global economy; the size of
the target markets for the Company’s products; its ability to maintain, expand and protect its
intellectual property; and the changes in laws, rules, regulations, and global standards.

The forward-looking information in this MD&A is subject to known and unknown risks and other
factors that may cause the actual results, level of activity, performance, or achievements to be
materially different from those expressed or implied, including but not limited to the risk factors
described under the heading “Risk Factors” in the Company’s Form 10 filed with the United States
Securities and Exchange Commission’s on February 22, 2024 and available under Yerbaé’s profile
on EDGAR.
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The forward-looking statements contained in this MD&A reflect the Company’s views and
assumptions only as of the date of this MD&A. The Company undertakes no obligation to update
or revise any forward-looking statements after the date on which the statement is made, except as
required by applicable laws, including the securities laws of Canada.

Actual results could differ materially from those anticipated in forward-looking statements stated
within the MD&A.

BUSINESS OVERVIEW

99 ¢

Yerbaé Brands Corp. (“Yerbaé” and, together with its subsidiary, the “Company”. “we”, or “us”

is a corporation existing under the Business Corporations Act (British Columbia) (“BCBCA”).
Yerbaé’s principal subsidiaries are Yerbaé Brands Co. (“Yerbaé USA”) and Yerbaé LLC of which
Yerba¢ owns 100% interests in.

Yerbaé develops plant-based energy drinks that contain no added sugar or artificial ingredients.
Yerba¢ was founded by Todd Gibson and Karrie Gibson in 2016 to create plant-based energy
drinks containing yerba mate, a South American herb and a natural source of caffeine. Yerbaé’s
first beverage was launched in the first quarter of 2017.

Yerbaé is engaged in the development, marketing, sale, and distribution of plant-based energy
beverages that do not contain calories, carbohydrates, or sugar. Yerbaé’s line of beverages are
blended with non-GMO plant-based ingredients, and offer the benefits of yerba mate and white
tea; sustainably sourced from Brazil and other growing regions in South America.

Yerbaé beverages are created to provide products targeted at consumers seeking healthier
beverages as an alternative to existing energy drinks and focused on health, wellness, and fitness.
The products are formulated to provide a more refreshing taste than coffee, with additional benefits
to existing sodas and sparkling waters, along with healthier ingredients than traditional energy
drinks. Yerbaé’s products complement a variety of healthy lifestyles, such as non-GMO, Keto,
Vegan, Kosher, Paleo and gluten-free diets.

Reverse Takeover Transaction

On May 19, 2022, Yerba¢é (formerly Kona Bay Technologies Inc. (“Kona Bay”)) entered into a
definitive arrangement agreement and plan of merger, as amended on August 31, 2022 and
February 8, 2023, with Yerbaé¢ USA, Kona Bay Technologies (Delaware) Inc. (“Merger Sub”), a
wholly-owned Delaware subsidiary of the Company, 1362283 B.C. Ltd. (“FinCo”), a wholly-
owned British Columbia subsidiary of Kona Bay, Todd Gibson and Karrie Gibson, pursuant to
which Kona Bay proposed to complete a business combination with Yerbaé USA via the
acquisition of all of the issued and outstanding securities of Yerbaé¢ USA from the securityholders
(collectively, the “Original Yerbaé Securityholders”) of Yerbaé USA (the “Transaction’). The
Transaction was subject to the approval of the TSX Venture Exchange (“TSXV”) and constituted
a reverse takeover of Kona Bay by Yerba¢ USA as defined in TSXV Policy 5.2 — Change of
Business and Reverse Takeovers.

On February 8, 2023, Yerba¢ completed the Transaction with Yerbaé USA by way of a reverse
merger conducted pursuant to: (i) the provisions of the Delaware General Corporations Law
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(“DGCL”) in which Merger Sub merged with and into Yerbaé USA, and (ii) a plan of arrangement
conducted pursuant to the provisions of the BCBCA, which resulted in the amalgamation of Kona
Bay with FinCo. In connection with the closing of the Transaction, Yerbaé (formerly, Kona Bay
Technologies Inc.) consolidated its issued and outstanding common shares (each, a “Common
Share”) on the basis of 5.8 pre-consolidation Common Shares for every one post-consolidation
Common Share and changed its name from “Kona Bay Technologies Inc.” to “Yerbaé¢ Brands
Corp.”, details of the reverse takeover Transaction is fully described in Note 4 to the consolidated
financial statements.

General

Yerbaé’s consolidated financial statements for the fiscal years ended December 31, 2023 and
December 31, 2022 have been prepared on a basis that assumes that the Company will continue as
a going concern and that contemplates the realization of assets and satisfaction of liabilities and
commitments in the normal course of business. The Company had an accumulated deficit of $34.5
million and $13.7 million as of December 31, 2023 and December 31, 2022, respectively. Further,
the company had cash and cash equivalents of approximately $1.0 million and $0.9 million as of
December 31, 2023 and December 31, 2022, respectively. The Company’s primary focus in recent
months has been and will continue to be supporting and manufacture of its products which requires
capital and resources. The Company expects that its operating losses and negative cash flows will
continue for the foreseeable future. Based on the Company’s currently available cash resources,
current and forecasted level of operations, and forecasted cash flows for thel2-month period
subsequent to the date of issuance of these consolidated financial statements, the Company will
require additional funding to continue to progress its operational obligations as they come due.
These factors raise substantial doubt about the Company’s ability to continue as a going concern.

The Company’s ability to continue as a going concern is dependent upon its ability to obtain the
necessary financing to meet its obligations and repay its liabilities arising from normal business
operations when they come due, and to generate profitable operations in the future. Management
plans to provide for the Company’s capital requirements through financing, operations, or other
transactions, including drawing the line of credit (see “Line of Credit” below).

LIQUIDITY AND CAPITAL RESOURCES

As of December 31, 2023, the Company had a working capital surplus of $843,478 million
compared to a working capital deficit of $4,562,980 million as of December 31, 2022. The
Company has incurred losses since inception and as of December 31, 2023, had an accumulated
deficit of approximately $34.5 million, compared to approximately $13.7 million as of December
31, 2022. The Company’s objective in managing its capital is to ensure that there is sufficient
liquidity to finance and grow its operations, maximize the preservation of capital, provide adequate
capital to fund its business objectives, and deliver competitive returns on invested capital. To fund
its activities, the Company has primarily relied on private placement financings, lines of credit,
and other forms of debt. The material debt financing transactions were as follows:



Notes Payable

During 2022, convertible notes payable were issued in the amount of $4,500,000 with a stated
interest rate of 8.00%. The convertible notes were secured by substantially all the assets of the
Company and were due on the earlier of 12 months from issue date or upon completion of a
liquidation event as defined in the agreements. The notes were converted during February 2023 in
connection with the closing of the Transaction with Kona Bay and Yerbaé¢ USA. The outstanding
balance of the convertible notes as of December 31, 2023 and December 31, 2022 was $0 and
$3,257,051, respectively. During 2023, the Company also paid off $650,000 of notes payable.

During 2023, convertible notes payable were issued in the amount of $3,802,000 with a stated
interest rate of 6.00%. The convertible notes were unsecured and were due 24 months from the
issue date. The outstanding balance of the convertible notes as of December 31, 2023 and
December 31, 2022 was $2,196,302 and $0, respectively.

During 2023, the Company entered into a short-term note payable with Amazon lending in the
amount of $0.3 million The note payable matures during December 2024, has an interest rate of
14.49% and is secured by the Company’s inventories.

Line of Credit

On May 16, 2023, Yerbaé¢’s Delaware subsidiary Yerbaé¢ LLC replaced its line of credit provider
Ampla LLC (“Ampla”) and secured a new accounts receivable and inventory revolving line of
credit of $2,500,000 (the “Debt Facility”) from Oxford Commercial Finance, a Michigan banking
corporation. The Company can draw down funds as needed, and only pay interest on the amount
borrowed. The Debt Facility is secured by a security interest in all assets of Yerbaé, including a
first security interest in Yerbaé’s accounts receivable and inventory. The outstanding balance due
to Oxford Commercial Finance was $0 at December 31, 2023 and the outstanding balance due to
Ampla was $879,555 at December 31, 2022.

Going Concern

As discussed in Yerbaé’s consolidated financial statements, management believes that it is
probable that the Company will be unable to meet its obligations as they come due within one year
after the date that the financial statements are issued. Should the additional planned financings not
occur as expected, management will implement alternative arrangements and such arrangements
could have a potentially significant negative impact on the current net asset value of the Company.
These alternatives include: (1) raising additional capital by means other than those planned through
equity and/or debt financings; and/or (2) entering into new commercial relationships to help fund
future expenses.

As a result of the Company’s recurring losses from operations, and the need for additional
financing to fund its operating and capital requirements within one year after the date that the
financial statements are issued, there is uncertainty regarding the Company’s ability to maintain
liquidity sufficient to operate its business effectively, which raises substantial doubt as to the
Company’s ability to continue as a going concern.



Cash Flows

The following tables summarize the results of the Company’s cash flows for the below respective
periods:

Year Ended December 31,
2023 2022
Net cash provided by (used in):
Operating activities $ (12,722,539)  $ (6,057,434)
Investing activities $ 737,654 $ -
Financing activities $ 12,104,548 $ 6,567,234
Change in cash $ 119,663 $ 509,800

Operating Activities

Net cash used in operating activities was approximately $12.7 million for the year ended December
31, 2023 and was comprised of the net loss of $20.8 million and was primarily offset by net non-
cash items totaling $9.3 million, consisting primarily of $6.1 million in Performance Share
compensation expense, $2.7 million in share-based compensation expense and $0.4 million in
accretion expense. Changes in operating assets and liabilities was ($1.2 million), primarily
consisting of a change in accounts payable of ($1.1 million) and prepaid expenses of ($0.2 million).

Net cash used in operating activities was $6.1 million for the year ended December 31, 2022. The
net loss for the year ended December 31, 2022 was $8.3 million, which was primarily offset by
net noncash items of $1.9 million, primarily consisting of accretion of $1.2 million and stock-
based compensation of $0.6 million. Changes in operating assets and liabilities was $0.4 million,
primarily consisting of a $1.7 million change in accounts payable offset by accounts receivable of
($0.6 million), prepaid expenses ($0.5 million) and inventory of ($0.5 million).

Investing Activities

Net cash used in investing activities was $0.7 million and $0 for the years ended December 31,
2023 and 2022, respectively. The $0.7 million amount for the year ended December 31, 2023 was
comprised primarily of $0.6 million of cash acquired as part of the Transaction with Kona Bay and
Yerbaé¢ USA and $0.1 million proceeds from the sale of equipment.

Financing Activities

Net cash provided by financing activities was $12.1 million and $6.6 million for the years ended
December 31, 2023 and 2022, respectively. For the year ended December 31, 2023, these amounts
consisted of net proceeds from the issuance of common shares of $8.4 million, warrant exercises
of $1.2 million and proceeds from debt instruments of $6.9 million offset by payments on debt
instruments of ($4.4 million). For the year ended December 31, 2022, these amounts consisted of
net proceeds from the issuance of common shares of $1.0 million and proceeds from debt
instruments of $7.7 million offset by the repayment of debt instruments of ($2.2 million).



RESULTS OF OPERATIONS

The following tables set forth the Company’s results of operations for the fiscal years presented.
The year-on-year comparison of financial results is not necessarily indicative of future results.

For the Year Ended December 31,

Note . 2023 " 202
Revenues $ 12,016,378 $ 7,115,919
Cost of sales 17 5,976,077 2,952,273

Gross profit $ 6,040,301 $ 4,163,646
General and administrative 18 $ 19,299,491 $ 7,073,998
Sales, advertising and marketing 6,905,303 $ 4,013,614
Total expenses $ 26,204,794 $11,087,612
Net loss before other income/(expense) (20,164,493) (6,923,966)
Interest expense 285,590 176,167
Accretion expense 373,956 1,219,569
Total other expenses 659,546 1,395,736
Net loss before income taxes (20,824,039) (8,319,702)
Income tax expense 16 - -
Net loss and comprehensive loss $(20,824,039)  $(8,319,702)
Basic and diluted loss per share 14 ($0.39) ($0.28)
Basic and diluted weighted average shares outstanding 14 53,850,285 29,591,560



Revenues
For the Year Ended
December 31, Change
2023 2022 $ %
Revenues $ 12,016,378 $§ 7,115,919 §$§ 4,900,459 69%

Yerbaé successfully grew its net revenue 69% for the year ended December 31, 2023. Revenue
increased to $12.0 million for the year ended December 31, 2023, compared to $7.1 million for
same period in 2022. This growth was mainly driven through same store sales increase as well as
expansion of new stores during the period and the introduction and launch of new flavors such as
Lemonade and Yuzu lime.

Cost of Sales

For the Year Ended
December 31, Change
2023 2022 $ %
Cost of sales 5,976,077 2,952,273 3,023,804 102%

Cost of sales is primarily comprised of product materials, ingredient costs, bottling, inbound
freight, and other related expenses. Costs of sales increased to approximately $6.0 million for the
year ended December 31, 2023, compared to $3.0 million for the comparative period in 2022. The
increase in cost of goods sold was directly related to the large sales growth in 2023, as well as
inflationary pressure on raw materials, and increased bottling fees.

General and Administrative

For the Year Ended December 31, Change
g 2023 4 2022 D %

General and administrative $ 19,299,491 $ 7,073,998 12,225,493 173%
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General and administrative expense included operational and administrative costs as detailed in
the following table:

For the Years Ended December 31,

2023 2022
Share-based compensation 2,667,466 586,945
Performance shares (see Note 18) 6,086,596 -
Outbound freight 2,505,189 2,073,629
Employee benefits 2,858,062 2,507,338
Professional fees 3,185,400 735,270
Office expenses 1,150,530 843,387
Other 846,248 327,429
Total general and administrative expenses S 19,299,491 $ 7,073,998

During the year ended December 31, 2023, the Company completed a reverse takeover transaction
and listing on the TSXV and saw significant operational and revenue growth. General and
administrative expenses increased to $19.3 million for the year ended December 31, 2023. The
increase was primarily due to an increase in share-based compensation expense of approximately
$2.2 million, including RSUs, PSUs and stock options, approximately $6.1 million of Performance
Shares issued in connection with the Transaction, an increase in outbound freight of approximately
$0.4 million to support operational growth, an increase in professional fees of approximately $2.5
million mainly due to the recapitalization transaction, TSXV listing and financings completed
during 2023, and an increase in employee benefits of approximately $0.4 million to support
operational growth.

Sales, Advertising and Marketing

For the Year Ended December 31, Change
2023 2022 $ %
Sales, advertising and $
marketing 6,905,303 4,013,614 2,891,689 72%

Sales, advertising and marketing increased to $6.9 million for the year ended December 31, 2023
compared to $4.0 million for the prior year period. The increase primarily related to increased
advertising and marketing initiatives in 2023 to fuel sales growth. The Company also increased
field marketing staff.
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Total Other Expense

For the Year Ended
December 31, Change
2023 2022 $ %
Total other expense 659,546 1,395,736 736,190 53%

Total other expense decreased to $0.7 million for the year ended December 31, 2023 compared to
$1.4 million during the prior year. The decrease was primarily related to a decrease in accretion
expense by $0.8 million due to settlement of convertible notes upon consummation of the reverse
takeover transaction which caused the remaining debt discount of $1.2 million (at the time of the
transaction) to be recorded as an offset to additional paid-in capital during 2023 as compared to
the same period in 2022 including $1.2 million of accretion expense on the convertible notes. The
Company also incurred higher interest expense during 2023 mainly related to the 2023 convertible
notes.

Critical Accounting Estimates
Revenue Recognition

The Company is in the business of manufacturing plant-based beverages and derives its revenues
from one primary source-product sales. Revenue from contracts with customers is recognized
when control of the goods are transferred to the customer at an amount that reflects the
consideration to which the Company expects to be entitled in exchange for those goods.

The Company recognizes revenue in accordance with the five-step model outlined in ASC 606-
Revenue from Contracts with Customers. Specifically, the Company recognizes revenue from the
sale of Yerbaé products to its customers by applying the following steps:

° Step 1: Identify the contract(s) with a customer

° Step 2: Identify the performance obligations in the contract

° Step 3: Determine the transaction price

° Step 4: Allocate the transaction price to the performance obligations in the contract
° Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation

The Company typically satisfies its performance obligations at a point time upon the occurrence
of delivery of the product to the customer. Further, payment is typically received within 60 days
after product delivery and does not include a significant financing component. Also, the
Company’s contracts with customers include variable consideration including customer rebates
and quick pay discounts. The Company estimates variable consideration, which it does not
consider to be constrained, using either the most likely amount or expected value methods
depending on the type of variable consideration. The Company only provides refunds for products
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that are damaged during delivery to the customer. However, instances of refunds are rare and have
not historically had a material impact on the Company’s results of operations. Finally, Yerba¢ has
made an accounting policy election to exclude from the measurement of the transaction price all
taxes assessed by a governmental authority that are both imposed on and concurrent with a specific
revenue-producing transaction and collected by the entity from a customer.

In addition to variable consideration, the Company also provides payments to certain customers
for slotting fees. In accordance with the guidance in ASC 606-10-32, the Company determined
that the payment is not in exchange for a distinct good or service and it is therefore recognized as
a reduction to the transaction price. As the slotting fee payment covers the life of the contract with
a customer, the initial payment is recognized as an asset and is amortized as a reduction to revenue
on a rational and reasonable basis over the estimated life of the contract.

Costs to Obtain a Contract with a Customer

The Company does not recognize any assets related to either costs to obtain or fulfill a contract
with a customer. Yerba¢ incurs certain delivery costs prior to transferring control of the Company’s
product to the customers (i.e. outbound freight). In accordance with the guidance in ASC 606-10-
25, those costs are recognized as a fulfillment cost as they are provided prior to transferring control
of the Yerbaé product to the customer (i.e. akin to shipping and handling). Further, the costs are
classified in selling, general and administrative within the consolidated statement of operations
and comprehensive loss.

Fair Value Measurement

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a
liability (an exit price) in the principal or most advantageous market for the asset or liability in an
orderly transaction between market participants on the measurement date. Yerbaé utilizes a fair
value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value into
three broad levels. The following is a brief description of those three levels:

Level 1: Observable inputs based on quoted prices (unadjusted) in active markets for
identical assets or liabilities.

Level 2: Inputs other than quoted prices that are observable for the asset or liability, either
directly or indirectly. These include quoted prices for similar assets and liabilities in active
markets, or quoted prices for identical assets and liabilities in markets that are not active.

Level 3: Unobservable inputs that reflect Yerbaé’s own assumptions. While the Company
does not have any financial instruments that are measured to fair value on a recurring or
non-recurring basis, it does have financial instruments, such as cash, notes payable and the
line of credit as of both December 31, 2023, and December 31, 2022. The fair value of the
cash and the line of credit is equal to its carrying value due to the short-term nature and
liquidity of the instrument. Similarly, the fair value of the notes payable, which are
categorized as level 3 instruments, are also equal to their carrying value due to their recent
issuance at interest rates that are prevalent in the market for a smaller company as of the
reporting date.
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Share-Based Compensation

The Company measures fair value of employee share-based compensation awards on the date of
grant and allocates the related expense over the requisite service period. The fair value of restricted
share units (each, a “RSU”) and performance share units (each, a “PSU”) is equal to the market
price of the Common Shares on the date of grant. The fair value of stock options are measured
using the Black-Scholes-Merton valuation model. The expected volatility is based on the implied
volatilities for comparable companies and the expected life of the award is based on the simplified
method. When awards include a performance condition that impacts the vesting of the award, the
Company records compensation cost when it becomes probable that the performance condition
will be met and the expense will be attributed over the explicit or implicit service period. The
Company accounts for forfeitures as they occur. Any previously recognized expense related to the
forfeited awards will be reversed during the period of forfeiture.

Income Taxes

The Company uses the asset and liability method of accounting for income taxes. Temporary
differences arising between the tax basis of an asset or liability and its carrying amount on the
consolidated statement of financial position are used to calculate future income tax assets and
liabilities. This method also requires the recognition of deferred tax benefits, such as net operating
loss carryforwards. Valuation allowances are recorded as appropriate to reduce deferred tax assets
to the amount considered likely to be realized. Deferred tax assets and liabilities are measured
using enacted tax rates expected to apply to the taxable income (losses) in the years in which those
temporary differences are expected to be recovered or settled. The effect on deferred tax assets and
liabilities of a change in tax rates is recognized in income in the period that includes the date of
enactment of the change. A tax benefit from an uncertain tax position is recognized only if the
Company believes it is more likely than not that the position will be sustained on its technical
merits. If the recognition threshold for the tax position is met, only the portion of the tax benefit
that the Company believes is greater than 50 percent likely to be realized is recorded.

Convertible Debt

To support its ongoing financing needs, the Company may issue debt with certain embedded
options, such as a conversion option, and detachable warrants. In accounting for the convertible
debt, the Company follows the guidance in ASC 815-15 to determine whether the embedded
conversion option should be considered an embedded derivative. If Yerbaé determines that the
conversion option should be considered an embedded derivative, it then assesses the guidance in
ASC 815-40 to determine if the embedded derivative is considered indexed to the Company’s
stock. If the embedded derivative is not considered indexed to the Company’s stock, Yerbaé would
separate the embedded derivative from its debt host (based on its estimated fair value) and
recognize it as a derivate liability to be re-measured to fair value at the end of each reporting
period. For convertible debt issued during the fiscal year ended December 31, 2023 and December
31, 2022, Yerbaé determined that the embedded conversion option was indexed to the Company’s
stock and should therefore not be bi-furcated from the debt host and recognized as a derivative
liability.
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Detachable Warrants

In addition to convertible debt, the Company may also issue detachable warrants in connection
with future financings. In accounting for the warrants, the Company will first determine whether
they are in the scope of ASC 480 and therefore whether they are to be recognized as a liability and
re-measured to fair value at the end of each reporting period. If the warrants are not within the
scope of ASC 480, the Company will then determine if they satisfy the derivative criteria outlined
in ASC 815-10. If the warrants satisfy the criteria outlined in in the ASC subtopic, Yerbaé will
then determine if they are indexed to the Company’s Common Shares. If the warrants are not
considered indexed to the Company’s Common Shares, they will be recognized as a derivative
liability and re-measured to fair value at the end of each reporting period. For warrants issued
during either the year ended December 31, 2023 or December 31, 2022, the Company determined
that they are indexed to the Company’s Common Shares and should therefore be classified in
equity.

Allocation of Proceeds

In situations where the Company issues convertible debt with detachable warrants, Yerbaé
determines the allocation of proceeds based on the guidance in ASC 470-20 (assuming the
conversion option is not bi-furcated from the debt host and the warrants are equity classified).
Specifically, the Company will allocate the proceeds between the convertible debt and detachable
warrants based on their relative fair value. The portion allocated to the detachable warrants is then
recognized as a debt discount and amortized to interest expense over the estimated life of the debt.
If the debt is either paid down or converted to equity prior to its maturity date Yerbaé will
immediately recognize the remaining debt discount to interest expense.

Recent Accounting Pronouncements

Segment Reporting (Topic 280): Improvements to Reportable Segment Disclosures- In November
2023, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update
(“ASU”) No. 2023-07, Segment Reporting (Topic 280): Improvements to Reportable Segment
Disclosures, which requires a public entity to disclose significant segment expenses and other
segment items on an annual and interim basis and provide in interim periods all disclosures about
a reportable segment’s profit or loss and assets that are currently required annually. Additionally,
it requires a public entity to disclose the title and position of the Chief Operating Decision Maker
(“CODM”). The ASU does not change how a public entity identifies its operating segments,
aggregates them, or applies the quantitative thresholds to determine its reportable segments. The
new standard is effective for fiscal years beginning after December 15, 2023, and interim periods
within fiscal years beginning after December 15, 2024, with early adoption permitted. A public
entity should apply the amendments in this ASU retrospectively to all prior periods presented in
the financial statements. Yerbaé expects this ASU to only impact its disclosures with no impacts
to the Company’s results of operations, cash flows and financial condition.

Income Taxes (Topic 740): Improvements to Income Tax Disclosures- In December 2023, the
FASB issued ASU No. 2023-09, Income Taxes (Topic 740): Improvements to Income Tax
Disclosures, which focuses on the rate reconciliation and income taxes paid. ASU No. 2023-09
requires a public business entity (“PBE”) to disclose, on an annual basis, a tabular rate
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reconciliation using both percentages and currency amounts, broken out into specified categories
with certain reconciling items further broken out by nature and jurisdiction to the extent those
items exceed a specified threshold. In addition, all entities are required to disclose income taxes
paid, net of refunds received disaggregated by federal, state/local, and foreign and by jurisdiction
if the amount is at least 5% of total income tax payments, net of refunds received. For PBEs, the
new standard is effective for annual periods beginning after December 15, 2024, with early
adoption permitted. An entity may apply the amendments in this ASU prospectively by providing
the revised disclosures for the period ending December 31, 2025 and continuing to provide the
pre-ASU disclosures for the prior periods, or may apply the amendments retrospectively by
providing the revised disclosures for all period presented. Yerbaé expects this ASU to only impact
its disclosures with no impacts to the Company’s results of operations, cash flows, and financial
condition.



