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

Kapalya Inc.
1935A Addison Drive
Berkeley, CA 94704
https://www . kapalya.com

Up to $1,070,000.00 in Common Stock at $1.25
Minimum Target Amount: $10,000.00

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

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

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

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



Company:

Company: Kapalya Inc.

Address: 1935A Addison Drive, Berkeley, CA 94704
State of Incorporation: DE

Date Incorporated: April 17, 2015

Terms:

Equity

Offering Minimum: $10,000.00 | 8,000 shares of Common Stock
Offering Maximum: $1,070,000.00 | 856,000 shares of Common Stock
Type of Security Offered: Common Stock

Purchase Price of Security Offered: $1.25

Minimum Investment Amount (per investor): $300.00

Voting Rights of Securities Sold in this Offering

Voting Proxy. Each Subscriber shall appoint the Chief Executive Officer of the
Company (the “CEO™), or his or her successor, as the Subscriber’s true and lawful
proxy and attorney, with the power to act alone and with the full power of
substitution, to, consistent with this instrument and on behalf of the Subscriber, (i)
vote all Securities, (ii) give and receive notices and communications, (iii) execute any
instrument or document that the CEO determines is necessary or appropriate in the
exercise of its authority under this instrument, and (iv) take all actions necessary or
appropriate in the judgment of the CEO for the accomplishment of the foregoing. The
proxy and power granted by the Subscriber pursuant to this Section are coupled with
an interest. Such proxy and power will be irrevocable. The proxy and power, so long as
the Subscriber is an individual, will survive the death, incompetency and disability of
the Subscriber and, so long as the Subscriber is an entity, will survive the merger or
reorganization of the Subscriber or any other entity holding the Securities. However,
the Proxy will terminate upon the closing of a firm-commitment has underwritten
public offering pursuant to an effective registration statement under the Securities
Act of 1935 covering the offer and sale of Common Stock or the effectiveness of a
registration statement under the Securities Exchange Act of 1934 covering the
Common Stock.

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

Investment Incentives and Bonuses
Time-Based:
Friends and Family Early Birds

Invest within the first 48 hours and receive an additional 20% bonus shares.



In addition, each investor will become part of Kapalya’s Private owners group.
Have personal time with Founders on Calls and Dinners.

Have early access to Kapalya’s new products and solutions

Super Early Bird Bonus

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

Early Bird Bonus

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

$500+

Have personal time with Founders on Calls and Dinners

Invest $500+ and receive personal time with our founder on a call and for investors
living in the San Francisco Bay Area or Greater Sacramento Area, receive a personal
dinner invitation with our founder.

$1,000+
1% bonus Shares

Invest $1,000+ and receive an additional 1% bonus shares

$2,500+
2% bonus Shares

Invest $2,500+ and receive an additional 2% bonus shares

$5,000+
5% bonus Shares

Invest $5,000+ and receive an additional 5% bonus shares

$10,000+



10% bonus Shares

Invest $10,000+ and receive an additional 10% bonus shares

$20,000+

20% bonus Shares

Invest $20,000+ and receive an additional 20% bonus shares

In addition, each investor will become part of Kapalya’s Private owners group
Have personal time with Founders on Calls and Dinners.

*All perks occur when the offering is completed.
The 10% StartEngine O ‘B

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

This means eligible StartEngine shareholders will receive a 10% bonus for any shares
they purchase in this offering. For example, if you buy 100 shares of Common Stock at
$1.25 / share, vou will receive 110 shares of Common Stock, meaning yvou'll own 110
shares for $125. Fractional shares will not be distributed and share bonuses will be
determined by rounding down to the nearest whole share.

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

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

Insider Investment Notice

Officers, directors, executives, and existing owners with a controlling stake in the
company (or their immediate family members) may make investments in this offering.
Any such investments will be included in the raised amount reflected on the campaign

page.
The Company and its Business

Company Overview

Qur solution empowers businesses and their employees to securely store sensitive
files at rest and in transit across multiple platforms through a user-friendly desktop
and mobile application.



This, patent-pending, ubiquitous encryption management platform (EMP), protects
all your corporate data by seamlessly encrypting files on: Endpoints
(desktops/laptops), mobile devices (smartphones/tablets), Virtual desktop
infrastructure, public cloud (Amazon S3, BOX, Google Drive and Microsoft OneDrive).

With KAPALYA's EMP, companies have the ability to share encrypted files across
multiple cloud platforms.

Most importantly, using the EMP allows companies to recover all their data on
endpoints after a ransomware breach within hours, WITHOUT any data leakage or
exfiltration. This ensures that cybercriminals will NOT extort companies for further
money.

Our second generation, patent-protected product, based on Artificial Intelligence and
Machine Learning, will be released in Q2 2022. This solution will feature active
detection, remediation, and eradication of ransomware on endpoints, mobile, cloud,
file-serves, databases, email servers, and social media feeds. We are proud to
announce that this second product has won the coveted National Science
Foundation's SBIR award which demonstrates that this is next-generation deep
technology designed to combat the single most challenging cybersecurity threat
globally - ransomware.

Qur patent-protected algorithms belong to Kapalya for the first product. We have
licensed a second patent from the NSA which is the basis of our second-generation
product. This license arrangement allows Kapalya to use NSA's patent to build our
second-generation product and Kapalya enjoys the same patent protection rights as
the NSA. Any subsequent products jointly developed by Kapalya and NSA will be
patented by both entities.

Currently, we have two business models - an annual recurring revenue (ARR) based
dedicated solution for large enterprises and Governments and a SaaS monthly
recurring revenue (MRR) model for small and medium-sized businesses.

To date, we have secured partnerships with two global system integrators, two US-
based resellers, and one Asian distributor selling into 16 Asian countries. These are
our existing channel sales in addition to an existing direct internal sales force.

We are pleased to announce that we have secured a global multi-billion-dollar
customer that is currently deploying our solution and have a healthy pipeline of
enterprise and Government customers.

KAPALYA Inc. is a Delaware C-Corporation that is headquartered in California.
KAPALYA Inc. was operating in the pre-revenue stage of development prior to 2021.
However, we have secured our first Purchase Order and have started generating
revenue.

Competitors and Industry

QOur industry is cybersecurity and within that industry, the subset that we serve is in



encryption key management and ransomware prevention/remediation across
endpoints/mobile/cloud/databases/servers/networks. The current major dominant
players are:

- Symantec endpoint product

- Sophos full disk encryption

- McAffee full disk encryption and backup
- Acronis backup and restore

- Veritas backup and restore

Most of these competitors offer only point solutions for endpoints and are not able to
provide seamless encryption key management across multiple platforms and multiple
clouds.

55% of enterprise executives plan to increase their cybersecurity budgets in 2021 and
51% are adding full-time cyber staff in 2021. PwC found that most executives are
planning to ramp up their cybersecurity spending in 2021 despite the majority of
them, 64%, expecting business revenues to decline. PwC found that cybersecurity is
more business-critical than ever before. "The circumstances we find ourselves in with
the economy are putting a lot of pressure on security organizations to make sure that
the investments we re making are efficient and high-value,” says Katie Jenkins, CISO,
Liberty Mutual. Getting the most value for every cybersecurity dollar spent becomes
more critical as entities digitize: every new digital process and asset becomes a new
cyber-attack vulnerability. (Source: PwC, Global Digital Trust Insights 2021, October
5, 2020.)

The exponential increase in cybercrime, including breaches, phishing, privilege access
credential abuse, and endpoint security attacks, contributes to a projected 12% CAGR
in cybersecurity IT spending by 2021. The global market for cybersecurity software is
predicted to grow from $183.2 billion in 2019 to $230 billion in 2021, attaining a 12%
Compound Annual Growth Rate (CAGR) in the forecast period. (Source: Covid-19
Impact On Cybersecurity Market, 2020)

Based on "Market Insights by Emerging Trends", the Future Growth, Forecast of
Ransomware Protection market in 2021 is expected to grow from USD 8.16 billion in
2016 to USD 17.36 billion by 2021, at a Compound Annual Growth Rate CAGR of 16.3%

during the forecast period. Published: Oct. 22, 2021 at 12:44 a.m. ET on CBS
Newswire.

Endpoint security tools are 24% of all [.T. security spending, and by 2020 global 1.T.
security spending will reach $128B according to Morgan Stanley Research. (Source:
Forbes)

Cybersecurity Ventures expects global cybercrime costs to grow by 15% per year over
the next five years, reaching $10.5 trillion annually by 2025, up from $5 trillion in



2015. (Source: Steve Morgan, Editor-in-Chief of Cybercrime Magazine)

The average ransom paid for organizations increased from US$115,123 in 2019 to
$312,493 in 2020, a 171% year-over-year increase. Additionally, the highest ransom
paid by an organization doubled from 2019 to 2020, from $5 million to $10 million.
Meanwhile, cybercriminals are getting greedy. From 2015 to 2019, the highest
ransomware demand was $15 million. In 2020, the highest ransomware demand grew
to $30 million. Of note, Maze ransom demands in 2020 averaged $4.8 million, a
significant increase compared to the average of $847,344 across all ransomware
families in 2020. The world changed with COVID-19, and ransomware operators took
advantage of the pandemic to prey on organizations — particularly the healthcare
sector, which was the most targeted vertical for ransomware in 2020. In October 2020,
a joint cybersecurity advisory was issued by the Cybersecurity and Infrastructure
Security Agency (CISA), the Federal Bureau of Investigation (FBI), and the Department
of Health and Human Services (HHS), warning healthcare organizations against Ryuk
attacks. (Source: Paloalto Networks Unit 42 - March 17, 2021)

Our existing solution allows enterprises large and small to manage all their encryption
keys for 1000s of users across multiple platforms and cloud storage from a seamless
platform. In addition, we are able to recover all data on endpoints after a ransomware
breach WITHOUT any data leakage.

While some of our competitors can also recover data after a ransomware breach, they
do not guarantee data leakage. What this means is that the cybercriminal will
exfiltrate and steal all data which can be used to further extort enterprises for
additional ransomware payments.

With our solution, we ensure that cybercriminals will NOT be able to exfiltrate any
data because it's encrypted all the time and therefore they will NOT extort enterprises
for additional ransomware payments.

Our next-generation solution, Advanced Ransomware Countermeasures, will prevent,
remediate and eradicate ransomware in real-time on
endpoints/mobile/databases/servers/virtual desktops/cloud/networks. These patent-
protected algorithms are being developed in collaboration with the National Security
Agency based on several years of research and analysis on ransomware threat patterns
and attack surfaces. We are expecting to release this most comprehensive counter
ransomware solution product in Q2 2022. We are working closely with the NSA to
bring this product to market.

Our existing solution fits into the endpoint/mobile/cloud security space and our next
generation solution fits into the ransomware protection space.

Current Stage and Roadmap

Our first product is in general availability and shipping already. We have one large
global enterprise customer that is currently deploving our solution.



In addition, we have multiple trials of our existing solution going in the
USA/India/Middle-East and Europe.

We are adding new features to our current product to support more cloud storage such
as Dropbox, iCloud, and IBM Cloud.

The second-generation product that we are developing is an advanced ransomware
countermeasure (ARC) product that will remediate and eradicate ransomware inactive
memory spaces using Al. This product will be ready by May 2022 and we will start
customer trials in O3 2022.

After successful customer trials of our advanced counter ransomware solution, we will
integrate the two solutions and launch the most comprehensive encryption key
management and counter ransomware solution by Q4 of 2022.

The Team

Officers and Directors

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

e Position: Founder
Dates of Service: April 17, 2015 - Present
Responsibilities: Founded the company based on his vision

® Position: CEO
Dates of Service: April 17, 2015 - Present
Responsibilities: - Oversees entire day-to-day operations, financials, sales,
products, technology and future roadmap. Currently, Sudesh is drawing a salary
of $180,000/year and owns 42.186% of Kapalya's common stock;

¢ Position: Director
Dates of Service: April 17, 2015 - Present
Responsibilities: Performs all regulatory and government filings with Federal

and State agencies. Calls regular board meetings and provides future outlook.

e Position: Chairman of the Board
Dates of Service: January 20, 2022 - Present
Responsibilities: Oversee Entire company operations

Other business experience in the past three years:

e Employer: KOSMOS Consultants Inc.



Title: President

Dates of Service: January 01, 2014 - Present

Responsibilities: Oversee consulting practice. For the last 3 years, Sudesh has
spent less that 2% of his time at KOSMOS. He spends over 98% of his time
working at Kapalya. There is no relationship between KOSMOS and Kapalya.

Name: SAEED KHOSRAVI
SAEED KHOSRAVTI's current primary role is with the Issuer.
Positions and offices currently held with the issuer:

e Position: Chief Technology Officer
Dates of Service: April 01, 2016 - Present
Responsibilities: Oversees software development and manages technical
operations. His annual compensation is $140,000/year and he owns 10.451% of
Kapalya's common stock

Other business experience in the past three years:

o Employer: Worldwide Technology
Title: Network Engineer
Dates of Service: January 01, 2019 - Present
Responsibilities: Oversee network implementation

Other business experience in the past three years:

¢ Employer: Bloomberg LP
Title: Network Engineer
Dates of Service: September 22, 2018 - September 21, 2019

Responsibilities: Over Bloomberg's LAN/WAN and upgrade all routers to latest
version of software

Risk Factors

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

These are the risks that relate to the Company:



Uncertain Risk

An investment in the Company (also referred to as “we”, “us”, “our”, or “Company”)
involves a high degree of risk and should only be considered by those who can afford
the loss of their entire investment. Furthermore, the purchase of any of the common
stock should only be undertaken by persons whose financial resources are sufficient to
enable them to indefinitely retain an illiquid investment. Each investor in the
Company should consider all of the information provided to such potential investor
regarding the Company as well as the following risk factors, in addition to the other
information listed in the Company’s Form C. The following risk factors are not
intended, and shall not be deemed to be, a complete description of the commercial
and other risks inherent in the investment in the Company.

LR

Our business projections are only projections

There can be no assurance that the Company will meet our projections. There can be
no assurance that the Company will be able to find sufficient demand for our product,
that people think it’s a better option than a competing product, or that we will able to
provide the service at a level that allows the Company to make a profit and still attract
business.

Any valuation at this stage is difficult to assess

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

The transferability of the Securities you are buying is limited

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

Your investment could be illiquid for a long time

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

We may not have enough capital as needed and may be required to raise more capital.
We anticipate needing access to credit in order to support our working capital
requirements as we grow. Although interest rates are low, it is still a difficult
environment for obtaining credit on favorable terms. If we cannot obtain credit when
we need it, we could be forced to raise additional equity capital, modify our growth



plans, or take some other action. Issuing more equity may require bringing on
additional investors. Securing these additional investors could require pricing our
equity below its current price. If so, your investment could lose value as a result of this
additional dilution. In addition, even if the equity is not priced lower, your ownership
percentage would be decreased with the addition of more investors. If we are unable
to find additional investors willing to provide capital, then it is possible that we will
choose to cease our sales activity. In that case, the only asset remaining to generate a
return on your investment could be our intellectual property. Even if we are not forced
to cease our sales activity, the unavailability of credit could result in the Company
performing below expectations, which could adversely impact the value of your
investment.

Terms of subsequent financings may adversely impact your investment

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

Management Discretion as to Use of Proceeds

Our success will be substantially dependent upon the discretion and judgment of our
management team with respect to the application and allocation of the proceeds of
this Offering. The use of proceeds described below is an estimate based on our current
business plan. We, however, may find it necessary or advisable to re-allocate portions
of the net proceeds reserved for one category to another, and we will have broad
discretion in doing so.

Projections: Forward Looking Information

Any projections or forward looking statements regarding our anticipated financial or
operational performance are hypothetical and are based on management's best
estimate of the probable results of our operations and will not have been reviewed by
our independent accountants. These projections will be based on assumptions which
management believes are reasonable. Some assumptions invariably will not
materialize due to unanticipated events and circumstances beyond management's
control. Therefore, actual results of operations will vary from such projections, and
such variances may be material. Any projected results cannot be guaranteed.

Some of our products are still in prototype phase and might never be operational
products

It is possible that there may never be an operational product or that the product may
never be used to engage in transactions. It is possible that the failure to release the
product is the result of a change in business model upon the Company’s making a



determination that the business model, or some other factor, will not be in the best
interest of the Company and its stockholders.

Minority Holder; Securities with Voting Rights

The security type that an investor is buying has voting rights attached to them.
However, you will be part of the minority shareholders of the Company and have
agreed to appoint the Chief Executive Officer of the Company (the “CEO™), or his or
her successor, as your voting proxy. You are trusting in management discretion in
making good business decisions that will grow your investments. Furthermore, in the
event of a liquidation of our company, you will only be paid out if there is any cash
remaining after all of the creditors of our company have been paid out.

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

Insufficient Funds

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

The Convertible Promissory Notes have no rights to vote until the date of maturity
The Convertible Promissory Notes have no voting rights. This means you are trusting
in management discretion. You will also hold these non-voting securities as a
minority holder. Therefore, you will have no say in the day-to-day operation of the
Company and must trust the management of the Company to make good business
decisions that grow your investment., Holders of our outstanding Preferred Stock have
liquidation preferences over holders of Common Stock, including the Common Stock
being offered in this offering. This liquidation preferences is paid if the amount a
holder of Preferred Stock would receive under the liquidation preference in greater
than the amount such holder would have received if such holder’s shares of Preferred
Stock had been converted to Common Stock immediately prior to the liquidation
event. If a liquidation event, including a sale of our company, were to occur then first
all creditors and Preferred Stockholder of the Company will be paid out. If there is any
cash remaining, then the Common stockholders will be paid.

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

Once we meet our target amount for this offering, we may request that StartEngine
instruct the escrow agent to disburse offering funds to us. At that point, investors
whose subscription agreements have been accepted will become our investors. All
early-stage companies are subject to a number of risks and uncertainties, and it is not



uncommon for material changes to be made to the offering terms, or to companies’
businesses, plans or prospects, sometimes on short notice. When such changes
happen during the course of an offering, we must file an amended to our Form C with
the SEC, and investors whose subscriptions have not vet been accepted will have the
right to withdraw their subscriptions and get their money back. Investors whose
subscriptions have already been accepted, however, will already be our investors and
will have no such right.

Qur new product could fail to achieve the sales projections we expected

Qur growth projections are based on an assumption that with an increased advertising
and marketing budget our products will be able to gain traction in the marketplace at
a faster rate than our current products have. It is possible that our new products will
fail to gain market acceptance for any number of reasons. If the new products fail to
achieve significant sales and acceptance in the marketplace, this could materially and
adversely impact the value of your investment.

We face significant market competition

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

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

Kapalya was formed on 04/17/2015. Accordingly, the Company has a limited history
upon which an evaluation of its performance and future prospects can be made. Our
current and proposed operations are subject to all business risks associated with new
enterprises. These include likely fluctuations in operating results as the Company
reacts to developments in its market, managing its erowth and the entry of
competitors into the market. We will only be able to pay dividends on any shares once
our directors determine that we are financially able to do so. Kapalya has incurred a
net loss and has had limited revenues generated since inception. There is no assurance
that we will be profitable in the next 3 years or generate sufficient revenues to pay
dividends to the holders of the shares.

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

The Company has a short history, few customers, and effectively no revenue. If you
are investing in this company, it’s because you think that Encryption Management
Platform (EMP) is a good idea, that the team will be able to successfully market, and
sell the product or service, that we can price them right and sell them to enough
peoples so that the Company will succeed. Further, we have never turned a profit and
there is no assurance that we will ever be profitable.

The loss of one or more of our key personnel, or our failure to attract and retain other



highly qualified personnel in the future, could harm our business

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

Market Risk

Cybersecurity is a global industry with many established vendors and startups within
this space. Some of the startups may be better funded and capitalized. Established
vendors may have existing relationships within our target client base. While winning
the National Science Foundation grant has de-risked some of these factors, it has not
completely eliminated them.

Industry Certifications and Compliance Laws

Since we are developing a Cybersecurity software, this will be subject to certifications
and penetration testing by government regulatory bodies to comply with
cybersecurity prevailing laws. There is a risk that our software may not pass all these
compliance laws and will have to be modified and patched to meet all regulatory and
compliance laws.

The amount raised in this offering may include investments from officers and
directors of the company or their imnmediate family members.

Once the total amount of funds raised in this offering exceeds the minimum funding
goal, officers and directors (and immediate family members) of the company may
make investments in this offering. Any such investments will be included in the raised
amount reflected on the campaign page.



Ownership and Capital Structure; Rights of the Securities

Ownership

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

Stockholder Name|Number of Securities Owned |Type of Security Owned|Percentage
Sudesh Kumar 5,048,449 Common Stock 42.186

The Company's Securities

The Company has authorized equity stock. As part of the Regulation Crowdfunding
raise, the Company will be offering up to 856,000 of Common Stock.

Common Stock

The amount of security authorized is 20,000,000 with a total of 11,967,040
outstanding.

Voting Rights
1 Vote per Share. Please see Voting Rights of Securities Sold in this Offering.
Material Rights

Voting Rights of Securities Sold in this Offering

Voting Proxy. Each Subscriber shall appoint the Chief Executive Officer of the
Company (the “CEQ”), or his or her successor, as the Subscriber’s true and lawful
proxy and attorney, with the power to act alone and with the full power of
substitution, to, consistent with this instrument and on behalf of the Subscriber, (i)
vote all Securities, (ii) give and receive notices and communications, (ili) execute any
instrument or document that the CEO determines is necessary or appropriate in the
exercise of its authority under this instrument, and (iv) take all actions necessary or
appropriate in the judgment of the CEQ for the accomplishment of the foregoing. The
proxy and power granted by the Subscriber pursuant to this Section are coupled with
an interest. Such proxy and power will be irrevocable. The proxy and power, so long as
the Subscriber is an individual, will survive the death, incompetency and disability of
the Subscriber and, so long as the Subscriber is an entity, will survive the merger or
reorganization of the Subscriber or any other entity holding the Securities. However,
the Proxy will terminate upon the closing of a firm-commitment has underwritten
public offering pursuant to an effective registration statement under the Securities
Act of 1933 covering the offer and sale of Common Stock or the effectiveness of a
registration statement under the Securities Exchange Act of 1954 covering the
Common Stock.

What it means to be a minority holder



As a minority holder of Common Stock of this offering, you have granted your votes
by proxy to the CEO of the Company. Even if you were to receive control of your
voting rights, as a minority holder, you will have limited rights in regards to the
corporate actions of the company, including additional issuances of securities,
company repurchases of securities, a sale of the company or its significant assets, or
company transactions with related parties. Further, investors in this offering may
have rights less than those of other investors, and will have limited influence on the
corporate actions of the company.

Dilution

Investors should understand the potential for dilution. The investor’s stake in a
company could be diluted due to the company issuing additional shares. In other
words, when the company issues more shares, the percentage of the company that you
own will go down, even though the value of the company may go up. You will own a
smaller piece of a larger company. This increase in number of shares outstanding
could result from a stock offering (such as an initial public offering, another
crowdfunding round, a venture capital round, angel investment), employees
exercising stock options, or by conversion of certain instruments (e.g. convertible
bonds, preferred shares or warrants) into stock. If the company decides to issue more
shares, an investor could experience value dilution, with each share being worth less
than before, and control dilution, with the total percentage an investor owns being
less than before. There may also be earnings dilution, with a reduction in the amount
earned per share (though this typically occurs only if the company offers dividends,
and most early stage companies are unlikely to offer dividends, preferring to invest
any earnings into the company).

Transferability of securities

For a year, the securities can only be resold:
e [nanIPO;
e Tothe company;
® To an accredited investor; and

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

Recent Offerings of Securities

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

¢ Name: Common Stock
Type of security sold: Equity



Final amount sold: $1,000,000.00

Number of Securities Sold: 2,061,173

Use of proceeds: Product development, Sales and Marketing
Date: September 01, 2020

Offering exemption relied upon: Regulation D

¢ Type of security sold: Convertible Note
Final amount sold: $20,500.00
Use of proceeds: Product Development
Date: April 01, 2020
Offering exemption relied upon: Regulation D

e Type of security sold: SAFE
Final amount sold: $60,000.00
Use of proceeds: Product Development
Date: November 01, 2018
Offering exemption relied upon: Regulation D

Financial Condition and Results of Operations

Financial Condition

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

those discussed in the section entitled “Risk Factors” and elsewhere in this Offering
Memorandum.

Results of Operations

Circumstances which led to the performance of financial statements:

We have been in development mode for the last three years, constantly building
products, getting customer feedback, and refining the product. Since we were not in
active sales mode, we did not generate any revenues in the last three vears.

In 2021, we started generating revenues as our first product hit the market. We are
predicting 2022 to be our breakout year as we currently have a healthy pipeline of
partners and customers with a solid sales funnel. In addition, we plan to launch our
second-generation product in 2022, which will provide increased revenues and open
more partnership opportunities.

Historical results and cash flows:



In previous years, we spent a significant amount of time developing and refining the
product to create a product-market fit. Most of that work is now complete and we are
ready to start full sales and marketing activities which will result in significantly
higher revenues in 2022.

In addition to our first product that is already in the market, we will be launching a
second product called "Advanced Ransomware Countermeasures (ARC) based on
AL/ML which is designed to disrupt the ransomware prevention landscape. This has
the potential to be a game-changer based on patent-protected technologies developed
by the National Security Agency (NSA), that Kapalya has licensed from the NSA. In
addition, Kapalya and NSA have signed a collaborative research and development
agreement (CRADA), under which, two NSA researchers and scientists are working
with Kapalya to further develop and commercialize ARC. Since ransomware is the
biggest cybersecurity threat facing governments and enterprises globally, we feel that
ARC will be a great revenue generator as it is needed in the market NOW!

Historical results are not indicative of future performance.

Liquidity and Capital Resources

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

The company received a grant from the National Science Foundation of $256,000 of
which $203,000 are available for use today.

In addition, the company has $40,000 in another bank account for daily operations and
Brex credit card for an amount of $22,000 credit that has an outstanding balance of $0.

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

While we have sufficient funds to carry on our daily operations, the funds from the
StartEngine campaign will be used to accelerate our product development, sales, and

customer acquisition.

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

The funds raised through this crowdfunding will assist in daily operations, product

refinement, establishing additional strategic partnerships, sales and marketing efforts
and will allow the company to make critical hires which is necessary for the success of

the company.



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

We will be able to sustain 6 months of operations if we raise our minimum target of
$250,000 at a burn rate of $35,000/month

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

We will be able to sustain 15 months of operations if we raise our maximum target of
$1,070,000 at a burn rate of $70,000/month.

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

We have applied for a grant from the State of Hawaii for $75,000 which will become
available 2/2022.

We will also apply for another grant from the National Science Foundation of
$1,000,000 in March 2022. If our crowdfunding campaign is successful, then this grant
will be increased to $1,500,000 by the National Science Foundation. We expect the
results of this funding to be announced in Q3 2022.

If we receive the second $1,000,000 grant from the National Science Foundation, we
become eligible to apply for another grant from the State of Hawaii for $500,000,
which we intend to do.

There is the potential for over $2,000,000 in non-dilutive funding available to us in
2022.

Indebtedness

e Creditor: Sudesh Kumar

Amount Owed: $200,000.00
Interest Rate: 3.0%

Maturity Date: April 13, 2025

e Creditor: Polfitz LLC
Amount Owed: $300,000.00
Interest Rate: 3.0%
Maturity Date: March 13, 2025

Related Party Transactions



¢ Name of Entity: Sudesh Kumar
Relationship to Company: Officer
Nature / amount of interest in the transaction: Made a loan to company so that
company could carry on operations.
Material Terms: To be payable when company generates revenues in excess of
$500,000 or raises investment in excess of $1,000,000

Valuation

Pre-Money Valuation: $14,958,800.00
Valuation Details:

QOur patent-pending technology provides protection from other large vendors from
duplicating our technology.

We have solid traction with global enterprises and are partnering with some leading-
edge companies to further enhance and strengthen our solution offering.

In addition, our partnership with the National Security Agency gives us an unfair
advantage over the competition as we are able to license advanced counter
ransomware technologies from the NSA.

Winning the most prestigious science and technology grant from the National Science
Foundation further endorses our deep technology and allows us to sell directly to the
Federal and State Government agencies without any RFP to bid process.

QOur forward-looking projections take into account the fact that current counter
ransomware technologies are weak and can be exploited. As such, enterprises and
governments worldwide need a comprehensive counter ransomware technology that
will slow down these breaches.

Kapalya is poised to take advantage of this situation by launching our patent-pending
counter ransomware and encryption key management solution in a market that is in
desperate need of such technology.

This pre-money valuation was calculated on a fully diluted basis, the company
currently only has one class of stock, no outstanding options, and no outstanding
convertible securities. The company set its valuation internally, without a formal
third-party independent valuation.

Use of Proceeds

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

e StartEngine Platform Fees
3.5%



o Marketing
35.0%
We will aggressively market our solution to governments, enterprises, and
small/medium-size businesses using social media, direct marketing, drip
campaign, and through channel resellers.

o Research & Development
30.0%
We will enhance the existing solutions and start developing advanced counter
ransomware solutions using the Nation Science Foundation Grant together with
funds raised through this campaign.

e Operations
10.0%
To maintain our server infrastructure on the Amazon Cloud.

o Working Capital
5.0%
To pay for additional hardware and software required for product development.

e Company Employment
16.5%
We will hire software developers and sales development representatives.

If we raise the over allotment amount of $1,070,000.00, we plan to use these proceeds
as follows:

e StartEngine Platform Fees
3.5%

o Marketing
40.0%

We will use these funds for marketing campaigns through social media, drip
campaigns, outbound telemarketing inbound SEO, and through our reseller

channel partners.

e Research & Development
50.0%
To further enhance our existing solution and build the advanced counter

ransomware solution

e Company Employment
20.0%
We will hire software engineers, sales development representatives, and
customer success support staff

e Operations
2.0%
To maintain our servers on Amazon and Microsoft cloud



o Working Capital
3.0%
To purchase additional hardware and software needed to sustain operations

e [nventory
1.5%
To maintain office supplies and consumables

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

Regulatory Information

Disqualification

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

Compliance Failure

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

Ongoing Reporting

The Company will file a report electronically with the SEC annually and post the

report on its website no later than April 30 (120 days after Fiscal Year End). Once
posted, the annual report may be found on the Company’s website at
https://www.kapalya.com (Under the Annual reports tab).

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

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

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

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

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

(5) it liquidates or dissolves its business in accordance with state law.



Updates
Updates on the status of this Offering may be found at: www.startengine.com/kapalva
Investing Process

See Exhibit E to the Offering Statement of which this Offering Memorandum forms a
part.
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INDEPENDENT ACCOUNTANT'S REVIEW REPORT

To the Board of Directors of
Kapalya Inc.
Berkeley, California

We have reviewed the accompanying financial statements of Kapalya Inc. (the "Company,”), which comprise the
balance sheet as of December 31, 2020 and December 31, 2019, and the related statement of operations,
statement of shareholders’ equity (deficit), and cash flows for the year ending December 31, 2020 and December
31, 2019, and the related notes to the financial statements. A review includes primarily applying analytical
procedures to management's financial data and making inguiries of company management. A review is
substantially less in scope than an audit, the objective of which is the expression of an opinion regarding the
financial statements as a whole. Accordingly, we do not express such an opinion.

Management's Responsibility for the Financial Statements

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

Accountant's Responsibility

Our responsibility is to conduct the review in accordance with Statements on Standards for Accounting and Review
Services promulgated by the Accounting and Review Services Committee of the AICPA. Those standards require
us to perform procedures to obtain limited assurance as a basis for reporting whether we are aware of any
material modifications that should be made to the financial statements for them to be in accordance with
accounting principles generally accepted in the United States of America. We believe that the results of our
procedures provide a reasonable basis for our conclusion.

Accountant's Conclusion

Based on our review, we are not aware of any material modifications that should be made to the accompanying
financial statements in order for them to be in conformity with accounting principles generally accepted in the
United States of America.

ethpart rS

Movember 5, 2021
Los Angeles, California



KapaLya INC.

BALANCE SHEET
(UNAUDITED)
As of December 31, 2020 2019
{USD 5 in Dollars)
ASSETS
Current Assets:
Cash & cash equivalents 173,055 26,910
Total current assets 173,055 26,910
Intangible assets 243,181 270,708
Total assets 416,236 297 618
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable 92,079 51,390
Credit Card 616 -
Current portion of loans and notes - 7,735
Total current liabilities 92,695 59,125
Promissory Notes and Loans 19,773 71,786
Total liabilities 112,468 66,911
STOCKHOLDERS EQUITY
Commaon Stock 10,213 7,124
Additional Paid In Capital 653,690 471,646
Retained earnings/{Accumulated Deficit) (360,135) (248,062)
Total stockholders' equity 303,768 230,708
Total liabilities and stockholders' equity 5 416,236 5 297,618

See accompanying notes to financial statements.



KapaLYA INC.
STATEMENTS OF OPERATIONS
(UNAUDITED)

For Fiscal Year Ended December 31,

(USD S in Dollars)
Net revenue
Cost of goods sold
Gross profit

Operating expenses
General and administrative
Sales and marketing

Total operating expenses

Operating income/{loss)

Interest expense

Other Loss/(Income)

Income/|{Loss) before provision for income taxes
Provision/(Benefit) for income taxes

Net income/(Net Loss)

See accompanying notes to financial statements.

2020 2019

-5 .
110,224 31,541
1,899 800
112,123 32,341
(112,123) (32,341)
(51) -
(112,072) (32,341)
(112,072) $ (32,341)




KapaLya INC.

STATEMENTS OF CHANGES IN STOCKHOLDERS” EQUITY

(UNAUDITED)
Retsined earmings)

Commaon Stocks Additional Pakd in [ Acourvislat ed Total Shareholder
{im , L] Shares Amiount Capital Deficit) Equity
Balance = December 31, 2018 5,766,546 5 5767 166880 5 (215722} & I56,025
Issuance of Cammon Stock 1.3587.403 1357 4 766 B,123
Mot incamef{lass) [32.341) 132,341
Balance —December 31, 2019 7.123.94% 7134 471 646 5 (298062} 5 230,708
Issuance of Common Stack 3,085.033 3089 182,044 185,133
Met incamef|lossh (112,072} {112.072)
Balance—December 31, 2020 10,2132 983 5 10,213 5 553,690 5 [360,135) % 303,768

See gorompanying neles te fnoncal staterments.



KapaLYA INC.
STATEMENTS OF CASH FLOwsS
(UNAUDITED)

For Fiscal Year Ended December 31, 2020 2019

(USD S in Dallars)
CASH FLOW FROM OPERATING ACTIVITIES

Met income/|loss) 5 {112,072) 5 (32,341)
Adjustments to reconcile net income to net cash provided/fused) by operating activities:
Amortization of intangibles 27527 3,043
Changes in operating assets and liabilities:
Credit Cards Glb -
Account Payable 40 689 32,578
Met cash provided/(used) by operating activities (43,240) 3,280

CASH FLOW FROM INVESTING ACTIVITIES
Purchases of intangible assets - (24,315)

Met cash provided/|used) in investing activities . (24,315)

CASH FLOW FROM FINANCING ACTIVITIES

Issuance of Stocks 185,133 6,123
Borrowing on loans 4,253 15521
Met cash provided/|used) by financing activities 189,385 21,644
Changein cash 146,145 609
Cash—beginning of year 26,910 26,301
Cash—end of year 5 173,055 $ 26,910

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for interest
Cash paid during the year for income taxes 5 - 5 -

4
il
i

OTHER NOMNCASH INVESTING AND FINANCING ACTIVITIES AND SUPPLEMENTAL DISCLOSURES

Purchase of property and eguipment not yvet paid for 5 . 5
|ssuance of equity in return for note

Issuance of equity in return for accrued payroll and other liabilities

See goccompanying notes to financiol statements.



KapALYA INC.
MNOTES TO FINANCIAL STATEMENTS
For YEAR ENDED TO DECEMBER 31, 2020 AND Decemger 31, 2019

1. MNATURE OF OPERATIONS

Kapalya Inc. was founded on April 17, 2015 in the state of Delaware. The financial statements of Kapalya Inc. (which
may be referred to as the “Company”, “we", “us”, or “our”) are prepared in accordance with accounting principles
generally accepted in the United States of America ("U.5. GAAP”). The Company's headquarters are located in Berkley,

California.
Kapalya has developed an Enterprise-wide encryption key management platform (EMP), using Symmetric cryptography

keys. This enables enterprises to manage encryption keys for thousands of users, across multiple geographies, through
a seamless and easy to use interface.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accounting and reporting policies of the Company conform to accounting principles generally accepted in the United
States of America ("US GAAP"). The Company has adopted the calendar year as its basis of reporting.

Use of Estimates

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

Cash and Cash Equivalents

Cash and cash equivalents include all cash in banks. The Company's cash is deposited in demand accounts at financial
institutions that management believes are creditworthy. The Company’s cash and cash equivalents in bank deposit
accounts, at times, may exceed federally insured limits. As of December 31, 2020 and December 31, 2019, the
Company's cash and cash equivalents did not exceed FDIC insured limits.

Accounts Receivable and Allowance for Doubtful Accounts

Accounts receivable are recorded at net realizable value or the amount that the Company expects to collect on gross
customer trade receivables. We estimate losses on receivables based on known troubled accounts and historical
experience of losses incurred. Receivables are considered impaired and written-off when it is probable that all
contractual payments due will not be collected in accordance with the terms of the agreement. As of December 31,
2020 and 2019, the Company determined that no reserve was necessary.

Impairment of Long-lived Assets

Long-lived assets, such as property and equipment and identifiable intangibles with finite useful lives, are periodically
evaluated for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset
may not be recoverable. We look for indicators of a trigger event for asset impairment and pay special attention to any

-6 -



KapALYA INC.
MNOTES TO FINANCIAL STATEMENTS
For YEAR ENDED TO DECEMBER 31, 2020 AND Decemger 31, 2019

adverse change in the extent or manner in which the asset is being used or in its physical condition. Assets are grouped
and evaluated for impairment at the lowest level of which there are identifiable cash flows, which is generally at a
location level. Assets are reviewed using factors including, but not limited to, our future operating plans and projected
cash flows. The determination of whether impairment has occurred is based on an estimate of undiscounted future cash
flows directly related to the assets, compared to the carrying value of the assets. If the sum of the undiscounted future
cash flows of the assets does not exceed the carrying value of the assets, full or partial impairment may exist, If the asset
carrying amount exceeds its fair value, an impairment charge is recognized in the amount by which the carrying amount
exceeds the fair value of the asset. Fair value is determined using an income approach, which requires discounting the
estimated future cash flows associated with the asset,

Intangible Assets

The Company capitalizes its development costs in connection with development of software, which will be amortized
over the expected period to be benefitted, which may be as long as 10 years.

Income Taxes

Kapalya Inc. is a C corporation for income tax purposes. The Company accounts for income taxes under the liability
method, and deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences
between the financial statement carrying values of existing assets and liabilities and their respective tax bases. Deferred
tax assets and liabilities are measured using enacted tax rates in effect for the year in which those temporary differences
are expected to be recovered or settled. A valuation allowance is provided on deferred tax assets if it is determined that
it is more likely than not that the deferred tax asset will not be realized. The Company records interest, net of any
applicable related income tax benefit, on potential income tax contingencies as a component of income tax expense.
The Company records tax positions taken or expected to be taken in a tax return based upon the amount that is more
likely than not to be realized or paid, including in connection with the resclution of any related appeals or other legal
processes. Accordingly, the Company recognizes liabilities for certain unrecognized tax benefits based on the amounts
that are more likely than not to be settled with the relevant taxing authority. The Company recognizes interest and/or
penalties related to unrecognized tax benefits as a component of income tax expense.

Concentration of Credit Risk
The Company maintains its cash with a major financial institution located in the United States of America which it
believes to be creditworthy. Balances are insured by the Federal Deposit Insurance Corporation up to 5250,000, At

times, the Company may maintain balances in excess of the federally insured limits.

Revenue Recognition

The Company is pre-revenue and will follow the provisions and the disclosure requirements described in ASU 2014-09
also referred to as Topic 606.

Revenue recognition, according to Topic 606, is determined using the following steps:

Identification of the contract, or contracts, with the customer: the Company determines the existence of a contract with
a customer when the contract is mutually approved; the rights of each party in relation to the services to be transferred
can be identified, the payment terms for the services can be identified, the customer has the capacity and intention to
pay and the contract has commercial substance.




KapALYA INC.
MNOTES TO FINANCIAL STATEMENTS
For YEAR ENDED TO DECEMBER 31, 2020 AND Decemger 31, 2019

Identification of performance obligations in the contract: Performance obligations consist of a promised in a contract
(written or oral) with a customer to transfer to the customer either a good or service (or a bundle of goods or services)
that is distinct or a series of distinct goods or services that are substantially the same and that have the same pattern of
transfer to the customer.

Recognition of revenue when, or how, a performance obligation is met: Revenues are recognized when or as control of
the promised goods or services is transferred to customers.,

The Company will earn revenues from the sale of Enterprise-wide encryption key management platform (EMP) tool to
the final customers.

Advertising and Promotion

Advertising and promotional costs are expensed as incurred. Advertising and promotional expense for the years ended
December 31, 2020 and December 31, 2019 amounted to 51,889 and 5800, which is included in sales and marketing
expense,

Fair Value of Financial Instruments

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

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

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

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

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

Subseguent Events

The Company considers events or transactions that occur after the balance sheet date, but prior to the issuance of the
financial statements to provide additional evidence relative to certain estimates or to identify matters that require
additional disclosure. Subsequent events have been evaluated through Movember 5, 2021, which is the date the
financial statements were issued.

Recently Issued and Adopted Accounting Pronouncements

In February 2019, FASE issued ASU No, 2019-02, Leases, that requires organizations that lease assets, referred to as
"lessees”, to recognize on the balance sheet the assets and liabilities for the rights and obligations created by those
leases with lease terms of more than 12 months. ASU 2019-02 will also require disclosures to help investors and other
financial statement users better understand the amount, timing, and uncertainty of cash flows arising from leases and
will include gualitative and quantitative requirements. The new standard for nonpublic entities will be effective for fiscal
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KapALYA INC.
MNOTES TO FINANCIAL STATEMENTS
For YEAR ENDED TO DECEMBER 31, 2020 AND Decemger 31, 2019

years beginning after December 15, 2020, and interim periods within fiscal years beginning after December 15, 2021,
and early application is permitted. We are currently evaluating the effect that the updated standard will have on the
financial statements and related disclosures.

In June 2019, FASB amended ASU No. 2019-07, Compensation = Stock Compensation, to expand the scope of Topic 718,
Compensation — Stock Compensation, to include share-based payment transactions for acquiring goods and services
from nonemployees. The new standard for nonpublic entities will be effective for fiscal years beginning after December
15, 2019, and interim periods within fiscal years beginning after Decermber 15, 2020, and early application is permitted.
The standard implementation did not have a material impact.

In August 2019, amendments to existing accounting guidance were issued through Accounting Standards Update 2019-
15 to clarify the accounting for implementation costs for cloud computing arrangements. The amendments specify that
existing guidance for capitalizing implementation costs incurred to develop or obtain internal-use software also applies
to implementation costs incurred in a hosting arrangement that is a service contract. The guidance is effective for fiscal
years beginning after December 15, 2020, and interim periods within fiscal years beginning after December 15, 2021,
and early application is permitted. The standard implementation did not have a material impact.

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

3. INTANGIBLE ASSETS

As of December 31, 2020 and December 31, 2019, intangible asset consists of:

As of Year Ended December 31, 2020 2019
Software 9,136 9,136
Development costs 266,138 266,138
Intangible assets, at Cost 5 275274 5 275,274
Accumulated amortization (32,093} (4,566)
Intangible assets, Net 5 243,181 5 270,708

Amortization expense for software and development costs for the fiscal year ended December 31, 2020 and 2019 was
in the amount of $27,527 and 53,043 respectively.

The following table summarizes the estimated amortization expense relating to the Company's intangible assets as of
December 31, 2020:



KapALYA INC.
MNOTES TO FINANCIAL STATEMENTS
For YEAR ENDED TO DECEMBER 31, 2020 AND Decemger 31, 2019

Amortization

Period expense

2021 (27,527)
2022 (27,527)
2023 (27.527)
2024 (27,527)
Thereafter 1133,071)
Total S (243,181)

4. CAPITALIZATION AND EQUITY TRANSACTIONS

Common Stock

The Company is authorized to issue 20,000,000 shares of common shares class with par value of 50.001. As of December
31, 2020, and December 31, 2019, 10,212,982 and 7,123,949 have been issued and are outstanding.

2. DEBT

Promissory Notes & Loans

During the years presented, the Company has entered into promissory notes & loans. The details of the Company’s
loans, notes, and the terms are as follows:

For the Year Ended Decesber B2 Far the Year Ended December 2019

Principal  Inferest  Bomowing berast  Accnued Cureent  Mon-Cumert Toml Interest  Aooneed Cument  Men-Currerd  Total
Dbt Instrament Mame Amaunt Rate Perind MWiaturity Date | Exgerde Inberest Portion Forion  Iedebbedness | Expense  Inferest Fartion Porton  Indebtedness
Promissory Rate- Sudesh Kumar 5 S0 i 3110/ 2014 Hilafaey s L3 5 LI 5 - % 18T 5 15T S M55 55 - 5 Tme Y I
Promissory Kok depaid § - & -5 -5 -5 - |4 N IRE -5 1NN
Tatal § L35 13§ - § WM 8 WM S5 5 5§ 0 TS 8 nme 5§ 1551
The summary of the future maturities is as follows:
As of Year Ended December 31, 2020
2021 5
2022 -
2023 19,773
2024
2025 -
Thereafter -
Total 5 19,773

- 10 =




KapALYA INC.
MNOTES TO FINANCIAL STATEMENTS
For YEAR ENDED TO DECEMBER 31, 2020 AND Decemger 31, 2019

6. INCOME TAXES

The provision for income taxes for the year ended December 31, 2020 and December 31, 2019 consists of the following:

As of Year Ended December 31, 2020 2019

Net Operating Loss 5  (12,901) S (5,645)
Valuation Allowance 12,901 5,645
Net Provision for income tax 5 - 5 -

Significant components of the Company's deferred tax assets and liabilities at December 31, 2020, and December 31,
2019 are as follows:

As of Year Ended December 31, 2020 2019

Net Operating Loss S (36,984) § (24,083)
Valuation Allowance 36,984 24,083
Total Deferred Tax Asset 5 - 5 -

Management assesses the available positive and negative evidence to estimate if sufficient future taxable income will
be generated to use the existing deferred tax assets. On the basis of this evaluation, the Company has determined that
it is more likely than not that the Company will not recognize the benefits of the federal and state net deferred tax
assets, and, as a result, full valuation allowance has been set against its net deferred tax assets as of December 31, 2020
and December 31, 2019. The amount of the deferred tax asset to be realized could be adjusted if estimates of future
taxable income during the carryforward period are reduced or increased.

For the fiscal year ending December 31, 2020, the Company had federal cumulative net operating loss ("NOL")