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

Hailios, Inc.
102 W Colorado Ave
Colorado Springs, CO 80903
www. hailios.com

Up to $1,069,998.16 in Common Stock at $1.21
Minimum Target Amount: $9,999.44

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: Hailios, Inc.

Address: 102 W Colorado Ave, Colorado Springs, CO 80903
State of Incorporation: CO

Date Incorporated: March 02, 2017

Terms:

Equity

Offering Minimum: $9,999.44 | 8,264 shares of Common Stock
Offering Maximum: $1,069,998.16 | 884,296 shares of Common Stock
Type of Security Offered: Common Stock

Purchase Price of Security Offered: $1.21

Minimum Investment Amount (per investor): $249.26

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

Company Perks*
$1000 - Tier I - Invest $1,000, and receive 5% bonus shares.

$5000 - Tier II Invest $5,000, and receive 10% bonus shares.

$10000 - Tier III Invest $10,000, and receive 15% bonus shares.

$25000 - Tier IV Invest $25,000, and receive 20% bonus shares.

*All perks occur when the offering is completed.

The 10% StartEngine Owners' Bonus

Hailios 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 vou buy 100 shares of Common Stock at
$1.21 / share, you will receive 110 shares of Common Stock, meaning you'll own 110
shares for $121. Fractional shares will not be distributed and share bonuses will be
determined by rounding down to the nearest whole share.

This 10% Bonus is only valid during the investors’ eligibility period. Investors eligible
for this bonus will also have priority if they are on a waitlist to invest and the company



surpasses its maximum funding goal. They will have the first opportunity to invest
should room in the offering become available if prior investments are canceled or fail.

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

Voting Rights of Securities Sold in this Offering

Each Investor shall appoint the Chief Executive Officer of the Company (the “CEQ™),
or his or her successor, as the Investor’s true and lawful proxy and attorney, with the
power to act alone and with full power of substitution, to, consistent with this
instrument and on behalf of the Investor, (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
Investor pursuant to this Section are coupled with an interest. Such proxy and power
will be irrevocable. The proxy and power, so long as the Investor is an individual, will
survive the death, incompetency and disability of the Investor and, so long as the
Investor is an entity, will survive the merger or reorganization of the Investor or any
other entity holding the Securities. However, the Proxy will terminate upon the
closing of a firm-commitment underwritten public offering pursuant to an effective
registration statement under the Securities Act of 1933 covering the offer and sale of
Common Stock or the effectiveness of a registration statement under the Securities
Exchange Act of 1934 covering the Common Stock.

The Company and its Business

Company Overview

Hailios has developed one of the world's first wireless, ultra-compact, hail sensor and
analytics platforms. We capture unique ground data on how weather and the
environment affect individual buildings, homes, crops and infrastructure.

Severe weather and climate disaster events that caused over $1B worth of damages
have cost the US over $2T since 1980%, with $1T in losses occurring in just the last
decade. Severe thunderstorms cause $36B in insured losses each year globally.**

Hailios works with insurers and precision agriculture companies to deploy networks of
our low-cost 10T sensors in major cities and cropland around the world. Our sensor
data provides ground-level validation of weather and overall environmental impact in
areas where they are deployed. This in turn can be used to automate claims, reduce
fraud, provide proactive notifications, and make payouts happen in days rather than
months.

Our business model is simple. We provide our sensors, 24/7 monitoring and dataon a
subscription basis. Hailios provides all firmware updates or equipment upgrades as
needed during the subscription, as well as any replacements needed due to damage or



in the rare case of failures.

Hailios originally started technology development in Europe via Hailios AG. As it
became clear that the United States was the best place to headquarter itself, we
transferred all technology and IP rights over to Hailios Inc. when it was formed in
March of 2017. Hailios AG now operates as a major shareholder in Hailios Inc only and
has no operational responsibilities or influence over it.

* https://www.ncdc.noaa.gov/billions/

** https://www.iii.org/fact-statistic/facts-statistics-tornadoes-and-thunderstorms
Competitors and Industry

Industry: Weather Modeling and Verification

This industry is typically comprised of radar analysis technologies and traditional
instrumentation to build weather and climate models pre and post-event.

Weather plays a significant role in global businesses and is estimated to impact US
gross national product by $1T every year with 95% of all companies in the US using
weather information according to recent studies by the National Weather Service.*
The global weather information technologies market was valued at $9.41B in 2019,
with an expected CAGR of 8.5% through 2027, resulting in a market value of
$18.07B.**

* https://www.washingtonpost.com/weather/2019/06/07 /trillion-economic-blow-cost-
extreme-weather-us-is-worse-than-we-thought/ and
https://www.forbes.com/sites/jimfoerster/2020/01,/24/whats-the-difference-between-
private-weather-companies-and-the-national-weather-service/?sh=32dd5084a29h)

** https://www.grandviewresearch.com/industry-analysis/weather-information-
technologies-market)

Competition:

Understory Weather - Well-funded startup with weather sensing tech. 9x more
expensive and 10x bigger than Hailios. They have formed their own insurance
company as the most recent move to gain market traction. Primary customer =

Insurance/Self,

Kisters/Hyvdrological Services - Old weather instrumentation company based out of
Germany. 8x more expensive, significantly larger and difficult to install. Requires a
permanent mounting structure, car batteries and user-provided sims. Extensive
calibration is required. Primary customer = Meteorological.

Sommer Messtechnik - Weather instrumentation company based in Austria. Difficult
installation and 6x more expensive. Extensive calibration is required. Primary
customer = Meteorological.



Current Stage and Roadmap

QOur product is in full production and producing revenue. The next phase for product
development is to layer in additional sensors for precision farming, such as soil
probes, moisture sensors, etc.

We are raising capital to expand globally. We have additional requests for our
products in Australia, Canada, Brazil, Europe and Africa at the moment. This will be
across verticals for Auto Dealers, Commercial Real Estate, and Crop-Hail protection.
We are strategically situated with many global partners that act as our distribution to
new regions.

The Team

Officers and Directors

Name: Lucas Schiff
Lucas Schiff's current primary role is with the Issuer.

Positions and offices currently held with the issuer:

e Position: CEO
Dates of Service: March 02, 2017 - Present
Responsibilities: Overall execution of business, modeling, business
development. Current salary of $120,000 per year with 32,500 shares of Common

Stock via Hailios AG,

e Position: Director
Dates of Service: March 02, 2017 - Present
Responsibilities: Oversight of corporate function

Other business experience in the past three years:

e Employer: Energy Evolved
Title: President
Dates of Service: April 01, 2010 - Present
Responsibilities: Overall business and consulting practices

Other business experience in the past three years:

e Employer: Vintage Vine Imports
Title: President
Dates of Service: February 01, 2010 - Present
Responsibilities: Overall business



Other business experience in the past three years:

e Employer: Mint Things
Title: Board of Directors
Dates of Service: July 15, 2018 - Present
Responsibilities: Advisory

Other business experience in the past three years:

e Employer: Nimbus 9, Inc
Title: Founder, Board of Directors
Dates of Service: January 15, 2014 - Present
Responsibilities: Advisory

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

e Position: CTO
Dates of Service: March 02, 2017 - Present

Responsibilities: Overall technology development and execution. Current salary
of $120,000 per year with 246,834 shares of Common Stock via Hailios AG.

¢ Position: Chairman, Director
Dates of Service: July 10, 2021 - Present
Responsibilities: Oversight of all board activities

Other business experience in the past three years:

o Emplover: Hailios AG
Title: President
Dates of Service: July 28, 2015 - Present
Responsibilities: Management

Name: Elmar Will

Elmar Will's current primary role is with Prom Hong Kong Ltd. Elmar Will currently
services 0 hours per week in their role with the Issuer.

Positions and offices currently held with the issuer:

e Position: Director
Dates of Service: July 10, 2021 - Present
Responsibilities: Company oversight



Other business experience in the past three years:

¢ Emplover: Prom Hong Kong Ltd
Title: President/CEQO
Dates of Service: February 04, 2013 - Present
Responsibilities: Overall direction, strategy, management

Other business experience in the past three years:

¢ Employer: Big Trend Trading Ltd
Title: President
Dates of Service: August 19, 2016 - Present
Responsibilities: Management

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 Securities should only be undertaken by persons whose financial resources are
sufficient to enable them to indefinitely retain an illiquid investment. Each investor in
the Company should consider all of the information provided to such potential
investor regarding the Company as well as the following risk factors, in addition to the
other information listed in the Company’s Form C. The following risk factors are not
intended, and shall not be deemed to be, a complete description of the commercial
and other risks inherent in the investment in the Company.

»

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 Security 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 your family, or in connection with your 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 yvou decide to sell these securities
in the future, you may not be able to find a buyer. The Company may be acquired by
an existing player in the educational software development industry. However, that
may never happen or it may happen at a price that results in you losing money on this
investment.

If the Company cannot raise sufficient funds it will not succeed

The Company, is offering Common Stock in the amount of up to One Million Seventy
Thousand Dollars ($1,070,000.00) in this offering, and may close on any investments
that are made. Even if the maximum amount is raised, the Company is likely to need
additional funds in the future in order to grow, and if it cannot raise those funds for
whatever reason, including reasons relating to the Company itself or the broader
economy, it may not survive. If the Company manages to raise only the minimum
amount of funds, sought, it will have to find other sources of funding for some of the
plans outlined in “Use of Proceeds.”

We may not have enough capital as needed and may be required to raise more capital.
We anticipate needing access to credit in order to support our working capital
requirements as we grow. Although interest rates are low, it is still a difficult
environment for obtaining credit on favorable terms. If we cannot obtain credit when
we need it, we could be forced to raise additional equity capital, modify our growth
plans, or take some other action. Issuing more equity may require bringing on
additional investors. Securing these additional investors could require pricing our
equity below its current price. If so, vour investment could lose value as a result of this
additional dilution. In addition, even if the equity is not priced lower, your ownership
percentage would be decreased with the addition of more investors. If we are unable
to find additional investors willing to provide capital, then it is possible that we will



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

Terms of subsequent financings may adversely impact your investment

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

Management Discretion as to Use of Proceeds

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

Projections: Forward Looking Information

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

We are reliant on one main type of service

All of our current services are variants on one type of service, providing hardware and
a platform for weather data. Our revenues are therefore dependent upon the market
for weather data.

Minority Holder; Securities with Voting Rights

The common stock 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 your investment.

Insufficient Funds

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

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

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

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

Our 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

Hailios was formed on March 2, 2017. Accordingly, the Company has a limited history
upon which an evaluation of its performance and future prospects can be made. Our
current and proposed operations are subject to all business risks associated with new
enterprises. These include likely fluctuations in operating results as the Company
reacts to developments in its market, managing its growth and the entry of
competitors into the market. We will only be able to pay dividends on any shares once
our directors determine that we are financially able to do so. Hailios 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 have pending patent approval’s that might be vulnerable

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

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

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

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

Trademark and copyright litigation has become extremely expensive. Even if we
believe that a competitor is infringing on one or more of our trademarks or copyrights,
we might choose not to file suit because we lack the cash to successfully prosecute a
multi-year litigation with an uncertain outcome; or because we believe that the cost of
enforcing our trademark(s) or copyright(s) outweighs the value of winning the suit in
light of the risks and consequences of losing it; or for some other reason. Choosing not
to enforce our trademark(s) or copyright(s) could have adverse consequences for the



Company, including undermining the credibility of our intellectual property, reducing
our ability to enter into sublicenses, and weakening our attempts to prevent
competitors from entering the market. As a result, if we are unable to enforce our
trademark(s) or copyright(s) because of the cost of enforcement, your investment in
the Company could be significantly and adversely affected.

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

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

We rely on third parties to provide services essential to the success of our business
We rely on third parties to provide a variety of essential business functions for us,
including manufacturing, shipping, accounting, legal work, public relations,
advertising, retailing, and distribution. It is possible that some of these third parties
will fail to perform their services or will perform them in an unacceptable manner. It is
possible that we will experience delays, defects, errors, or other problems with their
work that will materially impact our operations and we may have little or no recourse
to recover damages for these losses. A disruption in these key or other suppliers’
operations could materially and adversely affect our business. As a result, your
investment could be adversely impacted by our reliance on third parties and their
performance.

The Company is vulnerable to hackers and cyber-attacks

As an internet-based business, we may be vulnerable to hackers who may access the
data of our investors and the issuer companies that utilize our platform. Further, any
significant disruption in service on Hailios or in its computer systems could reduce the
attractiveness of the platform and result in a loss of investors and companies
interested in using our platform. Further, we rely on a third-party technology provider
to provide some of our back-up technology. Any disruptions of services or cyber-
attacks either on our technology provider or on Hailios could harm our reputation and
materially negatively impact our financial condition and business.

Key Man

Our business is substantially dependent on our executive officers and the loss of
service of any of these individuals would adversely affect our business. Lucas Schiff is
a Director, our President, and Chief Executive Officer and responsible for overseeing



our business, developing our business plan, product and technology development and
the strategic vision of our company. Carsten Neufing is our Chairman and Chief
Technology Officer and is responsible for our technology and product development
efforts, as well as board documentation and fiscal oversight. None of these individuals
has executed an employment agreement, non-compete or non-disclosure agreement
with our company. Each of these individuals is critical to the perceived success of our
business. The loss of service of any of these individuals would adversely affect our
business. There is no assurance we would be able to replace either of such individuals,
or if so, on terms that were acceptable to our company. We have no key man life
insurance on any of these individuals.

Supply chain risk

Hailios has zero control over the availability of components necessary to produce our
sensor technology. In relation to the ongoing global pandemic, there have been
exceedingly large lead times on certain high demand components for hardware
products. Because of this, there are risks associated with a hardware-based business
that may affect the overall revenue performance of the business. Hailios has done
everything possible to navigate these risks by purchasing extra components early on
to keep up with projected demand, however, certain components may become
difficult to procure in the future with the unknowns associated with the suppliers we
rely on.



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.

Number

of Type of

Stockholder Name Security [Percentage
IS iti
ecurities ed

Owned

Hailios AG (A holding company managed by Carsten
Neufing; 61.71% owned by Carsten Neufing - 246,834 Common

shares of Common Stock; 8.13% owned by Lucas 1-780,375 Stock .18
Schiff - 32,500 Shares of Common Stock)

Big Trend Trading Ltd (Managed by Elmar Will; 100% Common
owned by Elmar Will) 3,551,206 Stock aks

The Company's Securities

The Company has authorized Common Stock, and Convertible Note Securities. As part
of the Regulation Crowdfunding raise, the Company will be offering up to 884,296 of
Common Stock.

Common Stock

The amount of security authorized is 100,000,000 with a total of 15,728,847
outstanding.

Voting Rights
Common stock voting securities.
Material Rights

The total number of shares outstanding on a fully diluted basis, 15,728,847 shares,
includes 15,133,592 shares of Common Stock and 595,255 shares of issued options.

Voting Rights of Securities Sold in this Offering

Each Investor shall appoint the Chief Executive Officer of the Company (the “CEQ”),
or his or her successor, as the Investor’s true and lawful proxy and attorney, with the
power to act alone and with full power of substitution, to, consistent with this
instrument and on behalf of the Investor, (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



Investor pursuant to this Section are coupled with an interest. Such proxy and power
will be irrevocable. The proxy and power, so long as the Investor is an individual, will
survive the death, incompetency and disability of the Investor and, so long as the
Investor is an entity, will survive the merger or reorganization of the Investor or any
other entity holding the Securities. However, the Proxy will terminate upon the
closing of a firm-commitment underwritten public offering pursuant to an effective
registration statement under the Securities Act of 1933 covering the offer and sale of
Common Stock or the effectiveness of a registration statement under the Securities
Exchange Act of 1934 covering the Common Stock.

Convertible Note Securities

The security will convert into Common stock and the terms of the Convertible Note
Securities are outlined below:

Amount outstanding: $1,650,000.00

Maturity Date: December 12, 2021

Interest Rate: 10.0%

Discount Rate: 20.0%

Valuation Cap: $7,500,000.00

Conversion Trigger: $3,000,000.00 investment or liquidation event or 24 months

Material Rights

“Corporate Transaction” means (a) a sale by the Company of all or substantially all of
its assets, (b) a merger of the Company with or into another entity (if after such
merger the holders of a majority of the Company's voting securities immediately prior
to the transaction do not hold a majority of the voting securities of the successor
entity) or (c) the transfer of more than 50% of the Company's voting securities to a
person or group.

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 vear, the securities can only be resold:
e Inan [PO;
e To the 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:

¢ Type of security sold: Convertible Note
Final amount sold: $1,650,000.00
Use of proceeds: Working capital, technology development, marketing
Date: August 17, 2021
Offering exemption relied upon: Rule 501 Reg 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:
Year ended December 31, 2020 compared to the year ended December 31, 2019
Revenue

Revenue for fiscal year 2020 was $130,063.00, as compared to fiscal year 2019 revenue
of $31,000.00. As a result of the company moving from paid proof of concept market
tests to actual insurance products using our technology, our U.S. sales grew 400% vyear

over year. Given the ongoing pandemic that started in March 2020, we believe that this
was a solid performance for our first year in the market with our insurance partners.

Cost of Sales

Cost of sales in 2020 was $16,314.00, proportionately about flat from costs of
$3,685.00 in fiscal year 2019. The increase in the cost of sales is directly correlated to
the increase in revenue.

Gross Margins

2020 gross profit increased to $113,749.00 over the 2019 gross profit of $27,315.00.
This improved performance was again related to the increase in sales.

Expenses

The Company’s expenses consist of, among other things, compensation, marketing
and sales expenses, fees for professional services and patents, and research and
development expenses. Expenses in 2020 were $848,958.00 and $739,522.00 in 2019.
Approximately $100,000 of this increase was due to increased development costs.

Historical results and cash flows:

Hailios is on a large growth trajectory. While gross profits should remain similar or
slightly better, we will continue to need cash to produce our sensors. In the past two
years, funds have been primarily allocated to engineering and technology
development, as well as production of prototypes and now full production senors.
Prior to this raise we funded these through the sale of equity, some revenue, and some
production loans from our manufacturing partner. We see a clear need in the future to
raise growth capital and also look into more traditional lending sources as we gain
historical revenue and additional market traction.

Liquidity and Capital Resources

What capital resources are currently available to the Company? (Cash on hand,



existing lines of credit, shareholder loans, etc...)
Currently we have the following capital resources:
1. Cash on hand - primarily allocated to operations

2. Line of Credit - Manufacturing partner >$1M with an outstanding balance of
$337,171.48. This line revolves and is paid down as we sell the sensors, so there is no
preset monthly payment and it is interest-free. (It should be noted that our
manufacturing partner is also one of our early investors).

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?)

Our current position allows us to sustain ourselves 5 months on a combination of
revenue and cash reserves. Additional revenue is expected in Q1 of 2022 that will give
us a runway for another 6 months. The important dates in the insurance business are
January 1 annual renewals, April 1 renewals, July 1 renewals and October 1 renewals
and our insurance partners have a large pipeline of quotes for January 1, 2022 already.
We are seeking additional funds to staff up to support the growth of the company.

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 from this campaign are necessary to ultimately sustain and grow the
company. We are also looking for larger raises in the near future to build out

additional product capabilities. The campaign will make up approximately 90% of our
available funds if successful.

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

Since our minimum is so low, it would only add to our marketing budget and not be
used to fund the company.

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

With no changes to staffing, we would have a runway of approximately 12 months if
we assumed zero additional revenue.

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



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

We will be using this raise as a catalyst to support a substantially larger raise in the
range of $10-15 Million to target the build-out of an all new weather Al based on our
sensor data and observations.

Indebtedness

Related Party Transactions

¢ Name of Entity: Energy Evolved, LLC
Names of 20% owners: Lucas Schiff
Relationship to Company: Officer
Nature / amount of interest in the transaction: Energy Evolved is a company
owned by Lucas Schiff, one of the founders of Hailios Inc. He has used his
company to bill his services as management fees, rather than being directly
employed by Hailios to reduce the overall tax burden on the company at this
stage. The agreement between Hailios and Energy Evolved is to pay $10,000 per
month for management services. Of this, it has been agreed to pay only $5000
per month and accrue the additional $5000 per month until the company can pay
the total amount and pay back the remaining when it has a major cash reserve or
upon a liquidation event.
Material Terms: During 2020 and 2019, the Company paid Energy Evolved, a
third-party entity owned by Lucas Schiff for contract labor services. Total
expenses for 2020 and 2019 amounted to $130,419 and $125,000, respectively.
At December 31, 2020 and 2019, there was 201,039 and $151,039, respectively,
included in accrued expenses on the accompnying balance sheets.

¢ Name of Entity: Carsten Neufing
Relationship to Company: Officer
Nature / amount of interest in the transaction: Carsten is an office in Hailios and
is paid as a contractor for his technical and management services, rather than
hiring him directly as an emplovyee.
Material Terms: The agreement between Hailios and Carsten Neufing is to pay
$10,000 per month for management services. Of this, it has been agreed to pay
only $5000 per month and accrue the additional $5000 per month until the
company can pay the total amount and pay back the remaining when it has a
major cash reserve or upon a liquidation event.

¢ Name of Entity: Prom Hong Kong Ltd
Names of 20% owners: ElImar Will
Relationship to Company: Director
Nature / amount of interest in the transaction: Prom has offered a revolving line
of credit as our manufacturing partner. Prom is an owner in Hailios Inc.



Revolving line of credit of approximately $1 million for production of sensor
hardware. 0% interest and is incrementally paid down by the sale of each unit. 1
out 1 paid for.

Material Terms: During 2020 and 2019 the Company paid a third-party entity
owned by a stockholder of the Company to manufacture the Company's sensors.
Total expenses for 2020 and 2019 amounted to $313,771 and $388,234,
respectively. At December 31, 2020, there was $289,786 included in accounts
payable on the accompanying balance sheets.

Valuation
Pre-Money Valuation: $19,031,904.87

Valuation Details:

The company has created financial projections based upon the following plan
summary:

- 3 scenarios with different volume (conservative, moderate, hyper-growth) and fixed
cost assumptions over a 4 year period.

- Assumptions focus mainly on US growth and less on a global rollout of major
volumes

- Current sales funnel over $10M+ USD in opportunities for the next 12 months based
on key customers

- There are additional opportunities coming with a focus in Canada, Australia/New
Zealand, Europe, South America

- All scenarios turn into profitability quickly due to the low fixed cost base
- Business and pricing model creates strong scalability

- Revenue model is based upon recurring subscription fees for use of sensor and data
(higher multiples on sales revenue)

The pre-money valuation of Hailios has been calculated using a conservative model of
4X value of sales in 3 years. Basis of annual recurring revenue (ARR) in 3 years of
$6.75M USD. In contrast, the hyper-growth scenario results in roughly $30M USD ARR
and would put the valuation of the company at $120M USD with 4X multiple on sales.

Hailios has additional Intellectual Property (IP) valued at roughly $7-10M in its
current form for sensor development, tooling, and cloud services.

The total number of shares outstanding on a fully diluted basis, 15,728,847 shares,
includes 15,133,592 shares of Common Stock and 595,255 shares of issued options.

The pre-money valuation does not take into account any convertible securities



currently outstanding. The Company currently has $1,650,000 in Convertible Notes
outstanding. Please refer to the Company Securities section of the Offering
Memorandum for further details regarding current outstanding convertible securities
which may affect vour ownership in the future.

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

Use of Proceeds

If we raise the Target Offering Amount of $9,999.44 we plan to use these proceeds as
follows:

e StartEngine Platform Fees
3.5%

o Marketing
96.5%
We would aim to reinvest the minimum funding goal back into the crowdfunding
campaign. This could be social, TV, direct mail, etc.

If we raise the over allotment amount of $1,069,998.16, we plan to use these proceeds
as follows:

e StartEngine Platform Fees
3.5%

® /[nventory
30.0%
Being a hardware company, we have upfront cashflow needs to procure sensor
hardware prior to sales. This can often be committed capital 6 months prior to
arrival and puts a burden on the cash position of the company in a growth phase.

o Company Employment
30.0%
In order to facilitate massive growth, we need to hire several new people to both
produce and handle the demand. Due to our distributed nature, we've kept the
operational and sales side of the org quite light, but we now aim to bulk up staff
in these two areas.

o Marketing
15.0%
We are in need of branching out our exposure, as well as helping to educate the
market with our insurance partners. A portion of the funds raised will be used to

build this awareness.

o Working Capital
21.5%
Supporting the general capital needs of operating the day to day operations of



the business.

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 www.hailios.com
(hailios.com/investor-reports).

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

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

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

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

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

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

Updates

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

Investing Process



See Exhibit E to the Offering Statement of which this Offering Memorandum forms a
part.
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FINANCIAL STATEMENTS AND INDEPENDENT ACCOUNTANT'S REVIEW FOR Hailios, Inc.
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»KKeiter

Your Opportunity Advisars

REPORT OF INDEPENDENT ACCOUNTANTS

To the Stockholders
Hailios, Inc.
Colorado Springs, Colorado

We have reviewed the accompanying financial statements of Hailios, Inc. (the “Company”), which
comprise the balance sheets as of December 31, 2020 and 2019, and the related statements of
operations, changes in stockholders' deficit, and cash flows for the years then ended and the
related notes to the financial statements. A review includes primarily applying analytical
procedures to management’s financial data and making inquiries 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; 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 engagements 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. We believe that the results of our procedures
provide a reasonable basis for our conclusion.

Accountant’s Conclusion

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

Ktitee—

November 10, 2021
Glen Allen, Virginia

2 Certified Public
Accountants & Consultants
4401 Dominion Boulevard
Glen Allen, Va 23060
T:804,747.0000 F:804,747.3632

whaw. kellercpa.cam



HAILIOS, INC.

Balance Sheets
December 31, 2020 and 2019

Assets 2020 2019
Current assets:
Cash $ 112,515 % 157,292
Accounts receivable 3,000 -
Convertible note receivables 40,000 23,134
Prepaid expenses - 5,000
Total current assets 155,515 185,426
Property and equipment, net 272,431 -
Deposits 3,778 2,264
Total assets $ 431,724 % 187,690

Liabilities and Stockholders' Deficit

Current liabilities:

Convertible notes payable 3 775000 % -
Accounts payable 381,790 77,749
Accrued expenses 312,499 153,148
Deferred revenue 25,917 -
Total current liabilities 1,495 206 230,897

Long-term liabilities:
Convertible notes payable 240,000 775,000

Total liabilities 2,035,206 1,005,897

Stockholders' deficit:
Common stock $0.001 par value; 100,000,000 shares

authorized; 15,133,592 shares issued and outstanding 15,134 15,134
Additional paid-in capital 1,100,234 1,100,234
Accumulated deficit (2,718,850) (1,933,575)

Total stockholders’ deficit (1,603,482) (818,207)
Total liabilities and stockholders' deficit 5 431,724 % 187,690

See report of independent accountants and accompanying notes to financial statements.
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HAILIOS, INC.

Statements of Operations
Years Ended December 31, 2020 and 2019

2020 2019
Revenue $ 130,063 % 31,000
Cost of revenue 16,314 3,685
Gross profit 113,749 27,315
Operating expenses 848,958 739,522
Operating loss (735,209) (712,207)
Other income (expense):
Other income 4 285 -
Interest expense (54,351) (2,017)
Total other expenses, net (50,066) (2,017)
Net loss $ (785,275) § (714,224)

See report of independent accountants and accompanying notes to financial statements.
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HAILIOS, INC.

Statements of Changes in Stockholders’ Deficit
Years Ended December 31, 2020 and 2019

Common Additional Paid- Accumulated

Stock in Capital Deficit Total
Balance, January 1, 2019 b 15,134 § 1,100,234 $ (1,219351) § (103,983)
Net loss - - (714,224) (714,224)
Balance, December 31, 2019 15,134 1,100,234 (1,933,575) (818,207)
Net loss - - (785,275) (785,275)
Balance, December 31, 2020 $ 15,134 $ 1,100,234 % (2,718,850) 5 (1,603,482)

See report of independent accountants and accompanying notes to financial statements.
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HAILIOS, INC.

Statements of Cash Flows
Years Ended December 31, 2020 and 2019

2020 2019

Cash flows from operating activities:
Net loss $ (785,275) § (714,224)
Adjustments to reconcile net loss to net cash from
operating activities:

Depreciation and amortization 19,365 -
Change in operating assets and liabilities:
Accounts receivable (3,000) -
Inventory - 8,805
Prepaid expenses 5,000 45,000
Deposits (1,514) -
Accounts payable 304,041 6,223
Accrued expenses 159,351 66,932
Deferred revenue 25917 -
MNet cash used in operating activities (276,115) (587,264)
Cash flows used in investing activities:

Purchases of property and equipment (291,796) -
Cash flows provided by financing activities:

Proceeds from issuance of convertible notes payable 523,134 730,966
MNet change in cash (44,777) 143,702
Cash, beginning of year 157,292 13,590
Cash, end of year $ 112515 % 157,292
Supplemental disclosure of non-cash transactions:

Issuance of convertible notes payable included as other

receivables % 40,000 % 23,134

See report of independent accountants and accompanying notes to financial statements.
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HAILIOS, INC.

Motes to Financial Statements

Summary of Significant Accounting Policies:

Nature of Business: Hailios, Inc. (the "Company”) was incorporated on March 2, 2017 in
the State of Colorado and is headquartered in Colorado Springs, Colorado. The Company
provides a fully autonomous sensor that records environmental and storm data.

In March 2020, COVID-19 was declared a worldwide health pandemic and has had a
significant impact on the national and global economy. The ultimate impact of COVID-19
on the Company's future financial statements is unknown at this time.

Management’s Plans: The Company's updated strategic plan for 2021 and beyond is
focused on growing customer base while seeing a reduction in research and development
costs. The Company has engaged a marketing firm to assist with marketing and
advertising. The Company believes its strategy will enable it to effectively execute these
goals and continue for a reasonable period of time.

Basis of Accounting: The accompanying financial statements have been prepared on
the accrual basis of accounting in accordance with accounting principles generally
accepted in the United States (“GAAP") as determined by the Financial Accounting
Standards Board ("FASB") Accounting Standards Codification ("ASC™).

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

Concentrations and Credit Risk: Financial instruments which potentially subject the
Company to concentrations of credit risk consist principally of cash and accounts
receivable. The Company maintains its cash in a financial institution with balances that
periodically exceed federally insured limits. Accounts receivable is made up of many
customers across various geographic regions.

As of and for the year ended December 31, 2020 and 2019, one supplier accounted for
100% of the production for the sensors.

Accounts Receivable: Accounts receivable is stated at the contract amount. The
Company continually reviews their customer account balances for collectability.
Management monitors outstanding receivable balances and provides an allowance for
any amounts determined to be uncollectible. An allowance for doubtful accounts was not
deemed necessary at December 31, 2020 and 2019.



HAILIOS, INC.

MNotes to Financial Statements, Continued

Summary of Significant Accounting Policies, Continued:

Property and Equipment: Property and equipment are stated at cost. Major repairs and
betterments are capitalized, and normal maintenance and repairs are charged to expense
as incurred. Depreciation of property and equipment is computed using the straight-line
method based upon the estimated useful lives of related assets, which is three to five
years. Leasehold improvements are recorded at cost and amortized over the lesser of
their estimated useful life or lease term which is three years. Upon retirement or sale of
an asset, the cost and accumulated depreciation are removed from the accounts and any
gain or loss is reflected in operations.

Revenue Recognition: Effective January 1, 2020, the Company adopted ASU No. 2014-
09, "Revenue from Contracts with Customers (Topic 608)" ("Topic 606"), which provides
guidance for revenue recognition. Topic 606 affects any entity that enters into contracts
with customers to transfer goods or services. The update eliminates all transaction and
industry-specific accounting principles and replaces them with a unified, five step
approach. The standard's core principle is that a company should recognize revenue when
it transfers promised goods or services to customers in an amount that reflects the
consideration to which a company expects to be entitled in exchange for those goods or
services. The Company adopted the standard during 2020, under the full retrospective
transition method. The adoption of Topic 606 did not have a material impact on the
Company's beginning of year stockholder's deficit or revenue for 2020 and 2019.

The Company has two primary sources of revenue derived from its installation services
and from monthly data monitoring contracts. Each of these contracts individually consist
of a single performance obligation. The Company’s installation revenue is recognized at
the time the installation of the sensor is complete. The Company’s monthly monitoring
service revenue is recognized monthly as the Company monitors the data collected from
their sensors. Revenue from installations totaled $105,083 for 2020 and $31,000 for 2019.
Revenue from monitoring of the sensors totaled $24,980 for 2020. There was no revenue
generated from maonitoring the sensors during 2019,

Economic factors may impact the nature, amount, and timing of revenue recognition.
Customers are evaluated for credit-worthiness prior to acceptance of the contract and
contracts do not include variable consideration or financing components. Substantially all
contracts are completed within one year of acceptance and payment typically is expected
as services are performed. Any amounts received prior to revenue being earned are
recorded as deferred revenue on the accompanying balance sheet and are considered a
contract liability.

Advertising Costs: The Company expenses advertising and sales promotion costs as
incurred. Advertising expense was $136,495 for 2020 and $6,968 for 2019.



HAILIOS, INC.

MNotes to Financial Statements, Continued

Summary of Significant Accounting Policies, Continued:

Income Taxes: The Company's deferred income taxes are provided on temporary
differences between financial statement and income tax reporting. Temporary differences
are differences between the amounts of assels and liabilities reported for financial
statement purposes and their tax basis.

Deferred tax assets are recognized for temporary differences that will be deductible in
future years’ tax returns and for operating loss and tax credit carryforwards. Deferred tax
assels are reduced by a valuation allowance if it is deemed more likely than not that some
or all of the deferred tax assets will not be realized. Deferred tax liabilities are recognized
for temporary differences that will be taxable in future years' tax returns.

Income Tax Uncertainties: The Company follows FASB guidance for how uncertain tax
positions should be recognized, measured, disclosed and presented in the financial
statements. This requires the evaluation of tax positions taken or expected to be taken in
the course of preparing the Company's tax returns to determine whether the tax positions
are "more-likely-than-not" of being sustained "when challenged” or "when examined” by
the applicable tax authority. Tax positions not deemed to meet the more-likely-than-not
threshold would be recorded as a tax expense and liability in the current year.

Management evaluated the Company's tax positions and concluded that the Company
has taken no uncertain tax positions that require adjustment to the financial statements to
comply with the provisions of this guidance. The Company is not currently under audit by
any tax jurisdiction.

Recent Accounting Pronouncements:

|l eases: The FASB issued new guidance over leases which requires that all leasing
activity with initial terms in excess of twelve months be recognized on the balance sheet
with a right of use asset and a lease liability. The standard will require entities to classify
leases as either a finance, or operating lease based upon the contractual terms. For
finance leases, the right to use asset and lease liability will be calculated based upon the
present value of the lease payments. The asset will then be amortized and the interest
on the obligation will be recognized separately within the statement of operations. For
operating leases, the right to use asset and lease liability will also be calculated based
upon the present value of the lease payments. However, the cost of the lease will
generally be allocated over the lease term on a straight-line basis and presented as a
single expense on the statement of operations. The new standard will be effective for
periods beginning after December 15, 2021, and will require entities to use a modified
retrospective approach to the earliest period presented. The Company is currently
evaluating the reporting and economic implications of the new standard.

Subsequent Events: Management has evaluated subsequent events through November
10, 2021, the date the financial statements were available to be issued, and has
determined that other than disclosed in Note 3 and Note 4, there are no subsequent events
to be reported in the accompanying financial statements.
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HAILIOS, INC.

MNotes to Financial Statements, Continued

Property and Equipment:

Property and equipment consisted of the following at December 31, 2020:

Equipment $ 288,267
Leasehold improvements 3,650
291,917

Less - accumulated depreciation 19,486
$ 272,431

Depreciation and amortization expense was $19,486 for 2020.
Convertible Notes:

The Company has various convertible note agreements outstanding for the total principal
amount of $1,315,000. The notes bear interest at 5% annum and have beneficial
conversion features upon which the principal will convert at the lessor of 80% of the per
unit price paid by investors, as identified in the note agreements, or the valuation cap
divided by shares outstanding prior to the conversion to common stock. The notes also
have valuation caps up to $7,500,000. All unpaid principal and accrued interest are due
upon maturity which ranges from December 2021 to December 2023 or will convert upon
an equity financing or change in control event. At December 31, 2020, principal of
51,315,000 and accrued interest of $56,368, was outstanding. At December 31, 2019,
principal of $775,000 and accrued interest of $2,017, was outstanding. At December 31,
2020 and 2019, the Company had not received all funds from executed convertible note
agreements and included $40,000 and $23,134, respectively, as other receivables in the
accompanying balance sheets.

During 2021, the Company issued an additional $305,000 in convertible notes payable
with the same terms as disclosed above.

Stockholders' Deficit:

Pursuant to the Company's articles of incorporation, the Company is authorized to issue
100,000,000 shares of common stock at $0.001 par value per share. The Company had
15,133,952 shares issued and outstanding at December 31, 2020 and 2019.

The Company issued 151,336 restricted shares in 2020. Stock awards vest according to
time schedules outlined in each agreement. During 2020, 111,400 restricted stock shares
vested. The fair value of the restricted common shares issued during 2020 was
determined by management to be immaterial to the financial statements. As such, no
stock compensation expense was recorded for 2020.

During 2021, the Company issued an additional 423,830 in restricted shares.



HAILIOS, INC.

MNotes to Financial Statements, Continued

Related Party Transactions:

During 2020 and 2019, the Company paid a third-party entity owned by a stockholder and
executive of the Company for contract labor services. Total expenses for 2020 and 2019
amounted to $130,419 and $125,000, respectively. At December 31, 2020 and 2019,
there was $201,039 and $151,039, respectively, included in accrued expenses on the
accompanying balance sheets.

During 2020 and 2019, the Company paid a third-party entity owned by a stockholder of
the Company to manufacture the Company's sensors. Total expenses for 2020 and 2019
amounte