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

Carnot Compression Inc.
5610 Scotts Valley Drive, Ste. B513
Scotts Valley , CA 95066
https://carnotcompression.com/

Up to $3,200,000.00 in Common Stock at $1.60
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.S.
Securities and Exchange Commission has not made an independent determination
that these securities are exempt from registration.



Company:

Company: Carnot Compression Inc.

Address: 5610 Scotts Valley Drive, Ste. B513, Scotts Valley , CA 95066
State of Incorporation: DE

Date Incorporated: February 19, 2014

Terms:

Equity

Offering Minimum: $10,000.00 | 6,250 shares of Common Stock
Offering Maximum: $3,200,000.00 | 2,000,000 shares of Common Stock
Type of Security Offered: Common Stock

Purchase Price of Security Offered: $1.60

Minimum Investment Amount (per investor): $320.00

*Maximum number of shares offered subject to adjustment for bonus shares. See
Bonus info below.

Voting Rights of Securities Sold in this Offerin

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

Investment Incentives & Bonuses*
Loyalty Bonus | 15% Bonus Shares

Previous investors receive 15% bonus shares. Eligible investors will also receive the
Loyalty Bonus in addition to other eligible bonuses.



Time-Based:

Friends and Family Early Birds

Invest within the first 72 hours and receive 20% bonus shares
Super Early Bird Bonus

Invest within the first week and receive 15% bonus shares

Early Bird Bonus

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

$1,000+ | 1K Club

3% bonus shares + Access to Carnot Compression’s Investors Club
$2,000+ | 2K Club

5% bonus shares +Access to Carnot Compression’s Investors Club
$5,000+ | 5K Club

10% bonus shares + Access to Carnot Compression’s Investors Club
$10,000+ | 10K Club

15% bonus shares + Access to Carnot Compression’s Investors Club
$25,000+ | 25K Club

20% bonus shares + Meet with Management (In-person or Virtual)
*All perks occur when the offering is completed.

The 10% StartEngine OWNers' Bonus

Carnot Compression Inc. 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
$1.60 / share, you will receive 110 shares of Common Stock, meaning you'll own 110
shares for $160. 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 receive the highest single bonus they are eligible for among the bonuses
based on the amount invested and time of offering elapsed (if any). Eligible investors
will also receive the Owner’s Bonus and 15% Loyalty Bonus in addition to the
aforementioned bonus.

The Company and its Business

Company Overview

Carnot Compression Inc. ("Carnot Compression” or the "Company") is a C-Corporation
organized under the laws of the state of Delaware.

Carnot Compression is seeking to revolutionize the $30+ billion compressor industry
with its proprietary isothermal compression technology. The Carnot® Compressor
solves the heat of compression problem by using a working liquid to compress a gas,
while actively removing the heat of compression throughout the compression process.
By more effectively capturing the heat of compression, the Carnot® Compressor
delivers low-temperature oil-free compressed air with high reliability and a 100% duty
cycle. Carnot’s technology is protected by multiple issued and pending patents and
registered trademarks both in the US and large international markets. The technical
merit and potential for the technology is evidenced by grant funding from the
National Science Foundation and the California Energy Commission. The Carnot
Compressor is in the prototype stages of development and is not currently available to
the general public.

Carnot Compression was formed on February 19, 2014, as a Delaware Limited Liability
Company. On May 11, 2020, the company filed a certificate of conversion to convert
the Limited Liability Company from a Delaware limited liability company to a
Delaware corporation pursuant to Section 265 of the Delaware General Corporation
Law and Section 18-216 of the Delaware Limited Liability Company Act.

Competitors and Industry

The global air compressor market is projected by Grandview Research to exceed $40
billion in annual capital spending by 2028. Oil-free compressors account for
approximately 1/3 of annual spending, or ~$12-$13 billion by 2028. Approximately
80% of the total unit volume of industrial air compressors sold is under 100HP.
Although the larger HP units carry a disproportionately higher capital cost, it is clear
that our target market is a multi-billion dollar market for new equipment purchases.
Within the oil-free market, we believe applications ranging initially from 5-25HP
provides an attractive entry point. We expect to scale the technology up to 100HP
within the first 3-5 years of product launch, with the possibility to scale beyond
100HP. Incumbent technologies in the 5-100HP segment primarily include rotary
scroll at the low HP end and dry rotary screw compressors starting at SOHP. The first
cost to the customer for these compressors is approximately 3x that of a comparable



oil-flooded compressor. This provides us with an opportunity to compete in a
premium-priced market with a premium product offering.

The compression market is comprised of many large, diversified multi-national heavy
industrial manufacturing firms, along with smaller firms that specialize in various
segments of the compressor market. For industrial air compressors, market leaders
include Atlas Copco, Ingersoll-Rand, Hitachi, Fusheng, and Kaeser. Atlas Copco is
generally viewed as the market leader for oil-free air compressors. Incumbent
technology in the oil-free compressed air market is dominated by rotary scroll up to
40- 60HP and rotary screw starting at S0HP.

Current Stage and Roadmap

Carnot has progressively developed its proprietary technology from desktop proof of
concept to a fully-integrated beta version compressor. 3rd-party validation of the
disruptive potential of the technology is evidenced by grant funding from the National
Science Foundation and the California Energy Commission. The progress made to date
has positioned the Company to apply the lessons learned from beta testing to
commercialization. Early adopter markets have been identified, including in the dairy
and automotive painting industries.

The Team

Officers and Directors

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

e Position: CEO, CFO/Principal Accounting Officer
Dates of Service: February 19, 2014 - Present
Responsibilities: Todd is the senior officer of the company responsible for all
financial, strategic, business development, and administrative functions. Todd's
annual salary is $156,000 per year. Todd's owns 1,875,081 shares of common
stock and has 200,000 options exercisable at $1.00 per share.

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

e Position: COO
Dates of Service: February 19, 2014 - Present
Responsibilities: Hans oversees all product development activities. Hans' annual
salary is $156,000 per year. Hans owns 2,441,728 shares of common stock and



has 200,000 options exercisable at $1.00 per share.

Name: Sean Kilgrow

Sean Kilgrow's current primary role is with Machado & Sons. Sean Kilgrow currently
services 1 hours per week in their role with the Issuer.

Positions and offices currently held with the issuer:

e Position: Director
Dates of Service: February 19, 2014 - Present
Responsibilities: Sean is a member of the Board of Directors. Sean participates in
various calls and meetings. Sean does not receive any compensation for this
role. Sean owns 983,276 shares of common stock.

Other business experience in the past three years:

e Employer: Machado & Sons
Title: Director Of Project Development
Dates of Service: October 01, 2019 - Present
Responsibilities: Sean leads a team providing pre-construction & project
feasibility, concept designs, design-build budgetary pricing, and ultimately
construction services.

Name: Wayne Hagan

Wayne Hagan's current primary role is with Select Power Systems. Wayne Hagan
currently services 1 hours per week in their role with the Issuer.

Positions and offices currently held with the issuer:

e Position: Director
Dates of Service: February 19, 2014 - Present
Responsibilities: Wayne is a member of the Board of Directors. Wayne
participates in various calls and meetings. Wayne does not receive any
compensation for this role. Wayne owns 1,402,373 shares of common stock.

Other business experience in the past three years:

e Employer: Select Power Systems
Title: Director Of Engineering
Dates of Service: November 01, 2021 - Present
Responsibilities: Wayne is responsible for the design and project management of
distribution projects ranging from 12kV to 35kV.



Other business experience in the past three years:

e Employer: Quanta Utility Engineering Services
Title: Engineering Manager - Northwest
Dates of Service: February 01, 2018 - October 01, 2021
Responsibilities: Wayne is resonsible for comprehensive design of distribution
systems; system capacity, protection, reliability, operations and maintenance,
industry and local standards, feasibility, & construct-ability.

Name: Larry Leis

Larry Leis's current primary role is with Larry is retired. Larry Leis currently services 1
hours per week in their role with the Issuer.

Positions and offices currently held with the issuer:

e Position: Director
Dates of Service: February 19, 2014 - Present
Responsibilities: Larry is a member of the Board of Directors. Larry participates
in various calls and meetings. Larry does not receive any compensation for this
role. Larry owns 1,430,000 shares of common stock.

Risk Factors

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

These are the risks that relate to the Company:

Uncertain Risk

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



Our business projections are only projections

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

Any valuation at this stage is difficult to assess

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

The transferability of the Securities you are buying is limited

Any Common Stock purchased through this crowdfunding campaign is subject to SEC
limitations of transfer. This means that the stock that 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 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 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 $3.2 million 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 ongoing 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 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.

The amount raised in this offering may include investments from company insiders or
immediate family members

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.

We may never have an operational product or service



Our technology is still being developed and tested. We are currently testing a beta
version compressor. Further testing and design will be required to bring the product to
commercial readiness. It is possible that there may never be a viable commercial
product based on our technology.

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 by customers. 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.

Developing new products and technologies entails significant risks and uncertainties
We are currently in the research and development stage and have only manufactured
prototype versions of our compressor. Delays or cost overruns in the development of
our compressor and failure of the product to meet our performance estimates may be
caused by, among other things, unanticipated technological hurdles, difficulties in
manufacturing, changes to design and regulatory hurdles. Any of these events could
materially and adversely affect our operating performance and results of operations.

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 we will have a commercial
product that will be of interest to certain early adopter customers. It is possible that
our product 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 limited revenue and operating history

The Company has a short history, few customers, and to date it's primary source of
revenue has been from research grants. If you are investing in this company, it’s
because you think that the Carnot Compressor is a compelling technology, that the
team will be able to successfully market, and sell the product at a profit level that will
enable us to build a successful company. Further, we have never turned a profit as a
product company and there is no assurance that we will ever be profitable.

We have existing patents that we might not be able to protect properly

One of the Company's most valuable assets is its intellectual property. The Company's
owns many patents trademarks, Internet domain names, and trade secrets. 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.

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 license, it is likely that the Company’s value will be materially and
adversely impacted. This could also impair the Company’s ability to compete in the
marketplace. Moreover, if our trademarks and patents are deemed unenforceable, the
Company will almost certainly lose any potential revenue it might be able to raise by
entering into licenses. 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 patent litigation has become extremely expensive. Even if we believe
that a competitor is infringing on one or more of our trademarks or patents, 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 patent(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 patent(s) could have adverse consequences for the Company,
including undermining the credibility of our intellectual property, reducing our ability
to enter into licenses, and weakening our attempts to prevent competitors from
entering the market. As a result, if we are unable to enforce our trademark(s) or
patent(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 your
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.

Technology Readiness

The company's technology has not been proven over an extended duty cycle in
representative operating conditions. Furthermore, the technology has not been
manufactured at scale. The Company's ability to sell its product at a viable profit and
establish a customer base are therefore uncertain.

Market Conditions

Demand for our product is sensitive to worldwide economic conditions. Current
economic uncertainty driven by COVID-19 may cause demand for air compressors to
decline for an uncertain period of time. This may cause price competition within the
industry which may limit our ability to sell our product at a reasonable margin.

COVID-19

We operate in states that have been subject to shelter in place orders to prevent the
spread of COVID-19. These restrictions have delayed testing the prototype developed
under EPC 16-046 from the California Energy Commission. We may be subject to
ongoing or re-occurring shelter in place orders that cause delays in development,
testing, and commercialization in the future.

Safety and Liability

Our compressor is an industrial product that has inherent safety risks. Features
required to operate the product safely may subject us to unexpected cost increases and
will require us to obtain liability insurance for product liability once we begin selling
our product. In the future, customers may use our product in potentially hazardous
applications that can cause injury or loss of life and damage to property, equipment or
the environment. In addition, compressors are often integral to the production
process for some end-users and any failure of our products could result in a
suspension of operations. We cannot be certain that our products will be completely
free from defects. We cannot guarantee that insurance will be available or adequate to
cover all liabilities that we may incur. We also may not be able to obtain insurance in
the future at levels we believe are necessary and at rates we consider reasonable. We



may be named as a defendant in product liability or other lawsuits asserting
potentially large claims if an accident occurs at a location where our product is used in
the future.

New Product Introduction and Acceptance

Our product is often used in critical production and operational processes. Customers
may be hesitant to adopt our product which may limit our ability to achieve market
traction. Without sufficient adoption of our product we may never achieve a
sustainable level of operating profit.

Regulatory

Our product may be subject to varying level of regulations depending on its ultimate
use case. Our ability to comply with regulations may force us to incur additional costs
or may prevent us from profitably exploiting the technology for all of its potential use
cases.

Reliance on a single contract

We have contracted with the California Energy Commission under EPC-21-017 to
perform R&D and testing of our compressor technology. Currently, this contract is our
primary source of revenue. Failure to perform on this project could negatively impact
our ability to continue to develop the technology to commercial readiness.

Supply Chain

We are reliant on third parties to procure certain items for our product, including, but
not limited to, control panels, electric motors, electronics, valves, seals, piping,
aluminum, and other component items. Failure to procure these items in a timely
manner can lead to delays in our product development cycle, and could lead to added
development and product costs. We have experienced delays in the past and it is likely
we will continue to experience delays subject to the overall global supply chain.

Inflation

We are subject to commodity price risks for key components, including, but not
limited to, aluminum, electric motors, piping, valves, seals, controllers, electronics,
and other items. We have experienced increases in the costs of these components,
which has led to increases to our product development costs. Continued component
cost inflation could lead to higher than anticipated BOM costs for our product as we
move to the commercialization stage.



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 Securities | Type of Security
Stockholder Name Ywned Ywned Percentage
Hans Shillinger 2,641,728 Common Stock 19.0%
Todd Thompson (including |, 75 g Common Stock  [22.23%
proxy)
Wayne Hagan 1,402,373 Common Stock 10.09%

The Company's Securities

The Company has authorized equity stock. As part of the Regulation Crowdfunding
raise, the Company will be offering up to 2,000,000 of Common Stock.

Common Stock

The amount of security authorized is 20,000,000 with a total of 13,904,233
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 “CEO™), or his or her successor, as the Subscriber’s true and lawful
proxy and attorney, with the power to act alone and with full power of substitution, to,
consistent with this instrument and on behalf of the Subscriber, (i) vote all Securities,
(ii) give and receive notices and communications, (iii) execute any instrument or
document that the CEO determines is necessary or appropriate in the exercise of its
authority under this instrument, and (iv) take all actions necessary or appropriate in
the judgment of the CEO for the accomplishment of the foregoing. The proxy and
power granted by the Subscriber pursuant to this Section are coupled with an interest.
Such proxy and power will be irrevocable. The proxy and power, so long as the
Subscriber is an individual, will survive the death, incompetency and disability of the
Subscriber and, so long as the Subscriber is an entity, will survive the merger or
reorganization of the Subscriber or any other entity holding the Securities. However,
the Proxy will terminate upon the closing of a firm-commitment underwritten public
offering pursuant to an effective registration statement under the Securities Act of




1933 covering the offer and sale of Common Stock or the effectiveness of a
registration statement under the Securities Exchange Act of 1934 covering the
Common Stock.

The total amount outstanding includes 900,000 Common Stock to be issued pursuant
to stock options issued.

The total amount outstanding includes 600,000 Common Stock to be issued pursuant
to stock options, reserved but unissued.

What it means to be a minority holder

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 “CEQO”), 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.

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 InanIPO;
e To the company;

e To an accredited investor; and



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

Recent Offerings of Securities

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

e Name: Common Stock
Type of security sold: Equity
Final amount sold: $953,758.00
Number of Securities Sold: 1,015,713
Use of proceeds: Money from this raise was used for R&D, operations, and
working capital.
Date: April 18, 2022
Offering exemption relied upon: Regulation CF

Financial Condition and Results of Operations

Financial Condition

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

Results of Operations

Circumstances which led to the performance of financial statements:

Revenue

Revenue declined from $51,593 in 2020 to $15,145 in 2021. The decline in revenue is
primarily due to reductions in revenue from research grants. In 2020, the Company
was in the testing phase from EPC-16-046, a research grant funded by the California
Energy Commission. During 2021 the Company was not able to replace the prior year
revenue with new research grants.

Operating Expenses



Total operating expenses increased from $690,443 in 2020 to $754,787 in 2021. The
increase in operating expenses is primarily due to continued investment in product
development to advance our compressor technology.

Other Items

Interest Expense increased from $27,426 in 2020 to $46,878 in 2021. This was driven
by increased usage of revolving credit facilities. During 2021 the company reviewed its
patent portfolio and recognized a write-down of $76,641 related to prior investments
in the intellectual property the company deemed not worth continued maintenance
and prosecution costs. Offsetting these items was $153,245 in income related to the
forgiveness of PPP loans in 2021.

Subsequent Events

Historically, the Company has relied on research grants to fund its product
development, which is a competitive process that tends to have long lead times from
application to award. The Company was successful in obtaining EPC-21-017, research
grant funding of $2MM during 2021 from the California Energy Commission, receiving
a notice of proposed award in Q4 2021, and final approval in Q1 2022. The Company
began recognizing revenue from this research grant in Q2 2022.

Historical results and cash flows:

The Company is in the product development stage and does not believe historical
results and cash flows are representative of future performance. The Company has
primarily relied on research grants to fund technology development costs and related
operational costs to develop its product. The Company cannot exclusively rely on
grant funding for the indefinite future and must diversify its revenue base in order to
fund its ongoing operations. If the Company is not successful in diversifying its
revenue base, it may not be able to maintain operations.

Going forward the Company intends to generate revenue through product sales and
licensing. The Company will also continue to seek non-dilutive grant funding sources
for research and development. In 2021, the Company received purchase orders for its
beta product and also received a $2 million research grant, EPC-21-017, from the
California Energy Commission. The Company expects to generate an operating loss
during 2022 as it continues to transition from product development to commercial
sales.

Liquidity and Capital Resources

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

As of September 2022, the Company has capital resources available in the form of
$105,000 in cash on hand. The Company has a line of credit for $450,000 from Santa



Cruz County Bank, of which $449,870 is outstanding.

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

We believe the funds of this campaign are critical to our company operations.

These funds are required to provide match funding for EPC-21-017, a research grant
with the California Energy Commission, and to support product development,
operations, and business growth.

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?)

We believe the funds from this campaign are necessary for the viability of the
Company. Of the total funds that our Company has, 60% will be made up of funds
raised from the crowdfunding campaign, if it raises its maximum funding goal.

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

If the Company raises the minimum offering amount, we anticipate the Company will
be able to operate for 24-36 months. This is based on a current monthly burn rate of
approximately $75,000 for expenses related to R&D, operations, and beta projects.
This expense burn rate reflects the minimum monthly burn the Company feels is
necessary to fully fund product development, operations, and investments in
protecting our intellectual property. The monthly burn is currently offset by grant
funding from EPC-21-017 and beta project revenue from customers.

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

If the Company raises the maximum offering amount, we anticipate the Company will
be able to operate for 5 years or more. This is based on a current monthly burn rate of
$75,000 for R&D and operations, offset by funding from EPC-21-017 and customer
revenue from beta projects. As the company transitions from product development to
commercial revenue, the monthly burn rate is anticipated to increase. The company
expects to fund any increases in burn rate through product margin from sales, equity
raised from this Reg CF offering, and potentially from future equity raises.

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



etc...)

Currently, the Company has contemplated additional future sources of capital
including bank loans, lines of credit, and additional capital raises.

Indebtedness

e Creditor: Santa Cruz County Bank
Amount Owed: $449,870.00
Interest Rate: 7.5%

Maturity Date: October 27, 2022

e Creditor: American Express
Amount Owed: $54,739.00
Interest Rate: 18.49%

e Creditor: Wells Fargo
Amount Owed: $32,354.00
Interest Rate: 8.25%

e Creditor: Wells Fargo
Amount Owed: $21,654.00
Interest Rate: 14.49%

e Creditor: Capital One
Amount Owed: $17,876.00
Interest Rate: 14.49%

e Creditor: |P Morgan Chase
Amount Owed: $4,792.00
Interest Rate: 0.0%

¢ Creditor: Hans Shillinger
Amount Owed: $15,423.00
Interest Rate: 0.0%

e Creditor: Wayne Hagan

Amount Owed: $940.00
Interest Rate: 0.0%

Related Party Transactions

¢ Name of Entity: Hans Shillinger
Relationship to Company: Director



Nature / amount of interest in the transaction: The Company owes $15,423 to
Hans Shillinger that pertains to unreimbursed expenses as of December 31, 2021.
Material Terms: There are no material terms.

¢ Name of Entity: Wayne Hagan
Relationship to Company: Director
Nature / amount of interest in the transaction: The Company owes $940 to
Wayne Hagan that pertains to unreimbursed expenses as of December 31, 2021.
Material Terms: There are no material terms.

Valuation

Pre-Money Valuation: $22,246,772.80
Valuation Details:

Carnot Compression Inc. ("Carnot Compression” or the "Company") determined its
pre-money valuation based on an analysis of the following factors.

The Company has assessed its valuation based upon a range of factors, including the
total available and addressable market size for its technology, the intellectual property
underlying the technology, the time and resources required to bring the technology to
market, and the likely adoption cycle for the technology.

We believe there are many favorable factors that will drive long-term shareholder
value, including the projected growth in the market to exceed $40 billion in annual
spending by 2028, macro trends driving companies to purchase more sustainable
products, which we believe will drive greater adoption of our oil-free compressor, and
greater emphasis on energy efficiency to reduce carbon emissions from industry,
which we believe our compressor will address as the technology is further developed.

The Company believes there are multiple avenues for creating shareholder value for
the technology. The Company has evaluated multiple different scenarios for future
financial performance based on a range of go-to-market approaches.

For example, the Company believes it can manufacture the technology and sell final
packaged products within the established ecosystem of air compressor distributors and
service providers. While our profit margin should be higher for each unit sold under
this approach compared to a licensing strategy, we would require a greater investment
in manufacturing, sales, and service under this scenario.

Based on a manufacturing approach, the Company believes it is possible to achieve
revenues of $40 million by 2028, which would represent a 0.10% market share of the
projected $40 billion market. Based on a future valuation multiple of 3-5x revenue,
which is consistent with where industrial companies such as Ingersoll-Rand have
traded, a future value of $120 - $200 million would be possible. Based on this future
potential, discounted back to present value, the company believes the $22.2 million



valuation is reasonable.

Alternatively, the company believes the underlying intellectual property could be
licensed to established companies in multiple geographic markets, providing a long-
term cash flow stream with minimal operating costs to support it. Licensing the
technology would provide the Company with an opportunity to achieve a greater
aggregate market share as we would have access to a much broader base of
manufacturing, sales, and service capabilities from our licensees. However, our share
of margin from each product sold would be lower from licensing, as our licensees
would be bearing the costs of manufacturing, sales, and service.

Based on an aggregate market share of $100 million of product revenut by 2028, which
represents a 0.25% overall product market share, the company believes it could
achieve royalty revenues of $5 - $8 million per year with minimal corresponding
operating expenses to support the licensing revenue. Applying a multiple of 20 to the
annual licensing revenue yields a future value of $100 - $160 million. Based on this
future potential, discounted back to present value, the company believes the $22.2
million valuation is reasonable.

Finally, we have benchmarked other early stage companies that are in the prototype
stage in the industrial technology stage. One example is Airthium, which is in the
prototype stage of developing an industrial heat pump. Airthium is currently raising a
SAFE on Wefunder with a $42MM valuation cap. Another relevant example is
Panhwhar Jet, which is in the design stage for an electric airplane, and is raising a
convertible note on Wefunder with a $50MM valuation cap. Finally, YouSolar, which
has a limited number of its PowerBloc systems in customer sites, is raising equity on
StartEngine at a $50MM valuation. Based on these benchmarks, we believe the $22.2
million valuation is reasonable.

At this stage in our business, it is difficult to attribute a % value to these different
approaches, as our business strategy will evolve as the technology matures and the
market opportunities become more near-term and evident. However, we believe either
a licensing or manufacturing strategy, or a combination of the two, provides us the
opportunity to create shareholder value. Our valuation is supported by other
companies, in similare industries at similar stages, that are currently crowdufunding
at higher valuations. As such, we believe that $1.60 per share is a reasonable value for
the Company’s equity.

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

The pre-money valuation has been calculated on a fully diluted basis. In making this
calculation, we have assumed:

(i) all outstanding options, warrants, and other securities with a right to acquire
shares are exercised.

Use of Proceeds



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

StartEngine Platform Fees
5.5%

Operations

94.5%

[f we meet our minimum funding goal funds will be used for operations and
platform fees.

[f we raise the over allotment amount of $3,200,000.00, we plan to use these proceeds
as follows:

StartEngine Platform Fees
5.5%

Marketing

5.0%

We expect to use 5% of our funds to market our Reg CF raise, market our product
as we transition to commercial sales, and build awareness of the Company.

Research & Development

25.0%

We expect to invest 25% of funds raised into R&D, for match-funding of EPC-
21-017 with the California Energy Commission, as well as product development
to scale and optimize our product for commercial launch.

Company Employment

25.0%

Approximately 25% of the funds will be spent on company employment. These
funds will be a mix of match funds for EPC-21-017, employment costs for the
existing team, and funds for adding staff as we transition to commercialization.

Operations

21.5%

We expect to spend 21.5% of funds on operations, which includes facilities
expense, legal costs to maintain and grow our IP portfolio, and operational costs
associated with commercialization.

Working Capital

13.0%

Approximately 13% of funding will be used to support working capital. This
includes funding for Accounts Receivable on EPC-21-017, general working
capital, and working capital to support commercialization.

Inventory
5.0%
We anticipate investing 5% of the funds in building inventory as we transition to



commercialization.

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://carnotcompression.com/
(https://carnotcompression.com/https/wwwsecgov/cgi-bin/browse-
edgarcik0001812444ownerexcludeactiongetcompanyfindsearch).

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/carnot-
compression



Investing Process

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

To the Board of Directors
Carnot Compression, Inc.
Scotts Valley, California

Opinion

We have audited the financial statements of Carnot Compression, Inc. which comprise the balance sheets as of
December 31, 2021 and 2020, and the related statements of operations, changes in stockholders’ equity, and cash
flows for the years then ended, and the related notes to the financial statements.

In our opinion, the accompanying financial statements present fairly, in all material respects, the financial position
of Carnot Compression, Inc. as of December 31, 2021 and 2020, and the results of its operations and its cash flows
for the years then ended in accordance with accounting principles generally accepted in the United States of
America.

Basis for Opinion

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

Responsibilities of Management for the Financial Statements

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

In preparing the financial statements, management is required to evaluate whether there are conditions or events,
considered in the aggregate, that raise substantial doubt about Carnot Compression, Inc.’s ability to continue as a
going concern for period of twelve months from the end of the year ended December 31, 2021.

Auditor’s Responsibilities for the Audit of the Financial Statements

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

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

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

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of Carnot
Compression, Inc.’s control. Accordingly, no such opinion is expressed.

=1 =



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

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

We are required to communicate with those charged with governance regarding, among other matters, the planned

scope and timing of the audit, significant audit findings, and certain internal control-related matters that we
identified during the audit.

Sethpart S

September 6, 2022
Los Angeles, California



CARNOT COMPRESSION INC

BALANCE SHEETS
As of December 31, 2021 2020
(USD S in Dollars)
ASSETS
Current Assets:
Cash & cash equivalents S 14,428 S 17,472
Accounts receivable—net 13,364 -
Inventory 27,198 -
Prepaids and other current assets 43,492 25,992
Total current assets 98,483 43,464
Property and equipment, net 745 4,098
Intangible assets, net 358,010 395,915
Security deposit 1,657 1,697
Total assets S 498,935 445,174
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable S 116,277 56,403
Credit card 96,392 89,005
Current portion of loan payable - 70,613
Line of credit 31,998 27,000
Promissory note 461,927 392,773
Due to owners 15,423 1,789
Deferred revenue 40,000 40,000
Other current liabilities 467,867 100,858
Total current liabilities 1,229,885 778,440
Loan payable 35,746
Total liabilities 1,229,885 814,186
STOCKHOLDERS' EQUITY
Common stock 1,139 1,139
Additional paid in capital 1,397,611 949,329
Equity crowdfunding- common stock 68 29
Retained earnings/(accumulated deficit) (2,129,767) (1,319,509)
Total stockholders' equity (730,950) (369,012)
Total liabilities and stockholders' equity S 498,935 $ 445,174

See accompanying notes to financial statements.




CARNOT COMPRESSION INC.
STATEMENTS OF OPERATIONS

For Fiscal Year Ended December 31, 2021 2020

(USD S in Dollars)

Net revenue 15,145 § 51,593

Cost of goods sold 117,973 222,446

Gross profit (loss) (102,828) (170,852)

Operating expenses
General and administrative 727,730 635,504
Sales and marketing 27,056 54,939
Total operating expenses 754,787 690,443

Operating income/(loss) (857,615) (861,295)
Interest expense 46,878 27,426
Gain/ Loss of Disposal of Asset 76,641 -
Loan Forgiveness (153,245) -
Other Loss/{Income) (17,630) (25,000)

Income/(Loss) before provision for income taxes (810,258) (863,721)

Provision/(Benefit) for income taxes - -

Net loss (810,258) S (863,721)

See accompanying notes to financiol statements.




CARNOT COMPRESSION INC.
STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

For Fiscal Yoars Ended Decambear 31, 2021 and 2020
(USD S in Dollars)

Equity Crowdfunding - Retained earnings/ Total
Members' Common Stock Common Stock Additional Paid In (Accumulated Stockholden’

{in, $US) Equity Shares Amount Shares Amount Capital Deficit) Equity
Balance~December 31, 2019 $ 570272 . S . . s . S . $ (455,787 § 114, 485
Conversion from LLC to C Corp |570,272) 11332182 1133 . . 565,135 . .
Captal raised on Crowdfunding - - - 287,18 b 229,241 - 229,210
Shared Based Compensation - - - - - 110,38 - 110,948
Convarsion SAFE imto Equity . 56,338 6 40,000 . 40,005
Net loss 1863 721) {863,721)
Balance—December 31, 2020 - 11,388,520 1139 287,713 3 549,329 (1,319,509) {365,012)
Capetal raived on Crowdfunding - - - 391,40 » 301,006 - 301,045
Shared Based Compeansation - - - 123,276 - 123,276
Essance of warrants 24,000 24,000
Net loss - - - - - - 810,258 {810,258)
Balance—December 31, 2021 - 11,388,520 1,159 679,183 o8 1,397,611 $ (2,129.767) § ({730,950)

Ser cocompanying nades to finamanl stotements.



CARNOT COMPRESSION INC.
STATEMENTS OF CASH FLOWS

For Fiscal Year Ended December 31, 2021 2020
(USD S in Dollars)
CASH FLOW FROM OPERATING ACTIVITIES
Net loss $ (810,258) S (863,721)
Adjustments to reconcile net loss to net cash provided used in operating activities:
Depreciation of property 3,353 2,588
Amortization of intangibles 23,441 15,902
Issuance of warrants 24,000 -
Share based compensation 123,276 110,948
Changes in operating assets and liabilities:
Accounts receivable (13,364) 140,220
Inventory (27,198) -
Prepaid expenses and other current assets (17,500) (25,112)
Accounts payable and accrued expenses 57,641 17,235
Credit Cards 7,387 38,188
Other current liabilities 367,009 70,069
Security Deposit - (1,697)
Net cash used in operating activities (262,213) (491,380)
CASH FLOW FROM INVESTING ACTIVITIES
Purchase of intangible assets (23,304) (74,493)
Net cash used in investing activities (23,304) (74,493)
CASH FLOW FROM FINANCING ACTIVITIES
Line of credit 4,998 (110,552)
Borrowing on shareholder loan 13,634 1,789
Borrowing on Loan Payable - 61,477
Repayment of Loan Payable (106,359) -
Borrowing on Promissory Note - 392,773
Repayment of Promissory Note 69,154 -
Capital raised on Crowdfunding 301,045 229,276
Net cash provided by financing activities 282,473 574,763
Change in cash (3,044) 8,891
Cash—beginning of year 17,472 8,581
Cash—end of year S 14,428 §S 17,472
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the year for interest S 46,878 $ 27,426
Cash paid during the year for income taxes S - ) -
OTHER NONCASH INVESTING AND FINANCING ACTIVITIES AND SUPPLEMENTAL DISCLOSURES
Purchase of property and equipment not yet paid for S - S -
Conversion of SAFE into common stock S 40,000

See accompanying notes to financiol statements.



CARNOT COMPRESSION INC.
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED TO DECEMBER 31, 2021 AND DecemBeR 31, 2020

1. NATURE OF OPERATIONS

Carnot Compression, Inc formerly known as Carnot Compression LLC was formed on February 19, 2014, in the state of
Delaware. On May 11, 2020, the filed a Certificate of Conversion to convert from a Delaware Limited Liability Company
to a Delaware C Corporation. The financial statements of Carnot Compression Inc. (which may be referred to as the
“Company”, “we”, “us”, or “our”) are prepared in accordance with accounting principles generally accepted in the
United States of America (“U.S. GAAP”). The company has executed this Certificate of Conversion on May 11, 2020, and
convert from the Limited Liability Company from a Delaware limited liability company to a Delaware corporation. The

Company's headquarters are located in Scotts Valley, California.

Carnot Compression Inc. is engaged in developing and commercializing a proprietary, highly disruptive isothermal gas
compression technology. The Company’s technology addresses a very significant global energy challenge. Compression
applications are widespread among industrial, commercial, and residential customers including industrial air and gas
compression, compressed natural gas (CNG), refrigeration, and within air conditioning. Despite the widespread need for
compression, the current state of the art technology is often energy inefficient, and for many applications very costly,
with the heat of compression playing a major role in operating costs. For industrial air compressors, it is estimated that
as much as 90% of the energy input to compress air is lost, primarily due to the heat of compression. In addition to
driving up energy usage, the heat of compression also causes wear on component parts, necessitates multiple
compression stages to achieve high pressure ratios, and leads to added costs for cooling for many applications. The
Company’s technology solves the heat of compression problem by isothermally compressing a gas/liquid emulsion in a
rotating housing. The Company has a roadmap to achieving significant efficiency improvements across a variety of
compression use cases.

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

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, 2021 and 2020, the Company’s cash and
cash equivalents did not exceeded FDIC insured limits.



CARNOT COMPRESSION INC.
NOTES TO FINANCIAL STATEMENTS
FOR YEAR ENDED TO DECEMBER 31, 2021 AND DecemBeR 31, 2020

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,
2021, and 2020, the Company determined that no reserve was necessary.

Property and Equipment

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

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

Category Useful Life
Computer equipment 5 years

Impairment of Long-lived Assets

Long-lived assets, such as property, 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
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 patent and filing fees and legal patent and prosecution fees in connection with internally
developed pending patents. When pending patents are issued, patents will be amortized over the expected period to
be benefitted, not to exceed the patent lives, which may be as long as 20 years.

The Company capitalizes its software development costs which will be amortized over the expected period to be
benefitted, which may be as long as five years.
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Income Taxes

Carnot Compression 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 resolution 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 $250,000. At
times, the Company may maintain balances in excess of the federally insured limits.

Revenue Recognition

The Company recognizes revenues in accordance with FASB ASC 606, revenue from contracts with customers, when
delivery of goods is the sole performance obligation in its contracts with customers. The Company typically collects
payment upon sale and recognizes the revenue when the item has shipped and has fulfilled its sole performance
obligation.

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

1) 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.

2) 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.

3)  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 earns revenues from commercializing a proprietary, highly disruptive isothermal gas compression
technology.

Cost of Goods Sold

The Company’s cost of goods sold consist of direct labor and materials.
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Advertising and Promotion

Advertising and promotional costs are expensed as incurred. Advertising and promotional expenses for the years ended
December 31, 2021 and 2020, amounted to $27,056 and $54,939, which is included in sales and marketing expenses.

Stock-Based Compensation

The Company accounts for stock-based compensation to both employee and non-employees in accordance with ASC
718, Compensation - Stock Compensation. Under the fair value recognition provisions of ASC 718, stock-based
compensation cost is measured at the grant date based on the fair value of the award and is recognized as expense
ratably over the requisite service period, which is generally the option vesting period. The Company uses the Black-
Scholes option pricing model to determine the fair value of stock options.

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 techniques. 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.

COVID-19

In March 2020, the outbreak and spread of the COVID-19 virus was classified as a global pandemic by the World Health
Organization. This widespread disease impacted the Company’s business operations, including its employees,
customers, vendors, and communities. The COVID-19 pandemic may continue to impact the Company’s business
operations and financial operating results, and there is substantial uncertainty in the nature and degree of its continued
effects over time. The extent to which the pandemic impacts the business going forward will depend on numerous
evolving factors management cannot reliably predict, including the duration and scope of the pandemic; governmental,
business, and individuals' actions in response to the pandemic; and the impact on economic activity including the
possibility of recession or financial market instability. These factors may adversely impact consumer and business
spending on products as well as customers' ability to pay for products and services on an ongoing basis. This uncertainty
also affects management’s accounting estimates and assumptions, which could result in greater variability in a variety
of areas that depend on these estimates and assumptions, including investments, receivables, and forward-looking
guidance.
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Subsequent 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 September 6, 2022, which is the date the
financial statements were issued.

Recently Issued and Adopted Accounting Pronouncements

FASB issued ASU No. 2019-02, leases, that requires organizations that lease assets, referred to as "lessees", to recognize
on the balance sheet the assets and liabilities for the rights and obligations created by those leases with lease terms of
more than twelve months. ASU 2019-02 will also require disclosures to help investors and other financial statement
users better understand the amount, timing, and uncertainty of cash flows arising from leases and will include
qualitative and quantitative requirements. The new standard for nonpublic entities will be effective for fiscal years
beginning after December 15, 2021, and interim periods within fiscal years beginning after December 15, 2022, and
early application is permitted. We are currently evaluating the effect that the updated standard will have on the financial
statements and related disclosures.

The FASB issues ASUs to amend the authoritative literature in ASC. There have been a number of ASUs to date, including
those above, that amend the original text of ASC. Management believes that those issued to date either (i) provide

supplemental guidance, (ii) are technical corrections, (iii) are not applicable to us or (iv) are not expected to have a
significant impact on our financial statements.

3. INVENTORY

Inventory consists of the following items:

As of Year Ended December 31, 2021 2020
Work in progress S 27,198 S -
Total Inventory $ 27,198 S -

4. OTHER CURRENT LIABILITIES

Other current liabilities consist of the following items:

As of Year Ended December 31, 2021 2020
Deferred Payroll S 442,658 S 100,058
Accrued expenses 331 800
Customer Deposits 5,000 -
License Payable 19,878 -
Other current liability - 1,789
Total Other Current Liabilities S 467,867 $ 102,647

- 10 -
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5. PROPERTY AND EQUIPMENT

As of December 31, 2021, and December 31, 2020, property and equipment consists of:

As of Year Ended December 31, 2021 2020
Computer equipment S 12,941 ) 12,941
Property and Equipment, at Cost 12,941 12,941
Accumulated depreciation (12,196) (8,843)
Property and Equipment, Net S 745 S 4,098

Depreciation expense for property and equipment for the fiscal year ended December 31, 2021, and 2020 was in the
amount of $3,353 and $2,588 respectively.

6. INTANGIBLE ASSETS

As of December 31, 2021 and 2020, intangible asset consists of:

As of Year Ended December 31, 2021 2020
Software Licenses S 23,304 S -
Capitalized patent costs 440,485 459,470
Intangible assets, at cost S 463,789 459,470
Accumulated amortization (65,779) (63,555)
Intangible assets, net S 398,010 S 395,915

All intangible assets have been amortized. Amortization expense for patents and software for the fiscal year ended
December 31, 2021, and 2020 was in the amount of $23,441 and $19,902, respectively. The following table summarizes
the estimated amortization expense relating to the Company's intangible assets as of December 31, 2021:

Period Amortization Expense
2022 S 23,441
2023 23,441
2024 23,441
2025 23,441
Thereafter 304,245
Total S 398,010

7. CAPITALIZATION AND EQUITY TRANSACTIONS

-11 -
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Common Stock

The Company is authorized to issue 20,000,000 shares of Common Shares class A, with par value of $0.0001 per share.
As of December 31, 2021 and 2020, 12,067,703 shares and 11,676,233 shares of Common Stock have been issued and
are outstanding, respectively.

8. STOCK-BASED COMPENSATION

During 2020, the Company authorized the Stock Option Plan (which may be referred to as the “Plan”). The Company
reserved 1,500,000 shares of its Common Stock pursuant to the Plan, which provides for the grant of shares of stock
options, stock appreciation rights, and stock awards (performance shares) to employees, non-employee directors, and
non-employee consultants. The option exercise price generally may not be less than the underlying stock's fair market
value at the date of the grant and generally have a term of five years. The amounts granted each calendar year to an
employee or nonemployee is limited depending on the type of award.

Stock Options

The Company granted stock options. The stock options were valued using the Black-Scholes pricing model with a range
of inputs indicated below:

As of Year Ended December 31, 2020

Expected life (years) 5.00

Risk-free interest rate 0.90%
Expected volatility 60%
Annual dividend vield 0%

The risk-free interest rate assumption for options granted is based upon observed interest rates on the United States
government securities appropriate for the expected term of the Company's employee stock options.

The expected term of employee stock options is calculated using the simplified method which takes into consideration
the contractual life and vesting terms of the options.

The Company determined the expected volatility assumption for options granted using the historical volatility of
comparable public company's common stock. The Company will continue to monitor peer companies and other relevant
factors used to measure expected volatility for future stock option grants, until such time that the Company’s common
stock has enough market history to use historical volatility.

The dividend yield assumption for options granted is based on the Company's history and expectation of dividend
payouts. The Company has never declared or paid any cash dividends on its Common Stock, and the Company does not
anticipate paying any cash dividends in the foreseeable future.

Management estimated the fair value of Common Stock based on recent sales to third parties. Forfeitures are
recognized as incurred.

A summary of the Company’s stock options activity and related information is as follows:

-12 -
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Number of Awards Weighted Average Exercise Weighted ?;r':ge SOSSERc
Outstanding at December 31, 2019 - S - -
Granted 500,000 $ 1.00
Execised - ) -
Expired/Cancelled - S -
Outstanding at December 31, 2020 500,000 S 1.00 4.20
Exercisable Options at December 31, 2020 500,000 S 1.00 4.20
Granted - 3 -
Execised - S -
Expired/Cancelled 0 S -
Outstanding at December 31, 2021 500,000 $ 1.00 3.20
Exercisable Options at December 31, 2021 500,000 $ 1.00 3.20

Stock option expenses for the years ended December 31, 2021, and December 31, 2020, were $123,276 and $110,948,

respectively.

Warrants

On February 3, 2021, the company entered into Newchip Accelerator master membership agreement with Newchip LLC
(Accelerator) for receiving of certain program services. The program fee comes out to $29,999. $24,000 is payable via
warrant and the remaining is paid via cash.

The Company issued a warrant to Newchip LLC, which shall initially expire 24 months (the “Warrant Period”) from the
effective date. Under the warrant terms, Newchip LLC shall have the right to invest up to $250,000 in the Company in
exchange for securities of the Company under the same terms offered in a qualified financing.

The warrant expires in February 3, 2023 and was issued for a price of $24,000, which was recorded under Additional

Paid-In Capital at the time of the issuance.

9. DEBT

Promissory Notes & Loans

During the years presented, the Company entered into promissory notes & loans agreements. The details of the

Company’s loans, notes, and the terms are as follows:

For the Year Ended Decernier 2021

for $he Year Laded Decem ber 2000

Prircipal Interent Accrsed Current NaoaLarmert Tatal Interent Actrued Current Noe-Currenmt Total
Dabt | NaTe A Aste B g Pericd  Maturty Date | Dip Poethan Formen 4 L A Partion Parton
LOON Jpreement with Amercan Exress Mtiosa Bk & S0000 A 58% ol raw 2019 KN 5 153 5§ 1520 § 12067 $ 5 12857 | & LA § 4 5 194% 3 10ME 5 19
Sarta Crue Courrty Bank- FPP Lown s T 100% Focal Yeer 2000 421/ . . m e 51457 5 »s 7,288
S Cne Cournry Bark- Prormicsary Nete $ 450 000 7 00 Fiscal veow 2010 737/ 11491 11,431 449 870 449070 11,500 11,500 273 182,773

Tols

$ 33014 5 %004 § emLmaT §

$ anr|s

M2 8 T2 5 aasams 8 s §

499132

The summary of the future maturities is as follows:
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As of Year Ended December 31, 2021

2022 S 461,927
2023 -
2024 .
2025 -
2026 .
Thereafter -
Total S 461,927

Line of Credit

During 2017, the company entered into a line of credit agreement with Wells Fargo in the amount of $27,000. The
interest rate is 7% per annum. The total outstanding balances as of December 31, 2021, and December 31, 2020, was
$31,998 and 527,000, respectively. The entire balance is classified as current.

10. INCOME TAXES

The provision for income taxes for the year ended December 31, 2021, and December 31, 2020, consists of the following:

As of Year Ended December 31, 2021 2020

Net Operating Loss S (252,949) S (260,219)
Valuation Allowance 252,949 260,219
Net Provision for income tax S - S -

Significant components of the Company’s deferred tax assets and liabilities on December 31, 2021, and December 31,
2020, are as follows:

As of Year Ended December 31, 2021 2020

Net Operating Loss S (657,591) § (650,321)
Valuation Allowance 657,591 650,321
Total Deferred Tax Asset S - S -

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, 2021, and
December 31, 2020. 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, 2021, the Company had cumulative net operating loss (“NOL”) carryforwards
of $2,203,723. Utilization of some of the federal and state NOL carryforwards to reduce future income taxes will depend
on the Company’s ability to generate sufficient taxable income prior to the expiration of the carryforwards. The federal
net operating loss carryforward is subject to an 80% limitation on taxable income, does not expire, and will carry on
indefinitely.
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The Company recognizes the impact of a tax position in the financial statements if that position is more likely than not
to be sustained on a tax return upon examination by the relevant taxing authority, based on the technical merits of the
position. As of December 31, 2021, and December 31, 2020, the Company had no unrecognized tax benefits.

The Company recognizes interest and penalties related to income tax matters in income tax expense. As of
December 31, 2021, and December 31, 2020, the Company had no accrued interest and penalties related to uncertain
tax positions.

11. RELATED PARTY

The Company owes $15,423 and $940 to Hans Shillinger and Wayne Hagan that pertains to unreimbursed expenses as

of December 31, 2021, and December 31, 2020. The amounts have been classified as amount due to owners in current
liabilities.

12. COMMITMENTS AND CONTINGENCIES

Operating Leases

On January 2018, the Company entered into an office lease agreement with Turner Land Company, LP in the amount of
$1,348 per month for base rent and common area operating expenses in the amount of $ 348 for the period 2/1/2019
to 2/28/2019. The lease commenced on February 1, 2019, and expired on January 31, 2020. After the lease expired, the
company entered into a month-to-month lease basis.

Rent expense was in the amount of $19,441 and $21,241 as of December 31, 2021, and December 31, 2020, respectively.

Contingencies

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

Litigation and Claims
From time to time, the Company may be involved in litigation relating to claims arising out of operations in the normal

course of business. As of December 31, 2021, there were no pending or threatened lawsuits that could reasonably be
expected to have a material effect on the results of the Company’s operations.

13. SUBSEQUENT EVENTS

The Company has evaluated subsequent events for the period from December 31, 2021, through September 6, 2022,
which is the date the financial statements were available to be issued.

The State of California approved a grant in the amount of $2,028,350 to advance an innovative isothermal compression

technology to commercial readiness through applied research and development to optimize the air-end components
and through field demonstrations to apply the improved components in relevant customer environments.
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There have been no other events or transactions during this time which would have a material effect on these financial
statements.

14. GOING CONCERN

The accompanying financial statements have been prepared on a going concern basis, which contemplates the
realization of assets and the satisfaction of liabilities in the normal course of business. The Company has a net loss of
$810,248, an operating cash flow loss of $262,213, and liquid assets in cash of $14,428, which is less than a year’s worth
of cash reserves as of December 31, 2021. The Company’s situation raises a substantial doubt on whether the entity can
continue as a going concern in the next twelve months.

The Company’s ability to continue as a going concern in the next twelve months following the date the financial
statements were available to be issued is dependent upon its ability to produce reven