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

Hylio, Inc.
1020 Agnes Road
Richmond, TX 77469
https://www.hyl.io

Up to $1,069,995.50 in Common Stock at $3.50
Minimum Target Amount: $9,999.50

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

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

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

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



Company:

Company: Hylio, Inc.

Address: 1020 Agnes Road, Richmond, TX 77469
State of Incorporation: TX

Date Incorporated: January 08, 2015

Terms:

Equity

Offering Minimum: $9,999.50 | 2,857 shares of Common Stock
Offering Maximum: $1,069,995.50 | 305,713 shares of Common Stock
Type of Security Offered: Common Stock

Purchase Price of Security Offered: $3.50

Minimum Investment Amount (per investor): $199.50

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

Investment Incentives and Bonuses®

Time-Based

Friends and Family Early Birds

Invest within the first 72 hours and receive an additional 15% bonus shares.
Super Early Bird Bonus

Invest within the next 72 hours and receive an additional 10% bonus shares.
Early Bird Bonus

Invest within the next 7 days and receive an additional 5% bonus shares.

Investment Incentives and Bonuses*

Amount-Based:
$500+

T-Shirt

$1,000+

T-Shirt and Hat
$2,500+

T Shirt & Hat + Access to a Hylio Investor Community Slack Channel; 5% bonus



shares
$10,00+

T-Shirt & Hat + Access to a Hylio Investor Community Slack Channel; 10% bonus
shares

$75,000+

T-Shirt & Hat + Access to a Hylio Investor Community Slack Channel; 15% bonus
shares;15% discount on purchase of Hylio UAS kit OR dinner with a Founder (with
travel expenses paid up to a limit of $1,500.00)

*All perks occur when the offering is completed.

The 10% StartEngine Owners’ Bonus

LEVELS Network, 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 Class B Common
Stock at $3.50 / share, you will receive 110 shares of Class B Common Stock, meaning
you'll own 110 shares for $385. 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 cancelled or fail.

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

The Company and its Business

Company Overview

Hylio develops and offers innovative drone systems that completely automate
precision agriculture processes. Using Hylio’s technology, farmers/producers can now
apply crop treatments directly to problem areas, allowing them to increase yields by
addressing pests and deficiencies with more accuracy and efficacy. Hylio focuses on
offering a seamless combination of hardware, software, and services in order to deliver
a turn-key precision agriculture tool to its customers. Based in Texas, Hylio is proudly
American owned and operated. Hylio's goal is to create a world where farming is
incredibly productive, always sustainable, and completely automated.

Competitors and Industry



The spray UAS industry is very new with only a handful of players at the moment.
There are foreign companies that offer cheaper, but less effective platforms (D]JI and
XAG). There are a handful of American companies that resell and/or utilize these
foreign platforms for their businesses (Rantizo, Empire Drone) that are ultimately
limited by the service and innovation rate of their foreign equipment providers. There
are a few companies that design part of their platform in-house (Guardian Ag and
Pyka) but they have not commercialized yet and are targetting a service model.

We believe Hylio is unique in some significant ways: we are a manufacturer, not a
reseller, and we are directly selling turn-key solutions to customers versus offering
services; we develop all of our software in-house (other companies use open-source or
3rd party software for control and mission planning); and we already have over $2M in
lifetime sales and expect to continue growing rapidly in the coming vears.

Current Stage and Roadmap

Hylio is post-revenue with commercialized products that have generated significant
financial traction (over $1M in 2020). Funds raised at this stage will be used to
dramatically increase sales using various marketing strategies. Additionally, funds
will be utilized to continue to create powerful technological IP such as artificial
intelligence-based navigation and crop analysis, automatic charging and refilling
equipment, and other tools that will further improve worldwide access to
autonomous, precision agriculture technology.

The Team

Officers and Directors

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

¢ Position: Chief Executive Officer and Director
Dates of Service: January 08, 2015 - Present
Responsibilities: executive strategy, high-level management, product design;
Equity: 19.2435% common stock, Arthur currently does not receive cash salary
from Hylio

e Position: President
Dates of Service: January 08, 2015 - Present
Responsibilities: Management

Name: Nikhil Dixit

Nikhil Dixit's current primary role is with the Issuer.



Positions and offices currently held with the issuer:

e Position: Chief Technology Officer/Co-Founder, Director
Dates of Service: January 08, 2015 - Present
Responsibilities: Technological strategy, product design, managing developer
and engineers; equity = 19.2435% common stock, Nikhil currently does not
receive cash salary from Hylio

Other business experience in the past three years:

¢ Employer: NVIDIA
Title: SM Architect
Dates of Service: June 21, 2017 - Present
Responsibilities: Design streaming multi processors.

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

e Position: Chief Operating Officer, Director
Dates of Service: October 30, 2017 - Present
Responsibilities: Scaling, management of production, management of personnel,
administrative tasks, legal compliance. Equity: 10% options, 8.5625% common
stock; salary is currently $1,500.00 USD per month.

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

e Position: Chief Financial Officer, Director
Dates of Service: January 08, 2015 - Present
Responsibilities: Financial management, accounting, financial strategy, sales
and marketing strategy; equity = 19.2435% common stock; Mike currently does
not receive cash salary from Hylio

e Position: Secretary
Dates of Service: January 08, 2015 - Present
Responsibilities: Administrative tasks, legal documents

Other business experience in the past three years:

o Employer: Pacific Arc



Title: President
Dates of Service: August 15, 2017 - Present
Responsibilities: Management

Other business experience in the past three years:

¢ Employer: PrimeTime Dining
Title: President
Dates of Service: August 15, 2017 - Present
Responsibilities: Management

Other business experience in the past three years:

¢ Employer: Riverbend RV Park
Title: President
Dates of Service: August 15, 2017 - Present
Responsibilities: Management

Risk Factors

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

These are the risks that relate to the Company:

Uncertain Risk

An investment in the Company (also referred to as “we”, “us”, “our”, or “Company”)
involves a high degree of risk and should only be considered by those who can afford
the loss of their entire investment. Furthermore, the purchase of any of the Equity
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 equity purchased through this crowdfunding campaign is subject to SEC
limitations of transfer. This means that the stock/note that you purchase cannot be
resold for a period of one year. The exception to this rule is if you are transferring the
stock back to the Company, to an “accredited investor,” as part of an offering
registered with the Commission, to a member of your family, trust created for the
benefit of yvour family, or in connection with vour death or divorce.

Your investment could be illiquid for a long time

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

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.

Minority Holder; Securities with Voting Rights

The common stock equity that an investor is buying has voting rights attached to
them. However, you will be part of the minority shareholders of the Company and
therefore will have a limited ability to influence management's decisions on how to
run the business. 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 yvour investment.

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
uncommeon 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.

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 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 several trademarks, copyrights, 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.

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

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

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

Trademark and copyright litigation has become extremely expensive. Even if we
believe that a competitor is infringing on one or more of our trademarks or copyrights,
we might choose not to file suit because we lack the cash to successfully prosecute a
multi-vear litigation with an uncertain outcome; or because we believe that the cost of
enforcing our trademark(s) or copyright(s) outweighs the value of winning the suit in
light of the risks and consequences of losing it; or for some other reason. Choosing not
to enforce our trademark(s) or copyright(s) could have adverse consequences for the
Company, including undermining the credibility of our intellectual property, reducing
our ability to enter into sublicenses, and weakening our attempts to prevent
competitors from entering the market. As a result, if we are unable to enforce our
trademark(s) or copyright(s) because of the cost of enforcement, your investment in
the Company could be significantly and adversely affected.

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

To be successful, the Company requires capable people to run its day to day
operations. As the Company grows, it will need to attract and hire additional
employees in sales, marketing, design, development, operations, finance, legal,
human resources and other areas. Depending on the economic environment and the



Company’s performance, we may not be able to locate or attract qualified individuals
for such positions when we need them. We may also make hiring mistakes, which can
be costly in terms of resources spent in recruiting, hiring and investing in the
incorrect individual and in the time delay in locating the right employee fit. If we are
unable to attract, hire and retain the right talent or make too many hiring mistakes, it
is likely our business will suffer from not having the right employees in the right
positions at the right time. This would likely adversely impact the value of your
investment.

Our ability to sell our product or service is dependent on outside government
regulation which can be subject to change at any time

Qur ability to sell product is dependent on the outside government regulation such as
the FDA (Food and Drug Administration), FTC (Federal Trade Commission) and other
relevant government laws and regulations. The laws and regulations concerning the
selling of product may be subject to change and if they do then the selling of product
may no longer be in the best interest of the Company. At such point the Company may
no longer want to sell product and therefore your investment in the Company may be
affected.

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.

In the United States the use of our UAS for their intended use is regulated by the FAA,
EPA, and possibly other regulatory bodies on the Federal, State, and Local levels
depending on the operation. U.S. regulations that pertain to UAS, including crop-
spraying UAS, are prone to change.

We inform all of our clients of the existence and necessity of these regulations;
ultimately the customers are responsible for ensuring that their use of our products is
in accordance with all applicable laws and regulations. The use of our UAS products,
and UAS in general, may become more or less regulated in the future; it is difficult to
predict what the regulatory agencies will decide to do. The existence of the current
regulations, or future regulations, may pose a barrier to the expansion of our sales
within the United States. This barrier to the expansion of our sales may cause the
value of your investment to decline.

Use and sale of our products outside of the United States may be affected by various
laws and regulations. These include import/export laws and regulations.
Most countries have their own equivalents to the FAA and EPA that may impose laws



and regulations on the use and sale of our products within their country. Navigating
these regulations in order to conduct business outside of the U.S. may cause Hylio to
incur additional expenses that affect its income and/or profitability. These financial
factors may cause your investment to lose value. Additionally, Hyio is required to
comply with all applicable domestic and foreign export control laws, including the
International Traffic in Arms Regulations and the Export Administration Regulations.
In addition, we may be subject to the Foreign Corrupt Practices Act and international
counterparts that generally bar bribes or unreasonable gifts for foreign governments
and officials. Violation of any of these laws or regulations could result in significant
sanctions, which could reduce our future revenue and net income.



Ownership and Capital Structure; Rights of the Securities

Ownership

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

Stockholder Name|Number of Securities Owned |Type of Security Owned|Percentage
Arthur Erickson  |1,924,350 Commeon Stock 19.2435
Nikhil Dixit 1,924,350 Common Stock 19.2435
Mike Oda 1,924,349 Common Stock 19.2435
Nick Nawratil 1,924,349 Common Stock 19.2435

The Company's Securities

The Company has authorized equity stock. As part of the Regulation Crowdfunding
raise, the Company will be offering up to 305,713 of Common Stock.

Common Stock

The amount of security authorized is 10,366,856 with a total of 10,000,000
outstanding.

Voting Rights
1 vote per share
Material Rights

The total amount outstanding includes 500,000 of shares to be issued pursant to stock
options, reserved but unissued.

What it means to be a minority holder

As a minority holder of common stock of the company, you will have limited rights in
regards to the corporate actions of the company, including additional issuances of
securities, company repurchases of securities, a sale of the company or its significant
assets, or company transactions with related parties. Further, investors in this offering
may have rights less than those of other investors, and will have limited influence on
the corporate actions of the company.

Dilution

Investors should understand the potential for dilution. The investor’s stake in a
company could be diluted due to the company issuing additional shares. In other
words, when the company issues more shares, the percentage of the company that you
own will go down, even though the value of the company may go up. You will own a



smaller piece of a larger company. This increase in number of shares outstanding
could result from a stock offering (such as an initial public offering, another
crowdfunding round, a venture capital round, angel investment), employees
exercising stock options, or by conversion of certain instruments (e.g. convertible
bonds, preferred shares or warrants) into stock. If the company decides to issue more
shares, an investor could experience value dilution, with each share being worth less
than before, and control dilution, with the total percentage an investor owns being
less than before. There may also be earnings dilution, with a reduction in the amount
earned per share (though this typically occurs only if the company offers dividends,
and most early stage companies are unlikely to offer dividends, preferring to invest
any earnings into the company).

Transferability of securities

For a vear, the securities can only be resold:
e Inan [PO;
e To the company;
¢ To an accredited investor; and

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

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

¢ Name: Common Stock
Type of security sold: Equity
Final amount sold: $241,414.14
Number of Securities Sold: 702,602
Use of proceeds: General expansion of company, increased production and
revenue generation
Date: May 20, 2019
Offering exemption relied upon: Rule 501(a) Regulation D

Financial Condition and Results of Operations

Financial Condition

You should read the following discussion and analysis of our financial condition and
results of our operations together with our financial statements and related notes
appearing at the end of this Offering Memorandum. This discussion contains forward-



looking statements reflecting our current expectations that involve risks and
uncertainties. Actual results and the timing of events may differ materially from those
contained in these forward-looking statements due to a number of factors, including
those discussed in the section entitled “Risk Factors” and elsewhere in this Offering
Memorandum.

Results of Operations

Circumstances which led to the performance of financial statements:
Year ended December 31, 2020 compared to year ended December 31, 2019

Revenue

Revenue for the 2019 Fiscal Year was $254,038.00. This revenue was primarily
generated from Hylio's offering of spraying services in Latin America. Hylio began
selling its UAS products (in the USA and abroad) in Q4 of 2019.

Revenue for the 2020 Fiscal Year was primarily generated from the sale of UAS
products. The revenue increase between 2020 and 2019 was approximately 400%. In
2020, Hylio sold UAS products to a variety of customers, including government
entities, large corporations, agribusinesses, individual farms, and
distributors/resellers. In 2020, Hylio generated a relatively small amount of revenue
from spraying services.

Cost of Sales

Hylio's Cost of Sales in 2019 was approximately 37%; in this year, Hylio's primary
costs were costs associated with operating of spraying services.

Hylio's Cost of Sales in 2020 was approximately 55%; in this year, Hylio's primary
costs were Cost of Good Sold associated with the sale of UAS products.

Gross Margins

Hylio's targeted gross margins in 2020 were approximately 55% when selling direct to
the consumer and approximately 40% when selling to dealers/resellers. Hylio's Gross
Profit in 2020 was $468,990.00.

Expenses

Hylio's Company Expenses consist of sales and marketing expenses as well as
compensation to employees/contractors.

The approximately $100,000.00 increase in operating expenses from 2019 to 2020
arose from increased Sales, Marketing, and General Administrative costs associated
with Hylio's growth and expansion.

Historical results and cash flows:



Hylio's historical financial results display rapid revenue growth year over year. Hylio is
confident that similarly strong revenue growth trends will continue in the future.

In its earlier years, Hylio primarily utilized cash from loans, angel investors, founders
in order to fund the infrastructure, marketing, and manpower needed for initial
commercialization. In 2020, Hylio was able to access significant profits from sale of its
UAS products to fund its expansion and growth. Going forward, Hylio will generate
cash for growth by both selling equity and by selling its products and services. Hylio
will be able to access increasingly large amounts of credit from lending institutions as
its sales continue to grow.

Liquidity and Capital Resources

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

Revolving Line of Credit available from Allegiance Bank for $100K - outstanding
balance of $70,000

Capital Farm Credit - outstanding balance of $36,939.89

Cash on Hand is ~$200,000.00 as of April 20 2021

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?)
Funds of the StartEngine campaign are not critical to company operations.

Cash on Hand and Revolving LOC are strong to support and grow the current business
for the foreseeable future.

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

The funds will be necessary for Hylio to accelerate growth at a rapid pace and will be
required for expedited market proliferation but are not strictly necessary for the
surivial/viability of the company in general.

If Hylio raises the maximum of $1.07M, then the raised funds will constitute 90% of
the funds our company has.

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



Given our current average rate of sales and expenses, as referenced in our financial
statements, Hylio will be able to operate indefinitely even if we only raise the
minimum amount of $10,000.00.

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

Hylio will be able to operate indefinitely, based on current sales and expenses figures
(as referenced in our financial statements), regardless of whether or not we raise our
maximum goal of $1.07M.

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

Hylio intends to raise a larger round (most likely Reg CF with $5M cap) on the
StartEngine platform within the next 2 years.

Indebtedness

¢ Creditor: Allegiance Bank
Amount Owed: $100,000.00
Interest Rate: 5.25%
The Company has a $100,000 line of credit with a commercial bank. The line of
credit bears 5.25% interest. The line is personally guaranteed by a majority
shareholder of the Company. Minimum monthly payments on the line are
interest only. As of December 31, 2020, and 201 9, the Company had $70,000 and
$45,248 outstanding on the line of credit.

e Creditor: Capital Farm Credit
Amount Owed: $40,954.00
Interest Rate: 8.0%

e Creditor: US Small Business Administration
Amount Owed: $33,206.00
Interest Rate: 5.75%
Maturity Date: July 01, 2051
Payments commence July 2021.

¢ Creditor: CREDIQ S.A. DE C.V.
Amount Owed: $13,711.00
Interest Rate: 10.95%
Maturity Date: March 01, 2024
Vehicle



e Creditor: Pacific Arc

Amount Owed: $82,408.45
Interest Rate: 0.0%

Related Party Transactions

e Name of Entity: Pacific Arc
Names of 20% owners: Mike Oda
Relationship to Company: Pacific Arc shares common ownership/officer with
Hylio, Inc.
Nature / amount of interest in the transaction: Pacific Arc is an entity with
common ownership. Mike Oda, the CFO and Director of Hylio is the owner of
Pacific Arc. Pacific Arc provided bridge loan / capital to Hylio between 2015 and
2019 for start up costs.
Material Terms: Since inception, related parties have provided loans to the
Company valued at $83,251 and $93,358 as of December 31, 2020 and 2019,
respectively. Management does not intend to pay back the related party loan in
the next year. Balance as of December 31 2020: $82,408.45 - 0% Interest - No
Maturity Date.

Valuation

Pre-Money Valuation: $35,000,000.00
Valuation Details:
The company determined its valuation based on an analysis of multiple factors.

- Very strong financial traction when compared to peers in our industry. ~300% yoy

growth since we began selling our products in 2019; on track for $3MM in revenue this
year up from $1MM in 2020.

- We build cutting-edge, proprietary technology assets. Primarily our drone control
software, AgroSol, which currently dominates the ag-space but also has cross-industry
potential for defense, logistics, surveying, and more.

- Well established customer base and distribution network. We have
customers/dealers in the US, Canada, and Central America.

- Strong, experienced team of engineers that is continuing to develop extremely
valuable technology assets for the product line.

The pre-money valuation has been calculated on a fully diluted basis. In making this
calculation, we only have one class of stock currently and have assumed all
outstanding options are exercised. We currently do not have any convertible



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

Use of Proceeds

If we raise the Target Offering Amount of $9,999.50 we plan to use these proceeds as
follows:

e StartEngine Platform Fees
3.5%

e Research & Development
50.0%
Software development: Improving artificial intelligence tools for crop analysis
and navigation of UAS; expanding features of AgroSol ground control software
and AgroSol Cloud. Hardware development: Automated charging and filling of
UAS to further automate the process.

o Marketing
30.0%
Hylio will expand its market reach, and subsequently its sales, by doing the
following: generating exciting multimedia content, pushing digital advertising
(YouTube, Google, social media, etc.), performing in-person demonstrations for
large clients and large groups of clients, and attendance of trade shows.

® Operations
10.0%
Hylio intends to ramp up its in-house manufacturing capabilities. This will
include optimization of our space as well as purchasing of more equipment such
as CNC machines, 3d printers, etc.

e [nventory
6.5%
Hylio is already experiencing tremendous demand; we need to utilize a portion
of the funds to stock inventory in order to keep up with the demand.

If we raise the over allotment amount of $1,069,995.50, we plan to use these proceeds
as follows:

e StartEngine Platform Fees
3.5%

o Marketing
18.5%
Hylio will expand its market reach, and subsequently its sales, by doing the
following: generating exciting multimedia content, pushing digital advertising
(YouTube, Google, social media, etc.), performing in-person demonstrations for
large clients and large groups of clients, and attendance of trade shows.



® Research & Development
45.0%
Software development: Improving artificial intelligence tools for crop analysis
and navigation of UAS; expanding features of AgroSol ground control software
and AgroSol Cloud. Hardware development: Automated charging and filling of
UAS to further automate the process.

® [nventory
15.0%
Hylio is already experiencing tremendous demand; we need to utilize a portion
of the funds to stock inventory in order to keep up with the demand.

e Operations
18.0%
Hylio intends to ramp up its in-house manufacturing capabilities. This will
include optimization of our space as well as purchasing of more equipment such
as CNC machines, 3d printers, etc.

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

Regulatory Information

Disqualification

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

Compliance Failure

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

Ongoing Reporting

The Company will file a report electronically with the SEC annually and post the
report on its website no later than April 30 (120 days after Fiscal Year End). Once
posted, the annual report may be found on the Company’s website at
https://www.hyl.io (https://www.hyl.io/annualreport).

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) 1t 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/hylio-
inc

Investing Process

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

[See attached]



HYLIO, INC.

CONSOLIDATED FINANCIAL STATEMENTS FOR THE YEARS ENDED
DECEMBER 31, 2020 AND 2019

WITH INDEPENDENT ACCOUNTANT'S REVIEW REPORT



TABLE OF CONTENTS

Independent Accountant's Review Report................ S S S S ————

Consolidated Balanee SREe@ts ... ettt recsseesseessas e eessas e saesbas emsaes eeemtesabaeemsaenbeesmsaenbeesmbans
Consolidated Statements of INCOMIE........ s s s s s s e s bttt nn
Consolidated Statements of Equily ... s s s s s s s s s s e e g st s snans
Consolidated Statements of Cash FIows ... s s s ssssssss s ssssssssaes
Notes to the Consolidated Financial Statements ... s s s snaes

e B - T ©. B



&

e’

Belle Business Services

Cerlified Public Accountants

INDEPENDENT ACCOUNTANT'S REVIEW REPORT

To the Board of Directors
Hylio, Inc.
Houston, Texas

We have reviewed the accompanying consolidated financial statements of Hylio, Inc., which comprise the
balance sheets as of December 31, 2020 and 2019, and the related consolidated statements of income,
consolidated statements of equity and consolidated statements of cash flows for the years then ended, and
the related notes to the consolidated financial statements. A review includes primarily applying analytical
procedures to management’s financial data and making inquiries of company management. A review is
substantially less in scope than an audit, the objective of which is the expression of an opinion regarding
the financial statements taken as a whole. Accordingly, we do not express such an opinion.

Management’s Responsibility for the Consolidated Financial Statements

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

Accountant’s Responsibility

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

Accountant’s Conclusion

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

m MM&WM Lie

Belle Business Services, LLC
March 19, 2021



HYLIO, INC.
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2020 AND 2019

(unavdited)
ASSETS
2020 2019
CURRENT ASSETS
Cash and cash equivalents 3 156,651 50,034
Accounts receivable, net 13,981 49,334
Inventary 68,173 2,069
TOTAL CURRENT ASSETS 238,807 104,437
PROPERTY AND EQUIPMENT
Property and egquipment, net 139,083 174,329
OTHER ASSETS
Intangible ossets 219,968 89,041
219,968 89,041
TOTAL ASSETS % 597 858 367,807
LIABILITIES AND SHAREHOLDERS' EQUITY
CURREMNT LIABILITIES
Accounts payahble % 32,572 6,837
Deferred revenue 75,000 -
Motes payable - current portion 16712 12,073
Line of credit 70,000 45,248
TOTAL CURREMNT LIABILITIES 194,284 64,158
LONG-TERM LIABILITIES
Motes payable 71,159 55,669
Motes payable - related party 83,251 93,358
TOTAL LOMG-TERM LIABILITIES 154,410 149,027
TOTAL LIABILITIES 348,694 213,185
SHAREHOLDERS' EQUITY
Common stock, see note 7 250 250
Additional paid-in capital 480,660 470,660
Accumulated deficit (232,446) (316,988}
TOTAL SHAREHOLDERS' EQUITY 249,164 154,622
TOTAL LIABILITIES AND SHAREHOLDERS® EQUITY 1 597 858 s 367 807

See independent accountant's review report and accompanying notes o financial statements.
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HYLIO, INC.
CONSOLIDATED STATEMENTS OF INCOME
DECEMEBER 31, 2020 AND 2019
(unaudited)

2020 2019
REVENUES $ 1,060,611 $ 254,038
COST OF GOODS SOLD 591,621 94,390
GROSS PROFIT 468,990 159,648
OPERATING EXPENSES
Amortization and depreciation expense 31,266 23,292
General and administrative 158,801 68,589
Contractor expense 21,705 19,147
Product design 7,422 2,885
Professional fees 18,176 14,773
Salaries and wages 79,467 79,116
Sales and marketing 36,941 12,875
Supplies and materials 9,706 6,920
Travel expense 12,472 35,114
TOTAL OPERATING EXPENSES 375,956 262,711
MNET OPERATING INCOME/(LOSS) 93,034 (103,063)
OTHER INCOME/(EXPENSES)
Interest expense (8,492) (9,530)
Other income - 18,284
TOTAL OTHER INCOME/(EXPENSES) (8,492) 8,754
MNET INCOME/(LOSS) % 84,542 $ (94,309)

See independent accountant's review report and accompanying notes to financial statements.
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HYLIO, INC.
CONSOLIDATED STATEMENTS OF EQUITY
DECEMEBER 31, 2020 AND 2019
(unaudited)

Common Stock

Additional Retained Earnings
Shares Amount Paid-in Capital (Accumulated Deficit) Total
BEGINNING BALANCE, JANUARY 1, 2019 5721870 % 572 $ 209,158  § (222,679) 3 (12,949)
Issuance of common stock 3,778,130 378 261,502 - $ 261,880
Net loss - : - (94,309) $ (94,309)
ENDING BALANCE, DECEMBER 31, 2019 9,500,000 950 470,660 (316,988) § 154,622
Sharehelder contribution - - 10,000 - 3 10,000
Net income - - - 84,542 $ 84,542
ENDING BALANCE, DECEMBER 31, 2020 9,500,000 $ 950 $ 480,660 $ (232,446) §$ 249,164

See independent accountant's review report and accompanying notes to financial statements.
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HYLIO, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
DECEMBER 31, 2020 AND 2019
(unaudited)

2020 2019
CASH FLOWS FROM OPERATING ACTIVITIES
Met im:ﬂmefﬂnss} £ 84,541 < (94,309)
Adjustments to reconcile net income to net cash
provided by operating activities:
Amaortization and depreciation expense 31,266 23,292
(Increcse) decrease in assets:
Accounts receivable 35,353 (49,334)
Inventory (63,106) (5,069)
Increase (decrease) in liabilities:
Deferred revenue 75,000 -
Accounts payable 25,735 (3,362)
CASH USED FOR OPERATING ACTIVITIES 188,790 (128,782)
CASH FLOWS FROM INVESTING ACTIVITIES
Cash used for intangible assets (130,927) (89,041)
Cash received from sale of fixed assets 3,980 -
Cash vzed for fixed assets - (107,279)
CASH USED FOR INVESTING ACTIVITIES (126,947) (196,320)
CASH FLOWS FROM FINANCING ACTIVITIES
lssuance /(repayment) on line of credit 24,752 (4,752)
lssuance of common stock - 261,880
Capital contribution frem shareholder 10,000 -
lssuance /(repayment) of note payable 20,129 67,742
Issuaince /[repayment) of note payable - related party (10,107) 14,406
CASH PROVIDED BY FINANCING ACTIVITIES 44,774 339,276
MET INCREASE IN CASH 106,617 14,174
CASH AT BEGINNING OF YEAR 50,034 35,860
CASH AT END OF YEAR $ 156,651 1 50,034
CASH PAID DURING THE YEAR FOR:
INTEREST $ 8,492 $ 9,530
INCOME TAXES $ - $ -

See independent accountant's review report and accompanying notes to financial statements.
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HYLIO, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
(unaudited)

Summary of Significant Accounting Policies

The Company
Hylio, Inc. (the “Company”) was incorporated in the State of Texas on January 8, 2015. The

Company specializes in the design, manufacture, and offering of UAS (unmanned aerial systems)
for the automation of industrial tasks, primarily within the agricultural sector. Hylio's technology
allows for autonomous, targeted treatment of problem areas on crops allowing producers to save
time and money while improving their yields.

Fiscal Year
The Company operates on a December 313t year-end.

Basis of Presentation and Consolidation

The accompanying financial statements have been prepared in accordance with U.S. generally
accepted accounting principles (US GAAP).

The financial statements include the consolidated results of Hylio, Inc., Hylio — LA (dba 5.D.
Technology Inc.), and Falcon Group (dba Hylio 5.V.). As a result, the commonly controlled entities
are consolidated, with accounts being combined from the earliest period presented and
intercompany balances and transactions eliminated.

Use of Estimates

The preparation of the financial statement in conformity with accounting principles generally
accepted in the United States of America requires the use of management's estimates. These
estimates are subjective in nature and involve judgments that affect the reported amounts of assets
and liabilities, the disclosures of contingent assets and liabilities at fiscal year-end. Actual results
could differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly liquid financial instruments purchased with maturities of three
months or less to be cash equivalents. As of December 31, 2020 and 2019, the Company held no
cash equivalents.

Risks and Uncertainties

The Company has a limited operating history. The Company's business and operations are
sensitive to general business and economic conditions in the United States. A host of factors
beyond the Company's control could cause fluctuations in these conditions.

The Coronavirus Disease of 2019 (COVID-19) has recently affected global markets, supply chains,
employees of companies, and our communities. Specific to the Company, COVID-19 may impact
various parts of its 2020 operations and financial results including shelter in place orders, material
supply chain interruption, economic hardships affecting funding for the Company's operations, and
affects the Company's workforce. Management believes the Company is taking appropriate
actions to mitigate the negative impact. However, the full impact of COVID-19 is unknown and
cannet be reasonably estimated as of December 31, 2020.

See independent accountant’s review repert.
-7 -



HYLIO, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
(unaudited)

Summary of Significant Accounting Policies (continued)

Accounts Receivable
The Company's trade receivables are recorded when billed and represent claims against third

parties that will be settled in cash. The carrying value of the Company's receivables, net of the
allowance for doubtful accounts, represents their estimated net realizable valuve.

The Company evaluates the collectability of accounts receivable on a customer-by-customer basis.
The Company records o reserve for bad debts against amounts due to reduce the net recognized
receivable to an amount the Company believes will be reasonably collected. The reserve is @
discretionary amount determined from the analysis of the aging of the accounts receivables,
histarical experience and knowledge of specific customers. As of December 31, 2020, and 2019,
the Company believed all amounts in accounts receivable are collectable.

Inventory

Inventories are stated at the lower of standard cost (which approximates cost determined on a
first-in, first-out basis) or market. At December 31, 2020 and 2019, the balance of inventory
related to finished goods was 368,175 and $5,069, respectively.

Intangible Assets

The Company has recorded intangible assets at cost. The intangible cssets consist of a website
domain, proprietary software and the acquisition cost of the Latin America subsidiary. The
Company evaluates intangible assets on an annual basis or more frequently if management
believes indicators of impairment exist. Such indicaters could include but are not limited to (1) @
significant adverse change in legal factors or in business climate, (2) unanticipated competition, or
(3) an adverse action or assessment by a regulator. The Company first assesses qualitative factors
to determine whether it is more likely than not that the fair valuve of a reperting unit is less than its
carrying amount. I[f management concludes that it is more likely than not that the fair value of a
reporting unit is less than its carrying amount, management conducts a two-step quantitative
impairment test. The first step of the impairment test involves comparing the fair value of the
applicable reporting unit with its carrying valve. The Company estimates the fair values of its
reporting units using a combination of the income, or discounted cash flows, approach and the
market approach, which utilizes comparable companies’ data. If the carrying amount of a
reporting unit exceeds the reporting unit's fair value, management performs the second step of the
impairment test. The second step of the impairment test invelves comparing the implied fair value
of the affected reporting unit's asset with the carrying value of that asset. The amount, by which
the carrying value of the asset exceeds its implied fair value, if any, is recognized as an
impairment loss. The Company's evaluation of its intangible asset completed during the year
resulted in no impairment losses.

Property and Equipment

Property and equipment is stated at cost. Depreciation is computed using the straight-line method
over the estimated useful lives of the assets. Drone assets, furniture and office equipment are
depreciated over five years, while motor vehicles are depreciated over seven years. Repair and
maintenance costs are charged to operations as incurred and major improvements are capitalized.
The Company reviews the carrying amount of fixed assets whenever events or changes in
circumstances indicate that the carrying amount of the assets may not be recoverable.

See independent accountant’s review repert.
-8-



HYLIO, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
(unaudited)

Summary of Significant Accounting Policies (continued)

Income Taxes

The Company complies with FASE ASC 740 for accounting for uncertainty in income taxes
recognized in a company's financial statements, which prescribes a recognition threshold and
measurement process for financial statement recognition and measurement of a tax position
taken or expected to be taken in a tax return. For those benefits to be recognized, a tax position
must be more-likely-than-not to be sustained upon examination by taxing authorities. FASE ASC
740 also provides guidance on derecognition, classification, interest and penalties, accounting in
interim periods, disclosure and transition. Based on the Company’s evaluation, it has been
concluded that there are no significant uncertain tax positions requiring recognition in the
Company's financial statements. The Company believes that its income tax positions would be
sustained on audit and does not anticipate any adjustments that would result in @ material
change to its financial position.

The Company is subject to tax filing requirements as a corporation in the federal jurisdiction of the
United States. The Company sustained net operating losses during fiscal year 2019. Net operating
losses will be carried forward to reduce taxable income in future years. Due to management’s
uncertainty as to the timing and valuation of any benefits associated with the net operating loss
carryforwards, the Company has elected to recognize an allowance to account for them in the
financial statements but has fully reserved it. Under current law, net operating losses may be
carried forward indefinitely.

The Company is subject to franchise and income tax filing requirements in the State of Texas.

Fair Value of Financial Instruments

Fair value is defined as the exchange price that would be received for an asset or paid to
transfer a liability (an exit price) in the principal er most advantageocus market for the asset or
liability in an orderly transaction between market participants as of the measurement date.
Applicable accounting guidance provides an established hierarchy for inputs used in measuring
tair valve that maximizes the use of ohservable inputs and minimizes the use of unobservable
inputs by requiring that the most observable inputs be used when available. Observable inputs
are inputs that market participants would use in valuing the asset or liability and are developed
based on market data obtained from sources independent of the Company. Unchservable inputs
are inputs that reflect the Company's assumptions about the factors that market participants would
use in valuing the asset or liability. There are three levels of inputs that may be used te measure
fair value:

Level 1 - Observable inputs that reflect quoted prices (unadjusted) for identical
assets or liabilities in active markets.

Level 2 - Include other inputs that are directly or indirectly observable in the
marketplace.

level 3 - Unobservable inputs which are supported by little or no market activity.

The fair value hierarchy also requires an entity to maximize the use of observable inputs and
minimize the use of unobservable inputs when measuring fair valve. Fair-value estimates discussed
herein are based upon certain market assumptions and pertinent information available to
management as of Inception. Fair values were assumed to approximate carrying values because
of their short term in nature or they are payable on demand.

See independent accountant’s review repert.
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HYLIO, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
(unaudited)

Summary of Significant Accounting Policies (continued)

Concentrations of Credit Risk

From time-to-time cash balances, held at a major financial institution may exceed federally insured
limits of $250,000. Management believes that the financial institution is financially sound and the
risk of loss is low.

Revenue Recognition

Effective January 1, 2019, the Company adopted Accounting Standards Codification 606,
Revenue from Contracts with Customers ("ASC 606"). Revenue is recognized when performance
obligations under the terms of the contracts with our customers are satisfied. Prior to the adoption
of ASC 606, the Company recognized revenue when persuasive evidence of an arrangement
existed, delivery of products had occurred, the sales price was fixed or determinable and
collectability was reasenably assured. The Company generates revenues by drones and software.
The Company's payments are generally collected upfront. For the years ending, December 31,

2020, and 2019 the Company had recognized sales of $1,060,611 and $254,038, respectively.

Advertising Expenses
The Company expenses advertising costs as they are incurred.

Organizational Costs
In accordance with FASE ASC 720, organizational costs, including accounting fees, legal fee, and
costs of incorporation are expensed as incurred.

New Accounting Pronouncements

From time to time, new accounting pronouncements are issued by the Financial Accounting
Standards Board, or FASE, or other standard setting bodies and adopted by the Company as of
the specified effective date, Unless otherwise discussed, the Company believes that the impact of
recently issued standards that are not yet effective will not have a material impact on its financial
position or results of operations upon adoption.

In Movember 20135, the FASB issued ASU [Accounting Standards Update) 2015-17, Balance Sheet
Classification of Deferred Taxes, or ASU 2015-17. The guidance requires that all deferred tax
assets and liabilities, aleng with any related valuation allowance, be classified as noncurrent on
the balance sheet. For all entities other than public business entities, the guidance becomes
effective for financial statements issued for annual periods beginning after December 15, 2017,
and interim periods within annual periods beginning after December 15, 2018, Early adoption is
permitted for all entities as of the beginning of an interim or annual reporting period. The
adoption of ASU 2015-17 had no material impact on the Company's financial statements and
related disclosures.

In Movember 2016, the FASB issued ASU 2016-18, Statement of Cash Flows (Topic 230), Restricted
Cash, or ASU 2016-18. The amendments of ASU 20146-18 were issued to address the diversity in
classification and presentation of changes in restricted cash and restricted cash equivalents on the
statement of cash flows which is currently not addressed under Topic 230. ASU 2016-18 would
require an entity to include amounts generally described as restricted cash and restricted cash
equivalents with cash and cash equivalents when recenciling the beginning of period and end of
period total amounts on the statement of cash flows. This guidance is effective for annual reporting

periods, and interim periods within those years, beginning after December 15, 2018 for non-
public entities. Early adoption is permitted, and the standard must be applied retrospectively. The

See independent accountant’s review repert.
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HYLIO, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
(unaudited)

Summary of Significant Accounting Policies (continued)

New Accounting Pronouncements {continved)

adoption of ASU 2016-18 had ne material impact on the Company's financial statements and
related disclosures.

In February 2016, the FASB issued ASU 2016-02, leases (Topic 8§42), or ASU 2016-02, which
supersedes the guidance in ASC 840, Leases. The new standard requires lessees to apply a dual
approach, classifying leases as either finance or operating leases based on the principle of
whether or not the lease is effectively a financed purchase by the lessee. This classification will
determine whether lease expense is recognized based on an effective interest method or on o
straight-line basis over the term of the lease. A lessee is also required to record a right-of-use
asset and a lease liability for all leases with a term of greater than 12 months regardless of their
classification. Leases with a term of 12 months or less will be accounted for similar to existing
guidance for operating leases today. This guidance is effective for annual reporting periods
beginning after December 15, 2019 for nen-public entities. The adoption of ASU 20146-02 had no
material impact on the Company’s financial statements and related disclosures.

In March 2016, the FASBE issued ASU 2016-09, Improvements to Employee Share-based Payment
Accountfing, or ASU 2016-09. ASU 2016-09 simplifies several aspects of the accounting for share-
based payment transactions, including the income tax consequences, classification of awards as
either equity or liabilities, and classification on the statement of cash flows. Some of the areas of
simplification apply only to non-public companies. This guidance was effective on December 31,
2016 for public entities. For entities other than public business entities, the amendments are
effective for annual periods beginning after December 135, 2017, and interim periods within
annual periods beginning after December 15, 2018. Early adoption is permitted for an entity in
any interim or annual period for which financial statements have not been issued or made
available for issuance. An entity that elects early adoption must adept all amendments in the same
period. The adoption of ASU 2016-09 had no material impact on the Company's financial
statements and related disclosures.

In May 2017, the FASB issued ASU 2017-09, Compensation—>5tock Compensation (Topic 718):
Scope of Modification Accounting, or ASU 2017-09, which clarifies when to account for a change
to the terms or conditions of a share-based payment award as a modification. Under the new
guidance, modification accounting is required only if the fair value, the vesting conditions, or the
classification of the award (as equity or liability) changes as a result of the change in terms or
conditions. This guidance is effective for annual reporting periods, and interim periods within those
years, beginning after December 15, 2017, for both public entities and non-public entities. Early

adoption is permitted. The adoption of ASU 2017-0%9 had no material impact on the Company's
financial statements and related disclosures.

Commitments and Contingencies

The Company is not currently involved with and does not know of any pending or threatening
litigation against the Company or its members.

See independent accountant’s review repert.
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HYLIO, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
(unaudited)

Preperty and Equipment

Property and equipment consisted of the following at December 31, 2020 and 2019:

Property and equipment at cost: 2020 2019
Drone equipment $159,598 $ 166,231
Motor Vehicles 30,011 30,011
Furniture and office equipment 15255 12,602

204,864 208,844
Less: Accumulated depreciation 65,781 34,515
Total $139,083 $ 174,329

Notes Payable — Related Party

Since inception, related parties have provided loans to the Company valued at $83,251 and
$93,358 as of December 31, 2020 and 2019, respectively. Interest is accrued annually at 0%
per annum. There are no minimum monthly payments. Management does not intend to pay back
the related party loan in the next year.

Line of Credit

The Company has a $100,000 line of credit with a commercial bank. The line of credit bears
5.25% interest. The line is personally guaranteed by a majority shareholder of the Company.
Minimum monthly payments on the line are interest only. As of December 31, 2020, and 2019, the
Company had $70,000 and $45,248 outstanding on the line of credit.

See independent accountant’s review repert.
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HYLIO, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2020 AND 2019
(unaudited)

MNotes Payable

Debt consisted of the fellowing at January 31, 2020:

Contract note payable; interest at 8% per annum, maturing in January
2024, manthly payment of $1,266, collateralized by fixed assets, $ 40,9254

Contract note payable /SBA EIDL Loan; interest at 3.75% per annum,
maturing in July 2051, monthly payment of $151 (commencing in July 2021),