Description of Issuer’s Securities

Class of Security Securities Securities Voting Rights Other Rights/terms
(or amount) (or amount)
authorized outstanding
Preferred 0 0
Common Stock 15,000,000 9,730,000 Yes
Debt Securities $100,000 $100,000 Yes Pro-rata,
20% discount,
$3,000,000
valuation cap,
1% annual interest
Options 1,000,000 0 No
Dilution

Even once the Crowd Notes convert into preferred or common equity securities, as applicable, the investor’s
stake in the Company could be diluted due to the Company issuing additional shares. In other words, when the
Company issues more shares (or additional equity interests), 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 or 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).

The type of dilution that hurts early-stage investors most occurs when the Company sells more shares in a
"down round," meaning at a lower valuation than in earlier Offerings.

This type of dilution might also happen upon conversion of convertible notes into shares. Typically, the terms
of convertible notes issued by early-stage companies provide that in the event of another round of financing, the
holders of the convertible notes get to convert their notes into equity at a "discount” to the price paid by the new
investors, 1.¢., they get more shares than the new investors would for the same price. Additionally, convertible
notes may have a "price cap” on the conversion price, which effectively acts as a share price ceiling. Either
way, the holders of the convertible notes get more shares for their money than new investors. In the event that
the financing is a "down round" the holders of the convertible notes will dilute existing equity holders, and even
more than the new investors do, because they get more shares for their money.

If you are making an investment expecting to own a certain percentage of the Company or expecting each
share to hold a certain amount of value, it’s important to realize how the value of those shares can decrease by
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