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 $1,070,000.00 in Common Stock at $1.00
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 | 10,000 shares of Common Stock
Offering Maximum: $1,070,000.00 | 1,070,000 shares of Common Stock
Type of Security Offered: Common Stock

Purchase Price of Security Offered: $1.00

Minimum Investment Amount (per investor): $250.00

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

Voting Rights of Securities Sold in this Offering

Voting Proxy. Each Subscriber shall appoint the Chief Executive Officer of the
Company (the “CEQ”), or his or her successor, as the Subscriber’s true and lawful
proxy and attorney, with the power to act alone and with 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.

COVID Relief

This offering is being conducted on an expedited basis due to circumstances relating
to COVID-19 and pursuant to the SEC’s temporary regulatory COVID-19 relief set out
in Regulation Crowdfunding §227.201(z).

Expedited closing sooner than 21 days.



In reliance on Regulation Crowdfunding §227.303(g)(2) A funding portal that is an
intermediary in a transaction involving the offer or sale of securities initiated between
May 4, 2020, and August 31, 2020, in reliance on section 4(a)(6) of the Securities Act
(15U.S.C. 77d(a)(6)) by an issuer that is conducting an offering on an expedited basis
due to circumstances relating to COVID-19 shall not be required to comply with the
requirement in paragraph (e)(3)(i) of this section that a funding portal not direct a
transmission of funds earlier than 21 days after the date on which the intermediary
makes publicly available on its platform the information required to be provided by
the issuer under §8227.201 and 227.203(a).

Perks and Investment Bonuses*™
Time-Based Rewards:
Visionary
First 72 Hours | 15% Bonus Shares
Pacesetter
Next 4 Days | 10% Bonus Shares
Trendsetter

Next 7 Days | 5% Bonus Shares

Amount-Based Rewards:
$500+ | Investor Community Access

Receive periodic updates from our executive team on key developments and major
milestones

$2,000+ | 20 Horsepower

Receive 3% bonus shares

$5,000+ | 50 Horsepower

Receive 5% Bonus Shares + 30-minute call with our executives to discuss the company
$10,000+ | 100 Horsepower

Receive 5% Bonus Shares + $1,000 rebate on a future compressor purchase

$25,000+ | 250 Horsepower

Receive 5% Bonus Shares + $1,500 rebate on a future compressor purchase



*All perks occur after the Offering is completed.

The 10% Bonus for StartEngine Shareholders

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 / share, you will receive 110 common stock shares, meaning you'll own 110 shares
for $100. 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

Carnot Compression is revolutionizing the $30+ billion compressor with its
proprietary isothermal compression technology. The CarnotTM 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 CarnotTM 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 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.

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 estimated at $30 billion in annual capital

spending. Oil-free applications account for approximately 1/3 of annual spending, or
$10 billion. Approximately 80% of the total unit volume of industrial air compressors
sold are 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 provide an attractive entry point. We expect to scale the
technology up to 100HP within the first 3 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
50HP. 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.

Current Stage and Roadmap

Carnot has progressively developed the technology from desktop proof of concept to a
fully-integrated pre-commercial prototype that is currently being tested under a grant
from the California Energy Commission. 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 the current test phase to
the next design iteration that we anticipate deploying commercially.

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
Dates of Service: February 19, 2014 - Present
Responsibilities: CEO

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: Product Development

Name: Wayne Hagan

Wayne Hagan's current primary role is with Quanta Utility Engineering Services.



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 20, 2014 - Present
Responsibilities: Wayne is a member of the Board of Directors. He does not
receive a cash salary. Wayne owns 1,346,035 shares of common stock. He also
has a SAFE with a valuation cap of $8 million.

Other business experience in the past three years:

e Employer: Quanta Utility Engineering Services
Title: Senior Electrical Engineer
Dates of Service: February 01, 2018 - Present
Responsibilities: Comprehensive design of distribution systems; system
capacity, protection, reliability, operations and maintenance, industry and local
standards, feasibility, & construct-ability.

Other business experience in the past three years:

e Employer: North Sky Engineering
Title: Senior Electrical Engineer
Dates of Service: January 01, 2010 - January 31, 2018
Responsibilities: Comprehensive design of distribution systems; system
capacity, protection, reliability, operations and maintenance, industry and local
standards, feasibility, & construct-ability.

Name: Sean Kilgrow

Sean Kilgrow's current primary role is with Machado & Sons. Sean Kilgrow currently
services 2 hours per week in their role with the Issuer.

Positions and offices currently held with the issuer:

e Position: Director
Dates of Service: February 20, 2014 - Present
Responsibilities: Sean is a member of the Board of Directors. He does not receive
any cash compensation. Sean owns 983,276 shares of common stock.

Other business experience in the past three years:

e Employer: Machado & Sons
Title: President, Alternative Fuels Division
Dates of Service: October 01, 2019 - Present



Responsibilities: Sean is responsible for developing waste to gas projects for the
company.

Other business experience in the past three years:

e Employer: Doosan
Title: Senior Director, Project Delivery and Power Engineering
Dates of Service: November 30, 2018 - September 30, 2019
Responsibilities: Manage key customer engagements and serve as project
sponsor for all projects.

Other business experience in the past three years:

o Employer: Black & Veatch
Title: Regional General Manager
Dates of Service: September 01, 2014 - October 30, 2018
Responsibilities: Sean was responsible for business development efforts within
the Southwestern US for the Black & Veatch Energy Business

Name: Larry Leis

Larry Leis's current primary role is with Conestoga Energy Partners. 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 20, 2014 - Present
Responsibilities: Larry is a member of the Board of Directors. He does not
receive any cash compensation. Larry owns 1,430,000 shares of common stock
(directly and as president of No-Drill Inc.).

Other business experience in the past three years:

o Employer: Conestoga Energy Partners
Title: Vice President and Board Member
Dates of Service: January 01, 2007 - Present
Responsibilities: Larry is a member of the Board of Directors

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 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 equity in the amount of up to $1.07 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.

We may never have an operational product or service

Our technology is still being developed and tested. We are currently testing a pre-
commercial compressor. Further testing and designed 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 a
prototype 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 No Voting Rights

The equity that an investor is buying has no voting rights attached to them. This
means that you will have no rights in dictating on how the Company will be run. You
are trusting in management discretion in making good business decisions that will
grow your investments. Furthermore, in the event of a liquidation of our company,
you will only be paid out if there is any cash remaining after all of the creditors of our
company have been paid out.

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

Insufficient Funds
The company might not sell enough securities in this offering to meet its operating
needs and fulfill its plans, in which case it will cease operating and you will get



nothing. Even if we sell all the common stock we are offering now, the Company will
(possibly) need to raise more funds in the future, and if it can’t get them, we will fail.
Even if we do make a successful offering in the future, the terms of that offering might
result in your investment in the company being worth less, because later investors
might get better terms.

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

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

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

Our growth projections are based on an assumption that with our next design iteration
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 only 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.



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
Hans Shillinger (2,441,728 Common Stock 21.5

The Company's Securities

The Company has authorized Common Stock, and SAFE . As part of the Regulation
Crowdfunding raise, the Company will be offering up to 1,070,000 of Common Stock.

Common Stock

The amount of security authorized is 20,000,000 with a total of 11,332,182
outstanding.

Voting Rights
Stockholders are entitled to vote at any meeting of the stockholders.

Material Rights

Voting rights of securities sold in this offering

Each Subscriber in this offering 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.

SAFE



The security will convert into Common equity and the terms of the SAFE are outlined
below:

Amount outstanding: $40,000.00

Maturity Date: June 30, 2021

Interest Rate: 0.0%

Discount Rate: 0.0%

Valuation Cap: $8,000,000.00

Conversion Trigger: Equity financing at fixed pre-money valuation

Material Rights

Liquidity Event. If there is a Liquidity Event before the expiration or termination of
this instrument, the Investor will, at its option, either (i) receive a cash payment equal
to the Purchase Amount (subject to the following paragraph) or (ii) automatically
receive from the Company a number of shares of the Company’s Common Stock equal
to the Purchase Amount divided by the Liquidity Price, if the Investor fails to select
the cash option.

In connection with Section (b)(i), the Purchase Amount will be due and payable by the
Company to the Investor immediately prior to, or concurrent with, the consummation
of the Liquidity Event. If there are not enough funds to pay the Investor and holders of
other SAFEs (collectively, the “Cash-Out Investors™) in full, then all of the Company’s
available funds will be distributed with equal priority and pro rata among the Cash-
Out Investors in proportion to their Purchase Amounts, and the Cash-Out Investors
will automatically receive the number of shares of the Company’s Common Stock
equal to the remaining unpaid Purchase Amount divided by the Liquidity Price. In
connection with a Change of Control intended to qualify as a tax-free reorganization,
the Company may reduce, pro rata, the Purchase Amounts payable to the Cash-Out
Investors by the amount determined by its board of directors in good faith to be
advisable for such Change of Control to qualify as a tax-free reorganization for U.S.
federal income tax purposes, and in such case, the Cash-Out Investors will
automatically receive the number of shares of shares of the Company’s Common Stock
equal to the remaining unpaid Purchase Amount divided by the Liquidity Price.

(c) Dissolution Event. If there is a Dissolution Event before this instrument expires or
terminates, the Company will pay an amount equal to the Purchase Amount, due and
payable to the Investor immediately prior to, or concurrent with, the consummation
of the Dissolution Event. The Purchase Amount will be paid prior and in preference to
any distribution of any of the assets of the Company to holders of outstanding Capital
Stock by reason of their ownership thereof. If immediately prior to the consummation
of the Dissolution Event, the assets of the Company legally available for distribution
to the Investor and all holders of all other SAFEs (the “Dissolving Investors™), as
determined in good faith by the Company’s board of directors, are insufficient to
permit the payment to the Dissolving Investors of their respective Purchase Amounts,
then the entire assets of the Company legally available for distribution will be
distributed with equal priority and pro rata among the Dissolving Investors in



proportion to the Purchase Amounts they would otherwise be entitled to receive
pursuant to this Section 1(c).

What it means to be a minority holder

As a minority holder of common stock sold in this offering, you agree to grant your
voting rights by proxy to the CEO of the company, which means you will have limited
rights, if any, in regards to the corporate actions of the company, including additional
issuances of securities, company repurchases of securities, a sale of the company or its
significant assets, or company transactions with related parties. Further, investors in
this offering may have rights less than those of other investors, and will have limited
influence on the corporate actions of the company.

Dilution

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

Transferability of securities

For a year, the securities can only be resold:
e 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: Class A LLC Units
Type of security sold: Equity
Final amount sold: $155,133.00
Number of Securities Sold: 387,833
Use of proceeds: Product development and general working capital
Date: December 31, 2019
Offering exemption relied upon: 501 (D)

e Type of security sold: SAFE
Final amount sold: $40,000.00
Use of proceeds: Intellectual property costs and general working capital
Date: July 12, 2019
Offering exemption relied upon: Section 4(a)(2)

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:

Revenues were $811,760 in 2019, a decrease of 17% from $972,258 in 2018. The
increase in revenues in 2018 was mainly due to a full year of revenue from research
grants from the National Science Foundation (NSF) and the California Energy
Commission (CEC). Both of these projects started during 2017 and only reflected
partial billings then. In 2019, revenues decreased because the NSF project was
completed on September 30, 2019 and only reflected 9 months of revenues compared
to 12 months in 2018. The company also had lower CEC billings in 2019, which caused
CEC revenues to decrease 10% from $606,633 in 2018 to $548,636 in 2019.

COGS went from $665,403 in 2018 to $618,456 in 2019, a 7% decrease due to the
decrease in sales from 2018 to 2019.

As a result of decreased revenues, the company was not able to make a profit in 2019



as it did in 2018, where net income was in the amount of $87,255, but ended up
making a net loss in 2019 in the amount of $15,625.

Historical results and cash flows:

The company had an accumulated deficit of $458,047 and cash in the amount of
$8,581 as of December 31, 2019. The Company intends to raise additional funds
through equity financing. The following summarizes selected items of the cash flows
statements.

Operating Activities

In 2019, cash used in operating activities was in the amount of $80,715, in
comparison, the company had an inflow from operating activities in the amount of
$198,006 in 2018. The contrasting result in cash flows from operating activities for
both years was primarily due to a decrease in deferred revenues and the net loss
incurred in 2019. The company went from an influx in deferred revenue in the amount
of $84,374 in 2018 to a decrease of $140,624.

Investing Activities

In 2019, the company cash used in investing activities went up to $117,774 from
$37,854. The increase in cash used in investing activities was mainly due to the
purchase of additional patents by the company.

Financing Activities

Cash provided by financing activities increased to $190,066 in 2019, while in 2018, the
company has cash used in financing acties in the amount of $148,098. The increase in
cash provided by financing activities was primarily due to contributions from
members and an increase in debt borrowings.

Management is hopeful that the company will turn around the decrease of revenues in
2019 and start generating product sales as the company’s plan is to enter into niche
markets around the country and begin selling directly to customers within the next
year. We believe that our value proposition will enable us to gain traction in a
premium-priced market. Current oil-free air compressors in the 10 horsepower range
sell for upwards of $17,000. After our market entry, we believe that successful
operating history and low maintenance costs will enable us to offer premium pricing
and build customer loyalty. Our market prospects are really good. Air compressors
make up a growing market that's projected to pass $40B by 2025, with the oil-free
compression segment representing around a third of the sector.

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 today May 15, 2020, the company has $5,333 in cash in the bank. The Company



intends to raise additional funds through equity financing.

The company currently holds 2 credit cards with American Express and one credit card
with Capital One. The Amex credit cards are an AmexBlue with a credit limit in the
amount of $15,000 and an outstanding balance in the amount of $9,367 and an
AmexSimply with an outstanding balance of $27,806 and a credit limit in the amount
of $35,000 as of today, May 15, 2020. The CapitalOne credit card has an outstanding
balance in the amount of $18,253 and a credit limit in the amount of $20,000 as of
today, May 15, 2020.

On August 7, 2019 the company entered into a loan agreement with American Express
National Bank in the amount of $ 50,000. The loan bears an interest rate of 8.98% and
matures on August 12th, 2022. The loan is to be paid in 35 monthly payments in the
amount of $1,589.77 starting on September 12, 2019, and a last payment in the
amount of $1,577.68 on August 12, 2022. As of today, May 15, 2020, the outstanding
balance of this loan is $38,220.

During 2017, the company entered into a line of credit agreement with Wells Fargo in
the amount of $27,000. The total outstanding as of today, May 15, 2020 is $ 25,844

On June 19, 2018, the company entered into a line of credit agreement with
Lighthouse Bank in the amount of $200,000. This loan closed in 2020 and was replaced
with the January 7, 2020 Santa Cruz loan mentioned below.

On January 7, 2020 the Company entered into a promissory note with Santa Cruz
County Bank in the amount of $ 350,000. The note carries an initial rate at 7% and
matures on July 27, 2021 when the entire outstanding balance together with interest
will be paid (bullet repayment). This promissory note replaced the credit line signed
with Lighthouse Bank in the amount of $200,000 discussed above. As of today May 15,
2020, the outstanding balance of this loan is $165,942.

On April 21, 2020 the Company entered into a second promissory note with Santa
Cruz County Bank in the amount of $77,155. The note carries an interest rate of 1%
and matures on April 21, 2022. The Loan was made in accordance with, and under,
Section 1102 and 1106 of the Coronavirus Aid, Relief and Economic Security Act
(CARES Act) signed by the President of the United States on March 27, 2020. The Loan
is commonly known as the SBA 7(a) Paycheck Protection Program Loan.

On July 12, 2019, the company issued a SAFE note to one of its members, Wayne
Hagan in the amount of $ 40,000, which will convert into common equity at an equity
event.

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?)

The funds from this campaign are an important component of financial resources that



will help us accelerate our path to commercial revenue. We currently have access to a
revolving line of credit that covers our basic working capital and IP costs, and we are
also constantly looking at other sources of funding such as research grants and
commercial partnerships.

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 have the ability to remain viable without these funds. We believe raising these
funds will help us create value for all of our shareholders (existing and new) by
providing added growth capital that will help accelerate our first product to market.

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

If we raise our minimum we would continue to operate at our base level for the next
three months, If we have not secured adequate funding by then from this raise or
other sources of financing we would continue to operate the company indefinitely at a
reduced cost base.

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

If we raise our maximum we will have a minimum 1-year runway. We anticipate
securing other sources of funding, which could include commercial partnerships,
product revenue, grants, or additional financings that would extend the runway.

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

In addition to the credit lines currently available to us, additional funding sources
include commercial partnerships, product revenue, grants, or additional financings.

Indebtedness

e (Creditor: American Express National Bank
Amount Owed: $38,220.00
Interest Rate: 8.98%
Maturity Date: August 12, 2022
On August 7, 2019, the company entered into a loan agreement with American
Express National Bank in the amount of $ 50,000. The loan bears an interest rate



of 8.98% and matures on August 12th, 2022. The loan is to be paid in 35 monthly
payments in the amount of $1,589.77 starting on September 12, 2019, and a last
payment in the amount of $1,577.68 on August 12, 2022. $28,565 of the balance
was classified as non-current, $ 16,313 was classified as current portion of loan
payable within current liabilities.

Creditor: Wells Fargo

Amount Owed: $25,844.00

Interest Rate: 6.0%

During 2017, the company entered into a line of credit agreement with Wells
Fargo in the amount of $27,000. The total outstanding as of today, May 15, 2020
is$ 25,844

Creditor: Wayne Hagan

Amount Owed: $40,000.00

Interest Rate: 0.0%

Maturity Date: June 30, 2021

On July 12, 2019, the company issued a SAFE note to one of its members, Wayne
Hagen in the amount of $ 40,000, which will convert into units at an equity
event. If an Equity Financing occurs before the End Date, the Company will issue
to the Investor that number of units of SAFE Units as equals the Purchase
Amount divided by the SAFE Price. The “SAFE Price” is the price per unit equal
to the quotient obtained by dividing (i) the Valuation Cap by (ii) either (A) the
Company capitalization (excluding all SAFES and convertible notes) as of
immediately prior to the Equity Financing or (B) the capitalization of the
Company used to calculate the price per unit of the units in the Equity
Financing, whichever calculation results in a lower price. An “Equity Financing”
is a bona fide transaction or series of transactions, pursuant to which the
Company sells Units of the Company at a fixed pre-money valuation. SAFE Units
will be identical to the terms of the Units issued in the Equity Financing, except
for the per unit liquidation preference, if any, which, for the SAFE Units will be
based on the SAFE Price or Discount Price (as applicable). It is a condition to the
issuance of SAFE Units that the Investor will execute all transaction documents
related to the Equity Financing. The SAFE close date is June 30, 2021.

Creditor: Santa Cruz County Bank

Amount Owed: $165,942.00

Interest Rate: 7.0%

Maturity Date: July 27, 2021

On January 7, 2020 the Company entered into a promissory note with Santa Cruz
County Bank in the amount of $ 350,000. The note carries an initial rate at 7%
and matures on July 27, 2021 when the entire outstanding balance together with
interest will be paid (bullet repayment). This promissory note replaced the credit
line signed with Lighthouse Bank in the amount of $200,000 discussed above. As
of today May 15, 2020, the outstanding balance of this loan is $165,942.



e Creditor: Santa Cruz County Bank
Amount Owed: $77,155.00
Interest Rate: 1.0%
Maturity Date: April 21, 2022
On April 21, 2020 the Company entered into a second promissory note with
Santa Cruz County Bank in the amount of $77,155. The note carries an interest
rate of 1% and matures on April 21, 2022. The Loan was made in accordance
with, and under, Section 1102 and 1106 of the Coronavirus Aid, Relief and
Economic Security Act (CARES Act) signed by the President of the United States
on March 27, 2020. The Loan is commonly known as the SBA 7(a) Paycheck
Protection Program Loan.

e Creditor: American Express
Amount Owed: $37,173.00
Interest Rate: 12.24%
The Amex credit cards are an AmexBlue with a credit limit in the amount of
$15,000 and an outstanding balance in the amount of $9,367 and an AmexSimply
with an outstanding balance of $27,806 and a credit limit in the amount of
$35,000 as of today, May 15, 2020.

e Creditor: Capital One
Amount Owed: $18,253.00
Interest Rate: 0.0%
The company currently holds a CapitalOne credit card which has an outstanding
balance in the amount of $18,253 and a credit limit in the amount of $20,000 as
of today, May 15, 2020.

Related Party Transactions

e Name of Entity: Wayne Hagen
Relationship to Company: Director
Nature / amount of interest in the transaction: On July 12, 2019, the company
issued a SAFE note to one of its members, Wayne Hagen in the amount of $
40,000, which will convert into units at an equity event. If an Equity Financing
occurs before the End Date, the Company will issue to the Investor that number
of units of SAFE Units as equals the Purchase Amount divided by the SAFE Price.
The “SAFE Price” is the price per unit equal to the quotient obtained by dividing
(i) the Valuation Cap by (ii) either (A) the Company capitalization (excluding all
SAFES and convertible notes) as of immediately prior to the Equity Financing or
(B) the capitalization of the Company used to calculate the price per unit of the
units in the Equity Financing, whichever calculation results in a lower price. An
“Equity Financing” is a bona fide transaction or series of transactions, pursuant
to which the Company sells Units of the Company at a fixed pre-money
valuation. SAFE Units will be identical to the terms of the Units issued in the
Equity Financing, except for the per unit liquidation preference, if any, which,



for the SAFE Units will be based on the SAFE Price or Discount Price (as
applicable). It is a condition to the issuance of SAFE Units that the Investor will
execute all transaction documents related to the Equity Financing. The SAFE
close date is June 30, 2021.

Material Terms: On July 12, 2019, the company issued a SAFE note to one of its
members, Wayne Hagen in the amount of $ 40,000, which will convert into units
at an equity event. If an Equity Financing occurs before the End Date, the
Company will issue to the Investor that number of units of SAFE Units as equals
the Purchase Amount divided by the SAFE Price. The “SAFE Price” is the price
per unit equal to the quotient obtained by dividing (i) the Valuation Cap by (ii)
either (A) the Company capitalization (excluding all SAFES and convertible
notes) as of immediately prior to the Equity Financing or (B) the capitalization
of the Company used to calculate the price per unit of the units in the Equity
Financing, whichever calculation results in a lower price. An “Equity Financing”
is a bona fide transaction or series of transactions, pursuant to which the
Company sells Units of the Company at a fixed pre-money valuation. SAFE Units
will be identical to the terms of the Units issued in the Equity Financing, except
for the per unit liquidation preference, if any, which, for the SAFE Units will be
based on the SAFE Price or Discount Price (as applicable). It is a condition to the
issuance of SAFE Units that the Investor will execute all transaction documents
related to the Equity Financing. The SAFE close date is June 30, 2021.

e Name of Entity: Harold Made, Inc.
Names of 20% owners: Michael Leibowitz
Relationship to Company: Investor
Nature / amount of interest in the transaction: During 2019 the Company
purchased marketing services from a business in which one its members has an
ownership interest. The total marketing services paid to the business were
$31,775.
Material Terms: During 2019 the Company purchased marketing services from a
business in which one its members has an ownership interest. The total
marketing services paid to the business were $31,775.

Valuation

Pre-Money Valuation: $11,332,182.00
Valuation Details:

The valuation was determined based on a variety of factors. One method was based
upon a discounted cash flow valuation of the business using an early-stage IRR hurdle
rate. We have also looked at mulitiples of projected revenues and earnings to arrive at
our number. The Company set its valuation internally, without a formal-third party
independent valuation.

Use of Proceeds



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

e StartEngine Platform Fees
3.5%

e Platform Fees
96.5%
StartEngine minimum platform fees.

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

e StartEngine Platform Fees
3.5%

® Research & Development
10.0%
Approximately 10% of funds will be used to purchase materials for component
testing and prototype fabrication. Salaries for R&D are included in company
employment

e Marketing
6.5%
This is a budget for general sales and marketing efforts excluding company
salaries

e (Operations
20.0%
This includes facility lease, legal and accounting fees.

e (Company Employment
60.0%
This includes salaries for full time employees

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/investors).

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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