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(Note: This document is meant to help founders who may not be familiar with legal 
terms to understand the various sections of our warrant agreement. It is NOT meant 
as part of that agreement. In the case of any dispute between what is written here and 
the actual text of the warrant, the warrant agreement shall prevail. This is not legal 
advice nor written by lawyers).

What follows is a breakdown of the FVA Warrant section by section to 
make it easier to understand for founders who may not have encountered 
a legal document like the warrant before.
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THIS WARRANT

This is a disclaimer carried on many securities agreements to make clear that the 
warrant hasn’t been registered with the Securities and Exchange Commission. 
This is to keep everyone safe from prosecution under securities laws.

1.  Definitions - This section defines a few terms that are used throughout.
      Capitalization just means the number of outstanding shares. Qualified Financing 
      means when you raise $100k or more and issue shares. A note round is not a 
      qualified financing.

2.  Purchase of Shares - This section says Fulcrum has the right to purchase a
      certain number of shares as measured after the qualified financing. So if you 
      have 1M shares outstanding after the financing, Fulcrum gets the right to
      purchase 1% of them, or 10,000 shares.

3.  Exercise Price & Period - This says we can exercise the warrant as long as it’s
      valid, and that the price per share is either the same price at which you sold 
      shares to investors, OR if a financing hasn’t taken place, a post money valuation 
      of $1M. So if no financing has taken place after 5 years, and you have 1M shares
      outstanding, we have the right to purchase our shares at $1/share.

4.  Method of Exercise - This says exactly how we can notify you that we’re
      exercising the warrant.

5.  Net Exercise - This section details the method and calculation for exercising the 
      warrant in lieu of cash. Click here for an example of how this works.

6.  Automatic Exercise - If a meteor hits one of our offices and we forget to notify
      each other what’s happening, the warrant gets exercised automatically rather 
      than expiring.

7.  Certification for Shares - If we exercise the warrant, your company has to issue 
      us shares.

8.  Issuance of Shares - They have to be real & good shares.

9.  Adjustment of Exercise Price & Number of Shares - If you do something to 
      your shares that changes their value, you need to do that same thing to the
      warrant so our interest is preserved.
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10.  Reservation of Stock - You need to keep some stock around so that you are 
         able to issue it to us if and when the warrant is exercised.

11.  No Fractional Shares - We don’t want this accounting nightmare, so only full 
         shares please.

12.  Expiration - The warrant is good for 5 years after your next financing, with
         another 5 years added if you haven’t IPO’d or been acquired by then.

13.  Option to Terminate - You can buy out the warrant at any time for $150,000. 
         This is a good option when your company (and therefore your stock) is very valuable.

14.  Representations of the company and Holder - This section is for each of us to 
         represent that everything is above board.

16.  Restrictive Legend - Again language to protect everyone.

17.  Warrants Transferable - This details how the warrant ownership can be transfeffed.

18.  Notices - Details how we can notify each other.

19.  Market Stand Off Agreement - This is language to provide for a lock up period 
         if you go public in order to protect the value of your stock.

20.  Jurisdiction (20 and 21) - We agree to use the laws of Colorado.

22.  Subchapter S Election - This protects you for tax purposes.

23.  Binding Arbitration - If we have a disagreement in the future, we agree to 
         solve it with arbitration.

24.  Rights and Obligations Survive Exercise of Warrant - Just because the
         warrant is exercised doesn’t mean we aren’t still obligated to be good to each 
         other and follow our other agreements.

25.  Amendments and Waivers - If we make changes they need to be in writing and 
         mutually agreed.

26.  No Impairment - You won’t do anything that endangers the rights of the
         warrant holders.
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Appendix A Notice of Exercise - This is the form that we’ll send you if and when 
we decide to exercise the warrant.

Appendix B Form of Transfer - This is the form we’ll use to transfer our rights in 
the warrant to another party (if we ever decide to do that).

We hope this helps you understand the Fulcrum Warrant agreement. Please let us 
know if anything isn’t clear.


