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As part of aligning our success with yours we’ve chosen to make part of our
program fees payable in equity in your company.

We’ve chosen to do this in the form of a warrant.

If you aren’t familiar with a warrant, it is an agreement to sell us a specific number 
of shares in your company at a specified price as long as the warrant is valid.

We chose to use a warrant because it is simple and doesn’t require a lot of legal
paperwork and legal fees.

This document will explain exactly how this works.

A warrant is a contract between your company and Fulcrum that gives us the right 
to purchase a specific number of shares in your company at a specified price as 
long as the warrant is valid.

It is a simple agreement that is signed by your company and retained by us. When 
it makes sense to exercise our warrant we’ll notify you.

The warrant we use gives us the right to purchase a number of shares in your company 
equal to 1% of the total outstanding shares right after your next qualified financing.

A qualified financing is any capital raise where you issue shares in your company to investors.

So when you complete your financing and issue shares to investors, we’ll know how 
many shares our warrant gives us the right to purchase. Note we don’t need to
purchase our shares at that time, and we probably won’t, but we’ll both know exactly 
how many shares our warrant gives us the right to purchase.

What Is A Warrant?

How Our Warrant Works
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For Example:

 Mary is the founder of GreenLight, a marketplace for sustainable products. 
 She owns 100% of her company’s common stock which is equal to  
 1,000,000 shares.

 Mary raises $2M from VC’s on a $10M post money valuation. The VC’s are 
 issued 200,000 shares at $10/share representing their 20% ownership in 
 GreenLight. There are now 1,200,000 shares outstanding.

 This financing is a qualified financing so now we can calculate how many 
 shares our warrant gives us the right to purchase.

 Since our warrant gives us the right to purchase 1% of total outstanding 
 shares following the financing, we have the right to purchase:

 1% * 1200 = 12,000 shares. Our warrant gives us the right to purchase 
 12,000  shares in the company.

 The warrant also gives us the right to purchase shares in the company at a specified 
 price. Which is the same price paid by investors in this round, or $10/share.

 So in this example we now know that Fulcrum has the right to purchase 
 12,000 shares of GreenLight at $10/share.

There are two ways we can exercise our warrant and purchase the shares. We can 
pay for them in cash, or we can do what’s called a “Net exercise”. Both of these
options will be explained below:

 1. Paying in Cash. If we elect this option we will cut a check to your
  company and  the company will issue us shares.

 2.  Net Exercise. If we elect this option we will ask the company to issue 
  us shares equal to the value of our warrant. This option works when 
  the value of the shares has increased and there is a difference
  between the value of the shares at the qualified financing and the 
  value of the shares today.

Exercising The Warrant
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For Example:

 A few years later, Mary raises another $5M from VC’s on a $20M post 
 money valuation.

 GreenLight issues shares to the new investors. Since they are purchasing 
 25% of her company and there are 1,200,000 shares outstanding, the
 company issues another set of shares equal to

  1,200,000 * 25% = 300,000 shares

 So there are now 1,500,000 shares total outstanding.

 The new investors paid $5M for these 300,000 shares so that means the 
 share price is $16.67/share.

 At this point Fulcrum can choose to exercise our warrant.

 If we choose to exercise our warrant by the cash method, we will notify the 
 company in writing that we have chosen to exercise our warrant and deliver 
 to the company a check for $120,000 (12,000 shares at $10/share).

 If we choose to exercise our warrant by the Net Exercise method we will 
 notify the company in writing that we have chosen to exercise our warrant 
 via this method.

 Since the share price has now increased to $16.67 per share, and our
 warrant gives us the right to purchase shares at $10/share the warrant has a 
 value that we can redeem for shares.

 The value of the warrant is the difference in the exercise price (the original price 
 we have the right to purchase shares at) and the market value of the shares
 (currently  $16.67).

 So therefore the value of the warrant in this example is $6.67/share
 ($10/share - $16.67/share).

 Since in this example our warrant gives us the right to purchase 12,000 
 shares, the value of the warrant is 12,000 * $6.67 = $80,000.
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 So if we choose to exercise the warrant via the Net Exercise method, we would 
 notify the company, and the company would transfer us shares equal  to  
 $80,000,  which in this case would be $80,000 / $16.67/share = 4,800 shares.

 These 4,800 shares represent the difference in value between the warrant
 when it was signed and today.

Our warrant also includes a buy-out option which gives you the option to
terminate the warrant by making one lump sum payment to Fulcrum anytime in 
the future while the warrant is still outstanding. Currently this lump sum payment 
amount is $150,000.

The Buy Out option is good for when your company value has increased
substantially and you’d rather buy out the warrant than issue shares.

In Our Example:

 A few years later Mary raises another round of financing. She raises $8M at 
 a $40M post-money valuation from some series A VC’s.

 GreenLight issues shares to the new investors. Since they are purchasing
 20% of her company and there are 1,500,000 shares outstanding, the
 company issues another set of shares equal to

  1,500,000 * 20% = 300,000 shares

 So there are now 1,800,000 shares total outstanding.

 The new investors paid $8M for these 300,000 shares so that means the 
 share price is $26.67/share.

 At this point Fulcrum can choose to exercise our warrant.

 If we choose to exercise our warrant by the cash method, we will notify the 
 company in writing that we have chosen to exercise our warrant and deliver 
 to the company a check for $120,000 (12,000 shares at $10/share). 

Buy-Out Option
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 If we choose to exercise our warrant by the Net Exercise method we will 
 notify the company in writing and since the share price has now increased to 
 $26.67 per  share, (and our warrant gives us the right to purchase 12,000
 shares at $10/share)  the warrant has a value of 12,000 * ($26.67-10) = 
 $200,000 that we can redeem for shares.

 However, before we redeem our warrant Mary decides that she would 
 rather cut  us a  check for $150,000 than issue us $200,000 in shares. So she 
 notifies us and sends us a comparatively small check out of her $8M
 financing to terminate the warrant.

 Mary is happy and we are happy and at this point the warrant is terminated and 
 GreenLight no longer has any contractual obligations to sell Fulcrum  shares.

The Fulcrum Warrant is a simple and easy way to align our interests with yours. 
The warrant is only worth something if you are successful, so it forces us to only 
enroll companies we think will be successful and to do everything in our power to 
help them achieve that success.

In Summary
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